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This annual report, in both English and Chinese versions, is available on the Company’s website at
www.yff.com (the “Company Website”).

Shareholders who have chosen or have been deemed consented to receive the corporate
communications of the Company (the “Corporate Communications”) via the Company Website
and who for any reason have difficulty in receiving or gaining access to the annual report posted on
the Company Website will promptly upon request be sent the annual report in printed form free of
charge.

Shareholders may at any time change their choice of the means of receipt (either in printed form or
via the Company Website) of Corporate Communications.

Shareholders may send their request to receive the annual report in printed form, and/or to change
their choice of the means of receipt of Corporate Communications by notice in writing to the share
registrar of the Company, Computershare Hong Kong Investor Services Limited at 17M Floor,
Hopewell Centre, 183 Queen’s Road East, Wanchai, Hong Kong or by sending an email to the share
registrar of the Company at yunfeng.ecom@computershare.com.hk.
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CEQ’s Statement
THERHRE

In 2018, affected by the Sino-US trade war, the global
financial markets experienced drastic fluctuation,
with almost all asset classes recording negative
return. While the financial industry was impacted
to some extent, Yunfeng Financial Group Limited
(“Yunfeng Financial Group” or “the Company”) faced
challenges, took advantage of the trend, and grasped
opportunities to promote the Company’s sustainable
and steady development.

On 16 November 2018, the Company completed the
acquisition of YF Life Insurance International Limited
(“YF Life”) (formerly known as MassMutual Asia
Limited), which expanded the Company’s business
scope and formed an ecosystem covering multiple
financial products and services. In the meantime,
the Company actively strengthened its financial
technology capabilities and developed the core
competencies.
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REVIEW OF BUSINESS SEGMENT

For asset management business, in 2018, the
Company strengthened the optimization and
integration of the investment team. Based on the good
foundation established in 2017, the Company actively
carried out asset management related business and
was committed to reasonable asset allocation on a
global scale for customers. The three private equity
fund “Majik” series products with alternative credits in
developed markets as the main investment category
have completed all fundraising in 2018, and have
been actively subscribed by institutional investors and
high-net-worth customers. Despite the sharp market
fluctuation in 2018, they achieved stable returns,
received high recognition from the customers and
established a good reputation in the market. The
“Youyu Note” product series with large and medium-
sized Chinese bank loans as the underlying assets
has gradually gained recognition in the market. The
Company’s comprehensive capabilities such as
asset evaluation and investment capabilities, product
structure building capabilities and customer service
have been demonstrated. In 2018, the Company
actively captured investment opportunities in Hong
Kong’s capital market, issued fund products with
new shares as investment targets, and won the
favor of institutional investors and high-net-worth
customers. While enriching the Company’s asset
management product line, it also further demonstrated
the Company’s ability to actively innovate. In terms
of proprietary investment, based on the overall
development strategic target of the Company, robust
investment principle and overall judgment on the
market throughout the year, the Company started to
gradually adjust the asset allocation for proprietary
investment at the beginning of 2018 and greatly
cut back its investment in equity type assets in
favorable market conditions. By the end of 2018, it
has allocated most of the investments to cash and the
asset classes with lower risks, effectively mitigating
the investment risks in connection with the sharp
market fluctuation of the year.

EHSMEBERAT
—E-)\FFR

CEQO’s Statement
THEBRRE

HRBER G E R

EETEEKAE  ATR2018FMEH K
EEBKWELNES  T2017EESEIEE
KRR ERL BEGHEEEEEHEBE
B BOIRARFEREEETAEEER
B o UBETSIHEEEAIERERIN=
THREESHRERIERCHR2018FEEXE
MEETE EEUBEREEZENSFEEFR
WIEREEE It BE2018FEMiE KR EHY
BRT  EBETEENE®R mETEFNR
A EHEEY T OB - UAKTHBEGBERITE
RAEAEBEENEAZEE IEMRItESD
EEHESERT  ARHEEFENRERED
BEBERBENIUREFRESHREENSE
LRI - AER2018ERBHIEEFTBELAS
SREME  BITTUFTRAREENNES
Em ESTREMBEREANSEEEFN
BR - TEENTEEEEERENER  t
E—SRBTAREBAIFNED BERE
FH G ERARARREEKRERZ  BENK
BRAMEE2FETENZEHE - 85201858
A ARZELTARBEREEERE &£
BANT SRR TERANBERISEREEER
B E2018F K CHARIREBEER
SRERBENEEER  BEXRBTEED
BRIERBERNBZERR -



CEQ’s Statement
THERHRE

For brokerage business, in 2018, the total trading
volume of brokerage business more than tripled
compared to 2017. The overall revenue of the
brokerage business tripled compared to 2017. The
overall ranking of its trading volume of Hong Kong
stocks on the Hong Kong Stock Exchange rose by
more than 100 places. On the basis of 2017, the
brokerage line continued to develop retail business.
In the meantime, it developed institutional brokerage
business, and added new financing business,
providing customers with a full range of financial
services. In 2018, the release version of “Youyu
Stock” was updated 15 times. While enhancing the
user experience, it added new distinctive features
including stock recognition by photo, abnormal
change in stock price, information recommendation,
stock price alert, and intelligent customer service,
which provided more effective tools for investors’
decision making. Based on the improved web version,
“Youyu Stock” launched a PC version to provide more
convenient and professional services to experienced
investors.

For employee stock ownership plan administration
(ESOP) business, as an important strategic business,
the popularity of “Youyu ekeeper” has been further
enhanced and gradually recognized by the market.
New customers came online in succession in 2018.
“Youyu ekeeper” mainly served Hong Kong listed
companies and continued to successfully demonstrate
synergy over other business lines during the period.
In the securities business, the net value of assets of
institutions and their employees under management
almost doubled compared to 2017. In the past year,
“Youyu ekeeper” also provided the management
of idle funds for institutional customers and their
employees through Youyu E-Cash, which became
an important differentiated function and continued
to create additional benefits for the Company. The
ESOP team actively expanded its network in 2018,
having more sales and marketing activities. In terms
of channels, it has been supported by different
trust institutions and share registration companies
which accurately recommended customers with high
potential to promote business, and to jointly seize the
huge opportunities brought about by the reform of the
listing regime.

EERCERIE 2018 EECEBRRFZE
BHE2017F LA BME  KLEKAREW
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For the corporate finance business, corporate finance
team also provided advisory services to 19 corporate
customers in addition to providing financial advisory
services on the Company’s acquisition of the share
capital of YF Life. In 2018, the Company’s revenue
from corporate financial advisory services recorded
an ideal growth. With its expertise and experience,
the Company’s corporate finance team was focused
on providing one-stop integrated financial advisory
services for customers to help them move globally
and meet growing capital needs. The team also
contributed to the Company’s business development
by providing internal support to other business units
of the Company.

For insurance business, 2018 was an important
milestone for the cooperation between Yunfeng
Financial Group and YF Life. With the completion of
the acquisition, the Group will enhance the support
to the insurance businesses of YF Life and the
mutual support and collaboration for other business
lines, continuing to leverage on the multi-channel
distribution strategy, with the exclusive agents
serving as the core distribution channels, supporting
distributors, including independent brokerage
companies, agency companies and bank partners,
and maintaining steady performance growth. In terms
of products, the annuity scheme, the new business
flagship product of the year, was provided by YF
Life which was one of the few insurance companies
that offered guaranteed lifetime distribution annuity
schemes in Hong Kong. In the meantime, the
insurance brokerage team of Yunfeng Financial Group
was established in early 2018 and has obtained
relevant business scope licenses. After the formal
launch of the service in the second half of the year,
it has begun to generate revenue for the Company,
covering both personal and corporate customers. The
Company is actively putting resources to improve the
professionalism of the frontline team and striving to
assist customers in comprehensively analyzing the
different needs of their lives, providing customers with
the most professional and quality risk management
and wealth management services.
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CEQ’s Statement
THERHRE

For the investment research business, in 2018, in
terms of research content and operation, the Research
and Strategy Department deeply studied the topics
and combined with hotspots, expanded its market
presence. The regional review series for the 40th
anniversary of the reform and opening up received
overwhelming responses on multiple platforms, which
facilitated the cooperation between the Company and
the external platforms. In terms of asset allocation
strategy, it launched the weekly market review, and
actively participated in the Company’s customer
strategy meeting and roadshow, in order to provide
comprehensive research report services for the
customers.

FUTURE PROSPECTS AND STRATEGIES

With the publication of the Development Plan for
Guangdong-Hong Kong-Macao Greater Bay Area
by the Central Committee of the Communist Party
of China and the State Council on 18 February
2019, Hong Kong fully leveraged the advantages
of the global offshore Renminbi business hub
and the international asset management center,
and “Shanghai-Hong Kong Stock Connect” and
“Shenzhen-Hong Kong Stock Connect” actively
strengthened the interconnection mechanism with the
mainland financial market, which further promoted
the activities of the financial markets and insurance
businesses in Guangdong, Hong Kong and Macau.
Looking forward to the future, the Company’s position
is based on Hong Kong, grasping the opportunities in
the Greater Bay Area, connecting China and foreign
countries, and using technology to enable financial
institutions, to create an one-stop professional
financial platform.

As far as financial technology development is
concerned, the difference in the user experience
of financial technology platforms between China
and overseas, or the gap in relation to technology
platforms between the traditional large financial
institutions and internet brokers, has prompted
financial institutions to embrace technology to
bridge the gap. In line with the ardent demands
of the market, the “Fintech Business Department”
was established by the Company to improve the
Company’s independent innovation capability on
the one hand, and enhance the independence of
technology solutions on the other hand. In addition
to directly reaching To-C customers, it expands To-B
cooperation and directly provides financial technology
solutions. Other existing business lines will explore
new business opportunities, and leverage its own
technological advantages to provide better financial
services to the investors.
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In summary, the total population of the Guangdong-
Hong Kong-Macao Greater Bay Area is approximately
70 million, with an economic aggregate of RMB10
trillion. It is the most economically powerful region
in China. The Company is ready to grasp the
opportunities brought by the development of the
Greater Bay Area and welcome the opportunity of the
opening of the capital market. Looking forward to the
future, the Company will continue to forge itself as
the best overseas investment platform, develop To-B
cooperation as a supplement to the existing To-C
business, and create synergistic effect. The Company
and YF Life jointly cooperate online and offline to
establish a stronger sales network and business,
and offer a greater variety of products and more
convenient businesses.

I would like to express my gratitude to our
shareholders for their strong support, and would
also like to express my gratitude to our partners and
customers for their support and trust.
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Management Discussion and Analysis

EEENWEDN

MATERIAL EVENT

As disclosed in the announcement of the Company
dated 16 November 2018, the Company has complete
the acquisition of 60% of the issued share capital
of YF Life Insurance International Limited (formerly
known as MassMutual Asia Limited) (“YF Life”). The
portion of the consideration paid by the Company
is HK$7,926 million of which HK$5,264 million is
satisfied by the issue of an aggregate of 800,000,000
shares of the Company at the share market price
of HK$6.58 per share representing approximately
24.8% of the issued share capital of the Company as
enlarged by the issue of the shares and the remainder
is settled by cash.

The long term vision of the Group is to leverage its
fintech capabilities to develop a financial services
ecosystem comprising information technology and
online and offline platforms that offer a broad range of
financial services and products along with high quality
expert advice. This transaction is a milestone for the
Group’s integration of existing financial technology
services and traditional insurance business to realise
the growth into a sustainable financial group.

OVERVIEW

The Group’s major sources of revenue includes those
insurance related and other financial businesses
including subscription fees and management fees for
products launched by the Group, platform fees for
distribution of third-parties products, administration
fee for employees stock ownership plan management
services, brokerage commission income and corporate
advisory fee income etc. With the acquisition of
YF Life, the Group has consolidated the YF Life’s
financial result for the period from 16 November 2018
to 31 December 2018. With the insurance business
becoming dominant in the Group’s financial result and
the other Group’s businesses remains in the stage of
building up customer base and size of asset under
management, the Group’s financial result for the year
2018 is considered not directly comparable to that of
year 2017 and readers are reminded to take this into
consideration while reading through the annual report.
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Management Discussion and Analysis

OVERVIEW (Continued)

For the year 2018, the Group’s main income stream
amounted to HK$791 million including HK$761 million
premiums and fee income and HK$30 million service
income from other financial services. The overall
income (after premiums ceded to reinsurer and change
in unearned revenue liability) was HK$1.02 billion
including net investment income of HK$336.3million,
representing an overall increase in total income of
27.3 times and an increase of 30.8 times compared
to the prior year respectively. The insurance business
contributed a total income of HK$878.5 million
including net investment income of HK$233.1 million.
Excluding the insurance related business, the Group’s
total income including the net investment income were
HK$140.5 million and HK$103.2 million respectively,
representing an increase of 4.8 times and 8.7 times
compared to the prior year respectively. The increase
of total income excluding insurance business was
mainly attributable to the increase of financial service
income, the rising interest rate economic environment
and decrease of investment loss of financial
instruments.

The increase in overall operating expense is
mainly caused by the consolidation of YF Life and
amortisation expense in relation to Pool B share
awards granted by the Company in 2018. If the
financial impact in relation to the YF Life acquisition,
the amortization expense in relation to share awards
and other one-off adjustments are excluded, the
net loss attributable to equity shareholders of the
Company for the year would be HK$174.8 million
(prior Year: HK$275.3 million) representing a
significant decrease of HK$100.5 million or 36%
compared to the prior Year. Taking into account the
newly acquired insurance business, amortisation
expense of share awards and one-off adjustments,
the loss attributable to equity shareholders of the
Company for the year is HK$204.4 million compared
to HK$379.0 million in prior year, representing a
significant decrease of HK$174.7 million or 46%
compared to the prior year.
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Management Discussion and Analysis

EEENWR DM

CONSOLIDATED FINANCIAL RESULTS

REVIEW

The financial highlights of the Group were as follows:

Consolidated financial result analysis

For the year ended 31 December, HK$ million

REMBRR

REEFREHRERAMT :
BARBRARD I
BE+-H=1—ALFE BEET

2018 2017 Change %
—ZE-N\F —E—+tF 21t
Income ON
Premiums and fee income REREAWBA 761.7 - NA £
Loss after taxation BREZEE (154.2) (879.3) -59.3
Net loss attributable to the HEARLERTE
owners (204.4) (379.0) -46.1
Basic loss per share (HK$) BREAREXR(ET)
(Note 1) (HzE1) (0.08) (0.16) -50.0
At 31 December, HK$ million R+=-HA=+—H BEET
2018 2017 Change %
—B-N\F —ZT-+tF 21t
Total assets EEHE 63,033.4 5,203.0 11.1 times{Z
Total equity RE B 15,329.7 4,139.3 2.7 timesf&
Owner’s equity BB AR 9,220.8 4,139.3 1.2 timesfZ
Owner’s equity per share (HK$) HEASREZRGET)
(Note 2) (Htat2) 2.86 1.71 67.3

Note 1: the denominator is weighted average number of Bar1 - SRERNTLER Y INER S E
ordinary shares of the Company
Note 2: the denominator is total issued shares as of 31 Bizto - SREBEHAEEEt+—_A=+—81E

December of the respective years
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Management Discussion and Analysis
EEENWR DM

CONSOLIDATED FINANCIAL RESULTS

REVIEW (Continued)

Consolidated financial result analysis (Continued)

Analysis on loss for the year, HK$ million

REMBRE(E)

REMBRBDN(E)
FEEERT  BEET

2018 2017 Change %
—E-N\F —E—tF &1t
YF Life segment operating EBERRy LKL EFR
profit 126.5 — NA £
Other financial services Hih SBREF AT
and corporate segment DI S
operating loss (174.8) (275.3) -36.5
Total operating loss K EEAR (48.3) (275.3) -82.5
Adjust for the following profit or FEUTIEZELEH
loss and expenses impact: 2E:

— Realised capital gain/loss — BEBRERKE

and short-term derivatives EEFERTET

market value fluctuation EmEEEKE 21.7 — NA £
— Staff share award — ETRMEREE

amortisation expense BH (119.3) (56.7) 1.1 time {3
— Legal and professional fee — WEEBRENEE

and other expenses for NEXFEEER

acquisition of YF Life HiEBR (16.3) (47.3) -65.5
— Finance cost (Note 1) — BMERARHET) (10.6) — NA &
— One-off adjustments (Note 2) — — R4 (FfE2) 41.2 — NA £
— Consolidation adjustments — EOHRE (KA 3)

(Note 3) (22.6) — NA £
Loss for the year KEEERE (154.2) (379.3) -59.3
Less: non-controlling interests  j&f - 3EiEIRAER (50.2) 0.2 NA &
Net loss attributable to the BEARMLERTEE

owners (204.4) (379.1) -46.1

Note 1: The amount includes bank interest expenses and Bat1 - PR AEEERREMEELRNELE
other finance expenses incurred for the capital HIRITFEBRAMEMBKER -
required in the Group’s strategic investment.

Note 2:  One-off adjustments represent the net impact of Kiato - —RMRAEEIFLEMIEE B BB W
professional consultancy fees incurred for non- BEERMEENSEELAERANERZE -
recurring project expense and a tax provision
reversal.

Note 3:  The consolidation adjustments represent the financial B3 EHABREWEEBRRBRELENMKY
impact arising from the acquisition of YF Life. Zo

ERSHEBRERAT

—E-N\EFR
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EEENWR DM

CONSOLIDATED FINANCIAL RESULTS REUBRRA)
REVIEW (Continued)
Changes in owner’s equity BEEAEREE
HK$ million BE&EET
2018 2017
—E-N\F —E—tF
Balance at 1 January —B—BZ&% 4,139.3 4,444 1
Adoption of new accounting standard HKanghg s 2Eal (3.1) —
Share based payment transaction LR ERBEEERNS 9.1 56.4
Acquisition of and capital injection to WEEBRERIE
YF Life 11,304.0 -
Loss for the year rEEFE (154.2) (379.3)
Other comprehensive income and others H4R& R & Hitt 34.6 18.1
Balance at 31 December +-A=+t—B2Z&%H 15,329.7 4,139.3
Attributable to: LR
— equity shareholders of the Company —ARABERRR 9,220.8 4,139.3
— non-controlling interests —JEERER 6,108.9 -
Total equity e M RE 15,329.7 4,139.3

The Group’s total shareholders’ equity amounted to
approximately HK$15,329.7 million as at 31 December
2018 as compared to the total shareholders’ equity of
HK$4,139.3 million reported at the end of last year.
The increase is mainly due to the completion of YF
Life acquisition and the decrease in net loss for the
year.

INSURANCE BUSINESS REVIEW

To facilitate a more thorough and comprehensive
review of the insurance business, YF Life, the related
financial data below is presented on a full year basis
and excludes the fair value accounting adjustments
made on the acquisition. Management considers the
full year operation and financial data excluding fair
value accounting is able to provide reader with more
relevant information on the business performance
of the newly acquired insurance business segment
operating results of which approximately one and a
half months have been consolidated and reflected in
the Group’s consolidated financial statements.

RZZ-NFE+ZA=1T—-0  ~EEZRR
RRBENR153.3REBT  MEFRESZ
RERERAIA S 41.398 T - RREZIL
MEBRHBWBEERRRAFERSERFER
DPREL o

- E 33010

RENETERENZEAER  TAEER
RAREXBEEMEENERZFETS
R AEHWBETHNAABESTARE - &
BERBTSAABESTNEFEB LUK
EREAMBREERERUEENVBERE
EBR O MEBRENEUINER - MAKEHN
SO BHRRTERSRRRT —E¥ ANE

EE S
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Management Discussion and Analysis

OVERVIEW

During the year 2018, our insurance business
remained as authorized insurer licensed to carry on
life and annuity, linked long term, permanent health,
and retirement scheme management long term
insurance businesses in Hong Kong. It also operates
in Macau through a branch office and is licensed to
sell life insurance products in Macau.

Our insurance business division maintained diversified
product suite includes three flagship products: (i) the
“FLEXI-ULife Prime Saver”, an enhanced universal life
insurance plan; (ii) the “MY Lifetime Annuity”, a plan
providing guaranteed lifetime annuity income to act
as a safety net during the customer’s retirement; and
(iii) the PrimeHealth series which are critical illiness
products covering more than 100 illnesses.

The tied agency force consisted of approximately
2,701 (2017: 2,966) agents in Hong Kong and Macau
as of 31 December 2018. In addition to the tied
agency force, we also utilise brokers and agency
intermediaries as well as banks and other financial
institutions to distribute insurance products. As of
31 December 2018, the insurance business division
has approximately 379 (2017: 358) employees and
more than 470,000 (2017: 450,000) in-force individual
policies.

In the year 2019 and coming period, our insurance
division will continue to develop its tied agency,
brokerage and agency intermediary and bancassurance
distribution channels to increase penetration in the
market, to broaden its access to potential customers
and to meet the evolving preferences of existing
customers. Tied agency is the most significant
distribution channel in terms of premium and fee
income contribution and plans to continue to steadily
grow its tied agency force. We also seek to expand its
brokerage and agency intermediary distribution channel
to serve sophisticated customers who we believe are
more receptive to independent advice. In order to
expand the bancassurance distribution channel, we
will aim to establish new partnerships with suitable
banks and financial institutions. Furthermore, we aim
to develop products with higher margins by optimizing
the product mix by developing and promoting
products, such as refundable critical illness products
and improve the information capability and usage
of digital platforms to match the preferences of the
customers. By a carefully planned and thorough step-
by-step integration, management is confident that the
insurance division will greatly contribute to the Group’s
financial services ecosystem vision to provide wider
range of products and services to the customer base
and provide significant crossing-selling opportunities.

EHSMEBERAT
—E-)\FFR

EEENWR DN

m=

RZZ—-N\F  EREEBSE  BADRE
RECEBRBAS  FENEERY - XX
EERBEERTEEERBBER - AEEE
BREOTHBERMEY  UWEELRFIEE
ASRBER -

RPN REEBIHFESTILNERRY
BRE-SEEER ((BERBETERASEMRT
2 - ER-EEREERASKETE . ()IBAE
REFL ERE-—EAFFPERAIEBREHRR
BRASFERAGE (INBERERER
;‘J ’J%—ﬂEI?EE%mO SREFRNBERBRRE
ER T

BE-Z-—N\FE+ZA=+—H BXRKEHE
EBMBEMHNE2,701E(=ZZF—+F : 2,966
@) 82— NFE+-A=+—HBLHF
E-BRTBRAREN  BRMEFHLSLHMNE
FAURBITMEMESREERDERBE
BoBEZZT-N\FE+ZA=1+—8 REZE
BABHNBIT9R(ZFT—LF :358RK)ET
F#Bi8470,0001E(=ZF—tF : 450,000 &)
BRERRRA ©

REZZB-AFMRR-BREBR  RMAVRE
DB RBRNE  KLEMAEF L
MRITHRIZDSHRE - BUBMTISBER - 8
AREBEEEFRIMEREEEFTEHELN R
o HRENEBRARAEHMAIE  BRRER
REEMNDHERE  RMTEERIURES
RRE - RMBESREAGELNREH T2 8
RE > UBRBEMIDELRNEZFIIEZERN
BIREF o AT EARITHRERD HRE - BN
MERREMEERTNERMEBELTNSHE
RBERE - WO RS BEBMBNEREER
(MREBRRBER)RELCERAS  H
HABRESHER  TRSBBFENES
BEAOMEAR  WEEEF R - BBBLE
ANEEMNBELES  EEEMRERRD MBI
BAMEEASBNSRBRBELECRGRS
AEFHREHUERZNEMMRE - FFREMH
EEMNRXXEERSE -
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EEENWR DM

TOTAL PREMIUM AND FEE INCOME

Total premium and fee income measures its business
volumes by referring to the total TPl reported under
the Insurance Companies Ordinance (“10”). TPI
consists of full amount of single premium, first year
regular premium and renewal regular premium before
reinsurance, and includes deposits and contributions
for contracts. In preparing the financial statements in
accordance with HKFRS, YF Life chooses to unbundle
the deposit component of insurance contracts from
TPl and such deposit component is credited directly
to the policyholders’ deposit upon receipt. Therefore,
the revenue recognized in the financial statements
prepared under HKFRS is less than TPI.

RERBRABARE

RENERRABREBBSEZ(RBERSG)
BENRENREAWANBERITEEXEE -
RENEARABECEREVIRERZE BF
FHRENBRZANBRABRE - BER
BN o RIF(E B I B IR E 2 AR IR 5
BRE BERBEENHARBRERABA+TS
FRBERNREEND > MEERHSMBO R
FEBREEFARESBEANER - Bt - R
(BB M E R DGR GIH BBERR P ERN
BEERNREREHRBALE -

For the year ended 31

December
BE+-A=+—HLEE
2018 2017
—E-N\F —E—+F
HK$ million HK$ million
B &ET B &
Total premium and fee income reported RIBURBZEMDBRENWRE
under the 10 RERWALE 7,456 6,793
Less: Premium deposits separated out B RRBERTEBES
from insurance contracts and MWREBFSIEAWA
recognition of fee income TR (3,194) (2,948)
Premium and fee income recognized in EEN(E BT EREER)
the income statements of HKFRS MR RPERNRER
BAHKBA 4,262 3,845

Management considers TPl as one of the important
measures of the Group’s operating performance and
believe they are frequently used by analysts, investors
and other interested parties in the evaluation of
insurance companies. The management also uses TPI
as an additional measurement tool for the purposes
of business decision-making. TPl is not a measure of
operating performance under HKFRS and should not
be considered as a substitute for, or superior to, profit
before tax in accordance with HKFRS.

EEEARRERBEARANRERASEEE
RENEZERERz— MARBIWE - RE
BN EAAERE 5 AT AR B D B B AR A R
ER EEEECAREREAWABEES
EBARBNZHMMATET R - RIF(FBE
BHRELED)  REREHRABELIFEL
XENESR TAEAEREIELRER
(BB BHRELERDOBAIEF o
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Management Discussion and Analysis

BUSINESS VOLUME

The tables below set forth the TPl of the Insurance
business by (i) geographical region, (ii) distribution
channel and (iii) product type based on internal
records.

(i) By geographical region

E3 3

EEENWR DN

TRERRIBLHZ()VBEEE - () DHER
B () EMBREN TREEBHNRERE

EON-t:

() RHLEES

For the year ended 31 December

BE+-A=+—BLHFE

2018 2017
—E-N\F —E—tF
HK$ million %  HK$ million %
B&EETT HE#ET

Hong Kong &8 6,350 85 5,799 85

Macau BP9 1,106 15 994 15

7,456 100 6,793 100

(i) By distribution channel (i) EoEHRE
For the year ended 31 December
BE+-A=+—HLEE
2018 2017
—B-N\F —E-tF
HK$ million HKS$ million
BEET AEET

Hong Kong Macau Total Hong Kong Macau Total

EE Al #at BB i1 @t

Tied agency BERE 3,984 979 4,963 3,762 866 4,628
Brokers and non-tied ELAMEBR

agency RE 1,886 28 1,914 1,638 38 1,676
Banks and other BOMEMESH

financial institution 1% 480 99 579 399 90 489

6,350 1,106 7,456 5,799 994 6,793

ERSRERBRAR

—E-)\FFR
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BUSINESS VOLUME (Continued)

(iii) By product type

EWKE(E)
(iii) REREFR

For the year ended 31 December

BE+-A=+t—HLEE

2018 2017
—2-)\F —E-LF
HK$ million HK$ million
E&ET B&BT
Hong Kong Macau Total Hong Kong Macau Total
) R @t &8 2P @t
Regular premium — EHRE —

First year BE 842 216 1,058 939 239 1,178
Regular premium — EHRE —

Renewal &R 5,093 822 5,915 4,529 682 5,211
Single premium BARE 412 67 479 329 71 400
Fee income ERBA 3 1 4 2 2 4

6,350 1,106 7,456 5,799 994 6,793
EMBEDDED VALUE AND VALUE OF NEW NEBENFEKER

BUSINESS

The Embedded Value method is a commonly adopted
alternative method of measuring the value and
profitability of a life insurance company. Embedded
Value is an actuarially determined estimate of the
economic value of a life insurance business based
on a particular set of assumptions as to future
experience, excluding any economic value attributable
to future new business. Value of New Business
represents an actuarially determined estimate of
the economic value arising from new life insurance
business issued in the relevant 12-month period.

We adopted a traditional deterministic discounted
cash flow methodology to determine the components
of embedded value. This methodology makes
implicit allowance for the time value of options
and guarantees and other risks associated with
the realisation of the expected future distributable
earnings through the use of a risk adjusted discount
rate and is consistent with the industry practice in the
market.

REBEEIRFTEASREAREENRFIGE
IHERBRFEE - REEERERERRK
BN - AR EBRINBEERENASRERER
WEBEE TERRFEBENTAMLEE
B MEBKEERETHEE12@A B A Z
ﬁ;ﬁﬁk%ﬁ@%ﬁ%iﬂ%@@%@ﬂ@%ﬁﬁ
HElaal °

EMRAEGNBEELMRRSREERERN
SEENERTD - ZH EBBEARRARE
BRE BHENERNEBEEURERAE
FHARRA 2B KSR EM AR IRASE
B WEWIZITEEN - -
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Management Discussion and Analysis

EMBEDDED VALUE AND VALUE OF NEW
BUSINESS (Continued)

The embedded value of the insurance business as at
31 December 2018 is HK$15,131 million (31 December

EEENWR DN

NEEENHTELEEE)

BE-Z-N\E+=ZB=+—8 ' RMEHW
NEEBEA15131EBR(ZE—+tF+=A
=+—H8%&120.71E8xT)  FHBOT -

2017 is HK$12,071 million) with breakdown as below.
HK$ million BEETT

31 December

31 December

2018 2017 Change %
AL S
t-A=+-A +=A=+-A 1
Adjusted Net Worth (“ANW”) KREFEMT 1)
(note 1) 5,825 3,208 82
Value of in-force (“VIF”) business BMEBRMBREARRKA
after CoC (note 2) ZENEBHE2) 9,306 8,863 5
Embedded value WEEE 15,131 12,071 25
Note 1:  The ANW represents the net asset value on Hong BaE: RARFHEHERBLITEECLNEEF
Kong statutory basis, with marked-to-market B 2ERMRBRELIBNETEEE
adjustment to certain assets. The ANW growth is TRHEFERE LARFEHREBR
driven by strong growth in retained earnings and FMEYERURBERBRER=-Z—N
capital injection of HK$2,000 million from YF Life’s F+—-A=-t+=BEEAB20EBTHE
shareholders completed on 23 November 2018. BEE -
Note 2:  The VIF is the present value of future estimated Kiat2: BREXREEREBWNEBLPNRRMEETH

after-tax statutory profits from in-force business,
discounted at the risk discount rate. The VIF growth
is driven by new business acquired and favourable
actual experience, partly offset by future economic
assumption update.

For further detailed discussion and movement analysis
of embedded value of insurance division from 31
December 2017 to 31 December 2018, please refer to
the Embedded Value section.

EHSMEBERAT
—E-)\FFR

BEEFENRE - UEBERET U
B BRXEBEEATREXBURER
MBS - 30 BRREEBREHNT
HHEESE -

B -_Z—tHE+A=+t—HEZZ—N\#F
+TZBA=+-BHNRBRIBASEENE—D
HHwEESSN  B2EASEESD
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EEENWR DM

KEY FINANCIAL DATA OF INSURANCE

BUSINESS SEGMENT

The key financial data of insurance segment is
presented under Hong Kong Financial Reporting
Standards (“HKFRS”) on a full year basis before any
fair value adjustment arising from the acquisition
accounting policy and intra-group eliminations:

RIBEB S BEEMBRE

REz D E BB B ER IR R(EBMBRS
ZRANERBBETHRNEERNIEHEEED

FAXIABERARANZEZFE2RK

2018 2017 Change %
—E-N\E —E—+F #1k
HKS$ million HK$ million
BEEET BEET
Income WA
Premiums and fee income REREBAKBA 4,262 3,845 11
Premiums ceded to reinsurer DHRE (594) (577) 3
Net premium and fee income RERERAWAFE 3,668 3,268 12
Change in unearned revenue REBBAEEEE
liability (574) (507) 13
Net earned premium and fee WMHREREBRAKA
income REE 3,094 2,761 12
Net investment and other BREFMEME A FEE
income (note a) (Hizta) 937 3,240 -71
Reinsurance commission and BREASER
profit 29 46 -37
Benefits, losses and expenses # * BHENEA
Net policyholders benefit FREGA (B D)
(note b) 1,102 3,364 67
Commission and related HeMEBEER
expenses 1,105 1,130 -2
Deferral and amortisation of EIEREES RN
deferred acquisition costs I 7E A 18 8 (625) (700) -11
Management and other ERRHEMBAX (Hatc)
expenses (note c) 564 511 10
Change in future policyholder RRREFEAGN
benefits (note d) B (K d) 1,273 1,075 18
Profit before taxation before EEEBALRAN
disposal of MM Japan RR%E B8 A 641 667 -4
Disposal gain of MM Japan BEEALTHNEE R 589 - NA &
Profit before taxation BRELADER 1,230 667 85
Taxation BE 49 45 9
Profit after taxation BRI m A 1,181 622 90

YUNFENG FINANCIAL GROUP LIMITED
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KEY FINANCIAL DATA OF INSURANCE
BUSINESS SEGMENT (Continued)

EEENWR DN

REEEB I BETEMBEIE (&)

Note a: the balance includes net investment and other Kiita - HREBRREFENEME A - R1T
income, interest income from bank deposits and FRANEBEWRANMEMELERA 5
other operating income excluding the disposal gain MassMutual Life Insurance Company
of equity interest in MassMutual Life Insurance KK(TBBEX)RENEE R - 8758
Company K.K. (“MM Japan”). The decrease of the HNELPFTERHNBRERESRRENER
balance mainly arises from less investment gain from BB PTEL ©
investment-linked policies.

Note b:  the balance includes net claims, policy benefits Kizth : HRECEENEE  REWREMNERSE
and surrenders, interest credited to policyholders’ REFEANERESFEMREIFEA
deposits and dividends to policyholders. The BRE - RENRLTERHROREEE
decrease of the balance mainly arises from less ERREFEBEATENBRERZ R
investment gain passing to the policyholders of o
investment-linked policies.

Note c:  the balance includes management expenses, Kt : HEAEEEER RETHBENEME
investment management fee and other operating XM c BRENENETEXRERBEE - X
expense. The increase of the balance mainly arises BABUREREERIEM -
from inflation, increase of supporting staff and
promotion.

Note d:  the balance includes both change in future Bid . SHEEERRREFEARREBINRES
policyholders’ benefits to both insurance and B WS - SREENIEINEZRB R
investment contracts. The increase of the balance ¥BNMEMAEWBEREER ©
mainly arises from new business and natural growth
of inforce portfolio.

2018 2017 Change %
—E-N\F —E-tF 21t
HKS$ million HK$ million
B&EET B &EET
Operating profit (note 1) BERR (1) 742 690 8
Adjust for the following profit or FAEUTIEXELEH
loss and expenses impact: .
— Realised capital gain/loss — BEREARKE
and short-term derivatives EEMEHRITET
market value fluctuation AW EERS (150) (68) 121

— One-off adjustments (Note 2) — —RM4FAE(f1E2) 589 - NA #&

Profit for the year REERFN 1,181 622 90

Note 1: Operating profit represents profit generated from BraE1 - GRS TN IS A EFSSE R E A R F o

core business activities.

Note 2: One-off adjustments represents the disposal gain of
equity interest in MM Japan.
ERSREBERAR

—E-)\FFR

MiE2: - RERAREBERANREEENS -
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EEENRR DN

ASSETS AND LIABILITIES EENMAR

The following table sets out the key financial TREHN THRBEARREENTEALIAEBE
information with respect to the assets and liabilities FEMEBAIBIKE 2 AT - REEDBAEADN
employed by the insurance division before any EENEBENETEMNKEER -

fair value adjustment arising from the acquisition
accounting policy and intra-group eliminations.

As at 31 December
Rt+t=-—HA=+—H
2018 2017
—E-N\F —E—tF
HKS$ million HK$ million

BEET HEBT
Investments (Note) RE&(BEt) 43,354 40,177
Cash and deposits BEMER 4,595 1,779
Deferred acquisition costs FEIEREBEEBRA 9,640 8,009
Other assets Hib&E 905 750
Total assets EEHE 58,494 50,715
Insurance contract provisions REEREES 42,652 38,151
Investment contract liabilities REGRERE 4,479 4,048
Other payable Hith B FRIR 1,160 1,064
Total liabilities BERE 48,291 43,263
Net assets BEFE 10,203 7,452
Note: /‘(ﬁﬁir ;
Includes investment in unlisted equity securities in MM Japan. BRENRBEHAMNIELTEZES . RZE—tF
As at 31 December 2017, the insurance division holds 10% +ZBA=4+—HB RBELIFEEEEAANI0%R
equity interests in MM Japan, and the fair value of such equity B ZERENAABELSS49EBT  WRERIK
interests amounted to HK$849 million and it was disposed BEERRBZAN=-ZE—-NFEE -

during year 2018 before the completion of acquisition of YF Life.

YUNFENG FINANCIAL GROUP LIMITED
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Management Discussion and Analysis

LA
EEENWEDN
INVESTMENT ASSETS REEE
The table below sets forth the asset allocation of the TREWNTEE=ZE—N\ER=B—tF+=
investment portfolio of insurance division for the years B=t—BLEERBREBREHENEED
ended 31 December 2018 and 2017. fie o
As at 31 December
®n+=—B=+—H
2018 2017
—E-N\F —E—+tF
HK$ million HK$ million
B&EET BEET
Debt securities B S 27,679 24,197
Mortgage loans EHRER 7,358 6,052
Equity securities ERES 1,499 1,834
Cash and deposits BEMER 4,595 1,779
41,131 33,862
Unit trusts B 6,818 8,094
47,949 41,956
As at 31 December 2018, 90% (2017: 87%) of the BE-ZE—-N\E+=-HA=+—8 REEHKX%E
debt securities invested have Standard and Poor’s EHNI0% (ZZFE—+F :87%) EBEEEZH
rating of BBB or above or equivalent rating from other I BBBE U FSHHEMEER FHFEREE
reputable rating agencies. HIEEFE -
The total amount of equity securities set out above FERRSEEEEEHEBALANRE B
includes investment in MM Japan, and the fair value BREAZE—t+tE+-_A=1+—HEENE
of the 10% equity interests held by the YF Life in MM BHERI0NRENAAEEARB4IEBT -
Japan as at 31 December 2017 amounted to HK$849 BERAER=-BE-—N\FEE-
million. MM Japan was disposed during 2018.
The table below sets forth the total investment income TRV TERAZPLENRE W ALERE :

based on internal records:

For the year ended 31

December
BE+-A=1+—HLEE

2018 2017
—E-N\F —E—tF

HK$ million HK$ million
BEET BEBTT

Interest income and others S WA FIE A 1,384 1,157
Dividend income (=N N 127 91
The investment income excludes income arising from RERAFNRERZTERENESRERE
investment-linked products. EHHA °

EHEMEEARAT
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KEY OPERATIONAL DATA OF THE

INSURANCE DIVISION

The table below sets forth certain other key

operational data of the insurance division.

Rz D BN EELERIE

TRE TREDBHAMBEZELEHE -

As at 31 December

R+t=—A=t+—-A
2018 2017
—E-N\F —E—tF

Market position/share
(by regular premium income)

Number of employees

— Hong Kong

— Macau
Number of tied agents

— Hong Kong

— Macau
Number of brokers and non-tied agents
Number of bancassurance partners
MDRT qualifiers (Note 1)

Expenses ratio (Note 2)

Notes:

1. Million Dollar Round Table (MDRT)

mISEN,

12th/1.5% 11th/1.5%

(REBREWA) $£12/1.5% HF11{2/1.5%
EEHE

- 58 361 342
— JBPY 18 16
BRAREHE

— BB 1,764 2,013
— B 937 953
BRANFEBRREHE 472 459
RTRBEIEBHEEE 6 7
BBEERESSRAEMF1) 177 152
BRARME2) 7.7% 7.6%

is a global

professional association of life insurance and financial
services professionals that recognizes significant sales

achievements and high service standards.

2. Expenses ratio is operating expenses expressed as a

percentage of TPI.

BEE -

HHESE (MDRT) E2 RABRBASBES
BEABHE  ROREWEABERENEE
IR o

EALRRUGRENFEENBOLLRRINESE
FX o
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FINANCIAL STRENGTH AND SOLVENCY
MARGIN

The table below sets forth a summary of the total
available capital and solvency ratio, the ratio
expressed as a percentage, of the surplus to the
required solvency margin of the legal entity carried
out the insurance business related activities, as
determined at the relevant time in accordance with
the Insurance Companies Ordinance (Cap. 41 of the
Laws of Hong Kong) or the Insurance Ordinance (Cap.
41 of the Laws of Hong Kong) (“10”), as the case may
be, as it may be amended from time to time, and its
subsidiary legislation and based on standards required
by the 10 and methodology consistently applied by
our insurance division.

EEENWR DN

BB HRMENSED

TREY T A AERBIEMNE L RER
B R D RBRIR IR (TR IREEE 41
B)F(REBRBN (BB ERZEMNE)(RBER
MmE » ATRENEFELER) - REAMBER
AR B OR B SRR B )R E R E M B AR D
B-BERANG EREERERERNEEER
#ﬂfﬂ%l‘ﬁ%?’]’%*ﬁ%ﬁ/ﬁﬁﬁﬁ SENREINERE
Pl

As at 31 December

Rt+t=—A=+—8H

2018 2017

—E-N\F —E—tF

HK$ million HK$ million

BEET BB

Total available capital A AERERE 5,574 3,556

Regulatory minimum capital BEEZEER 1,827 1,626

Solvency Ratio BER 305% 219%
The solvency ratio was 305% at 31 December 2018, i = —)\E—I— B=+—8B EEXA
up by 86 bps compared with 219 % at 31 December 305% ' k=B —ttHF+ZA=Z+—HW
2017. The higher solvency ratio was driven by capital 219% E/N7T 86 {EEF - BERLA 2HE

injection and strong growth in retained earnings.
OTHER BUSINESSES REVIEW
Brokerage Business

In 2018, the Group launched fifteen version updates
for “Youyu Stock” mobile application adding new
features to help customers resolve investment
problems encountered in different investment
stages. The new features differentiated the Group
from other competitors using artificial intelligence
technological advantages including information
intelligence recommendation function to retain and
attract customers. Youyu Stock also enhanced the
web based customer experience by providing easy
access to market data and professional service to
experienced investors trading through their desktop
station at home. During the Year, the turnover of
brokerage business amounted to HK$5,733 million,
representing an increase of 2.72 times as compared
with the prior year.
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EEENWEDN

CORPORATE FINANCE CONSULTANCY
SERVICE

The Group’s corporate finance business provides
financial consultancy service primarily to Hong Kong
listed companies. In 2018, the Group has completed
27 financial consultancy projects. During the year, this
business segment recorded an income derived from
external customer of approximately HK$13 million,
representing an increase of 18% as compared with
the prior year.

EMPLOYEE STOCK OWNERSHIP PLAN
ADMINISTRATION

In 2018, Youyu employee stock ownership plan
administration (“Youyu ESOP”), as an important
strategic business, mainly serves Hong Kong listed
companies, which brought in new brought new inflow
of client assets to the Group and growth in client net
assets value managed by the Group. Youyu ESOP
creates synergy especially with Youyu Stock business
through building stronger bonding with clients while
enhancing revenue generating ability of the Group.
Taking on the opportunities offered by listed company
regulation reform, Youyu ESOP team proactively
reached out to potential clients through various
promotion campaign and sales activities through
cooperation with different trustee entities.

ASSET MANAGEMENT

During 2018, our asset and wealth management
business has attracted institutional and high net worth
professional investors and completed final closing of
three offline fund products.

Name of offline fund products
managed or jointly managed
by the Group
HASEEERAREEN
BEESER

Investment focus
RESEH

Majik Access USD Fund 1 LP

TERESARSE
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130088 T BEFELH18% °
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MHETE  BBREBEET P -

EEER

REZZ—N\F  ZANEENPEEERBER
S| THBINSREEXRREE U T =
RTESERNRKEER -

Third-party managed private credit funds — directly or indirectly invest

in credit and real estate-related debt market sectors

BRIFEXTES 1R

Majik Access USD Fund 2 LP

BE=ZFEELEERES - ERIBBERENEAREHERBES TS

Third-party managed distressed assets funds — specialising in different

distressed credit strategies

BRBEXTES 2

Majik Access USD Fund 3 LP

E=ZNEBETREEES —

RBRENTREERE

Third-party managed collateralised loan obligations — investing in

senior secured first lien bank loans, second lien loans, unsecured
loans, and other debt obligations

BRIBEXTEEIN

£ _HMEEGEH%UEW REBLERE -

BERIRTER  F-HE

BER - BERERNAEMBER
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Management Discussion and Analysis

ASSET MANAGEMENT (Continued)

During the Year, we have successfully secured
a handful of rare investment targets including
credit linked note and distressed fund investment
opportunities managed by top tier managers
to facilitate further growth in the offline asset
management operation. As of 31 December 2018,
the total capital commitment of the three offline
products amounted to approximately US$208 million.
On the other hand, we have also launched a new
fund product which invests in equity type financial
investments to satisfy investors with different
investment needs.

We have cooperated with banks and co-launched
series of “Youyu Note” which are secured debt
instruments with bank loans being the underlying
asset, which demonstrates our ability in offering
financial products tailored for different institutional
investors. For the year 2018, the accumulated issue
size of this series of products amounted to US$290
million.

PROSPECTS

With the publication of the Development Plan for
Guangdong-Hong Kong-Macao Greater Bay Area
by the Central Committee of the Communist Party
of China and the State Council on 18 February
2019, Hong Kong fully leveraged the advantages
of the global offshore Renminbi business hub
and the international asset management center,
and “Shanghai-Hong Kong Stock Connect” and
“Shenzhen-Hong Kong Stock Connect” actively
strengthened the interconnection mechanism with the
mainland financial market, which further promoted
the activities of the financial markets and insurance
businesses in Guangdong, Hong Kong and Macau.
Looking forward to the future, the Company’s position
is based on Hong Kong, grasping the opportunities in
the Greater Bay Area, connecting China and foreign
countries, and using technology to enable financial
institutions, to create an one-stop professional
financial platform.
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PROSPECTS (Continued)

As far as financial technology development is
concerned, the difference in the user experience
of financial technology platforms between China
and overseas, or the gap in relation to technology
platforms between the traditional large financial
institutions and internet brokers, has prompted
financial institutions to embrace technology to
bridge the gap. In line with the ardent demands
of the market, the “Fintech Business Department”
was established by the Group to improve the
Group’s independent innovation capability on
the one hand, and enhance the independence of
technology solutions on the other hand. In addition
to directly reaching To-C customers, it expands To-B
cooperation and directly provides financial technology
solutions. Other existing business lines will explore
new business opportunities, and leverage its own
technological advantages to provide better financial
services to the investors.

In summary, the total population of the Guangdong-
Hong Kong-Macao Greater Bay Area is approximately
70 million, with an economic aggregate of RMB10
trillion. It is the most economically powerful region
in China. The Company is ready to grasp the
opportunities brought by the development of the
Greater Bay Area and welcome the opportunity of the
opening of the capital market. Looking forward to the
future, the Company will continue to forge itself as
the best overseas investment platform, develop To-B
cooperation as a supplement to the existing To-C
business, and create synergistic effect. The Company
and YF Life jointly cooperate online and offline to
establish a stronger sales network and business,
and offer a greater variety of products and more
convenient businesses.

LIQUIDITY AND FINANCIAL RESOURCES

As at 31 December 2018, the Group had fixed bank
deposits with original maturity over 3 months and
cash and cash equivalents amounting to HK$5,443.5
million (31 December 2017: HK$3,762.7 million). As at
31 December 2018, the Group has HK$1,198.2 million
bank borrowing outstanding. The Group’s gearing
ratio as at 31 December 2018 is 7.25% (31 December
2017: minimal), which was measured as total debt
excluding those operation related liabilities to total
debt excluding those operation related liabilities plus
equity.
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CAPITAL STRUCTURE

Details of movements in share capital of the Company
during the year are set out in note 41(e) to the
financial statements.

RISK FACTORS

In 2018, the Group carried out timely and complete
identification and evaluation to manage the key risks.
The identified risks are being monitored according to
the risk appetite and also the related regulation by the
board of directors and also the related committees
assisting the board.

U]

(ii)

Strategic Risk

Management recognised the importance of
incorporating insurance business with the
financial service ecosystem of the Group.
On the other hand, management is keen on
enhancing the business process and integration
with financial technology to create values to all
customers of the Group. The overall enhancement
and integration process creates uncertainties
and increase degree of difficulties on related
risk management requirement. Management
proactively devotes sufficient resources to
support and enhance the ongoing process.

Insurance Risk

Management considers insurance risk mainly
comprised

Product design risk — potential defects in the
development of a particular insurance product.
To mitigate the risk, each of the new products
is required to go through pre-launch reviews
by various departments, including product
development, actuarial, legal and underwriting to
ensure the risk being aligned with the Group’s
risk appetite.

Lapse Risk — the possibility of actual lapse
experience that diverges from the anticipated
experience assumed when products were priced
as well as financial loss due to early termination
of policies or contracts where the acquisition
cost incurred may not be recoverable from
future revenue. Management carries out regular
studies of persistency experience which will be
assimilated into new and in-force management
and build in measures including surrender
charges to manage the financial impact upon
early termination by policyholders.
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RISK FACTORS (Continued)
(ii) Insurance Risk (Continued)

Management considers insurance risk mainly
comprised (Continued)

Pricing or underwriting risk — the possibility
of product related income being inadequate to
support future obligations arising from a product.
Further details related to this risk and the related
mitigation and monitoring measures is set out in
Note 5 “Insurance, financial risk management” to
the consolidated financial statements.

Claim risk — the possibility that the frequency or
severity of claims arising from insurance products
exceed the levels assumed when the product
were priced. Further details related to this
risk and the related mitigation and monitoring
measures is set out in Note 5 “Insurance,
financial risk management” to the consolidated
financial statements.

(iii) Market Risk, Credit Risk, Foreign Exchange
Risk and Liquidity Risk

The details of the market risk, credit risk, foreign
exchange risk and liquidity risk identified and
their related mitigation and monitoring measures
are detailed in Note 5 “Insurance, financial risk
management” to the consolidated financial
statements.

(iv) Operational Risk

Operational risk is the risk of direct or indirect
loss resulting from inadequate or failed internal
processes, personnel and systems or from
external events. The Group manages the risk
primarily through risk and control self-assessment
and reviews losses and fraud issues and provides
guidance, training and assistance to relevant
personnel for ongoing risk management purpose.

Risk and management control
Detailed risk and management control is set out in

corporate governance report section in the annual
report from page 54 to 70.
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Management Discussion and Analysis

MATERIAL ACQUISITIONS AND DISPOSALS
OF SUBSIDIARIES AND ASSOCIATES

Except for those set out in note 21 and 22(d), the
Group did not have any material acquisitions and
disposals of subsidiaries and associates during the
year ended 31 December 2018.

CHARGES ON ASSETS

At the year ended December 2018, the Group
did not have any charges on assets, other than
a security deposit of HK$300,000 (2017: HK$30
million) for banking facilities, no bank deposit (2017:
HK$78.1million) were deposited as collateral for
performance linked note, a financial product, issued
by the Group and HK$3,760,043,000 of investment
together with HK$259,250,000 of fixed bank deposit
in favour of Autoridade Monetaria de Macau to
guarantee the technical reserves in accordance with
the Macau Insurance Ordinance.

COMMITMENTS

Details of commitments are set out in note 44 to the
financial statements.

SEGMENT INFORMATION

Details of segments are set out in note 17 to the
financial statements.

CONTINGENT LIABILITIES

The Group did not have any significant contingent
liabilities as at 31 December 2018.

STAFFING AND REMUNERATIONS

As at 31 December 2018, the Group employed 609
(2017: 240) full time employees, 441 (2017: 96) of
which were located in Hong Kong, 18 (2017: Nil) in
Macau and 150 (2017: 142) in the People’s Republic
of China. The remuneration of employees includes
salary retention package and discretionary bonus. The
Group also adopted share option and share award
schemes to provide an incentive to the employees.

The remuneration policy and package, including
the share option and share awards, of the Group’s
employees are maintained at market level and
reviewed annually by the management.
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USE OF NET PROCEEDS FROM
SUBSCRIPTION SHARES

The proceeds from subscription shares have been
utilised subsequent to the subscription as set
out under the section “Use of Proceeds” of the
Company’s circular dated 18 August 2015 (the
“Circular”) and subsequent adjustment in use of
proceeds as set out in the announcement of the
Company dated 18 October 2016. The table below
sets out the proposed application of net proceeds
after adjustments and usage up to 31 December 2018:

RORBRERERR

REAQXTAR-ZB-RFNA+/\BBERIFT
SHREARIZHERBRERARALANBH
A-E-RE+ATNBRERE [ AEMR

7/

+
A

“H=+ - B R
BREAER

Actual usage

/8 %k
1F

THFHREE

SRERBRIER - TREIBE_ZF—/\F

Unutilised from Unutilised
Proceeds 1 January Proceeds
Use of up to 2017 to up to
Proceeds after 31 December 31 December 31 December
adjustments 2017 2018 2018
BE-E—tf
—-B-HZ
BE—LF —E-N\§ 2-2-N\F
RAREFMS +=-A=+—-B +=A=+-B +=ZA=t-H
REAE EMRERZE EFERAER LR ERRE
HKS$ million HKS$ million HKS$ million HKS$ million
BEET HEEEn BEET BEET
Setting up new branches and R F 2T R E MBI EH
IT infrastructure BZ® 333.2 210.7 114.1 96.6
Recruitment of professionals ~ fREEEZ A+ (ff511)
(note 1) 59.9 4.8 4.8 -
Establishment of a private RIBAMEEERTYAE
wealth management (Hit2)
platform (note 2) 179.0 136.3 29.2 107.1
Development of a financial SRREERRAERE
services ecosystem (Hizt3)
(note 3) 135.0 108.8 24.3 84.5
General capital management ~ BHEESEE (ffi4)
(note 4) 2,970.9 2,141.5 2,141.5 -
Total: @t 3,678.0 2,602.1 2,313.9 288.2
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USE OF NET PROCEEDS FROM
SUBSCRIPTION SHARES (Continued)

Notes:

1.

mainly utilised on the recruitment and employment
of internet products and technology development
professionals to assist on the expansion of retail brokerage
businesses.

mainly utilised on recruitment and employment
of professionals specialising in asset and wealth
management.

mainly utilised on marketing and setting up of online sales
platform.

mainly utilised on seed capital provided for financial
product launched by the Group, capital to support
securities brokerage and financing business, investment
holding for capital management purpose including for the
acquisition of YF Life.

EVENT AFTER THE REPORTING PERIOD

Details of event after the reporting period are set out
in note 52 to the financial statements.
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Independent Actuaries Report on Review of Embedded Value information

RNEBEEGEEHNBUREMERS

TO THE BOARD OF DIRECTORS OF
YUNFENG FINANCIAL GROUP LIMITED

We have reviewed the Embedded Value of YF Life
Insurance International Limited (“YF Life”) (“the YF Life
EV”) set out on pages 36 to 44 of the Annual Report
of Yunfeng Financial Group Limited (“the Company”
or “Yunfeng Group”) for the year ended 31 December
2018 (“the EV information”).

The directors of the Company are responsible
for the preparation and presentation of the EV
information in accordance with the general principle
and methodology of traditional embedded value and
industry practice for publicly listed companies in
Hong Kong. This responsibility includes designing,
implementing and maintaining internal control relevant
to the maintenance of underlying data and information
on the in-force business and preparation of the EV
information which is free from material misstatement,
whether due to fraud or error; performing EV
calculations; selecting and applying appropriate
methodologies; and making assumptions that are
consistent with market information and are reasonable
in the circumstances.

Our responsibility, as independent actuaries, is to
perform certain review procedures set out in our letter
of engagement and, based on these procedures,
conclude whether the EV methodologies and
assumptions are consistent with industry practice for
publicly listed companies in Hong Kong, the general
principle and methodology of traditional embedded
value and available market information.

We have reviewed the methodology and assumptions
used in preparing the EV information, including the
following:

° The YF Life EV as of 31 December 2018 and as
of 31 December 2017;

° Value of one-year new business of YF Life issued
during the year ended 31 December 2018 and 31
December 2017; and

° Movement analysis of the YF Life EV and
sensitivity analysis of value in-force business and
value of one-year new business of YF Life.
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Independent Actuaries Report on Review of Embedded Value information
REEEGEEERNNBYRBEMRE

TO THE BOARD OF DIRECTORS OF
YUNFENG FINANCIAL GROUP LIMITED
(Continued)

Our review procedures included, but were not
limited to, discussing with management of Yunfeng
Group the methodology and assumptions, inspecting
documentation relating thereto, and considering
whether the methodologies are consistent with the
general principle and methodology of traditional
embedded value and industry practice for publicly
listed companies in Hong Kong and whether the
assumptions are consistent with available market
information.

The preparation of EV information requires
assumptions and projections to be made about
future uncertain events, many of which are outside
the control of Yunfeng Group. Therefore, actual
experience may differ from these assumptions and
projections, and this will affect the value of in-force
business and the value of one-year new business.

In forming our conclusion, we have relied on the
integrity, accuracy and completeness of audited and
unaudited data and information provided by Yunfeng
Group. Our work did not involve reperforming the EV
calculations, nor verifying the data and information
underlying the EV information.

Based on our review procedures, we have concluded
that the methodologies and assumptions used in
preparing the EV information are consistent with
industry practice for publicly listed companies in Hong
Kong and with available market information.

This report has been prepared for and only for the
Board of Directors of the Company in accordance with
our letter of engagement and for no other purpose.
We do not accept or assume responsibility for any
other purpose or to any other person whom this report
is shown or in whose hands it may come save where
expressly agreed by our prior consent in writing.

For and on behalf of PricewaterhouseCoopers Ltd.
Xiaobin Yuan, FSA

Hong Kong, 28 March 2019
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Embedded Value
NEEE

BACKGROUND

The Group mainly consists of two major
segments including life insurance business and
financial services in the areas of investment
holding, asset management, pensions, other
businesses and corporate services. Life Insurance
business is operated by YF Life, a 60% owned
subsidiary, which is most significant part of the
Group in terms of total asset and profitability. To
provide additional information of the insurance
business of the Group, The Group disclosed the
Embedded Value (“EV”) of the segment.

DEFINITION

EV is a measure of value of shareholders’
interests in the earnings distributable
(“distributable earnings”) from assets allocated
to the in-force business after sufficient allowance
for the aggregate risks in the business.

The EV equals to:
° Adjusted Net Worth (“ANW?), plus

° Value of the in-force business before cost of
capital (“VIF before CoC”), minus

° Cost of Capital (“CoC”)

The ANW represents the net asset value on Hong
Kong statutory basis, with marked-to-market
adjustment to certain assets of our insurance
business segment.

The VIF before CoC is the present value of future
estimated after-tax statutory profits from in-force
business, discounted at the risk discount rate
as at 31 December 2018 and 31 December 2017
respectively. Cost of Capital is the difference
between the amount of required capital as at
31 December 2018 and 31 December 2017 and
the present value of future releases, allowing
for future after-tax investment earnings on the
capital.

Similarly, the new business value is calculated
as the difference of new business value before
CoC and CoC arising from new business sales in
the period. The new business value before CoC
is the present value, discounted at issue date,
of future estimated after-tax statutory profits
emerging from new business sales in the past 12
months, ie 1 January 2018 to 31 December 2018
and 1 January 2017 to 31 December 2017.
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BASIS OF PREPARATION

We adopted a traditional deterministic discounted
cash flow methodology to determine the
components of Embedded Value and the New
Business Value. This methodology makes implicit
allowance for the time value of options and
guarantees and other risks associated with the
realisation of the expected future distributable
earnings through the use of a risk adjusted
discount rate and is consistent with the industry
practice in the market.

In determining the value of in-force business, our
insurance segment’s in-force policy databases
as at 31 December 2017 and 31 December 2018
were used. New business volumes and mix were
based on the actual business written by our
insurance segment in the 12-month period from
1 January 2018 to 31 December 2018 and 1
January 2017 to 31 December 2017.

It should be noted that, in assessing the total
value of a life insurance company, the value
attributed to future new business can be
determined as the product of the one-year new
business value and a multiple which reflects an
allowance for future new business sales and the
risks associated with it at the assumed profit
margin.

The Group has appointed PricewaterhouseCoopers
(“PwC”), an international firm of consulting
actuaries, to examine whether the methodology
and assumptions used by us in the preparation
of the Embedded Value as at both 31 December
2018 and 31 December 2017 are consistent
with standards generally adopted by insurance
companies in Hong Kong.

EHSMEBERAT
—E-)\FFR

Embedded Value
NEEE

fm ) B %

BEMEAERNEELMRRSREE
BERSEEMNEBEENAKB
7oA EBRBERARBARIERE .
RPBEMERNEEEEARERAES
AR 2 B a8 AR B B KA E B et 1R A0
SEM WEMBTHEEN - -

ETREENEENWEER  RPHAAT
RZE-NE+ZA=+—HMZ=ZZE
—tE+ A=+ -HWRBERIIBNE
MBRABBEE - FEXERASTIR
BERANRBEsBEZE—-N\NE—H—
HEZ-Z—- N\ +ZA=+—HEKBZ
E—+H&E—-HA—BE=-ZE—t+t&H&+=H
=t+—HM12E BB FAmEENERE
BERBFTE °

BEELENZE  EFEASREBIAN
REER BERRRMEENEET
LAAR 15 — 5 7O 37 3 7% 8 (B B2 [ R R SRR
EBRHEERNEBUARERERN BXR
R BA Y L PR R R ©

AEBEEZEAERBREHABEMSBKT—
EOEFKEERQIAG(EERKE]E
ZEMAGRHR=ZE-N\FE+=ZB=1+—
BN -—Z—tHE+=-A=+—HHRE
BERFARANTEEBRERETHEEB
REATRBERANEE - -

37



Embedded Value
NEEE

4. CAUTIONARY STATEMENT 4. RETEBH

The calculations of Embedded Value and the New REBEBIBHNRNEEENHEBEE
Business Value of insurance business segment RBARREHBNEBBRERETHE -
are based on certain assumptions with respect It BERGERARLEETE LT ER
to future experience. Thus, the actual results EMREBHBEERE o LI RIEHEK
could differ significantly from what is envisioned PHEARNEBEBEON ERWHE LA
when these calculations were made. In addition, BE REEBNRESEENFESLE
the insurance business segment is held through BEHU100% EE2RAT > HILEHEE
a 60% owned subsidiary of the Group. With the ZEHBENEETG -

Embedded Value and the New Business Value
of the insurance business being presented on a
100% basis below, the related value assessment
should be considered accordingly.

5. EMBEDDED VALUE OF YF LIFE 5. BERBRANESEE
5.1 Embedded value 51 NEEE

31 December 31 December

2018 2017
—E-N\F ZE—tF
+=A +=A
=+—H =t—H
HK$ million HK$ million
BEET BEET
Adjusted Net Worth KRR FEE 5,825 3,208
Value of in-force business before BREEIBRE R KA BB
cost of capital EE 11,126 10,505
Cost of capital E AR A (1,820) (1,642)
Embedded value NEER 15,131 12,071
Attributable to: FE{h S
Owners of the Company RATERBRER 9,079 7,243
Non-controlling interests IR ERS 6,052 4,828
Embedded value RNEEE 15,131 12,071

YUNFENG FINANCIAL GROUP LIMITED
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Embedded Value
NEEE

5. EMBEDDED VALUE OF YF LIFE 5. BERMRASEEE)

(Continued)

5.2 WEKERE

5.2 New Business value

For the past For the past

12 months 12 months
as of as of
31 December 31 December
2018 2017
Bz e
—E-N\F —E—tF
+=AH +=A
=t+—HLt =t+—HL
#12M@ A8 #1218 B
HK$ million HK$ million
BEET BEET
New Business Value before cost of  HIBRE AR A B AU HT 55
capital BE 618 614
Cost of capital EREA (110) (120)
New Business Value after cost of HIBRE AR AR 1% 09 37 5755
capital (= 508 494
5.3 Movement analysis of embedded value 5.3 REEEEHIN
2018
—z-nE
Notes  HKS$ million
Krat BEET
Embedded Value as at 1 January R—BA—HWMREERE 12,071
New business value FEBER a 508
Expected return on Embedded value REEEERKE b 1,096
Assumption and model changes FRER IR R &1L c (349)
Investment return variance BRELQRER d (195)
ANW change for other business and Hat BT EWERAR
capital injection FEZ e 2,156
Other experience variance and exchange HhiE8=RMERSE
rate impact f (156)
Embedded Value as at 31 December R+=ZA=+—HBHAE
BE 15,131

EHSMEBERAT
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Embedded Value
NEEE

5. EMBEDDED VALUE OF YF LIFE
(Continued)

5.3

5.4

Movement analysis of embedded value
(Continued)

Note:

a) New business contribution from sales of new
business in the past one-year

b) Return on value of in-force business plus
expected interest on Adjusted Net Worth

c) Impact of assumption and model changes on
the future distributable earnings of the in-force
business

d) Differences between the actual investment
returns and expected investment returns

€) Impact of capital injection and increase of
retirement business

f) Differences between the actual experience and
expected experience for mortality, morbidity,
lapses, and expenses

Key assumptions

Our policies state that it adopts a best
estimate approach in setting the
assumptions which are used in the
calculation of its Embedded Value and New
Business Value. The assumptions were
based on the actual experience of YF Life
and certain industry experience.

The basis and assumptions used in the
calculations are summarised below. These
assumptions have been made on a “going
concern” basis.

Risk discount rate

The risk discount rate represents the
long-term post-tax cost of capital of the
hypothetical investor for whom the valuation
is made, together with an allowance for
risk, taking into account factors such as the
political and economic environment in Hong
Kong.

Currently, we use a risk discount rate of
9% for 2018 and 2017 as the base scenario
assumption for both in-force and new
business.
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5.

EMBEDDED VALUE OF YF LIFE
(Continued)

5.4 Key assumptions (Continued)

Investment returns

Future investment returns have been
calculated as the weighted average of the
investment returns on existing assets and
new assets.

The investment returns on existing assets
and new assets have been determined by
book yield, the forward rate yields available
on US government bonds and credit spreads
that reflects the allowance for risk of default
of underlying assets respectively.

Credit rate

The crediting rates for universal life business
have been set to reflect regulatory and
contractual requirements, policyholders’
reasonable expectations and earn rate
assumptions. The crediting rates were
worked out as earn rate less crediting rate
spread.

Mortality

The mortality assumption is based on
both emerging experience and industry
experience, reflecting its expectation of how
experience will emerge.

The experience mortality rates have been set
as a percentage of HKA93 mortality table
with an adjustment of increased mortality
at older ages (“Adj. HKA93”). There were
also adjustment factor for non-smoker and
smoker.

Morbidity
Morbidity rate assumptions have been set as

a percentage of the reinsurance rates due to
the lack of credible claims experience.

EHSMEBERAT
—E-)\FFR

5.

BB

5.4

Embedded Value
NEEE

REEANSEEE)

FERBRRE)
RE[LE#

ARBRECBZRBEEENHEE
R IR E B RAYINAEFIIETE - |
B M ARRFENRATIRE RS
BRUEBENTETEERTE -

BEEENHEENREDBHAIR
HWE R XEBFESHERR
UK RREREEENRBER
ENEAFEZRE -

EREREBNEENRNRELR
SEZRTEHEENSRER - RRA
MEBERMBERBREAE -
HENRRWHERBENESE -

FETE
RTRBRENEASRNMTESL

B RRTHEETCXRERNTE
H o

RTEBRERETAREEFAOR
TEEMWHKAGBET BR(KAR
HKAQ3) W B 7 tb o FEMRIE & F1 IR
EECEHEENRAERF o

BHE

HRRZZ D NEBREE  BHEE
BRRERERBREBRNED
tE o

41



Embedded Value
NEEE

5.

EMBEDDED VALUE OF YF LIFE
(Continued)

5.4 Key assumptions (Continued)

Lapse

The lapse assumptions were based on YF
Life’'s experience and adjusted to reflect
the results of its recent experience. The
assumptions have been set with reference
to pricing assumptions where credible
experience data is not available.

The lapse assumptions vary by products and
policy duration.

Operating expenses

Operating expenses have been projected
based on unit expense assumption.
Projected excess or saving of expense
compared with unit expense assumption has
not been included in VIF or new business
value. The historical excess or saving of
actual expense compared with unit expense
assumption has been included in ANW
component of EV.

Inflation rate

Future inflation rate was assumed to be
2% per annum for 2018 and 2017. This
assumption is based on expectations
of long-term consumer price and salary
inflation.

Taxation

A tax rate of 0.825% of net premium income
has been assumed for 2018 and 2017
respectively.

Required capital

The embedded value projections assume
that it maintains required capital at 150% of
minimum solvency margin.

Statutory valuation

The distributable earnings are based on

statutory reserve in accordance with the
Hong Kong reserving regulations.
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5. EMBEDDED VALUE OF YF LIFE
(Continued)

5.4

5.5

Key assumptions (Continued)
Reinsurance

The cost of the financial reinsurance is
modelled based on reinsurance contract
terms. The cost of surplus reinsurance
contract is not material and has not been
explicitly modelled, but reflected in the
margins added to the mortality and morbidity
rates.

Sensitivity testing

We performed sensitivity analysis on the
value of in-force business and the new
business value as at 31 December 2018, by
independently varying certain assumptions
regarding future experience. Specifically, the
following changes in assumptions have been
considered.

o New money yields increased by 100
basis points per annum

° New money yields decreased by 100
basis points per annum

° Risk discount rate increased by 50
basis points

° Risk discount rate decreased by 50
basis points

° 10% increase in lapse rate and skip
premium rates (i.e. 110% of the central
assumptions)

° 10% decrease in lapse rate and skip
premium rates (i.e. 90% of the central
assumptions)

° 10% increase in mortality and morbidity
rates and loss ratios (i.e. 110% of the
central assumptions)

° 10% decrease in mortality and
morbidity rates and loss ratios (i.e. 90%
of the central assumptions)
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Embedded Value
NEEE

5. EMBEDDED VALUE OF YF LIFE 5. BRERBRANSEE®E)
(Continued)
5.5 Sensitivity testing (Continued) 5.5 SEMHRE(E)
e 10% increase in acquisition and o EEHFMHEEBMAIZMI0% (B
maintenance expenses (i.e. 110% of the HERBZW110%)

central assumptions)

e 10% decrease in acquisition and e EHNHEEBRAMA10% (B
maintenance expenses (i.e. 90% of the HAEBZRN0%)

central assumptions)

Value of New

in-force business

business value after

after cost of cost of

For the year 2018 capital capital

MBRER HMRE AR
BARE A&

—E-NF BNMEKEERE FEKER
Assumptions HKS$ million  HKS$ million
584 BEET BHEETT
Base scenario EARREK 9,306 508
New money yields increased by I EERRSFIEM100

100 basis points per annum &2+ 10,181 592
New money yields decreased by I EEWZEERL 100

100 basis points per annum &2 F 7,609 428
Risk discount rate increased by 50  [& & BE TR = #2840 50 & 26

basis points 8,639 457
Risk discount rate decreased by 50 & BLIRZRE A 50 {E 2+

basis points 10,049 566
10% increase in lapse rate and skip RRZH kMR E R 4N

premium rates 10% 9,213 504
10% decrease in lapse rate and BREBMIAMREZRD

skip premium rates 10% 9,409 512
10% increase in mortality and HTERMBREUREBX

morbidity rates and loss ratios REIMN10% 8,400 452
10% decrease in mortality and RTEMBHREUAREBL

morbidity rates and loss ratios ZEAD10% 10,223 565
10% increase in acquisition and ERAARERILMN10%

maintenance expenses 9,175 476
10% decrease in acquisition and ERNERERRD 10%

maintenance expenses 9,437 541
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Biographical Details of Directors and Senior Management

CHAIRMAN

Mr. Yu Feng, aged 55, was appointed as the
Chairman and a non-executive Director and the
chairman of the Nomination Committee in November
2015. Mr. Yu is the co-founder and chairman of
Yunfeng Capital, a private equity firm founded by Mr.
Yu together with other entrepreneurs in 2010.

Mr. Yu is a director of YFHL, Key Imagination and
Jade Passion. YFHL, Key Imagination and Jade
Passion are substantial shareholders of the Company.

Mr. Yu obtained an EMBA degree from China Europe
International Business School, the PRC in March 2001
and a master of arts degree in philosophy from Fudan
University, the PRC in July 1991.

EXECUTIVE DIRECTORS

Ms. Li Ting, aged 46, was appointed as an executive
Director in November 2015. Ms. Li is currently the
Chief Executive Officer of the Company. Ms. Li has
over 20 years of experience in the financial industry,
including fixed income and derivatives analytics, risk
management, portfolio management, sales and market
developments, and strategic planning and execution,
in the U.S.A., the PRC and Hong Kong. Prior to joining
the Group, Ms. Li was a senior managing director
and head of Asia ex-Japan of State Street Global
Advisors.

Ms. Li holds a bachelor’'s degree in finance from
Nankai University, the PRC, and a master’s degree in
finance from Boston College, the U.S.A..

Mr. Huang Xin, aged 43, was appointed as an
executive Director and a member of the Remuneration
Committee in November 2015. Mr. Huang is a partner
and a member of the investment committee of
Yunfeng Capital. Mr. Huang served as vice president
of Shanghai Kaituo Capital Limited from 2006 to
2010, where he was in charge of various investments.
Mr. Huang was vice president of finance at Target
Media Holdings Limited from 2005 to 2006, where Mr.
Huang managed its daily financial operations and led
its equity financing and merger and integration with
Focus Media Holding Limited. Mr. Huang worked at
General Electric Company from 1997 to 2005.
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Biographical Details of Directors and Senior Management

EENSREEAEBRERE

EXECUTIVE DIRECTORS (Continued)

Mr. Huang is a director of Jade Passion, the
substantial shareholder of the Company.

Mr. Huang obtained a master of business
administration degree from China Europe International
Business School, the PRC in October 2011 and
a bachelor’s degree in accounting from Fudan
University, the PRC in July 1997.

NON-EXECUTIVE DIRECTORS

Mr. Adnan Omar Ahmed, aged 51, was appointed
as a non-executive Director on 16 November 2018.
Mr. Ahmed is also a director of YF Life. Mr. Ahmed
is the chairman, president and chief executive officer
of MMI. Mr. Ahmed joined MassMutual in October
2015 as executive vice president and chief human
resources officer. Mr. Ahmed brings with him an
impressive history of more than 20 years of global
financial services and leadership experience, ranging
from operating to human resources roles. He joined
MassMutual from Citigroup, Inc. in London where he
was managing director and head of human resources
for Europe, Middle East and Africa as well as the
global head of recruitment for the firm. Previously,
he led global shared services in the operations and
technology division for all of Citigroup employees.

Prior to joining Citigroup in 2010, Mr. Ahmed began
his career at Mitsubishi UFJ Financial Group, rotating
through various roles including corporate finance,
operations, credit and human resources. He then
spent 17 years at Morgan Stanley in New York, Tokyo,
Sydney and Hong Kong, during which time he held
a range of roles including chief administrative officer
and head of human resources, Asia.

Mr. Ahmed is a non-executive director on the board
of directors of Nippon Wealth in Japan, a subsidiary
of Nippon Life. Additionally, he serves on the board
of directors of the Human Capital Leadership Institute
in Singapore. Prior to the current board directorships,
Mr. Ahmed also served on the board of directors of
Temasek Management Services, Singapore between
2010-2018, and Bank Handlowy, Poland and Citibank
Turkey, both between 2012-2015.

