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TAI YAU BANK, LIMITED

DIRECTORS' REPORT

The directors have pleasure in presenting their annual report and the audited financial statements for the
year ended 31 December 2013.

PRINCIPAL ACTIVITIES

The Bank is a private limited liability company incorporated in Hong Kong. Itis a licensed bank
authorised under the Hong Kong Banking Ordinance. The Bank provides banking and other related
financial services to its customers and placements with banks in Hong Kong.

RESULTS AND APPROPRIATIONS

The results of the Bank for the year ended 31 December 2013 are set out in the statement of profit or loss
and other comprehensive income on page 3.

The directors do not recommend the payment of a dividend and propose that the profit for the year be
retained.

EQUIPMENT AND LEASEHOLD IMPROVEMENTS

Details of movements in equipment and leasehold improvements of the Bank during the year are set out
in note 14 to the financial statements.

SHARE CAPITAL

Details of the Bank's share capital are set out in note 18 to the financial statements. There was no
movement in the Bank's share capital during the year.

DISTRIBUTABLE RESERVES OF THE BANK

The Bank's reserves available for distribution to shareholders as at 31 December 2013 comprised the
retained profits of HK$217,374,325 (2012: HK$215,248,144).



TAI YAU BANK, LIMITED

DIRECTORS
The directors of the Bank during the year and up to the date of this report were:

Mr. Ko, Fook Wa (Deceased on 27 September 2013)
Mr. Ko, Fook Kau Eric

Mr. Ko, Derek Fook Ying

Mr. Ko, Arthur Sai Chun

Mr. Ko, Sai Kit Larry

Mr. Ko, Sai Kin Kenneth

Ms. Ko, Mang Yee Adaline

Mrs. Cheung, Pauline

Mr. Young, Tsan Shao

Mr. Yuen, Man Ying

In accordance with the Bank's Articles of Association, all remaining directors retire and, being eligible,
offer themselves for re-election.
ARRANGEMENTS TO PURCHASE SHARES OR DEBENTURES

At no time during the year was the Bank a party to any arrangements to enable the directors of the Bank
to acquire benefits by means of the acquisition of shares in, or debentures of, the Bank or any other body
corporate.

DIRECTORS' INTERESTS IN CONTRACTS OF SIGNIFICANCE

No contract of significance to which the Bank was a party and in which a director of the Bank had a
material interest, whether directly or indirectly, subsisted at the end of the year or at any time during the
year.

AUDITOR

A resolution will be submitted to the annual general meeting to re-appoint Messts. Deloitte Touche
Tohmatsu as auditor of the Bank.

On behalf of the Board
Mr. Ko, Fook Kau Eric
CHAIRMAN

25 March 2014
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INDEPENDENT AUDITOR'S REPORT

TO THE MEMBERS OF TAI YAU BANK, LIMITED
(Incorporated in Hong Kong with limited liability)

We have audited the financial statements of Tai Yau Bank, Limited (the "Bank") set out on pages
5 to 33, which comprise the statement of financial position as at 31 December 2013, the statement
of profit or loss and other comprehensive income, statement of changes in equity and statement of
cash flows for the year then ended, and a summary of significant accounting policies and other
explanatory information.

Directors' Responsibility for the Financial Statements

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

Auditor's Responsibility

Our responsibility is to express an opinion on these financial statements based on our audit and to
report our opinion solely to you, as a body, in accordance with section 141 of the Hong Kong
Companies Ordinance, and for no other purpose. We do not assume responsibility towards or
accept liability to any other person for the contents of this report. We conducted our audit in
accordance with Hong Kong Standards on Auditing issued by the Hong Kong Institute of
Certified Public Accountants. Those standards require that we comply with ethical requirements
and plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial statements. The procedures selected depend on the auditor's judgment,
including the assessment of the risks of material misstatement of the financial statements, whether
due to fraud or error. In making those risk assessments, the auditor considers internal control
relevant to the entity's preparation of financial statements that give a true and fair view in order to
design audit procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the entity's internal control. An audit also includes
evaluating the appropriateness of accounting policies used and the reasonableness of accounting
estimates made by the directors, as well as evaluating the overall presentation of the financial
statements.

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



INDEPENDENT AUDITOR'S REPORT

TO THE MEMBERS OF TAI YAU BANK, LIMITED - continued
(Incorporated in Hong Kong with limited liability)

Opinion

In our opinion, the financial statements give a true and fair view of the state of the Bank's affairs
as at 31 December 2013, and of its profit and cash flows for the year then ended in accordance
with Hong Kong Financial Reporting Standards and have been properly prepared in accordance
with the Hong Kong Companies Ordinance.

Deloitte Touche Tohmatsu
Certified Public Accountants
Hong Kong

25 March 2014



TAI YAU BANK, LIMITED

STATEMENT OF PROFIT OR LOSS AND OTHER COMPREHENSIVE INCOME
FOR THE YEAR ENDED 31 DECEMBER 2013

NOTES 2013 2012
HKS$ HKS$
Interest income 6 10,833,296 13,462,544
Interest expense 7 (983,180) (1,616,772)
Net interest income 9,850,116 11,845,772
Other operating income 8 3,428,147 3,298,574
Operating income 13,278,263 15,144,346
Operating expenses 9 (11,152,082) (10,781,348)
Profit before tax 2,126,181 4,362,998
Income tax expense 10 - -
Profit and other comprehensive income
for the year 2,126,181 4,362,998




TAI YAU BANK., LIMITED

STATEMENT OF FINANCIAL POSITION

AT 31 DECEMBER 2013

ASSETS

Cash and balances with banks and other
financial institutions

Money at call and short notice

Placements with banks maturing between
one and twelve months

Advances to customers and other accounts

Available-for-sale investments

Equipment and leasehold improvements

Deferred tax assets

TOTAL ASSETS

LIABILITIES
Deposits from customers
Other accounts and provisions

CAPITAL RESOURCES
Share capital
Reserves

SHAREHOLDERS' FUNDS

TOTAL LIABILITIES AND CAPITAL
RESOURCES

NOTES

11
13
14
15

16
17

18

2013 2012

HK$ HKS
269,611,724 395,019,062
786,102,944 799,974,471
1,406,793,733 1,130,032,359
2,668,532 1,730,159
11,460,000 11,460,000
36,941 73,883
245,394 245,394
2,476,919,268  2,338,535,328

1,954,403,767
5,041,176

1,815,535,153
7,652,031

1,959,444,943

1,823,187,184

300,000,000 300,000,000
217,474,325 215,348,144
517,474,325 515,348,144
2,476,919,268 2,338,535,328

The financial statements on pages 5 to 33 were approved and authorised for issue by the Board of
Directors on 25 March 2014 and are signed on its behalf by:

DIRECTORS:

MR. KO, FOOK KAU ERIC
MR. KO, ARTHUR SAI CHUN
MR. KO, SAI KIN KENNETH



TAI YAU BANK, LIMITED

STATEMENT OF CHANGES IN EQUITY
FOR THE YEAR ENDED 31 DECEMBER 2013

Share Retained General  Regulatory  Capital
capital profits reserve reserve reserve Total
HK$ HK$ HK$ HK$% HK$ HKS$
At | January 2012 300,000,000 159,378,087 46,000,000 100,000 5,507,059 510,985,146
Profit and other comprehensive income
for the year - 4,362,998 - - - 4,362,998
At 31 December 2012 300,000,000 163,741,085 46,000,000 100,000 5,507,059 515,348,144
Profit and other comprehensive income
for the year - 2,126,181 - - - 2,126,181
AL 31 December 2013 300,000,000 165,867,266 46,000,000 100,000 5,507,059 517,474,325

Note: The regulatory reserve is set up in compliance with the Hong Kong Monetary Authority's requirements and is distributable to
shareholders of the Bank subject to consultation with the Hong Kong Monetary Authority.

