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The Directors of Dah Sing Financial Holdings Limited (the
“Company”) are pleased to present the Interim Report and
condensed accounts of the Company and its subsidiaries (the
“Group”) for the six months ended 30th June 2003. The unaudited
profit attributable to shareholders was HK$471.4 million for the six
months ended 30th June 2003.

UNAUDITED INTERIM FINANCIAL STATEMENTS

These unaudited consolidated condensed interim financial
statements are prepared in accordance with Hong Kong Statement
of Standard Accounting Practice 25 “Interim financial reporting”
issued by the Hong Kong Society of Accountants.

The accounting policies used in preparing the unaudited interim
financial statements of the Group are consistent with those
adopted in the 2002 annual accounts except for the changes in
accounting policies made thereafter for the purpose of complying
with a revised Statement of Standard Accounting Practice (“SSAP”)
issued by the Hong Kong Society of Accountants as explained in
further details below.
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UNAUDITED CONSOLIDATED PROFIT AND LOSS

ACCOUNT

For the six months ended 30th June

Interest income
Interest expense

Net interest income
Other operating income

Operating income
Operating expenses

Operating profit before provisions
Charge for bad and doubtful debts

Operating profit after provisions
Net (loss)/gain on disposal and
deficit on revaluation of fixed assets
Net gain on disposal of held-to-maturity
and non-trading securities

Profit on ordinary activities
Share of net losses of jointly
controlled entities

Profit before taxation
Taxation

Profit after taxation
Minority interests

Profit attributable to shareholders

Dividend
Interim dividend proposed

Earnings per share
Basic

Diluted

Proposed dividend per share
Interim

Wi it
Note

£

Figdl
Restated
2003 2002
HK$'000 HK$'000
1,237,051 1,298,055
(376,343) (368,853)
860,708 929,202
308,220 318,706
1,168,928 1,247,908
(381,539) (430,154)
787,389 817,754
(322,799) (327,718)
464,590 490,036
(72,954) 7,328
163,687 23,819
555,323 521,183
(2,100) (3,600)
553,223 517,583
(77,769) (60,245)
475,454 457,338
(4,068) (3,649)
471,386 453,689
128,273 128,221
HK$1.91 HK$1.84
HK$1.91 HK$1.84
HK$0.52 HK$0.52

#10)
Variance

%

-14
-3.3

6.3
-11.3

-3.7
-1.5

5.2

6.6

6.9

4.0

3.9
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UNAUDITED CONSOLIDATED BALANCE SHEET

ASSETS

Cash and short-term funds

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

Trade bills

Certificates of deposit held

Trading securities

Advances to customers and other accounts

Held-to-maturity securities

Non-trading securities

Investments in jointly controlled entities

Fixed assets

Value of long-term life assurance business
attributable to shareholders

Assets of long-term fund attributable to policyholders

Total assets

LIABILITIES

Deposits and balances of banks and
other financial institutions

Deposits from customers

Certificates of deposit issued

Other accounts and accruals

Residual portion of long-term liability repayable
within one year

Long-term liabilities attributable to policyholders

Total liabilities

CAPITAL RESOURCES

Loan capital
Minority interests

Share capital
Reserves
Proposed dividend

Shareholders’ funds
Total capital resources

Total liabilities and capital resources

"mEY

S
:$$3$‘f¥ﬂg+ A
AH=Z+H Restated

As at As at

Mt 30th June 2003 31st Dec. 2002
Note HK$'000 HK$°000
8 14,643,470 9,057,104
1,713,000 -

9 609,105 576,446
461,966 455137

10 2,572,112 2,649,519
13 27,242,026 29,331,606
1 304,287 78,049
12 15,227,139 15,900,279
22,900 25,000

891,736 1,022,664

708,222 662,013

465,804 422168

64,861,767 60,179,985

80,890 62,423

14 39,623,630 37,286,420
7,421,168 6,888,227

9,757,438 8,259,511

150,000 200,000

465,804 422,168

57,498,930 53,118,749

974,769 974,831

52,950 48,882

493,358 493,358

5,713,487 5,396,158

128,273 148,007

15 6,335,118 6,037,523
7,362,837 7,061,236
64,861,767 60,179,985
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BWEEBHESMA/GH) FH  Net cash inflow/(outflow) from operating activities

KOG ER INVESTING ACTIVITIES

i B Purchase of fixed assets

o B T A R Proceeds from disposal of fixed assets
B e A ) TR SR Proceeds from disposal of associates

BEEBH 2 Rl MAFHE  Netcash (outflow)inflow from investing activities

B AT A A ) 1R 38 Net cash inflow/(outflow) before financing

g FINANCING

AT A Certificates of deposit issued

o 7 Certificates of deposit redeemed

WAz ER Repayment of long-term liability

1) B JE 3 7] D BB R 9% 2 B A& Repayment of capital to a minority shareholder of
a subsidiary

VR 3% 1 i B Dividends paid on ordinary shares

Al B A AT AR Net cash inflow from financing

BaRERBEEARM (M)  Increase/(decrease) in cash and cash equivalents

My B e KRB 2HH Cash and cash equivalents at beginning of the period
MAB & KERHAEHEH Cash and cash equivalents at end of the period

Be LERBETE 24 Analysis of the balances of cash and cash equivalents

B RAESRAT O & MR Cash and balances with banks and other
i3 financial institutions
A S A R Money at call and short notice
JEARBR 25 = H LAY [ £ 5 Treasury bills with original maturity within three months
JEUA IR & =18 A AR 7£ 845 . Placements with banks and other financial institutions

At 4 7l B 10 2 3K with original maturity within three months
JEARHIIR 25 =8 7 LR 4R 17 & Deposits and balances of banks and other financial
L 5 Pl 086 A A K D0 B institutions with original maturity within three months

W it
Note

17

UNAUDITED CONSOLIDATED CASH FLOW STATEMENT
WEAA=THIEAMEA For the six months ended 30th June

2003 2002
HK$'000 HK$000
5,331,658 (1,620,367)
(9,688) (28,298)

52 212,045

- 105,165

(9,636) 288,912
5,322,022 (1,331,455)
1,731,050 900,000
(1,197,976) (150,000)
(50,000) (230,000)

- (14,700)
(148,007) (147,947)
335,067 357,353
5,657,089 (974,102)
3,647,651 4,372,189
9,304,740 3,398,087
3,876,798 553,194
2,510,762 1,440,508
1,284,076 1,515,887
1,713,000 -
(79,896) (111,502)
9,304,740 3,398,087
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UNAUDITED CONSOLIDATED STATEMENT OF

CHANGES IN EQUITY

For the six months ended 30th June

wHEF
Restated
B it 2003 2002
Note HK$'000 HK$'000
H—H—HZE#4a5 > WATER Total equity as at 1st January, as previously reported 6,093,765 5,417,445
TR BREH 2V Effect of changes in accounting policy 1 (56,242) (63,438)
W—H—H2zHa4a5 > 8EF  Total equity as at 1st January, as restated 6,037,523 5,354,007
PRI EE MR 4 19 A F-{E% B Change in fair value of non-trading securities 172,457 58,738
Bk (THERR) 1T R BB HEAG Deferred tax liabilities released/(recognised) on
JEAG IR A2 B JE 1 1 premises and investment revaluation 845 (5,184)
frE BB E Deficit on revaluation of bank premises (29,724) -
gt/ EX AL Deficit on revaluation of investment properties (5,675) -
AR A I AR 2 iR Net gains not recognised in the profit and loss account 137,903 53,554
T 5 M A st Profit attributable to shareholders 471,386 453,689
TR 0 o M Dividends paid on ordinary shares (148,007) (147,947)
BRAGERHFERENENES  Reserves transferred to profit and loss account upon
2 Rk disposal of non-trading securities (163,687) (11,087)
B R 2 B 0 A 2 (M 498 43 B Reserves transferred to profit and loss account upon
disposal of associates - (4,968)
HEREEREYEMES 2 &M Revaluation surplus realised and transferred to profit and
HEEHER loss account upon disposal of investment properties - (3,602)
WAAZTHZEG AR Total equity as at 30th June 6,335,118 5,693,646

Wik :

(=)

BRI

RBR > AEMCRNENR - FE=5F—H—H
SR A B 6 0 A O RS 0 (R
BT TR o o at WA + 58 (R
i) 2B MBI E RS 2 B R B AR
Wi ] e T 5 SR R AR R A B AR
W ERETERDA B BB -

AR5 T BB R MR — M A 0 2 s 4R
IBIEBL AV o B T R T L B AR
I A 2 AT RE RO R R o T 7 A A M M AE
ERFURC R T A B AR R EAG R A

JRAEAR > 51078 IR I 2 0P D I 2 1 S B G
Atz A o AR R B A B AR &
s I 2 0L DA 2 B R o

NOTE:

(1)

Basis of preparation

In the current period, the Group has adopted SSAP 12 (Revised)
“Income taxes” which is effective for accounting periods commencing
on or after 1st January 2003. SSAP 12 (Revised) requires the
recognition of deferred tax liability in respect of any future tax
consequences expected from the recovery and settlement of assets
and liabilities carried at the balance sheet date, to the extent that
these consequences will differ from the accounting consequences.

The Group has recognised deferred tax assets in respect of general
provisions for bad and doubtful debts and tax losses, and deferred
tax liabilities in respect of accelerated depreciation allowances on
fixed assets. Deferred tax liabilities arising from asset revaluations
have also been reflected in the Premises revaluation reserve and
the Investment revaluation reserve.

