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ALLIED BANKING CORPORATION (HONG KONG) LIMITED
FHSRAT (H ) A RO

REPORT OF THE DIRECTORS

The directors present their report and the audited financial statements of Allied Banking Corporation {(Hong Kong)
Limited (the "Company") and its subsidiary, ACR Nominees Limited (collectively refered to as the "Group™) for
the year ended 31 December 2018.

Principal activities

The principal activity of the Company is commercial banking business, predominantly in Hong Kong, which
includes deposit-taking, lending and trade financing, documentary credits, money market and foreign exchange
operations and corporate services. The principal activities of the subsidiary are to provide management and
general corporate sarvices. There were no significant changes in the nature of the Group's principal activities
during the year.

Business review

A resolution had been passed by the shareholders on 17 June 20186, the Company is not io prepare the Business
Review required by the Schedule 5 of the Company Ordinance for the financial year ended on 31 December 2016
and every subsequent financial year until revoked by a subsequent Special Resociution to take effect.

Resuiis and dividends
The Group's profit for the year ended 31 December 2018 and the Group's financial position at that date are set
out in the financial statements on pages S to 67.

Preference shares dividend of 2018: HK$1,0:35,000 (2017: HK$1,035,002) has been accrued.

The directors do not recommend the payment of any dividend to ordinary sharsholders in respect of current year.

Share capital
There was no movement in the Company's issued capital during the year.

Directors
The directers of the Company during the year and up to the date of this report were:

Lucio Chua TAN {Chairman)
KWAN Kie Yip

Regnar C. RIVERA

Lourdes A. SALAZAR

LiM Bee Lu S.

Harry Chua TAN

Michas! Gonzales TAN

Lucio Jr. Khao TAN

Independent non-executive director
FOK Kam Chu John

CHONG Kim Chan Kenneth

Patrick Lim GO

In accordance with article 10A of the Company's articles of association, all rernaining directors shall retire from
office at every annual general meeting and shall be ligible for re-election.

The persons who were directors of the subsidiary of the Company during the year and up to the date of this report
{not including those directors listed above) were as follows:

Allied Banking Corporation (Hong Kong) Limited
CHAN Tak Kan
KO Wai Chun, Andy



ALLIED BANKING CORPORATION (HONG KONG) LIMITED
PMRIT(FR)FRASF

REPORT OF THE DIRECTORS (centinued)

Directors' interests in transactions, arrangements or contracts

No director nor a connected entity of a director had a material interest, either directly or indirectiy, in any
transactions, arrangements or contracts of significance to the business of the Group to which the Company, the
holding company of the Compary, or the Company's subsidiary or fellow subsidiaries was a party during the year.

Directors’ rights to acquire shares and debentures

At no time during the year were rights to acquire benefits by means of acquisition of shares in or debentures of
the Company granted to any director or their respective spouses or minor children, or were any such rights
exercised by them; or was the Company, its holding company, its subsidiary or feliow subsidiaries a party to any
arrangement o enable the directors to acquire such rights in any other body corporate.

Compliance with the Banking (Disclosure) Rules

The Company has fully complied with the applicable disclosure requirements of the Banking (Disclosure)
Rules.

Auditors
Ernst & Young retire and a resolution for the reappointment as auditors of the Company will be propesed at the
forthcoming annual general meeting.

On behaif of the Board

Lourdes A. SA
Hong Kong
26 Aprii 20119
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Independent auditor’s report

To the members of Allied Banking Corporation (Hong Kong) Limited
BRI (ERAERART

(Incorporated in Hong Kong with limited liability)

Opinion

We have audited the consolidated financial statements of Allied Banking Corporation (Hong Kong) Limited
(the “Company”) and its subsidiary (the “Group”) set out on pages 5 to 67, which comprise the consolidated
statement of financial position as at 31 December 2018, and the consolidated statement of profit or loss and
other comprehensive income, the consolidated statement of changes in equity and the consolidated statement
of cash flows for the year then ended, and notes to the consolidated financial statements, including a summary
of significant accounting policies.

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

Basis for opinion

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

Information other than the consolidated financial statements and auditor's report thereon
The directors of the Company are responsibie for the other information. The other information comprises the
informaticn included in the report of the directors and unaudited suppiementary financial information.

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

in connection with our audit of the consolidated financial statements, our responsibility is to read the other
information and, in doing so, consider whether the other information is materially inconsistent with the
consolidated financia! statements or our knowledge obtained in the audit or otherwise appears to be materially
misstated. If, based on the work we have performed, we conclude that there is a material misstatement of this
other information, we are required to report that fact. We have nothing to report in this regard.

Responsibilities of the directors for the conselidated financial statements

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

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

The directors of the Company are assisted by the Audit Committee in discharging their responsibilities for
overseeing the Group’s financial reporting process.
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Independent auditor’s report (continued)

To the members of Allied Banking Corporation (Hong Kong) Limited
FBRIT(FRERAA

(Incorporated in Hong Kong with limited liability)

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

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

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

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

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

« Obtain an understanding of internal conirol relevant to the audit in order to design audit procedures
that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the Group’s internal control.

» Evaluate the appropriateness of accounting policies used and the reasonableness of accecunting
estimates and reiated disclosures made by the directors.

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

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

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

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

Fonid )5-/‘1'——5

Certified Public Accountants
Hong Kong
26 April 2019

A memiber firm of Ernst & Young Global Limited



ALLIED BANKING CORPORATION (HONG KONG) LIMITED
HERIT(FBYERAT

CONSOLIDATED STATEMENT OF PROFIT OR LOSS AND OTHER COMPREHENSIVE INCOME
YEAR ENDED 31 DECEMBER 2018

MNotes 2018 2017
HK$ HK$
INTEREST INCOME ON
Loans and raceivables 53,412,317 53,176,994
Deposits with other banks 9,776,282 6,389,017
63,188,599 59,568,011
INTEREST EXPENSE ON DEPOSIT LIABILITIES { 5810,203) { 6,347,205)
NET INTEREST INCOME 57,378,396 53,218,806
OTHER OPERATING INCOME 7 18,313,126 24,273191
QOPERATING INCOME 75,691,622 77,491,997
OPERATING EXPENSES 3 ( 35,531,918) { 33,334,401)
OPERATING PROFIT BEFORE IMPAIRMENT LOSSES 40,159,604 44,157,596
{(CREDIT LOSS EXPENSES) / NET WRITEBACK
OF IMPAIRMENT PROVISION 15 ( 559,308) 132,312
PROFIT BEFORE TAX 39,800,296 44 289,908
INCOME TAX 10 { 4,809,753) { 5,849,158)
PROFIT FOR THE YEAR AND TOTAL
COMPREHENSIVE INCOME FOR THE YEAR 34,790,543 38,440,752
TOTAL COMPREHENSIVE INCOME

ATTRIBUTABLE TO MEMBERS 34,790,543 38,440,752



ALLIED BANKING CORPORATION (HONG KONG) LIMITED

HBHRIT (FRVERA T

CONSOLIDATED STATEMENT OF FINANCIAL POSITION

31 DECEMBER 2018

ASSETS
Cash and cash equivalents

Placements with banks and other financial instifutions

maturing between ane and twelve months
Derivative financial instruments
Advances and other accounts
investment property
Property and eguipment

Total assets

LIABILITIES AND EQUITY

LIABILITIES

Deposits and balances of banks and other
financial institutions

Deposits from customers

Derivative financial instruments

Other accounts and payables

Current tax liabilities

Deferred tax liabilities

Total liabilities

EQUITY
Share capital
Reserves

Total equity

Total liabiliies and equity

MNotes

12

13
14
18
17
19

22
14

20

23

2018
HK$

271,537,528

191,312,018
262,344
1,185,580,011
80,000,000
28,208,586

2017
HK$

310,772,632

142,201,316
514,753
1,124,593,100
70,060,000
29,275,691

1,756,800,487

1,677,357,392

27,932,108
1,205,775,870
352,165
12,912,692
1,244,565
1,368,137

33,283,845
1,156,887,973
16,586
12,072,890
1,778,462
1,137,495

1,249,585 527

1,206,177,251

185,700,000 185,700,000
321,614,960 286,480,141
507,314,960 472,180,141

1,756,900,487

1,677,357,362

The consolidaied financial statements on pages 5 to 67 were approved and authorised for issue by the Board

of Directors on 26 April 2019 and are signed on its behalf by:

L/Jd'r'ciéé'Aﬁ'é}f\'L"AZA"""'F'{""

KWAN Kie Yip




ALLIED BANKING CORPORATION (HONG KONG) LIMITED
BIBRIT (T R)FRAF

CONSOLIDATED STATEMENT OF CHANGES IN EQUITY

YEAR ENDED 31 DECEMBER 2018

Reserves
Share General  Impairment Retained Total
Notes capital reserve reserve profits reserves Total
HK$ HK$ HKS$ HK$ HK$ HK$
(Note 23)
At 1 January 2017 185,700,000 7,000,000 9,101,204 232,973,185 249,074,389 434,774,389
Profit for the year - - - 38,440,752 38,440,752 38,440,752
Total comprehensive income for the year - - - 38,440,752 38,440,752 38,440,752
2017 preference shares dividend 11 - - - {1,035000) ( 1,035,000y ( 1,035,000)
At 31 December 2017 (Reported) 185,700,000 7,000,000 9,101,204 270,378,937 286,480,141 472,180,141
Impact of adopting HKFRS 9 2.2 - - - 1,379,276 1,379,276 1,379,278
Restated opening balance under HKFRS 9
as at 1 January 2018 185,700,00 7,000,000 9,101,204 271,758,213 287,859,417 473,559,417
Transfer from retained profits - - 1,651,828 ( 1,651,828) - -
Profit for the year and total comprehensive
income for the year - - - 34,790,543 34,790,543 34,790,543
2018 preference shares dividend 11 - - - { 1,035,000) { 1,035,000) (1,035,000)
At 31 December 2018 185,700,000 7,000,000 10,753,032 303,861,928 321,614,960 507,314,960




ALLIED BANKING CORPORATION (HONG KONG) LIMITED
FBHRAT(FHH R A

CONSOLIDATED STATEMENT QF CASH FLOWS

YEAR ENDED 31 DECEMBER 2018

Notes
CASH FLOWS FROM OPERATING ACTIVITIES
Profit before tax
Adjustments for;
Credit loss expenses/(Net writeback of
Impairment provision) 15
Depreciation 8
Loss/(Gain) on dispasal of property and equipment 7,8, 19
Gain on change in fair value of an investment property 7,17

{Increase)/Decrease in piacements with banks and
other financial institutions with maturity more than
three months when acquired

Increase in advances and other accountis

Decrease/(increase) in derivative financial instrurnents

Decrease in deposits and balances of banks and
other financial institutions

Increase/{Decreasa) in deposits from customers

Increase/(Decrease) in other accounts and payables

Hong Kong profits tax paid
NET CASH FLOWS USED iN OPERATING ACTIVITIES

CASH FLOWS FROM INVESTING ACTIVITIES
Purchase of iterns of property and equipment 19
Proceeds from disposal of items of property and equipment

NET CASH FLOWS USED IN INVESTING ACTIVITIES

CASH FLOWS FROM FINANCING ACTIVITY
Dividends paid to preference sharehoiders 11

NET CASH FLOWS USED IN FINANCING ACTIVITY

NET (DECREASE}/INCREASE IN CASH AND CASH EQUIVALENTS

Cash and cash equivalents at beginning of year

CASH AND CASH EQUIVALENTS AT END OF YEAR

ANALYSIS OF BALANCES OF CASH AND CASH
EQUIVALENTS

Cash and cash equivalenits as stated in the consolidated
statement of financial position 12
Placements with banks and other financial institutions
repayabile within three months when acquired

Cash and cash equivalents as stated in the consoclidated
statement of cash flows

2018 2017
HK$ HKS
39,600,296 44,289,908
559,308 ( 132,312)
1,199,463 1,176,015

2 (  44,450)

( 10,000,000} ( 12,000,000)
31,359,069 33,289,161
( 51,981,126) 1,712,403
( 59,722,551) (17,092,878)
587,978 ( 584,144)

( 5,351,737) ( 2,805,962)
48,887,897 ( 75,624,699)
839,802 ( 3,685,193)

( 35,380,668) (64,791,312)
( 5,385,560) ( 4,842,942
( 40,766,228) (69,634,254)
(  132,360) ( 799,710)
- 45,799

( 132,360) ( 753,911)
( 1,035,000} ( 1,035,000)
( 1,035,000) ( 1,035,000)

( 41,933,588)
361,522,672

319,589,084

271,647,933

47,941,151

319,589,084

(71,423,165}

432,945,837

361,822,672

310,772,632

50,750,140

361,522 672



ALLIED BANKING CORPORATION (HONG KONG) LIMITED
PBRAT (A ) HRA R

NOTES TO THE FINANCIAL STATEMENTS

31 December 2018

21

CORPORATE INFORMATION

The Company is a private limited company incorporated in Hong Kong and is licensed as a restricted
license bank under the Hong Kong Banking Ordinance. The address of the registered office and the
principal place of business is 1402 World-Wide House, 19 Des Voeux Road Central, Hong Kong.

The Company engaged in commercial banking business during the year. In the opinion of the
directors, the holding company and the ultimate holding company of the Company is Philippine
Nationa! Bank (FNB), which is incorporated in the Republic of the Philippines.

BASIS OF PREPARATION

These financial statements have been prepared in accordance with Hong Kong Financial Reporting
Standards ("HKFRS") (which include ali HKFRSs, Hong Kong Accounting Standards ("HKASs™) and
interpretations) issued by the Hong Xong Institute of Certifiad Public Accountants ("HKICPA",
accounting principles generally accepted in Hong Kong and the Hong Xong Companies Ordinance.
They have been prepared under the historical cost convention, except for investment property and
derivative financial instruments, which have been measured at fair values. These financia! statements
are presentad in Hong Keng dollars (HX3) and all values are rounded to the nearast dollar except
when otherwise indicated.

Basis of consolidation

The consolidated financial statements include the financial statements of the Company and its
subsidiary (collectively referred to as the "Group") for the year ended 31 December 2018. A subsidiary
is an entity (including a structured entity), directly or indirectly, centrolled by the Company. Control is
achieved when the Group is exposed, or has rights, to variable returns from its involvement with the
investee and has the ability to affect those returns through its power over the investee (i.e., existing
rights that give the Group the current ability to direct the relevant activities of the investee).

When the Company has, directly or indirsctly, less than a majority of the voting or similar rights of an
investee, the Group considzrs all relevant facts and circumstances in assessing whather it has power
over an investee, including:

{2} the contractual arrangement with the other vote holders of the investes;

(b} rights arising from other contractual arrangements; and

{c) the Group's voting rights and potential voting rights.

The financial statements of the subsidiary are prepared for the same reporting period as the Company,
using consistent accounting policies. The results of subsidiary are consolidated from the date of
acquisition, being the date on which the Group obtains control, and continue to be consolidated until
the date that such control ceases. All intra-group balances, fransacticns, unrealised gains and losses
resulting from intragroup transactions and dividends are eliminated on consolidation in full.



ALLIED BANKING CORPORATION (HONG KONG) LIMITED
HBRAT (FRVERA R

NOTES 7O THE FINANCIAL STATEMENTS

31 December 2018

2.2

CHANGES IN ACCOUNTING POLICIES AND DISCLOSURES

The Group has adopted the following new and revised HKFRSs for the first time for the current year's
financial statements.

Amendments fo HKFRS 2 Classification and Measurement of Share-based
Payment Transactions

Amendmants to HKFRS 4 Applying HKFRS 9, Financial Instruments with
HKFRS 4 Insurance Contracts

HKFRS 9 Financial Instrumenis

HKFRS 15 Revenue from Conlracts with Customers

Amendments to HKFRS 15 Clarifications to HXFRS 15 Revenusg from
Ceontracts with Customers

Amendments to HKAS 40 Transfors of Investmeant Proparly

HK {IFRIC}-Int 22 Foreign Currency Transactions and Advance
Consideration

Annual Improvemsnts 2014-2016 Cycle Arzndments to HKFRS 1 and HKAS 28

Other than as explained below regarding the impact of HKFRS 9 and HKFRS 15, the adoption of the
above new and revised standards has had no significant financial effect on these financial statements.

The Group has adopted HKFRS ¢ effective 1 January 2018 using a modified retrospective approach.
This approach allows the entity not to restate prior periods, however, adjustments are made at the
beginning batance of the annual reporting period that includes the date of initial adoption. HKFRS 9
replaces HKAS 39, Financial Instruments: Recognition and Measurement and all previous versions of
HKFRS 9. The Group adopted the requirements of the standard as follows:

HKFRS 9 includes a logical model for classification and measuremant, a forward-looking “expected
Ioss” impairment modsal. Under HKFRS 9, debt instruments are subsequently measured af fair value
threugh profit or loss (FVFL), amortised cost, or fair value through other comprehensive income
{FVOTI).

A. Classification and measurement

The classification is basad on two criteria: the Group’s business model for managing the assets; and
whether the instruments’ contractual cash flows represent “salaly paymsants of principal and interest”
on the principal amount outstanding (the “SPPI criterion”).

The new classification and measurement of the Group's financial assets are as follows:

{a) Financial assets measured at amortised cost — that are held within a business model with the
obiective to hold the financial assets in order to collect contractual cash flows that meet the
SPPI criterion. This category inciudes the Group's cash and cash equivalents, placements
with banks and financial institutions maturing betwesen cne and twelve months, advances aid
other accounts.

{b} Financial assets (equity investments) measured at fair value through othar comprehensive
income (FVOC!), where cumulative gains or losses previously recognised are not reclassified
to profit or loss — financial assets in this category are equity instruments that mests the
intention to held for the foreseeable future. For this financial asset, an irrevocable election
can be mada at initial recognition to recognise unrealised and realised fair value gains or
losses in other comprehensive income without subsequent reclassification of fair valus gains
or lossas to the income statement even upon disposal. Financial assets in this category are

10



ALLIED BANKING CORPORATION (HONG KONG) LIMITED
TR T (FR)ERAR

NOTES TO THE FINANCIAL STATEMENTS
31 December 2018

2.2 CHANGES IN ACCOUNTING POLICIES AND DISCLOSURES {continued)
A. Classification and measurement (continued)

(b) not subject to an impairment assessment under HKFRS 9. The Group does not have any
financial assets classified in this category.