Mr. Ahmed holds a bachelor of science degree in
computer science, a bachelor of arts degree in
international relations, and a master’s degree in
business administration, all from Tulane University. He
is based in Hong Kong.
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Biographical Details of Directors and Senior Management

NON-EXECUTIVE DIRECTORS (Continued)

Ms. Hai Olivia Ou, aged 39, was appointed as a non-
executive Director in November 2015. Ms. Hai is a
managing director of Yunfeng Capital and specialises
in investments related to the financial services
industry. Prior to joining Yunfeng Capital, Ms. Hai was
an actuarial partner at Deloitte China from 2012, and
was engaged in the provision of consulting services
to overseas and domestic insurance companies.
Ms. Hai has also worked at HSBC Insurance (Asia)
Limited in Hong Kong from 2010 to 2012 and
PricewaterhouseCoopers LLP in the United Kingdom
from 2002 to 2010.

Ms. Hai is a qualified fellow member of the Institute
and Faculty of Actuaries in the United Kingdom and
is a board representative of both the Life Board and
the Education Board of the Institute and Faculty of
Actuaries in the United Kingdom. She is also a fellow
member of the China Association of Actuaries.

Mr. Gareth Ross, aged 43, was appointed as a non-
executive Director on 16 November 2018. Mr. Ross
has been an executive team member, head of digital
and customer experience and senior vice president
of advanced analytics and target markets of MMLIC
since May 2014. At MMLIC, he was previously vice
president of sales and distribution strategy from
January 2011 to May 2014, vice president of strategy
from June 2009 to December 2010 and vice president
of financial planning analysis from April 2008 to June
2009. In addition, he has been a director of each of
Society of Grownups since October 2017, MMI since
June 2016 and Coverpath Inc. (now known as Haven
Life Insurance Agency, LLC) since March 2014. Prior
to joining MMLIC, he worked at Capmark Financial
Inc. from 2006 to 2008. He worked at General Motors
Company from 2004 to 2006.

Mr. Ross received a master of business administration
degree in finance and accounting and a masters
degree in international studies from The Wharton
School and The Joseph Lauder Institute of the
University of Pennsylvania in the U.S.A. in May 2004.
He obtained a bachelor of science degree in business
administration from Washington University in St. Louis
in the U.S.A. in December 1997.
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Biographical Details of Directors and Senior Management

EENSREEAEBRERE

INDEPENDENT NON-EXECUTIVE
DIRECTORS

Mr. Lin Lijun, aged 45, was appointed as an
independent non-executive Director and a member
of the Audit Committee and Nomination Committee
and the chairman of the Remuneration Committee in
November 2015. Mr. Lin was the founder of China
Universal Asset Management Co., Ltd., an award-
winning and diverse asset management company
founded by Mr. Lin in April 2004 and at which he
had served as chief executive officer until April
2015. Mr. Lin has extensive experience in investment
management as well as risk management. Mr. Lin is
currently founder and partner of Loyal Valley Capital,
a leading PE fund in China.

Mr. Lin was appointed as a non-executive director
of Shanghai Junshi Biosciences Co., Limited (Stock
code: 01877) on 24 June 2018, a company listed on
the Stock Exchange. Currently, Mr. Lin serves as a
non-executive director of Wenzhou Kangning Hospital
Co., Ltd (Stock code: 02120) and an independent non-
executive director of TANSH Global Food Group Co.,
Ltd (Stock code: 03666), both companies are listed on
the Stock Exchange.

Mr. Lin obtained a bachelor’s degree and a master’s
degree in economics from Fudan University, the
PRC, in 1994 and 1997 respectively, and a master
of business administration degree from Harvard
University, the U.S.A. in 2003.

Mr. Qi Daging, aged 54, was appointed as an
independent non-executive Director, and a member
of the Audit Committee, Nomination Committee and
Remuneration Committee in February 2016. Mr. Qi
is currently a professor of Cheung Kong Graduate
School of Business. He previously served as director
and associate dean of the executive master of
business administration department. Mr. Qi’s research
interests primarily focus on financial accounting,
financial reporting and their impact on corporate
business strategy. Mr. Qi has published many articles
in accounting and finance journals. Mr. Qi worked
at The Chinese University of Hong Kong and the
Feature Syndicate of the Department of Home News
for Overseas, Xinhua News Agency prior to joining
Cheung Kong Graduate School of Business in 2002.
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Biographical Details of Directors and Senior Management

INDEPENDENT NON-EXECUTIVE
DIRECTORS (Continued)

Mr. Qi was appointed as an independent non-
executive director of Haidilao International Holdings
Limited (stock code: 06862) on 2 May 2018, a
company listed on the Stock Exchange. Currently Mr.
Qi serves as independent director of Sohu.com Inc.
(NASDAQ: SOHU) and Momo Inc. (NASDAQ: MOMO),
all of which are listed on NASDAQ; and independent
non-executive director of Bison Finance Group
Limited (Stock code: 00888), SinoMedia Holding
Limited (stock code: 00623) and Jutal Offshore Oil
Services Limited (stock code: 03303), all of which
are listed on the Stock Exchange. Mr. Qi served as
an independent non-executive director of Honghua
Group Limited (stock code: 00196) from 18 January
2008 to 1 January 2018, a company listed on the
Stock Exchange, and an independent non-executive
director of Dalian Wanda Commercial Properties Co.,
Ltd. (stock code: 03699) from 29 January 2016 to 20
September 2016, a company delisted from the Stock
Exchange on 20 September 2016. Mr. Qi had also
been an independent director of Focus Media Holding
Limited (NASDAQ: FMCN) and AutoNavi Holdings
Ltd. (NASDAQ: AMAP), all of which were listed on
NASDAQ, an independent director of Bona Film Group
Limited and iKang Healthcare Group, Inc. which
were listed on NASDAQ and ceased to be public
companies, and an independent director of China
Vanke Co., Ltd. (a company listed on the Shenzhen
Stock Exchange, stock code: 000002; and listed on
the Stock Exchange, stock code: 02202).

Mr. Qi graduated with a doctoral degree in accounting
from The Eli Broad Graduate School of Management
of Michigan State University in the U.S.A. in 1996. He
also obtained a master’s degree in management from
University of Hawaii in the U.S.A in 1992 and dual
bachelor’s degrees (in biophysics and international
news) from Fudan University in 1985 and 1987
respectively.
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Biographical Details of Directors and Senior Management

EENSREEAEBRERE

INDEPENDENT NON-EXECUTIVE
DIRECTORS (Continued)

Mr. Chu Chung Yue, Howard, aged 70, was
appointed as an independent non-executive Director,
the chairman of the Audit Committee and a member
of the Remuneration Committee and the Nomination
Committee in August 2011.

Mr. Chu was the vice president, Asia and chief
representative, China of Teck Resources Limited.
Mr. Chu was responsible for the development of an
Asian strategy for the company, monitoring China’s
economic performance and promoting business
development opportunities in China. Mr. Chu held
various positions including corporate controller for
Teck Resources Limited from 1978 to 2007 and was
the vice president, Asia and chief representative,
China from 2007 to April 2011.

Mr. Chu was appointed as an independent non-
executive director of Grandshores Technology Group
Limited (stock code: 01647) on 30 June 2018, a
company listed on the Stock Exchange.

Mr. Chu holds a bachelor degree in commerce from
University of British Columbia and was a member of
the Chartered Professional Accountants of Canada.

SENIOR MANAGEMENT

Mr. Cai Junyi, aged 35, joined the Group in December
2015, is the general manager of the Fintech Business
of the Group. Mr. Cai is a Fintech product expert with
over 10 years of experience in product design and
team management. Mr. Cai took up employment with
internet giants Sina and Tencent and was the chief
technical editor of Sina Finance and deputy director
of Tencent Financial Product Center. During his
employment with Tencent, Mr. Cai served as a chief
product manager and led the team to develop the
Zixuangu” (“ ¥R ") APP.
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Biographical Details of Directors and Senior Management

SENIOR MANAGEMENT (Continued)

Mr. Chan Man Ko, aged 44, joined the Group in
November 2015, is the Chief Financial Officer,
Company Secretary and a Senior Managing Director of
the Group, and the executive director and senior vice
president of YF Life. Before joining the Group, Mr.
Chan worked for China Taiping Insurance Holdings
Company Limited (stock code: 00966) for over 11
years and had served several positions including
deputy general manager of finance department, chief
financial officer and company secretary. Prior to this,
he worked for Deloitte Touche Tohmatsu for 7 years.

Mr. Chan is an associate member of Institute of
Chartered Accountants in England and Wales, and
associate member and practicing member of Hong
Kong Institute of Certified Public Accountants.

Mr. He Shiqiang, aged 48, joined the Group in
September 2015, is the Head of I.T. and Operations of
the Group. Prior to joining the Group, Mr. He was the
head of operations of Shanghai-based Pacific Asset
Management Co. from 2013 to 2015. Before that,
Mr. He worked, from 2009 to 2013, for Shanghai-
based BNY Mellon Western Fund Management Co.
as CTO, CRO and COO and served on the company
supervisory board. Prior to moving to Shanghai, Mr.
He worked in various technology and consulting roles
in the U.S.A., including software architect for Maple
Securities and senior consultant in PA Consulting
Group.

Mr. He received a B.S. degree from Peking University
and a master degree from Massachusetts Institute of
Technology.
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Biographical Details of Directors and Senior Management

EENSREEAEBRERE

SENIOR MANAGEMENT (Continued)

Ms. Qin Li, aged 45, joined the Group in June 2017,
is a Senior Managing Director of the Group. With
nearly two decades of experience working in the
PRC banking industry, Ms. Qin took up employment
with China Investment Bank and China CITIC Bank
respectively and took part in foreign government
loans, custody, retailing, private banking and
bank financial management businesses in their
chronological order, thereby enjoying a wealth
of experience in wealth management and asset
management. Prior to joining the Group, Ms. Qin
was an assistant to the general manager of the
department of financial management business at the
headquarter of China CITIC Bank, tasked with product
development and investment management for the
bank’s financial management business and leading
a team with a portfolio of assets in excess of RMB
600 billion with the scope of investments covering
debentures, stocks, derivatives, and alternative
assets.

Ms. Qin graduated from Nankai University in the PRC
with a bachelor’'s degree in finance and received her
master’s degree in business administration from the
University of Wyoming in the U.S.A..

Mr. Tang Hui, aged 48, joined the Group in March
2016, is the Chief Risk Officer of the Group. Mr. Tang
has near two decades experience in financial industry
with exposures to both overseas and domestic
Chinese markets.

Previously, Mr. Tang worked with financial
institutions such as Bank of America, Merrill Lynch
and a large multi strategy hedge fund as well as a
Chinese securities firm among others in various risk
management positions.

Mr. Tang holds a bachelor degree from Beijing
Institute of Technology, master’s degree in business
administration from International University of Japan
and master degree in Computational Finance from
Carnegie Mellon University.
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Biographical Details of Directors and Senior Management

SENIOR MANAGEMENT (Continued)

Mr. Tay Keng Puang, aged 62, joined the Group in
November 2018, is the Vice President of the Group,
and managing director and the chief executive officer
of YF Life. He is a member of various committees,
including the investment committee, the reinsurance
committee and the risk management committee of
YF Life. Mr. Tay has over 38 years of experience
in the life insurance industry. He joined the YF Life
Group in December 1996 and was appointed to his
current position in June 2009. From December 1996
to October 2009, he was the president of MassMutual
Trustee Company Limited, a subsidiary of YF Life
operating the YF Life Group’s MPF business. During
this period, he also served as senior vice president
of YF Life, with responsibility for Employee Benefits
Administration and Management Information Systems.

Mr. Tay graduated from Newport University in
the U.S.A. with a master’s degree in business
administration in December 1992. He received a
postgraduate diploma in statistics and operational
research from University of Essex in the United
Kingdom in July 1980 and his bachelor’s degree
in economics from University of Portsmouth in the
United Kingdom in July 1978. Mr. Tay was designated
as a fellow member of the Life Management Institute
(FLMI) by Life Office Management Association (LOMA)
in September 1989.
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Corporate Governance Report
EEERBRE

The Board of Yunfeng Financial Group Limited is
committed to maintaining high standards of corporate
governance. It believes that a high standard of
corporate governance provides a framework and solid
foundation for attracting and retaining high calibre
and talented management, promoting high standards
of accountability and transparency and meeting the
expectations of all the Shareholders.

The principles of corporate governance adopted
by the Group stress the importance of a quality
board, sound internal controls, and transparency and
accountability to all the Shareholders.

Throughout the Year, the Company has complied
with the applicable code provisions of the CG Code,
except for the following deviation which is summarised
below:

Code Provision A.4.1

Code provision A.4.1 provides that non-executive
directors should be appointed for a specific term,
subject to re-election. The Company deviates from
this provision because the non-executive Directors
and independent non-executive Directors do not
currently have specific terms of appointment.
However, the articles of association of the Company
states that one-third of the Directors for the time
being or, if the number is not a multiple of three, then,
the number nearest to but not less than one-third,
shall retire from office by rotation, provided that every
Directors shall be subject to retirement by rotation at
least once every three years at each annual general
meeting, and offer themselves for re-election. As
such, the Board considers that sufficient measures
have been put in place to ensure the Company’s
corporate governance practice in this aspect provides
sufficient protection for the interests of Shareholders
to a standard commensurate with that of the code.

CODE OF CONDUCT FOR SECURITIES
TRANSACTIONS

The Company has adopted the code of conduct
regarding director’s securities transactions with terms
no less exacting than the required standard set out
in the Model Code. Following specific enquiry by the
Company, all the Directors have confirmed that they
have complied with the required standards as stated
in the Model Code throughout the Year.
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Corporate Governance Report

THE BOARD

The Board is responsible for the formulation of the
Group’s strategies, policies and business plans,
regulating and reviewing risk management and internal
control systems, formulating the Group’s corporate
governance policy, and supervising the management
of the business operations of the Group to ensure
that its business objectives are met. The Board
also ensures adequacy of resources, qualifications
and experience of the Board members. The senior
management of the Group is responsible for the day-
to-day operations of the Group and accountable to
the Board.

The Board has a balance of skills and experience
appropriate for the requirements of the business of
the Group. As at the date of this report, the Board
comprises the following Directors:

Chairman
Mr. Yu Feng (Non-executive Director)
Executive Directors

Ms. Li Ting (Chief Executive Officer)
Mr. Huang Xin

Non-executive Directors

Mr. Adnan Omar Ahmed
Ms. Hai Olivia Ou
Mr. Gareth Ross

Independent non-executive Directors

Mr. Lin Lijun
Mr. Qi Daging
Mr. Chu Chung Yue, Howard

The current Directors and their brief biographical
details are set out in the section headed “Biographical
Details of Directors and Senior Management” of this
annual report.

There are no financial, business, family or other
material/relevant relationships between Board
members and between the Chairman and the CEO.
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THE BOARD (Continued)

The Company has been maintaining the number of
independent non-executive Directors at not less than
one-third of the number of the Board members and
has ensured that at least one of the independent
non-executive Directors has appropriate professional
qualifications, or accounting or related financial
management expertise as required by the Listing
Rules. The participation of independent non-executive
Directors in the Board brings independent judgement
to ensure the interests of all Shareholders have been
duly considered.

For a Director to be considered independent, that
Director should not have any direct or indirect material
interest in the Group. In determining the independence
of Directors, the Board follows the requirement set
out in the Listing Rules. The Company has received
from each of the independent non-executive Directors
a confirmation of his independence pursuant to Rule
3.13 of the Listing Rules in respect of the year ended
31 December 2018 and the Company considers that
they are independent.

The roles of the Chairman and the CEO are
complementary, but importantly they are distinct and
separate with a clear and well established division of
responsibilities.

The Chairman (assumed by Mr. Yu Feng) is
responsible for setting strategic targets, providing
leadership to the Board, monitoring Board
effectiveness and fostering constructive relationship
between Directors.

The CEO (assumed by Ms. Li Ting) is responsible for
managing the business of the Group, attending to the
formulation and implementation of Group’s policies,
and assuming full accountability for the Group’s
operations. Acting as the principal manager of the
Group’s business, the CEO develops a strategic
operating plan that reflects the long-term objectives
and priorities established by the Board, and is
directly responsible for maintaining the operational
performance of the Group. Working with the senior
management and the Board, the CEO ensures that
the funding requirements of the business are met and
closely monitors the operating and financial results
against the plans. The CEO also takes remedial
actions when necessary and advises the Board of any
significant developments and issues of the Group.
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THE BOARD (Continued)

The Board meets regularly and at least 4 times a year.
Between scheduled meetings, senior management of
the Group provides to the Directors the information
on the activities and developments in the businesses
of the Group on a timely basis and, when required,
additional Board meetings are held. In addition,
the Directors have full access to the information of
the Group and to independent professional advice
whenever should they consider necessary. During
the Year, a total of 4 Board meetings and 2 general
meetings, including the annual general meeting were
held and the attendance of each Director is set out
below:
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EEgTHAHER BEELHTIR R
EEEHNgEZE  FEESKREEAER
HOEERUEAFAEEXERIHNER 2
B THREFERBITHEIMMESESE
o EETREERBEFTERL2HESAE
SEERNERBUNEXER - REAFE » XA
AAHETINESEERER2AREAE
BERRBFAE SEEHEBREIW
T

Number of meetings attended in the year ended

31 December 2018/Number of meeting eligible to attend

BE-R-\FE+-AZt-BHESERE/ SEKSNNEENY
AC

Board NC RC AGM EGM
R’e ) £ B® Bx
g2g ZE% ZE% £ZE® @fxg BAAE
Chairman IE
Mr. Yu Feng E#LE 4/4 11 - - 11 0/
Executive Directors HTEE
Ms. Li Ting BEnt 4/4 - - - 10 1
Mr. Huang Xin -t Vi 3/4 - 11 - 11 1/1
Non-executive Directors FYTES
Mr. Ko Chun Shun, Johnson (resigned on  SiRIBLE (RZE-N\&
16 November 2018) T-A+AAEHE) 3/3 - - - 1 11
Mr. Adnan Omar Ahmed (appointed on ~ Adnan Omar Ahmed %4
16 November 2018) (R=E-N\E+-R
TAREZER) - - - - - -
Ms. Hai Olivia Ou BEat 4/4 - - - 11 11
Mr. Huang Youlong (resigned on 11 BEEAE(R-E-N\F
January 2018) -A+-HEf) - - - - - 0/1
Mr. Gareth Ross (appointed on 16 Gareth Ross &4
November 2018) (R=B-NE1+-A
TRAEZER) - - - - - -
Independent non-executive Directors ~ BUHTES
Mr. Lin Lijun HHERE 0/4 01 0/1 0/2 0/ 0/
Mr. Qi Daging N 4/4 11 11 20 11 ot
Mr. Chu Chung Yue, Howard RRFEE 4/4 11 11 2/2 11 11
Note: K1zt -
NC - Nomination Committee NC - 1EEEES

RC - Remuneration Committee

AC - Audit Committee

AGM - annual general meeting held on 22 June 2018

EGM - extraordinary general meeting held on 10 January 2018
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PROFESSIONAL TRAINING FOR DIRECTORS

All Directors, including independent non-executive
Directors, should always know their collective
responsibilities as Directors and of the businesses and
activities of the Group. Each newly appointed Director
would receive an induction package covering the

Group’s businesses and the statutory and regulatory
obligations of a director of a listed company.

During the Year, all Directors have received the

following trainings:

EEERE

PRES(BEBYFHITES ) BRERS
BRESZHREEY THRARENELRE
Ei’ o
RMEAEBEBR LT RAEBAREZEE

REEESIE -

BEFLECESHWE-EABER

RAFE  2REFSEX T IR -

Training on corporate
governance, regulatory
development and other

Directors relevant topics
FBLEER EERER

2= HihaERE 25
Chairman EE
Mr. Yu Feng EHEEE v
Executive Directors HITES
Ms. Li Ting TEL L v
Mr. Huang Xin BEELE v
Non-executive Directors FHITES
Mr. Ko Chun Shun, Johnson SIRIELXE (RZE—N\F

(resigned on 16 November 2018) +— B+ RABHE) v
Mr. Adnan Omar Ahmed Adnan Omar Ahmed &4 (R =

(appointed on 16 November 2018) E-N\F+—A+TR<BEZME) v
Ms. Hai Olivia Ou BE Lzt v
Mr. Huang Youlong ERREEE(R=ZF—NF—A

(resigned on 11 January 2018) +—HEE) N/A
Mr. Gareth Ross Gareth Ross £ (RZ=ZZ—\&F

(appointed on 16 November 2018) +—B+BEZME) 4
Independent non-executive BYEHITES

Directors
Mr. Lin Lijun MFIE L v
Mr. Qi Daging BRELE v
Mr. Chu Chung Yue, Howard KRERFEE v
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BOARD DIVERSITY POLICY

The Company has adopted a board diversity policy
in October 2013 which sets out the approach to
achieve and maintain diversity on the Board in order
to enhance the effectiveness of the Board.

The Company recognises the benefits of a Board that
possesses an appropriate balance and levels of skills,
experience, expertise and diversity of perspectives
essential to support the execution of its corporate
and business strategies and to enhance the quality
and effectiveness of its performance. Board diversity
will strengthen the Company’s strategic objectives in
driving business results; enhancing good corporate
governance and reputation; and attracting and
retaining talent for the Board.

The Company seeks to achieve Board diversity
through the consideration of a number of factors,
including professional qualifications and experience,
cultural and educational background, race and
ethnicity, gender, age and length of service. The
Company will also take into consideration factors
based on its own business model and specific
needs from time to time in determining the optimum
composition of the Board.

As at the date of this report, the Board composition
under major criteria for diversity was summarised as
follows:

9
Executive 66-70
8 Directors
HITES
7
6
Non-executive
5 Directors
FUTES 46.50
4
3
2 Independent
Non-executive
Directors
Ol B IEiTES
0
Designation Gender Age Group
(537 gzl FHR
EEREREBERAT

—E-N\FER

Master Degree

Education
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EREBRSE

EEERESTIHE

DREAR-E-—=F+ARMESTERESZ Tt
K BEPHIDEFREFESERES T
£ RAZESSEFEREMERIZHE -

ARBTH  BEFE2EBRBEKF 2R
BE - KB ERRTEBH  UXBESSY
TEEREBRRBREARLEFEERYEE
HEZ -EFERES TBIBBRAQNRREH
REXE TERINLCEELARBERRE
EEREIRBBAS 2KBKER -

ARBARZEZHEEZ (BREEERRE
B ERBBES - Bk - 45 - FRERRR
BEER)  BEREEENES UL - REEE
FECRERER  ARRTERBEEFTEH
BARTRK2EEZREMEAE -

RBERY  REENSZAAEZESENA
BAEBEENT

Financial Institution

ERIIE

Actuarial
BE
Accounting and
(- 2] ﬁl;inanc?e
=N b

Investment

BE&E

Bachelor Degree

BE+2(y

Scholar
)

Professional Directorship with

Background Experience Company
BEER HELER (No. of years)
BR#%F 5
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BOARD DIVERSITY POLICY (Continued)

The Board considers that the current board
composition is diverse and meets the criteria of the
board diversity policy. Accordingly, no measurable
objectives have been set for implementing the said
policy. The Board will review the policy from time
to time to ensure that the board diversity policy is
complied with.

A copy of the board diversity policy is published on
the Company’s website for public information.

BOARD COMMITTEES

Regarding the corporate governance function, during
the year ended 31 December 2018, the Board has
reviewed and monitored the training and continuous
professional development of Directors and senior
management. The Board has also reviewed and
ensured compliance of the relevant legal and
regulatory requirements, the code of conducts,
corporate governance policies and practices
and the disclosure in the Corporate Governance
Report. Besides, the Company has set up three
committees including, the Nomination Committee, the
Remuneration Committee and the Audit Committee.
Each committee has its specific terms of reference
with reference to the CG Code.

REMUNERATION COMMITTEE

The Remuneration Committee was chaired by Mr.
Lin Lijun with existing members of Mr. Huang Xin,
Mr. Chu Chung Yue, Howard and Mr. Qi Daqging. The
Remuneration Committee is responsible to make
recommendation to the Board on the remuneration
packages of Directors and senior management of the
Group. In addition, the Remuneration Committee shall
meet as and when required to consider remuneration
related matters such as making recommendations to
the Board on the Group’s policy and structure for the
remuneration of Directors and senior management,
and to assist the Group in the administration of the
fair and transparent procedure for setting policies on
the remuneration of Directors and senior management
of the Group. The written terms of reference of the
Remuneration Committee are posted on the websites
of the Company and the Stock Exchange. Code
provision B.1.2(c)(ii) was adopted by the Remuneration
Committee.

EEERESTILEE#E)

EZERARTESENEARRZEN - T8
ESSZ U LHERNEE - Bt HESET
SFERRUZBRMLEE - EESK TR
%ﬁ%i%ﬂ’ﬂ%’o%d‘{ RN EEEENZ T
{EBUE »

EETREZ BRI AHERNAREHE

ok HAREH
EEZEY

REXERBENS  REE-T-/\F1+=
A=+—HLFE ZEZ2CRIRERES

EREBEAEZBIRSEEXRRE - ES
ENERFARBRETHBEIEREERE
THRIA EXERABRERREBREEXERR
EZWE o WH - ARFERU=ZFBEES
BRERAZEES  FHEEEREREES -
BRREEYESELE TG EREABER
E o
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KRBT HNEEEHMFIELEEEER
BEREERESERYE ARFTEERERE
fE - HHEEEEENLIEBEERSARE
BABCHFHNEBOZESSIRMEER - I
FNZESENEEERBTER  TETH
HEEE (O AEEZESERSREEAES
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M REEEATLERZEF  -FHEEEN
ERREHERN AR A REZATRL o Hl
ZE g2 M AR B.1.2(c)(ii) ©
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REMUNERATION COMMITTEE (Continued)

During the Year, the Remuneration Committee held
1 meeting. The Remuneration Committee reviewed
the remuneration packages for Directors and senior
management of the Group by assessing their
performance.

Details of the remuneration of the Directors during the
Year are set out in note 13 to the financial statements.
The remuneration of the senior management during
the Year falls within the following bands:

A s
EREBRSE

yMEES(#)
RAFE  FMEESRTIRGE - FTMHE

SEEEEBEMEHERR  BRTAKEESK
FEBSREEAEZHHEE -

RAFE  BRAESNHFMKEHNTBRE
MzE13  SREEAENFM T FTHEE :

Number of Individual*

BEAH
HK$2,000,001-HK$3,000,000 2,000,001 ;& T £ 3,000,000 & T 3
HK$7,000,001-HK$8,000,000 7,000,001 /8T £ 8,000,000 /& T 1
HK$8,000,001-HK$9,000,000 8,000,001 /& T £ 9,000,000 % T 1
HK$9,000,001-HK$10,000,000 9,000,001 7T E 10,000,000 % 7T 2

One of the senior management resigned after the end of
the Year.

NOMINATION COMMITTEE

The Nomination Committee was chaired by Mr. Yu
Feng with existing members of Mr. Lin Lijun, Mr. Chu
Chung Yue, Howard and Mr. Qi Daging. The terms
of reference of the Nomination Committee have been
determined with reference to the CG Code and posted
on the websites of the Company and the Stock
Exchange.

The roles and functions of the Nomination Committee
include reviewing the structure, size and composition
of the Board at least once every year, making
recommendations on any proposed changes to the
Board to complement the Group’s corporate strategy,
identifying individuals suitably qualified to become
members of the Board and selecting individuals
nominated for directorship (if necessary), assessing
the independence of the independent non-executive
Directors and making recommendations to the Board
on the appointment or re-appointment of directors
and succession planning for directors, in particular the
Chairman and the CEO. In considering the nomination
of new directors, the Board will take into account the
qualification, ability, working experience, leadership
and professional ethics of the candidates.
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NOMINATION COMMITTEE (Continued)

The Nomination Committee is also responsible for
the review of the board diversity policy (summary is
disclosed above), considering factors including but
not limited to gender, age, cultural and educational
background, ethnicity, professional experience, skills,
knowledge and length of service of Board members,
and review the measurable objectives that the Board
has set for implementing the board diversity policy
(if any), and monitor the progress on achieving the
measurable objectives (if any).

The Company has adopted a nomination policy on 1
January 2019 (the “Nomination Policy”). The objective
of the Nomination Policy is to ensure that the Board
has a balance of skills, experience and diversity of
perspectives appropriate to the requirements of the
Company’s business. The Nomination Policy sets out
formal procedures for selection, appointment and re-
appointment of Directors. The appointment of a new
Director (to be an additional Director or fill a casual
vacancy as and when it arises) or any re-appointment
of Directors is a matter for decision by the Board
upon the recommendation of the proposed candidate
by the Nomination Committee.

The criteria to be applied in considering whether a
candidate is qualified shall include but not limited to
his or her integrity, accomplishment and experience,
in particular, in the industry of the Group’s
businesses, commitment in respect of available time
and ability to contribute to the diversity of the Board.

During the Year, the Nomination Committee held 1
meeting. The committee considered the re-election
of the retiring Directors and reviewed the board’s
diversity policy.

Mr. Adnan Omar Ahmed and Mr. Gareth Ross were
appointed during the Year. Their nomination for
appointment were reviewed and recommended by the
Nomination Committee in 2017. Such nomination had
been disclosed in the corporate governance report
included in the 2017 annual report.

Subsequent to the approval of this report by the
Board, Mr. Xiao Feng was appointed as independent
non-executive Director, effective after the conclusion
of meeting of the Board held on 28 March 2019. In
considering the said new appointment of director, the
Nomination Committee assessed the candidate on
criteria such as qualifications, cultural, educational
background and professional experience as well
as assessed his independence, etc. and made
recommendation to the Board for approval.

REZES(#H)

REZEETEERTESERNEZ TILEE
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AUDIT COMMITTEE

The Audit Committee is chaired by Mr. Chu Chung
Yue, Howard, with existing members of Mr. Lin Lijun
and Mr. Qi Daging.

Mr. Chu holds a bachelor’s degree in commerce from
University of British Columbia and was a member of
the Chartered Professional Accountants of Canada.
Mr. Chu has appropriate professional qualifications as
required under Rules 3.10(2) and 3.21 of the Listing
Rules.

The terms of reference of the Audit Committee are in
line with the CG Code and are posted on the websites
of the Company and the Stock Exchange. The Audit
Committee is required, amongst other things, to
oversee the relationship with the external auditors,
to review the Group’s interim results and annual
results and to monitor the integrity of the financial
statements of the Group, to review the scope, extent
and effectiveness of the Company’s financial controls,
risk management and internal control systems,
internal audit and to review the Group’s financial and
accounting policies.

The Audit Committee held 2 meetings during the Year.
There is no disagreement between the Board and
the Audit Committee on the selection, appointment,
resignation or dismissal of the external auditors.
The Audit Committee has reviewed, inter alia, the
accounting principles and practices adopted by the
Group and discussed internal controls, financial
reporting and risk management matters of the Group.
The Audit Committee has also reviewed, and had
discussions with external auditors, on the interim and
annual consolidated financial statements of the Group.
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AUDITOR’S REMUNERATION

A summary of fees for audit and non-audit services is
as follows:

BB =
Far T IRE 2ERBIIWT ¢

31 December 31 December

2018 2017

R=ZB-NE NZE—tF

Nature of services RAEHEE +=A=+—H +=ZBA=+—H

HK$’000 HK$’000

FiET F#ET

Audit services ErTIRE 13,126 2,220

Non-audit services JEBWET AR 4,229 6,340

Total st 17,355 8,560
RESPONSIBILITIES FOR PREPARING THE WEMBEBRRNEE

FINANCIAL STATEMENTS

The directors acknowledge that it is their responsibility
for preparing financial statements which give a true
and fair view.

The statement of the auditor of the Company on their
responsibilities on the financial statements is set out
in the Independent Auditor’s Report of this annual
report.

RISK MANAGEMENT AND INTERNAL
CONTROL

While the Group pursues growth in business, it also
recognises the importance of effectively managing
various risks associated with its operations. The
Group aims to achieve a good balance between
risks and growth by implementing appropriate risk
management and internal control.

ORGANISATION

The Board has the overall responsibility for evaluating
and determining the nature and extent of the risks it
is willing to take in achieving the Group’s strategic
objectives, and maintaining sound and effective
risk management and internal control systems
(including reviewing their effectiveness) to safeguard
Shareholders’ investment and the Group’s assets. To
this end, management continues to allocate resources
for a risk management and internal control systems to
provide reasonable, though not absolute, assurance
against material misstatement or loss and to manage
rather than eliminate the risk of failure to achieve
business objectives.
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ORGANISATION (Continued)

The corporate governance committee of the Group
(the “Corporate Governance Committee”) is made
up of the CEO and members who represent each
of the key departments or business units, including
finance, technology, risk management, operations,
legal, compliance and project management with the
responsibility to oversee the Group’s overall risk
management and internal control systems and has
the ultimate responsibility for the establishment
and implementation of risk governance framework,
appetite/tolerances, strategies, policies and
procedures. The compliance manual sets out the
guidelines on reporting and disseminating inside
information, and the Corporate Governance Committee
is delegated with the continuing responsibility to
monitor adherence and compliance with all significant
legal and regulatory requirements. The Risk Oversight
Committee (“ROC”) is a sub-committee under the
Corporate Governance Committee, responsible for the
risk management and internal control.

The ROC comprises business heads, head of legal,
head of compliance and head of risk management and
is chaired by the CEO. Authority is delegated from the
Corporate Governance Committee and the function of
the committee is risk governance for the Group.

The Chief Risk Officer is responsible for maintaining
the effectiveness of the risk management framework
and for supervision of daily operation of the risk
management department.

RISK MANAGEMENT AND INTERNAL
CONTROL SYSTEMS

Based on industry practice, the Group adopts the
industry standard “Three Lines of Defense” for the
management of risks, comprising the following
elements:

(1) 1st Line of Defence: The business which owns
and manages its risks;

(2) 2nd Line of Defence: The risk management
and operation function, which defines and co-
ordinates the operational risk strategy and
framework; and

(3) 3rd Line of Defence: Internal and external audit,
who provide independent assurance.
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RISK MANAGEMENT AND INTERNAL
CONTROL SYSTEMS (Continued)

Each of the Group’s departments conducts risk
management and internal control that responds to the
risk profile and size of each business in accordance
with basic policies. Risk management department,
together with other concerned management functions,
monitor and communicate the risk exposures and
issues to the management. Critical issues will be
escalated to different committees according to pre-set
rules, discussions will be held and resolutions will be
found by responsible committees. The process used
to identify, evaluate and manage significant risks is
set out in the Report of the Directors on pages 71 to
76 of this annual report.

RISK MANAGEMENT AND INTERNAL
CONTROL REVIEW

Risk management department, led by the Chief
Risk Officer, working under the guidance of risk
management policies, has developed various
procedures to manage, monitor and report identified
risk factors that the Group’s might encounter on
a daily basis. Apart from periodic risk reports that
are sent out to major management members and
stakeholders, communications are also conducted
through regular Corporate Governance Committee
meetings. Ad hoc risk reports would also be
produced, whenever there are risk issues that need to
be addressed immediately.

2018 has been a successful year in terms of risk
management under the current control framework built
in the past years, focusing on identifying potential
risks, risk reporting as well as improving and fixing
procedures. The internal audit function was put in
place during the Year. As of the time when the annual
review is composed, there are no any risk incidents
that have caused significant financial losses to the
Group due to control failures.
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RISK MANAGEMENT AND INTERNAL
CONTROL REVIEW (Continued)

The review of the effectiveness of the Group’s risk
management and internal control systems has been
conducted annually. During the Year, the Audit
Committee, through the Corporate Governance
Committee, has reviewed the adequacy and
effectiveness of the Group’s risk management and
internal control systems and considered that the risk
management and internal control systems are effective
and adequate. The Group’s Risk Management and
Internal Control Report for 2018 was compiled to
cover (i) the key risks of the Group; (ii) developments
in business and extent of the risks in 2018, and
responses to changes in its business and the external
environment; (iii) associated action plans and controls
designated to mitigate the key risks, where applicable,
at appropriate level; (iv) the adequacy of resources,
qualifications and experience, training programs and
budget of accounting, financial reporting and internal
audit functions; and (v) the compliance with relevant
laws and regulations that have a significant impact
on the business and operation of the Group. The
Risk Management and Internal Control Report was
presented to the Audit Committee for review in March
2019.

DISSEMINATION OF INSIDE INFORMATION

The Company is committed to a consistent practice
of timely, accurate and sufficiently details disclosure
of material information about the Group. With the
guidelines of the Company regarding the disclosure
of inside information, the Group has management
controls in place to ensure that potential inside
information can be promptly identified, assessed and
escalated for the attention of the Board to decide
about the need for disclosure.

With respect to procedures and internal controls for
the handling and dissemination of inside information,
the Company:

— is well aware of its obligations under the SFO,
the Listing Rules and the overriding principle
that information which is considered as inside
information should be announced promptly when
it is the subject of a decision

— conducts its affairs with close regard to the
“Guidelines on Disclosure of Inside Information”
issued by the SFC
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DISSEMINATION OF INSIDE INFORMATION
(Continued)

— informs all Directors, senior management
and related staff of the latest regulations and
requirements according to the letters issued or
announcements published by the SFC and the
Stock Exchange

— has developed procedures and mechanisms for
the disclosure of inside information

— has included in its Compliance Manual a
strict prohibition on the unauthorised use of
confidential, sensitive or inside information, and
has communicated this to all staff

— has established and implemented procedures
for responding to external enquiries about the
Company’s affairs. Only directors and delegated
management of the Company can act as the
Company’s spokespersons and respond to
enquiries on designated areas

COMPANY SECRETARY

All Directors have access to the advice and services
of the Company Secretary. The Company Secretary
reports to the Board, and is responsible for ensuring
that Board procedures are followed and for facilitating
information flows and communications among
Directors as well as with Shareholders and the
management.

Mr. Chan Man Ko, the company secretary of the
Company, has complied with the training requirement
of the Listing Rules during the Year.
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SHAREHOLDERS’ RIGHT

How Shareholders Can Convene an Extraordinary
General Meeting (“EGM”)

An EGM may be convened by the Directors on
requisition of Shareholders holding not less than
one-twentieth (5%) of the total voting rights of all
Shareholders or by such Shareholder(s) who made the
requisition (as the case may be) pursuant to section
566 to 568 of the Companies Ordinance and the
articles of association of the Company. The objects
of the meeting must be stated in the requisition which
must be signed by the requisitionist(s) and deposited
at the registered office of the Company. Shareholders
should follow the requirements and procedures as
set out in the Companies Ordinance for convening an
EGM.

Procedures for Putting Forward Proposals at a
General Meeting

Pursuant to the Companies Ordinance, Shareholders
representing not less than one-fortieth (2.5%) of the
total voting rights of all Shareholders; or not less
than 50 Shareholders on which there has been paid
up an average sum, per Shareholder, of not less
than HK$2,000, may make requisition in writing for
proposing resolution or business to be dealt with at
the next general meeting. Shareholders should follow
the requirements and procedures as set out in section
615 of the Companies Ordinance for putting forward a
proposal at a general meeting.

Procedures for Directing Shareholders’ Enquiries
to the Board

Shareholders may at any time send their enquiries and
concerns to the Board in writing through the company

secretary whose contact details are as follows:

Suites 3201-3204, One Exchange Square, 8
Connaught Place, Central, Hong Kong

Fax: (852) 2845 9036/(852) 3102 9022
Email: ir@yff.com

Shareholders may also make enquiries with the Board
at the general meetings of the Company.
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INVESTOR RELATIONS AND DIVIDEND
POLICY

The Board is committed to providing clear and
full performance information of the Group to the
Shareholders through the publication of interim and
annual reports. In addition to the circulars, notices
and financial reports sent to the Shareholders,
additional information of the Group is also available to
the Shareholders on the Group’s website.

Shareholders are encouraged to attend the annual
general meeting for which at least 20 clear business
days’ notice is given. The Chairman and Directors
(including chairman/members of the Audit Committee,
the Nomination Committee and the Remuneration
Committee) as well as the representative of external
auditor, should attend and answer questions on the
Group’s business at the meeting. All resolutions at
the general meeting are decided by a poll which is
conducted by the Group’s share registrar.

The Group values feedback from the Shareholders on
its effort to promote transparency and foster investor
relationships. Comments and suggestions are always
welcomed.

Further, the Company has adopted a dividend policy
on 1 January 2019. The Company does not have any
predetermined dividend payout ratio. Declaration,
recommendation and payment of dividends of the
Company is subject to the approval of the Board,
depending on results of operations, working capital,
financial position, future prospects, and capital
requirements, as well as any other factors which the
Board may consider relevant from time to time.

CONSTITUTIONAL DOCUMENTS

There are no changes in the constitutional documents
of the Company during the Year. The latest version of
the articles of association of the Company is posted
on the websites of the Company and the Stock
Exchange.

Hong Kong, 28 March 2019
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The Directors submit herewith their report together
with the audited consolidated financial statements for
the year ended 31 December 2018.

PRINCIPAL ACTIVITIES

The principal activity of the Company is investment
holding. The activities of the principal subsidiaries
are set out in note 22 to the financial statements. An
analysis of the revenue and the results of the Group
by business segments during the Year are set out in
note 17 to the financial statements.

BUSINESS REVIEW

Detailed business review is set out in “Management
Discussion and Analysis (“MD&A”) section in
this annual report from pages 10 to 27. Future
development of the Company’s business is set out
in the “CEQO’s Statement” section and MD&A in this
annual report from pages 4 to 9 and page 27 to 28
respectively. An analysis of the Group’s performance
during the Year using financial key performance
indictors is provided in MD&A in this annual report
from pages 10 to 31. Discussions on the Group’s
environmental policies and performance, compliance
with relevant laws and regulations that have a
significant impact on the Group and key relationships
with employees, customers, suppliers and other
stakeholders are set out in the Environmental, Social
and Governance Report (“ESG Report”) of this annual
report. CEO’s Statement, MD&A and ESG Report also
form part of this report.

KEY RISKS AND UNCERTAINTIES

The Board is ultimately responsible for ensuring
that the risk management practices of the Group
are sufficient to mitigate the risks present in our
businesses and operations as efficiently and
effectively as possible. The Board delegates some of
this responsibility to various operational departments.

The Group’s financial position, operations, business
and prospects may be affected by the following
identified risks and uncertainties. The Group adopts
risk management policies, measures and monitoring
systems to pre-empt and contain exposures
associated with the identified risks.
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KEY RISKS AND UNCERTAINTIES (Continued)
Regulatory risk

Our businesses operate in highly-regulated markets
and our success and operations can be impacted
by changes to the regulatory environment and the
structure of these markets. The Group pays close
attention to financial regulatory and legislative
developments of the markets it operates and actively
monitors and consults with regulators of the markets
on changes which could impact our business. Many
of our key businesses are also subject to direct
regulatory oversight and we are required to maintain
the appropriate regulatory approvals and licenses
to operate, and in some cases adhere to certain
stringent financial and capital covenants.

Operational risk

This is the risk of loss resulting from inadequate or
failed internal processes, people or system issues
and from unforeseen external events. Operational risk
usually includes the risks resulted from human error
in internal operation, imperfection of internal process,
information system fault or imperfection, trading
failure and other reasons.

Our business and operations are at risk of disruption
from technologies and processes. Information
technology and systems is critical to the Group’s
operation and business development of securities
trading, settlement and service, etc. The unreliability
of system, imperfection of network technology and
data error will inflict damage and economic losses to
the Group.

The Group is responsible for managing client data and
undertakes volumes of transactional processes via
information technology and systems. There is a risk
that failure to process these transactions correctly
could result in loss and liabilities being incurred
to third parties, and result in breach of certain
regulations of the relevant regulatory authorities.
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KEY RISKS AND UNCERTAINTIES (Continued)
Operational risk (Continued)

In order to manage these risks, the Group invests
significantly in technology, human resources and
automated processes, business continuity plans to
cope with events of operation and system failures
and disaster recovery, and has also established, a
dedicated I.T. team which is responsible for handling
and responding rapidly to emergencies in a systematic
manner to eliminate disruptions and disasters, and
to ensure business continuity. The I.T. team also
plays an important role in assessing the technological
requirements and their viability of new business ideas
and initiatives of the Group.

The Group remains proactive in its monitoring and
improving the internal control mechanisms, limits
on authority and reporting of operational processes,
strengthening the inspection and audit, intensifying
the compliance and accountability system, to reduce
the possibility of operational risks and actively
and properly dealing with the adverse effects. The
responsibility for managing operational risks rests
with each and every employee, functions, divisions
and departments of the Group. The responsibility is
continuous and we adapt our response accordingly to
the changing operating environment.

The Group recognises that operational risks cannot
be eliminated completely, but will strive to persist
in its strengthening and implementation of robust
compliance and risk management measures, improve
business processes, strengthen the professional
integrity and ethics of staff through education and
training to avoid, detect and identify risks, prevent
money-laundering, insider dealing, conflict of interest
and other possible violations, to pre-empt, manage
and reduce these operational risks exposure.

Credit Risk

Credit risks will arise when a client/counter-
party fails to perform its financial and contractual
obligations. To minimise and control this risk, the
Group has established and enforced stringent due
diligence assessment and credit control procedures
to evaluate the creditworthiness of its clients and
counterparties. Preventatively and clearly defined
risk control measures have been deployed to screen,
evaluate potential clients and determine and assess
the relevant creditworthiness and credit ratings which
are used to determine appropriate trading and credit
limits for all clients/counterparties, including existing
clients/counterparties.
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KEY RISKS AND UNCERTAINTIES (Continued)
Credit Risk (Continued)

The safeguard and risk control measures include
performing pre-screening and assess the client’s
credit rating by reputable credit rating agencies;
identify and review client’s investment objectives,
investment history, trading frequency and risk
appetite; examine and review client’s/counterparty’s
past payment records and history of defaults; identify
and review the client’s capital base and the existence
and amount of guarantees and by whom such
guarantees are given, if any; identify and review any
known events which may have an adverse impact on
the client’s/counterparty’s financial status, potential
for default or accuracy of information stored regarding
the client/counterparty. Trading and credit limits,
subject to the enforced and pre-determined maximum,
are set specifically for each client in accordance with
our assessments and their respective credit rating and
trading needs. The Group also attempts to manage
its investments to limit credit risk by diversifying its
portfolio among various security types and industry
sectors as well as purchasing credit default swaps to
transfer some of the risk if necessary. The Group’s
exposure to the client’s and counterparties’ credit
risks is continually monitored.

Liquidity Risk

Liquidity risk is the potential that the Group will be
unable to meet its obligations when they fall due
because of an ability to obtain adequate funding or
liquidate assets. In managing liquidity risk, the Group
continually monitors cash flows and maintains an
adequate level of cash and credit facilities to ensure
the ability to finance the Group’s operations and
reduce the effects of cash flow fluctuations.

Certain principal operating subsidiaries of the Group
are regulated by the regulators including the SFC
and the HKIA, and are subject to various liquidity
and capital requirements. The Group has established
procedures and monitoring systems, monitoring on
a daily basis, to ensure that it maintains adequate
and necessary liquid capital to facilitate its operating
capability, to fund its business commitments as well
as to comply with the relevant rules.
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KEY RISKS AND UNCERTAINTIES (Continued)
Liquidity Risk (Continued)

The Group has maintained banking facilities
and financing arrangement to meet cash flow
contingencies in its operations. The Group will also
consider the need to raise capital funding in order
to meet the Group’s expansion and growth in its
business operations. The management believes
that the Group’s current level of working capital
is adequate to meet its operational and financial
obligations.

Market Risk

The operating performance of the Group highly relates
to the changes in the economy, sentiments of the
investors and securities market and has risks, volatility
and uncertainties.

Market risk is the risk that the Group’s earnings and
capital or its ability to meet its business objectives
will be adversely affected by movement in foreign
exchange rates, interest rates and equity prices.

Price risks of the Group include equity price risk,
interest rate and exchange rate and fluctuation risks
involved in the brokerage business, financial advisory
business, asset management business and other
business.

The Group currently has minimal exposure to
foreign currency risk, but continues to monitor the
relative foreign exchange positions of the mix of its
assets and liabilities. When appropriate, hedging
instruments including forward contracts, swaps and
currency loans would be used to manage the foreign
exchange exposure. The foreign currency risk is
managed and monitored on an on-going basis by
senior management and relevant operation staff of the
Group.

To the extent that fluctuations in interest rates cause
the duration of assets and liabilities to differ, the
Group controls its exposure to this risk by, among
other things, asset and liability matching techniques
that account for the cash flow characteristics of the
assets and liabilities.
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KEY RISKS AND UNCERTAINTIES (Continued)
Market Risk (Continued)

Equity price risk arises from fluctuation in market
prices of the Group’s investment in financial assets.
Senior management regularly reviews and monitors
the mix of securities in its investment portfolio based
on its fair value to ensure the loss arising from the
changes in the market values of the investment
portfolios is minimised and contained within an
acceptable range.

Insurance Risk

The Group prices its products based on estimated
benefit payments reflecting assumptions with respect
to mortality, morbidity, longevity, persistency, interest
rates and other factors. If actual policy experience
emerges that is significantly and adversely different
from assumptions used in product pricing, the effect
could be material to the profitability of the Group.

The Group manages insurance risks through prudent
pricing guidelines, reinsurance and underwriting
management and monitoring internal and external
emerging trends and issues.

The Group’s underwriting strategy seeks diversity to
ensure a balanced portfolio and is based on a large
portfolio of similar risks over a number of years and,
as such, it is believed that this reduces the variability
of the outcome. This strategy is cascaded down to
individual underwriters through detailed underwriting
authorities that set out the limits that any one
underwriter can write in order to ensure appropriate
risk selection within the portfolio. Adherence to
the underwriting authorities is monitored through
a scheduled underwriting audit. In addition, the
adequacy of the Group’s reserves for the settlement
of claims, reviews significant claims or major events,
and investigates any fraudulent claims are continually
monitored.

The Group reinsures a portion of the risks it
underwrites in order to control its exposure to losses
to avoid the risk of concentration and to protect
capital resources. Such transfers of risks do not
relieve the Group of its primary liability and, as such,
failure of reinsurers to honour their obligations could
result in losses. The Group reduces this risk by
evaluating the financial condition of reinsurers and
monitoring for possible concentrations of credit risk.
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RESULTS AND DIVIDENDS

The results of the Group for the Year, and the
statement of financial position of the Group as at 31
December 2018 are set out in the financial statements
on pages 146 to 151.

The Directors do not recommend the payment of a
final dividend for the Year (2017: nil).

SHARE CAPITAL

Details of the movements in the share capital of the
Company during the Year are set out in note 41(e) to
the financial statements.

DISTRIBUTABLE RESERVES

Details of the distributable reserves of the Company
as at 31 December 2018 are set out in note 41(c) to
the financial statements.

FIVE YEAR FINANCIAL SUMMARY

A summary of the results and of the assets and
liabilities of the Group for the last five financial years
is set out on pages 361 to 362.

PURCHASE, SALE OR REDEMPTION OF THE
LISTED SECURITIES OF THE COMPANY

During the Year, other than acting as an agent for
clients of the Group and purchase of a total of
19,952,000 shares of the Company on the market
as well as from independent third parties by trustee
under the share award scheme of the Company
adopted by the Board on 12 December 2016, neither
the Company or any of its subsidiaries had purchased,
sold or redeemed any of the listed securities of the
Company.

EQUITY LINKED AGREEMENTS

Details of the equity-linked agreements entered into
during the Year or subsisting at the end of the Year
are set out below:
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SHARE OPTION SCHEME

The Company has adopted a share option scheme
on 21 July 2011 (the “Share Option Scheme”) which
has a life of 10 years from the date of adoption.
The remaining life of the Share Option Scheme is
approximately 3 years.

The purpose of the Share Option Scheme is to provide
the Company with a flexible means of giving incentive
to rewarding, remunerating, compensating and/
or providing benefits to the participants (being any
employee (whether full-time or part-time), Directors or
consultants of each member of the Group, provided
that the Board may have absolute discretion to
determine whether or not one falls within the above
category) and for such other purposes as the Board
may approve from time to time.

Pursuant to the Share Option Scheme, the Company
can grant options to participants for a consideration
of HK$1.00 for each grant payable by the participant.

No participant shall be granted an option, if the total
number of shares issued and to be issued upon
exercise of all the options granted and to be granted
to such participant under the Share Option Scheme
and any other share option schemes of the Company
(including exercised, cancelled and outstanding
options) in any 12-month period up to and including
the date of such further grant would exceed 1% of
the shares in issue unless such further grant has been
approved by the Shareholders in general meeting with
the participant and his associates abstaining from
voting.

Where the Board proposes to grant any option to a
participant who is a substantial Shareholder or an
independent non-executive Director, or any of their
respective associates, which would result in the
Shares issued and to be issued upon exercise of all
options already granted and to be granted under the
Share Option Scheme and any other share option
schemes of the Company (including options exercised,
cancelled and outstanding) to him in the 12-month
period up to and including the date of such grant:

(i) representing in aggregate more than 0.1% of the
total number of Shares in issue; and

(i) bhaving an aggregate value, based on the closing
price of the Shares at the date of each grant, in
excess of HK$5,000,000,
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SHARE OPTION SCHEME (Continued)

such proposed grant of options must be approved by
the Shareholders in general meeting. In such a case,
the Company shall send a circular to its Shareholders
containing all those terms as required under the
Listing Rules. The participant concerned and all
connected persons of the Company must abstain
from voting in favour of the resolution at such general
meeting. Any vote taken at the meeting to approve
the grant of such options must be taken on a poll.

Subscription price in respect of each share issued
pursuant to the exercise of options granted hereunder
shall be a price solely determined by the Board and
notified to a participant and shall be at least the
highest of: (a) the closing price of the shares as stated
in the Stock Exchange daily quotation sheet on the
date on which the option is offered to a participant,
which must be a trading day; (b) a price being the
average of the closing prices of the shares as stated
in the Stock Exchange’s daily quotation sheets for
the 5 trading days immediately preceding the date of
offer; and (c) the nominal value of a share.

According to the Share Option Scheme, unless
otherwise determined by the Board, there shall be
no minimum holding period for the exercise of the
options but the options are exercisable within the
option period as determined by the Board and in any
event such period shall not be longer than 10 years
from the date upon which any particular option is
granted.

The total number of share option that could be
granted was 38,449,452, representing approximately
10% of the total issued shares of the Company on
the date of passing the resolution to refresh the Share
Option Scheme limit at the annual general meeting on
26 March 2012.

As at the date of this report, the total number of
share option that can be granted was 27,954,040,
representing approximately 0.87% of the total issued
shares of the Company.

During the Year, no share options had been granted,
exercised, cancelled, lapsed or outstanding.
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SHARE AWARD SCHEMES

The Board had approved the adoption of two share
award schemes respectively on 30 October 2014 (the
“2014 Share Award Scheme”) and on 12 December
2016 (the “2016 Share Award Scheme”).

The purposes of the above share award schemes are
to (i) encourage or facilitate the holding of Shares
by the selected participants; (ii) encourage and
retain such individual to work with the Group; and
(iii) provide additional incentive for them to achieve
performance goals.

The maximum number of shares can be issued or
purchased under the 2016 Share Award Scheme and
the 2014 Share Award Scheme is 10% of the Shares
in issue from time to time (i.e. 322,332,639 Shares,
representing 10% of total issued Shares as at the
date of this report).

2014 Share Award Scheme

Since the date of adoption of 2014 Share Award
Scheme (i.e. 30 October 2014) (the “2014 Adoption
Date”) and up to the date of this report, a total of
9,330,239 Shares have been awarded under the 2014
Share Award Scheme, representing about 2.09% of
the total number of Shares in issue as at the 2014
Adoption Date and about 0.29% of the total issued
Shares as at the date of this report.

During the Year, no Shares had been awarded
under the 2014 Share Award Scheme and as at 31
December 2018, 26,667 Shares were held by the
trustee under the 2014 Share Award Scheme.

Further details of the 2014 Share Award Scheme are
set out in Note 42 to the financial statements. Details
and other principal terms of the 2014 Share Award
Scheme are set out in the announcement of the
Company dated 30 October 2014.
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SHARE AWARD SCHEMES (Continued)
2016 Share Award Scheme

Since the date of adoption of 2016 Share Award
Scheme (i.e. 12 December 2016) (the “2016 Adoption
Date”) and up to the date of this report, 9,330,239
Shares have been awarded pursuant to the 2014
Share Award Scheme while 43,040,000 Shares have
been awarded pursuant to the 2016 Share Award
Scheme, representing in aggregate about 2.18% of
the total number of Shares in issue as at the 2016
Adoption Date and about 1.62% of the total issued
shares as at the date of this report.

TMF Trust (HK) Limited (“TMF Trustee”) and Bank
of Communications Trustee Limited (“BoCom
Trustee”) have been appointed as the trustees for the
administration of the 2016 Share Award Scheme. TMF
Trustee shall hold the Shares for the benefit of the
selected participants who are not connected persons
(as defined under the Listing Rules) of the Company.
BoCom Trustee shall hold the Shares for the benefit of
the selected participants who are connected persons
of the Company. BoCom Trustee and/or TMF Trustee
shall not be entitled to exercise any voting rights in
respect of any Shares held under the trusts.

During the Year, 22,850,000 Shares had been awarded
under the 2016 Share Award Scheme. Among these
shares, a total of 18,550,000 Shares were awarded
to Ms. Li Ting, being the executive Director and
CEO, and the Shares had been fully vested as at 31
December 2018. As at 31 December 2018, 15,395,000
Shares were held by TMF Trustee under the 2016
Share Award Scheme.

Further details of the 2016 Share Award Scheme are
set out in Note 42 to the financial statements. Details
and other principal terms of the 2016 Share Award
Scheme are set out in the announcements of the
Company dated 12 December 2016, 11 January 2017
and 24 January 2017.
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DIRECTORS

The Directors during the Year and up to the date of
this report are:

Chairman
Mr. Yu Feng (Non-executive Director)
Executive Directors

Ms. Li Ting (CEO)
Mr. Huang Xin

Non-executive Directors

Mr. Ko Chun Shun, Johnson

(resigned on 16 November 2018)
Mr. Adnan Omar Ahmed

(appointed on 16 November 2018)
Ms. Hai Olivia Ou
Mr. Huang Youlong

(resigned on 11 January 2018)
Mr. Gareth Ross

(appointed on 16 November 2018)

Independent non-executive Directors

Mr. Lin Lijun
Mr. Qi Daqging
Mr. Chu Chung Yue, Howard

In accordance with article 103(A) of the Company’s
articles of association, Mr. Yu Feng, Mr. Huang
Xin and Mr. Lin Lijun shall retire by rotation and,
being eligible, offer themselves for re-election at the
forthcoming annual general meeting of the Company.
(see note below)

Note: Subsequent to the approval of this report by the
Board, Mr. Lin Lijun resigned as independent non-
executive Director and Mr. Xiao Feng was appointed as
independent non-executive Director with effective after
the conclusion of the Board meeting on 28 March 2019.
In view of the aforesaid changes and in accordance with
the Company’s articles of association, Mr. Yu Feng,
Mr. Huang Xin and Mr. Chu Chung Yue, Howard, being
the Directors longest in office, retire by rotation and
being eligible, offer themselves for re-election at the
forthcoming annual general meeting of the Company and
Mr. Xiao Feng, being newly appointed Director also retire
and being eligible, offer himself for re-election at the
forthcoming annual general meeting of the Company.

The Company has received from each of the
independent non-executive Directors a confirmation
of his independence pursuant to Rule 3.13 of the
Listing Rules in respect of the Year and the Company
considers that they are independent.
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CHANGES OF DIRECTORS’ INFORMATION

The Change of directors’ information as required to
be disclosed pursuant to Rule 13.51B(1) of the Listing
Rules is set out below:

Mr. Qi Daqing resigned as an independent non-
executive director of Honghua Group Limited (stock
code: 00196) on 1 January 2018, and was appointed
as an independent non-executive director of Haidilao
International Holdings Limited (stock code: 06862) on
2 May 2018, both companies are listed on the Stock
Exchange.

Mr. Lin Lijun was appointed as a non-executive
director of Shanghai Junshi Biosciences Co., Limited
(Stock code: 01877) on 24 June 2018, a company
listed on the Stock Exchange.

Mr. Chu Chung Yue, Howard was appointed as an
independent non-executive director of Grandshores
Technology Group Limited (stock code: 01647) on 30
June 2018, a company listed on the Stock Exchange.

DIRECTORS OF SUBSIDIARIES

The names of directors who have served on the
boards of the subsidiaries of the Company during the
Year and up to the date of this report included: Mr. Yu
Feng, Mr. Huang Xin, Ms. Li Ting, Mr. John Maguire’,
Ms. Liao Yee Ching, Mr. Chan Man Ko, Mr. Cai Junyi?,
Ms. Chow Ming Chee Ada', Ms. Qin Li?, Ms. Wen
Jie', Mr. Leung Pui Hong, Ms. Ho Man Yee', Ms. Yen
Sau Fan Charlotte’, Ms. Jing Yun, Mr. Qi Daqging, Mr.
Ng Yu Lam Kenneth, Ms. Liu Shu-Yen, Mr. Tay Keng
Puang, Mr. Adnan Omar Ahmed, Mr. Chan Man Kit,
Ms. Lai Angela Waiyin', Mr. Joshua Selvakumaran’,
Mr. Brian Eden?, Mr. Neil Gray?, Mr. Thomas Parsons
JR?, and Mr. Leon Rhule?.

Notes:

1. No longer directors of the subsidiaries as at the date of
this report

2. Companies in which they serve as directors are

incorporated in places other than Hong Kong
DIRECTORS’ SERVICE CONTRACTS

None of the Directors has a service contract with
the Company which requires the Company to give
a period of notice of more than one year, or to pay
compensation or make other payments equivalent to
more than one year’s emolument.
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DIRECTORS’ AND CHIEF EXECUTIVE’S
INTERESTS AND/OR SHORT POSITIONS IN
THE SHARES, UNDERLYING SHARES AND
DEBENTURES OF THE COMPANY OR ANY
ASSOCIATED CORPORATIONS

As at 31 December 2018, the interests and short
positions of each director of the Company and
chief executive 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
Stock Exchange pursuant to Part XV of the SFO or
the Model Code under the Listing Rules, or known to
the Company, were as follows:

Long positions in the ordinary shares of the
Company and the underlying Shares:

Name of Director

Capacity/Nature of interests

EERFETRASRAERQFNE[E
BrEoBD  HERORESTHES
ZEHER KR

RZZB-N\F+ZA=1+—RB ' AABAZTEES
REZITHRAERARAHEEMAEEZE
(EERBSRYEMRMEXVER) 2B 4 -
ERORESTHEECKBERANAARER
FZRPERFIEI2IFFE2ELMA - HE
RIBEEZRPERGIEXVEH ETHRATH
SEFAMEARARARBRF - FARAEH
BBBRKXRWT :

RELAFDEBRREBROZFR :

Number of Shares held
FrERHH A
Percentage
Long of
position shareholding

ESHE B EEtE 3 ERBEDH

Mr. Yu Feng (note) Held by controlled corporation/ 1,342,976,000 41.66%
Corporate interest

E$g 5 (MaE) HZEEEEEE LEER

Ms. Li Ting Beneficial owner/Beneficial interest 18,550,000 0.58%

ZEt ERBBEA EnER

Note: Btat

Mr. Yu Feng, Chairman of the Group and non-executive Director,
was interested in 1,342,976,000 Shares through Jade Passion,
a company which is owned as to 73.21% of its issued share
capital by Key Imagination. 91% of the issued share capital of
Key Imagination is owned by YFHL, the issued share capital of
which in turn, is owned as to 70.15% by Mr. Yu Feng.

AEBEERRAQAFFTESELRLESBE Jade
Passionf? 1,342,976,0008% A& 10 # # A& # & -
Key Imagination## & Jade PassiontB & TR A& =2
73.21% » E#SEIZREE Key Imagination B 81T
BAZ91%  MEREEHEEEHRSHMERESETR
AR270.15% °
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INTERESTS AND/OR SHORT POSITIONS IN
THE SHARES, UNDERLYING SHARES AND
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EERFETRASRAERQFNE[E

DEBENTURES OF THE COMPANY OR ANY

ASSOCIATED CORPORATIONS (Continued)

Long positions in the shares and the underlying

shares of associated corporations:

BrBzBR - HEROEESFHHEE
ZREERBRE (F)

RAEBEERD RABERG ZFR

Number of Shares held in
Associated Corporation

RERZEAFRGHE
Percentage
Name of Associated Capacity/Nature of Long of
Corporation Name of Director Interests position shareholding
HBEE AR EEHE B EEtE 3y BEREDL
Yunfeng Financial Mr. Yu Feng Beneficial owner/ 94 70.15%
Holdings Limited Beneficial interest
ERTRIZEREBRAAE EEEE BEREEA Bnfn
Key Imagination Limited Mr. Yu Feng (Note 1) Held by controlled 9,100 91%
corporation/
Corporate interest
Key Imagination Limited [E#%%E (faF1) BZEREEEEE
EEER
Mr. Huang Xin (Note 2) Held by controlled 900 9%
corporation/
Corporate interest
BEEREHF2) HMZEHEEEE
EE R
Jade Passion Limited Mr. Yu Feng (Note 1) Held by controlled 7,321 73.21%

Jade Passion Limited

Notes:

RS (M 1)

corporation/

Corporate interest

HE2ESEESEE,

EEER

pit

M

Mr. Yu Feng, Chairman of the Group and non-executive
Director, was interested in 9,100 shares, representing 91%
of equity interest in Key Imagination through YFHL, the
substantial shareholder of the Company. Mr. Yu Feng was
also interested in 7,321 shares, representing 73.21% of
equity interest in Jade Passion through Key Imagination.
Both Key Imagination and Jade Passion are substantial
shareholders of the Company.

Mr. Huang Xin, an executive Director, is the sole
shareholder of Perfect Merit Limited which owns 900
shares, representing 9% of the equity interest in Key
Imagination.
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DIRECTORS’ AND CHIEF EXECUTIVE’S
INTERESTS AND/OR SHORT POSITIONS IN
THE SHARES, UNDERLYING SHARES AND
DEBENTURES OF THE COMPANY OR ANY
ASSOCIATED CORPORATIONS (Continued)

Save as disclosed above, as at 31 December 2018,
none of the Directors and chief executive of the
Company and/or any of their respective associates
had any interest or short position in the shares,
underlying shares or debentures of the Company
and/ 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 under
Section 352 of the SFO, or as otherwise notified to
the Company and the Stock Exchange pursuant to
Part XV of the SFO or the Model Code adopted by the
Company.

DIRECTORS’ RIGHTS TO ACQUIRE SHARES

Save as disclosed elsewhere in this report, at no
time during the Year was the Company, or any of its
subsidiaries or associated corporations, a party to any
arrangement to enable the Directors (including their
respective spouses and children under the age of 18)
to acquire benefits by the means of the acquisition of
the shares or underlying shares in, or debentures of,
the Company or any other body corporations.
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SUBSTANTIAL SHAREHOLDERS’ AND
OTHER PERSONS’ INTERESTS IN SHARES

As at 31 December 2018, the Company was notified
of the following substantial Shareholders’ and other
persons’ interests, being 5% or more of issued Shares
and recorded in the register kept under Section 336
of the SFO.

Report of the Directors
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FERRREMALRRG 2ER

R-ZB-N\F+-A=1+—H ' AQREMNS
THETERRREMA T #E  BIRBEEZR
BB 336 R EZEEMARATE R
TRB 5% R - 2% o

Number of Shares held
FERMEE

Long Percentage of

Name of Substantial Shareholder Capacity/Nature of interests position  shareholding
TERRES 5/ RRtE 30} KREDL
Mr. Yu Feng (Note 1) Held by controlled corporation/ 1,342,976,000 41.66%
Corporate interest
B E(Hat 1) MZEEEERE EEER
Yunfeng Financial Holdings Limited Held by controlled corporation/ 1,342,976,000 41.66%
(Note 1) Corporate interest
ERERMERBRAR(MET) M RGEEEEEEER
Key Imagination Limited (Note 1) Held by controlled corporation/ 1,342,976,000 41.66%
Corporate interest
Key Imagination Limited (/2% 1) MEEFZEEE LEEE
Jade Passion Limited (Note 1) Beneficial owner/Beneficial interest 1,342,976,000 41.66%
Jade Passion Limited (#5% 1) BEREBABRER
Massachusetts Mutual Life Insurance Held by controlled corporation/ 800,000,000 24.82%
Company (Note 2) Corporate interest
Massachusetts Mutual Life Insurance HERHEEEE LEEE
Company (#fz#2)
MassMutual International LLC (Note 2) Beneficial owner/Beneficial interest 800,000,000 24.82%
MassMutual International LLC (#/5%2) ERBEA BHhER
Ms. Lian Yi (Note 3) Held by controlled corporation/ 167,872,000 5.21%
Corporate interest
B8t (f23) MZEHEERE EEER
Clear Expert Limited (Note 3) Held by controlled corporation/ 167,872,000 5.21%
Corporate interest
Clear Expert Limited (#75£3) HERHEEEE LEEE
Violet Passion Holdings Limited (Note 3) Beneficial owner/Beneficial interest 167,872,000 521%

Violet Passion Holdings Limited (#7:#3)

EHSMEBERAT
—E-)\FFR
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SUBSTANTIAL SHAREHOLDERS’ AND
OTHER PERSONS’ INTERESTS IN SHARES
(Continued)

Notes:

1. Mr. Yu Feng, Chairman of the Group and a non-executive
Director, was interested in 1,342,976,000 Shares through
Jade Passion, a company which is owned as to 73.21%
of its issued share capital by Key Imagination. 91% of the
issued share capital of Key Imagination is owned by YFHL,
the issued share capital of which in turn, is owned as to
70.15% by Mr. Yu Feng.

2. Massachusetts Mutual Life Insurance Company was
interested in 800,000,000 Shares through its 100%
controlled corporation “MassMutual International LLC”.

3. Ms. Lian Yi was interested in 167,872,000 Shares
through Violet Passion Holdings Limited, a wholly-owned
subsidiary of Clear Expert Limited, which in turn is a
company wholly-owned by Ms. Lian Yi.

Save as disclosed above, as at 31 December 2018,
there were no other persons who had an interest or
short position in the shares or underlying shares of
the Company which would fall to be disclosed to
the Company under divisions 2 and 3 of the SFO, or
which were recorded in the register to be kept by the
Company under Section 336 of the SFO.

DIRECTORS’ INTERESTS IN
TRANSACTIONS, ARRANGEMENTS OR
CONTRACTS

Save as disclosed elsewhere in this report,
no transactions, arrangements or contracts of
significance (i) to which the Company, its holding
company or any of their subsidiaries was a party,
and in which a Director or his connected entities was
materially interested, whether directly or indirectly,
subsisted at any time during the Year or at the end of
the Year, nor (ii) between the Company, or one of its
subsidiaries, and a controlling shareholder or any of
its subsidiaries.

FTERRERHEMATARG 2B (&)

1. FAEFBXERAQAFBTESERLEEBR
Jade Passion{ & 1,342,976,000 8% & 13 =2
1 # - Key Imagination# A Jade Passion
BIORAZ73.21% » EHSHIEREBKey
Imagination B #TRAZ91% » ME#ELERE
BEXSHIERTBITRAZ270.15% ©

2. Massachusetts Mutual Life Insurance
Company & 8 H 100% = & 2 & MassMutual
International LLC #7 800,000,000 & iz 13 ©

3. ¥ B & + & B Violet Passion Holdings
Limited (Clear Expert Limitedz & & Kt B
ATA)MA167,872,000 M EEEE - M
Clear Expert Limited BIREBHLZ L2 EHE

BREXHBEEEN R-ZZF-NF+ZA
=+—H SEHMATRAQAT 2RO A
EROPEEEARBEESRMEMROAE2RE
SWEIAQARE  ARBEEFRHERHIE
3B IREBN AR A FEZBLMAZEERH

PN
RBE °

EENRG RGN 2BE

BRANIRE H A A D AR TEE S » BE () BALD
A HERAAFIEEAMBRARMTL - &
EEEYEEEHPHEEEARED - ARAF
EREAEEHRARNEERDRER ; (i)
B S A B 3 E Y B 1 B) ER 4 R AR R B AR AR BfY
BLARFTNMEREHN -
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CONNECTED TRANSACTIONS AND
CONTINUING CONNECTED TRANSACTIONS

The following persons, among others, are connected
person of the Company:

— MMI, which holds approximately 24.82% of
the issued Shares, and hence a substantial
shareholder and a connected person of the
Company under Rule 14A.07(1) of the Listing
Rules;

— MMLIC, the sole member of MMI, and hence an
associate of MMI and a connected person of the
Company under Rule 14A.13(1) of the Listing
Rules; and

— Barings LLC, a limited liability company
organized in the State of Delaware, the U.S.A.
and an indirect wholly-owned subsidiary of
MMLIC, which is in turn the sole member of MMI,
and hence an associate of MMI and a connected
person of the Company under Rule 14A.13(1) of
the Listing Rules.

During the Year and up to the date of this report, the
Group conducted the following transactions which
constituted continuing connected transactions for the
Company that are not exempt from annual reporting
requirement in Chapter 14A of the Listing Rules, in
respect of which circular dated 21 December 2017
was issued (the “2017 Circular”).

EHSMEBERAT
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ngx% &ﬁmﬁ@ﬁﬁ%
THAL(HEHERE) ARARNEEAL

— MMl XA FSBHITRAN
24.82% > R E L TR E
14A.07(NIRAEBR QBN EERR R EE
AL

— MMLIC BEBMMIKE—REAT » Bk
BiE £ W8 B 5 14A.13(1) & B MMI Y
BBARKQATNBEEAL R

— Barings LLC ' & — BN EBE4FH EFE M
HEBENWBERAT I%MMUCB’JF?E
2EWMBAR AUHBELEHRAE
14A 3N AMMIMEE R A R AR D F
EAEA L ©

REFERBEARE B - REEET T
Ry ZEXZBREBEREXZLEERR
BT LHRAFVUAENFERERE » XC
BZERZN=F—tFT=-A=T—H&HL
BH(—2—tFEH]) -
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CONNECTED TRANSACTIONS AND

BEXZRISERERS (@)

CONTINUING CONNECTED TRANSACTIONS

(Continued)
1. Transitional Services Agreement 1. BERBHZ
Parties: MMI and YF Life
HESP MMI & BB R o
Date: 15 December 2017
HER: —E—tH+=ZA+HEA

Principal terms:

FEMRM

MMI will provide certain treasury and financial reporting services relating to
investment or portfolio management and other information technology related
services to YF Life.

The services will be provided for an initial term of one year from 16 November
2018, provided that the term of any service may be terminated earlier by YF
Life in accordance with the Transitional Services Agreement. The services
may be renewed for successive one-year terms by written agreement of the
parties. It is intended that YF Life shall develop its own capability to provide to
itself the services under the Transitional Services Agreement or find alternative
service providers for such services during the initial term of the Transitional
Services Agreement. Once YF Life is able to provide to itself, or find alternative
service providers for, such services, YF Life will phase out the use of the
services under the Transitional Services Agreement. The Company will re-
comply with the applicable requirements under the Listing Rules as and when
the Transitional Services Agreement is renewed after the initial term.

The Transitional Services Agreement was negotiated by the Company, YF Life
and MMI on an arm’s length basis and entered into on normal commercial
terms.

