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BPI INTERNATIONAL FINANCE LYMITED

REPORT OF THE DIRECTORS

The directors submit their report together with the aundited consclidated financial statements of BPI
International Finance Limited (the “Company”) and its subsidiaries (together, the “Group”} for the year
ended 318t December 2012,

Principal activities

The Company is a deposit-taking company registered under the Hong Kong Banking Ordinance. The
Company is hicensed under the Hong Kong Securities and Futures Ordinance for dealing in securities,
advising on securities and asset management activities. Its principal activities are the provision of
financial services and dealing in securities on behalf of customers. The principal activities of its associate
and subsidiaries are set out in notes 16 and 17 to the consolidated financial statements respectively.
Results and appropriations

The results of the Group for the year ended 31st December 2012 are set out in the consolidated statement
of comprehensive income on page 5.

The directors do not recommend the payment of a dividend (2011: Nil).
Reserves

Movenents in the reserves of the Group and the Company during the year are set out in the consolidated
statement of changes in equity on page 8 and statement of changes in equity on page 9 respectively.

Fixed assels

Details of the movements in fixed assets of the Group and the Company are shown in note 18 to the
consolidated financial statements.

Directors

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

Gil A. Buenaventura {resigned on 1 Qctober, 2012)
Mario Antonio V, Paner

Natividad N. Alejo {appointed on 25 April, 2012)
Alfonso L. Saleedo {appointed on 29 November, 2012)

Estelito C. Biacora
Marie Christine O, Lopez
Susana M. Manalo

In accordance with Article 85(a) of the Company’s Articles of Association, all directors retire at the
forthcoming Annual General Meeting and, being eligible, offer themselves for re-election.



Directors’ interests

No contracis of significance in relation to the Company’s business to which the Company, any of its
subsidiaries, fellow subsidiaries or its holding company was a party and in which a director of the
Cornpany had a material interest, whether directly or indirectly, subsisted at the end of the year or at any
time during the vear,

At no time during the year was the Company, its subsidiaries, #ts associated company, its fellow
subsidiaries or s helding company a party to any arrangement t¢ enable the directors of the Company
{including their spouse and children under 18 years of age) to hold any interests or short positions in the
shares or underlying shares in, or debentures of, the Company or its associated corporations.

Management coniracts

Neo contracts concerning the management and administration of the whole or any substantial part of the
business of the Company were entered into or existed during the year,

Compliance with the Banking (Bisclosure) Rules

The Company is required to comply with the Banking (Disclosure) Rules. The Barking {Disclosure) Rules
set out the minimum standards for public disclosure which authorized institutions must make in respect
of the statement of comprehensive income, its state of affairs and capital adequacy. The financial
statements for the financial year ended 31st December 2012 comply fully with the applicable disclosure
provisions of the Banking {Disclosure) Rules,

Auditor

The consolidated financial statements have been audited by PricewaterhouseCoopers who retire and,
being eligible, offer themselves for re-appointment.

On behalf of the Board

Hong Kong, 26 April 2013



INDEPENDENT AUDITOR’S REPORT
TO THE SHAREHOLDERS OF BPI INTERNATIONAL FINANCE LIMITED
{Incorporated in Hong Kong with limited Hability)

We have audited the consolidated financial statements of BPI International Finance Limited
(the “Company”} and its subsidiaries {together, the “Group”) set out on pages 5 to 50, which
comprise the consolidated and company statements of financial position as at 31st December
2012, and the consolidated statements of comprehensive income, the consolidated statement of
changes in equity and the consolidated statement of cash flows for the vear then ended, and a
summary of significant accounting policies and other explanatory information.

Directors’ Responsibility for the Consolidated Financial Statements

The directors of the Company are responsible for the preparation of consolidated financial
statements that give a truc 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 o enable the preparation of consolidated finaneial statements that are free from
material misstatement, whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express an opinion on these consolidated financial statements based on
our audit and to report our opinion solely to you, as a bedy, in accordance with section 141 of
the Hong Kong Companies Ordinance and for no other purpose. We do not assume
responsibility towards or accept Hability to any other person for the contents of this report.

We conducted our audit in accordance with Hong Kong Standards on Auditing issued by the
Hong Kong Institute of Certified Public Accountants. Those standards require that we comply
with ethical requirements and plan and perform the audit to obtain reasonable assurance about
whether the consolidated financial statements are free from material misstatement.

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

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

_3...



INDEPENDENT AUDITOR’S REPORT

TO THE SHAREHOLDERS OF BPI INTERNATIONAL FINANCE LIMITED
{CONTINUED)

(Incorporated in Hong Kong with limited lability)

Opinion

In our opinion, the consolidated financial statements give a true and fair view of the state of
affairs of the Company and of the Group as at 31 December 2012, and of the Group’s 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.

Pm.:uwaduwc‘ﬂs'[v«)\

PricewaterhouseCoopers
Certified Public Accountants

Hong Kong, 26 April 2013



BPT INTERNATIONAL FINANCE LIMITED

CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME
FOR'THE YEAR ENDED 31ST DECEMBER 2012

Note 2012 2011
HK$'coo HK$'oo0
Interest income 5 4,860 10,129
Interest expense {4,159) (4.975)
Net interest income 5,701 5.154
Other operating income 6 18,628 17,071
Operating income 24,3209 o2 095
Operating expenses 7 {15,544) {15,216)
Profit before taxation 8,785 7,009
Income tax expense Q €1,453) {1,106)
Profit for the year 7,332 5,903
Other comprehensive income:
Change in fair value of available-for-sale securities, net
of tax 171 {(173)
Total comprehensive income for the vear 7,503 5,730

The notes on pages 11 to 5o form part of these financial staterments.

...5...



BPTINTERNATIONAL FINANCE LIMITED

CONSOLIDATED STATEMENT OF FINANCIAL POSITION

AS AT 31ST DECEMBER 2012
Note
Assets
Cash and short-term funds 11
Placements with banks and other firancial institutions
maturing between one and twelve months 12
Held-to-maturity securities 13
Advances and other accounts 14
Available-for-sale securities 15
Investment in associate 16
Fixed assets ]
Deferred tax assets 20
Total assets
Liahilities
Deposits from customers 16
Balances with the ultimate holding company 26
Other payables
Tax payable
Total liahilities
Equity
Share capital 21
Retained earnings 29
Investment revaluation reserve 22

Total equity and liabilities

Approved by the Board of Directors on 26 April 2013 an

Director

Director

The notes on pages 11 to 50 form part of these financial statements.

-6-

2012 2011
HK$'000 HK$'000
146,352 149,000
142,616 175,155
166,285 166,320
68,353 57,057
9,198 8,586
o8 96
44 8y
532,946 606,391
317,324 390,604
50,067 59,776
4,558 2,456
268 260
372,27 453,165
75,000 75.000
85,641 78,309

88 (83)
160,729 153,226
532,946 600,301

gned on behalf of the Board by



BPI INTERNATIONAL FINANCE LIMITED

STATEMENT OF FINANCIAL POSITION

AS AT 311ST DECEMBER 2012
Note 2012 2031
HKS$'o00 HK%' 000
Assels
Cash and short-term funds 11 131,306 193,050
Placements with banks and other financial institutions
maturing between one and twelve monghs 12 142,616 175.155
Held-to-maturity securities 13 166,285 166,320
Advances and other accounts 14 67,488 56,280
Available-for-sale securities 15 9,108 8,586
Investment in associate 16 - -
Investment in subsidiaries 17 500 500
¥ixed assets 18 44 44
Deferred tax assets 20 44 87
Total assets 517,681 600,022
Liahilities
Deposits from customers i9 320,677 400,016
Balances with the ultimate holding company 26 50,067 50776
Other payables 2,024 1,210
Tax payable 159 170
Total liabilities 372,967 401,172
Equity
Share capital 21 75,000 75,600
Retained earnings 2o 650,026 63,033
Investment revaluation reserve 22 88 {83}
145,014 138,850
Total equity and liabilities 517,581 600,022

~
Approved by the Board of Directors on 26 April013 and signed on behalf of the Board by

Director Director

The notes on pages 1110 50 form part of these financial statements,
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BPI INTERNATIONAL FINANCE LIMITED

CONSOLIDATED STATEMENT OF CHANGES IN EQUITY

FOR THE YEAR ENDED 3:ST DECEMBER 2012

Share

capital

HK$'000

At 1st January 2011 75,000
Total comprehensive income for the

year -

Af 315t Decernber 2011 75,000

At 1st January 2012 75,000
Total comprehensive income for the

year -

At 318t Decernber 2012 75,000

Investment
revaluation
reserye
HK% 000

210

(173)

(83)

{83)

171

88

Retained
carnings:
HXS$o00

72,400

5,903

78,309

78,309

7:332

85,641

Total
HK$ 000

147,496

5,730

153,226

153,226

7,503

160,729

tAs at 315t December 2012, an amount of HK$1,691,649 (2011: HK$1,691,649) was carmarked from
retained earnings as a regulatory reserve. The regulatory reserve is maintained to satisfy the provisions of
the Hong Kong Banking Ordinance for prudential supervision purposes. Movements in the reserve, if any,
are made directly through retained earnings following consultation with the Hong Kong Monetary

Authority.

The notes on pages 11 to 50 form part of these financial statements.
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BPI INTERNATIONAL FINANCE LIMITED

STATEMENT OF CHANGES IN EQUITY
FOR THE YEAR ENDED 31ST DECEMBER 2012

Share

capital

HX$'co0

At 1st January 2011 75,000
‘Fotal comprehensive income for the

year -

At 31st December 2011 75,000

At 15t January 2012 75,000
Total comprehensive income for the

year -

At 31st December 2012 75,000

Investment
revaluation
reserve
HX¢$' 000

GO

{173}

(83)

(83)

171

88

Retained
earnings
HK$' o000

58,878

5055

63,933

63,933

5,993

69,926

Total
HX$'000

133,968

4,882

138,850

T

138,850

6,164

145,014

+ As at 3ist December 2012, an amount of HK$1,691,649 (2011: HK$1,601,649) was earmarked from
retained earnings as a regulatory reserve. The regulatory reserve is maintained to satisfy the provisions of
the Hong Kong Banking Ordinance for prudential supervision purposes. Movements in the reserve, if any,
are made directly through retained earnings following consultation with the Hong Kong Monetary

Axtthority.,

‘The notes on pages 11 to 50 form part of these financial statements.
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BPIINTERNATIONAL FINANCE LIMITED

CONSOLIDATED STATEMENT OF CASH FLOWS
FOR TIIE YEAR ENDED 31ST DECEMBER 2012

Net cash outflow from operating activities before
taxation

Net Hong Kong profits tax paid

Net cash outflow from operating activities after taxation

Investing activities

Purchase of fixed assets

Purchase of held-to-maturity securities

Purchase of available-for-sale securities

Proceeds from redemption of available-for-sale
securities

Proceeds from redemption of held-to-maturity
securities

Net cash outflow from investing activities

Decrease in cash and eash equivalents
Cash and cash equivalents at 1st January

Cash and cash equivalents at 3ist December

Analysis of cash and cash equivalents

Cash in hand

Balances with banks and other financial institutions

Placement with banks and other financial institutions
with original maturity within three months

The notes on pages 11 to 50 form part of these financial statements.