The general reserve and capital reserve comprised transfers from previous years' retained profits.




TAI YAU BANK, LIMITED

STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED 31 DECEMBER 2013

OPERATING ACTIVITIES
Profit before tax
Adjustments for:
Interest income
Interest expense
Depreciation
Dividends from unlisted available-for-sale investments

Operating cash flows before movements in working capital

Changes in money at call and short notice with original
maturity more than three months

Changes in placements with banks with original maturity
more than three months

Changes in advances to customers

Changes in prepayments

Changes in deposits from customers

Changes in other accounts and provisions

Net cash (used in) generated from operations
Interest received
Interest paid

NET CASH (USED IN) GENERATED FROM OPERATING
ACTIVITIES

INVESTING ACTIVITIES
Dividends received from unlisted available-for-sale investments
Purchase of equipment and leasehold improvements

NET CASH FROM INVESTING ACTIVITIES

NET (DECREASE) INCREASE IN CASH AND CASH
EQUIVALENTS

CASH AND CASH EQUIVALENTS AT 1 JANUARY
CASH AND CASH EQUIVALENTS AT 31 DECEMBER

ANALYSIS OF THE BALANCES OF CASH AND CASH
EQUIVALENTS

Cash and balances with banks and other financial institutions

Money at call and short notice with original maturity at or
less than three months

Placements with banks with original maturity at or less than
three months

2013 2012
HK$ HKS$
2,126,181 4,362,998
(10,833,296)  (13,462,544)
983,180 1,616,772
36,942 36,942
(3,240,000) (3,120,000)
(10,926,993)  (10,565,832)
49,082,458 -
(409,422,000)  (125,000,000)
(110,500) 146,000
- 55,413
138,868,614 141,298,523
(2,618,746) 4,234,333
(235,127,167) 10,168,437
10,005,423 15,308,490
(975,289) (1,734,235)
(226,097,033) 23,742,692
3,240,000 3,120,000
- (110,825)
3,240,000 3,009,175
(222,857,033) 26,751,867

1,515,025,892

1,488,274,025

1,292,168,859

1,515,025,892

269,611,724
685,185,402

337,371,733

395,019,062
649,974,471

470,032,359

1,292,168,859

1,515,025,892




TAI YAU BANK, LIMITED

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2013

1. GENERAL

The Bank is a private limited liability company incorporated in Hong Kong. It is a licensed bank
authorised under the Hong Kong Banking Ordinance. The address of the registered office and
principal place of business of the Bank is 29/F, Tai Tung Building, 8 Fleming Road, Wan Chai,
Hong Kong.

The major business of our Bank are the provision of banking and other related financial services
to its customers and placements with banks in Hong Kong.

The financial statements are presented in Hong Kong dollars ("HKS$"), which is the same as the
functional currency of the Bank.

2 APPLICATION OF NEW AND REVISED HONG KONG FINANCIAL REPORTING
STANDARDS ("HKFRSs")

Application of new and revised HKFRSs (disclosure of a detailed list of new and revised

HKFRSs)

The Bank has applied the following new and revised HKFRSs issued by the Hong Kong Institute
of Certified Public Accountants ("HKICPA") for the first time in the current year:

Amendments to HKFRSs Annual improvements to HKFRSs 2009 - 2011 cycle

Amendments to HKFRS 7 Disclosures - offsetting financial assets and financial
liabilities

HKFRS 13 Fair value measurement

HKAS 19 (as revised in 2011) Employee benefits

Amendments to HKAS 1 Presentation of items of other comprehensive income

Except for those described below, the application of the new and revised HKFRSs in the current
year has had no material impact on the Bank's financial performance and positions for the current
and prior years and/or on the disclosures set out in these financial statements.



TAI YAU BANK, LIMITED

2 APPLICATION OF NEW AND REVISED HONG KONG FINANCIAL REPORTING
STANDARDS ("HKFRSs") - continued

Amendments to HKAS 1 Presentation of items of other comprehensive income

The Bank has applied the amendments to HKAS 1 "Presentation of items of other comprehensive
income". Upon the adoption of the amendments to HKAS 1, the Bank's 'statement of
comprehensive income' is renamed as the 'statement of profit or loss and other comprehensive
income'. The amendments to HKAS 1 retain the option to present profit or loss and other
comprehensive income in either a single statement or in two separate but consecutive statements.
Furthermore, the amendments to HKAS 1 require additional disclosures to be made in the other
comprehensive income section such that items of other comprehensive income are grouped into
two categories: (a) items that will not be reclassified subsequently to profit or loss and (b) items
that may be reclassified subsequently to profit or loss when specific conditions are met. Income
tax on items of other comprehensive income is required to be allocated on the same basis - the
amendments do not change the option to present items of other comprehensive income either
before tax or net of tax. HKAS 1 does not result in any impact on, or presentational changes to,
profit or loss, other comprehensive income and total comprehensive income.

New and revised HKFRSs in issue but not yet effective

The Bank has not early applied the following new and revised HKFRSs that have been issued but
are not yet effective:

Amendments to HKFRSs Annual improvements to HKFRSs 2010-2012 cycle®
Amendments to HKFRSs Annual improvements to HKFRSs 2011-2013 cycle?
HKFRS 9 Financial instruments’
Amendments to HKFRS 9 Mandatory effective date of HKFRS 9 and transition
and HKFRS 7 disclosures’
Amendments to HKFRS 10, Investment entities'
HKFRS 12 and HKAS 27
Amendments to HKAS 19 Defined benefit plans: Employee contributions’
Amendments to HKAS 32 Offsetting financial assets and financial liabilities'
Amendments to HKAS 36 Recoverable amount disclosures for non-financial assets’
Amendments to HKAS 39 Novation of derivatives and continuation of hedge
accounting'
HK(IFRIC) - INT 21 Levies'

! Effective for annual periods beginning on or after 1 January 2014, with earlier application

permitted.

Effective for annual periods beginning on or after 1 July 2014, with limited exceptions. Early
application is permitted.

Available for application - the mandatory effective date will be determined when the
outstanding phases of HKFRS 9 are finalised.

-10 -



TAI YAU BANK, LIMITED

3. SIGNIFICANT ACCOUNTING POLICIES
The financial statements have been prepared in accordance with HKFRSs issued by the HKICPA.
In addition, the financial statements include applicable disclosures required by the Hong Kong

Companies Ordinance.

The financial statements have been prepared on the historical cost basis. The principal accounting
policies are set out below.

Revenue recognition

Interest income from a financial asset is recognised when it is probable that the economic benefits
will flow to the Bank and the amount of income can be measured reliably. Interest income is
accrued on a time basis, by reference to the principal outstanding and at the effective interest rate
applicable, which is the rate that exactly discounts the estimated future cash receipts through the
expected life of the financial asset to that asset's net carrying amount on initial recognition.

Dividend income from available-for-sale investments is recognised when the Bank's right to
receive payment has been established.

Equipment and leasehold improvements

Equipment and leasehold improvements are stated in the statement of financial position at cost
less subsequent accumulated depreciation and subsequent accumulated impairment losses, if any.

Depreciation is recognised so as to write off the cost of assets less their residual values over their
estimated useful lives, using the straight-line method. The estimated useful lives, residual values
and depreciation method are reviewed at the end of each reporting period, with the effect of any
changes in estimates accounted for on a prospective basis.

An item of equipment and leasehold improvements is derecognised upon disposal or when no
future economic benefits are expected to arise from the continued use of the asset. Any gain or
Joss arising on the disposal or retirement of an item of equipment and leasehold improvements is
determined as the difference between the sales proceeds and the carrying amount of the assets and
is recognised in profit or loss.

Financial instruments

Financial assets and financial liabilities are recognised when the Bank becomes a party to the
contractual provisions of the instrument.