MMIE B BEBRIGRHUHERESIREASEETHENMBEEE R BRERBE AR
HAbE SR M8 Ra AR TS

BHESE =—F-N\FE+—-A+ "BEFNSHH-FREH  EEMRBIOHRN
EHEERBREBAEREHBERELL BRETHITNSKEEEHEENEE—
Fo-BERRESBREEIUAERSREMABIERBHZT A9RB I EERS
BRALSEFRANEEEERBHORBEER - BBREENBTREFERYE

S ERBEER  MBEBRBRESEAERBERBIHZERTRE - A27ERN
BERBHRTONEERRENET LHRAUNBARE -

BERBHRDEAAT » BRREBKE MMIRAFEEFERITIZIEEREERKRTL o
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CONNECTED TRANSACTIONS AND BEXGREFERERS (#)
CONTINUING CONNECTED TRANSACTIONS

(Continued)

1. Transitional Services Agreement (Continued) 1. BERBH=ZE

Pricing terms:

EEMRK

EHSMEBERAT
—E-)\FFR

YF Life will pay to MMI an aggregate annual fee of HK$11,625,000, to be paid
monthly in 12 equal installments. In the event all of the services are terminated
prior to the expiration of the initial one-year term, MMI will refund to YF Life
any amount paid for any period following termination on a pro rata basis. In
the event one or more (but not all) of the services are terminated prior to the
expiration of the initial one-year term, the parties will negotiate a pro rata
reduction of the fee.

The fee for the services was determined taking into account the costs and
expenses that would be required if such services were to be performed or
provided by YF Life itself and with reference to the prevailing market price of
obtaining the same or similar services from independent third party providers in
the ordinary course of business.

The Company has compared the fees payable by YF Life to MMI for the
services under the Transitional Services Agreement with (i) the prevailing
market price offered by two other competent independent third party providers
which the Company considered to be fair and representative given that such
independent third party service providers offer comparable services in Hong
Kong; and (ii) the costs and expenses that YF Life would have to incur if YF
Life were to provide the same services to itself. The Company considered that
the fees payable by YF Life to MMI are no less favourable than the prevailing
market price offered by other competent independent third party providers or
the costs and expenses that YF Life would have to incur if YF Life is to provide
the same services to itself. In view of the above and taking into account that
the services under the Transitional Services Agreement are currently provided
by MMI to YF Life, the Company considers it is beneficial to and in the interests
of YF Life for YF Life to obtain the services under the Transitional Services
Agreement from MMI in order to facilitate the transition and to minimize any
business interruption on the YF Life Group.
ERRBEEAMMIEZAEESH11,6250008 T 2 12H88EEIM - MHAE
BR A ¥ 18 — FHAPR [E M Z Bl 48 Lk > MM A8 & 0] 8 B 4R fe 3 bb B 7A 4% 1 2 1E T R
BREENHNEMNESEE - Wi —BRZE(AF2E0) RBER DR — FHRER A&
1 AT BEE R AIREER -

RBEL R EEEREHEBREBETIREBAFENRARFAZLSEE R
EBRBRETEBLF=FHENSGHERREURBHRTHERETE -

ARBEHBEBRERBEBIERBEHEET RS D MMIEN 28 B E () L thm X3
BBVE=FHEERMBTHERL (BRZBUE=SRBHEBFETBREM
AR > AAARSLEBEAFRAERRM) © R (i) EEBRE AT REESL ZBAE
KX (MEBRIEREDERSRHEMEERE) AL - A2 TARBZEBBREEMMI
BN 2ERTENEMBRBYE = THEBRRM 2 BTHEIBERREEAELE
ZRARBAX (WBBREEHOEASREMEBRE) - ERN LMERREEE
MMI B AT R BB ERB RO BB RBREURE A AARBENREEBERRR
BRERBHZEDMMBRERFUEERBEREHEBRREETMERHERT
BHEBBRBAIE -
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CONNECTED TRANSACTIONS AND

BEXZRISERERS (@)

CONTINUING CONNECTED TRANSACTIONS
(Continued)

1.

Transitional Services Agreement (Continued) 1. BERBH=ZE

Reasons for the
transaction:

REEHR

Annual caps:

FEER:

The services under the Transitional Services Agreement are currently provided
by MMI to YF Life. The Company believes the continued provision of such
services by MMI to YF Life for a period of one year from 16 November 2018
will facilitate the transition and minimize business interruption to YF Life.

MMI R B @) & BRI R AR E REIHZE T RS - XRAFHEE - MMIB X —
FHEARNBRREBEFEREZSRESEEBELEHERRENELPEREE

R -

The fees payable by YF Life to MMI in any financial year during which the
Transitional Services Agreement is effective will not exceed HK$11,625,000.
BERBHAERNDENETAVEREE  BEBRBREMAMMINERAKTEREB
11,625,000 BT °
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CONNECTED TRANSACTIONS AND BEXGREFERERS (#)
CONTINUING CONNECTED TRANSACTIONS
(Continued)
2. Policies Endorsement Fee Agreement 2. REKMMERERGZ
Parties: MMLIC and YF Life.
HEDE MMLIC K EBRE o
Date: 15 December 2017
HE: —E—tH+=-A+HAH

Principal terms:

EHSMEBERAT
—E-)\FFR

Between 2004 and 2014, YF Life underwrote approximately 300 life insurance
policies which included a claims payment endorsement by MMLIC, which
would be triggered in the event of insolvency of YF Life. Pursuant to the
Policies Endorsement Fee Agreement, MMLIC will continue to provide such
endorsement to the outstanding policies until such policies mature.

Upon the occurrence a triggering event, namely the solvency ratio of YF Life
ceasing to be at least 150% and such cessation not being remedied within
a certain agreed period, a change of control of YF Life, or the independent
Shareholders failing to approve the fee payable to MMLIC for maintaining its
endorsement to the outstanding policies, MMLIC will have the right to require
YF Life to cede to MMLIC the rights and obligations of YF Life under the life
insurance policies which include the claims payment endorsement by MMLIC,
and YF Life shall transfer assets (of a value equivalent to the obligations or
liabilities of YF Life attributable to such life insurance policies) to MMLIC.
The Company and YF Life consider that it is extremely unlikely that the
aforementioned triggering events will occur. The value of the obligations to be
assumed, and therefore the amount of assets and the selection of the assets
to be transferred, will be determined by MMLIC and YF Life in good faith if any
triggering event takes place.

The initial term of the Policies Endorsement Fee Agreement will be three
years from 16 November 2018. The Policies Endorsement Fee Agreement will
be automatically extended for successive three-year terms. The Company
intends that the Policies Endorsement Fee Agreement shall continue until
the expiry or lapse of the life insurance policies which included a claims
payment endorsement by MMLIC. All such policies were underwritten by YF
Life between 2004 and 2014 and no such policies which include such claims
payment endorsement by MMLIC have been underwritten by YF Life since
then. The Company intends that the Policies Endorsement Fee Agreement shall
be renewed if there are any such policies subsisting upon the expiry of the
initial term of the Policies Endorsement Fee Agreement. The Company will re-
comply with the applicable requirements under the Listing Rules as and when
the Policies Endorsement Fee Agreement is renewed after the expiry of the
initial term.

The Policies Endorsement Fee Agreement was negotiated by the Company, YF
Life and MMI on an arm’s length basis and entered into on normal commercial
terms.
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CONNECTED TRANSACTIONS AND

BEXZRISERERS (@)

CONTINUING CONNECTED TRANSACTIONS

(Continued)

2. Policies Endorsement Fee Agreement 2. REKMMERERGZ(E)
(Continued)
FEBRXK “EENFEE-NFE BERBERRYI00DESRRE  ZERELER

Pricing terms:

MMLIC IR RN HM IR - EEHBEBRRBBEEE I EHFEE -
RIBFREMMMERERHZE - MMLICKEZOD R RREREZSHNER - EE
REEZIE -

ERE-ERBREHT IBEERBRNEBEILEEZFIBTENR150% BZK IR
REEETHEHBAMUE  BERBHVESESHRADTNBE L REAEER
HIREERIBARENHMERMEMMLICXNWER  MMLICKERERER
REEOEEZEBRBEEFEMMLICZEE M MERNERREETHENMNZE
¥ o WEHBEBERBRESEE(HEAESNEBRREZSERRESIENEKRE
F)EZEFMMLIC - ARAFRBBEREIALGSHAE LM BREHM T REMEE -
HEEMBREGRE FESHEBNER UREAMEESZEEEN SR
B BAMMLICHBERRESETE -

REMMEREAHZNDTFHEE_Z-—NF+ A+ BBRARBP=F - R
EMmERERHZSEBEIEE=F - ARARABREMMERE D= e
B EZASRBREERIXY  BFEMMLIC 2 REFIAMMNER - IEEE
REYN_-_ZZEMFE2_Z-NEHHEBBERBER  MBERRALHEZRA
MMLICRRHMRBEXNHRE - WEMNABRENRENINEREAHBZAN L FHIE
mEEE AALAREAREWNERERGS EREMNNERERHBZENS
FHERREETR  AQAEERETLHRABEBTHERRE

REMMERERBRDEARLQE  BERBEMMIEZEQAFEEEBIIZEFEEHE

RIET AL ©

YF Life will pay to MMLIC an annual fee calculated and paid semi-annually at
a rate of 0.18% of the average account value of the outstanding policies as
consideration for maintaining the claims payment endorsement.

The fee rate was determined based on arm’s length negotiation with reference
to the average default rates of corporates with investment credit ratings
ranging from A- to BBB- published by S&P Global.

The reason for YF Life entering into the Policies Endorsement Fee Agreement
is that certain life insurance policies underwritten by YF Life included a claims
payment endorsement by MMLIC which would be triggered in the event of
insolvency of YF Life. Given that the claims payment endorsement by MMLIC
is a term of the relevant life insurance policies and YF Life cannot unilaterally
revise or cancel the claims payment endorsement term without the consent
of each of the relevant policyholders, there are no comparable arrangements
which YF Life may obtain from independent third parties to replace the claims
payment endorsement by MMLIC under such life insurance policies.

YUNFENG FINANCIAL GROUP LIMITED
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CONNECTED TRANSACTIONS AND BEXGREFERERS (#)
CONTINUING CONNECTED TRANSACTIONS
(Continued)
2. Policies Endorsement Fee Agreement 2. REKMMERERGZ(E)
(Continued)
EEMRN ERRBEAERMMLIC XA ZRAEHMREREEC.18% BEXTENFEUSHF X

Reasons for the
transaction:

REEHR

Annual caps:

FELER:

THEMEBERAT
= \EFH

— IR ERHEFRES M IR AVEHE -

BEXNERATEAYSEREERBHHRESATRNT FA-EBBB-HWLREF
YEHORMEE -

BERRIVRENMNEREAGENENREBREBARZE TASREHSE
MMLIC REFEM MR @ MEBRREECED  TSRBEMMERRE - EER
MMLIC IR REFEM NERZHEBEASRENGR 2 —  BEREBTRERES
HEREFEARBSMELHER HBUEREREMNERIZN - BEBBRRT
6% 37 58 = 75 ERS AT LL 8 16 3 AR MMLIC 1R 1578 BA A 55 4R B8 19 2= 18 SR I B ¥
R o

The Company believes it is important to assure policyholders that the
acquisition of YF Life will not result in any change to the terms of their existing
policies, including the claims payment endorsement by MMLIC.
ARAAHEE NREFEARBUBEBRRBRBESTSHRSERERE(ERE
MMLIC/E Y REE AT R M IER) IR R ERE IS B+ 2 EE -

The maximum aggregate annual amount of fees payable by YF Life to MMLIC
for the years ending 31 December 2018, 31 December 2019 and 31 December
2020 shall not exceed the caps set out below:

BE-Z-\F+=-A=+—-H ZB-NAF+ZA=Z+-HRZZEZZF+=A
=t+—BLFE BEREBENSMMLCHESFEERBBETSEBRTIILR

Annual Cap for the Year Ending
December 31, (HKD ’000)
BE+=-HA=+t—BLFEN

FELR(FET)
2018 2019 2020
—E-N\F —E-hEF —E-EF
Total fees &R 5,611 5,835 6,068
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CONNECTED TRANSACTIONS AND BEXZREEAEERS (&)
CONTINUING CONNECTED TRANSACTIONS
(Continued)
3. Barings Investment Advisory Agreement 3. BEREZAGE
Parties: Barings LLC and YF Life.
HESPIE Barings LLC R BERE -
Date: 15 December 2017
HHE: —E-tF+=ZA+AH

Principal terms:

Barings LLC is an investment adviser and has provided investment
management services to YF Life since 2000. Pursuant to the Barings Investment
Advisory Agreement, YF Life will engage Barings LLC as its investment adviser
to acquire, manage, service and dispose of investments for YF Life.

The assets and the type and amount of assets to be managed by Barings LLC
pursuant to the Barings Investment Advisory Agreement will be determined by
the investment committee of YF Life. Barings LLC will manage all fixed income
portfolio investments for YF Life for a period of three years from 16 November
2018.

The initial term of the Barings Investment Advisory Agreement will be three
years from the 16 November 2018. The Barings Investment Advisory Agreement
will be automatically renewed for successive one-year terms. Either party may
terminate the Barings Investment Advisory Agreement upon 30 days’ written
notice to the other party. Following the initial term of the Barings Investment
Advisory Agreement, and subject to the satisfactory performance of Barings
LLC, the relevant expertise and the pricing terms, Barings LLC shall continue
to be the preferred manager of YF Life’s fixed income investment portfolio. The
Company shall re-assess the investment needs of YF Life closer to the expiry
of the initial term of the Barings Investment Advisory Agreement and if the
Company considers the continued provision of such services by Barings LLC to
YF Life to be beneficial to YF Life, the term of the Barings Investment Advisory
Agreement may be extended. The Company will re-comply with the applicable
requirements under the Listing Rules as and when the Barings Investment
Advisory Agreement is renewed after the expiry of the initial term.

The Barings Investment Advisory Agreement was negotiated by the Company,
YF Life and MMI on an arm’s length basis and entered into on normal
commercial terms.
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CONNECTED TRANSACTIONS AND BEXZREFEBERS (#)
CONTINUING CONNECTED TRANSACTIONS
(Continued)
3. Barings Investment Advisory Agreement 3. TEREZAGRE
(Continued)
FEMRN Barings LLCR—HRRERERE - BE—EEEFE-—HNEBRBREMREEERK

Pricing terms:

EBIFRR -

EHSMEBERAT
—E-)\FFR

RESFEREZANE  BBEREEEEBarings LLCAERERER » REBERR
Wis - B RBEMEERE -

RIEBERED A EMBarings LLCEENEERZSEENRENESHE - KH
BERERRREZSESHE < Barings LLCHEABBERBREERFGEERZESRE
B=Z-N\F+-At+BEHABH=F-

FEREZABBNALEFRAA T -NF+-A T BEFEBHM=F - FER
ERAMBSEBEEE —F - - F I MHEMATELEIORETMBANRK L
ZEREFANE NBEREDTAMR NS FHE - RERMBarings LLCTAER
®E - HEAZM AR R EEHER - BIBarings LLCEEBEASBBRREEWRRZIRE
AEMNEREEA - ARABNBOIBEREZABRIDT FHEMTENTLE
BREZREEFE  BHMAQTRR B Barings LLC BB BRBISEIRMEREIRE &
SUBERRET  BEREZABRFHITLER - EREREFAH BN FH
EREEETR  ARABERETLTRABTHERARE -

BEREBHBADEALT - BERBRMVIRAT EEREE LR ERHEER
3T o

YF Life will pay to Barings LLC fees calculated at rates based on asset type.
The fee rates range from 0.25 basis points to 100 basis points. Such fee rates
were determined based on arm’s length negotiations taking into account (i) the
type of assets to be managed by Barings LLC and (ii) preferred partner status
granted by the Company to MMI under the Strategic Cooperation Agreement.

The Company has assessed the business needs of YF Life for the services
under the Barings Investment Advisory Agreement. The Company considered (i)
the historical amounts of fees paid by YF Life to Barings LLC; (ii) the historical
fee rates charged by Barings LLC; and (iii) the fee rates for comparable services
offered by two other competent independent third party service providers
which the Company considered to be fair and representative given that such
independent third party service providers offer comparable investment advisory
services to clients in Hong Kong. The Company considers that the fee rates
offered by Barings LLC are in line with the market rates offered by other
competent independent third party providers for comparable services as a
whole.

BiERE&MBarings LLCXNENEEFRZERFIENER - EXNF0.258
T Z1001A% T - BEABERNZE (i) Barings LLCEEMEEERE () A Q71
BERSEHEOMMIETFHNELSEBH MUK AFEREE -

ARG EBEREZAGBETREHEBRBRCEKEE - KATAZER ()
EBERkE Barings LLCXTZBEEBRAEEE ; (i) Barings LLCHWZBEELEE ;
i) HMMRBRELE=FHEFRHZTLBERFEER(HRZBLE=ZFR
BHEBEDERFFRHTEBRRAZARY A0 ARBULBEBOFRANK

AIEEE—H o
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CONNECTED TRANSACTIONS AND

BEXZRESERERS (&)

CONTINUING CONNECTED TRANSACTIONS

(Continued)
3. Barings Investment Advisory Agreement 3. BEREZHABRGE)
(Continued)

Reasons for the
transaction:

RSEH :

Annual caps:

FELER:

In connection with underwriting insurance policies, YF Life invests policy
premium, to generate sufficient return for satisfying future insurance claims
and dividend obligations. Barings LLC has assisted YF Life in executing its
long term investment asset allocation strategies since the year 2000. The
continuation of Barings LLC’s asset management services will not only avoid
the operational risks resulting from contracting a new asset manager but will
also avoid any material disruptions in the execution of YF Life’s long term asset
allocation strategies.

RRRREMS - BERBRENRE  UELENENRRRBEBUARSASE
@R - Barings LLCE - 22 ZFE-HIGEBRBRUTHEHRPREEERE
KB o Barings LLCEEBERBENSEL T ETRZEFEELSEITNERNLE
Bk FAEEEEREBRIAEERERKATHENEMERPE -

The maximum aggregate annual amount of fees payable by YF Life to Barings
LLC for the years ending 31 December 2018, 31 December 2019 and 31
December 2020 shall not exceed the caps set out below:

BEZZ-)/\F+ZA=+—HB ZE-NF+ZA=Z+-HRZ=ZZZ-ZZTH+ZAH
=+—HILEFE BERKESBarings LLCHESFEERAEIESEATY L

R :
Annual Cap for the Year Ending
December 31, (USD’000 and HKD’000)
BET-A=t-BHLFEN
FELR(FETRFET)
2018 2019 2020
—EB-N\F —B-nF —B-EF
Total fees US$8,000 Us$10,500 Us$12,500
(equivalent to (equivalent to (equivalent to
approximately approximately approximately
HK$62,590) HK$82,150) HK$97,798)
ERAE ERSE 10,500 £ 7t 12,500 €T
8,000% T (HERY (HERH
(HERH 82,150/ 7T) 97,7988 7T)
62,5907 1T)
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CONNECTED TRANSACTIONS AND
CONTINUING CONNECTED TRANSACTIONS
(Continued)

The aggregate amount paid by the Group in respect
of the Transitional Service Agreement, the Policies
Endorsement Fee Agreement and the Barings
Investment Advisory Agreement for the year ended 31
December 2018 is approximately HK$1,465,000 (being
12.6% of the annual cap for 2018), HK$888,000 (being
15.8% of the annual cap for 2018) and HK$7,188,000
(being 11.5% of the annual cap for 2018) respectively.

All the independent non-executive Directors, having
reviewed the transactions under the Transitional
Service Agreement, the Policies Endorsement Fee
Agreement and the Barings Investment Advisory
Agreement (the “2018 CCTs”), confirmed that such
transactions had been entered into (a) in the ordinary
and usual course of business of the Group; (b) on
normal commercial terms or better; and (c) according
to the respective agreements governing them on
terms that are fair and reasonable and in the interests
of the Shareholder as a whole.

The Company has engaged its external auditor to
report on the 2018 CCTs in accordance with Hong
Kong Standard on Assurance Engagements 3000
(revised) “Assurance Engagements Other Than Audits
or Reviews of Historical Financial Information” and
with reference to Practice Note 740 “Auditor’s Letter
on Continuing Connected Transactions under the
Hong Kong Listing Rules” issued by the Hong Kong
Institute of Certified Public Accountants. Based on the
work performed, the external auditor of the Company
has confirmed in its letter to the Board that nothing
has come to its attention which caused it to believe
that:

(i) the 2018 CCTs have not been approved by the
Board;

(i) the 2018 CCTs were not entered into, in all
materials respects, in accordance with the
relevant agreements governing such transactions;

(iii) the aggregate amount paid by the Group in
respect of the 2018 CCTs has exceeded the
annual cap of 2018 as disclosed in the 2017
Circular.
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CONNECTED TRANSACTIONS AND
CONTINUING CONNECTED TRANSACTIONS
(Continued)

During the Year, the Group did not have any
connected transactions that were subject to
the reporting, announcement and independent
shareholders’ approval requirements under Chapter
14A of the Listing Rules.

A summary of all related parties transactions entered
into by the Group during the Year is contained in
Note 45 to the financial statements. All the related
parties transactions described in the said note do not
fall under the definition of “connected transaction” or
“continuing connected transaction” under the Listing
Rules, other than transactions under the Transitional
Service Agreement, the Policies Endorsement Fee
Agreement and the Barings Investment Advisory
Agreement as described in Note 45 which falls under
the definition of “continuing connected transaction”
under the Listing Rules and was disclosed previously
by the Company pursuant to the Listing Rules.

The Company has complied with the disclosure
requirements prescribed in Chapter 14A of the Listing
Rules with respect to the connected transactions and
continuing connected transactions entered into by the
Group during the Year.
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MANAGEMENT CONTRACTS

No contracts concerning the management and
administration of the whole or any substantial part
of the business of the Company were entered into or
existed during the Year.

MAJOR SUPPLIERS AND MAJOR
CUSTOMERS

During the Year, revenue derived from the Group’s
5 largest customers accounted for approximately
1.7% of the total revenue for the Year, with the single
largest customer contributing approximately 0.5%.

The Group is a provider of financial services. In the
opinion of the Board, it is therefore of no value to
disclose details of the Group’s suppliers.

Save as disclosed elsewhere in this report, none
of the Directors, their close associates or any
Shareholders, which to the knowledge of the Directors
own more than 5% of the issued Shares, had an
interest in the major customers.

CHARITABLE DONATIONS

During the Year, no charitable donations was made by
the Group (2017: Nil).

CORPORATE GOVERNANCE

The Company is committed to maintain a high
standard of corporate governance practices.
Information on the corporate governance practice of
the Company is set out in the Corporate Governance
Report of this annual report.

INDEMNITY OF DIRECTORS

A permitted indemnity provision as set out in the
articles of association of the Company that provides
for indemnity against liability incurred by directors and
executive officers of the Group is currently in force
and was in force throughout the Year.
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SUFFICIENCY OF PUBLIC FLOAT

Based on the information that is publicly available
to the Company and within the knowledge of the
Directors, as at the date of this report, there was
sufficient public float of the Company’s securities as
required under the Listing Rules.

INDEPENDENT AUDITORS

The consolidated financial statements have been
audited by KPMG who will retire at the forthcoming
annual general meeting of the Company. A resolution
for reappointment of KPMG will be proposed for
Shareholders’ approval at the forthcoming annual
general meeting.

REVIEW BY AUDIT COMMITTEE

As at the date of this report, the Audit Committee
comprised three independent non-executive Directors.
The Audit Committee is chaired by Mr. Chu Chung
Yue, Howard with Mr. Lin Lijun and Mr. Qi Daging
being the other members. The terms of reference of
the Audit Committee are in line with the Corporate
Governance Code as set out in Appendix 14 of the
Listing Rules. The Group’s consolidated financial
statements for the Year have been reviewed by the
Audit Committee.

By order of the Board
Yunfeng Financial Group Limited

Li Ting
Executive Director and Chief Executive Officer

Hong Kong, 28 March 2019
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Environmental, Social and Governance Report

ABOUT THIS REPORT

Yunfeng Financial Group Limited (hereinafter
‘the Group’) is committed to maintaining a high
standard of corporate social governance in order
to constantly improve its environmental and
social surroundings while providing sustainable
returns to shareholders.

Reporting Reference

To communicate our efforts on environmental,
social and governance (ESG) matters, this
Environment Social and Governance (ESG) report
has been prepared in accordance with ‘comply or
explain’ provisions of the ESG Reporting Guide
set out in Appendix 27 of the Rules Governing
the Listing of Securities on The Stock Exchange
of Hong Kong Limited.

Scope and Boundary of the ESG report

This report covers the ESG policies and
procedures of the Group’s operation in all
jurisdictions for the year ended 31 December
2018. The boundary of the report covers:

— Three Yunfeng offices in Hong Kong, Beijing
and Shenzhen;

— Eleven YF Life head offices and agent
offices, and one warehouse in Hong Kong;
and

— Four YF Life branch offices in Macau.

Unless otherwise specified, the boundary of the
reported ESG data covers all offices of the Group
(including YF Life) in Hong Kong, Macau and
the People’s Republic of China (PRC). Due to
the major change in reporting scope, we will not
include 2017 ESG data in this ESG report.

Contact

The view and opinion of our stakeholders are
important for the continuous improvement of our
business and ESG performance. Any constructive
feedback regarding this ESG report are welcomed
and may be sent to this email: ir@yff.com.
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ABOUT OUR BUSINESS
Our Business

Listed on the Hong Kong Stock Exchange
Main Board, Yunfeng Financial Group Limited
is comprised of two major business segment
of financial services and insurance products.
Yunfeng is a pioneer in financial technology
providing brokerage, investment research,
corporate finance, asset management, employee
stock ownership plan administration services
and fintech business. Front-office operations are
conducted at our head office in Hong Kong, while
the fintech development functions are located in
our Shenzhen and Beijing offices.

We acquired 60% shareholding of YF Life in
November 2018, which is authorized by the
Insurance Authority to conduct long term
insurance business in Hong Kong. Based in Hong
Kong with branch offices in Macau, we provide
a wide range of insurance products including
life insurance, medical insurance, annuities,
pension and mandatory provident fund schemes
to customers. YF Life is one of the few first
insurance companies to introduce annuity to the
region.

Upon completion of the transaction, Yunfeng and
YF Life are undergoing a transition period, where
both entities are going through comprehensive
processes especially in aligning the details of a
number of polices and guidelines. The Group has
also transitional service agreements (TSA) with
various service providers during the interim to
ensure proper service continuity. The alignment
of our practices is essential to enable a more
effective management and is expected to be on-
going as we proceed into 2019.
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ABOUT OUR BUSINESS (Continued)
Governance and Risk Management

The Corporate Governance Committee is in
charge of the overall risk management and
internal control systems of the Group, and is
ultimately responsible for the establishment and
implementation of risk governance framework,
appetite/tolerances, strategies, policies and
procedures. Under the Corporate Governance
Committee are several subcommittees, including
the Risk Oversight Committee which is delegated
the authority of risk governance.

As we are primarily engaged in the financial
and insurance service sector, we are required
to comply with all related laws and regulations
including the Securities and Futures Ordinances,
Insurance Ordinance and Hong Kong Federation
of Insurers (HKFI) requirements etc. The overall
governance effort is led by the Corporate
Governance Committee and implemented
primarily through our legal, compliance and risk
management teams.

Within the Group, we expect our staff to strictly
adhere to applicable laws and regulations and to
high standards of business integrity and ethical
dealing. All new employees are provided internal
guidelines regarding their professional obligations
to transact business affairs in a legal and ethical
manner. To assist individual employees across
levels and divisions/departments to disclose at a
high level information related to any misconduct
or malpractice they are aware of, a formal
whistleblowing procedure is in place to protect
the whistle-blower from retaliation.

The Group is also committed to ensuring strict
compliance with all applicable anti-money
laundering (AML) laws and regulations to prevent
the use of its products and services for money
laundering and terrorist financing purposes. All
Hong Kong Securities and Futures Commission
(‘SFC’)-regulated entities and their branches and
subsidiaries under Yunfeng Group are governed
by the AML/Know-your-client (KYC) policy and
are required to perform KYC procedures prior to
entering into business relationship with proposed
customers. A separate AML policy is available
for our insurance operations at YF Life with
reference to the Insurance Authority’s Guideline
on Anti-Money Laundering and Counter-Terrorist
Financing. Under the policy, any identified
suspicious client activities would be reported to
relevant authorities immediately.
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ABOUT OUR BUSINESS (Continued)
Governance and Risk Management (Continued)

For details regarding corporate governance
discussions, please refer to the Corporate
Governance Report section of the annual report.

ESG Risk and Responsible Investment

While we understand how ESG impacts our
working environment, we are also aware of
the increasing importance of ESG’s role in
the financial sector. In June 2018, the Hong
Kong Exchanges and Clearing Limited (HKEX)
has become a partner of the United Nations
Sustainable Stock Exchanges Initiative, to
promote the sustainable development of
capital markets and responsible investment.
In November 2018, the Hong Kong Financial
Services Development Council (FSDC) issued
a paper highlighting the lack of ESG thematic
products in the market. In the paper, the FSDC
also recommended how ESG integration should
be more readily adopted by, for instance,
the Government on public funds, HKMA’s
requirements on external investments, and
MPFA’s consideration into its trustee approval
and monitoring process etc. In November
2018, HKEX updated its guidance material
and referenced to the recommendations of
the Taskforce on Climate-related Financial
Disclosures (TCFD) to identify and disclose the
potential financial impacts of climate-related risks
and opportunities on ESG reporting.

Without a formal framework in place at the
Group level and with ESG being only indirectly
addressed in our existing practices, we
acknowledge that a full ESG integration will be a
challenge particularly in changing the corporate
behaviour at this stage. However, going forward,
it will be a potential risk for us to ignore
this trend. We will cautiously adopt the ESG
consideration and make it part of our journey on
ESG development.
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3 STAKEHOLDER ENGAGEMENT AND
MATERIALITY ASSESSMENT

As an integral part of our business, we engage
with our identified stakeholder groups on an on-
going basis throughout our daily operations.
Through our interaction with different stakeholder
groups, we have summarised and presented in

the below table their key concerns:

Table 1 Summary of stakeholders’
communication channels

Communication and

Environmental, Social and Governance Report
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Business development
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3

STAKEHOLDER ENGAGEMENT AND

MATERIALITY ASSESSMENT (Continued)

Communication and

3 FmEEEREERMRFMG @)

Stakeholder groups feedback channels Frequency Topics of discussion
FEAREER BERRERE A= REESE
Clients Know-your-client (KYC) Meeting/phone call, emails Product and trading
onboarding process on event-driven basis system quality and
Face-to-face meetings Electronic trading platform development
with our business on event-driven basis Fair and transparent
representatives dealing practice
Phone calls and emails Enterprise branding
with our client service
representatives
BF BEEFo|ERE REHRHEECER B ERRRIRAEZERERE
BEEBRRCEHEESR B RFER 2R FE
HEFRERRZEFREN REARHEEZEIRS LEME

Business partners
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On-site visits
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Press releases
Marketing campaigns
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On-site visits
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Event-driven basis

EHEREEE
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EHRFEE
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EEBEE

Business development
Fair business practice and
market reputation
Sound financial strength
and management
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Business development and
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STAKEHOLDER ENGAGEMENT AND
MATERIALITY ASSESSMENT (Continued)

With the addition of YF Life, we have engaged
with a number of management representatives
from both Yunfeng and YF Life through
interviews and surveys with aim to better align
the ESG focus of the two entities. This time, we
reached out to senior management with hands-
on knowledge of our operations as well as having
close relationship with our business partners,
engaging them particularly on key ESG matters
from governance to product responsibility, not
limited to matters from quality to cyber security.

Materiality assessment

According to the HKEX ESG guideline, we have
identified the overall social aspects more material
than that of environment. The most important
matters being anti-corruption, customer privacy,
and the health and safety of our employees. To
the environment, we are concerned most with the
resources consumption, particularly on the use of
energy, water and packaging materials used for
marketing and communication materials. Refer to
section 6 on how we manage these environmental
impacts in more details.
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EMPLOYMENT AND LABOUR PRACTICE

To enable us to deliver value to our shareholders
and serve our clients, we endeavour to
attract and retain the best talents. We are
committed to maintaining a non-discriminatory
workplace where all employees are provided
with opportunities to reach their full potential.
We maintain a policy of equal employment
opportunity, and all human resources decisions
including recruitment, promotion, salary
administration and training opportunities shall be
based on bona fide occupational requirements,
but not individual traits like race, colour, religion,
age, gender or medical history.

At the Board level, we have in place a well-
established board diversity policy aiming to
enhance the quality of the Board’s performance
by promoting diversity in the composition of
board members based on their experiences and
background considered relevant to the Group’s
operation and strategies. For further details,
please refer to the Corporate Governance Report.

To recruit and retain high-calibre talents, we
provide competitive remuneration packages to
attract and motivate our employees. We offer
competitive remuneration, share option and share
award schemes, retirement and medical benefits,
insurance coverage and leave entitlement
commensurate to market standards. The
remuneration package of employees is reviewed
regularly based on individual performance and
market conditions. As part of the effort to retain
talent, we offer internal mobility opportunities,
which drive the overall efficiency of operations
through better matching of required skills with
talents. All of the above details are documented
in the two Employee Handbooks of Yunfeng
and YF Life, along with other provisions like
employment terms, remuneration, benefits,
training and regulations, and business conduct.

During the reporting period, the Group adhered
to the Employment Ordinance and other relevant
regulations, and was not aware of any material
non-compliance regarding employment.
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EMPLOYMENT AND LABOUR PRACTICE
(Continued)

Our Workforce

As at 31 December 2018, the Group had
609 employees. This number included also
staff members from YF Life. Among our total
employment, female employees represent 22%
of the senior management and 56% of the total
workforce. Geographically, about 72% of our
employees reside in Hong Kong, with the 25%
residing in the PRC and the remaining 3% in
Macau.

In 2018, the overall turnover rate of male
employees was 33% and female employee was
23%, and the geographic breakdown was 21%,
18% and 49% for Hong Kong, Macau and PRC
respectively. The turnover rate by age group is
provided in Table 2.
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Table 2 Demographic information and turnover

R2AOBFEERAERALR(RF

rate by age groups #RAH)

Age Group 2018" (%)

Fip 48 Bl ZE-N\E" (%)
No. of Employees Turnover Rate (%)

EEZE ABMKEEE (%)

Below 30 30T 205 37%

30-50 30-50 351 23%

Above 50 500 & 53 20%

Total ey 609

1 Include employee of YF Life 1 BIEEBRIEET
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EMPLOYMENT AND LABOUR PRACTICE
(Continued)

Labour Standards

We strictly adhere to Employment of Children
Regulations and other regulations under the
Employment Ordinance or other relevant laws
in other jurisdiction, which prohibit any illegal
employment of children or forced labour.
During our recruitment process, we perform
checks on candidates’ relevant information
including personal identification and other
documents to verify their age. Through the two
Employee Handbooks of Yunfeng and YF Life,
we communicate to employees the employment
terms and conditions, to ensure that they clearly
understand their employee rights and benefits.
During the reporting year, we adhered to relevant
laws and regulations and were not aware of any
incidence of material non-compliance relating to
child or forced labour.

4.1 Employee health and safety

The management place high importance on
the health of employees and take measures
to increase the awareness of all staff
members regarding occupational health
and safety issues within the Group. For
instance, in the YF Life office, assessment
and training of Display Screen Equipment
(DSE) was done with aim to help office
staff to minimise health risks associated to
prolonged work with their workstations.

While there is no significant health and
safety risk in the office environment,
employees are also expected to take all
practical measures to ensure a safe and
healthy working environment, in keeping
with their defined responsibilities and
applicable laws. Employees are encouraged
to participate in fire drills initiated by the
office building management to prepare for
any possible emergency.

We seek to promote the well-being of
employees by providing medical insurance
coverage to our employees, covering
services like clinical visits, specialist visits
and health check-ups. In addition, we
promote work-life balance among our staff
through different programmes, for example
organising our employees to participate in
charity runs to develop a healthy lifestyle
while contributing to the community.
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EMPLOYMENT AND LABOUR PRACTICE
(Continued)

4.1

4.2

Employee health and safety (Continued)

During the reporting year, we adhered to
relevant laws and regulations and were not
aware of any incidence of material non-
compliance relating to health and safety.

Development and training

The Group emphasises the importance of the
on-going professional development of our
employees, and seeks to provide different
training and development opportunities to
assist their career progression. Through a
relevant, systematic and organised training
platform, we aim to align the knowledge
and skill sets of our staff members with
our business objectives and operation
requirements, in order to enhance efficiency
and productivity. We believe that upskilling
our staff members can help reduce the
overall operational risks in the long run.

At Yunfeng, we offer both internal and
external training to staff. To promote
and cultivate the ongoing professional
development of our staff, we offer internal
seminars including various team building
training, FATCA? and CRS?® updates, SFC*
seminars with regulation updates, financial
reporting updates which staff could join
on a voluntarily basis. In the year, we have
also provided trainings covering topics
like legal contracting, cybersecurity and
data breaching, and refresher training on
compliance matter for our staff. We also
support our employees to seek external
education relevant to their job duties, and
provide benefits including examination leave
and fee reimbursement subject to approval
of their department head and senior
management.

2 Foreign Account Tax Compliance Act

3 Common Reporting Standard

4 Securities and Futures Commission
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4

EMPLOYMENT AND LABOUR PRACTICE
(Continued)

4.2 Development and training (Continued)

While at YF Life, the staff training is broadly
categorised into three main types for new,
existing and management staff where each
has key focus as follows:

— New staff: legal compliance, company
product knowledge, service selling
techniques and mentor training in
person

— Existing staff: legal compliance and
continuous professional development
training (CPD)

— Management: leadership training

With the demand for insurance product
from mainland clients increasing, we have
established an Internal Compliance Guide
for PRC Sales outlining the requirements for
agents working on PRC sales. All our agents
are also required to complete the annual
e-refresher on compliance topics including
anti-money laundering, direct marketing and
data privacy. Failing to complete the training
may result in termination of agent contract.
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OPERATION PRACTICES

5.1 Product responsibility

The Group conducts business with a high
level of integrity and treats customers in a
fair manner. We emphasise the quality of
both our financial and insurance products
and services to our valued customers.
Both industries are highly regulated by the
governing bodies and regulators such as
the Securities and Futures Commission,
Insurance Authority and Hong Kong
Federation of Insurers. We comply strictly
with the local laws and regulations such as
sales practice, KYC check, credit control,
compliance, risk disclosure, information
protection and data security as well as
trademarks and intellectual property. We
regularly provide our employees with
refresher training on the requirements of
regulators to ensure that they are capable of
providing quality services to customers.

During the reporting year, there was no
material non-compliance incidence against
the relevant laws and regulations relating to
our products and services.

Customer privacy

As a financial institution, we deal with
sensitive information of our clients and it
is important that we take the necessary
steps to protect such information. We
adhere strictly to the Personal Data (Privacy)
Ordinance and any violation of data privacy
obligations is subject to disciplinary actions.
There are also internal compliance manuals
to guide us on the proper handling of
customer information.
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5 OPERATION PRACTICES (Continued) 5 RERELAE)
5.1 Product responsibility (Continued) 51 Em&EXEE)

Cybersecurity and business continuity WELT D REKEEM
The protection of information from external EREZFILER RESERT
threats is also of critical importance when IEBRHBEBTIEFTEE - RFWEE
protecting customers’ privacy. Our IT HMZ2ITEIEREERZEH
security efforts are guided by the Group K)RES  ZBERMETEBRI
Cybersecurity Policy which provides EEMWBERER c RMETHEE
definitive information on this matter. From HNEBBRBEEHRMEARZTEE
time to time, we also invite external service I ERMVEINBEZFINEE
providers to provide cybersecurity training to ZEEK -
update our staff on the latest cybersecurity
risks.
We fully understand that significance of B2 ERmREEREMEHERFN
service stability to our clients. We have BEEM c BMEHIEXEHEE M
established the business continuity plan 2 FREE R LIS R E
(“BCP”) with comprehensive and systematic BEARBEHN HELEPEHFR
measures in place to deal with potential WEERE  UBRREKEEMEU
threats from major unexpected events and/ RAEFRMERYE KMETHE
or operational disruptions to ensure business DEBERBE B RERERBESE
continuity and services to our customers. wWrE - KM AEREREERTRE
We back-up our data servers regularly and B RIS  UEREREERR
in the unfortunate case of server breakdown, NFE o
we can switch to the back-up server within
a short period to ensure minimal disruption
to our services.
Our staff #EFWET
To serve all of our valued customers, we are REFHBRERMEEZERF K
committed to developing innovative solution PMBHRAERHBARENEES
and user-friendly technology to offer our RERAFEFERANEN  AFEE
clients with high-quality, affordable products FHERESEHEKRSENE
and services tailored to their needs on a Mo BRERMA#ESEER MR
consistent basis. Please refer to the below KREmMERNSEEENESHF
sections for more information on the various 15 BEEUTHD -
measures we have taken to uphold high
product and service quality.
Customer Feedback EFKE
We welcome customer feedback and collect MBI EFPFRELBEBTRRE
their opinions through different channels, KWEEFER BEZMAPET -
including our staff, website and customer LN EFRBEAER  BRMEEH
service hotline. We also regularly seek RAREBIMAERER  USEK
inputs from our front-line business units to FEFREBCENES c KM REFE
look for areas that require improvement. BEFWRERSF HREBER
We promptly handle all complaints from B RMEEEERREEEER
our customers, and for YF Life, we are also IR E R B ERGE o
obliged to meet the response pledge as
prescribed by the regulatory requirements.
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OPERATION PRACTICES (Continued)

5.1.1 Providing quality financial products and

services

For our investment products, we have an
investment committee which is chaired by
the Chief Executive Officer of the Group
and comprises committee members,
oversees all investment decisions and
financial product/service launching process.
An internal approval process is used to
govern the product launching process and
mitigate relevant risks of new products.
Under the approval process, the launch of
new products requires approvals from all
relevant middle and back office functions to
ensure that relevant market practices and
regulations are met.

It is also important that we empower our
customers to make informed decisions with
their wealth and investment opportunities.
Our staff receives training on product
sales best practices from time to time,
and we ensure that throughout our
promotion campaigns and press releases
our communication materials convey clear,
concise and transparent information. To
effectively handle customer enquiries,
we have a chatbot to provide automatic
replies to frequently asked questions. When
clients are not satisfied with the answer
they receive, they will be directed to our
customer representatives to further discuss
their issues.
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5 OPERATION PRACTICES (Continued) 5 RKeR#A)

512 RUEERBER MRS

5.1.2 Providing quality insurance product and

services

Our insurance products is developed to
protect customers from unexpected events
and support their long-term life planning. It
is therefore vital that our insurance products
are of high quality and meet relevant
regulatory requirements. We collaborate
with different institutions from time to time
to conduct market researches to upkeep
the latest market trends and to ensure our
products meet the needs of our customers.

As the bridge of our products to the
customers, we ensure our agents provide
quality services. We make sure our agents
are properly licensed according to the rules
promulgated by HKFI and have satisfied the
legal and YF Life standards before being
permitted to solicit YF Life business. Our
agents are required to strictly follow the
HKFI Code of Conduct and the industry
best practices, as well as the guidance in
accordance with our “Agent Handbook”.
We regularly communicate and educate
our agents with respect to the company’s
products and services to allow proper and
accurate representations of product features
to the customers.

In order to support the development of the
PRC business, we have a “PRC Business
Compliance Policy” in place to ensure our
staff and agents are equipped with the
Do’s and Don’ts when dealing with PRC
clients. The policy covers daily practices
from sales, mentoring to internal training
and qualification requirements. We hold
requirements on internal qualification strictly
and no agents can handle PRC insurance
business otherwise.

The monitoring of our service quality
also extends to the post-sales stage. We
follow industry practices as issued by
the Insurance Authority, such as making
audio-recorded calls to reaffirm client’s
understanding of the insurance policy they
have procured, including both investment-
linked and life insurance products. In
addition, we make use of third-party Mystery
Shopper Programmes on an irregular basis
to objectively review and assess the selling
practice of our agents.
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5 OPERATION PRACTICES (Continued)

5.2

5.3

Anti-corruption

We expect our staff to strictly adhere to
applicable laws and regulations and to
high standards of business integrity and
ethical dealing. All new employees are
provided internal guidelines regarding their
professional obligations to transact business
affairs in a legal and ethical manner. They
include the Compliance Manual in Yunfeng
and Compliance Guide at YF Life, which
provides detail guidance anti-corruption
topics including handling possible conflict of
interests, receive of business courtesies and
gifts, and other related scenarios.

Besides internal guidelines, we also
provide employees with regular training
to ensure clear understanding of the
Group’s compliance requirements. For
example, Yunfeng employees receive annual
refresher training and updates on important
compliance guidelines, and at YF Life we
invite Independent Commission Against
Corruption to provide annual seminars
to strengthen our employees’ awareness
towards possible misconduct.

In 2018, there was no reported non-
compliance incidence relating to corruption
or money laundering during the reporting
period.

Supply chain and counterparties
management

At YF Life, we appoint various service
providers to support our operations,
particularly on IT services. When selecting
these service providers, we consider
different factors including price, capability
and credential of suppliers, availability of
local support and the possible synergy from
leveraging on other services of suppliers.
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5

OPERATION PRACTICES (Continued)

5.3 Supply chain and counterparties

management (Continued)

At Yunfeng, we recognise due diligence
of counterparties and transactions as
one of the crucial elements of operation
risk management. The overall governance
effort is led by the Corporate Governance
Committee for the establishment and
implementation of the operational risk
governance framework, strategies, policies
and procedure. The implementation is
coordinated through the Risk Oversight
Committee (“ROC”), which is a sub-
committee under the Corporate Governance
Committee. The ROC is chaired by the Chief
Executive Officer and comprises business
heads, legal counsel, head of compliance
and head of risk management.

For our financial services, effective
counterparty and transaction due diligence
processes are the foundation of our
approach to form long-term partnerships
with our valued business partners. We
promote an ownership system where
service/business users within Yunfeng are
responsible for selecting the counterparties
and entering into transactions. The users
are responsible for gathering sufficient
information and using an appropriate
mechanism to address different business,
financial, and legal and compliance related
concerns raised by relevant internal
functions. Once all concerns are addressed
and cleared by the relevant internal
functions governed by the internal new
business approval process, the proposed
transactions are then recommended to
senior management for final approval and
execution. Significant concerns and issues
identified will be escalated to the senior
management and Risk Oversight Committee
for thorough review and discussion to
determine the next course of action to be
taken.
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OPERATION PRACTICES (Continued)

5.3 Supply chain and counterparties

management (Continued)

As part of the implementation of the
counterparty management policy, our
risk management, finance, and legal and
compliance teams review the transaction
terms and related documents and determine
the need for, and depth of, additional
due diligence of counterparties including
counterparty risk and corresponding
the extent of on boarding procedures
required. We have outlined the activities
and types of counterparties that Yunfeng
does not associate with, such as those
where there is evidence of forced or
child labour and certain transactions
involving market misconduct, mis-selling
or those with negative publicity. For
service quality maintenance purpose, we
continue monitoring the market reputation
and business practice of all existing
counterparties.

In relation to the sourcing of professional
service and financial data providers,
Yunfeng has established proper tendering
and quotation procedures to engage the
most suitable service providers with criteria
tailored for covering areas such as product/
service quality together with internal control
and risk management requirements to
manage various operational risk including
credit, reputational and concentration
risks. Consequently, in addition to pricing
evaluation, all relevant factors will be
taken into account in the selection of
counterparties/service providers.

For internal developed service provision
process with the aim to maximise
automation and segregation of duties to
reduce human error, Yunfeng has set up
a project management and quality control
team to liaise with the different areas
of operation including the development
of different product initiatives, financial
infrastructure and applications by developing
a procedural manual and regular progress
meetings. The teams ensure quality services
and products as per the standard set by the
senior management.
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6

ENVIRONMENT & COMMUNITY

6.1 Environment

Use of resources

The Group strives to minimise resource
consumption and adopts environmental
best practices across its businesses. We
regularly reviews its environmental practices
and considers implementing additional eco-
friendly measures, sustainability targets
and practices to reinforce the principles of
reduce, recycle and reuse, as well as further
minimise our already low impact on the
environment.

In our offices, we have adopted various
green practices to reduce the consumption
of resources including electricity, water and
paper. Examples of such green practices
are:

— Switching off lightings, air conditioning
and electrical appliances when not in
use to reduce energy consumption;

— Encouraging double-sided printing and
the use of recycled paper for printing
and copying;

— Setting up recycling bins in office areas

We have also been progressively digitalising
our business operations. Besides the
adoption of electronic communications
within the offices, at YF Life, we have
launched SMART to our agents and
CONNECT to our customers since 2013
and 2017 respectively. Through SMART,
our agents are able to conduct customers’
profile analysis and prepare electronic
proposals more efficiently. By launching
CONNECT, our clients can now submit
their supporting documentation through
the electronic platform without printing and
submitting paper copies. In the coming
years, we will continue to have fintech
development, from adopting electronic
insurance policy to customer service for
instance. We will further explore ways to
enhance our customers experience as well
as reducing our environmental impact while
improving efficiency in our operations.
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6 ENVIRONMENT & COMMUNITY 6 RIRHEPE#E)
(Continued)
6.1 Environment (Continued) 6.1 RIE(E
Use of resources (Continued) EHER (&)

Among our equipment use within the office
environment, the server units and data
centres consume the most energy. While we
do not have controls over the energy use
in the rented data centres, we have long
adopted in-rack cooling for server units
at YF Life’s data centre for better thermal
management, thus reducing overall energy
consumption.

Details of electricity, water and paper
consumptions at our offices are summarised
in the table below. Besides the full year
consumption of Yunfeng offices, the scope
of 2018 data disclosure includes also
the consumptions of YF Life’s offices in
November and December 2018.

Table 3 Summary of
consumptions

resources

EEMPLOREFMERNRE
B RBRAMNBEPLEET RS
BEE - IRRPIBHEABE P LM
REREATEREZEHE  EEMAR
HILURZEBBREBVEE P OERA
NEMBEL A RER - UERELH
MREE - (e EERER -

BPWBENE - KFLEFEFS
ETR -BRTEEPSENEFH
B —E- \FHERENEE
BEERBBERBPSER-ZF-N
Ft+—ANMTZAMREREBR -

RIERHERR

Use of resources Unit 2018
FEREIR B —E—N\F
Electricity kWh 890,774
£ TR

Water® Tonnes 1,035
7K Mg

Paper (A3) Sheets 20,383
#5 (A3) [

Paper (A4) Sheets 3,208,906
#K(A4) [

5 Water consumption figure includes the full year 5 KERSBEESREMFIBEEN

consumption of our Shenzhen office and the
Nov-Dec 2018 consumptions of the 2 YF Life
offices with available data.

EHSMEBERAT
—E-)\FFR

2EERE  URBERBBSBE(S
TRE)R-ZE-NE+-AN
TZARHE -
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RE - HERERES

6 ENVIRONMENT & COMMUNITY

(Continued)

6.1 Environment (Continued)

Emissions

With the Group’s major businesses
focused on the development of financial
technologies, insurance, financial advisory
services and securities broking, majority
of our operations are conducted in office
environments with limited environmental
impact. While we advocate the principle
of environmental protection, we do not
consider emissions including air, greenhouse
gas (or carbon) and waste emissions to be
material due to the nature of our business
operations. We are aware that our impact on
carbon emissions is mainly caused by the
use of electricity, we strive to minimise the
consumption from our offices to the servers
and data centres.

The Group does not have direct environmental
emissions such as air, discharges to water
and land as well as generation of hazardous
and non-hazardous waste, and we adhere
to all relevant and applicable environmental
laws and regulations in the jurisdictions where
we operate. No material non-compliance
regarding emissions was reported during the
reporting year.

The environmental and natural resources

As a financial institution, the impact of our
business extend beyond our own operations
to the impact our investment strategies
have on the environment. While we have not
formulated specific policies or guidelines on
the ESG considerations of our investment
strategies, ESG considerations are indirectly
addressed as described below.

During the selection of new mutual fund
partners for our wealth management
services, we mainly focus on new industries
and exclude industries with obvious negative
impact from the list. We seek to work with
top-tier fund managers, which we believe
would have incorporated fundamental
ESG considerations into their investment
decisions.

6

REHEAEE#E)

6.1

RBRE (&
#HH

HRAEENETEXZBZESHM
R UBEBRERESE
o RBPEBIERREZEEAR
NP AEREDET - BARER
R EHRAEEXEFEEME -
MRS BER - BERE ()
MEBERMPRIFEE - BEHEME
ERRIAEEYRINNTEE
ERFERAENENK  BANRERKR
PR B 4t R > % 1 = LA I AR 75 2% A &L
BAROEEAE ©

REBRBEEENRRHR - WEE
RoBAREELHHEES  BERE
EERYNEL - RMETKEEMR
KR EEBREMEHRBMEANER
BREER - MEFERRBER
BHRNERESRBR

REREAEZR

R -—ZXTHEE  FEEELHW
FECBHEMBNELHE
BEMWRERKURBEELTE -
HARFIERRIRERBEOIRE
HEREATIERBEESES
BRE HERERZERZCW
THRAREERE -

ERRFNMEEERBERENRDN
HEESESEBRHE  RMETEHB
EHATHE UHREEDHEEAE
FENITE - RMSREERES
EEASE  RMEGELESE
BASKEANERE HERER
ZEREMARRERRS -
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6 ENVIRONMENT & COMMUNITY
(Continued)

6.1

6.2

Environment (Continued)

The environmental and natural resources
(Continued)

As part of our due diligence procedure, we
also conduct news search on funds to better
understand their performance. Any negative
news identified, including ESG-related
ones, may trigger further investigation
or clarification with the fund managers
depending on the nature of the issue.

For our insurance division, while we do not
have specific ESG guidelines or instructions
to our investment manager. Majority of our
portfolio belongs to fixed-income assets
and we have appointed Barings to be the
investment manager, who is a signatory of
the Principle of Responsible Investment.

Community

The Group is committed to participating in
community events. When approached by
charitable organisations, we perform due
diligence covering their background, mission
and plan. If they matched with the Group’s
vision, we will provide financial and other
assistance to maximum practicable extent
for us on a case-by-case basis.

Set up in 1999, the ‘Jr. Space Camp
Program’ is the flagship community event
of YF Life, a new member of the Group.
Every year, the programme appoints several
Jr. Astronauts from thousands of young
applicants and provide them with the
opportunity to receive stimulated astronaut
training together with their parents at the
U.S. Space Camp organised by NASA’s
Visitor Information Centre. All expenses
incurred, including the training-programme
fee, round trip air tickets, accommodation,
meals and travel insurance, will be fully
sponsored by YF Life. The programme
stimulates children’s interest in space
exploration, boosting their self-confidence
and encouraging them to take on challenges.

EHSMEBERAT
—E-)\FFR

RE - HEREREE

6 RENRHEE)

6.1

6.2

RBRE (&

REREARER (&)

ERERMERATEFN—HD
EMESHESETHEER U
B 58 47 1t B AR HLAR 2 » PR EX R MVME
MEEHE BFERE - HER
EREBENNE  MAUES 5 Y
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ERESIHIET - RPN KB KR
EHABREEREEE  BMCE
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BEEREFRAUNZEE -
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A APPENDIX: HKEX ESG REPORTING A
GUIDE INDEX
Aspects
s
A Environmental
BRIR
A1l Emissions
a) Policies and
b) Compliance with relevant laws and regulations
that have a significant impact on the issuer
relating to air and greenhouse gas emissions,
discharges into water and land, and generation
of hazardous and non-hazardous waste.
B
EB@I‘%&F*"H#B&Z s [AKR LB C BER
EEEVYNEESEN
(@ BX kK
(b) BFHBBITARTEARZENHEBEERRM
A1A1 The Types of Emissions and respective emission
data
PR R E R AR B A R
A1.2  Greenhouse gas emissions in total (in tonnes) and,
where appropriate, intensity (e.g. per unit of
production volume, per facility).
MERBA EFB&ZE(LM"EE‘Jrﬁ)&(ﬁD & ) B E (I E
EEE{Y §EREAE
A1.3  Total hazardous waste produced (in tonnes) and,

where appropriate, intensity (e.g. per unit of
production volume, per facility).

FRFEAXBEREREYES (METE) R (WER)ZE (0
UEEBEN - BRRETEH) -

z

N

E%I%ﬁ%%ﬁ~&§&

EsRS

Section Remarks

B8 A

Air emissions are not
identified as material to
the Group and data is not
tracked.

BER B AR EE A A AER
;EEEE + [ I SR BR B0t AR BE X

Eo

Greenhouse gas emissions
are not identified as
material to the Group. We
will continue to observe
any regulatory changes to
review our disclosure in the
future.

B RS HE AR 4R A B R AR
EEEEE RMBHEE
BEERL  RRFEZRR
MBI E -

Due to our business nature,
no significant amount
of hazardous waste is

generated.

HREMANEREESE K
EETELEERNEEER
) e
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A APPENDIX: HKEX ESG REPORTING A
GUIDE INDEX (Continued)
Aspects
i
A1.4  Total non-hazardous waste produced (in tonnes)
and, where appropriate, intensity (e.g. per unit of
production volume, per facility).

FFEAEEREEYRS (UMEETE) R (WER)ZE (M
LSESEN - BIEREE) -

A1.5 Description of measures to mitigate emissions and
result achieved

BB RS ENERRIEHRR

A1.6 Description of how hazardous and non-hazardous
wastes are handled, reduction initiatives and
results achieved

HMEEEEREZTERYNG L - BEEEENEE
RATEHRR -

A2 Use of Resources

Policies on the efficient use of resources, including
energy, water and other raw materials.

EIRERA

FRAENERAER(BERR - KREMEME) K
® o

A2.1 Direct and/or indirect energy consumption by type
(e.g. electricity, gas or oil) in total (kWh in ’000s)
and intensity (e.g. per unit of production volume,
per facility).

Eﬁﬂ%ﬁ%ﬁ%&/&ﬁ% ER(NE - Rm) B3
EMTFEFERTE) REE(WUSESEN -8
HRIEETE) ©

A2.2 Water consumption in total and intensity (e.g. per
unit of production volume, per facility).

REKEREE(MUSEREN - BEREAE) ©

A2.3  Description of energy use efficiency initiatives and
result achieved.

B e REAN BT ERABHAR

A2.4  Description of whether there is any issue in sourcing
water that is fit for purpose, water efficiency
initiatives and results achieved.

B SREGE AR LRI EEMRBRE - UREAAKME
STEIRFTERR

ERSREBERAR

—E-)\FFR

RE - HEREREE

P &% -
EAH

HER

z

BEEXSA(RE
EiEs)RS| (4)

Section Remarks

BE A

— Non-hazardous wastes are
not identified as material to
the Group and no data is
tracked.

BEBREYAREHRBEAE
BEEEE > FLRIRHAEE
g -

6.1

6.1

6.1

6.1

6.1
6.1

6.1
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A APPENDIX: HKEX ESG REPORTING A it  BERRZHA(RE L8R
GUIDE INDEX (Continued) ERMEESI )RS (#)
Aspects Section Remarks
gikE =G F
A2.5  Total packaging material used for finished products 6.1

(in tonnes) and, if applicable, with reference to per
unit produced.

R mrABRMRNES (UWETE)  R(WER)S
EEBMIEE -

A3 The Environment and Natural Resources 6.1

Policies on minimizing the issuer’s significant impact
on the environment and natural resources.
BERRXARER

BEREBTAHRERRXARERERBEATZENK
% o

A3.1 Description of the significant impacts of activities 6.1
on the environment and natural resources and the
action taken to manage them.
M EREHHRERARERNEAZERERINE
BEBESENTE -

B Social
e
B1 Employment 4

Policies on employment and compliance with local
laws and regulations that have a significant impact
on the issuer on the following aspects:

Compensation and dismissal
Recruitment and promotion

Working hours and rest periods

Equal opportunity and anti-discrimination
Diversity

Other benefits and welfare

EE

FRARRHBRRETRUAT I AR TABEASE
Ay At SER R AR

N I fR R
mERER
TREH KRS
FEHERRKR
Z it
HttfFaREF
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A APPENDIX: HKEX ESG REPORTING A it  BERRZHA(RE L8R
GUIDE INDEX (Continued) ERMEESI )RS (#)
Aspects Section Remarks
gikE =G F
B1.1 Total workforce by gender, employment type, age 4

group and geographical region.

ZrR - EREE  FRANRGBEI I NESRH -

B1.2  Employee turnover rate by gender, age group and 4
geographical region.
BRI ERARIRGERSNES Rk E -

B2 Health and Safety 4.1

Policies and compliance with relevant laws and
regulations relating to providing a safe working
environment and protecting employees from
occupational hazards.

RRERZZ

FRREZ2THERERRERESRRBEMLAENR
RERBIHRTABERZENHEREERSRM -

B2.1 Number and rate of work-related fatalities. —
B T BRI 58 T 09 A B He & o

B2.2 Lost days due to work injury. —
AIGEBAIFEE -

B2.3  Description of occupational health and safety -
measures adopted, how they are implemented and

monitored.
wl PIER AR R L 210 HE - AR TRE
BRHE e
B3 Development and Training 4.2

Policies on improving employees’ knowledge and
skills for discharging duties at work. Description of
training activities.

R B

BRRMEERITTFBENNE R REENBUR -
BEIEE o

B3.1 The percentage of employees trained by gender -
and employee category (e.g. senior management,
middle management).
BEUBIRESERN(MESRERE PREERES) S
MEIEEB DL ©

EETREEERAT 129
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A APPENDIX: HKEX ESG REPORTING A
GUIDE INDEX (Continued)

B3.2

B4

B4.1

B4.2

B5

B5.1

B5.2

130

Aspects

Lol

The average training hours completed per employee
by gender and employee category.

BUBIREEERE D - BEEETHZIN TR
o

Labour Standard

Policies and compliance with relevant laws and
regulations that have a significant impact on the
issuer relating to preventing child and forced
labour.

B TR

BEBLETSEFE TRABITABEALENEER
KRBT HBEEERBRA

Description of measures to review employment
practices to avoid child and forced labour.
B RIEEFNERUABRE T RAHIET o

Description of steps taken to eliminate such
practices when discovered.

R E R RERBREERB BTSRRI SR -
Supply Chain Management

Policies on managing environmental and social risks
of the supply chain.
a3y d=$d

EHEEHEENREREEERNBE

Number of suppliers by geographical region.

ZinEE D NHERHE -

Description of practices relating to engaging
suppliers, number of suppliers where the practices
are being implemented, how they are implemented
and monitored.

iR AR IES - AEBITEBES MR
BHE - UREREMNNHTRERSE -

z

sk - EAXB(RR - HERK
ERMRERESI)RS (@)

Section Remarks

BE A

5.3
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A APPENDIX: HKEX ESG REPORTING A réﬁﬁ EBRRGM(RE 2R
GUIDE INDEX (Continued) BRI EIECIYES| (&)
Aspects Section Remarks
£l =E O
B6 Product Responsibility 5.1

Policies and compliance with relevant laws and
regulations that have a significant impact on the
issuer relating to health and safety, advertising,
labelling and privacy matters relating to products
and services provided and methods of redress.

EmEE

FEMRHERIRBNRERZE - BS - BBEAL
BEHURBRA EREBITABERFENBERU
RBFHEBEEREAD o

B6.1 Percentage of total products sold or shipped subject —
to recalls for safety and health reasons.
CEFCEZXEMBETEZ 2 ERFEERMAD WK
Bt -

B6.2 Number of products and service related complaints —
received and how they are dealt with.

BREBNERNRBRBIIRFEHE UREHETSE -

B6.3 Description of practices relating to observing and -
protecting intellectual property rights.

MR RRELSSMEREBENED -

B6.4  Description of quality assurance process and recall -
procedures.

HimEREBREREREWES -

B6.5  Description of consumer data protection and -
privacy policies, how they are implemented and
monitored.

ﬁgﬁ%%ﬁﬂﬁ@&ﬂ%ﬁ% R EBETRER
£ o
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A APPENDIX: HKEX ESG REPORTING A it BEBRZIA(RE HER
GUIDE INDEX (Continued) BRI EIECIYES| (&)
Aspects Section Remarks
£l =E O
B7 Anti-corruption 2,5.2

Policies and compliance with relevant laws and
regulations that have a significant impact on the
issuer relating to bribery, extortion, fraud and
money laundering.

RES

BRI $R MERARERHEBTABEKR
FENBERRBTHEEERRAL -

B7.1 Number of concluded legal cases regarding 5.2
corrupt practices brought against the issuer or
its employees during the reporting period and the
outcomes of the cases.
PABE 3R B o ¥ 2 1 A&EEE&&IE% N ESERED
ESER L ENEENEES

B7.2  Description of preventive measures and whistle- 2,5.2
blowing procedures, how they are implemented
and monitored.

ML EERE R BRER  URMEBHITRERFE -
B8 Community Investment 6.2

Policies on community engagement to understand
the needs of the communities where the issuer
operates and to ensure its activities take into
consideration the communities’ interests.

HERE

BRNESRARBHRITALENTHETZNER
HEREZHEZEHERBABEK -

B8.1 Focus areas of contribution (e.g. education, —
environmental concerns, labour needs, health,
culture, sport).
EIERER(WEE RREEE-HIER 8-
Xt~ BAE) -

B8.2  Resources contributed (e.g. money or time) to the -
focus area.

AEIHRABANER(NESEHKRE) o
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Independent Auditor’s Report

INDEPENDENT AUDITOR’S REPORT TO THE
MEMBERS OF YUNFENG FINANCIAL GROUP
LIMITED

(Incorporated in Hong Kong with limited liability)

Opinion

We have audited the consolidated financial statements
of Yunfeng Financial Group Limited (“the Company”)
and its subsidiaries (“the Group”) set out on pages
146 to 360, which comprise the consolidated
statement of financial position as at 31 December
2018, the consolidated income statement, the
consolidated statement of comprehensive income,
the consolidated statement of changes in equity and
the consolidated statement of cash flows for the year
then ended and notes to the consolidated financial
statements, including a summary of significant
accounting policies.

In our opinion, the consolidated financial statements
give a true and fair view of the consolidated financial
position of the Group as at 31 December 2018 and
of its consolidated financial performance and its
consolidated cash flows for the year then ended
in accordance with Hong Kong Financial Reporting
Standards (“HKFRSs”) issued by the Hong Kong
Institute of Certified Public Accountants (“HKICPA”)
and have been properly prepared in compliance with
the Hong Kong Companies Ordinance.

Basis for opinion

We conducted our audit in accordance with Hong
Kong Standards on Auditing (“HKSAs”) issued by the
HKICPA. Our responsibilities under those standards
are further described in the Auditor’s responsibilities
for the audit of the consolidated financial statements
section of our report. We are independent of the
Group in accordance with the HKICPA’s Code of
Ethics for Professional Accountants (“the Code”) and
we have fulfilled our other ethical responsibilities
in accordance with the Code. We believe that the
audit evidence we have obtained is sufficient and
appropriate to provide a basis for our opinion.
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B2 BE RS

INDEPENDENT AUDITOR’S REPORT TO THE
MEMBERS OF YUNFENG FINANCIAL GROUP

LIMITED (Continued)

Key audit matters

Key audit matters are those matters that, in our
professional judgement, were of most significance in
our audit of the consolidated financial statements of
the current period. These matters were addressed in
the context of our audit of the consolidated financial
statements as a whole, and in forming our opinion
thereon, and we do not provide a separate opinion on

these matters.

Assessing the fair value of financial instruments

Refer to notes 25 and 38 to the consolidated financial
statements and the accounting policies on pages 178

to 184.

The Key Audit Matter

As at 31 December 2018,
the fair value of the Group’s
financial assets carried at fair
value totalled HK$21.3 billion of
which HK$0.6 billion, HK$14.9
billion and HK$5.8 billion were
classified under the fair value
hierarchy as level 1, 2 and 3
financial instruments.

As at 31 December 2018,
the fair value of the Group’s
financial liabilities carried at fair
value totalled HK$503.1 million
all of which were classified
under the fair value hierarchy
as level 3 financial instruments.

The valuation of the Group’s
financial instruments is based
on a combination of market
data and valuation models
which often require judgement.

Some of the inputs used in the
valuation models are obtained
from readily available data for
liquid markets. Where such
observable data is not readily
available, as in the case of
level 3 financial instruments,
estimates need to be developed
which can involve significant
management judgement.

How the matter was addressed in
our audit

Our audit procedures to assess the
fair value of financial instruments
carried at fair value included the
following:

* assessing the design,

implementation and operating
effectiveness of key internal
controls over the valuation and
valuation model approval;

assessing the fair values
of material level 1 financial
instruments by comparing the fair
values applied by the Group with
publicly available market data;

with the assistance of our internal
valuation specialists, evaluating
the valuation models used by
the Group to value certain level
2 and 3 financial instruments
and to perform independent
valuations of certain level 2
and 3 financial instruments and
comparing these valuation with the
Group’s valuations. This included
comparing the Group’s valuation
models with our knowledge of
current market practice, testing
inputs to the fair value calculations
and establishing our own valuation
models to perform revaluations;
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INDEPENDENT AUDITOR’S REPORT TO THE
MEMBERS OF YUNFENG FINANCIAL GROUP

LIMITED (Continued)

Key audit matters (Continued)

Assessing the fair value of financial instruments

(Continued)

The Key Audit Matter

How the matter was addressed in
our audit

We identified assessing the fair e assessing the appropriateness

value of financial instruments
as a key audit matter because
of the degree of complexity
involved in valuing certain
financial instruments and
because of the significant
degree of judgement exercised
by management in determining
the inputs used in the valuation
models.

EHSMEBERAT
—E)\FFR

of the use of the net asset value
reports provided by external fund
administrators or the quoted price
provided by external calculation
agent when these are the pricing
source of the level 3 financial
instrument at reporting date; and

assessing whether the disclosures
in the consolidated financial
statements reflected the Group’s
exposure to financial instrument
valuation risk with reference to
the requirements of the prevailing
accounting standards.

B2 BET RS

BERSHEEARLARAKE (F)

HRETSHA
BT RN AEE(E)

BRESER AANETNAREZEE

AMEERMIANAAEE « FHEEABNSESER
HEGIABRESEE 2 ARMBNEEFERS
RARLEMIAMGERY  SNBHERERBRHY
ROWERREE AROES HREFSERIANK
EEEARCHERERE SANEZERLAEE
ig@xﬁﬁ%%%ﬂik WEEMN AR

Y[ o

s RERTEFEANE
X AEGEEPBRERS
WEERERMTELE
HERMTAMERRNH
[

135



136

Independent Auditor’s Report
B A% B A ¥

INDEPENDENT AUDITOR’S REPORT TO THE
MEMBERS OF YUNFENG FINANCIAL GROUP
LIMITED (Continued)

Key audit matters (Continued)

Assessing the classification and measurement of
financial instruments in relation to the change of
accounting standards

Refer to note 25 and 38 to the consolidated financial
statements and the accounting policies on pages 178
to 184.

How the matter was addressed in
our audit

The Key Audit Matter

The Group has applied Hong Our audit procedures to assess the
Kong Financial Reporting classification and measurement of
Standard 9 - Financial financial instruments in relation to
Instruments (“HKFRS 9”) the change of accounting standards
which replaced Hong Kong included the following:
Accounting Standard 39,
Financial Instruments: e understanding and assessing
recognition and measurement, the key internal controls of
since 1 January 2018. the financial reporting process
related to the change of financial
The new financial instruments instrument standards;
standard has amended the
previous classification and e evaluating the accuracy of
measurement framework of the classification of financial
financial instruments and instruments. We obtained
introduced a more complex information on how management
expected credit loss model to applied the classification
assess impairment for debt requirements of the new financial
instruments held at amortised instruments standards and the
cost or at fair value through classification results. On a sample

other comprehensive income.
The Group is required to
retrospectively apply the
classification and measurement
(including impairment)
requirements and recognise any
difference between the original
carrying amount and new
carrying amount at the date of
initial application (i.e. 1 January
2018) in the opening retained
earnings or other components
of equity.

basis we assessed the contractual
cash flow characteristics of the
financial assets and relevant
documents in relation to the
business model;
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Independent Auditor’s Report

INDEPENDENT AUDITOR’S REPORT TO THE
MEMBERS OF YUNFENG FINANCIAL GROUP

LIMITED (Continued)

Key audit matters (Continued)

Assessing the classification and measurement of
financial instruments in relation to the change of
accounting standards (Continued)

The Key Audit Matter

We identified the assessment
of the classification and
measurement of financial
instruments in relation to the
change of accounting standards
as a key audit matter,
because of the complexity of
the transition process which
involved changes in internal
controls of the financial
reporting process, accounting
treatment, application of
new data and management
judgment.

EHSMEBERAT
—E—N\FER

How the matter was addressed in
our audit

for financial assets that are
measured at fair value due to
changes in classification, obtaining
information on the valuation
method and key parameters used,
selecting samples to evaluate
the validity of the valuation
method and key parameters with
the involvement of our internal
valuation specialists and in light of
industry practice;

with the assistance of our
internal specialists, assessing the
reliability of the expected credit
loss model used by management
in determining loss allowances
on transition and assessing the
completeness and accuracy of
data used for the key parameters
in the expected credit loss model;

selecting samples to recalculate
the new carrying amount of
the financial instruments and
assessing the accuracy of the
opening balance at the date of
initial application (i.e. 1 January
2018); and

assessing whether the relevant
disclosures in relation to the
change in financial instruments
standards are in compliance with
the relevant Hong Kong Financial
Reporting Standards.
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B2 BE RS

INDEPENDENT AUDITOR’S REPORT TO THE
MEMBERS OF YUNFENG FINANCIAL GROUP

LIMITED (Continued)

Key audit matters (Continued)

Acquisition accounting of YF Life Insurance
International Limited (formerly known as
MassMutual Asia Limited)

Refer to note 22 (d) to the consolidated financial
statements and the accounting policies on pages 162

to 165.

The Key Audit Matter

In November 2018, the Group
completed the acquisition
of 60% of the issued
outstanding share capital of
YF Life Insurance International
Limited (formerly known as
MassMutual Asia Limited) (“YF
Life”) and its subsidiaries for
a consideration of HK$7,926
million. Management performed
a purchase price allocation
exercise to assess and
determine the appropriate
accounting treatment for the
Group’s consolidated financial
statements. The identifiable
assets acquired and liabilities
assumed are measured at their
fair values at the acquisition
date in accordance with
the appropriate accounting
standards.

The Group has made a
provisional assessment of the
fair value of the assets and
liabilities as at the acquisition
date. It has been determined
that the fair value of YF
Life’s identifiable net assets
amounted to HK$9,432 million
which included the Value of
Business Acquired of HK$8,512
million. A provisional goodwill
of HK$3,733 million, including
goodwill attributable to the
non-controlling interest has
been recognised by the Group
as a result of this transaction.

How the matter was addressed in
our audit

Our audit procedures to assess
the acquisition accounting of YF
Life Insurance International Limited
included the following:

* inspecting the share purchase
agreement and evaluating
management’s accounting
treatment for the acquisition with
reference to the terms set out in
the sale and purchase agreement;

e assessing the determination of
acquisition date and consideration
in accordance with HKFRS 3,
Business Combinations;

* reviewing the purchase price
allocation report, assessing
the valuation methodology and
parameters used in relation to
the assets acquired and liabilities
assumed at the acquisition date;

¢ assessing the key assumptions
used in the valuation of the
Value of Business Acquired and
challenging the reasonableness of
those key assumptions based on
our knowledge of the business and
industry with the involvement of
our internal valuation and actuarial
experts; and
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Independent Auditor’s Report

INDEPENDENT AUDITOR’S REPORT TO THE
MEMBERS OF YUNFENG FINANCIAL GROUP
LIMITED (Continued)

Key audit matters (Continued)

Acquisition accounting of YF Life Insurance
International Limited (formerly known as
MassMutual Asia Limited) (Continueqd)

The Key Audit Matter How the matter was addressed in
our audit

We identified the acquisition e assessing the appropriateness of
of accounting of YF Life as the disclosures in the financial
a key audit matter because statements with reference to the
of the significant impact relevant Hong Kong Financial
the acquisition has on Reporting Standards.

the consolidated financial

statements and because the

identification and valuation of

identifiable assets and liabilities

of YF Life requires significant

judgement and estimation.

