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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 2004. The unaudited profit attributable to shareholders was
HK$1,442.0 million for the six months ended 30th June 2004.

UNAUDITED INTERIM FINANCIAL STATEMENTS

These unaudited consolidated condensed interim financial statements
are prepared in accordance with Statement of Standard Accounting
Practice No. 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 2003
annual accounts.
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For the six months ended 30th June

]
Restated S8
Wit 2004 2003 Variance
Note HK$’000 HK$°000 %
Interest income 1,152,609 1,221,818
Interest expense (285,446) (376,343)
Net interest income 867,163 845,475 2.6
Other operating income 2 366,617 323,453 13.3
Operating income 1,233,780 1,168,928 5.5
Operating expenses 3 (406,863) (381,539) 6.6
Operating profit before provisions 826,917 787,389 5.0
Charge for bad and doubtful debts 4 (143,687) (322,799) -55.5
Operating profit after provisions 683,230 464,590 471
Net loss on disposal and deficit
on revaluation of fixed assets 5 (514) (72,954)
Net gain on disposal of non-trading
securities 52,149 163,687
Profit on ordinary activities 734,865 555,323 32.3
Share of results of jointly controlled
entities 4,139 (2,100)
Reorganisation costs 6 (54,420) —
Profit on partial disposal of interest
in a subsidiary 7 406,111 —
Profit on deemed disposal of interest
in a subsidiary 8 459,290 —
Profit before taxation 1,549,985 553,223 180.2
Taxation 9 (105,439) (77,769)
Profit after taxation 1,444,546 475,454 203.8
Minority interests (2,548) (4,068)
Profit attributable to shareholders 1,441,998 471,386 205.9
Dividends
Interim dividend 192,409 128,273
Special dividend 197,343 —
389,752 128,273
Earnings per share 10
Basic HK$5.85 HK$1.91
Diluted HK$5.84 HK$1.91
Dividends per share
Interim dividend HK$0.78 HK$0.52
Special dividend HK$0.80 N/A
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ASSETS

Cash and short-term funds
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
Issued debt securities
Current and deferred tax liabilities
Other accounts and accruals
Long-term liabilities attributable
to policyholders

Total liabilities

CAPITAL RESOURCES
Loan capital

Minority interests

Share capital

Reserves

Proposed dividends
Shareholders’ funds

Total capital resources

Total liabilities and capital resources

UNAUDITED CONSOLIDATED BALANCE SHEET

ZEENE “EREZA

AAZFH FoH=1—H

As at As at

Wfi#  30th June 2004  31st Dec. 2003
Note HK$’000 HK$°000
11 12,178,365 10,985,415
12 765,021 737,548
200,558 204,400

13 1,993,126 2,958,881
16 32,972,382 29,056,988
14 594,035 392,198
15 17,879,938 17,178,784
27,124 22,985

888,650 908,013

806,210 748,328

625,133 562,194

68,930,542 63,755,734

262,101 161,972

18 39,781,641 39,999,863
9,066,194 7,868,079

31,199 31,052

135,458 61,434

8,818,409 7,256,940

625,133 562,194

58,720,135 55,941,534

974,963 970,388

1,455,862 54,965

493,358 493,358

6,896,472 6,095,679

389,752 199,810

19 7,779,582 6,788,847
10,210,407 7,814,200
68,930,542 63,755,734




ABEBZEANLRELSHE UNAUDITED CONSOLIDATED CASH FLOW STATEMENT

BEAA=THIEAMA For the six months ended 30th June
Wik 2004 2003
Note HK$°000 HK$°000
BEXY OPERATING ACTIVITIES
MEREREENE 2 Cash generated from operations 21 4,952 5,412,680
YA EEEARCEITN Interest paid on loan capital and
T 2 R debt securities issued (7,384) (16,514)
ZATE BT R A S Interest paid on certificates of deposit issued (62,510) (63,798)
C AU s R B Hong Kong profits tax paid (16,403) (710)
WEEBH S (RE) AT Net cash (outflow)/inflow from operating activities (81,345) 5,331,658
e T INVESTING ACTIVITIES
o E A S YRS T /3 B Proceeds from partial disposal of interest
in a subsidiary 1,036,854 —
MM EE Purchase of fixed assets (13,626) (9,688)
o [ A OR Proceeds from disposal of fixed assets 1,737 52
BT EHE A Reorganisation costs paid (45,984) —
BEEBB AT GE) B4 Net cash inflow/(outflow) from investing activities 978,981 (9,636)
B GIEE AL Net cash inflow before financing 897,636 5,322,022
% FINANCING
BAT I Certificates of deposit issued 1,199,290 1,731,050
W el Certificates of deposit redeemed (7,903) (1,197,976)
REAKRZER Repayment of long-term liability — (50,000)
WHF I8 2 ) ) D B OR Issue of ordinary shares by a subsidiary
BT Lk to minority shareholders 1,230,199 —
TR MR S Dividends paid on ordinary shares (199,810) (148,007)
WA 2 ] o) D BB R Dividends paid to minority shareholders
gigie:) of subsidiaries (3,380) —
MEREHA T Net cash inflow from financing 2,218,396 335,067
B4 R ER B4 B M Increase in cash and cash equivalents 3,116,032 5,657,089
WaBe LER S 2 HH Cash and cash equivalents at
beginning of the period 6,827,429 3,647,651
WA & RERB2EE Cash and cash equivalents at end of the period 9,943,461 9,304,740
Ba RER B &TEH &8 2 74 ¢ Analysis of the balance of cash and cash equivalents:
B AT AT B e Cash and balances with banks and
BN 45 8% other financial institutions 1,388,216 3,876,798
R A Money at call and short notice 5,042,497 2,510,762
A R = 1T AT Treasury bills with original maturity
HY I £ 2 within three months 3,768,871 1,284,076
JRA KRR A5 = M8 A Dh iR £ Placements with banks and other financial institutions
SRAT B A PR B A 1Y 7 5K with original maturity within three months - 1,713,000
JFARBIRR A =18 A LIS Deposits and balances of banks and other financial
o At 5 AR R A S D A institutions with original maturity within
three months (256,123) (79,896)
9,943,461 9,304,740




AEB G DR B WAk
BEAAZTHIEAMA

UNAUDITED CONSOLIDATED STATEMENT OF CHANGES

IN EQUITY
For the six months ended 30th June

2004 2003
HK$’000 HK$°000
R—H—HZ a5 Total equity as at 1st January 6,788,847 6,037,523
3FT¢1’EE’§J%LE’J B /AT-E% 8 Change in fair value of non-trading securities (213,583) 172,457
1AL BT B AT E R Deferred tax liabilities released on premises
BB EAG AR and investment revaluation 14,031 845
A7 7 Al B Deficit on revaluation of bank premises - (29,724)
G Y A A Deficit on revaluation of investment properties - (5,675)
Y AR 2 T A S AR B OB 25 B Exchange differences arising from translation
of the financial statements of a
foreign subsidiary 248 —
KM ERIRIER 2 (B18) i Net (losses)/gains not recognised in the profit
and loss account (199,304) 137,903
P R A it Profit attributable to shareholders 1,441,998 471,386
VRS 4 P S Dividends paid on ordinary shares (199,810) (148,007)
IR E R E E HR 7S Reserves transferred to profit and loss account
2R EEE upon disposal of non-trading securities (52,149) (163,687)
WAH=Z+HZER A5 Total equity as at 30th June 7,779,582 6,335,118
Wik - NOTE:
—) HiREHE (1)  Basis of preparation
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The Company completed a group reorganisation (the “Reorganisation”)
on 12th June 2004 whereby it transferred its banking-related subsidiaries
to a newly incorporated subsidiary, Dah Sing Banking Group Limited
(“DSBG”). The Reorganisation was effected by a share-for-share swap
of the Company’s interests in the banking subsidiaries with DSBG. DSBG
was subsequently listed on The Stock Exchange of Hong Kong Limited
on 30th June 2004.

The consolidated accounts include the results of 100% of DSBG up to
the date immediately before DSBG'’s listing i.e. 29th June 2004, after
which the minority interest’s share in DSBG’s results is recognised.
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(2)  Other operating income
For the six months ended 30th June

2004 2003
HK$’000 HK$'000
PR 2 B & Fees and commission income 269,354 222,160
W MR S (R Less: Fees and commission expense (Note) (31,206) (28,055)
T M S B R A Net fees and commission income 238,148 194,105
M 5 1 i i Net gain on foreign exchange trading 42,973 22,196
FREEE MRS R Net (loss)/gain from trading securities
i TR O 1R) /s and derivatives (9,654) 34,980
TERE B 7 e B Dividend income from investments in securities
FiE Listed investments 3,462 1,260
F MRS Unlisted investments 8,818 3,844
BEWEZHME RN L Gross rental income from investment properties 5,861 6,399
HABF £ g A Other rental income 2,545 2,429
NHERBEG 2 £ Results of life assurance business 68,741 55,149
At Others 5,723 3,091
366,617 323,453
i SRR SRS T AT Note: Commissions paid to dealers on hire purchase loans in 2003 of
17 42 15,233,000% 7C £ 1 % 1 Bx LS i HK$15,233,000 were reclassified as debit to interest income to
Ao WEH M BEASEE 2 B5—5 - conform with current year's presentation.
(2) BHELH (3)  Operating expenses
WEANH=ZTHIEAMA For the six months ended 30th June
2004 2003
HK$’000 HK$'000
ANHEN EFEEMS) Staff costs (including directors’ remuneration)
B Kt Salaries and other costs 234,613 199,641
BIRE Pension costs 13,685 9,949
A7 AT o B Premises and other fixed assets
RS Rental of premises 17,141 22,471
Al Others 27,329 27,152
e Depreciation 30,738 32,211
% AR 4 Auditors’ remuneration 1,871 1,694
oA 48 S Other operating expenses 81,486 88,421
406,863 381,539
BEHARNZTERECRBEIETHE=F Rental of premises under operating leases is stated net of rental income
Pl el 2 A A A BT - received from sub-lease agreements with third parties.
() 5T B S G Y o 96 (4)  Charge for bad and doubtful debts
BWEAA=THIAMEA For the six months ended 30th June
B
2004 2003 Variance
HK$’000 HK$’000 %
o R A o 1 Specific provisions charged
— B A ~ new provisions 166,671 347,523 -52.0
— [l 4 - releases (27,106) (8,251) 228.5
— Ui Ju] - recoveries (29,031) (16,127) 80.0
110,534 323,145 -65.8
— WA S () General provisions charged/
(written back) 33,153 (346)
B ETE Net charge to profit and loss account 143,687 322,799 -55.5

6
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(5)

Net loss on disposal and deficit on revaluation of fixed assets
For the six months ended 30th June

2004 2003
HK$°000 HK$'000

AL - Deficit on revaluation of:
—fTE - bank premises — 48,626
- REME — investment properties — 24,056
B A L T 1 Net loss on disposal of other fixed assets 514 272
514 72,954
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Independent professional appraisals of the values of bank premises
and investment properties were last conducted by Knight Frank Hong
Kong Limited, a chartered surveyor, in June and December 2003.