-i0-

Note

a7

2012
HKS$'000

{109,261)

(114}
(373.177)
(776}

369,656

{4,411)

{115.116)
249,731

134,615

216
59,633

74,766

134,615

)

2011
HK$'000

{(17.597)

(43)
{143,063)
{8.473)

61,805
77,830

(11,944)

(30,774)
280,505

249,731

T

318
37,400

212,013

249,731



(a)

BPI INTERNATIONAL FINANCE LIMITED
NOTES TO THE FINANCIAL STATEMENTS
General information

The principal activities of BPI International Finance Limited (the “Company”) and its subsidiaries
(together the “Group”) are the provision of financial services and dealing in securities on behalf of
customers. The Company is a deposit-taking company registered under the Hong Kong Banking
Ordinance and licensed under the Hong Kong Securities and Futures Ordinance for dealing in
securities, advising on securities and asset management activities.

The Conipany is incorporated in Hong Kong and its registered office is Unit 1202, 12/F Tower One,
Lippo Centre, 89 Queensway, Hong Kong,

These consolidated financial statements are presented in thousands of Hong Kong dollars
{HK#$ 000), unless otherwise stated.

Summary of significant accounting policies

The principal accounting policies applied in the preparation of these consolidated financial
statements are set out below. These policies have been consistently applied to all the years
presented, unless otherwise stated.

Basis of preparation

The consolidated financial statements of the Gronp have been prepared in accordance with Hong
Kong Financial Reporting Standards (“HKFRSs” is a collective term which includes all applicable
individual Hong Kong Financial Reporting Standards, Hong Kong Accounting Standards
{("HKASs") and Interpretations) issued by Hong Kong Institute of Certified Public Accountants
(“"HKICPA”"), 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 securities and financial assets at fair value through profit or loss.

The preparation of financial statements in conformity with HKFRSs requires management to
exercise judgement, use estimates and make assumptions that affect the application of policies
and reported amounts of assets, liabilities, income and expenses. Although these estimates are
based on management’s best knowledge of current events and actions, actual results may differ
from these estimates. Critical accounting estimates and assumptions used that are significant to
the financial statements, and areas involving a higher degree of judgement and complexity are
disclosed in Note 4 to the consolidated financial statements.

(i) Standards, amendments and interpretations effective for accounting periods beginning on
1January 2012

HK¥RS 7 (Amendment), ‘Financial Instruments: Disclosures — ‘Transfer of Financial
Assets’. The amendment introduces new quantitative disclosure reguirements for
transiers of financial assets that are either fully derecognised or derecognised not in their
entirety. The adoption of this amendment affects the disclosures of the Group's financial
statements when the Group undertakes transfers of financial assets that fall within its
scope. The Group considers that the adoption of this amendment has no impact on the
disclosures for the current year.

In addition to the above standard, the HKICPA has issued a number of new and revised

standards which are effective for accounting period beginning on 1 January 2012 but they
are not relevant to the Group’s operations.

-1if -



BPI INTERNATIONAL FINANCE LIMITED

NOTES TO TIIE FINANCIAL STATEMENTS

Summary of significant accounting policies (Continued)

{a) Basis of preparation (Continued)

(i)

tandards, amendments and interpretations issued that are not yet mandatorily effective

and have not heen early adopted by the Group in 2012

The following new/revised HKFRS/HKAS have been issued but not yet effective for the
financial period ended 3ist December 2012, They are expected to be relevant to the
Group’s operations.

HXAS1 (Revised) require companies preparing financial statements in accordance with
HKFRSs to group together items within other comprehensive income (OCI) that may
be reclassified to the profit or loss section of the ineome statement. The amendments
also reaffirm existing requirements that items in OCI and profit or loss should be
presented as either a single statement or two consecutive statements, The adoption of
this revised standard will affect the presentation of the Group's statement of
comprehensive income,

HKAS 27 {2011), Separate Financial Statements’. Please refer to HKFRS 10,
‘Consolidated Financial Statements’ on page 14.

HKAS 28 (2011}, Investments in Associates and Joint Ventures'. Please refer to
HKEFRS 11, ‘Joint Arrangements’ on page i4.

HKAS 32 (Amendment), ‘Financial Instruments: Presentation — Offsetting Financial
Assets and Financial Liabilities’. The amendment addresses inconsistencies in current
practice when applying the offsetting criteria and clarifies the meaning of ‘currently
has a legally enforceable right of set-off’; and the application of offsetting criteria to
some gross setilement systems (such as central clearing house systems) that may be
considered equivalent to net settlement. The Group is considering the financial impact
of the amendment.

HKFRS 7 (Amendment), ‘Financial Instruments: Disclosures — Offsetting Financial
Assets and Financial Liabilities’. The amendments require new disclosures to include
information that will enable users of an entity’s financial statements to evaluate the
effect or potential effect of netting arrangements, including rights of set-off associated
with the entity’s recognised financial assets and recognised financial Habilities, on the
entity’s financial position. The adoption of this amended standard will affect the
disclosure of the Group’s financial statements.

HKFRS 7 {Amendment), ‘Financial Instruments: Disclosures — Transition to HKFRS ¢,
The amendments provide relief from the requirement to restate comparative financial

statements which was originally available only to entities that chose to apply HKFRS g

prior to 2012. Instead, additional transition disclosures will be required to help users

to better understand the effect of initial application of the standard.

HKFRS g, ‘Financial Instruments’. The first part of HKFRS ¢ was issued in November
2009 and will replace those parts of HKAS 39 relating to the classification and
measurement of financial assets. In November 2010, a further pronouncement was
published to address financial liabilities and derecognition. Key features are as follows:

-5 -



{a)

BPI INTERNATIONAL FINANCE LIMITED

NOTES TO THE FINANCIAL STATEMENTS

Summary of significant accounting policies (Continued)

Basis of preparation (Continued)

(i)

Standards, amendments and interpretations issued that are not yet mandatorily effective
and have not been early adopted by the Group in 2012 {Continued)

(i) Classification and Measurement

Financial assets are required to be classified into one of the following measurement
categories: (1) those to be measured subsequently at fair value or {2) those to be
measured subsequently at amortised cost. Classification is to be made on transition,
and subsequently on initial recognition. The classification depends on the entity’s
business model for managing its financial mnstraments and the contractual cash flow
characteristics of the instrument,

A financial instrument is subsequently measured at amortised cost only if it is a debt
instrument, and the objective of the entity’s business model is to hold the asset to
collect the contractual cash flows, and the asset’s contractual cash flows represent
only unleveraged payments of principal and interest. AH other debt instruments are fo
be measured at fair value through profit or loss.

All equity instruments are to be measured subsequently at fair value, Equity
instruments that are held for trading will be measured at fair value through profit or
loss. For all other equity investments, an irrevocable election can be made at initial
recognition to recognise unrealised and realised fair value gains and losses through
other eomprehensive income rather than income statement. Once elected to be
recoghised through other comprehensive income, there will be no reclassification of
fair value gains and losses to income statement. Dividends are to be presented in
income statement as long as they represent a return on investment.

(ii} Financial Liabilities and Derecognition

Except for the two substantial changes described below, the classification and
measurement requirements of financial Habilities have been basically carried forward
with minimal amendments from HKAS 39. For the derecognition principles, they are
consistent with that of HKAS 30.

The requirements related to the fair value option for financial Habilities were changed
to address own credit risk. It requires the amount of change in fair value attributable
to changes in the credit risk of the financial liabilities be presented in other
comprehensive income. The remaining amount of the total gain or loss is included in
income statement. If this requirement creates or enlarges an aceounting mismatch in
profit or loss, then the whole fair value change is presented in income statement. The
determination of whether there will be a mismatch will reed to be made at initial
recognition of individual liabilities and will not be re-assessed. Amounts presented in
other comprehensive income are not subsequently reclassified to income statement
but may be transferred within equity.

The standard eliminates the exception from fair value measurement contained in
HKAS 39 for derivative liabilities that are linked to and must be settled by delivery of
an unquoted equity instrument.

The mandatory effective date of HKFRS 9 is 1 January 2015 with earlier adoption
permitted. New tiramsitional disclosures arc required instead of comparative
restatement. 'The Group is considering the financial impact of the standard and the
timing of its application,

..13...



(a)

BPI INTERNATIONAL FINANCE LIMITED

NOTES TO THE FINANCIAL STATEMENTS

Summary of significant accounting policies {(Continued)

Basis of preparation (Continued)

(i)

Standards, amendments and interpretations issued that are not yet mandatorily effective
and have not been early adopted by the Group in 2012 (Continued)

» HKFRS 10, ‘Consolidated Financial Statements’. HKFRS 10 builds on existing
principles by identifying the concept of control as the determining factor when
considering whether an entity should be included within the consolidated financial
statemnents of the parent company. The standard provides additional guidance to assist
in the determination of control where this is difficult to assess. It also replaces all of
the guidance on control and consolidation stipulated in HKAS 27 (Revised),
‘Consolidated and Separate Financial Statements’ and HK(SIC)-Int 12, ‘Consolidation
— Special Purpose Entities’. The remainder of HKAS 27 (Revised) is renamed HXAS 27
{2011), ‘Separate Financial Statements’ as a standard dealing solely with separate
financial statements without changing the existing guidance for separate financial
statements.

¢ HKFRS 11, ‘Joint Arrangements’. Changes in the definitions stipulated in HKFRS 11
have reduced the ‘types’ of joint arrangements to two: joint operations and joint
ventures. A joint operation is a joint arrangement that gives parties to the arrangement
direct rights to the assets and obligations for the liabilities. The ‘jointly controlled
assets’ classification in HKAS 31, ‘Interests in Joint Ventures’, has been merged into
joint operations, as both types of arrangements generally result in the same acecounting
outcome. A joint venture, in contrast, gives the parties rights to the net assets or
outcome of the arrangement. Joint ventures are accounted for using the equity method
in accordance with HKAS 28, ‘Investments in Associates” which is renamed as HKAS
28 (2011}, ‘Investments in Associates and Joint Ventures’. The standard is amended to
include the requirements of joint ventures accounting and to merge with the
requirements of HK(SIC)-Int 13, “Jointly Controlled Entities — Non-Monetary
Contributions by Venturers’. After the application of HKAS 28 {2011), entities can no
longer aecount for an interest in a joint venture using the proportionate consolidation
method.

» HKFRS 12, ‘Disclosure of Interests in Other Entities’. The standard sets out the
required disclosures for entities reporting under the two new standards, HKFRS 10
and HKFRS 11, and the revised standard HKAS 28 (2011). The existing guidance and
disclosure requirements for separate financial statements stipulated in HKAS 27
{Revised) are unchanged. HKFRS 12 requires entities to disclose information that
helps financial statements readers to evaluate the nature, risks and financial effects
associated with the entity’s interests in subsidiaries, associates, joint arrangements
and unconsolidated structured entities,

The above HKFRS 10, HKFRS 11, HKFRS 12, HKAS 27 (2011) and HKAS 28 (2011) issued
in June 2011 are a group of five new standards that address the scope of reporting entity
and will sapersede HKAS 27 (Revised), HKAS 28, HKAS 31, HK(SIC)-Int 12 and
HR(SIC)-Int 13. Earlier application of these standards are permitted but only when they
are applied at the same time. The Group is assessing the impact on the financial
statements of the Group as a result of the adoption of these new standards.