EHSMEBERAT
—E)\FFR

B2 BET RS

BERSHEEARLARAKE (F)

HRETSHA

BEREERERA A (FIEEEEEREE
MERZ )R IEE T (E)

BREITER AANENAREZSE

AMEURERRRIIAE « SZRBN(EBMBRE
RESTZE REARE  EA)FEMERRTIHRE
HAGMBERELEAY  NEEM-

£ YARABERRNT

A EENRENBAIN G

EFRERAGNME

139



140

Independent Auditor’s Report

B2 BE RS

INDEPENDENT AUDITOR’S REPORT TO THE
MEMBERS OF YUNFENG FINANCIAL GROUP

LIMITED (Continued)

Key audit matters (Continued)

Valuation of insurance contract provisions

Refer to note 31 to the consolidated financial
statements and the accounting policies on pages 169

to 177.

The Key Audit Matter

The Group has significant
insurance contract provisions
comprised of policyholders’
deposits, future policyholders’
benefits and unearned revenue
liability amounting to HK$39.4

How the matter was addressed in
our audit

Our audit procedures to assess
the valuation of insurance contract
provisions with the involvement of the
internal actuarial specialists included
the following:

billion representing 82.5 per ¢ assessing the Group’s

cent of the Group's total
liabilities. The computation
of future policyholders’
benefits involve significant
judgement over uncertain future
outcomes, mainly the ultimate
total settlement value of long
term policyholder liabilities.
Economic assumptions,
including investment yields,
credit risk and associated
discount rates, and operating
assumptions including
mortality, morbidity, expenses
and withdrawals are the key
inputs used to estimate these
long term liabilities.

We identified valuation of
insurance contract provisions
as a key audit matter because
of its significance and the
degree of management
judgement involved.

methodology for calculating the
insurance contract provisions and
their analysis of the movements in
insurance contract provisions;

assessing the reasonableness
of the key assumptions adopted
over the calculation of insurance
contract provisions based on the
relevant experience studies and
expectation of the future;

testing of the design,
implementation and operating
effectiveness of key controls over
the valuation process including
controls over the accuracy and
completeness of policy data
input into the actuarial models,
assumptions setting and input and
controls over the valuation model;

sample testing the future
policyholders’ benefits calculation
of material product groups;
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Independent Auditor’s Report

INDEPENDENT AUDITOR’S REPORT TO THE
MEMBERS OF YUNFENG FINANCIAL GROUP
LIMITED (Continued)

Key audit matters (Continued)

Valuation of insurance contract provisions
(Continued)

The Key Audit Matter How the matter was addressed in

our audit

o performing analysis of the
movements in insurance contract
provisions during the year,
including considering whether
the movements are in line with
the assumptions adopted by
the Group, our understanding of
developments in the business
and our expectation derived from
market experience; and

e assessing whether the disclosures
in relation to the assumptions
used in the valuation of insurance
contract provisions are compliant
with the relevant accounting
requirements and appropriately
represent the sensitivities of the
liabilities to alternative scenarios
and inputs.

Other matter

Our audit was made for the purpose of forming an
opinion on the financial statements taken as a whole.
The reconciliation between HKFRSs and US generally
accepted accounting principles included in note 49
is presented for purposes of additional analysis and
is not a required part of the financial statements.
Such information has been subjected to the auditing
procedures applied in the audit of the financial
statements and, in our opinion, is fairly stated in
all material respects in relation to the financial
statements taken as a whole.
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INDEPENDENT AUDITOR’S REPORT TO THE
MEMBERS OF YUNFENG FINANCIAL GROUP
LIMITED (Continued)

Information other than the consolidated financial
statements and auditor’s report thereon

The directors are responsible for the other information.
The other information comprises all the information
included in the annual report, other than the
consolidated financial statements and our auditor’s
report thereon.

Our opinion on the consolidated financial statements
does not cover the other information and we do not
express any form of assurance conclusion thereon.

In connection with our audit of the consolidated
financial statements, our responsibility is to read the
other information and, in doing so, consider whether
the other information is materially inconsistent
with the consolidated financial statements or our
knowledge obtained in the audit or otherwise appears
to be materially misstated.

If, based on the work we have performed, we
conclude that there is a material misstatement of this
other information, we are required to report that fact.
We have nothing to report in this regard.

Responsibilities of the directors for the
consolidated financial statements

The directors are responsible for the preparation of
the consolidated financial statements that give a true
and fair view in accordance with HKFRSs issued by
the HKICPA and the Hong Kong Companies Ordinance
and for such internal control as the directors
determine is necessary to enable the preparation of
consolidated financial statements that are free from
material misstatement, whether due to fraud or error.

In preparing the consolidated financial statements, the
directors are responsible for assessing the Group’s
ability to continue as a going concern, disclosing,
as applicable, matters related to going concern and
using the going concern basis of accounting unless
the directors either intend to liquidate the Group or to
cease operations, or have no realistic alternative but
to do so.

The directors are assisted by the Audit Committee in
discharging their responsibilities for overseeing the
Group’s financial reporting process.

BERSHEEARLARAKE (F)

REMBHRERRAEKBEAREUIER

ESAHHMEERE - HEEEREBTER
FRANZHBEES > EFEEESHBRER
B BERE -

BEMYGESMBREANBREL TREEMIE
B BT THZSEAMEEBREMAEAN

= N
EER AR o

FERMBESMBMRNEFS  RANSE
SHEBEHEMER  FHBRY  ZEHMES
ERRGSYBRRAINEMEEABETHAT
BRRREFEEREBIELTFFEEARER
PRI AV 1B

EREMEATHIHE - MRRMAK/HME
ERAEBERERRL  AMFEREZBE -
BERH  RRBEMARS -

ESHAREMBBRRARENEL

BHBRELEAREB(RAKRADBEBEEM
HENGRSIBHRE  UHERBAEEGESH
BHRRWBEE S FERRRFRERMERH
BARERBULFIFENAIBEGIEE -

EREBHRSVBHRRE  EEREFHEEE
FEEENED  AEBABR T RERSE
REFENSE  UREAFEKERSTE
- BRIAESESHEEEFEIFLEE
HEEAMERNERLTE -

ERTEBEERENMBR

If B
i =

i I8

S
o g
ek

i A
=

YUNFENG FINANCIAL GROUP LIMITED
Annual Report 2018



Independent Auditor’s Report

INDEPENDENT AUDITOR’S REPORT TO THE
MEMBERS OF YUNFENG FINANCIAL GROUP
LIMITED (Continued)

Auditor’s responsibilities for the audit of the
consolidated financial statements

Our objectives are to obtain reasonable assurance
about whether the consolidated financial statements
as a whole are free from material misstatement,
whether due to fraud or error, and to issue an
auditor’s report that includes our opinion. This report
is made solely to you, as a body, in accordance with
section 405 of the Hong Kong Companies Ordinance,
and for no other purpose. We do not assume
responsibility towards or accept liability to any other
person for the contents of this report.

Reasonable assurance is a high level of assurance,
but is not a guarantee that an audit conducted in
accordance with HKSAs will always detect a material
misstatement when it exists. Misstatements can arise
from fraud or error and are considered material if,
individually or in the aggregate, they could reasonably
be expected to influence the economic decisions
of users taken on the basis of these consolidated
financial statements.

As part of an audit in accordance with HKSAs,
we exercise professional judgement and maintain
professional scepticism throughout the audit. We also:

° Identify and assess the risks of material
misstatement of the consolidated financial
statements, whether due to fraud or error, design
and perform audit procedures responsive to
those risks, and obtain audit evidence that is
sufficient and appropriate to provide a basis for
our opinion. The risk of not detecting a material
misstatement resulting from fraud is higher
than for one resulting from error, as fraud may
involve collusion, forgery, intentional omissions,
misrepresentations or the override of internal
control.

o Obtain an understanding of internal control
relevant to the audit in order to design
audit procedures that are appropriate in the
circumstances but not for the purpose of
expressing an opinion on the effectiveness of the
Group’s internal control.
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INDEPENDENT AUDITOR’S REPORT TO THE
MEMBERS OF YUNFENG FINANCIAL GROUP
LIMITED (Continued)

Auditor’s responsibilities for the audit of the
consolidated financial statements (Continued)

Evaluate the appropriateness of accounting
policies used and the reasonableness of
accounting estimates and related disclosures
made by the directors.

Conclude on the appropriateness of the
directors’ use of the going concern basis of
accounting and, based on the audit evidence
obtained, whether a material uncertainty exists
related to events or conditions that may cast
significant doubt on the Group’s ability to
continue as a going concern. If we conclude that
a material uncertainty exists, we are required
to draw attention in our auditor’s report to the
related disclosures in the consolidated financial
statements or, if such disclosures are inadequate,
to modify our opinion. Our conclusions are based
on the audit evidence obtained up to the date
of our auditor’s report. However, future events
or conditions may cause the Group to cease to
continue as a going concern.

Evaluate the overall presentation, structure and
content of the consolidated financial statements,
including the disclosures, and whether the
consolidated financial statements represent the
underlying transactions and events in a manner
that achieves fair presentation.

Obtain sufficient appropriate audit evidence
regarding the financial information of the entities
or business activities within the Group to
express an opinion on the consolidated financial
statements. We are responsible for the direction,
supervision and performance of the Group
audit. We remain solely responsible for our audit
opinion.
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Independent Auditor’s Report

INDEPENDENT AUDITOR’S REPORT TO THE
MEMBERS OF YUNFENG FINANCIAL GROUP
LIMITED (Continued)

Auditor’s responsibilities for the audit of the
consolidated financial statements (Continued)

We communicate with the Audit Committee regarding,
among other matters, the planned scope and timing
of the audit and significant audit findings, including
any significant deficiencies in internal control that we
identify during our audit.

We also provide the Audit Committee with a
statement that we have complied with relevant
ethical requirements regarding independence and
communicate with them all relationships and other
matters that may reasonably be thought to bear on
our independence and, where applicable, related
safeguards.

From the matters communicated with the Audit
Committee, we determine those matters that were
of most significance in the audit of the consolidated
financial statements of the current period and are
therefore the key audit matters. We describe these
matters in our auditor’s report unless law or regulation
precludes public disclosure about the matter or when,
in extremely rare circumstances, we determine that
a matter should not be communicated in our report
because the adverse consequences of doing so
would reasonably be expected to outweigh the public
interest benefits of such communication.

The engagement partner on the audit resulting in this
independent auditor’s report is Liu Yun Bonn.

KPMG
Certified Public Accountants

8th Floor, Prince’s Building
10 Chater Road
Central, Hong Kong

28 March 2019
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Consolidated Income Statement

mElER

For the year ended 31 December 2018 B Z =—F—F+=-F=+—HILFE

(Expressed in Hong Kong dollars) (L& #5755 )

2018 2017
—E-N\F —E—tF
Note HK$’000 HK$°000
Bt FET FET
(Note 50)
(HiaE 50)
Income WA
Premiums and fee income REREHAKRA 6 761,673 =
Premiums ceded to reinsurer 2 HIRE (99,149) =
Net premium and fee income RERERABRAFEE 662,524 =
Change in unearned revenue REBBASEEE
liability (85,468) —
Net earned premium and fee WHRERERARAFEER
income 577,056 —
Brokerage commission, interest KLEfMe  FEWAFE A
and other service income BRAE U A 7,118 6,163
Subscription, management and RiE - EEERENWA
rebate fee income 9,978 3,791
Consultancy and advisory income  EERRAHE 13,092 11,110
Net investment income BREWAFEE 7a 345,616 10,591
Overlay adjustment BERE (9,288) —
Other income HAt i A 7b 68,229 4,374
Reinsurance commission and profit 1R kA< M % F 6,843 —
Total income L ONE 1,018,644 36,029
Benefits, losses and expenses Wi BEMEA
Net policyholders benefit FRELGN 8 (287,010) —
Commission and related expenses {H&HMiHEE A 9 (256,201) —
Deferral and amortisation of EIEREE SN ARIEL
deferred acquisition costs 61 160,289 =
Management and other expenses &I & HMEx (547,613) (404,724)
Change in future policyholder REFEARZEH
benefits 10 (256,307) —
Total benefits, losses and expenses Uiz + BB E FA4A%E (1,186,842) (404,724)
Finance cost L& AR 11(c) (26,496) (9,473)
Share of result in an associate B N R EMDEE (1,241) —
Loss before taxation BRI AIE 18 11 (195,935) (378,168)
Tax credit/(expenses) FREESR (BX) 12 41,780 (1,138)
Loss after taxation BB ZEER (154,155) (379,306)

YUNFENG FINANCIAL GROUP LIMITED
Annual Report 2018



Consolidated Income Statement

meEW=EE

For the year ended 31 December 2018 B Z =—F—F+=-F=+—HILFE
(Expressed in Hong Kong dollars) ({8 8 %))

2018 2017
—E-N\F —E—tF
Note HK$’000 HK$°000
Bt FET FET
(Note 50)
(H1aE 50)
(Loss)/profit attributable to: THEFEMN(EBR) EF
Equity shareholders of the ARARIEERR
Company (204,402) (379,054)
Non-controlling interests IR R 50,247 (252)
(154,155) (379,306)
Loss per share attributable to AATERRR
equity shareholders of the EiEERER
Company
Basic (HK$) BEAR(GET) 16(a) (0.08) (0.16)
Diluted (HK$) 5% (8 7T) 16(b) (0.08) (0.16)

The notes on pages 160 to 360 form part of these
financial statements.
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Consolidated Statement of Comprehensive Income

SEEEWER

For the year ended 31 December 2018 B Z =—F—F+=-F=+—HILFE

(Expressed in Hong Kong dollars) (L& #5755 )

2018 2017
—E-N\F —E—tF
Note HK$’000 HK$°000
Bt FET FET
(Note 50)
(Kizt 50)
Loss for the year after taxation ~ *®EH&EWE (154,155) | (379,306)
Other comprehensive income for ZXEEHMESWE
the year
Item that will not be reclassified HgTe88H285H
subsequently to profit or loss BEWIER
Equity investment at fair value U nEE 2 BEE85
through other comprehensive AHMARE Wz pY R A
income-net movement in fair BE — DAEERE
value reserve (non-recycling) EHEFE (T AERE) (3,772) =
Items that may be reclassified HENBEEN 7 ERBEZN
subsequently to profit or loss: EH :
Net movement in the fair FREHMESWEP
value reserve during the BRNAREERE
year recognised in other SEFRE
comprehensive income 18 84,603 16,459
Financial asset at fair value through BERABRTUAAEBEE
profit or loss under overlay BHEZETABEHN
adjustment ERMEE 18 9,288 —
Exchange differences arising on RENBEEBXEEEZ
translation of results of foreign [EHE%E
operations (8,297) 2,321
Unrealised loss related to IEERE RIS R A 8H
amortisation of deferred HENAREREIE
acquisition costs 24 (115,939) —
Unrealised gain related to REBWASEEEREN
amortisation of unearned revenue  KEHIWZE — REBEE
liability — Insurance contract EHEE
provisions 31(iii) 60,432 —
Unrealised gain related to AREBWASEEEEEN
amortisation of unearned revenue  KERIKE — REAE
liability — Investment contract =N
liabilities 32(iii) 8,215 —
34,530 18,780
Total comprehensive income for AEEZ2ERFZLALE
the year (119,625) (360,526)

YUNFENG FINANCIAL GROUP LIMITED
Annual Report 2018



Consolidated Statement of Comprehensive Income
METEHWER

For the year ended 31 December 2018 B Z =—F—F+=-F=+—HILFE
(Expressed in Hong Kong dollars) ({8 8 %))

2018 2017
—E-N\F —E—tF
Note HK$’000 HK$°000
Bt FHET FET
(Note 50)
(Kizt 50)
Total comprehensive income B2 mW=E5E
attributable to:
Equity shareholders of the KD B PR R
Company (188,512) (360,331)
non-controlling interests FIERER 68,887 (195)
(119,625) (360,526)
The notes on pages 160 to 360 form part of these % 160 £ 5 360 B B M= B 25 B 78 3R & 9 — 26
financial statements. o
Note: The Group has initially applied HKFRS 15 and HKFRS 9 MaE: NEBBNR2018F1 81 B A BIEB(E &
at 1 January 2018. Under the transitions method chosen, HREERNE 15 EANCE B ISHE LD NSE
comparative information is not restated. See note 3. 95k - MIBFEENBEL % AKELARY
RIS ETEL - F2RHMES o
EREHEBERAR 149
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Consolidated statement of financial position
e RN R
At 31 December 2018 R=F—NF+=-FA=+—H
(Expressed in Hong Kong dollars) (L& # 55 )
2018 2017
—E-N\F —E—tF
Note HK$’000 HK$°000
Hiat FET FET
(Note 50)
(Kizt 50)
Assets BE
Property and equipment LEINET 19 133,946 17,035
Statutory deposits EEFR 20 3,285 978
Deferred tax asset EAERIBEE 37(b) 184 —
Investments in associates REERNRINRE 21 64,846 —
Goodwill and intangible assets BEREFEE 23 3,827,449 36,110
Deferred acquisition costs and EEREESHRAR
value of business acquired WEEEKNEERE 24 8,556,181 —
Investments BE 25 43,632,718 898,134
Advance reinsurance premiums FENBRERE 26 10,652 —
Reinsurers’ share of outstanding RRERZBREATHDEE
claims 33 31,202 —
Insurance and reinsurance FEUW AR B & AR B2 BR X
receivables 27 243,612 —
Other account receivable and B {th FE Y BR FR R FE ST U A
accrued income 28 95,870 74,238
Other receivables, deposit and HihEWR » BERFBEIRK
prepayment i} 29 549,903 73,834
Bank balance - trust and IRITEREE — BFRERBIERF
segregated accounts 30 440,083 340,029
Fixed bank deposits with original REHRZR=EAKN
maturity over 3 months IRITEHER 30 259,250 1,580,313
Cash and cash equivalents HERREEEEE 30 5,184,229 2,182,374
63,033,410 5,203,045
Liabilities afE
Insurance contract provisions REREES 31 39,362,136 =
Investment contract liabilities REGRERE 32 4,131,951 -
Outstanding claims AROREERK 33 123,823 -
Reinsurance premium payables EABRERE 34 314,011 —
Other account payables HAh FE S BR X 35 521,864 452,575
Other payables and accrued expense H {th & 5% 18 M BT 5 36 824,592 101,890
Tax payable FEfH 418 37(a) 6,189 44,259
Financial liabilities at fair value DAREBHEFEEHES
through profit or loss ARz RAE 38 503,130 441,740
Obligation under finance lease MEHRERIE 39 15,254 23,072
Deferred tax liabilities ELERIEAE 37(b) 702,577 177
Bank borrowings RITHER 40 1,198,226 =
47,703,753 1,063,713
NET ASSETS BEEFE 15,329,657 4,139,332

YUNFENG FINANCIAL GROUP LIMITED

Annual Report 2018



Consolidated statement of financial position
mEMBERRE

At ended 31 December 2018 R=ZF—NE+=-FA=+—H

(Expressed in Hong Kong dollars) ({8 8 %))

2018 2017
—E-N\F —E—tF
Note HK$’000 HK$°000
et FET FET
(Note 50)
(H1aE 50)

CAPITAL AND RESERVES BEAXRNFEE
Share capital [N 41(e) 9,829,094 4,629,094
Reserves e (608,324) (489,762)
9,220,770 4,139,332
Non-controlling interests JEIE RS 6,108,887 =
TOTAL EQUITY B 15,329,657 4,139,332

Approved and authorised for issue by the board of EEeN _—_E-AE=A -+t N \B&EXHFA

directors on 28 March 2019 2 o

Li Ting Huang Xin

=33 BE

Executive Director and Chief Executive Officer Executive Director

HITEBRITHAEE HITESE

The notes on pages 160 to 360 form part of these %1602 5E 360 ENMEBAMBHRRHN — I

financial statements. o e

Note: The Group has initially applied HKFRS 15 and HKFRS 9 Fiat - ANEBER2018F1 A1 BHBRFERA(E B
at 1 January 2018. Under the transitions method chosen, R EZEBNE1SFEAE B BRE LD NE

comparative information is not restated. See note 3.

EHSMEBERAT
—E)\FFR
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Consolidated statement of changes in equity
mMERRBHR

For the year ended 31 December 2018 B Z =—F—F+=-F=+—HILFE
(Expressed in Hong Kong dollars) (L& #5755 )

The notes on pages 160 to 360 form part of these %160 £ % 360 EM M B A B B |k i) —&B

financial statements. 7 e

Note: The Group has initially applied HKFRS 15 and HKFRS 9 Kzt - AREBBER2018FE1 81 BABRRBA(E S
at 1 January 2018. Under the transitions method chosen, HIREEDNF15RIACEBHBHREEDNE
comparative information is not restated. See note 3. 9%k - RIBFBENBEL % NEBELAKE

LEBRBUBETER - F2RHMES -
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Consolidated Statement of Cash Flows
mEBRERER

For the year ended 31 December 2018 B Z =—F—F+=-F=+—HILFE
(Expressed in Hong Kong dollars) ({8 8 %))

2018 2017
—F-N\F Z2—tF
Note HK$’000 HK$’000
Bt FET FET
(Note 50)
(Kizt 50)
Loss before taxation BR¥LRIES 18 (195,935) (378,168)
Adjustments for: T
Net loss on financial assets and UAREBEFTEEESEH T
financial liabilities at fair value AERZEMEER
through profit and loss TRABEZEEEE 51,247 89,168
Net gain on financial assets UAREBEFTEEHEET
at fair value through other AHfZEE W RN SR
comprehensive income EEFWE (3,409) —
Net loss on disposal of financial HESREENFER
assets measured at amortised REEHNATTE
cost 114 =
Dividend and distribution income RAABEIEZNER
from financial asset at fair value BENKREMD BUWA
through profit and loss (50,354) =
Net realised gain, dividend AHHESHEEMERBRN
and distribution income and FEEBRKE  REFM
impairment loss related to 2B A AR IB{EE K
available-for-sales
financial assets - (27,329)
Impairment loss of debt instrument R#ERK A2 Kk HAth
measured at amortised cost FEWRFTALOAEBEZ
and fair value through other B TARERX
comprehensive income 38,796 (463)
Net gain on disposal of HE B A BT S
subsidiaries (2,655) (756)
Depreciation and amortisation MEREHE 23,132 18,531
Loss on disposal of property and HEYERZEZERE
equipment - 67
Impairment loss of property and MERZREZREBEER
equipment - 615
Finance costs BhE R A 26,496 9,473
Interest income FE WA (106,514) (72,476)
Equity-settled share-based DR EEW RO 2
payment expenses B 119,240 56,712
Effect of shadow accounting ErETtHFERKBER
on change in value of business BE o ELEWE AT
acquired, deferred acquisition BERRAEEBNEE
costs and unearned revenue
liability (47,293) —
Share of result of associates DEBE NTNER 1,241 —
Interest credited to REFEANEREST
policyholders’ deposits FIE2 205,858 —
Effective interest income of REMNBE XA E WA
investments (32,493) —
27,471 (304,626)

EHSMEBERAT
—E—N\FER
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Consolidated Statement of Cash Flows
mEBEERER

For the year ended 31 December 2018 B Z =—F—F+=-F=+—HILFE
(Expressed in Hong Kong dollars) (L& #5755 )

2018 2017
—E-N\E —E—tF
Note HK$’000 HK$’000
Kt FET FET
(Note 50)
(K& 50)
Changes in working capital: EEES®H
Change in financial asset and UAREEFEBEHEEE
financial liabilities at fair value AEREZEMEEN SR
through profit or loss BEMNEL (59,126) 349,986
Increase in accounts receivable FE UK BR FR3E A0 (21,317) (50,164)
Decrease/(increase) in other HEWRIE - TR
receivables, deposits and A FRIER D, ()
prepayments 2,493 (52,867)
(Increase)/decrease in RITEREE — SRERB
bank balances - trust and BRA (), R
segregated accounts (100,088) 18,515
Increase in accounts payable FE A BRFRIE AN 69,289 81,898
Increase in accrued expenses and FEFTE ARk HFENRE
other payables & 122,693 39,589
Increase in deferred EEREE SR AIE M
acquisition costs
Primary change FEZ( (160,289) -
Effect of shadow accounting FrEtnEE 115,940 —
Increase in advance reinsurance  FE{t BRER E 1 A0
premiums (256) —
Increase in reinsurer’s share of RRERZBREARDEE
outstanding claims 0 (1,873) —
Decrease in insurance and FE IR B MR E TR 2
investment receivable 73,662 —
Decrease in policyholders’ REFEANERRD
deposits (323,483) —
Increase in future RIRREFE ALIG N
policyholders’ benefits 256,307 —
Increase in unearned REHAR A FEIZ N
revenue liability
Primary change FER1t 85,468 —
Effect of shadow accounting FIENEE (68,647) -
Decrease in outstanding claims HRORBEFOR D (4,237) -
Increase in reinsurance premium B BRBREZMN
payables (119,518) —
Others H Aty 26,815 (129)
Net cash (used in)/generated from #K&X£(ER) EE2
operation HEFEE (78,696) 82,202

156 YUNFENG FINANCIAL GROUP LIMITED
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Consolidated Statement of Cash Flows
mEBRERER

For the year ended 31 December 2018 B Z —F—\F+ A =+—HIEFEZ
(Expressed in Hong Kong dollars) ({8 8 %))

2018 2017
—F-N\F Z2—tF
Note HK$’000 HK$’000
Bt FET FET
(Note 50)
(Kizt 50)
Operating activities REEH
Cash (used in)/generated from ReExR(ER) EEN
operations Re (78,696) 82,202
Interest received 2 WFR 1,755 3,758
Interest paid 2FFE (828) (426)
Tax paid: EFHE
Hong Kong profit tax paid EREBFESH (10,967) (9,130)
Overseas tax paid 2B (2,157) (1,615)
Net cash (used in)/generated from &£ (EH) EE 2
operating activities HeFHE (90,893) 74,789
Investing activities REEE
Payment for acquisition of SATUREB B A R FEEE
subsidiaries, net of cash acquired 22(d) (1,237,023) —
Proceeds from disposal of HEMB AR MERIE
subsidiaries - 4,596
Payment for purchased of ZNBEWMERRKE
property and equipment (16,248) (4,985)
Proceeds from disposal of HEMENREMBRIE
property and equipment - 24
Payment for purchase of INEREE
intangible asset - (1,995)
Proceeds from dividend and AHEETRMEENRER
distribution income from D ECFSRIE
available-for-sale financial assets - 14,348
Proceeds from dividend and UAREBETZEEHZEH
distribution income from financial FFABZNEREEN
assets at fair value through profit B& S0 2 B Uk &=
or loss 32,118 -
Purchase of/payment for BE HHUDAREENE
acquisition of financial assets at NEREENKEBNLEEN
fair value through other Hithir & W&
comprehensive income (25,373,825) —
Proceeds from disposal of financial HEUARBEEESHE
assets at fair value through other EMNHAZRE W=
comprehensive income 25,636,455 —
Proceeds from disposal of financial HELUAAEBEFEAH
assets at fair value through profit BETABRNERH
or loss (note) EERBREREMNG) 1,042,553 -
Purchase of/payment for BE TRHUAREETE
acquisition of and contribution BHEZEHTAERERMERE
made to financial assets at fair HUEE A &
value through profit or loss (note) (1,018,498) —
Proceeds from disposal of HEUHEESREE
available-for-sale financial assets {5518 - 708,841

EHSMEBERAT
—E—N\FER
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Consolidated Statement of Cash Flows
mEBEERER

For the year ended 31 December 2018 BiZ —FE—NF+ A =+—HILFE
(Expressed in Hong Kong dollars) (L& #5755 )

2018 2017
—F-N\F Z2—tF
Note HK$’000 HK$’000
Bt FET FET
(Note 50)
(Kizt 50)
Purchase of available-for-sale BEAHLEESREE
financial assets - (1,468,617)
Decrease/(increase) in fixed JREEAPR B 3 & B M EE
bank deposits placed with RITFEFR L, (35 H0)
original maturity over 3 months 1,580,313 (1,056,126)
Interest received 2 W F B 124,261 70,730
Interest paid 2RE (742) —
Purchases of amortised cost BEEBAARE
investment (985,981) -
Proceeds from sales, maturities HE » ZIEFEZ#ER
and repayments of amortised AR E FriSRIE
cost investment 657,005 —
Purchases of policy loans BEREEX (471) —
Proceeds from sales, maturities HE - ZIEHABRAN{EE
and repayments of policy loans REERMERE 308 —
Acquisition of associates W BB B & A | (70,252) —
Net cash generated from/(used in) REFEELE (3H)2
investing activities ReFE 369,973 (1,733,184)
Financing activities AMEEE
Payment made for finance lease XM EHRERIE
obligation (5,043) (1,075)
Net proceeds from issuance of MBARZITELERZ
preference shares by a subsidiary  Fr{8FUF4E 108,117 206,194
Share repurchase under share RIBER D RBETEIEEZ
award scheme % 4 (110,209) (260)
Drawndown of bank borrowings ?EEHEH%?‘R 1,220,000 —
Repayment of bank borrowings BERTER (20,000) —
Interest paid 2 FE (10,542) (5,303)
Capital injection from non-controlling 3122 B% # %5 [6] — X [ /B A &
interest to a subsidiary EHIEE 800,000 -
Policyholders’ account REFBEAZRBINRE
deposits for insurance and ERIZEFFES
investment contracts 995,219 —
Policyholders’ account REFBEAZRBINERE
withdrawals for insurance and BRZERFIRE
investment contracts (250,104) —

YUNFENG FINANCIAL GROUP LIMITED
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Consolidated Statement of Cash Flows
mEBEERER

For the year ended 31 December 2018 B Z =—F—F+=-F=+—HILFE
(Expressed in Hong Kong dollars) ({8 8 %))

2018 2017
—E-N\E —E—tF
Note HK$’000 HK$’000
Bt FET FET
(Note 50)
(H1aZ 50)
Net cash generated from METBHRELEZ
financing activities HEFE 2,727,438 199,556
Net increase/(decrease) incash BHERBRELSZEE\EEHE M
and cash equivalents (R )R8 3,006,518 (1,458,839)

Cash and cash equivalents at
1 January
Effect of foreign exchange

R—A—HHEREER
HEZEEER 2,182,374 3,640,494

INEEREBHTE

rate changes (4,663) 719
Cash and cash equivalents at31 R+ -A=+—HHEBEELK
December HEZEER 5,184,229 2,182,374

Note: The Group has initially applied HKFRS 15 and HKFRS 9
at 1 January 2018. Under the transitions method chosen,
comparative information is not restated. See note 3.

The notes on pages 160 to 360 form part of these

financial statements.
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Notes to the financial statements
B SRR M &

GENERAL INFORMATION

Yunfeng Financial Group Limited (the “Company”)
is a limited liability company incorporated in
Hong Kong, the shares of which are listed on
The Stock Exchange of Hong Kong Limited. The
registered office of the Company is Suites 3201-
3204, One Exchange Square, 8 Connaught Place,
Central, Hong Kong.

The principal activities of the Group are the
provision of securities brokerage, consultancy
and advisory services and investment research,
wealth management, employee stock ownership
plan administration, principal investment together
with the new principal activity of long term
assurance business following the completion of
the acquisition of YF Life Insurance International
Limited (formerly known as MassMutual Asia
Limited) (“YF Life”). The principal activities and
other particulars of its principal subsidiaries are
set out in note 22 to the financial statements.

The consolidated financial statements are
presented in Hong Kong dollars (“HKD”), which
is the functional currency of the Company, and
all values are rounded to the nearest thousand
except when otherwise indicated.

SIGNIFICANT ACCOUNTING POLICIES
(a) Statement of compliance

These financial statements have been
prepared in accordance with all applicable
Hong Kong Financial Reporting Standards
(“HKFRSs”), which collective term includes
all applicable individual Hong Kong Financial
Reporting Standards, Hong Kong Accounting
Standards (“HKASs”) and Interpretations
issued by the Hong Kong Institute of
Certified Public Accountants (“HKICPA”) and
accounting principles generally accepted
in Hong Kong and the requirements of the
Hong Kong Companies Ordinance. These
financial statements also comply with the
applicable disclosure provisions of the Rules
Governing the Listing of Securities (the
“Listing Rules”) on The Stock Exchange of
Hong Kong Limited. Significant accounting
policies adopted by the Group are disclosed
below.

—REH

E#cemEEERAR(A27 D) IR
EEEMRIZERRAT  ERHER
BERARSHAERAT LT - KAAFZ
AMBREREVNREBRRELES ST
RXFEHR1E3201-3204 F o

AEBITEXERARMBSKL &
EMEFXARRENE MEEE B
ITHRFTEEE  TEREURKESR
BREBRFERQB(FIBLEEEER
BN ARAR - [BERR RO
ERRRMREERETRR HEE
MBAR 2T BEXBRAMFBEHNEY
R MEE22 o

SO BMRUBITES  BRFRE
REZYEER  REBEABIN -
BHEYURELZ TASIE -

FESHBER
(a) &HREH

AP BHEREEBREBEFMALS
BRNAEERNERYB®RS
R (LA ES A E AR E 5
(BBUBHREER) - (EBERT
ERHIMZE) FBARSTRER
MEB(RERPD R ERE o &
BBBEREABHT(EREERS
FERQBES LHHRANT LS
BAUADWERE - XAEBERAZE
ZEETTHREBMERIAOT -
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Notes to the financial statements

2 SIGNIFICANT ACCOUNTING POLICIES
(Continued)

(a)

(b)

Statement of compliance (Continued)

The HKICPA has issued certain new and
revised HKFRSs that are first effective or
available for early adoption for the current
accounting period of the Group and the
Company. Note 3 provides information
on any changes in accounting policies
resulting from initial application of these
developments to the extent that they are
relevant to the Group for the current and
prior accounting periods reflected in these
financial information.

Basis of preparation of the financial
statements

The consolidated financial statements for
the year ended 31 December 2018 comprise
the Company and its subsidiaries including
the consolidated structured entities (together
referred to as “the Group”) and the Group’s
interests in associates and joint venture.

The measurement basis used in the
preparation of the financial statements is the
historical cost basis except that investments
in certain debt and equity securities and
derivative financial instruments are stated
at their fair value as explained in the
accounting policies set out below.

The preparation of financial statements
in conformity with HKFRSs requires
management to make judgements, estimates
and assumptions that affect the application
of policies and reported amounts of assets,
liabilities, income and expenses. The
estimates and associated assumptions
are based on historical experience and
various other factors that are believed to
be reasonable under the circumstances, the
results of which form the basis of making
the judgements about carrying values of
assets and liabilities that are not readily
apparent from other sources. Actual results
may differ from these estimates.
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2

SIGNIFICANT ACCOUNTING POLICIES
(Continued)

(b) Basis of preparation of the financial

(c)

statements (Continued)

The estimates and underlying assumptions
are reviewed on an ongoing basis. Revisions
to accounting estimates are recognised in
the period in which the estimate is revised
if the revision affects only that period, or in
the period of the revision and future periods
if the revision affects both current and future
periods.

Judgements made by management in the
application of HKFRSs that have significant
effect on the financial statements and
estimates with a significant risk of material
adjustment in the next year are discussed in
note 4.

Subsidiaries and non-controlling interests

Subsidiaries are entities controlled by the
Group. The Group controls an entity when
it is exposed, or has rights, to variable
returns from its involvement with the entity
and has the ability to affect those returns
through its power over the entity. When
assessing whether the Group has power,
only substantive rights (held by the Group
and other parties) are considered.

An investment in a subsidiary is consolidated
into the consolidated financial statements
from the date that control commences
until the date that control ceases. Intra-
group balances, transactions and cash
flows any unrealised profits arising from
intra-group transactions are eliminated in
full in preparing the consolidated financial
statements. Unrealised losses resulting from
intra-group transactions are eliminated in
the same way as unrealised gains but only
to the extent that there is no evidence of
impairment.
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Notes to the financial statements

2 SIGNIFICANT ACCOUNTING POLICIES
(Continued)

(c)

Subsidiaries and non-controlling interests
(Continued)

Non-controlling interests represent the
equity in a subsidiary not attributable
directly or indirectly to the Company, and in
respect of which the Group has not agreed
any additional terms with the holders of
those interests which would result in the
Group as a whole having a contractual
obligation in respect of those interests that
meets the definition of a financial liability.
For each business combination, the Group
can elect to measure any non-controlling
interests either at fair value or at their
proportionate share of the subsidiary’s net
identifiable assets.

Non-controlling interests are presented
in the consolidated statement of financial
position within equity, separately from equity
attributable to the equity shareholders of
the Company. Non-controlling interests
in the results of the Group are presented
on the face of the consolidated income
statement and the consolidated statement
of comprehensive income as an allocation
of the total profit or loss and total
comprehensive income for the year between
non-controlling interests and the equity
shareholders of the Company. Loans from
holders of non-controlling interests and
other contractual obligations towards these
holders are presented as financial liabilities
in the consolidated statement of financial
position depending on the nature of the
liability.

Changes in the Group’s interests in a
subsidiary that do not result in a loss
of control are accounted for as equity
transactions, whereby adjustments are made
to the amounts of controlling and non-
controlling interests within consolidated
equity to reflect the change in relative
interests, no gain or loss is recognised.
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2

SIGNIFICANT ACCOUNTING POLICIES
(Continued)

(c)

Subsidiaries and non-controlling interests
(Continued)

When the Group loses control of a
subsidiary, it is accounted for as a disposal
of the entire interest in that subsidiary, with
a resulting gain or loss being recognised
in profit or loss. Any interest retained in
that former subsidiary at the date when
control is lost is recognised at fair value and
this amount is regarded as the fair value
on initial recognition of a financial asset
or, when appropriate, the cost on initial
recognition of an investment in an associate
or joint venture.

In the Company’s statement of financial
position, an investment in a subsidiary
is stated at cost less impairment losses
(see note 2(t)(ii)), unless the investment is
classified as held for sale (or included in a
disposal group that is classified as held for
sale).

The Group serves as the manager of funds.
The funds invest mainly in equities, debt
securities and monetary market instruments.
The Group’s percentage ownership in these
structured entities can fluctuate from day
to day according to the Group’s and third-
party participation in them. Where the
Group is deemed to control such funds, with
control determined based on an analysis
of the guidance in HKFRS 10 Consolidated
financial statements, they are consolidated,
with the interests of parties other than
the Group being classified as liabilities
because there is a contractual obligation
for the relevant group entity as an issuer
to repurchase or redeem units or return
of capital in such funds for cash. These
are presented as “Third-party interests in
consolidated funds” within financial liabilities
at fair value through profit or loss in the
consolidated statement of financial position.
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Notes to the financial statements

2 SIGNIFICANT ACCOUNTING POLICIES
(Continued)

(d) Goodwill

(e)

Goodwill represents the excess of

(i) the aggregate of the fair value of the
consideration transferred, the amount
of any non-controlling interest in the
acquiree and the fair value of the
Group’s previously held equity interest
in the acquiree; over

(i) the net fair value of the acquiree’s
identifiable assets and liabilities
measured as at the acquisition date.

When (ii) is greater than (i), then this excess
is recognised immediately in profit or loss as
a gain on a bargain purchase.

Goodwill is stated at cost less accumulated
impairment losses. Goodwill arising on a
business combination is allocated to each
cash-generating unit, or groups of cash
generating units, that is expected to benefit
from the synergies of the combination and
is tested annually for impairment (see note

2(1)).

On disposal of a cash generating unit
during the year, any attributable amount
of purchased goodwill is included in the
calculation of the profit or loss on disposal.

Joint venture

A joint venture is a joint arrangement
whereby the parties that have joint control
of the arrangement have rights to the net
assets of the joint arrangement. Joint
control is the contractually agreed sharing of
control of an arrangement, which exists only
when decisions about the relevant activities
require unanimous consent of the parties
sharing control.
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2

SIGNIFICANT ACCOUNTING POLICIES
(Continued)

(e)

(f)

Joint venture (Continued)

When the Group ceases to have joint
control over a joint venture, it is accounted
for as a disposal of the entire interest in
that investee, with a resulting gain or loss
being recognised in profit or loss. Any
interest retained in that former investee at
the date when significant influence is lost
is recognised at fair value and this amount
is regarded as the fair value on initial
recognition of a financial asset.

When an investment in a joint venture
is held by, or is held indirectly through,
a group entity that is a venture capital
organisation and similar entities, the Group
may elect to measure investments in those
joint ventures at fair value through profit or
loss in accordance with HKFRS 9 Financial
instruments.

Associates

An associate is an entity in which the Group
has significant influence, but not control or
joint control, over its management, including
participation in the financial and operating
policy decisions.

An investment in an associate is accounted
for in the consolidated financial statements
under the equity method, unless it is
classified as held for sale (or included in
a disposal group that is classified as held
for sale). Under the equity method, the
investment is initially recorded at cost,
adjusted for any excess of the Group’s
share of the acquisition-date fair values
of the investee’s identifiable net assets
over the cost of the investment (if any).
Thereafter, the investment is adjusted for
the post acquisition change in the Group’s
share of the investee’s net assets and any
impairment loss relating to the investment
(see note 2(t)(i)). Any acquisition-date excess
over cost, the Group’s share of the post-
acquisition, post-tax results of the investees
and any impairment losses for the year
are recognised in the consolidated income
statement, whereas the Group’s share of
the post-acquisition post-tax items of the
investees’ other comprehensive income is
recognised in the consolidated statement of
comprehensive income.
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Notes to the financial statements

2 SIGNIFICANT ACCOUNTING POLICIES
(Continued)

(f)

Associates (Continued)

When the Group’s share of losses exceeds
its interest in the associate, the Group’s
interest is reduced to nil and recognition
of further losses is discontinued except
to the extent that the Group has incurred
legal or constructive obligations or made
payments on behalf of the investee. For this
purpose, the Group’s interest is the carrying
amount of the investment under the equity
method together with the Group’s long-term
interests that in substance form part of the
Group’s net investment in the associate.

Unrealised profits and losses resulting from
transactions between the Group and its
associates are eliminated to the extent of
the Group’s interest in the investee, except
where unrealised losses provide evidence
of an impairment of the asset transferred, in
which case they are recognised immediately
in profit or loss.

If an investment in an associate becomes
an investment in a joint venture, retained
interest is not remeasured. Instead, the
investment continues to be accounted for
under the equity method.

When the Group ceases to have significant
influence over an associate, it is accounted
for as a disposal of the entire interest in
that investee, with a resulting gain or loss
being recognised in profit or loss. Any
interest retained in that former investee at
the date when significant influence is lost
is recognised at fair value and this amount
is regarded as the fair value on initial
recognition of a financial asset.
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2

SIGNIFICANT ACCOUNTING POLICIES
(Continued)

(g) Classification of insurance and investment

contracts

Contracts under which the Group accepts
significant insurance risk from another
party (“the policyholder”) by agreeing to
compensate the policyholder if a specified
uncertain future event (“the insured event”)
adversely affects the policyholder are
classified as insurance contracts. Insurance
risk is risk, other than financial risk,
transferred from the holder of a contract
to the issuer. Financial risk is the risk of
a possible future change in one or more
of a specified interest rate, security price,
commodity price, foreign exchange rate,
index of prices or rates, a credit rating or
credit index or other variable, provided in
the case of a non-financial variable that
the variable is not specific to a party to
the contract. Insurance contracts may also
transfer some financial risk.

Insurance risk is significant if, and only if,
an insured event could cause the Group to
pay significant additional benefits. Once
a contract is classified as an insurance
contract it remains classified as an
insurance contract until all rights and
obligations are extinguished or expired.

Contracts under which the transfer of
insurance risk to the Group from the
policyholder is not significant are classified
as investment contracts.
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Notes to the financial statements

2 SIGNIFICANT ACCOUNTING POLICIES
(Continued)

(g) Classification of insurance and investment

(h)

contracts (Continued)

Contracts with a discretionary
participation feature (“DPF”)

Certain insurance contracts issued by the
Group contain a DPF. A DPF is a contractual
right held by a policyholder to receive, as a
supplement to guaranteed minimum benefits,
additional benefits that are likely to be a
significant portion of the total contractual
benefits, whose amount or timing is
contractually at the Group’s discretion and
is contractually based on:

(i) the performance of a specified pool
of contracts or a specified type of
contract;

(i) realised and/or unrealised investment
returns on a specified pool of assets
held by the Group; and

(iii) the profit or loss of the Group.

Insurance contracts

(i) Recognition and measurement
Revenue

Premiums in respect of insurance
contracts are recognised as revenue
when due. Fee income is recognised as
revenue when services are rendered.
Premiums and fee income exclude any
taxes or duties.

Reinsurance commission refers to the
amount paid by reinsurers to reimburse
the expenses associated with issuing
a policy. It is recognised as revenue
when due. Profit commission is the
reward paid by reinsurers for favourable
experience.
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2

SIGNIFICANT ACCOUNTING POLICIES
(Continued)

(h)

Insurance contracts (Continued)

(i)

Recognition and measurement
(Continued)

Claims

Claims include maturities, annuities,
surrenders and death claims. Maturity
and annuity claims are recognised as
an expense when due for payment.
Surrender claims are recognised when
notified. Death claims are recognised
when notified.

Outstanding claims includes estimates
of both claims that have been reported
but not paid and those that have been
incurred but not reported, also includes
estimates of all future expenses
associated with processing and
settlement of these claims.

The estimation process is primarily
based on the assumption that
experience is an appropriate indication
of future events, and involves a
variety of actuarial techniques that
analyse experience, trends and other
relevant factors. The amount recorded
represents the best estimate based
upon currently known facts and
actuarial guidelines.

Policyholders’ deposits

Policyholders’ deposits include deposit
components of insurance contracts,
liabilities for universal and variable life
products, annuities and investment
related policies and contracts. These
liabilities are established by contract
deposits, increased by interest credited
and decreased by interest debited,
contract fees and contract withdrawals.
Interest credited represents the interest
accrued to universal life contracts
account balance based on the credited
rate declared by the Company from
time to time. For linked contracts, it
represents the earnings credited to
the account balance based on the
performance of selected investment
choices. Interest credited is recognised
as expense when paid in payable.
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Notes to the financial statements

2 SIGNIFICANT ACCOUNTING POLICIES
(Continued)

(h) Insurance contracts (Continued)

(i)

Recognition and measurement
(Continued)

Future policyholders’ benefits

Liability for future policyholders’
benefits of insurance contracts
for traditional life contracts and
additional coverages offered under
policy riders are calculated using
the net level premium method and
assumptions as to investment yields,
mortality, withdrawals and dividends.
The assumptions are based on best
estimate projections of past experience
from the commencement of each
contract and include provisions for
possible adverse deviations. The
assumptions are made at the time the
contract is issued and do not change,
unless a loss needs to be recognised.

The reserves for participating whole
life products are calculated using the
net level premium method based upon
prescribed estimates as to investment
yield, mortality, withdrawals. Dividends
are also included. Reserves for accident
and disability contracts are based upon
mortality, morbidity and withdrawal
assumptions which are based on the
Group’s own experience and certain
reinsurance tables. Unpaid disability
claim liabilities are established based
on disability payments earned from the
last payment date to the valuation date.

Unearned revenue liability (“URL”)

Amounts assessed against
policyholders’ account balances that
represent compensation to the Group
for services to be provided in future
periods are not recognised in the period
assessed. These amounts are reported
as unearned revenue liability and
recognised in the income statements
over the period benefited, using the
same assumptions and factors utilised
to amortise deferred acquisition costs.
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SIGNIFICANT ACCOUNTING POLICIES
(Continued)

(h)

Insurance contracts (Continued)

(i)

(ii)

Recognition and measurement
(Continued)

Unearned revenue liability (“URL”)
(Continued)

Shadow accounting is applied so that
the URL balance is also adjusted by
an amount that represents the change
in amortisation of URL that would
have been required as a charge or
credit to operations had unrealised
amounts recorded in fair value reserve
been realised. These adjustments are
charged or credited to the fair value
reserve.

The accounting treatment for URL
arising from insurance contracts is also
applied to investment contracts.

Embedded derivatives in insurance
contracts

Features contained within insurance
contracts that would be considered
derivatives if they were stand alone
instruments which have not been
separated and measured at fair value if
those embedded derivatives are closely
related to the host insurance contract.

The Group has taken advantage of
the exemption available in HKFRS 4
Insurance Contract not to separate
and measure at fair value policyholder
options to surrender insurance
contracts for a fixed amount even if the
exercise price differs from the carrying
amount of the host insurance liability.
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Notes to the financial statements

2 SIGNIFICANT ACCOUNTING POLICIES
(Continued)

(h) Insurance contracts (Continued)

(iii)

(iv)

Reinsurance

The Group cedes reinsurance in the
normal course of business for the
purpose of limiting its net loss potential
through the diversification of its
risks. Assets, liabilities, income and
expense arising from ceded reinsurance
contracts are presented separately from
the related assets, liabilities, income
and expense from the related insurance
contracts because the reinsurance
arrangements do not relieve the
Group from its direct obligations to
policyholders.

Only rights under contracts that
give rise to a significant transfer of
insurance risk are accounted for as
reinsurance assets. Rights under
contracts that do not transfer significant
insurance risk are accounted for as
financial instruments.

Reinsurance premiums for ceded
reinsurance are recognised as an
expense on a basis that is consistent
with the recognition basis for the
premiums on the related insurance
contracts.

Deferred acquisition costs (“DAC?”)

The Group’s DAC is comprised of
incremental direct costs of contract
acquisition and the portion of employee
total compensation and payroll-
related fringe benefits directly related
to time spent performing the following
acquisition activities: (a) underwriting;
(b) policy issuance and processing;
(c) medical and inspection; (d) sales
force contract selling; and (e) other
direct costs that would not have been
incurred if the contract had not been
acquired.
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Notes to the financial statements
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2

SIGNIFICANT ACCOUNTING POLICIES
(Continued)

(h)

Insurance contracts (Continued)

(iv) Deferred acquisition costs (“DAC?”)

(Continued)

Incremental direct costs of acquisition
include commissions or volume-
related sales bonuses and medical
and inspection fees for a successful
contract acquisition. The portion of
employee compensation and related
benefits include only those costs
directly related to time spent performing
those activities for actual acquired
contracts. Related benefits include
medical insurance, Group life insurance
and retirement plans.

The Group also defers the commissions
and volume-related expense allowances
for successful contract acquisitions in
transactions with our career agents. All
other acquisition-related costs such as
soliciting potential customers, market
research, training, administration,
unsuccessful acquisition or renewal
efforts and product development
is charged to expense as incurred.
Administration costs, rent, depreciation,
occupancy, equipment, and all other
general overhead costs are also
charged to expense as incurred.

DAC for universal life and investment-
type products are amortised with
interest spread over the expected
life of the contract in proportion to
the estimated gross profits from
investment, mortality, expense margins
and surrender charges. Amortisation
interest rates are based upon rates in
effect at the inception of the contracts.
The amortisation rate is periodically
updated to reflect current period
experience or changes in assumptions
that affect future profitability, such
as investment returns, asset growth
rates, lapse rates, expenses, surrender
charges and mortality experience.
These changes result in adjustments
to the DAC balances in the period that
the Group changes its assumptions,
as well as changes in prospective DAC
amortisation.
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Notes to the financial statements

2 SIGNIFICANT ACCOUNTING POLICIES
(Continued)

(h) Insurance contracts (Continued)

(iv)

Deferred acquisition costs (“DAC?”)
(Continued)

DAC for traditional life and non-
medical health products are amortised
in proportion to anticipated premiums.
Assumptions as to anticipated
premiums are made at the date of
issuance and are applied during the
lives of the contracts consistently.
Deviations from estimated experience
are included in operations when they
occur.

Shadow accounting is applied so that
the DAC balance is also adjusted by
an amount that represents the change
in amortisation of DAC that would
have been required as a charge or
credit to operations had unrealised
amounts recorded in fair value reserve
been realised. These adjustments are
charged or credited to the fair value
reserve.

The accounting treatment for DAC
arising from insurance contracts is also
applied to investment contracts.
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Notes to the financial statements

B B R AR B R

2

SIGNIFICANT ACCOUNTING POLICIES
(Continued)

(h)

Insurance contracts (Continued)

v)

Value of business acquired (VOBA)

VOBA, in respect of a portfolio of
long-term insurance and investment
contracts, is an intangible asset that
reflects the estimated fair value of in-
force contracts in a life insurance
company acquisition and represents
the portion of the purchase price that
is allocated to the value of the right
to receive future cash flows from the
business in-force at the acquisition
date of a subsidiary. VOBA is based
on actuarially determined projections,
by each block of business, of future
policy and contract charges, premiums,
mortality and morbidity, separate
account performance, surrenders,
operating expenses, investment returns
and other factors. If this results from
the acquisition of an investment in
a joint venture or an associate, the
VOBA is held within the carrying
amount of that investment. The VOBA
is amortised over the estimated life
of the contracts in the acquired
portfolio on a systematic basis. The
rate of amortisation reflects the profile
of the value of in-force business
acquired. The carrying value of VOBA
is reviewed annually for impairment
and any reduction is charged to the
consolidated income statement.

Shadow accounting is applied so that
the VOBA balance is also adjusted by
an amount that represents the change
in amortisation of VOBA that would
have been required as a charge or
credit to operations had unrealised
amounts recorded in fair value reserve
been realised. These adjustments are
charged or credited to the fair value
reserve.

The accounting treatment for VOBA
arising from insurance contracts is also
applied to investment contracts.
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Notes to the financial statements

2 SIGNIFICANT ACCOUNTING POLICIES
(Continued)

(h)

(i)

Insurance contracts (Continued)
(vi) Liability adequacy test

At the end of each reporting period,
liability adequacy tests are performed
to determine if the insurance contract
provisions, less deferred acquisition
costs and VOBA, are adequate. Current
best estimates of all future contractual
cash flows and related expenses, such
as claims handling expenses, and
investment income from assets backing
the insurance contract provisions
are used in performing these tests.
If a shortfall is identified the related
deferred acquisition costs and VOBA
are written down and, if necessary,
an additional provision is established.
The deficiency is recognised in the
consolidated income statement for the
year.

Investment contracts

Investment contracts are recognised as
financial liabilities in the statement of
financial position when the Group becomes
a party to their contractual provisions.
Contributions received from policyholders
are not recognised in the consolidated
income statement but are accounted for as
deposits in the consolidated statement of
financial position.

All investment contracts issued by the
Group are designated by the Group on
initial recognition at fair value through
profit or loss. This designation eliminates
or significantly reduces a measurement
inconsistency that would otherwise arise if
these financial liabilities were not measured
at fair value since the assets held to back
the investment contract liabilities are also
measured at fair value.

Changes in the fair value of investment
contracts are included in the consolidated
income statement in the period in which
they arise.
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Notes to the financial statements

B B R AR B R

2

SIGNIFICANT ACCOUNTING POLICIES
(Continued)

)

Investments

The Group’s policies for investments in debt
and equity securities, other than investments
in subsidiaries, associates and joint
ventures, are set out below.

Investments in debt and equity securities
are recognised/derecognised on the
date the Group commits to purchase/
sell the investment. The investments are
initially stated at fair value plus directly
attributable transaction costs, except for
those investments measured at fair value
through profit or loss (“FVPL”) for which
transaction costs are recognised directly
in profit or loss. For an explanation of how
the Group determines fair value of financial
instruments, see note 5. These investments
are subsequently accounted for as follows,
depending on their classification.

(A) Policy applicable from 1 January 2018

Investments other than equity
investments

Non-equity investments held by the
Group are classified into one of the
following measurement categories:

— amortised cost, if the investment
is held for the collection of
contractual cash flows which
represent solely payments of
principal and interest. Interest
income from the investment is
calculated using the effective
interest method (see note 2(x)(iii)).
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Notes to the financial statements

2 SIGNIFICANT ACCOUNTING POLICIES
(Continued)

(i) Investments (Continued)

(A)

Policy applicable from 1 January 2018
(Continued)

Investments other than equity
investments (Continued)

— fair value through other
comprehensive income (“FVOCI”)
— recycling, if the contractual
cash flows of the investment
comprise solely payments of
principal and interest and the
investment is held within a
business model whose objective
is achieved by both the collection
of contractual cash flows and
sale. Changes in fair value are
recognised in other comprehensive
income, except for the recognition
in profit or loss of expected
credit losses, interest income
(calculated using the effective
interest method) and foreign
exchange gains and losses. When
the investment is derecognised,
the amount accumulated in other
comprehensive income is recycled
from equity to profit or loss.

— FVPL if the investment does
not meet the criteria for being
measured at amortised cost or
FVOCI (recycling). Changes in
the fair value of the investment
(including interest) are recognised
in profit or loss.
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Notes to the financial statements

B B R AR B R

2

SIGNIFICANT ACCOUNTING POLICIES
(Continued)

)

Investments (Continued)

(A) Policy applicable from 1 January 2018

(Continued)
Equity investments

An investment in equity securities is
classified as FVPL unless the equity
investment is not held for trading
purposes and on initial recognition of
the investment the Group makes an
election to designate the investment
at FVOCI (non-recycling) such that
subsequent changes in fair value are
recognised in other comprehensive
income. Such elections are made on
an instrument-by-instrument basis, but
may only be made if the investment
meets the definition of equity from
the issuer’s perspective. Where such
an election is made, the amount
accumulated in other comprehensive
income remains in the fair value reserve
(non-recycling) until the investment is
disposed of. At the time of disposal, the
amount accumulated in the fair value
reserve (non-recycling) is transferred
to retained earnings. It is not recycled
through profit or loss. Dividends from
an investment in equity securities,
irrespective of whether classified as at
FVPL or FVOCI, are recognised in profit
or loss as other income in accordance
with the policy set out in note 2(x)(ii).
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Notes to the financial statements

2 SIGNIFICANT ACCOUNTING POLICIES
(Continued)

(i) Investments (Continued)

(B)

Policy applicable prior to 1 January
2018

Investments in securities held for
trading were classified as financial
assets measured at FVPL. Any
attributable transaction costs were
recognised in profit or loss as incurred.
At the end of each reporting period the
fair value was remeasured, with any
resultant gain or loss being recognised
in profit or loss.

Dated debt securities that the Group
had the positive ability and intention to
hold to maturity were classified as held-
to-maturity securities. Held-to-maturity
securities were stated at amortised cost
(for impairment see note 2(t)(i) — policy
applicable prior to 1 January 2018).

Investments which did not fall into any
of the above categories were classified
as available-for-sale financial assets.
At the end of each reporting period the
fair value was remeasured, with any
resultant gain or loss being recognised
in other comprehensive income and
accumulated separately in equity in the
fair value reserve (recycling). Dividend
income from equity investments and
interest income from debt securities
calculated using the effective interest
method were recognised in profit or
loss in accordance with the policies
set out in notes 2(x)(ii) and 2(x)
(iii), respectively. Foreign exchange
gains and losses arising from debt
securities were also recognised in
profit or loss. When the investments
were derecognised or impaired (see
note 2(t)— policy applicable prior
to 1 January 2018), the cumulative
gain or loss recognised in equity was
reclassified to profit or loss.
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Notes to the financial statements

B AR5 ¥R AR Y A

2 SIGNIFICANT ACCOUNTING POLICIES 2 FESTBEREA)

(Continued)

(i) Investments (Continued) () RrEG#AE
(B) Policy applicable prior to 1 January (B) —E—NF—F—HZFEH

2018 (Continued) BB (48

Overlay approach BEEHE

The Group has applied the overlay AEBCERMEENER
approach under amendment to FEBIFIFEIT THES
HKFRS 4, Applying HKFRS 9 Financial = BB B BREELDE
instruments with HKFRS 4 Insurance AR SR 1 — BF FE FKE
contracts, to reclassify between profit B EREEREIREI &R
or loss and other comprehensive the TE] UEHFIsBEREEREHE
difference between amounts recognised fhére W=~ IRIBCE BB
in profit or loss under HKFRS 9 and HEANFIOENEZARE
those would have been reported under RNEHERB(BERAESFTE
HKAS39, for designated financial assets AIYE39EE2ERMNESEER -
including hybrid debt instruments EEStREERERSERT
(recognised on bifurcated basis), unit B(EBRA)  BEUuEIRE
trust and partnership investments on REBEEIANEBRE . W
an instrument-by-instrument basis. A R1NEMEENFTELHAT
financial asset is eligible for designation BB BB EERDE 45
if 1) it is not held for an activity that HENSREBENEE ; 2)2
is unconnected with contracts in MEERB(EBUKERSEE
the scope of HKFRS 4; and 2) it is BIYsE95E LA REBEEFGTE R
measured at fair value through profit HES8T AEHES  BRE
or loss under HKFRS 9 but would have (BEABEFTER)EI9F BT
not been under HKAS39. The overlay LDARBEFEEEZETA
impact is shown in the consolidated EHER  PBEZEREER
income statement. CIEEER BELINEFER

mEWRRPIIR -

(k) Derivative financial instruments (k) fTESEIA
Derivative financial instruments are PTEEMIAENDABEEDNRE
recognised initially at fair value. At the RoRBERERKR 2AREBEDE
end of each reporting period the fair FiztE e AREESNRREMRESR
value is remeasured. The gain or loss on FEAREE BUEEEMNKRRDR
remeasurement to fair value is recognised EEEEBEERETER - Am W
immediately in profit or loss, except where BRAEREREEPHSHEHIH
the derivatives qualify for cash flow hedge EHIBIIMEENFREEHNITE
accounting or hedges of net investment in a TE, BIFfEENEAMKESER
foreign operation, in which case recognition BARBREREBERNEERR -
of any resultant gain or loss depends on the
nature of the item being hedged.

() Accounts payable and other payables () EMERIRREMmESRIE
Accounts payable and other payables BNERRREMENSRBADRIEZD
are initially recognised at fair value REEERR  HERZRBHERST
and thereafter stated at amortised cost Bk BRIFEBLIRE BN AlEZE
unless the effect of discounting would be T EEARTIER ©
immaterial, in which case they are stated at
cost.
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Notes to the financial statements

2 SIGNIFICANT ACCOUNTING POLICIES
(Continued)

(m) Interest-bearing borrowings

(n)

Interest-bearing borrowings are recognised
initially at fair value less attributable
transaction costs. Subsequent to initial
recognition, interest-bearing borrowings are
stated at amortised cost with any difference
between the amount initially recognised and
redemption value being recognised in profit
or loss over the period of the borrowings,
together with any interest and fees payable,
using the effective interest method.

Financial liabilities at fair value through
profit or loss

Financial liabilities are classified as at FVPL
when the financial liability is (i) contingent
consideration that may be paid by an
acquirer as part of a business combination
to which HKFRS 3 applies, (ii) held for
trading or (iii) those designated as at FVPL.

A financial liability is classified as held for
trading if:

° it has been acquired principally for the
purpose of repurchasing it in the near
term; or

° on initial recognition it is a part of
a portfolio of identified financial
instruments that the Group manages
together and has a recent actual
pattern of short-term profit-taking; or

° it is a derivative that is not designated
and effective as a hedging instrument.

A financial liability other than a financial
liability held for trading or contingent
consideration may be paid by an acquirer
as part of a business combination may
be designated as at FVPL upon initial
recognition if:

° such designation eliminates or
significantly reduces a measurement or
recognition inconsistency that would
otherwise arise; or
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Notes to the financial statements
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2

SIGNIFICANT ACCOUNTING POLICIES
(Continued)

(n)

(o)

Financial liabilities at fair value through
profit or loss (Continued)

° the financial liability forms part of a
Group of financial assets or financial
liabilities or both, which is managed
and its performance is evaluated on a
fair value basis, in accordance with the
Group’s documented risk management
or investment strategy, and information
about the grouping is provided internally
on that basis; or

° it forms part of a contract containing
one or more embedded derivatives, and
HKAS 39 permits the entire combined
contract (asset or liability) to be
designated as at FVPL.

Financial liabilities at FVPL are measured at
fair value, with any gains or losses arising on
remeasurement recognised in profit or loss.
The net gain or loss recognised in profit
or loss excludes any interest paid on the
financial liabilities. Fair value is determined
in the manner described in note 5.

Property and Equipment

Property and Equipment are stated in the
statement of financial position at cost less
accumulated depreciation and impairment
losses.

Depreciation is calculated to write off the
cost of fixed assets, less their estimated
residual value, if any, using the straight line
method over their estimated useful lives as
follows:

Leasehold Shorter of lease term

improvements and useful lives

Office furniture and 5 years
equipment

Computer equipment 3 to 5 years

and motor vehicle

Both the useful life of an asset and its
residual value, if any, are reviewed annually.
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Notes to the financial statements

2 SIGNIFICANT ACCOUNTING POLICIES
(Continued)

(o)

(p)

Property and Equipment (Continued)

Gains or losses arising from the retirement
or disposal of an item of fixed assets are
determined as the difference between the
net disposal proceeds and the carrying
amount of the item and are recognised in
income statement on the date of retirement
or disposal.

Leased assets

Assets that are held by the Group under
leases which transfer to the Group
substantially all the risks and rewards of
ownership are classified as being held under
finance leases. Leases which do not transfer
substantially all the risks and rewards of
ownership to the Group are classified as
operating leases.

Where the Group acquires the use of
assets under finance leases, the amounts
representing the fair value of the leased
asset, or, if lower, the present value of the
minimum lease payments, of such assets
are recognised as property and equipment
and the corresponding liabilities, net of
finance charges, are recorded as obligations
under finance leases and impairment losses.
Depreciation is provided at rates which write
off the cost or valuation of the assets over
the term of the relevant lease or, where it is
likely the Group will obtain ownership of the
asset, the life of the asset. Finance charges
implicit in the lease payments are charged
to profit or loss over the period of the leases
so as to produce an approximately constant
periodic rate of charge on the remaining
balance of the obligations for each
accounting period. Contingent rentals are
charged to profit or loss in the accounting
period in which they are incurred.
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Notes to the financial statements

B AR5 ¥R AR Y A

2 SIGNIFICANT ACCOUNTING POLICIES 2 IFEEBE#E)
(Continued)
(p) Leased assets (Continued) (p) HEEE(E)

(a)

(r)

Where the Group has the use of assets
held under operating leases, payments
made under the leases are charged to
profit or loss in equal instalments over the
accounting periods covered by the lease
term, except where an alternative basis
is more representative of the pattern of
benefits to be derived from the leased asset.
Lease incentives received are recognised
in profit or loss as an integral part of
the aggregate net lease payments made.
Contingent rentals are charged to profit or
loss in the accounting period in which they
are incurred.

Insurance and reinsurance receivables
and other receivables

Insurance and reinsurance receivables and
other receivables are initially recognised at
fair value and thereafter stated at amortised
cost using the effective interest method, less
allowance for impairment of doubtful debts,
except where the receivables are interest-
free loans made to related parties without
any fixed repayment terms or the effect of
discounting would be immaterial. In such
cases, the receivables are stated at cost
less allowance for impairment of doubtful
debts.

Reinsurance premium and other payables
Reinsurance premium and other payables

are initially recognised at fair value and
subsequently stated at amortised cost

(a)

(r)
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unless the effect of discounting would be 155 T R A FER ©
immaterial, in which case they are stated at
cost.

(s) Intangible assets (s) EFREE

The intangible assets that are acquired
by the Group are stated at cost less
accumulated amortisation (where the
estimated useful life is finite) and impairment
losses (see note 2(t)(ii)). Amortisation begins
when the asset is available for use, ie when
it is in the location and condition necessary
for it to be capable of operating in the
manner intended.
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Notes to the financial statements

2 SIGNIFICANT ACCOUNTING POLICIES
(Continued)

(s)

Intangible assets (Continued)

Amortisation of intangible assets with finite
useful lives is charged to profit or loss on a
straight-line basis over the assets’ estimated
useful lives as follows:
Computer software 3-5 years
Intangible assets, such as tradename, are
not amortised while their useful lives are
assessed to be indefinite. Any conclusion
that the useful life of an intangible asset is
indefinite is reviewed annually to determine
whether events and circumstances
continue to support the indefinite useful life
assessment for that asset. If they do not,
the change in the useful life assessment
from indefinite to finite is accounted for
prospectively from the date of change and in
accordance with the policy for amortisation
of intangible assets with finite lives as set
out above.

Intangible assets are not amortised while
their useful lives are assessed to be
indefinite. Any conclusion that the useful
life of an intangible asset is indefinite is
reviewed annually to determine whether
events and circumstances continue to
support the indefinite useful life assessment
for that asset. If they do not, the change in
the useful life assessment from indefinite to
finite is accounted for prospectively from the
date of change and in accordance with the
policy for amortisation of intangible assets
with finite lives as set out above.
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Notes to the financial statements
B SRR M &

2 SIGNIFICANT ACCOUNTING POLICIES 2 EREHBEM
(Continued)
() Credit losses and impairment of assets t) EHEXREERE
(i) Credit loss from financial instruments (i) =T AREHERX
(A) Policy applicable from 1 January A BE=—F—-NE—HF—H

2018

The Group recognises a loss

IR F
REBEEIATIIEEE

allowance for expected credit HIfE B K MVIB R 1S

losses (ECLs) on the following

items:

— financial assets measured — HUEEAATEN
at amortised cost (including THREE(BERS
cash and cash equivalents, KReLEHEER
trade and other receivables, FE W BR SR R H b fE

insurance and reinsurance
receivables, reinsurers’ share
of outstanding claims and
loans to joint venture);

WRE -~ B RE
R2REMR - BR
B A B AL RORBE

ROEREEE R

EEHWER)
— debt securities measured at — UAREBEFEZA
FVOCI (recycling); and HE 8T AHMER
EWE(TER)HN

— loan commitments issued,

BRES UK

- FRUQXAREBEETE

which are not measured at BEZH AER
FVPL. e & ERRGE ©

Financial assets measured at fair
value, including units in bond
funds, equity securities measured
at FVPL, equity securities
designated at FVOCI (non-
recycling) and derivative financial
assets, are not subject to the ECL
assessment.

DR nBEEFENESH
EE BREZERE
- UXREENER
HEBHFAESZNER
EH EEURAAEBE
STEREHSBE AHM
RE WS KR E S (T
HED)URTEERE
E -EFTETRIE
B RFFE

Measurement of ECLs AR B K HIETE

ECLs are a probability-weighted EHERBELAREAE
estimate of credit losses. Credit KR INEMRLE - 5
losses are measured as the HAIEKXLLFER S AR

present value of all expected
cash shortfalls (i.e. the difference
between the cash flows due to
the Group in accordance with the
contract and the cash flows that
the Group expects to receive).
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2 SIGNIFICAN
(Continued)

Notes to the financial statements

T ACCOUNTING POLICIES

(t) Credit losses and impairment of assets
(Continued)

(i) Credit loss from financial instruments
(Continueqd)

(A)

EHSMEBERAT
—E—N\FER

Policy applicable from 1 January
2018 (Continued)

Measurement of ECLs (Continued)

For undrawn loan commitments,
expected cash shortfalls are
measured as the difference
between (i) the contractual cash
flows that would be due to the
Group if the holder of the loan
commitment draws down on the
loan and (ii) the cash flows that
the Group expects to receive if the
loan is drawn down.

The expected cash shortfalls are
discounted using the following
discount rates where the effect of
discounting is material:

— fixed-rate financial assets,
trade and other receivables
and contract assets: effective
interest rate determined
at initial recognition or an
approximation thereof;

— variable-rate financial assets:
current effective interest rate;

— loan commitments: current
risk-free rate adjusted for
risks specific to the cash
flows.

The maximum period considered
when estimating ECLs is the
maximum contractual period over
which the Group is exposed to
credit risk.

In measuring ECLs, the Group
takes into account reasonable
and supportable information that
is available without undue cost or
effort. This includes information
about past events, current
conditions and forecasts of future
economic conditions.
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Notes to the financial statements

B B R AR B R

2 SIGNIFICANT ACCOUNTING POLICIES 2 FESHBER@#E)
(Continued)
() Credit losses and impairment of assets (t) ERABAREERMEGE)
(Continued)
(i) Credit loss from financial instruments (i) =T A EHEXE)
(Continueqd)
(A) Policy applicable from 1 January A B=ZFE—NF—HF—H

2018 (Continued)
Measurement of ECLs (Continued)

ECLs are measured on either of

BB HI B (A

R HREXHE ()
BHEABRROTE

the following bases: BEEE
— 12-month ECLs: these are — 12@BFEHERIE

losses that are expected to
result from possible default

K:EHERRK2
BRARAEENS

events within the 12 months BHEENTERER
after the reporting date; and Bk R
— lifetime ECLs: these are — wABWERE
losses that are expected to Ak B1E7E 5
result from all possible default ERBAKREEHR
events over the expected lives HEMNEETE
of the items to which the ECL HARFEATRERN
model applies. EHEENTERS
A% -
Loss allowances for trade AEBUHEERE@AE

receivables, lease receivables
and contract assets are always
measured at an amount equal
to lifetime ECLs. ECLs on these

wEAPANEREREX

MR ERBERN

RUWHAERNEREE
MEXBEE 2T E@

financial assets are estimated EENREGERAEXRRE
using a provision matrix based on RAERTEEREEH
the Group’s historical credit loss BAKRNBEBEEE

experience, adjusted for factors
that are specific to the debtors and
an assessment of both the current

TIEE AREBEHA

BENEEEFEE

[E) B ¥ ¥ 5 B & A1 M 7'

and forecast general economic BB B 88 B AR R AT
conditions at the reporting date. Al o
For all other financial instruments ZRAFEHME

(including loan commitments
issued), the Group recognises a
loss allowance equal to 12-month
ECLs unless there has been a
significant increase in credit risk
of the financial instrument since
initial recognition, in which case
the loss allowance is measured at
an amount equal to lifetime ECLs.
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Notes to the financial statements

2 SIGNIFICANT ACCOUNTING POLICIES

(Continued)

(t) Credit losses and impairment of assets
(Continued)

(i) Credit loss from financial instruments
(Continueqd)

(A)

EHSMEBERAT
—E—N\FER

Policy applicable from 1 January
2018 (Continued)

Significant increases in credit risk

In assessing whether the credit
risk of a financial instrument
(including a loan commitment) has
increased significantly since initial
recognition, the Group compares
the risk of default occurring on
the financial instrument assessed
at the reporting date with that
assessed at the date of initial
recognition. In making this
reassessment, the Group considers
that a default event occurs when
(i) the borrower is unlikely to
pay its credit obligations to the
Group in full, without recourse
by the Group to actions such as
realising security (if any is held);
or (ii) the financial asset is 90 days
past due. The Group considers
both quantitative and qualitative
information that is reasonable and
supportable, including historical
experience and forward-looking
information that is available
without undue cost or effort.

In particular, the following
information is taken into account
when assessing whether credit risk
has increased significantly since
initial recognition:

— failure to make payments of
principal or interest on their
contractually due dates;

— an actual or expected
significant deterioration in a
financial instrument’s external
or internal credit rating (if
available);
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Notes to the financial statements
B SRR M &

2 SIGNIFICANT ACCOUNTING POLICIES 2 FESHBER@#E)
(Continued)
() Credit losses and impairment of assets (t) ERABAREEREGE
(Continued)
(i) Credit loss from financial instruments (i) =T A EHEXE)
(Continueqd)
(A) Policy applicable from 1 January A B=ZFE—NF—HF—H

192

2018 (Continued)

Significant increases in credit risk
(Continued)

— an actual or expected
significant deterioration in
the operating results of the
debtor; and

— existing or forecast changes
in the technological,
market, economic or legal
environment that have a
significant adverse effect on
the debtor’s ability to meet its
obligation to the Group.