Reorganisation costs
For the six months ended 30th June

Reorganisation costs were direct expenditure arising from the
Reorganisation as set out in Note 1 above.

2004 2003
HK$’000 HK$'000
R 2 B & Underwriting commission on share disposal 25,921 —
R Ay 2 EDTE BB Stamp duty on transfers of shares 7,900 —
i R R A Legal and professional fees 11,965 —
HAth Others 8,634 —
54,420 —
0 RS 20 w8 A Ak 2 e R (7)  Profit on partial disposal of interest in a subsidiary
fEREHRKHRITEB2REE RN 2 — As part of the Reorganisation and DSBG’s Global Offering of shares,
WA > A2y ) RL 12,661 70 B R R A the Company sold 81,900,000 of the 809,900,000 shares that it held in
809,900,000k #F 8 17 4 [ % £ 2 81,900,000 DSBG at HK$12.66 per share. The profit on disposal represented the
B o B IR AR 2 U AR 15 IR B o T difference between the sale proceeds and the attributable share of net
MG KA RIT R EE 2 £ER - assets of the DSBG Group sold by the Company.
B o 5 O A ) A 2 B A (8)  Profit on deemed disposal of interest in a subsidiary

EBEA RSB EE R REER 2 —
WA > Ko AR AT 5 T DA PR B A T I B
B B47100,100,00087 15 o 7% 5 58 47 8
2 AR SR AT 5 T MR T AR
TEREZ AT 2R o BLIE L P 5 3 A
AR SR T A SR AT 4 I A R B 4 5T UK TE
(EHAEEE G E 2 (E -

As part of the Reorganisation and DSBG'’s Global Offering of shares,
DSBG issued 100,100,000 new shares by way of a public offer and
international placing. The issue of new shares, causing a dilution of the
Company'’s effective shareholding in DSBG, constituted a deemed disposal
by the Company of its interest in DSBG. The profit on deemed disposal
represented the increase in the Group’s share of net assets of the DSBG
Group following the completion of DSBG’s Global Offering.
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ABBIH Current taxation
AR IE Deferred taxation
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Taxation
For the six months ended 30th June

The amount of taxation (credited)/charged to the consolidated profit
and loss account during the period represents:

2004 2003
HK$'000 HK$'000
108,998 75,439
(3,559) 2,330
105,439 77,769

Hong Kong profits tax has been provided at 17.5% (2003: 17.5%) on
the estimated assessable profit for the period. Taxation on overseas
profits has been calculated on the estimated assessable profit for the
period at the rates of taxation prevailing in the countries in which the
Group operates.

Deferred taxation is calculated in full on temporary differences under
the liability method using a taxation rate of 17.5% (2003: 17.5%). Deferred
tax asset on tax losses incurred by subsidiaries has been recognised
to the extent that it is probable that taxable profit will be available against
which these tax losses can be utilised.

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

2004 2003
HK$’000 HK$000
W B i it Profit before taxation 1,549,985 553,223
PABE#17.5%5t 5 Calculated at a taxation rate of 17.5% 271,247 96,814
BB BRI Tax effect of :
IN- 1Y E3 74 Different tax treatment of results of life
N R B 5 g A insurance business (11,778) (11,828)
HALB K 2 AR B 5 Different taxation rates in other countries (361) (1,721)
H B2 A Income not subject to taxation (170,058) (15,402)
AREAEBLB IR Y 3 Expenses not deductible for taxation purposes 19,104 14,471
KRBT ER Tax losses not recognised (4,751) (506)
A2 R 09 K e R 2 B i 4 Utilisation of previously unrecognised tax losses 2,036 574
B B b i 51 Bz A Increase in opening net deferred tax losses
A A O R M resulting from an increase in tax rates - (4,139)
BB B Terminal return on investments in partnerships - 5,364
MG B R Attributable share of estimated Hong Kong
B H A BER profits tax losses arising from investments
in partnerships — (31,543)
e Eid-¢ b Investments in partnerships written off — 25,685
BE Taxation charge 105,439 77,769




CORE 7. ¥/3 §.5:3:2 %] (10) Basic and diluted earnings per share
BRI B R4 R R 1,441,998,00095 70 (— The calculation of basic earnings per share is based on earnings of
FE = 1 471,386,0000 70) K AT BT HK$1,441,998,000 (2003: HK$471,386,000) and the weighted average
B 173 0 HE T 1) 8 246,678,8020% (. F & = number of 246,678,802 (2003: 246,678,802) shares in issue during the
B 246,678,8020%) FHE o period.
0 0 e 28 ) T e BB 1,441,998,000 76 The calculation of diluted earnings per share is based on earnings of
(ZEE = 1 471,386,000 00) SN E % HK$1,441,998,000 (2003: HK$471,386,000) and the weighted average
A5 I 173 I HE T 24 $0046,831,94 1 /i (—FF = number of 246,831,941 (2003: 246,786,290) shares in issue during
A 1 246,786,290M% ) 3f 5t FT A T 7F 4 v 4 the period after adjusting for the effect of all dilutive potential ordinary
BT UL - shares.
(+)BEeREME L (11) Cash and short-term funds
e 2 4L SRR
AA=TH TZA=1T—H
As at As at
30th June 2004 31st Dec. 2003
HK$000 HK$'000
B& BRI ) Cash and balances with banks and
A 45 Bl ARG A 0 465 B other financial institutions 1,388,216 595,975
00 R S A7 Money at call and short notice 5,042,497 4,998,509
B2 (A AMEE SR Treasury bills (including Exchange Fund Bills) 5,747,652 5,390,931
12,178,365 10,985,415
FHZBIEBARTWT An analysis of treasury bills held is as follows:
FEEEMgm#ES > AT Trading securities, at fair value
— ¥ b - Unlisted 3,768,901 1,391,323
FHEEHEMRNHES > A Non-trading securities, at fair value
— ¥ b - Unlisted 1,978,751 3,999,608
5,747,652 5,390,931
(+2) BB 5% (12)  Trade bills
e 2 UL e
AH=FH +T-H=1+—H
As at As at
30th June 2004 31st Dec. 2003
HK$000 HK$'000
BUES . Trade bills 772,748 744,998
— R R IR A General provisions for bad and doubtful debts (7,727) (7,450)
765,021 737,548

B EEaE - —EEMNESA=TH
BN =M H DL 2 4E 2 £ K 537,0008 7T
CEER=ZFEFZAZ—H - ais—4
Z 5% 394,000 70) KRB BB AR KR
ﬂq o

Trade bills comprised an amount of HK$537,000 which had been overdue
for over three months but less than six months as at 30th June 2004
(31st December 2003: an amount of HK$394,000 which had been overdue
for over one year) and on which interest is being placed in suspense.
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(13) Trading securities

At fair value:

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

Equity securities
— Listed in Hong Kong
— Listed outside Hong Kong
- Unlisted

Trading securities are analysed
by issuer as follows:

— Central governments and central banks

- Public sector entities

- Banks and other financial institutions

— Corporate entities

(14) Held-to-maturity securities

Balance as at beginning of period/year
Amortisation of discount

Additions

Securities matured during the period/year
Exchange difference

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
— Corporate entities

10

“REWAE e i
AA=1H TZA=Z+—H
As at As at
30th June 2004 31st Dec. 2003
HK$’000 HK$'000
1,365,956 2,173,363
22,866 23,791
420,521 613,968
1,809,343 2,811,122
54,045 46,447
39,677 38,759
90,061 62,553
183,783 147,759
1,993,126 2,958,881
1,342,712 2,242,304
397,148 488,623
85,355 96,831
167,911 131,123
1,993,126 2,958,881
BREZZZNE WE-FE=
AA=ZTHIE +oH=+—H
AMiA Jlia
Six months ended Year ended
30th June 2004 31st Dec. 2003
HK$’000 HK$'000
392,198 78,049
888 650
325,545 329,387
(126,112) (15,529)
1,516 (359)
594,035 392,198
594,035 392,198
551,608 365,556
42,427 26,642
594,035 392,198
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(15) Non-trading securities

At fair value:

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

Equity securities
- Listed in Hong Kong
- Unlisted
- Interests in investment funds
- Shares in other unlisted companies

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

11

RN e i
AA=TH +ZA=+—H
As at As at

30th June 2004 31st Dec. 2003
HK$’000 HK$'000
4,197,761 1,384,656
7,852,145 7,650,441
5,374,394 7,681,808
17,424,300 16,716,905
66,681 134,695
364,282 292,633
24,675 34,551
455,638 461,879
17,879,938 17,178,784
4,323,431 3,940,712
2,161,753 2,600,245
6,574,835 6,490,065
4,818,390 4,146,232
1,529 1,530
17,879,938 17,178,784