In prior year, deferred taxation was accounted for at the current
taxation rate in respect of timing differences between profit as
computed for taxation purposes and profit as stated in the accounts
to the extent that a liability or asset was expected to be payable or
receivable in the foreseeable future.
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MR- EE A —HE FE=4F—H—H
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Basis of preparation (Continued)

The adoption of SSAP 12 (Revised) represents a change in
accounting policy, which has been applied retrospectively so that the
comparatives presented for the consolidated profit and loss account,
consolidated balance sheet, capital adequacy ratio and capital base
have been restated to conform to the changed policy. The effect of
the restatement is set out below.

The change has resulted in an increase of HK$6,736,000 in the
taxation expense as recorded in the profit and loss account for the
six months ended 30th June 2002. Opening shareholders’ funds as
at 1st January 2002 and 1st January 2003 have been reduced by
HK$63,438,000 and HK$56,242,000 respectively which represent
the unprovided net deferred tax liabilities. The deferred tax assets
and deferred tax liabilities as at 31st December 2002 have been
restated at HK$50,852,000 and HK$122,272,000 respectively.

s B i A
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(2) Other operating income
For the six months ended 30th June

2003 2002

HK$°000 HK$°000

Fees and commission income 222,160 250,787
Less: Fees and commission expense (43,288) (52,563)
Net fees and commission income 178,872 198,224
Results of life assurance business 55,149 35,219
Others 74,199 85,263
308,220 318,706

(3) Operating expenses
For the six months ended 30th June

2003 2002

HK$'000 HK$000

Staff costs (including directors’ remuneration) 209,590 243,968

Premises and other fixed assets

Rental of premises 22,471 21,436
Others 27,152 35,740
Depreciation 32,211 33,510
Auditors’ remuneration 1,694 1,717
Other operating expenses 88,421 93,783
381,539 430,154

ETA N EM & C R T8 = it
P

Rental of premises under operating leases is stated net of rental
income received from sub-lease agreements with third parties.



()

SR B IR IR ¥ ¢ (4) Charge for bad and doubtful debts

BEAA=THIEAMA For the six months ended 30th June
S )
2003 2002 Variance
HK$'000 HK$000 %
R S Specific provisions charged 323,145 327,485 -1.3
— R (B General provisions (written back)/charged (346) 233
322,799 327,718 -1.5

1B s B A AL Ol R /o 2% (5)  Net (loss)/gain on disposal and deficit on revaluation of fixed assets

BEAA=THIEAMA For the six months ended 30th June
2003 2002
HK$°000 HK$000

B Deficit on revaluation of:

—11E — bank premises (48,626) -
—HgmE — investment properties (24,056) -
R E G R U R) i Net (loss)/gain on disposal of fixed assets (272) 7,328
(72,954) 7,328
UV ELE vy RS LR AP ZN Independent professional appraisal of the values of bank premises
VNTRCEIN G ¥igl R Sulich dyE ) e < S and investment properties was last conducted in December 2001
TR « BRI ER G TR #F and December 2002 respectively in accordance with the Company’s
& MR IE B r 3R AT 2 BT Knight Frank Hong accounting policy. In the light of the continued downturn of the local
Kong Limited# it /4 B i (B & L - [y 477 R E property market, the Directors have made an assessment of the
WL - FTZEANA =T HE T - & valuation of bank premises and investment properties as of 30th
B IR B R RERR - June 2003 based on the open market values provided by an

independent professional chartered surveyor, Knight Frank Hong
Kong Limited. The deficits on revaluation have been recognised in
the accounts.

B (6) Taxation

M 5 A 48 4 R P St 2 B R The amount of taxation charged to the consolidated profit and loss
account during the period represents:

& 5|

Restated

2003 2002

HK$°000 HK$000

N Y Current taxation 75,439 53,509
IR A Deferred taxation 2,330 6,736
77,769 60,245

T s V15 B0 T3 45 TR O £l TR 0 T DA B 36 17.5% Hong Kong profits tax has been provided at 17.5% (2002: 16.0%) on
(2002 ¢ 16.0%) 42 48 e ff o g SM i R 2 B T3 4 R the estimated assessable profit for the period. Taxation on overseas
0 R0 B R 3 R DA A A B A SRS S [ 2 BT B R profits has been calculated on the estimated assessable profit for
AE the period at the rates of taxation prevailing in the countries in which

the Group operates.
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TR I R 4 BB R 471,386,000 35 T (2002 ¢
453,689,0003 7T ) K A1 L85 47 MO o - 3
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04 8 R T BB 8 R 471,386,000 5 TG (2002 :
453,689,000 5 7C) M T A3 B 58 17 B O I T 2 8
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Taxation (Continued)

Deferred taxation is provided on temporary differences arising
between the tax bases of assets and liabilities and their carrying
amounts in the financial statements. The tax base of an asset or
liability is the amount attributed to that asset or liability for tax
purposes. The principal temporary differences arise from depreciation
on fixed assets, revaluation of certain non-current assets and of
investments. Taxation rates enacted or substantively enacted by the
balance sheet date are used to determine deferred taxation.

Basic and diluted earnings per share

The calculation of basic earnings per share is based on earnings of
HK$471,386,000 (2002: HK$453,689,000) and the weighted average
number of 246,678,802 (2002: 246,578,802) shares in issue during
the period.

The calculation of diluted earnings per share is based on earnings of
HK$471,386,000 (2002: HK$453,689,000) and the weighted average
number of 246,786,290 (2002: 246,772,712) shares in issue during
the period after adjusting for the effect of all dilutive potential
ordinary shares.

BeRENE 4 (8) Cash and short-term funds
CREEH CREAE
AA=Z+H +-A=+—8H
As at As at
30th June 2003  31st Dec. 2002
HK$'000 HK$'000
Bl R AESRAT B Cash and balances with banks and
oA MBS B 09 46 2 other financial institutions 3,876,798 597,334
R AR R Money at call and short notice 2,510,762 2,864,060
B RS % (f0 45 SME 2 4 Z4%) Treasury bills (including Exchange Fund Bills) 8,255,910 5,595,710
14,643,470 9,057,104
FHZBEEHRS BT+ An analysis of treasury bills held is as follows:
FEHERENES Trading securities, at fair value
A TE
- F L — Unlisted 1,284,076 248,680
FEEFIME S  W#H A Held-to-maturity, at amortised cost
- F L — Unlisted 6,971,834 5,347,030
8,255,910 5,595,710




(9) Trade bills

ZREEF “ERETAE
AHZ+FH +ZH=+—H
As at As at
30th June 2003  31st Dec. 2002
HK$'000 HK$'000
RS Trade bills 615,258 582,268
— MRS B R R General provision for bad and doubtful debts (6,153) (5,822)
609,105 576,446

B EBal—HEZZEZ=FAA=THEEN
—IEPL b2 B K 649,000 T (ZFE FEFH =
+—H @A L FE 4 2 45K 628,00045 7T)
LEFBEBAEIIER -

Trade bills comprised an amount of HK$649,000 which has been
overdue for over one year as at 30th June 2003 (31st December
2002: an amount of HK$628,000 which has been overdue for one
year or less but over six months) and on which interest is being

placed in suspense.

() #EHEMNE &R (10) Trading securities
“REEAE i S S
AHZ+TH FZH=1+—H
As at As at
30th June 2003  31st Dec. 2002
HK$°000 HK$°000
HATH At fair value:
B &% Debt securities
- Fi b — Listed in Hong Kong 1,423,254 1,198,309
— HLA LT — Listed outside Hong Kong 58,412 57,012
o il — Unlisted 1,001,862 1,299,554
2,483,528 2,554,875
i P Equity securities
— F Fil — Listed in Hong Kong 34,551 36,899
— LIS — Listed outside Hong Kong - 28,822
— ¥ il — Unlisted 54,033 28,923
88,584 94,644
2,572,112 2,649,519
PefeE B F R 3 L iepeq  Trading securities are analysed by issuer as follows:
B AT -
— b R b 4R — Central governments and central banks 1,720,066 1,209,838
— N — Public sector entities 642,207 1,219,997
— BRI R — Banks and other financial institutions 133,805 134,940
— % — Corporate entities 76,034 55,821
— Hib — Others - 28,923
2,572,112 2,649,519
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(1)

Held-to-maturity securities

Balance as at beginning of period/year

Amortisation of discount

Additions

Repayments

Securities sold/transferred to non-trading
securities during the period/year

Balance as at end of period/year

Unlisted securities, at amortised cost

Held-to-maturity securities are analysed by issuer as follows:

— Banks and other financial institutions

(12) Non-trading securities

At fair value:

Debt securities
— Listed in Hong Kong
— Listed outside Hong Kong
— Unlisted

Equity securities
— Listed in Hong Kong
— Unlisted

Non-trading securities are analysed by issuer as follows:

