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Consolidated Income Statement

00000000000O0DOoDoon
for the year ended 31 December 2016

2015

ooo

HK$'000

oooo Interest income 6 816,314 838,496
oooo Interest expense 7 (325,672) (248,168)
ooooo Net interest income 490,642 590,328
ooocooono Net premiums earned 8 315,004 378,613
oooo Other income 9 213,104 142,826
oooo Operating income 1,018,750 1,111,767
ODMoo0moooao Net claims (incurred)/written back 8 (4,066) 7,583
oooooo Net commission expenses 8 (116,959) (83,368)
oooo Operating expenses 10 (276,693) (266,648)
Oooooooooo Operating profit before impairment 621,032 769,334
ooooog Write-back of loan impairment allowances 13 713 242
ooooo Profit before taxation 621,745 769,576
oo Taxation 14(a) (17,761) (44,424)
ooooao Profit for the year 603,984 725,152

0148023800 0000000000000 0OO  The notes on pages 148 to 238 are an integral part of these consolidated
financial statements.
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ooooooo
Consolidated Statement of Comprehensive Income

0000000000DO0DooOon
for the year ended 31 December 2016

ooooo Profit for the year 603,984 725,152
ooooooo Other comprehensive income:
O00ooO0ooooooo Items that are or may be reclassified
ooao subsequently to profit or loss:
ooooooo Available-for-sale securities:
—00000mooOooo — net unrealised gains/(losses) 733 (111,566)
—O0O0ooooooooao — fair value changes transferred to
ooo income statement on disposal 12 (122,970) (129,989)
— oo — tax effect 14(b) 20,024 39,927
oooooo Cash flow hedges:
—O000Oooooocooo — fair value changes transferred to
income statement - 3,242
— 0o — tax effect - (535)
oooooooooo Other comprehensive loss for the year,
ooooo net of tax (102,213) (198,921)
Ooooooooo Total comprehensive income
for the year 501,771 526,231

0148023800 00000000000000OO  The notes on pages 148 to 238 are an integral part of these consolidated
financial statements.
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Jgoogood

Consolidated Statement of Financial Position

0ooDoO0oDooOoono
as at 31 December 2016

2015
ooo
HK$'000
OO ASSETS
ooooooo Cash and short-term funds 16 23,815,671 21,007,367
ooooooo Interest and remittance receivables 17 359,409 326,778
oooooo Derivative financial instruments 18 245,097 473,403
oooooo Loan portfolio, net 19 9,533,961 11,502,312
ooooo Investment securities:
—Oooood — available-for-sale 20(a) 6,977,677 6,638,367
—O0oooo — held-to-maturity 20(b) 9,931,665 10,274,001
00o0ooooooooon Prepayments, deposits and other assets 22 359,809 87,239
oooo Fixed assets 23 18,527 26,630
ooooo Reinsurance assets 26 146,027 128,653
oooo Total assets 51,387,843 50,464,750
oo LIABILITIES
oooo Interest payable 24 218,153 170,853
oooooooooo Accounts payable, accrued expenses
oooo and other liabilities 25 5,228,393 4,795,423
oooooo Derivative financial instruments 18 1,702,859 1,821,927
oooooo Current tax liabilities 14(b) 94,745 129,153
oooooo Deferred tax liabilities 14(b) 16,660 37,093
oooo Insurance liabilities 26 1,048,550 978,845
ooooooo Debt securities issued 27 34,233,467 33,463,211
oooo Total liabilities 42,542,827 41,396,505
oo EQUITY
ooooooooo Capital and reserves attributable
oooo to the equity holders:
0o Share capital 28 2,000,000 2,000,000
oooo Retained profits 5,023,307 5,251,052
oooo Contingency reserve 1,739,389 1,632,660
ooooo Fair value reserve 82,320 184,533
oooo Total equity 8,845,016 9,068,245
ooooooo Total liabilities and equity 51,387,843 50,464,750

oooooooooOoOOOOOOO0O0O0O000a

2017.

ooo Norman T. L. Chan ooo Raymond L. C. Li
00000000 Deputy Chairman and Executive Director [0 0 00000  Executive Director and Chief Executive Officer

014802380 0000000000000000

financial statements.
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Notes to the Consolidated Financial Statements
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Basis of preparation

The consolidated financial statements of The Hong Kong Mortgage
Corporation Limited (Company) and its subsidiaries (collectively
the Group) have been prepared in accordance with Hong Kong
Financial Reporting Standards (HKFRSs) which is a collective
term and includes all applicable individual Hong Kong Financial
Reporting Standards (HKFRS), Hong Kong Accounting Standards
(HKASSs) and Interpretations) issued by the Hong Kong Institute
of Certified Public Accountants, accounting principles generally
accepted in Hong Kong and the requirements of the Hong Kong
Companies Ordinance.

The consolidated financial statements have been prepared under
the historical cost convention, as modified by the revaluation
of available-for-sale investment securities, financial assets and
financial liabilities (including derivative financial instruments)
carried at fair value.

The accounting policies and the methods of computation used
in the preparation of these consolidated financial statements are
consistently applied to all the years presented, unless otherwise
stated.

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

2.1. Adoption of HKFRSs

@)

New and amended standards effective on 1 January
2016

The following amendments to HKFRSS effective in 2016
are relevant to the Group:

o Amendments to HKAS 1 “Disclosure Initiative”;

. Amendments to HKAS 16 and HKAS 38
“Clarification of Acceptable Methods of
Depreciation and Amortisation”; and

° “Annual Improvements to HKFRSs 2012-2014
Cycle”.

The amendments to HKFRSs effective in 2016 have no
material impact on the Group.