{c) Financial assets measured at fair value through profit or loss (FVPL) — that inciude derivative
instruments, equity instruments held for trading and debt instruments of which the cash flow
characteristics fail the SPPI criterion cr they are not held within a business mode! with the
objective either to coliect contractual cash flows, or to both collect contractual cash flows and
sell. This category includes derivative financial instruments held by the Group.

{d) Financial assets (debt instrumenis) measured at fair value through other comprehensive
income (FVOCI), where cumuiative gains or losses previously recognised are reclassified to
prcfit or less - financial assets in this category are dsbt instruments that meet the SPPI
criterion and are held within a business model both io collect cash flows and to sell. The Group
does not have any financia! assets ciassified in this category.

The assessmeant of whether the contraciual cash flows on debt instruments are solely comprised of
principal and interest was made based on the facts and circumstances as at the initial recognition of
the assets.

B. lmpairment

The adopticn of HKFRS 9 has fundamentally changed the Group’s accounting for impairment losses
for financial assets by replacing HKAS 35’s incurred loss approach with a forward-looking expected
cradit loss ("ECL”) approach. HKFRS 9 requires the Group {5 record impairment allowances for ECLs
for all loans and cther debt financial assets not held at FVYPL, together with loan commitments and
financial guarantee contracts. ECL represents credit losses that reflect an unbiased and probability-
weighted amount which is datermined by evaluating a range cf possible outcomes, the time value of
money and reasonable and supportabie information about past events, current conditions and
forecasts of future economic conditions. The objective is to recerd lifetime lcsses on all financial
instruments which have experienced a significant incraase in credit risk since their initial recognition.
As aresult, under general apgroach, ECL allowances are measured at an amount equal to either:

{i 12-month ECL,; or
{ii) Lifetime ECL for those financial instruments which have sxperienced a significant increase in
credit risk since initial recognition

. Hedge accounting

The new hedge accounting model under HKFRS 9 aims to simplify hedge accounting, align the
accounting for hedge relationships more closely with an entity's risk management activities and permit
nedge accounting to be applied more broadly to a greater variety of hedging instruments and risks
eligible for hedge accounting. The Group has assessed that the adoption of these amendments will
not have any impact in the 2018 financial statements as the Group does not apply hedge accounting.

11



ALLIED BANKING CORPORATION (HONG KONG) LIMITED
AT (FH)ERAR

NOTES TO THE FINANCIAL STATEMENTS

31 December 2018

2.2 CHANGES IN ACCOUNTING POLICIES AND DISCLOSURES (continued)

A reconciliation between the carrying amounts under HKAS 39 fo the balances reported under HKFRS 9 as
of 1 January 2018 as follows:

HKAS 39 ECL HKFRS 8
Catagory Amount Remeasurement Category Amount
HKS HK$ HKE

Financial assets

Cash and cash L&R1 310,772,532 (116,206) AC? 310,656,326
equivalents

Placements with L&R 142,201,316 {45,196) AC 142,156,120
banks and other
financial
institutions
maturing between
one and twelve
months

Derivative financial FVTPL 514,753 - FVPL 514,753
instruments

Advances and other L&R 1,124,583,100 1,813,230 AC 1,126,406,330
accounts

Total financial 1,878,081,701 1,651,828 1,579,733,528
assals

Financial liabilities

Deposits and AC 33,283,845 - AC 33,283,845
balances of banks
and other
financial
institutions

Deposits from AC 1,156,887,973 - AC 1,1566,887,973
customers

Derivative financial FVTPL 16,586 - FVPL 16,586
instruments

Other accounts and AC 12,072,850 - AC 12,072,880
payables

Total financial 1,202,261,294 - 1,202,261,294
liabilities

Non-financial

liabilities
Deferred tax liability 1,137,495 272,552 1,410,047
Total liabilities 1,203,398,789 272,552 4,203,671,341

Remarks :

L&R  Loans & receivables

AC Amortised cost

FVTPL Fair value through profit or loss
FVPL Fair valus through profit or loss

12



ALLIED BANKING CORPORATION (HONG KONG) LIMITED
HERRAT (F B RAT

NOTES TO THE FINANCIAL STATEMENTS

31 December 2018

2.2 CHANGES IN ACCOUNTING POLICIES AND DISCLOSURES (continued)

2.3

The impact of transition to HKFRS 9 on reserves is as follows:

HK$
Retained profits
Closing balance under HKAS 39 — 31 December 2017 270,378,937
Recognition of HKFRS 9 ECLs 1,651,828
Deferred tax effect (272,552)
Opening balance under HKFRS 8 — 1 January 2018 271,758,213
Total change in eguity due to adoption of HKFRS 9 1,379,276

HKFRS 15 establishes a new five-step model to account for revenue arising from contracts with
customers. Under HKFRS 15, revenus is recognised at an amount that reflects the consideration to
which an entity expects to be entitled in exchangs for transferring goods or services to a customer.
The principles in HKFRS 15 provide a more structured approach for measuring and recognising
revenue. Revenue arising from contracts with customers refer mainly to loan commitments that are
simple and straightforward in nature and do not include variable components. Such commerciai
banking transactions are generaily expected to be the only performance obligation of the relevant
parties. The Group applied HKFRS 15 on is revenue arrangements {e.g. commissions, handiing
fees, service fees) that are scoped in the new standard. In addition, guidance on interest income has
been moved from HKAS 18 to HKFRS 9 without significant changes to the reguirements. The Group
has assessed that the effect of these changes is immaterial.

ISSUED BUT NOT YET EFFECTIVE HONG KONG FINANCIAL REPORTING STANDARDS

The Group has not applied the following new and revised HKFRSs that have been issued but are nat
yet effective, in these financial statements.

Amendments to HKFRS 3 Definition of a Business?

Amendments to HKFRS 9 Prepayment Features with Negative Compensation?

Amendments to HKFRS 10 Sale or Contribution of Assets between an Investor and its
and HKAS 28 (2011) Associate or Joint Venture?

HKFRS 16 Leases’

HKFRS 17 Insurance Contracts®

Amendmenis fo HKAS 1 and HKAS 8  Definition of Malterial?

Amendments to HKAS 19 Plan Amendmeni, Curtailment or Settlement!

Amendments to HKAS 28 Long-term Interests in Associates and Joinf Venlures?

HK(IFRIC)-Int 23 Uncertainty over Income Tax Treatment!

Amendments under Annual Improvements to HKFRSs 2015-2017 Cycle:

HKFRS 3 Business Combinations!
HKFRS 11 Joint Arrangements’

HKAS 12 Income Taxes!

HKAS 23 Borrowing Costs'

1 Effective for annual periods beginning on or after 1 January 2019
2 [Effective for annual periods beginning on or after 1 January 2020
3 Effective for annual periods beginning on or after 1 January 2021
4

No mandatory effective date yet determined but availabie for adoption
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NOTES TO THE FINANCIAL STATEMENTS

31 December 20618

2.3

ISSUED BUT NOT YET EFFECTIVE HONG KONG FINANCIAL REPORTING STANDARDS
{continued)

Further information about those HKFRSs that are expected to be applicable to the Group is as follows:

HKFRS 3 (Amendments), “Definition of a Business”™. The amendments clarify the definition of a
business, with the objective of assisting entities to determine whether a business combination
transaction should be accounted for as & business combination or as an asset acquisition. The
amendments are to be applied prospectively and early application is permitted. The application of
this amendment will not have a material impact on the Group’s financial statements.

Under HKFRS 9, a debt instrument can be measured at amortized cost or at fair value through other
comprehensive income, provided that the contractual cash flows are ‘solely payments of principal and
interest on the principal amount outstanding’ (the SPPI criterion) and the instrument is held within the
appropriate business model for that classification. The amendments to HKFRS 9 clarify that a financial
asset passes the SPPI criterion regardiess of the event or circumstance that causes the early
termination of the contract and irrespective of which party pays or receives reasonable compensation
for the early termination of the contract. The amendments should be applied retrospectively and are
effective from January 1, 2019, with earlier application permitted. The amendmeants are not expected
to have any material impact on the Group’s consolidated financial statements.

Amendments to HKFRS 10 and HKAS 28 (2011) address an inconsistency between the requirements
in HKFRS 10 and in HKAS 28 (2011) in deating with the sale or contribution of assets between an
investor and its associate or joint venture. Thz amendments require a full recognition of a gain or loss
when the sale or contricution of assais batween an investor and its assoclate or joint venturs
constitutes a business. For a transaction involving assets that do not constitute a business, a gain or
loss resuiting from the transaction is recognised in the investor's profit or loss only to the extent of the
unrelated investor's interest in that associate or joint venture. The amendments are to be appliad
prospectively and early application is permitted. The application of these amendments will nat have
a material impact on the Group's financial statements.

HKFRS 16 replaces HKAS 17 Leases, HK{IFRIC)-Int 4 Determining whether an Arrangement contains
a Lease, HK(SIC)-Int 15 Operating Leases - Incentives and HK(SIC)-Int 27 Evaluating the Substance
of Transactions Involving the Legal Form of a Lease. The standard sets out the principles for the
recognition, measurement, presantation and disclosure of ieases and requires lessees to recognise
assets and liabilities for most leases. The standard includes two recognition exemptions for lessees
- lgases of low-value assets and shorterm leases. At the commancement date of a lease, a lessee
will recognise a lability to make lease payments (i.e. the lease liability) and an asset representing the
right fo use the underlying asset during the iease term (i.e., the right-of-use asset). The right-of-use
assal is subsequently measured at cost less accumulated depreciation and any impairment losses
unless the right-of-use asset meets the definition of investment property in HKAS 40. The lease
liability is subsequently increased to refiect the interest on the lease liability and reduced for the lease
payments. Lesseas will be reguired to separately recognise the interest expense on the lease liability
and the depreciation expense on the right-of-use asset. Lessees will also be required to remeasure
the lease liability upon the occurrence of certain events, such as change in the lease term and change
in future lease payments resulting from a change in an index or rate used to determine those
payments. Lessees will generally recegnise the amount of the remeasurement of the lease liability as
an adjustment to the right-of-use asset. Lessor accounting under HKFRS 16 is substantially
unchanged from the accounting under HKAS 17. Lessors will continue o classify all leases using the
same classification principle as in HKAS 17 and distinguish between operating leases and finance
leases. Theare is no impact on the Group's consolidated financial statements upon adoption of HKFRS
18 as there is no change on the recognition of the lease as a lessor, *
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2.3

ISSUED BUT NOT YET EFFECTIVE HONG KONG FINANCIAL REPORTING STANDARDS
{continued)

HKFRS 17 Insurance Contracts which was issued in January 2018, will be effective 1 January 2021.
it sets out the requirements that an entity should apply in accounting for insurance contracts it issues
and reinsurance contracts it holds. The Group is in progress of assessment of its impact.

HKAS 1 and HKAS 8 (Amendments), “Definition of Material’. The amendments clarify the definition
of materially of information and align the definition used across other accounting standards. The
amendmenis are to be applied prospectively and early application is permitted. The application of
these amendments will not have a material impack on the Group's financial statements.

HKAS 28 (Amendments), “Long-term interests in Associates and Joint Ventures”. The amendments
clarify that long-term interests such as preference shares, to which the equity method shall not be
applied, are in the scope of both HKFRs 9 HKAS 28 and explains that HKFRS 2 is applied
independently before the aliccation of losses under the equity method. The amendments should be
applied retrospectively and are effective from 1 January 2019, with sarly application permitied. Since
the Group does not have such long-term interests in its associate and joini venture, the amendments
will not have an impact on its consclidated financial statements.

The HK(IFRIC}-Int 23 addresses the accounting for income taxes when tax treatments involve
uncertainty that affects the application of HKAS 12 and does not apply to taxes or levies outside the
scope of HKAS 12, nor does it specifically include requirements relating to interest and penalties
associated with uncertain tax treatments.

The HEK(IFRIC)-Int 23 specifically addressas the following:

+ Whether an entity considers uncertain tax treatments separately

= The assumptions an entity makes about the examination of tax treatments by taxation authorities

» How an entity determines taxable profit (tax loss), tax bases, unused tax losses, unused tax credits
and tax rates

« How an entity considers changes in facts and circumstances

An entity must determine whether to consider each uncertain tax treatment separately ¢r together with
one or more other uncertain tax treatments. The approach that better pradicts the resolution of the
uncertainty shouid be foliowed. The interpretation is effective for annual reporting periods beginning
on or after 1 January 2019, but certain transition reliefs are available. The Group will apply
interpretation from its effective date. The Group does not expect that applying the Interpretstion may
affect the consolidated financial statemeanis and the required disclosures.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Revenue recognition - interest income and expenses

Interest income and expenses are recognised on a time-proportion basis using the effective interast
method. The effective interest rate is the rate that exactly discounts estimated future cash payments
or receipts over the expected life of the financial instrument or, where appropriate, a shorter pericd to
the net carrying amount of the financial asset or financial liability. The calculation includes significant
fees and transaction costs that are an integral part of the effective interest rate, and premiums or
discounts. Once a financial asset has been written down as a result of an impairment loss, interest
income is recognised using the original rate of interest used tc discount the future cash flows for the
purpose of measuring the impairment loss
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3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Revenue recognition - fee and commission income
Fees and comrnission income and expenses that are integral to the effective interest rate on a financial
asset or liability are included in the measurement of the effective interest rate.

Other fees and commission income, including account servicing fees, investment management fees,
sales commission, placement fees and syndication faes, are recognised as the related services are
parformed. When a loan commitment is not expected to result in the draw-down of a loan, loan
cormnmitment charge ars recognised on a straight-iine basis over the commitment pericd.

Other fees and commission expenses relate mainly to transaction and service fees, which are
expensed as the services are provided.

Revenue recognition - rental income
Rental income arising on leased property is accounted for on a time-proportion and straight-line basis
over the lease terms on ongoing lease.

Expense recodnition
Expensss are recognisad when it is probable that a decrease in future sconomic benefit relatad to a

decrease in an asset or an increase in liability has occurred and the decrease in ecenomic benefits
can be measured reliably. Revenues and expensss that relate to the sama transaction or other event
are recognised simultanecusly.

impairment of non-financial assets

Where an indication of impairment exists, or when annual impairment testing for an asset is required,
the asset's recoverable amount is estimated. An assel's recoverable amount is the higher of the
assel's or cash-generating unit's value in use and its fair value less costs of disposal, and is
deterrnined for an individual asset, unless the asset does not generate cash infiows that are largely
independent of those from other assets or groups of assets, in which case the recoverable amountis
determined for the cash-generating unit to which the asset belongs.

An impairment loss is recognised only if the carrying amount of an asset exceeds its recoverable
amount. In assessing value in use, the estimated future cash flows are discounted to their present
value using a pre-tax discount rate that reflects current market assessments of the time value of
money and the risks specific to the asset. An impairment loss is charged to profit or loss in the period
in which it arises in those expense categories consistent with the function of the impaired asset.

An assessment is made at the end of each reporting period as to whether there is an indication that
previously recognised impairment losses may no longer exist or may have decreased. If such an
indication exists, the recoverable amount is estimated.

A previously recognised impairment loss of an asset other than goodwill is reversed only if there has
been a change in the estimates used to determine the recoverable amouint of that asset, but not to an
amount higher than the carrying amount that would have been determined (net of any
depreciation/amortisation) had ne impairment loss been recognised for the asset in prior years. A
raversal of such an impairment loss is credited to the consolidated statement of profit or loss in the
period in which it arises.
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3. SUMMARY OF SIiGNIFICANT ACCOUNTING POLICIES {continued)

Related parties
A party is considerad to be related to the Group if:

(a) the party is a person or a close member of that person's family and that person
(i} has control or joint control over the Group;
(i) has significant influence over the Group; or
(i) is a member of the key managemant personne! cf the Group or of a parent of the Group;
or
(b} the party is an enlity where any of the following conditions appiies:
(i) the entity and the Group are mambers of the same group;
(iiy one entity is an associate or joint venture of the cther entity (or of a parent, subsidiary or
fellow subsidiary of the other entity};
(iii) 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 asscciate of the third
entity;
(v) the entity is a post-empioyment benefi plan for the benefit of employees of either the Group
or an entity related to the Group;
{vi} the entity is controiled or jointly controiled by a perscn identified in (a);
(vii} a person identified in (&) (i) has significant influence over the entity or is a member cf the
key management personnel of the entity (or of a parent of the entity); and
{viii) 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 parent of the Group.

Property and equipment and depreciation

Property and equipment are stated at cost less accumulated depreciation and any impairment losses.
The cost of an item of property and equipment comprises its purchase price and any directly
atiributable costs of bringing the asset to its working condition and location for its intended use.

Expenditure incurred after items of property and equipment have been put into operation, such as
repairs and maintenance, is charged to profit or loss in the period in which it is incurred.

Depreciation is calculated on the straight-line basis to write off the cost of each item of property and
equipmant to its residua! value over their estimated useful lives. The principal annual rates used for this
purpose are as follows:

Buildings 2.2% -4%

Fumniture and fixtures 20%

Office equipment 20% - 33%

Motor vehicles 20% - 25%

Leasehold [and under finance lease Over the lease terms

Leasehold improvements Over the shorter of the iease tarms and 20%

The assets' residual values, useful lives and the deoreciation method are reviewed, and adjusted if
appropriate, at least at each financial year end.

An item of property and equipment is derecognised upon disposal or when no future economic
benefits are expected from its use or disposal.

The gain or loss on disposal or retirement is the difference between the net sales proceeds and the

carrying amount of the relevant asset and is recognised in profit or loss in the year of the retirement
and disposal and is recognised.
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3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Leases
The determination of whether an arrangement is, or contains a lease is based on the substance of the
arrangement and requires an assessment at inception date of whether the fulfilment of the

arrangement is dependent on the use of a specific asset or assets or the arrangement convays a right
to use the asset.