() 5% P8 KAk H (16)  Advances to customers and other accounts

e £ UK L=
A= +SA=1TH

As at As at )
30th June 2004 31st Dec. 2003 Variance
HK$’000 HK$'000 %
KK PR Advances to customers 31,560,723 27,927,364 13.0
S8 R R Y A Provisions for bad and doubtful debts
— Tk - Specific (186,550) (235,747)
- —fk - General (307,164) (274,376)
31,067,009 27,417,241 13.3
AR L Accrued interest 346,540 412,212
HAbARH Other accounts 1,559,075 1,227,687
oAb IR H Provisions against other accounts
- —fk - General (242) (152)
1,905,373 1,639,747
32,972,382 29,056,988 13.5
() % BHAE— #17%0 8 (a)  Gross advances to customers by industry sector
“REWAE e i
AAZFHH FZA=ET—H
As at As at )
30th June 2004 31st Dec. 2003 Variance
- HK$’000 HK$ 000 %
T4 Industrial, commercial and financial
S /EX 4 - Property development 110,139 74,024 48.8
/ESid - Property investment 2,750,159 2,380,652 15.5
— A% - Financial concerns 618,655 385,350 60.5
- BEEA — Stockbrokers 10,013 9,065 10.5
— R — Wholesale and retail trade 1,045,435 1,018,219 2.7
- REE - Manufacturing 2,588,110 2,262,914 14.4
— L SR A — Transport and transport equipment 2,161,553 1,903,823 135
— HoAth - Others 1,039,414 752,300 38.2
10,323,478 8,786,347
A Individuals
~WEETREHHLEGH] - - Loans for the purchase of flats
(NSRRI K in the Home Ownership Scheme,
[ % &5 6 Private Sector Participation Scheme
BFEK and Tenants Purchase Scheme 2,198,410 2,204,899 -0.3
— W E T E RS — Loans for the purchase of
other residential properties 9,992,550 8,801,491 13.5
—fHHREX - Credit card advances 2,184,709 2,131,724 25
— HoAth - Others 3,246,752 2,770,559 17.2
17,622,421 15,908,673 10.8
127 6 FH 0 503 Loans for use in Hong Kong 27,945,899 24,695,020 13.2
Zo Mg Trade finance 3,037,866 2,657,311 14.3
TEF W DLSM6E A A B3R Loans for use outside Hong Kong 576,958 575,033 0.3
31,560,723 27,927,364 13.0
BB EFERLEF B Over 90% of gross advances to customers were extended to

customers located in Hong Kong.
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(A & B % P& R Bk H (4) (16) Advances to customers and other accounts (Continued)

(2) FETEH (b)  Non-performing loans
B Rk E&F &%
ZRENAE Ak CEEER e
AAZTH %of tZA=1—H % of
As at Advances to As at Advances to
30th June 2004 Customers  31st Dec. 2003 Customers
HK$’000 HK$'000
e et Gross advances 346,917 1.10 433,346 155
EHEHFKER  Specific provisions made (168,588) (209,965)
178,329 223,381
FAIEMETIE  Market value of
securities held 224,238 228,250
BRI Interest in suspense 23,698 24,502
ABRTEF D EANECBABRED Non-performing loans are loans and advances to customers on
FIERGREMEF &5 - which interest is being placed in suspense or on which interest
accrual has ceased.
(F) akEREH (c)  Overdue advances
IR [EEFEH
ZRENAE Hhk CEEER e
AZTH %of +_A=t—H % of
As at Advances to As at Advances to
30th June 2004 Customers  31st Dec. 2003 Customers
HK$’000 HK$’000
wi ke SR A Gross advances overdue for:
“MA Htﬁ/\@ﬂ Six months or less but over
three months 99,871 0.32 121,029 0.43
AMAULE—4 One year or less but over
six months 33,058 0.10 68,533 0.25
—4EDE Over one year 156,426 0.50 177,266 0.63
289,355 0.92 366,828 1.31
T ER 2R The amount on which interest
ME#HH is still being accrued 40,002 32,111
HERAMERIH  Market value of securities held
{1 45 4 51 17 (0 against the secured advances 216,217 207,073
AR Secured overdue advances 174,892 189,193
AR (R S Unsecured overdue advances 114,463 177,635

BE R Specific provisions made 147,976 196,964

13



(FA) &5 % P R&RIKRE (4

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

(T) K 8 B ok BAJE 7 6 ok 3 M (d)

wr

SEFE I R = A

s @ =18 A SRR
ZABATRK
s R A AT R

s BEAETRECIIA
i RN 2 2

B ER =M
{4 7E 2t FE
2

RIEAT R

Overdue advances are reconciled to non-performing loans as

follows:

Advances which are overdue for more than
three months

Add: non-performing loans which are
overdue for three months or less

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 on
which interest is still being accrued

Non-performing loans

RN mEe X
AA=TH TZH=1—H
As at As at
30th June 2004 31st Dec. 2003
HK$’000 HK$'000
289,355 366,828
57,806 65,438
7,998 7,985
31,760 25,206
(40,002) (32,111)
346,917 433,346

(%)

()

R A B AT S K &
BRI -

AEA (O b 8 L R
SAAA LLE A R F )

REA RN
Bt A5 IR

BEABERNZ [HAEROfE_%
FWEAAZFHDEH=MA EE
AN A 2 45 7537,0008 00 (—FEE =4
FToH=1—H cal—E L 2R
394,000 7C) K HAE © B A B X
W e BRELLASA » 1 EFNEAH =+
HEZZZE A= RS
THRET R4 R A B A B
NERBARLT - @ B EREE

Yol &

E il E 1 2 SR AR AR AR
S o R 2 EER - ABE
ot o B 2] B M
SR 2 EEE R E L - FEE
A R AT i 2 T2 BB 15 R
SERER B 2 B R A IR AR A

Rescheduled advances

Specific provisions made

(e)

30th June 2004

136,199

(M)
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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)

fhi% Rt % F &
HAl Hal

% of % of
Advances to Advances to
Customers Customers

ZEENE
AAZTH

As at As at
31st Dec. 2003

HKS$’000 HK$'000

0.43 210,515 0.75

16,137 12,074

Included in “Trade bills” in the balance sheet is an amount of
HK$537,000 which had been overdue for over three months but
less than six months as at 30th June 2004 (31st December 2003:
an amount of HK$394,000 which had been overdue for over one
year) and on which interest is being placed in suspense. Apart
from this, 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 2004 and 31st December
2003.

Repossessed assets

Advances with repossessed collateral assets will continue to be
accounted for as customer advances. Upon the repossession of
collateral assets for realisation in recovering customer advances, the
advances are adjusted to the net realisable value of the repossessed
assets, which are revalued periodically. Specific provisions are made
on the shortfall between the expected sales proceeds from realisation
of the repossessed assets and the outstanding advances.



(FA) & 5% P RKRIIKRE ()

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

(C) Yl & () () Repossessed assets (Continued)

NEERIEAAZTH  AEFERIK
] & 7E /4 44,007,000% 7T (—FE =4

As at 30th June 2004, the repossessed assets of the Group
amounted to HK$44,007,000 (31st December 2003:

TZH=1—H :67479,0008 1C) © HK$67,479,000).
(L) 5 0 e % M e i (17)  Provisions for bad and doubtful debts
ZEZZWEANETH
As at 30th June 2004
Rk -t it
Specific General Total
HK$’000 HK$’000 HK$’000
ZEENE——H At 1st January 2004 235,747 281,978 517,725
bR Amounts written off (188,762) — (188,762)
Wl 2 AR 2 B Recoveries of advances written
off in previous years 29,031 - 29,031
AR AR IR A S (B EE ) Charge to profit and
loss account (Note 4) 110,534 33,153 143,687
B 5% 2 Exchange difference - 2 2
ZRENERN=ZH At 30th June 2004 186,550 315,133 501,683
IR - Deducted from:
B o2 (ftt+ ) Trade bills (Note 12) — 7,727 7,727
KK PR (M) Advances to customers (Note 16) 186,550 307,164 493,714
JEFEFLE K Accrued interest and
HAOIE R (3 +75) other accounts (Note 16) - 242 242
186,550 315,133 501,683
e Saxich puys e =
As at 31st December 2003
Rk — i At
Specific General Total
HK$°000 HK$'000 HK$000
“EE=H—-H—H At 1st January 2003 258,695 286,900 545,595
A Amounts written off (604,684) — (604,684)
gl 7 R AR B 2 B Recoveries of advances written
off in previous years 42,119 — 42,119
T 4R 4 B A Charge to profit and loss account 539,617 (4,919) 534,698
5% Exchange difference — (3) (3)
CEREFTIA=T—H At 31st December 2003 235,747 281,978 517,725
R Deducted from:
B o (fiit+ ) Trade bills (Note 12) — 7,450 7,450
KIRFF & (MEE+75) Advances to customers (Note 16) 235,747 274,376 510,123
JERHFLE K Accrued interest and
HAOIE R (3 +75) other accounts (Note 16) — 152 152
235,747 281,978 517,725
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(18) Deposits from customers

Demand deposits and current account
Savings deposits
Time, call and notice deposits

(19) Shareholders’ funds

Share capital

Reserves
Share premium
Investment properties revaluation reserve
Premises revaluation reserve
Investment revaluation reserve
Exchange reserve
General reserve
Retained earnings

Proposed dividends

Total

16

“REWAE e i
AA=1H TZA=Z+—H
As at As at

30th June 2004 31st Dec. 2003
HK$’000 HK$'000
3,564,497 3,726,099
7,508,920 6,882,453
28,708,224 29,391,311
39,781,641 39,999,863
RN e i
AA=1H TZA=Z+—H
As at As at

30th June 2004 31st Dec. 2003
HK$’000 HK$'000
493,358 493,358
818,860 818,860
46,264 40,427
230,546 236,383
(155,557) 96,144
15 (233)

588,930 588,930
5,367,414 4,315,168
6,896,472 6,095,679
389,752 199,810
7,779,582 6,788,847




(=) 2 (20) Maturity profile

ZERWEAAZTH
As at 30th June 2004

—AEg Titesk
W UTFeR BFR
g CUSIE BV - S Y A T it
1yearor 5 years or
Repayable 3 months less but over less but over After
on demand orless 3 months 1 year S5years  Undated Total
HKS'000  HK$'000  HKS000  HK$'000  HK$'000  HKS'000  HK$'000

B Assets
e % Treasury bills — 692,681 5,054,971 - - — 5,747,652
RAEWGEHE Cerificates of deposit held - — 200558 - - — 200558
FHEF Advances to customers 4824345 5525906 3,122,764 7,211,655 10,535,319 340,734 31,560,723
B Debt securities included in:
-HERERRMES - Trading securities — T2 14144 1267177 323,410 — 1,809,343
-REHMES - Held-to-maturity securities — 29367 145441 169,227 - — 594035
- HHEERE MBS - Non-trading securities — 316,097 1,490,007 8,852,572 6,760,646 4,078 17,424,300
4,824,345 6,891,663 10,155,785 17,500,631 17,619,375 344,812 57,336,611
A Liabiliies
Gy Deposits and balances of
GRBRETI R banks and other financial
institutions 41607 195236 25258 - - - 262,101
KRR Deposits from customers 11,498,469 25917,846 2138904 226,422 - — 39,781,641
CETMfE Certificates of deposit issued — 489,000 3,946,895 4,630,299 - — 9,066,194
EBf0ER SR Issued debt securities - — 31,199 - - — 31,199

11,540,076 26,602,082 6,142,256 4,856,721 - — 49,141,135

17



) 2MAE (4 (20) Maturity profile (Continued)

