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€ DahSingBankingGroupLimited

(O N T D S LS I S P - | /A =1 R
(The holding company of Dah Sing Bank and MEVAS Bank)

TR F AR P E BN
INTERIM REPORT 2004

KB EEARAR ([AAF]) ERGRA The Directors of Dah Sing Banking Group Limited (the “Company’)
B AN R EA R (TAEE]) BE % are pleased to present the Interim Report and condensed accounts of
FWERH =+ H A A REEG 2 @ the Company and its subsidiaries (the “Group”) for the six months ended
Wi - 30th June 2004.

BE-ZENEAH =T HIEASEA £BEY The unaudited profit attributable to shareholders was HK$538.9 million
Z IR BERR A B TS = T A LT BT - for the six months ended 30th June 2004.

73S 1 PR ES e UNAUDITED INTERIM FINANCIAL STATEMENTS

A R B A 2 T O o B A R R T A R These unaudited consolidated condensed interim financial statements

GEHAIA G G ER A T are prepared in accordance with Statement of Standard Accounting

(o0 B 5 4 5 ] AR B8 90 B 5k — i 4 Practice No. 25 “Interim financial reporting” issued by the Hong Kong
Society of Accountants, and on the bases set out in Note 1 below.
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For the six months ended 30th June

iFis 2004 2003 Variance
Note HK$’000 HK$°000 %

Interest income 1,151,780 1,218,708
Interest expense (285,529) (374,851)
Net interest income 866,251 843,857 2.7
Other operating income 2 293,984 253,910 15.8
Operating income 1,160,235 1,097,767 5.7
Operating expenses 3 (399,185) (375,144) 6.4
Operating profit before provisions 761,050 722,623 5.3
Charge for bad and doubtful debts 4

- Continuing operations (143,632) (322,842) -55.5

— Discontinuing operation 9) (14)
Operating profit after provisions 617,409 399,767 54.4
Net loss on disposal and deficit on

revaluation of fixed assets 5 (514) (69,869)
Net gain on disposal of

non-trading securities 35,212 163,187
Profit on ordinary activities 652,107 493,085 32.3
Share of results of jointly

controlled entities 4,139 (2,100)
Net other contribution from

discontinuing operation 1 276 289
Reorganisation costs 6 (10,849) —
Profit before taxation 645,673 491,274 314
Taxation 7

- Continuing operations (105,318) (77,520)

— Discontinuing operation (47) (221)
Profit after taxation 540,308 413,533 30.7
Minority interests (1,407) (2,797)
Profit attributable to shareholders 538,901 410,736 31.2
Dividend

Interim dividend 211,561 N/A
Earnings per share

Basic 8 HK$0.66 HK$0.51
Dividend per share

Interim dividend HK$0.23 N/A
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ASSETS
Cash and short-term funds 9
Trade bills 10
Certificates of deposit held 18
Trading securities 11
Advances to customers and

other accounts 14
Held-to-maturity securities 12
Non-trading securities 13
Investments in jointly

controlled entities
Fixed assets
Total assets
LIABILITIES
Deposits and balances of banks and

other financial institutions 18
Deposits from customers 16,18
Certificates of deposit issued 18
Issued debt securities 18
Current and deferred tax liabilities
Other accounts and accruals
Total liabilities
CAPITAL RESOURCES
Loan capital
Minority interests
Share capital
Reserves
Proposed dividend
Shareholders’ funds 17

Total capital resources

Total liabilities and
capital resources

UNAUDITED CONSOLIDATED BALANCE SHEET

SRENE CTEEE
AHZ+HH +ZH=+—H
As at As at

30th June 2004 31st Dec. 2003
HK$°000 HK$°000
12,176,408 10,983,523
765,021 737,548
200,558 204,400
1,786,477 2,789,214
32,950,678 29,049,518
594,035 392,198
17,853,983 17,091,136
27,124 22,985
874,386 893,750
67,228,670 62,164,272
262,101 161,972
40,970,365 40,152,196
9,066,194 7,868,079
31,199 31,052
135,458 61,307
8,759,051 7,219,689
59,224,368 55,494,295
974,963 970,388
18,768 19,120
910,000 809,900
5,889,010 4,670,569
211,561 200,000
7,010,571 5,680,469
8,004,302 6,669,977
67,228,670 62,164,272
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For the six months ended 30th June

UNAUDITED CONSOLIDATED CASH FLOW STATEMENT

iFis 2004 2003
Note HK$’000 HK$'000
OPERATING ACTIVITIES
Cash generated from operations 19 1,006,247 5,495,282
Interest paid on loan capital and
debt securities issued (7,384) (16,514)
Interest paid on certificates of
deposit issued (62,510) (63,798)
Hong Kong profits tax paid (16,403) —
Net cash inflow from operating activities 919,950 5,414,970
INVESTING ACTIVITIES
Purchase of fixed assets (13,626) (9,688)
Proceeds from disposal of fixed assets 1,737 52
Reorganisation costs paid (4,896) —
Disposal of a subsidiary (1,284) —
Net cash outflow from investing activities (18,069) (9,636)
Net cash inflow before financing 901,881 5,405,334
FINANCING
Certificates of deposit issued 1,199,290 1,731,050
Certificates of deposit redeemed (7,903) (1,197,976)
Issue of ordinary shares 1,230,199 —
Dividend paid to minority shareholder
of a subsidiary (1,838) —
Dividends paid on ordinary shares (205,662) (240,000)
Net cash inflow from financing 2,214,086 293,074
Increase in cash and cash equivalents 3,115,967 5,698,408
Cash and cash equivalents at
beginning of the period 6,825,537 3,604,564
Cash and cash equivalents at
end of the period 9,941,504 9,302,972
Analysis of the balance of cash and
cash equivalents:
Cash and balances with banks and
other financial institutions 1,387,862 3,876,643
Money at call and short notice 5,040,894 2,509,149
Treasury bills with original maturity
within three months 3,768,871 1,284,076
Placements with banks and
other financial institutions with
original maturity within three months - 1,713,000
Deposits and balances of banks and
other financial institutions with
original maturity within three months (256,123) (79,896)
9,941,504 9,302,972
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CHANGES IN EQUITY