Financial assets and financial liabilities are initially measured at fair value. Transaction costs that
are directly attributable to the acquisition or issue of financial assets and financial liabilities are
added to or deducted from the fair value of the financial assets or financial liabilities, as
appropriate, on initial recognition.

-11 -



TAI YAU BANK., LIMITED

3

SIGNIFICANT ACCOUNTING POLICIES - continued

Financial instruments - continued

Financial assets

The Bank's financial assets are classified into loans and receivables and available-for-sale
financial assets. The classification depends on the nature and purpose of the financial assets and
is determined at the time of initial recognition. All regular way purchases or sales of financial
assets are recognised and derecognised on a trade date basis. Regular way purchases or sales are
purchases or sales of financial assets that require delivery of assets within the time frame
established by regulation or convention in the marketplace.

Effective interest method

The effective interest method is a method of calculating the amortised cost of a financial asset and
of allocating interest income over the relevant period. The effective interest rate is the rate that
exactly discounts estimated future cash receipts (including all fees on points paid or received that
form an integral part of the effective interest rate, transaction costs and other premiums or
discounts) through the expected life of the financial asset, or, where appropriate, a shorter period
to the net carrying amount on initial recognition.

Interest income is recognised on an effective interest basis for financial assets.
Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or determinable payments that
are not quoted in an active market. Loans and receivables (including cash and balances with
banks and other financial institutions, money at call and short notice, placements with banks
maturing between one and twelve months, and advances to customers and other accounts) are
carried at amortised cost using the effective interest method, less any impairment.

Available-for-sale financial assets

Available-for-sale financial assets are non-derivatives that are either designated as available-for-
sale or are not classified as financial assets at fair value through profit or loss, loans and
receivables or held-to-maturity investments.

Dividends on available-for-sale equity investments are recognised in profit or loss when the
Bank's right to receive the dividend is established.

Available-for-sale equity investments that do not have a quoted market price in an active market
and whose fair value cannot be reliably measured, they are measured at cost less any identified
impairment losses at the end of the reporting period (see accounting policy in respect of
impairment loss of financial assets below).

-liB1-



TAI YAU BANK, LIMITED

3

SIGNIFICANT ACCOUNTING POLICIES - continued

Financial instruments - continued

Financial assets - continued

Impairment of financial assets

Financial assets are assessed for indicators of impairment at the end of each reporting period.
Financial assets are considered to be impaired when there is objective evidence that, as a result of
one or more events that occurred after the initial recognition of the financial asset, the estimated

future cash flows of the financial assets have been affected.

For loans and receivables, objective evidence of impairment could include:

o significant financial difficulty of the issuer or counterparty; or

) breach of contract, such as a default or delinquency in interest or principal payments; or

J it becoming probable that the borrower will enter bankruptcy or financial re-organisation;
or

. disappearance of an active market for that financial asset because of financial difficulties.

For certain categories of financial asset, such as advances to customers, assets that are assessed
not to be impaired individually are, in addition, assessed for impairment on a collective basis.
Objective evidence of impairment for a portfolio of advances to customers could include the
Bank's past experience of collecting payments and observable changes in national or local
economic conditions that correlate with default on advances to customers.

For financial assets carried at amortised cost, the amount of the impairment loss recognised is the
difference between the asset's carrying amount and the present value of the estimated future cash
flows discounted at the financial asset's original effective interest rate.

For financial assets carried at cost, the amount of the impairment loss is measured as the
difference between the asset's carrying amount and the present value of the estimated future cash
flows discounted at the current market rate of return for a similar financial asset. Such
impairment loss will not be reversed in subsequent periods.

For financial assets measured at amortised cost, 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 losses was recognised, the previously recognised impairment loss is reversed
through profit or loss to the extent that the carrying amount of the asset at the date the impairment
is reversed does not exceed what the amortised cost would have been had the impairment not been
recognised.

-13 -



TAI YAU BANK, LIMITED

8:

SIGNIFICANT ACCOUNTING POLICIES - continued

Financial instruments - continued

Financial liabilities and equity instruments

Debt and equity instruments issued by the Bank are classified as either financial liabilities or as
equity in accordance with the substance of the contractual arrangements and the definitions of a
financial liability and an equity instrument.

Equity instruments

An equity instrument is any contract that evidences a residual interest in the assets of the Bank
after deducting all of its liabilities. Equity instruments issued by the Bank are recorded at the
proceeds received, net of direct issue cost.

Effective interest method

The effective interest method is a method of calculating the amortised cost of a financial liability
and of allocating interest expense over the relevant period. The effective interest rate is the rate
that exactly discounts estimated future cash payments (including all fees and points paid or
received that form an integral part of the effective interest rate, transaction costs and other
premiums or discounts) through the expected life of the financial liability, or, where appropriate, a
shorter period to the net carrying amount on initial recognition.

Interest expense is recognised on an effective interest basis.
Other financial liabilities

Other financial liabilities (including deposits from customers and others accounts) are
subsequently measured at amortised cost using the effective interest method.

Financial guarantee contracts

A financial guarantee contract is a contract that requires the issuer to make specified payments to
reimburse the holder for a loss it incurs because a specified debtor fails to make payment when
due in accordance with the terms of a debt instrument.

A financial guarantee contract issued by the Bank and not designated as at fair value through
profit or loss is recognised initially at its fair value less transaction costs that are directly
attributable to the issue of the financial guarantee contract. Subsequent to initial recognition, the
Bank measures the financial guarantee contract at the higher of: (i) the amount of obligation under
the contract, as determined in accordance with HKAS 37 "Provisions, contingent liabilities and
contingent assets"; and (ii) the amount initially recognised less, when appropriate, cumulative
amortisation recognised in accordance with the revenue recognition policy.

-14 -



TAI YAU BANK, LIMITED

3.

SIGNIFICANT ACCOUNTING POLICIES - continued

Financial instruments - continued

Derecognition

The Bank derecognises a financial asset only when the contractual rights to the cash flows from
the asset expire or transfers the financial asset and substantially all the risks and rewards of
ownership of the assets to another entity.

On derecognition of a financial asset in its entirety, the difference between the asset's carrying
amount and the sum of the consideration received and receivable and the cumulative gain or loss
that had been recognised in other comprehensive income and accumulated in equity is recognised
in profit or loss.

The Bank derecognises financial liabilities when, and only when, the Bank's obligation are
discharged, cancelled or expire. The difference between the carrying amount of the financial
liability derecognised and the consideration paid and payable is recognised in profit or loss.

Provisions

Provisions are recognised when the Bank has a present obligation as a result of a past event, and it
is probable that the Bank will be required to settle that obligation and a reliable estimate can be
made of the amount of the obligation. Provisions are measured at the best estimate of the
consideration required to settle the present obligation at the end of the reporting period, taking into
account the risks and uncertainties surrounding the obligation. Where a provision is measured
using the cash flows estimated to settle the present obligation, its carrying amount is the present
value of those cash flows.

Impairment losses on tangible assets

At the end of the reporting period, the Bank reviews the carrying amounts of its tangible assets to
determine whether there is any indication that those assets have suffered an impairment loss. If
any such indication exists, the recoverable amount of the asset is estimated in order to determine
the extent of the impairment loss (if any).

Recoverable amount is the higher of fair value less costs to sell and value in use. In assessing
value in use, the estimated future cash flows are discounted to their present value using a pre-tax
discount rate that reflects current market assessments of time value of money and the risks specific
to the asset. If the recoverable amount of an asset is estimated to be less than its carrying amount,
the carrying amount of the asset is reduced to its recoverable amount. An impairment loss is
recognised immediately in profit or loss.