“EREEFCA=T-R
As at 31st Dec. 2003
—E LS
SEROMEE B
il U BR=WA BR-F O DEUE AW il
fyearor  5yearsor
Repayable 3 months less but over less but over After
on demand orless 3 months 1 year 5years  Undated Total
HK§000  HKS000  HK$000  HKS000  HKS000  HKS000  HK§'000

B Assets
B G5 Treasury bills — 1,004,442 4,386,489 - - — 5,390,931
A I 38 Certificates of deposit held - — 204400 - - — 204400
RERFEH Advances to customers 4408115 4322946 2,686,600 6,667,165 9,404,010 438,528 27,927,364
BRELEE: Debt securities included in:
- BEEE AR &S — Trading securities - 343,300 150,256 2,152,593 164,973 - 2811,122
—E R M — Held-to-maturity securities - 48,063 113,565 230,570 - - 392,198
- FEEEERRNES — Non-trading securities - 660,807 1,614,012 8,490,250 5,947,758 4,078 16,716,905
4408115 6,379,558 9,155,322 17,540,578 15,516,741 442,606 53,442,920
£ Liabilities
i kA Deposits and balances of banks
SHBEET LR and other financial
ingtitutions 141,844 16,778 3,350 - - - 161,972
KPR Deposits from customers 10,855,604 27,358,766 1,447,893 337,600 — — 39,999,863
BRTNTDE Certificates of deposit issued - — 1384424 6,483,655 — — 7,868,079
BRI B ES Issued debt securities - - 31,052 - - - 31,052

10,997,448 27375544 2,866,719 6,821,255 - — 48,060,966
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(=) e s 4 % 2 4% 0 ) B oy 2 8 S 5 ik 1) (21) Reconciliation of operating profit after provisions to cash generated

BEHR#E
HWEAA=ZTHIEAMEA

IR g 15 2 7 9
SR JOR IR A

B0 PR e A5 2 R P R
ré

ERITEEEARR

B e 2 FB S

C BT sk A B S

from operations
For the six months ended 30th June

BE G E LABN ST 2 % | Operating profit before changes in operating

B2

FEAT A7k 2 2 B
FHEHEMBINE R 2 28
KR P EH MR R 2 5 8)
FFER Wl 2 28
FHRERE MR 2 28
B SR B A = 05 4R B
EBHEEZZD

=R A LB R AT K

HoAtr & BB REA7 S RS BR 2 B )
ERfFR 28
HIR R iR 25

{E 5t 5 B

A SER T B

2004 2003
HK$°000 HK$’000
Operating profit after provisions 683,230 464,590
Provisions for bad and doubtful debts 143,687 322,799
Advances written off net of recoveries (159,729) (299,594)
Depreciation 30,738 32,211
Interest expense on loan capital and
debt securities issued 14,289 15,392
Interest expense on certificates of deposit issued 82,442 63,359
assets and liabilities 794,657 598,757
Change in treasury bills maturing beyond three months 2,020,827 (1,624,804)
Change in trade bills (27,750) (32,991)
Change in certificates of deposit held 3,842 (6,829)
Change in trading securities 965,755 77,407
Change in advances to customers and other accounts (3,899,075) 2,066,935
Change in held-to-maturity securities (201,837) (226,238)
Change in non-trading securities (914,740) 845,597
Change in value of long-term life assurance
business attributable to shareholders (57,882) (46,209)
Change in deposits and balances of banks and other
financial institutions maturing beyond three months 2,384 994
Change in deposits from customers (218,222) 2,337,210
Change in other accounts and accruals 1,525,215 1,423,078
Exchange adjustments 11,778 (227)
Cash generated from operations 4,952 5,412,680
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(1) B B — SR M &

DU B S MSRAT 2 00 SR KA 8R AT >
W17 JtD.A.H. Holdings Limited L/ :

(22) Cross-border claims - Banking Group

The following information relates to the Banking Group which comprises
Dah Sing Bank, Limited, MEVAS Bank Limited and D.A.H. Holdings

Limited:
ZEZNERAZTH
As at 30th June 2004
BT R AL
By DEBERE s HH
Banks and Public
other financial sector
iR QR Equivalent in HK$ millions institutions entities Others Total
BOKE  AMEIEFBEN Asia Pacific excluding Hong Kong 2,790 - 507 3,297
3% Ko North and South America 1,748 2,148 1,825 5,721
ik Europe 6,412 158 3,246 9,816
10,950 2,306 5,578 18,834
CEREEHY A=A
As at 31st Dec. 2003
ST S At
S INERRE oAt Rkl
Banks and Public
other financial sector
iR QR Equivalent in HK$ millions institutions entities Others Total
SRIE - AEIEEBTEN Asia Pacific excluding Hong Kong 1,741 — 421 2,162
Je3 Rm % North and South America 649 3,096 1,994 5,739
el Europe 4,403 1,391 2,652 8,446
6,793 4,487 5,067 16,347

5 o A R B RS A 5 AR
2 T 1Y B 7 45 B A 5 5 T B
RIOER - —BME > AXHEFHRER
HAE AR B R 75— AR SR AT (R
—HATIOIINMT o T LA R R A
K > o iERR AR b — KR R — B
R o BRI H BRI 6 95 R HE A A v 0
b SRR

(1 =) AR FL0E -~ R B A TS

FIHE KSR AR EORYE 26 088
LUNE

The information of cross-border claims discloses exposures to foreign
counterparties on which the ultimate risk lies, and is derived according
to the location of the counterparties after taking into account any transfer
of risk. In general, transfer of risk from one country to another is recognised
if the claims against a counterparty are guaranteed by another party in
a different country or if the claims 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.

(23) Contingent liabilities, commitments and derivatives

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

ZRBNAE “EREEF

ANZFH FoA=+—H

As at As at

30th June 2004 31st Dec. 2003

HK$’000 HK$’000

HEGFERE R Direct credit substitutes 1,119,446 312,580

B2 5 M B 2 SR IE B Transaction related contingencies 11,749 15,051

S8 5 2 SR Trade-related contingencies 793,337 802,388
RS > FRARIR 5 Other commitments with an original maturity of:

— D — A A A R B - under 1 year or which are unconditionally cancellable 20,329,616 19,529,291

——4HERUE —1 year and over 776,567 895,261

23,030,715 21,554,571
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FEERMETHZARAOBEMFWET

Exchange rate contracts

Forward and futures
contracts
Currency swaps
Foreign exchange option
contracts
- Currency options
purchased
- Currency options
written

Interest rate contracts

Forward and futures
contracts

Interest rate swaps

Interest rate option
contracts
- Options written

Other contracts
Equity option contracts
- Options purchased
- Options written
Equity futures contracts

184
%o

(23) Contingent liabilities, commitments and derivatives (Continued)
The following is a summary of the aggregate notional contract amounts
of each significant type of derivatives:

Y Hwih it
Trading Hedging Total
CEEME CFESE CRRME ORISR CRENE %Rk
AV 55 I Y 5% el (Y6 o et ot Y 50 o i 5 g
As at As at As at As at As at As at
30th June 2004  31st Dec. 2003 30th June 2004  31stDec. 2003 30th June 2004  31st Dec. 2003
HKS'000 HKS'000 HK$'000 HK§'000 HK$'000 HK§'000
6,991,243 1902840 33,008,036 27485672 40799219 29,388,512
- - 649,026 - 649,026 -
154,663 255,143 - - 154,663 255,143
161,615 254,890 - - 161,615 254,890
7,307,521 2412873 34457062 27485672 41,764,583 29,898,545
- 1,141,550 - - - 1,141,550
- 213122 11,832,509 8,489,383 11,832,509 8,702,505
- 261,616 2,102,019 1,859,263 2,102,019 2,120,879
- 1616288 13,934,528 10,348,646 13934528  11964,934
158,373 199,535 - - 158,373 199,535
158,373 199,535 - - 158,373 199,535
11,016 - - - 11,016 -
327,762 399,070 - - 327,762 399,070

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

positions.
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Contingent liabilities and
commitments

Derivatives
Exchange rate contracts
Interest rate contracts
Other contracts
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(23) Contingent liabilities, commitments and derivatives (Continued)

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:

ZEENEAAZTH “ER=FETA=1—H

As at 30th June 2004 As at 31st Dec. 2003
i £ B {7 B g
T E A ik 2 i HEBA
Credit risk Credit risk
weighted  Replacement weighted ~ Replacement
amount cost amount Cost
HK$°000 HK$’000 HK$000 HK$000
892,259 780,114
105,217 68,067 152,771 462,356
61,102 231,405 103,874 427,738
331 2,808 2,394 1,823
166,650 302,280 259,039 891,917

1,058,909 1,039,153
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.

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.
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(24)

Management of risks

The Group recognises the changing nature of risk and manages it through
a well-developed management structure for each of the Group’s banking
and insurance-related businesses.

In relation to the Banking Group, the principal types of risk inherent in
its business include credit, market, interest rate and liquidity risks:

. credit risk occurs mainly in the Banking Group’s credit portfolios
comprising commercial, wholesale and retail lending, equipment
and hire purchase financing, and treasury and financial institutions
wholesale lending;

. market risk is associated with the Banking Group’s positions in
foreign exchange, debt securities and equity securities, on-balance
sheet and derivative positions off-balance sheet and the market
risk inherent in its loan and deposit portfolios;

. interest rate risk relates to the risk to the Banking Group’s financial
condition resulting from adverse movements in interest rates;
and

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

Risk management is a critical part of the Banking Group’s organisational
structure. The risk management framework is approved by the Board of
Directors. The Board approves the overall institutional tolerance for risk,
including risk policies and the risk philosophy of the Banking Group.
The Banking Group’s risk management infrastructure as approved by
the Board allows oversight by the Board of the major risk areas of credit
risk, market and liquidity risk, and operations risk. An internal audit function
is responsible for the ongoing monitoring of the Banking Group’s internal
management processes and for providing an independent assessment
of the Banking Group’s systems to ensure that integrity is maintained.
The Banking Group’s policy is to maintain what it considers is a
conservative balance sheet and strong capital base.
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Management of risks (Continued)

(@)

(b)

24

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.

The Head of Group Risk reports to the Banking Group’s Executive
Committee and the Company’s Chief Executive, which have overall
responsibility for the management of all types of risk. The Banking
Group has established policies and procedures for the identification,
measurement, monitoring and control of credit, liquidity, interest
rates, foreign exchange and market risks. The policies and
procedures are regularly reviewed and updated by senior
management and the respective business credit committees.