(a)

(b)

BPIINTERNATIONAL FINANCE LIMITED

NOTES TO THE FINANCIAL STATEMENTS

Summanry of significant accounting policies (Continued)
Basis of preparation (Continued)

{ii) Standards, amendments and interpretations issued that are not vet mandatorily effective
and have not been early adopted by the Group in 2012 {Continued)

« HKFRS 13, ‘Fair Value Measurement’. The new standard which was issued in June
2011 replaces the fair value measurement guidance contained in individual HKERSs by
providing a revised definition of fair value and a single source of fair value
measurement and disclosure requirements for use across HKFRSs. The requirements
do not extend the use of fair value accounting, but provide guidance on how it should
be applied when its use is already required or permitted by other standards within
HKFRSs. The Group is assessing the impact on the financial statements of the Group
as a result of the adoption of this new standard.

Consolidation

The consolidated financial statements include the financial statements of the Company and its
subsidiaries made np to 318t December.

Subsidiaries are those entitics in which the Company, directly or indirectly, controls the
composition of the Board of Directors, controls more than half of the voting rights or holds more
than half of the issued share capital, and has the power to govern the financial and operating
policies,

Subsidiaries are consolidated into the financial statements 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 hetween group
companies are eliminated in full in preparing the consolidated financial statements. Unrealised
losses are also eliminated unless the transaction provides evidence of an impairment of the asset
transferred. Accounting policies of subsidiaries have been changed where necessary to ensure
consistency with the policies adopted by the Group.

In the Company’s balance sheet, the investment in subsidiaries is stated at cost less allowance for

impairment losses. The results of subsidiaries are accounted for by the Company on the basis of
dividend received and receivable.

_15«



(c)

(d)

(e)

BPILINTERNATIONAL FINANCE LIMITED

NOTES TO THE FINANCIAL STATEMENTS

Summary of significant accounting policies (Continued)
Associale

An associate is an entity over which the Group has significant influence but not control, generally
accompanying a shareholding of between 20% and 50% of the voting rights.

The investment in the associate is accounted for using the equity method of accounting and are
nitially recognised at cost,

The Group’s share of its associate’s post-acquisition profits or losses is recognised in the statement
of comprehensive income. When the Group’s share of losses in an associate equals or exceeds its
interest in the associate, including any other unsecured receivables, the Group does not recognise
further losses, unjess it has incurred obligations or made payments on behalf of the associate.

In the Company’s balance sheet, the investment in the associate is stated at cost less allowance for
tmpairment losses, The result of the associate is accounted for by the Company on the basis of
dividend received and receivable.

Interest income and expense

Interest income and expense are recognised in the statement of comprehensive income 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 Hability. When calculating the
effective interest rate, the Group estimates cash flows considering all contractual terms of the
financial instrument (for example, prepayment options) but does not consider future credit losses.
The calculation includes all 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 resalf 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,

Fee and commission income and expense

Fee and commission income and expense are generally recognised on an accrual basis when the
service has been provided.

Service fees are recognized based on the applicable service contracts, usually on a time-
apportionate basis,

Commission income is recognized on completion of the underlying transactions.

- 31H -
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BPIINTERNATIONAL FINANCE LIMITED

NOTES TO THE FINANCIAL STATEMENTS

Summanry of significant accounting policies (Continued)

Financial assets

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

(i)

(i)

(i)

(v}

Loans and receivables

Loans and receivables include cash and short-term funds, placements with banks and
other financial institutions and advances to customers. They arise when the Group
provides money, goods or services directly to a debtor with no intention of trading the
receivable.

Loans and receivables are initially recognized at fair value and subsequently measured at
amortised cost using the effective interest method less impairment losses.

Held-to-maturity securiiies

Held-to-matarity securities are non-derivative finaneial assets with fixed or determinable
payments and fixed maturities that the Group’s management has the positive intention
and ability to hold to maturity.

Available-for-sale securities

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

Available-for-sale securities are stated at fair value. Unrealised gains and losses arising
from changes in the fair value are recognised directly in the investment revaluation
reserve until the financial asset is derecognised or impaired at which time the cumulative
gain or loss previously recognised in the investment revaluation reserve is recognised in
the statement of comprehensive income,

Financial assets at fair value through profit or loss

This category represents financial assets held for trading, A financial asset is classified as
held for trading if it is 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,

Financial instruments included in this category are recognised initially at fair value and
transaction costs taken direcily to the statement of comprehensive income. Changes in
fair value are recognised as “Net gain/loss arising from financial assets at fair valie
through profit or loss” as part of the “other operating income” in the statement of
comprehensive income in the period in which they arise.

Purchases and sales of finaneial assets are recognised on the trade-date - the date on which the
Group commits to purchase or sell the asset. Loans are recognised when cash is advanced to the
borrowers.
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BPI INTERNATIONAL FINANCE LIMITED

NOTES TO THE FINANCIAL STATEMENTS

Summary of significant accounting policies (Continued)

Financial assets (Continned)

Financial assets are derecognised when the rights to receive cash flows from the investments have
expired or have been transferred and the Group has transferred substantially all risks and rewards
of ownership.

Impairment of financial assets

@)

Financial assets carried at amortised cost

The Group assesses at each balance sheet date 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 {a loss event”) and that loss event {or events) has an impact
on the estimated future cash flows of the financial asset or group of financial assets that
can be reliably estimated.

Objective evidence that a financial asset or 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;

{ii) a breach of contract, such as a default or delinguency in interest or principal
payments;

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

{iv) it becoming probable that the borrower will enter into bankrupicy or other
financial reorganisation;

() the disappearance of an active market for that financial asset because of financial
difficulties; or

{vi) 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
- national or local 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, and individually or collectively for
financial assets that are not individually significant. I the Group determines that no
objective evidence of impairment exists for an individually assessed financial asset,
whether significant or not, it includes that asset in a group of financial assets with similar
credit risk characteristics and collectively assesses them for impairment. Assets that are
individually assessed for impairment and for which an impairment loss is or continues to
be recognised are not included in a collective assessment of impairment.
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BPI INTERNATIONAL FINANCE LIMITED

NOTES TO THE FINANCIAL STATEMENTS

Summary of significant accounting policies {Continued)

Impairment of financial assets (Continued)

W

Financial assets earried at amortised cost {Continued)

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

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

For the purposes of a collective evaluation of impairment, financial assets are grouped on
the basis of similar credit risk characteristics (i.e. on the hasis of the Group’s grading
process that considers asset type, industry, geographical location, collateral type, overdue
status and other relevant factors). Those characteristics are relevant to the estimation of
future cash flows for groups of such assets by being indicative of the debtor’s ability to pay
all amounts due according to the contractual terms of the assets being evaluated.

Future cash flows in a group of financial assets that are collectively evalnated 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 historieal loss experience is based and to remove the effects of conditions in the
historical period that do not exist cutrently.

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.
The methodelogy 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 lean is uncollectible, it is written off against the related allowances for loan
impairment. Such loans are written off affer all the necessary procedures have been
completed and the amount of the loss has been determined.

If, in a subsequent period, the amount of the impairment loss decreases and the decrease
can be related objectively to an event cecurring after the impairment was recognised (such
as an improvement in the debtor’s credit rating), the previously recognised impairment
loss is reversed by adjusting the allowance aeccount. The amount of the reversal is
recognised in the statement of comprehensive income.
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BPI INTERNATIONAL FINANCE LIMITED

NOTES TO THE FINANCIAL STATEMENTS

Summary of significant accounting policies (Continued)
Impairment of financial assets (Continued)

(i) Financial assets classified as available-for-sale invesiments

The Group assesses at each balance sheet date whether there is objective evidence that a
financial asset or a group of financial assets is impaired. ¥ any such evidence exists for
available-for-sale securities, 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 statement of comprehensive income - is removed from equity
and recognised in the statement of comprehensive income. ¥, in a subsequent period, the
fair value of a debt instrument classified as available-for-sale increases and the increase
can be objectively related to an event occurring after the impairment loss was recognised
in statement of comprehensive income, the impairment loss is reversed through the
statement of eomprehensive income.

Financial liabilities

Financial liabilities are initially recognised at fair value net of transaction costs incurred, and
subsequently, carried at amortised cost. Any difference between proceeds net of transaction costs
and the redemption value is recognised in the statement of comprehensive income over the period
of the financial Habilities using the effective interest method.

Impairment of investment in subsidiaries and associates and non-financial assets

Assets that have an indefinite useful life are not subject to amortisation, but are at least tested
annually for impairment and are reviewed for impairment whenever events or changes in
circumstances indicate that the carrying amount may not be recoverable. An impairment loss is
recognised for the amnount by which the asset’s carrying amount exceeds its recoverable amount.
The recoverable amount is the higher of an asset’s fair value less costs to sell and value in use. For
the purposes of assessing impairment, assets are grouped at the lowest levels for which there are
separately identifiable cash flows (cash-generating units). Assets other than goodwill that suffered
an impairment are reviewed for possible reversal of the impairment at each reporting date.

Fixed assets

Fixed assets are stated af historical cost less 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 recognised as a separate asset, as
appropriate, only when it is probable that future economic benefits associated with the itern will flow
to the Group and the cost of the item can be measured reliably. All other repairs and maintenance
are charged in the statement of comprehensive income during the financial period in which they
are incurred.

Depreciation of fixed assets is caleulated using the straight-line method to allocate cost or
revalued amounts to their residual values over their estimated useful lives, as follows:

Leasehold improvements over the remaining period of lease
Furniture, fixtures and equipment 20% - 33.33%

The assets’ residual values and useful lives are reviewed, and adjusted if appropriate, at each balance
sheet date,

An asset’s carrying amount is written down immediately to its recoverable amount i the asset’s
carrying amount is greater than its estimated recoverable amount.
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BPI INTERNATIONAL FINANCE LIMITED

NOTES TO THE FINANCIAL STATEMENTS

Summary of significant accounting policies (Continued)
Current and deferred income tax

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

The current income tax charge is calculated on the basis of the tax laws enacted or substantively
enacted at the balance sheet date in the countries where the Company’s subsidiaries and associate
operate and generate taxable income. Management periodically evaluates positions taken in tax
returns with respect to situations in which applicable tax regulation is subject to interpretation. i
establishes provisions where appropriate on the basis of amounts expected te be paid to the tax
authorities.

Deferred taxation is provided in full, using the lability method, on temporary differences arising
between the tax bases of assets and liabilities and their carrying amounts in the financial
statements. Deferred income tax is determined using tax rates that have been emacted or
substantially enacted by the balance sheet date 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 to the extent that it is probable that future taxable profit will be
available against which the temporary differences can be utilised.

Income tax payable on profits, based on the applicable tax law in each jurisdiction, is recognised as
an expense in the period in which profits arise. The tax effects of income tax losses available for
carry forward are recognised as an asset when it is probable that future taxable profits will be
available against which these losses can be utilised,

Deferred taxation is charged or credited in the statement of comprehensive income except when it
relates to items charged or credited directly to equity, in which case the deferred taxation is also
dealt with in equity, sach as the revaluation of premises,

Empiovee benefits
i Employee leave entitlements

Employee entitlements to annual leave and long-service leave are recognised when they
accrue to employees. An accrual is made for the estimated lability for annual leave and
long-service Jeave as a result of services rendered by employees up to the balance sheet
date.

Employee entitlements to sick leave and maternity or paternity leave are recognised when
the absences oceur.