Where an impairment loss subsequently reverses, the carrying amount of the asset is increased to
the revised estimate of its recoverable amount, but so that the increased carrying amount does not
exceed the carrying amount that would have been determined had no impairment loss been
recognised for the asset in prior years. A reversal of an impairment loss is recognised
immediately in profit or loss.

- 15 -



TAI YAU BANK, LIMITED

3.

SIGNIFICANT ACCOUNTING POLICIES - continued
Taxation
Income tax expense represents the sum of the tax currently payable and deferred tax.

The tax currently payable is based on taxable profit for the year. Taxable profit differs from 'profit
before tax' as reported in the statement of profit or loss and other comprehensive income because
it excludes items of income or expense that are taxable or deductible in other years and items that
are never taxable or deductible. The Bank's liability for current tax is calculated using tax rates
that have been enacted or substantively enacted by the end of the reporting period.

Deferred tax is recognised on temporary differences between the carrying amounts of assets and
liabilities in the financial statements and the corresponding tax base used in the computation of
taxable profit. Deferred tax liabilities are generally recognised for all taxable temporary
differences. Deferred tax assets are generally recognised for all deductible temporary difference to
the extent that it is probable that taxable profits will be available against which deductible
temporary differences can be utilised.

The carrying amount of deferred tax assets is reviewed at the end of the reporting period and
reduced to the extent that it is no longer probable that sufficient taxable profits will be available to
allow all or part of the asset to be recovered.

Deferred tax assets and liabilities are measured at the tax rates that are expected to apply in the
year in which the liability is settled or the asset is realised based on tax rates (and tax laws) that
have been enacted or substantively enacted by the end of the reporting period.

The measurement of deferred tax liabilities and assets reflects the tax consequences that would
follow from the manner in which the Bank expects, at the end of the reporting period, to recover
or settle the carrying amount of its assets and liabilities.

Current and deferred tax are recognised in profit or loss, except when they relate to items that are
recognised in other comprehensive income or directly in equity, in which case the current and
deferred tax are also recognised in other comprehensive income or directly in equity respectively.

Leasing

Operating lease payments are recognised as an expense on a straight-line basis over the lease term,
except where another systematic basis is more representative of the time pattern in which
economic benefits from the leased asset are consumed.

In the event that lease incentives are received to enter into operating leases, such incentives are
recognised as a liability. The aggregate benefit of incentives is recognised as a reduction of rental
expense on a straight-line basis, except where another systematic basis is more representative of
the time pattern in which economic benefits from the leased asset are consumed.

alel-



TAI YAU BANK, LIMITED

3. SIGNIFICANT ACCOUNTING POLICIES - continued

Foreign currencies

In preparing the financial statements of the Bank, transactions in currencies other than the Bank's
functional currency (foreign currencies) are recorded in its functional currency (i.e. the currency
of the primary economic environment in which the entity operates) at the rates of exchange
prevailing at the dates of the transactions. At the end of the reporting period, monetary items
denominated in foreign currencies are retranslated at the rates prevailing at that date.

Exchange differences on monetary items are recognised in the profit or loss in the year in which
they arise.

Retirement benefit costs

Payments to the Mandatory Provident Fund Scheme are recognised as expenses when employees
have rendered service entitling them to the contributions.

Cash and cash equivalents

For the purposes of the statement of cash flows, cash and cash equivalents comprise balances with
maturity from the date of acquisition at or less than three months, including cash, short-term
funds, and placements with banks and other financial institutions.

4. CRITICAL ACCOUNTING JUDGEMENTS AND KEY SOURCES OF ESTIMATION
UNCERTAINTY

The Bank makes estimates and assumptions that affect the reported amounts of assets and
liabilities within the next financial year. Estimates and judgements are continually evaluated and
are based on historical experience and other factors, including expectations of future events that
are believed to be reasonable under the circumstances.

Impairment of available-for-sale investments

The Bank determines that available-for-sale investments are impaired when there has been a
significant or prolonged decline in the fair value below its cost. This determination of what is
significant or prolonged requires judgement. In addition, impairment may be appropriate when
there is evidence of a deterioration in the financial health of the investee, industry and sector
performance, changes in operational and financing cash flows.

217 -



TAI YAU BANK, LIMITED

5. FINANCIAL RISK MANAGEMENT

The Bank'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 Bank's aim is therefore to achieve an appropriate balance between risk and return and
minimise potential adverse effects on the Bank's financial performance.

The Bank's risk management policies are designed to identify and analyse these risks, to set
appropriate risk limits and controls, and to monitor the risks and adherence to limits by means of
reliable and up-to-date information systems. The Bank regularly reviews its risk management
policies and systems to reflect changes in markets, products and emerging best practice.

Risk management is carried out by the Credit, Asset and Liability Management Committee (the
"CALCO") under policies approved by the Board of Directors. CALCO identifies, evaluates and
hedges financial risks in close co-operation with the Bank's operating units. The Board provides
written principles covering specific areas, such as foreign exchange risk, interest rate risk, credit
risk, use of non-derivative financial instruments. In addition, internal audit is responsible for the
independent review of risk management and the control environment. The most important types
of risks from the use of financial instruments are credit risk, market risk and liquidity risk. Market
risk includes currency risk, interest rate and other price risk.

Strategy in using financial instruments

By their nature, the Bank's activities are principally related to the use of financial instruments.
The Bank accepts deposits from customers for various periods, and seeks to earn interest margins
by investing these funds in high-quality assets. The Bank maintains sufficient liquidity to meet all
claims that might fall due.

Credit risk

The Bank takes on exposure to credit risk, which is the risk that a counterparty will be unable to
pay amounts in full when due. The Bank'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 statement of financial position.
Impairment allowances are made for losses that have been incurred at the end of each reporting
period. Significant changes in the economy or financial states of counterparties could result in
losses that are different from those provided for at the end of each reporting period. Management
therefore carefully manages its exposure to credit risk.

Management of credit risk

The Bank's lending and credit policies have been formulated on the basis of its own experience,
the Banking Ordinance, Hong Kong Monetary Authority guidelines and other statutory
requirements.

The Bank 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.

Exposure to credit risk is managed through regular reviews of the ability of borrowers and
potential borrowers to meet interest and capital repayment obligations and by changing these
lending limits where appropriate. Exposure to credit risk is also managed in part by obtaining
collateral and corporate and personal guarantees.
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FINANCIAL RISK MANAGEMENT - continued

Impairment and provisioning policies

Impairment allowances are recognised for financial reporting purposes only for losses that have
been incurred at the end of the reporting period based on objective evidence of impairment.

The impairment allowances shown in the statement of financial position at year-end is derived
from the five rating grades adopted by the Hong Kong Monetary Authority. At the end of the
reporting period, 100% (2012: 100%) of the Bank's on- and off-balance sheet items relating to
loans and advances falls within the 'pass' category.

The Bank's policy requires the review of individual financial assets at least annually or more
regularly when individual circumstances require. Impairment allowances on individually assessed
accounts are determined by an evaluation of the incurred loss at the end of the reporting period on
a case-by-case basis, and are applied to all individually significant accounts. The assessment
normally encompasses collateral held and the anticipated receipts for that individual account.

Collectively assessed impairment allowances are provided for: (i) portfolios of homogenous assets
that are individually below materiality thresholds; and (ii) losses that have been incurred but have
not yet been identified, by using the available historical experience, experienced judgment and
statistical techniques.

Concentration of risks of financial assets with credit risk exposure

Concentration of credit risk exists when changes in geographic or industry factors similarly affect
groups of counterparties whose aggregate credit exposure is material in relation to the Bank's total

exposures.

