MNE S ¥ X

BEiRITEBERE
WING LUNG BANK Member CMB Group

Annual Report 2015 4t




H 2k

Contents

fiigr

Profile

ALk 2

Corporate Information
R AT B RS R

Biographical Details of Directors and
Executives

Chairman’s Statement

TR BB

Chief Executive Officer’s Statement
HRHEWRES

Report of the Directors

M FEER R

Corporate Governance Report

T SLAZ IR
Independent Auditor’s Report

Lrbllan &

Consolidated Income Statement
e e

Consolidated Statement of
Comprehensive Income

R R T INVIES

Consolidated Statement of Financial Position

AARER R R

Consolidated Statement of Changes in Equity
Consolidated Cash Flow Statement

FABS R TR

Notes to the Financial Statements

WA B ER CRECHERT)

11

14

22

26

33

35

36

37

38

39

40

Supplementary Financial Information (Unaudited) 174

HAOAT B A
Bank Offices and Subsidiaries

194



2

Annual Report 2015 Wing Lung Bank Limited
AKBESRATAH RA R —.O —TARAFER

&
Profile

KEESRATAISL N — L==4F > BRI REARELEEE
Witz — > Ry NERATIEME - kB wEwa] 2
B AL e PR LIRS o

AAT S48 T TR B | R K i L > ST A R
HUBSRE » B B B s R BRI R B8 > ARATANH
BINR - B RBAUCRITRD » J TRSEm 5
AL g AR — T -

ZO O/NAFESH T SRAT ML G MEAAT - K B SR AT IE 2
MIRTRIT R —8 -

W AT — LN FFE YN RS > RS — K 5T
2 pR A ZE AN R B A P SE SR AT M B4R
M5 BE_O—HFE T+ HEBEBRITE R —FK
WA A IS N RS 47 R T~ HEREAE 2R 1,700
2R > AR I8 L VRN A s b R A T R A
1B 75 v S 4RAT o

TR SRAT SR BESRAT S B BUNEAT R A TAR » fieie
BT - SHERFSE > w1 S R S
JEE i A o



Annual Report 2015 Wing Lung Bank Limited
KPESRATAH AR —O—HAFEFR

Wing Lung Bank, founded in 1933, is among the oldest local
Chinese banks in Hong Kong. The Bank has at all times
followed its motto of “Progress with prudence, service with
sincerity” in providing personalised and sincere service to

customers.

The Chinese name of the Bank means “Perpetual
Prosperity”. Originally established as an indigenous Chinese
bank, Wing Lung Bank developed and expanded as Hong
Kong underwent a remarkable economic transformation after
the War. The Bank has since established itself as one with
contemporary outlook and comprehensive services, catering
to the needs of the business community and playing a part in
the generally vibrant economy of Hong Kong.

China Merchants Bank successfully took over Wing Lung
Bank in 2008. Wing Lung Bank has since become a member
of China Merchants Bank Group.

China Merchants Bank was incorporated in Shenzhen in
1987 as the first share-holding commercial bank wholly
owned by corporate legal entities in China. After more than
two decades of effort, China Merchants Bank, now listed
in Shanghai, China and Hong Kong, has transitioned itself
into a leading national commercial bank with total assets
over RMB5,470 billion and operating over 1,700 banking
business outlets by the end of December 2015.

China Merchants Bank and Wing Lung Bank will step up
efforts in business integration and complement each other.
Through the synergy from the merger, both banks will be
able to offer a wider range of quality products and services

to customers.
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EXECUTIVES

Executive Director & Chief Executive Officer
ZHU Qi, MSc

Executive Director & General Manager
XU Zhihong, PiD

Executive Director, General Manager & Chief Risk Officer
LIU Jun, MB4

Chief Financial Officer
CHEUNG Chung Keung, MSc, MBA, FCCA, CPA, FRM

Chief Information Officer & Chief Operating Officer
WANG Zhiqiang, MSc

Assistant General Manager

CHAN Kin Hing, MBA, LL.B. (Hons), ACIS, ACS
HUANG Rui, MB4

SONG Lihua, MSec

CHUNG Siu Kuen, BBA (Hons), MBA, LL.B. (Hons), RSSC

REGISTERED OFFICE
45 Des Voeux Road Central, Hong Kong
AUDITORS

KPMG
Certified Public Accountants
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Board of Directors

Mr TIAN Huiyu, mP4

Chairman

He has been the Chairman of the Bank since May 2015. He is the
Executive Director, President and Chief Executive Officer of China
Merchants Bank Company, Limited (“CMB”). He obtained his bachelor’s
degree in infrastructure finance and credit from Shanghai University of
Finance and Economics and his master’s degree in public administration
from Columbia University. He is a senior economist. Mr Tian has been
the business executive of retail banking at the head office and general
manager of Beijing Branch of China Construction Bank Corporation
(“CCB”) from March 2011 to May 2013. He served consecutively as
deputy general manager of Shanghai Branch of CCB, head and general
manager of Shenzhen Branch of CCB from December 2006 to March
2011, executive vice president of Bank of Shanghai from July 2003 to
December 2006, and vice president of Trust Investment Branch of China
Cinda Asset Management Co., Ltd from July 1998 to July 2003. He is
also the Chairman of CMB International Capital Holdings Corporation
Limited and CMB International Capital Corporation Limited and the
Vice-Chairman of Merchants Union Consumer Finance Company
Limited.

Mr LI Hao, MB4

Vice-Chairman

He has been a Director and the Vice-Chairman of the Bank since October
2008 and July 2015 respectively. He joined CMB as Executive Assistant
President in May 1997. He was the President of the Shanghai Branch of
CMB from April 2000 to March 2002. He has been an Executive Vice
President of CMB since March 2002, and the Chief Financial Officer
since March 2007. He has served as an Executive Director of CMB since
June 2007, and the First Executive Vice President of CMB since May
2013. He obtained a master’s degree in Business Administration and is
a senior accountant. He is also the Chairman of China Merchants Fund
Management Co., Ltd. and a Director of CMB International Capital
Holdings Corporation Limited and Merchants Union Consumer Finance
Company Limited.

Mr ZHU Qi, MSc

Executive Director & Chief Executive Officer

He has been appointed the Chief Executive Officer and Executive
Director of the Bank since September 2008 and October 2008
respectively. He also sits on the board of all principal subsidiary
companies of the Bank. He joined CMB in August 2008 and has been
appointed an Executive Vice President of CMB since December 2008.
He is also a Director of CMB International Capital Corporation Limited.
He worked in the Industrial and Commercial Bank of China from 1986
to 2008, and was the Deputy General Manager and General Manager
of Industrial and Commercial Bank of China, Hong Kong Branch,
the Director and Managing Director and Chief Executive Officer of
Industrial and Commercial Bank of China (Asia) Limited, and the
Chairman of Chinese Mercantile Bank. He obtained a master degree in
Economics.
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Dr XU Zhihong, PnD

Executive Director & General Manager, Alternate Chief Executive Officer
He joined the Bank in 2010, and has been appointed the Executive
Director and General Manager of the Bank since February 2010. He
is also a Director of all principal subsidiary companies of the Bank.
He graduated from Accounting Department of Anhui University of
Finance & Economics in 1984, and obtained a master degree in Business
Administration from University of Oklahoma in 1990. He also obtained
a doctorate degree in Accounting from Renmin University of China in
1994.

Mr LIU Jun, mMB4

Executive Director, General Manager & Chief Risk Officer, Alternate
Chief Executive Officer

He joined the Bank as the General Manager and Chief Risk Officer in
January 2013, and has been appointed the Executive Director of the
Bank since April 2013. He is also a Director of all principal subsidiary
companies of the Bank. He obtained a master degree in Business
Administration. Prior to joining the Bank, he was the General Manager
of Operations Management Department at the Head Office of CMB. He
held various senior executive roles at the Head Office and Hong Kong
Branch of CMB.

Ms XU Ziying, MB4

Non-executive Director

She has been appointed a Director of the Bank since August 2014.
She obtained a master’s degree in Business Administration and is an
economist. She joined CMB in November 1996. She served as the
Deputy Director of the General Office of Shanghai Branch of CMB,
President of Shanghai Changyang sub-branch of CMB, President of
Shanghai Xujiahui sub-branch of CMB, Deputy Director of Telephone
Banking Centre (in charge of the daily management) of the head office of
CMB, General Manager of Telephone Banking Centre of the head office
of CMB, General Manager of Direct Banking Centre as well as Person
in Charge of Human Resources Department and General Manager of
Direct Banking Center of the head office of CMB from November 1996
to April 2014. She has been the General Manager of Human Resources
Department since April 2014. She ceased to act as General Manager of
Direct Banking Center of the head office of CMB in June 2014. She is
also a director of CMB Financial Leasing Company, Limited.
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Dr ZHENG Xianbing, PiD

Non-executive Director

He has been appointed a Director of the Bank since June 2014. He
had been the Director of the Bank during the period from October
2008 to April 2010. Graduated with a doctorate degree in Economics
from the Zhongnan University of Finance and Economics in 1989. He
has been appointed the General Manager of Strategic Development
Department (Overseas Development Department) of the head office of
CMB since December 2013. During the period from 2007 to January
2010 and January to December 2013, he had been the General Manager
of Investment Banking Department of the head office of CMB. He
had been appointed the General Manager of Ningbo Branch of CMB
from February 2010 to January 2013. He had been the Director of
CMB International Capital Corporation Limited, CIGNA & CMB Life
Insurance Company Limited and CMB Financial Leasing Company
Limited. He had been a lecturer, an associate professor and a deputy
dean of the Finance Department of Zhongnan University of Finance
and Economics from July 1986 to June 1993. He served as the Deputy
General Manager of the Trust and Investment Department (in charge of
the daily management), Deputy General Manager and General Manager
of Development Department (in charge of the daily management), and
General Manager of Organisation Management Department of the head
office of CMB, Deputy General Manager of Shanghai Branch of CMB,
General Manager of Research Department of CMB and the team leader
of the listing team of CMB, General Manager of CMB International
Capital Corporation Limited, Chairman of the board of Shenzhen New
Jiangnan Investment Company Limited and Finance Office Executive of
CMB since July 1993.

Mr CHOW Kwong Fai Edward, JP, B4, FCA, FCPA, FHKIoD

Independent Non-executive Director

Mr Chow has been appointed as a Director of the Bank since June
2014. He is a fellow and council member of The Institute of Chartered
Accountants in England and Wales, Chairman of its Commercial
Board, and a past president of the Hong Kong Institute of Certified
Public Accountants (HKICPA). Before elected president, he chaired
the HKICPA’s Corporate Governance Committee and Professional
Accountants in Business (PAIB) Committee. He had been a Deputy
Chairman of The Hong Kong Institute of Directors from 2001 to 2008
and the Chairman of the PAIB Committee of the International Federation
of Accountants (IFAC) from 2006 to 2008. Mr Chow is currently a
core member of the OECD/World Bank Asian Corporate Governance
Roundtable, the Chairman of China Infrastructure Group, a Non-
executive director of the Urban Renewal Authority, a member of Council
of The University of Hong Kong, an Independent Non-executive Director
of Melco International Development Limited and Redco Properties
Group Limited, an advisor of the Business and Professionals Federation
of Hong Kong, a Standing Committee member of The Chinese People’s
Political Consultative Conference — Zhejiang Province, a member of the
Election Committee of the Hong Kong Special Administrative Region
and was an expert advisor of the Accounting Standards Committee of the
Ministry of Finance, the People’s Republic of China. Prior to entering
the commercial sector, Mr Chow spent 11 years working for two major
accounting firms, Deloitte Haskins & Sells and Price Waterhouse (as they
were then known), respectively in London and Hong Kong. Mr Chow
was appointed a Justice of Peace by the Chief Executive of the Hong
Kong Special Administrative Region in July 2008. Mr Chow was also an
awardee of the Directors of the Year Award 2010 in the non-executive
director of listed companies (SEHK — Hang Seng Index Constituents)
category, awarded by the Hong Kong Institute of Directors.
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Mr CHAN Charnwut Bernard, GBS, B4, JP

Independent Non-executive Director

He has been appointed a Director of the Bank since 2007. He has also
been Executive Director and President of Asia Financial Holdings
Limited and Asia Insurance Company Limited as well as an Advisor
of Bangkok Bank Public Company Limited, Hong Kong Branch. Apart
from the roles in the business community, he also serves as a Hong Kong
Deputy to The National People’s Congress of the People’s Republic of
China and a member of the Executive Council of the Hong Kong SAR.
He is also a former member of the Legislative Council of the Hong
Kong SAR. In addition, he holds directorship in a number of listed
companies in Hong Kong, including Chen Hsong Holdings Limited, City
e-Solutions Limited, China Resources Beer (Holdings) Limited and Yau
Lee Holdings Limited.

Mr LIU Erh Fei, MB4

Independent Non-executive Director

Appointed a Director of the Bank since October 2013. He is a founding
partner and Vice Chairman of Cindat, a China based global real estate
investment fund management company. From 1999 to 2012, he worked
at Merrill Lynch (later Bank of America Merrill Lynch) in various
capacities including Chairman of the China Region, Chairman of
Investment Banking for Asia and Head of Private Equity for Greater
China. In 2006, he received the Investment Banker of the Year in
Asia award from “Banker” magazine. From 1987 to 1999, he worked
in a number of investment and commercial banks including Goldman
Sachs, Morgan Stanley, Smith Barney and Credit Agricole Indosuez.
He served as a head of China for Morgan Stanley from 1990 to 1992
and for Goldman Sachs from 1992 to 1994. He served as Head of
Asia Investment Banking for Smith Barney from 1994 to 1996 and
Credit Agricole Indosuez from 1997 to 1999. He graduated from
Harvard Business School in 1987 with a master degree in Business
Administration, from Brandeis University with a bachelor of arts degree
in Economics in 1984 and from Beijing Foreign Languages University
with a diploma in English in 1981.

Mr Kwok Lam Kwong Larry, BBS, JP

Independent Non-executive Director

Mr Kwok has been appointed as a Director of the Bank since May 2015.
He is a partner of Kwok Yih & Chan. He graduated from the University
of Sydney, Australia with double bachelor’s degrees in accounting/
economics and laws respectively as well as a master’s degree in laws.
He also obtained the Advanced Management Program diploma from
the Harvard Business School. He is qualified to practise as a solicitor
in Hong Kong, Australia, England and Wales and Singapore. He is also
qualified as a Chartered Accountant in England and Wales and a CPA
in Hong Kong and Australia. He has served regularly on Government
boards and committees. He is currently Chairman of the Independent
Police Complaints Council and the Transport Advisory Committee. He
is also a member of the Mandatory Provident Fund Schemes Advisory
Committee and the Committee on Real Estate Investment Trusts of
the Securities and Futures Commission. Previously, he was the Vice-
Chairman of the Consumer Council, Convenor of the Disciplinary
Appeals Committee of the Hong Kong Stock Exchange and Chairman of
the Traffic Accident Victims Assistance Advisory Committee.
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Executives

Mr CHEUNG Chung Keung, MSc, MBA, FCCA, CPA, FRM

Chief Financial Officer

Joined the Bank in 1991 and appointed Assistant General Manager in
2007. Certified Public Accountant. Appointed Chief Financial Officer in
2010. Member of the board of Sea Wing Investments Limited and Wing
Lung Bank (Nominees) Limited.