New standards and amendments issued but not yet
effective

A number of new standards and amendments to
standards are effective for annual periods beginning
after 1 January 2016, and have not been applied in
preparing these consolidated financial statements.
None of these is expected to have a significant effect
on the consolidated financial statements of the Group,
except the following set out below:
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HKFRS 9 “Financial Instruments” addresses
requirements for classification, measurement
and derecognition of financial assets and
financial liabilities, introduces new rules for
hedge accounting and a new impairment model
for financial assets. It replaces HKAS 39 “Financial
Instruments: Recognition and Measurement”.
HKFRS 9 retains but simplifies the mixed
measurement model and establishes three
primary measurement categories for financial
assets: amortised cost, fair value through other
comprehensive income (FVOCI) and fair value
through profit or loss. The basis of classification
depends on the entity’s business model and
the contractual cash flow characteristics of
the financial asset. Debt instruments currently
classified as available-for-sale financial assets
would appear to satisfy the conditions for
classification as at FVOCI based on the Group's
business model and the contractual cash
flow characteristics of the instruments. Debt
instruments currently presented as held-to-
maturity financial assets and loan portfolio
would appear to satisfy the conditions for
classification as at amortised cost based on the
Group’s business model and the contractual
cash flow characteristics of the financial assets.
Investments in equity instruments are required
to be measured at fair value through profit or
loss with the irrevocable option at inception
to present changes in fair value in other
comprehensive income without the possibility to
recycle these results to the income statement.
A significant portion of the Group’s available-for-
sale equity instruments would be classified as at
FVOCI.
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There is now a new expected credit losses
model that replaces the incurred loss impairment
model used in HKAS 39. It applies to financial
assets classified at amortised cost, debt
instruments measured at fair value through other
comprehensive income, lease receivables, loan
commitments and certain financial guarantee
contracts. The Group is currently refining its
impairment loss estimation methodology to
quantify the impact on its financial statements.

For financial liabilities there were no changes
to classification and measurement except for
the recognition of changes in own credit risk
in other comprehensive income, for liabilities
designated as at fair value through profit or loss.
Classification of financial liabilities will remain
largely unchanged for the Group.

HKFRS 9 relaxes the requirements for hedge
effectiveness by replacing the bright line
hedge effectiveness tests and adopting a
more principles-based approach. It requires
an economic relationship between the hedged
item and hedging instrument and for the hedged
ratio to be the same as the one management
actually use for risk management purposes.
Contemporaneous documentation is still required
but is different to that currently prepared under
HKAS 39. The Group expects that the current
hedge relationships would qualify as continuing
hedges under HKFRS 9.

The new standard also introduces expanded
disclosure requirements and changes in
presentation. These are expected to change the
nature and extent of the Group’s disclosures
about its financial instruments particularly in the
year of the adoption of the new standard.
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The standard is effective for accounting periods
beginning on or after 1 January 2018 with early
adoption permitted. The Group plans to adopt
the standard when it becomes effective in 2018
without restating comparative information and
is gathering data to quantify the potential impact
arising from the adoption.

HKFRS 16 “Leases” sets out the principles for
the recognition, measurement, presentation and
disclosure of leases. The standard introduces
a single lessee accounting model and requires
a lessee to recognise assets and liabilities for
all leases with a term of more than 12 months,
unless the underlying asset is of low value. A
lessee is required to recognise a right-of-use
asset representing its right to use the underlying
leased asset and a lease liability representing its
obligation to make lease payments. HKFRS 16
will result in almost all leases being recognised
on the statement of financial position as the
distinction between operating and finance leases
is removed. HKFRS 16 substantially carries
forward the lessor accounting requirements
in HKAS 17. Accordingly, a lessor continues to
classify its leases as operating leases or finance
leases, and to account for those two types of
leases differently.

The standard will affect primarily the accounting
for the Group’s operating leases. As at the
reporting date, the Group has non-cancellable
operating lease commitments of HK$29,753,000
(Note 30). The Group is yet to assess the full
impact of the standard on its financial position
and results of operations. The standard is
mandatorily effective for annual periods
beginning on or after 1 January 2019. At this
stage, the Group does not intend to adopt the
standard before its effective date.

DodoO00oO0O0oO0oOoOoooag There are no other HKFRSs that are not yet effective
OODO0O0O00OOoOoOoOoooo that would be expected to have a material impact on
ooooo the Group.
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2.2. Consolidation

The consolidated financial statements include the financial
statements of the Company and all its subsidiaries made up
to 31 December 2016.

Subsidiaries are all entities (including structured entities
used for issuing mortgage-backed securities, namely HKMC
Funding Corporation (1) Limited and Bauhinia MBS Limited)
over which the Group has control. The Group controls
an entity when the Group is exposed to, or has rights to,
variable returns from its involvement with the entity and
has the ability to affect those returns through its power over
the entity. Subsidiaries are fully consolidated from the date
on which control is transferred to the Group. They are de-
consolidated from the date that control ceases.

Inter-company transactions, balances and unrealised gains
on transactions between group companies are eliminated.
Unrealised losses are also eliminated unless the transaction
provides evidence of impairment of the asset transferred.
Accounting policies of the subsidiaries have been changed
where necessary to ensure consistency with the policies
adopted by the Group.

When the Group loses control of a subsidiary, it is accounted
for as a disposal of the entire interests in that subsidiary,
with a resulting gain or loss being recognised in profit or loss.

In the Company’s statement of financial position, the
investment in the subsidiaries is stated at cost less provision
for impairment allowances. The results of the subsidiaries
are accounted for by the Company on the basis of dividends
received and receivable.
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2.3.

2.4,

Interest income and expense

Interest income and expense are recognised in the income
statement for all interest bearing financial instruments using
the effective interest method.

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

Once a financial asset or a group of similar financial assets
has been written down as a result of an impairment loss,
interest income is recognised using the rate of interest
used to discount the future cash flows for the purpose of
measuring the impairment loss.

Other income other than those arising from
insurance and guarantee contracts under Note 2.22

(@) Feeincome

Fees are generally recognised on an accrual basis
when the service has been provided. Upfront
arrangement fees that are an integral part of the
effective interest rate are recognised as an adjustment
to the effective interest rate in determining interest
income on the loans.
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2.5.

(b) Dividend income

Dividend income is recognised when the right to
receive payment is established.

Financial assets

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

(@) Financial assets at fair value through profit or loss

This category has two sub-categories: financial assets
held for trading, and those designated as at fair value
through profit or loss at inception. A financial asset is
classified as held for trading if acquired principally for
the purpose of selling in the short term or if it is part
of a portfolio of identified financial instruments that
are managed together and for which there is evidence
of recent actual pattern of short-term profit-making.
Derivatives are also categorised as held for trading
unless they are designated as hedges.

A financial asset is typically classified as fair value
through profit or loss at inception if it meets the
following criteria:

(i)  the designation eliminates or significantly
reduces a measurement or recognition
inconsistency (sometimes referred to as an
accounting mismatch) that would otherwise arise
from measuring the financial assets or financial
liabilities or recognising the gains and losses on
them on different bases; or
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(i) a group of financial assets and/or financial
liabilities is managed and its performance is
evaluated on a fair value basis, in accordance
with a documented risk management or
investment strategy, and this is the basis on
which information about the financial assets and/
or financial liabilities is provided internally to the
key management personnel; or

(i) ~ financial assets, such as debt securities held,
containing one or more embedded derivatives
which significantly modify the cash flows, can be
designated at fair value through profit or loss.