Group as a lessee

Finance leases, which transfer to the Group substantially a!l the risks and benefits incidental to
ownership of the leased item other than legal titles, are capitalised at the inception of the lease at the
fair value of the leased property or, if lower, at the present value of the minimum lease payments and
classified as “Property and equipment’ but represented on a separate line with the corresponding
liability to the lessor included in "Other liabilities™. Lease payments are apportioned between the
finance charges and reduction of the lease liability so as to achieve a constant rate of interest on the
remaining balance of the liakility. Finance charges are charged directly against income in “Interest
expense” in the consolidated income statement.

Capitalised leased assets are depreciated ovar the shorter of the estimated useful life of the assst
and the lzase term, if there is no reasonable certainty that the Group will obtaln ownarship by the end
of the lzase term.

Operating lease payments are not recognised in the consolidated statement of financial position. Any
rentals payvable are accounted for on a straight-line basis over the lease tarm and are included in
“Operating expenses”.

Land held under finanse laases are stated at cost less accumulated depreciation and any impairment,
and are depreciated over the remaining lease terms on a straighiline basis to the consolidated
statement of profit or loss.

Group as a lessor

Leases whers the Group does not transfer substantially all the risks and benafits of ownership of the
asset are classified as operating leasss. initial direct costs incurred in negotiating an operating leass
are added to the carrying amount of the leased asset and recognised over the lease term on the sams
basis as rental income. Contingent rents are recognised as income in the period in which they are
earned.

Investment property

Investment properties are interests in land and building held to earn rental income and/or for capital
appreciation. Such property is measured initially at cost, including transaction costs. Subsequent fo
initial recognition, investment property is stated at fair value, which reflects market conditions at the
end of the reporting period.

Gains or losses arising from changes in the fair values of an investment property are included in the
profit or loss in the year in which they arise.

Any gains or losses on the retirement or disposal of an investment property are recognised in the
profit or loss in the year of the retirement or disposal.
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3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Financial instruments — initial recognition and subsequent measurement
Policies applicable beginning 1 January 2018

Date of recognition

Purchases or sales of financial assets, except for derivatives, that require delivery of assets within the
time frame estabiished by regulation or convention in the marketplace are recognized on the
settiement date. Derivative financial instruments are recognized on a trade date basis. Deposits,
money market placements and loans and recsivables are recognized when cash is received by the
Group or advanced to the borrowers.

i Financial assets
Initial recognition and subsequent measurement

All financial assets are initialiy measured at fair value. Except for financial assets or liabilities vaiued
at FVYPL, the initial measurement of financial instruments inciudes transaction costs.

Financial assets are classified, at initial recognition, as subsequentiy measured at amortised cost,
FVOCI, and FVFL. The classification of financial assets at initial recognition depends on the financial
asset's contractuai cash flow characteristics and the Group's business model for managing them.

In order for a financial asset to be classified and measured at amoertised cost or FVOCI, it needs to
give rise to cash fiows that are solely payments of principal and interest on the principal amount
outstanding. This assessment is referred to as the solely payments of principa!l and interest test and
is performed at an instrument level,

The Group’s business model for managing financial assets refers to how it manages its financia!
assets in order fc generate cash flows. The business model determines whether cash flows wili result
from collecting contractual cash flows, selling the financial assets, or both.

Financia! assets at FVPL

Financial assets at fair value through profit or ioss include financial assats held for trading and financial
assets designated upon initial recognition as at fair value through profit or loss. Financiai assets are
classified as held for trading if they are acquired for the purpose of sale in the near term. Derivatives,
including separated embedded derivatives, are also classified as held for trading uniess they are
designated as effective hedging instruments.

Financial assets at FVPL are carried in the consclidated statement of financial position at fair value
with positive net changes in fair value presented as other income and gains and negative net changes
in fair value presented as other expenses and losses in profit or loss. These net fair value changes
do not include any interest earned on these financial assets, which are recognized in accordance with
the policies set out for “Revenue recognition” above.

Financial assets at amortised cost
The Group measures financial assets at amortised cost if both of the following conditions are met:

The financial asset is held within a business model with the objective to hold the financial assets
in order to coliect contractual cash flows; and

The centractual terms of the financial asset give rise on specified dates tg cash flows that are
solely payments of principal and interest on the principal amount outstanding.
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3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Financial instruments — initial recognition and subsequent measurement (continued)
Policies applicable beginning 1 January 2018

{i) Financia! assefs {cantinued)

Financial assets at amortised ¢ost (continued)

Financial asssis at amortised cost are subsequently measured using the effective interest rate (EIR)
method, less aliowance for expected credit losses. Amortized cost is calculatad by taking into account
any discount or pramium cn acquisition and fees and costs that are an integral part of the EIR. The
amortization is included in ‘Interest income’ in the statement of income. The expected credit losses
are recognized in the consolidated statement of profit or loss under “Credit loss expenses/net write
back of impairment provision”.

The Group's financial assets at amortised cost includes cash and short term placements, placements
with banks and financial institutions, loans and advances and receivables.

Financial assets at FVOCI
The Group measures debt instruments at FVOCI if both of the following conditions are met:

The financial asset is held within a business model with the objective of both holding to collect
contractual cash fiows and selling; and

The contractual terms of the financial asset give rise on specified dates i cash flows that are
solely payments of principal and interest on the principal amount cutstanding.

For debt and equity instruments at FVOCI, interest income, foreign exchange revaluation and
impairment losses or reversals are recognised in the consolidated income statement and computed
in the same manner as for financial assets mzasured at amorlised cost. The remaining fair valus
changes are recognised in OCIl. Upon derecognition, the cumulative fair value change recognised in
OCl is recycled to profit or loss. As at 31 December 2018, the Group does not hava any financial
assets at FVOCI.

{ii) Financial liabilities
initial recognition and msasursmsnt

Financiai liabilities are clessified, at initial recogniticn, as financial liabilities at fzir valus through profit
or loss, loans and borrowings, or as derivatives designated as hedging instrumeants in an effective
hedge, as appropriate.

All financial liabilities are racognised initialiy at fair value and, in the case of loans and borrowings, nat
of directly attributabls transaction costs.

The Group's financial liabiiities inciude deposits and balances of banks and other financial institutions,
deposits from customers, derivative financia! instrurmants and other accounts and payables.

Subsequent measurement
The subsequent measurement of financial liabilities depends on their classification as follows:

Financial liabifities at FVPL

Financial liabilities at fair value through profit or loss include financia! liabilities held for trading and
financial liabilities designated upon initial recognition as at FVPL.
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3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Financial instrurnents — initial recognition and subsequent measurement (continued)
Policies applicable beginning 1 January 2018

(i Financial liabilities (continued)

Financial liabilities at FVPL (continued)

Financial liabiiities are classified as held for trading if they are acquired for the purpose of repurchasing
in the near term. This category includes derivative financial instruments entered into by the Group
that are not designated as hedging insfruments in hedge reiationships as defined by HKFRS 9.
Separated embedded derivatives are also classified as held for trading uniess they are designated as
effective hedging instruments. Gains or losses on liabiiities held for trading are recognised in the profit
or loss. The net fair value gain or loss recognised in profit or loss does not include any interest charged
on these financiai liabiiities.

Financial liabilities designated upon initial recognition at fair value through profit or loss are designated
at the date of initial recognition and only if the criteria in HKFRS 9 are satisfied.

Loans and borrowings

After inftial recognition, interest-bearing loans and boirrowings are subsequently measured at
amoriised cost, using the effective interest method unless the effect of discounting wouid be
immaterial, in which case thay are stated at cost. Gains or losses are recognised in profit or loss
when the liabilities are derecognised as well as through the effective interest amortisation process.

Amaortiszd cost is calculated by taking into account any discount or premiurm on acquisition and fees
or cosis that are an intagral part of the effective interest rate. The effective interest amortisation is
included in profit or loss.

Financial guarantee contracts

Financial guarantee contracts issued by the Group are those contracts that require a payment to be
made fo reimburse the holder for a loss it incurs because the specified debtor fails to make a payment
when due in accordance with the terms of a debt instrument. A financial guarantee contract is
recognised initially as a liability at its fair value, adjusted for fransaction costs that are directly
attributable to the acquisition or issuance of the guarantee, excest when such contract is recognized
at FVPL. Subsequent to initial recognition, the Group measuras the financial guarantee contract at
the higher of the amortised premium and the best estimate of the expanditure required to settle any
financial obligation arising as a result of the guarantee at the end of the reporting period.

Policies appiicable prior to 1 January 2018

Before 1 January 2018, the Group classifies its financial assets in the following categories: financial
assets at FVTPL — available-for sale investments, held-to-maturity investments and loans and
receivables. The classification depends on the purpose for which the investments were acquired.
Financial liabilities are classified inta financial liabilities at FVTPL and financial liabilities at amortized
cost. The classification depends on the purpose for which the investments were acquired and whether
they are quoted in a active market. Management determines the classification of its investments at
initial recognition and where allowed and appropriate, re-evaluates such designation at every
statement of financial position date.

Financial assets at FVTPL

Financial assets at fair value through profit or ioss inciude financial assets held for trading and financial
assets designated upon initial recognition as at fair value through profit or loss. Financial assets are
classified as held for trading if they are acquired for the purpose of sale in the near term. Derivatives,
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3 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES {continued)

Financial instruments — initial recognition and subsequent measurement (continued)
Policies applicable prior to 1 January 2018

Financial assets at FVTPL (continued)

including separated embedded derivatives, are also classified as held for trading unless they are
designated as efiactive hedging instruments as defined by HKAS 39.

Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or determinable payments and
fixed maturities that are not quoted in an active market. They are not entered into with the intention
of immediate or short-term resale and are not classified as financial assets designated at FVTPL.

After initial measurement, loans and receivables are subsequently measured at amortized cost using
the EIR mathad, less allowance for cradit losses. Amortized cost is caleulated by taking into acsount
any discount or premium on acguisition and fees and costs that are an integral part of the EIR. The
amortization i3 included in ‘interest income’ in the statement of income. The iossas arising from
impairment are recognized in ‘Net writehack of impairment provision’ in the consolidated statemeant of
profit or loss.

Financial liabilities at FVTPL

Financial liabilities at fair value through profit or loss inciude financial kabiiities held for trading and
financial liabilities designated upon initial recognition as at fair value through profit or loss. Financial
liabilities are classified as hield for frading if they are acquired for the purposs of repurchasing in the
near term. This category includes derivative financial instruments entered into by tha Croup that are
not designated as hedging instruments in hedge relationships as defined by HKAS 38. Gains or losses

on liabilities held for trading are recognized in the profit or loss. The net fair value gain or loss
recognized in profit or loss does not include any interest charged on these financial liabilities.

Loans and borrowings

After initial recognition, interes! bearing loans and borrowings are subsecuently measured at
amortised cost, using the effectve interest method unless the effact of discounting would be
immaterial, in which case they are stated at cost. Gains or lossas are recognized in profit or ioss when
the liabiiitizs are derecognized as well as through the effective interest amortization process.

Amortised cost is calculated by taking into account any discount or premium on acquisition and fees
or costs that are an integral part of the effective interest rate. The effective interest amortization is
included in profit or loss.

Financial guarantee contracts

Financial guarantee contracts issuad by the Group are those contracts that require a payment to ke
made to reimburse the holder for a loss it incurs because the specified debtor fails to make a paymant
when due in accordance with the terms of a debt instrument. A financial guarantee contract is
recognized initially as a liability at its fair value, adjusted for transaction costs that are directly
attributable to the issuance cf the guarantee. Subsequent to initial recognition, the Greup measures
the financial guarantee contract at the higher of: {i) the amount of the best estimate of the expenditure
required to settle the present obligation at the end of the reporting peried; and (i) the amount initially
recognized less, when appropriate, cumulative amortization.
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3. SUMMARY OF SiGNIFICANT ACCOUNTING POLICIES (continued)

Impairment of financial assets
Policies applicable beginning 1 January 2018

The Group recognises an allowance for ECLs for all debt instruments not held at FVPL. ECLs are
based ¢n the difference between the contractual cash flows due in accordance with the contract and
all the cash flows that the Group expects to receive, discounted at an approximation of the original
effective interest rate. The expected cash fiows will include cash flows from the sale ¢f coliateral held
or other credit enhancements that are integral to the contractual terms.

£CLs are recognised in two stages. For credit exposures for which there has not been a significant
increase in credit risk since initial recogniticn, ECLs are provided for credit losses that result from
default events that are possible within the next 12 months (a 12-month ECL). For those credit
exposures for which there has been a significant increase in credit risk since initial recognition, a loss
allowance is required for credit losses expected over the remaining life of the exposure, irrespective
of the timing of the default (a lifeime ECL). The Group recognizes impairment allowances for
expacted credit losses (ECL) on the following financial instruments that are not measured at FVPL:

Loans and advances

Lease receivables (if any);

Account receivables;

Accrued interest receivables;

Cff-balance sheet items with contingent liability such as Letter of Credit, Shipping Guarantee,
Acceptance and Guarantee (Utility);

s Money market placements

@« ® 2 @ o

The Group measures impairment allowances for 12-month or lifetime ECL using a 3-stage approach

as follows:
Stage Description Impairment Loss
1 Performing 12-month ECL
2 Performing but with credit risk increased significantly at
reporting date since its initial recognition (Account is
classified as “Substandard”) Lifetime ECL
3 Non-performing Lifetime ECL

Both lifetime ECL and 12-month ECL are calculated on an account-level.

The Group considers a financial asset to be in default when the borrower is more than 90 days past
due on any material credit obligation to the Group or the borrower is unlikely to pay its credit obligations
to the Group in full. The definition of default is largely consistent with the loan classification system
required to be adopted for reporting to the HKMA for loans and advances.

Loans and receivables together with any associated allowance are written off when there is no realistic
prospect of future recovery and all collateral has been realised or has been transferred to the Group.

Measurement of ECLs

ECL is a function of the probability of default (PD), loss given defauit (LGD) and exposure at
defauit{EAD), with the timing of the loss also considered, estimated by incorporating forward-looking
econicmic information and through the use of experienced credit judgment.
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3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Impairment of financial assets
Policies applicable beginning 1 January 2018

These parameters will be derived from market base approach models using internal and external data.

The PD represents the likelihood that a credit exposure will not be repaid and will go into default within
either a 12-month horizon for Stage 1 or lifetime horizon for Stage 2. The PD for each individual
instrument is modelled based on available market data and is estimated based on current market
conditions and reasonable and supportable information about future economic conditions. The Group
segmented its credit exposures based on homogenous risk characteristics and developed a
corresponding PD methodology. PD estimates wiil be based on external data mapping with our
current portfolios of exposure in order to identify the corresponding grading of the exposures.

LGD is tha amount that may not be recoverad in the event of default and is modelied based on
historical cash flow recovery and reasonable and supportable information about future economic
conditions, where appropriate. The Group will estimate LGD parameter based on recovery ratas of
claims against dafaulied counterparties after natling off the value of collatarals. LGD estimates will
be calibrated for different factors {our estimated cost and period of time from recovery) / scenarios, to
refiect possibie changas in collateral valuas. They will be calculated on a discounted cash flow basis
using the effective interest rate as the discounting factors.

EAD is modelled on historical data and represents an estimate of the outstanding amount of credit
exposure at the time a default may occur. EAD represents the loan outstanding, accrued interast
receivablz and contingant liabilities (not inglude loan commitment) in the event of a default. Since
lcan commitment to the borrower can be unconditionally cancellable, loan commitment is not
considered as the component of EAD for calculation of ECL. The EAD of a financial asset will be the
gross carying amount at default.

For advances porifolios, modsling of parameters are carried out on collective basis and the advances
exposuras are groupad on tha basis of thelr credit risk characteristics such as product type, loan tenor,
lcarn to value, coliateral type and interest spread and other relevant factors.

Under HKFRSES, tha Group incorporated forward-locking information into its measurement of ECLs on
a risk based approach. It is applicable from 1 January 2018 and disclosed in Note 2.2. The Group
formulated a “bassling” view of the fulure direction of relevant economic inforrnation {changes in
proparty prices) and significant increase in credit risk analysis on each portfolic of financial assets.

impairmant allowances are recognised for losses that have incerporaied forward-looking information
into its measurermnent of expected credit losses at the end of the reporting period based on objective
evidence of impairment,

The Group will consider that a financial institution lending is with low credit risk if its intermnational credit
grading is equivalent to or higher than investment grading of the relevant credit rating agent such as
S&P Global Ratings Inc. or Moody's Investor Service. The Group will consider that a non-financial
institution lending is with low credit risk if {a) its account performance with the Group is normal; (b)
stable business prospect; (¢) acceptable financial strength and (d) sound management.

24



ALLIED BANKING CORPORATION (HONG KONG) LIMITED
BEERIT () AR A

NOTES TO THE FINANCIAL STATEMENTS

31 December 2018

3.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Impairment of financial assets (continued)
Policies applicable beginning 1 January 2018

The rating tool assists management to determine whether objective evidence of impairment exists
under HKFRS 9, based on the criteria of “significant increase of credit risk” set out by the Group. The
Group will allocate each exposure to an internal credit risk grade (5-grade loan classificaticn) that is
determined to be predictive of the risk of default. Each exposure will be aliocated to an internal credit
risk grade on initia! recognition based on available information about the borrower. Exposures will be
subject to ongoing monitoring, which may result in an exposure being moved to a different credit risk
grade when the risk of asset changes. The Group will primarily identify whether a significant increase
in credit risk has occurred for an exposure by comparing the credit risk grade at the reporting date with
the credit risk grade at the initial recognition of the exposure.

The Group will presumptively consider that a significant increase in credit risk occurs no later than
when an assat is past due more than 30 days due to (a) late payment or tight liquidity of the borrower's
client, this may indicate the cash flow of the borrower may be affected which ultimately lead to expected
loss of the Group; {b) consecutive decline in sales in 3 years and the net loss was booked for 3 vears
or more while the overall ecenomy is not under down turn cycle; (¢) deterioration of the borrower's
competitive pesition; (d) downgrading below investment grade level; (&) deterioration in the vaiue of
collateral.

The Group assess whether financial asset carried at amortised cost are credit-impaired. A financial
asset is “credit-impaired” when one or more events that have a detrimental impact on the estimated
future cash flows of the financial asset have occurred.