Mr WANG Zhiqiang, MSc

Chief Information Officer & Chief Operating Officer

Joined the Bank in 2009 as Assistant General Manager. Appointed
Chief Information Officer in 2010 and Chief Operating Officer in 2015.
Member of the board of Hongnet Limited.

Ms CHAN Kin Hing, MBA, LL.B. (Hons), ACIS, ACS

Assistant General Manager

Joined the Bank in 1981. Appointed Assistant General Manager in 2010.
She is primarily responsible for the Bank’s credit risk management
affairs and loan asset portfolio monitoring.

Mr HUANG Rui, B4

Assistant General Manager

Joined the Bank in 2009. Appointed Assistant General Manager in 2011.
He is primarily responsible for the Bank’s corporate banking, Mainland
and overseas businesses. Member of the board of Wing Lung Bank
(Nominees) Limited.

Ms SONG Lihua, msc

Assistant General Manager

Joined the Bank as Assistant General Manager in 2011. She is primarily
responsible for the Bank’s financial institutions business and corporate
communications.

Mr CHUNG Siu Kuen, BBA (Hons), MBA, LL.B. (Hons), RSSC

Assistant General Manager

Joined the Bank as Assistant General Manager in 2013. He is primarily
responsible for supervising the Bank’s Retail Banking Department, Call
Centre, Credit Card & Unsecured Loans Department and Mortgage &
Secured Loans Department.
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Chairman’s Statement

T HFER
TIAN Huiyu Chairman

2015 was the seventh full year for Wing Lung Bank (the “Bank”)
after becoming a wholly owned subsidiary of China Merchants Bank
(“CMB”). During the year, amidst a complicated external environment,
the Bank fulfilled the requirements of regulatory authorities and the
Board of Directors, overcame numerous adverse factors, actively
advanced the integration with CMB, put forward reforms on business
strategies and enhanced key competencies, thereby maintaining an
excellent development trend.

In 2015, the Bank’s business development demonstrated the following
features: Firstly, the Bank’s profitability maintained steady. During
the year, the Bank achieved a consolidated profit attributable to
shareholders of HK$3,250 million, representing an increase of 2.6%
as compared with the previous year. Return on average assets slightly
decreased by 0.06 percentage points to 1.30% compared to that at the
beginning of the year. Return on average equity decreased by 1.66
percentage points to 13.13% compared to that at the beginning of the
year. Secondly, the Bank’s risk resistance capability strengthened
persistently. The non-performing loan ratio, including trade bills, was
0.07%, reflecting a sound asset quality. As at the year end of 2015,
total capital ratio, tier 1 capital ratio and common equity tier 1 capital
ratio were 17.3%, 13.5% and 11.6% respectively and the average
liquidity maintenance ratio for the year was 41.7%, all above statutory
requirements. Thirdly, the Bank’s business structure optimised
continuously. Businesses such as wealth management and financial
market grew rapidly. Non-interest income amounted to HK$2,088 million
for the year, which represented an increase of 24.7% as compared
with the previous year. Of the total, net fees and commission income
increased by 21.2% as compared with the previous year.
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In 2015, the Board of Directors properly performed its duties and raised
its working efficiency as well as decision making capability. The Board
achieved remarkable results in strengthening corporate governance,
fostering integration and coordination with CMB, accelerating business
innovation and enhancing management capability. These efforts
supported the operations of the management.

To strengthen corporate governance, the terms of reference for the
Board of Directors, the Remuneration and Appraisal Committee and
the Audit and Risk Management Committee were adjusted, and the
information disclosure as well as management of investor relations were
strengthened. The Board appointed chief operating officer, new non-
executive director and independent non-executive director and deployed
comprehensive management teams in major business lines. In addition,
the Board also fostered the optimisation of the internal structure and
reporting line of the Bank by the management.

To foster integration and coordination with CMB, the Board
continued to focus on customer demand, and strengthen business referral,
cross-selling and resources sharing between CMB and the Bank, so as
to further capitalise on the advantages of cross-border coordination and
synergy effect.

To accelerate business innovation, the Board grasped the opportunities
arising from the increase in demand for cross-border financial service
and focused on its objective of enhancing the Bank’s cross-border
financial service capability. The Board strived to enhance and optimise
the cross-border financial product system including cross-border
settlement, cross-border financing, asset management and structured
wealth management. Great emphasis was placed on building cross-
border financial service platform for small and medium banks. To meet
the increasing demands for wealth preservation and inheritance from
high-end customers in both Hong Kong and the Mainland, the Bank
relocated its brand new Wing Lung Private Banking Centre to Two
Exchange Square in Central, aiming at delivering quality private banking
service to the high net worth customers. In 2015, the Bank was awarded
“Excellent Brand of Private Banking Services” by Metro Finance Digital
Radio, “Outstanding Cross-Border Wealth Management Services” by
Wen Wei Po, “Outstanding Private Banking” by CAPITAL Magazine and
“Market Leadership in Banking and Finance” by Hong Kong Institute
of Marketing. The awards recognized the Bank’s private banking and
wealth management services in providing integrated cross-border
financial wealth management services for high net worth customers in
both Hong Kong and the Mainland, enabling them to achieve their aims
of “Prosperity Across Generations”.

To enhance management capability, the Board accelerated the
establishment and improvement of its comprehensive risk management
system, and continued to put forward the consolidated reporting
management and joint implementation of the new capital accord
requirements with CMB. Great emphasis was placed on strengthening the
core capabilities of IT system, channel building, performance appraisal
system and customer service. The Bank also strived to build a proactive,
harmonious and progressive culture in order to enhance its brand image.
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The above achievements were attributable to the dedicated service of all
our staff and supports from our customers, fellow bankers and the public.
On behalf of the Bank, I would like to express my sincere gratitude to all
of our friends for their dedication and continued support.

Looking forward into 2016, we will face a more complex operating
environment. In the light of the global economic uncertainty, US
economic recovery is expected to remain steady. It is anticipated that the
US Federal Reserve will adjust its monetary policy at a slow pace. High
unemployment, unabated deflationary pressure, lingering debt problems
as well as geopolitical disturbances will continue to pose a downside risk
to the eurozone economy. The economic outlook of Japan is gloom given
rising deflationary pressure and slow progress of structural reforms.
Diverging monetary policies in the developed economies may lead to
volatile capital flows and exchange rate movements in the emerging
markets. The Mainland economy is expected to slow down and going
through further restructuring. Overall, the operating environment will
be challenging for the Bank amid uncertain global economic conditions.
Nevertheless, the acceleration in the shift of driver of economic growth
and the continuous financial reform in the Mainland as well as the
increase in demand for cross-border financial services will bring new
opportunities to the Bank for its future development. Under the new
situation, the Bank will continue to strengthen its integration with
CMB and foster the establishment of a cross-border financial service
platform. Meanwhile, the Bank will strive to put forward the reform
in management, accelerate strategic transformation, enhance overall
operational and management efficiency as well as strengthen core
competencies. Moreover, the Bank will offer quality services and achieve
better results to reward the public for their valuable support.

We sincerely look forward to the continuous support from the public in
the years ahead.

TIAN Huiyu
Chairman

17 March 2016
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ZHU Qi Chief Executive Officer

In 2015, Hong Kong economy remained on a modest growth, with
real GDP increased by 2.4%. Amid the sluggish global demand and its
spillovers on Asia’s exporting activities, Hong Kong’s total export of
goods suffered a setback. Supported by broadly stable job and income
conditions, private consumption expenditure boosted and domestic
demand grew. The labour market remained largely stable, with the
unemployment rate staying at low level. Wages and earnings attained real
improvements. With the turmoil in the global financial markets, local
stock market underwent sharp volatilities. After the introduction of the
new round of macro-prudential measure on tightening mortgaged loans
by the Government in late February 2015, the residential market cooled
down and trading volume shrank. In view of the softer import price and
tamed domestic cost pressure, inflation receded further.

Externally, the global economic growth was slow and uneven. The US
economy grew moderately, and the unemployment problem has been
significantly improved. The Federal Reserve started the rate hikes in
December. In the light of slow economic growth, the central banks in
eurozone and Japan stepped up their easing measure, so as to boost the
economic growth. Amid concerns over US interest rate hikes, coupled
with conflicting monetary policies among major banks and escalated
Greek debt crisis, the global financial volatility intensified. Downward
pressure on emerging market economies persisted. The Mainland
continued to optimise its economic structure, and its economic growth
slowed down. Given its open economy, Hong Kong is inevitably affected
by the external factors. The uncertainties brought about more challenges
for the banking industry.
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In 2015, the Bank realised synergy effects through further collaboration
with CMB, promoting coordinated business and enhancing key
competencies. Consequently, the Bank achieved remarkable results
and established a solid foundation for building a cross-border financial
service platform.

Financial Review

For the year ended 31 December 2015, the profit attributable to the
shareholders of the Group was HK$3,250 million, representing a year-
on-year increase of 2.6%, which was mainly driven by the increase in
non-interest income.

In 2015, the Group recorded a net interest income of HK$3,870 million,
representing a slight decrease of 0.7% as compared with that in 2014.
The net interest margin for the year was 1.61%, down by 11 basis points
as compared with that for the year of 2014.

Net non-interest income was HK$2,088 million, representing an increase
of 24.7% as compared with that of 2014. Net fees and commission
income amounted to HK$887 million, representing a year-on-year
increase of 21.2%, which was primarily attributable to the increase in the
income from securities brokerage and investment services, trade finance
as well as global financing consultancy business. Insurance business
posted a net operating income of HK$257 million, representing a
significant year-on-year increase of 42.2%, while other operating income
rose by 3.5% to HK$374 million. As for trading gains, net gains from
securities trading increased by nearly six times to HK$75.38 million
when compared with that of 2014. The net gains from foreign exchange
trading increased by 4.9% to HK$390 million when compared with that
of 2014.

Operating expenses amounted to HK$1,982 million, representing a year-
on-year increase of 10.6%, which was primarily due to the increase in
payroll, rental of premises and depreciation, etc. The cost-to-income
ratio for 2015 was 33.3%, representing an increase of 1.1 percentage
points as compared with that in 2014.

The impairment loss on loans and accrued interest decreased from
HK$59.26 million in 2014 to HK$29.46 million in 2015. The impairment
loss on available-for-sale securities was HK$45.73 million in 2014.

As at 31 December 2015, total assets of the Group amounted to
HK$257.0 billion, representing an increase of 3.8% as compared with
that at the end of 2014. Equity attributable to shareholders amounted to
HKS$26.4 billion, representing an increase of 14.6% as compared with
that at the end of 2014. Loan-to-deposit ratio was 64.4%, up by 0.9
percentage point as compared with that at the end of 2014.
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As at 31 December 2015, common equity tier 1 capital ratio, tier 1
capital ratio and total capital ratio of the Group were 11.6%, 13.5% and
17.3% respectively, and the average liquidity maintenance ratio for the
reporting period was 41.7%, all above statutory requirements.

Deposits

As at 31 December 2015, the Group’s total deposits from customers
amounted to HK$180.2 billion, representing a decrease of 1.7% when
compared with that at the end of 2014.

Among various kinds of deposits, Hong
Kong Dollar deposits decreased by HK$3,759
million or 4.2%; US Dollar deposits after
translation decreased by HK$511 million
or 1.3%; RMB deposits after translation
decreased by HK$1,191 million or 2.9%;
and deposits in other foreign currencies after
translation increased by HK$2,267 million or
16.1%.

SLEPRAGE
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Advances to customers

As at 31 December 2015, the balance of total advances to customers,
including trade bills, of the Group decreased by 5.2% to HK$146.1
billion as compared with that at the end of 2014 and the non-performing
loan ratio, including that of trade bills, was only 0.07%, broadly in line
with 2014, which implied a sound loan quality on the whole.

With respect to corporate banking business, total corporate loans
amounted to HK$48.0 billion as at 31 December 2015, which was
approximate to that at the end of 2014. During the reporting period,
the Bank devoted efforts to improve its “financial service platform
for cross-border enterprises”, striving to provide corporate customers
with integrated services, such as syndicated loans, loans for overseas
enterprises which were secured by guarantees from their respective
parent companies, bilateral loans, trade finance and structured loans.
Despite decline of Hong Kong’s syndicated loan market as a whole
in 2015, syndicated loans, with the Bank acted as lead manager and
bookrunner, registered an increase of 133% against the market trend.
The Bank ranked tenth among the syndicated loans bookrunners in Hong
Kong for the first time, moving up 12 places from 2014. Besides, the
Bank also proactively developed structured financing business so as to
generate comprehensive income from various financial services. The
Bank will strengthen its business collaboration with CMB, capitalise on
the advantage of cross-border financial services, and focus on building
customer base in major fields. It will also pay close attention to the
capital market trends, explore opportunities from various business
aspects such as new share issue, asset reorganisation, mergers and
acquisitions and overseas bonds issue, and cater for the needs of
customers by personalised solutions.
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As to commercial banking business, the
balance of loans amounted to HK$13.3
billion as at 31 December 2015, representing
a decrease of 16.6% as compared with
that at the end of 2014, which was mainly
. . . attributable to the decrease in credit facility
utilisation resulting from conservative
investment and procurement strategies
adopted by customers amid uncertain global
economic conditions. The asset quality maintained at healthy level. The
Bank will continue to target on trade finance business so as to increase
its related non-interest income.
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As for mortgage and personal loan business, as at 31 December 2015, the
balance of loans amounted to HK$30.3 billion, representing an increase
of 1.8% over that at the end of 2014. Of the total loans, the balance of
residential mortgage loans amounted to HK$8,696 million, representing
an increase of 0.9% as compared with that at the end of 2014. In
2015, the total number of registered property transactions recorded a
decrease of 6.5%. The Bank will continue to maintain its market share
of mortgage loans. Moreover, the Bank will strive to pursuit “asset-light
bank” strategy and promote other secured loans including those wealth
management related financing loans secured by funds and bonds as well
as insurance policy and fixed deposits.

With respect to the business of Mainland branches, as at 31 December
2015, loans to customers amounted to HK$10.5 billion, representing a
decrease of 32.7% as compared with that at the end of 2014. Through
the strategic plan of cross-border business coordination and cross-selling
of financial products, our branches in Mainland China will coordinate
the resources of the Head Office and enhance the integrated product and
services so as to maintain a steady growth in assets and profit.

Investments

As at 31 December 2015, the Group’s balance of debt securities
investment amounted to HK$30.0 billion, representing an increase
of 11.2% as compared with that at the end of 2014. More than 74%
of the debt securities were rated A3 or above and were exposed to
comparatively low risks.