— Central governments and central banks
— Public sector entities

— Banks and other financial institutions

— Corporate entities

— Others

10

RE —ER=4 CERETAR
AAH=Z+HIE +-H=+—H
v bil 1L
Six months ended Year ended
30th June 2003  31st Dec. 2002
HK$'000 HK$'000
78,049 4,597,102
(26) 8,094
241,869 3,905,897
- (685,806)
(15,605) (7,747,238)
304,287 78,049
304,287 78,049
304,287 78,049
SRR SFTE
AH=Z+H +-H=+—H
As at As at
30th June 2003  31st Dec. 2002
HK$'000 HK$'000
240,230 2,343,957
5,697,095 6,146,886
9,009,820 7,366,763
14,947,145 15,857,606
51,150 6,058
228,844 36,615
279,994 42,673
15,227,139 15,900,279
2,752,973 6,729,179
2,515,892 1,740,652
6,693,724 4,404,484
3,261,572 2,994,599
2,978 31,365
15,227,139 15,900,279
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(13) Advances to customers and other accounts

K
CERETAR
ZEEZHE +H=1—H
AHA=ZTH Restated
As at As at 5
30th June 2003  31st Dec. 2002  Variance
HK$’000 HK$'000 %
KIRFE PR Advances to customers 26,484,505 28,138,907 5.9
SR R IR Y A Provisions for bad and doubtful debts
—$Eik — Specific (245,850) (222,299)
-~ - General (280,209) (280,904)
25,958,446 27,635,704 -6.1
JE & B Accrued interest 315,110 404,248
HAbHEH Other accounts 1,005,057 1,328,224
AR B Provisions against other accounts
— 5k _ Specific (36,396) (36,396)
——f& — General (191) (174)
1,283,580 1,695,902
27,242,026 29,331,606 -71
() HFERBE— TR (a)  Gross advances to customers by industry sector
CREZAE o= S
AAH=Z1TH +ZA=+—H
As at As at S )
30th June 2003 31st Dec. 2002  Variance
HK$'000 HK$'000 %
THa/ Industrial, commercial and financial
— kR — Property development 93,016 187,546 -50.4
-WERE — Property investment 2,297,167 2,456,538 6.5
- S Rt¥E — Financial concerns 344,027 378,959 9.2
-RERE — Stockbrokers 16,816 7,863 113.9
— T EE — Wholesale and retail trade 1,084,763 1,098,085 -1.2
- W% — Manufacturing 2,132,456 2,109,125 1.1
— i BB — Transport and transport equipment 1,982,999 2,076,126 4.5
— Hfts — Others 827,054 965,714 -14.4
8,778,298 9,279,956 54
A Individuals
—EEEALER R — Loans for the purchase of flats in
(ASHER#] R the Home Ownership Scheme,
(& B LR T Private Sector Participation Scheme
B and Tenants Purchase Scheme 2,192,544 2,402,710 -8.7
— M LT LK — Loans for the purchase of other
residential properties 7,570,112 8,019,036 -5.6
— 5 R BEH — Credit card advances 2,214,151 2,623,848 -15.6
—H A — Others 2,837,258 3,184,531 -10.9
14,814,065 16,230,125 -8.7
17 o B Loans for use in Hong Kong 23,592,363 25,510,081 7.5
BhME Trade finance 2,276,722 2,053,497 10.9
T 75 s DLAMIE R 9 8830 Loans for use outside Hong Kong 615,420 575,329 7.0
26,484,505 28,138,907 -5.9

BHIREFER L EFEERE - Over 90% of gross advances to customers were extended to

customers located in Hong Kong.

11



F2)EHEREKXRIER (4) (13) Advances to customers and other accounts (Continued)

()

()

T IEITE (b)  Non-performing loans
fli% P 8k & FE3
—RRE4 Tk CERR A Ha L
AH=1+H %of +T-H=1—H % of
As at Advances to As at Advances to
30th June 2003 Customers 31st Dec. 2002  Customers
HK$’000 HK$'000
B Gross advances 513,731 1.94 469,082 1.67
T K A Specific provisions made (221,356) (202,763)
292,375 266,319
PR A T Market value of securities held 276,104 249,329
% R B Interest in suspense 39,723 34,653
AETERIHECBEABRA KD 1L Gt Non-performing loans are loans and advances to customers
FIERIZF & o on which interest is being placed in suspense or on which
interest accrual has ceased.
i A R (c)  Overdue advances
fli% P 8k & F AR
ZERRE4 WAk e a2 Sati [ERide
AH=Z1H %of F-H=+—H % of
As at Advances to As at Advances to
30th June 2003 Customers 31st Dec. 2002  Customers
HK$'000 HK$'000
ik 88 & 54 - Gross advances overdue for:
WAL EEARMHA  Six months or less but over
three months 168,028 0.63 119,659 0.43
AMAMEE—F  One year or less but over
six months 107,041 0.40 97,621 0.35
—4ED E Over one year 172,045 0.65 163,347 0.58
447,114 1.68 380,627 1.36
LR ZMEAE  The amount on which interest is
FE 5 still being accrued 44587 50,992
ARG 2T Market value of securities held
¥ 416 490 5 717 0 against the secured advances 282,448 222,470
45 Secured overdue advances 265,815 212,349
A 475 i ) Unsecured overdue advances 181,299 168,278

LI R TR I A Specific provisions made 189,052 148,733
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Advances which are overdue for more than three months

(13) Advances to customers and other accounts (Continued)

Add: non-performing loans which are overdue for

three months or le:

Add: non-performing loans which are not yet overdue

Add: rescheduled advances net of amounts included in

overdue advances

Less: advances which are overdue for more than

three months and

is still being accrued

Non-performing loans

BRI 2 R BAT B R % A

(%)
H LK 8 &30

BEAEN

C H88 R R Al

EAE N (CABRHE R Lty s =

Rescheduled advances

Specific provisions made

PRIAMERE Lt MR o R0 > =%
FEERAZTARCERZ-ETZAZT
— T AT e AR R A R A

BEP AR

R EST R iR

(d)  Overdue advances are reconciled to non-performing loans as
follows:

“REEAE “ERE4

ARZ1TH +ZH=+—H

As at As at

30th June 2003  31st Dec. 2002

HK$'000 HK$°000

447,114 380,627

SS 68,929 60,679
14,830 16,196

27,445 62,572

on which interest

(44,587) (50,992)

513,731 469,082

Over 90% of non-performing loans and overdue loans were
due from customers located in Hong Kong.

() Rescheduled advances (net of those which have been
overdue for over three months and reported as part of
Overdue advances above)

i % PRk % F &R
“RREAE Hak SRR A [
AA=Z1H %of T-H=+—H % of
As at  Advances to As at Advances to
30th June 2003 Customers 31st Dec. 2002  Customers
HK$'000 HK$°000
213,106 0.80 188,318 0.67
15,839 31,132

Apart from those overdue trade bills disclosed in Note 9, there
were no advances to banks and financial institutions nor other
assets that were classified under non-performing, overdue
and rescheduled assets as at 30th June 2003 and 31st
December 2002.

13



(+=2) 5% P %R ILBIRAE (4)

(13) Advances to customers and other accounts (Continued)

(B) el & (f)  Repossessed assets
CC R 2 B AR AR & P B Advances with repossessed collateral assets will continue to
TR AT 2 B4 - A B S o 5 3% be accounted for as customer advances. Upon the
eI 2 S B o A 2 A (e repossession of collateral assets for realisation in recovering
RERE AL o SEMIC A A BT 5 2 T B customer advances, the advances are adjusted to the net
JT 5 A R BT B AR 2 A R B R L R realisable value of the repossessed assets, which are
fli o revalued periodically. Specific provisions are made on the
shortfall between the expected sales proceeds from realisation
of the repossessed assets and the outstanding advances.
MZERZFAN =40 RAEBRITR () As at 30th June 2003, the repossessed assets of the Banking
WRBRITARAR - WHBRITHRAR Group (which includes Dah Sing Bank, Limited, MEVAS Bank
D.A.H. Hambros Bank (Channel Islands) Limited) Limited and D.A.H. Hambros Bank (Channel Islands) Limited)
1 i [o] % FE £ 81,770,200 ¥ oC (—FE AF amounted to HK$81,770,200 (31st December 2002:
FTZH=F—H 1252462008 T) © HK$125,246,200).
(+1) % P i (14) Deposits from customers
ZERRERE B S
AHZ+H +tZA=1+—H
As at As at
30th June 2003  31st Dec. 2002
HK$°000 HK$°000
6 A7 3R AR A K Demand deposits and current account 2,870,044 2,512,234
ik & 773K Savings deposits 5,648,373 5,368,950
TR B A Time, call and notice deposits 31,105,213 29,405,236
39,623,630 37,286,420
(1) B ¥ 4 (15) Shareholders’ funds
R E 5
Restated
CRERER CEEE
AAZ1TH +tZH=1+—H
As at As at
30th June 2003  31st Dec. 2002
HK$°000 HK$000
A Share capital 493,358 493,358
ft Reserves
B 1 i 1 Share premium 818,860 818,860
BEYETE R Investment properties revaluation reserve 33,399 23,288
17 E AL A Premises revaluation reserve 259,318 304,828
B ATEEAEMGEEBE  Less: Deferred taxation attributable to premises revaluation (48,144) (48,773)
B& Al Investment revaluation reserve 133,948 125,178
W EEWGEELBIA  Less: Deferred taxation attributable to investment revaluation (12,665) (12,881)
— Rt General reserve 588,930 588,930
TR B Retained earnings 3,939,841 3,596,728
5,713,487 5,396,158
IR S Proposed dividend 128,273 148,007
At Total 6,335,118 6,037,523