Loans and receivables

Loans and receivables are non-derivative financial
assets with fixed or determinable payments that are
not quoted in an active market and for which the
Group has no intention of trading immediately or in the
short term.

Held-to-maturity

Held-to-maturity investments are non-derivative
financial assets with fixed or determinable payments
and fixed maturities that the Group’s management has
the positive intention and ability to hold to maturity.
Where the Group sold or reclassified held-to-maturity
assets (i) other than due to an isolated event that is
beyond the Group’s control, is non-recurring and could
not have been reasonably anticipated by the Group,
such as a significant deterioration in the issuer’s
creditworthiness or (i) other than an insignificant
amount of held-to-maturity assets, the entire category
would be reclassified as available-for-sale.
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Available-for-sale

Available-for-sale investments are non-derivative
financial assets that are either designated in this
category or not classified in any of the other categories.
Available-for-sale investments are those intended to
be held for an indefinite period of time, which may be
sold in response to needs for liquidity or changes in
interest rate, exchange rate or market prices. They are
initially recognised at fair value including direct and
incremental transaction costs. They are subsequently
held at fair value.

Financial assets are initially recognised at fair value
plus transaction costs for all financial assets not
carried at fair value through profit or loss. Financial
assets carried at fair value through profit or loss are
initially recognised at fair value, and transaction costs
are expensed in the income statement.

Available-for-sale financial assets and financial assets
at fair value through profit or loss are subsequently
carried at fair value. Loans and receivables and held-
to-maturity investments are carried at amortised
cost using the effective interest method. Gains and
losses arising from changes in the fair value of the
“financial assets at fair value through profit or loss”
category are included in the income statement in the
period in which they arise. Unrealised gains and losses
arising from changes in the fair value of available-
for-sale financial assets are recognised in other
comprehensive income and accumulated in equity (fair
value reserve), until the financial asset is derecognised
or impaired at which time the cumulative gain or
loss previously accumulated in equity is reclassified
to income statement. However, interest calculated
using the effective interest method is recognised in
the income statement. Dividends on available-for-
sale equity instruments are recognised in the income
statement when the entity’s right to receive payment is
established.
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If an asset measured at fair value has a bid price and
an ask price, the price within the bid-ask spread that is
most representative of fair value in the circumstances
shall be used to measure fair value. If there is no active
market for a financial asset, the Group establishes fair
value by using valuation techniques. These include
the use of recent arm'’s length transactions, reference
to other instruments that are substantially the same,
discounted cash flow analysis and other valuation
technigues commonly used by market participants.

The Group may choose to reclassify financial assets that
would meet the definition of loans and receivables out of the
available-for-sale categories if the Group has the intention
and ability to hold these financial assets for the foreseeable
future or until maturity at the date of reclassification.

Reclassifications are made at fair value as of the
reclassification date. Fair value becomes the new cost or
amortised cost as applicable, and no reversals of fair value
gains or losses recorded before reclassification date are
subsequently made. Effective interest rates for financial
assets reclassified to loans and receivables and held-to-
maturity categories are determined at the reclassification
date.
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2.6. Impairment of financial assets

Assets carried at amortised cost

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

° significant financial difficulty of the issuer or
obligor,

. a breach of contract, such as a default or
delinguency in interest or principal payments;

o the Group granting to the borrower, for economic
or legal reasons relating to the borrower’s
financial difficulty, a concession that the Group
would not otherwise consider;

. initiation of bankruptcy proceedings or other
financial reorganisation,

. the disappearance of an active market for that
financial asset because of financial difficulties; or
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. observable data indicating that there is a
measurable decrease in the estimated future
cash flows from a group of financial assets since
the initial recognition of those assets, although
the decrease cannot yet be identified with the
individual financial assets in the group, including:

— adverse changes in the payment status of
borrowers in the group; or

— economic conditions that correlate with
defaults on the assets in the group.

The Group first assesses whether objective evidence
of impairment exists individually for financial assets
that are individually significant. For exposures which
are not individually significant, the Group will assess
impairment either individually or collectively. 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
impairment. Assets that are individually assessed
for impairment and for which an impairment 10ss is
or continues to be recognised are not included in a
collective assessment of impairment.

If there is objective evidence that an impairment
loss on loans and receivables or held-to-maturity
investments carried at amortised cost has been
incurred, the amount of the loss is measured as the
difference between the asset’s carrying amount and
the present value of estimated future cash flows
(excluding future credit losses that have not been
incurred) discounted at the financial asset’s original
effective interest rate. The carrying amount of the asset
is reduced through the use of an allowance account
and the amount of the loss is recognised in the income
statement. If a loan or held-to-maturity investment has
a variable interest rate, the discount rate for measuring
any impairment loss is the current effective interest
rate determined under the contract.

160 The Hong Kong Mortgage Corporation Limited Annual Report 2016



oooooobooooooo
o0oooooooooooo
oooooocooooooao
ooooooOooooooo
oooooooooooooo

0ooooooooooon
goooooooooboDboo
ooooooooooooo
oooooocoOoooooo
ooooooOooooooo
goooooooooooo
oood

oopooooooooooo
oooooocooooooao
oooooocoOoooooo
ooooooooooooo
oooooooooooao
ooooooobooooo
ooooooooooooo
ooooooooooooao
oooooocoOoooooo
ooooooooooooo
ooooooooooo

o0oooooooooooo
ooooooooooooo
oooomoooocooao
oooocooooooomao
oooooocooooooo
ooooooooooooo
oooooooboooobooo
ooooooo

oooooocoOoooooao
ooooooooooooo
ooooooooooooo
o0oooooooooooo
oooooocooooooo
oooooocooooooao
ooooooooooo

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

For the purposes of a collective evaluation of
impairment, financial assets are grouped on the basis
of similar credit risk characteristics which are relevant
to the estimation of future cash flows for groups of
such assets by being indicative of the debtors’ ability
to pay all amounts due according to the contractual
terms of the assets being evaluated.

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

Estimates of changes in future cash flows for groups
of assets should reflect and be directionally consistent
with changes in related observable data from period
to period which are indicative of changes in the
probability of losses in the group and their magnitude.
The methodology and assumptions used for estimating
future cash flows are reviewed regularly by the Group
to reduce any differences between loss estimates and
actual loss experience.