Categories of financial instruments

2013 2012
HK$'000 HK$'000
Financial assets
Loans and receivables 2,465,177 2,326,756
Available-for-sale investments 11,460 11,460
Financial liabilities

Amortised cost 1,958,003 1,821,566

The Bank's major financial instruments include cash and balances with banks and other financial
institutions, money at call and short notice, placements with banks maturing between one and
twelve months, advances to customers and other accounts, available-for-sale investments, deposits
from customers and other accounts. Details of the financial instruments are disclosed in the
respective notes. The risk associated with those financial instruments and the policies on how to
mitigate these risks are set out below. The management manages and monitors these exposures to
ensure appropriate measures are implemented in a timely and effective manner.
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5. FINANCIAL RISK MANAGEMENT - continued

Disclosures of credit risk under HKFRS 7

The below analysis shows the exposures to credit risk in accordance with HKFRS 7 "Financial
instruments: Disclosures".

Maximum exposure to credit risk before collateral held or other credit enhancements

The carrying amount of financial assets recorded in the financial statements, net of any allowances
for losses, represents the Bank's maximum exposure to credit risk. There is no collateral held as
security or other credit enhancements in respect of loans and advances.

Credit quality

Credit quality of loans and advances are summarised as follows:

Advances to customers

2013 2012
HK$'000 HK$'000
Neither past due nor impaired 456 345

Loans and advances to customers represent term loans granted to employees of the Bank.

The credit risk on balances with bank and other financial institutions, money at call and short
notice and placements with banks is limited because the counterparties are mainly banks and other
financial institutions regulated by the Hong Kong Monetary Authority with high credit ratings
assigned by international credit-rating agencies.

Market risk

The Bank takes on exposure to market risks, which is the risk that the fair value or future cash
flows of a financial instrument will fluctuate because of changes in market prices. Market risks
arise from open positions in interest rate and currency, all of which are exposed to general and
specific market movements and changes in the level of volatility of market rates or prices such as
interest rates, credit spreads and foreign exchange rates.

The Bank's market risk exposures mainly arise from the interest rate risk and foreign exchange
risk.

Management of market risk

The management of market risk is principally undertaken in treasury function using risk limits
approved by the Board of Directors. The Bank has dedicated standards, policies and procedures in
place to control and monitor the market risk. The market risks arise on the operation are assessed
and managed under the supervision of CALCO. The Bank has met all the de minimis exemption
criteria as set out in Banking (Capital) Rules issued by the Hong Kong Monetary Authority.
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5. FINANCIAL RISK MANAGEMENT - continued

Foreign exchange risk

The Bank undertakes certain transactions denominated in foreign currencies; hence exposures to
exchange rate fluctuations arise. Exchange rate exposures are managed within approved policy
parameters utilising forward foreign exchange contracts where appropriate. The Board of
Directors sets limits on the level of exposure by currency and in total for both overnight and intra-
day positions, which are monitored daily.

The following table indicates the concentration of currency risk at the end of the reporting period
including Hong Kong dollars:

Equivalent in HK$'000 HK$ Us$ GBP CAD Total
2013
ASSETS
Cash and balances with banks

and other financial institutions 260,054 8,051 1,065 442 269,612
Money at call and short notice 520,000 38,514 216,464 11,125 786,103
Placements with banks maturing

between one and twelve months 1,315,000 35,022 56,772 - 1,406,794
Advances to customers and other

accounts 2,568 32 67 1 2,668
Available-for-sale investments 11,460 - - - 11,460

2,109,082 81,619 274,368 11,568 2,476,637

LIABILITIES

Deposits from customers 1,603,846 72,553 269,807 8,198 1,954,404

Other payables 3,564 7 28 - 3,599
1,607,410 72,560 269,835 8,198 1,958,003

Net on-balance sheet position 501,672 9,059 4,533 3,370 518,634
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9

FINANCIAL RISK MANAGEMENT - continued

Foreign exchange risk - continued

Equivalent in HK$'000 HKS$ US$ GBP CAD Total
2012
ASSETS
Cash and balances with banks

and other financial institutions 392,700 814 1,018 487 395,019
Money at call and short notice 540,000 32,954 217,665 9,356 799,975
Placements with banks maturing

between one and twelve months 1,010,000 66,846 53,186 - 1,130,032
Advances to customers and other

accounts 1,639 35 56 - 1,730
Available-for-sale investments 11,460 - - = 11,460

1,955,799 100,649 271,925 9,843 2,338,216

LIABILITIES

Deposits from customers 1,448,624 90,109 268,172 8,630 1,815,535

Other payables 5,999 8 24 B 6,031
1,454,623 90,117 268,196 8,630 1,821,566

Net on-balance sheet position 501,176 10,532 3,729 1,213 516,650

Foreign currency sensitivity

The Bank is exposed to US$ and no sensitivity analysis is prepared as the management considered
that the effect is insignificant under the linked exchange rate system.

In addition, the following table details the Bank's sensitivity to a 5% increase and decrease in HK$
against GBP and CAD. The 5% is the sensitivity rate used when reporting the foreign currency
risk internally to key management personnel and represent management's assessment of the
reasonably possible change in foreign exchange rates. The sensitivity analysis includes only
outstanding foreign currencies denominated monetary items and adjust their translation at year end
at 5% change in foreign currency rates. For a 5% weakening/strengthening of the HK$ against the
relevant currencies, the impact on the profit after tax would be as follows:

Impact
2013 2012
HK$'000 HK$'000
Profit after tax 395/(395) 247/(247)

==



TAI YAU BANK, LIMITED

Sk FINANCIAL RISK MANAGEMENT - continued

Interest rate risk

Cash flow interest rate risk is the risk that the future cash flows of a financial instrument will
fluctuate because of changes 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
Bank takes on exposure to the effects of fluctuations in the prevailing levels of market interest
rates on cash flow risks. Interest margins may increase as a result of such changes but may reduce
or create losses in the event that unexpected movements arise. Limits are set on the level of
mismatch of interest rate repricing that may be undertaken, which is monitored regularly.

The Bank measures the exposure of its assets and liabilities to fluctuations in interest rates
primarily by way of gap analysis which provides the Bank with a static view of the maturity and
re-pricing characteristics of these positions. The daily maturity profile reports are prepared by
classifying all assets and liabilities into various time period categories according to contracted
maturities or anticipated repricing dates whichever is earlier. The difference in the amount of
assets and liabilities maturing or being re-priced in any time period category would then give the
Bank an indication of the extent to which the Bank is exposed to the risk of potential changes in
the net interest income.

The tables below summarise the Bank's exposure to interest rate risk. Included in the tables are
the Bank's assets and liabilities at carrying amounts, categorised by the earlier of contractual
repricing or maturity dates.

Non-
Up to 1-3 3-12 1-5 Over interest
1 month months months years 5 years bearing Total

HK$'000 HK$'000 HK$'000 HK$000 HK$000 HK$'000 HK$'000
At 31 December 2013

ASSETS
Cash and balances with banks and

other financial institutions - . - - - 269,612 269,612
Money at call and short notice 786,103 - - - - - 786,103

Placements with banks maturing
between one and twelve months - 1,091,794 315,000 - - - 1,406,794

Advances to customers and other
accounts - 62 61 280 52 2,213 2,668
Available-for-sale investments - - - - - 11,460 11,460
786,103 1,091,856 315,061 280 52 283,285 2,476,637

LIABILITIES

Deposits from customers 1,486,385 401,587 - - - 66,432 1,954,404
Other payables - - - - - 3,599 3,599
1,486,385 401,587 - - - 70,031 1,958,003
Total interest sensitivity gap (700,282) 690,269 315,061 280 52 213,254 518,634
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5. FINANCIAL RISK MANAGEMENT - continued

Interest rate risk - continued

Non-
Up to 1-3 3-12 1-5 Over interest
1 month months months years 5 years bearing Total

HK$'000 HK$'000 HK$'000 HK$000 HKS$'000 HK$'000 HK$'000
At 31 December 2012

ASSETS
Cash and balances with banks and

other financial institutions - - - - - 395,019 395,019
Money at call and short notice 799,975 - - - - - 799,975

Placements with banks maturing
between one and twelve months - 780,032 350,000 - - - 1,130,032

Advances to customers and other
accounts - 73 44 228 - 1,385 1,730
Available-for-sale investments - - - - - 11,460 11,460
799,975 780,105 350,044 228 - 407,864 2,338,216

LIABILITIES

Deposits from customers 1,369,457 392,053 - - - 54,025 1,815,535
Other payables - - - - 6,031 6,031
1,369,457 392,053 - - - 60,056 1,821,566
Total interest sensitivity gap (569,482) 388,052 350,044 228 - 347,808 516,650

Interest rate sensitivity

The sensitivity analysis below have been determined based on the exposure to floating interest
rates at the end of the reporting period. The analysis is prepared assuming the financial
instruments outstanding at the end of the reporting period were outstanding for the whole year. A
100 basis point (2012: 100 basis points) increase is used when reporting interest rate risk
internally to management and represents management's assessment of the reasonably possible
charge in interest rates. The management does not expect any significant change in interest
income/expense in the view that the current interest rate is low.