Treasury business

In 2015, the Bank recorded active foreign exchange transactions for
personal business, and successfully completed a number of foreign
exchange transactions for its corporate customers, thus increasing the
overall revenue from foreign exchange trading. Revenue from foreign
exchange trading business, including money exchange business,
increased by 35.0% to HK$328 million as compared with that in 2014.
However, net gain from foreign exchange trading merely increased by
4.9% to HK$390 million as compared with that in 2014, which was
mainly attributable to the decrease in revenue from currency swaps.
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The Bank will further enhance its professional financial market analysis
capabilities so as to capture market changes. Moreover, the Bank will
also capitalise on all kinds of opportunities to offer various products,
deepen customer relationship and provide products which efficiently
mitigate the foreign exchange and interest rate risks in due course.
Meanwhile, the Bank will proactively study various new products to
pursue sustainable growth. The Bank will also continue to optimise its
bonds portfolio and diversify the types of bonds so as to meet the strong
needs of investors for bonds.

Financial institution business

In 2015, the Bank kept pace with the market trend, proactively deepened
its customer relationship with domestic and foreign financial institutions,
strategically grew the customer base of cross-border non-bank financial
institutions, expanded business opportunities, and formed organic
combination of large, medium and small-sized customers. Moreover,
the Bank built solid customer base, strengthened its market penetration,
adhered to the development strategies adopted by the Bank, proactively
established its channels of banking business with financial institutions
and optimised resources allocation. Adhering to the main direction of
establishing a cross-border financial service platform for medium and
small-sized financial institutions, and with the objectives of realising
three main functions, namely “Clearing and Settlement, Dealing and
Trading as well as Investment and Financing”, the Bank continued to
develop comprehensive strengths through building cooperation platform
with other financial institutions and promote “asset-light bank” business
model. In the face of downward pressure on the macroeconomic
situation, the Bank still demonstrated the ability to achieve remarkable
results.

As regards non-bank financial institution business, the Bank focused on
capital market. The Bank also made every effort to expand investment
and commercial banking businesses through participating in initial public
offer financing, cornerstone investment financing, and mergers and
acquisitions financing and combined cash management account products
for promoting initial public offer receiving bank service and dividend
payment service. The Bank designed series of wealth management
products, from account and custodian to investment product selection
and leverage financing. To facilitate asset allocation in various kind
of currencies in primary and secondary markets by non-bank financial
institution customers, the Bank provided non-bank financial institutions
with one-stop overseas asset allocation service. Besides, the Bank
gradually acquired customers from other sub-sectors such as financial
leasing, asset management and fund companies, etc.

The Bank will continue to retain top 100 domestic banks and large non-
bank financial institutions as the main target customers, and enhance
the functions of the cross-border financial service platform. To provide
customers with integrated service solutions, the Bank will strive to
implement the concept of efficient and quality service as well as
diversification model.
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Private banking and wealth management

In 2015, revenue from the Group’s wealth management business
amounted to HK$158 million, representing an increase of 18.7%
as compared with 2014, which was mainly due to the increase of
commission income resulted from the popularity of the funds and
bonds launched during the year. Thanks to the outstanding cross-border
financial service and professional wealth management team, other non-
interest income recorded a substantial growth. The Bank seized the
opportunities arising from active securities market and strong demand for
life insurance products from the Mainland customers, driving substantial
growth in revenue from securities trading and sales of insurance
products.
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During the year, the customer base of
private banking and wealth management
maintained a rapid growth. As at 31
December 2015, total number of customers
and total asset under management recorded
a year-on-year growth of 15% and 12%,
respectively.
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The “1+1+N” designated account management service jointly launched
by the Bank and China Merchants Bank was successfully promoted. The
Bank’s cross-border private banking and wealth management platform
received industry-wide and market recognition. In 2015, the Bank
was awarded “Excellent Brand of Private Banking Services” by Metro
Finance Digital Radio, “Outstanding Private Banking” by CAPITAL
Magazine, “Outstanding Cross-Border Wealth Management Services” by
Wen Wei Po and “Market Leadership in Banking and Finance” by Hong
Kong Institute of Marketing.

Credit cards

As at 31 December 2015, the credit card
receivables amounted to HK$309 million,
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business turnover both declined slightly
compared with 2014. However, the net interest
,,,,,,,,, e 1 income recorded a slight increase over 2014,
SRR due to the Bank’s vigorous effort in adjusting

the product structure. The Bank will continue

to expand merchant acquiring business to enhance its operating income.
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Securities broking

In 2015, Wing Lung Securities Limited
(“Wing Lung Securities”) realised securities
brokerage commission income of HK$244
million, representing a year-on-year increase
of 39.9%. During the year, the Bank kept track
of the change in the market situation. With
the favourable investment atmosphere brought
about by the rising stock markets in Hong Kong
and the Mainland in the first half of 2015, the
Bank devoted to capitalise on its advantages and continued to launch
promotion programs so as to attract local and cross-border customers. To
acquire different type of customers, the Bank launched various fabulous
offers. The number of new accounts and transaction volume hit a record
high mainly due to deepen product penetration through collaboration on
cross-selling opportunities between product and sales departments.

R 2HESRE
LHESERTEE

- B2 EMEEES2,000% ‘

AEREGREE

Insurance

In 2015, Wing Lung Insurance Company Limited (“Wing
Lung Insurance”) realised a gross premium income of
HK$687 million, representing a decrease of 7.8% as
compared with 2014. Meanwhile, total insurance claims
decreased by 16.6% to HKS$350 million. Underwriting
business recorded an increase of profit by 9.3% to HK$76.49
million. Wing Lung Insurance will continue to adhere to the
business strategy of balanced and innovative development.
Besides, Wing Lung Insurance will fully utilise the Bank’s
resources to expand bancassurance business. Great emphasis
will be placed on development of new channel such as
online insurance and mobile phone insurance. Wing Lung
Insurance will strive to enhance overall profitability and capital strength
through boosting investment income.

Branch network

After consolidation and strengthening of branch network, at present, the
Bank has a total of 38 banking offices in Hong Kong.

Guangzhou Representative Office was upgraded as Guangzhou Branch
on 30 September 2015. The Branch will focus on business development
in the Mainland’s developed areas such as Pearl River Delta, Yangtze
River Delta and Bohai Rim Economic Zones. The Branch also devotes
to provide comprehensive quality cross-border banking services to
customers.

The Bank has 4 branches and sub-branch in Mainland China, a branch in
Macau and three overseas branches, located respectively in Los Angeles
and San Francisco in the United States, and the Cayman Islands.
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Human resources

As at 31 December 2015, the total number of employees of the Group
is 1,945 (31 December 2014: 1,849), of which 1,692 are in Hong Kong,
188 are in the PRC, 37 are in Macau and 28 are overseas.

2016 is anticipated to be a year full of uncertainties. The US economy is
expected to show moderate growth. However, the impact of interest rate
normalisation by Federal Reserve has yet to be seen. Adversely affected
by structural problem, the recovery in the eurozone and Japan will
be lacklustre. Amid the future interest rate moves by Federal Reserve
and conflicting monetary policies among other major banks, global
money market will remain volatile, thus imposing a negative impact
on emerging market economies. It is anticipated that the Mainland
economy will grow steadily but expand at a slower pace. Confronted
by complicated and uncertain economic outlook, Hong Kong banking
sector will see greater challenges ahead. The Bank will continue to
maintain vigilance and strengthen its risk management. Great emphasis
will be placed on tightening cost control measure, effectively improving
resources allocation, fine-tuning operation procedures and enhancing
efficiency. Being a member of the CMB group, the Bank is privileged
to have strong parental support and much room for further development.
The Bank will strive to realise synergy effects through further integration
and collaboration with CMB. Meanwhile, the Bank will also cooperate
with CMB to build a cross-border financial service platform, so as to
strengthen competitive edge and enhance profitability.

ZHU Qi
Executive Director and Chief Executive Officer

17 March 2016
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The directors have pleasure in submitting their report together with the
audited financial statements for the year ended 31 December 2015.
Principal place of business

The Bank is a licensed bank incorporated and domiciled in Hong Kong
and has its registered office and principal place of business at 45 Des
Voeux Road Central, Hong Kong.

Principal activities

The Bank and its subsidiaries (the “Group”) are engaged in the provision
of banking and related financial services. The principal activities of the

principal subsidiaries are set out in note 26 to the financial statements.

An analysis of the Group’s performance for the year by business and
geographical segment is set out in note 40 to the financial statements.

Results and appropriations
The profits of the Group for the year ended 31 December 2015 are set

out in the consolidated income statement on page 35.

The directors do not recommend the payment of any dividend (2014:
Nil) in respect of the year ended 31 December 2015.
Reserves

Details of the movements in the Group’s reserves are set out in note 39
to the financial statements.

Donations

Charitable and other donations made by the Group during the year
amounted to HK$100,000 (2014: HK$5,000,000).

Other properties and equipment

Details of the movements in the Group’s other properties and equipment
are set out in note 31 to the financial statements.

Share capital

Details of share capital of the Bank are set out in note 38 to the financial
statements. There were no movements during the year.
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Capital instruments

During the year, the Bank issued equity instruments which qualified as
additional Tier 1 capital of the Bank totaling RMB1,000,000,000. Details
of the Bank’s subordinated debt issued and additional equity instruments
are set out in note 34 to the financial statements.

Directors

The directors during the year and up to the date of the financial

statements are as follows:

Mr TIAN Huiyu

Mr LI Hao

Mr ZHU Qi*

Dr XU Zhihong*

Mr LIU Jun®

Ms XU Ziying

Dr ZHENG Xianbing

Mr CHOW Kwong Fai Edward'
Mr CHAN Charnwut Bernard'
Mr LIU Erh Fei!

Mr KWOK Lam Kwong Larry!

Dr MA Weihua
Dr ZHANG Guanghua
Mr SOO Hung Leung Lincoln'

# Executive Director

(appointed as Chairman and
Non-executive Director
on 29 May 2015)

(appointed as Vice-Chairman
on 31 July 2015)

(Chief Executive Officer)

(appointed as Independent
Non-executive Director
on 12 May 2015)

(resigned on 29 May 2015)

(resigned on 31 July 2015)

(resigned on 12 May 2015)

! Independent Non-executive Director
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Directors of subsidiaries

The names of directors who have served on the boards of the Bank’s
subsidiaries during the year and up to the date of the financial statements
are as follows:

CHAN Chi Yin, CHEN Zhaonan, CHEUNG Chung Keung, CHEUNG
On Ming Kitty, CHIU Chi Man, DEERIGHT LIMITED, EAGLEARN
LIMITED, GAO Hong, HUANG Rui, HO Hoi Lam Colee*, JIN Lu,
LAU Yu Keung, LEONG Chou Sern, LI Zongyi*, LIAO Xiaoju, LIU
Jun, PUN Kei Yuen Henry, PENG Jianyin, SOO Hung Leung Lincoln*,
TAM Kim Sing, TAM Kim Wai Joseph, WANG Zhiqiang, WANG Feifei,
Wing Lung Bank (Trustee) Limited, WOO Lap Hoi, XU Zhihong,
ZHANG Yang and ZHU Qi.

* He/She has resigned as a Director of the relevant subsidiary of the Bank.

Directors’ interests in shares

None of the directors have been granted, or have exercised, any rights to
subscribe for shares of the Bank.

At no time during the financial year was the Bank, or any of its
subsidiaries, fellow subsidiaries or its holding company a party to any
arrangement to enable the directors of the Bank to acquire benefits by
means of the acquisition of shares in or debentures of the Bank or any
other body corporate.

Directors’ interests in transactions, arrangement or contracts

No transactions, arrangement or contracts of significance in relation to
the Bank’s business to which the Bank, or any of its subsidiaries, fellow
subsidiaries or its holding company was a party and in which a director
of the Bank or an entity connected with a director had a material interest,
whether directly or indirectly, subsisted at the end of the year or at any
time during the year.

Management contracts
No contracts concerning the management and administration of the

whole or any substantial part of the business of the Bank were entered
into or subsisting during the year.
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Compliance with the Banking (Disclosure) Rules

The Bank is required to comply with the Banking (Disclosure) Rules
which set out the minimum standards for public disclosure which
authorised institutions must make in respect of the income statement,
state of affairs and capital adequacy. The financial statements for
the year ended 31 December 2015 comply fully with the applicable
disclosure provisions of the Banking (Disclosure) Rules.

Retirement schemes

The Group operates retirement schemes for its employees. Details of
the Group’s retirement schemes are set out in note 14 to the financial
statements.

Auditors

The financial statements for the year ended 31 December 2015 have
been audited by KPMG who will retire as auditor of the Bank upon
expiration of its term of office at the end of the forthcoming annual
general meeting. The Board of Directors of the Bank has resolved to
propose the appointment of Deloitte Touche Tohmatsu as the new auditor
of the Bank, subject to the approval of the shareholder of the Bank at the
forthcoming annual general meeting.

By Order of the Board
TIAN Huiyu
Chairman

17 March 2016
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The Bank is devoted to maintaining high standards of corporate
governance. To enhance the overall management quality of the Bank, the
Board of Directors (the “Board”) has put in place governance practices
with special emphasis on an effective Board for leadership and control,
sound business ethics and integrity in all business activities. Throughout
the year ended 31 December 2015, the Bank is committed to the
guidelines set out in the “Corporate Governance of Locally Incorporated
Authorised Institutions” issued by the Hong Kong Monetary Authority.

Board of Directors

The Board is charged with leading the Bank in a responsible and
effective manner. Directors, as members of the Board, jointly share
responsibility for the proper direction and management of the Bank. The
Board is responsible for providing direction at the top of the organization
and for the operations and financial soundness of the Bank. Its main
responsibilities include, but not limited to, the following:

* Approving and monitoring the Bank’s objectives, strategies,
business plans and key policies;

*  Ensuring the establishment of effective risk management polices;

*  Appointing and overseeing the Executives as well as ensuring
competent management;

. Setting corporate values and standards;
e Ensuring effective audit functions;

*  Ensuring prudent conduct of operations within laws and approved
policies;

*  Ensuring and monitoring integrity in the Bank’s conduct of affairs;
and

*  Responsible for the risk management and internal control of the
Group.

The Board currently comprises eleven members, three executive directors
and eight non-executive directors, of whom four are independent non-
executive directors. The individuals who make up the Board draw on a
rich and diverse background of experience from both within and outside
of the banking community. The independent non-executive directors
possess appropriate professional qualifications. The names and brief
biographical details of the directors are shown on pages 6 to 9 of this
Annual Report.
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Since the Bank has become a wholly-owned subsidiary of China
Merchants Bank Co., Ltd., the Board strives to improve its corporate
governance and ensure operational compliance so as to enhance
management quality. The Bank currently establishes Strategy Committee,
Remuneration and Appraisal Committee as well as Audit and Risk
Management Committee, to oversee particular aspects of the Bank’s
affairs. Each of the committees has defined terms of reference setting
out its duties, powers and functions. The committees report to the Board
and, where appropriate, make recommendations on matters discussed.
The Board, in addition to its overall supervisory role, retains specific
responsibilities such as approving specific executive appointments,
approving financial accounts, recommending dividend payments,
approving policies relating to the Board’s compliance, etc.

Chairman and Chief Executive Officer

The positions of chairman of the Board and chief executive officer are
separate.