Evidence that a financial asset is credil-impaired inciudes but not limited to the following observable
data:

Delinguency in contracival payments of principal or interest;
Significant cash flow difficulties experienced by the borrower;
Breach of loan covenants or conditions;

Initiation of bankruptey proceedings;

Downgrading below special mention;

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. An impairment exists if one or more events
that occurred after the initial recognifion of the asset have an impact on the estimated future cash
flows of the financial asset or the group of financial assets that can be reliably estimated. Evidence
of impairment may include indications that a debtor or a group of debtors is experiencing significant
financial difficuity, default or delinquency in interest or principal payments, and the probability that they
will enter bankrupfcy or other financial reorganisation and cbservable data indicating that there is a
measurable decrease in the estimated future cashflows, such as changes in arrears or economic
conditions that correlate with defauits.

For cash and cash equivalents, placements with banks and other financial institutions and loans and
receivables, the ECL is based on the 12-months ECL. The 12-month ECL is a portion of lifetime ECLs
that results from default events on a financial instrument that are possibie within 12 months after the
reporting date. However when there has been a significant increase in credit risk since origination,
the ailowances will be based on the lifetime ECL.
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3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Impairment of financial assets (continued)
Policies applicable beginning 1 January 2018

Placements with banks and other financial institutions rated is with low credit risk if its international
credit grading is equivalent to or higher than investment grading of the relevant credit rating agent
such as S&P Global Ratings Inc. or Moody's investor Service. It is the Group’s policy to measure
ECLs on such instruments on a 12-month basis. However, when there has been a significant increase
in credit risk since origination, the allowance will be based on the lifetime ECL. The Group uses the
ratings from S&P or Moody's to determine whether the debt instrument has significant increase in
credit risk and to estimate ECLs.

If, in a subsequent pericd, the amount of the estimated impairment oss increases or decreases
because of an event occurring after the impairment was recognised, the previously recognised
impairment loss is increased or reduced by adjusting the allowance account. If a write-off is later
recovered, the recovery is recognised in the consolidated income statement.

Policies applicable prior to 1 January 2018

The Group assessss at the end of each reporting period whether there is objective evidence that a
financial asset or a group of financiaf assets is impaired. An impairment exists if one or more events
that occurrad after the initial recognition of the asset have an impact on the estimated futurs cash
flows of the financial asset or the group of financial assets that can be reliably estimated. Evidence
of impairment may include indications that a debtor or a groun of dagtors is experiencing significant
financial difficulty, default or delinguency in interest or principal payments, and the probability that they
will enter bankruptey or cther financial reorganisation and observable data indicating that there is a
measurable decrease in the estimated future cashflows, such as changes in arrears or economic
conditions that correlate with defaults.

Financial assats carried af amortised cost

For financial assets carried at amortised cost, the Group first assesses whether impairment exists
individually for financial assets that are individually significant, 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 the asset in a group
of financial assets with similar credit risk characteristics and collectively assesses them for
impaiment. Assets that are individually assessad for impairment and for which an impairment loss
is, or continues to be, recognised are not inciuded in a collective assessment of impairment.

The amount of any impsairment loss identified 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 yet been incurred). The present value of the estimated future cash flows is discounted
at the financial assat's original effective interest rate {i.e., the effective interest rate computead at initial
recognition).

The carrying amcunt of the asset is reducad through the use of an allowance account and the amount
of loss is recognised in profit or loss. Interest income continues to be accrued on the reduced carrying
amount using the rate of interest used to discount the future cash flows for the purpose of measuring
the impairment loss. Loans and receivables together with any associated allowance are writtan off
when there is no realistic prospect of future recovery and all collateral has been realised or has been
transferrad to the Group.
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3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Impairment of financial assets (continued)
Policies applicable prior to 1 January 2018

Financial assets carried at amortised cost (continued)

If, in a subsequent period, the amount of the estimated impairment loss increases or decreases
because of an event occurring after the impairment was recognised, the previously recognised
impairment loss is increased or reduced by adjusting the allowance account. [f a write-off is later
recovered, the recovery is recognised in the profit or loss.

Derecognition of financial assets and financial liabilities

Financial assets

A financial asset {or, where apgplicable, a part of a financial asset or part of a group of similar financial
assets) is derecognised (i.e., removed from the Group's censolidated statement of financia! position)
when:

« the rights o receive cash flows from the asset have expired; or

» the Group has transferred its rights o receive cash flows from the asset or has assumed an
obligation to pay the received cash flows in full without material deiay to a third party under a
“pass-through"” arrangement; and either (a} the Group has transferred substantially all the rigks
and rewards of the assat, or (b) the Greup has neither transferred nor retained substantially all
the risks and rewards of the assat, bui has transferred control of the asset.

Financial llabilitias
A financial liability is derecognised when the obligation under the liability is discharged or cancelied,
or expires.

When an existing financial liability is replaced by another from the same lender on substantially
different terms, or the terms of an existing liability are substantially modified, such an exchange or
modification is treated as a derecognition of the original liability and a recognition of a new iiability,
and the difference between the respective carrying amounts is recognised in the consolidated
statement of profit or loss.

Oftsetting of financial instruments
Financial assets and financial liabilities are offset and the net amount reported in the statements of

financial position if there is a currently enforceable fegal right to offset the recognised amounts and
there is an intention to settle, on a net basis, or to realise the assets and settle the liabilities
simultaneously.

Fair value measurement

The Group measures its investment properties, derivative financial instruments and equity
investments at fair value at the end of each reporting period. Fair value is the price that would be
received to sell an asset or paid to transfer a liability in an orderly transaction between market
participants at the measurement date. The fair value measurement is based on the presumption that
the transaction to sell the asset or transfer the liability takes place either in the principal market for the
asset or liability, or in the absence of a principal market, in the most advantageous market for the
asset or liability. The principal or the most advantageous market must be accessible by the Group.
The fair value of an asset or a liability is measured using the assumptions that market participants
would use when pricing the asset or liability, assuming that market participants act in their economic
best interest.
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SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Fair vaiue measurement (continued)

A fair value measurement of a non-financial asset takes inta account a market participant's ability 1o
generate economic benefits by using the asset in its highest and best use or by seliing it to another
market participant that would use the asset in its highest and best use.

The Group uses valuation techniques that are appropriate in the circumstances and for which
sufficient data are available to measure fair value, maximising the use of relevant observable inputs
and minimising the use of uncbservable inputs.

All assets and liabilities for which fair value is measured or disclosed in the financial statements are
categorised within the fair value hierarchy, described as follows, based on the lowest level input that
is significant to the fair vaiue measurement as a whole:

Lavel 1 — based on quoted prices (unadjusted) in active markats for identical asssts or liabilitiss

Level 2 — basad on valuation technigues for which the iowest level input that is significant to the falr
value measurement is observable, either directly or indirectly

Laval 3 — basad on valuation technigues for which the lowest leve! input that is significant to the fair
value measurement is unobsarvable

For assets and liabilities that are recognised in the financial statements on a recurring basis, the Group
determines whether transfers have occurred between levels in the hierarchy by reassessing
categorisation (based on the lowest ievel input that is significant to the fair value measurement as a
whole) at the end of each reporting period.

Derivaiive fingncial instruments

Derivatives are initially recognised at fair vaiue on the date which a derivative contract is entered into
and are subsequenily remeasured at fair value. Derivatives are carried as assets when the fair value
is positive and as liabilities when the fair value is negative. Any gains or losses arising from changss
in fair value of derivatives are taken directly to profit or loss.

Eguity instiuments
An sguity instrument is any contract that evidences a residual interest in the assets of the Company
after deducting all of its liabilities.

Cash and cash eguivalents
For the purposa of the consclidated statement of cash flows, cash and cash eguivaients comprise
cash on hand and demand deposits, and short term highly liguid investmenis that are readily
convertibls into known ameunts of cash, and have a short maturity of generally within three months
when acquired, less bank overdrafts which are repayable on demand and form an integral part of the
{3roup's cash management.

For the purpose of the consolidated statements of financial position, cash and cash equivalents
comprise cash on hand and in banks, including term deposits with raturity not exceeding one month,
and assets similar in nature to cash, which are not restricted as to use.

Provisions

A provision is recognised when a present obligation (legal or constructive) has arisen as a result of a
past avent and it is probable that a future outflow of resources wiil be reguired to settle the obligation,
providad that a reliable estimate can be made of the amount of tie obligation.
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3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Provisions (continued)

When the effect of discounting is material, the amount recognised for a provision is the present value
at the end of the reporting period of the future expenditures expected to be required to settle the
obligation. The increase in the discounted present value amount arising from the passage of time is
included in the consolidated statement of profit or loss.

Income tax
Income tax comprises current and deferred tax. income tax relating to items recognised outside profit
or loss is recognised either in other comprehensive income or directly in equity.

Current tax assets and liabilities for the current and prior periods are measured at the amount
expected to be recovered from or paid to the taxation authorities, based on tax rates (and tax laws)
that have been enacted or substantively enacted by the end of the reporting period, taking into
consideraticn interpretations and practices prevailing in the countries in which the Group operates.

Deferred tax is provided, using the ilabiiity method, on all temporary differences st the end of the
reporting period between the tax bases of assets and liabilities and their carrying amounts for financial
reporting purposes.

Deferred tax liabilities are recognised for ail taxable temporary differences, except:

e when the deferred tax liability arises from the initia! recognition of goodwill or an asset or liability
in a transaction that is not a business combination and, at the time of the transaction, affects
neither the accounting profit nor taxable profit or loss; and

= in respect of taxable temporary differences associated with investments in subsidiaries,
associates and joint ventures, when the timing of the reversal of the temporary differences can be
controlied and it is probable that the temporary differences will not reverse in the foreseeable
future.

Deferred tax assets are recognised for all deductible temporary differences, the carryforward of
unused tax credits and any unused tax losses. Deferred tax assets are recognised to the extent that
it is probable that taxable profit will be available against which the deductible temporary differences,
the carryforward of unused tax credits and unused tax losses can be utilised, except:

¢ when the deferred tax asset relating to the deductible temporary differences arises from the initial
recognition of an asset or liability in a transaction that is not a business combination and, at the
time of the transaction, affects neither the accounting profit nor taxable profit or loss; and

s in respect of deductible temporary differences associated with investments in subsidiaries,
associates and joint ventures, deferred tax assets are only recognised to the extent that it is
probabie that the temporary differences will reverse in the foreseeable future and taxabie profit
will be available against which the temporary differences can be utilised.

The carrying amount of deferred tax assets is reviewed at the end of each reporting period and
reduced to the extent that it is nc ionger probable that sufficient taxable profit will be available to allow
all or part of the deferred tax asset to be utilised. Unrecognised deferred tax assets are reassessed
at the end of each reporting period and are recognised to the extent that it has become probable that
sufficient taxable profit will be available to allow all or part of the deferred tax asset to be recovered.

Deferred tax assets and liabilities are measured at the tax rates that are expected to apply-to the
period when the asset is realised or the liability is seftled, based on tax rates (and tax laws) that have
been enacted or substantively enacted by the end of the reporting period.
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3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

lncome tax (continued)

Deferred tax assets and deferred tax liabiiities are offset if a lagally enforceable right exists to set off
current tax assets against current tax liabilities and the deferred taxes relate to the same taxable entity
and the same taxation authority.

Retirement benefit costs

The Group operates a defined contribution Mandatory Provident Fund retirement benefit scheme (the
"MPF Scheme") under the Mandatory Provident Fund Schemes Ordinance for all of its employees.
Contributions are made based on a percentage of the employees' basic salaries and are charged to the
profit or loss as they become payable in accordance with the rules of the MPF Scheme. The assets of
the MPF Scheme are held separately from those of the Group in an independently administered fund.
The Group's employer contributions vest fully with the employees when contributed into the MPF Scheme.

Fiduciary assets
The assets of the staff provident funds and assets held in trust in a fiduciary capacity are not assats of
the Group, and accordingly are nct reported in the financial statements.

Repossessed assets

Repossessed collateral assets are accounted as "Assets held for sale" and reported in "Other assats”
and the relevant joans are derecognised. The repossessed collateral assets are measured at lower
of canying amount and fair vaiue less costs to sell.

Foreign currencies

These financial statemeants are presented in Hong Kong doliars, which is the Company's functionat
currency. Each entity in the Group determines its own functional currency and items included in the
financial statements of each entity are measured using that functional currency. Foreign currancy
transactions recorded by the entitiss in the Group are initially recorded using their respective functional
currency rates prevailing at the dates of the transactions. Monetary assets and liabifities denominated
in foreign cumencies are retransiated at the functional currency rates of exchange ruling at the end of
the reporting period. Differances arising on settlement or translation of monetary iterns are recognised
in profii or loss.

Neon-monetary itermns that are measursd in terms of historical cost in a foreign currency are translated
using the exchange rates at the dates of the initial transactions. Non-monetary items measured at fair
yalue in a foreign currency are {ransiated using the exchange rates at the date whan the fair valiis was
measured. The gain or ioss arising on translation of a non-monetary item measured at falr value is
treated in line with the recognition of the gain or loss on change in fair value of the item (i.g., translation
difference on the item whose fair value gain or loss is recognised in other cormprahensive incomea or
profit or loss is also recognised in other comprehensive income or profit or loss, respectively).

Reseives

The reserves recorded in equity of the Group's consolidated statement of financial position include:

+ General reserve — General reserve is maintained for general contingencies.

» Collective impairment reserve — Coliective impairment reserve is the previous years excessive
collective impairment allowance transferred to reserve account.

Dividends
Final dividends are recognised as a liability when they are approved by the shareholders in a gensral
meeting. :
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3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES {continued)

Dividends (continued)

Interim dividends are simultaneously proposed and declared, because the Company's memorandum
and articles of association grant the directors the authority to declare interim dividends. Consequently,
interim dividends are recognised immediately as a liability when they are proposed and declared.

4, SIGNIFICANT ACCOUNTING JUDGEMENTS AND ESTIMATES

The preparation of the Group's financial statements requires management to make judgements,
estimates and assumptions that affect the reported amounts of revenues, expenses, assets and
liabilities and their accempanying disclosures, and the disclosure of contingent liabilities. Uncertainty
about these assumptions and estimates could result in outcomes that could require a material
adjustment to the carrying amounts of the assats or liabilities affected in ths future.

Estimation uncertainty
The key assumptions concering the future and other key sources of estimation uncertainiy at the end

of the reporting period, that have a significant risk of causing a material adjustment tc the camying
amounts of assets and liabilities within the next financial year, are described below.

Impairment allowances on cash, placements with banks and other financial institutions and loans and
advances and receivables '

The measurement of impairment losses under both HKFRS 9 and HKAS 39 across all categories of
financial assets requires judgement, in particular, the estimation of the amount and timing of future
cash flows and collateral values when determining impairment losses and the assessment of a
significant increase in credit risk. These estimates are driven by a number of factors, changes in which
can result in different levels of allowances.

The Group's ECL calcuiations are outputs of market base approach models with a number of
underlying assumptions regarding the choice of variable inputs and their interdapendencies. Elements
of the ECL modeis that are considered accounting judgements and estimates inciude:

= The Group's internal credit grading is based on external data mapping with our current porifolios
of exposure in order to identify the corresponding grading of the exposurss, which assigns
probabilities of default to the individual grades

+ The Group’s criteria for assessing if there has been a significant increase in credi risk and so
allowances for financial assets should be measured on a lifetime ECL basis and the qualitative
assessment

+ The segmentation of financial assets based on risk characteristics of the customers and by
product types when their ECL is assessed on a collective basis

= Development of ECL moedels, including the various formulas and the choice of inputs over
determination of the period over which the entity is exposed to credit risk based on the behavicuraj
life of the credit exposures, loss given default and collateral recovery of the credit exposure.

= Determination of asscciations between macroeconomic scenarios and, economic inputs, such as
property / coliateral values, and the effect on probabilities of default, exposures at default and
losses given defauit

o Selection of forward-iooking macrgeconomic scenarios and their probability weightings, to derive
the economic inputs into the ECL models
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4, SIGNIFICANT ACCOUNTING JUDGEMENTS AND ESTIMATES {continued)

Impairment allowances on cash, placements with banks and other financial institutions and loans and
advances and receivables (continued)

It has been the Group's policy to regularly review its models in the context of actual loss experience
and adjust when necessary.

Fair value of investment broperty

Investment properly is carried in the consolidated siatement of financial position at their fair value.
The fair valug was based on a valuaticn on the preperty conductad by an independent firm of
professional valuers using property valuation techniques which involve making assumptions on
certain market conditions. Favourable or unfavourable changes to these assumptions would result in
changes in the fair value of the Group's investment property.

5. FINANCIAL RISK MANAGEMENT

The Board of Directors (ths "Board™) has the overall rasponsibility for the management of all types of
risk exposures. In the delivery of its responsibility, the Board has established specialised committeas
to identify, measure, monitor and control different types of risks. The Board or the apprepriate
specialised committeas review and approve policies and procedures for the identification,
measurement, control and monitoring of both finansial and non-financial risks. Such policies and
proceduras are reviewsd by the relavant commitieas or senior managemant ¢h a regular basis.

The most important types of risk are credit risk, market risk and liquidity risk. Market risk includes
currency risk and interest rate risk.

The Group's total operating income, profit before taxation, total assets, total liabilities and contingent
liabilities and commitments are derived predominantly from Hong Kong.

51 Credit risk

The Group takes on exposure to credit risk, which is the risk that a counlerparty will be unabiz
to pay amounts in full when dua. The Group's maximum exposure to credit risk in the event
of the counterparties’ failure to perform their obligations in relation to each class of recognised
financial assets is the carrying amount of those assets as stated in the consolidated statement
of financial position. Impairment allowances are made for losses that have been incurred at
the end of the reporting period. 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. Management therefore carefully manages its exposure o
credit risk.

5.1.1. Managemsnt of credit risk

The Group's lending policies have heen formulated based on its own experience, the
Banking Ordinance, the Hong Kong Monetary Authority guidelines and other statutory
requiremeants.