Liquidity risk

Liquidity risk is the risk that the Bank is unable to meet its payment obligations associated with its
financial liabilities 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.
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5. FINANCIAL RISK MANAGEMENT - continued

Management of liquidity risk

Management is responsible for monitoring the Bank's liquidity position, and does so through the
periodic review of the statutory liquidity ratio, the maturity profile of assets and liabilities, loan-
to-deposit ratio and inter-bank transactions. Liquidity policy is monitored by management and
reviewed regularly by the CALCO and Board of Directors of the Bank. The Bank's policy is to
maintain a conservative level of liquid funds on a daily basis so that the Bank is prepared to meet
its obligations when they fall due in the normal course of business and to satisfy statutory liquidity
ratio requirements, and also to deal with any funding crises that may arise. Limits are set on the
minimum proportion of maturing funds available to meet all the calls on cash resources such as
overnight deposits, current accounts and on the minimum level of inter-bank and other borrowing
facilities that should be in place to cover withdrawals at unexpected levels of demand.

The Bank's management sets internal target levels in respect of the daily and monthly average
liquidity ratios, as well as monthly average Tier 1 liquidity ratios. The Bank's accountant is
responsible for monitoring these ratios and, where a liquidity position falls under the internal
limits, the accountant reports his findings to the management who, after consultation with
members of the CALCO, decides the appropriate corrective actions to be taken.

Liquidity table

The following table details the Bank's remaining contractual maturity for its non-derivative
financial liabilities. 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 except
where the Bank is entitled and intends to repay the liability before its maturity.

3 months
Less than 1-3 to 1-5 Over Carrying
1 month months 1 year years 5 years Total amount
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
FINANCIAL LIABILITIES
As at 31 December 2013
Deposits from customers 1,552,901 401,722 - - - 1,954,623 1,954,404
Other payables 3,556 43 - - - 3,599 3,599
1,556,457 401,765 - - - 1,958,222 1,958,003
As at 31 December 2012
Deposits from customers 1,423,567 392,148 - - - 1,815,715 1,815,535
Other payables 5,999 32 - - - 6,031 6,031
1,429,566 392,180 - - - 1,821,746 1,821,566
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9 FINANCIAL RISK MANAGEMENT - continued

Off-balance sheet items

The dates of the contractual amounts of the Bank's off-balance sheet financial instruments that
commit it to extend credit to customers and other facilities, financial guarantees (based on the
earliest contractual maturity date) are summarised in the table below.

No
later than
1 year 1-5 years Total
HK$'000 HK$'000 HK$'000
At 31 December 2013 and 31 December 2012
Guarantee, acceptances and other

financial facilities 3,590 - 3,590

Analysis of assets and liabilities by remaining maturity

The maturity analysis based on the remaining period at the end of the reporting period to the
contractual maturity date in accordance with the guideline issued by the Hong Kong Monetary
Authority is shown below.

Maturity Date
Three months One year Five years
One or less or less or less
Repayable month but over but over but over Over
on demand or less one month three months  one year five years Undated Total
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
At 31 December 2013
ASSETS
Cash and balances with banks and
other financial institutions 269,612 - - - - - - 269,612
Money at call and short notice - 786,103 - - - - - 786,103
Placements with banks maturing
between one and twelve months - 1,091,794 315,000 - - - 1,406,794
Advances to customers and other accounts - 670 1,163 503 280 52 - 2,668
Available-for-sale investments - - - - - - 11,460 11,460
Equipment and [easehold improvements - - - - - - 37 37
Deferred tax assets - - - . - - 245 245
269,612 786,773 1,092,957 315,503 280 52 11,742 2,476,919
LIABILITIES
Deposits from customers 1,033,671 519,146 401,587 - - - - 1,954,404
Other accounts and provisions 3,500 56 43 - - - 1,442 5,041
1,037,171 519,202 401,630 - - - 1,442 1,959,445
Net liquidity gap (767,559) 267,571 691,327 315,503 280 52 10,300 517,474
At 31 December 2012
ASSETS
Cash and balances with banks and
other financial institutions 395,019 - - - - - - 395,019
Money at call and short notice - 799,975 - - - - - 799,975
Placements with banks maturing
between one and twelve months - 780,032 350,000 - - - 1,130,032
Advances to customers and other accounts - 524 572 406 228 - - 1,730
Available-for-sale investments - - - - - 11,460 11,460
Equipment and leasehold improvements . - - - - - 74 74
Deferred tax assets - - - - - - 245 245
395,019 800,499 780,604 350,406 228 - 11,779 2,338,535
LIABILITIES
Deposits from customers 916,296 507,186 392,053 - - - - 1,815,535
Other accounts and provisions 1,004 4,995 32 - - - 1,621 7,652
917,300 512,181 392,085 - - - 1,621 1,823,187
Net liquidity gap (522,281) 288,318 388,519 350,406 228 - 10,158 515,348
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FINANCIAL RISK MANAGEMENT - continued

Fair value of financial assets and liabilities

The fair value of other financial assets and other financial liabilities are determined in accordance
with generally accepted pricing models on discounted cash flow analysis.

The directors considered that the carrying amounts of financial assets and financial liabilities
recorded at amortised cost in the financial statements are approximately their fair values.

Capital management

The Bank has adopted a policy of maintaining a strong capital base to:

- comply with the capital requirements under the Banking (Capital) Rules of the Banking

Ordinance; and

- support the Bank's stability so as to provide reasonable returns for shareholders.

Capital adequacy ratio, computed as a ratio of total regulatory capital to the risk-weighted assets,
has remained well above the statutory minimum ratio for the past two years.

Capital adequacy position and the use of regulatory capital are monitored closely by the Bank's
management, employing techniques 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 Bank has an established business planning process to assess the adequacy of its capital to
support current and future activities. The process states the Bank's capital adequacy goals in
relation to risk, taking into account its strategic focus and business plan.

6. INTEREST INCOME

2013 2012

HK$ HKS$
Interest on deposits with banks 10,833,095 13,462,328
Interest on advances to customers 201 216
10,833,296 13,462,544

7 INTEREST EXPENSE

2013 2012

HK$ HK$
Interest on deposits from customers 983,180 1,616,772
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8.

10.

OTHER OPERATING INCOME

Dividends from unlisted available-for-sale investments
Net gain arising from dealing in foreign currencies
Fees and commission income

Other income

OPERATING EXPENSES

Auditor's remuneration
Depreciation of equipment and leasehold improvements
Directors' emoluments
- fees
- other emoluments
Other operating expenses
Operating lease payments
Staff costs
- salaries and bonus
- contribution to Mandatory Provident Fund

INCOME TAX EXPENSE
The tax charge comprises:
Hong Kong Profits Tax

- Current year
Deferred tax

Hong Kong Profits Tax is calculated at 16.5% of the estimated profit for both years.