For the six months ended 30th June

UNAUDITED CONSOLIDATED STATEMENT OF

Rk 2004 2003
Note HK$’000 HK$’000
R—H—HZ a5 Total equity as at 1st January 5,680,469 5,378,087
FRHEE E RS 5 Change in fair value of
AT HEEE) non-trading securities (211,230) 174,174
AR I B R AT Deferred tax liabilities released on
JBE AN A R R premises and investment revaluation 14,031 845
A7 7 ol B Deficit on revaluation of
bank premises - (29,724)
BBV EREEN Deficit on revaluation of
investment properties — (5,676)
Ve S B A ) B 5 R Exchange differences arising from
fF) B o1, 725 L translation of the financial statements of
a foreign subsidiary 248 —
KRG IR 2 Net (losses)/gains not recognised in
1 (B518) s the profit and loss account (196,951) 139,619
T SRIE A i Profit attributable to shareholders 538,901 410,736
BT R Issue of ordinary shares 1,230,199 —
R 3 4 e Dividends paid on ordinary shares (205,662) (240,000
AR TR TR AR Reserves transferred to profit and
HEMENERZ loss account upon disposal of
CAERET non-trading securities (35,212) (163,187)
R B AT 5 O 2 Reserves pertaining to a subsidiary
it 78 £ 2 (A disposed of as part of Reorganisation 1 (1,173) —
WAHA=ZFTHZHERAF  Total equity as at 30th June 7,010,571 5,525,255
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Note:

(1)

Basis of preparation

The Company was established on 11th March 2004 as the holding
company for the banking-related interests of the Dah Sing Financial
Group. The ultimate holding company, Dah Sing Financial Holdings Limited
(“DSFH"), completed a group reorganisation (the “Reorganisation”) during
the period whereby DSFH transferred its banking-related subsidiaries
to the Company. The Reorganisation, which was completed on 12th
June 2004, was effected by a share-for-share swap of DSFH'’s interests
in the banking subsidiaries (which comprise Dah Sing Bank, Limited,
MEVAS Bank Limited, D.A.H. Holdings Limited and Global Courage
Securities Limited) with the Company which operates as a bank holding
company. The Company was subsequently listed on The Stock Exchange
of Hong Kong Limited (the “Stock Exchange”) on 30th June 2004.

As part of the Reorganisation, Dah Sing Bank, Limited, which now is a
subsidiary of the Company, disposed of its interest in the entire share
capital of Dah Sing Insurance Agency Limited (“DS Insurance Agency”)
to the ultimate holding company, DSFH.
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Basis of preparation (Continued)

These unaudited consolidated condensed interim financial statements
are prepared under the historical cost convention as modified by the
revaluation of certain premises, investment properties and investments
in securities, and in accordance with accounting principles generally
accepted in Hong Kong and comply with Statements of Standard
Accounting Practice (“SSAPs”) issued by the HKSA.

On the basis of the merger accounting method set out in SSAP No. 27
“Accounting for Group Reconstructions”, the consolidated accounts include
the assets and liabilities, and results of the Company and the banking
subsidiaries now forming the Group as if the Company had existed and
these banking-related subsidiaries had been subsidiaries of the Company
throughout the reporting periods.

The accounting policies used in preparing these unaudited consolidated
condensed interim financial statements of the Group are consistent with
those adopted by the individual companies now forming the Group in
each of their 2003 accounts.

The results and contribution under “discontinuing operation” refer to
those of DS Insurance Agency which have been included in the
consolidated profit and loss account up to the date of disposal to DSFH,
i.e. 12th June 2004, by Dah Sing Bank, Limited.

Other operating income
For the six months ended 30th June
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Fees and commission income
Less: Fees and commission expense (Note)

Net fees and commission income
Net gain from foreign exchange trading
Net (loss)/gain from trading securities
and derivatives
Dividend income from investments in securities
Listed investments
Unlisted investments
Gross rental income from investment properties
Other rental income
Others

2004 2003
HK$'000 HK$'000
258,075 210,441
(26,337) (23,125)
231,738 187,316
43,047 23,039
(5,194) 27,347
2,452 100
8,260 4,844
5,510 6,055
2,545 2,429
5,626 2,780
293,984 253,910

Note: Commission paid to dealers on hire purchase loans in 2003 of
HK$15,233,000 were reclassified as debit to interest income to
conform with current year’s presentation.
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Operating expenses
For the six months ended 30th June

2004 2003

HK$°000 HK$'000

ANEE (AFEEEMS) Staff costs (including directors’ remuneration) 246,190 206,494
A7 B LA o e 2 ] Premises and other fixed assets

RS Rental of premises 17,072 22,380

Al Others 27,045 26,847

SN Depreciation 30,738 32,210

2 G Auditors’ remuneration 1,246 1,215

oA 48 S Other operating expenses 76,894 85,998

399,185 375,144

BERANZTEZESCHBAETE =
P 2 4 o

SR B IR e e A 98¢
BEAA=ZTHIEAREA

)

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

Charge for bad and doubtful debts
For the six months ended 30th June

B
2004 2003 Variance
HK$°000 HK$°000 %
FEPRIEA S Specific provisions charged
— B A ~ new provisions 166,671 347,523 -52.0
— [ - releases (27,106) (8,251) 228.5
— i [el - recoveries (29,031) (16,127) 80.0
110,534 323,145 -65.8
— MR S/ (B ) General provisions charged/(written back)
i e — continuing operations 33,008 (303)
— BT - discontinuing operation 9 14
BT Net charge to profit and loss account 143,641 322,856 -55.5
1 5 B0 s B s A o E ¥ A R (5)  Net loss on disposal and deficit on revaluation of fixed assets
BEAH=THIEAREA For the six months ended 30th June
2004 2003
HK$’000 HK$'000
XY Deficit on revaluation of:
—fTE - bank premises - 48,626
- REE — investment properties - 20,971
o B A T A Net loss on disposal of other fixed assets 514 272
514 69,869

1778 T 0 O o S A £
5 R BB () AR B
SHEAH R -

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.
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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 shared by the Company.

2004 2003
HK$’000 HK$'000
R A 2 EDTE BB Stamp duty on transfers of shares 5,826 —
B R R A Legal and professional fees 4,484 —
HoAts Others 539 —
10,849 —

B (7)  Taxation

HWEAA=ZTHIEAMA
T 5 5 AR T (BT /5 it 2 LIRS

ABBIH Current taxation
AR IE Deferred taxation
& i A5 %ﬁﬁfﬁﬁﬁﬂﬁﬂﬁ%ﬁﬁﬁmﬁﬁm&

RI1T5% (“EREZAE 0 17.5%) REHER - &
ANBE S 30T I A A 1 T SR U A A A
A S R 2 BT RGH -

BEBEZFHAGERGREE > URE
17.5% (ZFFE =4 17.5%) 1E2HHER - i
JB /N I B U HE i e AR 2 IR IE R B
%ﬂéﬂﬁ‘éﬁ%%ﬁﬁmﬁﬁw&ﬁﬁﬁm%%ﬂﬁirﬁ

S5 B B B Al 2 LA I A o
FABL R M B AW

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
108,924 75,411
(3,559) 2,330
105,365 77,741