The Chairman, Mr TIAN Huiyu, provides leadership for the Board. He
is responsible for ensuring that the Board works effectively and that all
key and appropriate issues are discussed by the Board in a timely and
constructive manner.

The Chief Executive Officer, Mr ZHU Qi, in conjunction with
the Management Committee, is delegated with the authority and
responsibility for running the Bank’s operation and implementing the
Bank’s business strategies.

Management Committee

The Management Committee consists of three members, all appointed
by the Board. The current members are Mr ZHU Qi, Dr XU Zhihong
and Mr LIU Jun. The Management Committee exercises the powers,
authorities and discretions of the Board relating to the management and
day-to-day running of the Bank in accordance with its terms of reference
and directions as the Board may determine from time to time. Its main
responsibilities include the following:

« To implement agreed policies and to execute business plans
approved by the Board;

*  To review and approve the policies with the authority granted by the
Board as well as make recommendations to the Board with respect
to the key policies;

27



28

Annual Report 2015 Wing Lung Bank Limited
AKBESRATAH RA R —.O —TARAFER

afoe SRR e
Corporate Governance Report

o Toh B EE S BT BRAT 2 W HE 2 A
T HE S W DA B S TR 2 2
AR R 5 DL B AT FAE S R 1T 2
P R D o A B

o EORERATIN W SETE A R A AT Bk
b A MR BOR W IEEAE

o EBRTSSEZAG > WA
WAMERIEE TS ER B a7
HH 5

o HAETHE RN E S e B REUR
Ko7

o TREAUEMRATIER

o BRI EF G HAb K B R IEE R
P LN R BB AT oo B ) DA LA T LA
% K

o BERPRATE R G RIRM H A EL o

BT B Y ) o AR SR
ot o A LA A B 11 6 HO AN H
13~ R TE ST 0 R AT B R #AE 5 L
LS8 S ok L alam o BB % B @iy
B {280 0 L A0 9 DR T 3 S HLAt R
B BB RAT R B 0 > LT H
B o

B EEHT

B ZE B @B i E R TR B
F A R AL 0 A T SE
(ER) ~ REFSEAE - WEmEL - 8
ST S SRR SEE o W% B o RO
LA

o BUTUREE SRAT B0 BN B R U7 1 > A
A S PR R B
o BUTTERAT A0 BN O S A AT o o

R R ) 1 0 1 BEL A R A

+ To assist the Board to formulate the Bank’s risk appetite and
strategies for managing various types of risk to which the Bank’s
business are exposed; and the implementation and maintenance of
the overall risk management framework across the Bank’s business;

* To ensure smooth day-to-day operations of the Bank within
applicable laws and policies approved by the Board;

+ To oversee the specific committees of the Bank, and delegate
authority and power to these committees for daily monitoring as the
Committee thinks fit from time to time;

*  To collect market information and to recommend policy and strategy
to the Board;

*  To manage the Bank’s business in a prudent manner;

*  To provide timely information to other members of the Board and
keep them apprised of the latest development of the Bank so as to
enable them to discharge their duties; and

e To carry out any other matters as the Board thinks fit from time to
time.

The Management Committee presents to the Board regularly by way
of detailed business reports on management’s business strategies and
objectives, updates on different lines of business, action plans, etc
for discussion at each Board meeting. The Committee also provides
appropriate and sufficient information to the other members of the Board
in a timely manner to keep them apprised of the latest development of
the Bank so as to enable them to discharge their duties.

Strategy Committee

The Strategy Committee consists of five members, all appointed by the
Board. The current members are Mr TIAN Huiyu (Chairman), Mr ZHU
Qi, Dr ZHENG Xianbing, Mr LIU Erh Fei and Mr KWOK Lam Kwong
Larry. The duties of the Strategy Committee include the following:

*  To establish strategic development goals, and to formulate medium
to long term development strategies of the Bank;

*+ To implement and review the strategies of the Bank as well as
strengthen the consistency and stability of the implementation of the
strategies of the Bank;
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+  To approve significant investment and capital expenditure plan;

*  To evaluate the Bank’s key partnership with external organizations;

. To evaluate and approve the donations made to charitable
organizations; and

 To put forward proposals and plans for important issues to be
discussed and decided by the Board.

Remuneration and Appraisal Committee

The Remuneration and Appraisal Committee consists of five members,
all appointed by the Board. The current members are Mr LI Hao
(Chairman), Ms XU Ziying, Mr CHOW Kwong Fai Edward, Mr CHAN
Charnwut Bernard and Mr Kwok Lam Kwong Larry. The Committee
shall exercise such functions as shall be determined from time to time by
the Board and unless otherwise determined shall include the following:

. To oversee, examine and evaluate the execution of the Bank’s
annual business plans and the Board’s resolutions;

*  To make recommendations of the individuals for the appointment as
Directors and Executives to the Board;

*  To study the performance appraisal standards for the Directors and
Executives, and to conduct appraisals and make recommendations
annually;

*  To study, review and approve the Bank’s remuneration policy and
packages for the Directors, senior management and key personnel as
specified therein;

e To evaluate and approve the employment or service agreements of
the Bank’s Directors and Executives;

To evaluate and approve the Bank’s remuneration strategies, the
annual pay adjustment and benefits schemes for the staff of the
Bank; and

*  To execute other duties as may be delegated by the Board.
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Audit and Risk Management Committee

The Audit and Risk Management Committee consists of six members,
all appointed by the Board. The current members are Mr CHOW Kwong
Fai Edward (Chairman), Mr LI Hao, Dr ZHENG Xianbing, Mr CHAN
Charnwut Bernard, Mr LIU Erh Fei and Mr KWOK Lam Kwong Larry.
They possess appropriate academic and professional qualifications or
related financial management expertise, and are provided with sufficient
resources to discharge their duties.

The principal duties of the Audit and Risk Management Committee
include the following:

*  To ensure the rationality and accuracy of the internal accounting
and financial control systems of the Bank.

*  To propose the appointment or replacement of external auditors, and
assess their independence and performance.

*  To propose the approval of the Audit Charter.

*  To approve the annual internal audit plan.

*  To evaluate the procedures and performance of internal auditors.

*  To review the significant issues raised in the internal audit reports.

e To review the significant issues raised in the management letters
from external auditors and reports from the regulatory authorities
to ensure that prompt remedial action is taken as well as all
recommendations are followed up and implemented within a
reasonable period of time.

*  To review/propose/recommend the approval of significant policies.

e To monitor the risk management system of the Bank, to conduct
regular assessment of the risk position of the Bank, and to propose
the implementation of the relevant policies.

*  To monitor, review and conduct regular assessment of the internal
control system of the Bank and to monitor the risk management
of the Bank’s exposures to credit risk, market risk, operational
risk, interest rate risk, strategic risk, legal risk, reputation risk and
liquidity risk by the Executives; and

*  To execute other duties as may be delegated by the Board.
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Nomination of Directors

The Bank does not have a Nomination Committee. The Remuneration
and Appraisal Committee is responsible for making recommendations of
the individuals for the appointment as Directors and Executives to the
Board. The Board as a whole is responsible for the procedure of agreeing
to the appointment of its members and for nominating appropriate person
for election at the annual general meeting, either to fill a casual vacancy
or as an addition to the existing directors.

Internal Control

The Board and Executives are responsible for establishing, maintaining
and operating an effective system of internal control. The internal
control system of the Group comprises a well-established organizational
structure and comprehensive policies and standards. The Audit and
Risk Management Committee and other designated committees have
been established with the objective of assisting the Board to manage
and monitor various risks. The Board’s expectations regarding duty,
responsibility and integrity of each department are clearly spelled out
in formal policy statements, which include Code of Conduct, Internal
Control Policy Statement and Compliance Policy Statement, etc. The
Board has clearly defined the lines of authority and responsibilities
of each business and operational unit to ensure adequate checks and
balances.

The Group’s internal control system covers every business and
operational function so as to safeguard its assets against loss and
misappropriation; to maintain proper accounting records for producing
reliable financial information; to provide reasonable, but not absolute,
assurance against material fraud and errors. Policies and procedures are
established to ensure compliance with applicable laws, regulations and
industry standards. To cope with the increasingly stringent requirements
from relevant regulatory authorities together with ever-changing business
environment, the Board has dedicated more resources and efforts to
further strengthen the Group’s management structure and oversight.

The Group has had in place various risk management policies and
procedures. There are specific committees and units that are responsible
for identifying, assessing, monitoring and managing the risks that the
Group faces. Risk management policies and major risk control limits are
established and approved by the Board or the Management Committee.
A more detailed discussion of the policies and procedures for managing
each of the major types of risk the Group is facing, including credit,
market, liquidity and operational risk, is included in note 3 to the
financial statements “Financial Risk Management” section.
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The Board is responsible for the Group’s internal control system and
for reviewing its effectiveness. The Group’s internal audit function
plays an important role in the Group’s internal control framework. It
provides objective assurance to the Board that a sound internal control
system is maintained and operated in compliance with the established
processes and standards through regular and comprehensive audits on
all business and operational functions. The Audit and Risk Management
Committee reviews the significant issues raised in the internal audit
reports. Significant issues raised in the management letters from external
auditors and reports from regulatory authorities will be brought to the
attention of the Audit and Risk Management Committee to ensure that
prompt remedial action is taken. All recommendations will be properly
followed up to ensure they are implemented within a reasonable period
of time. Pursuant to a risk based methodology, the Internal Audit
Department plans its internal audit schedules annually with audit
resources prioritised towards higher risk areas. The Internal Audit Plan is
submitted to the Management Committee for review as well as the Audit
and Risk Management Committee for approval. To preserve the audit
independence, the Board has established the Audit Charter to set out
the authorities and responsibilities of internal audit function. The Group
Chief Auditor reports directly to the Management Committee as well as
the Audit and Risk Management Committee.

Accountability and Audit

The directors are responsible for overseeing the preparation of financial
statements of each financial period, which give a true and fair view of
the state of affairs of the Group and of the results and cash flows for
that period. In preparing the financial statements for the year ended 31
December 2015, the directors have applied suitable accounting policies
consistently, approved adoption of all Hong Kong Financial Reporting
Standards which are in conformity with the International Financial
Reporting Standards, and made prudent judgments and estimates, and
prepared the financial statements on a going concern basis.

The Bank has announced its annual and interim results in a timely
manner within the limits of 4 months and 3 months respectively after the
end of the relevant period.
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Independent Auditor’s Report

TO THE MEMBERS OF WING LUNG BANK LIMITED
(Incorporated in Hong Kong with limited liability)

We have audited the consolidated financial statements of Wing Lung
Bank Limited (“the Bank”) and its subsidiaries (together “the Group”)
set out on pages 35 to 173, which comprise the consolidated statement
of financial position as at 31 December 2015, the consolidated income
statement, the consolidated statement of comprehensive income, the
consolidated statement of changes in equity and the consolidated cash
flow statement for the year then ended and a summary of significant
accounting policies and other explanatory information.

Directors’ responsibility for the consolidated financial
statements

The directors of the Bank are responsible for the preparation of
consolidated financial statements that give a true and fair view in
accordance with Hong Kong Financial Reporting Standards issued by
the Hong Kong Institute of Certified Public Accountants 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.

Auditor’s responsibility

Our responsibility is to express an opinion on these consolidated
financial statements based on our audit. 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.

We conducted our audit in accordance with Hong Kong Standards
on Auditing issued by the Hong Kong Institute of Certified Public
Accountants. Those standards require that we comply with ethical
requirements and plan and perform the audit to obtain reasonable
assurance about whether the consolidated financial statements are free
from material misstatement.
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An audit involves performing procedures to obtain audit evidence about
the amounts and disclosures in the consolidated financial statements.
The procedures selected depend on the auditor’s judgement, including
the assessment of the risks of material misstatement of the consolidated
financial statements, whether due to fraud or error. In making those
risk assessments, the auditor considers internal control relevant to
the entity’s preparation of the consolidated financial statements that
give a true and fair view 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 entity’s internal control. An audit
also includes evaluating the appropriateness of accounting policies used
and the reasonableness of accounting estimates made by the directors, as
well as evaluating the overall presentation of the consolidated financial
statements.

We believe that the audit evidence we have obtained is sufficient and
appropriate to provide a basis for our audit opinion.

Opinion

In our opinion, the consolidated financial statements give a true and fair
view of the financial position of the Group as at 31 December 2015 and
of the Group’s financial performance and cash flows for the year then
ended in accordance with Hong Kong Financial Reporting Standards
and have been properly prepared in compliance with the Hong Kong
Companies Ordinance.

KPMG

Certified Public Accountants
8th Floor, Prince’s Building
10 Chater Road

Central, Hong Kong

17 March 2016
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Consolidated Income Statement
HEO—HF T H=1—HILZ4# For the year ended 31 December 2015

—O0—*h —Oo—Ig
2015 2014
R BT BT T
Note HKS$’000 HK$’000
FE A Interest income 5 7,682,071 7,965,212
FE T H Interest expense 6 (3,812,118)  (4,067,985)
FHEBBA Net interest income 3,869,953 3,897,227
e 55 ¢ K AR < Ui A Fees and commission income 1,041,104 874,907
AR A% 2 KA 4 32 Fees and commission expense (154,548) (143,126)
R 5 B A A Net fees and commission income 7 886,556 731,781
PRBgE E A Insurance operating income 8 607,280 600,746
TR Zy Wi i Net trading gain 9 465,655 382,946
At R 2 Net gain on disposal of available-for-sale
I AR securities 104,435 17,713
HoAt & ZE A Other operating income 10 374,108 361,356
BREBA Operating income 6,307,987 5,991,769
R B 2R HE A Charge for insurance claims 8 (350,450) (420,095)
R E %2 #EWA  Operating income net of insurance claims 5,957,537 5,571,674
e Operating expenses 11 (1,982,412) (1,792,007)
PEHUURAA Y M i >~ 2% 2 %A Operating profit before impairment charge 3,975,125 3,779,667
SREE ZWEEK Impairment losses on financial assets 12 (29,464) (104,986)
Bk Operating profit 3,945,661 3,674,681
ES-LYE P/ & UV & Fair value gains on investment properties 29 36,610 107,376
H 5 HC At ) 3 R R 2 Net loss on disposal of other properties and
FE1E equipment (2,040) (363)
R[] 42 T B 2 Share of net (losses)/profits of jointly
T (E1E) %A controlled entities (16,184) 38,123
JREAK Bk 75 A ) 22 1 U ) Share of net profits of an associate 1,222 1,253
3 56 i vz Al Profit before taxation 3,965,269 3,821,070
T 15 i Income tax 15 (692,958) (658,792)
P N N | Profit for the year 3,272,311 3,162,278
B E i Attributable to:
ENTEY Equity shareholders of the Bank 3,250,426 3,169,387
FEHE il 1) B SRR 25 Non-controlling interests 21,885 (7,109)

A SE40E £ 173 H 2 5L B 5y b 25 B
Bz — b o

The notes on pages 40 to 173 form part of these financial statements.
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Consolidated Statement of Comprehensive Income
HEO—HFTH=1—HILZ4 ¥ For the year ended 31 December 2015