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 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 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 (‘HKMA”), and the Banking Group’s
strategy. 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 helps 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.
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Group Risk (Continued)

The Banking Group is continuing to evolve its risk management
capabilities under the aegis of the Head of Group Risk, 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 enhanced
and upgraded from time to time to reflect 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 the business area which it supports and is subject to the guidance
of Group Risk. The Risk Management and Control function is
part of Group Risk and reports directly to the Head of Group
Risk.

Credit risk management

The Banking Group’s main credit risk is that borrowers or
counterparties may default on their payment obligations due to
the Banking Group. These obligations arise from the Banking
Group’s financing, trading activities (taking the form of loans),
trading account assets and derivative instruments.

The Banking Group has a credit committee for each division,
made up of certain Executive Directors and senior credit officers
and chaired by the Chairman or the Chief Executive of the Company.
Each credit committee has responsibility for formulating and revising
credit policies and procedures for that division with the parameters
set by Group Risk Policy. Credit policies and procedures define
the credit extension criteria and guidelines, credit approval and
scoring, review and monitoring process and the systems of loan
classification and provisioning.

The Banking Group manages credit risk on a prudent basis by
evaluating the credit worthiness of different types of customers
and counterparties based on an assessment of business, financial,
market, industry sector and collateral information applicable to
the type of credit. Credits are extended normally within limits set
for each product, customer or counterparty, where these exist,
and are approved by different levels of management based on
established guidelines. Actual credit exposures, limits, and asset
quality are regularly monitored and controlled by management,
Head of Group Risk and the respective credit committees. The
Banking Group’s internal auditors conduct regular audits and
reviews to help ensure compliance with the Banking Group’s credit
policy and procedures and regulatory guidelines.

The individual business’ credit policies also establish policies and
processes for the approval and review of new products and
activities, together with the details of the facility grading, or credit
scoring, processes and provisioning policies.
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Credit risk management (Continued)

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, credit decisions are
generally based upon the customer’s or counterparty’s cashflow
position and ability to repay.

Liquidity risk management

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 in the section headed “Financial
ratios” below, the average liquidity ratio of the Banking Group for
the period was well above the 25% minimum ratio set by the
Banking Ordinance.

Liquidity management is directed towards ensuring that all the
Banking Group’s operations can meet their current funding needs,
whether to replace existing funding as it matures, or to satisfy
the requirement for additional borrowings. The concentration of
funding requirements at any one date or from any one source is
managed continuously.

A substantial proportion of the Banking Group’s assets are funded
by customer deposits, made up of current and savings accounts
and other short-term deposits. Management believes that these
customer deposits, which are widely diversified by type and
maturity, represent a stable source of funds. Lending is normally
funded by liabilities in the same currency and if other currencies
are used, the foreign exchange risk is usually hedged. The Banking
Group is a net lender to the interbank market.

Liquidity risk is managed by the Banking Group’s high proportion
of liquid assets, including interbank assets (which are diversified
by type, maturity and source), money market assets and short-
term customer loans. For longer-term assets, the Banking Group
has significant sources of longer-term funds, including debt
securities, certificates of deposit and notes, money market
borrowings and longer-term customer deposits.

The Banking Group’s Asset and Liability Management Committee
(“ALCO") regularly reviews the Banking Group’s current loan and
deposit mix, funding requirements and projections and maturity
mismatches with the ongoing monitoring of the Banking Group’s
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.



(1) B 4% B (A7)

()

ih 5 b

T 855 e 2 < LA |
KBRS TFHEHIARBEREZ
T PR BB o O H 2 (T R A
o SMETE R 7 b (R A ORI R
g EE TR R TA
M > WA Pk s o AL
BAT R 2 oy R B LML B R
BEE AR ZINE - HH 5
BRBAERCHE > DAEERE
K BAFFA G TG R B - K
7 EE R ERIMTE TR E R M
B FOMES A 2 B A
BaRT R LM R K ER
V(SR

A B RAT R 2T A R R
F 238 5 i B MLE B R 3L
HZEMPNE LA - TGRRE
7 BB DR A G B 2 M A
RIRERK 2 BERLED M TH
I 2 Wt o ALBBRIT RO BUE

BB vhaU R o %% JRUBR S A 1 S
SR A% 7 L S R PR A A )

TR 58 iy 2 T R O R A
MRTACEERAREHZRGN
1 2 e R A i 5 g L o
BRI BRA S RAREE - R
Ve R kBl PR AR R o AR
RITAZHESE  AEECHIERER
B0 R B S L R
Jo e e T S o o A 5
BATRE M 2 A R R T E K
T MR E o A T
353 JE B 9 R 52 I B
Mo R AW EANR - BT 28
B WA R RR A 5 34 i 7R 1) 4 L
B o B R R R
B AREBMATR 2 MM A E
HEAT R B > fhn 0 AR ORAT 5 77 57 JE By R
kAR5 > URMEBOR B - B
AR R 2 2 b R 2
HRE - BB E ARG E X AE
B Z BB SAfE

T 85 e (L R — A R £ 0 KT
AT A AP E 5~ R o A
AR5 72 5 48 I ] 1A 2 28 Y £ B,
R RE B 2 BT o A%
SR AT 2 AT 30 e B B 2 M AR
JAT7 36 /1 07 22 20 R 1 T 5 A
HRERBEER - #I9%15 0 KF K
—HE AW RS

(24)

Management of risks (Continued)

()

27

Market risk management

Market risk is the risk of loss to future earnings, to fair values or
to future cash flows that may result from changes in the price of
a financial instrument. The value of a financial instrument may
change as a result of changes in interest rates, foreign currency
exchange rates, commodity prices, equity prices and other changes
that affect market risk sensitive instruments. The Banking Group’s
market risk is associated with its positions in foreign exchange,
debt securities and equity securities on-balance sheet and off-
balance sheet positions, and the market risk inherent in its loan
and deposit portfolios. 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 Banking
Group’s trading book and treasury transactions.

The Banking Group’s exposure to market risk is a function of its
trading activities for its own account and its role as a financial
intermediary in consumer and wholesale transactions. The objective
of market risk management is to avoid excessive exposure to
loss of the Banking Group’s earnings and equity, and to reduce
the volatility inherent in financial instruments. Limits have been
generally set to control the Banking Group’s exposure to
movements in prices and volatilities arising from trading activities.
These exposures are controlled at each business location by
product type, using delegated limits.

Market risk exposure for different types of transactions is managed
within risk limits and guidelines approved by the Banking Group’s
ALCO. Exposures are measured and monitored via a combination
of principal or notional amounts, sensitivity and stop-loss limits.
A VaR risk management methodology has been implemented
with respect to the Banking Group’s trading portfolios to manage
interest rate risk, equity risk and foreign exchange risk. VaR is
used to alert senior management whenever the potential for losses
in the Banking Group’s trading portfolios exceeds predetermined
levels. All market-risk trading positions are subject to daily mark-
to-market valuations which are monitored and managed by the
Treasury Division. Independent monitoring, checking and trade
confirmations are undertaken by the Risk Management and Control
Department which reports to the Head of Group Risk. The Banking
Group’s Internal Audit Division performs regular reviews to help
ensure compliance with market risk limits and guidelines, and
treasury policy and procedures. All exceptions to approved limits
have to be reviewed and approved by the appropriate level of
management, Treasury Risk Committee or ALCO.

VaR is a statistical technique which estimates the potential losses
that could arise on risk positions taken due to movements in foreign
exchange, interest rates or equity prices over a specified time
horizon and to a given level of confidence. The model used by
the Banking Group to calculate portfolio and individual VaR on a
variance/co-variance basis uses historical movements in market
rates and prices, a 99% confidence level and a one-day holding
period.
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Market risk management (Continued)

At 30th June 2004, the VaR of the Banking Group for the various
types of exposures are as follows:

2004

HK$°000

Interest rate risk trading exposures 2,746

Foreign exchange trading exposures 275

Equity trading exposures 213

Market risk trading exposures 3,234
Average VaR for the six months ended

30th June 2004

5,318

The average daily revenue earned from the Banking Group’s market
risk related treasury activities in the six months ended 30th June
2004 was HK$309,000 (2003: HK$418,000) and the standard
deviation for such daily revenue was HK$2,699,000 (2003:
HK$1,787,000). The following are the average daily revenue and
the standard deviation for daily revenue analysed by principal
dealing activities:

GRS pEk
Average daily revenue Standard deviation
2004 2003 2004 2003
HK$°000 HK$°000 HK$’000 HK$°000
352 190 905 676
(43) 224 2,711 1,652
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(f)  HEERER () (f)  Market risk management (Continued)

T 1 A2 Bl 35 B A R A The following histograms show the frequency of daily revenues
it oL - related to market-risk activities:

2004
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Revenue (HK$ million)

RoEZEWESAHZTHILEZAEA During the six months ended 30th June 2004, the highest daily
N B E Ak 3 59,691,000 T gain was HK$9,691,000 (2003: HK$6,662,000) and the maximum
(2003 © 6,662,000% ) - K H HIE daily loss was HK$18,792,000 (2003: HK$6,945,000).

1874 18,792,000 7€ (2003 © 6,945,000

#IT) °
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(9) FIZEmE e (g)  Interest rate risk management
AEBBITR MR GUEY BHRE In the Banking Group, interest rate sensitivity arises where there
B (g P850 BE R (B0 is an imbalance between assets (e.g. customer loans) and liabilities
TERE) BB iy » 100 56 1 sl 4 (e.g. deposits and certificates of deposit) on which interest rates
AR IR BBl (fB 0 & B80T e B change periodically or at different intervals (e.g. customer loans
SE 2 A AT B A may bear a fixed rate of interest, while the deposits may be repriced
18) o RGBT R 2 RE R T2k periodically). The Banking Group’s interest rate risk mainly arises
B L B R A R R M M from the funding of fixed-rate loans and fixed income securities
BERBEEIWAESRLES - & by floating-rate deposits and notes. When interest rates rise, the
R TR > IR RO RLE A interest spread and net interest income will be affected as interest
TEE ERGREA TR AR income generated by the existing fixed-rate loans and debt
EHER IR B ARG o A& securities will not increase. The Banking Group addresses the
ST SR AT 2 0 S B g 8 B 2 risks of changes in interest rates by closely monitoring levels of
REVERRDEE K EARKLK interest-earning assets and interest-bearing liabilities. In addition,
Foo MAh s REBBITRORER R limits have been set by business and product type to control the
7E i B PR PR R R Banking Group’s exposure to movements in interest rates. These
J B AR A o WA PRBELAA B 2 2 s limits are complemented by VaR limits in relation to the trading
R B BE PR T AR AW o DA portfolio that control the overall quantum of risk assumed by the
A 4 B4R AT R RS 2 R K o Banking Group.
A A AR AT 2R 2 ) 2 L B T A7 4 A The Banking Group’s interest rate risk is mitigated in part by the
EE BRI EE W TAR R use of off-balance sheet interest rate hedging instruments to hedge
koS THMEERAEKEN a portion of the Banking Group’s fixed-rate assets as determined
% B R T ORI SR DL e by ALCO based on market and interest rate conditions.