2013 2012
HK$ HK$
3,240,000 3,120,000
143,980 130,535
33,882 36,081
10,285 11,958
3,428,147 3,298,574
2013 2012
HKS$ HK$
480,000 465,000
36,942 36,942
425,000 380,000
1,120,000 1,120,000
2,212,241 2,072,579
1,161,718 1,144,305
5,546,920 5,400,460
169,261 162,062
11,152,082 10,781,348
2013 2012
HKS$ HK$
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10.

11.

12.

INCOME TAX EXPENSE - continued

The tax charge for the year can be reconciled to the profit per the statement of profit or loss and

other comprehensive income as follows:

Profit before tax

Tax at Hong Kong Profits Tax rate of 16.5%
Tax effect of income not taxable
Utilisation of tax losses previously not recognised

Tax effect of tax losses not recognised
Others

At the end of the reporting period, the Bank has unused tax losses of approximately

2013
HKS$

2,126,181

350,820

(534,600)

216,522

(32,742)

2012
HK$

4,362,998

719,894
(514,800)
(182,557)

(22,537)

HK$3,388,000 (2012: HK$2,076,000) available for offset against future profits. The tax losses

can be carried forward indefinitely.

ADVANCES TO CUSTOMERS AND OTHER ACCOUNTS

The advances to customers and other accounts comprise:

Advances to customers
Interest receivable

2013 2012

HKS HK$

455,500 345,000
2,213,032 1,385,159

2,668,532

There was no impaired loan as at 31 December 2013 and 31 December 2012.

OVERDUE, RESCHEDULED AND REPOSSESSED ASSETS

1,730,159

There were no overdue, rescheduled and repossessed assets as at 31 December 2013 and

31 December 2012.
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14.

AVAILABLE-FOR-SALE INVESTMENTS

2013 2012
HKS$ HKS$
Unlisted securities:
- equity securities at cost 11,160,000 11,160,000
- club debentures 300,000 300,000

Total 11,460,000 11,460,000

All unlisted securities are issued by corporate entities in Hong Kong. The unlisted equity
securities are measured at cost less impairment at the end of the reporting period because the
directors are of the opinion that their fair values cannot be measured reliably.

EQUIPMENT AND LEASEHOLD IMPROVEMENTS

Leasehold
Eguipment improvements Total
HK$ HKS HKS$

COST
At 1 January 2012 628,099 1,472,938 2,101,037
Additions 110,825 - 110,825
At 31 December 2012 and 31 December 2013 738,924 1,472,938 2,211,862
ACCUMULATED DEPRECIATION
At 1 January 2012 628,099 1,472,938 2,101,037
Provided for the year 36,942 - 36,942
At 31 December 2012 665,041 1,472,938 2,137,979
Provided for the year 36,942 - 36,942
At 31 December 2013 701,983 1,472,938 2,174,921
CARRYING AMOUNT
At 31 December 2013 36,941 - 36,941

At 31 December 2012 73,883 - 73,883

The above items of equipment and leasehold improvements are depreciated on a straight-line basis
at 33.3% per annum.
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15. DEFERRED TAXATION

The followings are the major deferred tax assets and deferred tax liabilities recognised by the

Bank.
Accelerated Provision for
tax long service
depreciation payments Total
HK$ HKS$ HKS$
At 1 January 2012, 31 December 2012
and 31 December 2013 (1,391) 246,785 245,394

The directors consider movements in deferred tax assets and liabilities during the current and prior

16.

17.

18.

years are not significant.

DEPOSITS FROM CUSTOMERS

Current accounts
Savings deposits
Time, call and notice deposits

OTHER ACCOUNTS AND PROVISIONS

Interest payable

Provision for long service payments
Interbank clearing account

Others

SHARE CAPITAL

Authorised, issued and fully paid:
3,000,000 ordinary shares of HK$100 each

2013
HK$

66,432,428
967,238,213
920,733,126

2012
HKS$

54,025,082
862,270,743
899,239,328

1,954,403,767

1,815,535,153

2013 2012

HK$ HK$
98,853 90,962
1,441,633 1,620,864
- 4,936,417
3,500,690 1,003,788
5,041,176 7,652,031

2013 & 2012
HK$

300,000,000
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19.

20.

21,

22.

OFF-BALANCE SHEET EXPOSURES

At the end of the reporting period, the Bank has the following outstanding contractual amounts of
contingent liabilities and commitments:
2013 & 2012
HK$

Direct credit substitutes 3,590,000

The credit risk weighted amount of contingent liabilities and commitments is HK$Nil (2012:
HK$Nil).

RETIREMENT BENEFITS PLAN

The Bank operates a Mandatory Provident Fund Scheme (the "Scheme") for all qualifying
employees. The assets of the Scheme are held separately from those of the Bank, in funds under

the control of trustees. The Bank contributes 5% of relevant payroll costs to the Scheme, and the
related contribution is matched by the respective employee.

Contributions payable to the Scheme by the Bank for the year amounting to HK$169,261 (2012:
HK$162,062) have been charged to the statement of profit or loss and other comprehensive
income.

LOANS TO OFFICERS

No loan was made to officers in both years pursuant to section 161B of the Hong Kong
Companies Ordinance.

OPERATING LEASE COMMITMENTS

At the end of the reporting period, the Bank had commitments for future minimum lease payments
under non-cancellable operating leases for office premises which fall due as follows:

2013 2012
HK$ HK$

Within one year 461,500 455,000
In the second to fifth year inclusive - -

461,500 455,000

Operating lease payments represent rentals payable by the Bank for its office premises. The
current lease is expiring in 2014 and rent is fixed for the lease period.
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23.

RELATED PARTY TRANSACTIONS
The Bank has undertaken a number of transactions, which include principally the acceptance of
deposits, with its related parties, including key management personnel and their close family

members and companies controlled or significantly influenced by them.

During the year, the Bank entered into the following transactions with related parties:

2013 2012

HKS$ HK$
Interest expense on deposits 505,583 638,994
Rental and other related expenses 1,161,718 1,144,305

At the end of the reporting period, the Bank had the following outstanding balances with related
parties:

2013 2012

HK$ HK$
Current accounts 47.280,563 35,377,834
Savings deposits 761,968,932 636,529,837
Time, call and notice deposits 496,568,717 469,056,799

1,305,818,212 1,140,964,470

The balance of current accounts is non-interest bearing and repayable on demand. The balance of
savings deposits is interest bearing at 0.01% and repayable on demand. The balance of time, call
and notice deposits is interest bearing ranging from 0.01% to 0.28% with maturity from within
one month to three months.

The transactions were carried out on terms similar to those applicable to transactions with
unrelated parties.

The Bank has issued letters of guarantee, majority to utility companies in lieu of deposits
amounting to HK$3,490,000 (2012: HK$3,490,000) for a company connected with directors of
the Bank and of which the Bank is a shareholder.

Key management compensation

2013 2012
HK$ HK$
Salaries and allowances (including directors' fees) 4,011,480 3,810,520
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TAI YAU BANK, LIMITED

UNAUDITED SUPPLEMENTARY FINANCIAL INFORMATION
FOR THE YEAR ENDED 31 DECEMBER 2013

The unaudited supplementary financial information regarding corporate governance and other financial
information disclosed pursuant to the Banking (Disclosures) Rules issued by the Hong Kong Monetary
Authority is as follows:

IL.

CORPORATE GOVERNANCE

The Board of Directors is assisted by the Audit Committee, Credit, Asset and Liability
Management Committee and Remuneration Committee in corporate governance matters.