When a loan is uncollectable, it is written off against
the related allowance for loan impairment at the
discretion of the Credit Committee. Such loans
are written off after all the necessary procedures
have been completed and the amount of the loss
has been determined. Subsequent recoveries of
amounts previously written off decrease the amount
of the allowance for loan impairment in the income
Statement.
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If, in a subsequent period, the amount of the
impairment loss decreases and the decrease can be
related objectively to an event occurring after the
impairment was recognised, the previously recognised
impairment loss is reversed by adjusting the allowance
account. The amount of the reversal is recognised in
the income statement.

Assets classified as available-for-sale investments

The Group assesses at the end of each reporting period
whether there is objective evidence that an available-
for-sale investment or a group of available-for-sale
investments is impaired. For debt securities, the Group
uses the criteria referred to in (a) above. In the case
of equity investments classified as available-for-sale,
a significant or prolonged decline in the fair value of
the security below its cost is also evidence that the
assets are impaired. If any such evidence exists for
available-for-sale financial assets, the cumulative loss
— measured as the difference between the acquisition
cost and the current fair value, less any impairment
loss on that financial asset previously recognised in
income statement — is removed from equity and
recognised in the income statement. If, in a subsequent
period, the fair value of the instrument classified as
available-for-sale increases and the increase can be
objectively related to an event occurring after the
impairment loss was recognised in income statement,
the impairment loss to the extent of such change is
reversed through the income statement.

Renegotiated loans

Loans that are either subject to collective impairment
assessment or individually significant and whose terms
have been renegotiated are treated as renegotiated
loans.
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2.7. Financial liabilities

Financial liabilities are classified into two categories: financial
liabilities at fair value through profit or loss and other
financial liabilities. All the financial liabilities are classified at
inception and recognised initially at fair value.

Debt securities issued in the statement of financial position
include (i) notes issued under the Debt Issuance Programme
(DIP), (i) notes offered to retail investors through the placing
banks in standalone retail bond issues and under the Retail
Bond Issuance Programme (RBIP) and (iii) notes issued
under the Medium Term Note (MTN) Programme.

These notes are initially designated as either (i) financial
liabilities at fair value through profit or loss or (ii) other
financial liabilities.

The notes (including those issued with embedded derivative
instruments) designated as at fair value through profit or loss
upon initial recognition are carried at fair value, with changes
in fair value being recorded in the income statement. Those
notes which are designated as hedged items under a fair
value hedge are adjusted for the fair value changes subject
to the risk being hedged.

The notes designated as other financial liabilities are initially
recognised at fair value, which is the fair value of the
consideration received, net of transaction costs incurred.
The notes are subsequently stated at amortised costs; any
difference between proceeds net of transaction costs and
the redemption value is recognised in the income statement
over the period of the debt securities using the effective
interest method.

On redemption/repurchase of the notes, the resulting gains
or losses, being the difference between the redemption/
repurchase amount and the carrying amount, are recognised
in the income statement in the period in which the
redemption/repurchase takes place.
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2.8.

2.9.

Recognition and de-recognition of financial
instruments

Purchases and sales of financial assets at fair value through
profit or loss, available-for-sale and held-to-maturity
investments are recognised on the trade date, the date on
which the Group purchases or sells the assets. Loans and
receivables are recognised when cash is advanced to the
borrowers. Financial assets are derecognised when the
rights to receive cash flows from the financial assets have
expired or where the Group has transferred substantially all
risks and rewards of ownership.

Financial liabilities at fair value through profit or loss
and debt securities issued are recognised on the trade
date. Other financial liabilities are recognised when such
obligations arise. Financial liabilities are derecognised from
the statement of financial position when and only when the
obligation specified in the contract is discharged, cancelled
or expired.

Derivative financial instruments and hedge
accounting

Derivatives are initially recognised at fair value on the date
on which a derivative contract is entered into and are
subseqguently remeasured at their fair value. Fair values are
obtained from market prices in active markets, including
recent market transactions, and valuation techniques,
including discounted cash flow models and options pricing
models, as appropriate. All derivatives are carried as assets
when fair value is positive and as liabilities when fair value
is negative. Interest receivables and payables arising from
derivatives are separately presented in the statement of
financial position.

The best evidence of the fair value of a derivative at initial
recognition is the transaction price (i.e. the fair value of the
consideration given or received).

Certain derivatives embedded in other financial instruments
are treated as separate derivatives when their economic
characteristics and risks are not closely related to those of
the host contract and the host contract is not carried at fair
value through profit or loss. These embedded derivatives are
measured at fair value with changes in fair value recognised
in the income statement.
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The method of recognising the resulting fair value gain or
loss depends on whether the derivative is designated as a
hedging instrument, and if so, the nature of the item being
hedged. The Group designates certain derivatives as either:
(i) hedges of the fair value of recognised assets or liabilities
or firm commitments (fair value hedge); or, (ii) hedges of
highly probable future cash flows attributable to a recognised
asset or liability, or a forecast transaction (cash flow
hedge). Hedge accounting is used for derivatives designated
in this way provided certain criteria are met.

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

(@) Fair value hedge

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

If the hedge no longer meets the criteria for hedge
accounting, the adjustment to the carrying amount of
a hedged item for which the effective interest method
is used, is amortised to income statement over the
period to maturity.

(b) Cash flow hedge

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

Amounts accumulated in equity are recycled to the

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

(c) Derivatives not qualified as hedges for accounting
purposes

Derivative instruments entered into as economic
hedges that do not qualify for hedge accounting are
held at fair value through profit or loss. Changes in the
fair value of any derivative instrument are recognised
immediately in the income statement.

2.10.0ffsetting financial instruments

2.11.

Financial assets and liabilities are offset and the net amount
reported in the statement of financial position when there is
a legally enforceable right to offset the recognised amounts
and there is an intention to settle on a net basis or realise
the asset and settle the liability simultaneously. The legally
enforceable right must not be contingent on future events
and must be enforceable in the normal course of business
and in the event of default, insolvency or bankruptcy of the
Company or the counterparty.

Repossessed assets

Repossessed collateral assets are accounted as assets held
for sale and reported in “Other assets” and the relevant
loans are derecognised. The repossessed collateral assets
are measured at lower of carrying amount and fair value less
costs to sell.
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2.12.Segment reporting

Operating segments are reported in a manner consistent
with the internal reporting provided to the chief operating
decision maker. The chief operating decision maker is the
person or group that allocates resources to and assesses
the performance of the operating segments of an entity. The
Group has determined the Chief Executive Officer as its chief
operating decision maker.