—O0—*h —0o—WI
2015 2014
#BW T T
HK$’000 HK$°000
AR B i A Profit for the year 3,272,311 3,162,278
AR A BE Ay 4 T WL 4R Other comprehensive income for the year
HAZ T RE W 4 JH 2 Items that may be reclassified subsequently
W RZIHH - to the income statement:
CIRE N e d Changes in fair value of
/\$1fﬁﬁﬂl available-for-sale securities 102,216 141,991
i B T Y R S IR Transfer to income statement on disposal of
LN e available-for-sale securities (104,435) (17,713)
A RT3 A 3 o U (L R Transfer to income statement on impairment of
LN e available-for-sale securities - 45,728
A Bt 5 A ) 2 fti Share of an associate’s reserves (78) 10
WA S [m] P2 i B R 2 fr s Share of jointly controlled entities’ reserves 45,328 1,866
FPr A 17 K% Exchange difference on translation of
B 2 ) 1) A S i financial statements of overseas branches
FE A 1) REE 5, 58 58l and subsidiaries (198,727) (8,328)
HoAth 4> H I #R 2 Effect of deferred taxation on other comprehensive
R A I 2 5 2 income items 587 (12,483)
HEBEAGEHSHEE Items that will not be reclassified subsequently to the
R ZIHH - income statement:
HEGFEEZ AR Surplus on revaluation of bank premises 424,180 -
FEAEA T E 2 K B R Actuarial losses on defined benefit schemes (42,981) (35,687)
HoAth A T K £ 2 Effect of deferred taxation on other comprehensive
R SE B TH 2 5 income items 7,092 5,888
AR B At i W i Other comprehensive income for the year 233,182 121,272
AN AR BE 4 TH WG 2 48 B Total comprehensive income for the year 3,505,493 3,283,550
B Attributable to:
ARATHER Equity shareholders of the Bank 3,483,608 3,290,659
T2 1 10 P R A Non-controlling interests 21,885 (7,109)

R HA0E 173 H & sh R 5 b 45 Bt

Bk 2 — By o

The notes on pages 40 to 173 form part of these financial statements.
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Consolidated Statement of Financial Position
—O—HA4AE+—"H=+—H Asat 31 December 2015

—O0O—Hh —Oo—Iy
2015 2014
R W T T
Note HK$°000 HK$°000
& Assets
FEAERE MEHE 4 Cash and short-term funds 17 42,267,021 34,159,938
[A] 3 72 HA A7 0 S B Rk Placements with and loans and advances to banks 18 26,962,735 21,379,849
FIEEE g & s Trading securities 19 952,943 982,500
A4 T B Derivative financial instruments 20 837,171 1,258,160
PAAPE(E RS AR iR Financial assets designated at fair value
S RE through profit or loss 21 3,924,327 2,622,114
Ak L B R Available-for-sale securities 22 25,125,284 19,159,944
FrEE| ,ﬁ)i 753 Held-to-maturity securities 23 1,708,475 5,910,494
B I Ho At B TH Advances and other accounts 24 148,511,479 157,915,112
I [ 422 i) B E 4 Interests in jointly controlled entities 27 1,482,178 239,738
W s w) A i Interest in an associate 28 3,875 4,351
ERG ALY/ Investment properties 29 3,130,050 2,635,330
FHE T ke 55 Interests in leasehold land 30 189,302 222,705
HoAth 2 Ko 5 A Other properties and equipment 31 1,318,379 1,032,061
A [m] i B IE Tax recoverable 6,527 22
0% 20 A VB Deferred tax assets 35 44,250 44,189
HIFE & & Assets classified as held for sale 37 512,413 -
MmEE Total assets 256,976,409 247,566,507
i=Ri Liabilities
[A] SE 177K Deposits and balances from banks 29,248,997 12,228,501
A4 T H Derivative financial instruments 20 733,155 1,681,457
PL7 \$1ﬁgi (H3E A B IE Financial liabilities designated at fair value through
G A profit or loss 32 503,961 513,238
gﬁ R Deposits from customers 33 180,212,858 183,406,628
BT ARG Certificates of deposit issued 7,271,309 15,649,605
BT ARMEEIA Subordinated debt issued 34 3,039,595 3,039,331
EHARLTE Current taxation 174,819 269,127
I ZE 5 TE A Deferred tax liabilities 35 48,368 11,821
A J TE R FE 4R Other accounts and accruals 36 5,506,242 5,560,100
FIE & A 1E Liabilities classified as held for sale 37 304,271 =
MAR Total liabilities 227,043,575 222,359,808
BE A Equity
A Share capital 38 1,160,951 1,160,951
EAi Reserves 39 25,271,605 21,906,988
B AT RS B Total equity attributable to shareholders of the Bank 26,432,556 23,067,939
FHOMER T H Additional equity instruments 34 3,251,990 2,015,390
T Fe il 1) JBE RRE 4 Non-controlling interests 248,288 123,370
HE 45 KB EH Total equity 29,932,834 25,206,699
T £ e B 48 40 E Total equity and liabilities 256,976,409 247,566,507

KEAZO—NE=ZHA+LHhESRS

M A7 A o March 2016.
& #HRER TIAN Huiyu
RE} AT AR ZHU Qi
wmEE A XU Zhihong
218 T AR R B LIU Jun
A E40E 2173 H 2 b B A b 55 B

Bk 2 — R o

Chairman

Director and Chief Executive Officer
Director and General Manager
Director and General Manager

Approved and authorised for issue by the Board of Directors on 17

The notes on pages 40 to 173 form part of these financial statements.
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Consolidated Statement of Changes in Equity
HEO—HFE T H=1—HILZ4 ¥ For the year ended 31 December 2015

Tiff
ki &ff BOMER TR
Bank &R TH B
A EARME  premises Investment  HABREfE  IREGER Additional Non-
Share Capital revaluation revaluation Other  Retained /it equity ~ controlling Hit
capital reserve reserve reserve  reserves  earnings  Sub-total instruments  interests Total
e WMo E%Ta #WTn WWT #WTx #WTx ®WTc #WTx #%Te
HKS$000 HK$000 HK$000 HKS$'000 HKS$000 HKS000 HK$000 HKS$'000 HKS$000  HK$000
RZ0—ME—~A—H At | January 2014 1,160,951 57,500 66,769 271,331 1,029,673 17,191,071 19,777,295 - 179,056 19,956,351
ZO— AR AMESE © Changes in equity for 2014;
ARAERERA Net profit for the year - - - - 3,169387 3,169,387 - (1109 3162278
Other comprehensive income
AR b2 for the year - - - 159399 (8328) (29799 121272 = -
Total comprehensive income
ARAP B2 T A for the year = - - 15939 (8328) 3,139,588 3,290,659 - (7,109) 3,283,550
AR Transfer from contingency reserve = = = = (176) 176 = = = =
Issue of additional equity
BTESMER TR instrumens - - - - - - - 201539 - 2015390
Amount decrease in
WHE R B statutory surplus - - = = (15) = (15) = = (15)
Amount decrease in
FE T 0 P SRR 5 1 D non-controlling interests - - - - - - - - @85711) (48577
AZO—MF+_A=1—H At3] December 2014 and
kZ0—H&F—HA—H 1 January 2015 1,160,951 57,500 66,769 430,730 1,021,154 20,330,835 23,067,939  2,015390 123370 25,206,699
TO—RAHEG AR © Changes in equity for 2015:
AR Net profit for the year - - - - - 3250426 3250426 - usss 3ml
Other comprehensive income
AR A for the year - - 456402 10,692 (198,023)  (35889) 233,182 - - 38
Total comprehensive income
REE R AE for the year - - 456402 10,692 (198,023) 3214537 3,483,608 - 21885 3505493
ARG Transfer from contingency reserve - - - - (96) 96 - - - -
Issue of an additional equity
BITHIMER TR instrument - - - - - - - 1,236,600 - 1,236,600
Amount increase in
JEPE I R M 45 38 non-controlling interests - - - - - - - - 103033 103,033
fEs THAR Distribution for equity instruments - - - - - (118,991)  (118,991) - - (118,991
MZO—H#F+ZA=+—H At31 December 2015 1,160,951 51500 523,171 441422 823,035 23426477 26432556 3251990 248,288 29,932,834

A 40 E £ 173 H 2 51 Ay b 25 B

Bk —AB Y o

The notes on pages 40 to 173 form part of these financial statements.
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AEBERESR
Consolidated Cash Flow Statement
HEO—HF T H=1—HILZ4# For the year ended 31 December 2015

—O0O—Hh —Oo—H
) 2015 2014
Ak #BW T T
Note HK$°000 HK$’000
BmEWEZIHE Cash (used in)/generated from
(W), WAFFH operations 43(a)  (1,626,380) 5,240,411
SCA A e R A Hong Kong profits tax paid (535,154) (442,069)
AT AMBLIE Overseas tax paid (200,818) (177,159)
BREEHZHE Net cash (used in)/generated from
(W) WATEH operating activities (2,362,352) 4,621,183
REWNE Investing activities
B A T] Ak B 2 B R Purchase of available-for-sale securities and
FrE 2| RS held-to-maturity securities (27,282,246) (17,213,965)
Acquisition of share capital of a jointly
A AL ] 2 ) BT A e As controlled entity (1,236,600) =
L[] e B 2 BB R Loans repaid from jointly controlled entities 2,834 2,834
L{&EX;I\:H?’E%IJEQ@& Dividends received from jointly controlled
/NI Py I8 entities and an associate 22,090 19,545
ﬁ%&ﬁf[ﬁ]‘” HE Proceeds from sale and redemption of
;‘%&ﬁﬁfuﬁﬁ it available-for-sale securities and held-to-
FﬁHZ,A maturity securities 23,881,856 16,469,520
Payment for additions of other properties and
i At ) 3 K B AR equipment (200,247) (166,729)
,';lj% ﬁ’g%%& L i fE 2 Proceeds from disposal of other properties and
KIE equipment 273 124
BE WG Z B0 T Net cash used in investing activities (4,812,040) (888,671)
il 3% B Financing activities
FHSMERE T H g Distribution for additional equity instruments (118,991) -
%&ﬁ?ﬁl\%ﬁul/ﬂ\ Issue of additional equity instruments 1,236,600 2,015,390
B O T 2 B IE A TH Repayment of subordinated debt issued - (1,500,000)
#jﬂ'/’fﬁﬂ P 5 TR 25 1) Amount increase/(decrease) in
B (i) non-controlling interests 103,033 (48,577)
AR B) 2 B A T Net cash generated from financing activities 1,220,642 466,813
HEeRERBRESEHZ Net (decrease)/increase in cash and
F (WA) B cash equivalents (5,953,750) 4,199,325
B —H— HB & KRR
H4EH Cash and cash equivalents at 1 January 31,807,929 27,743,858
AN T R A iy 2 R Effects of foreign exchange rate changes (127,049) (135,254)
REZH=1+—HB&R
ZFB4&EHE Cash and cash equivalents at 31 December 43(b) 25,727,130 31,807,929
BERH B LR B ©  Cash flows from operating activities include:
FLE M A Interest received 7,644,366 7,813,456
FILE 3 Interest paid 3,715,802 3,709,261
B A Dividends received 30,228 26,384

A 40 E £ 173 H 2 sh B 5y b 25 B

Bk z — By o

The notes on pages 40 to 173 form part of these financial statements.
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Notes to the Financial Statements
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1 Summary of significant accounting policies
1.1 Basis of preparation

The consolidated 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. The consolidated financial statements
also comply with the requirements of the Hong Kong Companies
Ordinance.

The consolidated financial statements have been prepared under the
historical cost convention, as modified by the revaluation of available-
for-sale financial assets, financial assets and financial liabilities held for
trading (including derivative financial instruments), financial assets and
financial liabilities designated at fair value through profit or loss and
investment properties.

The preparation of financial statements in conformity with HKFRSs requires
the use of certain critical accounting estimates. It also requires management
to exercise its judgments in the process of applying the Group’s accounting
policies. The areas involving a higher degree of judgment or complexity, or
areas where assumptions and estimates are significant to the consolidated
financial statements are disclosed in note 4.

The HKICPA has issued a number of new/revised HKFRSs, which are
effective for accounting periods beginning on or after 1 January 2015.
The Group adopted the following revised HKFRSs which are relevant to
its operations:

— Amendments to HKAS 19 (2011), Employee benefits — Defined
benefit plans — Employee contributions.

Amendments to HKAS 19 (2011) introduce a relief to reduce the
complexity of accounting for certain contributions from employees
or third parties under defined benefit plans. The adoption of these
amendments does not have any impact on the Group’s financial
statements.

In addition, changes are made to the presentation and disclosure of
certain information in the Group’s financial statements pursuant to
the requirements of Part 9, “Accounts and Audit”, of the Hong Kong
Companies Ordinance.
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1 Summary of significant accounting policies (Continued)
1.1 Basis of preparation (Continued)

Up to the date of issue of these financial statements, the HKICPA has
also issued certain new/revised HKFRSs which are not yet effective
for accounting period beginning on 1 January 2015 and have not been
early adopted by the Group. The Group is in the process of making an
assessment of what the impact of these new/revised HKFRSs is expected
to be in the period of initial application. The following new/revised
HKFRSs are relevant to the Group’s operations:

—  HKFRS 9, Financial instruments, which is effective for annual
periods beginning on or after 1 January 2018.

—  Amendments to HKFRS 11, Joint arrangements — Accounting for
acquisitions of interests in joint operations, which is effective for
annual periods beginning on or after 1 January 2016.

— HKFRS 15, Revenue from contracts with customers, which is
effective for annual periods beginning on or after 1 January 2018.

HKFRS 9 may have an impact on the Group’s classification and
measurement of financial instruments.

Amendments to HKFRS 11 provide new guidance on how to account
for the acquisition of an interest in a joint operation that constitutes a
business. They may have an impact on the Group’s interest in jointly
controlled entities.

HKFRS 15 provides a principles-based approach for revenue recognition,
and introduces the concept of recognising revenue for obligations as they
are satisfied. The standard should be applied retrospectively, with certain
practical expedients available.
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1 Summary of significant accounting policies (Continued)
1.2 Consolidation

The consolidated financial statements for the year ended 31 December
2015 comprise the Bank and its subsidiaries and the Group’s interest in
an associate and jointly controlled entities.

Subsidiaries are entities controlled by the Group. Control exists when the
Group 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. They include entities in which the Bank, directly
or indirectly, controls the composition of the Board of Directors, controls
more than half of the voting power or holds more than half of the issued
share capital.

Interests in subsidiaries are consolidated into the financial statements
from the date on which control commences until the date that control
ceases.

Inter-company transactions, balances and unrealised gains on
transactions between group companies are eliminated in full in preparing
the consolidated financial statements. Unrealised losses resulting from
inter-company transactions are also eliminated unless the transaction
provides evidence of an impairment of the asset transferred.

In the Bank’s statement of financial position, the interests in subsidiaries
are stated at cost less provision for impairment losses unless the
investment is classified as held for sale (or included in a disposal
group that is classified as held for sale). The results of subsidiaries
are accounted for by the Bank on the basis of dividends received and
receivable.