The Audit Committee consists of three independent non-executive directors and one non-
executive director who report regularly to the Board. It monitors compliance with policies
approved by the Board and other internal and statutory regulations. It provides an oversight of the
Bank's internal and external auditors and thereby assists the Board in providing independent
review of the effectiveness of the financial reporting process and internal control systems of the
Bank.

The Credit, Asset and Liabilities Management Committee comprises the Managing Director,
Alternative Chief Executive, the General Manager, the Manager, the Treasurer and the Head of
Accounts and Operations. The Committee is established to implement and maintain the overall
risk management framework relating to credit, liquidity positions, cash flows, maturities, interest
rate as well as exchange rate trends and compliance functions. It also acts as support for the
Remuneration Committee.

The Bank has established a Remuneration Committee with specific written Terms of Reference
which deal clearly with its authority and duties. The Remuneration Committee consists of three
independent non-executive directors and one non-executive director who report regularly to the
Board. The Remuneration Committee is responsible for making recommendations to the Board on
the Bank's policy, practices and structure for all remunerations of Directors and members of
Senior Management, and determining their specific remuneration packages. The Bank will ensure
that no Director or any of his associates is involved in deciding his own remuneration and at least
an annual review of the Bank's remuneration system and its operation is carried out independently
of management. During the year 2013, two meetings were held and attended by all committee
members.

The Remuneration Commitee is provided with sufficient resources to discharge its duties. The
following is a summary of the work performed during the year:

1) Reviewed the remuneration systems and its operations of the Bank;

(i)  Reviewed annual salary payment for the year;

(iii)  Reviewed the remuneration of senior management, key personnel and other staff; and
(iv)  Reviewed the remuneration policy.



TAI YAU BANK, LIMITED

1. CORPORATE GOVERNANCE - continued

The Bank has reviewed its remuneration policy for all employees of the Bank. The remuneration
policy covers guidelines and procedures that are commensurate with the business of the Bank. It
also supports the Bank's ethical values, objectives, strategies and control environment. The
remuneration structure is designed to encourage employee behavior that supports the Bank's risk
management framework and long-term financial soundness. There was no change to our
remuneration policy during the year.

The remuneration package of the Bank consists entirely of fixed salary payable in cash only. In
considering the remuneration structure, the Bank has regarded to the seniority, role,
responsibilities and activities of the employees and the need to promote behavior among
employees that supports the Bank's risk management framework and long-term financial
soundness.

A systematic role evaluation methodology is used to establish each employee's appropriate level
of remuneration. By means of an annual/periodic performance review, the degree to which each
employee is satisfying the requirements of the role and the degree to which established
performance objectives have been achieved are to be assessed. The Bank will reward employees'
achievement by directly linking pay to performance outcomes. Poor performance may affect the
level of remuneration increment in the coming year.

The senior management who is also considered as key personnel of the Bank consists of all
directors and managers of the Bank, including 15 employees in the Bank and fixed remuneration
in cash of HK$4,011,480 was paid during the year (2012: HK$3,810,520). We did not provide
any guaranteed bonuses, sign-on awards and severance payments during the year.

The directors of the Bank are of the opinion that the Bank has complied with the Supervisory
Policy Manual "Corporate Governance of Locally Incorporated Als" issued by the Hong Kong
Monetary Authority.
2. SEGMENTAL INFORMATION
(a) By geographical area
All the business operations of the Bank are in Hong Kong.
(b) By class of business
The Bank operates predominantly in the commercial banking business.
(©) Advances to customers - by industry sectors

The information concerning advances to customers by industry sectors has been classified
according to the usage of the loan and is stated gross of any provisions.

2013 2012
HK$ HK$
Loans for use in Hong Kong
Individuals - other private purposes 455,500 345,000

The loan borrowers are predominantly located in Hong Kong.
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3. OTHER FINANCIAL INFORMATION

2013 2012
% %
(a) Average liquidity ratio for the year 73.81 75.43

The average ratio is the simple average of each calendar month's average ratio. Each
monthly average liquidity ratio is calculated as the ratio of the average liquefiable assets to
the average qualifying liabilities, as specified in the Fourth Schedule of the Banking

Ordinance.
2013
%
(b) Total capital ratio 107.43
Tier 1 capital ratio 107.40
Common Equity Tier 1 capital ratio 107.40
2012
%
Capital adequacy ratio as at 31 December 120.82
Core capital ratio as at 31 December 120.82

Capital adequacy ratios were calculated on a solo basis, in accordance with the Banking
(Capital) Rules issued by the HKMA. The ratios as of 31 December 2013 were compiled
in accordance with the amended Capital Rules effective on 1 January 2013 for the
implementation of the "Basel III" capital accord whereas the ratios as at 31 December
2012 were compiled in accordance with the Banking (Capital) Rules for the
implementation of the "Basel II" capital accord. The Bank has adopted the basic approach
for the calculation of the risk-weighted assets for credit risk and the basic indicator
approach for the calculation of operational risk.

The detailed disclosures required by the Banking (Disclosure) Rules will be disclosed
under "Regulatory Disclosures" on the website of the Bank (www.tybhk.com.hk).

(©) The capital charge for operational risk calculated in accordance with the basic indicator
approach at the end of the reporting period is:

2013 2012
HK$'000 HK$'000
Capital charge for operational risk 2,262 2,114




TAI YAU BANK, LIMITED

4. OPERATIONAL RISK

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

Risk management is carried out by the Credit, Asset and Liability Management Committee under
the policies approved by the Board of Directors to manage operational risks through proper human
resources policies, delegation of authorities, segregation of duties, and timely and accurate
management information.

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.

5. CROSS-BORDER CLAIMS

The information of cross-border claims discloses exposures to foreign counterparties on which the
ultimate risk lies, and is derived according to the location of the counterparties after taking into
account any transfer of risk. In general, such transfer of risk takes place if the claims are
guaranteed by a party in a country which is different from that of the counterparty or if the claims
are on an overseas branch of a bank whose head office is located in another country. Only
countries constituting 10% or more of the aggregated cross-border claims are disclosed.

Banks and
other financial
institutions
HK$'000
As at 31 December 2013
Asia Pacific excluding Hong Kong 1,142,620
of which China 402,618
Japan 250,142
Taiwan 259,744
Singapore 100,024
Malaysia 130,092
As at 31 December 2012
Asia Pacific excluding Hong Kong 1,254,052
of which China 201,945
Japan 600,372
Taiwan 251,700
Singapore 150,035
Malaysia 50,000
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6. CURRENCY RISK

Foreign currency exposure arising from non-trading and structural position which constitute 10%
or more of the total net position in all foreign currencies are as follows:

At 31 December 2013

(Equivalent in HK$)
UsSD GBP CAD Total
Spot assets 81,619,081 274,367,743 11,568,661 367,555,485
Spot liabilities (72,560,408) (269,835,267)  (8,197,538) (350,593,213)
Net long position 9,058,673 4,532,476 3,371,123 16,962,272
Net structural position - - - -
At 31 December 2012
(Equivalent in HK$)
SD GBP CAD Total
Spot assets 100,649,301 271,924,794 9,842,800 382,416,895
Spot liabilities (90,116,781)  (268,195,577)  (8,630,169) (366,942,527)
Net long position 10,532,520 3,729,217 1,212,631 15,474,368

Net structural position - 8 - Z

7. OVERDUE AND RESCHEDULED LOANS AND OTHER ASSETS
As at the end of the reporting period, the Bank had no overdue or rescheduled loans and other
assets.

8. NON-BANK EXPOSURES IN MAINLAND

As at the end of the reporting period, the Bank had no non-bank exposures in the Mainland.

9 COMPLIANCE WITH DISCLOSURE REQUIREMENTS

In preparing the financial statements for the year ended 31 December 2013, the Bank has fully
complied with the requirements set out in the Banking (Disclosure) Rules issued by the Hong
Kong Monetary Authority.
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