2.13.Foreign currency translation

(@)

(b)

Functional and presentation currency

Items included in the financial statements of each
of the Group’s entities are measured using the
currency of the primary economic environment in
which the entity operates (functional currency). The
consolidated financial statements are presented in
thousands of units of Hong Kong dollars (HK$'000),
which is the Company’s functional and the Company’s
and the Group’s presentation currency.

Transactions and balances

Foreign currency transactions are translated into the
functional currency using the exchange rates prevailing
at the dates of the transactions. Foreign exchange
gains and losses resulting from the settlement of
such transactions and from the translation at period-
end exchange rates of monetary assets and liabilities
denominated in foreign currencies are recognised in
the income statement.
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Monetary items denominated in foreign currency are
translated with the closing rate as at the reporting
date. Non-monetary items measured at historical cost
denominated in a foreign currency are translated with
the exchange rate as at the date of initial recognition;
non-monetary items in a foreign currency that are
measured at fair value are translated using the
exchange rates at the date when the fair value was
determined.

In the case of changes in the fair value of monetary
assets denominated in foreign currency classified
as available-for-sale, a distinction is made between
translation differences resulting from changes in
amortised cost of the security and other changes in the
carrying amount of the security. Translation differences
related to changes in the amortised cost are
recognised in profit or loss, and other changes in the
carrying amount, except impairment, are recognised in
other comprehensive income.

Translation differences on non-monetary financial
instruments held at fair value through profit or loss
are reported as part of the fair value gain or loss.
Translation differences on non-monetary financial
instruments classified as available-for-sale financial
assets, are included in the fair value reserve in equity.

2.14.Fixed assets

Fixed assets are stated at historical cost less accumulated
depreciation and impairment losses. Historical cost includes
expenditure that is directly attributable to the acquisition of
the items.

Subsequent costs are included in the asset’s carrying amount
or are recognised as a separate asset, as appropriate,
only when it is probable that future economic benefits
associated with the item will flow to the Group and the cost
of the item can be measured reliably. The carrying amount
of the replaced part is derecognised. All other repairs and
maintenance are charged to the income statement during
the financial period in which they are incurred.
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Depreciation is calculated using the straight-line method
to allocate their cost to their residual values over their
estimated useful lives.

Leasehold improvements — over the unexpired period of the lease
Furniture and fixtures over the unexpired period of the lease

computer 3years
Office equipment 3years
Motor vehicle 4 years

The assets’ residual values and useful lives are reviewed,
and adjusted if appropriate, at the end of each reporting
period.

Gain and loss on disposal is determined by comparing
proceeds with carrying amount. It is included in the income
Statement.

2.15.Impairment of investment in subsidiaries

Impairment testing of the investment in a subsidiary is
required upon receiving a dividend from that subsidiary if
the dividend exceeds the total comprehensive income of the
subsidiary concerned in the period the dividend is declared
or if the carrying amount of the subsidiary in the Company’s
statement of financial position exceeds the carrying amount
of the subsidiary’s net assets including goodwill in the
consolidated statement of financial position.
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2.16.Current and deferred tax

The tax expense for the period comprises current and
deferred tax. Tax is recognised in the income statement,
except to the extent that it relates to items recognised in
other comprehensive income or directly in equity. In this
case, the tax is also recognised in other comprehensive
income or directly in equity.

Current tax is calculated on the basis of the tax rates enacted
or substantively enacted at the end of the reporting period.

Deferred tax is provided in full, using the liability method,
on temporary differences arising between the tax bases
of assets and liabilities and their carrying amounts in
the consolidated financial statements. Deferred tax is
determined using tax rates that have been enacted or
substantially enacted by the end of the reporting period and
are expected to apply when the related deferred tax asset is
realised or the deferred tax liability is settled.

Deferred tax assets are recognised where it is probable
that future taxable profits will be available against which
the temporary differences can be utilised. Deferred tax is
provided on temporary differences arising from investment
in the subsidiary, except where the timing of the reversal
of the temporary difference is controlled by the Group and
it is probable that the difference will not be reversed in the
foreseeable future.

Deferred tax related to fair value re-measurement of
available-for-sale investments and cash flow hedges, which
are charged or credited directly to other comprehensive
income, is also credited or charged directly to other
comprehensive income and is subsequently recognised in
the income statement together with the deferred gain or
loss.
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2.17.Employee benefits

(@ Employee leave entitlements

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

Employee entitlements to sick leave, maternity or
paternity leave are recognised when the absence
occurs.

(b)  Bonus plans

The Group recognises a liability and an expense
for bonuses, based on a formula that takes into
consideration the profit after certain adjustments.
The Group recognises a provision where contractually
obliged or where there is a past practice that has
created constructive obligations.

(c) Pension obligations

The Group offers a mandatory provident fund scheme
and a defined contribution scheme, the assets of which
are generally held in separate trustee — administered
funds. These pension plans are generally funded by
payments from employees and by the Group.

The Group’s contributions to the mandatory provident
fund scheme and defined contribution scheme are
expensed as incurred.

2.18.Provisions

Provisions are recognised when the Group has a present
legal or constructive obligation as a result of past events
where it is more likely than not that an outflow of resources
will be required to settle the obligation, and the amount has
been reliably estimated.

Where the effect of the time value of money is material,
provisions are measured at the present value of the
expenditure expected to be required to settle the obligation
using a pre-tax rate that reflects current market assessments
of the time value of money and the risks specific to the
obligation.
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2.19.Leases

(@)

Operating leases

Leases in which a significant portion of the risks and
rewards of ownership are retained by the lessor are
classified as operating leases. The Group entered into
operating leases primarily as lessee. Payments made
under operating leases (net of any incentives received
from the lessor) are charged to the income statement
on a straight-line basis over the period of the lease.

When an operating lease is terminated before the
lease period has expired, any payment required to be
made to the lessor by way of penalty is recognised as
an expense in the period in which termination takes
place.

Finance leases

Leases of assets where the Group has substantially all
the risks and rewards of ownership are classified as
finance leases. The Group entered into finance leases
primarily as lessor. Finance leases are capitalised as
receivables at the lease’s commencement at the lower
of the fair value of the leased property and the present
value of the minimum lease payments. The difference
between the gross receivable and the present value
of the receivable is recognised as unearned finance
income. Lease income is recognised over the term
of the lease using the net investment method, which
reflects a constant periodic rate of return. Hire
purchase contracts having the characteristics of a
finance lease are accounted for in the same manner as
finance leases. Impairment allowances are accounted
for in accordance with the accounting policies set out
in Note 2.6.
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2.20.Cash and cash equivalents

2.21.