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 a subsidiary 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
[CRAIRiE Profit before taxation 645,673 491,274
PABE#17.5%3t 5 Calculated at a taxation rate of 17.5% 112,993 85,973
BB B - Tax effect of:
oAt B % 2 AT B 2 Different taxation rates in other countries (361) (1,721)
TEH B2 A Income not subject to taxation (26,252) (15,400)
AREAEBLB FR A9 3 Expenses not deductible for taxation purposes 18,707 13,881
ﬂiﬁﬁa Z BB 1R Tax losses not recognised (1,748) (417)
4B R AR AR 2 BLFS B 4 Utilisation of previously unrecognised tax losses 2,026 58
HBLR F T 2 Increase in opening net deferred tax assets
S0 A O N (R resulting from an increase in tax rates - (4,139)
BB B Terminal return on investments in partnerships - 5,364
TE A BB Attributable share of estimated Hong Kong
BB AR A profits tax losses arising from investments
in partnerships - (31,543)
BB B M Investments in partnerships written off - 25,685
BE Taxation charge 105,365 77,741




) HEAREREAN (8) Basic earnings per share
A 7 DL 4R 5%%‘51151\ A RN The Company was incorporated on 11th March 2004 with two fully paid
@ HA—HH o ;s ZFENEANHA ‘F; subscriber’s shares. On 12th June 2004, the Company issued a further
1’!54?514@%?(%‘?%%@4%& B 2 7 4 809,899,998 shares to DSFH as consideration for the acquisition of the
Zfﬂa /A TE?J‘* 809,899,998 i T K latter’s interest in the banking subsidiaries. On 30th June 2004, the
Wam e R-FZNEAA=Z+H > EER Company issued an additional 100,100,000 shares upon completion of
YNNI IR Eﬁ?}%%&f@ix@?tﬁfﬂj S its initial public offering and listing on the Stock Exchange.
A ) BEFTEH1 100,100,000/ 6 o
BTN G Hashd > ERFEERE For the purpose of the calculation of basic earnings per share, on the
FIZ F& > A2 R W A e s T 2 B4 basis of the merger accounting method adopted, the Company is considered
L EA R 2 R B AT as if it had the reported profit accrued to it, and had 809,900,000 shares
809,900,000 it (7 » ZhE Eriifk » AL Al i in issue throughout the reporting periods up to the date immediately before
3 4B 8 %.910,000,0000 © listing, after which its total number of shares was increased to 910,000,000.
ﬁﬂitﬂﬁﬁﬂ?’ 8 2 11538,901,000%5 7T (— Basic earnings per share is therefore calculated based on earings of
FE = 410,736,000 70) K E BT HK$538,901,000 (2003: HK$410,736,000) and the weighted average
B A7 0 A - 24 810,450,000 (= FF =4 number of 810,450,000 (2003: 809,900,000) shares in issue during the
809,900,000) 3t 5 ° period.
RN G A ATV s B R . THERS No calculation of diluted earnings per share is made as there are no
B A ST R R - outstanding instruments which may present a dilutive effect to basic
earnings per share throughout the periods.
(L) BE&REMES (9)  Cash and short-term funds
“ERNAE C“EREZAE
ANZEFH =0
As at As at
30th June 2004 31st Dec. 2003
HK$’000 HK$'000
Bl A 8RAT R Cash and balances with banks and
oAt 4 A B 1O 45 B other financial institutions 1,387,862 595,685
00 R S A7 Money at call and short notice 5,040,894 4,996,907
B R 2 (A AME S R Treasury bills (including Exchange Fund Bills) 5,747,652 5,390,931
12,176,408 10,983,523
il BEER T An analysis of treasury bills held is as follows:
FEEENgRMES > AT Trading securities, at fair value
— kb - Unlisted 3,768,901 1,391,323
FHEEE M BIES - AT Non-trading securities, at fair value
— kb - Unlisted 1,978,751 3,999,608
5,747,652 5,390,931
() HHEFE (10) Trade bills
“EENA “ERREA
ANZEFH A= H
As at As at
30th June 2004 31st Dec. 2003
HK$’000 HK$'000
FOES 3 Trade bills 772,748 744,998
— CEBR R R A General provisions for bad and doubtful debts (7,727) (7,450)
765,021 737,548

B ERas— e _ZENFEAA=ZTHE
A=A DL F AR 2 B R 537,000 0 (—
FERZEFTHZ—H @R —Er g
K394,000i 7T) RS E AR KRR -

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.

9
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(11) Trading securities

10

ZREWAE TEL A
AAZ+H +-HAZ=Z+—H
As at As at
30th June 2004 31st Dec. 2003
HKS$°000 HK$'000
N TE At fair value:
BB HH Debt securities
—&i b — Listed in Hong Kong 1,365,956 2,173,363
ot il — Unlisted 420,521 613,968
1,786,477 2,787,331
T 42 1k 75 Equity securities
— & b - Listed in Hong Kong - 1,883
1,786,477 2,789,214
R EE R 5 Trading securities are analysed by issuer as follows:
BT AT a0
— A R R L8R AT — Central governments and central banks 1,342,712 2,242,304
—NERE — Public sector entities 397,115 488,592
— AT T At 4 08¢ — Banks and other financial institutions 46,650 56,527
— {3 — Corporate entities - 1,791
1,786,477 2,789,214
) BEANH R (12)  Held-to-maturity securities
BRE-ZZNE HE_FTEF
AAZ+H +-HAZ=Z+—H
IEAMA 1A
Six months ended Year ended
30th June 2004 31st Dec. 2003
HK$’000 HK$'000
W AT Balance as at beginning of period/year 392,198 78,049
i 3 Amortisation of discount 888 650
14 Additions 325,545 329,387
/AE N B 2 75 5 Securities matured during the period/year (126,112) (15,529)
B 5% Exchange difference 1,516 (359)
MARIEREF Balance as at end of period/year 594,035 392,198
JE TS A Unlisted securities, at amortised cost 594,035 392,198
FE 2 B W0 5 B AT M Held-to-maturity securities are
KRBT R analysed by issuer as follows:
— AT T At 4 4% - Banks and other financial institutions 551,608 365,556
— ¥ — Corporate entities 42,427 26,642
594,035 392,198
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(13) Non-trading securities

“ERWAE “ERREN
ANZ+TH FZA=T—H
As at As at
30th June 2004 31st Dec. 2003
HK$°000 HK$000
At fair value:
Debt securities
— Listed in Hong Kong 4,197,761 1,384,656
- Listed outside Hong Kong 7,852,145 7,650,441
- Unlisted 5,374,394 7,681,808
17,424,300 16,716,905
Equity securities
- Listed in Hong Kong 65,401 71,723
- Unlisted
- Interests in investment funds 354,419 292,633
— Shares in other unlisted companies 9,863 9,875
429,683 374,231
17,853,983 17,091,136
Non-trading securities are
analysed by issuer as follows:
- Central governments and central banks 4,323,431 3,940,712
- Public sector entities 2,161,753 2,600,245
- Banks and other financial institutions 6,574,834 6,428,815
— Corporate entities 4,792,437 4,119,836
- Others 1,528 1,528
17,853,983 17,091,136
(14) Advances to customers and other accounts
CRENE CEROA
AHZ+H FZH=ZT—H
As at As at &
30th June 2004 31st Dec. 2003 Variance
HK$’000 HK$000 %
Advances to customers 31,560,723 27,942,364 12.9
Provisions for bad and
doubtful debts
- Specific (186,550) (235,747)
- General (307,164) (274,375)
31,067,009 27,432,242 13.2
Accrued interest 346,233 411,867
Other accounts 1,537,525 1,205,529
Provisions against other accounts
- General (89) (120)
1,883,669 1,617,276
32,950,678 29,049,518 134