14




(%) 2B B

HiE

B R

TR R & AN
frit

A
BEEFHH

S RE
- BERE AN
- HESMES
- FEERE RGN

SR

BT R A2 AR
L&t

ERHR

C RT3

it
B {5
A
BEEF N
U ESAE
- BRI
- BEHR
- FRHEHE MR E)

i
B RRRT S
kgt

EFik
SR

(16) Maturity profile

CREZHEAAZTH
As at 30th June 2003
~Eg LER
BFof HFof
ZHA WEEMA W
B 3% EUT  fyearor Syearsor LA
Repayable 3 months less but over less but over After SEED M it
on demand orless 3 months 1 year 5years  Undated Total
HK$'000  HK$'000  HK$000  HK$000  HKS000  HK$'000  HK$'000
Assets
Treasury bills - 2119813 6,136,007 - - - 8255910
Placements with banks and other
financial institutions - 1,713,000 - - - - 1,713,000
Certificates of deposit held - 358286 - 103,680 - - 461966
Advances to customers 4504526 3695109 2449263 6648929 8,667,007 519671 26,484,505
Debt securities included in:
- Trading securities - - 567,776 1,745,970 169,782 - 2483528
- Held-to-maturity securities - - 44,458 259,829 - - 304,287
- Non-trading securities - 2387619 605,084 7,505,072 4445292 4078 14,947,145
4504526 10273827 9,802,678 16,263,480 13,282,081 523,749 54,650,341
Liabiliies
Deposits and balances of banks
and other financial institutions 49,204 30,774 912 - - - 80,890
Deposits from customers 8,703,467 28951275 1,697,306 271,582 - - 30,623,630
Certificates of deposit issued - 1,000,000 1,169,722 5,251,446 - - 7421168
8,752,671 29,982,049 2,867,940 5,523,028 - - 47125688
SEREF At H
As at 31st Dec. 2002
% LFA
PFo| BDFf
SHA BB=WA BE-F
W ER BUT  tyearor Syearsor  HAFUE
Repayable 3 months less but over less but over After  zEIH H ] A%
on demand orless 3 months 1 year 5 years Undated Total
HK$000  HKS000  HKS000  HK$000  HK$000  HK$000  HK$000
Assets
Treasury bills - 635961 4,959,749 - - - 5595710
Certificates of deposit held - - 355,137 100,000 - - 455,137
Advances to customers 5047889 3623145 2515913  6,774549 9,661,961 515450 28,138,907
Debt securities included in
- Trading securities - 50,700 487,243 1,908,339 108,593 - 2,554,875
- Held-to-maturity securities - - - 78,049 - - 78,049
- Non-trading securities - 1353723 1811318 9193657 3,494,831 4,077 15,857,606
5047889 5663529 10,129,360 18,054,594 13,265,385 519,527 52,680,284
Liabilities
Deposits and balances of banks and
other financial institutions 54,166 8,257 - - - - 62,423
Deposits from customers 7979826 27,031,368 2,048,516 226,710 - - 37,286,420
Certificates of deposit issued - 366,980 3,000,770 3,520,477 - - 6888227
8,033,992 27406605 5049286 3,747,187 - - 44237070

15



(k) o 4 2 80 0 ) LA S B A o)

Kk
BEA=ZFHIEAMA

IR e 15 2 8 T it
R B IR

L o A5 O o T R
i
CROMREAZHESH
B AT 9 7 ks LB S il

EREEE LA HEDH 2
i

= L3R B R A
8

HORE %Y

FEA a8 2 2B
FHEHE MG E S 2 2D
KIEHET B SR 2 28
FEE B S 2 B

R R RR N 2 2 E)
Bhg A& R 28

T M A = N 5 R B TS
fEfE 2 %8

=M A LLE SR SRAT B A
£ L WS A L
FFfERZED

Ml H R AR 2 28

{E 505

B E R M) M3 &
5 BB A 2 FLE A0
8t 19 7 0 LB AT o
AR s I 75 B0 B S B

WEEBH WA/ L) F58

inflow/(outflow) from operating activities

For the six months ended 30th June

Operating profit after provisions

Provisions for bad and doubtful debts

Advances written off net of recoveries
Depreciation

Interest expense on loan capital issued

Interest expense on certificates of deposit issued

Operating profit before changes in operating
assets and liabilities

Change in treasury bills maturing beyond three months

Change in trade bills

Change in certificates of deposit held

Change in trading securities

Change in advances to customers and other accounts

Change in held-to-maturity securities

Change in non-trading securities

Change in balances with an associate

Change in value of long-term life assurance business
attributable to shareholders

Change in deposits and balances of banks and other financial

institutions maturing beyond three months
Change in deposits from customers
Change in other accounts and accruals
Exchange adjustments

Cash generated from/(used in) operations
Interest paid on loan capital

Interest paid on certificates of deposit issued
Hong Kong profits tax and overseas tax paid

Net cash inflow/(outflow) from operating activities
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(17) Reconciliation of operating profit after provisions to net cash

2003 2002
HK$'000 HK$'000
464,590 490,036
322,799 327,718
(299,594) (325,882)

32,211 33,510
15,392 20,147
63,359 73,491
598,757 619,020
(1,624,804) (878,815)
(32,991) (71,908)
(6,829) 39,197
77,407 1,005,750

2,066,935 (177,545)
(226,238) (1,995,008)
845,597 455,776

- (4,998)
(46,209) (25,675)
994 (297)

2,337,210 3,224,856

1,423,078 (3,716,881)
(227) 871
5,412,680 (1,525,657)
(16,514) (20,592)
(63,798) (72,958)
(710) (1,160)
5,331,658 (1,620,367)




(N ) 5 B 0 — SR B AR AT 2 (18) Cross-border claims — Banking Group
HHEBRTRZERNT The following information relates to the Banking Group:
“EREZEEAAZTH
As at 30th June 2003
AT B A
SMBERE  AERE
Banks and Public
other financial sector b At
institutions entities Others Total
M E & T Equivalent in millions of HK$
B> NMLEEEERN Asia Pacific excluding Hong Kong 1,556 - 1,184 2,740
Je 3% Ko North and South America 3,464 4,800 3,974 12,238
B Europe 4,630 1,673 739 7,042
9,650 6,473 5,897 22,020
SEETHESA=Z+—H
As at 31st Dec. 2002
WAT R H AL
SREE  SEEE
Banks and Public
other financial sector HAts At
institutions entities Others Total
EY R Yo Equivalent in millions of HK$
mRE S AMEHEERN Asia Pacific excluding Hong Kong 1,467 - 891 2,358
JLELHEE North and South America 210 4,267 3,050 7,627
B Europe 3,345 3,566 1,144 8,055
5,022 7,833 5,085 17,940
BB ERETEE R R > RIE S The information of cross-border claims discloses exposures to
F1 i e HO T B R A 2 5 B T B A o — foreign counterparties on which the ultimate risk lies, and is derived
Bz EXSHTFNEREEMEARBRZN S — according to the location of the counterparties after taking into
FEM > BB TRERE R — WM T > LA account any transfer of risk. In general, transfer of risk from one
WRERAFNEE - A alRREL —EF g country to another is recognised if the claims against a counterparty
R —FF o GREYEE F IR G B A T are guaranteed by another party in a different country or if the claims
A7 E R o are on an overseas branch of a bank whose head office is located in
a different country. Only regions constituting 10% or more of the
aggregate cross-border claims are disclosed.
(P skAfafl s RERAGETR (19) Contingent liabilities, commitments and derivatives
KIEE KRB RORIEZ S AESEIT The following is a summary of the contractual amounts of each
significant class of contingent liability and commitment:
SEESE CRROF
AR=Z+HE +2H=+—H
As at As at
30th June 2003  31st Dec. 2002
HK$'000 HK$'000
HEESRER Direct credit substitutes 132,647 146,004
Bz S ME 2 SR TE R Transaction related contingencies 40,018 40,018
HLE S ME 2 S RER Trade-related contingencies 697,396 732,334
Hoph R HF ARG Other commitments with an original maturity of:
— D — A A A B —under 1 year or which are unconditionally cancellable 18,180,902 18,220,680
- —HFERUE -1 year and over 840,832 899,695
19,891,795 20,038,731
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(19) Contingent liabilities, commitments and derivatives (Continued)

The following is a summary of the aggregate notional contract
amounts of each significant type of derivatives:

HHR S HURH wit

Trading Hedging Total
CRREE CETCE CRREE CFTCE CRREE CRTOE
AEFH AZAZT—-0 AR P20 AREFH AZAET-H
As at Asat As at Asat As at Asat
30th June 2003 31st Dec. 2002 30th June 2003 31st Dec. 2002 30th June 2003 31st Dec. 2002
HK$'000 HK§'000 HK$'000 HK$'000 HK$'000 HK§'000

Exchange rate contracts

Forward and future contracts 4,285,702 1825076 27,351,822 27655528 31,637,524 29,480,604
Currency swaps - - - 38,993 - 38,993
Foreign exchange option contracts
- Currency options purchased 330,607 301,073 - - 330,607 301,073
- Currency options written 330,051 300,662 - - 330,051 300,662
4,946,360 2,426,811 21,351,822 27,694,521 32,298,182 30,121,332
Interest rate contracts
Forward and futures contracts 3,361,108 292,703 - - 3,361,108 292,703
Interest rate swaps 234,483 - 7,087,774 6,962,073 1,322,257 6,962,073
Interest rate option contracts
- Options written 285412 8,164 1,867,657 1,875,575 2,153,069 1,883,739
3,881,003 300,867 8,955,431 8,837,648 12,836,434 9,138,515
Other contracts
Equity option contracts
- Options purchased 278,925 270,676 - - 278,925 270,676
- Options written 278,925 270,676 - - 278,925 270,676

567,850 541,352 - - 567,850 541,352

The trading transactions include positions arising from the execution
of trade orders from customers or transactions taken to hedge these
positions.