For loan commitments, the date of
initial recognition for the purpose
of assessing ECLs is considered
to be the date that the Group
becomes a party to the irrevocable
commitment. In assessing whether
there has been a significant
increase in credit risk since initial
recognition of a loan commitment,
the Group considers changes in
the risk of default occurring on the
loan to which the loan commitment
relates.

Depending on the nature of
the financial instruments, the
assessment of a significant
increase in credit risk is performed
on either an individual basis or
a collective basis. When the
assessment is performed on a
collective basis, the financial
instruments are grouped based on
shared credit risk characteristics,
such as past due status and credit
risk ratings.
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Notes to the financial statements

2 SIGNIFICANT ACCOUNTING POLICIES

(Continued)

(t) Credit losses and impairment of assets
(Continued)

(i) Credit loss from financial instruments
(Continueqd)

(A)

EHSMEBERAT
—E—N\FER

Policy applicable from 1 January
2018 (Continued)

Significant increases in credit risk
(Continued)

ECLs are remeasured at each
reporting date to reflect changes
in the financial instrument’s credit
risk since initial recognition. Any
change in the ECL amount is
recognised as an impairment gain
or loss in profit or loss. The Group
recognises an impairment gain or
loss for all financial instruments
with a corresponding adjustment
to their carrying amount through a
loss allowance account, except for
investments in debt securities that
are measured at FVOCI (recycling),
for which the loss allowance is
recognised in other comprehensive
income and accumulated in the fair
value reserve (recycling).

Basis of calculation of interest
income

Interest income recognised in
accordance with note 2(x)(iii) is
calculated based on the gross
carrying amount of the financial
asset unless the financial asset
is credit-impaired, in which case
interest income is calculated based
on the amortised cost (i.e. the
gross carrying amount less loss
allowance) of the financial asset.

At each reporting date, the Group
assesses whether a financial asset
is credit-impaired. A financial
asset is credit-impaired when
one or more events that have
a detrimental impact on the
estimated future cash flows of the
financial asset have occurred.
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Notes to the financial statements

B B R AR B R

2 SIGNIFICANT ACCOUNTING POLICIES

(Continued)

(t) Credit losses and impairment of assets
(Continued)

(i) Credit loss from financial instruments
(Continueqd)

(A)

Policy applicable from 1 January
2018 (Continued)

Basis of calculation of interest
income (Continued)

Evidence that a financial asset
is credit-impaired includes the
following observable events:

— significant financial difficulties
of the debtor;

— a breach of contract, such as
a default or delinquency in
interest or principal payments;

— it becoming probable that
the borrower will enter into
bankruptcy or other financial
reorganisation;

— significant changes in the
technological, market, economic
or legal environment that
have an adverse effect on the
debtor; or

— the disappearance of an active
market for a security because
of financial difficulties of the
issuer.
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2 SIGNIFICAN
(Continued)

Notes to the financial statements

T ACCOUNTING POLICIES

(t) Credit losses and impairment of assets
(Continued)

(i) Credit loss from financial instruments
(Continueqd)

(A)

(B)

EHSMEBERAT
—E—N\FER

Policy applicable from 1 January
2018 (Continued)

Write-off policy

The gross carrying amount of a
financial asset, lease receivable or
contract asset is written off (either
partially or in full) to the extent
that there is no realistic prospect
of recovery. This is generally the
case when the Group determines
that the debtor does not have
assets or sources of income that
could generate sufficient cash
flows to repay the amounts subject
to the write-off.

Subsequent recoveries of an
asset that was previously written
off are recognised as a reversal
of impairment in profit or loss in
the period in which the recovery
occurs.

Policy applicable prior to 1 January
2018

Prior to 1 January 2018, an
“incurred loss” model was used
to measure impairment losses
on financial assets not classified
as at FVPL (e.g. trade and
other receivables, available-for-
sale investments and held-to-
maturity debt securities). Under
the “incurred loss” model, an
impairment loss was recognised
only when there was objective
evidence of impairment. Objective
evidence of impairment included:

— significant financial difficulties
of the debtor;

— a breach of contract, such as
a default or delinquency in
interest or principal payments;
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Notes to the financial statements

B B R AR B R

2 SIGNIFICANT ACCOUNTING POLICIES 2 FESHBER@#E)
(Continued)
() Credit losses and impairment of assets t) GEHEXREERE(E
(Continued)
(i) Credit loss from financial instruments (i) =T A EHEXE)
(Continueqd)
(B) Policy applicable prior to 1 January B —ZFE-NF—HF—HZ
2018 (Continued) FIE BB (&
it becoming probable — EBARATBEHER
that the debtor will enter WERHEMEEE
bankruptcy or other financial #
reorganisation;
significant changes — Bt miHE - K&
in the technological, REERRBEHRY
market, economic or legal BEBEABREERY
environment that have an ENEREE &
adverse effect on the debtor;
and
a significant or prolonged — REZIEWNRE
decline in the fair value of HNARBEEEN
an investment in an equity REIRZ R o
instrument below its cost.
If any such evidence existed, an MEFMEERER
impairment loss was determined T FEEEREEIE
and recognised as follows: WIRUATHHER
For trade and other —  Bh A SH AR AN BR
receivables and other financial Y FE UK BR 3% A HL At
assets carried at amortised W AR EAM
cost, impairment loss was TRMEEMS W
measured as the difference THREEEKR R/
between the asset’s carrying BEEERUNEE
amount and the present B ERE{E B L H 7]
value of estimated future B A RITIEMN
cash flows, discounted at I ARBERE
the financial asset’s original REZENZEZEES
effective interest rate, where EcZzELME
the effect of discounting was EBEHEEUNEE
material. This assessment was HEC BB
made collectively where these B HA E O R 3 R @
financial assets shared similar Bl #h 3% 5F i B R
risk characteristics, such as B BBEBEMIM
similar past due status, and SRKET HE
had not been individually FHBRENERE
assessed as impaired. Future ENRRAERE
cash flows for financial EREBEHEZLERA
assets which were assessed AMEBEUGER
for impairment collectively MEBHNEENS
were based on historical loss EEEBRE -
experience for assets with
credit risk characteristics
similar to the collective group.
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Notes to the financial statements

2 SIGNIFICANT ACCOUNTING POLICIES

(Continued)

(t) Credit losses and impairment of assets

(Continued)

(i) Credit loss from financial instruments
(Continueqd)

(B) Policy applicable prior to 1 January

EHSMEBERAT
—E—N\FER

2018 (Continued)

If in a subsequent period the
amount of an impairment loss
decreased and the decrease
could be linked objectively
to an event occurring after
the impairment loss was
recognised, the impairment
loss was reversed through
profit or loss. A reversal of
an impairment loss was only
recognised to the extent that
it did not result in the asset’s
carrying amount exceeding
that which would have been
determined had no impairment
loss been recognised in prior
years.

When the recovery of a trade
debtor or other financial
assets carried at amortised
cost was considered doubtful
but not remote, associated
impairment losses were
recorded using an allowance
account. When the Group
was satisfied that recovery
was remote, the amount
considered irrecoverable
was written off against
the gross carrying amount
of those assets directly.
Subsequent recoveries of
amounts previously charged
to the allowance account
were reversed against the
allowance account. Other
changes in the allowance
account and subsequent
recoveries of amounts
previously written off directly
were recognised in profit or
loss.
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B B R AR B R

2 SIGNIFICANT ACCOUNTING POLICIES

(Continued)

(t) Credit losses and impairment of assets

(Continued)

(i) Credit loss from financial instruments
(Continueqd)

(B) Policy applicable prior to 1 January

2018 (Continued)

For available-for-sale
investments, the cumulative
loss that had been recognised
in the fair value reserve
(recycling) was reclassified to
profit or loss. The amount of
the cumulative loss that was
recognised in profit or loss
was the difference between
the acquisition cost (net of
any principal repayment and
amortisation) and current fair
value, less any impairment
loss on that asset previously
recognised in profit or loss.

Impairment losses recognised
in profit or loss in respect
of available-for-sale equity
securities were not reversed
through profit or loss. Any
subsequent increase in the
fair value of such assets
was recognised in other
comprehensive income.

Impairment losses recognised
in profit or loss in respect
of available-for-sale debt
securities were reversed if
the subsequent increase in
fair value could be objectively
related to an event occurring
after the impairment loss
was recognised. Reversals
of impairment losses in
such circumstances were
recognised in profit or loss.
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Notes to the financial statements

2 SIGNIFICANT ACCOUNTING POLICIES

(Continued)

(t) Credit losses and impairment of assets
(Continued)
(ii) Impairment of other non-current

assets

Internal and external sources of
information are reviewed at the end
of each reporting period to identify
indications that the following assets
may be impaired or, except in the
case of goodwill, an impairment loss
previously recognised no longer exists
or may have decreased:

— property, plant and equipment
(other than properties carried at
revalued amounts);

—  pre-paid interests in leasehold land
classified as being held under an
operating lease;

— intangible assets;
— goodwill; and

— investments in subsidiaries,
associates and joint ventures
in the Company’s statement of
financial position.

If any such indication exists, the asset’s
recoverable amount is estimated. In
addition, for goodwill, intangible assets
that are not yet available for use and
intangible assets that have indefinite
useful lives, the recoverable amount is
estimated annually whether or not there
is any indication of impairment.
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Notes to the financial statements
B SRR M &

2

SIGNIFICANT ACCOUNTING POLICIES

(Continued)

(t)

Credit losses and impairment of assets
(Continued)

(ii)

Impairment of other non-current
assets (Continued)

Calculation of recoverable amount

The recoverable amount of an
asset is the greater of its fair value
less costs of disposal and value
in use. In assessing value in use,
the estimated future cash flows
are discounted to their present
value using a pre-tax discount
rate that reflects current market
assessments of the time value of
money and the risks specific to
the asset. Where an asset does
not generate cash inflows largely
independent of those from other
assets, the recoverable amount is
determined for the smallest group
of assets that generates cash
inflows independently (i.e. a cash-
generating unit).

Recognition of impairment losses

An impairment loss is recognised
in profit or loss if the carrying
amount of an asset, or the cash-
generating unit to which it belongs,
exceeds its recoverable amount.
Impairment losses recognised in
respect of cash-generating units
are allocated first to reduce the
carrying amount of any goodwill
allocated to the cash-generating
unit (or group of units) and then,
to reduce the carrying amount of
the other assets in the unit (or
group of units) on a pro rata basis,
except that the carrying value of
an asset will not be reduced below
its individual fair value less costs
of disposal (if measurable) or value
in use (if determinable).
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Notes to the financial statements

2 SIGNIFICANT ACCOUNTING POLICIES

(Continued)

(t) Credit losses and impairment of assets
(Continued)
(ii) Impairment of other non-current

(iii)

assets (Continued)
— Reversals of impairment losses

In respect of assets other than
goodwill, an impairment loss
is reversed if there has been a
favourable change in the estimates
used to determine the recoverable
amount. An impairment loss in
respect of goodwill is not reversed.

A reversal of an impairment loss
is limited to the asset’s carrying
amount that would have been
determined had no impairment loss
been recognised in prior years.
Reversals of impairment losses
are credited to profit or loss in
the year in which the reversals are
recognised.

Interim financial reporting and
impairment

Under the Rules Governing the Listing
of Securities on the Stock Exchange
of Hong Kong Limited, the Group is
required to prepare an interim financial
report in compliance with HKAS 34,
Interim financial reporting, in respect
of the first six months of the financial
year. At the end of the interim period,
the Group applies the same impairment
testing, recognition, and reversal
criteria as it would at the end of the
financial year (see notes 2(t)(i), (ii) and

(iii)).

Impairment losses recognised in an
interim period in respect of goodwill
are not reversed in a subsequent
period. This is the case even if no
loss, or a smaller loss, would have
been recognised had the impairment
been assessed only at the end of the
financial year to which the interim
period relates.
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Notes to the financial statements

B B R AR B R

2

SIGNIFICANT ACCOUNTING POLICIES
(Continued)

(u) Cash and cash equivalents

(v)

Cash and cash equivalents comprise cash
at bank and on hand, demand deposits
with banks and other financial institutions,
and short-term, highly liquid investments
that are readily convertible into known
amounts of cash and which are subject to
an insignificant risk of changes in value,
having been within three months of maturity
at acquisition. Bank overdrafts that are
repayable on demand and form an integral
part of the Group’s cash management are
also included as a component of cash and
cash equivalents for the purpose of the
consolidated cash flow statement.

Employee benefits

Salaries, annual bonuses, paid annual
leave, contributions to defined contribution
retirement plans and the cost of non-
monetary benefits are accrued in the year in
which the associated services are rendered
by employees. Where payment or settlement
is deferred and the effect would be material,
these amounts are stated at their present
values.

The fair value of share awards and share
options granted to employees is recognised
as an employee cost with a corresponding
increase in share-based payment capital
reserve within equity. The fair value is
measured at grant date using the Black-
Scholes model, taking into account the
terms and conditions upon which the share
awards and options were granted. Where the
employees have to meet vesting conditions
before becoming unconditionally entitled to
the options, the total estimated fair value
of the options is spread over the vesting
period, taking into account the probability
that the options will vest.
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Notes to the financial statements

2 SIGNIFICANT ACCOUNTING POLICIES
(Continued)

(v)

(w)

Employee benefits (Continued)

During the vesting period, the number of
share awards and share options that are
expected to vest is reviewed. Any resulting
adjustment to the cumulative fair value
recognised in prior years is charged/
credited to the profit or loss for the year
of the review, unless the original employee
expenses qualify for recognition as an asset,
with a corresponding adjustment to the
share-based payment reserve. On vesting
date, the amount recognised as an expense
is adjusted to reflect the actual number of
share awards and options that vest (with
a corresponding adjustment to the capital
reserve) except where forfeiture is only due
to not achieving vesting conditions that
relate to the market price of the Company’s
shares. The equity amount is recognised in
the share-based payment reserve until either
the option is exercised (when it is included
in the amount recognised in share capital
for the shares issued) or the option expires
(when it is released directly to retained
profit).

Income tax

Income tax for the year comprises current
tax and movements in deferred tax assets
and liabilities. Current tax and movements
in deferred tax assets and liabilities are
recognised in the income statement except
to the extent that they relate to items
recognised in other comprehensive income
or directly in equity, in which case they are
recognised in other comprehensive income
or directly in equity, respectively.

Current tax is the expected tax payable on
the taxable income for the year, using tax
rates enacted or substantively enacted at
the end of the reporting period, and any
adjustment to tax payable in respect of
previous years.

Deferred tax assets and liabilities arise
from deductible and taxable temporary
differences respectively, being the
differences between the carrying amounts of
assets and liabilities for financial reporting
purposes and their tax bases. Deferred tax
assets also arise from unused tax losses
and unused tax credits.

EHSMEBERAT
—E—N\FER

B 35 SRR MY RE

2 FESTBERM@AE)

(v)

(w)

BEER (&)

ARREERBHAEMNEANRS
RGO EBMROHEZHE - ERN
DEFERINZFTAREBERL
FENEMAZREEEMEFHEE
BmHRIIE FEA S BHMRERNE
EXHHERARBEENER &
SYHURODAER 2 RRERE D
HENAZE - CEA /T HBE
SERBRELRAR  URWRAE
BRORBANMENERRE (F
RHERFEBFELAERNAE)
BREFELNFSEAQNARMD T
BERBNBBREE T SRERSD
Hifg - EnBBEEUAROSER 2
TRFEEPRED  EEHERITE
GFARERHTROOBRAHER
MEHE) NBEIB(EREARE
wmA) A LE o

Frig®t

AEEREHEEERHANEL
BEEERBENEE - EHBIE
MEERAEERQENE BITH
WEFRPER  BUREBEHMER
SRENEEEEETEANEE
HE - AEEBRD B EEMERS
W sy B E R P HERD o

EYHERRAFERBAG R
BETHERSHABEE LEH
TR R ENEREABIE - 40
LR EFERNHRBNEMAR -

EEBHEEREE D BB A E
NEREREZRELE TRERE
EEERSEAMBHRR LOKRE
THRELEEHSBENHER
MZER o IR IHE E th o] BUH R
A P A] 4K 0 85 48 A0 R R A B SRR R
BEE

203



Notes to the financial statements

B AR5 ¥R AR Y A

2 SIGNIFICANT ACCOUNTING POLICIES 2 FESTBEREA)
(Continued)
(w) Income tax (Continued) (w) Fri®i(4&

Apart from certain limited exceptions, all BRTRELEBERNGIIMERI - FAE
deferred tax liabilities, and all deferred ELEHREEENELEREBEEE(R
tax assets to the extent that it is probable PRRBAIGEE SRR AZELES E
that future taxable profits will be available EERENOARRERGER) &S
against which the asset can be utilised, B XEBARAEINERER
are recognised. Future taxable profits that FrE 4 IR 1E & E R R R ER R
may support the recognition of deferred tax FMEERER B A7 ERE R
assets arising from deductible temporary EEMEENELRE; BELEEN
differences include those that will arise from ERVNAERE —MEKENRE—FE
the reversal of existing taxable temporary HEREE  WRHAT KNI
differences, provided those differences EEFEELMNRE —HESHIEL
relate to the same taxation authority and HREEEMELEMENESETEE
the same taxable entity, and are expected M m A i R R N E R o 1E
to reverse either in the same period as RAEBRATFENEREREZERS
the expected reversal of the deductible BUXEFEZHRAFATIKINER
temporary difference or in periods into which MBI FTEENEEHEEE
a tax loss arising from the deferred tax B TPEXAE—%8] PEEL
asset can be carried back or forward. The REEF-HEKENRE - EHER
same criteria are adopted when determining EE URKRETEHERBEERR
whether existing taxable temporary I FA AT 5 40 5 48 A0 B R R B A
differences support the recognition of [E—EEREE o
deferred tax assets arising from unused tax
losses and credits, that is, those differences
are taken into account if they relate to
the same taxation authority and the same
taxable entity, and are expected to reverse
in a period, or periods, in which the tax loss
or credit can be utilised.
The limited exceptions to recognition BEELANERMEEZEERBREL
of deferred tax assets and liabilities are FEBHEENBEENERMIMNME
those temporary differences arising from Mo FEARTWE R @ #1157
goodwill not deductible for tax purposes, BIAEESHINBLIEERER
the initial recognition of assets or liabilities MENEESEBHERIRREEMT
that affect neither accounting nor taxable BRALESM)  HENSFIARAR
profit (provided they are not part of a EERANERMER  WREEH
business combination), and temporary EZ2 AIAREEZESEENEE
differences relating to investments in WEHERRAEETERWREKR
subsidiaries to the extent that, in the case SERE > REEARNEZENER
of taxable differences, the Group controls T BRFEMPASRBAIEEHE -
the timing of the reversal and it is probable
that the differences will not reverse in
the foreseeable future, or in the case of
deductible differences, unless it is probable
that they will reverse in the future.
The amount of deferred tax recognised is CHRAELEHERIRBREEHERE
measured based on the expected manner RHSENFEHERILEELN
of realisation or settlement of the carrying REBECHITIABEHRELE LD
amount of the assets and liabilities, using HITHHRTE - ELEFRIBEEEE
tax rates enacted or substantively enacted BEHETINRTE -
at the end of the reporting period. Deferred
tax assets and liabilities are not discounted.
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Notes to the financial statements

2 SIGNIFICANT ACCOUNTING POLICIES
(Continued)

(x)

Revenue recognition

Income is classified by the Group as revenue
when it arises from the sale of goods or the
provision of services in the ordinary course
of the Group’s business.

Revenue is recognised when control over
a product or service is transferred to the
customer, at the amount of promised
consideration to which the Group is
expected to be entitled, excluding those
amounts collected on behalf of third parties.
Revenue excludes value added tax or other
sales taxes and is after deduction of any
trade discounts.

Where the contract contains a financing
component which provides a significant
financing benefit to the customer for more
than 12 months, revenue is measured at
the present value of the amount receivable,
discounted using the discount rate that
would be reflected in a separate financing
transaction with the customer, and interest
income is accrued separately under the
effective interest method. Where the
contract contains a financing component
which provides a significant financing benefit
to the Group, revenue recognised under
that contract includes the interest expense
accreted on the contract liability under the
effective interest method. The Group takes
advantage of the practical expedient in
paragraph 63 of HKFRS 15 and does not
adjust the consideration for any effects of a
significant financing component if the period
of financing is 12 months or less.

Further details of the Group’s revenue and
other income recognition policies are as
follows:

() The accounting policies for the
recognition of revenue from insurance
contracts are disclosed in note 2(h).

(i) Dividend income from unlisted
investments is recognised when the
shareholder’s right to receive payment
is established. Dividend income from
listed investments is recognised when
the share price of the investment goes
ex-dividend.
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Notes to the financial statements

B B R AR B R

2

SIGNIFICANT ACCOUNTING POLICIES
(Continued)

(x)

(v)

Revenue recognition (Continued)

(iii) Interest income is recognised as it
accrues under the effective interest
method using the rate that exactly
discounts estimated future cash
receipts through the expected life of
the financial asset to the gross carrying
amount of the financial asset.

(iv) Brokerage and commission income is
recognised on trade date basis.

(vy Service fee income, including
advisory fee income, handling fee
income, custodial service fee income,
subscription fee income, placing and
underwriting commission and financial
management are recognised when the
underlying services had been provided.

Translation of foreign currencies

Foreign currency transactions during the
year are translated at the foreign exchange
rates ruling at the transaction dates.
Monetary assets and liabilities denominated
in foreign currencies are translated at the
foreign exchange rates ruling at the end of
reporting period. Exchange gains and losses
are recognised in profit or loss.

Non-monetary assets and liabilities that
are measured in terms of historical cost
in a foreign currency are translated using
the foreign exchange rates ruling at the
transaction dates.

Exchange differences relating to investments
at fair value through profit or loss and
derivative financial instruments are included
in gains less losses from trading securities
or financial instruments designated at fair
value through profit or loss.

Exchange differences relating to available
for sales debt instruments are included in
income statement.
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Notes to the financial statements

2 SIGNIFICANT ACCOUNTING POLICIES
(Continued)

(y)

(2)

Translation of foreign currencies
(Continued)

The results of foreign operations are
translated into Hong Kong dollars at the
exchange rates approximating the foreign
exchange rates ruling at the dates of the
transactions. Items of statement of financial
position, including goodwill arising on
consolidation of foreign operations acquired
on or after 1 January 2005, are translated
into Hong Kong dollars at the foreign
exchange rates ruling at the end of reporting
period. The resulting exchange differences
are recognised in other comprehensive
income and accumulated separately in
equity in the exchange reserve. Goodwill
arising on consolidation of a foreign
operation acquired before 1 January 2005
is translated at the foreign exchange rate
that applied at the date of acquisition of the
foreign operation.

On disposal of a foreign operation, the
cumulative amount of the exchange
differences relating to that foreign operation
is reclassified from equity to the income
statement when the profit or loss on
disposal is recognised.

Fiduciary activities

The Group maintains segregated accounts
with authorised institutions to hold clients’
monies arising from its normal course
of the regulated business activities. The
Group has classified the “bank balances —
trust and segregated accounts” within the
current assets in the consolidated statement
of financial position and recognised
the corresponding account payables to
respective clients and other institutions on
the grounds that it is liable for any loss or
misappropriation of clients’ monies.

The Group is not allowed to use the clients’
monies to settle its own obligations.
The cash held on behalf of customers is
restricted and governed by the Securities
and Futures (Client Money) Rules under the
Securities and Futures Ordinance.
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2 SIGNIFICANT ACCOUNTING POLICIES 2 IFEEBE#E)
(Continued)
(aa) Segment reporting (aa) oS

Operating segments, and the amounts
of each segment item reported in the
consolidated financial statements, are
identified from the financial information
provided regularly to the Group’s most
senior executive management for the
purposes of allocating resources to, and
assessing the performance of, the Group’s
various lines of business and geographical
locations.

Individually material operating segments
are not aggregated for financial reporting
purposes unless the segments have
similar economic characteristics and are
similar in respect of the nature of products
and services, the nature of production
processes, the type or class of customers,

REDHREFUBRERAZHBE
DEIREB 28 0 JIER B EH©
AEERSITHREEERAUDA
EEREERRIBEBNESBER
R ERARBE U BER -

BREZNELEDBAESHUH
BBmE R BUNZEELED B
MERMBBEMEE - £EEITFM
O FFEMNUMEE sHEMB
RURBHNLEZUZEERBENE
HEEEBEBEOBEL - AER
e BB NEEMNEE DA RE

the methods used to distribute the products BUERBHAER > BIALLEET ©
or provide the services, and the nature

of the regulatory environment. Operating

segments which are not individually material

may be aggregated if they share a majority

of these criteria.

(ab) Related parties (ab) EAEE A
() A person, or a close member of that () FERALHEARUOBUTIE

person’s family, is related to the Group wo R ABEAREE TR
if that person:

(1) has control or joint control over (1) EHRNHERZEHEHAESR
the Group;

(2) has significant influence over the 2 HAEEBEEATE
Group; or =17

(3) is a member of the key B) REAKEZIAXAEEZA
management personnel of the AIMEREEAS -
Group or the Group’s parent.
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2 SIGNIFICANT ACCOUNTING POLICIES
(Continued)

(ab) Related parties (Continued)

(ii)

An entity is related to the Group if any
of the following conditions applies:

(1) The entity and the Group are
members of the same group (which
means that each parent, subsidiary
and fellow subsidiary is related to
the others);

(2) One entity is an associate or joint
venture of the other entity (or an
associate or joint venture of a
member of a group of which the
other entity is a member);

(3) Both entities are joint ventures of
the same third party;

(4) One entity is a joint venture of a
third entity and the other entity is
an associate of the third entity;

(5) The entity is a post-employment
benefit plan for the benefit of
employees of either the Group or
an entity related to the Group;

(6) The entity is controlled or jointly
controlled by a person identified in

(i);

(7) A person identified in (i)(1) has
significant influence over the
entity or is a member of the key
management personnel of the
entity (or of a parent of the entity);
or

(8) The entity, or any member of
a group of which it is a part,
provides key management
personnel services to the Group or
to the Group’s parent.

Close members of the family of a
person are those family members who
may be expected to influence, or be
influenced by, that person in their
dealings with the entity.
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Notes to the financial statements
B SRR M &

CHANGES IN ACCOUNTING POLICIES

The HKICPA has issued a number of new HKFRS
and amendments to HKFRSs that are first
effective for the current accounting period of the
Group, the following developments are relevant
to the Group’s financial statements:

Amendments to HKFRS 9, Financial instruments

HKFRS 15, Revenue with contracts with
customers

HK (IFRIC) Interpretation 22, Foreign currency
transactions and advance considerations

The Group has not applied any new standard
or interpretation that is not yet effective for
the current accounting period, except for the
amendments to HKFRS 9, Prepayment features
with negative compensation which have been
adopted at the same time as HKFRS 9. The
Group has not applied any other new standard
or interpretation that is not yet effective for the
current accounting period.

The Group has been impacted by HKFRS 9 in
relation to classification of financial assets and
measurement of credit losses. Details of the
changes in accounting policies are discussed
below.

Under the transition methods chosen, the
Group recognises cumulative effect of the initial
application of HKFRS 9 as an adjustment to the
opening balance of equity at 1 January 2018.
Comparative information is not restated. The
following table gives a summary of the opening
balance adjustments recognised for each line
item in the consolidated statement of financial
position that has been impacted by HKFRS 9 and
also the Group’s financial assets under HKAS
39 and reconciles the carrying amounts of those
financial assets determined in accordance with
HKAS 39 to those determined in accordance with
HKFRS 9.
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Notes to the financial statements

CHANGES IN ACCOUNTING POLICIES

(Continued)

The following table shows the original
measurement categories for each class of the
Group’s financial assets under HKAS 39 and
reconciles the carrying amounts of those financial
assets determined in accordance with HKAS 39 to
those determined in accordance with HKFRS 9:

3

B 35 SRR MY RE

ST BERNIEE (&)

TRIVR T(EBETERDE IR T A
SHEETHEENRBTEER I
HRB(E B G ER) S 39 57 E HIZ%
EeMEENRMERRE(EBMBER
HEADFIFRENRAEETHR -

Impact on initial application of HKFRS9
NaFM(ERRBREEY)EIRNTE

At 31 At 1
December January
2017 Reclassification Remeasurement 2018
R-E—tf RZE-N\f
+=B=t-H BHAE EFE = et =!
HK$’000 HK$’000 HK$’000 HK$°000
FET FET FET FET
Financial assets carried at Ui 855 A5 BE
amortised cost H& R
Current i)
Other receivables Hi IR 58,718 = (1,143) 57,575
Bank balance-trust and WTHE — iR
segregated account BIRF 340,029 - (37) 339,992
Fixed bank deposit with REHRZR={EA
original maturity over 3 MERITEBRTR
months 1,580,313 - (1,813) 1,578,500
Cash and cash equivalents HERBLEEER 2,182,374 = (697) 2,181,677
Financial assets measured LAREBEGEEESE
at FVOCI (non-recycling) st AEMSEWE(R
(“FVOCI”) EE)HEeREE
Non-current FREEE
— perpetual capital (note) — XEEX (M) - 76,989 - 76,989
Financial assets carried AAREESFEEHSE
at FVPL (“FVPL”) SABEHNERMEE
Fund investment HeRE
— current - 7E = 326,691 — 326,691
— non-current — ¥RE - 295,797 — 295,797
Non-current credit link FREERELERE
obligation notes ZE - 192,721 - 192,721
Financial assets classified 2B A(EBEHEE])
as available-for-sales 39T HE
investment under HKAS 39  £fi&E
— current - 326,691 (326,691) = =
— non-current — FRE 565,507 (565,507) = =
Deferred tax asset EEREEE - - 609 609
Reserves f#fE (489,762) - (3,081) (492,843)
Total equity: RmB% 4,139,332 - (3,081) 4,136,251

Note: Under HKAS 39, equity securities not held for
trading were classified as available-for-sale financial
assets. These equity securities are classified as at
FVPL under HKFRS 9, unless they are eligible for
and designated at FVOCI by the Group. At 1 January
2018, the Group designated its investment in
perpetual capital at FVOCI (non-recycling), as the
investment is held for strategic purposes.
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3 CHANGES IN ACCOUNTING POLICIES
(Continued)

The following table summarises the impact of
transition to HKFRS 9 on accumulated loss and
reserves and the related tax impact at 1 January

ST BENEE (&)

TREM T BEE(EBMBRELEL)
FORUETHRENBBENLEUARR
—E-\F-B-HWHEBEBELE -

2018.
Accumulated loss Rt &8
HK$°000
FET
Transferred from fair value reserve (recycling) HAREERE(TEE)ERZEER L
relating to financial assets now measured AREETERHSBHABRN
at FVPL cRERE 15,002
Recognition of additional expected credit losses on ERUBMERATENERHEE
financial assets measured at amortised cost MEEIMEHEREBEX (3,690)
Deferred tax ELEBIR 609
Net decrease in accumulated loss at ZIBFBRVFER -2 - \F
1 January 2018 —H—H 11,921
Fair value reserve (recycling) AREERKE(TEE)
HK$’000
FET
Transferred to retained earnings relating to financial BEZEEUNAREEFTEEEEH
assets now measured at FVPL SFAERNERMEERBNRE SR (15,002)
Transferred to fair value reserve (non-recycling) ERZEEANUAAABETEAEEEHH
relating to equity securities now measured at ARG E R RNERE S BN A L E
FVOCI ERFE(TTER) 684
Net decrease in fair value reserve (recycling) at R=ZE-N\F—F—BARBEERHE
1 January 2018 (TEE) K> FE (14,318)
Fair value reserve (non-recycling) AREBEERKE(TTER)
HK$’000
FET
Transferred from fair value reserve (recycling) HAABERE(TER)EREZEER
relating to equity securities now measured at AREBEEFEEEESETAHLMERE
FVOCI and decrease in fair value reserve (non- WRHEREBESURAABERDRE
recycling) (RAjEm) (684)

Further details of the nature and effect of the
changes to previous accounting policies and the
transition approach are set out below:
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Notes to the financial statements

CHANGES IN ACCOUNTING POLICIES
(Continued)

Classification of financial assets and financial
liabilities

HKFRS 9 categories financial assets into three
principal classification categories: measured
at amortised cost, at FVOCI and FVPL. These
supersede HKAS 39’s categories of held-to-
maturity investments, loans and receivables,
available-for-sale financial assets and financial
assets measured at FVPL. The classification
of financial assets under HKFRS 9 is based on
the business model under which the financial
asset is managed and its contractual cash flow
characteristics.

Non-equity investments held by the Group are
classified into one of the following measurement
categories:

— amortised cost, if the investment is held
for the collection of contractual cash flows
which represent solely payments of principal
and interest. Interest income from the
investment is calculated using the effective
interest method;

— FVOCI - (recycling), if the contractual cash
flows of the investment comprise solely
payments of principal and interest and the
investment is held within a business model
whose objective is achieved by both the
collection of contractual cash flows and
sale. Changes in fair value are recognised
in other comprehensive income, except for
the recognition in profit or loss of expected
credit losses, interest income (calculated
using the effective interest method) and
foreign exchange gains and losses. When
the investment is derecognised, the amount
accumulated in other comprehensive income
is recycled from equity to profit or loss; or

— FVPL, if the investment does not meet the
criteria for being measured at amortised cost
or FVOCI (recycling). Changes in the fair
value of the investment (including interest)
are recognised in profit or loss.
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CHANGES IN ACCOUNTING POLICIES
(Continued)

Classification of financial assets and financial
liabilities (Continued)

An investment in equity securities is classified
as FVPL unless the equity investment is not held
for trading purposes and on initial recognition
of the investment the Group makes an election
to designate the investment at FVOCI (non-
recycling) such that subsequent changes in fair
value are recognised in other comprehensive
income. Such elections are made on an
instrument-by-instrument basis, but may only be
made if the investment meets the definition of
equity from the issuer’s perspective. Where such
an election is made, the amount accumulated in
other comprehensive income remains in the fair
value reserve (non-recycling) until the investment
is disposed of. At the time of disposal, the
amount accumulated in the fair value reserve
(non-recycling) is transferred to retained
earnings. It is not recycled through profit or loss.
Dividends from an investment in equity securities,
irrespective of whether classified as at FVPL or
FVOCI (non-recycling), are recognised in profit or
loss as other income.

Under HKFRS 9, derivatives embedded in
contracts where the host is a financial asset in
the scope of the standard are not separated from
the host. Instead, the hybrid instrument as a
whole is assessed for classification.

Opening balance adjustment
Credit losses

HKFRS 9 replaces the “incurred loss” model in
HKAS 39 with the expected credit loss (“ECL”)
model. The ECL model requires an ongoing
measurement of credit risk associated with a
financial asset and therefore recognises ECLs
earlier than under the “incurred loss” accounting
model in HKAS 39.

The Group applies the new ECL model to the
following items:

— financial assets measured at amortised cost
(including cash and cash equivalents, trade
and other receivables);

— contract assets as defined in HKFRS 15;
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Notes to the financial statements

CHANGES IN ACCOUNTING POLICIES
(Continued)

Opening balance adjustment (Continued)
Credit losses (Continued)

— debt securities measured at FVOCI
(recycling);

— financial guarantee contracts issued; and

— loan commitments issued, which are not
measured at FVPL.

Financial assets measured at fair value, including
units in bond funds, equity securities measured
at FVPL, equity securities designated at FVOCI
(non-recycling) and derivative financial assets,
are not subject to the ECL assessment.

Measurement of ECLs

ECLs are a probability-weighted estimate of
credit losses. Credit losses are measured as the
present value of all expected cash shortfalls (i.e.
the difference between the cash flows due to the
Group in accordance with the contract and the
cash flows that the Group expects to receive).

For undrawn loan commitments, expected
cash shortfalls are measured as the difference
between (i) the contractual cash flows that would
be due to the Group if the holder of the loan
commitment draws down on the loan and (ii) the
cash flows that the Group expects to receive if
the loan is drawn down.

The expected cash shortfalls are discounted
using the following discount rates where the
effect of discounting is material:

— fixed-rate financial assets, trade and other
receivables and contract assets: effective
interest rate determined at initial recognition
or an approximation thereof;

— variable-rate financial assets: current
effective interest rate;

— loan commitments: current risk-free rate
adjusted for risks specific to the cash flows.
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CHANGES IN ACCOUNTING POLICIES
(Continued)

Opening balance adjustment (Continued)
Measurement of ECLs (Continued)

The maximum period considered when estimating
ECLs is the maximum contractual period over
which the Group is exposed to credit risk. In
measuring ECLs, the Group takes into account
reasonable and supportable information that
is available without undue cost or effort. This
includes information about past events, current
conditions and forecasts of future economic
conditions.

ECLs are measured on either of the following
bases:

— 12-month ECLs: these are losses that are
expected to result from possible default
events within the 12 months after the
reporting date; and

— lifetime ECLs: these are losses that are
expected to result from all possible default
events over the expected lives of the items
to which the ECL model applies.

Loss allowances for trade receivables and
contract assets are always measured at an
amount equal to lifetime ECLs. ECLs on these
financial assets are estimated using a provision
matrix based on the Group’s historical credit loss
experience, adjusted for factors that are specific
to the debtors and an assessment of both the
current and forecast general economic conditions
at the reporting date.

For all other financial instruments (including loan
commitments issued), the Group recognises a
loss allowance equal to 12-month ECLs unless
there has been a significant increase in credit
risk of the financial instrument since initial
recognition, in which case the loss allowance is
measured at an amount equal to lifetime ECLs.
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Notes to the financial statements

CHANGES IN ACCOUNTING POLICIES
(Continued)

Significant increases in credit risk

In assessing whether the credit risk of a financial
instrument (including a loan commitment) has
increased significantly since initial recognition,
the Group compares the risk of default occurring
on the financial instrument assessed at the
reporting date with that assessed at the date of
initial recognition. In making this reassessment,
the Group considers that a default event occurs
when (i) the borrower is unlikely to pay its credit
obligations to the Group in full, without recourse
by the Group to actions such as realizing
security (if any is held); or (ii) the financial asset
is 90 days past due. The Group considers both
quantitative and qualitative information that is
reasonable and supportable, including historical
experience and forward-looking information that
is available without undue cost or effort.

In particular, the following information is taken
into account when assessing whether credit
risk has increased significantly since initial
recognition:

— failure to make payments of principal or
interest on their contractually due dates;

— an actual or expected significant
deterioration in a financial instrument’s
external or internal credit rating (if available);

— an actual or expected significant
deterioration in the operating results of the
debtor; and

— existing or forecast changes in the
technological, market, economic or legal
environment that have a significant adverse
effect on the debtor’s ability to meet its
obligation to the Group.

For loan commitments, the date of initial
recognition for the purpose of assessing ECLs
is considered to be the date that the Group
becomes a party to the irrevocable commitment.
In assessing whether there has been a significant
increase in credit risk since initial recognition of
a loan commitment, the Group considers changes
in the risk of default occurring on the loan to
which the loan commitment relates.
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CHANGES IN ACCOUNTING POLICIES
(Continued)

Significant increases in credit risk (Continued)

Depending on the nature of the financial
instruments, the assessment of a significant
increase in credit risk is performed on either an
individual basis or a collective basis. When the
assessment is performed on a collective basis,
the financial instruments are grouped based on
shared credit risk characteristics, such as past
due status and credit risk ratings.

ECLs are remeasured at each reporting date to
reflect changes in the financial instrument’s credit
risk since initial recognition. Any change in the
ECL amount is recognised as an impairment gain
or loss in profit or loss. The Group recognises
an impairment gain or loss for all financial
instruments with a corresponding adjustment to
their carrying amount through a loss allowance
account, except for investments in debt securities
that are measured at FVOCI (recycling), for
which the loss allowance is recognised in other
comprehensive income and accumulated in the
fair value reserve (recycling).

Basis of calculation of interest income on
credit-impaired financial assets

Interest income is calculated based on the gross
carrying amount of the financial asset unless
the financial asset is credit-impaired, in which
case interest income is calculated based on the
amortised cost (i.e. the gross carrying amount
less loss allowance) of the financial asset.

At each reporting date, the Group assesses
whether a financial asset is credit-impaired. A
financial asset is credit-impaired when one or
more events that have a detrimental impact on
the estimated future cash flows of the financial
asset have occurred.

Evidence that a financial asset is credit-impaired
includes the following observable events:

— significant financial difficulties of the debtor;

— a breach of contract, such as a default
or delinquency in interest or principal
payments;

— it becoming probable that the borrower
will enter into bankruptcy or other financial
reorganisation;
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Notes to the financial statements

CHANGES IN ACCOUNTING POLICIES
(Continued)

Significant increases in credit risk (Continued)

Basis of calculation of interest income on
credit-impaired financial assets (Continued)

— significant changes in the technological,
market, economic or legal environment that
have an adverse effect on the debtor; or

— the disappearance of an active market for a
security because of financial difficulties of
the issuer.

Write-off policy

The gross carrying amount of a financial asset
or contract asset is written off (either partially
or in full) to the extent that there is no realistic
prospect of recovery. This is generally the case
when the Group determines that the debtor
does not have assets or sources of income that
could generate sufficient cash flows to repay the
amounts subject to the write-off.

Subsequent recoveries of an asset that was
previously written off are recognised as a reversal
of impairment in profit or loss in the period in
which the recovery occurs.

Opening balance adjustment

As a result of this change in accounting policy,
the Group has recognised additional ECLs
amounting to HK$3,690,000, which decreased
retained earnings by HK$3,081,000 and increased
gross deferred tax assets by HK$609,000 at 1
January 2018.
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Notes to the financial statements
B SRR M &

3 CHANGES IN ACCOUNTING POLICIES

(Continued)
Significant increases in credit risk (Continued)
Opening balance adjustment (Continued)

The following table reconciles the closing loss
allowance determined in accordance with HKAS
39 as at 31 December 2017 with the opening loss
allowance determined in accordance with HKFRS
9 as at 1 January 2018.

ST BENEE (&)

= ARk KiE £F (&)
RwAZ (&

TREBB(EBESTTERDEIOREE
MR-F-tE+-A=1+—HWHR
BREFRRB(EBMBRELL)SE
IFEENR=-F—/\F—A—HNHA
BAREBETTHRE -

HK$’000
FET
Loss allowance at 31 December 2017 under BENEBEFTERDEIIRN -
HKAS39 —tFE+ZB=+—BMNBXER 34,613
Additional credit loss recognised at 1 January WZ=Z— \F— 8 — B®IFEI
2018 on: EREX
— Other receivable — HERR 1,143
— Bank balance trust and segregate account — $RITERRZEEERBIEF 37
— Fixed bank deposit with original maturity — REHRZR =18 A WiRIT
over 3 months EHF K 1,813
— Cash and cash equivalents - BekBRE&EEER 697
Loss allowance at 1 January 2018 R-ZE-—N\F—F—HWIBXER 38,303

4 CRITICAL ACCOUNTING JUDGEMENTS

AND KEY SOURCES OF ESTIMATION
UNCERTAINTY

(a) Actuarial assumptions on future
policyholders’ benefits

The process used to determine the
assumptions is intended to result in
estimates of the most likely outcome with
reasonable provisions for possible adverse
deviations.

The assumptions that are considered
include the expected number and timing of
deaths, surrenders, discount rates, renewal
expenses and inflation over the period of
exposure.
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Notes to the financial statements

CRITICAL ACCOUNTING JUDGEMENTS

AND KEY SOURCES OF ESTIMATION
UNCERTAINTY (Continued)

(a) Actuarial assumptions on future
policyholders’ benefits (Continued)

(i)

(ii)

(iii)

(iv)

Mortality

Prudent mortality tables and industry
mortality tables with margins are
used. They are compared with the
Group’s internal mortality experience
on a regular basis to ensure their
appropriateness.

Basically, the Group’s valuation of non-
annually renewable premium traditional
products is based on the following
mortality tables (except for some minor
blocks of policies):

— 105% of Hong Kong Assured Lives
Mortality Table 1993 with old age
adjustment; and

— A1967-70 Assured Lives Mortality
Table (Ultimate).

Both of the above tables are subject to
a four year age setback adjustment for
females.

Morbidity

Morbidity is based on the reinsurer’s
risk premiums which are relevant to
its market experience. It is compared
with the Group’s internal morbidity
experience on a regular basis to ensure
its appropriateness.

Withdrawal

Withdrawal rates are determined with
reference to pricing assumptions and
actual experience.

Discount rates

Discount rates are determined from a
prudent assessment of the yields on
existing financial assets and the yields
obtained on sums to be invested in the
future.

The Group’s valuation of non-annually
renewable premium traditional products
is based on the discount rate of 5%.
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4 CRITICAL ACCOUNTING JUDGEMENTS 4 EHEESHHERGTTITRERZRZZ
AND KEY SOURCES OF ESTIMATION BEERRE)
UNCERTAINTY (Continued)
(a) Actuarial assumptions on future (a) BRRREZEALTHBERR
policyholders’ benefits (Continued) (%)
(v) Renewal expenses and inflation (v) EREFHAEEEK

222

(vi)

The level of renewal expenses is based
on pricing assumptions. It is compared
with the Group’s internal expense study
result on a regular basis to ensure its
appropriateness.

The inflation rate assumption is 4%.
It is compared with the Hong Kong
Consumer Price Indices on a regular
basis to ensure its appropriateness.

Change in assumptions and
sensitivity to changes in variables

Sensitivity tests are conducted
using varying mortality, morbidity
and discount rate assumptions to
measure the impact of deviations from
anticipated experience.

The Group performs this sensitivity
analysis for non-annually renewable
premium traditional products to
estimate the sensitivity of reserve to a
particular movement in an assumption
with all other assumptions remaining
unchanged. Since the changes in
the assumptions of withdrawal,
renewal expenses and inflation only
have minimal impact on the future
policyholders’ benefits, they are not
considered in this sensitivity analysis.
The following table demonstrates the
resulting impacts:

(vi)

BREMANKERZUEERR
RER - CEHEAEENR
MERPEERETLE - U
BAREEA -

BRERRB4% - EEEH
HEBEEYEEMFLER
LIRAEE -

18 5% 8 1L 7] 7 B [ 3 B 1L Y 8
BE

FEATENETE - FHEEHN
RO RERETHRBERA
st EmEARERNTE

AEEHFFERBRNERE
mEIT BB DA - URER
FBEREMBRRRIETET &
SHREHBERENHRE -
HRERR - EREANERR
RSB EHRRREFHA
A SEREMTE  BALE
EERHRAMITFRTER -
TRERTHEEENTE

2018 Change
in profit after

Change in tax and

Variables variables Equity
—E-N\F

B m

BE SBENHL RESL
HK$°000

FHET

Discount rate AR3R & +1% 376,631
-1% (431,986)

Mortality/morbidity RTRBRFE +10% (43,884)
-10% 44,847
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Notes to the financial statements

CRITICAL ACCOUNTING JUDGEMENTS

AND KEY SOURCES OF ESTIMATION
UNCERTAINTY (Continued)

(a) Actuarial assumptions on future
policyholders’ benefits (Continued)

(vi)

Change in assumptions and
sensitivity to changes in variables
(Continueqd)

Universal life, variable universal
life, deferred annuities and annually
renewable premium traditional products
whose future policyholders’ benefits
are independent of mortality, morbidity,
discount rates, withdrawal, renewal
expenses and inflation are excluded
from this analysis.

The fair values of investments are
sensitive to interest rate changes.
As the Group’s main products are
universal life products, interest rates
may have an impact on the products’
guaranteed minimum payouts and on
interest credited to account holders.
As interest rates decrease, investment
spreads may contract as interest
rates approach minimum guarantees,
potentially resulting in an increased
liability of the Group. As long as the
total interest credited is higher than
the guaranteed minimum amount,
the Group has discretion on the
crediting rate. The Group’s exposure
to interest rate risk associated with
these types of products is therefore
minimal. The Group may be exposed
to interest rate risks in connection with
traditional insurance products, which is
considered inconsequential in view of
the Group’s product portfolio. As such,
no sensitivity analysis for the underlying
interest rate risk is performed.
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CRITICAL ACCOUNTING JUDGEMENTS

AND KEY SOURCES OF ESTIMATION
UNCERTAINTY (Continued)

(b)

(c)

Determination of consolidation scope

All facts and circumstances must be taken
into consideration in the assessment of
whether the Group, as an investor, controls
the investee. The principle of control sets
out the following three elements of control:
(a) power over the investee; (b) exposure, or
rights, to variable returns from involvement
with the investee; and (c) the ability to use
power over the investee to affect the amount
of the investor’s returns.

An investor’s initial assessment of control
or its status as a principal or an agent

4
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would not change simply because of a AmMRNREWumEFaRE
change in market conditions (e.g. a change HEEHRMKE)MELRED B
in the investee’s returns driven by market FETh R & B LS BIRAY = 1E 1 4

conditions), unless the change in market
conditions changes one or more of the three
elements of control listed above or changes
the overall relationship between a principal
and an agent.

At the end of each reporting period, the
Group assesses the variable returns arising
from other equities and uses plenty of
judgments, in combination with historical
exposure to variable returns, to determine
the consolidation scope.

Classification and Fair value of derivative
and financial instruments

Under HKFRS 9, classification of financial
instruments depends on the contractual
cashflow characteristics (the Solely Payment
of Principal and Interest (“SPPI”) criteria)
and driven by the business model of the
entity. A financial asset that does not meet
the SPPI criterion is always measured at
FVPL, unless it is an equity instrument
for which an entity applies the election to
measure at FVOCI. Management judgement
is involved throughout the assessment.

The Group selects appropriate valuation
techniques for financial instruments
which are classified as level 2 and 3
investments in accordance with the Group’s
significant accounting policies. Note 5
provides detailed information about the
key assumptions used in the determination
of the fair value of material financial
instruments.

(c)
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Notes to the financial statements

4 CRITICAL ACCOUNTING JUDGEMENTS
AND KEY SOURCES OF ESTIMATION
UNCERTAINTY (Continued)

(d)

Expected credit loss estimation

The Group selects appropriate methodology
and assumptions in accordance with the
Group’s significant accounting policies. Note
3 provides detailed information about the
key assumptions used in the determination
of the expected credit loss of financial
instruments classified under amortised cost
and for debt instruments carried at FVOCI.

5 INSURANCE AND FINANCIAL RISK
MANAGEMENT

(a)

Risk management objectives and policies
for mitigating insurance and financial risk

The Group operates in a business
environment which is subject to various
risks and uncertainties. Such risks and
uncertainties can be classified into two
categories, insurance risks and financial
risks.

(i) Insurance risks

The Group manages insurance risks
through prudent pricing guidelines,
reinsurance and underwriting
management and monitoring internal
and external emerging trends and
issues.

EHSMEBERAT
—E—N\FER

B 35 SRR MY RE

4 EESHHERMEFTIREREZEZ
BEERR (&)

(d)

TS AR A fhET

FEBHREAEENTES TR
RERBEMNHD EMEBR - M5ES
HEERTERDSUBHERATER
URAREETEEHSEH T AHM
FeWmcEBERMIANERE
ﬁﬁ%%ﬁﬁ%i%ﬁ%Zﬁmﬁ

5 RENESHERER

(a)

Bk EE B R R EERRENSEHE
B Y BRER

REEE—EX B ERRNTEE
RELENHRRBTEFE L
Rk AEEEA D AME R
JoR| B A0 < e L By

(i) RE2EE

AEEBERAEENEERES
BREMNAREEUREZER
TR FN SR 69 37 L 48 24 M 51 2B 3R
ERRBER o

225



Notes to the financial statements

B AR5 ¥R AR Y A

5

INSURANCE AND FINANCIAL RISK
MANAGEMENT (Continued)

(a)

Risk management objectives and policies
for mitigating insurance and financial risk
(Continued)

(i)

Insurance risks (Continued)

The Group’s underwriting strategy
seeks diversity to ensure a balanced
portfolio and is based on a large
portfolio of similar risks over a number
of years and, as such, it is believed
that this reduces the variability of the
outcome. This strategy is cascaded
down to individual underwriters through
detailed underwriting authorities
that set out the limits that any one
underwriter can write in order to ensure
appropriate risk selection within the
portfolio. Adherence to the underwriting
authorities is monitored through a
scheduled underwriting audit. In
addition, the Group has an Underwriting
Committee to establish policies and
procedures to supervise and assess
the insurance risks and to periodically
review and monitor the overall
underwriting management process. The
Group also has a Claims Settlement
Committee to establish policies and
procedures to supervise the claims
settlement policy. The committee
monitors the adequacy of the Group’s
reserves for the settlement of claims,
reviews significant claims or major
events, and investigates any fraudulent
claims.

The Group reinsures a portion of the
risks it underwrites in order to control
its exposure to losses to avoid the
risk of concentration and to protect
capital resources. Such transfers
of risks do not relieve the Group
of its primary liability and, as such,
failure of reinsurers to honour their
obligations could result in losses.
The Group reduces this risk by
evaluating the financial condition of
reinsurers and monitoring for possible
concentrations of credit risk. The
Group has a Reinsurance Committee
to establish policies and procedures
to properly and regularly supervise
and review proposed and existing
reinsurance activities covering ceded
risks to reinsurers. The committee also
periodically reviews and monitors the
financial stability of reinsurers.
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5 INSURANCE AND FINANCIAL RISK
MANAGEMENT (Continued)

(a) Risk management objectives and policies (a) EREEEEZERBERERINSER
for mitigating insurance and financial risk

(Continued)

(i) Insurance risks (Continued)

Concentration of insurance risks

The table below

Notes to the financial statements
g S EL R

5 REITHEBEERE)

B B BUR (48)
(i) REREE(E)
1R B2 B B2 9 55 /B

illustrates the

concentration of risks based on seven
bands of contracts grouped by benefits
assured for each life assured.

THRHATERLESHEE
MEBERE  MELSREIR

BEEZIRANRESA -

Sum insured Sum insured
before reinsurance after reinsurance
BREBANRREE BREANRREHE

HK$'000 % HK$’000 %
HK$’000 FET FET FiEn
2018 ZE-N\E
0-500 0-500 26,605,966 15 35,967,506 45
501-750 501-750 19,864,309 12 28,647,695 36
751-1,000 751-1,000 25,745,360 15 14,767,303 19
1,001-1,500 1,001-1,500 29,326,568 17 - -
1,501-2,000 1,501-2,000 19,445,527 11 - -
2,001-2,500 2,001-2,500 10,492,543 6 - -
>2,500 >2,500 41,325,657 24 - -
Total st 172,805,930 100 79,382,504 100

Sum insured Sum insured
before reinsurance after reinsurance
BREANERE BREANRFE

HK$°000 % HK$000 %
HK$000 FAT FET FE
2017 ZE-tF
0-500 0-500 - - - -
501-750 501-750 - - - -
751-1,000 751-1,000 - - - -
1,001-1,500 1,001-1,500 - - - -
1,501-2,000 1,501-2,000 - - - -
2,001-2,500 2,001-2,500 - - - -
>2,500 >2,500 - - - -
Total mer - - _ _

EHRSREEERAT

—E)\FFR
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5 INSURANCE AND FINANCIAL RISK
MANAGEMENT (Continued)

(a) Risk management objectives and policies
for mitigating insurance and financial risk
(Continued)

(ii) Financial risks

Exposure to credit, liquidity, interest
rate and currency risks arises in
the normal course of the Group’s
business. The Group is also exposed
to equity price risk arising from its
equity investments in other entities.
These risks are limited by the Group’s
financial management policies and
practices described below.

(1) Credit risk

The Group has exposure to
credit risk, which is the risk that
a counterparty will be unable to
pay amounts in full when due. Key
areas where the Group is exposed
to credit risk are:

— amounts due from issuers of
debt securities;

— bank balances;

— insurance and reinsurance
receivables;

— commercial mortgage loans;

— other unsecured receivables;
and

— derivative financial
instruments.

The Group manages its financial
assets to limit credit risk by
diversifying its portfolio among
various security types and
industry sectors. The Group
has an Investment Committee
to supervise and control
investments and related financial
matters. Investment policies and
guidelines have to be approved
by the committee. In addition,
the committee periodically
reviews investment strategies and
investment performance.
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5 INSURANCE AND FINANCIAL RISK
MANAGEMENT (Continued)

(a) Risk management objectives and policies
for mitigating insurance and financial risk
(Continued)

(ii) Financial risks (Continued)

(1)

EHSMEBERAT
—E—N\FER

Credit risk (Continued)

At 31 December 2018, 0.3%
(2017: 100%) of the Group’s
debt securities represented
investments in asset-backed
and mortgage-backed securities
in the United States of America
and PRC which are exposed
to sub-prime credit risks. The
Group does not originate any
residential mortgages but invests
in residential mortgage loan pools
which may contain mortgages of
subprime credit quality. Residential
mortgage loan pools are pools of
homogeneous residential mortgage
loans substantially backed by
Federal Housing Administration
and Veterans Administration
guarantees. As of 31 December
2018, the Group had no direct
subprime exposure through
the origination of residential
mortgage loans or purchases of
unsecuritised mortgage whole-loan
pools. The Group has implemented
a stringent review process for
determining the fair value of
securities containing these risk
characteristics. At 31 December
2018, 90% (2017: Nil) of the debt
securities have Standard and
Poor’s ratings of BBB or above
or equivalent ratings from other
reputable rating agencies. For the
year ended 31 December 2018,
impairment losses amounting to
HK$38,796,000 (2017: Nil) were
recognised in the consolidated
income statements. Further details
of the impairment losses are set
out in note 7(a).
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B SRR M &

5 INSURANCE AND FINANCIAL RISK
MANAGEMENT (Continued)

(a) Risk management objectives and policies
for mitigating insurance and financial risk
(Continued)

(ii) Financial risks (Continued)
(1) Credit risk (Continued)

In respect of bank balances, all
of them are due from authorised
institutions in Hong Kong, Macau,
the People’s Republic of China,
the United Kingdom and the United
States of America. Management
periodically reviews the credit
ratings of these authorised
institutions.

With respect to the recoveries
due from reinsurers, the Group is
exposed to the credit risk that the
amounts due under a reinsurance
contract may not be paid. For the
management of the underlying
risks, please refer to note 5(a)(i).

In respect of loans to policyholders,
direct premium receivables
and other loans to agents and
staff, management monitors the
repayment status on an ongoing
basis. Other unsecured receivables
mainly comprise accrued interest
income on debt securities, where
the credit risks are limited by the
diversification of its investment
portfolio as mentioned above.

The maximum exposure to credit
risk is represented by the carrying
amount of each financial asset in
the statement of financial position
after deducting any impairment
allowance.

Further quantitative disclosures in
respect of the Group’s exposure to
credit risk arising from insurance
and reinsurance receivables, other
account receivables and other
receivables are set out in notes 27,
28 and 29.
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B 75w = BT et
5 INSURANCE AND FINANCIAL RISK 5 RENEEEREEE)
MANAGEMENT (Continued)
(a) Risk management objectives and policies (a) EREEEEZERBERERINSER
for mitigating insurance and financial risk B Y IBLER (48)
(Continued)
(ii) Financial risks (Continued) (i) ZEERE(E)
(2)  Liquidity risk 2) nEBELEE
The Group has to meet daily calls 4&%.,,\ WmERAEHES
on its cash resources, notably ERES ?? FERBE
from claims arising from its life & E B o B Mt A A&
insurance contracts. There is ZHESPE L4 E 2
therefore a risk that cash will not EENEKR .  XREFHBE
be available to settle liabilities BHRED AR B
when due. The Group manages HmMEREHNREER
this risk by setting a minimum HEESKFREELIE
level of liquidity cash that will be Péx o
available to cover claims maturities
and surrenders.
(i)  Financial liabilities (i) ZHEE
The following tables show TERERYNTAEHF
the remaining contractual ETESREER
maturities at the end of LHRZEBTE
the reporting period of = 2B ERPR » T3 iR
non-derivative financial SREFBLIRE SR
liabilities, which are based 2 N AN E E A] fE 22
on contractual undiscounted TNz RER B
cash flows and the earliest HEY
date can be required to pay:
2018 pAil)
“%-)\& “E-1f
Total Total
contractual Within contractual Within
Carrying undiscounted  fyearor  Morethan ~ Camying undiscounted  1yearor  More than
amount  cash flows  on demand fyear  amount cashflows ondemand 1 year
HEE i S T0%A%E  15Ad
FEE FOMEEE REREE (1ENL  BEE BENESE REEE  1EML
HKS000  HKSO00  AKSO00  HKSO00  HKSOOD  HKSOO0  HKSO0D  HKS000
i tr o th fEt Tt T
Reinsurance premium payables ENERRRE M40 3401 34001 - - - - -
Other acoounts payables ~ ERERES 51864 821864 521,864 - iRETS dRETS dBETS -
Accrued expenses and other  ESTERRER
payables g 02459 82459 824592 - 10180 101800 101,890 -
Financial iabies atfarvalue AR B BRESE
through proft or loss TAERZEBEE 50310 503,10 - B03M%0  dM7H dTAD TBOBS 363677
Finance lease fbilty EEE 554 15000 35 M8 B0 4% 7789 16419
Bank borrowings ENEE 1198206 1321416 54681 1,266,735 - - - -
33101 3500014 A7H801 1782313 1019277 1020473 GAOSIT 30,156
EREHEBERAR

—E-N\EFR
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Notes to the financial statements
B SRR M &

5 INSURANCE AND FINANCIAL RISK 5 RENSEREAREEE)

MANAGEMENT (Continued)

(a) Risk management objectives and policies (a) EREZEAEREERBNSHE
for mitigating insurance and financial risk B BV IBUSR (48)

(Continued)
(i) EEEEE)
2) mEBELEE(E)

(ii) Financial risks (Continued)

(2) Liquidity risk (Continued)

(i) Liabilities under insurance and (i) REEERKES
investment contracts A
The following table presents TREH T REA
the estimated timing of REREETAR
payments for the amounts EENRBERR
recognised in the statement KRPFIBERSEN
of financial position arising RET TR - B
from liabilities under LEEBEEER
insurance and investment BREARRER
contracts. These contracts LERHERZE
typically include policyholder EEREENEER

BRI -

surrender or transfer options
at a value equal to, or below,
the carrying value of those

liabilities.
2018 2017
-\ ZE-tF
1year More than 1year More than
Total or less 1 year Total or less 1 year
&% 159F8  1ENE g 1FIFER 1ENE
HK$'000  HK$'000  HK$'000 ~ HK$'000  HK$'000  HK$'000
FEr  TEr  FEr  TExn  tEr  TEn
Insurance contract REcRERES
provisions 39,362,136 2,315,766 37,046,370 - - -
Investment contract REGRSE
liabilities 4,131,951 224,868 3,907,083 - - -
Outstanding claims AR 123,823 123,823 - - - -
43,617,910 2,664,457 40,953,453 - - -

YUNFENG FINANCIAL GROUP LIMITED
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5 INSURANCE AND FINANCIAL RISK
MANAGEMENT (Continued)

Notes to the financial statements
B 7% R 3k B =

5 REITHEBEERE)

(a) Risk management objectives and policies (a) EREEEEZERBERERINSER
for mitigating insurance and financial risk BRI BER (48)
(Continued)

(ii) Financial risks (Continued)

(3)

EHSMEBERAT
—E—N\FER

Interest rate risk

Interest rate risk is the potential
for interest rates to change, which
can cause fluctuations in the
value of investments and in the
amounts due to policyholders.
To the extent that fluctuations in
interest rates cause the duration of
assets and liabilities to differ, the
Group controls its exposure to this

(i) EEEEE)
(3) FIEEfE

MEREEENRELCH
AR A REEHIKR
EEENBYRERSS
AZHEKE - NRF
RRBEHREENMEE
MBBEZR AXEH
BREENAGBATRR
AP EREENERE
MREREFH)EFHE

risk by, among other things, asset A0 o
and liability matching techniques
that account for the cash flow
characteristics of the assets and

liabilities.
(i) Interest rate profile () FIFEEEER
The following table details T R EFul AN & FH 5
interest-bearing financial EsmEENER
assets and financial liabilities EERNBEHAN
at the end of the reporting F=E o
period.
2018 2017
—EB-N\F —E—tF
HK$’000 HK$°000
FHET FHET
Financial assets TRMEE
Statutory deposits EEF 1,532 —
Debt securities and BEREFFRIEFER
mortgage loans 34,624,636 —
Loans to agents mRERETEH
and staff HNEX 26,773 2,000
Cash and cash equivalents BE&RIRESEEEH
and deposits with banks LA K& #E=1E A ZI &8
maturing more than three  KY$R1TIE 5K
months 5,443,479 3,762,687
Financial liability cHAE
Bank Loans BITER 1,198,226 —
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B SRR M &

5 INSURANCE AND FINANCIAL RISK 5
MANAGEMENT (Continued)

REgM< B EREEE &)

(a) Risk management objectives and policies (a) EREEEEZERBERERINSER
for mitigating insurance and financial risk BRI BER (48)

(Continued)
(ii) Financial risks (Continued)

(i) 2HEERE(E)

(3) Interest rate risk (Continued)

(3) FEmEpEEE)

234

(i) Sensitivity analysis (i)  BUEE 7T
While it is more difficult BEEtERrRBRAas
to measure the interest B A 2= 81 R E EE AR
sensitivity of the insurance BEEEEH®H B
liabilities than that of the NEBEEEAFE L
related assets, to the extent BRBREMNBRT
that the Group can measure REER B R RE
such sensitivities the Group B 45 & 4 BE K ig 3K
believes that interest rate HEHEAEREGE
movements will generate {E BN EEEBE
asset value changes that 21k o
substantially offset changes
in the value of the liabilities
relating to the underlying
products.

Financial assets and liabilities THIEEHEE

At 31 December 2018, it RZEBE-N\F+=
is estimated that a general B=+—8 - {45
increase/decrease of one BERNREREFH

percentage point in interest
rates would decrease/

TE—EHTF 5
TEETREERE

7

Gols
increase the Group’s profit MEEms K
after tax by approximately EEH &SR H
HK$28,909,000 (2017: Nil) MR 4 2
and decrease/increase the #28,909,000 /&
equity by approximately TT(ZE — & F:
HK$768,736,000 (2017: Nil) B RT) BREH
respectively so far as the N R b I F |
effect on interest-bearing 768,736,000 T
financial assets is concerned. —E—+F BB
JT) °©

The sensitivity analysis tRBREDNTD
above has been determined ERAEZ2HE RN
assuming that the change in MEBRARBEEZR
interest rates had occurred BIEE o

at the end of the reporting
period.
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Notes to the financial statements

5 INSURANCE AND FINANCIAL RISK
MANAGEMENT (Continued)

(a) Risk management objectives and policies
for mitigating insurance and financial risk
(Continued)

(ii) Financial risks (Continued)

(4)

EHSMEBERAT
—E—N\FER

Currency risk

The Group’s currency exchange
risk is mainly related to certain
policies that are not written
in the United States dollars.
However, most of the policies
are denominated in the United
States dollars. As the Group’s
investments are primarily made in
the United States dollars, coupled
with the fact that the Hong Kong
dollars are pegged to the United
States dollars, management does
not believe that the currency risk
is material. For investments made
in non-United States dollars, the
Group mitigates currency risk
through the use of cross-currency
swaps and forward contracts.
Cross-currency swaps are used to
minimize currency risk for certain
non-United States dollar assets
and liabilities through a pre-
specified exchange of interest
and principal. Forward contracts
are used to hedge movements
in exchange rates. As such, no
sensitivity analysis is prepared for
currency risk.

5
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(a)

Bk EE B R R EERRENSEE
PR Y BRER ()

(i) EEEEE)

(4)

B

AEBNEREREENR
WIHUETHENRER
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B i SRR M &

5 INSURANCE AND FINANCIAL RISK 5 RENSEREAREEE)

MANAGEMENT (Continued)

(a) Risk management objectives and policies (a) EREEEERBRERBRNEHE
for mitigating insurance and financial risk B BV IBUR (48 )
(Continued)
(i) Financial risks (Continued) (i) 2HEERE(E)
(4) Currency risk (Continued) (4) E#mEkE(E)
()  Exposure to currency risk () E#EEEO
The following table details the TRFIAREFHR
exposure at the end of the R & HY R % LB T
reporting period to currency ST EZEREEDN
risk arising from financial EEMELAEYRA
assets or financial liabilities Péz 2 FHE o
which are presented in Hong
Kong dollars.
2018
E-)\E
United .
States  Camadian ~ Macau  British  Australian Chinese ~ Japanese  Thailand  Singapore
Dollars  Dollars ~ Patacas ~ Pounds  Dollars  Euros  Renminbi Yen Baht  Dollars
£ I Af it An En AR BT B iR
HKSO00  HKSUOO  HKSDDD  HKSODD  HKSO00  HKSOOO  HKSUD  HKSODD  HKSO00  HKSO00
FHT  fEr TEr  TEr TR FET FEr T TR FEi
Financial assets ~ $HEE
Investments RE 35,007,083 - - - - - - - - -
hsranceand  EWRER
reinsurance ARER
receivables 165,328 - 126 - - - - - - -
Otheraccount ~ EfERER
receivables 11,735 - - - 3 - 297 - - 1
Other receivables AN 432426 - - 448 168 28 - 115 - -
Cashandcash  BEREE5E
equiaentsand ~ BEAR
deposits it~ @=(ER
banks maiuing ~ HE5H0
more than three  IFEA
months and BUkF
segregated
accounts 2,334,791 13 31,124 756 3,064 838 26,113 522 2 18
38,042,263 13 37,250 1,204 3,23 1,066 21,070 637 2 19
Financial liabities $B&&
Renswance  EAIERR
premium g
payables ~ 225,031 - - - - - - - - -
Derivative financial 7428
instruments I8 49,280 - - - - - - - - -
Otheraccount  EftfEf
payables B 132,229 13 - 62 9 - 12,183 - - 17
Other payables ~ EfEAFE 474360 - - - - - - - -
Investment contract &4
liablties 8 2,094,776 - 018 - - - - - -
Outstanding claims & iREst 44,015 - [ - - - - - -
3,019,801 13 70927 62 92 - 12,183 - - 17
Notional amount ~ EEREf4
of currency- il
related derivative 2258
contracts (16,287,292) - - - - (13,65) - - - -

YUNFENG FINANCIAL GROUP LIMITED
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g S EL R

5 INSURANCE AND FINANCIAL RISK 5 RENEEEREEE)
MANAGEMENT (Continued)
(a) Risk management objectives and policies (a) EREEEEZERBERERINSER
for mitigating insurance and financial risk BRI BER (48)
(Continued)
(i) Financial risks (Continued) (i) EEEEE)
(4) Currency risk (Continued) (4) EHEE(E)
() Exposure to currency risk () EREEHO(E)
(Continued)
217
TE-tE
United )
States  Canadian ~ Macau British ~ Australian Chingse ~ Japanese  Thailand ~ Singapore
Dollars ~ Dollas  Patacas  Pounds  Dollars Euros  Renminbi Yen Bant  Dollars
3 IV s} 4 A7 Bt ARE An 2 i

HKS000  HKS'000  HKS000  HKS000  HKS000  HKSO00  HKS000  HKS000  HKS000  HK$'000
fér fEn  TEn TEr  fEn TEr TR fEn it fEx

Financial assets  4REE

Investments bt = = = - - - - - - -

Iswanceand ~ ENRER

reinsurance ARER

receivables = - - - - - - - - B
Otheraccount  EHERED

receivables 36,362 - = = - - - - - -

Cashandcash ~ HER%ESEE
equivalentsand ~ BEUAR
deposts with ~~ @=ERH
banks maturing KA
more thanthree ~ BEUAR
months and BUBF

segregated

accounts o 3,202,256 14 = 67 14) - 1808 = = 14
Derivative financial §4 4RI E

instruments = = - - - - - - - -

3,238,638 14 - 67 140 - 18,088 - - 14

Financial liabilties $B&&
Renswance  EfIERR

premium g

payables ~ = - - - - - - - - -
Derivafive financial fi£2RIE

instruments = = - - - - - - - -
Otheraccount  EHERZE

payables (186,584) (14 - 67) (109) - (388) - - (14
Investment contract AEARER

[iabilities = = - - - - - - - -
Outstanding claims & RE3! = = = - - - - - - -

(186,584) (14) - 67) (109) - (389) = - (14

Notional amount S8BT

of currency- LRSS

related derivative &%

contracts = = - - - - - - - -

EREHEBERAR 237
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B SRR M &

5 INSURANCE AND FINANCIAL RISK 5
MANAGEMENT (Continued)

REgM< B EREEE &)

(a) Risk management objectives and policies (a) EREEEEZERBERERINSER
for mitigating insurance and financial risk BRI BER (48)

(Continued)

(ii) Financial risks (Continued)

(i) EEEEE)

The Group is exposed to equity
price changes arising from equity
investments and derivative

(5) Equity price risk (5) KREREE

AEBEAAEAEER
BREABAUDREE
SFEREHZHTARS

instruments classified as financial ZEMEEZRAKRE
assets at fair value through profit EGTETERUAAE
or loss and financial liabilities at Bt BHEHFT AR
fair value through profit or loss mZEtBMEBEEZ

held by the Group. Gains and
losses arising from changes in the
fair value of financial assets and
financial liabilities at fair value
through profit or loss are dealt with
in consolidated income statement

The portfolio of unit trusts backing
linked insurance contracts, which
the Group carries on its statement
of financial position at fair value,
has exposure to price risk.
However, such price risk is fully
borne by the policyholders as the
benefits payable are linked to the
price of the securities.

The portfolio of unit trusts backing
non-linked insurance contracts,
which the Group carries on its

REZBER - LD R
BEFTEEEEHTA
BERveREERESA
BEAREBEEEBEL
ZBEIDRGaRER
R o

BEUEEXFESAAR
REENREAS(AE
EMEARBEEAMK
AR 3R B 53R ) f7 A2 B 4K
[ B o FRA BB A 4G 1Y E2
HoEREHNE EREA
ﬁ%é&lﬁ%%ﬁkﬁk

BEUFEIXEFRESEN
REBEESENREMAS (F
SERAREBEEEHEY

statement of financial position at AR R R H R ) bFE
fair value, also has exposure to BXER - ZEBEE
price risk. This risk is defined as EE5EBHENAREE

the potential loss in market value
resulting from an adverse change
in prices.

At 31 December 2018, the
unit trusts backing non-linked
insurance contracts were classified
as fair value through profit or loss
under overlay approach at their fair
value of HK$565,133,000 (2017:
Nil).

FmBEEEERX -

R=—B—N\F+=5
=t+—B BafE®
HEEERRBAFE
572 7 {E18 565,133,000
BR(CB—LF: BB
7 ) W RIGR B B 5% L
AREEHEEESD
AR o

238 YUNFENG FINANCIAL GROUP LIMITED
Annual Report 2018



Notes to the financial statements
B 7% R 3k B =

5 INSURANCE AND FINANCIAL RISK
MANAGEMENT (Continued)

(a) Risk management objectives and policies
for mitigating insurance and financial risk
(Continued)

(ii) Financial risks (Continued)

®)

EHSMEBERAT
—E—N\FER

Equity price risk (Continued)

At 31 December 2018, it is
estimated that an increase/
decrease of 10% (2017: Nil) in
the market value of Group’s
unit trusts backing non-linked
insurance contracts, with all other
variable held constant, would have
increased/decreased the Group’s
total equity by HK$56,513,000.

For the other investment under fair
value hierarchy level 2 and 3 that
is either backing linked insurance
contract and those that are not
related to insurance contracts,
their price risk impact on the
Group’s profit or total equity is
further analysed under fair value
measurement.