For the purposes of the statement of cash flows, cash and
cash equivalents comprise balances with less than three
months’ maturity from the date of acquisition, including
cash and balances with banks that are readily convertible to
known amounts of cash and are subject to an insignificant
risk of change in value.

Financial guarantee contracts

Financial guarantees are contracts that require the Group
to make specified payments to reimburse the holder for
a loss it incurs because a specified debtor fails to make
payments when due, in accordance with the terms of a debt
instrument.

Financial guarantee contracts are accounted for as insurance
contracts in accordance with the accounting policies set out
in Note 2.22 (b).

2.22.Insurance and other guarantee contracts

(@ Mortgage insurance contracts

The mortgage insurance business under the Mortgage
Insurance Programme of the Group is accounted for
on the annual accounting basis. Under the annual
accounting approach, the Group makes provisions
based on credible estimates of future income and
outgoings to determine the underwriting result for the
current accounting period. The underwriting result
includes any adjustments arising from the correction of
the previous estimates.

Gross premiums represent direct business written
through Authorized Institutions (Als) as defined in
accordance with the Banking Ordinance during an
accounting period. The gross premiums after deduction
of discounts and refunds, include the reinsurance
premiums to be paid to the approved reinsurers, the
risk premiums and servicing fees earned by the Group.
The net premiums are recognised as income on a
time-apportioned basis during the time the insurance
coverage is effective.
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Unearned premiums represent that portion of net
premiums written which are estimated to relate to risks
and services subsequent to the end of each reporting
period.

Provisions are made for outstanding claims, claims
incurred but not reported and loss reserve at the end
of each reporting period. For risk-sharing business,
50% or 75% of the net risk premiums earned in a year
depending on the respective product is set aside
as a Ccontingency Reserve for a period of time in
accordance with relevant regulatory guidelines and as
considered appropriate by the directors. Withdrawals
from the Contingency Reserve can be made to meet
excess claims at any time during the period. At the
end of the reporting period, the unutilised balance of
the Contingency Reserve can be released to retained
profits.

Reinsurance contracts refer to contracts entered into
by the Group with reinsurers under which the Group
is compensated for 10sses on one or more insurance
contracts issued by the Group. Benefits to which
the Group is entitled under its reinsurance contracts
held are recognised as reinsurance assets. These
assets consist of claims recoverable from reinsurers
and receivables that are dependent on the expected
claims and benefits arising under the related reinsured
insurance contracts. Amounts recoverable from or
due to reinsurers are measured consistently with the
amounts associated with the reinsured insurance
contracts and in accordance with the terms of
each reinsurance contract. Reinsurance assets are
primarily premiums for reinsurance contracts and are
recognised as an expense.

A reinsurance asset is impaired if there is objective
evidence, as a result of an event that occurred after
initial recognition of the reinsurance asset, that the
Group may not receive all amounts due to it under the
terms of the contract, and the impact on the amounts
that the Group will receive from the reinsurer can be
reliably measured.

commissions are recognised in the income statement
as incurred.
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Other guarantee and insurance contracts

The Group provides financial guarantees for loan
facilities provided to eligible small and medium
enterprises (SMES) and non-listed enterprises, in
return for a guarantee fee, insurance coverage on
reverse mortgage loans provided to elderly people and
on lump-sum loans provided to owners of properties
of subsidised housing schemes primarily for land
premium settlement, in return for an insurance
premium.

The Group will assess if its recognised liabilities are
adequate on each reporting date, using the current
estimates of future cash flows under these contracts.
If the assessment shows that the carrying amount of
its guarantee and insurance liabilities are inadequate
in the light of the estimated future cash flows, the
shortfall shall be recognised in the income statement.

50% of the guarantee fee earned and 75% of the
insurance premium earned in a year is set aside
as a contingency Reserve for a period of time in
accordance with relevant regulatory guidelines and as
considered by directors to be appropriate. Withdrawals
from the Contingency Reserve can be made to meet
excess claims at any time during the period. At the
end of the reporting period, the unutilised balance of
the Contingency Reserve can be released to retained
profits.

2.23.Dividend distribution

Dividend proposed or declared after the end of each
reporting period is disclosed as a liability in the period in

which the dividends are approved by shareholders.
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3.

Financial risk management

3.1. Strategy in using financial instruments

The major activities of the Group are (i) to purchase portfolios
of mortgages or loans; (i) to raise financing for its purchase
of assets through issuance of debt securities; (ii) to provide
mortgage insurance cover to Als in respect of mortgage
loans originated by such Als and secured on residential
properties in Hong Kong; (iv) to provide financial guarantee
cover to Als in respect of loans originated by such Als to
SMEs and non-listed enterprises in Hong Kong; (v) to provide
insurance cover to Als in respect of reverse mortgage loans
originated by such Als to elderly people; (vi) to provide
insurance cover to Als in respect of lump-sum loans to
owners of properties of subsidised housing schemes for
land premium settlement; and (vii) to operate a centralised
microfinance platform to support microfinance loans. By
their nature, the Group’s activities are principally related to
the use of financial instruments including cash, loans, debts
and derivatives.

The Group's activities expose it to a variety of financial
risks and those activities involve the analysis, evaluation,
acceptance and management of some degree of risk
or combination of risks. The Group manages the risks
in a prudent manner in sustaining the Group’s financial
performance.