The credit risk weighted amounts and replacement costs of the
above off-balance sheet exposures, without taking into account the
effect of bilateral netting arrangements that the Group entered into,
are as follows:

ZREZ4EAAZTH CEFCHEYA=1—H
As at 30th June 2003 As at 31st Dec. 2002
5 8 b B fr B A B
o T HE R
Credit risk E A Credit risk HE A
weighted Replacement weighted Replacement
amount cost amount cost
HK$'000 HK$'000 HK$'000 HK$'000
Contingent liabilities and
commitments 682,542 728,484
Derivatives
Exchange rate contracts 97,893 165,150 114,092 263,728
Interest rate contracts 81,205 356,869 64,536 249,582
Other contracts 3,347 1,249 541 2,140
182,445 523,268 179,169 515,450
864,987 907,653

The contract amounts of these instruments indicate the volume of
transactions outstanding as at the balance sheet date. They do not
represent the amounts at risk.
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(20)

Contingent liabilities, commitments and derivatives (Continued)

The credit risk weighted amounts are the amounts which have been
calculated in accordance with the Third Schedule of the Banking
Ordinance and guidelines issued by the Hong Kong Monetary
Authority. The amounts calculated are dependent upon the status of
the counterparty and the maturity characteristics of each type of
contract.

Replacement cost is the cost of replacing all contracts which have a
positive value when marked to market (should the counterparty
default on its obligations) and is obtained by marking to market
contracts with a positive value. Replacement cost is considered to
be a close approximation of the credit risk for these contracts at the
balance sheet date.

Management of risks

The Banking Group recognises the changing nature of risk and
manages it through a well developed management structure.

Risk management is focused on the three major areas of risk - credit
risk, market risk and liquidity risk. Credit risk occurs mainly in the
Banking Group’s credit portfolios comprising Commercial and Retail
lendings, Equipment and Hire Purchase financing, and Treasury and
Financial Institutions wholesale lending.

Market risk arises mainly in Treasury and is associated principally
with the Banking Group’s on-balance sheet positions in the trading
book, and off-balance sheet positions taken to hedge elements of
the trading book.

Liquidity risk arises across the Banking Group’s balance sheet.

(a)  The risk management structure of the Banking Group

The Board of Directors has the broad overall responsibility for
the management of all types of risk. The responsibilities of the
Board in relation to risk control are:

. the approval of the overall strategy and policies to
ensure that credit and other risks are properly managed
at both the transaction and portfolio levels;

. the management of risk, both financial and non-
financial, conducted through operational and
administrative control systems including the operation
of the Audit Committee; review of key results (against
forecasts), operational statistics and policy issues; and

. financial performance by analysis against approved
budgets and analysis of variations in key non-financial
measures.

The Executive Committee has been delegated the authority to
oversee and guide the management of different risks which
are more particularly managed and dealt with by Group Risk
and different functional committees.
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(20) Management of risks (Continued)

(b)

(c)

20

Group risk

The independent Group Risk function is responsible for
ensuring that policies and mandates are established for the
Banking Group as a whole. Group Risk monitors and reports
the Banking Group risk positions to the Board via the
Executive Committee, sets standards for financial risks and
data integrity and ensures that the financial risks are fully
considered in the product planning and pricing process.
Group Risk reviews and approves all credit and risk exposure
policies for the Banking Group including the approval of
exposures to new markets, economic sectors, organisations,
credit products and financial instruments which expose the
Banking Group to credit and related risks. In determining
credit and risk policies, Group Risk takes into account the
guidelines established by the Hong Kong Monetary Authority,
business direction, and risk adjusted performance of each
business. Group Risk is also represented on the lending or
risk committees of the Banking Group’s operating divisions
and businesses.

The Banking Group'’s risk management expertise continues to
advance the overall quality of the Banking Group’s lending
portfolios, and enables the Banking Group to meet the
changing regulatory requirements and enter into credit
exposures with the confidence that it understands the
associated risks and rewards.

The Banking Group is continuing to evolve its risk management
capabilities under the aegis of the Banking Group Risk
Director, increasing the focus of its risk strategy on risk and
reward and returns on capital. The Banking Group uses a
range of risk measurement and analytical tools in its
management of the various risks which it faces in its day-to-
day businesses and these are continually being enhanced
and upgraded to reflect the ever-changing business needs
and the requirements of the regulators.

Business division credit committees

Each of the operating divisions of the Banking Group has its
own credit or risk committee responsible for approving and
recommending policies, limits and mandates for risk control
within their respective business areas. This is consistent with
the Banking Group’s approach of devolving responsibility for
risk management to the individual business areas under the
aegis of the Group Risk function. As such, each business
credit risk function reports to both Group Risk and the
business area which it supports. The Treasury Risk
Management and Control function is part of Group Risk and
reports directly to the Group Risk Director.
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(20) Management of risks (Continued)

(d)

21

Credit risk

The Banking Group attaches high priority to the management
of credit risk which arises from the possibility that borrowing
customers or counterparties may default on their payment
obligations associated with lending, treasury and derivative
activities undertaken by the Banking Group. The Banking
Group’s business divisions each have a risk or credit
committee comprising executive directors of the banking
subsidiaries along with other senior managers of the respective
business and Group Risk. These committees have the
responsibility for recommending, formulating and revising
credit policy and procedures under the aegis of Group Risk,
as well as the delegated responsibility for overseeing the
implementation of credit policies. The credit policies of all of
the Banking Group’s operating Divisions, which define credit
extension criteria, guidelines, credit approval, review and
monitoring processes as well as the systems for loan
classification, credit scoring and provisioning, are the subject
of continuous review to reflect the changing business
environment of the markets in which the Banking Group
operates.

The Banking Group manages all types of credit risk on a
prudent basis, in accordance with the credit approval and
review policies, by evaluating the credit worthiness of different
types of customers and counterparties based on assessment
of business, financial, market, industry sector and collateral
information applicable to the types of loans and counterparty
dealings. Credits, where approved, are extended within the
limits set out in the credit policies, for each product, customer
or counterparty and are approved by different levels of
management based upon an established authority guide
contained within the credit policy and delegated by the Board
of Directors. Actual credit exposures, limits and asset quality
are regularly monitored and controlled by management, the
credit committees and Group Risk. The Banking Group’s
internal auditors conduct regular reviews and audits to ensure
compliance with credit policies and procedures.

The individual credit policies also establish policies and
processes for the approval and review of new products and
activities, together with details of the facility grading, or credit
scoring, processes and provisioning policies.

To avoid concentration of risk, large exposures to individual
customers or related groups are limited to a percentage of the
capital base, and advances to industry sectors are managed
within approved limits to achieve a balanced portfolio.

In order to mitigate the credit risk and where appropriate, the
Banking Group will obtain collateral which is secured against
the credit facility. The acceptable types of collateral and their
characteristics are established within the credit policies, as
are the respective margins of finance.

Irrespective of whether collateral is taken, all credit decisions
are based upon the customer’s cashflow position and ability
to repay.
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Liquidity risk

The Banking Group manages its liquidity on a prudent basis
to ensure that a sufficiently high liquidity ratio relative to the
statutory minimum is maintained throughout the year. As
disclosed in the capital adequacy and liquidity ratios shown in
the section headed “Financial ratios” below, the average
liquidity ratio of the Banking Group for the year was well
above the 25% minimum ratio set by the Banking Ordinance.

The Banking Group’s Asset and Liability Management
Committee (“ALCO”) regularly reviews the Banking Group’s
current loan and deposit mix and changes, funding
requirements and projections, and maturity mismatch with the
ongoing monitoring of the liquidity ratio. Appropriate liquidity
limits are set and sufficient liquid assets are held to ensure
that the Banking Group can meet all short-term funding
requirements.

The Banking Group’s funding comprises mainly deposits of
customers and certificates of deposit issued. The issuance of
certificates of deposit helps lengthen the funding maturity and
reduce the maturity mismatch. Short-term interbank deposits
are taken on a limited basis and the Banking Group is a net
lender to the interbank market.

Interest rate risk

The Banking Group’s interest rate risk mainly arises from the
funding of fixed-rate loans by floating rate deposits and
investments in fixed income securities. When interest rates
rise, the interest spread and net interest income will be
affected as interest income generated by the existing fixed-
rate loans or securities will not increase. The Banking Group’s
interest rate risk is mitigated in part by the use of off-balance
sheet interest rate hedging instruments to hedge a portion of
the Banking Group’s fixed-rate assets as determined by
ALCO based on consideration of market and interest rate
conditions.

Foreign exchange risk

The Banking Group has very limited foreign exchange
exposure as foreign exchange positions and foreign currency
balances arising from customer transactions are normally
offset against other customer transactions or transactions
with the market. The net exposure positions, both by
individual currency and in aggregate, are managed by the
Treasury of the Banking Group on a daily basis within
established foreign exchange limits.