Fair value measurement

(1) Financial assets and liabilities
measured at fair value

Fair value hierarchy

The following table presents
the fair value of the Group’s
financial instruments
measured at the end of
the reporting period on a
recurring basis, categorised
into the three-level fair value
hierarchy as defined in HKFRS
13, Fair value measurement.
The level into which a
fair value measurement is
classified is determined with
reference to the observability
and significance of the
inputs used in the valuation
technique as follows:
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B B R AR B R

5 INSURANCE AND FINANCIAL RISK

MANAGEMENT (Continued)

(a) Risk management objectives and policies
for mitigating insurance and financial risk

(Continued)

(ii) Financial risks (Continued)

(5) Equity price risk (Continued)

Fair value measurement

(Continued)

(1) Financial assets and liabilities
measured at fair value

(Continued)

Fair value hierarchy

(Continued)

Level 1

valuations:

Level 2

valuations:

Level 3

valuations:

240

Fair value
measured using
only Level
1 inputs i.e.
unadjusted
quoted prices in
active markets
for identical
assets or
liabilities at the
measurement
date

Fair value
measured using
Level 2 inputs
i.e. observable
inputs which
fail to meet
Level 1, and not
using significant
unobservable
inputs.
Unobservable
inputs are
inputs for which
market data are
not available

Fair value
measured using
significant
unobservable
inputs
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Notes to the financial statements

5 INSURANCE AND FINANCIAL RISK
MANAGEMENT (Continued)

(a) Risk management objectives and policies
for mitigating insurance and financial risk
(Continued)

(ii) Financial risks (Continued)

(5) Equity price risk (Continued)

EHSMEBERAT
—E—N\FER

Fair value measurement
(Continued)

(1)

Financial assets and liabilities
measured at fair value
(Continued)

Fair value hierarchy
(Continued)

The Group has established
and maintained policies and
guidelines that govern its
valuation methodologies and
their consistent application.
These policies and guidelines
address the use of inputs,
price source hierarchies and
provide controls around the
valuation processes.

These controls include
appropriate review and
analysis of prices against
market activity or indicators
for reasonableness, approval
of price source changes,
price overrides, methodology
changes and classification
of fair value hierarchy levels.
The valuation policies and
guidelines are reviewed and
updated as appropriate.

5
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B B R AR B R

5 INSURANCE AND FINANCIAL RISK
MANAGEMENT (Continued)

(a) Risk management objectives and policies
for mitigating insurance and financial risk
(Continued)

(ii) Financial risks (Continued)

(5) Equity price risk (Continued)

Fair value measurement
(Continued)

(1)

Financial assets and liabilities
measured at fair value
(Continued)

Fair value hierarchy
(Continued)

Annually, the Group conducts
reviews of the primary pricing
vendors to validate that the
inputs used in that vendors’
pricing process are deemed
to be market observable as
defined in the standard. While
the Group was not provided
access to proprietary models
of the vendors, the reviews
have included on-site walk-
throughs of the pricing
process, methodologies and
control procedures for each
asset class and level for
which prices are provided.
The review also included an
examination of the underlying
inputs and assumptions for a
sample of individual securities
across asset classes, credit
rating levels and various
durations, a process the
Group continues to perform
for each reporting period.
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Notes to the financial statements
B 7% R 3k B =

5 INSURANCE AND FINANCIAL RISK
MANAGEMENT (Continued)

(a) Risk management objectives and policies
for mitigating insurance and financial risk
(Continued)

(ii) Financial risks (Continued)

(5) Equity price risk (Continued)

EHSMEBERAT
—E—N\FER

Fair value measurement
(Continued)

(1)

Financial assets and liabilities
measured at fair value
(Continued)

Fair value hierarchy
(Continued)

In addition, the pricing
vendors have an established
challenge process in place for
all security valuations, which
facilitates identification and
resolution of prices that fall
outside expected ranges. The
Group believes that the prices
received from the pricing
vendors are representative
of prices that would be
received to sell the assets at
the measurement date (exit
prices) and are classified
appropriately in the hierarchy.

The Group reviews the fair
value hierarchy classification
at each reporting period.
Overall, reclassifications
between levels occur when
there are changes in the
observability of inputs and
market activity used in
the valuation of a financial
asset or liability. Such
reclassifications are reported
as transfers between levels at
the beginning of the reporting
period in which the changes
occur. Given the types of
assets classified as Level 1
(primarily equity securities
and mutual fund investments),
transfers between Level 1
and Level 2 measurement
categories are expected to
be infrequent. There were
no such transfers during any
period presented. Transfers
into and out of Level 3 are
summarized in the schedule
of changes in Level 3 assets
and liabilities.
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Notes to the financial statements
B SRR M &

INSURANCE AND FINANCIAL RISK
MANAGEMENT (Continued)

(a) Risk management objectives and policies
for mitigating insurance and financial risk

(Continued)

(ii) Financial risks (Continued)

(5) Equity price risk (Continued)

Fair value measurement
(Continued)

(1)

Financial assets and liabilities
measured at fair value
(Continued)

Fair value hierarchy
(Continued)

The fair value of short-term
debt instruments, a maturity
less than 30 days, is assumed
to be equal to the book value.
The Group generally uses
unadjusted quotable market
prices from independent
brokers, when available,
to determine the fair value
of debt instruments with a
maturity greater than 30 days.
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Notes to the financial statements
g S EL R

5 INSURANCE AND FINANCIAL RISK 5 REVNSHERER#E)
MANAGEMENT (Continued)
(a) Risk management objectives and policies (a) EkREEEEZERBERENESER
for mitigating insurance and financial risk R IR (48)
(Continued)
(i) Financial risks (Continued) (i) £HEE(E
(5) Equity price risk (Continued) (5) REREEE)
Fair value measurement AREEFE(E)
(Continued)
(1) Financial assets and liabilities (1) BAREBETEN
measured at fair value ERHEEREE
(Continued) (#&)
Fair value hierarchy RAEBEELR(Z)
(Continueqd)
Fair value measurements as at Fair value measurements as at
31 December 2018 categorised into 31 December 2017 categorised into
H=8-N§T=A=t-BH H=8-tE1-A=1-BH
DMEEHENE DMEEHEAE
Level 1 Level 2 Level 3 Level 1 Level 2 Level 3

F1ER #2ER FOER F1ER BV F3ER
HKS 000 HKS 000 HKS 000 HKS 000 HK8 000 HKS 000
Tér i Tér i Tér i

Recurring fair value measurement ~ REREEfIE

DMEE
Rssets/(iabltes) B2 /(88)
Financial assets at far value through profit JAABE: 8 BEBH
o loss: \EhzeRER
— Private credit and other - WARRRAMETER
trust product type funds LS - - 538,613 - - -
— Creditfinked obligation note - RREEIEERE - - 2275 - - -
~ Listed equity - kg - - - 3,209 - -
~ Leveraged and structured note - BRREBLES
investment RE - 1,799,058 88,980 - - -
= Unit trust - Blifit 553,299 6,373,169 11,834 - - -
— Interest in a jont venture - NAgLENER - - 79,128 - - -
— Insurance contract related - RECREEN
partnership investment ABhE - - 1,378,578 - - -
— Unlisted fundshare option - §LES/Rft
07 - 218 - - 27 -
Financial asset at far value through other AR B BT BBASH S
comprehensive income GelEeREE
— Debt securies -EkE% - 6,710,854 3,606,407 - - -
~ Peretual capial measured at far - WALEE B2
value XEER - 13213 - - - -
Avallable-for-sale financial assets THLESREE
Overseas investment funds BREES - - - - - -
— Mutual fund investments - LEESRE - - - 326,601 - -
~ Private credit funds - hAERES - - - - - 293,554
— Credit finked obligation note - ERELAEEZE - - - - - 192,721
~ Perpetual capital measured at - IDAERHEZ
fair value XEER - - - - 76,989 -
— Distressed asset funds - TREEES - - - - - 243
Financial iabiltes designated at fait value MR ABEHEAEEH
through proft o oss iTABRZEBER
— Fund linked note - BeELAZE - - - - (78,069) -
— Preference share liabity - Eihak - - (315,589) - - 207,071)
~ Third-party interests in - = IRfASHEE
consolidated fESER - - (187,542) - - (156,606
— Investment contract iabiities - REcRER - (4,131,951) - - - -
553,299 10,824,591 5,247,685 329,900 1,653 124 841
ERSRERBRAR 245
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Notes to the financial statements
B SRR M &

5 INSURANCE AND FINANCIAL RISK
MANAGEMENT (Continued)

(a) Risk management objectives and policies
for mitigating insurance and financial risk
(Continued)

(ii) Financial risks (Continued)
(5) Equity price risk (Continued)

Fair value measurement
(Continued)

(1) Financial assets and liabilities
measured at fair value
(Continued)

Fair value hierarchy
(Continued)

There were no transfers
between Level 1 and Level
2, or transfers into or
out of Level 3 except for
those includes under the
movement during the year in
the balance of Level 3 fair
value measurements and a
listed equity outside of Hong
Kong with nil carrying value
is transferred from level 1 to
level 3 upon being delisted.
The Group’s policy is to
recognise transfers between
levels of fair value hierarchy
as at the end of the reporting
period in which they occur.
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Notes to the financial statements

5 INSURANCE AND FINANCIAL RISK
MANAGEMENT (Continued)

(a) Risk management objectives and policies
for mitigating insurance and financial risk
(Continued)

(ii) Financial risks (Continued)

(5) Equity price risk (Continued)

EHSMEBERAT
—E—N\FER

Fair value measurement
(Continued)

(1)

Financial assets and liabilities
measured at fair value
(Continued)

Valuation techniques
and inputs used in Level
2 and Level 3 fair value
measurements for those
insurance contract related
assets and liabilities

The Group determines the
estimated fair value of its
investments using primarily
the market approach or the
income approach. The use
of quoted prices for identical
assets and matrix pricing
or other similar techniques
are examples of market
approaches, while the use
of discounted cash flow
methodologies is an example
of the income approach. The
Group attempts to maximise
the use of observable inputs
and minimise the use of
unobservable inputs in
selecting whether the market
or the income approach is
used.
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Notes to the financial statements
B SRR M &

INSURANCE AND FINANCIAL RISK
MANAGEMENT (Continued)

(a) Risk management objectives and policies
for mitigating insurance and financial risk

(Continued)

(ii) Financial risks (Continued)

(5) Equity price risk (Continued)

Fair value measurement
(Continued)

(1)

Financial assets and liabilities
measured at fair value
(Continued)

Debt securities

U.S. Treasury securities
and obligations of U.S.
government corporations and
agencies — These securities
are principally valued using
the market approach. Level 2
valuations are based primarily
on quoted prices in markets
that are not active, or using
matrix pricing or other similar
techniques using standard
market observable inputs
such as the benchmark
U.S. Treasury yield curve,
the spreads versus the
U.S. Treasury curve for
the identical security and
comparable securities that are
actively traded.
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Notes to the financial statements

5 INSURANCE AND FINANCIAL RISK
MANAGEMENT (Continued)

(a) Risk management objectives and policies
for mitigating insurance and financial risk
(Continued)

(ii) Financial risks (Continued)

(56) Equity price risk (Continued)

EHSMEBERAT
—E—N\FER

Fair value measurement
(Continued)

(1)

Financial assets and liabilities
measured at fair value
(Continued)

Debt securities (Continued)

Debt securities issued by
foreign governments and
state and local government
securities — These securities
are principally valued using
the market approach. Level 2
valuations are based primarily
on matrix pricing or other
similar techniques using
standard market observable
inputs including benchmark
U.S. Treasury or other yields,
issuer ratings, broker-dealer
quotes, issuer spreads and
reported trades of similar
securities, including those
within the same sub-sector
or with a similar maturity or
credit rating. Valuations based
primarily on matrix pricing,
discounted cash flow models
or other valuation techniques
that utilize significant inputs
that are unobservable or
cannot be derived principally
from, or corroborated by,
observable market data or
from inputs including quoted
prices for identical or similar
securities that are less liquid
and based on lower levels of
trading activity than securities
classified in Level 2 are
classified as Level 3.
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Notes to the financial statements
B SRR M &

5 INSURANCE AND FINANCIAL RISK 5 RENEEEREEE)
MANAGEMENT (Continued)
(a) Risk management objectives and policies (a) EkREEEEZERBERENESER
for mitigating insurance and financial risk R IR (48)
(Continued)
(i) Financial risks (Continued) (i) £HEE(E
(5) Equity price risk (Continued) (5) RIEREE(E)
Fair value measurement AREETEE)
(Continued)
(1) Financial assets and liabilities (1) BRAAEBEITEM
measured at fair value TREERAE
(Continued) (#&)
Debt securities (Continued) BRES (&)
Assets-backed securities BERFEFNIZ
(“ABS”) and mortgage- BEAESF —IE
backed securities (“MBS”) FBHEFEUMEE
— These securities are W EMGE F
principally valued using the “EBRMEEZEN
market approach or the KL ERE - £
income approach. Level EE - ITRERERN
2 valuations are based RS H AR
primarily on broker quotes, 52N EEL
matrix pricing, discounted FLEABER ZE
cash flow methodologies mE2HEBIER
or other similar techniques ERE - EFRRS
using standard market inputs wa o EEWHER
including spreads for similar, = FEHEMRE
actively traded securities, ERE£5E - EBE
spreads versus benchmark FHEBEALABRER
yields, expected prepayment B BT AEAT
speeds and volumes, & MMEFHYE
current and forecasted loss B~ N9 E H
severity, issuer credit ratings, H- 59X E-
weighted average coupon, i - EER I
weighted average maturity, ZWFE HAR
average delinquency rates, EMRMmERAT
geographic region, debt- R EF RSB
service coverage ratios and . HEEESRK
issuance-specific information R4 FRAE L
including, but not limited to: A FBHAK
collateral type, payment terms REBEBURER
of the underlying assets, BHA R o N 4B [ E
payment priority within the B -REERE
tranche, security structure, Mg HMFEHAE KR
deal performance and loan SHNKESZE
vintage. If the matrix pricing, MZEARZHAA
discounted cash flow models BRI EEEH
or other valuation techniques A8 R 35 & BHK
utilise significant inputs that SHEBE HAR
are unobservable or cannot BEFEITAE
be derived principally from, or ==
corroborated by, observable
market data, the fair value
measurement is classified as
Level 3.
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Notes to the financial statements

5 INSURANCE AND FINANCIAL RISK
MANAGEMENT (Continued)

(a) Risk management objectives and policies
for mitigating insurance and financial risk
(Continued)

(ii) Financial risks (Continued)

(5) Equity price risk (Continued)

EHSMEBERAT
—E—N\FER

Fair value measurement
(Continued)

(1)

Financial assets and liabilities
measured at fair value
(Continued)

Debt securities (Continued)

Corporate securities — These
securities are principally
valued using the market or
the income approaches.
Level 2 valuations are based
primarily on quoted prices in
markets that are not active,
broker quotes or using
matrix pricing or other similar
techniques that use standard
market observable inputs
such as benchmark yields,
spreads versus benchmark
yields, new issuances, issuer
rating, duration, and trades
of identical or comparable
securities. Privately placed
securities are valued using
discounted cash flow models
using standard market
observable inputs, and inputs
derived from, or corroborated
by, market observable data
including market yield curve,
duration, call provisions,
observable prices and
spreads for similar publicly
traded or privately traded
issues that incorporate the
credit quality and industry
sector of the issuer. This
level also includes securities
priced by independent pricing
services that use observable
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Notes to the financial statements
B SRR M &

5 INSURANCE AND FINANCIAL RISK 5 RENEEEREEE)
MANAGEMENT (Continued)
(a) Risk management objectives and policies (a) EREEEERBEREANSEHE
for mitigating insurance and financial risk B B IBUR (7B
(Continued)
(ii) Financial risks (Continued) (i) ZEEE(E)
(5) Equity price risk (Continued) (5) RIEREEE)
Fair value measurement AREETEE)
(Continued)
(1) Financial assets and liabilities (1) BAREEBESTEN
measured at fair value tREERERE
(Continued) (#&)
Debt securities (Continued) BHEES(E)
inputs. Valuations based P EE R H fhFE A
on matrix pricing or other EAXATHEBEEZSH
similar techniques that utilise HAEEEHATE
significant unobservable EhmEER B
inputs or inputs that cannot FTREAE B8
be derived principally from, or B E R B S xR
corroborated by, observable TEBZENEEY
market data, including ARECEHRES
adjustments for illiquidity, BRERZBEMNE
delta spread adjustments or LFENEHE E
spreads to reflect industry BE=ZBHK- It
trends or specific credit- o BERBMER
related issues are classified 1E &9 48 [&) =% 48 BL =&
as Level 3. In addition, inputs SHRESERER
including quoted prices for bt 24 3% 5 K 8
identical or similar securities BHXZEE @ &
that are less liquid and based DREZER -

on lower levels of trading
activity than securities
classified in Level 2 are
classified as Level 3.
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Notes to the financial statements

5 INSURANCE AND FINANCIAL RISK
MANAGEMENT (Continued)

(a) Risk management objectives and policies
for mitigating insurance and financial risk
(Continued)

(ii) Financial risks (Continued)

(5) Equity price risk (Continued)

EHSMEBERAT
—E—N\FER

Fair value measurement
(Continued)

(1)

Financial assets and liabilities
measured at fair value
(Continued)

Unit trusts and equity
securities

These securities are
principally valued using the
market approach. Level
2 valuations for equity
securities are based on
quoted market prices adjusted
for certain factors, such as
foreign market differential.
If quoted market prices
are not available, values
provided by other third-party
organisations are used. If
values from other third parties
are unavailable, certain equity
securities, including privately
held securities classified
within equity securities, are
valued using the market and
the income approaches.
Valuations are based primarily
on matrix pricing, discounted
cash flow methodologies or
other similar techniques using
inputs such as comparable
credit rating and issuance
structure. Certain of these
securities are valued based
on inputs including quoted
prices for identical or similar
securities, discounted cash
flow, solvency margin ratio
analysis and portfolio yields.
These valuations are based on
lower levels of trading activity
than securities classified in
Level 2 and are classified as
Level 3.
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Notes to the financial statements

B B R AR B R

5 INSURANCE AND FINANCIAL RISK
MANAGEMENT (Continued)

(a)

Risk management objectives and policies
for mitigating insurance and financial risk

(Continued)

(ii) Financial risks (Continued)

(5) Equity price risk (Continued)

Fair value measurement
(Continued)

(1)

Financial assets and liabilities
measured at fair value
(Continued)

Derivative financial
instruments

These financial instruments
are primarily valued using
the market approach. The
estimated fair value of
derivatives is based primarily
upon quotations obtained
from counterparties and
independent sources, such
as quoted market values
received from brokers. These
quotations are compared to
internally derived prices and
a price challenge is lodged
with the counterparties and
an independent source when
a significant difference cannot
be explained by appropriate
adjustments to the internal
model.

When quoted market values
are not reliable or available,
the value is based upon an
internal valuation process
using market observable
inputs that other market
participants would use.
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Notes to the financial statements
B 7% R 3k B =

5 INSURANCE AND FINANCIAL RISK
MANAGEMENT (Continued)

(a) Risk management objectives and policies
for mitigating insurance and financial risk
(Continued)

(ii) Financial risks (Continued)

(5) Equity price risk (Continued)

EHSMEBERAT
—E—N\FER

Fair value measurement
(Continued)

(1)

Financial assets and liabilities
measured at fair value
(Continued)

Derivative financial
instruments (Continued)

Significant inputs to the
valuation of derivative
financial instruments include
Overnight Indexed Swap and
London InterBank Offered
Rate basis curves, interest
rate volatility, swap yield
curve, currency spot rates,
Ccross currency basis curves
and dividend yield curves.
Due to the observability of the
significant inputs to these fair
value measurements, they are
classified as Level 2.

The use of different
assumptions or valuation
methodologies may have
a material impact on the
estimated fair value amounts.
For the periods presented,
there were no significant
changes to the Group’s
valuation techniques.
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Notes to the financial statements
B SRR M &

5 INSURANCE AND FINANCIAL RISK 5 REVNSHERER#E)
MANAGEMENT (Continued)
(a) Risk management objectives and policies (a) EREEEERBRERBRNESEE
for mitigating insurance and financial risk P B IBUR (48 )
(Continued)
(ii) Financial risks (Continued) (i) ZEEE(E)
(5) Equity price risk (Continued) (5) RIEREEE)
Fair value measurement AREETEE)
(Continued)
(1) Financial assets and liabilities (1) BAREEBESTEN
measured at fair value tREERARE
(Continued) (#&)
Derivative financial fTEESmMIA(E)
instruments (Continued)
Information about Level 3 fair FE=ERLAEE
value measurements FTEHEE -
Significant
Valuation unobservable Range Weighted
techniques inputs Min Max average
EXFT
fiEk®  BEEAE g8 nETHE
BIME BAE
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
7T 77 71 77 FET
Financial assets: SREE !
Financial asset at fairvalie ~ EEBBRTRARLEE
through profit or loss under st BEBH AR
overlay adjustment NemEE
— Partnership investment -AERE Netasset ~ Netasset NA NA NA
value value
AERH EETE TER TER TER
Financial asset at fair value ~ HAREHEBAEEH
through other comprehensive i AR ft&ANE
income: NEREE
— Corporate securities - hEE% Matrix pricing Credit 66BPS  1,150BPS 146BPS
and DCF spread
EBEEUR ERFE  o6%T 1150BHT  146EET
anenE
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Notes to the financial statements
B 7% R 3k B =

5 INSURANCE AND FINANCIAL RISK
MANAGEMENT (Continued)

(a) Risk management objectives and policies
for mitigating insurance and financial risk
(Continued)

(ii) Financial risks (Continued)

(5) Equity price risk (Continued)

EHSMEBERAT
—E—N\FER

Fair value measurement
(Continued)

(1)

Financial assets and liabilities
measured at fair value
(Continued)

Derivative financial
instruments (Continued)

Information about Level 3
fair value measurements
(Continued)

A description of the sensitivity
of the estimated fair value
to changes in the significant
unobservable in puts for
the more significant level 3
insurance contract related
asset and liability classes is
as follows:

Partnership interest — the
fair value estimation is
based on the net asset value
attributable to the Group
determined by the respective
fund managers. If such net
asset value attributable to
the Group is not yet readily
available, adjustments to the
fair value of the funds are
made based on the latest net
asset value with adjustments
based on subsequent
contribution made and
distribution received by the
Group. As at 31 December
2018, it is estimated that
with all other variables
held constant, a decrease/
increase in net asset value by
10% would have increased/
decreased the Group’s other
comprehensive income by
HK$137,858,000 (2017: Nil)
under overlay adjustment.
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Notes to the financial statements
B SRR M &

5 INSURANCE AND FINANCIAL RISK 5 REVNSHERER#E)
MANAGEMENT (Continued)
(a) Risk management objectives and policies (a) EREEEERREARBRMESEE
for mitigating insurance and financial risk BRI SR (48)
(Continued)
(i) Financial risks (Continued) (i) ZmEE(E)
(5) Equity price risk (Continued) (5) RIEREE (&)
Fair value measurement AREETE(E)
(Continued)
(1) Financial assets and liabilities (1) RAAREBEEN
measured at fair value THMEERAHE
(Continued) (#&
Derivative financial TESMIA(E
instruments (Continued)
Information about Level 3 FEERAAIEE
fair value measurements FTEHIEE (&)
(Continued)
Corporate securities — TXREFXF — D
Internally-priced corporate RE=ZERNOAZ
securities classified in Level EEQARERESBEHE
3 include certain below HEEBRREBEERR
investment grade watch list NEESENTR
and distressed fixed maturity EE B HE S - #
securities. For securities REANBERS
where discounted cash RERENES £
flows are used, the primary ERORNEIR RS 1IN
unobservable input is the ERERNDEEN
internally-developed discount BRI R o BRI R
rate. Significant increases BAEENMSFEHRA
in the discount rate would REEEERRK
result in a significantly lower R2ZITFARe mRLE
fair value, with the opposite BRT  AEEE
being true for decreases in AERASEEE
the discount rate. In certain ENFETEEE
cases, the Group uses an B REBEEREM
estimated liquidation value m 3% Al k¥4
of the borrower or underlying R L TE 25 B R
assets. The Group also AME~ B IE
applies market comparables, B A # 8 A R OE
such as earnings before (EBITDA) &% - &
interest, taxes, depreciation BiE L@ A
and amortisation (EBITDA) ERMEEHD R
multiples for certain EEEMm R2F
securities. In isolation, an Re RZE—NF
increase in the value of +t-B=+—-8"
these inputs would result BRAEHMEE
in an increase in fair value, EETE . MEE
with the opposite being BRZERED 1
true for decreases in the 10018 & ¥+ &N&
value of these inputs. As B HMES WS
at 31 December 2018, it is FEE E g,
estimated that with all other 4>219,955,000 /8
variables held constant, a T(ZB-—+tEF  F
decrease/increase in credit BIT) o
spread by 100 BPS would
have increased/decreased the
Group’s other comprehensive
income by HK$219,955,000
(2017: Nil).
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Notes to the financial statements

5 INSURANCE AND FINANCIAL RISK
MANAGEMENT (Continued)

(a) Risk management objectives and policies
for mitigating insurance and financial risk
(Continued)

(ii) Financial risks (Continued)

(56) Equity price risk (Continued)

EHSMEBERAT
—E—N\FER

Fair value measurement
(Continued)

(1)

Financial assets and liabilities
measured at fair value
(Continued)

Derivative financial
instruments (Continued)

Valuation techniques
and inputs used in Level
2 and Level 3 fair value
measurements for those non-
insurance contract related
assets and liabilities

Information about Level 2
investment

Perpetual capital — the fair
value is based on brokers
quote. As at 31 December
2018, it is estimated that
with all other variables held
constant, a decrease/increase
in quoted price by 5% would
have increased/decreased the
Group’s other comprehensive
income and equity after tax
by HK$3,057,000 (2017:
HK$3,214,000).

R B2 A & /= B

B 35 SRR MY RE
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Notes to the financial statements
B SRR M &

5 INSURANCE AND FINANCIAL RISK 5 REMcHEAREE#E)
MANAGEMENT (Continued)
(a) Risk management objectives and policies (a) EREEEERBERERANSHE

BB BUR ()

for mitigating insurance and financial risk
(Continued)
(ii) Financial risks (Continued)

(i) ZEEREE)

(5) Equity price risk (Continued) (5) RIEREE(E)

Fair value measurement AREETE(E)

(Continued)

(1) Financial assets and liabilities (1) ?h’éf‘cﬁfﬁﬁ‘l'%ﬁg
measured at fair value THMEERAHE
(Continued) (#&

Derivative financial TESMIAE)
instruments (Continued)
Valuation techniques E_ERAE=E
and inputs used in Level RAALEETEA
2 and Level 3 fair value B9 12 18 72 17 7 )
measurements for those A MBI RS [EE
non-insurance contract BEEMNEE (&)
related assets and liabilities
(Continued)
Information about level 3 EEBRBEWNE
investment B
Unlisted available-for- Significant
saIe_‘i_nvestmentQ Valuation technique unobservable inputs
FETAHEERE EER EXTABRBAE
Credit linked obligation note Price quote Price quote
GREAAEERE - &
Leveraged note investment/trust Recent transaction price  Recent transaction price
products

*I*;;‘ETJ%&E/F%F‘W B RS ER B RS ER
Private credit funds and interest in  Net asset value Net asset value

a joint venture i i
BAGHESRAGELENER EERE EERE

Preference share liability

Discounted cashflow

Expected distribution from
underlying fund investment
per annum and net asset value
of underlying fund investment

BERER ERBEERE SEREESREURERESR
BEEFENEADIK

Third-party interests in Net asset value Net asset value

consolidated funds . .
REMEESNE=FER EEFE EEFE
A description of the sensitivity HRFRRE R
of the estimated fair value BME-—REHEEMN
to changes in the significant BEER HA
unobservable inputs for =
those non-insurance contract “’LEﬂEZ_ET—J
related level 3 asset and BEmARS Ej).ﬂ’g
liability classes is as follows: BBERIMMNT
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Notes to the financial statements
B 7% R 3k B =

5 INSURANCE AND FINANCIAL RISK
MANAGEMENT (Continued)

(a) Risk management objectives and policies
for mitigating insurance and financial risk
(Continued)

(ii) Financial risks (Continued)

(56) Equity price risk (Continued)

EHSMEBERAT
—E—N\FER

Fair value measurement
(Continued)

(1)

Financial assets and liabilities
measured at fair value
(Continued)

Derivative financial
instruments (Continued)

Valuation techniques
and inputs used in Level
2 and Level 3 fair value
measurements for those
non-insurance contract
related assets and liabilities
(Continued)

Fund investments — the
fair value of private debt
securities investment fund
and interest in a joint venture
holding based on the net
asset value attributable to
the Group determined by the
respective fund managers.
If such net asset value
attributable to the Group
is not yet readily available,
adjustments to the fair value
of the funds are made based
on the latest net asset value
with adjustments based on
subsequent contribution made
and distribution received by
the Group.

Credit link obligation note
investment — the fair value
based on valuation model
and price quote provided by
the arranger of the note with
ongoing monitoring of our
investment committee and
risk management team in
conjunction with additional
information compiled by
portfolio manager including
performance and covenant
compliance information as
provided by the independent
trustee.
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Notes to the financial statements
B SRR M &

5 INSURANCE AND FINANCIAL RISK 5
MANAGEMENT (Continued)

REgM< B EREEE &)

RikEEEREREEFRRNSHE

(a) Risk management objectives and policies (a)

for mitigating insurance and financial risk
(Continued)

(ii) Financial risks (Continued)

(5) Equity price risk (Continued)

B B BUSR ()

(i) mEEE(E)
(5) KIEREEE (&)

Fair value measurement DPREBETE(E)

(Continued)

(1) Financial assets and liabilities (1) EAREEFTERN
measured at fair value %jﬂ EEREE
(Continued) (#&)

Derivative financial ST EE)

instruments (Continued)

Valuation techniques
and inputs used in Level

Qﬁ@ﬁ#gﬁf

2 and Level 3 fair value 1014 [ H A B
measurements for those A EHRE S E 1
non-insurance contract HEENEE (&)
related assets and liabilities
(Continued)
Preference share liabilities 1%5'5%@%1*[1%
and third parties interest in ﬁgﬁa1§§%¥mg
consolidated funds — the iz 5= = m
: : : TRHEBENARE
fair value of the financial : =
N . EXrERBESR
iabilities are determined 5 NPy =
. . ﬁﬂ'ﬂL\JﬂEﬁﬂ =
mainly based on the fair value BEERBERES
of the fund investments and AMEEWEER
credit link obligation as the ENMNE=FRZE
principal investment of the EHESHNERE
consolidated funds and the TMHEE °
effective interest of the third
parties in those consolidated
funds.
T _
Fund-linked note — fair value gﬁ@"‘”ﬁ%ﬂi
of the note based on the tgmz'xﬁ 7% %
o R HEZ2EES
principal repayment terms, BRABEEER
underlying reference fund iﬂ&&i@%‘ﬁéﬁﬁ@
price and option pricing TFEENAAEME -
model with appropriate
assumptions.
Leveraged note investment TIFEF%}E?Qﬁ%M%
and trust products — the EI}I;E?:'IJ _EEE/;‘\EZ
fair value based on recent :E””EQE?%);E’
transaction ori BRI mEY
prices of those B ER(E o

products or price quote
provided by brokers.

YUNFENG FINANCIAL GROUP LIMITED

262 Annual Report 2018



Notes to the financial statements

B 35 SRR MY RE

5 INSURANCE AND FINANCIAL RISK 5 REVNSHERER#E)
MANAGEMENT (Continued)
(a) Risk management objectives and policies (a) EREEEEZRBRERBRINSER
for mitigating insurance and financial risk P B IBUR (48 )
(Continued)
(i) Financial risks (Continued) (i) ZmEE(E)
(5) Equity price risk (Continued) (5) RIEREE (&)
Fair value measurement AREEFE(E)
(Continued)
(1) Financial assets and liabilities (1) ?h’éfjcﬁfﬁﬁ‘l'iﬂg
measured at fair value THMEERAHE
(Continued) (#&)
2018 2017
—E-N\F —E—tF
Effect on Effect on
profit after profit after
Change in the relevant tax and tax and
equity price risk EERERR retained retained
variable: BENE( % profit % profit
HBK HHi%
i F Al Al Al
RE =R R &7
% mge % A
HK$’009 HK$'009 HK$’OOQ HK$(009
FET FET FET FET
Leverage note investment IRZERE
Increase il 10 6,361 - -
Decrease e (10) (6,361) - -
Trust type fund products ETERELER
Increase 20 5 1,188 - -
Decrease " (5) (1,188) - -
Joint controlled entity HEEHER
Increase 2 10 5,741 - -
Decrease HD (10) (5,741) - -
Private credit funds MAGRES
Increase 2 10 50,719 - -
Decrease D (10) (50,719) = -
Credit linked note ERELAZE
Increase 2 10 2,727 - -
Decrease L (10) 2,727) - -
Preference share liability EEREE
Increase 2 10 - 10 -
Decrease HWD (10) - (10) -
Third party interest in REGEENE=R
consolidated fund s
Increase B 10 (18,239) 10 (11,138)
Decrease L (10) 18,239 (10) 11,138
Note: For those being reclassified 7 HRAMER=-Z
from available for sales —N\E—H—H
investment to fair value RACE B %R
through profit or loss upon EAER|INFEOIRE
adoption of HKFRS 9 on 1 BafEERE
January 2018, no comparative BEHHEHUD
is presented. REHEFTERH
BEGTAEZN
REmMS K2
MEBEER

EHSREBARAT

—E—N\FER
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Notes to the financial statements
B SRR M &

5 INSURANCE AND FINANCIAL RISK

MANAGEMENT (Continued) 5 RENeRERERE#E)

(a) Risk management objectives and policies _
for mitigating insurance and financial risk (a) EkREEEERBERENSEER
(Continued) B HYBUR (48)

(ii) Financial risks (Continued) (i) ZEEE(E)
(5) Equity price risk (Continued) (5) KEEEE)

Fair value measurement AREBETE(E)

(Continued)

(1) Financial assets and liabilities (1) BAREBEETEN
measured at fair value TREERAE
(Continued) (#&)

The movement during the FRE=ZBHRLR
year in the balance of Level 3 EEFTENERES
fair value measurements is as BT
follows:
Available-for-sale financial HRAELHEE
assets
2018 2017
—E-N\F —E—tF
HK$’000 HK$°000
FET FET
At 1 January B—A—H 488,518 24,430
Transferred to financial KACE B KRE
assets at fair value through  EB|)55 9551
profit or loss upon adoption ~ EEZELUNAE
of HKFRS 9 BfEEHS
FFABEN SR
g (488,518) —
Purchase BREE - 453,533
Impairment loss RE - (1,980)
Exchange alignment IMEBRITEER - 1,685
Credited to other FTAERMERE WS
comprehensive income - 10,850
At 31 December BR+=—B=+-—H - 488,518
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5 INSURANCE AND FINANCIAL RISK 5

Notes to the financial statements

MANAGEMENT (Continued)

(a) Risk management objectives and policies (a)

RS BER

B 35 SRR MY RE

B (&)

RikEEEREREEFRRNSHE

for mitigating insurance and financial risk

(Continued)

(ii) Financial risks (Continued)

(56) Equity price risk (Continued)

EHSMEBERAT
—E—N\FER

BR B BUR (A7)

(i) Zm@mE(E)

(6) RiEmEE (&)

Fair value measurement AREEFE(E)
(Continued)
Financial assets and liabilities (1) BAAEBEFEN
measured at fair value ERHEEREE
(Continued) (#&)
Financial assets at fair value HEEURALEE
through profit or loss EAREEH AR
BZLHEE
2018 2017
—E-N\F —E—tF
HK$’000 HK$’000
FET FET
At 1 January H—A—8 - =
Transferred from available-  (RAEKE B BHRE
for-sale financial assets AERI)EE 9 3R B8
upon adoption of HKFRS 9 BAftHESR
EE 488,518 —
Deconsolidation of a RZR&EER
previously consolidated EERILEH
fund (13,265) —
Recognition of a joint venture A AEBEE
carried at fair value EOiE 12,315 —
Capital injection/purchase xTEBE 535,490 —
Settlement on disposal EBH#H (290,688) =
Net realised loss on disposal B %R FEE (10,007) -
Exchange alignment IMEHRRITEER (320) —
Deemed gain on partial o HENSER
disposal e (23) —
Fair value change of NARBEEZE
investment (820) —
At 31 December R+=-—B=+—8 721,200 —
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Notes to the financial statements

B B R AR B R

5 INSURANCE AND FINANCIAL RISK
MANAGEMENT (Continued)

(Continued)

(ii) Financial risks (Continued)

(Continued)

(1)

5 REMNeEEREE#E)
(a) Risk management objectives and policies (a) EBREEEERBERREMNSER
for mitigating insurance and financial risk B B BUR (48)
(i) mEEE(E)
(5) Equity price risk (Continued) (5) KIER (&)

Fair value measurement AREEFE(E)
Financial assets and liabilities (1) EAREEFTERN
measured at fair value PRMEERAER
(Continued) (#&)

Financial assets at fair UAAREEEA
value through other BEEHiAEME
comprehensive income (debt ERBZEHEE
securities) (EHFES)
2018 2017
—E-N\F —F—tF
HK$’000 HK$’000
FET FET
At 1 January K—A—8H - =
Acquisition of subsidiaries WEEFIE A A 3,414,497 -
Purchase Prig 211,498 =
Settlements = (44,404) _
Net realised gain (loss) to FFABZHE#E
profit or loss B (5E) 201 -
Net unrealised gain (loss) FAEMERE WS
to other comprehensive AR IR F W E
income (E518) 44,615 =
At 31 December R+=-—BA=+—H 3,626,407 -
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5 INSURANCE AND FINANCIAL RISK

MANAGEMENT (Continued)

(a) Risk management objectives and policies
for mitigating insurance and financial risk

(Continued)

(ii) Financial risks (Continued)

(5) Equity price risk (Continued)

EHSMEBERAT
—E—N\FER

Fair value measurement

(Continued)

(1)

Financial assets and liabilities
measured at fair value

5 RENEHERE

(a) ERBEEB
B B BUSR (48)

3

Z

Notes to the financial statements

B 35 SRR MY RE

H(#)

BREERERNEEE

(i) ZEERE(E)
(5) RIEREE (&)

(Continued)
Financial assets at fair value URnlEEEA
through profit or loss under HEEGABm2
overlay adjustments ERBEAENZ
HEE
2018 2017
—E-N\F —E—+F
HK$’000 HK$’000
FET FET
At 1 January K—A—H - -
Acquisition of subsidiaries U BE [ B A A 1,284,419 —
Cost of investment BANKRERAE
purchased 154,752 —
Distribution received UK 2 49 2 B (51,239) —
Earnings reinvested BEFRRENK S 12,879 -
Disposal z (12,813) —
Net unrealised gain (loss) T AHMARE W=
to other comprehensive B R IR F U R
income (EBE) 1,158 —
Transfer into level 3 BAE=EBH 14,052 —
At 31 December R+t=—ZA=+—H 1,403,208 —
Financial liabilities at fair UR 7 EE B A
value through profit or loss HEH A Bm2
THEE
2018 2017
—E-N\F —E—+F
HK$’000 HK$°000
FET FET
At 1 January R—A— 363,677 —
Share issued/contribution B = T/LBZ
received HE 214,567 354,960
Deconsolidation of a ReftEERnES
consolidated fund HiF oD (3,489) —
Partial disposal of interest of B2 HERSHHEE
a consolidated fund ERESER (1,168) =
Distribution to third party PEEFE=
investor BEA (83,756) —
Exchange alignment INERRITEER 847 1,091
Fair value change NABEEEE 12,452 7,626
At 31 December WN+=HB=+—H 503,130 363,677
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Notes to the financial statements

B B R AR B R

5 INSURANCE AND FINANCIAL RISK 5 RENSHEMESEFE)
MANAGEMENT (Continued)
(a) Risk management objectives and policies (a) EREEEEZRBREREBRINSER
for mitigating insurance and financial risk P B IBUR (48 )
(Continued)
(ii) Financial risks (Continued) (i) ZEEE(E
(5) Equity price risk (Continued) (5) RIEREEE)

Fair value measurement AREBEFE(GE)

(Continued)

(2) Fair value of financial assets 2 FEAAREEYEER
and liabilities carried at other HEMEERERE
than fair value HNAREE
The carrying amounts of A6 B 1R B AN Sk
financial instruments carried HAARARNE R
at cost or amortised cost TENKE®EE =
were not materially different HA-ZZ—1t&H
from their fair values as at —E2-N\E+=AHA
31 December 2017 and 2018 =Et+—HWAARE
except for the following BERRIAK BE
financial instruments, for FREENLNT SR
which their carrying amounts TH HEMEE-
and fair value and the level AREEBEREAALE
of fair value hierarchy are BEERFENOT :
disclosed below:

Fair value measurements
as at 31 December 2018
2018 categorised into
RZZ-NE+-A=1+-HH
—E-N\E DAEEHENE
Carrying
amount Fairvalue  Level 1 Level2  Level 3
BHE OMABE SF1ER  H2BR  FIBR
HK$'000 HK$000 HK$'000 HK$000 HKS$’000
FEn FErn  FEx FEn FEn
Debt securities EBES 15,188,481 15,566,781 - 13,376,484 2,190,297
Loans and receivables ERREWT 7,183,581 7,379,482 - - 7,379,482
Fair value measurements
as at 31 December 2017
2017 categorised into
RZB-tE+-A=+-BH
ZE—tE DMEETENE
Carrying
amount  Fair value Level 1 Level 2 Level 3
FHE ALBE F1ER  F2BR  F3EAR
HK$°000  HK$'000  HK$'000 HK$'000  HK$'000
tér  FExr  FEr  FErT FEn
Debt securities ERES = = = - -
Loans and receivables EYREWH = - - - -
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Notes to the financial statements
B 7% R 3k B =

5 INSURANCE AND FINANCIAL RISK
MANAGEMENT (Continued)

(a) Risk management objectives and policies
for mitigating insurance and financial risk
(Continued)

(ii) Financial risks (Continued)

(5) Equity price risk (Continued)

EHSMEBERAT
—E—N\FER

Fair value measurement
(Continued)

)

Fair value of financial assets
and liabilities carried at other
than fair value (Continued)

Loans and receivables —
The fair value of mortgage
loans is established using a
discounted cash flow method
based on credit rating,
maturity and future income.
The fair value for impaired
mortgage loans is based on
the present value of expected
future cash flows discounted
at the loan’s effective
interest rate or the fair value
of the collateral if the loan
is collateral dependent.
A significant increase/
(decrease) in the discount rate
would result in a significant
decrease/(increase) to the fair
value.

5

REgM< B EREEE &)

(a)

EEEREEEREERBRANSREA
BB BUR ()
(i) ZEmEfE(E

(5) MRIERRE(E)

DAEESEE)

(2) ¥BEAREEIKR
MEMEER BB

A EEE)

EXREWRR —
BFRERNIAE
EEAERNE BT
A& BHBE AR
WAREREER
BEEE - SRE
ERERN D E
BEERUERER
MRBEE AR
RREREBHRE
I m (MRERK
EEARIBIAE
B BN ERH AIE
A (TR #E
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Notes to the financial statements

B BRI =
5 INSURANCE AND FINANCIAL RISK 5 REVNSHERER#E)
MANAGEMENT (Continued)
(a) Risk management objectives and policies (a) EREEEERBEREANSEHE

for mitigating insurance and financial risk P B IBUR (48 )

(Continued)

(ii) Financial risks (Continued) (i) ZEEE(E

(5) Equity price risk (Continued) (5) RIEREEE)
Fair value measurement AREETEE)
(Continued)
Financial assets and liabilities BETHEENERMEE
subject to offsetting, enforceable MEE TRHFEBATH
master netting arrangements FTRELEGE
The following summarises gross TRBETITEEEN
and net information of derivative EENBAENMFEE
assets and liabilities, along with B UREFFELEHE
collateral received and posted in HEMEENEWRME 2
connection with a master netting WK o
agreement:
2018
“E-N\E
Gross
amounts Net Dueand Collateral Net
Gross offset amount  accrued posted amount
RE:% | HER EEH

2R &R FR O OEGEE il B
HK$'000  HK$'000  HK$'000  HK$'000  HK$'000  HK$'000
FET FET FEn FEx FEx FEx

Other accounts H b MRS
receivable 26,859 (14,638) 12,221 - - 12,221
Other accounts payable EftifE{TERz! 51,103  (12,278) 38,825 - - 38,825
Derivative assets AR 12,667  (12,667) - - - -
Derivative liabilities k= 61,947 (12,667) 49,280 (208)  (57,408) (8,336)
2017
ZE—tF
Gross
amounts Net  Dueand Collateral Net
Gross offset amount  accrued posted amount
[RE% ) E2K
s HE FE EAeE ERm et
HK$000  HK$000  HK$000  HK$'000  HK$'000  HK$000
T TEx FEx FiEx FiEx FET
Other accounts H it R
receivable 8,731 (8,731) - - - -
Other accounts payable i 8Ez: 60,051 (8,731) 51,320 = (3,958) 47,362
Derivative assets fTEEE = = = = = =

Derivative liabilities TEER — — - _ _ _
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Notes to the financial statements

5 INSURANCE AND FINANCIAL RISK
MANAGEMENT (Continued)

(a) Risk management objectives and policies
for mitigating insurance and financial risk
(Continued)

(ii) Financial risks (Continued)

()

EHSMEBERAT
—E—N\FER

Equity price risk (Continued)

Fair value measurement
(Continued)

Financial assets and liabilities
subject to offsetting, enforceable
master netting arrangements
(Continued)

The Group’s principal derivative
market risk exposures are interest
rate risk, which includes the
impact of inflation, and credit
risk. Interest rate risk pertains
to the change in fair value of the
derivative instruments as market
interest rates move. The Group is
exposed to credit-related losses
in the event of non-performance
by counterparties to derivative
financial instruments. In order to
minimize credit risk the Group
and its derivative counterparties
generally enter into master
agreements that require collateral
to be posted in the amount owed
under each transaction, subject
to minimum transfer amounts.
These same master agreements
allow for contracts in a positive
position, in which the Group is due
amounts, to be offset by contracts
in a negative position. This right
of offset combined with collateral
obtained from counterparties,
reduces the Group’s exposure.
The Group regularly monitors
counterparty credit ratings and
exposures, derivatives positions
and valuations, and the value
of collateral posted to ensure
counterparties are credit-worthy
and the concentration of exposure
is minimized. The Group monitors
this exposure as part of its
management of the Group’s overall
credit exposures.

5

R B2 A & /= B

(a)

B 35 SRR MY RE

B (&)

EEEREEEREERBRANSREA
mmﬁ%()

(i) ZEEE(E)
(5) RIEREEE)

IREBEEFEE)

AETHEHENESREE
MEE TRFATH
EFEEE R (E)

AEBWETESTETLER
mEREBRBEERFER
Ak BEBRMNEE
BB E FEER
HEmERNEEHFITE
TENRAABEEZEE
e MBESTAESRMTIE
HREEFRELH » &
SEEHEEEESHE
HEX BATEERK
EHARR AEBRHE
TERRZEF—RE
R EHE 0 BBRIKHA
BRUBERSGHANE
AR EEASREE
BEEFR - ELHEE
HEHZEARFENES
MR ER(EPARE
B RIPEIE)HERH
MREEIEHE - EEIK
HEHERERZHFES
HIKERELES  BD
TAREBWRBEE o
AREBEHEERZ Y
F K= AR AR EE
E- T4 B MM
B - BA K BEIE WY 3K 1 @
BE  ULERRXZHF
BEEGEE. YEREBE
FERZEEK - X&EH
EREtEkE (FAEHE
BEAEEEEFEERR
K — B2
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Notes to the financial statements
B SRR M &

5 INSURANCE AND FINANCIAL RISK
MANAGEMENT (Continued)

(a)

Risk management objectives and policies
for mitigating insurance and financial risk
(Continued)

(ii) Financial risks (Continued)

()

Equity price risk (Continued)

Fair value measurement
(Continued)

Financial assets and liabilities
subject to offsetting, enforceable
master netting arrangements
(Continued)

If amounts are due from the
counterparty, they are reported as
an asset. If amounts are due to
the counterparty, they are reported
as a liability. Negative values in
the carrying value of a particular
derivative category can result from
the counterparty’s right to offset
carrying value positions in other
derivative categories.

The uncertainties about the
amount and timing of claims
payment are typically resolved
within one year.

The tables below reconcile the “net
amounts of financial assets and
financial liabilities presented in the
consolidated statement of financial
position”, as set out above, to
the other accounts receivable
and other accounts payable
together with derivative financial
instruments classified under
other payables presented in the
consolidated statement of financial
position.

5 REITHEBEERE)

(a) EREZEEEREERRNEHE
BREBUR (A

(i) E@mEE)

()

REmE (&)

[IREE

EI‘I_»
fBio

(&)

AETHEHENESREE
MEE TRFATH
EFEEE R (E)

MRBEEHEEREE
REHF AKERS
hEE MREELE
BNFRXEHF - RIS
HBEEREE - BHED
AT AERNEEEE
MEBETREREXZH
FRELMITETAS
B RREEEE T B

TREEXFAHREGE
MBEMRRKRPES 2 &
MEENERBEFHE]
BN AR S B iR R 3R o
2YzHtEWERRK
BB A BR KU R 81 58
HEAEMNKET T
SEMTRZHR -
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Notes to the financial statements

5 INSURANCE AND FINANCIAL RISK
MANAGEMENT (Continued)

(a) Risk management objectives and policies
for mitigating insurance and financial risk
(Continued)

(ii) Financial risks (Continued)

(5) Equity price risk (Continued)

BA RS AR MR

REgM< B EREEE &)

(a) EREZEEEREERRNEHE
BB BUR ()

(i) ZmmEbE(E)
(5) KiEmREE)

Fair value measurement AREETEE)
(Continued)
Financial assets and liabilities BETHEENERMEE
subject to offsetting, enforceable MEE TRHFEBATH
master netting arrangements FTRELEGR(E
(Continued)
2018 2017
—E-N\F —E—+tF
HK$’000 HK$’000
FET FET
Net amount of financial assets after .t X FrFIAKEE <
offsetting as stated above CREETH 12,221 —
Financial assets not in scope of WIREHEREHERNZ
offsetting disclosure EREE 83,649 74,238
95,870 74,238
Net amount of financial liabilities 1 E X FrFIRIKEE <
after offsetting as stated above THEEFH 88,105 51,320
Financial liabilities not in scope of W IFAIE I ELHE AN
offsetting disclosure ERaE 483,039 401,255
571,144 452,575
6 PREMIUMS AND FEE INCOME 6 REREFEAWRA

Premiums and fee income represents gross
premium income and fee income received in
respect of life and annuity, linked long term,
retirement scheme management categories | and
Il of long term business.

RERBRABAERASNES  HE
R REEBCRATEEEE1E
MESBWINRERERWALLE -

2018 2017
—E-N\F —E—+tF
HK$’000 HK$’000
FET FET

Premium and fee income from insurance REERMNREREFIA
contracts 752,205 —
Fee income from investment contracts  RESENEAIKA 9,468 =
761,673 -

EHSMEBERAT
—E)\FFR
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Notes to the financial statements
B SRR M &

7A NET INVESTMENT INCOME 7TA REWAFER

2018 2017
—E-N\F —ZT—tF
HK$°000 HK$’000
FHET FET
Interest income from unlisted debt REMEBRSFRIERER
securities and mortgage loans Z A2 U A 303,635 10,315
Bank and other interest income RITRHEMF S WA 69,087 62,115
Net realised gain on disposal of HEAHHERS 2EER
available-for-sale securities Wz F 5 - 14,961
Impairment loss charged on available- Tt HE®X % ZRERBE
for-sale securities - (1,980)
Net realised loss on disposal of HEEEUAAEBEFER
securities designated at fair value HEHTTABRZRESZ
through profit or loss BB EIRFHE (4,969) (59,253)
Net unrealised loss on financial asset UAREBEFTEEHEET
and financial liabilities designated at AEBHzeRmEERSH
fair value through profit or loss BEZRSREETFE (70,161) (23,118)
Net realised gain on fair value through LA A EBETEEHES S
other comprehensive income debt AHERE W R EEE
securities FZ BB W FEHE 3,409 —
Net realised loss on debt securities LAt E 2 BB RS
measured at amortised cost ZEZBREEFE (114) —
Impairment loss of amortised cost IR ARE ZRERE
investment (20,849) —
Impairment loss of fair value through UAREBEFEEHZE
other comprehensive income debt AHAbARE Wi 2 BT
securities 2 REEE (17,947) -
Dividend income ISV N 50,354 14,348
Net derivative gain/(loss) PTHEIAWE (EE)
EEE 23,883 (6,797)
Net unrealised gain of fair value through BEHAB T ULQ AEE
profit or loss financial assets under EEHZETABRZE
overlay adjustment LB E R KRB IR U S F 9,288 -
345,616 10,591
Total interest income on financial assets not at BE-Z-N\F+=-A=+—HLHF
fair value through profit or loss amounted to E AU RXAEBEFEBEHEZ T
HK$301,187,000 for the year ended 31 December AERZEeMmMEEZANERAEE
2018 (2017: HK$10,315,000). $301,187,0008 T(= & — + &

10,315,000787T) °
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Notes to the financial statements
g S EL R

7B OTHER INCOME 7B HMWK A
2018 2017
—E-N\F —ZT—tF
HK$’000 HK$’000
FET FET
Net gain on disposal of subsidiaries and HEMBAT « SHBEERNE
deemed partial disposal of consolidated £ WEHER IS HEMN I
funds RER 2,655 756
Trustee fee income REBWA 4,185 -
Reinsurance premium ceded and other % HBEREBFEERMEMUTA
income 61,389 3,618
68,229 4,374
8 NET POLICYHOLDERS BENEFIT 8 FRF#&H
2018 2017
—E-N\F —E—tF
HK$’000 HK$°000
FET FET
Net claims, policy benefits and BEROREE - REWRGEMNER
surrenders (note a) & (Mita) 80,687 -
Interest credited to policyholders’ REFEANFRETFE
deposits (note b) (K&t b) 205,858 =
Dividends to policyholders (note c) REFBEABRE (Katc) 465 —
287,010 —
Notes: Kzt
(a) Claims, policy benefits and surrenders (a) B REKRZMERS
2018
—E-N\E
Life and Retirement Retirement
annuity scheme scheme
and linked  management = management
long term category | category Il Total
LB £% BAREHE RAREHE
MEERY EEE1E EBEIE kel
HK$’000 HK$’000 HK$’000 HK$’000
FET FET FET FET
Gross benefits incurred: EEENREE .
— Benefits payable - Efffaf 103,632 290 6,072 109,994
— Change in outstanding claims — RREHRZ21t (5,630) - 1,393 (4,237)
. 9002 @ : 20 7,465 105,757
Amount recoverable from EUBRIEATSHE
reinsurers:
— Benefits recoverable — W e K& (23,197) - - (23,197)
— Change in outstanding claims — FRERZE1 (521) - (1,352) (1,879)
s sm8) - (152 | (25,070)
Net amount ] 74,284 290 6,113 80,687
ERSRERBRAR

—E-N\EFR
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Notes to the financial statements
B i SRR M &

8 NET POLICYHOLDERS BENEFIT 8 EFERF&af#)
(Continued)
Notes: Voizan
(a) Claims, policy benefits and surrenders (Continued) (a) B REWZFERRE(E)
2017
—E—tF
Life and Retirement Retirement
annuity scheme scheme
and linked management management
long term category | category Il Total
AE - FS RIRGHE RIRGTE
AHEERE EEENHE EEEIE B
HK$°000 HK$°000 HK$°000 HK$°000
FET FET FET FET
Gross benefits incurred: BEEWEEE:
— Benefits payable - Efffaft = = - -

— Change in outstanding claims — FRERZE1 = = - -

Amount recoverable from EUBRIELATSE
reinsurers:
— Benefits recoverable R — — _ _

— Change in outstanding claims — FKRERZE1t = = - -

Benefits payable comprise claims, policy benefits EAHRNEEER  REKENERSE
and surrenders.

(b) Interest credited to policyholders’ deposits (b) RAREEFEAEFERHAE
2018
—E-N\E

Life and Retirement Retirement

annuity scheme scheme

and linked management management
long term category | category Il Total

A E2 RRGE R E
ARERY EBE1R EEEIR B
HK$’000 HK$’000 HK$°000 HK$°000
FET FET FET FET
Insurance contracts RBREE 179,292 422 - 179,714
Investment contracts REEME 26,144 - - 26,144
205,436 422 - 205,858
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8 NET POLICYHOLDERS BENEFIT

Notes to the financial statements
g S EL R

8 FERFafNu)

(Continued)
Notes: g3
(b) Interest credited to policyholders’ deposits (b) RAREFEAERNFE(E)
(Continued)
2017
“E—tF
Life and Retirement Retirement
annuity scheme scheme
and linked management management
long term category | category Il Total
AS - E$ RIKEE ARG
AHEERE EEE1E EEEIE B
HK$’000 HK$°000 HK$°000 HK$°000
FET FET FET FET
Insurance contracts REEE - - - -
Investment contracts REGR - - - -
(c) Dividends to policyholders (c) MREFFEAREHRE
2018
—E-N\E
Life and Retirement Retirement
annuity scheme scheme
and linked  management  management
long term category | category Il Total
AEFx RIS RIKGTE
ARERE EEE1E EEEIE wE
HK$°000 HK$’000 HK$’000 HK$’000
FET FET FET FAT
Insurance contracts RiEEE 465 - - 465
2017
“E-tF
Life and Retirement Retirement
annuity scheme scheme
and linked management management
long term category | category Il Total
A FEE RANGHE RN E
AHERH EBE1HE EBEIM Haxm
HK$’000 HK$°000 HK$°000 HK$'000
FET FET FET FET
Insurance contracts REEE = = = =

EETREBARAT
—E-N\EFR
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Notes to the financial statements

Br RS AR MY AL

9 COMMISSION AND RELATED EXPENSES

9 RAENHEEER

2018
—E-N\F
Life and Retirement Retirement
annuity scheme scheme
and linked management management
long term category | category Il Total
AE-F% ERGHE ERGHE
MEERK EEE1E EEEINH ko]
HK$’°000 HK$°000 HK$’000 HK$°000
FAET FAET FAET FAET
Insurance contracts REEE 249,807 98 742 250,647
Investment contracts RESRE 5,554 - - 5,554
255,361 98 742 256,201
2017
—E—+tF
Life and Retirement Retirement
annuity scheme scheme
and linked  management  management
long term category | category I Total
AS &2 BIRGHE RBIKETE
MEERD EEE1E EEEIR ok
HK$'000 HK$000 HK$’000 HK$'000
FET FET FET FET
Insurance contracts RBEE - - - -
Investment contracts RESHE - - - -
10 CHANGE IN FUTURE POLICYHOLDER 10 RRREFAAGNED
BENEFITS
2018 2017
—E-N\F —E—tF
HK$°000 HK$°000
FHET FHET
Increase in future policyholders’ benefits RIR{REFH A LA H1E 0
— insurance contracts (note 31) — R ER (K7 31) 254,013 -
Increase in future policyholders’ benefits RIR{REIFH AL H1E 0
— investment contracts (note 32) — RESR (K 32) 2,294 —
256,307 —

YUNFENG FINANCIAL GROUP LIMITED
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Notes to the financial statements

11 LOSS BEFORE TAXATION

Loss before taxation is arrived at after charging/

B 35 SRR MY RE

BRI &R
BAIGEE MR (FTA):

(crediting):
2018 2017
—E-N\F —E—tF
HK$’000 HK$’000
FAET FBT
(a) Staff costs BT A
Equity-settled share-based DRREET LR X2
payment expenses (note 42) B (Kt 42) 119,240 56,712
Salaries, allowances and benefits £ - EEIREYER
in kind 216,407 179,094
Retention package B{EiEE 7,172 -
Social welfare HEER
— Staff (note a) — BI(ffita) 16,461 11,328
— Agents — K& 9,675 —
368,955 247,134

Notea: The Group operates the Mandatory Provident

Fund Scheme (the “MPF scheme”) for all qualified
employees in Hong Kong under the Hong Kong
Mandatory Provident Fund Schemes Ordinance
for employees employed under the jurisdiction of
the Hong Kong Employment Ordinance. The MPF
scheme is a defined contribution retirement plan
administered by independent trustees. Under the
MPF scheme, the employer and its employees are
each required to make contributions to the plan at
5% of the employees’ relevant income, subject to
a cap of monthly relevant income of HK$30,000
(2017: HK$30,000). Contributions to the plan vest
immediately. The assets of the scheme are held
separately from those of the Group, in funds under
the control of trustees.

The domestic employees of the Group in the PRC
participate in state-managed social welfare plans,
including social pension insurance, unemployment
insurance, health care insurance, housing funds and
other social welfare plan operated by the relevant
municipal and provincial governments. According
to the relevant regulations, the premiums and
welfare benefit contributions borne by the Group are
calculated and paid to the relevant labour and social
welfare authorities on a regular basis. The social
pension insurance and unemployment insurance are
defined contribution plans. The contributions to the
defined contribution plans are expensed as incurred.

During the year, wealth management products and
securities brokerage transaction fees approximately
amounted to HK$968,000 (2017: HK$1,500,000) were
waived as part of staff benefit scheme.

EHSMEBERAT
—E—N\FER

Hi#a -

AEBRB BRI LAEESHTEAEMAAEE
EBEEREREERNZERIE MRS
HABEFE(REEE ) - BES
R EREHICENRTE BBINZ
AABE - RiEAESTE EXHES
HERRESHERBRAB5% [ 52/ H
#7; BES AWHEEEAE LR A30,000
BT(=ZZ—+t5F :30,000587T) ° [EEHE
EERHRENEFRE - STEEEHAEE
EESHERE HITAESENESES -

REETHRPERANES 2 NEER
BENLEREFE  SFEAEEN TR
MERBFEEETENEZEERM - K%
Rig -~ BERR  EEAESRAMLS
BRI - BREBEERD - AEBEEN
RERBEANEREBFEL N THEAN
SBREEEFMMA - BESRBREAF
REgRRERRGE - HREHRKEEN
BREBRERTAER -

AEEFR BHERREFLELR
% B # £968,000/8 T(Z&F — t F:
1,500,000 7t) » EAEITREAIFTEIN—
D F LAGRBR ©
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Notes to the financial statements
B SRR M &

11 LOSS BEFORE TAXATION (Continued) 11 BAIEE (&)
2018 2017
—E-N\F —ZT—tF
HK$°000 HK$°000
FHET FHET
(b) Other operating items HibikeE g
Auditors’ remuneration 2 B ED B & 10,376 2,220
Legal and professional costs EEREXEBEBER (M)
(Note) 15,105 66,241
Operating lease payments — KREHERNIE — WEHES
property rentals 40,692 24,689
Depreciation and amortisation TER#HE 23,132 18,531
Information, data and B - BERBARX
communication expenses 25,540 33,139
Net exchange gain INEE UK 5 FEE (4,076) (16,276)
Impairment loss for REEBE
— fixed assets - BEEE - 615
Entertainment and travelling BERER 6,815 7,220
Note: The amount includes HK$1.2 million (2017: HK$47.3 Kt 2B BFEI120BB (=T - £ F:
million) of legal and professional fee related to the 4,730BEB T ) HINBEBRERD BITH
acquisition of 60% of the issued share capital of YF 60% BRABENEEREXER
Life.
2018 2017
—E-N\F —E—tF
HK$’000 HK$’000
FET FET
() Finance costs 7l R A
Bank loan interest RITERANE 5,731 =
Finance lease obligation REEEERIA 549 823
Preference share liability BERERE 14,525 8,230
Other interest expense H b & p A 5,691 420
26,496 9,473
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Notes to the financial statements
B 7% R 3k B =

12 INCOME TAX IN THE CONSOLIDATED 12 GERBRZAEH
INCOME STATEMENT
(a) Taxation in the consolidated income (a) mEWERZBWEBENE :
statement represents:
2018 2017
—EB-N\F —E—+tF
HK$°000 HK$’000
FET FET
Current tax AHABE
Hong Kong B8
Provision for the year REEEME 9,117 —
Over-provision in respect of prior DEFEEHBER
years (43,743) (16)
Overseas iSEIN
Provision for the year IRNE XM 2,783 1,270
Under-provision in respect of prior ~ UEFFEEETE
years 21 —
Macau A
Provision for the year REEEME - —
Over-provision in respect of prior DAFEEEBER
years - —
(31,822) 1,254
Deferred tax ERETIR
Origination and reversal of temporary = EMNELMED
differences (9,958) (116)
(41,780) 1,138

The provision for Hong Kong Profits Tax for
2018 is calculated at 16.5% (2017: 16.5%)
of the estimated assessable profits for
the year, taking into account a reduction
granted by the Hong Kong SAR Government
of 75% of the tax payable for the year of
assessment 2017-18 subject to a maximum
reduction of HK$30,000 for each business
(2017: a maximum reduction of HK$20,000
was granted for the year of assessment
2016-2017 and was taken into account
in calculating the provision for 2017).
The provision for Macau Complementary
Tax is calculated at tax rate of 12.0%
(2017: 12.0%) of the estimated assessable
profits for the year. Taxation for overseas
subsidiaries is charged at the appropriate
current rates of taxation ruling in the
relevant countries.

EHSMEBERAT
—E—N\FER

RZBE-NENEBAEHBHERR
FERGEIFRENN16.5% (=
FE—+F :16.5%) & W3t &
BEERERFABRE=-E—tEZ=ZF
—N\ERREE75% WEMTE -
BIEEKHZ R % 30,0008 (=
E—+tHF  ZEBE-REZZE—tHF
EBREERZH% 20,0008 T 0 5
E-ZEZ—+EBERER) - B
P B A 38 48 T 3R R ET AR B
A ZMEA2.0% (=B — L F :
12.0%) 5t & - BB QA HWH
BHUAMBBEREAMNBE TR R

I

5_0
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Notes to the financial statements

B B R AR B R

12

INCOME TAX IN THE CONSOLIDATED

INCOME STATEMENT (Continued)

(b) Reconciliation between tax expense and

12 GEWBERZFAEHR (&)

(b) BEXHMEFRFIERE AR

accounting profit at applicable tax rates: EWEER :
2018 2017
—E-N\F —E—tF
HK$’000 HK$’000
FET FET
Loss before taxation BiAIE 18 (195,935) (378,168)
Notional tax on profit before RBEEBRERESEMNN
taxation, calculated at the rates ERAMEGTTEB ADRRIA
applicable to profits in the EHEMIE
jurisdictions concerned (30,431) (63,290)
Tax effect of surplus transferred from EEHHBRIAEASHEER
Hong Kong long term individual life =~ RIS &
business (35,893) —
Notional tax on net premiums written F& & & 218 A S 8
in respect of Hong Kong long term MR B FHEMN B EHE
individual life business 9,006 —
Tax effect of non-taxable income BABBIBA 2R EE (13,436) (15,446)
Tax adjustment in respect of prior DEFEEREHAE
years (43,722) (16)
Tax effect of non-deductible FAMBZH 2 HBEE
expenses 26,098 30,959
Tax effect of unused tax losses £ e AT AR TR A BT 3K H1 65
previously not recognised BNHEEE - (2,781)
Tax effect of tax losses not RERREBFB2RBELE
recognised 55,915 46,841
Tax effect of reversal of taxable FEMF B RS 4 = B EE AR
temporary difference S~ (10,206) -
Others Hith 889 4,871
Tax (credit)/expense FiE (KR ) X (41,780) 1,138
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13 DIRECTORS’ EMOLUMENTS

Notes to the financial statements

Directors’ emoluments disclosed pursuant to
section 383(1) of the Hong Kong Companies
Ordinance and part 2 of the Company (Disclosure
of Information about Benefits of Directors)

Regulations are as follows:

B 35 SRR MY RE

13 EEM=

R 5 57 & BCA THEHI)E 383(1) I R( D
BA(HBEESNEER)REI)E2MIRE
ZEEMEMNT :

2018
E-)\E
Salaries, Contributions
allowances  Discretionary to Mandatory Share-based
Directors'  and henefits bonus Provident payments  Resignation
fees in kind L Fund Sub-total (note i payment Total
Bt BERL wdeNEs JRpaEEY
Ezpe  EhiE Witi) s NtORRE)  BRAR 5
HK$000 HK$000 HK$’000 HKS$000 HK$000 HK$000 HKS$000 HK$000
7L 7L 74T 7L AL 791 FAT 7L
Chairman if
Yu Feng E# - - - - - - - -
Executive directors yEs
Huang Xin B = = = = = = = =
Li Ting (nots i) R - 7,644 9,000 18 16,662 91,823 - 108,485
Non-executive directors FiEs
Ko Chun Shun, Johnson SHlE
(note ¥ (i) 24 13 - - am - - am
Hai Olivia Ou et - - - - -
Huang Youlong (note v) ERR () - = -
Adnan Omar Ahmed (nofe vj) ~ Adnan Omar Ahmed
(W) - - - - - - - -
Gareth Ross (nofe vi Gareth Ross (A7) - - - - - - - -
Independent non-executive ~ FUFH{TES
directors
Chu Chung Yue, Howard 57T 360 18 - - 378 - = 378
Lin Lijun i 240 12 - - 25 - - 252
Qi Daging ERE M 12 - - 24 - - 284
Total 48 1,136 1,699 9,000 18 17,853 91,623 - 109,676
Notes: BiEE -

The discretionary bonus amount represents bonus
accrued and approved for the year 2018.

It represents the estimated value of share award
granted to the individuals under the Company’s
share award scheme. The value of these share
awards are measured according to the Group’s
accounting policies for share-based payment
transactions as set out in note 2(v).

Amount of approximately HK$485,000 transaction
and management fee was waived or rebated for the
year 2018.

iv Resigned as non-executive director on 16 November
2018.
\Y Resigned as non-executive director on 11 January
2018.
W Appointed as non-executive director on 16 November
2018.
ERSREBEGRAR

—E—N\FER

Vi

MIERASHEARNR-"Z-NFERTR
2 RETTEAL -

EREA QB R RE ST EANR
MREE T EE - ZZRORBFTIN
BEREEBSBERRNZE2(V) IRER
RN AR S BRETHE -

2 \FEH4850008 THRERE
BERACERRIERD ©

REZE-NF+-A+ HEHEFRHNTE
E3 4

REZB-NF-—A+-HEEFIATES
B -

REE-NE+-A+A BBEEFAT
EERK -
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MR M
13 DIRECTORS’ EMOLUMENTS (Continued) 13 EEME(#)
2017
-t
Salaries, Contributions
allowances  Discretionary to Mandatory Share-based
Directors’  and benefits bonus Provident payments  Resignation
fegs in kind (note ) Fund Sub-total (note i payment Total
HeBER  BBRA  EAeDES WRftRER,
EESIC i) ik Nt R BBER g
HK$000 HK$ 000 HK$'000 HK$000 HK$ 000 HK$'000 HK$ 000 HKS 000
T -4 A1 T -4 AT T TE1
Chairman iE
YuFeng R# = = = = = = = =
Executive directors fj)
Huang Xin & - - - - - - - -
LiTing 23 - 7,64 9,360 18 17,022 - - 17022
Non-executive directors E3051
Ko Chun Shun, Johnson EHiE 300 15 - - 315 - - 315
Hai Olivia Ou bt - - - - - - - -
Huang Youlong ERE - - - - - - - -
Independent non-executive ~ BUFHTEES
directors
Chu Chung Yue, Howard FrT 360 18 - - 378 - - 378
Lin Lijun iz 20 12 - - 252 - - 252
Qi Daging ERE 20 12 - - 252 - - 252
Dr. Wong Yau Kar, David BREfT 253 13 - - 266 - - 266
Total ax 1,393 7,714 9,360 18 18,485 - - 18,485
The executive directors’ emoluments shown ERHBITEENESFTELABARAQATRA
above were mainly for their services in EEEKEEEENRYE -
connection with the management of the affairs of
the Company and the Group.
The non-executive directors and independent FHIBMITEERBILFBITESHE
non-executive directors’ emoluments shown FEAHEARAQNTREERKEER
above were mainly for their services as directors
of the Company.
284 YUNFENG FINANCIAL GROUP LIMITED
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14 INDIVIDUAL WITH HIGHEST
EMOLUMENTS

Of the five individuals with the highest
emoluments, one (2017: one) is a director
whose emoluments is disclosed in note 13. The
aggregate of the emoluments in respect of the
other four (2017: four) individuals are as follows:

B 35 SRR MY RE

14 BEEHF AL

EAVMEEsNALTH —U(=ZF
—tF . —()AEE EENNESEE
ENMIEE13 c HEBBpNV(ZZE—+%F : @
)ANTHENSEEENT -

2018 2017
—E-N\F —E—+tF
HK$°000 HK$’000
FET FET
Salaries, allowances and benefits e ERREYFZ
in kind 10,294 16,338
Discretionary bonus BIETEAL 3,389 400
Equity-settled share-based payment LR EEHI UKD HER
expenses (note 1) BRI (Brat 1) 21,227 17,218
Contributions to Mandatory Provident &1+ ATEE AR
Fund 54 72
34,964 34,028
Note 1: These represent the estimated value of share Kzt 1 : EUYFERERBEARAATNRME
award granted to the individuals under the B BI4% F F LB A B PR 10 52 B 1 5
Company’s share award scheme. The value of BE SEEROCEBNEERZEE

these share awards are measured according
to the Group’s accounting policies for share-
based payment transactions as set out in
note 2(v) and, in accordance with that policy,
includes adjustments to reverse amounts
accrued in previous years where grants of
equity instruments are forfeited prior to vesting.

EHSMEBERAT
—E)\FFR

Bt &E 2(v) P 51 7 R A BR 1 A B Y
REMAEESHBRTE - MR
BZEE  EREEEREBAMRE
BRETEANRTMAENEFENE
sTRIEAE o
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B SRR M &

14

15

16

INDIVIDUAL WITH HIGHEST
EMOLUMENTS (Continued)

The emoluments of the five (2017: five)
individuals with the highest emoluments are
within the following bands:

14

RE#HALE)

AEHSHFAL(ZE-—LF  HE)Z
MEENATEE :

Number of individuals
BEAY
2018 2017
—B-N\F il S of 2

HK$5,000,001 to HK$5,500,000
HK$5,500,001 to HK$6,000,000
HK$6,500,001 to HK$7,000,000
HK$7,000,001 to HK$7,500,000
HK$8,000,001 to HK$8,500,000
HK$9,000,001 to HK$9,500,000
HK$9,500,001 to HK$10,000,000

5,000,001 % T £ 5,500,000 % 7T
5,500,001 &yt £ 6,000,000 & 7T
6,500,001 7t £ 7,000,000 & 7T
7,000,001 # 0 2 7,500,000 & 7T
8,000,001 % 7L £ 8,500,000 % 7T
9,000,001 # 7t £ 9,500,000 & 7t
9,500,001 % 7t £ 10,000,000 # 7t

1
| [N

HK$16,000,001 to HK$16,500,000
HK$17,000,001 to HK$17,500,000
HK$108,000,000 to HK$108,500,000

16,000,001 & 7t £ 16,500,000 & 7t
17,000,001 % 7 £ 17,500,000 % T -
108,000,000 7t £ 108,500,000 % T

| OO |

—
| |

LOSS ATTRIBUTABLE TO EQUITY
SHAREHOLDERS OF THE COMPANY

The consolidated loss attributable to equity
shareholders of the Company includes an
approximate loss of HK$298,851,000 (2017: a
loss of HK$423,943,000) which has been dealt
with in the financial statements of the Company.