11
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(H) HFFEHREH— T £H
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(14)

(@)

INEEA Industrial, commercial and financial
— Py - Property development
-MERE — Property investment
—SHPE - Financial concerns
—MEEA — Stockbrokers
— g S — Wholesale and retail trade
— Wb — Manufacturing
— Ly O A — Transport and transport equipment
— HoAth - Others
PN Individuals
~MEETEEALEF#] - Loans for the purchase of flats in the
EYN 33358 ] Home Ownership Scheme, Private
K EEHER#] Sector Participation Scheme and
BEEK Tenants Purchase Scheme
- R fEE — Loans for the purchase of other
WK residential properties
—fERAFEH — Credit card advances
— At - Others
f%‘{%ﬁﬂ% fi 3K Loans for use in Hong Kong
8o Mg Trade finance
f%‘{%uﬂ*ﬁfﬁ B Loans for use outside Hong Kong

BELRKF AR EFEERE -

fér}\%@*ﬁ
£ R

A A B T (E

BRHE

REEHHEHEC HEABRKAT
% 5 R o

LS

SRRWE CEECk
ANZE1TH FZA=+—H
As at As at

30th June 2004 31st Dec. 2003
HK$’000 HK$'000
110,139 74,024
2,750,159 2,380,652
618,655 385,350
10,013 9,065
1,045,435 1,018,219
2,588,110 2,262,914
2,161,553 1,903,823
1,039,414 767,300
10,323,478 8,801,347
2,198,410 2,204,899
9,992,550 8,801,491
2,184,709 2,131,724
3,246,752 2,770,559
17,622,421 15,908,673
27,945,899 24,710,020
3,037,866 2,657,311
576,958 575,033
31,560,723 27,942,364

Over 90% of gross advances to customers

customers located in Hong Kong.

(b)

ZEENAE
AHZ+H
As at

30th June
2004
HK$°000

Gross advances
Specific provisions made

346,917
(168,588)

178,329
Market value of securities held 224,238

Interest in suspense 23,698

Non-performing loans

1% P &k
Al

% of
Advances to
Customers

1.10

accrual has ceased.

12

+

it

A

As at
31st Dec.
2003
HK$000

433,346

(209,965)

223,381

228,250

24,502

Advances to customers and other accounts (Continued)

Gross advances to customers by industry sector

41
Variance
%

48.8
156.5
60.5
10.5

2.7
14.4
13.5
35.5

17.3

-0.3

13.5
25
17.2

10.8
13.1
14.3

0.3

12.9

were extended to

% F &%
Rl

% of
Advances to
Customers

1.55

Non-performing loans are loans and advances to customers on
which interest is being placed in suspense or on which interest



(+0) 5% P KR IBIRH (40

(F) WA ERER (c)  Overdue advances
ZRENE hEREX “ZZF &P &35
AAZTH HAlk +=A=1—H A
As at % of As at % of
30th June 2004 Advances to 31st Dec. 2003 Advances to
HK$°000 Customers HK$'000 Customers
BMRBESTAE . Gross advances overdue for:
ZANE Six months or less but
FAMA over three months 99,871 0.32 121,029 043
~EALE One year or less but
B0 over six months 33,058 0.10 68,533 0.25
—fEYE Over one year 156,426 0.50 177,266 0.63
289,355 0.92 366,828 1.31
I8(8-¢ VAliL T The amount on which
FEH0 interest is still being accrued 40,002 32,111
R R &5 Market value of securities held
A 2048 7 against the secured advances 216,217 207,073
HERa &S Secured overdue advances 174,892 189,193
B a8 Unsecured overdue advances 114,463 177,635
EB LK ER Specific provisions made 147,976 196,964
(T) i 1 72 B 3 SR J& A7 B ok 2 R (d)  Overdue advances are reconciled to non-performing loans as
mr: follows:
ZRE WL SRR
AAZ+H A=+ —H
As at As at
30th June 2004 31st Dec. 2003
HK$’000 HK$'000
i Advances which are overdue for
= A more than three months 289,355 366,828
il @M =M@ABLLF  Add: non-performing loans which are overdue
ZABATEK for three months or less 57,806 65,438
i Kz Add: non-performing loans which are not yet
RETTEH overdue 7,998 7,985
A A Rk Add: rescheduled advances net
EAAE M of amounts included
¢ \pax in overdue advances 31,760 25,206
W mMEBB =M >  Less:advances which are overdue for
ERIERF S ) more than three months and on which
ZEK interest is still being accrued (40,002) (32,111)
AR Non-performing loans 346,917 433,346

ﬁLhﬁZhE T J s ) B K

BAERE -

KH %

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

from customers located in Hong Kong.

13

Over 90% of non-performing loans and overdue loans were due
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(1)

()

HE A G (BB E I i 1
A YL AR A

CFf R A

GEAEENZ[EY)EH afr
FENENHEFHE R =MA LI
F &AM A Z 4K 537,0008 70 (—F
SEFZHET—H @i E
2 &5 %394,000% 70) KRB B B
NEBXIER  BRICRLAN > R RN
ﬁi/\ﬂ +H&—7 ?gﬁ?‘i—‘ H—‘
+— H T R AT 4 AR A £
oA EEE A AR - ml
RS EHGE o

Yol &

EWE%WWAE KA IR BRI & P
hm T e B AT 2 AR > A
Ot o B 2 L] s BB
ﬂ PR 2 B B R A o SR
2 A BT i 2 0 5 BE P A3 30O

e ¥ bd R

CEFMESHETH S REED
Iz [ 7 F444,007,0008 7T (ZFF =
FEHZH =+ —H ¢ 67,479,000
JL) o

Rescheduled advances

Specific provisions made

(14)

Advances to customers and other accounts (Continued)

(e)

136,199

(M)

14

£ JLES
AH=Z1H

30th June

HK$°000

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

HERfSR S EFE= & F&H

Bk TZA=1—H Al

% of As at % of

Advances to 31st Dec. Advances to

Customers 2003 Customers
HK$000

As at

2004

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.