Long-term foreign currency funding, to the extent that this is
used to fund Hong Kong dollar assets, is normally hedged
using currency swaps or forward exchange agreements to
reduce the foreign exchange risk.
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Foreign exchange risk (Continued)

The following is the Banking Group’s net foreign exchange
position in individual currency that constitutes 10% or more of
the total net position in all foreign currencies:

ZREZ4EAAZTH CEFCHEYZA=1T—H
As at 30th June 2003 As at 31st Dec. 2002
TN B 7t W ik T
US$ EUR Us$ EUR
30,515 2,474 25,168 4,452
(30,177) (2,502) (24,871) (4,473)
38,448 2,866 33,364 1,462
(33,873) (2,790) (30,588) (1,463)
4,913 48 3,073 (22)
Market risk

Market risk is the risk of losses in assets, liabilities and off-
balance sheet positions arising from movements in market
rates and prices. Generally, the Banking Group’s market risk
is associated with its positions in foreign exchange, debt
securities, equity securities and derivatives in the trading
book. Most off-balance sheet derivative positions arise from
the execution of customer-related foreign exchange orders
and positions taken to hedge other elements of the trading
book.

Market risk exposure for different types of transactions is
managed within risk limits and guidelines approved by ALCO
and the Treasury Risk Committee. Exposures are measured
and monitored on the basis of principal and notional amount,
outstanding balances and stop-loss limits. All market risk
trading positions are subject to daily mark-to-market valuation,
monitored and managed by Treasury. Independent monitoring,
checking and trade confirmation are undertaken by Risk
Management and Control department which as part of Group
Risk is independent of Treasury dealing, whilst the Banking
Group’s Internal Audit performs regular review and testing to
ensure compliance with the market risk limits and guidelines
by Treasury and other relevant units. All exceptions to
approved limits have to be reviewed and approved by the
appropriate level of Management or ALCO.

Use of derivatives

In the normal course of business, the Banking Group enters
into a variety of derivative transactions including forwards,
futures, swaps and options transactions in the interest rate,
foreign exchange and equity markets. Derivative transactions
are conducted for both trading and hedging purposes. The
Banking Group’s objectives in using derivative instruments
are to meet customers’ needs by acting as an intermediary, to
manage the Banking Group’s exposure to risks and to
generate revenues through trading activities within acceptable
limits.
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Use of derivatives (Continued)

i)

Derivatives held or issued for trading purposes

The Banking Group transacts derivative contracts on
behalf of customers or to address customer demands
in structuring tailored derivatives. The Banking Group
also takes proprietary positions for its own accounts.
Trading derivative products used by the Banking Group
are primarily over-the-counter derivatives transacted
based on interest rates, foreign exchange rates and
the prices of equities.

Derivatives held or issued for hedging purposes

Derivatives held for hedging purposes primarily consist
of derivative instruments or contracts used to manage
interest rate risk and foreign exchange risk. All of these
are over-the-counter derivatives.

The role of Internal Audit

The Banking Group’s Internal Audit Division is an independent,
objective assurance and consulting unit which is designed to
focus on enhancing and sustaining sound internal control in
all business and operational units of the Banking Group. The
Division directly reports to the Audit Committee which is
chaired by an Independent Non-Executive Director. The
Division conducts a wide variety of internal control activities
such as compliance audits and operations and systems
reviews to ensure the integrity, efficiency and effectiveness of
the systems of control of the Banking Group.
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Interest income from
- external customers
- inter-segments
Interest expenses to
- external customers
- inter-segments

Net interest income
Other operating income

Operating income
Operating expenses

Operating profit/(loss) before
provisions

(Charge)/write back of provision for bad and
doubtful debts

Operating profit/(loss) after
provisions

Net loss on disposal and deficit on revaluation
of fixed assets

Net gain on disposal of held- to-maturity and
non-trading securities

Share of net losses of jointly controlled entities

Profit/(loss) before taxation

As at 30th June 2003
Total assets
Total liabilities

For the six months ended
30th June 2003

Depreciation
Capital expenditure incurred

(21) Segment reporting

Segment information is presented in respect of the Group’s business

segments:
REZZBZEANNZTHIEABA
For the six months ended 30th June 2003

WARS  WERAT ' Fd]

Personal Commercial ~ W¥¥# Insurance KA MFH i it
Banking  Banking  Treasury  Business Unallocated Elimination Total
HK$'000  HK$'000  HK$000  HK$000  HKS000  HK$'000  HK$'000
494135 307,8% 428337 3,660 3,023 - 1,237,051
165,555 - - - 9669  (175224) -
(191,129)  (41,338)  (137,7717) - (6,099) - (376,343)

- (24,973)  (150,251) - - 175,224 -
468,561 241,585 140,309 3,660 6,593 - 860,708
148,666 26,746 49,096 66,202 17420 - 308220
617,221 268,331 189,405 69,952 24013 - 1,168,928

(251,343)  (55181)  (32421) (2258)  (40,336) - (3815%9)
365,884 213,150 156,984 67,604 (16,323) - 787,389
(270,550)  (38,780) 187 57 (13,713) - (322,799)

95,334 174,370 157,171 67,751 (30,036) - 464590

- - - - (72,954) - (72,954)

- - 163,187 - 500 - 163,687

- - - - (2,100) - (2,100)

95,334 174310 320,358 67,751 (104,590) - 553223
17,830,733 12,666,820 34572283 1461430 1,356,075 (3,025574) 64,861,767
29,904,662 7,746,707 20,804,361 498292 1,630,852 (3,085944) 57,498,930
11,915 915 494 - 18,887 - 221
5171 48 1,237 - 2,632 - 9,688
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Segment reporting (Continued)

Personal banking business includes the acceptance of deposits from
individual customers and the extension of residential mortgage
lending, personal loans, overdraft and credit card services, the
provision of insurance sales and investment services.

Commercial banking business includes the acceptance of deposits
from and the advance of loans and working capital finance to
commercial, industrial and institutional customers, and the provision
of trade financing and receivable financing. Hire purchase finance
and leasing related to equipment, vehicle and transport financing are
included.

Treasury activities are mainly the provision of foreign exchange
services and centralised cash management for deposit taking and
lending, interest rate risk management, management of investment
in securities and the overall funding of the Group.

Insurance business includes the Group’s life assurance and general
insurance businesses. Through the Group’s wholly owned life
assurance subsidiary, the Group offers a variety of life insurance
products and services. The Group’s general insurance business is
conducted through a 51% owned joint venture with Aviva operating
in Hong Kong.

Unallocated items include results of operations and corporate

investments (including properties) not directly identified under other
business divisions.
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Interest income from
- external customers
- inter-segments

Interest expenses to
- external customers
- inter-segments

Net interest income
Other operating income

Operating income
Operating expenses

Operating profit/(loss) before
provisions

(Charge)/write back of provision for bad and

doubtful debts

Operating profit after provisions
Net gain on disposal and deficit on revaluation

of fixed assets

Net gain on disposal of held-to-maturity and

non-trading securities

Share of net losses of jointly controlled entities

Profit before taxation

As at 31st December 2002

Total assets
Total liabilities

As at 30th June 2002

Total assets
Total liabilities

For the six months ended 30th June 2002

Depreciation
Capital expenditure incurred

(21) Segment reporting (Continued)

BEZZZZEAAZTHEAMA (BEF
For the six months ended 30th June 2002 (Restated)

AR R (R B ER
Personal  Commercial  FAE¥#  Insurance KBRS g At
Banking Banking  Treasury ~ Business Unallocated  Elimination Total
HK$000 ~ HK$000  HKS000  HK$000  HKS000  HKS000  HK§000
581,117 339,878 370,508 2,99 3,554 - 1,298,055
99,741 - - - 18,556 (118,297) -
(185,064)  (50,555)  (127,994) - (5,240) - (368,853)
- (47978)  (70,319) - - 118,297 -
495794 241,345 172,195 2,998 16,870 - 929,202
157,600 34,860 68,780 36,413 21,083 - 318,706
653,394 276,205 240,975 39411 37,923 - 1,247908
(294,069)  (59,732)  (33211) (2,086)  (41,056) - (430,154)
359,325 216,473 207,764 37,325 (3,133) - 817,754
(279626)  (51,969) - (35) 3912 - (321,118)
79,699 164,504 207,764 37,290 9 - 490,036
- - - - 7,328 - 7328
- - 22,39 - 1,421 - 23819
- - - - (3,600) - (3,600)
79,699 164,504 230,156 37,290 5934 - 517,583
19,002,688 13,177,715 28546,708 1,358,581 1,014,039  (2,919,746) 60,179,985
28410597 7,341,694 16,976,592 453,166 2,874,937  (2,938,237) 53,118,749
18,503,327 12,980,335 22,009,511 1,119,697 1913511  (1,766,526) 54,759,855
25,660,012 7,133,507 14,876,537 403,112 1,679,695  (1,728,909) 48,023,954
16,765 993 359 - 15,393 - 33510
21,682 1,216 128 - 5212 - 28298
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WA b 2 FINANCIAL RATIOS
M E S
Restated A&
[ & Restated
mE CEEE wE
SRREE +=A e
AAZTHL =t—Hik AA=+A 1L
2 B ZHBEE Z A B
Period ended Year ended Period ended
30th June 2003  31stDec. 2002  30th June 2002
BRI E A A A Net interest income/operating income 73.6% 74.1% 74.5%
WA EF A T Cost to income ratio 32.6% 35.7% 34.5%
S8 4O 7 ] (4 R) Return on average total assets (annualised) 1.4% 1.5% 1.6%
B O 4 0] ) (4F %K) Return on average shareholders’ funds (annualised) 13.9% 14.8% 15.6%
SHEF R (A EEEEA)  Loantodeposit (excluding loan capital)