LOSS PER SHARE
(a) Basic loss per share

The calculation of basic loss per share
is based on the loss attributable to
equity shareholders of the Company
for the year ended 31 December 2018
of HK$204,402,000 (2017: a loss of
HK$379,054,000), and the weighted average
number of shares in issue during the year
ended 31 December 2018 of 2,498,464,791
(2017: 2,402,313,939).

15

16

RARHEERREMGEE

APAEERRELMGEEEEREEBE
298,851,000 8B T(= & —tF: BHE
423,943,000 t) © B R4 R 7 B 7 3R
RANERE -

BRER
(a) BREXEE

BREAEGENIRBZE=-ZE—N\F
+ZBA=+—BLEEEZXQTE
% PR R FE5 /B 18 204,402,000 7% T
(ZZ — £ & : 5 1#379,054,000
BrT)IRBE=ZEZ-N\E+=H
=t+—HLEFEERCETRAG2ZM
¥ 19 2,498,464, 791 R (= &
—+ 4 :2,402,313,939 % )5t &E o
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16 LOSS PER SHARE (Continued)

(a) Basic loss per share (Continued)

B 35 SRR MY RE

16 BREE#E)
(a) BEREXEBEGE

Weighted average number of ordinary EARZINEFIG9E
shares
2018 2017
—B-N\% —Z-tF
Issued ordinary shares at 1 January R—A—BHEBRTEER 2,423,326,394 2,399,336,394

Effect of shares held by share award
scheme

Effect of issue of shares under share
award scheme

Effect of repurchase of shares under
share award shares

Effect of share award vested

Effect of share issued for the
acquisition of YF Life

RERROD KRBTSR

R zEE (19,528,000) =
RIBER DB EZRTRE 2

7 - 2,977,835
RIBR D REG 2R 2

g (18,582,082) (290)
EEBRNERzFE 14,618,342 =
RUEBEBERBERTREZ

7 98,630,137 =

Weighted average number of ordinary
shares at 31 December

Rt=RA=+—-REB#T

B 10 2 DP9 8 2,498,464,791 2,402,313,939

(b) Diluted loss per share

The calculation of diluted loss per share
is based on the loss attributable to
equity shareholders of the Company
for the year ended 31 December 2018
of HK$204,402,000 (2017: a loss of
HK$379,054,000), and the weighted average
number of shares during the year ended
31 December 2018 of 2,498,464,791 (2017:
2,402,313,939).

Weighted average number of ordinary

(b) BREBEEE

BEREBEERENEEE_Z—N\F
+=ZRB=+—BLEEEZEXQATE
= IR R FEAE E538 204,402,000 58 JT
(==& —+ & : E18379,054,000
BT)RBE=ZE—-/\F+=A
=t+—HILEFERBETRMEZM
FE S 15 #2,498,464,791 R (= &
—+ 4 :2,402,313,939 %) 5T & o

shares (diluted)

HE > AT B (8)
2018 2017
=

Weighted average number of ordinary
shares at 31 December

R+=RA=1t—RAHEBERM

I8 2,498,464,791 2,402,313,939

Weighted average number of ordinary
shares (diluted) at 31 December

Rt=ZA=1+—AMNEER

TnREF 8 (#58) 2,498,464,791 2,402,313,939

EHSMEBERAT
—E—N\FER
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17 SEGMENT REPORTING

The operating segments have been determined
based on the reports reviewed by the executive
directors of the Company that are used for
performance assessment and to make strategic
decisions. The Group’s operating businesses are
structured and managed separately according to
the nature of their operations and the products
and services they provide. Each of the Group’s
operating segments represents a strategic
business unit that offers products and services
which are subject to risks and returns that are
different from those of other operating segments.

After the completion of the YF Life acquisition,
the Group is largely dominated by the insurance
business. As a result, management decided to
streamline and regroup the operating segments.
Insurance business is considered as an operating
segment and other operating segments that
existed prior to the acquisition are consolidated
as financial services and complete to reflect
the long term business development focus.
Accordingly, comparative figures in prior year
have been restated to conform to the current
year’s presentation.

Consequently, the Group currently has two
operating segments:

(i) Insurance business — engage in the writing
of long term assurance business

(i) Other financial services and corporate
includes

a) Securities brokerage — engages in
securities brokerage and provision of
custodian and other services;

b) Wealth and asset management
— provision of fund and asset
management services as well as
financing and investing solution for
corporate clients and

c) Consultancy and advisory services —
provision of corporate advisory, placing
and underwriting advisory services to
corporate clients.

17

2 EHRE

REDBIORBEARXAHNTESHEH
I PR T fh R IR % AF H SRR TE 2 3
EMEE -  AEBZEEEBHREH
ERMERFREMEZE R R R E 5 E
THERER AEESEEIRRE
—EARBEEBEN  BRZEGRR
PR AN 2 Bk K A& 2 B 3R 81 A A 45

&AW -

WEBBERRE  AEENTEXEBR
Rig - At EEEATHELMEAL
Eom - RBREBEREASLLES M &
MRBZAFENEEDIHSHDE
BERE UxRRERMEXBHERER
BBl EFNEBRBBCEHD
BUREAFEZZRALTAK -

AEEREMELED I
(i) REEHE — RRREARBER
(i) H&mMoaRESE

a) BHELL — REIBHLLE
% RIBHAERSIE MR
7%

by HEEE — RHEESNEE
BB URBEXEFH
ERENREMRIRE K

c) ERRFARYE — HEEXR
FRHMSEER » BENEH
A7 o
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17 SEGMENT REPORTING (Continued)

d) Principal investment — utilise capital
1) to provide funding on developing
financial products and the funds
managed by wealth management
team 2) to improve returns on the
Group’s capital and cash flow
management based on treasury
management model that may involve
(but shall not be limited to) holding
fixed income instruments, high grade
equity instruments and other financial
investments.

e) Financial technology activities —
includes administrative expenses,
research and development costs,
staff costs and data and technology
related expenses related to the
Group’s financial technology activities
to support other financial services
function.

f) Corporate service includes central
administrative and financing functions
to support other operating segments.

The accounting policies of the reportable
segments are the same as those followed by the
Group in the last annual financial statements.

Segment revenue represents the revenue
generated by each operating segment from
external customers. Inter-segment revenue
represents inter-segment services which
were transacted with reference to the normal
commercial price made to third parties at the
then prevailing market prices.

Segment results represent specific operating
performance of the reported segments by
allocating all specific and related operating and
finance costs, excluding other corporate, general
administrative, and financial expenses, taxation
and non-operating costs. This is the measure
reported to the chief operating decision maker, at
the relevant times, for the purposes of resource
allocation and performance assessment.

EHSMEBERAT
—E—N\FER

B 35 SRR MY RE

DB E ()

d FEKRE — FAER1)FEH
ﬁ%ﬂ?uuuﬁﬁﬂﬂgﬁ.ﬁ
EENESREHBE)ERTA
BT R (ERRR)FEEE W
=TH SHRIREIAENE
hERmRENESEEBELN -
EeEEEATEESREETE
FIE 3R o

o SRMIMEEEH — GERAK
BB MBHHENS
BB E DA N T -
WA « BT HARBIEA
H B % -

) LQARBEEIGEMEESD
R OTERMBERBE

AHED W2 ETHREREBE RGN
FEMBHHRMMKBEEARR -

"*BH&)\?“R%%’JJ‘%MFB%:ﬁE’_{E’ﬂ
WA -2 EERAESRZERHE™
B=FFHz— ﬁxﬁ-ﬁ%ﬁ’fﬁﬁ'ﬁ;&ﬁ?&%
272 EBE R -

ITHEEEERIBEBIEABEE
&*ﬁ%ﬁ?&‘%&ﬁﬂ%ﬁk$($@%ﬁ@’&
A —RITBRVBEX  HERFL
ERA)FTEZRHELERR - WIRA
AREERTEIELERRTEFERD
ERXRBFEAR2HEREE -
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17 SEGMENT REPORTING (Continued) 17 DEHRE (&)

290

(a) Segment revenue and results (a) DBURAREE
For the year ended 31 December 2018 BE-_Z—-N\HE+=-A=+—AL
FE
Other
financial
services
Insurance and
business corporate Total
HitremA
RIBER AR R By
HK$°000 HK$’000 HK$’000
FET FET FET
Premiums and fee income RERERKA 761,673 - 761,673
Premiums ceded to reinsurer PERE (99,149) - (99,149)
Net premium and fee income RERERABAFE 662,524 - 662,524
Change in unearned revenue liability ~ RE/HIWASEE1t (85,468) - (85,468)
Brokerage commission, interest and &£ fAE - FEREMRIEEA
other service income - 7,118 7,118
Subscription, management and rebate 325 + EEREEERA
fee income - 9,978 9,978
Consultancy and advisory income BREREARA - 13,092 13,092
Inter-segment income P EEBA 381 - 381
Reportable segment revenue EJ#E“:’“‘MM& 577,437 30,188 607,625
Allocated net investment income, PEREWNFE
other operating income and gains E{W‘“%HQ)\%DH&@ 301,089 110,311 411,400
Share of result of associates BeARERNE - (1,241) (1,241)
Allocated operating costs BEARELRAK (753,998) (416,983)  (1,170,981)
Allocated finance cost B2 EE R - (15,912) (15,912)
Reportable segment profit/(loss) W& DB,/ (FE) 124,528 (293,637) (169,109)
Elimination of inter-segment (Ioss)/proflt REDB(BE) /FIEEH -
Reportable segment profit derived from AEEREMEALZ
Group’s external customers Rl (169,109)
Unallocated legal and professional and &2 EEEREEK
other operating expenses Hin& £ % (26,826)
Taxation HIE 41,780
Loss for the year rEEFE (154,155)
Depreciation and amortisation AEERENSHE
for the year (1,883) (21,249) (23,132)
Bank interest income _ﬂ SA 2,302 66,098 68,400
Reportable segment assets (including AR&EDHEE (BEREE
investment in associates and "7E’J$1§M&Llﬁlﬁ§%uﬂﬁ
those identified intangible asset at BEENENEE)
acquisition of YF Life) 56,960,743 2,342,627 59,303,370
Additions to non-current segment ERFRBHHEENLE
assets during the year other than (F¥=nH)
associates 127,661 6,109 133,770
Investment in associates REEARNRE - 64,846 64,846
Reportable segment liabilities AHEIHERE (45,351,070)  (2,350,583) (47,701,653)

YUNFENG FINANCIAL GROUP LIMITED
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BRI
17 SEGMENT REPORTING (Continued) 17 WS (&)
(a) Segment revenue and results (Continued) (a) DHWAREE(E
For the year ended 31 December 2017 BE_Z— ti‘i’ BA=+—H1
(restated) FE(FE
Other
financial
services
Insurance and
business corporate Total
Hir e g
REETE ARIRE #az
HK$’000 HK$’000 HK$’000
FET FET FET
Brokerage commission, interest and ~ £&fAE - FEREMRIEERA
other service income — 6,163 6,163
Subscription, management and rebate 28 EERERERA
fee income - 3,791 3,791
Consultancy and advisory income FEE DS EEETTON - 11,110 11,110
Inter-segment revenue AEEBA - - -
Reportable segment revenue AHRED KA — 21,064 21,064
Allocated net investment income, other 22 ERERAFEE »
operating income and gains Hih & &R AR & - 16,945 16,945
Allocated operating costs B &S AR - (359,385) (359,385)
Allocated finance cost B2 EAE KA - (9,473) (9,473)
Reportable segment loss RS2 HEE - (330,849) (330,849)
Elimination of inter-segment (loss)/profit A% 2 &8 (&518) /A B85 =
Reportable segment profit derived from ZK’EIQEE?I\*“BA:tZ
Group’s external customers HEEEA (330,849)
Unallocated legal and professional ﬁi EM{?—&E%&
expenses HitE %% (47,319)
Taxation BE (1,138)
Loss for the year rEEFE (379,306)
Depreciation and amortisation KEETENHEH
for the year - (18,531) (18,531)
Bank interest income SRATR B WA - 56,129 56,129
Reportable segment assets MRESHEE — 5,203,045 5,203,045
Additions to non-current segment ERERBIDEENEZE
assets during the year = 6,980 6,980
Reportable segment liabilities IRESHAE - 1,019,277 1,019,277
ERSRERBRAR 291
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17 SEGMENT REPORTING (Continued)

17 DEHRE (&)

(b) Reconciliation of segment assets and (b) PHMBEEREBENLER
liabilities
2018 2017
—E-N\F —E—tF
HK$°000 HK$’000
FET FET
Assets BE
Reportable segment assets TiREDPEE 59,303,370 5,203,045
Elimination of inter-segment K 8K 5 ST FE LK
receivables (4,089) —
59,299,281 5,203,045
Goodwill SRS 3,733,945 —
Deferred tax assets FIERIBE E 184 —
Consolidated total assets BHEERTE 63,033,410 5,203,045
2018 2017
—E-N\F —E—+tF
HK$’000 HK$’000
FET FET
Liabilities =N
Reportable segment liabilities ASREDEERB 47,701,653 1,019,277
Elimination of inter-segment K 85 5 T B K
payables (4,089) —
47,697,564 1,019,277
Tax payable NERE] 6,189 44,259
Deferred tax liabilities EEHBEEE - 177
Consolidated total liabilities EHEEEE 47,703,753 1,063,713

(c) Geographical segment information

The Group’s customers, operation and
administration are mainly located in
Hong Kong and Macau. Research and
development for financial technologies
divisions are located in PRC.

(d) Information about major customers
No customer account for more than 10% of

the total revenue of the Group for the year
ended 31 December 2018.

292

(c) HESWEHR

REBNEF - RENMTHREEE
BUREBARP o & BB
7 BRALTA A B K BE o

(d) FBEXERFZEH

BERTFAAEEEEZE-Z—N\F
TZA=+-—BLEFEZREER
10% BLE -
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18 OTHER COMPREHENSIVE INCOME

Notes to the financial statements
B 7% R 3k B =

Reclassification adjustments relating to

18

Hit4R & W

HtpRE WSS ARBONEREN D

components of other comprehensive income B
2018 2017
—E-N\F —E—+tHF
HK$’000 HK$’000
FHETT FET
Available-for-sale securities:  A[ftHE® % :
Changes in fair value recognised FREAN D R EELE
during the year - 30,260
Reclassification adjustments E AEFWEFEETER
for amounts transferred to DERE
profit or loss:
Net losses on disposal HEBETHE - (14,961)
Impairment losses WEEE - 1,980
Deferred taxation IERERLIE - (820)
Net movement in the fair FREHMAERESWREP
value reserve during the BRNAAEEREE
year recognised in other SEFHR
comprehensive income - 16,459
2018 2017
—E-NF —E—+tHF
HK$’000 HK$’000
FET FET
Debt securities classified as DAREBEFEEHES
fair value through other FFAEMEE R E
comprehensive income: K5
Changes in fair value recognised FRERNAAEEEE
during the year 73,157 —
Reclassification adjustments EABZNHEETEY
for amounts transferred to DERAE
profit or loss:
Net gains on disposal HE W FEE (6,501) —
Impairment losses REEE 17,947 =
Net movement in the fair FREHMEZEWEP
value reserve during the BRHNAAEERE
year recognised in other SEFHE
comprehensive income 84,603 —

EHSMEBERAT
—E—N\FER

293



Notes to the financial statements
B SRR M &

18 OTHER COMPREHENSIVE INCOME 18 HiiZE W= (&)

294

(Continued)

Reclassification adjustments relating to

HttG e WSS ARB 2 NWERER 2

components of other comprehensive income BRE(E)
(Continued)
2018 2017
—E-N\F —E—tF
HK$°000 HK$’000
FET FET
Financial asset designated at ZREEZEEUAAEBE
fair value through profit or SFEAHS B AR
loss under overlay approach: MWE£REE :
Changes in fair value recognised FRERZNAABEEE
during the year 9,058 —
Reclassification adjustments HEAEBZNWEIEETEH
for amounts transferred to DERE
profit or loss:
Net (gains)/losses on disposal HE (), BEFE - =
Impairment losses WEEE - —
Net movement in the fair FREHMBGSRESD
value reserve during the BRNAAEBERE
year recognised in other SEFHR
comprehensive income 9,058 =
2018 2017
—E-N\F —E—+F
HK$’000 HK$’000
FET FET
Equity investment classified as ZBZEZUAAEENE
fair value through profit or BHSEFTABRZN
loss under overlay approach: R##&%E :
Changes in fair value recognised FRBEEN QA AEEEZE
during the year 230 —
Reclassification adjustments BEBAEBZWEEETER
for amounts transferred to DERE
profit or loss:
Net (gains)/losses on disposal HE (k) Bia 5 - =
Impairment losses WEEE - —
Deferred taxation IEFERLIE - —
Net movement in the fair FREHMGEWRETP
value reserve during the BRNAAEBERE
year recognised in other SEFHR
comprehensive income 230 -
Net movement in the fair FREHMGESWESD
value reserve during the BRNAAEBERE
year recognised in other SEFHR
comprehensive income 9,288 —
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B 7 3R 7= Bt =
19 PROPERTY AND EQUIPMENT 19 MERRE
Office
Leasehold equipment Computers Motor
improvements  and furniture equipment vehicles Total
HENERE BORBEREM ERRE BH Lk
HK$'000 HK$’000 HK$’000 HK$'000 HK$000
FEx FiEx FiEx FET T
Cost A
At 1 January 2017 R-B-t£-A-A 11,670 6,673 17,347 726 36,416
Additions #E 3,686 1,501 1,333 - 6,520
Disposal RE - - (114) - (114)
Disposal of a subsidiary LERBAR (308) (10) (29) = (341)
Exchange alignment PMEBRMEER 418 146 169 - 733
At 31 December 2017 RZZ—tF
e ToASt-R e 8310 _ e - e
At 1 January 2018 RZE-N\E-HA-H 15,466 8,310 18,712 726 43,214
Additions BE 1,925 1,542 12,906 - 16,373
Write off and disposal BRENEE (323) (1,432) (600) - (2,355)
Acquisition of subsidiaries KENBAT 9,216 1,940 108,481 - 114,637
Exchange alignment MERRITEER (321) (126) (132) - (579)
At 31 December 2018 R=B-NF
R, ToAST-R 0,93 1024 s 26 1200
Accumulated depreciation  EFERFE
and impairment
At 1 January 2017 RZE—t5-F—H 4,205 3,964 6,547 282 14,998
Charge for the year REERH 4,328 1,358 4,765 242 10,693
Impairment for the year TEEHE 108 320 187 - 615
Disposal EE - - (23) - (23)
Disposal of a subsidiary HENBAE (308) 9) 22) - (339)
Exchange alignment MERRTEER 126 29 80 — 235
At 31 December 2017 it o2
e ToAST-R 8459 . ez nest 4 . 26,179
At 1 January 2018 RZE-\F¥-5A-H 8,459 5,662 11,534 524 26,179
Charge for the year AEELH 5,947 1,544 5,808 202 13,591
Impairment for the year REEHE - - - - -
Write off and disposal RHEARE (323) (1,101) (599) - (2,023)
Exchange alignment MEBRTEEH (243) (70) (90) - (403)
At 31 December 2018 R=B-N§
+ZA=1+-H 13,840 6,035 16,743 726 37,344
Net carrying amount REFE
At 31 December 2018 R=B-NE
+=R=1—-H 12,123 4,199 117,624 - 133,946
At 31 December 2017 RIE—tE
+ZA=1t-H 7,007 2,648 7,178 202 17,035

EHSMEBERAT
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20 STATUTORY DEPOSITS 20 EEEFERK
2018 2017
—E-N\F —E—tF
HK$°000 HK$°000
FBT FBT
Statutory deposits SEEFER 3,285 978

21

The Group has deposited in the name of the
Director of Accounting Services with a bank
a sum of HK$1,532,000 (2017: Nil) pursuant
to section 77(2)(e) of the Hong Kong Trustee
Ordinance and also with the exchanges and
clearing house.

All of the statutory deposits are expected to be
recovered after more than one year.

INTEREST IN ASSOCIATES
The following list contains only the particulars of

material associate, which is an unlisted corporate
entity whose quoted market price is not available.

Particular of

Place of issued/registered
Name of incorporation and fully paid-up
associate and business capital
BRfT/ERR

BENTER T AR 3L s B BRRA
TREENEER PRC RMB522,760

AT (note 1)
LRSENRERAT  FE AR¥522,760 7T

(Hit1)
Note 1: On 20 June 2018, the Group has completed

an acquisition of it REZ £ R F HR 2 7 (an
“Investee”) at a consideration of RMB50
million. The Group has the right to appoint one
director to the board of the Investee which is
comprised of 5 members. With the presence
of the board representative, the Group is
considered to have significant influence over
the operating and financing decision of the
Investee.

21

REBERBEB(ZTAREDE77(2)
FRUEHREERBEORITNIS T
UREERFA—E£% 51,532,000
BR(ZZ—tF  TRT)NME -

A LICEEFRERR —FRIE -

BENT 2 ER

TRAFIHAEENXEAREERE
AZENETEBRENT (ZHHR/ELD
BRAETSHRENLAER)NFE -

Proportion of ownership interest

Group’s
effective
interest
AEEM
ERER

16.67%

BERERLA
Held by Held
the by a Principal
Company  subsidiary activities
HNEAR
HARRHE BE IEER
- 16.67% Financial modelling,
asset management
TRER BEER
a1 - RZZE-NFEXRA=+H ' x&E

EXTRBRBLRESREEARLD
A RERAARYS50008BT A
EEERZEE-—RESERRES
Exg HESMEEMEMAR -
HREFESEAR  2EERR
AHRRETNELERBERKE
BEAREE-
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21 INTEREST IN ASSOCIATES (Continued) 21 BEQNT 2R (HE)
Summarised financial information of the TR EEBHENTNWTIEERGE
material associate, adjusted for any differences (R AEMSHTHREZEMURE)RE
in accounting policies, and reconciled to the HEESMBHRRARDESEMNE R

carrying amounts in the consolidated financial
statements, are disclosed below:

2018 2017
—E-N\F —E—tF
HK$’000 HK$’000
FET FET
Current assets RBEE 48,012 -
Non-current assets FRBEE 13,210 =
Current liabilities pirE =R (1,475) —
Non-current liabilities FRBAE - =
Net assets EEFE 59,747 =
Revenue g 3,206 -
Loss for the year AFEERIE (1,258) -
Total comprehensive income EHEINEEEE (5,455) —
Dividend paid to Group INFEAEBNRE - —
Reconcile to Group’s interest in the EAEBiFHE AR ER
associate HY$TBR
Gross amount of net assets of the BENREEFEALRE
associate 59,747 —
Group’s effective interest AEBENERER 16.67% —
Group’s share of net assets of the AREEEEEE QAT
associate EEFE 10,744 =
Goodwill SRS 49,173 —
Exchange alignment INERRITEEH (4,197) —
Carrying amount in the consolidated  fE& At EHRERWIRE S5
financial statements 55,720 —
Management considered there is no impairment EEBERR EREEHELATRERR
indication with the material associate taking into RN EETZER  BEREE AT
account the recent transaction price involved in RHFFERR o
the transfer of the associate’s equity interest.
EH S REEERAT S

—E—N\FER
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21

INTEREST IN ASSOCIATES (Continued) 21

Aggregate information of associate that are not

BtE N T 2 M ()

BERIMSLFAEANBENTANERE

individually material. #} o
2018 2017
—E-N\F —E—+F
HK$’000 HK$’000
FET FET
Aggregate carrying amount of ReftiEmERPERmS
individually immaterial associate WAERNEEE QB IRE
in the consolidated financial #HE
statements 9,126 —
Aggregate amounts of the Group’s AEBEREZEHRE AR
share of those associates’ #HRE
Profit from continue operation FIERE B A 17 =
Other comprehensive income Hibsra W 31 -
Total comprehensive income g6 48 —
22 INTERESTS IN SUBSIDIARIES 22 RMBAR 2=
(a) Details of the subsidiaries principally (a) FEFEAEMEBREEZHE
affected the results and assets of the AEIFHE

Group

TRABIEAEENEE EE
FEBEEEATENWBE LA
B BREBIEBEN  IEENR
IR EER -

The following list contains the details of
the Company’s subsidiaries as at which
principally affected the results, assets or
liabilities of the Group. The class of shares
held is ordinary unless otherwise stated.

Proportion of ownership interest

FaRRLILA
Particular of

Place of issued /registered Group’s

incorporation  and fully paid-up effective Heldbythe  Heldbya
Name of company and business  capital (note) interest ~ Company  subsidiary Principal activities

\ 251/ AR AEEN BAA RHEAR
AER Afmuey  ARRAZ) ERER eia) BE IEXH
Yunfeng Asset Management Hong Kong 3,910,000 shares 100% - 100% Provision of assets management
Limited services

EREEERARLA B 3,910,000 R &1 RUGEEERE
Yunfeng Securities Limited Hong Kong 133,000,000 shares 100% - 100% Securities broking
ERRSERAT &k 133,000,000 R 13 2HLL
Youyu Finance Limited Hong Kong 1 share 100% 100% — Money lending
RRERERAR Bk 1R&f &3

YUNFENG FINANCIAL GROUP LIMITED
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22 INTERESTS IN SUBSIDIARIES (Continued)

(a)

Details of the subsidiaries principally
affected the results and assets of the

Group (Continued)

B 35 SRR MY RE

22 RMBARIZHER (&)

(a) FEREXEEMRAREEZHE
DRAFEE)

Proportion of ownership interest

FREREILA
Particular of
Place of issued /registered Group’s
incorporation  and fully paid-up effective Heldbythe  Held by a
Name of company and business  capital (note) interest ~ Company  subsidiary Principal activities
« B8R AEEN BANT  BHELT
AAER AMEIEE  BRRAZ) ERER 2] K8 TEXR
Yunfeng Financial Markets Limited Hong Kong 125,000,000 shares 100% 100% — Securities broking, securities placing
and underwriting, and provision
of consultancy and advisory
services
ERSRDEARLA &k 125,000,000 R {3 FHEE  RHRERAHR
RUEBRAARS
Youyu Global Limited Hong Kong 1 share 100% 100% — Provision of administrative services
BRRRARAA Bk 1RES RUTHERS
YF Life Insurance International Hong Kong 2,896,000,000 shares 60% - 60% Long term assurance business
Limited (formerly known as
MassMutual Asia Limited)
EERBERERAE(IRZE BB 2,896,000,000 R4 ARRARBEH
EERBDNARAR)
Protective Capital (International)  Hong Kong 78,610,000 shares 60% - 60% Provision of general services
Limited
RRERRERRAA B 78,610,000 KR 3 RHGERE
YF Life Services Limited (formerly  Hong Kong 1,100,002 shares 60% - 60% Provision of general services
known as MassMutual Services
Limited)
YF Life Services Limited (AB£E &% 1,100,002 ki3 RGN
EERKARAR)
YF Life Guardian Limited (formerly Hong Kong 1,300,002 shares 60% - 60% Provision of general services
known as MassMutual
Guardian Limited)
&4 1,300,002 i fp REtGRRHE
MassMutual Trustees Limited Hong Kong 73,000,000 shares 60% = 60% Provision of trustee services
XHERGTARAE g4 73,000,000 KA RUMEERE

EHSMEBERAT
—E—N\FER
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22 INTERESTS IN SUBSIDIARIES (Continued)

(a)

Details of the subsidiaries principally
affected the results and assets of the

Group (Continued)

22 KB DRz s ()

(a) FEREXEBMRAREEZHE
DNAFEE)

Proportion of ownership interest

FREREILA
Particular of
Place of issued /registered Group’s
incorporation  and fully paid-up effective Heldbythe  Held by a
Name of company and business  capital (note) interest ~ Company  subsidiary Principal activities
B&{1/HMR ASEN  @ART AMELR
AAER AMEIEE  BRRAZ) ERER 2] K8 TEXR
YF Life Insurance Consultants Hong Kong 13,050,000 shares 60% = 60% Provision of agency services to
Limited (formerly known non-life insurers
as MassMutual Insurance
Consultants Limited)
EERREBRRAA Bk 13,050,000 KA 13 mESBERARERERS
YF Life Investors Limited (formerly Hong Kong 5,000,000 shares 60% = 60% Provision of general services
known as MassMutual Asia
Investors Limited)
EBNEERARAA Bk 5,000,000 R4 RitRRY
Beijing Yunfeng Universal PRC Registered capital 100% - 100% Provision of advisory service,
Investment Consultancy RMB70,000,000 marketing and promoting
Limited Paid-up capital products and public relations
RMB48,022,624 services
IRERERRELARRAT  4E AMERARE RUtEENEEERN
70,000,000 MBERK
BHERARR
48,022,624 10
Beijing Youyu Technologies PRC Registered capital 100% - 100% Provision of internet and
Limited RMB4,000,000 multimedia systems and
Paid-up capital Nil application development
TRAEREARAT hE AMERARE RUBRANSREZGH
4,000,000 70 EREFRE
ER4ER
Shenzhen Youyu Smart PRC Registered capital 100% - 100% Technological development
Technologies Limited RMB100,000,000 of computer software and
Paid-up capital hardware, technical consulting,
RMB8,010,000 technology services, database
and computer network services
MIHEAERREERAE E AMERARE SRERBARES 2B R
100,000,000 o R ABER
BAERARE ELERNEE
8,010,000

YUNFENG FINANCIAL GROUP LIMITED
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22 INTERESTS IN SUBSIDIARIES (Continued)

(a) Details of the subsidiaries principally
affected the results and assets of the

Group (Continued)

22 RMBARIZHER (&)

FRRELEEREREECZHE

DRAFEE)

Proportion of ownership interest

FREREILA
Particular of
Place of issued /registered Group’s
incorporation  and fully paid-up effective Heldbythe  Held by a
Name of company and business  capital (note) interest ~ Company  subsidiary Principal activities
B&{1/HMR ASEN  @ART AMELR
AAER AMEIEE  BRRAZ) ERER 2] K8 TEXR
Majik Asset Management Caymans Island 1 share of UST each 100% = 100% Fund management
(Cayman) Limited
HEHE 1REREE1 X7 HEER
kit
Majik Cayman GP 1 Limited Caymans Island 1 share of US1 each 100% - 100% Fund management
RERE T RES 2R
&k
Majik Cayman GP 2 Limited Caymans Island 1 share of US1 each 100% - 100% Fund management
REHE 1REREE1 X2 ESER
k4
Majik Cayman GP 3 Limited Caymans Island 1 share of US1 each 100% - 100% Fund management
REHE 1REREE 12 ESER
Kt
Majik Cayman SPV 1 Limited Gaymans Island 1 share of US1 each 100% = 100%  Investment holdings
REEE 1 Hﬁ@f@@ E3 RELER

Note: The class of shares held is ordinary shares
unless otherwise stated.

EHSREBARAT

—E)\FFR

Hia  BREBHAN - RO ZEHR

HER o
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22 INTERESTS IN SUBSIDIARIES (Continued)

(a) Details of the subsidiaries principally
affected the results and assets of the

Group (Continued)

Place of

incorporation
Name of company and business
rRER eI B%

22 RMBARIZHER (&)

(a) FEREXEEMRAREEZHE
DRAFEE)

Proportion of ownership interest

FRRRRLD

Particular of

issued/registered Group’s
and fully paid-up effective
capital (note) interest

B&f/ERR AREN
#RRE(E) RRER

Heldbythe  Heldbya
Company  subsidiary Principal activities
HALE  AKEAT
52 5 TEZEK

Majik Cayman SPV 3 Limited Caymans Island

HEHE

Majik Access USD Fund 1 LP.  Caymans Island
REHE

Majik Access USD Fund 3 L.P.  Caymans Island
REHE

Authorised capital 100%
1US$50,000 divided
into 2,500,000
preferred shares
and 2,500,000
common shares.
Each share is
at US$0.01 par
value each. 6,900
common shares
and 402,952
preferred shares
issued
RIEER50,000%7 100%
2£2,500,0008%
12#12,500,000 &3
i BREESA
001 ZnEE B3
176,900 REBRA
402,952 RE %R

US$114.2 million 65.7%
11028%7 65.7%

US$35 million 69.3%
35008Z 69.3%

Note: For the fund partnership entities, the balance
represents capital commitment being made by
limited partners to the partnership.

302

100% Investment holdings
common
share

100% ZER KEER

- 65.7% Investment
- 65.7% K&

- 82.5% Investment
- 825% &

K HREESEBEHE  SKEARAR
ERABEBLENEREG o
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22 INTERESTS IN SUBSIDIARIES (Continued) 22 RMBAT =R (#)
(b) Information about material non-controlling (b) EBEREXRFZEREZ2EHR
interest
THRHBJIEBEBREEEANESR -
The following table lists out the information RZE—N\EFE+ZHA=+—H %
relating to YF Life, the only subsidiary with NRARAEEHE —HEEEREE
material non-controlling interest (“NCI”) as BR R %5 B BT B A B o B 22(d) FT
at 31 December 2018. The subsidiary was o ZRAAREAEERAEE - TXK
acquired during the year as stated in note 2N EERBEAEERARQ T
22(d). The summarised financial information BEMEKEANESBE(EERKE
presented below represents the amounts HRENEFEE)
including intangible assets identified on
acquisition date before any inter-company
elimination.
2018 2017
—E-N\F —E—tF
HK$°000 HK$°000
FAET FBT
NCI percentage R EZA DL 40% —
Total assets EERE 56,960,743 —
Total liabilities BE8E (45,356,102) -
Total net assets EEFEAR 11,604,641 —
Net assets attributable to NCI FERERELEETE 4,641,856 —
Goodwill attributable to NCI IR S R R 1,467,031 —
Carrying amount of NCI R R 2 REE 6,108,887 —
Net earned premium and fee MEREFERERA KA
income 577,437 —
Profit/(loss) for the year REERF,(FE) 125,618 (514)
Total comprehensive income ZHENZEEE 172,618 (431)
Profit/(Loss) allocated to NCI DEEFERER 2
wF,(E518) 50,247 (252)
Dividend paid to NCI I FHERERZBE - —
Cash flows from operating activities REZEE ZE2HE 284,589 (1,572)
Cash flows from investing activities HREREZE2HE 1,306,484 7
Cash flows from financing activities HRE@EZE2HEE
(Note) (H1aE) 2,745,116 —
Note: the cashflows includes HK$1,200 million capital HEF : REREEFEARATBREBREIE
contribution made by the Company to YF Life. i #91,200,000,000 BT HE °
ERSRERBRAR

—E—N\FER
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22

INTERESTS IN SUBSIDIARIES (Continued)

(c)

(d)

Disposal of subsidiaries

During the year, the Group entered into
a strategic fund management agreement
with another well-established financial
institution. By sharing the operating
and financing decision making power
through the agreement, the Group is no
longer considered as the principal of
Majik Access USD Fund 2 LP. On the
date of deconsolidation, the Fund had
FVPL asset of HK$13,265,000, bank and
cash of HK$3,145,000 and liabilities of
HK$5,607,000 including interest of third
party investors in the Fund. As a result
of the deconsolidation, the Group has
recorded the difference between disposed
net asset attributable to the Group and
the fair value on initial recognition of an
investment in a joint venture as a disposal
gain of HK$1,538,000. From 1 January 2018
to the date of deconsolidation, the Fund
contributed a loss of HK$151,000 to the
Group.

Acquisition of subsidiaries

On 16 November 2018, the Company has
completed the acquisition of the 60% of the
outstanding share capital in YF Life and its
subsidiaries (the “Acquired Group”), for a
consideration of approximately HK$7,926.0
million. YF Life is involved in the writing of
long term assurance business. The Group
has made a provisional assessment of the
fair value of the assets and liabilities as at
the acquisition date. The acquisition is in
line with the Group’s strategy to expand
the Group’s business scope and form
an ecosystem covering multiple financial
products and services. A provisional
goodwill of HK$3,733 million arising from
the acquisition is attributable mainly to the
benefit of skills and technical talents of
the acquired businesses’ work force and
synergies expected to be achieved from
integrating the entities into the Group’s
existing businesses. None of the goodwill
recognised is expected to be deductible
for income tax purpose. The following table
summarises the asset acquired and liabilities
assumed and consideration paid for the
Acquired Group.

22 RMBARIZHER (&)

(c)

(d)

HEHRB QT

RER AEBHEZ-IKANES
HMESETHRESESERS -
ERHEIEEEMP I RERE
AEEREBTBREAREZTE
E2WHNESBA - RIFH B AE
EBEUAREBEFTEEHEFH
AE % 2 & E13,265,0008 T
BITEARKRIE£3,145,0008 T &
B8 1&5,607,000/8 7 BEE=ZFH
REANAESHEZR - ARIF
P AEECHAEERLEERE
EFEBRYBEIFREELE
REZCARBEZENEZRER
#1,538,000/8 T HE Uz - B
—E-NFE-—A—BZEHFDAH &
HeAXREBEEEE151,0008

JC °

W B Y R 2 F

A —ZE-N\E+—-H+7xHB A2
AEERWBERRREAEKEL
AWK EEE160%CEHTR
X REHNARTI26REBTL - BRE
RIBRBARRBRBER - KE
EECRBBRAMEENEBNLQR
BB TR - WRWEBHS
SERASEEBHENER - I
EREREZBERERMBRBEH
SREZG - WEBEENRESHE
RI7T3BREBLT TERBRTRS
WBBEBNEEE THRENR
it ARBERESEAEERE
ERHEBEERNOWEMRAE - E5t
CHRABETEAUIENMAES -
TRAEFE T IWBEERFIAERN
BEARSBEBEBEEZGHAR

B °
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22 INTERESTS IN SUBSIDIARIES (Continued) 22 AMIB ARz (&)
(d) Acquisition of subsidiaries (Continued) (d) WEBHIE AR (&
HK$’000
FET
Consideration: I -
At acquisition date RIBEHR
Total consideration — cash RBHEZE — BE 2,662,370
Total consideration — shares REHAZE — RfH 5,264,000
7,926,370
Assets and liabilities acquired ERHNEENERS
Assets BE
Fixed assets BE&EE 114,637
Statutory deposits EEFAK 1,532
Intangible asset BEEE 65,960
Value of business acquired U B T VBB 8,511,831
Investments B&E 42,696,966
Advance reinsurance premiums EABRBRRE 10,396
Reinsurers’ share of outstanding claims KRB 2 BR A 51048 29,329
Insurance and reinsurance receivables EUWRE R 2 1REX 317,110
Other receivables Hfth FEURFRIE 496,492
Deposits with banks maturing after B=1ER A2 BHRITER
more than three months 259,250
Cash and cash equivalents RekREEEER 1,425,347
Liabilities =N
Insurance contract provisions REEEES 38,533,932
Investment contract liabilities REARAR 4,059,535
Outstanding claims ROREERK 128,059
Reinsurance premium payables EBABRERRAE 433,529
Other payables HAh RS TR 622,021
Tax payable FEABE 6,566
Deferred tax liabilities EEBIEEE 712,783
Identifiable net assets acquired and EERNARIFEERSHRIESRE
liabilities assumed 9,432,425
Add: Fair value of the remaining 40% 717 - Flf240% JEiERRiER 1Y
non-controlling interest AREBE 5,240,000
Goodwill recognised on acquisition W BB B e R 3,733,945
Cash consideration paid ENEENRE 2,662,370
Less: cash and cash equivalent of the & - SHINBHEBATZRER
subsidiaries acquired HeEEEH (1,425,347)
Net cash and cash equivalent BEWEERESEEER
consideration received REFH 1,237,023
EHEMEEARAT

—E—N\FER
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22

INTERESTS IN SUBSIDIARIES (Continued)

(d) Acquisition of subsidiaries (Continued)

Due to the timing of the completion of the
acquisition, the Group is unable to complete
the valuation of the value of business
acquired (“VOBA”). The assessment of the
fair value of VOBA and the corresponding
effects on the insurance contracts provisions
at the acquisition date will be subject to
finalisation and the accounting for the
acquisition will be revised within one year in
accordance with HKFRS 3. Non-controlling
interest in YF Life was measured at fair
value based on cash consideration paid by
these investors in the acquisition. Please
refer to note 11 (b) for acquisition cost
have been charged to consolidated income
statement.

Since the acquisition date, YF Life and
its subsidiaries (the “Acquired Group”)
has contributed HK$878.5 million of total
income and HK$125.6 million of profit to the
Group. For the purpose of disclosing the
revenue and profit or loss of the combined
entity for the current reporting period as
though the acquisition occurred as of the
beginning of the current reporting period,
it is considered impracticable to quantify
the impact as the financial results of the
Acquired Group are previously prepared on
a different accounting principle compared to
the Group’s accounting policy. The valuation
of certain balances including insurance
reserves and value of business acquired
based on assumptions made on the
acquisition date are not applicable to that of
the beginning of the annual reporting period.
As a result, the information is considered
not being a fair indicator to illustrate the full
year financial impact of the Acquired Group
could have been contributed to the Group.

22 RMBARIZHER (&)

(d)

W B R A R (4F)

ERWB TR - AEEEE
TRBBEERNEE(TESERN
BE| HMESEBEEUARY
RERESEEBENHEBZEN AT
BEFESESREAEE BB
BRTERIETBMBHMREEAES
RE—FRER c BERREAIFE
RE@R D FENE  ZAAREED
REARREERNBBSEEP N
NBEEKE  BERBERACRE
BRI - F2HME11(b) ©

BRBEEE BEERREBRANBL
A([HWEEE ] C @A EEE R
W A% 5E 8.8 8 T KiE A 1.3%
BT BTHRESHEBNEAR
SHENBENER e RBER
ERRERYEE  BEAEENS
STECRARLE - HRBEE IR
AZBAER AR SR 4R S -
AUEBELERESTTITH -
ERESBAERRNSE TR
(BRERREFERCESELRH
BE)NWGETERRFERSH
Me AL ZZEMAETERBE
BRAR U BB SR B Y 2 F B A5 R 3R AT e
CHARBEERLENAER -
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23 GOODWILL AND OTHER INTANGIBLE 23 BERHMEFLEE
ASSETS
(a) EE
(@) Goodwill
2018 2017
—E-N\F —E—tF
HK$°000 HK$’000
FET FET
Cost D%
At 1 January R—B—H 4,649 4,649
Additions ®?eE 3,733,945 —
Written off %85 (1,165) =
At 31 December ] Rt=A=t—-8 3,737,429 ¢ 4,649
Accumulated impairment loss 2GR EREE
At 1 January n—A—H 4,649 4,649
Charge for the year REEXH - —
Written off %85 (1,165) —
At 31 December ] Rt=A=+—-R 3484 - 4,649
Carrying amount IREE
At 31 December BR+=B=+—H 3,733,945 -

During the year, the addition of goodwill
arises from the acquisition of YF Life. The
recoverable amount of the cash generating
units containing goodwill or intangible
assets was determined based on the value-
in-use calculation. This calculation uses
cash flow projection which represents what
management believes is the best estimate of
what the cash generating units are able to
achieve in their business life. The Directors
determined the cash flow projection based
on past performance and its expectation for
market development. The Directors believed
any reasonably possible change in any of
these assumptions would not cause the
aggregate carrying amount to exceed the
aggregate recoverable amount. Management
of the Group determines that there are no
impairments of its cash generating units
containing goodwill and intangible assets.

EHSMEBERAT
—E—N\FER

FAMEBEDRAWEEERREM
EL BeBEREFLEENRSE
EEBEMVNTRESHEDRERE
BEAEEE ZAEHEAEAR
TREFER  LEARAEEER
RECEEENEHBEER PR
HERNREM - EZSREB
ARBREUTESRERNAREE
REREEH  ERXERR 25
BRONEMSEAJESH I TEE
AR A EEEB A U A EE - R
SEEEEREHBESREYEN
é%ﬁ’ﬂiﬁﬁéiﬁﬁjﬁiﬁéiiﬁi
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23 GOODWILL AND OTHER INTANGIBLE
ASSETS (Continued)

23 BHERHEMELEE @)

(a) Goodwill (Continued) (a) BE(E

308

(b) Other intangible assets (b) HMttEREE
Trading Club Computer
Trade Name Rights ~ Membership software Total
i1 R58 Rédes BBk g
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
FAT Far FET FAr FAr
At cost GRS
At 1 January 2017 RZE-tE-f-H - 6,550 2,930 18,924 28,404
Additions BE = - - 22,389 22,389
Exchange alignment MBREAEER - - - 34 34
At 31 December 2017 and RZE-tE+ZAZ1-BR
1 January 2018 ZE-\E-f-H = 6,550 2,930 44,347 50,827
Acquisition of subsidiaries WERBLR 65,960 - - - 65,960
Additions g - - - 988 988
Exchange alignment NEERTEER - = - (24) 24
AtS!December2018 W-B-NVFT=AZt-R 6o960 . 65%0 . 28 LU
Accumulated amortisation ZorEENAE
and impairment:
Atand 1 January 2017 RZE-tE-A-B - 6,000 - 892 6,892
Charge for the year REETH - - - 7,815 7,815
Exchange alignment MBREAEER - - - 10 10
At 31 December 2017 and RZE-tF+ZAZ1-BR
1 January 2018 ZE-\E-f-H - 6,000 - 8,717 14,717
Charge for the year REETH - - - 9,541 9,541
Exchange alignment MERRNEER - = - (1) (M)
At31December2018 W-®-NFf-A=f-B - 6000 oo e a4
Carrying amount B
At 31 December 2018 RZE-NF+ZR=1-A 65,960 550 2,930 24,064 93,504
At 31 December 2017 RIE-tE+ZF=1-H = 550 2,930 32,630 36,110

In respect of insurance business, the
recoverable amount was determined based
on YF Life appraisal value, which consists
of the adjusted net worth plus the present
value of inforce business and the new
business value after cost of capital. The
amount of accumulated impairment loss
written off for the year is related to a wholly
owned subsidiary liquidated during the year.

RARBEBMS  THWESHEIR
BEEBRRIEEEEES  HPE
FEARFENELBANERRER
HMBREARANROMEBEE - &
FECREZRFTRESESHE
REEBFEN-—RZEMNB LM
B o
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23 GOODWILL AND OTHER INTANGIBLE
ASSETS (Continued)

23 BERHEMELEE &)

(b) HiBEEEE (&)
(b) Other intangible assets (Continued)

As at 31 December 2018, the Group had
three (2017: three) trading rights in The
Stock Exchange of Hong Kong Limited (the
“Stock Exchange”) and one (2017: one)
trading right in the Hong Kong Futures
Exchange Limited (the “Futures Exchange”),
of which two trading rights in the Stock
Exchange and one trading right in the
Futures Exchange were fully amortised as
at 31 December 2010. The Group has one
(2017: one) club membership with indefinite
useful life similar to the trading rights.

Trade name acquired in the acquisition of YF
Life, which is subject to annual impairment
test. The relief-from-royalty approach is
adopted to determine the fair value of trade
name. At the end of each reporting period,
the management of the Group reassessed
the assumptions of this approach. As at
31 December 2018, the valuation of the
Chinese trade name is determined based on
the relevant value of new business estimated
by YF Life. The trade name is considered by
the management of the Group as having an
indefinite useful life because it is expected
to contribute to net cash inflows indefinitely.
The trade name will not be amortised until
its useful life is determined to be finite.

EHSMEBERAT
—E—N\FER

BE_Z-NF+Z-A=+—H"
$EIEESEE% &3 5 P (B
R 2XGE(ZF—tF : 3 )
R1EEBMEXZHEBRLF
(EH?‘QFE)Z&%*E(:Q—ti :
18) HRBXAB2@ER 5%
&%Xﬁﬂ11*%%5 22
FTZA=1t-—HZEZ2HHE - &&F
BEE-—EELHSEER(=F
—tF @) EERMRERS
R -

WiEBEEREEERNER AR
FEREANR HARNESHEE
EREBENAAEBE - RNE $ﬁ¢
R $El BEREENTMHZ
FENBR R=-F-—/\F+=A
=t+—8: EFIFiﬁ WL E TR B
BERRMATNVEBERXBEEE
E-AKBEEERAZBRAER
EREAFR - BRARHEAZER
M RM SR FHELHER - &
BREHERESTRESERZA T
f 5
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B 7% 3R R Y 5
24 DEFERRED ACQUISITION COSTS AND 24 ELEREEBREIARWEBEKENE
VALUE OF BUSINESS ACQUIRED =]
2018 2017
“§-)\f “3-tF
Value of Value of
business  Insurance Investment business  Insurance  Investment
acquired  contracts  contracts Total ~ acquired  contracts  contracts Total
Wi KR WEEEN
EE RBRR  REAR fam BE RBRE REGRE a5
Mfdavay — R-A-R - - - = ===
Acquisition of subsidiaries  WEEHEA 8,511,831 - - 8,511,831 = = - =
Amount deferred EESH - 215243 7146 282,389 = = = =
Amortisation for the year ~ REEH# (13674 (48,272) (154)  (122,100) - - - -

8,438,157 226,971 6,992 8,672,120 = = = =

Amortisation for the year ~ KEESEBEARE
allocated to fair value ERfENEESE

reserve (99,901) (14,119) (1,919)  (115,939) - - - -
At 31 December MZA=1+-H 8,338,256 212,852 5073 8,556,181 - - - -
The amount of deferred acquisition costs ELEREEBSRAZSEETN —F#
expected to be recognised as expense after more ERAEER114,574,000 8 (= F—t
than one year is HK$114,574,000 (2017: Nil). FEHEIT) o

YUNFENG FINANCIAL GROUP LIMITED
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B R R M EE
25 INVESTMENTS 25 K&
At fair value
through other At fair value Available-
comprehensive  through profit Held for for-sale Amortised
income or loss trading securities cost Total
AR EERE
BREEIA NAAEETE
AbGakEe  BHEHIA
MfER Bi REEE  THHERS BERE 2
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
FEr FiEr FEr FEn FEr FEr
2018 “E-)\E
Debt securities: EE#ES
— Unlisted ok 3] 10,337,261 1,915,313 - - 15,188,481 27,441,055
Mortgage loans BRER - - - - 7,183,581 7,183,581
(losnet o ees T T 2ua0e SA646%
Equity securities: BiES .
— Unlisted “¥s A3 - - - - 13213
Fund Investment: EERE:
T Urlisted frote @) CHRLmEG) T s S R ...
Derivatives: fEIR:
SUilsted SR - - - R - ol
Unit trusts: Bfifsst:
. Unlisted LTHEER T s T T T e
Total s 10,410,474 10,850,182 - - 22,372,062 43,632,718
Market value of listed LnRsNmEE
securities - - - - - -
EREHEBERAR

—E—N\FER
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B SRR M &

25

INVESTMENTS (Continued)

25 R&E(#E)

Fair value
at fair value Designated
through other at fair value Available-
comprehensive  through profit Held for for-sale Loans and
income or loss trading securities receivables Total
NRAEEHE
BESHH\  KEULLER
kA,  HEAELD _ )
MEE itABE REEE  OHNERS  ERREUR ok
HK§'000 HK$'000 HK§'000 HK$'000 HK$'000 HK§'000
FEn 7 Fén FEr FEn FEr
2017 It S
Debt securiies: fERES
— Unlisted - ¥tm - - - 192,721 - 192,721
Mortgage loans HRER - - - - - -
B T T T kAl T AR
Equity securities: BaEs
B - w T e T ALt
Fund investment: SRE
-Ulised rotef®) - FEROBEG) T T T ey T PR
Derivatives: fi418:
— Unlisted - ¥t® - - 2727 - - 2,727
Total a5 = 3,209 2,121 892,198 - 898,134
Market value of listed Lh@sHHEE
securities - 3,209 - - - 3,209
Notes: Kt
(@) On 28 February 2018, the Group has entered a (@ R=ZZTE—NE-A=-+N\AH > KEHHES

strategic fund management agreement with another
well-established financial institution. By sharing
the operating and financing decision making power
through the agreement, the Group is no longer
considered to be the principal of Majik Access USD
Fund 2 LP. After the deconsolidation, the Group
elects to measure its 34.04% investment holding
in Majik Access USD Fund 2 LP held through a
venture capital organisation, an indirect wholly
owned subsidiary, at fair value through profit or
loss as management measures the performance of
this jointly controlled entity on a fair value basis
and considered to be exempted from applying
the equity method. The valuation process and fair
value information for the joint venture measured at
fair value through profit or loss set out in note 5.
During the year, the Group has made an injection of
approximately HK$63,569,000 to the joint venture.
As of 31 December 2018, the carrying value of the
jointly controlled entity amounted to HK$79.1 million.

—SRANCHEERETERRESTE
g - BBRHED EEEMPIERERE
AEBRETBEREABEETES 2R
HWESA-FH%E  AEEREUAARE
B EBHEESB T ABEN A ETER
BEBREAAS(BE2ENBELT) I
EREAGREZTES25E134.04% 3%
E EAEEEUAABEEESEZH
EEFSENESE  HBERARBREARE
Wik AELENMEERERAAEBESR

RMESTE - RER - AEECEREE
X E 463,569,000 8T HE=-Z
—NE+=ZA=+—H  HEZE4EEHN
BREES7,91088 T -
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BA RS AR MR

25 INVESTMENTS (Continued) 25 ®BE(#E)
Notes: (Continued) Kiat o (#)
(b) Investments of HK$3,760,043,000 (2017: Nil) have (b) A 203,760,043,000/8 T(= & — L F :
been pledged in favour of Autoridade Monetaria EINRECEANRMSRMEES > U
de Macau to guarantee the technical reserves in R 78 1= BRCOR P9 R B 15 51 ) 4F 5 95 2 4
accordance with the Macau Insurance Ordinance. & o
(¢) The portion of the investments that is expected to c) At —"FARATKREBHNEREDIS A
be recoverable within one year is HK$7,793,141,000 7,793,141,000/8 (= & — t &
(2017: HK$332,627,000) and the portion that is 332,627,000 7t ) » Gt —F & T W E
expected to be recoverable after more than one year KB 5 A 35,839,577,000 8 T (= F —+
is HK$35,839,577,000 (2017: HK$565,507,000). £ : 565,507,000/87T) ©
(d)  Fair value of individually impaired investments is as (d ERNSHERENAALBENOT :
follows:
2018 2017
—2-N\F —T—tF
HK$°000 HK$°000
FHET FET
Fair value through other comprehensive DAREBEFEBEEESHTAH
income debt securities fhéRE N 2 B H 5 9,431,434 —
Amortised cost investment IR ARE 14,091,752 -
As at 31 December 2018, the investments were RZE-—NEFE+ZA=+—H ' EREH
individually determined to be impaired on the EREXEENKRECEREERRE
basis of expected credit losses model. Impairment EUERENRBESBREMTE2)()ME
losses on these investments were recognised in the N ESEREFRES N PRER o
consolidated income statements in accordance with
the policy set out in note 2(t)(i).
ERSRERBRAR

—E-N\EFR
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B i SRR M &

25 INVESTMENTS (Continued)
Notes: (Continued)

(¢) The maturity profile of the Group’s debt securities

25 R&E(#E)

BaE - (4&)

(e) AKBINENE S RE KW E

and loans and receivables is as follows: BRAT :
2018 2017
—2-N\E —E2—+tF
HK$°000 HK$’000
FET FET
Fixed maturities due in [E] 7E 21 B 2R PR
—1 year or less —1EHFE 642,606 —
—1 to 5 years —1&5%F 2,723,688 -
—5 to 10 years —5Z&10F 6,375,965 192,721
—More than 10 years —10F £ 17,698,796 —
27,441,055 192,721
Mortgage loans due in KR E SR EI 2 HAPR
—1 year — 153,501 —
—2 years —2%F 276,017 -
—3 years —3%F 365,502 -
—4 years —4F 201,069 —
—5 years —5% 817,215 -
—More than 5 years —5F Lk 5,370,277 —
7,183,581 —

YUNFENG FINANCIAL GROUP LIMITED
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25 INVESTMENTS (Continued)

Notes: (Continued)

(f) Interests in collective investment schemes

(i

(i)

Included in financial assets designated at fair
value through profit or loss on the consolidated
statement of financial position are certain
investments in collective investment schemes
which have been designed so that voting
or similar rights are not the dominant factor
in deciding who controls these schemes.
These collective investment schemes include
investments in unit trusts and limited liability
partnership established by third parties. These
schemes provide the Company with a variety
of investment opportunities through managed
investment strategies.

Owing to the passive nature of these
investments, the maximum exposure to loss
from these interests is limited to the associated
equity price risk (see note 5) and the capital
commitments. The maximum exposure to loss,
which represents the maximum loss that the
Group could be required to report as a result of
its involvement with these collective investment
schemes regardless of the probability of
the loss being incurred, is equivalent to the
carrying amount of these investments (see note
5).

In addition, the Group’s subsidiary,
MassMutual Trustees Limited is the sponsor of
Mass Mandatory Provident Fund scheme (‘MPF
scheme’) as specified in the respective trust
deeds. Management fee and trustee fee income
that the Group recognised in profit or loss in
return for the administration services provided
to MPF Scheme that the Group sponsored
amounted to HK$4,185,000 (2017: Nil) for the
year.

The policyholders invest directly into such MPF
scheme, as such, the Group did not transfer
any of its own assets into these schemes
during the reporting period. Management
actively monitor the compliance with the
respective regulation requirements in order to
minimize losses arising from reputational risk
and regulatory compliance risk.

EHSREBARAT

—E—N\FER

25 R&E(#E)

Biat - (4&)

B 35 SRR MY RE

() RESREENER

(i

EEEGEUBRRARFUAQXAE
BEFfEEHESBFTABRENEH
EEREESREMETHELR
B ELERENRAEFSRERE
PRI 2R TE F 32 B L5 3
MEBRZ - ELEESRETEE
ERE=ZFEINEMLETENER
EEERBLEENRE - BLEFEE
BEEREXKSAAEHSTER
aHE -

HRZERENEBME - ELER=E
1Y B K18 K | B R 1 2 PR BA AR B Y
PR FE(E A% 2 Bz (2 B Y = 5) M & AN
HeoBABRXARREAATEZ
HELESREFIMEAZRNE
REBX  TNRAEEBRNAREME
Rph - ZEIEERELERENR
E{E (2 BEES5) °

o REBNHMELT — XE
BRETARQAASBEETELD
FriEAM AR EH A B 58
MBS DHBBA AE
EEERTEINEEERIZITA
B ERFREAEE LR
BEFARMTBRENE RS
4,185,000 B T (= —tF : T8
JT) e

REFEAEERENZBRE
8- Fit - AEER RS R E
HHENEEEBREZSTE &
EEEREEHEAREEERNSG
BER  UEERD 2 ERERANE
EERBBTRAIBEL o
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B 7% 3R R Y 5
26 ADVANCE REINSURANCE PREMIUMS 26 ANBRERE
Analysis of movement in advance reinsurance BEABRERESES SN
premiums
2018 2017
—E-N\F —F—tF
HK$’000 HK$’000
FET FET
At 1 January Hn—HA—8 - =
Acquisition of subsidiaries WEEK B A 7] 10,396 -
Other movements H {52 &) 256 -
At 31 December R+=ZA=+—H 10,652 —

Advance reinsurance premiums are expected to

be recovered within one year.

BANBRERERH TR -FRKE -

27 INSURANCE AND REINSURANCE 27 ERRERBRIEERX

RECEIVABLES

2018 2017

—E-N\F —F—tF

HK$’000 HK$’000

FET FET

Loans to policyholders MREFEAFELENER 1,710 —

Direct premium receivables BUREERE 4,744 —

Reinsurance receivables W BRERE 237,158 =

243,612 —

At 31 December 2018, none of the insurance
and reinsurance receivables were past due or

impaired.

All of the insurance and reinsurance receivables
are expected to be recovered within one year.

RZZ-NF+ZAR=+—0 ' BlRK
BER D REFGRBHSRE -

FERBRERDRERBHIRNR —F

Al E o
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B 7 3R 7= Bt =
28 OTHER ACCOUNTS RECEIVABLE AND 28 HtEWRARKRETTIRA
ACCRUED INCOME
2018 2017
—E-N\EF —E—+F
HK$°000 HK$°000
FET FET
Other accounts receivable arising from % 3 £ .EFEE’J
securities brokerage: H A e BRX -
— Cash clients —RERF 55,842 61,609
— Margin clients — RBEEEF 16,930 26,120
— Clearing house, brokers, fund — BEM - K&
managers and dealers HEeEBEANKZEHE 22,314 10,632
95,086 98,361
Other accounts receivable arising from ZJHAREREREEEDN
consultancy and advisory services H b FE UK BRFX 1,959 1,720
Other service fees receivables Hih e R & 332 560
97,377 100,641
Less: allowance for doubtful debts B REREE (1,507) (26,403)
95,870 74,238
The balances of other accounts receivable from R B R N EE R AR AS BY H fh fE R BR = 4h
consultancy and advisory services with accrued B O SHEAANENEEEZAHABEEWNE
fees of approximately HK$650,000 (2017: 5 & B #650,000/8 T(=Z & — £ F :
HK$1,455,000) for on-going advisory projects 1,455,000 T) ©

which have not been billed.

The fair value of other accounts receivable

approximates its carrying amount.

EHSMEBERAT
—E)\FFR

HibtBWRAR 22 R BEEZEREEM
E o
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28 OTHER ACCOUNTS RECEIVABLE AND
ACCRUED INCOME (Continued)

28 HEWRA K ETTWA (&)

HL At FE W B 3R o2 Rt 0 AT

(a) Ageing analysis of other accounts (a)
receivable

R 3R & B R 2 H i B U AR 7R (F0 BR
RERBB) REOMUT -

The ageing analysis of other accounts
receivable net of allowance for doubtful
debts as of the end of the reporting period
is as follows:

318

(b)

2018 2017
—E-N\F —E—tF
HK$°000 HK$’000
FET FET

et e BB 95,019 . 72,688
Less than 1 month past due BHE1EANUT 370 767
1 to 3 months past due BE1Z31EA 126 262
More than 3 months past due BHISMEA UL 355 521
Amounts past due BHSEE 851 1,550
95,870 74,238

The Group has procedures and policies
to assess the client’s credit quality and
defines credit limits for each client. All client
acceptance and credit limit are approved
by designated approvers according to the
client’s credit worthiness.

Other accounts receivable which are past
due but not impaired

Included in the Group’s other accounts
receivable balance are debtors with an
aggregate carrying amount of HK$851,000
(2017: HK$1,550,000) which are past due
at the end of the reporting period for which
the Group has not made provision for
impairment loss.

(b)

AEBRBEEREFRBRFEEES
FziEEEE UREZEFZE
BRBE - TEEMBEFZ2EERE
ERBFAKEEMRRARBERER
FzfEREd -

& I8 218 AR OB (B 2 EL £t FE WURR K

REE 2 HMEWRRGREERER
H#ABEH851,0008 (=& —t
£ 11,550,000 8 7T ) < FEWERFX
ZERERBEHRCEH - BF
SE I E R I AF R ER R RAE -
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28 OTHER ACCOUNTS RECEIVABLE AND
ACCRUED INCOME (Continued)

(b)

(c)

Other accounts receivable which are past
due but not impaired (Continued)

As of 31 December 2018, approximately
HK$40,000 due from cash clients which
are past due but not impaired represented
client trades which are unsettled beyond the
settlement date. No impairment loss was
provided for these balances as either the
Group held securities collateral for those
balances with fair values in excess of the
past due amounts or the balances have
been settled subsequently. Collaterals held
against such other accounts receivable are
publicly traded securities. No such balance
existed as of 31 December 2017.

Other accounts receivable from corporate
clients of HK$851,000 (2017: HK$1,550,000)
which are past due but not impaired
represent other accounts receivable arising
from provision of corporate finance,
consultancy and advisory services which
have not yet been settled and aged by
their invoice date. No impairment loss was
provided for these balances as these clients
are trade counterparties with sound credit
rating and/or reputation.

Impairment of other accounts receivable

The Group has a policy for allowance
for doubtful debts which is based on the
evaluation of collectability, ageing analysis
of accounts and management’s judgement
including the creditworthiness, collaterals
and the past collection history of each
client.

EHSMEBERAT
—E—N\FER

B 35 SRR MY RE

28 HEWRA K ETTWA (&)

(b)

(c)

€ 380 518 AR OBl (B 2 EL £t FE WURR K
(&)

BE_Z—N\H+=ZA=+—H"
REREEFZ2CBBERBERE
URBRFX 40,0008 7T - IEREE B H
BNMABEZEFERER - HRAE
ERZEHaEE A AABESRE
HFEs R EARRNEHEED
EE MY ERZSEHREFERE
EiERE RS HEMERERRE
Bz mALMEERS - R
E—tHE+ZA=+—H0 ~&H
TIFIEZIERREE -

REGCEEF2OREBERBER
ft FE UK BRFX 851,0008 T (= E—+t
F 11,550,000 T) IR ¥R
B FERRBHAREELE CHME
WERFR - HRBZE AN ARB
ERCEH HRZEEFARGE
TR, SBEREFZREHTF
%ﬁﬁﬁ%%%ﬁ#&ﬁﬁ%ﬁ%

H ftb FE Wi SR X 2 BB
REERBRERRBEEZBR

BRABK AT Y E T - BRIBZ
REIMREEEBHREFZ6E
2K R IR WURRS 8z H
RER -
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28 OTHER ACCOUNTS RECEIVABLE AND
ACCRUED INCOME (Continued)

(c) Impairment of other accounts receivable

28 HEWRA K ETTWA (&)

(c) EAbFEWRR ZmIE (&)

(Continued)
The movement of the allowance for doubtful FAZRERESBHUOT :
debts during the year is as follows:
2018 2017
—E-N\F —E—tF
HK$’000 HK$°000
FET FET
At 1 January R—B—H 26,403 26,901
Provision for impairment loss ERARESE 2BE
recognised 1,224 18
Amount recovered during the year FRIKREEEE — (513)
Amount written off 2HHE s (26,120) 3)
At 31 December R+=—A=+—H 1,507 26,403

During the year, the Group has relaunched
margin financing service after ceasing the
service in 2004. The amount from margin
clients in respect of margin service prior
to the cession of this business in 2004,
amounted to HK$26,120,000, which had
been fully impaired in prior year was written
off. HK$400,000 (2017: HK$285,000) relates
to individually impaired other accounts
receivable arising from the business of
dealing in securities. HK$1.1 million relates
to individually impaired other accounts
receivable arising from the business of
consultancy and advisory services.

(d) Balance with related parties

At 31 December 2018, the balance of
other service fee receivables includes
fund management fee of approximately
HK$248,000 (2017: Nil) due from a joint
venture of the Group.

FR AEBEHHERA-ZTZDE
FEIRBEHRESHERE - ®
“EINFEFEARESREER
REBEEEF W< % 526,120,000
B BEHEREAZEHBES
£d © 400,000 (=& — £ F :
285,000 B T) PR AFBHERH %
75 = A KA B B B H 1t FE Uk BR
He110BB THERNEREZE
ARERERBARBEENEME
WERRREE -

(d) EEBALZEER

R-ZZBE-NF+=ZA=+—8"
HUERBRBENGHRBEIR
248,000 8B T(=F—tF: T8
TR AEE -—REELEN
ETEEE -
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B 7% R 3k B =

29 OTHER RECEIVABLES, DEPOSITS AND 29 HMEWRIE RERFENSRKE

PREPAYMENT
2018 2017
—E-N\F —F—tF
Note HK$’000 HK$°000
Bzt FET FET
Utility and rental deposits KEEBEREESZSE (i) 36,831 8,289
Loans to agents and staff BRERETIELNER (ii) 26,773 2,000
Accrued investment income ESHRE WA (ii) 374,123 19,909
Prepayment and other deposit AR R Hbigs 10,888 6,827
Other receivable from non- Hih e — NI B AT (iv)
controlling shareholders of a IR B R A RIE
subsidiary 32,836 —
Other deposits and receivables  Hfthi% & & FEUTIE (iii) 77,428 45,019
558,879 82,044
Less: provision for impairment & : H#bEWFIE R EE (iv)
of other receivable BzRE (8,976) (8,210)
549,903 73,834
Notes: Brat -
()  The amount of utility and rental deposits expected () KEERHEAZSEHLER-—FRKE

z
iy & #6%22,005,000 BT (=2 — £ F :
8,038,000 ) °

to be recovered after more than one year is
HK$22,005,000 (2017: HK$8,038,000).

(i)  On 31 December 2018, interest bearing loans to staff iy R=ZT-—N\F+=-A=+—HB REIE
included loans to key management of HK$3,136,000 HHEEREERAEE—RBEAR
entered with a subsidiary of the Group. FTEEEASRHEMNENR A 23,136,000

BT ©

(iii)  During the year, HK$28,315,000 of other receivable (iii)
is reclassified to other receivable from non-
controlling shareholders of a subsidiary after the
completion of acquisition of YF Life.

R - H fth FE K 2 28,315,000 7T
REBEBREREAENR D BEMBARE
ZERBRR 2 H bW RIE -

L {th W R B ORL B

7 #8,976,0008 (= & — £ F:

(iv) Impairment of other receivables (iv)

Other receivable of HK$8,976,000 (2017:

HK$8,210,000) is fully impaired as the recoverability
of the balance is considered uncertain after credit
assessment performed by management.

8,210,000 78 It ) B L Ath & W SR 18 B 2 BRI
B AREEEETEENGRARRERE
B9 R U = 1 A RERE o

The movement of the allowance for doubtful debts FRZRRBESBOT :
during the year is as follows:
2018 2017
—2-N\F —T—tF
HK$°000 HK$°000
FET FET
At 1 January m—B—H 8,210 16,795
Expected credit loss recognised upon BRACE BB R &5 2R )58 9 55
adoption of HKFRS 9 BERNABEREL 1,143 =
Reversal of impairment loss recognised SRR ERE 2 B E (377) —
Amount written off EREEEE - (8,585)
At 31 December R+t=B=+—H 8,976 8,210

Except for those mentioned above in (i) and (iv),
all of the other receivables are expected to be
recovered within one year.

EHSMEBERAT
—E)\FFR

BR £ 32 (i) M (iv) Fr st & 51 - PR H b B i
R HE—FARE -
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30 CASH AND CASH EQUIVALENTS, FIXED
BANK DEPOSITS WITH ORIGINAL
MATURITY OVER 3 MONTHS AND BANK
BALANCE - TRUST AND SEGREGATED

30 B
n=

RBREFMEER - REHRS
18 B B9 E R 1T 7 R AT R

B — ERERBIRF

ACCOUNTS
At At
31 December 31 December
2018 2017
R=B-N\E R=-Z—L&F
+=-A=+-B +=A=+—-H
Note HK$’000 HK$’000
Mz FET FET
Bank balance — trust and RITHE — SARBY
segregated accounts RE
Deposit with bank RITER 440,117 340,029
Less: impairment allowance B REEE (iif) (34) -
(i) 440,083 340,029
Fixed bank deposits with original FREHRZA=EAK
maturity over 3 months RITEHER
Deposit with bank RITER (iv) 259,250 1,580,313
Less: impairment allowance A BEER (iii) - -
259,250 1,580,313
Cash and cash equivalent BeRHE&%EER
Deposit with bank RITER (ii) 300 30,000
Fixed bank deposits with original BEEMROR=1EA
maturity less than 3 months RITEHIFR 1,455,350 1,739,627
Cash at bank and in hand RITRFEES 3,728,897 412,747
Less: impairment allowance o REERE (iii) (318) -
Cash and cash equivalent in HRAMBMRRERARN
the consolidated statement of RekHE&%EER
financial position 5,184,229 2,182,374
Notes: Kt

(i) The Group maintains segregated accounts with
authorised institutions to hold clients’ money arising
from its normal course of business of the regulated
activities. The cash held on behalf of clients is
restricted and governed by the Securities and
Futures (Client Money) Rules under the Securities
and Futures Ordinance.

(ii) The Group has made deposit with a bank as security
deposit for bank overdraft facilities.

322

(i)

REBERAUTHBRALBE LIRS - UFE
HERZHRERDXEBBREDELEZEF
RE - REFBAZREZ(BERBE
HROIT 2R RAE(FFRE))RAUR
FIRBEE o

AEBERRTBEXAERURBLER
$RITIERR o
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BA RS AR MR

30 CASH AND CASH EQUIVALENTS, FIXED 30 REeRBRELEEEE - REHRS

BANK DEPOSITS WITH ORIGINAL
MATURITY OVER 3 MONTHS AND BANK
BALANCE - TRUST AND SEGREGATED
ACCOUNTS (Continued)

Notes: (Continued)

(iiiy The expected credit loss provision is made based
on assessment as disclosed in note 3. During the
period, provision of HK$2,195,000 was reversed.

(iv) The Group has pledged fixed deposits of
HK$259,250,000 (2017: Nil) to banks in favour of the
Autoridade Monetaria de Macau to guarantee the
technical reserves in accordance with the Macau
Insurance Ordinance.

(a) Reconciliation to liabilities arising from
financing activities for disclosure purpose

The table below details changes in the
Group’s liabilities from financing activities
including both cash and non-cash changes.
Liabilities arising from financing activities
are liabilities for which cash flows were, or
future cash flows will be, classified in the
Group’s consolidated cash flow statement
as cash flows from financing activities.

R =18 A & & B SR AT 77 ;UM SR AT ik

B — GERBAIRFE (&)

Kzt : (&)

iy WEMISHMPEETHETRELREH
BL-HERA AARABEEBEAH
2,195,000 38 7T °

(ivy AEBEE A #259,250,0008 T (==
—tF EBRT)NEEERERAERM
SREER  URFIZRBCORPIREEMRED
fEE B AT & o

(a) HAEEENIRETBEENE

BETHR

T%%‘i LS S [ R B Bt Q/EEJJE’JE
r‘ﬂ éé@)?iﬁ’]ﬁﬁ%fﬁémgj
ARBREREEELAEBNGRER

EREXRPIELSBEZTHREN
ENEE-

Policyholders’ Preference Finance
deposit shares lease Total
REBEAN
#% BER HERE ag
HK$'000 HK$7000 HK$’000 HK$'000
T FE7n A A
At 1 January 2017 RZE—tE-f-H - - 2,227 2,227
Change from financing cash flow: ~ BEBREF22H
Proceeds from issue of preference  MBARARTELRZ
share by a subsidiary FrigE - 206,194 - 206,194
Payment made to finance lease ~ BEEBREF 22D
obligation - - (1,075) (1,075)
Total change in financing cash XARMERENE
flows - 206,194 1,152 207,346
New finance lease HRERE - - 20,807 20,807
Finance charge on finance lease ~ BEHERENA
obligation - - 823 823
Fair value change NEETEE - 877 - 877
Exchange alignment MERFTEET - - 290 290
At 31 December 2017 RZE-tE
‘l‘— ETr= - 207,071 23,072 230,143
ERSRERBRAR

—E)\FFR
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Notes to the financial statements
B i SRR M &

30 CASH AND CASH EQUIVALENTS, FIXED
BANK DEPOSITS WITH ORIGINAL
MATURITY OVER 3 MONTHS AND BANK
BALANCE - TRUST AND SEGREGATED
ACCOUNTS (Continued)

30 BERBRLEEERE FEHRES
R=EANEPBRITERMETE
¥ — SERBIKRE(#)

(a) HRRBENHBMETHELENEG

(a) Reconciliation to liabilities arising from

financing activities for disclosure purpose BETHER(E)
(Continued)
Policyholders’ Bank Preference Finance
deposit borrowings shares lease Total
REBHAN
# RITER Bik HERE fag
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
FEr Fér FAr FEr FEn
At 1 January 2018 RZE-N\E-f-H = - 207,071 23,072 230,143
Acaquisition of subsidiaries WEHBAT 37,385,878 - - - 37,385,878
Change from financing cash flow: B&EEH 228
Proceeds from issue of HEARRTEARL
preference share by a FrE3E
subsidiary - - 108,117 - 108,117
Payment made to finance lease ~ RAREREHE
obligation - - - (5,043) (5,043)
Policyholders’ account deposits ~ REEBEAZRERFL
for investment contracts KPfe 995,219 = = - 995,219
Policyholders’ account REFEALREGRZ
withdrawals for investment RFRE
contracts (250,104) - - - (250,104)
Drawdown of bank loans ROBTER = 1,220,000 = = 1,020,000
Repayment of a bank loan BERTER - (20,000 - - (20,000)
Total change in financing cash ~~ BEEBRER 2 #BERE
flows 745,115 1,200,000 108,117 (5,043) 2,048,189
Net change in lease obligation ~ RERENFEH - - - 592 592
Finance charge and effective ~ BLEEARERAS
interest expenses - (1,774) - 549 (1,225)
Fair value change MEREY - - 400 = 400
Interest credited to policyholders’  REZEARFHEL
account balances EitHIE 205,859 - - - 205,859
Cost of insurance charges REERRE (104,180) - - - (104,180)
Administrative fees THER (246,065) - - - (246,065)
Other reserve changes HfhfeEe 26,763 = = - 26,763
Transfer to the other payable BARMERTER
and accrual EitER - - - (3,916) (3,916)
At 31 December 2018 RZE-NE
TZA=1-H 38,013,370 1,198,226 315,588 15,254 39,542,438
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Notes to the financial statements

30 CASH AND CASH EQUIVALENTS, FIXED

BANK DEPOSITS WITH ORIGINAL
MATURITY OVER 3 MONTHS AND BANK
BALANCE - TRUST AND SEGREGATED
ACCOUNTS (Continued)

(b) Bank balances — trust and segregated

account

The Group maintains segregated accounts
with authorised institutions to hold clients’
monies arising from its normal course of
business of the regulated activities. The
Group has classified the “bank balances
— trust and segregated accounts” under
current assets in the consolidated statement
of financial position and recognised
the corresponding account payables to
respective clients and other institutions on
the grounds that it is liable for any loss or
misappropriation of clients’ monies. The
Group is not allowed to use the clients’
monies to settle its own obligations.
The cash held on behalf of customers is
restricted and governed by the Securities
and Futures (Client Money) Rules under the
Securities and Futures Ordinance. As at 31
December 2018, client money maintained
in segregated accounts amounted to
HK$440,083,000 (2017: HK$340,029,000).