As at 30th June 2004, the repossessed assets of the Group
amounted to HK$44,007,000 (31st December 2003:
HK$67,479,000).
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(15) Provisions for bad and doubtful debts

At 1st January 2004
Amounts written off
Disposal of DS Insurance Agency (Note 1)
Recoveries of advances written off
in previous years
Charge to profit and
loss account (Note 4)
Exchange difference

At 30th June 2004

Deducted from:
Trade bills (Note 10)
Advances to customers (Note 14)
Accrued interest and
other accounts (Note 14)

At 1st January 2003

Amounts written off

Recoveries of advances written off
in previous years

Charge to profit and loss account

Exchange difference

At 31st December 2003

Deducted from:
Trade bills (Note 10)
Advances to customers (Note 14)
Accrued interest and
other accounts (Note 14)
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ZREWEAAZTH
As at 30th June , 2004

Fiok —f it
Specific General Total
HK$°000 HK$°000 HK$°000
235,747 281,945 517,692
(188,762) - (188,762)

- (73) (73)
29,031 - 29,031
110,534 33,107 143,641
- 1 1
186,550 314,980 501,530
- 7,727 7,727
186,550 307,164 493,714
- 89 89
186,550 314,980 501,530

SRR SR
As at 31st December, 2003

FFIR —fi At
Specific General Total
HK$°000 HK$°000 HK$'000
222,299 286,811 509,110
(568,288) — (568,288)

42,119 — 42,119
539,617 (4,863) 534,754
- (3) (3)
235,747 281,945 517,692
— 7,450 7,450
235,747 274,375 510,122
— 120 120
235,747 281,945 517,692
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(16) Deposits from customers

Demand deposits and current account
Savings deposits

EM - B BIEMAEI Time, call and notice deposits

(&) Bk g &

e
fit 5

Bt i 151

o B ik

B A ok
T EAG A
BOE A

HE 5. ok 1
— B kA
P B AL A

IR 5

(17) Shareholders’ funds

Share capital

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

Proposed dividend

Total

16

ZERNG ZERR=

AH=Z1H +ZH=+—8
As at As at

30th June 2004 31st Dec. 2003
HK$’000 HK$'000
3,612,434 3,757,246
7,511,075 6,924,297
29,846,856 29,470,653
40,970,365 40,152,196
ZERNG ZRRZF
AH=Z1H +ZH=+—8
As at As at

30th June 2004 31st Dec. 2003
HK$’000 HK$'000
910,000 809,900
1,130,099 —
565,785 566,958
46,263 40,426
230,549 236,386
(151,676) 80,735
15 (233)

700,254 700,254
3,367,721 3,046,043
5,889,010 4,670,569
211,561 200,000
7,010,571 5,680,469




(+N) EBIHR

B Assets
B R Treasury bills
ARG Certificates of deposit held
EREFFEN Advances to customers
(U T Eidakin Debt securities included in:
-HEHERENES - Trading securities
bl For - Held-to-maturity securities
-~ BEEERRMES - Non-trading securities
ffE Liabilties
BT A Deposits and balances of banks
SRBERS AR and other financial institutions
KR Deposits from customers
CBfTM Certificates of deposit issued
EETMERE R Issued debt securities
B Assets
B 1A Treasury bills
RHNETGE Certificates of deposit held
FEEFEH Advances to customers
ookt Debt securities included in:
~FHEREMEMES - Trading securities
S E L E Y - Held-to-maturity securities
—FHHERERBMES - Nonrading securiies
ffd Liabilties
AT R Deposits and balances of banks
SHEREI LR and other financial institutions
EF i Deposits from customers
OB Certificates of deposit issued
CERIMERES Issued debt securities

(18) Maturity profile
“RRWEAN TN
As at 30th June 2004
—HER ks
S 1S YOS Y
WRgR AT RMERN BE-% RRNE SRR 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$'000  HK$'000  HKS'000  HK$'000  HKS'000  HK$'000
— 692,681 5,054,971 - - — 5,747,652
- — 200,558 - - — 200,558
4824345 5525906 3,122,764 7,211,655 10,535,319 340,734 31,560,723
- 77612 141,144 1267177 300,544 — 1,786,477
— 219367 145441 169,227 - — 594,035
— 316,097 1,490,907 8,852,572 6,760,646 4,078 17,424,300
4,824,345 6,891,663 10,155,785 17,500,631 17,596,509 344,812 57,313,745
41,607 195,236 25,258 - - - 262,101
11,548,561 27,056,478 2,138,904 226,422 - — 40,970,365
— 489,000 3,946,895 4,630,299 - — 9,066,194
- - 31,199 - - - 31,199
11,590,168 27,740,714 6,142,256 4,856,721 - — 50,329,859
2 St BV
As at 31st Dec. 2003
—f5 R
) IS N Y Y
il o FUT  BE=ER BE-F REDKE  EHIRE it
Tyearor  5yearsor
Repayable 3 months less but over less but over After
on demand orless 3 months 1 year 5years  Undated Total
HK$000  HK$'000  HK$000  HK$000  HK$000  HK$000  HK$000
— 1,004,442 4,386,489 - - — 5,390,931
- — 204,400 - - — 204,400
4408115 4322946 2701600 6,667,165 9,404,010 438528 27,942,364
— 343300 150256 2,152,593 141,182 — 2,787,331
- 48063 113565 230,570 - — 392,198
— 660807 1614012 8490250 5947758 4,078 16,716,905
4,408,115 6379558 9,170,322 17,540,578 15492950 442,606 53,434,129
141,844 16,778 3,350 - - — 161,972
10,939,309 27,427,394 1447893 337,600 - — 40,152,196
- — 1384424 6,483,655 - — 7,868,079
- - 31,052 - - - 31,052
11,081,153 27444172 2,866,719 6,821,255 - — 48213299
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() g o ff 4% 2 5 4 6k ) B oy 28 80 S 5 2k Y (19) Reconciliation of operating profit after provisions to cash generated