& ratio 55.2% 62.6% 67.0%
AT R R (G Capital adequacy ratio (Note) 21.0% 19.7% 18.9%
WA E AL R (6T Adjusted capital adequacy ratio (Note) 20.8% 19.6% 18.8%
EHRBEE LR () Average liquidity ratio (Note) 69.7% 54.9% 52.3%
B3 (FEX) Net interest margin (annualised) 3.18% 3.74% 4.05%

o

EATRUE[AEIRTRRAA=THE+Z
A=Zt—Hz&GEals - RERITARNSAFAZE
AR TR B AR T AR IR SRAT AR 156 = PR B

R EA TR R EMBAT R 2 AR R - 4
FSRAT R A4 20 7 2 ST AR R R TR
s R L J 9 o vl S5 B A R B A 4
SIFHE - R TE AR R LR T B

LB L G B R AT R A B 1 A U A
VB B LU B S B EERAT R R4
O3 T 2 Y E B R AR R AT S A 1 46 I R Rt
o

381 B

ERGER-FF=FE P MRE SR8 -
ACERZFAAR (B ) 2B TREF
TN AR GRIE) 0 R B 45 R 6 7T
% PSR 4% M 1 2 BB

Note:

The capital adequacy ratio represents the consolidated ratio of the Banking
Group as at 30th June or 31st December. The capital adequacy ratio of
each entity within the Banking Group is computed in accordance with the
Third Schedule of the Banking Ordinance.

The adjusted capital adequacy ratio represents the consolidated ratio of the
Banking Group. The adjusted capital adequacy ratio of each entity within
the Banking Group is computed in accordance with the Guideline
“Maintenance of Adequate Capital Against Market Risks” issued by the
Hong Kong Monetary Authority. The adjusted ratio takes into account
market risk.

The liquidity ratio is calculated as the simple average of each calendar
month’s average liquidity ratio for the relevant reporting period for the
Banking Group. The liquidity ratio of each entity within the Banking Group
is computed in accordance with the Fourth Schedule of the Banking
Ordinance.

INTERIM DIVIDEND

The Directors have declared an interim dividend of HK$0.52 per
share for 2003 payable on or after Monday, 1st September 2003 to
shareholders whose names are on the Register of Shareholders at
the close of business on Friday, 29th August 2003.
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CLOSING OF REGISTER OF SHAREHOLDERS

The Register of Shareholders will be closed from Monday,
25th August 2003 to Friday, 29th August 2003, both days inclusive.
In order to qualify for the interim dividend, all share transfers
accompanied by the relevant share certificates must be lodged with
the Company’s Registrars, Computershare Hong Kong Investor
Services Limited, 17th Floor, Hopewell Centre, 183 Queen’s Road
East, Hong Kong for registration not later than 4:00 p.m. on Friday,
22nd August 2003.

BUSINESS REVIEW

Against a background of prolonged deflation, rising unemployment,
continued falls in property prices, and sagging domestic demand,
business sentiment in Hong Kong remained poor. The Hong Kong
economy suffered an unexpected major setback in March when the
Severe Acute Respiratory Syndrome (“SARS”) first appeared. The
tourism, catering and retail businesses experienced a severe
downturn whilst other industries faced additional challenges in an
already depressed economy. The banking sector experienced a
mild negative impact with lower sales and branch transactions,
whilst overall asset quality has remained relatively stable to date.
Despite SARS, a strong growth in exports and re-exports was
recorded in the first half of the year.

Against this economic backdrop, our operating profit after provisions
for the six months ended 30th June 2003 amounted to HK$464.6
million. Together with the impact of an interim Directors’ valuation
of properties and the net gain on disposal of non-trading securities,
we achieved a profit attributable to shareholders of HK$471.4
million, which was 3.9% higher than that of the same period last
year. We have maintained our interim dividend of HK$0.52 per
share.

Our banking business, operated through Dah Sing Bank (‘DSB”)
and MEVAS Bank (“MEVAS”), faced extremely challenging operating
condition with a fall in net interest income, the principal source of
revenue, as a result of loan contraction and a narrowing interest
spread. By pursuing strict cost discipline, we were able to reduce
our cost base further, attaining a lower cost to income ratio. Bad
debt charges remained high in unsecured consumer lending,
although we have started to see signs of improvement in the first
half. To improve our competitive position, we continue to place
emphasis on growing our customer base and our wealth
management business, offering additional products and services,
enhancing our service quality, and upgrading our risk management
processes.

Our life insurance business made a stronger contribution for the
period. Lower sales, partly caused by SARS, and a lower rate of
increase in embedded value were more than offset by higher
investment returns.
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FINANCIAL REVIEW

When compared with the first half of 2002, operating profit before
provisions was 3.7% lower, mainly as a result of reduced net
interest income which was partially compensated by the cost
saving realised from the integration of the personal banking
businesses of DSB and MEVAS. The specific provision charge was
slightly lower than last year as we tightened our credit underwriting
further and stepped up collection efforts. Although operating profit
after provisions was 5.2% lower on a year-on-year basis, when
compared with the second half of 2002, there was a positive
growth of 18.1%.

Net interest income was down by 7.4% in the period due to a
contraction in the loan portfolio and a tighter net interest margin.
The net interest margin narrowed from 4.05% in first half 2002 to
3.18% in the first six months of this year as a result of a lower
average balance of higher yielding consumer lending and a bigger
pool of short-term debt securities.

Other operating income was 3.3% lower. The contraction was
mainly caused by reduced commission income from our credit card
business, which was offset to some extent by the growth in the
income generated from our wealth management and life insurance
businesses.

Operating expenses declined by 11.3% when compared with the
same period in 2002. Due to the reorganisation of our personal
banking business in January 2003, all operations and IT platforms
of MEVAS were integrated with those of DSB. This enabled us to
achieve improved economies of scale and better efficiency.
Rigorous cost containment measures also resulted in savings in
other operating expenses so producing a lower cost base. Our cost
to income ratio continued to improve from 34.5% in the first half of
2002 to 32.6% in the period.

Reflecting the lack of improvement in the asset quality of our credit
card and consumer lending portfolios amidst rising unemployment
and record personal bankruptcies, the Group’s charge for bad and
doubtful debts remained relatively high although slightly lower than
that of last year. In line with the broader market, the charge-off rate
for our credit card portfolio stayed at a high level. The asset quality
of our commercial banking and hire purchase finance businesses
continued to hold up well despite the difficult economic environment.
Our non-performing loan ratio remained below the market average
at 1.94% although up slightly from 1.67% at the end of 2002.
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FINANCIAL REVIEW (Continued)

We realised some of our medium-term debt securities during the
period, resulting in a disposal gain of HK$163.7 million. In the light
of the persistent fall in property prices over the last few years, the
cumulative depreciation in the values of our bank premises and
investment properties since the last revaluation conducted at the
end of 2001 and 2002 respectively had become material. The
Directors have made an assessment of the valuation of bank
premises and investment properties as of 30th June 2003 based
on the open market values provided by an independent professional
chartered surveyor. On the basis of this valuation, we have written
down the value of bank premises and investment properties and
recognised a deficit on revaluation of HK$48.6 million and HK$24.1
million respectively.

Taxation costs increased slightly due to the increase in local profits
tax rate from 16% to 17.5% and the provision of additional deferred
taxation required by the revised Hong Kong Accounting Standard
that has now come into effect.

For our banking business, total loans and advances to customers
were 5.9% lower than those at the end of 2002. The decline was
mainly caused by the contraction in mortgages, credit cards and
consumer lending. Commercial lending and trade finance improved
in a very competitive market. The contraction in our loan book
reflected generally weak loan demand and tighter spreads in the
market, as well as our more stringent credit control criteria and
pricing requirements. Our total deposit base, comprising customer
deposits and certificates of deposit, increased by 6.5% relative to
the end of 2002.

MEVAS, launched in April 2001, maintained its focus on the
personal banking sector and continued to increase its customer
base and revenue. From January 2003, all operations and
administrative support have been outsourced to DSB. This assisted
in reducing MEVAS’ direct operating cost and enabled the Group to
take advantage of improved economies of scale. However, MEVAS’
higher revenue generation in the first half of 2003 was offset by
higher bad debt charges, resulting in a small loss of HK$0.3 million
in the period.

Our life insurance business’ net contribution included in other
operating income was HK$55.1 million, which was 56.6% higher
than its contribution in the first half of 2002, mainly as a result of
higher investment gains, notwithstanding a 9% fall in sales.
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PROSPECTS

As business gradually returned to pre-SARS levels with efforts
being made by the Government and the community at large to
re-invigorate the Hong Kong economy, we expect moderate
improvement in sentiment in the second half of the year. However,
a higher level of unemployment, continuing deflationary pressure,
and the widening Government budget deficit are likely to constrain
consumption and economic performance in the near term.

Of significance to the banking sector is the signing of the Closer
Economic Partnership Arrangement (“CEPA”) in June 2003, under
which the asset size requirement for Hong Kong banks to establish
branches in China was reduced from US$20 billion to US$6 billion.
As Dah Sing Bank’s asset size exceeds the minimum asset
requirement, we are now qualified to open branches in the
Mainland commencing January 2004. We are proactively assessing
ways to capitalise on the opportunities created by CEPA. This will,
in the long term, provide us with added growth opportunities to
participate in the fast growing China market.