The Group's primary credit approval bodies are the Credit Risk Management
Committee and the Executive Commitiee. The Credit Risk Management Committee
is responsible for evaluating and monitoring lending-related activities, reviewing
existing credit limits and industry limits and managing the lending portfolio and
overall credit risk of the Group. It comprises two non-executive directors, the
Chief Executive, two Alternate Chief Executives, who are also Head of Treasury
and Head of Operation, and the Senior Managers of Credit. The Executive
Committee is responsible for reviewing and confirming all credit approvals.
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5. FINANCIAL RISK MANAGEMENT (continued)

5.1 Credit risk (continued)

5.1.1

Management of credit risk {continued)

The merbers of the Executive Committee inciude the directors of the Board of the
parent bank and other directors.

The Group structures the levels of credit risk it undertakes by placing limits on the
amount of risk accepted in relation to one borrower, or groups of borrowers, and to
geographical and industry segments. Such risks are typically monitored on a
revolving basis and are subject to periodic reviews. Limits on the level of credit risk
by product, industry sector and by country are approved annually by the Board.

The exposure to any one borrower including banks and brokers is further restricted
by sub-limits covering on and off-balance sheet exposures, and dally delivery risk
limits in relation to trading items such as forward foreign exchange contracts. Actual
exposures against limits are monitored daily.

Exposure tc credit risk is managed through ragular reviews of the ability of borrowers
and potential borrowers to meet interest and capitai repayment cbligations and by
changing these lending limits where appropriate. Exposure to credit risk is also
managed in part by obtaining collateral and corporate and persena’l guarantees.

Risk mitigation policies
Some specific control and mitigation measures are cutiined below.

Coilateral

The Group implements guidelines on the acceptabiiity of specific classes of collateral
or credit risk mitigation. The principal collateral types for loans and advances are:

« Mortgages over proparties;

» Charges over business assets such as premises, inventory and accounts
receivabie; and

= Charges over financial instruments such as debt securities and equities.

In addition, in order to minimise credit losses, the Group will seek additional
collaterals from the counterparty as socn as impairment indicators are identified for
the relevant individual loans and advances.

Derivatives

The Group does not carry interest and foreign exchange rate positions on its trading
book. The derivatives are used to manage the Group's own exposures to market
risks as part of its asset and liability management process. The principal derivatives
instruments used by the Group are foreign exchange rate related contracts, which
are over-the-counter derivatives. Most of the Group's foreign exchange rate contracts
have been entered inte to meet customer demand and manage the Group's own risk.
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5. FINANCIAL RISK MANAGEMENT (continued)

5.1 Credit risk {continued)

5.1.2

Rigk mitigation policies (continued)

Derivatives (continued)

The Group maintains strict control limits on net open derivative positions (i.e., the
difference between purchase and sale contracts), in terms of amount and term. At
any one time, the amount subject to credit risk is fimited to the current fair value of
instruments that are favourable to the Group (i.e., assets where their fair values are
positive), which is generally only a small fraction ¢f the nominal value of the contract,
or notional values used to express the volume of instruments outstanding. This credit
risk exposure is managed as part of the overall lending limits with customers, together
with potential exposures from market movements. Collateral or other security is not
usually obtained for credit risk exposures on these instruments, except where the
Group requires margin deposits from counterparties.

Settlement risk arises in any situation where a payment in cash, securities or equities
is made in the expectation of a corresponding receipt in cash, securities or equities.
Daily settlement limits are established for each counterparty to cover the aggregate
of all settlement risk arising from the Group's market transactions on any single day.

Credit-related commitmsenis

The primary purpose of these instruments is to ensure that funds are available to a
customer as required. Guarantees and standby letters of credit - which represent
irrgvoeable assurances that the Group will make paviments in the event that a
customer cannot meet its obligations to third parties - carry the same credit risk as
loans. Documentary and commercial ietters of credit - which are written undertakings
by the Group on behalf of a customer authorising a third party to draw drafts on the
Group up to a stipulated amount under specific terms and conditions - are
collateralised by the underlying shipments of goods to which they relate and therefore
carry less risk than a direct borrowing.

Commitments to extend credit represent unused portions of authorisation to extend
credit in the form of loans, guarantees or letters of credit. With respect to credit risk
on commitments to extend credit, the Group is potentially exposed to loss in an
amount equal to the total unused commitments. However, the amount of loss is likely
to be less than the total unused commitments, as most commitments to extend credit
are contingent upon customers maintaining specific credit standards. The Group
monitors the term of maturity of credit commitments because longer-term
comnmitments generally have a greater degree of credit risk than shorter-term
commitmanis.

Impairment and provisioning policies
Impairment sllowancss are recognised for losses that have been incorporated

forward-looking information into its measurement of expected credit iosses at the end
of the reporting period based cn objective evidence of impairment.
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5. FINANCIAL RISK MANAGEMENT (continued)

5.1 Credit risk (continued)

5.1.3

Impairment and provisioning poiicies (continued)

The Group wili consider that a financial institution lending (cash and money market
placement) is with low credit risk if its interational credit grading is equivalent to or
higher than investment grading of the relevant credit rating agent such as S&P Global
Ratings Inc. or Moody's Investor Service. The Group will consider that a non-financial
institution lending is with low credit risk if {a) its account performance with the Group
is normal; (b) stable business prospect; (c) acceptable financial strength and (d)
sound management.

The rating toel assisis management to determine whether objective evidence of
impairment exists under HKFRS 9, based on the criteria of “significant increase of
credit risk” set out by the Group. The Group will aliccate each exposure t¢ an internal
credit risk grade (5-grade loan classification) that is determined to be predictive of the
risk of default. Each exposure will be allocated tc an internal credit risk grade on
initial recognition based on available information about the borrower. Exposures wili
be subject to angoing monitoring, which may result in an exposure being moved to a
different credit risk grade when the risk of asset changes. The Group will primarily
identify whether a significant increase in credit risk has occurred for an exposure by
comparing the credit risk grade at the reporting date with the credit risk grade at the
initial recognition of the exposure.

The Group will presumptively consider that a significantly increase in credit risk
occurs no iater than when an asset is past due more than 30 days due to (a) late
paymant or tight liguidity of the borrowar's client, this may indicate the cash flow of
the borrower may be affected which ultimately lead to expected loss of the Group; (b)
consecutive decline in sales in 3 years and the net loss was booked for 3 years or
more while the overall economy is not under down turn cycle; (c) deterioration of the
borrower's competitive pesition; (d) downgrading below investment grade level; (&)
deterioration in the value of coilateral. It is applicable beginning 1 January 2018.

The Group will consider a financial asset to be in default when the borrower is unlikely
to pay its credit obligations to the Group in fuli or the borrower is more than 90 days
past due on any material credit obligation to the Group. The definition of default is
largely consistent with the loan classification system required to be adopted for
reporting to the HKMA for loans and advances.

The Group assess whether financial asset carried at amortised cost are credit-
impaired. A financial asset is "credit-impaired” when one or more events that have a
detrimental impact on the estimated future cash flows of the financial asset have
occurred.
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5. FINANCIAL RISK MANAGEMENT {continued)
5.1 Credit risk (continued)
5.1.3 Impaiment and provisioning policies (continued)

Evidence that a financial asset is credit-impaired includes but not limited to the
following observable data:

Delinquency in contractual payments of principal or interest
Significant cash flow difficulties experienced by the borrower
Breach of loan covenants or conditions

Initiation of bankruptcy proceedings

Downgrading below special mention

The adoption of HKFRS 9 has fundamentaily changed the Group’s accounting for
impairment losses for financial assets by replacing HKAS 39's incurred loss approach
with forward-looking expected credit loss (ECL) approach.  HKFRS & also requires
the Group to record impairment allowances for ECL for money rnarket placemsants.
Ths allowances are based on the ECLs assooiated with the probability of default in
the next twelve months or lifetims using a 3-stage approach. The details of
methodologies for measurement and impairment of ECLs for money market
placements are disclosed in Note 3.

5.1.4 Maximum exposure to credit risk bafore collateral held or other credit enhancements

Credit risk exposures relating to on-balance sheet assets are as follows:

2018 2017
HK$ HK3
ASSETS
Cash and cash equivaianis 271,537,528 310,696,764
Placements with banks and cther financial
institutions maturing between ons
and tweive months 191,312,018 142,201,316
Derivative financial instruments 262,344 514,753
Advances and other accounts 1,185,580,011 1,124,693,100

1,648,691,901 1,578,005,933

Credit risk exposures reiating to off-balance sheet items are as follows:

2018 207

HKS HK$

Loan commitments 61,509,242 85,760,772
Guarantees, acceptance and cther

financial liabilities 6,086,526 5,600,262

' 87,595,768 91,381,034
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5. FINANCIAL RISK MANAGEMENT (continued)

5.1 Credit risk (continued)

514

5.1.5

Maximum exposure to credit risk before collateral hald or other credit enhancements
(continued)

The value and type of collateral or cradit enhanicement required depends on an
assessment of the credit risk of the counterparty. Policies and guidelines are in place
to determine the eligibility of coliateral for credit risk mitigation.

The Group takes collateral as a secondary recourse to the borrower. The collateral
and credit enhancements include but not limited to residential properties, incoma-
producing real estate properties, guarantees and cash deposits.

Periodic valuations of collateral are required. Loans and advances are typically
coilateralised to a substantial exient with top-up clauses incorporated in the
underlying agreement. The current market value of the coliateral is considered during
the review of the adequacy of the allowance for credit losses, among others.

For the year ended 31 December 2018, the Bank's net credit exposure arising from

advances to customers after the financial effect of collateral and other credit
snhancements amounted to HK$1,557,067 (2017: HK$2,894,235).

Credit quality

Credit quality of loans and advances to customers are summarised as follows:

2018 2017
HK$ HK$
Neither past due nor impaired 1,172,691,889 1,103,617,090
Past due but not impaired 4,696,519 15,048,372
impaired 2,110,175 134,175

Gross loans and advances to customers
Less: Expected credit losses

1,179,498,583

1,118,799,637

Stage 1 ( 274.138) N/A
Stage 3 { 492 8§75) N/A
impairment allowance N/A (  1,914,252)
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5. FINANCIAL RISK MANAGEMENT (continued)
51 Credit risk (continued)
5.1.5 Credit quality {continued)

Advances neither past due nor impaired

The credit quality of the porifolic of loans and advances to customers that were
neither past due nor impaired can be assessed by reference to the internal rating
system adopted by the Group and are summarised as follows:

At 31 December 2018

Individuai (retail customers) Corporate entities Total
Large loans and
corporate advances to
Overdrafts Tenm loans Meorigages customers SMEs customers
HKS HK$ HK3 HKE HK$ HK$

GRADES:
1. Pass 11,465,556 65,035,000 151,207,583 - 844 083,736 1,172,601,889
2. Special mention - - - - - -
Total 11,485 555 65,035,000 151,207,598 - 944983736 1,172,691 885

At 31 December 2017

Individual (retail custorners) Corporate entities Total
Large loans and
corporate advancsas fo
Overdrafis Termlcans Marngages customers SMEs customsrs
HK$ HKS HK$ HK$ HK3 HKS

GRADES:
1. Pass 17,333,087 60,935,000 159,250,988 - 866,008,015 1,103,617,090
2. Special mention - - - - - -
Total 17,333,087 60,935,000 159,250,988 - 866,008,016 1,103,617,0%0

Advances past due but not impaired

The distribution of loans and advances to0 customers that were past due but niot
impaired are summarised as follows:

At 31 December 2018

Individual (retail customers) Corporate entities Total
Large loans and
corporate advances to
QOvardrafts Termloans Morigages custormners SMEs customers
HK$ HK$ HK$ HKE HK$ HK3S

Past due up to
30 days - - 3,172 2,102,779 2,105,851
31-60 days 4,945 16,578 73,879 95,202
61-90 days . . - - - -
Qver'9Q days - - 2495366 - ! - 2,455,366
Total 4,845 - 25151186 - 2,175,458 4,696,518
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5. FINANCIAL RISK MANAGEMENT (continued)

5.1 Credit risk (continued)

5.1.5

Credit quality (continued)
At 31 December 2017

individual (retail customers) Cormporate entities Total
Large loans and
corporate acvancss to
Overdrafts Termioans Morigages customers SMEs customers
HK$ HKS$ HK$ HKS$ HK$ HK$
Past due up to

30 days - - 4,841 - 9,520,000 9,524,841
31-60 days - - 16,305 5,507,226 5,523,531
61-90 days - - - - - -
QOver 90 days - - - - - -
Total - - 21,145 - 15,027,226 15,048,372

impaired advances

Advances fo cusfomers

The breakdown of the gross impaired loans and advances by class, along with the
fair value of related collateral held by the Group as security, are as follows:

At 31 December 2018

individual {retail customers) Corporate entities Total
Large loans and
corporate advances to
Overdrafts Term icans Morigages customers SMEs customers
HK$ HKS HK$ HK$ HK$ HK$
Gross impaired
advance loans
to customers - 110,022 - 2,000,153 2110175
impairment allowance
made in respect of
such advances
- Stage 3 - - 12,722 - 480,153 492 875
Fair value of collateral - 1,600,000 1,800,000
At 31 December 2017
Individual (retail customers) Corporate entities Totai
Large loans and
corporate advances to
Overdrafts Termicans Mortgages customers SMEs customers
HKS$ HK$ HK$ HK$ HK$ HK$
individually impaired
advance loans to
customers - - 134,022 153 134,175
individual impairment
allowance made in
respect of such advances 18,098 153

Fair value of collateral - . -
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5. FINANCIAL RISK MANAGEMENT {continued)

5.1

52

Credit risk (continued)
5.1.5 Credit quality (continued)
Impaired advances (continued)

During the vear, there is no asset obtainad by the Group for taking possession of
collateral held as security.

Loans and advances fo banks
There are na individually impaired Yoans and advances to banks as at 31 December
2018 and 2017.

Loans and advances reneqotiated

Restructuring activities include extended payment arrangements, approved external
management plans, and modification and deferral of payments. Following
restructuring, a previousiy overdue customer account is reset to normal status and
managed together with accounts of similar status. Restructuring policies and
practices are based on indicators or orileria which, in the judgement of local
management, indicate that payment wili most likely continue. These policies are kept
under continuous revigw. Restructuiing is mast commonly applied to term loans, in
particular customer finance loans.

They are retained in classified loans for as long as we do not have sufficiently good
reasans to believe that the obliger will be able to sustainably meet the re-scheduled
loan repayment terms.

There are no renegotiated loans that would otherwise he past due or impairad as at
31 December 2018 and 2017.

Market risk

The Group is exposed to market risk, which 1s the risk that the fair value or future cash flows
of a financial instrurment will fluctuatas because of changes in market prices. Market risks arise
from open positicns in intarest rate, currency and equity products, ali of which are exposed o
general and specific market movemants and changes in the lavel of volatilily of markat rates
or prices such as interest rates, credit spreads, foreign exchange rates and equity prices.

Market risk is managed by the Asset and Liability Management Committee ("ALCO"). ALCO
directs the Group's overall acquisition, allocation and pricing of funds, within tha established
target/guidelines, while managing and monitoring the overall treasury risk exposure. |t
comprises two non-executive directors, the Chief Executive, two Alternate Chief Executives,
who are also the Head of Treasury and Head of Operation, the Senior Managears of Credit
and the Head of Marketing and the Compliance Officer.

521 Currency risk
Currency risk is the risk that the value of a financial instrumeant will fluciuate due to

changes in foreign exchange rates. The Group undertakes transastions denominated
in foreign currencies, hence exposures to exchangs rate fluctuations arise. Exchange
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5. FINANCIAL RISK MANAGEMENT (continuad)

5.2
5.21

Market risk {continued)

Currency risk (continued)

rate exposures are managad within the approved policy parameters by utilising
forward foreign exchange contracts.

The Group does not have any significant foreign exchange risk as foreign exchange
dealing is moderate. Day-to-day foreign exchange management is performed by the
Traasury Management Department within the approved limits.

The Group takes on exposure to the effects of fluctuations in the prevailing forgign
currency exchange rates on its financial position and cash flows. ALCO sets both
overnight and intra-day positions limits and monitors the level of exposure by
currencies and in total on a daily basis.

The following table, presented in Hong Kong dollars, indicates the concentration of
currency risk at the end of the reporting period.

Uss HKS Euro GBP Other Total

At 31 December 2018
ASSETS
Cash and cash equivaients 227 .5%1,567 36,850,599 140,214 91,8958 6,843,180 271,537,528
Placements with banks and

other financial institutions

between cne and twelve months 134,548,257 20,588,467 9,663,829 26,513,665 191,312,018
Derivative financial instruments 131,172 129,875 1,207 - - 262,344
Financial assets included in

advances and other accounts 14,183,526 1,164,291,114 5,289 458 29,055 197,631 1,183,990,794
Total assets 376,472,522 1,221,860,056 5430,970 0,784,842 33,554,486 1,847,102,884
LIABILITIES
Depesits and balances of banks

and other financial institutions 6,756,489 21,172,896 2723 27,832,168
Deposits from customers 853,988,352 302,688,956 6,248,556 9,940,475 32,909,532 1,205,775,870
Derivative financial instruments 176,078 174,470 1,807 - - 352,155
Other accounts and payable 1,084 466 11,723.130 - - 95,006 12,912,692
Total liabilities 862,015,385 335,759,451 6,250,163 9,940,475 33,007,351 1,246,972,825
Net on-balance shaet position (485,524,863) 886,100,604 ( 819,1B4) ( 155833) 547,135 400,120,859
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5. FINANCIAL RISK MANAGEMENT (continued)

572 Market risk (continued)

521

5.2.2

Currency risk (continued)

Uss HK$ Eurg BP Cther Total
At 31 December 2017
ASEETS
Cash and cash equivalents 229,696,495 73,385,639 239,964 97,382 7,383,052 310,772,522

Placerments with bariks and
other financial institutions
beftween one and twelve months 101,982,856 17,406,125

- 10,226,514 12,586,121 142,201,316
Derivative financial instruments 257,376 242 050 15,063 .