Bla Bk from operations
WEAA=THIEAMA For the six months ended 30th June
2004 2003
HK$°000 HK$'000
BRI 15 2 2 3 A Operating profit after provisions 617,409 399,767
SR JOR BT Provisions for bad and doubtful debts 143,641 322,856
BRI 2 B R R B Advances written off net of recoveries (159,804) (299,594)
iR Depreciation 30,738 32,210
CHEITEEEAR Interest expense on loan capital and debt securities issued 14,289 15,392
s A 2 LB S
BB MBS Interest expense on certificates of deposit issued 82,442 63,359
BIEEEER 2 L ER Net other contribution from discontinuing operation 276 289
BEERE NABREH Operating profit before changes in operating
B assets and liabilities 728,991 534,279
SEAM LS BEES 228 Change in treasury bills maturing beyond three months 2,020,827 (1,624,804)
BOFHL 2 Change in trade bills (27,750) (32,990)
ELikS v | Change in certificates of deposit held 3,842 (6,829)
RERERENES 22D Change in trading securities 1,002,737 117,881
KHEFEHRILMIRE 228 Change in advances to customers and other accounts (3,884,720) 2,022,340
HEIMER D Change in held-to-maturity securities (201,837) (226,238)
FREEERRNES 2T Change in non-trading securities (960,046) 892,362
=10ALLE S 8AT R Change in deposits and balances of banks and
AR EFR LR 228 other financial institutions maturing beyond three months 2,384 (2,035)
BREH 58 Change in deposits from customers 818,169 2,123,350
HibIRE RER 228 Change in other accounts and accruals 1,491,873 1,698,195
5. % Exchange adjustments 1,777 (229)
MBEEHELN & Cash generated from operations 1,006,247 5,495,282
(Z) 5 0 A (20) Cross-border claims
ZEZNEAAZTH
As at 30th June 2004
BT R
LR A 8.4 HH
Bank and Public
other financial sector
institutions entities Others Total
iR N 3T Equivalent in HK$ millions
BRE > NMEFEABEN  Asia Pacific excluding Hong Kong 2,790 - 507 3,297
T ES North and South America 1,748 2,148 1,825 5,721
el Europe 6,412 158 3,246 9,816
10,950 2,306 5,578 18,834

18



) B R ) (20) Cross-border claims (Continued)
ZEREZFT AR
As at 31st Dec. 2003
$RAT B A
SRS BRI Hithy i
Banks and Public
other financial sector
institutions entities Others Total
iR QR T Equivalent in HK$ millions
BRE > AMEFEFBEN  Asia Pacific excluding Hong Kong 1,741 — 421 2,162
S| G ES North and South America 649 3,096 1,994 5,739
¢l Europe 4,403 1,391 2,652 8,446
6,793 4,487 5,067 16,347
2 0 M R A L B A A > MR The information of cross-border claims discloses exposures to foreign
35 5y T 1 B AE S T Bt 5 B AN 7T B B T i counterparties on which the ultimate risk lies, and is derived according
BB o — MR E - AL H TR EER to the location of the counterparties after taking into account any transfer
HAEAT B R 75— IR SR EHE R of risk. In general, transfer of risk from one country to another is recognised
—SRATHIE M4 o T F R 2 B A TR Y if the claims against a counterparty are guaranteed by another party in
B% > A e amh—ElREEE S —E a different country or if the claims are on an overseas branch of a bank
% o BRI BEER HR I G 25 I RE R A whose head office is located in a different country. Only regions constituting
ZTHU R IE 10% or more of the aggregate cross-border claims are disclosed.
() SR A0 R4 BT A TR (21) Contingent liabilities, commitments and derivatives
KEHERBIABBRLAEZ A HHEIH The following is a summary of the contractual amounts of each significant
wr : class of contingent liability and commitment:
“EENE “ERREA
AV =% o : B g s
As at As at
30th June 2004 31st Dec. 2003
HK$’000 HK$'000
HHEE RS Direct credit substitutes 1,119,446 312,580
WG MM 2 WRIEH  Transaction related contingencies 11,749 15,051
HE G MM 28 RIHE  Trade-related contingencies 793,337 802,388
HAb AL > Other commitments with
HFAHIR A - an original maturity of:
— D=4 — under 1 year or which are
] A AR B unconditionally cancellable 20,329,616 19,529,291
——4ERP -1 year and over 776,567 895,261
23,030,715 21,554,571
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() SR A R RAAET] () (21) Contingent liabilities, commitments and derivatives (Continued)

KHBERMETRZAZRAHEM BT The following is a summary of the aggregate notional contract amounts
of each significant type of derivatives:
Hish Hih it
Trading Hedging Total

SEEME  CTTE CRRWE CTTSE CRRNE o
AZEE TSR0 AAZFH AFZAS-E ARZEEH F2ASH
As at As at As at As at As at As at

30th June 2004  31st Dec. 2003 30th June 2004  31st Dec. 2003 30th June 2004  31st Dec. 2003
HK$'000 HK$'000 HK$’000 HK$'000 HK$’000 HK$'000

Ex54 Exchange rate contracts
BG4 Forward and futures contracts 6,991,243 1,902,840 33,808,036 27,485,672 40,799,279 29,388,512
KW Currency swaps - - 649,026 - 649,026 -
SMESHEA S Foreign exchange option contracts
~JEAKHIE - Currency options purchased 154,663 255,143 - - 154,663 255,143
~WiHEHME - Currency options written 161,615 254,890 - — 161,615 254,890
7,307,521 2,412,873 34,457,062 27,485,672 41,764,583 29,898,545
MEq#4 Interest rate contracts
B RMEAY Forward and futures contracts - 1,141,550 - - - 1,141,550
kS Interest rate swaps - 213122 11,832,509  8.489,383 11,832,509 8,702,505
kS A Interest rate option contracts
— It - Options written - 261616 2102019 1859263 2,102,019 2,120,879
- 1,616,288 13,934,528 10,348,646 13,934,528 11,964,934
b Other contracts
HERtEMES % Equity option contracts
- WAHE - Options purchased 158,373 199,535 - - 158,373 199,535
— it - Options written 158,373 199,535 - - 158,373 199,535
HEEEHEAD Equity futures contracts 11,016 - - - 11,016 -
321,762 399,070 - — 321,762 399,070
HELHAFHAATEF ARSI The trading transactions include positions arising from the execution of
LR MEAMEH T AR - trade orders from customers or transactions taken to hedge these

positions.
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BREBRA  REGEAR MG L2 S5
FHA AT

(21)

B A SR Contingent liabilities and
commitments
fiiE TH Derivatives
[ 2% 4 &) Exchange rate contracts
FRAH Interest rate contracts
HAbA % Other contracts

AOBEERESEE ARG R AN
B AR B R

e 0 o SRR 3 AR AT S 0 = Y
R B RE BB 25851 T
At B C BT 8T REHAH
IR -

BB AR Y e OB B AT e I (E A R > LR A
RIER A & R A (5285 477 AR AT R
FBFRE ) o T LUILE 6 2 IE B A A 9
AtH o BB AR B A BRI
AHBEN R R RO -

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:

“EEWEAAZTH “ER=FET2A=1—H

As at 30th June 2004 As at 31st Dec. 2003
155 £ L B 7 BB
InHE HE A Jillki:d HE A
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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(22)

Management of risks

The Group recognises the changing nature of risk and manages it through
a well-developed management structure. The principal types of risk
inherent in the Group’s business include credit, market, interest rate
and liquidity risks:

. credit risk occurs mainly in the 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 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 Group’s financial condition
resulting from adverse movements in interest rates; and

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

Risk management is a critical part of the 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 Group. The 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 Group’s internal management processes
and for providing an independent assessment of the Group’s systems
to ensure that integrity is maintained. The Group’s policy is to maintain
what it considers is a conservative balance sheet and strong capital
base.