The Corporate Risk Management Committee is set up at
corporate level to provide oversight of the enterprise-wide
risk matters including financial and non-financial risks.
The policies and limits for various risks are monitored and
reviewed regularly by various management committees,
including the Credit Committee, Asset and Liability
Committee (ALCO), Transaction Approval Committee (TAC)
and Operational Risk Committee (ORC) which report to the
Corporate Risk Management Committee.
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goooo ooocoo oooo
oooo ooo ooo
gooo Over QOver Over gooo goo
Upto 1monthto 3 months 1yearto Over  Non-interest oo
1month 3 months to 1 year 5 years 5 years bearing Total
goo oo goo goo gooo goo ooo
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
0000000000000 Asat31December 2016
oo Assets
ooooooo Cash and short-term funds 5007139 12916172 5,762,665 - - 69,695 23,815,671
ooooooo Interest and remittance receivables - - - - - 359,409 359,409
ooooon Derivative financial instruments - - - - - 245,097 245,097
oooooo Loan portfolio, net 9,469,814 33,185 8,142 22,588 232 - 9533961
ooooo Investment securities:
—Qooo — available-for-sale - 1445290 2016905  1,134,99% - 238048 6,977,617
—Qoooo — held-to-maturity 155,806 299968 2,284,802 4063715 3,127,374 - 9.931,665
000000000000 Prepayments, deposits and
other assets 307,955 - - - - 51,854 359,809
oooo Fixed assets - - - - - 18,527 18,527
goooo RelnsUrance assets - - = - = 146,027 146,027
oooo Total assets 15,000,714 14,694,615 10072514 5221299  3127,606 3,271,095 51,387,843
oo Liabilities
oooo Interest payable - - - - - 218,183 218,183
0ooooooooo Accounts payable, accrued expenses
oooo and other liabilities 5,095,356 - - - - 133037 5228393
gooooo Derivative financial instruments - - - - - 1702859 1702859
oooooo Current tax liabilities - - - - - 94,745 94,745
oooooo Deferred tax liabilities - - - - - 16,660 16,660
oooo Insurance liabiltties - - - - - 1,048550 1,048,550
ooooooo DeDt securities issued 5769091 83857902 8464300 7,660,354 3481820 - 34,233,467
oooo Total liabilities 10,864,447 8857902 8464300 7,660,354 3481820 3214004 42,542,827
ooooooooon* Total interest sensitivity gap* 4,136,267 5836713 1608214 (2,439,055  (354,214)
O00000mMOOD00  Interest rate derivatives
ooooo (notional amounts of net position) ~~ (7,735,888)  (12,331,156) 8,453,000 7,582,576 2,390,750
* 00000oDoOOoOoooOoOoo * before the repricing effect of derivative financial instruments

00o0oooooooo on the debt securities issued.
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ooooa noooo pooo
gooo goo ooo
gooo QOver Qver QOver gooo ooo
Upto 1 month to 3months Tyearto Over  Non-interest
1month 3months t01year 5Yyears 5years bearing
goo 0oo gooo ooo gooo ooo
HKS'000 HKS'000 HKS'000 HKS'000 HKS'000 HKS'000
0000000000000  Asat3!December 2015
oo Assets
goooooo Cash and short-term funds 4,362,986 8,265,000 8,300,438 - - 78,943 21,007,367
ooooooo Interest and remittance receivables = = = - - 326,778 326,178
0oo0ooo Derivative financial instruments = = = = = 473,403 473403
gooooo Loan portfolio, net 11,425,841 36,035 12,784 27,406 206 - 11,502,312
ooooo Investment sectriies:
—oooo — available-for-sale 601873 1,365,585 810218 1,521,601 - 233909 6,638,367
—0000o — held-to-maturity 176,973 232,505 51128 5,241,407 4,071,988 - 10,274,001
o0ooooooooooo Prepayments, deposits and
other assets 45958 - - - - 41,281 87,239
ooono Fived assets - - - - - 2,630 26,630
goooo Reinsurance assets - - - - = 128,653 128,653
gooo Total assets 16,613,631 9,899,125 9,674,568 6,790,414 4,072,234 3414778 50,464,750
oo Liabilities
gooo Interest payable = = = - - 170,853 170,853
0oooooooon Accounts payable, accrued expenses
0000 and other liabilities 477,601 - - - - 7182 4,795,423
00o0ooo Derivative financial instruments - - - - - 1821927 1821927
0ooooo Current tax ligbilities - - - - - 129153 129153
oooooo Deferred tax liabilities - - - - - 37093 37,093
oooo Insurance liabiliies - - - - - 978,845 978,845
ooooooo Debt securities issued 7,030,867 9,016,8% 6,690,366 7,563,986 3161136 - 33463211
gooo Total liabilities 11,748,468 9,016,856 6,690,366 7,563,986 3,161,136 3215693 41,396,505
goooooooo® Total interest sensitivity gap* 4,865,163 882,269 2,984,202 (173,572) 911,098
00000mMOo000a Interest rate derivatives
noooo (notional amounts of net position) (5,080,017 (12,685,001) 6,668,761 1,172,025 2,049,360
* ooboooboOooooOoo * before the repricing effect of derivative financial instruments

00o00o0ooo0oooo on the debt securities issued.
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() OOODOOOOOMmmMO (i)  Derivative cash inflows/(outflows)
oo

goooo ooooa oooo
gooo ooo ooo
gooo Over Over Over gooo

Upto 1monthto 3 months 1 year to Over 0o
1 month 3 months to 1 year EH 5 years Total
000 0oo 000 000 0oo 000
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000

0000000000000 — Asat31December 2016

oooooooo Derivative financial
ooooooo instrument settled:
—oooo — on net basis (3,207) (8,013) 38,676 (29,801) (54,991) (57,336)
—DOo0o — 0N gross hasis
gooo Total outflow (571,927)  (5,045,173) (21,651) (711,097) (1,153,575  (7,503,423)
0ooo Total inflow 556,450 3,669,019 33,581 712533 1022219 5993802

(18,684)  (1,384,167) 50,606 (28,365) (186,347)  (1,566,957)

goooo ooooa oooo
gooo oo ooo
oooao QOver QOver QOver good

Upto 1 month to 3months 1yearto QOver oo

1 month 3months 10 1year 5years 5years Total
ooo ooo aoo ooo 0oo ooo
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000

0000000000000 Asat31December 2015

0ooooooo Derivative financial
ooooooo instrument settled:
—00ooo — 0n net basis (1,232) (60) 10,130 (2,397) - 6,441
—0o0o — 0N gross basis
gooo Total outflow (2,935923) (4,127,509 (1,893,649) (5,09,754) (758326)  (14812,61)
gooo Total inflow 2,860,597 3,958,892 1,936,884 3,741,106 665,498 13162,977

(76,558 (168,677) 53,365 (1,358,045) (92828) (1,642,743
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(b)) OOOOO (b)  Maturity analysis
Do00oO00O0O0oO0oOoOoooan The table below analyses the assets and liabilities into
00000000 O0OoOoOoaQ relevant maturity groupings based on the remaining
ooooooo period at the end of the reporting period to the

contractual maturity date.

goooo boooo oooo
oooo ooo 0oo
oooo oooo Over (g Over 0000

Repayable Upto 1monthto 3 months 1yearto Over oog jaal
ondemand  1month 3 months to1year 5 years 5years  Undated Total
0oo 0oo ooo ooo ooo ooo ooo ooo
HK$'000  HK$'000  HK$'000  HK$'000  HK$'000  HK$'000  HK$'000  HK$'000