(h) NI b & 2 (h)  Foreign exchange risk management
WA % F 285 51 82 SMERE B B AME The Banking Group has limited foreign exchange exposures as
GEEE ez EF L H TG foreign exchange positions and foreign currency balances arising
5 HARHES ARG RAT R from customer transactions are normally offset against other
SMERBE TR - AEERITRE customer transactions or transactions with the market. The Banking
ERE R T ET AT - AR Group’s assets and liabilities are primarily denominated in Hong
A R mn & asns Kong dollars or U.S. dollars. The net exposure positions, both by
H B B A1 A 2 e 2 M individual currency and in aggregate, are managed by the Treasury
BRAEA - Division on a daily basis within established foreign exchange limits.
LRGSR TEE M Long-term foreign currency funding, to the extent that this is used
B HE A B W e sOE 4 to fund Hong Kong dollar assets, is normally hedged using currency
T A 4 384 o T B A M S swaps or forward exchange agreements to reduce the foreign

exchange risk.
TR AL BRAT R TR A AME 5 The following sets out the Banking Group’s net foreign exchange
RBAHEH Y 2Tk E 2 RSN R position in individual currency that constitutes 10% or more of
W RIS 2 WS the total net position in all foreign currencies and the corresponding
comparative balances:
ZRRMEAA =R
As at 30th June 2004
% £ Bot  OARW B Wt R
usbD GBP EUR CNY CHF AUD SGD

MERHEWIL  Equivalent in HK$ millions

BEgE Spot assets 18,703 111 1,468 373 278 40 3

HEAH Spot liabilities (12,415)  (713) (1,282)  (348) (26) (2,764) (8)

EIHEA Forward purchases 15,606 740 946 - 450 2,839 75

R Forward sales (21,822)  (106) (1,170) - (763) (70) -

R/UE) BFE Net long/(short) position 72 32 (38) 25 (61) 45 70

30
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MR A #E®IC  Equivalent in HK$ millions
BEEE Spot assets

BEARK Spot liabilities

EHEA Forward purchases

i E Forward sales

R/ UE) BEH Net long/(short) position
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(h)  Foreign exchange risk management (Continued)
e SRS
As at 31st Dec. 2003
e £ Bt ARW ks W Egoc
usD GBP EUR CNY CHF AUD SGD
21,236 101 2,593 — 293 63 3
(13,578) (666)  (1,078) — (28)  (2,523) (8)
13,879 645 684 - 39 2,578 5
(20,020) (80)  (2,201) - (307) (80) —
1,517 - (2) - (3) 38 —
(i) Risks associated with derivative instruments

Derivatives are contracts whose characteristics and value are
derived from underlying financial instruments, interest rates,
exchange rates or indices. They include futures, forwards, swaps
and options transactions in the foreign exchange and interest
rate markets. Derivatives are important risk management tools
for banks and their customers because they can be used to manage
the risk of price, interest rate and exchange rate movements.

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.

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.

ii) 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.
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Operational risk management

Operational risk is the risk of loss resulting from inadequate or
failed internal processes, people and systems or from external
events.

The Banking Group’s Management Committee, which comprises
the Company’s Chief Executive, all division heads and deputy
division heads, provides a key management control role in guiding
the initiation and implementation of policies and procedures related
to the operations and activities of the Banking Group, co-ordinating
the work of the divisions, prioritisng projects and tasks, resolving
internal issues and enhancing operational control. Ongoing
information technology security reviews, upgrades and audits help
strengthen the core system and security reliability. To sustain a
high degree of operational robustness and continuity for the critical
businesses and processes of the Banking Group, measures to
strengthen business continuity planning, readiness and
effectiveness have been adopted.

Business units are required to monitor their operational risks using
Banking Group and business level standards and indicators. Where
appropriate, issues must be reported to business heads and the
Head of Operations. The Banking Group purchases insurance
where appropriate to address operational risk inherent in its
business activities.

The role of Internal Audit

The 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 Group. The Internal Audit Division
reports functionally to the Audit Committee which is chaired by
an independent non-executive Director. The Internal Audit 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 controls
of the 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
QOperating expenses

Operating profit/(loss)
before provisions

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

Operating profit/(loss)
after provisions

Net gain/(loss) on disposal
and deficit on revaluation
of fixed assets

Net gain on disposal of
non-trading securities

Profit/(loss) on ordinary activities

Share of results of jointly
controlled entities

Reorganisation costs

Profit on partial disposal of
interest in a subsidiary

Profit on deemed disposal of

interest in a subsidiary

Profit before taxation

As at 30th June 2004

Total assets
Total liabilities

For the six months ended
30th June 2004

Depreciation
Capital expenditure incurred
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(25) Segment reporting

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

RE-ZFZWEAAZHHIEAHNA

For the six months ended 30th June 2004

WARE WA TRIHS
Personal Commercial  B¥¥# Insurance  AABEH it st
Banking  Banking  Treasury  Business Unallocated Elimination Total
HK'000  HK'000  HK'000  HK'000  HK'000  HK'000  HK'000
434411 287943 426,327 914 3,014 — 1,152,609
166,825 18,318 - - - (185,143) -
(160,636)  (27,706)  (92,213) - (4,891) —  (285,446)
- - (170,479) —  (14,664) 185,143 -
440600 278555 163,635 914 (16,541) — 867,163
180,021 55,120 30,422 72,459 19,595 — 366,617
620621 333675 203,057 73,373 3,054 — 1,233,780
(274207)  (66,231)  (39,334) (5,328)  (21,763) —  (406,863)
346,414 267444 163,723 68,045  (18,709) — 826917
(104,028)  (40,230) 53 (55) 573 —  (143,687)
242,386 221,214 163,776 67,990  (18,136) - 683,230
134 - - - (648) - (514)
- - 35,212 - 16,937 - 52,149
242520 227214 198,988 67,990 (1,847) — 734,865
- - - - 4,139 - 4,139
- - - —  (54,420) —  (54,420)
- - - — 406,111 — 406,111
- - - — 459,290 — 459,290
242520 227214 198,988 67,990 813,273 — 1,549,985
18,704,784 14,953,676 32,593,080 1,753,546 925,456 — 68,930,542
32,475,050 8,796,351 16,262,655 676,877 509,202 — 58,720,135
10,612 864 347 - 18,915 - 30,738
7,112 3,068 2 - 3,444 - 13,626

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.
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(25) Segment reporting (Continued)

Treasury activities are mainly the provision of foreign exchange services

B FEEREE BAREERLER and centralised cash management for deposit taking and lending, interest

BEEeERER rate risk management, management of investment in securities and the
overall funding of the Group.

DRI ZEF L5 R BN E (R BLAE A IR B Insurance business includes the Group’s life assurance and general

HoBmmEE2 %‘Kﬁ%%%hf AN insurance businesses. Through the Group’s wholly owned life assurance
B R o B REEH RAvivat BN E subsidiary, the Group offers a variety of life insurance products and
Badzat—REEBREEAREFE services. The Group’s general insurance business is conducted through

B o a 51% owned joint venture with Aviva operating in Hong Kong.

RIS LA R o) BB (T B S
F’iz AR (YRR -

Unallocated items include results of operations and corporate investments
(including properties) not directly identified under other business divisions.

é&i#? £3 gﬁ‘:/\ﬂ + H JJ:/\ﬂEH i«(
For the six months ended 30th June 2003 (Restated)

HK'000 HK'000 HK'000 HK'000 HK'000

AR R R
Personal Commercial — Bf¥¥H  Insuance  RAEIEH i it
Banking Banking  Treasury  Business Unallocated ~ Elimination Total

HK'000 HK'000

A Interest income from
-HR%EF - external customers 494135 292663 428337 3,660 3023 — 1201818
-BEH - inter-segments 165,555 - - — 9669 (175,224) —
AL Interest expenses to
-BREF ~ external customers (191,129)  (41.338)  (137,777) - (6,099) —  (376,343)
-BEH - inter-segments —  (24973)  (150,251) - - 17524 -
FHEA Net interest income 468561 226352 140,30 3,660 6,593 — 845475
JHEERA Other operating income 148666 41979 49,006 66202 17,420 — 323453
BEIA Operating income 617227 268331 189405 69,952 24013 — 1,168928
BEL Operating expenses (251,343)  (55181)  (32421)  (2258) (40,336 - (381,5%9)
i BEER B8 Operating profitloss)
. before provisions 365884 213150 156984 67,694  (16323) — 787,389
SRR L) R (Charge)/write-back of
provisions for bad and
doubtful debts (270550)  (38,780) 187 57 (13,719) - (322799)
MRERE 2 ZEEM (BR)  Operating profitloss)
) after provisions 9533 174370 157171 67750 (30,036) — 464590
EEfETERTER Net loss on disposal and
revaluation of fixed assets — - - — (72,954) — (72,954)
LEFHIERERE Net gain on disposal of
% s non-trading securities - — 163,187 - 500 — 163687
—~RERER ER) Profit/(loss) on ordinary
activities 95334 174370 320358 67751  (102490) — 555323
ElRLRAEHER £ Share of results of jintly
controlled entities - - - - (2,100 - (2,100)
REAERA (B8 Profit(loss) before taxation 9533 174370 320358 67,751  (104,590) — 553223
RoFEZEFZAZH-H Asat3ist December 2003
EEAG Total assets 17272857 13126303 30962428 1336411 1,057,735 — 63755734
AR Total liabiliies 31032259 7,011,489 15930,004 601,926 465,856 — 55041534
HE-ZZZENIZTA For the six months ended
EARA 30th June 2003
ik Depreciation 11,915 915 494 — 18887 - R
EA Capital expenditure incurred 577 48 1,237 - 2,632 - 9,688
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Subsequent events

As part of the initial public offering of shares by DSBG, the Company
and DSBG granted an over-allotment option to the underwriters of the
international placing. Pursuant to the exercise of the option by the
underwriters, the Company sold a further 8,043,404 DSBG shares and
DSBG issued a further 9,830,827 shares on 19th July 2004.