While the U.S. Federal Reserve has signalled clearly that it will
leave short-term interest rates at the current historic low levels, and
might even reduce further to help reflate the sluggish US economy,
recent volatility in US treasury yields and bond prices reflect a lack
of consensus on the strength of the US recovery and the timing of
any recovery.

Against a mixture of positive and negative external factors, we
maintain a cautious outlook for our business performance in the
second half of the year. We will continue to focus on improving the
core earnings of our banking business by broadening revenue
streams, further improving our wealth management capabilities,
growing the loan portfolio under a rigorous credit discipline and
enhancing our risk management capabilities.

For our life insurance business, we will focus on improving sales
and the persistency rate, broadening our product range, exploring
alternative distribution channels and achieving the optimum matching
of the assets and liabilities of the long-term life business.

The development of CEPA will provide numerous opportunities in
Hong Kong and Mainland China for our clients and ourselves.
CEPA is likely to be an important economic development for the
future of Hong Kong, as we continue to integrate with the Mainland
under the One Country Two Systems concept. We shall actively
participate in this evolution, and position ourselves to take
advantage of growth opportunities as and when the global
€CoNomy recovers.
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DIRECTORS’ INTERESTS

At 30th June 2003, the interests of the Directors in the shares,
underlying shares of equity derivatives and debentures of the
Company and its associated corporations (as defined under
section 308 of the Securities and Futures Ordinance (“SFQO”))
recorded in the register of directors’ and chief executives’ interests

and short positions required to be maintained under section 352 of

the SFO were as follows:

Number of ordinary shares of the Company held

T\ B

Personal
Director interests
David Shou-Yeh Wong -
Chung-Kai Chow OBE.J.P. 650,676
John Wai-Wai Chow 797,248
John W. Simpson 10,000
Peter G. Birch C.B.E. 50,000

Roderick Stuart Anderson 60,131

Notes:

FHARRAGERZ Y7
i BB 3 JE AL BE %
Corporate Other

interests interests
4,344,746 87,379,236
8,385,271 -

it
Total
interests

91,723,982
9,035,947
797,248
10,000
50,000
60,131

i 5 45 ¥ 1 B
Jo B ¥ © B A7
S AT 4 b
Percentage of
ordinary shares
held in the
entire issued
share capital

37.18
3.66
0.32
0.00
0.02
0.02

() ESFEZEEMER 6 b LA =02 —k (1) The corporate interest of David Shou-Yeh Wong is in respect of

LU b 2 R BT R AT 2 BB -

shares held by a company in which he has an interest of one third or
more.

Q) BCEE AR T b £ A 3 N R B R AR AT (2)  Such shares are indirectly held by HSBC International Trustee

Z A HEAR FE 32 R S B AR RE A PR R

BFA
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Limited, the trustee of a discretionary trust established for the benefit
of David Shou-Yeh Wong and his family.
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DIRECTORS’ INTERESTS (Continued)

Pursuant to the Executive Share Option Scheme (the “Scheme”)
approved by the shareholders of the Company on 17th May 1995,
certain Directors of the Company were granted options at a
consideration of HK$1 per option to subscribe for shares of the
Company at a par value of HK$2 each. Details of the share options
outstanding as at 30th June 2003 which have been granted under
the Scheme are as follows:-

BoFEREAE
AH=Z1H
fifi 2B R 17 B30 R
ERAEE Exercisable period
Number of By oM iR ] zZ
shares in the (H/A AR # (H/A AE) (H/A )
options held at Grant date Exercise price From To
Ex Director 30th June 2003 (DIMFY) HK$ (DIMYY) (DIMYY)
LB Hon-Hing Wong 400,000 3/4/2000 26.28 3/4/2001 3/4/2005
I Roderick Stuart Anderson 200,000 3/4/2000 26.28 3/4/2001 3/4/2005
N Note:

WE L ZAEANH = b 2 A B R
A B 2 R IR HE RS 24T R s 4% 2R A

P bl 5 A B R AR - ME _FF=EAN
A=A AR RS 55 0 & el )i st &
ZHEE N R AT BN B S 6 e il
EEHRFHRA -

M Eal s > B2 - FE=FEXA=THHK
T 1 2 184 £ 2
AT AE RS 7 I 2 REF] o

No options for the subscription of shares in the Company were exercised or
lapsed during the relevant period ended 30th June 2003.

All the interests stated above represent long positions. As at
30th June 2003, none of the Directors of the Company held any
short positions as defined under SFO as recorded in the register of
directors’ and chief executives’ interests and short positions.

Apart from the foregoing, at no time during the six months ended

30th June 2003 did the Company grant any right to subscribe for its
own equity or debt securities.
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SUBSTANTIAL SHAREHOLDERS' INTERESTS

At 30th June 2003, the register of substantial shareholders’
interests in shares and short positions maintained under section
336 of the SFO showed that the Company had been notified of the
following interests, being 5% or more held in the share and
underlying shares of the Company. These interests are in addition
to those already disclosed above in respect of Directors.

P 5 A3 0 I Bt

HogiahAansk

Percentage of

% %0 B B By % Bt ordinary shares

Number of held in the entire

JBe 3 Shareholder ordinary shares issued share capital

Capital Group Companies, Inc. Capital Group Companies, Inc. 22,887,600 9.28

UFJ Bank Limited UFJ Bank Limited 36,998,266 15.00

T S B PR {5 ST A PR A ) HSBC International Trustee Limited 87,880,236 35.63

HSBC Trustee (Hong Kong) Limited ~ HSBC Trustee (Hong Kong) Limited 87,880,236® 35.63

TRAS Wong Yen Christine 91,723,9824 37.18
i Notes:

(1 MREEFZ=FNAHAAEE -FZ=4H
ST HIEFHELEAGH UFJBankL1m1ted
BEE R A AR 2N 737,268,266 5 8 48 I o G AR
G CFY & NEP) z+£¥£#*

() BCAFR Oy d %l A 3 T K ) 4

A REAR R REE S R B EAT PR A W

(MBS EPEE D) BRSA - W R2ZBHE

JA bt S AR B ST A AR —JE
s

3) ﬁt#ﬂx{ﬁmﬁﬁf B LN BB 55 316(2) 1
#2676 T B 4 HSBC Trustee (Hong Kong)
Limited ([HKT]) & fERA A RE £ o HKTHE R
ST 5 e TR A A R AR A AR R AT o

(4)  WERDE TR SEEERANES >
FCECAR T F5E A A 7 AT B A 4 3 #&%
BRI 316(1) AT A 2 — &
E&% 4 HE £ B SF 28 bl B R 4R
W 5 b BT RS A 0 B AR R

A tdEREERE - RE-FF=FAA=1
o AR 2 B MRURE £ o o i ol ik
B -

(1) As at 5th August 2003 on which the interim results for the six months
ended 30th June 2003 was announced, UFJ Bank Limited was
beneficially interested in 37,268,266 ordinary shares, representing
15.11% of the entire issued share capital of the Company.

(2)  Such shares are mainly comprised of the interest indirectly held by
HSBC International Trustee Limited (“HKIT”) in trust for a discretionary
trust established for the benefit of David Shou-Yeh Wong and his
family. Relevant shares have been included in the “Other interests”
of David Shou-Yeh Wong as disclosed under the heading of
Directors’ Interests above.

(3)  Such shares represent the deemed interest of HSBC Trustee (Hong
Kong) Limited, which is accustomed or obliged to act in accordance
with the directions and instructions of HKIT, by virtue of section
316(2) of SFO.

(4)  Such shares represent the deemed interest of Wong Yen Christine
by virtue of her spouse being a substantial shareholder who
maintains a notifiable interest in the relevant share capital of the
Company (under the interpretation of section 316(1) of the SFO).
This interest comprises the same shares held by David Shou-Yeh
Wong under the heading of Directors’ Interests above.

All the interests stated above represent long positions. As at
30th June 2003, no short positions were recorded in the register of
substantial shareholders’ interests in shares and short positions.
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COMPLIANCE WITH CODE OF BEST PRACTICE

None of the Directors is aware of information that would reasonably
indicate that the Company is not, or was not for any part of the
accounting period covered by this interim report, in compliance with
Appendix 14 of the Listing Rules of the Stock Exchange of Hong
Kong Limited, except that (1) non-executive Directors were not
appointed for a specific term since all Directors, excluding the
Managing Director, have been subject to rotation in annual general
meetings pursuant to the Company’s Articles of Association and (2)
the Audit Committee comprises five members with four independent
non-executive Directors and one executive Director who brings
particular banking expertise and extensive knowledge of the Group
to the Audit Committee.

AUDIT COMMITTEE

The Audit Committee has reviewed with management the accounting
principles and practices adopted by the Group and discussed
internal controls and financial reporting matters including a review
of the unaudited interim financial statements for the six months
ended 30th June 2003.

DEALINGS IN THE COMPANY’S SHARES

There was no purchase, sale or redemption by the Company, or
any of its subsidiaries, of the Company’s listed shares during the
period ended 30th June 2003.

By Order of the Board

H L Soo

Company Secretary

Hong Kong, 5th August 2003 (Tuesday)
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