BA RS AR MR

30 RERREEEERE - FEHRS
R=18 A EBRTERMBITER
B — EREREMRF(E)

(b) SRITEREE — FRERBURF

REBRRAEBRMLEBLIRE
UEBHEEZRETEHEKBR
TEEZEFRE - AKEHCE K
[RITEREE — FRERBYKRF |2
BARESUBRRRZRBEESR
T HEERMEFREBEZEMER
FTAEMBAE S MHEDEE 2 BN
FTEEEFPRHEMEBZIRR - &
SETEERAEFRAEEHRES
BB REFFAZREZ(ES
FHREFRMT zRERME(RR
REDRARFRRE - R==F
—N\F+ZA=+t—-H RBIK
FHBENEFE £ % 440,083,000
B (=F—+t % 1 340,029,000 %
JT) °

31 INSURANCE CONTRACT PROVISIONS 31 REBEEEHFS
2018 2017
—E-N\F —F—tF
Note HK$’000 HK$’000
Bt FET FET
Policyholders’ deposits REFHANFR (i) 33,927,093 -
Future policyholders’ benefits RREREFEAGBN (ii) 5,417,950 -
Unearned revenue liability REIBRAEE (iii) 17,093 —
39,362,136 —

EH S REEERAT
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Notes to the financial statements
B i SRR M &

31 INSURANCE CONTRACT PROVISIONS 31 REBEREHGE#)
(Continued)
Notes: Voizan
(i) Policyholders’ deposits (i) REBEANER
Analysis of movement in policyholders’ deposits REZEANEREEH DM
2018 2017
—2-N\E —ET—tF
HK$°000 HK$°000
FET FET
At 1 January n—HA—H - =
Acquisition of subsidiaries g1 = NG| 33,369,995 =
Premiums received during the year FRERRE 903,008 —
Net fees and charges deducted from IRERREPHIRNFEEN
account balances FHFRE (339,964) —
Interest credited to account balances BREBREEZ ERT A2 179,714 =
Redemptions due for payment in FREENSZERRE
current year (182,777) -
Others movements HAth & &) (2,883) —
At 31 December R+=—B=+—H 33,927,093 —
(i)  Future policyholders’ benefits (i) KRFREIFHAGBN
Analysis of movement in future policyholders’ RRREFEALNEES S
benefits
2018 2017
—E-N\F —E—+F
HK$’000 HK$’000
FET FETT
At 1 January n—HA—H - =
Acquisition of subsidiaries W BB T A | 5,163,936 —
Movement during the year FANEH 254,014 —
At 31 December R+t=B=+—H 5,417,950 —
326 YUNFENG FINANCIAL GROUP LIMITED
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Notes to the financial statements
g S EL R

31 INSURANCE CONTRACT PROVISIONS 31 RBEREEEEEHE)

(Continued)
Notes: (Continued)

(iii) Unearned revenue liability

Bat - (#&)

(iii) REIFWASEE

2018 2017
—E-N\F —E—+F
HK$’000 HK$’000
FHET FET
At 1 January n—A—H - =
Acquisition of subsidiaries WM B A A - =
Amount deferred EAES 136,743 —
Amortisation for the year allocated to KEESBEHFEREERN

consolidated income statement #eHzE (59,218) —
77,525 —

Amortisation for the year allocated to fair AFEELEZE DA BEMKEN
value reserve #enEg (60,432) —
At 31 December R+t=B=+—H 17,093 —

(ivy The amount of insurance contract provisions (ivy REERAEFESBHE—FRVENESEE

expected to be settled after more than one year is

HK$37,046 (2017: Nil).

32 INVESTMENT CONTRACT LIABILITIES

32 RESEAE

537,046 BT (ZZE—tF : THBR) °

2018 2017

—E-N\F —E—+F

Note HK$°000 HK$°000

BtaF FHET FET

Policyholders’ deposits REFHANFR (i) 4,086,277 -
Future policyholders’ benefits RRREFE AL (i) 45,946 =
Unearned revenue liability REIBBRAEE (ifi) (272) —
4,131,951 —

EHSMEBERAT
—E)\FFR
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Notes to the financial statements
B i SRR M &

32 INVESTMENT CONTRACT LIABILITIES 32 REARAE#E)
(Continued)
Notes: Voizan
(i) Policyholders’ deposits (i) REBEANER
Analysis of movement in policyholders’ deposits: REFBEANEREF D :
2018 2017
—E-N\E —E2—tF
HK$°000 HK$°000
FET FET
At 1 January n—HA—H - =
Acquisition of subsidiaries g1 = NG| 4,015,883 =
Contributions received during the year FRE WK 82,856 —
Net fee and charges deducted from IRERREPHIRNFEEN
account balances FHFRE (9,468) —
Interest credited to account balances BREBREEZ ERT A2 26,145 =
Redemptions due for payment in current R FEE (S 2 L 48
year (28,443) —
Others movements HAh & E (696) —
At 31 December R+=—B=+—H 4,086,277 —
(i)  Future policyholders’ benefits (i) KRFREIFHAGMN
Analysis of movement in future policyholders’ RRREFBEAGHEE DT
benefits:
2018 2017
—E-N\F —E—tF
HK$’000 HK$’000
FET FETT
At 1 January n—HA—H - =
Acquisition of subsidiaries W BB T A | 43,652 —
Movement during the year FRNEEF 2,294 -
At 31 December R+t=B=+—H 45,946 —
398 YUNFENG FINANCIAL GROUP LIMITED

Annual Report 2018



32

Notes: (Continued)

Notes to the financial statements
g S EL R

INVESTMENT CONTRACT LIABILITIES 32 REGRAEB#E)
(Continued)

BaE - (4&)

Unearned revenue liability (iii) REHBRAFE
Analysis of movement in unearned revenue liability: REHWASEEE DT
2018 2017
—E-N\F —E—tF
HK$°000 HK$’000
FHET FET
At 1 January n—HA—H - =
Acquisition of subsidiaries W EE M B A Bl - =
Amount deferred EEEFE 8,726 —
Amortisation for the year allocated to REEDBRELZEWERKN
consolidated revenue account HiHEE (783) —
7,943 —
Amortisation for the year allocated to fair AEEDEED A BEMFEN
value reserve HiHzE (8,215) —
At 31 December H+=—BA=+—H (272) =
The amount of investment contract liabilities (ivy RBREEEBEEHE—FRKENESES

expected to be settled after more than one year is

HK$3,907,083,000 (2017: Nil).

EHSMEBERAT
—E)\FFR

3,907,083,000 B T(=ZF —t & : &

JT) °
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Notes to the financial statements
B i SRR M &

33 OUTSTANDING CLAIMS

34

33 ARIREER

2018 2017
“E-N\F “E-tF
Reinsurers’ Reinsurers’
Gross share Net Gross share Net
BREAR BREAF
an i T8 fam 74 38
HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$'000
FET FET FiEx FET FiE7 FET
Outstanding claims KRR 91,838 (31,202) 60,636 = = =
Claims incurred but not B RAEBRBRER
reported B 31,985 - 31,985 — — —
123823 (31,209 92,621 - - -
Amount expected to be  FEHIR—ER
settled within one HEENSH
year 123,823 (31,202) 92,621 - - -
Analysis of movements in outstanding claims: RIREFRE B DA -
2018 2017
“B-N\% “E-tf
Reinsurers’ Reinsurers’
Gross share Net Gross share Net
BREAR BREAT
fam i 38 g ik 38
HK$’000 HK$’000 HK$°000 HK$°000 HK$°000 HK$'000
FET FET FiET FET FiE7 FiET
Balance at 1 January ~ —fA—H 28 - - - - - -
Acquisition of WEREAR
subsidiaries 128,059 (29,329) 98,730 - - -
Current year claims KEREH 109,717 (25,070) 84,647 = = =
Current year claims TEERER
paid (64,251) 9,300 (54,951) - - -
Previous year claims ~ FFEAER
paid (45,742) 13,807 (31,845) - _ -
Movement in incured ~ BELEBERFEN
but not reported E28
reserve (3,960) - (3,960) - - -
Balance at Rt=A=t-A
31 December ZEE 123,823 (31,202) 92,621 - - -

REINSURANCE PREMIUM PAYABLES

All of the reinsurance premium payables are
expected to be settled within one year.

34 ENBRERE
MERNBRERERMUINR-—FRE

=
V=

YUNFENG FINANCIAL GROUP LIMITED

Annual Report 2018



35

36

Notes to the financial statements

B R R MEE
OTHER ACCOUNTS PAYABLE 35 HfthtEM R
2018 2017
—E-N\F —E—+F
HK$’000 HK$’000
FET FET
Accounts payable &1 BR X
Cash and margin clients ReNRIBLEF 481,554 400,247
Clearing house, fund managers, BER - ESEEA -
brokers and dealers B RBHE 40,310 52,328
521,864 452,575

Included in accounts payable are amounts
payable to clients and other institutions in
respect of the trust and segregated bank
balances received and held for clients and other
institutions in the course of conducting regulated
activities, which amount to HK$440,787,000
(2017: HK$391,043,000).

All of the accounts payable are aged and due
within one month or on demand.

Balance with related parties

At 31 December 2018, accounts payable
of approximately HK$38,430,379 (2017:
HK$18,667,000) are payable to certain key
management personnel of the Company
on normal terms of brokerage and wealth
management business of the Group.

OTHER PAYABLES AND ACCRUED
EXPENSES

36

ENRABERRETZRETTHBR
PRAEFREAMEBUEKER 2ET
RBIURITHREMEBNTF R EMEE
Z 7K 1E 440,787,000 B T (=T —t F :
391,043,000 T) °

FrERMERRZREASR—EA AT H
FIRBEREE -

ELEREE T MY A BR

RZZB-NF+ZA=+—R8 ' BXE
B-BRELREMEBN —RE
FE {3 BR X 238,430,379 B T(=F —t
% :18,667,000/8 T ) AN E TARQ
AEEEEABZNIE -

Hit B REMERTBX

2018 2017

—E-N\FE —E—tF

HK$’000 HK$’000

FET FET

Accrued staff costs FEETE T A 95,211 33,245
Commission payables FEdEe 195,483 —
Derivative financial instruments TTESMTE 49,280 =
Other payables and accruals HitENRIBERETER 484,618 68,645
824,592 101,890

All of the commission and other payables and
derivative liabilities are expected to be settled
within one year.

EHSMEBERAT
—E)\FFR

FERERAMENRITERBERER
HOR—FREE -
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Notes to the financial statements

B 7% 3R R Y 5
36 OTHER PAYABLES AND ACCRUED 36 HftENRIENETBEX(#)
EXPENSES (Continued)
Balance with related parties EE R 5 MY A R
At 31 December 2018, accounts payable of R=ZT—-NFE+=-BA=+—H  ENER
approximately HK$9,541,000 (2017: Nil) are 29,541,000 BT (= F—tF : T8
payable to MMI who is a substantial shareholder T)RENARXT—REERR — MMI
of the Company and its affiliates. REBE QT ZFIE o
37 INCOME TAX IN THE STATEMENT OF 37 REBRRERPZAEBH
FINANCIAL POSITION
(a) Tax payable in the statement of financial (a) MBMRRFRAZENBIIRE :
position represents:
2018 2017
—E-N\F —E—tF
HK$’000 HK$°000
FHET FHET
Provision for Hong Kong Profits REEBEEBFEH
Tax for the year T 9,117 —
Provisional Profits Tax paid ENEHRER (4,085) —
5,032 —
Balance of Profits Tax provision UEFEFSH
relating to prior years itk - 43,744
5,032 43,744
Macau Complementary Tax B ERH
Balance of Complementary Tax REEFZH
provision for the year B - —
Overseas Tax BN
Balance of overseas provision for  ZAFEREFH
the year ZEEERER 1,157 515
6,189 44,259
Amount of tax payable expected to FEHIR —F R4S
be settled within one year FE{S 18 6,189 44,259
Amount of taxation payable FEHIR —FREEN
expected to be settled after more  FE{IHiIE
than one year - —
3392 YUNFENG FINANCIAL GROUP LIMITED
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Notes to the financial statements

INCOME TAX IN THE STATEMENT OF
FINANCIAL POSITION (Continued)

(b) Deferred tax assets and liabilities

recognised:

The components of deferred tax liabilities/
(assets) recognised in the consolidated
statement of financial position and the
movements during the year are as follows:

Fair value
adjustment
to assets
and liabilities

relatedto  Accelerated

acquisition of
subsidiaries ~ depreciat

WENEAT
RREER

tax
jon

8ENLL A
fER2  RERE
HK$'000 HK$'000

B 35 SRR MY RE

37 RUBRRKRF ZFAEHR )
(b) ERAEEREEERKE

FEERGSMBMRRRER ZE

EREERE (BE)IHOREEM
T :
Fair value Net
adjustmenton  Decelerated unrealised
investment tax on gain on

at fair value expense/ available
through expected for sales
Tax  oprofitand credit loss financial
losses loss incurred  instruments Total
HAAERE
itEEHAE
dABEZ  RERE/  fus
RENAL BitGR  SHEEZ
REER fEAR BX FERRME aE
HK§ 000 HK§ 000 HK§'000 HK$'000 HK§'000

FET 77 7T FAT 7T 7T FET
Deferred tax liabilities/ W TF&EELZERLH
(assets) arising from: ~ ERE /(&%)
At1 January 2017 R-E-t£-f-F - 1,297 (1297 - 1509 - 1509
Exchange alignment MEERTEER - - - = (18) - (18
(Credited)/charged to FREGA) /%
profit or loss - (470) (173) - 526 - (117)
Charged to other itALfbsRNE
comprehensive income - - - - - 820 820
At 31 December 2017 R-F-t&+Zf
=t-R - 821 (1,470) - - 820 177
At1 January 2018 R-2-NE-A-7 - 827 (1470 - - 820 7
Upon adoption of HKFRS 9 RR(EBHBHEE
B)Zo% - - - 80 609 820 (609
Acquisition of subsidiaries ~ WENEBAE 712,783 - - - - - 712,783
(Credited)/charged to profit  B&(;tA) /5%
or loss (10,206) (827) 1,470 (820) 425 - (9,958)
At 31 December 2018 WZF-NE+ZA
E 0577 - - - (184 S X

At 31 December 2018, no deferred tax asset
has been recognised in respect of the tax
losses of HK$1,351 million (2017: HK$848
million) to the extent that it is not probable
that future taxable profit against which
the losses can be utilised will be available
subject to the approval of respective tax
authorities in the relevant tax jurisdiction.
The tax losses amounting to HK$1,351
million (2017: HK$835 million) do not expire
under current tax legislation.

EHSMEBERAT
—E—N\FER

R=ZZE-NF+ZA=+—8"
WEMRBIEEBEE1S5EBIT(ZE
—t&F  85FEB)BRELRE
EE HREBENREREIREERE
B8 T~ KAl BB AR R FE SR B m A (B
KEB ISR E) TR AZER
- HEBEISSEBT(=ZZ
—tF 84EBRL)RBRIMRS
EBTERER ©
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Notes to the financial statements

B B R AR B R

38 FINANCIAL LIABILITIES AT FAIR VALUE 38 UNAREBEFTEEHEHZETAER
THROUGH PROFIT OR LOSS ZEmaE
At At
31 December 31 December
2018 2017
RZE-N\F RIE—LHF
+=ZB=+-B +Z=ZA=t+—H
HK$’000 HK$°000
FET FEx
Designated at fair value through EEURAAREBEFEEHED
profit or loss TAER
Fund-linked note HeBEAZE - 78,063
Preference share liability (note 1) BEREEMFZ1) 315,588 207,071
Third-party interests in consolidated funds A A HEENESH
(note 2) B=RHER(HE2) 187,542 156,606
503,130 441,740
Note: Kzt
1.  The total number of preference shares that can be 1. BEWREUUBRTHNEEIRELHA

issued under the agreement is 500,000 shares for a
total proceed of US$50,000,000. The subsidiary is
obliged to redeem all issued preference shares in 5
years starting from the initial issuance date of the
preference shares. At liquidation, after all creditors’
claim is satisfied, the asset of the subsidiary should
be first distributed to preference shareholders by
redeeming all issued shares together with any unpaid
preferred share dividends. The preference shares
are due for settlement after more than a year from
31 December 2018. During the year, US$13.9 million
proceed obtained from the issue of preference
shares at US$100 per share by a subsidiary of the
Group with the proceed being used to fulfil capital
contribution to a consolidated fund managed by the

Group.

2. The third party interests in consolidated fund 2.
consist of third-party unit holders’ interest in the
consolidated fund which is reflected as a liability
as the fund is to be dissolved and return all capital
to investor in seventh or eighth anniversary of the
respective final closing date of the respective funds.
The end of term of the consolidated funds are more

than a year from 31 December 2018.

500,000 % -+ #2 150,000,000 3 T o Fff
BAREEKERERNBEITARSF
NEEFECRTELR - FER £/
EEEANEREREREZ  MELARN
BEEEECEBERFMECHITRAUR
FARZNNEERRESBEEEERR
ReB-Z—N\E+-A=1+—HEHEB
—E% BERELES - RERN ~&H
MEATUSRI00ETHITELRES
1,390 8 =T » M4 48 8 A bk FR0B A AR
AEEEENGEESRMESE -

EHESHNE=FRBZBEE=FENE
BEARGHESHNER  BARZESE®R
B AtIRAERE YEHEESR
KEEENELAERENAESHREE
TFBHREBREE - AHESHWHRALS
BEZZE—\E+ZA=+—HRE—-FU
Eo

YUNFENG FINANCIAL GROUP LIMITED

Annual Report 2018



39 OBLIGATION UNDER FINANCE LEASE

Notes to the financial statements
g S EL R

The Group had obligations under finance leases

repayable as follows:

39 BMEMEENRE

FEBENEEEREHERRNT :

At 31 December 2018
R-ZE-NE+=-A=1+—-H

At 31 December 2017
R=Z-t&+-A=+-H

Present Present
value of the Total value of the Total
minimum minimum minimum minimum
lease lease lease lease
payment payment payment payment
BEHRE BEHE REHRE RIEHE
RZBE (RZE88 (FeBRE ((R2E8%8
HK$°000 HK$’000 HK$°000 HK$°000
FET FET FET FET
Within one year 1ER 3,401 3,453 7,694 7,789
After one but within 2 years 15%B2ER 3,982 4,130 4,438 4,528
After 2 years but within 5 years 2EZBESER 7,871 8,318 10,940 11,951
15,254 15,901 23,072 24,268
Less: finance cost - BERA (647) (1,196)
Present value lease obligation HERERE 15,254 23,072

EHSMEBERAT
—E)\FFR
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Notes to the financial statements
B SRR M &

40 BANK BORROWINGS

The bank loan was unsecured and repayable as
follows:

40 RITHER

RITERDERRER  HEFHOT

At At

31 December 31 December

2018 2017

R-E-N\F R-E—+tF

+=ZA=+-B T=A=t+-H

HK$’000 HK$’000

FET FET

After 2 year but within 5 years 2FEZBE5FR 1,198,226 -

The Group’s banking facilities are subject to
the compliance of covenants including certain
financial ratios and negative pledge against
certain arrangement and transactions, as are
commonly found in lending arrangements with
financial institutions. If the Group breached any
of the covenants and negative pledge against
certain arrangement and transactions, the
outstanding bank loan would become immediate
due and payable. The Group regularly monitors
its compliance with these covenants. As at 31
December 2018 the Group is in compliance with
the covenants. Further details of the Group’s
management of liquidity risk are set out in note 5.

FUNRSHEBITYINEREERE—
B AKRERTHERAEEIZHNEZS
B BEUBLERURHRE LR
REBEHNREIER - MRANEEHE KR
EARZBARRELELZHFNRZ/EH D
FRA&IE T - RERTERS LB HIL
BEE AEBSETHEERENEST
BRe- R=F-—N\FE+Z-A=+—8 "
AEBRZERESHR - FHRAEER
%ﬁﬁ@[@%filﬂfﬁﬁiﬁ + BB
itd °
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Notes to the financial statements
B 7% R 3k B =

41 CAPITAL AND RESERVES

(@) Movements in components of equity

The reconciliation between the opening and
closing balances of each component of the
Group’s consolidated equity is set out in the
consolidated statement of changes in equity

41 EXRFRE

(a)

EERD 22

REBLGEEZNEEARI DM
BRI HR R A5 BR O ET BR » IR ER
152F 154 B EEEEHK T
REFIAQBE R RSARIDE

on page 152 to 154. Details of the changes FYHEFERWEBFE
in the Company’s individual components of
equity between the beginning and the end of
the year are set out below:
The Company P AY=7
Shares held Share-
by share based
Share Capital award payment Accumulated
capital Reserve scheme reserve losses Total
RA%B HRHA
g ] B
R& Exfhs Rt X e BB aE
HK$'000 HK$'000 HK$'000 HK$'000 HK$000 HK$'000
FEr TEr Fhr FEr FHr FiEr
At 1 January 2017 WZE-tE-F-H 4,499,045 - (97 70 (290,387) 4,208,631
Share issued under RERDEEHE
share award scheme BTz 129,546 - (129,546) - - -
Share repurchase under R ERGEEHE
share award scheme Bl 2 R 17 - - (260) - - (260)
Equity settled share- NERGENIURG
based transactions AERNRS - - - 56,712 - 56,712
Shares vested under RERGRBTE
share award scheme BRZRA - = 24,353 (26,039) 1,686 =
Total comprehensive REEGENE
income for the year am - - - - (423,943) (423,943)
At 31 December 2017  R=ZF-t&+=f
and 1 January 2018 =t-ARk=%
-N\E-B-H 4,628,501 — (105,550) 30,743 (112,644) 3,841,140
Share issued for WERBLHE
acquisition of FrgakG
subsidiaries 5,200,000 64,000 - - - 5,264,000
Share repurchase under  RERG B E
share award scheme 5 2 R 13 - - (110,209) - - (110,209)
Equity settled share- NEREENIURG
based transactions BERNRS - - - 119,239 - 119,239
Shares vested under RERBERBHE
share award scheme 1A - - 132,529 (121,949) (11,498) (918)
Total comprehensive  AFE2ANZAE
income for the year - - - - (298,851) (298,851)
At 31 December 2018 ~ R=ZF-\F+=f
=1-H 9,828,591 64,000 (83,230) 28,033 (1,022,993) 8,814,401
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41 CAPITAL AND RESERVES (Continued)

(b) Nature and purpose of reserves

(i)

(ii)

(iii)

Share held by share award scheme
and share-based payment reserve

The Company’s shares held by Youyu
Share Award Scheme Nominee Limited,
TMF Trust (HK) Limited and Bank of
Communications Trustee Limited for the
share award schemes are presented as
a deduction in equity as shares held for
share award scheme.

Share-based payment reserve
represents the grant date fair value of
unexercised share options granted to
employees of the Company that has
been recognised in accordance with the
accounting policy adopted for share-
based payments.

Asset revaluation reserve

The asset revaluation reserve arose
on the revaluation of the trading rights
in the exchanges in Hong Kong in
prior years. The carrying value of the
trading rights have been fully amortised
in previous years. The remaining
revaluation reserve will be realised
when the Group disposes of the trading
rights.

Exchange reserve

The exchange reserve comprises all
foreign exchange differences arising
from the translation of the financial
statements of foreign operations. The
reserve is dealt with in accordance with
the accounting policies set out in note

2(y)-

41 EBEXNHEE)
(b) REEZMEERAE

()

(ii)

BR G R BFFEZ KRR
URGBEEZ I FE

HEARGRBEREAS
ROTE - ZRELRK(FE)
BERAARTBRITETLER
RAFHZARBARBIER—
BINRIEE ERAER R 2
] SMERIRD BB B
B2 -

LUR 4 B EW 2 SRR BT iE
6 2% 2% B 18 & Xt il 14 AR AT 2
ZBRERRHAHZAAE
B HERBEURGAER 2
TR 2 EFTBURER -

BEEEMRE

EEEMRBBREGBEIFE
REBZREZMZRZBEE
o R5EZEREECRBE
FEDYHEE - RTEMHEE
BRAEBEHERZEEE
B o

(iii) [E Zf#E

ERFEEEAARENEZE
BB BREEZELER -
ZiEBREME2Y) FEzE
SR T UEE -
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41 CAPITAL AND RESERVES (Continued)

(b) Nature and purpose of reserves
(Continued)

(iv)

Statutory and capital reserve
Statutory reserve

Pursuant to the Company Law of the
PRC, in accordance with the relevant
subsidiary’s articles of association,
10% of the net profit of the relevant
subsidiary, determined in accordance
with the relevant accounting rules
and financial regulations applicable to
enterprises in the PRC (“PRC GAAP”),
is required to be transferred to the
statutory reserve until such time
when this reserve reaches 50% of the
registered capital of the subsidiary
incorporated in PRC. The reserve
appropriated can be used for expansion
of business scale and capitalisation. If
the statutory reserve is capitalised into
registered capital, the remaining reserve
is required to be no less than 25%
of the subsidiary’s registered capital
before capitalisation.

Capital reserve

The capital reserve arose to recognise
the difference between the fair value
and the issue price of Company’s share
in relation to the completion of the
acquisition of YF Life.

(c) Distributability of reserves

As at 31 December 2018, the Company
did not have any reserves available for
distribution to equity shareholders of the
Company, as calculated under the provisions
of Part 6 of the new Hong Kong Companies
Ordinance (Cap. 622) (2017: nil).

(d) Dividend

No dividend was paid or proposed for the
year ended 31 December 2018 (2017: nil),
nor has dividend been proposed since the
end of the reporting period.
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(c)

(d)

(iv) ZEHEZEXGE
EERE
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E) BERARENME AR
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8978 B = 5 4R Bl A0 B 55 4% 51
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KB AR FRNN10%
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B #E
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41 CAPITAL AND RESERVES (Continued)
(e) Share capital

Movements of the Company’s ordinary
shares are set out below:

41 BENGHEE)
(e) B&E
ARBAEBRZEBHHIIMNT

At 31 December 2018
RZE-NF+-A=1+-H

At 31 December 2017
R-2—tEt=A=t-A

Number of Number of
shares Amount shares Amount
RAEE +8 ik E! £
HK$’000 HK$'000
FE7 FEr
Issued and fully paid BRTRERE
Balance brought forward REER 2,423,326,394 4,629,094  2,399,336,394 4,499 548
Shares issued under share RIER DR B BB IT
award scheme 2R - - 23,990,000 129,546
Shares issued as consideration for {EANBEERRRZ
the acquisition of YF Life REMZITREG 800,000,000 5,200,000 - -
Balance carried forward gEes 3,223,326,394 9,829,094  2,423,326,394 4,629,094

The holders of ordinary shares are entitled
to receive dividends as declared from time
to time and are entitled to one vote per
share at meetings of the Company. All
ordinary shares rank equally with regard to
the Company’s residual assets.

Repurchase of Company’s shares under
share award scheme

During the year, the Group repurchased
19,952,000 number of Company ordinary
share for a total consideration approximately
of HK$110,209,000 through Bank of
Communications Trustee Limited for share
award scheme purpose to be granted to the
Group B Participant (Group B Grantees) as
disclosed in note 42. The share repurchased
is accounted for as shares held under
share award scheme of the Company’s
reserve. The highest price paid per share
repurchased is HK$6 and the lowest price
paid per share repurchased is HK$5.5.

H B IR IR 3R R W A B SR Y R
B WEAEREADNTARE LER
BREE-RUR-ZNLLHBER
R IAEBERED A D ARER
BENHERRSES -

RIEIR 17 E R =t BIEIRE IR 17

BB 42T NEERF
RNEBRBRITEEERLIAU
R 18 1 £110,209,000% T [ &
19,952,000 17 2 2 8] & 18 AR AR 15 LA
BETBAZSEEZEBARKEA) - @
BRARADTARENRMDERT
EEEENRM AR BEBERHER
BEeEXEeE T BERMKER
RIEKEKAES55BT -
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41 CAPITAL AND RESERVES (Continued)

(f)

Capital management

The Group’s primary objectives when
managing capital are to safeguard the
Group’s ability to meet its obligations and
continue as a going concern, so that it can
continue to provide returns for shareholders,
by pricing products and services
commensurately with the level of risk and by
securing access to finance at a reasonable
cost.

The capital structure of the Group consists
of share capital and reserves as shown
in the statement of financial position. In
respect of the Group’s insurance operations
in Hong Kong and Macau, the regulators are
interested in ensuring that the subsidiary
maintains an appropriate solvency position
to meet its liabilities arising from claims
maturities and surrenders from its life
insurance contracts. Pursuant to the Hong
Kong Insurance Ordinance and the Macau
Insurance Ordinance, YF Life is required
to meet the requirements on solvency
margin. If YF Life fails to comply with the
requirements, the regulators may require
YF Life to submit a plan for the restoration
of a sound financial position or a short
term financial scheme as appropriate,
to the satisfaction of the regulators. YF
Life complied with the solvency margin
requirements for the year ended 31
December 2018.
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(f)

EXxERE
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BRAPNRBERNS @ BEEH
BRERZNEBADEREEN
EfRaED  MBITHASRBRERE
NWERARAREREFELENE
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41 CAPITAL AND RESERVES (Continued)

(f)

Capital management (Continued)

On the other hand, certain subsidiaries
of the Group, Yunfeng Financial Markets
Limited (“YFFM?”), Yunfeng Securities Limited
(“YFSL”) and Yunfeng Asset Management
Limited (“YFAM”), is subject to externally
imposed capital requirements. YFFM, YFSL
and YFAM are regulated by the Securities
and Futures Commission (the “SFC”)
and are required to comply with certain
minimum capital requirements according to
the Securities and Futures Ordinance. The
management monitors YFFM, YFSL and
YFAM’s liquid capital daily to ensure they
meet the minimum liquid capital requirement
in accordance with the Securities and
Futures (Financial Resources) Rules (“FRR”)
adopted by the SFC. Under the FRR, YFFM
and YFSL must maintain its liquid capital in
excess of HK$3 million or 5% of their total
adjusted liabilities whichever is higher. For
YFAM, it must maintain its liquid capital in
excess of HK$100,000 or 5% of its adjusted
liabilities whichever is higher. The required
information was filed with SFC on a monthly
or half yearly basis. YFFM, YFSL and
YFAM were in compliance with the capital
requirements imposed by FRR during the
current and prior year

42 EMPLOYEE SHARE-BASED
ARRANGEMENTS

(i)

Share award scheme

On 17 October 2014, the board of directors
approved the adoption of the share award
scheme (the “2014 Share Award Scheme”).
The purpose of the 2014 Share Award
Scheme is to (i) encourage or facilitate
the holding of shares by the selected
participants; (ii) encourage and retain such
individuals to work with the Company
and the Group and (iii) provide additional
incentive for them to achieve performance
goals, and the share award scheme took
effect on 30 October 2014. The awarded
shares are awarded by issuing new ordinary
shares. Before vesting, the awarded shares
are held in a trust set up by the scheme.
During the year, there is neither new issue
nor outstanding share award under the 2014
Share Award Scheme.

41 EXMNREE)

(f)

BEXEHE(E

F—FE AQATETHELF
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([EEAH | REREEESEEAR
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HEZEARBRE -EHLRTE -
EREENEREESESREE
EXEEZER((REE )R
T WEAREBEESRBEKRMES
ETREELREAE - EEERIEE
EeRMecESRPE(BRER)
HATHHREREADN ) SRERE
BREmmE  EZRIFNEBREE
ZRBESUBREFTEHKER
BEER - REFBERMAD =
BRERTERERR ST HAHE
3,000,000/ TR HELHARE S
MWES% (LB ERE)UNLEZR
BHES - E#EEAH100,000
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EERNBARREBEETRE
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FPEREENAFEER LFEEST
BB ERRBIEEZ2ERBRE °

42 EERMZH
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42 EMPLOYEE SHARE-BASED
ARRANGEMENTS (Continued)

(i)

Share award scheme (Continued)

With similar purpose of 2014 Share Award
Scheme, on 12 December 2016, the board
of directors approved the adoption of 2016
Share Award Scheme (the “2016 Share
Award Scheme”) and the Company issue
of 23,990,000 new ordinary shares of the
Company to TMF Trust (HK) Limited to be
granted to the Group A Participant (Group A
Grantees) as disclosed in the announcement
of the Company dated 24 January 2017. The
share was issued at value of HK$5.4 per
share.

During the year, the Group repurchased
19,952,000 number of Company ordinary
share through Bank of Communications
Trustee Limited together with 48,000 shares
already repurchased in 2017 for share award
at a total consideration of approximately
HK$110,469,000. All 20,000,000 repurchased
shares were granted to the Group B
Participant (Group B Grantees).

The fair value of 2016 Share Award Scheme
at the date of the grant are charged to
staff costs and related expenses over the
projected vesting period being the period
for which the services from the employees
are rendered with a corresponding credit to
employee share-based payment reserve.

Upon vesting and transfer to the awardees,
the related cost of the shares are credited to
share held for share award scheme, and the
related fair value of the shares are debited
to share-based payment reserve.
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42 EMPLOYEE SHARE-BASED
ARRANGEMENTS (Continued)

(ii)

42 EERMDZREE)

Details of the 2016 Share Award Scheme (i) BFAMHAERA2016 FR P EBT
(to Group A Grantee) BB
Number of
Number awarded Average
Date of approval by Awarded  of shares shares  fair value
Board Date of award Sum issued awarded  per share Vesting period
gk ERFRE  ShmE
EeHERs RFAH ik 88 ®BEA MEE ZEHE
HK$°000 HK$
FiE7 AT
24 January 2017 24 January 2017 26499  5997,500 5,047,500 525 24 January 2017 - 4 May 2017
ZE2-tE-BotMA  ZE-tE-A-tOA ZE-t-AtEAZE
“2-tERAMA
24 January 2017 24 January 2017 26,499  5997,500 5,047,500 525 24 January 2017 - 4 May 2018
“E-tE-A-fMA —Z-tE-A-1MA “B-{§-A-tMAZ
“Z-\ERAMA
24 January 2017 24 January 2017 26,499  5997,500 5,047,500 525 24 January 2017 - 4 May 2019
“EtE-A-tMA ZE-tE-A-tWA “B—{5-A-TMAZ
“E-NERAMA
24 January 2017 24 January 2017 26499  5997,500 5,047,500 5.25 24 January 2017 - 4 May 2020
“E-tE-ACtMB ZE-tE-ACTWA “2-t§-f-{MAZ
“Z-ZERAMA
25 April 2018 25 April 2018 3,242 - 712,500 4.55 25 April 2018 - 4 May 2018
ZE-\EMA=TER ZE-N\fMA=TEA “E2-\§MA=-1IAZE
“2-\¥1AMA
25 April 2018 25 April 2018 3,242 - 712,500 4.55 25 April 2018 - 4 May 2019
ZE-\EMAZTER ZE-NEMA=TEA “Z-\§WMA=TRAZ
“Z-n§RANA
25 April 2018 25 April 2018 3,242 - 712,500 4.55 25 April 2018 - 4 May 2020
“E-N\EMAZ+ER ZE-NEMACTEA “E-\fMA=TRAZ
“E-ZERAMA
25 April 2018 25 April 2018 3,242 - 712,500 4.55 25 April 2018 - 4 May 2021

ZE-\fMAZ1ER

ZE-\fMAZ1ER

Details of the 2016 Share Award Scheme

“2-\fMA-tRAE
“EC-FRARA

RTBHEAREA2016 FRG RE

(to Group B Grantee) Bl
Number of
Number awarded Average
Date of approval by Awarded  of shares shares fair value
Board Date of award Sum issued awarded  per share Vesting period
BERR ERTRH  SRNE
ESeHEAs BTARH Sk | %A #B¥A MEE ZEHE
HK$:000 HK$
& AT
26 January 2018 26 January 2018 5,786 950,000 950,000 6.09 26 January 2018 - 2 February 2018
“E-N\E-A=txB ZE-NE-A=1xA ZE-N\E-AtRAE
—2-\fZAZR
21 May 2018 21 May 2018 94,298 19,050,000 19,050,000 4,95 21 May 2018 - 28 May 2018
ZE-N\FRAZt-B ZE-NFRA-t-A “E-\FREA-1-AZ

“E-\FRA-TN\A
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42 EMPLOYEE SHARE-BASED
ARRANGEMENTS (Continued)

(iii) Details of the 2016 Share Award Scheme
vested, cancelled and modification of
service condition to Group A Grantee

Grant date on 24 January 2017

42 EERMDZREE)

RFH: =F—tF—HA=1+H0H

(iii) EFRBE  BUCHERIERBREKREZ
2016 R 17 B s EIFHE

Number of
Number of Number of Number of Number of awarded
awarded awarded awarded awarded share
shares shares shares shares remains
awarded vested cancelled forfeited  outstanding
ERTFREG EERRT EHERT EHERT HATEE
Vesting date BEAN ®EYA e BB E ROBE RFRGHE
A B C D F=A-B-C-D
4 May 2017 201750840 5,047,500 4,510,000 450,000 - 87,500
4 May 2018 201858 4H 5,047,500 - - 1,012,500 4,035,000
4 May 2019 201958 4R 5,047,500 - - 1,012,500 4,035,000
4 May 2020 20205041 5,047,500 - - 1,012,500 4,035,000
As of 31 December EZ2017F12H831H
2017 20,190,000 4,510,000 450,000 3,037,500 12,192,500
Movement for KEERE
the year
4 May 2017 2017%E5848 - - 87,500 -
4 May 2018 2018F5 848 - 3,372,500 87,500 575,000
4 May 2019 20195848 - - 162,500 700,000
4 May 2020 20205848 - - 162,500 700,000
4 May 2017 2017%5848 5,047,500 4,510,000 537,500 - -
4 May 2018 2018E55 48 5,047,500 3,372,500 87,500 1,587,500 -
4 May 2019 201955848 5,047,500 - 162,500 1,712,500 3,172,500
4 May 2020 2020E58 48 5,047,500 - 162,500 1,712,500 3,172,500
As of 31 December EZ2018%12831H
2018 20,190,000 7,882,500 950,000 5,012,500 6,345,000
The awarded share remains outstanding due HRBREEE R ERTFROE
to service condition modification. RITEE ©
Grant date on 25 April 2018 RFPH: —F-NFAA=+EH
Number of
Number of Number of Number of Number of awarded
awarded awarded awarded awarded share
shares shares shares shares remains
awarded vested cancelled forfeited  outstanding
ERTFREG ERBRT EHERT EHERT HATED
Vesting date BEAH L KA g BRABE RFRGHE
A B © D F=A-B-C-D
4 May 2018 201858 4R 712,500 712,500 - - -
4 May 2019 20195041 712,500 - 12,500 - 700,000
4 May 2020 202058 4R 712,500 - 12,500 - 700,000
4 May 2021 20215841 712,500 - 12,500 - 700,000
As of 31 December EZ2018F 128 31H
2018 2,850,000 712,500 37,500 - 2,100,000
EHRSREEERAT

—E—N\FER
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42

43

EMPLOYEE SHARE-BASED 42 EERMDLH (&)
ARRANGEMENTS (Continued)
(iv) Details of the 2016 Share Award Scheme (ivy EFE  BUHERIERBRBIHREZ
vested, cancelled and modification of 2016 R 17 B 5T EIFF B
service condition to Group B Grantee
Number of
Number of Number of Number of Number of awarded
awarded awarded awarded awarded share
shares shares shares shares remains
awarded vested cancelled forfeited outstanding
ERTFRG ERERT EHERT EHERT EATHED
Vesting date BEAN b EE RAEE g ROBE RFRGHAE
A B © D F=A-B-C-D
2 February 2018 20182 A 2H 950,000 950,000 - - -
28 May 2018 20185528 19,050,000 19,050,000 - - -
As of 30 June 2018 & Z2018F6 8 30H 20,000,000 20,000,000 - - -
INTERESTS IN STRUCTURED ENTITIES 43 H£BILERNER
Interest in consolidated structure entities GOEBLEERES
The Group had consolidated certain structured AEBREETEHARNERLE
entities, mainly funds related to wealth E% T EERANEEEELNERE

management operation. For those structured
entities where the Group is involved as manager
or as investor, the Group assesses the extent of
controlling power according to relevant group
accounting policies.

As at 31 December 2018, the net assets of
consolidated fund entities as detailed in note
22 amounted to HK$550 million (2017: HK$574
million) with net carrying interest held by the
Group being HK$362 million (2017: HK$417
million).

Interests held by other investors in these
consolidated structured entities, mainly fund
entities were classified as financial liabilities
at fair value through profit or loss of the
consolidated statements of financial position
with fair value change of financial liability at fair
value through profit or loss presented in the
consolidated income statements.

At year end, the Group reassessed the control
of structured entities and decided whether the
Group is still a principal.

me BRAKEEEREEARIREEN
ZEEBLER  AEESREAEN
SEEE BRI IEFIE -

R=Z2-NFE+=-A=+—H HRE&
TER(FRME22)FEEARLLEB

T(ZEE—+F 5748 x) A&EEH
EEREEA3EBT(ZE—1tHF :
4.171%/%713) °

HJ&&‘%%H%A{# &AL B L Y R

ZERAETER E%Aﬁ!ﬂﬁ%ﬂkzﬂ
%*%ﬂﬁ%%u&ﬁﬁﬁﬁ%aﬁﬁﬁﬁ
ABHzeREE  ULAAREBEFER
Heit \BEacemEBEc A REE
SBHERSWERAIIR

RER AEBEHIEHEBLER
Ay WREAKBERENMBESA -
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INTERESTS IN STRUCTURED ENTITIES
(Continued)

Interest in unconsolidated structure entities

Among those structured entities held by the
Group where the Group directly or indirectly
involves as investment manager or in equivalent
capacity, the Group regularly assesses and
determines whether:

o the Group is acting as an agent or a
principal in these investment funds;

° substantive removal rights held by other
parties may remove the Group as an
investment fund manager; and

° the investment interests held together
with its remuneration from servicing and
managing these structured entities create
significant exposure to variability of returns
in these investment funds

In the opinion of the directors, the variable
returns that the Group to these structured entities
is not significant and the Group is primarily
acting as an agent. Therefore, the Group did not
consolidate these structured entities.

The Group classified its investment in those
unconsolidated entities as FVOCI investments
with minimal loss exposure due to small
investment amount involved.
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44 COMMITMENTS

(a)

(b)

Capital commitments

As at 31 December 2018, the Group has
a total of HK$20.5 million (2017: HK$0.6
million) capital commitment contracted but
not provided for.

Operating lease commitments

As lessee

As at 31 December 2018, the total future
minimum lease payments under non-

cancellable operating leases are payable as
follows:

44 EIE

(a)

(b)

EXEE

BEZE-_Z-N\E+=-A=+—xn"
NEBEHAE2,050EBT (=8
—tF 60BBT)NEENERXR
B EARRE -

e 7 E R IE
EBRFAA
RZE-—NE+ZA=+—H R

B MEEEEREY 2 RRREE
NEEREBBRNT ¢

2018 2017

—E-N\F —E—+tF

HK$°000 HK$’000

FET FET

Within one year —FR 105,867 18,801
After one year but within five years —F#%{ERER 149,300 5,711
255,167 24,512

The Group leases a number of offices under
operating leases. The leases run for an initial
period of one to five years. None of the
leases includes contingent rentals.

AEBRBESLHEERAZEAHR D
E-ARNSAH-—Z0F - i
HERERIAEE -
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44 COMMITMENTS (Continued)

(c) Investment commitments

(i)

(ii)

(iii)

In the normal course of business,
the Group enters into commitments
to purchase certain investments and
capital contribution commitments
to third party managed fund
investment. The Group has investment
commitments contracted for
amounted to HK$2,760,775,000 (2017:
HK$990,600,000).

As at 31 December 2018, the Group has
capital commitment to a joint venture
for an amount of US$20 million with
US$9.8 million has been contributed.

As disclosed in the announcement
of the Company dated 4 February
2016, Yunfeng Financial Market
Limited (“YFM?”) (formerly known as
Reorient Financial Markets Limited),
a wholly owned subsidiary of the
Company, entered into a joint venture
agreement with Giant Investment Co.,
Ltd., and Jiangsu YuWell Technology
Development Co., Ltd. (“Jiangsu
Limited”) on that day. As disclosed in
the circular of the Company dated 29
April 2016, the joint venture agreement
was superseded and replaced by the
amended and restated joint venture
agreement entered among YFM,
Hangzhou Dr. Herbs Electronics
Commerce Company Limited and
Jiangsu Limited on 13 April 2016.
Upon establishment of the joint venture
company after obtaining all necessary
approval as defined and disclosed
in the circular, YFM is committed to
contribute RMB1,290,000,000 of the
registered capital of the joint venture
company.

EHSREBARAT
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(c) BREXE

(i)

(iii)
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—+H

R 5 B
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S
EFTHANERRE R
2,760,775,000% (=

—+ £ : 990,600,000 7T) °
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o

=
RIFLEAEIERE2,0008
7T B9800 BETT

MMM —E—REZHIMHET
ZEARABANEREE RE
B AATNEZEHBLATE
BemmEBERAR(EES
mHE )(FEERESR TS
BRAT) HEEARESR
AR IHARREZREER
AENCIELR D) EILBEK
NEEDLENERARE - B
M-ZFB—-—ARNFENAZ+HALER
DEBERAFE  R=ZT—~
FMA+=H  ELETS
HEfMNARETEFEEERA
A(REL DM IEHDRS
NEBRILGELENLIERT
R E DA IS KA
BRERILEECERNZE AR
EoMMBRAERZERIRE -
ERCHTSESELERNS
IEXLENEERASERE
HMEARRKENHESTEAA
R #1,290,000,000 JT °
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45 MATERIAL RELATED PARTY
TRANSACTIONS

(a)

(b)

Transactions with key management
personnel

The remuneration for key management
personnel of the Group is as follows:

45 ERBABALRS

(a) HXEEBAENRS

AEBZETEEBEAEMESNOT :

2018 2017

—E-N\F —E—tF

HK$’000 HK$°000

FET FET

Short term employee benefits EHEESRR 37,089 33,789
Post employment benefits BB E A 65 —
Equity compensation benefits FERFTENTE R 129,609 14,667
166,763 48,456

Total remuneration is included in “staff
costs” in note 11(a) to the financial
statements.

During the year, amount of approximately
HK$554,000 (2017: HK$763,000)
transaction and management fee related
to key management personnel’s securities
brokerage and wealth management
transaction is waived by the Group.

Transactions with other related parties

e BB AMBRERHMEE11(a)
[BTRA]

KEER AEBRRETEEE
AEBFRENNEEERZEERE
#) #554,0008 T(=Z 8 — + & :
763,000 BT ) RZREEEH -

(b) BEMBBINIS

2018 2017

—E-N\F —E—tF

HK$°000 HK$’000

FET FET

Brokerage fee income (note (i) BB A (K1) 151 243

Advisory fee income (note (ii)) BHBUWA (BT (i) 970 2,750

Interest expense (note (iii) BT (B A (i) 356 107
Investment management fee paid ENREEEE (M (iv)

(note (iv)) 7,188 -
Transitional services fee paid ST BEREE (M (V)

(note (v)) 1,465 _
Policy endorsement fee paid EIREMEE (M (vi)

(note (vi)) 888 —

Management fee income from a EELENEEBIRA
joint venture 2,021 —

YUNFENG FINANCIAL GROUP LIMITED

Annual Report 2018
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45 MATERIAL RELATED PARTY
TRANSACTIONS (Continued)

(b) Transactions with other related parties
(Continued)

Note:

(i

(i)

(iii)

(iv)

During the year ended 31 December 2018,
the Group provided brokerage services to
a company where our chairman, Mr. Yu
Feng (“Mr. Yu”) is a director and substantial
shareholder and Mr. Huang Xin (“Mr. Huang”),
our executive director, is a director.

During the year ended 31 December 2017,
the Group provided brokerage services to (i) a
company where our former independent non-
executive director, Dr. Wong Yau Kar, David,
GBS, JP, is an independent non-executive
director; and (i) a company where Mr Johnson
Ko, Mr. Ko, our former non-executive director,
is a substantial shareholder and an executive
director; and (iii) a company where Mr. Yu is a
director and substantial shareholder.

During the year ended 31 December 2018,
the Group provided advisory services to (i)
companies where Mr. Ko is a substantial
shareholder or as an executive director and (ii)
a company where Mr. Huang), is the chairman.

During the year ended 31 December 2017,
the Group provided advisory services to (i) a
company where our executive director, Mr.
Huang Xin (“Mr. Huang”), is the chairman;
(i) a company where Mr. Ko is a substantial
shareholder; (iii) a company where our former
independent non-executive director, Dr. Wong
Yau Kar, David, GBS, JP, is an independent
non-executive director.

During the year, the Group incurred interest
expense for cash custodian transactions with
key management personnel.

The Group paid an investment management
fee to an affiliate of a substantial shareholder
who appointed a director to the board of the
Company, for management service provided to
YF Life’s investment portfolio.

EHSREBARAT
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45 BEREBALRZ (@)

(b) EREAMBEBLHNRZ (&)

BT

(i

(iii)

(iv)

R=FB-—NF+=-A=+—-HLHF
B AREEA-BAR(KATERE
Bt (REE RESRIER
ROEB(EAE RATES)E
RISEIR

RZZE—tE+-A=+—HLHEF
B AEEGEGN B2 T
ZEBUFHTEEEREE L
GBS ' JPARZARZBIFHITE
=) (i) E2A(REBEAEIEH
TESERIBEAEISXE BZA
AZEERRRATES) K ; (ii))
—EAR(EXEAESEREIER
R)IBHELDR o

REZB-NE+=-A=t+—HILHF
E - AEERE()AR(BEERAZD
AZEERREATESHB)R
(i) —ERABR(ELERZARER)
RABARE

RZZE—tF+-A=+—HLEF
B AEEBG—BEATRA T
HTEBEES(EEEDAZD
AER) () —EAT(EEEAZ
AAZEERRE) ; (i) —BEAF (K
AAZABILFHITESER =T
+ GBS JPHZATZE LIS
TES)RBEARE -

RER AREPNEEEEASE
TESAERZHELNEXE -

rEEREBEAERBHREASE
HNERRBE - EEEZRR(ZE
RARREZSES)NBBLAX
NTREEEE -
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45 MATERIAL RELATED PARTY
TRANSACTIONS (Continued)

(b) Transactions with other related parties
(Continued)

Note: (Continued)

(v)

(vi)

(vii)

The fee is paid to a substantial shareholder,
who appointed a director to the board of the
Company, for certain treasury and financial
reporting services relating to investment or
portfolio management and other information
technology related services to YF Life.

The fee is paid to an affiliate of a substantial
shareholder, who appointed a director to
the board of the Company, for the provision
of claims payment endorsement to the life
insurance outstanding policies of YF Life until
such policies mature.

As of 31 December 2018, amount of US$2.1
million (2017: US$1.65 million) investment
commitment is made by key management
personnel to the funds managed or jointly
managed by the Group.

45 BEREBALRZ (@)

(b) EREAMBEBLHNRZ (&)

Hrat - (&)

vy HEBRBEENREIREELS
EEREMEMKIiEARERENE
LESMBBRERE O—FBE
ERR(ZERLALDESTES)
XNZEEA -

(vi) RBBRBHASHRRRGRER
HERZAME  BEEZSERES
B a-2XERF(ZEAELQT
EZEES)N-—BE QAR TZ
FEH -

(vi)y R=ZFE—NE+=ZA=+—-R0 =%
EEBAESHASEEERRHARE
BRESEH210BET (=2 —+t
F 165 BETT) WIRE R °
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Notes to the financial statements

Bt 75 3R 3R FY =
46 COMPANY-LEVEL STATEMENT OF 46 N-E—-NF+ZH=+—H2AT
FINANCIAL POSITION AT 31 DECEMBER J& T =2 B 35 iR 0 3R
2018
2018 2017
—E-N\E —E—tF
Note HK$’000 HK$’000
KiaF FET FET
(Note 50)
(f1at 50)
Assets BE
Interests in subsidiaries LI ENGIP 9,756,849 1,009,119
Other receivable and prepayment E th FE UL 718 % 78 1+ 7018 35,590 46,677
Fixed bank deposits with original FREHRZH=EA KR
maturity more than 3 months 1TEHER - 1,505,766
Cash and cash equivalents HEeRBEEEEIER 258,270 1,329,331
Totalassets 1 HEM® 10050709 3,890,893
Liabilities =Fi
Accrued expenses and other EtERR
payables HAth S 5B 38,082 49,753
Bank borrowings RITEX 40 1,198,226 —
Total liabilities BEEE 1,236,308 49,753
NET ASSETS BEEFE 8,814,401 3,841,140
EQUITY s
Share capital [ 41(a) 9,828,591 4,628,591
Reserves Hib A 41(a) (1,014,190) (787,451)
TOTAL EQUITY EREE 8,814,401 3,841,140

Approved and authorised for issue by the Board
on 28 March 2019 and are signed on its behalf

R-ZBE-NFE=ZA=Zt+\BEESZS{t
ERRETRTAHTINRRES :

by:
Li Ting Huang Xin
=g 8
Executive Director and Chief Executive Officer Executive Director
HITEBERITHAEE HITEE
EHRSREEERAT 353
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47

48

IMMEDIATE AND ULTIMATE
CONTROLLING PARTY

47

At 31 December 2018, the directors consider the
immediate parent and ultimate holding company
of the Company to be Yunfeng Financial Holdings
Limited which is incorporated in the Cayman
Islands and beneficially owned as to 29.85%
and 70.15% by Mr. Ma Yun and Mr. Yu Feng,
respectively. Yunfeng Financial Holdings Limited
does not produce financial statements available
for public use.

POSSIBLE IMPACT OF AMENDMENTS,
NEW STANDARDS AND
INTERPRETATIONS ISSUED BUT NOT
YET EFFECTIVE FOR THE YEAR ENDED
31 DECEMBER 2018

48

Up to the date of issue of these financial
statements, the HKICPA has issued a number of
amendments, new standards and interpretations
which are not yet effective for the year ended
31 December 2018 and which have not been
adopted in these financial statements. These
include the following which may be relevant to
the Group.

BEENGRERER

EERBERQ2TAR=ZZE—N
=St HBZEERRRARGARERAT
ABERTRERBRAT > ZAAKEH
EREFMRY THEEXERER
SAE BB R 29.85% & 70.15% R HE ©
EHRSEIER B R D A I E R RS R
RUBABALER o

CHEAEHREBE-S-/\F
T A=+ - BLEFEEMNE
g& CRENRERELENTRESR

BEAPBB/ERTHE  SBIFTMHD
EEEABEEBE-ZE-N\F+=A4
ST-—BLEFEERER FREER
MB|MEREKANIEET - HEENZE -
ELESLBETITRERAEESR
BHYIEE o

Effective for
accounting periods
beginning on or after
EUTNEHRZE

R E LR

HKFRS 16, Leases
(BRMBHRELEA)FE 1655 HE ]

HK(IFRIC) 23, Uncertainty over income tax treatments

BB (BB BRERBREESS)E 23R IEHEEN THREM

Annual Improvements to HKFRSs 2015-2017 Cycle
(BERMBMEERNFERE (2015 F 2017 FEFH)

Amendments to HKAS 28, Long-term interest in associates
and joint ventures
(BARAETHERDE 28 EBII RELE ARG E XN RIIER ]

1 January 2019
201941 H1H

1 January 2019
20191 H81H

1 January 2019
20191 H1H

1 January 2019
2019%1A1H

YUNFENG FINANCIAL GROUP LIMITED
Annual Report 2018
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48 POSSIBLE IMPACT OF AMENDMENTS,

NEW STANDARDS AND
INTERPRETATIONS ISSUED BUT NOT
YET EFFECTIVE FOR THE YEAR ENDED
31 DECEMBER 2018 (Continued)

The Group is in the process of making an
assessment of what the impact of these
amendments, new standards and interpretations
is expected to be in the period of initial
application. So far the Group has identified
some aspects of the HKFRS 16 which may
have a significant impact on the consolidated
financial statements. Further details of the
expected impacts are discussed below. While the
assessment has been substantially completed
for HKFRS 16, the actual impact upon the initial
adoption of this standard may differ as the
assessment completed to date is based on the
information currently available to the Group,
and further impacts may be identified before the
standard is initially applied in the Group’s interim
financial report for the six months ending 30 June
2019. The Group may also change its accounting
policy elections, including the transition options,
until the standard is initially applied in that
financial report.

HKFRS 16, Leases

As disclosed in note 2(p), currently the Group
classifies leases into finance leases and operating
leases and accounts for the lease arrangements
differently, depending on the classification of
the lease. The Group enters into leases as the
lessee.

HKFRS 16 is not expected to impact significantly
on the way that lessors account for their rights
and obligations under a lease. However, once
HKFRS 16 is adopted, lessees will no longer
distinguish between finance leases and operating
leases. Instead, subject to practical expedients,
lessees will account for all leases in a similar
way to current finance lease accounting, i.e. at
the commencement date of the lease the lessee
will recognise and measure a lease liability at
the present value of the minimum future lease
payments and will recognise a corresponding
“right-of-use” asset. After initial recognition of
this asset and liability, the lessee will recognise
interest expense accrued on the outstanding
balance of the lease liability, and the depreciation
of the right-of-use asset, instead of the current
policy of recognising rental expenses incurred
under operating leases on a systematic basis
over the lease term. As a practical expedient,
the lessee can elect not to apply this accounting
model to short-term leases (i.e. where the lease
term is 12 months or less) and to leases of low-
value assets, in which case the rental expenses
would continue to be recognised on a systematic
basis over the lease term.
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48 POSSIBLE IMPACT OF AMENDMENTS,

NEW STANDARDS AND
INTERPRETATIONS ISSUED BUT NOT
YET EFFECTIVE FOR THE YEAR ENDED
31 DECEMBER 2018 (Continued)

HKFRS 16 will primarily affect the Group’s
accounting as a lessee of leases for properties,
plant and equipment which are currently
classified as operating leases. The application of
the new accounting model is expected to lead to
an increase in both assets and liabilities and to
impact on the timing of the expense recognition
in the statement of profit or loss over the period
of the lease.

HKFRS 16 is effective for annual periods
beginning on or after 1 January 2019. As allowed
by HKFRS 16, the Group plans to use the
practical expedient to grandfather the previous
assessment of which existing arrangements are,
or contain, leases. The Group will therefore apply
the new definition of a lease in HKFRS 16 only
to contracts that are entered into on or after the
date of initial application. In addition, the Group
plans to elect the practical expedient for not
applying the new accounting model to short-term
leases and leases of low-value assets.

The Group plans to elect to use the modified
retrospective approach for the adoption of
HKFRS 16 and will recognise the cumulative
effect of initial application as an adjustment
to the opening balance of equity at 1 January
2019 and will not restate the comparative
information. As disclosed in note 44(b), at 31
December 2018 the Group’s future minimum
lease payments under non-cancellable operating
leases amount to HK$255,167,000 for properties,
the majority of which is payable between 1 and
5 years after the reporting date. Upon the initial
adoption of HKFRS 16, the opening balances of
lease liabilities and the corresponding right-of-
use assets will be adjusted to HK$231,896,000
and HK$223,156,000 respectively, after taking
account the effects of discounting, as at 1
January 2019.

Other than the recognition of lease liabilities
and right-of-use assets, the Group expects that
the transition adjustments to be made upon the
initial adoption of HKFRS 16 will not be material.
However, the expected changes in accounting
policies as described above could have a material
impact on the Group’s financial statement from
2019 onwards.
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AND US GAAP

Notes to the financial statements

49 RECONCILIATION BETWEEN HKFRSS

The consolidated financial statements are
prepared in accordance with HKFRSs, which
differ from certain aspects from US GAAP. The
effects of material differences between the
financial statements of the Group prepared under
HKFRSs and US GAAP are as follows:

49

B 35 SRR MY RE

(BERMBHEENNAXEAARE
=HE AR R

BHMBERRDBE(EBUHBHREE
BMRS > EXE AR ERMNELS
HAE - RE(E B BIRELRNEE
B AR E AR R AR E B B )R
MEREZRZEMT :

As at 31 December 2018
BEZ-Z-N\E+ZA=1+-H

HKFRSs adjustments Amounts
(BRUBREER)RE G
Insurance- Difference GAAP
related balances  in Impairment FEAREH
reclassification!" basis? EEITHEE
Consolidated statement of RS HEEE HK$'000
financial position SRMBRRE EHAREN F3-00 FET
Assets EE
Property and equipment MER M 133,946
Deferred tax assets EEHEEE (62) 122
Statutory deposits EEER 3,285
Investments in an associate REEARNRE 64,846
Deferred acquisition costs and value BELEREERBHER
of business acquired WEEBHEE 410,402 8,966,583
Goodwill and Intangible assets HEREVEE 3,827,449
Investments RE 20,849 43,653,567
Advance reinsurance premiums BIBRBAE 10,652
Reinsurers’ share of outstanding claims ~ KRER2BRBATHE 31,202
Insurance and reinsurance receivables EXRERBRBER (71,873) 171,739
Other account receivable and accrued Hit YRS R FERT A
income 95,870
Other receivables EfufE WA (1,016) 22 548,909
Bank balance — Trust and segregated RITHE - EERBILEF
accounts 34 440,117
Deposits with banks maturing after B=A%EENBTER
more than three months 259,250
Cash and cash equivalents BeRBEEEER 318 5,184,547
Total assets EELE 63,392,084

EHSMEBERAT
—E—N\FER
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49 RECONCILIATION BETWEEN HKFRSS
AND US GAAP (Continued)

49 (BBUBBELEAEXE LIRS

sHERIVH IR (#E)

As at 31 December 2018
HE-Z-N\E+-A=1+-H

HKFRSs adjustments Amounts
(BRHBHREER )RR UG
Insurance- Difference GAAP
related balances  in Impairment ZEAREH
reclassification!" basis? BEITHEE
Consolidated statement of RIEERE HEEE HK$'000
financial position GRUBRRE BHAEN £gN@ TET
Liabilities 8
Insurance contract provisions ReEAEES 4,127,204 43,489,340
Investment contract liabilities REAREE (4,131,951) -
Outstanding claims RREL 123,823
Reinsurance premium payables ENERBRE 314,011
Financial liability at fair value through profit WA ftBE:I & ES B A\ BH
or loss, other account payable and cREE HUEARIR
finance lease obligation MERERE 1,040,248
Other payables HitEAFE 346,246 1,170,838
Tax payable EfHE 6,189
Deferred tax liabilities BEHEEE 702,577
Bank borrowings RITER 1,198,226
Total liabilities aELR 48,045,252
Total net assets REEAH 15,346,832
Capital and reserves ERNfRE
Share capital R 9,829,094
Reserves 3] (2,392) 12,822 (597,894)
Non-controlling interest FERER (1,594) 8,339 6,115,632
Total equity ERaH 15,346,832

YUNFENG FINANCIAL GROUP LIMITED
Annual Report 2018
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49 RECONCILIATION BETWEEN HKFRSS 49 (BFRAUBEREERNEXFLAIE
AND US GAAP (Continued) sHERIAEBR (&)

As at 31 December 2018
BE-Z-N\E+-A=1-H

HKFRSs adjustments Amounts
Insurance- Difference GAAP
related balances in Impairment EN-A-5
reclassification!" basis BEITHEE
RBREERE HEEE HK$000
Consolidated income statement SeMBRRE EHAEN F3-00 FET
Income A
Premiums and fee income REREAWA 761,673
Premiums ceded to reinsurer PHRE 55,309 (43,840)
Net premium and fee income RERERAKATE 717,833
Change in unearned revenue liability AYBUAERED 17,218 (68,250)
Net earned premium and fee income WARERERAKAFR 649,583
Brokerage commission, interest and other &% + FSWAA
service income HitREWA 7,118
Subscription, management and rebate fee 28 - EEERE WA
income 9,978
Consultancy and advisory fee BRREAE 13,002
Net investment income and other income ~ REWAME kA H2E (38,442) 17,077 392,480
Overlay adjustment BERE 9,288 -
Reinsurance commission and profit BREMASNEF (1,823) 5,020
Total income Y@ 1077271
Benefits, losses and expenses ks BEAER
Net policyholders benefit FREGH (1,536) (288,546)
Commission and related expenses HENEEER (256,201)
Management and other expenses EERAMEAS (2,999) (2,576) (553,182)
Change in future policyholder benefits and  RRREZAAANK
deferral and amortisation of deferred BEERERBATINELA
acquisition costs bzt 2d (30,634) (126,652)
Total benefits, losses and expenses k& gEM=EARE (1,224,581)
Finance cost AMERA (26,496)
Share of result of in associates A UNSES kY o es)
Loss before taxation BB AR (175,047)
Tax credit RERR 424 42204
Loss after taxation BRBAER (132,843)
(Loss)/profit attributable to: THI& RS (FR) /i8R
Equity shareholders of the Company KAREEA 3,832 6,586 (193,984)
Non-controlling interests FERER 2,555 8,339 61,141
(132,843)
EHEMEEARAT 359

—E-N\EFR



360

Notes to the financial statements
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RECONCILIATION BETWEEN HKFRSS
AND US GAAP (Continued)

Notes:

[11  Major differences in relation to insurance-related
balance are summarised as follows: financial
reinsurance adjustments arising from different
classification of reinsurance contracts under HKFRS
and US GAAP; difference in value of business
acquired recognised under HKFRS and US GAAP
and corresponding differences on insurance contract
provisions; difference in measurement of deferred
acquisition costs and unearned revenue liability
due to different amortisation under HKFRS and
US GAAP; other miscellaneous differences due to
different accounting principles under HKFRS and US
GAAP.

[2] Difference arises from different impairment
methodology and basis (expected credit loss model
vs. incurred loss model) under HKFRS and US GAAP.

COMPARATIVE FIGURES

After the completion of the YF Life acquisition,
the Group is largely dominated by the insurance
business. Accordingly, consolidated statement
of financial position, consolidated income
statement, cash flow statements, and disclosure
notes have been rearranged to conform to the
current year’s presentation.

CONTINGENT LIABILITIES

The Group did not have any significant
contingent liabilities as at 31 December 2018 and
31 December 2017.

NON-ADJUSTMENT EVENTS AFTER THE
REPORTING PERIOD

There is no material non-adjustment event after
the reporting period.

49

50

51

52
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Five Year Financial Summary

FFMBEME
2018 2017 2016 2015 2014
“E-N\F CZE-tf ZZ-xf CZ-5F C_E-QNF
HK$’000 HK$°000 HK$°000 HK$°000 HK$°000
FET FET FET FET FET
RESULTS E
Premiums and fee income ~ RERBAKA 761,673 = = = =
Brokerage commission, REAE FMER
interest and other service H R A
income 7,118 6,163 3,846 11,059 24,580
Subscription, management & - EER
and rebate fee income HipERE WA 9,978 3,791 = = =
Consultancy and advisory ~ BERIRZHE
income 13,092 11,110 42,274 182,908 182,908
Placing and underwriting BERERES
commission - - - - 3,080
Profit/(loss) before taxation BEAER (BE) (195,935) (378,168) (324,869) (77,869) 759,327
Taxation BiE 41,780 (1,138) 8,327 (79,172) (450
Profit/(loss) for the year KEERH/(F8) (154,155) (379,306) (316,542) (157,041) 758,877
Attributable to: T 5% 7 Bk
Equity shareholder of the APERERR
company (204,402)  (379,054)  (316,688)  (152,419) 758,856
Non-controlling interest FERER 50,247 (252) 146 (4,622) 21
Profit/(loss) for the year KEERF/ (F#R) (154,155) (379,306) (316,542) (157,041) 758,877
Basic (loss)/earnings BREX(FR) /B
per share (HK9) (87 (0.08) (0.16) (0.13) (0.21) 173
ASSETS AND LIABILITIES ¥ENER
Property and equipment MERRE 133,946 17,035 21,418 13,930 5,289
Goodwill and intangible BERENEE
assets 3,827,449 36,110 21,512 550 550
Interest in associates BMeENTER 64,846 — — - 27,311
Investments BE 43,632,718 898,134 310,123 410,620 982,814
Other assets HiEE 15,374,451 4,251,766 4,572,544 4,662,424 344,879
Total liabilities EfEeE (47,703,753)  (1,063,713)  (481.474)  (326,181)  (339,942)
15,329,657 4,139,332 4,444,123 4,761,343 1,020,901
Share capital (REN 9,829,094 4,629,094 4,499,548 4,499,548 614,919
Reserves i (608,324) (489,762) (56,532) 260,759 400,015
9,220,770 4,139,332 4,443,016 4,760,307 1,014,934
Non-controlling interests FERER 6,108,887 = 1,107 1,036 5,967
Total equity R 15,329,657 4,139,332 4,444,123 4761343 1,020,901
EHRSREEERAT

—E)\FFR
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Five Year Financial Summary
EFHBHME

Note 1:

Note 2:

the 5 years financial summary is rearranged to
conform with 2018 presentation.

The Group adopted HKFRS 9, Financial instrument,
including the amendments to HKFRS 9, Prepayment
features with negative compensation, from 1
January 2018. As a result, the Group has changed
its accounting policies in relation to financial
instruments. As allowed by HKFRS 9, the Group
has not restated information related to prior years.
Differences in the carrying amounts of the financial
assets resulting from the adoption of HKFRS 9 were
recognised in retained earnings and reserves at 1
January 2018. There was no difference in carrying
amounts of the financial liabilities. Prior to 1 January
2018, figures were stated in accordance with policies
applicable in those years.

Wi -

K2 :

AENBHMECETER  UBHE-T
—NEHR2F -

AREBE2018F1B1HERAKE R
HMELERNFEIFEERMTE | BIE(E
BIEREERNE IR [BWERNE
REH Bt AEECEETHER
SRIENSHBER - IKEBHBRE
ZRINEIWIE  AEBLEFTIHMEE
BEEENER - KB BHBREE
ANFIOFELENSHEEREEEEZER
20181 A1 AR RBEFIRFEETE -
SREENRAEATEEZR - R2018
F1H1BR BERESFZNREEFTER
KIBERFIR o
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In the annual report, the following expressions shall
have the following meanings unless the context

required otherwise:

“Audit Committee”

“Barings Investment
Advisory Agreement”

“Board”
HCEO”

“CG Code”
“Company”
“Companies

Ordinance”

“Directors”
HGroup”

“HKIA”

“Hong Kong”

nlon

“Jade Passion”

“Key Imagination”

“Listing Rules”

nMMln

“MMLIC”

EHSMEBERAT
—E-)\FFR

the audit committee of the Company

the Fourth Amended and Restated
Investment Advisory Agreement dated
15 December 2017 and entered into by
and between Barings LLC and YF Life

the board of Directors
the chief executive officer of the Group

the Corporate Governance Code as set
out in Appendix 14 to the Listing Rules

Yunfeng Financial Group Limited

the Companies Ordinance (Chapter 622
of the Laws of Hong Kong, as it may be
amended from time to time)

the directors of the Company
the Company and its subsidiaries

the Hong Kong Insurance Authority,
whether the individual appointed under
the 10 or body corporate established
under the IO

the Hong Kong Special Administrative
Region of the PRC

the Insurance Companies Ordinance
(Chapter 41 of the Laws of Hong Kong)
or the Insurance Ordinance (Chapter 41
of the Laws of Hong Kong), as the case
may be, as it may be amended from
time to time

Jade Passion Limited

Key Imagination Limited

the Rules Governing the Listing of
Securities on the Stock Exchange
MassMutual International LLC

Massachusetts Mutual Life Insurance
Company

Definitions
EE

REFEHA X EZBHIEN » TIHARA

BUTHZE:

=3
[T

[E<rall

(A28 ]

(NSRS

%]
[A&EHE |
[MREER |

&%

[ R Bz fok 1

[ Jade Passion]

[Key

Imagination J

[ R Al

[MMI

[MMLIC |

RABRZEREES

f Barings LLC & BB {R
R-ZZB—tH+ZA+aH
BRI 2 HE M5 & IETR
Bz REZANE
EEg

AEBZTHRER

7 5% B - P4 PR Sz A8

BEEERTE
E#RTREBEEBRAA
(A BERBIY (B BEME
622 F) (BTEHMERT)
KARES
ARARIRHEKE AT
BERRBEEER T8
ARBREFOIEZEN
18l A 352 AR 15 4R B 45 451 B 2
0D N

HEARAMEE BRI
THE

(R B 2 B Bl ) (& B &
Bl %41 F ) R B 3 AR

PIN(EREPE A F) (]
BRME) » BAKIERT

Jade Passion Limited
Key Imagination Limited
EBBMERZMBMRAT
FHH R A

MassMutual International
LLC

Massachusetts Mutual
Life Insurance Company
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Definitions
EE

“Model Code”

“Nomination
Committee”

“Policies Endorsement
Fee Agreement”

“PRC”

“Remuneration
Committee”

“SFC”

HSFOH

“Share(s)”
“Shareholder(s)”

“Stock Exchange”

“Transitional Services
Agreement”

“Yeal’"

“YF Life”

“YF Life Group”

“YFHL”

the Model Code for Securities
Transactions by Directors of Listed
Issuers as set out in Appendix 10 to the
Listing Rules

the nomination committee of the
Company

the policies endorsement fee agreement

dated 15 December 2017 and entered
into by and between MMLIC and YF Life

the People’s Republic of China

the remuneration committee of the
Company

the Securities and Futures Commission
of Hong Kong

the Securities and Futures Ordinance
(Chapter 571 of the Laws of Hong
Kong), as it may be amended from time
to time

ordinary share(s) of the Company

holder(s) of the Shares

The Stock Exchange of Hong Kong
Limited

the transitional services agreement
dated 15 December 2017 and entered
into by and between YF Life and MMI
the year ended 31 December 2018

YF Life Insurance International Limited,
formerly known as MassMutual Asia
Limited, a non-wholly-owned subsidiary
of the Company

YF Life and its subsidiaries

Yunfeng Financial Holdings Limited
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