(a)  The risk management structure of the 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

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

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

The Head of Group Risk reports to the Group’s Executive
Committee and the Company’s Chief Executive, which have overall
responsibility for the management of all types of risk. The 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 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 Group including the approval of exposures to new markets,
economic sectors, organisations, credit products and financial
instruments which expose the 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 Group’s strategy. Group Risk is also
represented on the lending or risk committees of the Group’s
operating divisions and businesses.

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

The 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
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 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 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.
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Management of risks (Continued)
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Credit risk management

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

The 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 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
Group’s internal auditors conduct regular audits and reviews to
help ensure compliance with the 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 details of the facility grading, or credit
scoring, processes and provisioning policies.

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

In order to mitigate the credit risk and where appropriate, the
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 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 section
headed “Financial ratios” below, the average liquidity ratio of the
Group for the period was well above the 25% minimum ratio set
by the Banking Ordinance.
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Liquidity risk management (Continued)

Liquidity management is directed towards ensuring that all the
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 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 Group
is a net lender to the interbank market.

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

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 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 Group’s trading
book and treasury transactions.

The 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
Group’s earnings and equity, and to reduce the volatility inherent
in financial instruments. Limits have been generally set to control
the 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.
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Management of risks (Continued)
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Market risk management (Continued)

Market risk exposure for different types of transactions is managed
within risk limits and guidelines approved by the Group’s ALCO .
Exposures are measured and monitored via a combination of
principal or notional amounts, sensitivity and stop-loss limits. A
value-at-risk (“VaR”) risk management methodology has been
implemented with respect to the 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 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 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 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.

At 30th June 2004, the VaR of the 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 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:

AR E L€ P
Average daily revenue Standard deviation
2004 2003 2004 2003
HK$°000 HK$°000 HK$’000 HK$°000
SMEZ S Foreign exchange dealing 352 190 905 676
LS & Interest rate dealing (43) 224 2,711 1,652

26
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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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H¥%
No. of days
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WA (E8#T)

Revenue (HK$ million)

2003

A%
No. of days

-19-18-17-16-15-14-13-12-11-10 9 8 7 6 5 4 3 2 -1 0 1 2 3 4 5 6 7 8 9

A (7 # ik TT)
Revenue (HK$ million)

BEZZNEASHEZTHIEZAM During the six months ended 30th June 2004, the highest daily
AN 5w B H i 59,691,000 T gain was HK$9,691,000 (2003: HK$6,662,000) and the maximum
(2003 : 6,662,000% ) - K ¥ HIE daily loss was HK$18,792,000 (2003: HK$6,945,000).

1874 18,792,000 7€ (2003 © 6,945,000

#T) °



(=) BB 2L (A7)

(9)

(h)

I3 I B 2

A B2 M A R R B (4
5 B0 BB (8077 3 A7
BN S T e A B B
S (40 5 8 n] g A 8] A
o MAFRREE B RE ) - A%
P 2 R 3 L i A ) L 8 A3
B SERAC B A S B B A R
HLEE o W LTI ML R
BA BN Z 28 - BRMRBA
E BT R R A 2 MR A g
S o A B LR 5 Y e B 2 7
RENEFREEE Rt BRELZK
o BEBb ARG T AT TS B A
A2 BRAE > f5 i | 5 5 ) 2 J B of o
% R DM B 2 22 5 AL 5 T B (R
BT LI TEBY > LI A 4 P R
2 BB -

A B 2 M R B 9 R E
fER S 2 F 28 TRAZLUSE « &%
FHWTAMEERAHENEZRS
AR5 S 3R P IT RE ©

A B

iR % 25 51 B2 AME T8 ROME
Bl e A 2 B Py i
5o TS > A% BRI 2 SME R,
BDAR e AEBEERAEUE
TCHETCHE - FEBFEA > Bk
T3 B BB & B
A AT C 2 2 A RRAEA

RN 4 R it T
B I i R W s A
25 43 350165 S JRLBR:

(22)
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Interest rate risk management

In the Group, interest rate sensitivity arises where there is an
imbalance between assets (e.g. customer loans) and liabilities
(e.g. deposits and certificates of deposit) on which interest rates
change periodically or at different intervals (e.g. customer loans
may bear a fixed rate of interest, while the deposits may be repriced
periodically). The Group’s interest rate risk mainly arises from
the funding of fixed-rate loans and fixed income securities by
floating-rate deposits and notes. When interest rates rise, the
interest spread and net interest income will be affected as interest
income generated by the existing fixed-rate loans and debt
securities will not increase. The Group addresses the risks of
changes in interest rates by closely monitoring levels of interest-
earning assets and interest-bearing liabilities. In addition, limits
have been set by business and product type to control the Group’s
exposure to movements in interest rates. These limits are
complemented by VaR limits in relation to the trading portfolio
that control the overall quantum of risk assumed by the Group.

The Group’s interest rate risk is mitigated in part by the use of
off-balance sheet interest rate hedging instruments to hedge a
portion of the Group’s fixed-rate assets as determined by ALCO
based on market and interest rate conditions.

Foreign exchange risk management

The Group has limited foreign exchange exposures as foreign
exchange positions and foreign currency balances arising from
customer transactions are normally offset against other customer
transactions or transactions with the market. The Group’s assets
and liabilities are primarily denominated in Hong Kong dollars or
U.S. dollars. The net exposure positions, both by individual currency
and in aggregate, are managed by the Treasury Division on a
daily basis within established foreign exchange limits.

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

(h)  Foreign exchange risk management (Continued)
The following sets out the Group’s net foreign exchange position in
individual currency that constitutes 10% or more of the total net position
in all foreign currencies and the corresponding comparative balances:
“REWEANZAH
As at 30th June 2004
eI b3 Bt ARW BLuw W R
usD GBP EUR CNY CHF AUD SGD
18,703 M 1,468 373 278 40 3
(12,415) (713)  (1,282) (348) (26)  (2,764) (8)
15,606 740 946 - 450 2,839 75
(21,822) (106)  (1,170) - (763) (70) -
72 32 (38) 25 (61) 45 70
“EEEEFTNEAH
As at 31st Dec. 2003
*it i Bt ARW WL W Emoc
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

29

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 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 Group’s objectives in using
derivative instruments are to meet customers’ needs by acting
as an intermediary, to manage the Group’s exposure to risks
and to generate revenues through trading activities within
acceptable limits.
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Risks associated with derivative instruments (Continued)

i) Derivatives held or issued for trading purposes

The Group transacts derivative contracts on behalf of
customers or to address customer demands in structuring
tailored derivatives. The Group also takes proprietary
positions for its own accounts. Trading derivative products
used by the 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.

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 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 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 Group, measures to strengthen
business continuity planning, readiness and effectiveness have
been adopted.