264 514,753

Financial assets included in

advances and other accounts 16,851,407 1,102,409,123 3,020,502 5,183 45,324 1,122,832 539
Total assats 348,787,834 1,183,442,937 3,275,629 10,328,079 20,485,761 1,576,321,140
LIABILITIES
Deposits and balances of banks

and other financial institutions 5,308,665 27,974,231 2,949 33,283,845
Deposits from customers 779,840,037 341,055,338 6,519,638 10,526,818 19,148,144 1,156,887,273
Derivative financial instruments 8,283 7,289 - : 304 16,586
Other accounts and payable 865641 11,139,129 < £ 88,120 12,072,890
Total liabilitiez 785,820,636 380,175,687 6,518,636 10,526,818 18,217,517 1,202,261,284

Net on-balance sheet position ~ {437,032,802) 813,266,250 (3,244,107} _ (1%7.733) 1,268,244 374,059,845

Foreign currency sensitivity

The Group and the Company are mainiy exposed to US dollars. The following shows
the sensitivity analysis on the Group's profit before tax of reasonably possible
movemant in US doliars exchange rates {(i.e., 1 percent depreciation/appreciation of
LIS dollar against HK doliar).

2018 2017
Change in percent Change in percent
+1 -1 +1 -1
HK$ HK$ HK$ HK$
Profit before tax 4,855,429 (4,855,429) 4,370,328 (4,370,328)

Interest rate risk

Cash flow interest rate risk is the risk that the fulure cash flows of a financial
instrument will fluctuaie because of changss in market interest rates. Fair value
interest rate risk is the risk that the value of a financial instrument will fluctuate
because of changes in market interest rates. The Group takes on exposure to the
effects of fluctuations in the prevailing levels of market interest rates on both its fair
value and cash fiow risks. Interest margins may increase as a result of such changes
but may reduce or create lossas in the event that unexpected movements arise.
Limits are set on the level of mismaich of interast rate repricing that may be
undertaken, which is monitored regularly.
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5. FINANCIAL RISK MANAGEMENT (continued)

5.2

53

Market risk (continued)

522

Interest rate risk (continued)

Interest rate sensitivity

The sensitivity analyses below are determined based on the exposure to interest
rates at the reporting date and the stipulated change taking place at the beginning of
the financial year and heild constant throughout the repcrting period. A 10C basis
point change is used when repoiting interest rate risk internally to key management
personnel and represents management's assessment of the possible change in
interest rates.

2018 2017
Change in basis points Change in basis points
+1090 -100 +100 -100
HK$ HK$ HK$ HK$
Profit before tax 3,591,761 (3,591,761) 2,955,848 (2,9685,848)

Liquidity risk

Liguidity risk is the risk that the Group is unabie o meet its payment obligations associated
with its financial liabiiities when they fall due and to replace funds when they are withdrawn.
The consequence may be the failure to meet obligations to repay depositors and fulfil
commitments to lend.

5.3.1

Management of liquidity risk

ALCO is responsible for monitoring the Group's liquidity position through periodic
review of statutory liquidity ratio, maturity profile of assets and liabilities, loan-to-
deposit ratio and inter-bank transactions. Liquidity policy is monitored by ALCO and
reviewed regularly by the Board of Directors of the Company. The Group's policy is
to maintain a conservative level of liquid funds on a daily basis so that the Group is
prepared to meet its obligations when they fall due in the normai course of business,
to satisfy statutery liquidity ratio requirements, and to deai with any funding crises that
may arise. Limits are set on the minimum proportion of maturing funds to be
maintained in erder to meet all the calls on cash rescurces such as cvernight deposits,
current accounts, maturing deposits, loan draw-downs and guarantees, margin calls
and cther calls an cash-settled derivatives. Limits are also set on the minimum level
of inter-bank and other borrowing facilities that should be in place to cover
withdrawals at an unexpected level of demand.
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5. FINANCIAL RISK MANAGEMENT (continued)

53 Liquidity risk (continued)

531

Management of liquidity risk (continued)

The following table details the Group's remaining contractual maturity for its financial
liabilities and derivative financial instruments. The tables below have been drawn up
based on the undiscounted contractual maturities of the financial liabilities including

interest that will accrue to those liabilities.

Less than 1-3 4-12 1-5 Over
1 menth months months years 5 years Undated Total
HKS HXS HK$ HK$ HX$ HKS HK$
Al 31 December 2018
Liakilities
Deposits and balangss
of banks and other
financial institutions 28,031,386 23,031,386
Deposits from
custormers 234,241,402 581,917,185 311,897,822 - - - 1,208,028,413
Other accounts and
payables 2,325,459 1,436,970 1,741,913 643,183 8,767,187 12,912,682
364 566,247 563,354,155 313,639,735 643,183 8,767,167 1,248,97C 491
Deyivative cash flow
Berivative finsncial
instrumants settled
on net basis { 80) - - { B0)
Total outflow [ 28%,599) . - { 288,599)
Total inflow 233,549 - - 288,539
Dierivative financial
instrurnents setiled
Ot gross basis
Total autilow (84,903,622} {117,447 450)(304,393,900) - (486,745,272
Total inflow 64,901,037 117,503,700 305,509,620 - - 437,914,357
Less than 1-3 4-12 1-5 Cver
1 month months months ears 5 years Undated Total
HK$ HKS HK$ HK$ HKXS HK$ HKS$
At 31 Decsmiber 2017
Liailities
Deposits and halances
of banks and other
financial institutions 33,408,758 - - 33,408,756
Deposits frorm
customers 328,277,746 523,833,925 305,459,346 - 1,158,571,017
Otiher accounts and
pavailes 2,225,835 783,676 1,758,215 1,043,690 - 6,261,474 12,072,890
363,912 337 524,617,601 308,217,561 1,043,690 6,261,474 1,204,052 863

Derivativa cash flow
Derivative financial
instruments settled
on net basis
Total outflow < -
Total inflow .

Derivative financial

instruments settled

on gross basis
Total outflow (82,608,052) {140,325,000)(218,011,400)
Total inflov 82,838,422 140,720,040 218,857,840

(440,944 ,452)
- 442 458,302
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31 December 2018

5. FINANCIAL RISK MANAGEMENT (continued)
53 Liquidity risk {continued)

5.3.2 Off-balance sheet items

The tables below summarised the Group's off-balance sheet financial instruments by
maturity based on the remaining period at the end of the reporting period to the

contractual maturity date.

Less than Over
1year 1-5years 5 years Total
HK$ HK$ HK$ HK$
At 31 December 2018
l.oan commitments 61,509,242 - 61,509,242
Guarantee, acceptances and
other financial facilities 6,086,526 6,086,526
Total 67,595,768 - 67,585,768
Less than Qver
1year 1-5years 5 years Total
HKS$ HK$ HK$ HK$
At 31 December 2017
Loan commitments 85,760,772 - - 85,760,772
Guarantee, acceptances and
other financial facilities 5,600,262 - - 5,600,262
Total 91,361,034 - - 91,361,034
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ALLIED BANKING CORPORATION (HONG KONG) LIMITED
HHSRAT (FR)EIRAS

NOTES TO THE FINANCIAL STATEMENTS

31 December 2018

5, FINANCIAL RISK MANAGEMENT (continued)
54 Capital management
The Group has adopted a policy of maintaining a strong capital base to:

« comply with the capilal requirements under the Banking (Capital) Rules of the Banking
Ordinance; and

» support the Group's stability and business growth so as to provide reasonable returns for
members.

Capital adequacy ratio, computed as a ratio of total requiatory capital to the risk-weighted
assel, of the Group was maintained at a level above the required minimum ratio.

Capital adequacy position and the use of regulatory capital are monitored closely by the
Group's management, employing technigues based on the Banking {Capital) Rules. The
required information is filed with the Hong Kong Monetary Authority on a quarterly basis in
the form of a statistical return. The disclosure of capital adequacy and capital base are shown
in Note 11 of Supplementary Financial Information.

The Group has an established capital planning process to assess the adequacy of its capital
to support current and future activitizs. The process states the Group's capital adequacy
goals in relation to risk, taking into account its strategic focus and business plan.

6. FAIR VALUE MEASUREMENT

o

5.1 Fair values of assets and liabilities measured at fair value
Assets measured at fair value as at 31 December 2018:
Fair value measurement using

Quoted prices  Significant  Significant
in active  observable unobsarvahle

market inputs inputs
{Level 1) {Level 2) {Level 3) Total
HK$ HKS HK$ HK$
Recurring fair value measurements
Financial asset
Derivative financial instruments - 262,344 - 262 344
262,344 - 262,244

Non-financial asset
Investment property - - 80,000,000 80,000,000

- - 80,000,000 80,000,000

Total - 252,344 80,000,000 80,262,344
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31 December 2018

6.

FAIR VALUE MEASUREMENT (continued)

6.1

Fair values of assets and liabilities measured at fair value (continued)

Liability measured at fair value as at 31 December 2018:

Fair value measurament using
Quoted prices  Significant  Significant

in active observable unobservable

market inputs inputs
{Level 1) {Level 2) {Level 3) Total
HK$ HKS HK$ HKS
Recurring fair value measurement
Financial liabitity
Derivative financial instruments - 352,155 - 352,155
Assets measured at fair value as at 31 December 2017:
Fair valug measurement using
Quoted prices  Significant  Significant
in active  observable uncbservable
market inputs inputs
{Level 1) (Level 2) (Level 3) Total
HKS HK$ HK$ HK$
Recurring fair value measurements
Financial asset
Derivative financial instruments - 514,753 - 514,783
- 514,753 514,753
Non-financial asset
Investment property - - 70,000,000 70,000,000
- 70,000,000 70,000,000
Total - 514,753 70,000,000 70,514,753
Liadility measured at fair value as at 31 December 2017,
Fair value measurement using
Quoted prices  Significant  Significant
in active observable unobservabie
market inputs inputs
{Leval 1) {Level 2) {Level 3) Total
HK$ HK$ HK$ HK$
Recurring fair value measurement
Financial liability
Derivative financial instruments - 16,586 - 16,586
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31 December 2018

B.

FAIR VALUE MEASUREMENT (continued)

6.1

Fair values of assets and liabilities measured at fair value (continued)

During the year, there were no transfers of fair value measurements between Levei 1 and
Level 2 (2017: Nil) and no transfers into or out of Level 3 (2017: Nil).

Level 2 derivative financial instruments include open foreign exchange spot contracts, foreign
exchange forward and swap contracts. These instruments are valued by either observable
foreign exchange rates, and observable or calculated forward points.

Information about Level 3 fair value measurements

The fair valus of the Group's investment property is dstermingd by adoption of diract
comparison approach by Century 21 Surveyers Limited, an independent professional
gualified valuer. Valuations ware derived on the basis of assuming sale of the property in ifs
axisting state with the benefit of immediate vacant possession and by rmaking reference to
comparable sales transactions as available in the relevant market. In the course of valuation,
reference has besn made to comparable market transactions of properties in the same
development as well as other similar devalopments and taking inte account the general
market frends and other economic factors which may reasonably affect the open market value
of the investment property as at 31 Dacember 2018 and 2017.

The table balow summarisas the valuation technigues used and the significant unobservable
inputs valuation for the investment property hield by the Group:

Fair Value at Valuation

Description 31 December 2018 Technigues Uncbservable Inpui

Investment Property

{Note 17)
Land & Buildings HK$80,000,000 Direct comparison Location:
appreach Commercial centre of

(31 December 2017: Central, predominated
HK$70,000,000) by Class A high rise

commercial building

and skyscrapers

Size:

Gross floor area; 2,615 s.1.

Financial instruments not measured at fair value

Fair values of financial assets included in advances and other accounts are based on
prevailing current interest rates offered for similar financial instruments appropriate for the
remaining term to maturity. The carrying amounts of such financial instruments are not
materially different from their fair values.

Management has assessed that the fair values of cash and cash equivalents, placemants
with banks and other financial institutions, deposits and balances of banks and other financial
institutions, deposits from customers and financial liabiiities included in cther accounts and
payables approximate to their carrying amounts largaly due te the short tarm maturities of
these instruments.
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7. OTHER OPERATING INCOME

Revenue from contracts with customers
Handling fee
Service fee
Commitment charge

Revenue from other sources
Commission income from trade finance
Net gains arising from dealing in foreign currencies

Other income
Commission income from foreign exchange
Rental income
Penalty fee
Others
Gain on change in fair value of investment property (Note 17)
Gain on disposal of property and equipment

2018
HKS

1,754,664
2,084,000
770,920

4,609,584

323,383
216,426

539,809

86,928
1,851,420
306,170
918,215
10,002,000

13,183,733

18,313,126

2017
HK$

2,450,763
1,816,136
757,728

5,024,627

403,832

2,871,613
3,275,445

451,91
1,836,329
661,860
978,569
12,000,000
44,450

15,973,119

24,273,191

Handling fee and service fee are related to income from services provided by the subsidiary. Others

consist of sundry income, insurance referral fee and charges recovered from customers.

B. OPERATING EXPENSES

Employee benefit expense (including directors’ remuneration):
Staff cost
Retirement benefits costs

Depreciation (Note 139)

Auditor's remuneration

Premises and equipment expenses

Loss on disposal of property and equipment

Other operafing expenses

2018
HK$

27,083,006

722,096
1,199,463
1,260,000

847,652

2

4,419,699

35,531,918

2017
HKS

24,885 467
769,724
1,176,015
1,260,000
825,300

4,417,895

33,334,401

Forthe year ended 31 December 2018, the Group had forfeited contributions amounting to HK$25 823
(2017: HK$36,241) available to reduce its contribution to the pension scheme in future years.
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Q. DIRECTORS' REMUNERATION

Directors' remuneration for the year, disclosed pursuant to section 383(1)(a) of the Hong Kong
Companies Ordinance and Part 2 of the Companies (Disclosure of Information about Benefits of

2018 2017
HK$ HKE
Fee - -
Other emoluments:
Salaries and allowances 7,534,478 6,983,598
Pension scheme contributions 26,304 51,233
7,560,782 7,034,831
7,580,782 7,034 831
The key management personnel of the Group comprise directors of the Company.
10. INCOME TAX
2018 2017
HK$ HKS$
Hong Kong profits tax
Current tax 4,851,663 5,350,017
Deferred tax (Note 20) ( 41,910) 489 139

Directors) Regulation, is as follows:

4,809,753 5,849,156

Hong Kong profits tax for the Bank has been provided at the first HK$2,000,000 at the rate of 8.25% and
the remaining at the rate of 16.5% on the estimated assessable profits arising in Hong Kong during the
year.

A reconciliation of the tax expense applicable to profit before tax at the statutory rate to the tax
expense at the effective rate is as follows:

2018 017
HK$ Y% HKS %
Profit before tax 39,600,298 44,286,808
Tax at statutory rate of 16.5% (2017: 16.5%) 8,534,049 16.50 7,307,835 16.50
Tax reiief undar the two-tiered tax regime { 165,000} { 0.42) - -
Income not subject to tax (1,689,544) (4.27) ( 2,012,468) ( 4.54)

Expenses not deductible for tax 309,128 0.78 306,434 0.69
Temporary difference not recognized - - - -
Recognition of praviously unrecoghised

temporary difference { 178,878) (0.45) 247,355 0.867
Tax charge at the Group's effective rate 4,809,753 12.14 5,849,156 13.21
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1. PREFERENCE SHARES DIVIDEND

Dividend amounting to HiK$1,035,000 {2017: HK$1,035,000) has been accrued for preference shares
by the directors.

12. CASH AND CASH EQUIVALENTS

This account consists of the following:

2018 2017

HK$ HK$
Cash and bank balances 48,280,752 81,935,604
Money at ¢all and short notice 223,367,181 228,836,928
271,647,933 310,772,532
Less: allowance for impairment fosses 110,405 -
Cash and cash equivalenis 271,537,528 310,772,532

An analysis of changes in the ECL ailowances for money at call and short notice:

2018

Stage 1 Stage 2 Stage 3 Total
Balance as of 1 January 118,205 - ' - 116,206
2018 {Note 2.2)
Assets derecognized or
repaid during the year (Note {5,801) - - {5,801}
15)
Baiance at 31 December
2018 110,405 - - 110,405

13. PLACEMENTS WITH BANKS AND OTHER FINANCIAL INSTITUTIONS MATURING BETWEEN

ONE AND TWELVE MONTHS
This acsount consists of the following:
2018 2017
HK$ HK$
Placements with banks and financial 191,373,452 142,201,316
institutions
Less: allowance for impairment losses 61,434 -
Placements with banks and financial 191,312,018 142,201,316
institutions

An analysis of changes in the ECL allowances for placement with barks and other financial institutions:

2018
Stage 1 Stage 2 Stage 3 Total

Balance as of 1 January 45,196 - - 45,196
2018 (Note 2.2)

New assets originated or

purchased (Note 15) 16,238 - - 16,238
Balance at 31 December

2018 61,434 - - 61,434
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14. DERIVATIVE FINANCIAL INSTRUMENTS

2018 2017
HK$ HKS$
Forward foreign currency contracts
- Assets 262 344 514,753
- Liabilities (352,155) ( 16,586)

The Group entered into a variety of foreign currency forward contracts to manage its exchange rate
exposures. Atthe end of the reporting period, all derivatives are stated at fair value determined based
on valuation techniques.

The total notional amount of outstanding forward foreign currency contracts to which the Group and
the Company are committed, at the end of the reporting pericd, are as follows:

2018 2017
HK$ HK$
Forward foreign currency contracts 488,200,896 442,456,302

15. CREDIT LOSS EXPENSES/IMPAIRMENT ALLOWANCES

The following table shows the changes in ECL on financial instruments for the year recorded in the
consolidatad statement of profit or loss.

2018
Lifetima Lifetime
12-months expecied expected
expected credit ioss credit loss
credit loss not credit credit Total
impaired impaired
(Stage 1) {Stage 2) (Stage 3)
HK$ HK3$ HKS HK$
Net charge for/(write-back of) credi
loss expenses !
-Advances to customers 191,368 357,503 548 871
-Cash and cash equivalents { 5,801) - ( 5,801)
-Placements with banks and
financial institutions 16,238 - 16,238
201,805 357,503 586,308
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15.

16.