{ii) Pension cbligations

The Group contributes to defined contribution retirement schemes under either
recognised ORSO schemes or MPF schemes that are available to the Group’s employees.
Contributions to the schemes by the Group and employees are calculated as a percentage
of employees’” basic salaries for the ORSO schemes and in accordance with the MPF rules
for MPF schemes. The retirement benefit scheme costs are charged to the statement of
comprehensive income as incurred and represent contributions payable by the Group to
the schemes. Contributions made by the Group that are forfeited by those employees who
leave the ORSO scheme prior to the full vesting of their entitlement to the contribations
are used by the Group to reduce the existing level of contributions or to meet its expenses
under the trust deed of the ORSO schemes.
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BPI INTERNATIONAL FINANCE LIMITED

NOTES TO THE FINANCIAL STATEMENTS

Summary of significant accounting policies (Continued)
Employee benefits (Continued)

{ii} Pension obligations (Continued)

The assets of the schemes are held in independently-administered funds separate from
those of the Group.

Provisions

Provisions are recognised when the Group has a present legal or constructive obligation as a result
of past events, it is more likely than not that an outflow of resources will be required to settle the
obligation, and a reliable estimate of the amount can be made, Where the Group expects a
provision to be reimbursed, for example under an insurance contract, the reimbursement is
recognised as a separate asset but only when the reimbursement is virtually certain,

Translation of foreign currencies

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

Foreign currency transactions are translated into the functional currency using the exchange rates
prevailing at the dates of the transactions. Foreign exchange gains and losses resulting from the
settlement of foreign currency transactions are recognised directly in the statement of
comprehensive income. Assets and liabifities denominated in foreign currencies are translated at
the closing rate at the balance sheet date. The differences arising from translation are recognised
in the statement of comprehensive income except for translation differences on non-monetary
items such as equity classified as available for-sale securities are included in the investment
revaiuation reserve in equity.

Operating lease

Leases in which a significant portion of the risks and rewards of ownership are retained by the
lessor are classified as operating leases. Payments made under operating leases (net of any
incentives recetved from the lessor) are expensed in the statement of comprehensive income on a
straight-line basis over the period of the lease.

Contingent liabilities and contingent assets

A contingent Hability is a possible obligation that arises from past events and whose existence will
only be confirmed by the occurrence or non-occurrence of one or more uncertain future events not
wholly within the control of the Group. It can also be a present obligation arising from past events
that is not recognised because it is not probable that outflow of economic resources will be
required or the amount of obligation cannot be measured reliably.

A contingent Hability is not recognised as a provision but is disclosed in the notes to the financial
statements. When a change in the probability of an outflow occurs so that outflow is probable, it
will then be recognised as a provision,

A contingent asset is a possible asset that arises from past evenis and whose existence will be

confirmed only by the occurrence or non-occurrence of one or more uncertain events not wholly
within the control of the Group.
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BP1 INTERNATIONAL FINANCE LIMITED

NOTES TO THE FINANCIAL STATEMENTS

Summary of significant accounting policies (Continued)
Contingent liabilities and contingent assets (Continued)

A contingent asset is not recognised but is disclosed in the notes to the financial statements when
an inflow of economic benefits is probable. When the inflow is virtually certain, it will he
recognised as an asset.

Cash and cash equivalents

For the purposes of the consolidated statement of cash flows, cash and cash equivalents comprise
balances with original maturity less than three months from the date of acquisition, including
cash and balances with banks and other financial institutions.

Related parlies

For the purposes of these financial statements, a party is considered to be related to the Group if
that party controls, jointly controls or has significant infleence over the Group; is a member of
the same financial reporting group, such as parents, subsidiaries and fellow subsidiaries; is an
associate or a joint venture of the Group or parent reporting group; is a key management
personnel of the Group or parents, or where the Group and the party are subject to common
conirol. Related parties may be individuals or entitjes.

Fiduciary activities

The Group commonly acts in a fiduciary capacity that results in the holding or placing of assets
ont behalf of individuals and other institutions. These assets and income arising thereon are
excluded from these financial statements, as they are not assets of the Group.

Financial and eperational risk management

The Group’s activities are principally related to the use of financial instruments. Tt accepts deposits
from customers, seeks to earn interest margins by investing these funds in high-quality assets and
obtaining above-average margins through lending to commercial borrowers.

The Group’s activities expose it to a variety of financial risks: credit risk, market risk, (including
currency risk and interest rate risk) and liquidity risk. Information related to the risk the Group is
exposed to and its management and control of the primary risk associated with the use of financial
nstruments are set out below:

Credit risk

The Group takes on exposure to credit risk, which is the risk arising from the possibility that
borrowing customers or counterparties in a transaction may default on their payment obligations.
1t arises from the lending, trade finance, other activities undertaken by the Group.

The Group has no significant concentrations of credit risk on individual customer. Due to nature
of the business of the Group, the Group has concentration on the location of its counterparties
{note 3.1(b)(iD)). Nonetheless, policies and procedures for credit evalnation, approval,
documentation, implementation, safekecping, servicing, administration, collection, and
impairment allowances are formalized. The task of maintaining/updating these policies and
procedures is handled by a unit in the Group’s parent bank. Monthly reports on non-interbank
loans/receivables are rendered to the parent bank’s credit administration unit. Compliance with
these policies/procedures is independently reviewed by internal auditors with formal reporting on
the results of examinations to board of directors of the Company.
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NOTES TO THE FINANCIAL STATEMENTS

Financial and operational risk management (Continued)

Credit risk (Continued)

(a)

Maximnm exposures to credit risk before collateral held or other enhancements are
summarized as follows:

Group Company

2012 2011 2012 2011

HK$'ooo0 HK$'000 HK$’o00 HX$'000
On-balance sheet assets

Shori-term funds 146,136 198,772 131,806 193,050
Placements with banks and
cther financial institutions
maturing between one and

twelve months 142,616 175,155 142,616 175,155
Held-to-maturity securities 166,285 166,320 166,285 166,320
Advances and other accounts 68,353 597,057 67,488 56,280
Available-for-sale securities 9,198 8,586 9,198 8,586
Off-halance sheet items
Loan commitment and

contingent liabilities 5,721 10,713 5,721 19,713

538,300 625,603 523,114 610,104

The maximum exposure is a worst case scenario of credit risk exposure to the Group
without taking account of any collateral held or other credit enhancements, For on-
balance sheet assets, the maximum exposure to credit risk equals their carrying amount.
For loan commitment and other credit related liabilities, the maximum exposure to
credit risk is the full amount of the committed facilities.

The nature of the collateral held and other credit enhancements and their financial effect
to the different classes of the Group's financial assets are as follows.

Short term funds and placements with banks and other financial institutions maturing
between one and fwelve months

These exposures are generally considered to be low risk due to the nature of the
counterparties. Collateral is generally not sought on these assets.

Held-to~-maturity securities and available-for-sale securities
Collateral is generally not sought on debt securities.

Advances and other accounts, loan commitments and contingent liabilities

The general types of collateral are investment securities and deposits. Advances and
other accounts, loan commitments are collateralised to the extent considered appropriate
by the Group taking account of the risk assessment of individual exposures, The advances
to customers are fully collateralised. The components and nature of contingent liabilities
and commitments are disclosed in Note 24. Regarding the commitments that are
unconditionally cancellable without prior notice, the Group would assess the necessity to
withdraw the credit line in case where the credit quality of a borrower deteriorates.
Accordingly, these commitments do not expose the Group to significant credit risk.
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BPI INTERNATIONAL FINANCE LIMITED
NOTES TO THE FINANCIAL STATEMENTS
Financial and operational risk management (Continued)
3.1 Credit risk (Continued)
{b) Gross advances to customers
3] Gross advances by customer type

The Group and the Company

2012 2011
HKX$ 000 HKX$'000
Personal 64,002 52,008

As at balance sheet date, there are no loans and advances to customers which are
past due or impaired. There are no rescheduled advances as at 31st December
2012 and 2011.

(i) Geographical concentration of gross advances to customers
The following geographical analysis of gross advances to customers and overdue

advances is based on the loeation of the counterparties, after taking inte account
the transfer of risk in respect of such advances where appropriate.

2012 2011
HK% oo0 HKX$'000
The Philippines 64,002 52,698
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BPIINTERNATIONAL FINANCE LIMITED
NOTES TO THE FINANCIAL STATEMENTS
Financial and operational risk management (Continued)
Credit risk {Continued)
() Debt securities that are neither past due nor impaired
The table below presents an analysis of debt securities by rating agency designation at

318t December, based on the Moody’s ratings or their equivalent that the Group has used
in relation to credit risk exposures.

The Group and the Company
2012 Financial
assets Available- Held-to-
through for-sale maturity
profit or loss securities securities Total
HK%000 HK$'000 HK$'oo0 HK$ 000
Aaa - - - -
Aaito Aag - - 36,883 36,883
Ai1to Ag - 8,360 9,201 17,561
Below A3 and above C - 838 49,619 50,457
Unrated - - 70,532 70,582
- 9,198 166,285 175,483
2011 Financial
assets Available- Held-to-
through for-sale maturity
profit or loss securities securitics Total
HK$o00 HK$'o00 HK% 000 HK$'oo0
Aaa - - 8,142 8,142
Aatto Aa3z - - 29,009 29,099
Alic A3 - 8,586 ~ 8,586
Below A3 and above C - - 50,685 50,685
Unrated - - 78,394 78,394
- 8,586 166,320 174,906

There are no overdue debt secarities as at 31 December 2012 (2011 nil).
Market risk

The Group takes on exposure to market risk, 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, currency and equity products, 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, foreign exchange rates and equity prices.

The Group’s exposures to market risk for the non-trading portfolios primarily arise from the
mterest rate management of the Group’s assets and labilities. Non-trading portfolios also consist
of foreign exchange and equity risks arising from the Group’s held-to-maturity and available-for-
sale investments. Analysis of the Group’s currency risk and interest rate risk are stated in note
3.2{a) and 3(b) below.
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BPLINTERNATIONAL FINANCE LEIMITED

NOTES TO THE FINANCIAL STATEMENTS

Financial and operational risk management {(Continued)

Market risk {Continned)

(a) Currency risk

The Group takes on exposure to the effects of fluctuations in the prevailing foreign
currency exchange rates on its financial position and cash flows. Except to cover
transactional requirements, the Group does not hold positions for trading purposes. The
Group’s chief executive reviews the daily position report which is also submitted to
internal and external regulatory bodies of the Group’s parent bank. Violations of relevant
policies/regulations are subject to sanctions.

The tables below snmmarise the Group’s exposure to foreign currency exchange rate risk
as at 3ist December., Included in the tables are the Gronp’s assets and liabilities at
carrying amounts in Hong Kong dollar equivalent, categorised by the original currency.