The Group has interests in certain unconsolidated structured entities
which include (i) investment funds established and managed by the
Group to generate fees from managing assets on behalf of investors; and
(ii) third-party managed investment funds purchased by the Group.

The maximum exposure to loss from the Group’s interests in
unconsolidated structured entities is the carrying amount of the assets
held and is included in note 22. As at 31 December 2015, no financial
support was given to the unconsolidated structured entities (2014: Nil).
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1 Summary of significant accounting policies (Continued)
1.3 Jointly controlled entities

A jointly controlled entity is an entity which operates under a contractual
arrangement whereby the Group and other parties undertake an economic
activity which is subject to joint control and none of the participating
parties has unilateral control over the economic activity.

A jointly controlled entity is an arrangement whereby the Group and
other parties contractually agree to share control of the arrangement, and
have rights to the net assets of the arrangement.

The Group’s interests in jointly controlled entities are accounted for in
the consolidated financial statements under the equity method and are
initially recorded at cost and adjusted thereafter for the post acquisition
change in the Group’s share of the jointly controlled entities’ net assets
and any impairment losses relating to the investment. The Group’s share
of the post-acquisition, post-tax results of the jointly controlled entities
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 jointly controlled entities’ other comprehensive
income is recognised in the consolidated statement of comprehensive
income.

In the Bank’s statement of financial position, the interests in jointly
controlled entities are stated at cost less provision for impairment losses.
The results of jointly controlled entities are accounted for by the Bank
on the basis of dividends received and receivable.

1.4 Associate

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 decision. This is
generally accompanied by a shareholding of between 20% and 50% of
the voting rights.

The Group’s interest in an associate is accounted for in the consolidated
financial statements under the equity method and are initially recorded
at cost and adjusted thereafter for the post acquisition change in the
Group’s share of the associate’s net assets and any impairment losses
relating to the investment. The Group’s share of the post-acquisition,
post-tax results of the associate 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 associate’s
other comprehensive income is recognised in the consolidated statement
of comprehensive income.

In the Bank’s statement of financial position, the interest in an associate
is stated at cost less provision for impairment losses. The results of
the associate are accounted for by the Bank on the basis of dividends
received and receivable.
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1 Summary of significant accounting policies (Continued)
1.5 Revenue recognition

Revenue is measured at fair value of the consideration received or
receivable. Provided it is probable that economic benefits will flow to
the Group and the revenue and costs, if applicable, can be measured
reliably, revenue is recognised in the income statement as follows:

(a) Interest income and expense

Interest income and expense for all financial instruments are
recognised in the income statement on an accruals basis using the
effective interest method.

The effective interest method is a method of calculating the
amortised cost of a financial asset or a financial liability and of
allocating the interest income or interest expense over the relevant
period. The effective interest rate is the rate that exactly discounts
estimated future cash payments or receipts through the expected life
of the financial instrument or, when appropriate, a shorter period to
the net carrying amount of the financial asset or financial liability.
When calculating the effective interest rate, the Group estimates
cash flows considering all contractual terms of the financial
instrument (for example, prepayment options) but does not consider
future credit losses. The calculation includes all amounts paid or
received between parties to the contract, including cash rebates
granted in relation to residential mortgage loans, that are an integral
part of the effective interest rate, transaction costs and all other
premiums or discounts.

Once a financial asset has been written down as a result of an
impairment loss, interest income is recognised using the rate of
interest used to discount the future cash flows for the purpose
of measuring the impairment loss. Subsequent increase of such
net present value of impaired assets due to the passage of time is
recognised as interest income.

(b) Fee and commission income

Fee and commission income arises on financial services provided
by the Group and is recognised when the corresponding service
is provided, except where the fee is charged to cover the costs
of a continuing service to, or risk borne for, the customer, or is
interest in nature. In these cases, the fee is recognised as income
in the accounting period in which the cost or risk is incurred and is
accounted for as interest income.
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1 Summary of significant accounting policies (Continued)

1.5 Revenue recognition (Continued)

(c)

(d)

(e)

Finance income from finance lease and hire purchase contract

Finance income implicit in finance lease and hire purchase
payments is recognised as interest income over the period of the
leases so as to produce an approximately constant periodic rate
of return on the outstanding net investment in the leases for each
accounting period. Contingent rentals are recognised as income in
the accounting period in which they are earned. Commission paid
to dealers for acquisition of finance lease loans or hire purchase
contracts is included in the carrying value of the assets and
amortised to the income statement over the expected life of the
lease as an adjustment to interest income.

Rental income for operating lease

Rental income receivable under operating leases is recognised
as other operating income in equal instalments over the periods
covered by the lease term, except where an alternative basis is
more representative of the pattern of benefits to be derived from the
use of the leased asset. Lease incentives granted are recognised in
the income statement as an integral part of the aggregate net lease
payments receivable. Contingent rentals receivable are recognised
as income in the accounting period in which they are earned.

Dividend income

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.

1.6 Financial assets

The Group classifies its financial assets under the following categories:
loans and receivables, trading securities, financial assets designated
at fair value through profit or loss, held-to-maturity securities, and
available-for-sale securities. The classification depends on the purpose
for which the financial assets were acquired. Management determines the
classification of its financial assets at initial recognition.

(a)

Loans and receivables

Loans and receivables, including cash and short term funds,
placements with and loans and advances to banks, trade bills and
loans and advances to customers, are non-derivative financial assets
with fixed or determinable payments that are not quoted in an
active market. They arise when the Group provides money, goods
or services directly to a debtor with no intention of trading the
receivable.

Loans and receivables are carried at amortised cost using the
effective interest method less impairment losses.
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1 Summary of significant accounting policies (Continued)
1.6 Financial assets (Continued)

(b) Trading securities

A financial asset is classified as held for trading if it is acquired
principally for the purpose of selling in the short term. Derivatives
are also categorised as held for trading unless they are designated as

hedges.

The Group does not have derivative financial instruments which

meet the criteria for hedge accounting as described in note 1.9.

Trading securities are stated at fair value, and transaction costs
taken directly to the income statement. Changes in fair value are
recognised as “Net gain/loss from trading securities” in the income

statement as they arise.

(c¢) Financial assets designated at fair value through profit or loss

Financial assets designated at fair value through profit or loss are
not those financial assets acquired principally for the purpose of
selling in the short term but designated by management as such at

inception if they meet the following criteria:

— The designation eliminates or significantly reduces a
measurement or recognition inconsistency (sometimes referred
to as “an accounting mismatch”) that would otherwise arise
from measuring the financial assets or recognising the gains

and losses on them on different bases;

— A group of financial assets is managed and its performance
is evaluated on a fair value basis, in accordance with a
documented risk management or investment strategy, and this
is the basis on which information about these assets is provided

internally to the management; or

— It relates to those financial instruments embedded with
derivatives which significantly modify the cash flows that
would otherwise be required under the contract and the
separation of the embedded derivative(s) from the financial

instrument is not prohibited.

These financial assets are recognised initially at fair value and
transaction costs taken directly to the income statement. Changes
in fair value are recognised as “Net gain/loss arising from financial
instruments designated at fair value through profit or loss” in the

income statement in the period in which they arise.
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1 Summary of significant accounting policies (Continued)
1.6 Financial assets (Continued)
(d) Held-to-maturity securities

Held-to-maturity securities are non-derivative financial assets
with fixed or determinable payments and fixed maturities that the
Group’s management has the positive intention and ability to hold
to maturity. If the Group were to sell or reclassify other than an
insignificant amount of held-to-maturity assets, the entire category
would be tainted and reclassified as available-for-sale.

Held-to-maturity securities are carried at amortised cost using the
effective interest method less impairment losses.

If, as a result of a change in intention or ability, it is no longer
appropriate to classify a financial asset as held-to-maturity, it shall
be reclassified as available-for-sale and remeasured at fair value.

(e) Available-for-sale securities

Available-for-sale securities are non-derivative financial assets that
are either designated in this category or not classified in any of the
other categories. Available-for-sale securities are those intended
to be held for an indefinite period of time, which may be sold in
response to needs for liquidity or changes in interest rates, exchange
rates or equity prices.

Available-for-sale securities are stated at fair value. Unrealised gains
and losses arising from changes in the fair value are recognised
in other comprehensive income and accumulated separately in
equity until the financial asset is derecognised or impaired at which
time the cumulative gain or loss previously recognised in other
comprehensive income shall be reclassified from equity to the
income statement.

Purchases and sales of trading securities, financial assets designated at
fair value through profit or loss, held-to-maturity and available-for-sale
securities are recognised on trade-date — the date on which the Group
becomes a party to the contractual provision of the instrument. Loans
and receivables are recognised when cash is advanced to the borrowers.
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1 Summary of significant accounting policies (Continued)
1.7 Impairment of financial assets

(a) Financial assets carried at amortised cost

The Group assesses at the end of each reporting period whether
there is objective evidence that a financial asset or a group of
financial assets is impaired. A financial asset or a group of financial
assets is impaired and impairment losses are incurred if, and only
if, there is objective evidence of impairment as a result of one or
more events that occurred after the initial recognition of the asset
(a “loss event”) and that loss event (or events) has an impact on
the estimated future cash flows of the financial asset or group of
financial assets that can be reliably estimated. Objective evidence
that a financial asset or a group of financial assets is impaired
includes observable data that comes to the attention of the Group

about the following loss events:

(i) significant financial difficulty of the issuer or obligor;

(i)

interest or principal payments;

(ii1) the Group granting to the borrower, for economic or legal
reasons relating to the borrower’s financial difficulty, a

concession that the lender would not otherwise consider;

(iv)

bankruptcy or other financial reorganisation;

(v) the disappearance of an active market for that financial asset

because of financial difficulties; or

(vi)

assets in the group, including:

— adverse changes in the payment status of borrowers in the

group; or

— national or local economic conditions that correlate with

defaults on the assets in the group.

a breach of contract, such as a default or delinquency in

it becoming probable that the borrower will enter into

observable data indicating that there is a measurable decrease
in the estimated future cash flows from a group of financial
assets since the initial recognition of those assets, although the
decrease cannot yet be identified with the individual financial
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1 Summary of significant accounting policies (Continued)
1.7 Impairment of financial assets (Continued)

(a) Financial assets carried at amortised cost (Continued)

The Group first assesses whether objective evidence of impairment
exists individually for financial assets that are individually
significant, and individually or collectively for financial assets that
are not individually significant. If the Group determines that no
objective evidence of impairment exists for an individually assessed
financial asset, whether significant or not, it includes that asset
in a group of financial assets with similar credit characteristics
and collectively assesses them for impairment. Assets that are
individually assessed for impairment and for which an impairment
loss is or continues to be recognised are not included in a collective
assessment of impairment.

If there is objective evidence that an impairment loss on financial
assets carried at amortised cost has been incurred, the amount
of the loss is measured as the difference between the asset’s
carrying amount and the present value of estimated future cash
flows (excluding future credit losses that have not been incurred)
discounted at the financial asset’s original effective interest rate.
The carrying amount of the asset is reduced through the use of an
allowance account and the amount of the loss is recognised in the
income statement. If the financial asset has a variable interest rate,
the discount rate for measuring any impairment loss is the current
effective interest rate determined under the contract. As a practical
expedient, the Group may measure impairment on the basis of an
instrument’s fair value using an observable market price.

The calculation of the present value of the estimated future cash
flows of a collateralised financial asset reflects the cash flows that
may result from foreclosure less costs for obtaining and selling the
collateral, whether or not foreclosure is probable.

For the purposes of a collective evaluation of impairment, financial
assets that have not been individually assessed as impaired are
grouped on the basis of similar credit risk characteristics. Those
characteristics relevant to the estimation of future cash flows for
groups of such assets by being indicative of the debtor’s ability to
pay all amounts due according to the contractual terms of the assets
are considered.

Future cash flows in a group of financial assets that are collectively
evaluated for impairment are estimated on the basis of the
contractual cash flows of the assets in the group and historical loss
experience for assets with credit risk characteristics similar to those
in the group. Historical loss experience is adjusted on the basis
of current observable data on economic and credit environment to
reflect the effects of current conditions that did not affect the period
on which the historical loss experience is based and to remove
the effects of conditions in the historical period that do not exist
currently.
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1 Summary of significant accounting policies (Continued)
1.7 Impairment of financial assets (Continued)

(a) Financial assets carried at amortised cost (Continued)

Estimates of changes in future cash flows for groups of assets
should reflect and be directionally consistent with changes in
related observable data from period to period (for example, change
in unemployment rates, property prices, payment status, or other
factors indicative of changes in the probability of losses in the
group and their magnitude). The methodology and assumptions
used for estimating future cash flows are reviewed regularly by the
Group to reduce any differences between loss estimates and actual

loss experience.

When a loan is uncollectible, it is written off against the related
allowances for loan impairment. Such loans are written off after
all the necessary procedures have been completed and the amount
of the loss has been determined. Subsequent recoveries of amounts
previously written off decrease the amount of the allowances for

loan impairment in the income statement.

If, in a subsequent period, the amount of the impairment loss
decreases and the decrease can be related objectively to an
event occurring after the impairment was recognised (such as
an improvement in the debtor’s credit rating), the previously
recognised impairment loss is reversed by adjusting the allowance
account. The amount of the reversal is recognised in the income
statement. A reversal of an impairment loss shall not result in the
asset’s carrying amount exceeding that would have been determined

had no impairment loss be recognised in prior years.

(b) Financial assets carried at fair value

The Group assesses at the end of each reporting period whether
there is objective evidence that a financial asset or a group of
financial assets is impaired. In the case of equity investments
classified as available-for-sale, a significant or prolonged decline
in the fair value of the security below its cost is considered in
determining whether the assets are impaired. If any such evidence
exists for available-for-sale financial assets, the cumulative loss
measured as the difference between the acquisition cost and the
current fair value, less any impairment loss on that financial asset
previously recognised in the income statement is removed from
the other comprehensive income and recognised in the income
statement. Impairment losses recognised in the income statement on
equity instruments are not reversed through the income statement.
If, in a subsequent period, the fair value of a debt instrument
classified as available-for-sale increases and the increase can be
objectively related to an event occurring after the impairment loss
was recognised in the income statement, the impairment loss is

reversed through the income statement.
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1 Summary of significant accounting policies (Continued)

1.8 Financial liabilities

The Group classifies its financial liabilities under the following
categories: trading liabilities, financial liabilities designated at fair
value through profit or loss, deposits, certificates of deposit issued,
subordinated debt issued and other liabilities. All financial liabilities are
classified at inception and recognised initially at fair value.

(@)

(b)

Trading liabilities

A financial liability is classified as held for trading if it is incurred
principally for the purpose of repurchasing in the short term. It is
carried at fair value and any gains and losses arising from changes
in fair value are recognised in the income statement.