CREDIT LOSS EXPENSES / NET WRITEBACK OF IMPAIRMENT PROVISION (continued)

2017
Individual Collective
impairment impairment Total
allowance allowance
Net charge for/(write-back of} impairment
losses and allowances :
-armounis write-back (132,876) - {132,8786)
-impairment losses 564 - 564
(132,312) - {132,312)
ADVANCES AND OTHER ACCOUNTS
2018 2017
HK3 HK$
Advances to customers 1,179,458,583 1,118,799 637
Less: allowance for impairment losses 767,013 1,914,252
1,178,731,570 1,116,885,385
Other accounts 5,848,441 7,707,715

1,185,580,011

1,124,593,108

Other accounts include HK$5,258,742 (2017: HK$5,8947,154) of financial assets which were

measured at amortised cost.

An analysis of changes in the gross amount of advances to customers is as follows:

2018
Stage 1 Stage 2 Stage 3 Total
HKS HK$ HKS HX$

Gross advances as at 1 January
2015 1,118,665 462 - 134,176 1,118,799,637
Mew loans/financing originated
or purchased 414 441739 563 414,442 302
Loans/financing derecognized or
repaid (353,718,783) (_24,000) (353,742,793)
Transfers to Stage 1 - - -
Transfers to Stage 2 - - -
Transfers to Stage 3 ( 2,000,000) - 2,000,000 -
Total transfer between stages ( 2,000,000) - 2,000,000 -
Written off - - { 563) { 563
Balance at 31 December 2018 1,177,388,408 - 2,110,175 1,179,498,583
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16.

ADVANCES AND OTHER ACCOUNTS (continued)

Movement in impairment allowance on advances and other accounts

2018
Stage 1 Stage 2 Stage 3 Total
Balance as of 31 December
2017 1,914,252
HKFRS 9 transition {1,813,230)
Balance at 1 January 2018 82,770 - 18,252 101,022
New assets originated or
purchased 248,478 248,478
Assets derecognized or repaid
(57,110) (123,060) {180,170)
Transfars to Stage 1 . - -
Transfers to Stage 2 - -
Transzfers to Stage & - -
Change arising from transfer of
stage - - 480,563 480,563
impact on year-end ECL
exposures transferred between
stages during the year - - - -
Racoveries 117,683 117,683
Written-off - (563) (563)
Balance at 31 December 2018 274,138 - 492 875 767,013
Individua! Coliective Total
assessment assessment assessment
HK$ HK$ HKS
Balance at 1 January 2017 24,837 1,886,000 1,820,837
impairment losses 564 - 564
Amounts written-back ( 132,876) (132,876)
Net write-back to profit or loss (132,312) - (132,312)
Amounts recovered 126,291 - 126,291
Armounts written off { 564) - { 564)
125,727 - 125,727
Balance at 31 December 2017 18,252 1,896,000 1,914,252
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16.

17

ADVANCES AND OTHER ACCOUNTS (continued)

Details of the impaired loans are as follows:

Gross impaired loans

Less: Impairment allowances
- stage 3
- individuafly assessed

Net impaired loans

Gross impaired loans as a percentage of gross advances
to customers

INVESTMENT PROPERTY

Carrying amount at # January
Net gain from fair value adjustment (Note 7}

Carrying amount at 31 December

2018
HK$

2,110,175

( 492,875)
N/A

1,617,300

0.18%

2018
HK$

70,000,000

10,000,000

80,000,000

2017
HK$

134,175

N/A
{ 18,252)

115,023

0.01%

2017
HKS$

58,000,000

12,000,000

70,000,000

The Group's invasiment property was revalued on 31 December 2018 by Century 21 Surveyors
Limited, an Independent professional qualified vaiuer, at HK$30,000,000.

The invesiment properly is held for rental purpose.

Rental income of HK$1,836,329 (2017:

HK3$1,788,880) is recognised in the consclidated statement of profit or loss. No operating expenses

arising from the investment property is recognised.

The Group's investment property is situated in Hong Kong and held under the following lease terms:

Long term lease
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31 December 2018

18. OPERATING LEASE ARRANGEMENT
Operating lease — Group as lessor
The Group has entered into a commercial lease for investment property. This non-canceliable leasa
has a term of 2 years with no renawal option included in the contract. There are no restrictions placed
upen the lessee by entering into this lease.

Future minimum lease receivables under non-cancellable operating lease is as follows

2018 2017
HK$ HK$
Within one year 308,570 1,851,420
After one year but not more than five years - 308,670
308,570 2,159,990
19. PROPERTY AND EQUIPMENT
Land and Leasehold  Furniture and Office Mator
buildings  improvements fxdurss gguipment wehicles Total
HK$ HK$ HKS HK$ HiK HK%

COST
At 1 January 2017 45,145,394 1,209,576 1,035,261 2,285,281 332,122 50,011,734
Additions - - - 87.83¢ 712,110 789,710
Disposals - - {  55,368) { 85,088 { 332,122) { 473,478)
At 31 December 2017 and

1 January 2018 45,145,394 1,209,576 983,953 2,286,893 712,110 50,337,968
Additions - - - 132,360 132,360
Disposals - - - { 11,830) - {  11,93D)
At 31 December 2018 45,145,394 1,209,576 983,593 2,407,323 712,110 50,458,398
DEPRECIATION
At 1 January 2017 15,718,454 1,209,567 1,039,324 2,088 822 332122 20,358,389
Previded for the year 965,456 - - 115,611 4,943 1,178,015
Eliminated on disposals - { 55,3565) {84,830 { 332,122) { 472,129)
At 31 December 2017 and

1 January 2018 16,683,910 1,208,567 983,958 2,089,804 84,548 21,082,275
Provided for the year 965,456 . - 91,585 142,422 1,189,453
Eliminated on disposals - - - { 11,928} - (  11,828)
At 31 December 2018 17,649,386 1,209,567 983,956 2,189,551 237,370 22,249,810
MET CARRYING AMOUNTS
At 31 December 2018 27,496,028 ] 37 237,772 474 740 28,208,586
At 31 Decemnber 2017 28,461,484 9 37 156,899 617,162 29,275,691

The Group's land is included in property and equipment with a net carrying amount of HK$24,398,208
(2017: HK$25,254,968).

The Group's premises are situated in Hong Kong and held under the following lease terms:

2018 2017
HK$ HK$ -
Long term lease 27,496,028 28,461,484
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31 December 2018

20.

21.

22.

DEFERRED TAX LIABILITIES

The following are the deferred tax assets/(liabilities) recognised by the Group and
therecn during the current reporting periods.

the movement

Accelerated
tax impairment Tax
depreciation allowance losses Total
HKS HKS HK$ HK$
At 1 January 2017 ( 951,196) 312,840 - ( 638,356)
Deferred tax charged to
profit or loss during the yzar (Note 10) { 499,139} - - { 499,139}
At 31 Dacemnber 2017 (Reported) { 1,450,335) 312,840 - (1,137,495)
impact of adopting HKFRS 9 - (272,552) - { 272,552)
Restated opening balance under HKFRS @
At 1 danuary 2018 { 1,450,335) 40,288 {1,410,047)
Deferred tax cradited to
profit or loss during the year (Note 10} 8,612 33,293 - 41,910
At 31 Decamber 2018 {1,441,723) 73,588 - {1,368,137)

At 31 December 2018, the Group has no estimated unused tax losses (2017: Nil) available for offset

against future profits.
INVESTMENT IN A SUBSIDIARY

2018
HK$

Unlisted shares, at cost 1,000,000

2017
HK$

1,000,000

The wholly-cwned subsidiary, ACR Nominees Limited, is a private limited company incorperated in Hong

Kong. Its principal activities are to provide management and general corporate services.

The total assets and tota! equity reported on the financial statements of the subsidiary are as follows:

2018

HK$

Total assets 23,131,738

Total equity 18,195,660
DEPOSITS FROM CUSTOMERS

2018

HK$

Time, call and notice deposits 1,204,008,801

Demand deposits and
current accounts 1,767,069

2017
HK$

19,820,520
16,329,611

2017
HK$

1,155,124,488

1,763,487

1,205,775,870

1,156,887,973
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23.

SHARE CAPITAL
2018 2017
HK$ HK3
Issued and fully paid:
18,920,925 (2017: 18,820,925} ordinary shares 165,000,000 165,000,000
2,070,000 (2017: 2,070,000) 5% non-cumulative and
non-redeemable preference shares 20,700,000 20,700,000
185,700,000 185,700,000
Note:

1.

The 5% non-cumulative and non-redeemable preference shares ("Preference Shares") shall entitle
the hoiders thereof wpon winding-up to receive in priority to the holders of all other classes of shares
rapaymant of the amount paid up or deemad fo be paid up thereon but not to participate further in
any surplus assets.

In addition, the Praference Shares shall entitle the holders to receive from the profits of the Company
for ezch individus! financial year as a first charge preference dividends at the rate 5% perannum on
the amoun?! of issued Preference Shares ("Capital"), but shall not entitls the holders to participate
furthar in the profils of the Company.

if the Company sustaing a loss for a particular financial year, no preferential dividend will be paid for
that year, o if the profit for that financial year is not sufficient to cover the fuli 5% preferential dividend,
the profit will be paid as preferential dividend in proportion among the haiders of the Capital for the
fime baing paid up on such Preference Shares and the remaining portion of preference dividend will
be treated 33 walved by the holders.

The Preference Shares shall not entitle the holders thereof to vote at any general meeting of
shareholders.
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24, STATEMENT OF FINANCIAL POSITION OF THE COMPANY

information about the statement of financial position of the Company at the end of the reporting period

is as follows:

2018 2017
HK$ HK$
ASSETS
Cash and cash equivalents 269,444,485 309,471,538
Placements with banks and other financial instituticns
maturing between one and twelve months 170,723,551 124,795,191
Derivative financial instruments 262,344 514,753
Advances and other accounts 1,185,129,783 1,123,527,020
Investment in a subsidiary (Note 21) 1,000,000 1,000,000
Investment property 80,000,000 70,000,000
Property and equipment 28,205,588 29,275,691
Total assets 1,734,768,749 1,6568,584,193

LIABILITIES AND EQUITY
LIABILITIES
Deposits and balances of banks and other

financial institutions 27,932,108 33,283,845
Deposits from customers 1,205,775,870 1,156,887,873
Derivative financial instrumenis 352,155 16,586
Other accounts and payables 8,984,587 8,481,981
Current tax liabilities 1,236,592 1,925,783
Deferred tax liabilities 1,363,137 1,137,495

Total liabilities 1,245,649,449 1,201,733,663
EQUITY

Share canpital 185,700,000 185,700,000
Reserves 303,419,300 271,150,530
Total equity 485,119,300 456,850,530

Total liabilities and equity
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24,

25.

Note:
A summary of the Company's reserves is as foliows:

At 1 January 2017

Total comprehensive income for
the year

2017 preference shares
dividend (Note 11)

At 31 Dacember 2017 {Reported)
Impact of adopting HKFRS 9

Rastated opening balance under
HKFRE © at 1 January 2018
Transfer from retainad profits

Profit for the year and total
comprehensive income for
the year
2018 preference shares
dividend (Note 11)

At 31 December 2018

RELATED PARTY TRANSACTIONS

Parent bank:

STATEMENT CF FINANCIAL POSITION OF THE COMPANY (continued)

Outstanding balances with related parties:

Deposits and balances of banks and other financial

institutions

Feliow subsidiaries and affiliates and key personnel:

Cash and cash squivalents

Deposiis and balanceas of banks and other financiat

institutions
Deposits from customers

Investment Collective

General revaluation  impairment Retained
reserve reserve resgve profits Total
HKS$ HK$ HK$ HKS HK$
7,000,000 - 9,101,204 220,736,196 236,837,400
35,348,130 35,348,130
- - - 1,035,000y ( 1,035,000)
7,000,060 - 9,101,204 255,049,326 271,150,530
. - 1,379,276 1,379,276
7,000,000 - 9,101,204 256,428,602 272,529,808
- - 1,651,828 ( 1,651,828) -
. 31,924,494 31,924 494
- - { 1,035,000} { 1,035,000}
7,000,000 - 10,753,032 285,666,268 303,419,300
2018 2017
HK$ HK$
2,943,152 2,503,970
£1,958 97,383
1,128,774 1,068,124
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467,197,570

460,912,920

The above-mientionad outstanding balances arose from the ordinary course of business. The interest
rates charges to, and by, relaied parties are at normal commerciai rates. There have been no
guaranteas provided or received for any related parly receivables or payables. For the ended 31
December 2018, the Group has not recorded any impairment relating to amounts owed by relatad
parties (2017: Nil},

The remuneration of directors during the year is disclosed in Note 9 to the financial statements.
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26.

27.

LOANS TO OFFICERS

No loans were granted to officers by the Company during the year pursuant to section 383(1)(d) of
Hong Kong Companies Ordinance and Part 3 of the Companies (Disclosure of Information about
Benefits of Directors) Regulation.

OFFSETTING OF FINANCIAL ASSETS AND LIABILITIES

HKFRS 7 requires the Group o disclose information about rights of offset and related arrangements
(such as collateral posting requirements) for financial instruments under enforceable master netting
agreements or similar arrangements. The effects of these arrangements are disclosed in the tables
below.

31 December 2018

Effect of remaining rights of
set-off {including rights to set-
Net amount  off financial collateral) that

Financial Gross amounts presanted do not meet HKAS 32 offsetting
assets/illabliities) offsetin in statement criteria
recogniged at  Gross carrying accordance with of financial Fair value of
end of reporting amounts (before  the offsetting position Financlal financlai  Met exposure
period by type oifsetting) critarla [a-b] instruments collateral [c-d]
[a] [b] Ic] [d] [o]
Derivative financial assets 262,344 - 262,344 262,344 - -
Derivative inancial liabilities {352,155} - {352 155) 262,344 - (288,311)

31 December 2017

Effact of remaining rights of
set-off (including rights to sat-
MNet amount  off financlal coliateral) that

Financlal Gross amounts prasentad do not meet HKAS 32 offgetting
assets/(liabilities) offset in In statement, criteria
recognised at Gross carrying accordance with of financlal Fair value of
end of reporting amounts (hefore  the offsetting position Financial financial Net exposure
period by type offsetting) criteria [a-b] instruments collateral [e-d]
[a] [b] [ [d] [e]

Derivative financial assets 514,753 - 514,753 16,586 - 483,167
Derivative financal liabilities (18,586) - (15,586) (18,588) - -
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28. OFF-BALANCE SHEET EXPOSURES

(a) Contingent lighilities and commitments

)

The following is a summary of the contractual amounts of each significant class of contingent
liability and commitment:

2018 2017

HK$ HK$

Trade-related contingancies 6,086,526 5,600,262
Other commitments:

With an original maturity of under one year or

which are uncenditionally cancellable 81,508,242 85,760,772

67,595,768 91,361,034

Aggregate credit risk weighted amount 722,900 999,870

Contingent liabilities and commitments are credit-related instruments which insiude
acceptances, letters of credit, guarantees and commitments to extend credit. The contractual
amounts represent the amounts at risk should the contract be fully drawn upon and the client
defaults. Since loan commitment to the borrower can be unconditionally cancellable, loan
commitment is not considered as the componant of EAD for calculation of ECL.

Derivatives financial instrumenis

The replacement costs and credit risk weighted amounts of the derivatives financial
instrument of the Group are as follows:

2018 2017
Credit risk Credit risk
Replacement weighted Replacement weighted
cost amount cost amount
HK$ HKS HKS HK$
Exchange rate contracts 1,225,915 1,221,585 1,515,854 1,188,083

The replacerment cosis and credit risk weighted amounts of the derivatives financial
instrument do not take into account the effects of bilateral netting arrangements.
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29,

30.

RETIREMENT BENEFITS PLAN

The Company participates in both a defined contribution scheme which is registered under the
Occupational Retirement Scheme Ordinance {the "ORSO Scheme") and a Mandatory Provident Fund
Scheme (the "MPF Scheme") established under the Mandatory Provident Fund Ordinance in
December 2000. The assets of the schemes are held separately from those of the Company, in funds
under the control of trustees. Employees who were members of the ORSO Scheme prior to the
establishment of the MPF Scheme were offered a choice of staying within the ORSO Scheme or
switching to the MPF Scheme, whereas all new employees joining the Company are offered a one-
off choice to join the MPF Scheme or the ORSO Scheme.

For members of the MPF Scheme, the Company contributes 5% of relevant payroll costs to the
Scheme, which contribution is matched by the smployee.

The ORSO Scheme is funded by menthiy contributions from both employees and the Company at 5%
and 7% of the employee's basic salary respectively, depending on the length of service with the
Company.

APPROVAL OF THE FINANCIAL STATEMENTS

The financial statements were approved and authorised for issue by the board of directors on
26 April 2019.
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UNAUDRITED SUPPLEMENTARY FINANCIAL INFORMATION

FOR THE YEAR ENDED 31 December 2018

The basis of consoiidation for regulatory purposes is different from the basis of consolidation for accounting
purposes. The subsidiary of the Company is included within the accounting scope of consolidation but not
included within the regulatory scope of consolidation. The unaudited supplementary financial information
regarding corporate governance, risk management, segmental information, average liquidity ratio, foreign
currency position, overdue and rescheduled assets, capital, repossessed assets and international claims
disclosed pursuant to Banking (Disclosure) Rules issued by the Hong Kong Monetary Authority as follows:

1. CORPORATE GOVERNANCE

In addition to Board of Directors Meetings, there are several governance committees formed under
the Board of Directors. The roles, functions and composition of these key committees are as foliows:

(i

{ii}

(i)

{iv)

Executive Committee - responsible for reviewing and confirming all credit approvals. The
members include the directers of the Board of the parent bank and other directors.

Credit Risk Management Committee - responsible for evaluation and monitoring of lending-
related activities, reviewing existing credit limits and industry limits and managing the lending
portfolic and overall credit risk of the Group. It comprises two non-executive direciors, the
Chief Executive, two Alternate Chief Executives, who are also Head of Treasury and Head of
Operation and Senior Managers of Credit.

Asset and Liability Management Committee ("ALCO") - responsible for managing the Group's
assets and liabilities on a functional basis. The Committee directs the Group's overall
acquisition, allocation and pricing of funds, within the established target/guidsiines, while
managing and monitoring the overali treasury risk exposure. It comprises two non-executive
directors, the Chief Exscutive, two Alternate Chief Executives, who are also the Head of
Treasury and Head of Operation, the Senior Managers of Credit and the Heaad of Marketing
and the Compliance Officer.