The Group

Assets

Cash and short-term funds

Placements with banks and
other financial institutions
maturing between one and
twelve months

Held-to-maturity securities

Advances and other aceounts

Available-for-sale securities

Investment in associate

Fixed assets

Deferred tax assets

Total assets

Liabilities
Deposits from customers
Balances with the ultimate
holding company
Other payables
Tax payable

Total Habilities

Net on-balance sheet position

Credit commitments

2012
HKD UusH Other Total
HK$'coo HX$ 000 HX$ o000 HK$’o00
39,288 66,657 40,107 146,352
33,018 7,580 42,018 142,616
83,522 82,763 - 166,285
1,427 66,727 199 68,353
- 6,198 - 9,198
98 - - 98
44 - - 44
157,397 303,225 72,324 532,946
677 245,405 71,242 317,324
50,067 - - 50,067
3.789 764 5 4,558
268 - - 268
54,801 246,169 71,247 372,217
102,596 57,056 1,077 160,729
- 5,721 - 5,721
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BPIINTERNATIONAL FINANCE LIMITED

NOTES TO THE FINANCIAL STATEMENTS

Financial and operational risk management (Continuaed)

Market risk (Continued)
{a) Currency risk {Continued)

The Group

Assets

Cash and shori-term funds

Placements with banks and
other financial institutions
maturing between one and
iwelve months

Held-to-maturity securities

Advances and other accounts

Available-for-sale securities

Investment in associate

Fixed assets

Deferred tax assets

Total assets

Liabilities
Deposits from customers
Balances with the ultimate
holding company
Other payables
Tax payable

Total liabilities

Net on-balance sheet position

Credit commitments

2011
HXD Uush Other Fotal
HK$'000  HK$000 HK$ooo  HK$'ooo
42,447 126,506 30,047 199,050
13,004 107,338 56,818 175,155
99,480 66,840 - 166,320
1,352 55:534 i 57,057
- 8,586 - 8,586
96 - - a6
87 - - 8y
154,466 364,889 87,036 606,391
423 304,826 85,415 390,664
44,667 17,109 - 59,776
2,387 69 - 2,456
269 - - 269
45,746 322,004 85,415 453,165
108,720 42,885 1,621 153,226
- 19,713 - 19,713
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BPIINTERNATIONAL FINANCE LIMITED

NOTES TO THE FINANCIAL STATEMENTS

Financial and operational risk management {(Continued)

Market risk (Continued)

{(b)

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 change in market
interest rates,

The Group takes on exposure to the effects of fluctuations in the prevailing levels of
market inferest rates on both its fair value and cash flow risks. Interest margins may
increase as a result of such changes but may reduce losses in the event that unexpected
movement arise. The Assets and Liabilities Committee (FALCO”) regularly meets to
review historical information and make forecasts. Once a month, a formal report of
average rates of interest income and expenses are presented to the senior management of
the Group.

The tables below summarise the Group’s exposure to interest rate risk as at 3ist
December. Included in the tables are the Group’s assets and liabilities at carrying
amounts, categorised by the earlier of contractual repricing or maturity dates (other than
non-interest bearing balances}.
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BPLINTERNATIONAL FINANCE LIMITED

NOTES TO THE FINANCIAL STATEMENTS

Financial and operational risk management {Continued)

Market risk {Continued)
(h) Interest rate risk (Continued)

The Group

Assets

Cash and short-term
finds

Placements with banks
and other financial
institutions maluring
between oneand
twelve months

Held-to-maturity
securities

Advances and other
accounts

Available-for-sale
securities

Investinent In associate

Fixed assets

Deferred tax assets

Total assets

Liabilities
Deposits from
customers
Aataness with the
ultimate holding
company
Otherpayables
"F'ax payable

Total Fabilities

Interest sensitivity gap

2012

Nog -

Uptot: 1~ 3 3- 3 Over s interest
month raonths months  1- §yeurs years bearing Total
K% 0060 HE$ 000 HES 000 HE$ooo HE$ 000 Hk$'soo  HE$ o000
146,136 - - - - 216 146,352
- 43,527 94,084 - - - 142,616
66,210 37,340 41,5362 21,373 - - 166,285
14,007 49,995 - - - 4,351 58,353
. - - 9,198 - - 5,198
- - - - - o8 98
. - - - - a4 44
226,353 130,862 140,451 30,571 - 4,709 532946
156,972 125,854 34.408 . - ~ 317,324
N - - - - 50,067 50,067
. . - - - 4,558 4,558
- - - - - 08 268
156,972 125,854 34,408 - - 54,803 7,21y

9,381 5008 05,953 30,571 -
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NOTES TO THE FINANCIAL STATEMENTS

Financial and operational risk management (Continued)

Market risk (Continued)

(b} Interest rate risk {Continued)

The Group

Axgets

Cash and short-term
funds

Placements with banks
and other financial
institutions maturing
between one and
twelve months

Held-to-maturity
securities

Advanees and other
ACCOURES

Avatlable-for sale
securities

{rvestment in associate

Fixed assets

Deferred tax assets

Total assets

{iabilities

Deposits from
customers

Balances with the
ultimate holding
COTpAny

COther payables

‘Fax payable

Total lishilitdes

Interest sensitivity gap

2011
Nor -
pto: -3 G i Over 5 interest
maonth mionths maonths - gyears FEATH bearing Total
HE$ 000 HK4% 000 HKS'000  HK$'ooo HX$'000 HE$o00  HE$ o0
198,739 - - 351 199,090
- 95605 7550 - - 5,155
H5430 29,009 34,711 40,080 - - 166,320
10,380 42,830 34 46 3,007 57,057
- - 8,586 - 8,586
- - 46 96
- - 87 87
262,349 167,534 114,295 57,712 4,501 606,301
158,940 125,113 036,611 - - 390,004
- - 59,776 52,775
- - 2,456 2,456
- - - - 260 264
158,040 125,113 166,611 - 62,501 453,165
103,404 42,421 7,584 57712
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BPI INTERNATIONAL FINANCE LIMITED

NOTES TO THE FINANCIAL STATEMENTS

Financial and operational risk management (Continned)

Market risk (Continned)

) Market risk sensitivity analysis

B

(i)

Liquidity risk

Currency risk

As at 315t December 2012 and 2011, the Group's foreign currency exposure is
mainly to USD. As the HKD is pegged to the USD, the Group does not expect a
large flactuation caused by variations in the exchange rate.

Inferest rate risk

The Group’s interest rate risk mainly arises from the timing differences in the
repricing of interest bearing assets, Habilities and off balance sheet positions.

The Group is principally exposed to HK dolHar, US dollar, and Australian dollar in
terms of interest rate risk. At 31 December 2012, if HK dollar, US dolar, and
Australia dollar market interest rates had been 200 basis point Jower/higher with
other variables held constant, earnings of the Group over the next 12 months
would be reduced/increased by HK$1,294,000 (2011: HK$1,877,000).

Liquidity risk is the risk that the Group 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 other creditors and
fulfil commitments to lend.

(a) Liguidity risk management process

The liquidity condition of the Group is monitored on a daily basis by the Company’s chief
executive. The balance between liquidity and profitability is carefully considered but the
former is given higher priority in case of conflicts in meeting targets or regulatory
requirements,



BPTINTERNATIONAL FINANCE LIMITED
NOTES TO THE FINANCIAL STATEMENTS
Financial and operational risk management (Continued)
Liguidity risk (Continued)
§r} Maturity analysis
The tables below analyse assets and Habilities of the Group as at 3ist December into

relevant maturity groupings based on the remaining period at balance sheet date to the
coniractual maturity date.

20EE

Repayable Upta 1-3 F-1z 1-5 Dver i
an dernand 1 ronth mgnElhs montha YESIE yoals Unedated Totad
HEs'coo HES'oaoo  HESooo HESoop  HEfoan  HESwoo  HESooo  HESooo
Aswets
Cash and shoti-term funds 59,840 86,503 - - - - - 146,052
Placements with hanks and ether

Anancial Bretitutiong mattemg

between oneand twelve months - - 43,527 40,089 - - - 144,016
Held-to-maturity securTites - 66,410 37,340 41,362 21,373 - B 166,285
Advanees and other accounts - 15,616 51,195 353 572 - 21y 68,353
AvaTliblefor-sale securities - - - - 9,168 - - a,198

Inwestment In assocTate - - - - - - - -

Fixed asscts - - - - - - oB 48
Veferred tax nssats - - - - - - S 44
Total assets 39,840 168,30y 132,062 140,804 35,543 - 359 532,946
aiges o —

Deposits from custormers - 156,710 80,034 80,580 - - - 317,324

Balaness with the withnate holding

COBAPS LY - - - 50,067 - - - 50,067
Other payabies 1,988 1,199 40 L2y - - 32 4,558
Tax payahle - - - - - - 268 268
‘Fotal Babiitics 1,988 57,000 80,004 131,926 - - DO 372,217
Net lipidity gap 37861 10,420 51,868 8,878 31,543 - 59 164,720
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BPIINTERNATIONAL FINANCE LIMITED

NOTES TO THE FINANCIAL STATEMENTS

Financial and operational risk management (Continued)
Liquidity risk (Continued)

) Maturity analysis (Continued}

2001

Repayable Upte 13 a-12 -5 ey i
ot demarnd 1 month months monihs Years FEArs Undated Tetal
HES'qoo HE&%'oop  HES'cpo HESooo HESosoe  HESooo  HEScoo  HESooo
Aggets
Cash and short-term fimds 97,778 161,372 . - - . - LG8, D60
Placemnents with banks and sther

financial institutions maturing

between onte and twelve months - - 95,605 FGEGD - - . 175,155
Hlebd-to-maturity secutities - 53430 e, DR 24,711 49.080 - - 166,324
Advances and other acoounts - 12,873 47,879 IR n - 1,143 57857
Available-for-sale securities - - - - 8,586 - - 8,586

Investment in associate . . B . . R R

Fiued assets - . . - E . ] of
Deferred tax assels . . - - : - &7 &y
Fotal nssets 37,738 227,675 17,583 134,418 BR.ETT - 1,326 506,461
— e —— [N R R [

Deposits from customers - 153,940 125,113 184,61t - - - 290,664

Galances with the yitimate holding

campany 59,776 - - - - - - 58776
Cither payvables GL4 141 - 1,332 33 - 56 2,458
‘Tax pavable . . - - . - B6G 264G
Fotal Babilities 64,590 159,088 125,108 1oy,525 33 . 345 453,165
Net liguidity gap {23,872} 68,594 42,470 G480 570044 . 1,608 153,226
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BPI INTERNATHONAL FINANCE LIMITED

NOTES TO THE FINANCIAL STATEMENTS

Financial and operational risk management (Continued)

Lignidity risk (Continuned)

fe) Undiscounted cash flows by contractual maturities
The tables below presents the cash flows payable by the Group in respect of non-
derivative financial Habilities by remaining contractual maturities at balance sheet date.
The amounts disclosed in the tables below are the approximation of the contractual

undiscounted cash flows, whercas the Group manages the inherent liquidity risk based on
expected undiseounted cash flows.

The Group
As at 315t December 2012
Repayable
on Uptol i-3 312 1-5
demand month moriths months years Total
HK$ooo HK$coo HE$coo HK$ooo HEs$ooe HK$oco
Deposits from
cusiomers - 156,710 80,034 80,580 - 317,324
Balance with
ultimate helding
company - - - 50,067 - 50,067
Qther financial
liabilities 1,988 1,100 60 1,279 - 4,526
1,688 157,000 80,004 131,024 - 371,517
As at 315t December 2011
Repayable
on Uptoz 1-3 0 g-1z 1~ 5
demand month months months years Total
HX$ooo HK$coo HK$ooo HE$ooe HK$ooco HK$ooo
DPeposits from
customers - 158,040 125,113 106,611 -~ 390,664
Balance with
ultimate holding
company 59,776 - - - - 59,776
Other financial
Liabilities 014 141 - 1,312 99 2,400
60,690 159,081 125,113 107,923 33 452,840

(d)  Off-balance sheet items
Loan commitments
The contractual amounts of the Group’s off-balance sheet financial instruments as at 3ist

December 2012 that commit it 1o extend eredit to customers and other facilities amounted
to HK$5,721,174 (2011: HK$19,713,384) and mature within 1 year.
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BPI INTERNATIONAL FINANCE LIMITED

NOTES TO THE FINANCIAL STATEMENTS

Financial and eperational risk management (Continued)

Operational risk

Operational risk is the risk of loss resulting from inadequate or failed internal processes, people
and systems, or from external sources. Operational risk management {ORM) involves the
management of all business processes, employees and manual and automated systems to
minimise the adverse effects of these risks,

The Group has put in place an internal control process that requires the establishment of policies
and procedures for key business activities. Proper segregation of duties and authorisation are the
fundamental principles followed by the Group. It is the duty of every employee fo manage the
risks inherent to his functions. The supervisors have the primary responsibility to menitor

compliance with existing ORM policies, standards, guidelines and procedures.