Financial liabilities designated at fair value through profit or loss

A financial liability is designated as fair value through profit or loss
if it is so designated at inception. Financial liabilities so designated
include certain certificates of deposit issued and certain deposits
received from customers that are embedded with derivatives. A
financial liability is typically so designated if it meets the following
criteria:

— The designation eliminates or significantly reduces a
measurement or recognition inconsistency (sometimes referred
to as “an accounting mismatch”) that would otherwise arise
from measuring the financial liabilities or recognising the gains
and losses on them on different bases;

— A group of financial liabilities is managed and its performance
is evaluated on a fair value basis, in accordance with a
documented risk management or investment strategy, and this
is the basis on which information about these liabilities is
provided internally to the management; or

— It relates to those financial instruments embedded with
derivatives which significantly modify the cash flows that
would otherwise be required under the contract and the
separation of the embedded derivative(s) from the financial
instrument is not prohibited.

Financial liabilities designated at fair value through profit or loss
are carried at fair value and any gains and losses arising from
changes in fair value are recognised as “Net gain/loss arising from
financial instruments designated at fair value through profit or loss”
in the income statement.
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1 Summary of significant accounting policies (Continued)
1.8 Financial liabilities (Continued)

(c) Deposits, certificates of deposit issued, subordinated debt issued
and other liabilities

Deposits, certificates of deposit issued and subordinated debt issued,
other than those classified as trading liabilities or designated at fair
value through profit or loss, together with other financial liabilities
are carried at amortised cost. Any difference between proceeds net
of transaction costs and the redemption value is recognised in the
income statement over the period of the other financial liabilities
using the effective interest method.

1.9 Derivative financial instruments and hedge accounting

Derivatives are initially recognised at fair value on the date on which
a derivative contract is entered into and are subsequently re-measured
at their fair value. Certain derivatives embedded in other financial
instruments are treated as separate derivatives when their economic
characteristics and risks are not closely related to those of the host
contract and the host contract is not carried at fair value through profit
or loss. All derivatives are carried as assets when fair value is positive
and as liabilities when fair value is negative. Subsequent changes in fair
value are recognised depending on the purpose of the derivatives.

The method of recognising the resulting fair value gain or loss depends
on whether the derivative is designated as a hedging instrument, and if
so, the nature of the item being hedged. The Group designates certain
derivatives as either: (i) hedges of the fair value of recognised assets
or liabilities or firm commitments (fair value hedge); or, (ii) hedges of
highly probable future cash flows attributable to a recognised asset or
liability, or a forecasted transaction (cash flow hedge). Hedge accounting
is used for derivatives designated in this way provided certain criteria
are met.

The Group documents, at the inception of the transaction, the
relationship between hedging instruments and hedged items, as well as
its risk management objective and strategy for undertaking various hedge
transactions. The Group also documents its assessment, both at hedge
inception and on an ongoing basis, of whether the derivatives that are
used in hedging transactions are highly effective in offsetting changes in
fair values or cash flows of hedged items.
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1 Summary of significant accounting policies (Continued)

1.9 Derivative financial instruments and hedge accounting
(Continued)

(a) Fair value hedge

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

If the hedge no longer meets the criteria for hedge accounting,
the adjustment to the carrying amount of a hedged item for which
the effective interest method is used is amortised to the income
statement over the period to maturity. The adjustment to the
carrying amount of a hedged equity security remains in retained
earnings until the disposal of the equity security.

(b) Cash flow hedge

The effective portion of changes in the fair value of derivatives that
are designated and qualify as cash flow hedges are recognised in
other comprehensive income and accumulated separately in equity
in the hedging reserve. The gain and loss relating to the ineffective
portion is recognised immediately in the income statement.

Amounts accumulated in equity are recycled to the income
statement in the periods in which the hedged item will affect profit
or loss.

When a hedging instrument expires or is sold, or when a hedge
no longer meets the criteria for hedge accounting, any cumulative
gain or loss existing in equity in the hedging reserve at that time
remains in equity and is recognised when the forecast transaction
is ultimately recognised in the income statement. When a forecast
transaction is no longer expected to occur, the cumulative gain or
loss that was reported in equity is immediately transferred to the
income statement.

The Group currently does not use hedge accounting.

Derivative financial instruments held for trading and those that do not
qualify for hedge accounting will be accounted for with changes in fair
value reported through the income statement.

Derivative transactions are offset and the net amount is reported in the
statement of financial position when there is a legally enforceable right
to offset the recognised amounts and there is an intention to settle on a
net basis, or realise the asset and settle the liability simultaneously.
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1 Summary of significant accounting policies (Continued)
1.10 Valuation of securities and derivatives

The fair value of financial instruments is based on their quoted market
prices at the valuation date without any deduction for estimated future
selling costs. Financial assets are priced at current bid prices while
financial liabilities are priced at current ask prices. For unlisted securities
and where the market for a financial instrument is not active, the Group
estimates fair value by using valuation techniques. These include the use
of recent arm’s length transactions, reference to other instruments that
are substantially the same, discounted cash flow analysis, and option
pricing models refined to reflect the issuer’s specific circumstances.

1.11 Investment properties

Land and/or buildings which are owned and/or held under a leasehold
interest for long-term rental yields and/or for capital appreciation, and
that are not occupied by the companies in the Group, are classified as
investment property. When the Group holds a property interest under an
operating lease to earn rental income and/or for capital appreciation, the
interest is classified and accounted for as an investment property on a
property-by-property basis. Any such property interest which has been
classified as an investment property is accounted for as if it were held
under a finance lease, and the same accounting policies are applied to
that interest as are applied to other investment properties leased under
finance leases.

Investment property is measured initially at its cost, including related
transaction costs. After initial recognition, investment property is carried
at fair value. Any gain or loss arising from a change in fair value or from
the retirement or disposal of an investment property is recognised in the
income statement.

When a property is transferred to investment property following a
change in its use, any difference arising at the date of transfer between
the carrying amount of the property immediately prior to the transfer
and its fair value is recognised in other comprehensive income and
accumulated separately in equity in the bank premises revaluation
reserve in accordance with HKAS 16 “Property, plant and equipment”.
However, a revaluation increase is recognised as income only to the
extent that it reverses a revaluation decrease of the same asset previously
recognised as an expense. Decreases are first set off against increases on
previous valuations of the same asset and thereafter are debited to the
income statement. Upon disposal of the property, the relevant portion of
the bank premises revaluation reserve is released and transferred from
the bank premises revaluation reserve to retained earnings.

When an investment property becomes owner-occupied, it is reclassified
as premises and its fair value at the date of reclassification becomes its
cost.
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1 Summary of significant accounting policies (Continued)
1.12 Other properties and equipment

(a) Premises

Premises represent those properties held for own use and are stated
at cost less accumulated depreciation and impairment losses. Where
the land and building elements of the leasehold properties held for
own use can be allocated reliably at the inception of the lease, the
land element is accounted for as finance lease if the lease transfers
substantially all the risks and rewards incidental to ownership to the
leasee. As such, any leasehold land premiums for acquiring the land
leases, or other lease payments, are charged to the income statement
on a straight line basis over the period of the lease or where there
is impairment, the impairment is charged to the income statement.
Any buildings which are situated on such land leases are presented
as part of premises. Where the land and building elements of the
leasehold properties cannot be allocated reliably at the inception of
the lease, the land and building elements are treated as a finance

lease and classified as premises.

Depreciation of premises is calculated on a straight line basis to

write off the assets over their estimated useful lives as follows:

—  Leasehold land is depreciated over the unexpired terms of the

leases.

— Building and improvements thereto are depreciated over the

remaining estimated useful life.

(b) Furniture and equipment

Furniture and equipment is stated at cost less depreciation and
impairment losses. Depreciation is calculated on a reducing balance
basis to write off the assets over their estimated useful lives, at

annual rates ranging from 10% to 30%.

The asset’s residual values and useful lives are reviewed, and adjusted if

appropriate, at the end of each reporting period.

An asset’s carrying amount is written down immediately to its
recoverable amount if the asset’s carrying amount is greater than its

estimated recoverable amount.
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1 Summary of significant accounting policies (Continued)
1.13 Impairment of other assets

Assets that have an indefinite useful life are not subject to amortisation,
but are tested annually for impairment and are reviewed for impairment
whenever events or changes in circumstances indicate that the
carrying amount may not be recoverable. Assets that are subject to
amortisation are reviewed for impairment whenever events or changes in
circumstances indicate that the carrying amount may not be recoverable.
An impairment loss is recognised for the amount by which the asset’s
carrying amount exceeds its recoverable amount. The recoverable amount
is the higher of an asset’s fair value less costs to sell and value in use.

1.14 Repossessed assets

Repossessed collateral assets are reported as “Other accounts” under
“Advances and other accounts” and the relevant loans are derecognised.
The repossessed collateral assets are measured at the lower of the
carrying amount and net realisable value.

1.15 Foreign currency translation

Items included in the financial statements of each of the Group’s entities
are measured using the currency of the primary economic environment in
which the entity operates (the “functional currency”). The consolidated
financial statements are presented in Hong Kong dollars, which is the
Bank’s functional and presentation currency.

Foreign currency transactions are translated into the functional currency
using the exchange rates prevailing at the dates of the transactions.
Foreign exchange gains and losses resulting from the settlement of
such transactions and from the translation at year-end exchange rates
of monetary assets and liabilities denominated in foreign currencies are
recognised in the income statement.

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. Non-monetary assets and
liabilities denominated in foreign currencies that are stated at fair value
are translated using the foreign exchange rates ruling at the dates the fair
value was determined.

Translation differences on non-monetary items such as equities held for
trading are recognised in the income statement as part of the fair value
gain or loss. Translation differences on non-monetary items such as
equities classified as available-for-sale securities are included in other
comprehensive income and accumulated separately in equity.

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. Statement of financial position items are
translated into Hong Kong dollars at the closing foreign exchange rates
at the end of the reporting period. The resulting exchange differences are
recognised in other comprehensive income and accumulated separately
in equity in the exchange reserve.
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1 Summary of significant accounting policies (Continued)
1.16 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 the relevant amounts of tax
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.

All deferred tax liabilities, and all deferred tax assets to the extent that
it is probable that future taxable profits will be available against which
the asset can be utilised, are recognised. Future taxable profits that may
support the recognition of deferred tax assets arising from deductible
temporary differences include those that will arise from the reversal
of existing taxable temporary differences, provided those differences
relate to the same taxation authority and the same taxable entity, and are
expected to reverse either in the same period as the expected reversal of
the deductible temporary difference or in periods into which a tax loss
arising from the deferred tax asset can be carried back or forward. The
same criteria are adopted when determining whether existing deductible
temporary differences support the recognition of 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 amount of deferred tax recognised is measured based on the
expected manner of realisation or settlement of the carrying amount of
the assets and liabilities, using tax rates enacted or substantively enacted
at the end of the reporting period. Deferred tax assets and liabilities are
not discounted.

The carrying amount of a deferred tax asset is reviewed at the end of
each reporting period and is reduced to the extent that it is no longer
probable that sufficient taxable profit will be available to allow the
related tax benefit to be utilised. Any such reduction is reversed to the
extent that it becomes probable that sufficient taxable profit will be
available.

Additional income taxes that arise from the distribution of dividends are
recognised when the liability to pay the related dividends is recognised.
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1 Summary of significant accounting policies (Continued)
1.16 Income tax (Continued)

Current tax balances and deferred tax balances, and movements therein,
are presented separately from each other and are not offset. Current
tax assets are offset against current tax liabilities, and deferred tax
assets against deferred tax liabilities if the Group or the Bank has the
legally enforceable right to set off current tax assets against current tax
liabilities and the following additional conditions are met:

— in the case of current tax assets and liabilities, the Group or the
Bank intends either to settle on a net basis, or to realise the asset
and settle the liability simultaneously; or

— in the case of deferred tax assets and liabilities, if they relate to
income taxes levied by the same taxation authority on either:

— the same taxable entity; or

— different taxable entities, which, in each future period in which
significant amounts of deferred tax liabilities or assets are
expected to be settled or recovered, intend to realise the current
tax assets and settle the current tax liabilities on a net basis or
realise and settle simultaneously.

1.17 Insurance contracts

The Group issues contracts that transfer insurance risk. Insurance
contracts are those contracts that transfer significant insurance risk. As
a general guideline, the Group defines significant insurance risk as the
possibility of having to pay benefits on the occurrence of an insured
event that are at least 10% more than the benefits payable if the insured
event did not occur.

(a) Recognition and measurement

The Group issues various classes of insurance contract including
accident and health, motor vehicles, ships, goods in transit, property
damage, employees’ compensation, general liability and pecuniary
loss. Risks under these insurance policies usually cover one year
duration.

For all these contracts, premiums are recognised as revenue (earned
premiums) proportionally over the period of coverage. The portion
of premium received on in-force contracts that relates to unexpired
risks at the end of the reporting period is reported as the unearned
premium liability. Premiums are shown before deduction of
commission and are net of duties levied on premiums.
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1 Summary of significant accounting policies (Continued)
1.17 Insurance contracts (Continued)

(a) ARHEREE () (a) Recognition and measurement (Continued)
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Claims and loss adjustment expenses are charged to the income
statement as incurred. They include direct and indirect claims
settlement costs and arise from events that have occurred up to
the end of the reporting period even if they have not yet been
reported to the Group. Liabilities for unpaid claims are separately
analysed by class of business. They are estimated using the input
of assessments for individual cases reported to the Group and
statistical techniques for the claims incurred but not reported.

(b) FRFEHE (b) Outstanding claims
R PR B AR R RAE A K Outstanding claims are assessed by reviewing individual claims and
FERHRE RO EAERERMR include an estimate for claims incurred but not reported at the end
BT FEAL o BER R B M A of reporting date. This provision, although not capable of precise
A DU fE AL > (HUIL REMER T assessment, has been made in the light of available information
% & BLA Bk KR R B R R and after taking into account direct claims handling expenses and
g St R oAt A 2z el o A possible recoveries from other parties. Indirect expenses relating
B R B — AT B 4 S i AN £ to the general administration of claims are not included as part of
FEERIREN - outstanding claims.
AR IR O 8 A (0 R 2 i R AE The provision for claims incurred but not reported at the end of
A A AR 5 1R S B0 T A YA o reporting date is made based on historical experience.
g [m] P 5 DR 22 2R AR A i At 0 R IR AR Claims recoverable from reinsurers are included as an asset at the
LB R o end of reporting date.

(c) BHYHEIA (c) Deferred acquisition costs (“DAC”)
ABRER G4 R HBA G EN Commissions and discounts that vary with and are related to
0 2 A e 5 B 1) AR 4 B A i A AL securing new contracts and renewing existing contracts are
VIR S S i J A o HCAt BT A AR i capitalised as DAC. All other costs are recognised as expenses when
JE A IRp DA S AR o 0 AIE i 1 Bl AR insured. The DAC is subsequently amortised over the terms of the
HCA% 8 5 O e B 1) A 0 £R 2 I insurance policies as premium is earned.