The Audit Commitiee is an oversight body monitoring the internal control framework, risk
management systems and financial reports. The Committee consists of three non-executive
directors, two of whorn are independent non-executives.

Remuneration Committee

The Remuneraticn Committee of the Company comprises one non-executive director and
one independent non-executive director. The Remuneration Committee was formed in June
2010 and mestings shall bs held a3 a need basis.

The guiding principles for the remuneration framewark of the Company are consistent with its
ethical values, objectives, strategies and control environment and are as follows:

{(a) Simplicity in providing appropriate compensation to its employees for the services they
provide to the company;

(b} Fairness in its conduct to attract and retain employees with skills required to effectively
manage the operations and growth of the business;
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1.

CORPORATE GOVERNANCE (continued)

(v}

{vi)

Remuneration Committee {continued)

(c) Alignment of values in the management of its remuneration system to motivate employees
to perform in the best interests of the Campany and its stakehalders;

{(d) Transparency in the appropriate leve! of the organisation with specific regard to the
remuneration of senior management who are responsible for oversight of the business
strategy, key personnet whose duties involve the assumption of material risk on behalf of
the Company; and

() Ensure aleva! of equity and consistency across its branch and subsidiaries and the Group
as a whole.

The major roles and functions of the Company's Remuneration Committee are as follows:

(a) Making recommeandations to the Board of Directors in respect of remuneration packages
for the Company's senior management and key personne! in cases where the approval
authority for such remuneration packages rests solely with the Board;

(b) Ensuring that a regular, at least annual, review of the Company's remunaration system
and its operations, which includes an assessmeant of consistancy with the guidelines, is
conduzstzd independanily of managament;

(¢) Revisw and approve performance-based remuneration by reference to corporate goals
and chjactives resolved by the Board from tima to timse,

(d) Review and approve the compensation payable to Executive Directors and senior
management in connection with any loss or termination of their office or appointment to
ensure that such compensation is determined in accordance with relevant contractual
terms and that such compensation is otherwise fair and not excessive for the Company;
and

{e) To ensure that no director (executive or non-executive) cr any of his/her associates is
involved in deciding his/her own remuneration.

Managers' Committee - respansible for managing day to day operation. The members consist
of Chief Executive, two Alternate Chief Executives, who are also the Head of Treasury and
Head of Operation, all department heads and the Compliance Officer.

The terms of reference of the Commitiess, together with all the policies within the corporate
governance scheme, are subject fo review as necessary in order to cope with the latest development
in the Banking industry as well as other changes in the regulatory environment. In addition, the
Company is committed to maintain high standards of corporate governance practices and has fully
complied with the module set out in the Supervisory Policy Manual entitled "Corporate Governance of
Locally Incorporated Authorised Institutions” issued by the Hong Kong Monetary Authority on 3 August
2042 throughout the financial year ended 31 December 2018.
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2. RISK MANAGEMENT

The Board of Directors (the “Board”) has the overall responsibility for the management of all types of
risk exposures. In the delivery of its responsibility, the Board has established specialised committees
to identify, measure, monitor and control different types of risks. The Board or the appropriate
specialised committees review and approve policies and procedures for the identification,
measurement, control and monitoring of both financial and non-financial risks. Such policies and
procedures are reviewed by the relevant committees or senior management on a regular basis.

(i

(ii)

{iii)

Capital management

The Group has adopted a pelicy of maintaining a strong capitai base to support its business
growth. Capital adequacy ratio, computed as a ratio of total regulatory capital to the risk-
weighted asset, of the Group was maintained at a level above the required minimum ratio.

Operaticnal and legal risk

Operational risk is the risk of unexpected losses attributable to human error, sysiems failures,
fraud, or inadequate internal controls and procedurss.

Executive directors, department heads, external legal counseis, and internal auditors
coliaborate to manage operational and legal risks through proper human resources policies,
delegation of authorities, segregation of duties, and timely and accurate management
information. Senior management and the Audit Committee are accountabie o the Board for
maintaining a strong and disciplined control environment to provide reasonable assurance
that the operational and legal risks are prudently managed.

A comprehensive contingency plan is available to ensure that key business functions continue
and normal operations are restored effectively and efficiently in the event of business
interruption.

Reputation rigk
Reputation risk is the risk to earnings or capital arising from negative public opinion.

Reputation risk is managed by ensuring proper and adequate communications and public
relation efforts o foster the reputation of the Group. A risk management mechanism guided
by the senior management inciuding executive directors and senior managers has been
established to manage the media exposure, handle customers' and cther relevant parties’
compiaints and suggestions, and to ensure that new business activities and agents acting on
the Group's behaif do not jeopardise the Group's reputation.

3. SEGMENTAL INFORMATION

The Company's total operating income, profit before taxation, total assets, tota! liabiiities and
contingent liabilities and commitments are derived predominantly from Hong Kong.
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3. SEGMENTAL INFORMATION (continued)

The Company's gross advances to customers analysed and reported by industry sectors are as foliows:

2018 2017
% of Gross % of Gross
advances advances
covered coverad
HK$'000 by coliateral HK$000 by collateral
Loans for use in Hong Kong
Manufacturing 250,137 99.52% 214,443 99.44%
Building & construction
Property investment 240,048 100% 270,957 100%
Civii engineering works 3,490 100% 3,852 100%
Wholesale and retail trade 266,887 99.85% 269,021 99.78%
Transport and transport equipmeant 19,621 100% 20,837 100%
Hotels, boarding houses & catering 32,500 100% 7,685 100%
Information technology 51,239 100% 35,307 100%
Electricity and gas
Non-stockbroking companies & individuais
For the purchase of shares — others 53,646 100% 55,080 100%
Others 7,540 100% - -
Professional & private Individuals
Loans for the purchase of other
residential properties 108,293 100% 106,508 100%
Leans for other husiness purpose 11,167 100% 14,787 100%
Loans for other private purpose 56,392 99.80% 65,062 99.79%
Trade finance 25,448 100% 17,338 100%
Loans and advances for use cutside Hong Kong
Non-bank Mainland China exposures
{Companies and individuals outside China
where the credit is granted for use
in China 18,000 100%
Loans for use cutside Hong Kong 33,804 100% 36,983 100%

1,179,212 1,117,849

The advances are predominantly made to customers in Hong Kong. No geographicai analysis is
disclosed as the Company derives the majority of its income from its commercial banking business
where the customers’ principal operations are in Hong Konag.
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UNAUDITED SUPPLEMENTARY FINANCGCIAL INFORMATION
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3. SEGMENTAL INFORMATION (continued)
Non-Bank Mainland China Exposures

The following table illustrates the disclosure required to be made in respact of the Company's Mainland
China exposures to non-bank counterparties:

As at 31 December 2018

Types of Counterparties On-balance Off-balance Total
sheet exposure shee! exposure exposures
HK$ '000 HK$ '000 HK$ '000

PRC nationals residing outside Mainland China
or entities incorporated outside mainland
China where the credit is granted for use in

Mainland China 18,047 - 18,047
Total 18,047 . 18,047
Total assets after provision 1,733,117
On-balance sheet exposures as percentage of 1.04%

total assets

As at 31 December 2017

Types of Counterparties On-balance Off-balance Total
sheet exposure  sheet exposure exposures
HK$ ‘000 HK$ '000 HKS$ ‘000

PRC nationals residing outside Mainland China

or entities incorporated outside mainland

China where the credit is granted for use in

Mainland China : - -
Total ; < .
Total assets after provision 1,858,584
On-balance sheet exposures as percentage of

total assets 0%

4, Pillar 3 Reguiateory Disclosures

The Pillar 3 regulatory disclosures for 2018 which are prepared in accordance with the Banking
(Disclosure} Rules and disclosure templates issued by the HKMA can be found under the “Regulatory
Disclosures” Section on the company’s website at www.abchkt.com.hk.
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5. LIQUIDITY INFORMATION

2018 2017

% %

Average liquidity maintenance ratio

— First quarter 4521 44.59

- Second quarter 46.76 47.23

— Third quarter 45.02 4712

— Fourth quarter 4423 44,66

The Liquidity Ratio specified under section 102 of the Banking Ordinance, which was repiaced by the
liquidity maintenance ratio ("LMR") on 1 January 2015. LMR was complied in accordance with the
Banking (Liquidity} Rules issued by the HKMA with effective from 1 January 2015 for the
implementation of the Base! il capital framework.

6. LEVERAGE RATIO
2018 2017
% %
Leverage ratio 2360 23.09

To comply with the Banking (Disclosure) Rules, all additional information in relation to the Company's
leverage ratio are published by using the standard disclosure templates, as specified by the HKMA
under the "Reguiatory Disclosures” Section on the Bank's website at www.abchkl.com.hk

7 COUNTERCYCLICAL CAPITAL BUFFER RATIO

The CCyB ratio is an additionaf layer of CET1 Capital which takes effect as an extension of the Base! [ii
capitai conservation buffer.

The Company has reserved a capital buffer for the implementation of CCyB ratio, inclusive of CCyB ratio
of 1.875%, to the private sector credit exposures in Hong Kong that has been applied since 1 January
2016.

The following table illustrates the geographical breakdown of risk-weighted amounts {*RWA") in relation
to private sector credit exposures:

Applicable  Total RWA used CCyB CCvB
JCCyBratio in computation ratio amount
Jurisdiction (J) in effect of CCyB ratio
% HKS$ ‘000 % HK$ '000

As at 31 December 2018

Hong Kong 1.875 1,107,196
Oti]ers 0 0

Total - 1107196
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7. COUNTERCYCLICAL CAPITAL BUFFER RATIO (continued)
Applicable  Total RWA used CCyB CCyB
JCCyBratio in computation ratio amount
Jurisdiction (J) in effect of CCyB ratio
% HK$ ‘000 % HKS$ ‘000

As at 31 December 2017

Hong Kong 1.25 1,045,124

Others ¢ 0

Total - 1,045,124 1.25 13,064
8. CAPITAL CONSERVATION BUFFER RATIO

Undar section 3M of the Banking (Capital) Rules, the capital conservation buffar ratio for calculating the
Company's buffer level is 1.875% for 20186 and 1.25% for 2017.

9. FOREIGN CURRENCY POSITION
2018
AUD CAD EUR GBR JFY NZD SGD Uso
HK$'000 HKHOCO HKFOOL  HEKFOO0  HKEFGGE  HKPOOD  HKI000  HKE'oND
Spot assets 19,420 9,638 5431 o787 284 4,232 B 376,497
Spot liabilities (19,241) {8,825) (6.249) (9,240) { 248} (3,834) - (861,884)
Forward purchased - - 1,334 - - - 486,867
Forward sales - - (1,182} - - . - ( 1337)
Net long/{short) position 179 i1 { 666) { 153) 36 338 . 143
2047
AUD CAD EUR GBP JPY NZD SGD uso
HK$'000 HK$000 HK$000  HKECCO  HK$OOO  HKFOL0  HKEO00  HKS'000
Spot assets 4,088 10,479 3,281 10,329 631 4,388 . 348,807
Spot liabilities (4,501 {10,413} (6,520) (10,527) { 242) {4,061) - (785,812)
Forward purchased - - 3,223 - 541 - 433,692
Forward sales - - - - { 895 . = ( 3,751
Nat leng/(short) position 487 66 { 18) { 198) 35 327 - _2,064)
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10.

1.

OVERDUE AND RESCHEDWULED ASSETS
As a percentage
of total advances

2018 2017 2018 2017
HK$'000 HK3'000
Advances to customers overdue for
more than 3 months and up to 6 months 4,495 . 0.39% 0.00%
more than & months and up to 1 year - 0.00% 0.00%
over 1 year - 0.00% 0.00%

Rescheduled advances o customers - 0.00% 0.00%

1| H" |l"ll I' L

4,495
Fair value of coliateral held in respect of
the overdue advances 5,400
individual impairment allowance made in
respect of the overdue advances 480

The analysis of overdue advances and impaired advances is as follows:

2018 2017
HK$'000 HK$'000
Advances to customers overdue for more than 3 months 4,495
Rescheduled advances to cusicmers - -
4 485 -
Add: impaired advances which are not overdue or rescheduled 110 134
Advances which are overdue iess than 3 months but
not impaired 2,202 15,049
Total overdue advances and impaired advances 8,807 15,183
CAPITAL DISCLOSURES

The Company has adopted the foundation basic approach (BSC approach) to calculate the credit risk
capital charge for all on-balance sheet exposures and off-baiance sheet exposures. The Company
has adopted the standardised (market risk) (ST approach) to calculate the market risk capital charge
for foreigh exchange and interest rate exposures. The Company has adopted the standardised
(operational risk) STO approach to calculate the minimum capital charge for operational risk.

The capital ratios of the Company as at 31 December 2018 and 31 December 2017 and reported to
the Hong Kong Monetary Authority are as follows:

2018 2017
CET1 capital ratio 28.05% 28.19%
Tier 1 capital ratic 28.62% 28.95%
Total capital ratio 31.07% 31.20%
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1. CAPITAL DISCLOSURES (continuad)

The compenents of the Company's total capital base after deductions used in the calculation of the
above capital ratios as at 31 December 2018 and 31 December 2017 and reported to the Hong Kong
Monetary Authority are as follows:

2018 2017
HK$'000 HK$'000
Category | — Common equity Tier 1 ("GET1) Capital
CET1 capital instruments 185,000 165,000
Retained earnings 285939 255,049
Disclosed reserves ___ 1,000 7,000
CET1 Capital before deductions 457,939 427,049
CET1 Capital: regulatory deductions
Cumulative fair value gaing arising from the revaluation of land and
Buildings 53,655 43,555
Deferred tax assets in excess of deferrad tax liabilities - -
Total reguiatory deductions to CET1 Capital 53,555 43,555
CET1 Capital after deductions 404 384 383,494
Category Il — Additional Tier 1 Capital
Additional Tier 1 capital instruments issued and share premium if any
(sukiect to phase out arrangements from AT1 Capital) 8,280 10,350
Additionat Tier 1 Capital 8,280 10,350
Tier 1 Capital after deductions 412,664 393,844
Category Ill — Tier 2 Capital
Reserve attributable to fair value gains on revaluation of holdings of
land and buildings 24 100 19,600
Collective provisions 11,199 10,997
Tier 2 Capital 35,299 30,597
Total Capital Base 447 963 424 441

To comply with the Banking (Disclosure) Rules, a section "Regulatory Disclosures” will be available
on the company's website at www.abchkl.com.bik on 30 Aprl 2019 and include the foliowing
information :

- A detailed breakdown of the Company's capital base and reguiatory deductions, using the
standard template as specified by the Hong Kong Monetary authority.

- A reconciliation of capital components to the Company's balance sheet, using the standard
tempiate as specified by the Hong Kong Monetary Authority.

- A description of the main features and the full terms and conditions of the Company's issued
capital instruments. ,
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12. INTERNATIONAL CLAIMS

The Company's country risk exposures in the tables below are prepared in according to the location
and types of the counterparties as definred by HKMA under the Banking (Disclosure) Rules with
reference ioc the HKMA's Return of International Banking Statistics. International claims are on-
balance sheet exposures to counterparties based on the location of the counterparties after taking
into account the transfer of risk, and represent the sum of cross-border claims in all currencies and
local claims in foreign currencies. International ciaims attributable to individual countries or areas not
less than 10% of the Company's total international claims, after recognised risk transfer, are shown
as follows:

Non-bank Private Sector

Non-bank Non-financial

Official Financial Private
Banks Sector Institutions Sector Cthers Total
HK$'000 HK$'000 HKS$'000 HK$'000 HK$'000 HK$'000

As at 31 December 2018

Counterparty country/
jurisdiction

Developed countries 179,751 - = - - 179,751

Offshore countries 254 264 - . 1,185,609 - 1,439,873

| - of which: Hong Kong 190,106

F

1,120,884 - 1,310,990

Developing Eurcpe - -

Developing Latin America and
Caribbean - - -

Develeping Africa and Middie East - - -
Deveioping Asia and Pacific 7,875 - - - - 7,875
International Organisations . . - - -

Unallocated . - - : . -

Total 441,880 . - 1,185,608 - 1,627,498
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12.

INTERNATIONAL CLAIMS {continued)

As at 31 December 2017

Counterparty country/
jurisdiction

Developed countries

Qffshore countries

Banks
HK$'000

Official
Sector
HK$'000

Non-bank Private Sector

Non-bank
Firancial
Institutions
HK$'000

Nan-financial

Private
Sector Others
HK$'000 HK$'000

Total
HK$'000

203,439

224,082

18

58

1,125,797 ¥

203,457

1,340,937

| - of which: Hong Kong

168,951

58

1,027,811 -

1,226,820 |

Developing Europe

Developing Latin America and
Caribbean

Developing Africa and Middle East
Deveioping Asia and Pacific
International Organisations

Unallocated

Total

7.829

435,350

76

1,125,797

7,828

1,661,223
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13.

14.

SENIOR EXECUTIVE COMPENSATION

The Remuneration Commitiee annually reviews and Board of Directors approves the remuneration
packages of the Chief Exacutive, members of the senior managemeant and key personnel. The
aggregate payouts for these § (2017: 6) senior executives for 2018 are shown in the table below in
accordance with the disciosure requirement of 3.2.3 of the "Guideline on a Sound Remuneration
System" issued by the Hong Kong Monetary Authority in March 2010.

Fixed Remuneration Variable Remuneration Award of Deferred
Salaries Cash Bonus Variable Remuneration
2018 2017 2018 2017 2018 2017
HK$'C00 HKS'000 HK$'000 HKS$'0C0 HK$'000 HK$'0C0
10,988 10,232 Nii Mil Nil Mil

inciuded in the above table of the senior executives compensation were the emoluments of 1 director
{2017: 1 director). The directors’ emoluments have been included in Note 9 fo the financial statements.

In determining the remuneration packages of the Chief Exscutive, senior management, and key

personnel, the Remuneration Committee takes into account individual performances of respective
divisions and departments, and the Company's overall business goais and objectives.

STATEMENT OF COMPLIANCE

The Company has fully complied with the applicable disclosure requirements of the Banking
(Disclosure) Rules.
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