Business continuity plans are in place to support business operations in the event of emergency or
disaster,

Fairvalue of financial assets and Habilities
{a) Financial Instrument not measured at fair value

The financial assets and liabilities not presented at fair value in the Group’s balance sheet
are estimated as follows:

(i) Balances and placements with banks

The maturities of these financial assets are within one year and the carrying value
approximates fair value,

(i Advances and other accounts

The maturities of most of the advances and other accounts are within one year
and their carrying value approximates fair vale.

(i) Peposits from customers

All the deposits from customers mature within one year from balance sheet date
and their carrying value approximates fair value.

(iv} Other payables and balances with the ultimate holding company
The carrying amount of other payables and balances with the ultimate holding
company, which are normally repayable within one year, approximate to their fair

value.

The following table summarises the carrying amounts and fair values of the financial
assets and Habilities not presented on the Group’s halance sheet at their fair value.



BPE INTERNATIONAL FINANCE LIMITED

NOTES TO THE FINANCIAL STATEMENTS

Financial and operational risk management (Continued)
Fair value of financial assets and liabilities (Continued)

{a) Financial Instrument not measured at fair value (Continued)

The Group
Carrying value Fair value
2012 2011 2012 2011
HK$'000 HK$'000 HK$'000 HK$000
Financial assets
Held-to-maturity
securities 166,285 166,320 166,634 164,283

Fair value for held-for-maturity securities is based on market prices or broker/dealer
price quotations. Where this information is not available, fair value has been estimated
using quoted market prices for securities with similar credit, maturity and yield
characteristics.

b Financial instruments measured at fair value
Financial instruments measured at fair value are classified into following three levels:

- Level 1. Quoted prices (unadjusted) in active markets for identical assets or
liabilities.

- Leve]l 2: Valuation iechnique using inputs other than quoted prices included
within level 1 that are observable for the asset or liability, either directly or
indirectly.

- Level 3: Valuation iechnique using inputs for the asset or lability that is not
based on observable market data (unobservable inputs).

The fair value of financial instraments is based on quoted prices at the balance sheet date,
The quoted price used for financial assets held by the Group is the current bid price.

(i) Fair value hierarchy
2012

fevel1 Level 2 Level 3 Totat
HK%’000 HK#'000 HX$'ooo HX$'000

Financial assets

Avajlable-for sale
secarifies
- Debt securities - 9,108 - 9,108
Total . 9,108 - 9,198
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BPLINTERNATIONAL FINANCE LIMITED

NOTES TO THE FINANCIAL STATEMENTS

Financial and operational risk management (Continued)

Fair value of financial assets and labhilities {Continued)

) Financial instruments measured at fair value (Continued)

$3) Fair value bierarchy (Continued)
2011
level1 Level 2 Level 3 Total
HKS$' 000 HKS$ 000 HKS&oo0 HX%'o00
Financial assets
Available-for sale
securities
- Debt securities - 8,586 - 8,586
Total - 8,586 - 8,586
Capital management

The Group’s objectives when managing capital, which is a broader concept than the “equity” on the
face of balance sheets, are:

To comply with the capital requirements under the Banking (Capital) Rule of the Hong Kong
Banking Ordinance;

To safeguard the Group’s ability to continue as a going coneern so that it can continue to
provide returns for shareholders and benefits for other stakeholders;

To support the Group’s stability and growth;

To allocate capital in an efficient and risk based approach to optimise risk adjusted return to
the shareholders; and

To maintain a strong capital base to support the development of its business,

For the Company’s funding requirements, it relies principally on time deposits from customers
and parent bank as well as internally generated capital. The Company adopts a prudent policy on
capital management and the funding position is monitored and reviewed regularly to ensure it is
at a reasonable cost. '

The Hong Kong Banking Ordinance requires each authorized institution to maintain a ratio of
total regulatory capital to the risk-weighted assets {the capital adequacy ratio) at or above the
miinimum of 8%,

During the year ended 31st December 2011 and 2012, the Company complied with the capital
requirements ander the Hong Kong Banking Ordinance.

_38..
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BPIINTERNATIONAL FINANCE LIMITED

NOTES TO THE FINANCIAL STATEMENTS

Critical accounting estimates and assumptions

The Group makes certain assumptions and estimates in the process of applying the Group's
accounting policies. FEstimates 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.

{a)

(b

{c)

Held-to-maturity securities

The Group follows the guidance of HKAS 39 on classifying on-derivative financial assets
with fixed or determinable payments and fixed maturity as held-to-maturity, This
classifieation requires significant judgment. In making this judgment, the Group
evaluates its intention and ability to held such investments to maturity. If the Group fails
to keep these investments to maturity other than for the specific eircumstances - for
example, selling an insignificant amount close to maturity - it will be required to reclassify
the entire clags as available-for-sale. The investments would then be measured at fair
value instead of amortized cost.

Impairment assessment on investments in debt securities included in the available-for-
sale and held-to-maturity

The Group has conducted assessment of its investments in debt securities included in the
available-for-sale (*AFS™), and held-to-maturity (*HTM”} categories as of the end of the
year and up to the date of the approval of the financial staiements of the Group.
Assessment for any impairment, on individual basis, is determined based on judgement
and judgement is made with reference to the financial strength and credit rating of each
issuer, and industry development and market conditions. The Group has concluded that
there are no objective or specific indications that any of its other AFS, and HTM securities
is impaired.

Income taxes

When applying the relevant tax rules, there are certain transactions and computations for
which the ultimate tax determination is uncertain during the ordinary course of business.
In these circumstances, judgement is involved in determining the group-wide provision
for income taxes. The Group recognizes labilities for expected tax issues based on
reasonable estimates of whether additional taxes will be due. Where the final tax outcome
of these matters is different from the amounts that were initially recognized, such
differences will impact the income tax and deferred tax provisions in the period in which
such determination is made.

Interest income

CGroup
2012 2011
HKX$'o00 HKX$'ocoo
Interest income on investments 4,437 3,613
Interest income on placement with banks 4,289 5,576
Other interest income 1,134 940
9,860 10,129

_39_



BPLINTERNATIONAL FINANCE LIMITED
NOTES TO THE FINANCIAL STATEMENTS

Other operating income

Service fees and commission income

Exchange gains

Net gain on financial assets at fair value through profit or
loss

Net Ioss on redemption of available-for-sale securities

Other income

Operating expenses

Staff costs:
- Wages and salaries
- Pension costs - defined contribution plans
- Other benefits and allowance

Rental of premises

Depreciation {Note 18)

Auditor’s remuneration

Telecommunication and postage

Other operating expenses

Staff costs include directors’ emoluments (Note 8).

Directors’ emeoeluments

Directors’ fee
Other emoluments

..40..

Group
2010 2011
H¥$'oo0 HK$'oo0
10,028 10,038
5,787 5,125
1,695 2,095
- {194}
218 7
18,628 17,071
Group

2012 2011
EX$'ooo HKX$000
6,189 6,602
202 238
1,795 1,661
3,776 3.423

112 106

885 778

864 824
1,721 1,584
15,544 15,216
2012 2011
HX$'000 HXS'o00
869 867

869 867
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BPI INTERNATIONAL FINANCE LIMITED
NOTES TO THE FINANCIAL STATEMENTS
Income tax expense

Hong Kong profits tax has been calculated at the rate of 16.5% {2011: 16.5%) on the estimated
assessable profit for the vear.

The amount of taxation charged to profit of loss represents:

Group
2012 2011
HK$'coo HK$ooo
Current income tax
-~ Hong Kong profits tax 1,420 1,116
- Under / (Over)}-provision in prior years 23 {11)
Deferred taxation relating to the origination and reversal
of temporary differences 10 1
Net charge to profit or loss 1,453 1,106

The taxation on the Group’s profits before taxation differs from the theoretical amount that would
arise using the taxation rate in Hong Kong as follows:

Group

2012 2011

HK$'o00 HX$ 000

Profit before taxation 8,785 7,009
Calculated at a taxation rate of 16.5% (2011: 16.5%) 1,449 1,156
Income not subject to taxation {4) {4)
Expenses not deductible for taxation purpose - 8
Under / {(Over)-provision in prior years 23 {11}
Others {15} {43)

1,455 1,106

Profit attributable to shbareholders

The profit attributable to shareholders is dealt with in the financial statements of the Company to
the extent of HK$5,993,000 (zo11: HK$5,055,000).

.‘41.‘



BPLINTERNATIONAL FINANCE LIMITED
NOTES TO THE FINANCIAL STATEMENTS

Cash and short-term funds

Group
2012 2011
HKS%o00 HK$ 000
Cash in hand 216 218
Cash and balances with banks and other financia}
mstitutions _ 59,633 37,400
Placements with banks and other financial institutions
maturing within one menth 86,503 161,372
146,352 199,090
Company
2012 2011
HK$'000 HX$’000
Cash and balances with banks and other financial
institutions 45,303 31,678
Placements with banks and other financial institutions
maturing within one month 86,503 161,372

131,806 193,050

Placements with banks and other financial institutions maturing between one and
twelve months

Group and Company
2012 2011
HX$%'000 HK$'o00
Placements with banks and other financial institutions
- maturing between 1 and 3 months 43,527 95,005
- maturing between 3 and 12 months 99,089 79,550

142,616 175,155

Held-to-maturity securities
Group and Company

2012 2011
HK$'o00 HK$'oo0
Debt securities
- Listed outside Hong Kong and issued by central
governments and central banks 31,868 33,731
- Listed outside Hong Kong and issued by public sector
entities - 1,605
~ Unlisted and issued by banks and other financial
institutions 114,653 99,480
- Listed outside Hong Kong and issued by banks and
other financial institutions 17,751 15,348
- Listed outside Hong Kong and issued by barks and
other financial institutions 2,013 16,156
166,285 166,320

..42,.
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BPI INTERNATIONAL FINANCE LIMITED
NOTES TO THE FINANCIAL STATEMENTS

Held-to-maturity securities (Continued)

Market value of listed securities

Advances and other accounts

Group
2012 2011
HK$'000 HK$'o00
Advances to customers 64,002 52,098
Other accounts 4,351 4,059
68,353 57,057

Available-for-sale securities

Al fair valae:

Debt securities
- Listed outside Hong Kong and issued by banks
- Listed outside Hong Kong and issued by corporate
entities

~.43..