0000000000000  Asat31December 2016

0o Assets
0oooooo Cash and short-term funds 58,444 5,078,390 12,916,172 5,762,665 - - - 23,815,671
oooo Loan portfolio 2,904 71,198 153,904 628,962 2,895,570 5,780,807 1,481 9,534,826
oooo Investment securities
—[0ooo — available-for-sale - - 46,526 1,535,103 3,015,562 - 2,380,486 6,977,677
—Q0oooo — held-to-maturity - 155806 299,968 2,284,802 4,063,715 3,127,374 - 9,931,665
ooooo Reinsurance assets - - - - - - 146,027 146,027
61,348 5,305,394 13,416,570 10,211,532 9,974,847 8,908,181 2,527,994 50,405,866
oo Liabilities
gooo Insurance liabilities - - - - - - 1,048,550 1,048,550
ooooooo Debt securities issued - 2523337 7,758,031 9,614,218 10,856,061 3,481,820 - 34,233,467

2,523,337 7,758,031 9,614,218 10,856,061 3,481,820 1,048,550 35,282,017

ooooo oooo
ooo ooo
oooo oooo Over Over 0OOD

Repayable Upto 3months  1yearto Over 0oo 0o
on demand Tmonth ~ 3months  t01year 5years 5years  Undated Total
0oo 0oo ooo ooo ooo ooo ooo 0oo
HKS'000  HKS'000  HKS'000  HKS'000  HK§'000  HKS'000  HKS'000  HK$'000

0000000000000  Asat31December 2015

oo Assets
goooooo Cash and short-term funds 68535 4373395 8265000 8300437 - - - 21,007,367
oooo Loan portfolio 3425 83,115 177,580 744518 3418852 7,074,094 1545 11503129
oooo Investment securities
—00oao — available-for-sale - 601,873 477899 1,697,903 1,521,602 - 2339090 6638367
—00000 — held-to-maturity = 176,973 = 783633 5241407 4,071,988 - 10,274,001
goooo Reinsurance assets - - - - - - 128,653 128,653
71960 52353% 8920479 11526491 10181861 11,146,082 2,469,288 49,551,517
0o Liabilities
0ooo Insurance liabilities - - - - - - 978,845 978,345
goooooo Debt securities issued - 4106271 4137561 8915442 13142801 3,161,136 - 33463211

- 4106271 4137561 8915442 13142801 3,161,136 978,845 34,442,006
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The Group manages these risks by adopting a set of prudent
insurance underwriting eligibility criteria. To ensure sufficient
provision is set aside for meeting future claim payments,
the Group calculates technical reserves on prudent liability
valuation assumptions and the method prescribed in the
regulatory guidelines. The Group also takes out quota-
share reinsurance from its approved mortgage reinsurers
in an effort to limit its risk exposure under the mortgage
insurance business. The Group conducts comprehensive
assessment including the financial strength and credit
ratings of the mortgage reinsurers in accordance with the
approved selection framework set by the Credit Committee.
The approved mortgage reinsurers are subject to periodic
reviews. For financial guarantee cover provided to Als, the
Group relies on the lenders’ prudent credit assessment on
the borrowers to mitigate default risk and any loss in the loan
facility will be shared proportionately between the Group
and the lender on a pari passu basis to minimise moral
hazards. The mortality assumptions of reverse mortgages
are also reviewed on a regular basis, to assess the risk of
larger deviation between the actual and expected operating
results.

As at 31 December 2016, if combined ratio had increased by
1%, profit for the year would have been HK$3 million (2015:
HK$3 million) lower. If combined ratio had decreased by 1%,
profit for the year would have been HK$3 million (2015: HK$3
million) higher.
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Fair values of financial assets and liabilities
(@) Fair value estimation

The following table shows financial instruments
recognised at fair value, by valuation method. The
different levels of fair value hierarchy have been
defined as follows:

3 Quoted prices in active markets for identical
assets or liabilities (Level 1);

o Inputs other than quoted prices included in Level
1 that are observable for the asset or liability,
either directly (as prices) or indirectly (derived
from prices) (Level 2); and

o Inputs for the asset or liability that are not based
on observable market data (unobservable inputs)
(Level 3).

0000000000000 0o00000D0000O
As at 31 December 2016 As at 31 December 2015

ooo 0oo 0o ooo 0oo ao

Level 1 Level 2 Total Level 1 Level 2 Total
goo goo ooo goo ooo ooo

HK$'000 HK$'000 HK$'000 HK$'000 HKS'000 HK$'000

oo Assets
oooooo Derivative financial instruments - 245,097 245,097 - 473403 473,403
oooooo Avallable-for-sale securities
—Qoooo — Debt securities 3,947,856 649,335 4,597,191 2,264,054 2,035,223 4,299,277
—00o0o — Other securities 2,380,486 - 2,380,486 2,339,090 - 2,339,090
6,328,342 894,432 7,222,774 4,603,144 2,508,626 7,111,770
oo Liabilities
oooooo Derivative financial instruments - 1,702,859 1,702,859 - 1,821,927 1,821,927

0000000000  Debtsecurities issued
0000000000  designated as at fair value
ooooooo through profit or loss upon

initial recognition

= 137,385 137,385 = 343,398 343,398

- 1,840,244 1,840,244 = 2,165,325 2,165,325
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(hy ODODODODODOOOOOOOD (b) Fair values of financial assets and liabilities not

ooo measured at fair value

Do0oO00O0O0oO0oOoOoooag The carrying amounts of the Group’s financial
0Do0o0OoO0Oooooooag instruments not presented on the Group's statement of
0000O0o00oO0Oooooo financial position at their fair values are not materially
0odoDO0OOoDo0O0oOooon different from their fair values as at 31 December
0oooDO0O0OooOooooag 2016 and 31 December 2015 except for the following
0000000000000 financial instruments, for which their carrying amounts
00000000 O0OoOoOoaQ and fair values and the level of fair value hierarchy are
0dooDO0oDoOoooooao disclosed below:

000000000000

oo

opooooooooooo goooooooonooon
As at 31 December 2016 As at 31 December 2015

ooa ooo

Carrying ooo ooo ooo Carrying ooo 0oo ooo
amount Fair value Level 1 Level 2 amount Fair value Level1 Level2

goo ooo goo gooo ooo ooo ooo ooo
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HKS'000 HKS'000 HKS'000

oooo Financial assets
oooo Investment securities
—oooon — held-to-maturity 9,931,665 10,129,040 9,829,061 299,979 10,274,001 10,506,512 10,206,401 300,111
oooo Financial liabilities
00o0ooo DeDt securities issued 34,096,082 34,169,149 - 34,169,149 33,119,813 33,335,388 = 33,335,388
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