Subject to the results of election by shareholders of the scrip options in
lieu of cash dividend in respect of the special divedend which are to be
determined after the close of business on 12th August 2004, the total
amount of interim dividend payable will be revised for the additional
dividend payable to the new shares, if any, to be issued.

BB % FINANCIAL RATIOS
Y]] 5
BE-ZRT=F HE-FER=H
BE-RZNE F-A=T-HE AA=ETHE
AHETHIE ZHBEE pail 1o
AR Restated Restated
Period ended Yearended  Period ended
30th June 2004  31st Dec. 2003  30th June 2003
TR R A B A Net interest income/operating income 70.3% 71.7% 72.3%
ARSI 3 Cost to income ratio 33.0% 33.7% 32.6%
TG E M (F3) GE—) Return on average total assets
(annualised) (Note 1) 1.8% 1.6% 1.4%
TR E 4 E W (R) (7E—)  Return on average shareholders' funds
(annualised) (Note 1) 16.7% 15.4% 13.8%
SHEFH (R EEEA) LE  Loan to deposit (excluding loan capital) ratio 63.6% 57.3% 55.2%
BEATRLE G Capital adequacy ratio (Note 2) 18.3% 20.4% 21.0%
FHRBERE LR GE=) Average liquidity ratio (Note 3) 56.3% 65.9% 69.7%
FEE (FXR) Net interest margin (annualised) 3.02% 3.05% 3.12%

o

BEZZZWEAA=ZTHZEABE N L E
& DUAE AR IE AL 2 FEAG T F1631,000,0001
JCEMBREA R - &I KA R
R G 2 WA > A15T811,000,000
JC) MRk -

BT R HR Ty A E RAT REG WEE AT
ARAAZTHE T A= T—HZEA]L
o EEBAT R NS W RIT A R ZEAT
R H R T RIRRAT R 015 = WA

007 3 BT 60 70
B 5 8 ) 0 -S00 1
WSEY 20 600501 5 o ¢ B 614 )
2B MR R T UL M
i

Note:

1.

The normalised attributable profit of HK$631.0 million, excluding
reorganisation costs, profit on partial disposal and deemed disposal of
interest in DSBG totalling HK$811.0 million, is used in calculating the
profitability ratios for the period ended 30th June 2004.

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

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 subsidiaries within the Banking Group. The liquidity ratio of
each banking subsidiary within the Banking Group is computed in
accordance with the Fourth Schedule of the Banking Ordinance.
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INTERIM DIVIDEND

The Directors have declared an interim dividend of HK$0.78 per share
for 2004 payable on or after Monday, 6th September 2004 to shareholders
whose names are on the Register of Shareholders at the close of business
on Friday, 3rd September 2004.

Barring any special circumstances and unforeseen events, the Directors
currently intend to propose, when the Company announces full-year
results for the year ending 31st December 2004, the payment of a final
dividend which together with the interim dividend paid will represent,
in aggregate, a total dividend of approximately 45% of the Company’s
normalised profit attributable to shareholders (excluding reorganisation
costs, profit on partial disposal and deemed disposal of interest in DSBG)
for the year.

CLOSING OF REGISTER OF SHAREHOLDERS

The Register of Shareholders will be closed from Monday, 30th August
2004 to Friday, 3rd September 2004, both days inclusive. In order to
qualify for the interim dividend, all 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, 27th August 2004.

CORPORATE OVERVIEW

During the period under review, after receiving all regulatory approvals
and the Company’s shareholders approval, the Company completed a
group reorganisation on 12th June 2004 whereby it consolidated its
banking subsidiaries under Dah Sing Banking Group Limited (‘DSBG”),
a newly formed subsidiary of the Company operating as a banking
holding company. DSBG achieved its separate listing on The Stock
Exchange of Hong Kong Limited on 30th June 2004 with an initial public
float of 20%, by way of an offering of 100,100,000 new shares issued
by DSBG and the sale of 81,900,000 existing shares in DSBG held by
the Company at an offer price of HK$12.66 per share. The total net
proceeds raised by the Group amounted to approximately HK$2.24
billion.

After the completion of the listing of DSBG, the Directors approved the
payment of a special dividend of HK$0.80 per share to be payable on
19th August 2004 to shareholders whose names appeared on the register
of members on 28th July 2004. The special dividend allows a scrip
option for shareholders to elect to receive new shares of HK$2.00 each
in the capital of the Company credited as fully paid in lieu of cash
dividend. The new shares to be issued under the scrip option will rank
pari passu in all respects with the existing issued shares save that
they will not rank for the special dividend.
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BUSINESS REVIEW

Continuing with the recovery in the local economy and market sentiment
since the second half of 2003, the local operating environment in the
first half of 2004 further improved on the back of higher property prices,
easing unemployment and deflation, and higher domestic consumption.
Local GDP grew 6.8% in the first quarter whilst unemployment rate
dropped to 6.9% in the second quarter of 2004.

Banking Business

The Group’s banking group, now operating under DSBG, delivered
stronger results in the period driven by higher net interest income and
non-interest revenue, and a lower charge for bad and doubtful debts.
The net profit of DSBG after deduction of reorganisation costs for the
six months ended 30th June 2004 amounted to HK$538.9 million, an
increase of 31.2% when compared with the same period in 2003.

The loan book expanded during the first half of 2004 led by commercial
lending, residential mortgages and trade finance. Asset quality,
particularly in consumer and credit card lending, further improved as
a result of lower personal bankruptcies and rebound in property prices.

The Personal Banking business achieved a substantial improvement
in profitability in the period as a result of better asset quality and higher
wealth management contribution. Credit card charge-offs were much
lower whilst negative-equity residential mortgages also reduced
significantly. Fee income was boosted by strong sales of wealth
management products as customers looked for investment alternatives
in an environment of near-zero deposit rates.

The Commercial Banking business delivered an improved result benefiting
from the strengthening exports and re-exports business performance
of their customers. Solid growth was seen in trade finance and syndicated
lending since the end of 2003.

Under the CEPA framework, Dah Sing Bank has recently opened its
first Mainland China branch in Shenzhen. This is the first step in the
expansion of the bank’s business geographically to the Pearl River
Delta region.

Insurance Business

Our life assurance subsidiary, Dah Sing Life Assurance Company Limited,
delivered satisfactory results in the period with stronger new sales, an
increase in embedded value and improved persistency. The stronger
operating performance was offset in part by lower investment returns
on bond and equity investments in the period, as market values of
bonds and equities were affected by, amongst other economic factors,
mixed views on the pace and magnitude of US interest rate increases.

37



Bk 5

AEEEE -FENEAA=ZTHIEAHAR
SR P A+ DO DY T A T - B
TR=FRAY MRANZZATRHN Y
HR DR BN E - BRI &
VP T 6 75 575 7 v T e )~ B R
ST S R 57 b T R B A R A A R
MR AT S R AR 2 MU DU T T L i e P
o AN BR B IR A R T I A A T
ZEHEAERN > WR T2 BOoR R
MEMEAAE=T a8k B_FF=
FEEE ERHARZ=T=BN

BEFF=ERBIE FHERARR A
ZEON o BREEE AR BT R R T B M
S5 3T a5 28 4 A M A SR B 2 7
MBS < 808w B R 2 & 5 R
HEA R KRB E S E R TR FEE
BERERPAT 2 =B "KANEEA T Z
=HE=

M B R R R B A E AR
“EFEFEAMRIES 2 =M

RIS REAEERS R BT
B 2B o AERE AR LER T > S5
BN S5 2 T ol 3 B A 0 S O A
# o MARAS A LERLERM N 2=+
“EAOMBEREERZ=F=

BT R R AR LA BRI AT 2 B E
wh BTS2 RO EERE
B -

AR T S5 BRI AP0 DU (56 T e S
YIS BRI T > b R 0 (5 B AR b
AHEMES > MIREEER CLLUHE L&
B0 RS o BT R LA
B SR 2 RS 2 2 T R
T BEAEEAAZTHIE ARITHKT
FRHEFT A=+ HNER 2 -HEL
THEARLH

MR e B ERMBABAT=AH
Wt BoRF=FEEERFAI LML
B T R R B R ORI S D B
o

FINANCIAL REVIEW

Profit attributable to shareholders for the Group for the six months
ended 30th June 2004 was HK$1,442 million, an increase of 205.9%
relative to the same period in 2003, due to a strong core operating
performance, HK$406 million profit on partial disposal of DSBG and
HK$459 million profit on deemed disposal of interest in DSBG arising
from DSBG’s separate listing and issue of new shares. If these
exceptional profits, together with related organisation costs of HK$54
million, are excluded, the normalised profit attributable to shareholders
in the period would have been HK$631 million, a rise of 33.9% when
compared with the first half of 2003.

Net interest income grew 2.6% when compared with the same period
in 2003. Higher balances of interest earning assets, together with a
lower funding cost caused mainly by lower HK$ money market rates,
enabled the Group to report an increase in net interest income. The
net interest margin slightly narrowed to 3.02% from 3.12% in the same
period last year due to lower balances of higher yielding consumer
and credit card lending, and a lower yield earned on surplus funds
investments.

Other operating income grew 13.3% when compared with the same
period in 2003, driven mainly by the strong performance of the wealth
management business.

Operating expenses rose 6.6% in line with the expansion of various
lines of business in the Group. The increase in staff costs was partially
offset by savings in premises and other operating expenses as a result
of our tight cost control. The cost to income ratio slightly edged up to
33.0% in the period from 32.6% in the corresponding period last year.

Operating profit before provisions was 5.0% higher than the first half
of 2003, reflecting the improvement in the Group’s core operating
performance.

Due to improved market conditions, particularly lower personal
bankruptcies and higher property prices, as well as prudent credit
underwriting and rigorous collection efforts, asset quality in the period,
particularly for consumer and credit card lending, improved significantly.
The charge for bad and doubtful debts reduced 55.5% when compared
with the first half of 2003. As at 30th June 2004, the non-performing
loan ratio improved to 1.10%, down from 1.55% level as of 31st December
2003.