Group and Company

2012 2011
HK$'000 HK$ o000
50,878 65,407
Company
2012 2011
HK$'000 HK$ 000
64,002 52,998
3,486 3,282
67:488 56,280
Group and Company
2012 2011
HKS$ o000 HXS$ o000
838 -
8,360 8,586
4,198 8,586
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BPI INTERNATIONAL FINANCE LIMITED

NOTES TO THE FINANCIAL STATEMENTS

Investment in associate

Group Company
2012 2011 2012 2011
HK$'000 HK% 000 HK$'000 HX% o000
Unlisted shares, cost 1,137 1,137 1,137 1,137
Share of losses / allowance
for impairment loss (1,137} {1,137) {1,137) {1,137}
Particulars of the associate are as follows:
Percentage of
Country of issned ordinary
Name incorporation share capital held Principal activity
AF Capital Sdn Bhd Malaysia 49 Dormant
No summary financial information of the associate is provided as the company is dormant.
Investment in subsidiaries
Company
2012 2011
HBX$'000 HK$'o00
Unlisted shares 500 500

Particulars of the subsidiaries, all wholly owned by the Company and incorporated in Hong Kong,

are as follows:

Name

BPI Nominees Limited

BPI Remittance Centre (HX) Linited
Begara Company Limited

Hilidale Company Limited

«44.—.

Principal activity

Nominee and trustee services
Remittance services
Dormant

Dormant
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NOTES TO THE FINANCIAL STATEMENTS

18 Fixed assets

At 1 January 2013
Cost
Accumulated depreciation

Net book amount

Year ended 21 December 2011
Opening net hook amount
Additions
Depreciation charge

Closing net book amount
At 31 December 2011
Cost

Accumulated depreciation

Net book amount

At 1 January 2012
Cost
Accumulated depreciation

Net book amount

Year ended 31 December 2012
Opening net book amount
Additions
Depreciation charge
Closing net book amount

Al 91 December 2012
Cost

Accumulated depreciation

Net book amount

Group
Furniture,
{easehold fixtures and
improvemenis equipment Total
HK$'co0 HK%'o00 HK$'000
904 541 1,535
{922) (454) (1,376}
72 87 159
72 8y 159
- 43 43
(41) (65) {106)
31 65 96
994 568 1,562
{963) (503) {1,466)
31 65 96
Group
Furniture,
Leaschold fixtures and
improvements equipment Total
EBEK$'oo0 HK$’oo0 HK$ 000
994 568 1,562
{963) (503) {1,466)
31 65 96
31 65 g6
- 114 114
{31) (81} (112)
- 98 98
994 625 1,619
(994) {527) {1,521)
- o8 98

..45_
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BPI INTERNATIONAL FINANCE LIMITED

NOTES TO THE FINANCIAL STATEMENTS

Fixed assets (Continued)

At 1. Jannary 2011
Cost
Accnmuiated depreciation

Net bock amount

Year ended 31 December 2011
Opening net book amount
Additions
Depreciation charge

Closing net book amount
At 31 December 2011
Cost

Accumuisted depreciation

Net book amount

At 1 January 2012
Cost
Accumulated depreciation

Net book amount

Year ended 31 December 2012
Opening net book amount
Additions
Depreciation charge
Closing net book amount

Al 31 December 2012
Cost

Accumulated depreciation

Net book amount

Company
Fuarniture,
Leasehold fixtures and
improvements equipment Total
HK$'o000 HK$'oo0 HK$'ooo
554 289 843
{554 {240} (794)
- 49 49
- 49 49
- 26 26
- (31) (31)
- 44 44
554 3i0 864
(554) {266} (820}
- 44 44
Company
Furniture,
Leasehold fodures and
improvements equipment Total
HK$'ooo HK$' 000 HK$'ooo
554 310 864
(554} {266) (820)
- 44 44
- 44 44
- 44 44
- (44) (44)
- 44 44
554 341 895
(554) (297) {851}
- 44 44
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BPIINTERNATIONAL FINANCE LEMITED
NOTES TO THE FINANCIAL STATEMENTS

Depaosits from castomers

Group Company
2012 2011 2012 2011
HK$'oo0 HK$'c00 HXS$'000 HX$' o000
Time, call and notice deposits 317,324 290,664 320,677 400,016

Deferred taxation

Deferred taxation is calculated in full on temporary differences under the liability methed using a
principal taxation rate of 16.5% {2011: 16.5%).

The movement on the deferred tax assets/ (Habilities) is as follows:

Group and Company

2012 2011

HK%o00 HKS$ 000

At 1st Jantary 87 54
Recognised in the statement of comprehensive income (43) 33
At 318t December 44 87

As at 31st December 2012, deferred tax assets/(liabilities) on the balance sheet is comprised of
temporary differences from investment revaluation reserves for available-for-sale investments
and accelerated tax depreciation.

Deferred tax asset/(liabilities)

Group and Company

Investment
revaluation reserve
for available-for-sale Accelerated tax
securities depreciation Total
2012 2011 2012 2011 2012 2011

HK$'coo HK$'000 HK$'ooo HK$ooo HK$'ooo HKS$ 000

At 1st.Januvary 16 (18) 71 72 8y 54
Recognised in the

statement of

comprehensive

income {33) 34 (10) (1} (43) 33
At 315t December (7} 16 61 71 44 87

As at 31st December 2012, deferred tax assets of HK$61,0600 are to be recovered after more than
12 months (2011: HK$87,000). Deferred tax liabilities of HK$17,000 are to be settled after more
than 12 months {2011: HK$NID

_47_
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BPI INTERNATIONAL FINANCE LIMITED

NOTES TO THE FINANCIAL STATEMENTS

Share capital
2012
HK$'000
Authorized:
106,000,000 ordinary shares of HK$1 each 100,000
Issued and fully paid:
75,000,000 ordinary shares of HK$1 each 75,000
Reserves

The Group’s and the Company’s reserves and the movements therein for the

2011
HX$’o00

100,000

75,000

cirent and prior

years are presented in the consolidated statement of changes in equity and statement of changes

in equity respectively on pages 8 to ¢ of the financial statements.

Lease commitments

At 318t December the future aggregate minimum lease payment under non-cancellable operating

leases in respect of the premises is as follows:

Group Company
2012 2011 2012 2011
HK$ 000 HK$'000 HK$'000 HK$%'000
No later than one year 4,472 3,002 2,305 1,471
Later than one year and no
later than five years 2,840 1,097 1,303 93
7,312 4,099 2,608 1,564

Off-balance sheet exposures

Contingent liabilities and commitments

The following is a summary of the contractual amounts of each significant class of contingent

lability and commitment as at 31st December:

Group and Company
2012
HK$’o00
Trade-related contingencies -
Other commitments with an original maturity of under 1
year or which are unconditionally cancellable 5,721
5,721

..48..

2011
HK$'ooo

19,713

19,713



24

25

26

(a)

{b}

BPI INTERNATIONAL FINANCE LIMITED
NOTES TO THE FINANCIAL STATEMENTS
Off-balance sheet exposures (Continued)
The credit risk weighted amount of credit commitments is HK$N# {2011: HK$Nil).
The Group has no bilateral netting arrangements with its counterparties,
Loans to officers
There is no loan made to officers as pursuant to section 161B and 161BA of the Hong Kong
Companies Ordinance,
Related party transactions
Group companies
Included in the following are transactions and balances with group companies.
Group Company

Note 2012 2011 2012 2011
HK% 000 HK$ 000 HK$ 000 HK3%'o00

Cash and balances with
banks and other financial

institutions £l 36,008 8,056 36,027 8,023
Balances with the ultimate
holding company (i) {50,067) {59,776) {50,007) {59,776)
(13,969) (51,720) (14,040) (51,753)
Note
) Bank balances with the nltimate holding comparny are at commereial terms. During the
year, interest income of HK$250,000 (2011 HK$350,000) was recognised i the
statement of comprehensive income.
(it} Balances are unsecured, interest-free and repayable within 1 year.

Key management compensation

2012 2011
HK%000 HK$'oo00
Salaries and other short-term benefits 86g 867

..49...



27

28

29

BPIINTERNATIONAL FINANCE LIMITED
NOTES TO THE FINANCIAL STATEMENTS
Note to the cash flow statement

Reconciliation of profit before taxation to net cash outflow from operating activities:

2012 2011
HK$'o00 HK$'o00
Profit before taxation 8,785 7,009
Net interest income {5,701) (5.154)
Depreciation of fixed assets 12 106
Net gain on redemption of available-for-sale securities - 194
Interest received 13,635 11,674
Interest paid {4,042) (4,911
Operating cash inflow before changes in operating assets
and Habilities 12,789 8,918
Change in placements with banks and other financial
institutions with original maturity over three months {20,698) 6,707
Change in advances and other accounts (11,288) (6,188)
Change in financial assets at fair value through profit or
loss - 621
Change in balances with the ultimate holding company {9.709) 2,254
Change in deposits from customers {73,457) (15,141)
Change in other payables . 2,102 (14,768}
Net cash outflow from operating activities (109,261} {(17,507)

Immediate and ultimate holding company

The immediate and ultimate holding company is Bank of the Philippine Islands, a bank
incorporated and listed in the Republic of the Philippines.

Approval of financial statements

The financial statements were approved by the board of directors on 26 April 2013.
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BPIINTERNATIONAL FINANCE LIMITED
UNAUDITED SUPPLEMENTARY INFORMATION

The following information is disclosed as part of the accompanying information to the financial
statements and does not form part of the audited financial statements.

Capital adeguacy and liquidity ratios

2012 2011
Capital adeguacy ratio 66.14% 60.88%
Core capital ratio 65.40% 60.24%
Liguidity ratio 365.43% 203.81%

The capital adequacy ratio as at 31st December 2012 represents the consolidated ratic of the
Company and a subsidiary computed in accordance with the Banking (Capital) Rules.

The liquidity ratio is calculated as the simple average of each calendar month’s average liquidity
ratio for the twelve months of the financial year of the Company computed in accordance with the
Fourth Schedule to the Banking Ordinance.

Components of capital base after deductions
The consolidated capital base after deductions used in the caleulation of the above capital

adequacy ratios as at 315t December and reported to the Hong Kong Monetary Authority is
analysed as follows:

2012 2011

HX$ 000 HX$%'o00
Core capital:
Paid up ordinary share capital 75,000 75,000
Reserves 76,567 70,613
Statement of comprehensive income 7,452 5,843
Net deferred tax assets {78) {87
Total core capital 158,041 151,369
Supplementary capital:
Reserve on revaluation of AFS securiiies 105 {99)
Regulatory reserve 1,692 1,602
Total supplementary capital 1,797 5L593
Total capital base 160,728 152,962
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BPIINTERNATIONAL FINANCE LIMITED

UNAUDITED SUPPLEMENTARY INFORMATION (CONTINUED)
Components of capital base after deductions (Continued)
Risk-weighted amount for credit, market and operational risks
(a} Risk-weighted amount for credit risk

The Group uses the basic approach for calculation of credit risk.

2012 2011
HKS$'000 HK$'000
Sovereign exposures 31,868 33,731
Public Sector Entity exposures - 1,605
Bank exposures 93,166 103,763
Other exposures 77,177 76,494
Total risk-weighted amount for on-balance sheet
exposures 202,211 215,593
Transaction-related contingencies - -
Trade-related contingencies - -
Total risk-weighted amount for off-balance sheet
exposures - -
‘Total risk-weighted amount for credit risk 202,213 215,503

) Risk-weighted amount for market risk
The Group is exempted from the calculation of market risk in 2011 and 2012,
(¢ Risk-weighted amount for operational risk

The Group uses the basic indicator approach for caleulation of operational risk.