(d) AE7LEW (d) Liability adequacy test

At the end of each reporting period, liability adequacy test is
performed to ensure the unearned premium reserves net of related
DAC assets are sufficient to cover the contract liabilities. In
performing this test, current best estimates of future contractual
cash flows and claims handling and maintenance (administration)
expenses, as well as investment income from the assets backing
such liabilities, are used. Any deficiency is immediately charged
to the income statement and a provision for losses arising from
liability adequacy tests (the unexpired risk provision) is established.
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1 Summary of significant accounting policies (Continued)
1.17 Insurance contracts (Continued)

(e) Reinsurance contracts held

Contracts held by the Group with reinsurers under which the Group
is compensated for losses on one or more contracts issued by the
Group and that meet the classification requirements for insurance
contracts are classified as reinsurance contracts held. Insurance
contracts entered into by the Group under which the contract holder
is another insurer (inwards reinsurance) are included with insurance

contracts.

The benefits to which the Group is entitled under its reinsurance
contracts held are recognised as reinsurers’ share of insurance
contracts. These assets consist of short-term balances due from
reinsurers, as well as longer term receivables that are dependent on
the expected claims and benefits arising under the related reinsured
insurance contracts. Amounts recoverable from or due to reinsurers
are measured consistently with the amounts associated with the
reinsured insurance contracts and in accordance with the terms of
each reinsurance contract. Premiums ceded and claims reimbursed

are presented on a gross basis.

The Group assesses the reinsurers’ share of insurance contracts
for impairment on an annual basis. If there is objective evidence
that the reinsurers’ share of insurance contracts is impaired, the
Group reduces the carrying amount of the insurance contracts to
its recoverable amount and recognises that impairment loss in the

income statement.

(f) Receivables and payables related insurance contracts

Receivables and payables are recognised when due. These include
amounts due to and from agents, brokers and insurance contract

holders.

If there is objective evidence that the insurance receivable is
impaired, the Group reduces the carrying amount of the insurance
receivable accordingly and recognises that impairment loss in the

income statement.
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1 Summary of significant accounting policies (Continued)
1.18 Provisions

Provisions for restructuring costs and legal claims are recognised when
the Group has a present legal or constructive obligation as a result
of past events, it is probable that an outflow of resources embodying
economic benefits will be required to settle the obligation, and a reliable
estimate of the amount of the obligation can be made. Provisions are not
recognised for future operating losses.

Where there are a number of similar obligations, the likelihood that an
outflow will be required in settlement is determined by considering the
class of obligation as a whole. A provision is recognised even if the
likelihood of an outflow with respect to any one item included in the
same class of obligations may be small.

Provisions are measured at the present value of the expenditures
expected to be required to settle the obligation using a pre-tax rate that
reflects current market assessments of the time value of money and the
risks specific to the obligation. The increase in the provision due to the
passage of time is recognised as interest expense.

1.19 Financial guarantee contracts

Financial guarantee contracts are contracts that require the issuer to
make specified payments to reimburse the beneficiary of the guarantee
(“the holder”) for a loss it incurs because a specified debtor fails to make
payments when due, in accordance with the terms of a debt instrument.

The fair value of the guarantee (being the guarantee fees received) is
initially recognised as deferred income in the financial statements on
the date that the guarantee was given. Subsequent to initial recognition,
the Group’s liabilities under such guarantees are measured at the higher
of the amount determined in accordance with note 1.18 and the amount
initially recognised less cumulative amortisation recognised. Any
changes in the liability relating to financial guarantees are recognised in
the income statement.

1.20 Employee benefits

Employee benefits include short-term leave entitlements and long-term
staff retirement benefits as follows:

(a) Employee leave entitlements

Employee entitlements to annual leave and long service leave are
recognised when they accrue to employees. An accrual is made
for the estimated liability for annual leave and long-service leave
as a result of services rendered by employees up to the end of the
reporting period.

Employee entitlements to sick leave and maternity leave are
recognised when the absences occur.
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1 Summary of significant accounting policies (Continued)
1.20 Employee benefits (Continued)
(b) Retirement benefits

The Group operates six staff retirement schemes. The assets of
these schemes are all held separately from those of the Group in
independently administered funds.

The Group’s contributions to schemes with defined contribution
arrangements and the mandatory provident fund (“MPF”) schemes
are expensed as incurred.

Annual contributions to the retirement benefit schemes with defined
benefit arrangements are determined based on periodic valuations
of the assets and liabilities of such schemes by qualified actuaries
using the projected unit credit method. Under this method, the cost
of providing retirement benefits is charged to the income statement
so as to spread the regular cost over the service lives of employees
in accordance with the advice of qualified actuaries. The defined
benefit obligation is measured as the present value of the estimated
future cash outflows using interest rates of government securities
which have terms to maturity approximating the terms of the related
liabilities.

Actuarial gains and losses on defined benefit schemes are
recognised in other comprehensive income and reflected
immediately in retained earnings.

1.21 Operating leases

Leases where substantially all of the risks and rewards of ownership of
the asset remain with the lessor are accounted for as operating leases.
Rentals applicable to such operating leases (net of any incentives
received from the lessor) are charged to the income statement on a
straight line basis over the lease term.

Where the Group or the Bank is a lessor under operating leases, assets
leased out mainly include properties and equipment and are depreciated
in accordance with the Group’s depreciation policies except where the
asset is classified as investment property. Rental income (net of any
incentives given to lessees) is recognised on a straight line basis over the
lease term. Contingent rentals receivable are recognised as income in the
accounting period in which they are earned.
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1 Summary of significant accounting policies (Continued)
1.22 Hire purchase contracts and finance leases

Leases which transfer substantially all the risks and rewards of
ownership to the lessee are classified as finance leases.

Where the Group is a lessor under finance leases, an amount representing
the net investment in the lease is included in the statement of financial
position as “Advances and other accounts”. The net investment
represents the total rentals receivable under hire purchase contracts and
finance leases less unearned finance income. Impairment losses are
accounted for in accordance with the accounting policy as set out in note
1.7. Finance income implicit in the rental receivable is credited to the
income statement over the lease period or hire period so as to produce
an approximately constant periodic rate of return on the net investment
outstanding for each accounting period.

1.23 Segment reporting

Operating segments, and the amounts of each segment item reported in
the 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.
Information provided to the Group’s most senior executive management
to make decisions about allocating resources and assessing performance
of operating segments is measured in accordance with HKFRSs.

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, the methods used to distribute the products 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.

1.24 Cash and cash equivalents

For the purposes of the cash flow statement, cash and cash equivalents
comprise balances with original maturity within three months from the
date of acquisition including cash, balances with banks, treasury bills and
certificates of deposit that are readily convertible into known amounts of
cash and which are subject to an insignificant risk of changes in value.
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1 Summary of significant accounting policies (Continued)
1.25 Related parties

For the purposes of these financial statements, a related party is a person
or entity that is related to the Group.

(a) A person or a close member of that person’s family is related to the
Group if that person:

(i) has control or joint control over the Group;

(ii) has significant influence over the Group; or

(ii1) is a member of the key management personnel of the Group or
of a parent of the Group.

(b) An entity is related to the Group if any of the following conditions
applies:

(i) 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).

(ii) 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).

(iii) Both the entity and the Group are joint ventures of the same
third party.

(iv) One entity is a joint venture of a third entity and the other
entity is an associate of the third entity.

(v) The entity is a post-employment benefit plan for the benefit
of employees of either the Group or an entity related to the
Group.

(vi) The entity is controlled or jointly controlled by a person
identified in (a).

(vii) A person identified in (a)(i) 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).

(viiij 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 family members of an individual are those family members who
may be expected to influence, or be influenced by, that individual in
their dealings with the entity.
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1 Summary of significant accounting policies (Continued)
1.26 Assets and liabilities classified as held for sale

A non-current asset (or disposal group) is classified as held for sale if
it is highly probable that its carrying amount will be recovered through
a sale transaction rather than through continuing use and the asset (or
disposal group) is available for sale in its present condition. A disposal
group is a group of assets to be disposed of together as a group in a
single transaction, and liabilities directly associated with those assets
that will be transferred in the transaction.

When the Group is committed to a sale plan involving loss of control of
a subsidiary, all the assets and liabilities of that subsidiary are classified
as held for sale when the above criteria for classification as held for sale
are met, regardless of whether the Group will retain a non-controlling
interest in the subsidiary after the sale.

Immediately before classification as held for sale, the measurement
of the non-current assets (and all individual assets and liabilities in a
disposal group) is brought up-to-date in accordance with the accounting
policies before the classification. Then, on initial classification as held
for sale and until disposal, the non-current assets (except for certain
assets as explained below), or disposal groups, are recognised at the
lower of their carrying amount and fair value less costs to sell. The
principal exceptions to this measurement policy so far as the financial
statements of the Group are concerned are deferred tax assets, assets
arising from employee benefits, financial assets (other than interests in
subsidiaries, associates and joint ventures) and investment properties.
These assets, even if held for sale, would continue to be measured in
accordance with the policies set out elsewhere in note 1.

Impairment losses on initial classification as held for sale, and on
subsequent remeasurement while held for sale, are recognised in the
income statement. As long as a non-current asset is classified as held for
sale, or is included in a disposal group that is classified as held for sale,
the non-current asset is not depreciated or amortised.
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2 MBI DL E 2 Statement of Financial Position
—O—Hh —O—IH
2015 2014
R EWHT T BT T
Note HK$°000 HKS$°000
i Assets
oA B 4 % e Cash and short-term funds 41,981,061 33,632,611
7] S 72 A A7 T Placements with and loans and
K advances to banks 26,590,805 21,143,047
FHERE iR &% Trading securities 77,777 192,853
4 T HE Derivative financial instruments 837,171 1,258,160
LB (B sb AR 4 R Financial assets designated at fair value
2 & RlE E through profit or loss 3,924,327 2,622,114
Ak 2 R R Available-for-sale securities 24,869,253 18,811,850
Fr 2 2| 55 Held-to-maturity securities 1,112,025 5,398,709
Sk K H A R E Advances and other accounts 148,344,083 157,165,174
VA B 7 Interests in subsidiaries 26 567,294 698,603
I [ 422 il B S E 4 Interests in jointly controlled entities 1,267,435 33,669
SRS <L7/E Investment properties 3,118,767 2,757,427
FHEE - M 25 Interests in leasehold land 148,938 175,457
HoAt ) 3 B i M Other properties and equipment 1,236,924 946,957
A (] iAo JE Tax recoverable 6,527 =
I JIE i T A Deferred tax assets 39,241 28,417
FIE & & Assets classified as held for sale 15,000 -
MmEE Total assets 254,136,628 244,865,048
fafE Liabilities
HEZ:Z:% Deposits and balances from banks 29,248,997 12,228,501
T A4 T HL Derivative financial instruments 733,155 1,681,457
PAASTE(E S AR i iR Financial liabilities designated at fair
ZAamA A value through profit or loss 503,961 513,238
BEFE Deposits from customers 181,485,179 184,984,861
BT AT RE Certificates of deposit issued 7,271,309 15,649,605
A7 2 EE Subordinated debt issued 3,039,595 3,039,331
W T Current taxation 151,323 239,102
I JE i T [ Deferred tax liabilities 47,027 9,752
HoAth MR TH R Other accounts and accruals 3,286,390 2,782,761
F S Total liabilities 225,766,936 221,128,608
4 Equity
AR Share capital 1,160,951 1,160,951
ettt Reserves 39 23,956,751 20,560,099
Total equity attributable to
B B A AT IR 25 A R shareholders of the Bank 25,117,702 21,721,050
BOMER TR Additional equity instruments 3,251,990 2,015,390
HE 4 K88 Total equity 28,369,692 23,736,440
HE 4 S B R R Total equity and liabilities 254,136,628 244,865,048

KON O—ANFE=HAFLHHm#EHE Approved and authorised for issue by the Board of Directors on 17

I R AR A o March 2016.

H 5 HERE TIAN Huiyu Chairman

R B B AT AR ZHU Qi Director and Chief Executive Officer
wmEE AR AR AR XU Zhihong Director and General Manager

28 S 3 el LIU Jun Director and General Manager
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3 Financial risk management

The Group’s activities expose it to a variety of financial risks and those
activities involve analysis, evaluation, acceptance and management of
some degree of risk or combination of risks. The Group recognises that
taking risk is core to its financial business and the operational risks
are an inevitable consequence of being in business. The Group’s aim is
therefore to achieve an appropriate balance between risk and return and
minimise potential adverse effects on the Group’s financial performance.

The Group has established policies and procedures for the identification,
measurement, control and monitoring of the inherent risk of the
operations. The most important risks are credit risk, market risk,
liquidity risk and operational risk. Market risk includes currency risk,
interest rate risk and other price risks. The adequacy and effectiveness
of risk management policies and procedures are regularly reviewed by
the Management Committee of the Board of Directors (the “Management
Committee”). The Internal Audit Department also performs regular audits
to ensure compliance with policies and procedures.

3.1 Credit risk

The Group takes on exposure to credit risk, which is the risk that an
obligor (including guarantor) or a counterparty will cause a financial
loss for the Group by failing to discharge an obligation. Credit
exposures arise principally from loans and advances, debt securities,
derivative financial instruments, treasury bills, and other on-balance
sheet exposures to counterparties in the Group’s asset portfolio. There is
also credit risk in off-balance sheet financial arrangements such as loan
commitments. Significant changes in the economy, or in the health of a
particular industry segment, could result in losses that are different from
those provided for at the end of the reporting period.

The Group has established credit policies that govern credit extension
criteria, credit approval, review and monitoring processes, the internal
credit rating system and impairment assessment processes. The Group’s
credit risk management and control are centralised in Credit Management
Department which reports to the Credit Committee and Management
Committee regularly. The Board of Directors has ultimate responsibility
for the effectiveness of credit risk management processes.
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3 Financial risk management (Continued)
3.1 Credit risk (Continued)

(a) Credit risk measurement

(i) Loans and advances

In assessing credit risk of loans and advances to customers and to banks
and other counterparties, effective systems are adopted for measurement
and monitoring of the credit risk as part of the credit assessment process.
The Group’s credit grading system, which in general, takes into account
the underlying credit-worthiness of the counterparties, including the
financial strengths of the guarantors (as the case may be), collateral
pledged and the risk of specific transactions, allows differentiation and
management of credit risk for asset portfolios of respective business
units.

(ii) Debt securities and treasury bills

For debt securities, external ratings from recognised external credit
assessment institutions are used for assessing and managing credit
risk exposures. The investments in these securities allow the Group to
achieve an appropriate level of returns commensurate with the risks and
to maintain a readily available source of funding at the same time.

(b) Risk limit control and mitigation policies

The Group manages and controls concentrations of credit risk wherever
they are identified, in particular, to individual counterparties and groups,
and to industries and countries.

To avoid concentration risk, credit exposures to individual customers,
counterparties and industry sectors are carefully managed and
monitored by the use of limits. All credit risk limits are approved by the
Management Committee. The Management Committee is also responsible
for the review and approval of the largest credit exposures and portfolio
management of risk concentrations. Approval authorities are delegated
to the Group’s Credit Committee and other lending officers. Actual
credit exposures, including on- and off-balance sheet exposures, limits
and asset quality are regularly monitored and controlled by the Credit
Management Department by keeping a central liability record for each
group of related counterparties 