As a result of stronger revenue growth and lower charge for bad and
doubtful debts, operating profit after provisions for the period was HK$683
million, 47.1% higher when compared with the first half of 2003.
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FINANCIAL REVIEW (Continued)

In anticipation of possible interest rate increase in 2004, the Group
has taken action to shorten the durations of its securities investments
since the second half of 2003 in order to reduce exposure to interest
rate risk. The rise in US medium term bond interest rates and higher
bond yield volatility since the second quarter of 2004, and the anticipated
rise in US interest rate in the second half year, presented additional
challenges for fixed income investments. Under these market conditions,
the Group’s gain on disposal of securities for the period of HK$52 million
was much lower than the gain of HK$164 million realised in the first
half of 2003, when the conditions in the bond market were more
favourable.

Profit on ordinary activities for the period was HK$735 million, an increase
of 32.3% relative to the same period last year.

The share of deferred tax asset on the accumulated tax losses of the
jointly controlled entities resulted in a positive contribution of
HK$4 million during the period compared to the share of net losses of
HK$2 million for the same period last year.

Reorganisation costs of HK$54 million represented the underwriting
fee, stamp duty, legal and professional fee and other costs incurred in
the reorganisation of the banking group and DSBG’s separate listing.

As at 30th June 2004, the Group’s total loans net of provisions amounted
to HK$31,067 million, up 13.3% relative to the end of last year. Positive
growth was recorded in residential mortgages, trade finance, syndicated
loans and securities investment financing. Customers’ deposits totalled
HK$39,782 million, a mild decrease of less than 1.0% since the 2003
year end. Certificates of deposits grew 15.2% to HK$9,066 million of
which retail certificates of deposit accounted for HK$4,906 million. Retail
certificates of deposit, as a source of medium-term funding, have become
an important part of the Group’s overall funding base.

The life insurance business’ net contribution included in other operating
income was HK$69 million, which was 24.6% higher than its contribution
in the first half of 2003, mainly as a result of a higher increase in embedded
value arising from new business growth and improved persistency in
part due to the general economic recovery in Hong Kong.
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PROSPECTS

Although US and Hong Kong interest rates are widely expected to rise
in the second half of 2004, the impact to global and local HK economic
growth in the coming few months is unlikely to be severe. The US Federal
Reserve Board Chairman has confirmed that increases in the US Fed
Fund rate are likely to be at a measured pace.

Against a strong rate of GDP recovery in the second half of 2003, a
slower rate of year-on-year GDP growth for HK in the second half is
anticipated although increases in inbound tourism and improving domestic
consumption due to a lower unemployment should help support local
economic performance. A generally positive development in the global
market and local economy will be conducive to our business.

With the completion of the DSBG’s initial public offering in June 2004,
the Group’s capital resources have been strengthened as a result of
the new equity capital raised. The higher level of equity capital will
help support the growth of the Group’s banking business and accelerate
the development of the Group’s insurance business.

DIRECTORS’ INTERESTS

At 30th June 2004, the interests and short positions of the Directors in
the shares, underlying shares of equity derivatives and debentures of
the Company and its associated corporations (within the meaning of
Part XV of the Securities and Futures Ordinance (“SFQO”)) recorded in
the register of directors’ and chief executive’s interests and short positions
required to be maintained under section 352 of the SFO were as follows:-

Bk ARy
HUBHRAT AR
R )
Nﬁﬁbm‘ ?%?H&ﬁz?ﬁ Percentage of
umber of ordinary shares ordinary shares
MABERY  BHEZY ) ] At heldinthe
Personal Corporate Other Total  entire issued
g Director Interests " Interests @ Interests Interests  share capital
FA KRR BB 8 G % BB Number of ordinary shares of HKS$2 each in the Company
BN David Shou-Yeh Wong —  4344746(L) 87,679,236(L) © 92,023,982(L) 37.31
5% Chung-Kai Chow 650,676(L)  8,385,271(L) — 9,035,947(L) 3.66
et John Wai-Wai Chow ~ 797,248(L) — — 797,248(L) 0.32
Peter G. Birch Peter Gibbs Birch 50,000(L) — — 50,000(L) 0.02
Kk Roderick Stuart Anderson 60,131(L) — — 60,131(L) 0.02
AR AT 52 A W ) Number of ordinary shares of HK$1 each in Dah Sing Banking Group Limited
o B — W o 5 A
5% David Shou-Yeh Wong — 728,000,000(L)® — 728,000,000(L) 80.00
12,285,000(S)® 12,285,000(S) 1.35
fbsS: 4 Chung-Kai Chow 130,135(L)  1,677,054(L —  1,807,189(L) 0.20
et John Wai-Wai Chow  160,400(L) — —  160,400(L) 0.02
Bl WA Abbreviation: (L) Long position

8) WE

(S) Short position
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DIRECTORS’ INTERESTS (Continued)

Notes:

(1) The personal interest is in respect of shares held by the director as the
beneficial owner.

(2)  The corporate interest is in respect of shares held by a company in
which the director has an interest of one third or more.

(8)  Such shares in Dah Sing Banking Group Limited (“DSBG”) represent
the deemed interest of David Shou-Yeh Wong under Part XV of the
SFO by virtue of his deemed interest in 92,023,982 shares of the Company,
representing 37.31% of the relevant entire share capital in issue.

(4)  The short position in 12,285,000 shares of DSBG was created as a
result of an over-allotment option granted by DSBG and the Company,
both of which David Shou-Yeh Wong possesses a deemed interest, to
The Hongkong and Shanghai Banking Corporation Limited (‘HSBC”),
being the global co-ordinator for the global offering of the DSBG's shares,
solely to cover over-allocations in the international placing subscription.

(Remark: On 13th July 2004, HSBC exercised option to acquire additional
17,874,231 DSBG shares at HK$12.66 each, comprising
8,043,404 existing shares sold by the Company and 9,830,827
new shares issued and allotted by DSBG on 19th July 2004.)

(5)  Such shares are indirectly held by HSBC International Trustee Limited,
the trustee of a discretionary trust established for the benefit of David
Shou-Yeh Wong and his family.

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 on 3rd April 2000 at a consideration
of HK$1 per option to subscribe for shares of the Company at a par
value of HK$2 each. The subscription price was fixed at HK$26.28 per
share, which was calculated at a discount of 5% relative to the average
closing prices of the Company’s shares traded on the Hong Kong Stock
Exchange for the 5 trading days immediately preceding the date of
grant. The options can be exercised in varying amounts between the
first and fifth anniversaries of the dates of grant.
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R () DIRECTORS’ INTERESTS (Continued)

RZEZWEANAZ+H > G TR Details of the options for subscription of the Company’s shares
i 2 W R A A B HE R A Bk I T outstanding as at 30th June 2004 which have been granted under the
Scheme are as follows:-

v IS HE By 8
Number of share in the options
REZZWAE REZZWAE il
~A—H MWWt AAZTH Exercisable period
it Exercised  BiHH filEM  Fxeroisable period
Held at during Held at Subscripton  #THH i g
H Director 1Jan 2004  the period 30 Jun 2004 price Grantdate  From To
wL (H/AE) (HIRR) (BRI
HKS  (D/IM/Y)  (D/M/Y)  (D/IMFY)
HEH Hon-Hing Wong 200,000 — 200,000 26.28  3/4/2000  3/4/2004  3/4/2005
(Derek Wong)
Ll Roderick Stuart 200,000 — 200,000 26.28  3/4/2000 3/4/2004  3/4/2005
Anderson

i BMEZFEWESAZTHIEZABEE > Note: No options granted to the Directors of the Company for subscription of
T T E R A AR 2 AR IR T AT (f the Company’s shares were exercised or lapsed during the relevant
WA KR - period ended 30th June 2004.

B Bk sh > BE ZFENEASA =1 H Apart from the above, at no time during the six months ended 30th

IR A7 A R AN ) R LB B A A MEAESERT June 2004 did the Company or its subsidiaries a party to any

LT ak » AL R &R LERMEARM /L arrangements to enable the Directors of the Company nor their spouses

B2 F )l E R A T A 2 B or children under 18 years of age to acquire benefits by means of the

oy B0 25 T A A 42 o acquisition of shares in, or debentures of, the Company or any other
body corporate.
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Substantial Shareholders’ Interests

At 30th June 2004, 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.

SUBERE 35 0 e 0 M H

(HHER 2RO BRI RAZA )
Number of ordinary shares
interested in the Company

S (Percentage of interest held in
JRe sk Shareholder Capacity the entire issued share capital)
THES Christine Yen Wong Deemed interest by virtue of 92,023,982 (37.31%) ("

her spouse being a substantial
shareholder of the Company

R LR T3 A R E BBOR

T A M
I S B A 5 A PR A HSBC International Trustee and corporate interest 87,880,236 (35.63%) @
Trustee Limited ERANE 2 e
UFJ Bank Limited UFJ Bank Limited Beneficial owner 36,968,266 (14.99%)
A A
Aberdeen Asset Aberdeen Asset Investment manager 14,308,600 (5.80%)
Management Management gy idil
Asia Limited Asia Limited
it Notes:

(1) BCHEROETRESFUGEEA 2R BR
HCE (E73) Jh45H AL 7 A B A b
(36 % N0 B et 55 316(1) MBS 28 F B HiE
G —FERR - WEMHGHEFEN L E
SO GEDEE P TR 2 AR ] o

(2) U % oy 2 5 3 RO R A i AR
2 A FE L FE AT B P A PR ]
T o W R RO B MG A B £ 5F
S A £ — T A R o

Frfr LA AR S B A o R R FMEAA =
TR AN E  EEBORE S RIS
o SR A -

Such shares represented deemed interest of Christine Yen Wong by
virtue of her spouse, David Shou-Yeh Wong, being a substantial
shareholder of the Company having 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.

Such shares are mainly comprised of the interest indirectly held by HSBC
International Trustee Limited 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.

All the interests stated above represent long positions. As at 30th June
2004, 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 report, in compliance with Appendix 14 of the
Listing Rules of the Stock Exchange of Hong Kong Limited, except
that 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.

COMPLIANCE WITH MODEL CODE FOR DIRECTORS’
SECURITIES TRANSACTIONS

The Company has adopted its own code of conduct regarding directors’
securities transactions on terms no less exacting than the required
standard set out in the Model Code for Securities Transactions by
Directors (Appendix 10 of the Main Board Rules); and after having
made specific enquiry to all Directors, it is reasonably indicated that
the required standard set out in the Model Code and its code of conduct
regarding directors’ securities transactions has been fully complied with.

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 2004.

DEALINGS INTHE 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 2004.

By Order of the Board
HL Soo
Company Secretary

Hong Kong, 9th August 2004 (Monday)

44