2012 2011
HK$'000 HK%'oo0
Risk-weighted amount for operational risk 40,800 35,675
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BPI INTERNATIONAL FINANCE LIMITED
UNAUDITED SUPPLEMENTARY INFORMATION (CONTINUED)
3 Currency concentrations
EUR Uss GBP AUD Total

HK$'000 HKS$'000 HK$'oo0 HK$'000 HK$'000
Equivalent in Hong

Kong dollars
2012
Spot assets 1,971 306,617 1,634 68,647 378,860
Spot liabilities (1,513) (249,521} {1,491) (68,242) {320,767)
Net fong position 458 57,096 143 405 58,102

Net structural position

2011

Spot assets 5,194 368,230 1,815 79,990 455,229
Spot Liabilities (4,969)  (325,351) (1,431 {79,016) (410,767}
Net long position 225 42,879 484 974 44,462

Net structural position

4 Segmental information
(1) By geographical areas

Information has been classified according to the location of the principal operations of the
Company. Allof the Company’s principal operations are conducted in Hong Kong,
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BPI INTERNATIONAL FINANCE LIMITED

UNAUDITED SUPPLEMENTARY INFORMATION (CONTINUED)
4 Segmental mformation (Continued)
(i)  Advances to customers

Gross advances to customers by industry sectors

2012 2011
HK$'000 HK$' 000
Loans for use in Hong Kong
- Individuals - others - -
Loans for use outside Hong Kong 64,002 52,998
64,002 52,998
Frade finance - .
64,002 52,008
Gross advances to customers by geographical area
2012 2011
HK$'0c00 HK$'000
Residential status of customers:
Hong Kong - -
The Philippines 64,002 52,998
64,002 52,998

The above gross advances only include gross advances to customers and staff loans provided by
subsidiaries are excluded.
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BPI INTERNATIONAL FINANCE LIMITED

UNAUDITED SUPPLEMENTARY INFORMATION (CONTINUED)

Segmental information (Continued)

Cross-border claimns

As at 318t December 2012

Asia Pacific excluding Hong Kong
of which Australia
of which Philippines
of which Singapore
of which India
of which Japan
of which China
of which Korea

North America
of which United States
of which Canada

Europe
of which France

As at 315t December 2011

Asia Pacific excluding Hong Kong
of which Australia
of which Philippines
of which Singapore
of which India
of which Malaysia

North America
of which United States
of which Canada

Europe
of which France

Banks and
other
financial
institutions
HKS$'o00

88,000
48,000
91,000

8,000
46,000
645,000

9,000

41,000

8,000

151,000
16,000
77,000

8,000
76,000

29,000
62,000

Public
sector
entities
HKXS$'000

Others
HKX$'000

98,000

103,000

The above geographical analysis takes into account the effect of transfer of risk.
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Total
HKXS$ 000

88,000
146,000
91,000
8,000
46,000
69,000
9,000

41,000

8,000

151,000
121,000
77,000
8,000
76,000

29,000
62,000
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BPT INTERNATIONAL FINANCE LIMITED

UNAUDITED SUPPLEMENTARY INFORMATION (CONTINUED)

Segmental information (Continued)

By class of business

The Company is primarily engaged in Retail and Corporate business, and Treasury activities.

Retail and Corporate business mainly covers deposit faking, consumer finance and securities

services.

Treasury activities relate to the managing of capital, liquidity, interest rate and foreign exchange
positions of the Company in addition to proprietary trades.

Business segments

2012

Interest income - external
Interest expense - external

Net interest income
Net fees and commission
income

Other operating income

Operating income
Operating expenses

Profit before taxation

Depreciation and amortisation charge
Segment assets

Total assets

Segment liabilities
Total liabilities

Retail and
Corporate
business Treasury Others Group
HK$'oon HK¢$’o00 HK$'oo0 HK$'000
5,390 4,470 - 45,860
(4,159} - - {4,159}
1,231 4,470 - 5,701
10,928 - - 10,628
7,700 - - 7,700
19,859 4,470 - 24,329
{15,544} - - (15,544)
4,315 4,470 - 8,785
- - 112 112
352,970 175,483 4,493 532,946
317,324 50,067 4,826 372,217
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BPI INTERNATIONAL FINANCE LIMITED

UNAUDITED SUPPLEMENTARY INFORMATION (CONTINUED)

Segmental information (Continued)

Business segmentis (Continued)

2011

Interest income - external
Interest expense - external

Net interest income
Net fees and commission
income

Other operating income

Operating income
Operating expenses

Profit before taxation
Depreciation and amortisation charge
Segment assets

Total assets

Segment liabilities
Total Habilities

Overdue and rescheduled loans

Retail and
Corporate
business Treasury Others Group
HK$'coo HK8000 HEK$ coo HK$'o00
6,484 3,645 - 10,129
(4,975) - - {4,975)
1,509 3,645 - 5154
10,038 - - 10,038
7:033 - ” s 033
18,580 3,645 - 22,295
(13,892) {1,324) - (15,216)
4,688 2,391 - 7,000
- - 106 106
427,569 174,907 3,915 606,391
391,948 59,776 1,441 453,165

There were no overdue and rescheduled loans and repossessed assets as at 3ist December 2012

(zoi1: Nib).
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BPI INTERNATIONAL FINANCE LIMITED

UNAUDITED SUPPLEMENTARY INFORMATION (CONTINUED)

Corporate governance

The Company has fully complied with the requirements set cut in the guideline on “Corporate
Governance of Locally Incorporated Authorized Institutions” issued by the Hong Kong Monetary

Authority.

Board of Directors

The Board of Directors is ultimately responsible for the operations and the financial soundness of

the Company,

The ultimate goal of which is to meet its overall responsibility to all its

shareholders, depositors, creditors, employees and other stakeholders. The responsibilities
include the following:

{a)

(®)

(c}

Ensure competent management

Appoint a chief executive with integrity, technical competence, and experience in
banking business which enables him/her to administer the Company’s affairs
effectively and prudently.

Oversee the appointment of other senior executives such as the division heads
and the Head of internal audit.

Approve the management succession policy of the Company.

Effectively supervise senior management’s performance on an ongoing basis.

Approve objectives, strategies and business plans

The Company shall establish its objectives and draw up a business strategy for
achieving them,

Consistent with the Company’s objectives, business plans shall be estahlished to
direet the on-going activities of the Company.

The Board of Directors shall approve these objectives, strategy and business
plans, and ensure that performance against plan is regularly reviewed.

The Board of Directors shall approve annual budgets and review performance
against these budgets.

Ensure that the operations of the Company are conducted prudently, and within the
framework of applicable laws and policies

The Board of Directors shall ensure that the internal control systems of the
Company are effective and that the Company’s operations are properly controlled
and comply with policies approved by the Board as well as with laws and
regulations,

‘The Board of Directors are ultimately responsible for ensuring that the Company
complies with laws and regulations, in particular the Hong Kong Banking
Ordinance.



BPI INTERNATIONAL FINANCE LIMITED

UNAUDITED SUPPLEMENTARY INFORMATION (CONTINUED)

Corporate governanece (Continued)

Board of Directors (Continued)

@) Ensure and monitor that the Company conducts its affairs with a high degree of integrity

. The Board of Directors shall ensure that the Company observes a high standard of
integrity in its dealings with the public.

. Particular case shall be taken to comply with laws and regulations of statutory
bodies in order to ensure the Company conduets its affairs with a high degree of
integrity,

. The Board of Directors shall ensure that the Company’s remuneration policy is
consistent with its ethical values, objectives, strategies and control environment,

. The Board of Directors shall approve a set of ethical values which are
communicated throughout the Company such as code of conduct.

. The Board of Directors shall establish policies and procedures to ensure
compliance with ethical values.

Audit Committee

The Company’s internal audit functions are subject to the direct supervision of the audit
committee of the Company’s ultimate holding company, Bank of the Philippine Islands.

Other Specialised Committees

The following committees have been established by the Company:

(a)

{b)

Executive Commitiee

The Board of Directors of the Company serves as the Executive Committee of the
Compatty,

It executes resolutions adopted in any stockholders’ meetings, while the Company adopts
business direction from the Board of Directors of the Company.

Credit Committee

Credit Committee ensures that the Company’s lending policy is adequate and lending
activities are conducted in accordance with established policies and relevant laws and
regulations. It also ensares that the Company’s credit approval process is properly

proceeded.

The Credit Committee has five members, one of them is presently a member of the Board
of the Company.,
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BPI INTERNATIONAL FINANCE LIMITED

UNAUDITED SUPPLEMENTARY INFORMATION (CONTINUED)
Corporate governance (Continned)

Other Specialised Committees (Continned)

{c) Assets and 1iability Committee

The Asset and Liability Commitiee (ALCO) manages the Company’s assets and liabilities.
Specifically, its objective is to plan, direct and control the levels, mix, volume and spreads
on the various balance sheet and off balance sheet accounts. Aside from developing
balance sheet strategies, the ALCO reviews and updates existing policies and guidelines
and makes the necessary adjustments as needed to adapt to the changing financial
environment.

This commitiee meets on a regular basis to discuss market developments, financial
performance and risk and compliance issues and other matters relevant to the Company’s
business of managing house and clients’ funds.

The ALCO members are: the Chief Executive, the Treasury Head, and the
Compliance/Risk Management Head.

Remuneration

The Company adopts the remuneration policy and practices formulated by its parent bank, Bank
of the Philippine Islands {BPT).

The objective of the Company’s remuperation policy is to encourage employee behavior that
supports the Company’s risk tolerance, risk management framework and long-term financial
soundness. It is in line with the objectives, business strategies and long-term goals of the
Company and structured in a way that will not encourage excessive risk-taking by employees but
allows the Company to attract and retain employees with relevant skills, knowledge and expertise
to discharge their specific functions,

In response to the Hong Kong Monetary Authority’s Supervisory Policy Manual, “Guideline on a
Sound Remuneration System” (the “Guideline”) issued in March 2010, the Company conducted a
review of the BPI's existing remuneration policy, and which study was certified by the Company’s
Board, in its December 2010 meeting, as substantially in compliance with the guideline. On 4
December 2012, the parent bank's Human Resources Head issued a certification on the
Company's compliance with the Guideline on Sound Remunerations System. This certification
was submitted to the HKMA.

Below are some relevant Policies:

s  Governance
The Personnel & Compensation Committee is a BPI Board level committee that reviews and
approves BPT's remuneration policy. The consistent, continuing implementation of the policy
shaii be the responsibility of the Board and the local compliance nnit. An annual review of the
policy shall be conducted and passed upon by the Board to ensure compliance with the
guideline.

» Remuneration Structures

No variable remuneration and special payouts are provided to the Company’s employees. A
fixed monthly salary is paid instead.
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BPI INTERNATIONAL FINANCE LIMITED

UNAUDITED SUPPLEMENTARY INFORMATION (CONTINUED)

Corporate governance (Continued)

Remuneration (Continued)

Performance Measurement

A Performance & Planming Review (PPR) is conducted annually, This review meludes all
employees of the Company. A PPRis prepared and finalized by all employees at the beginning
of year and approved by cach employee’s supervisor. The PPR details the employees’ key
result areas or expected deliverables for the year described in guantifiable terms. The PPR is
used to evaluate the performance of each employee for the past vear ending in June of each
year. The PPR rating is the basis for the Company’s annual merit increase.

Senjor Management and Key Personnel Compensation

The aggregate fixed income payouts of the four members of senior management and key
personnel of the Company (in accordance with the disclostre requirement of 3.2.3 of the
Guideline) was HK$3,031,000 for 2012 {2011: HK$2,861,000).

‘There were no variable remuneration and deferred remuneration for 2012,
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