Business units are required to monitor their operational risks using
Group and business level standards and indicators. Where
appropriate, issues must be reported to business heads and the
Head of Operations. The 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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FIEBA Interest income from
-HRER - external customers
-BIER - inter-segments

HELH Interest expenses to
-HRER - external customers
-BIER - inter-segments

A Net interest income

HibEERA Other operating income

BERA Operating income

BEL Operating expenses

TGER 2 EE Operating profit(loss) before
Al (8 provisions

SRR BRI A (Charge)/write-back of provisions
(3 ) 1l for bad and doubtful debts

MK EE Operating profit(loss)

A (B8R after provisions

e E R Net gain/(loss) on disposal
Kl and deficit on revaluation
s/ (B18) of fixed assets

HEEEEES Net gain on disposal of
PR non-trading securities

— R Profit/(loss) on ordinary
(B8 activities

B R

Share of results of jointly
controlled entities

KREEH Net other contribution from
b E R discontinuing operation

EAHER Reorganisation costs

B AR A (ER) Profitloss) before taxation

AR As at 30th June 2004
~AHZHA

By Total assets

fEA Total liabilities

HE-ZZNF For the six months ended
AAZTHEARA  30th Jung 2004

it ] Depreciation

e S Capital expenditure incurred

fAASRAT S R MAT P30
BT - AR

R S 7 B 55 0 0 R B

(23) Segment reporting

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

BE-ZZWEAA=ZTHIEAMA
For the six months ended 30th June 2004

e
12 SCRI IR s

FERIT B QREEZ AN €30 REE
EME - BHME BRI S ME - L
PR LB R T B T LR
Z IR B O ) L R

ARAT HikAT
Personal  Commercial MR RAREH ] it
Banking Banking Treasury  Unallocated  Elimination Total
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
434411 287,943 426,327 3,099 - 1,151,780
166,825 18,318 - - (185,143) -
(160,636) (27,706) (92,213) (4,974) - (285,529)
- - (170,479) (14,664) 185,143 -
440,600 278,555 163,635 (16,539) - 866,251
180,021 55,120 39,422 19,421 - 293,984
620,621 333,675 203,057 2,882 - 1,160,235
(274,207) (66,231) (39,334) (19,413) - (399,185)
346,414 267,444 163,723 (16,531) - 761,050
(104,028) (40,230) 53 564 - (143,641)
242,386 227,214 163,776 (15,967) - 617,409
134 - - (648) - (514)
- - 35,212 - - 35,212
242,520 227,214 198,988 (16,615) - 652,107
- - - 4,139 - 4,139
- - - 276 - 276
- - - (10,849) - (10,849)
242,520 227,214 198,988 (23,049) - 645,673
18,704,784 14,953,676 32,593,080 977,130 - 67,228,670
33,663,774 8,796,351 16,262,655 501,588 - 59,224,368
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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Interest income from
- external customers
- inter-segments
Interest expenses to
- external customers
- inter-segments

Net interest income
QOther operating income

QOperating income
Operating expenses

Operating profit/(loss) before
provisions

(Charge)/write-back of provisions

for bad and doubtful debts

Operating profit
after provisions

Net loss on disposal and
deficit on revaluation
of fixed assets

Net gain on disposal of
non-trading securities

Prafit/(loss) on ordinary
activities

Share of results of jointly
controlled entities

Net other contribution from
discontinuing operation

Profit/(loss) before taxation
As at 31st December 2003

Total assets
Total liabilities

For the six months ended
30th June 2003

Depreciation
Capital expenditure incurred

(23) Segment reporting (Continued)

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

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

WEZZLZ=FAH =T RIEAMEA (KE)
For the six months ended 30th June 2003 (Restated)
{AAGH HERIT
Personal  Commercial BEER AR it it
Banking Banking Treasury  Unallocated Elimination Total
HK$'000 HK§'000 HK$§'000 HK$000 HK$§000 HK$000

194,13 292,663 128337 3573 — 1218708
165,555 - - 9,669 (175,224 -
(191,129) (@133%) (197,777 (4,607) - (374,851

- (4973)  (150251) - 175,04 -
468,561 226,352 140,309 8,635 - 843,857
148,666 41,979 49,096 14,169 - 253910
617,227 268,331 189,405 22,804 — 1007767
(251,343) (55,181) (32421) (36,199) - (375,144)
365,884 213,150 156,984 (13,395) - 722,623
(270,550) (38,780) 187 (13713) - (322,856)
95,334 174,370 157,171 (27,108) - 399,767

- - - (69,869) - (69,869)

- - 163,187 - - 163,187
95,334 174370 320,358 (96,977) - 493,085

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

- - - 289 - 289
95,334 174,370 320,358 (98,788) - 191,274

17212857 13,126303  30,962428 802,684 —  e1e2m2

31032259 7911489 15,930,004 620,543 — 55494205

11,915 915 494 18,886 - 32,210
5,771 18 1,297 2,63 - 9,688
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Subsequent event

As part of its initial public offering of shares, the Company granted an
over-allotment option to the underwriters of the international placing.
The Company issued a further 9,830,827 new shares, on 19th July 2004
pursuant to the execise of the option by the underwriters.

BB % FINANCIAL RATIOS
[ E HE e
CRENE CERT=HE ZTREE
ANZETHIE +ZA=H—H AJ=THIE
AW E2HBEE AR
Period ended  Yearended Period ended
30th June 2004 31st Dec. 2003 30th June 2003
T ALE A B A Net interest income/operating income 74.7% 75.9% 76.9%
JRA A H 3 Cost to income ratio 34.4% 35.2% 34.2%
F 5 4 7 R Return on average total assets
(%) (GF— (annualised) (Note 1) 1.7% 1.5% 1.2%
F 5 1 5 4 [ Return on average shareholders’ funds
(%) (FE— (annualised) (Note 1) 16.9% 15.9% 13.5%
BHH AR Loan to deposit
(REFEEEEAR) LR (excluding loan capital) ratio 62.1% 57.1% 55.1%
EATRLR GED) Capital adequacy ratio (Note 2) 18.3% 20.4% 21.0%
BRBEARER (GE2) Adjusted capital adequacy ratio (Note 3) 18.1% 20.2% 20.8%
FHREBEE R GENY Average liquidity ratio (Note 4) 56.3% 65.9% 69.7%
R (EXR) Net interest margin (annualised) 3.02% 3.05% 3.12%
it Note:
— BEFFWEASAZFHZEMEALER 1. The normalised attributable profit of HK$549.8 million, excluding

T LV AR IE % 1k 2 Ak 16 1 549,800,0007
6 (48 Bk & 4L 2 10,800,000 0 1 &t
% o

AR AR H R A A R O I AT R
AAZTHE T A=t —HZ&HAILE -
LERANSHBRIT AR ZEATE LR
RIFMRATE R =M RFH -

AR AR T TR R AR I I R AT
A ZERa AR o EE R RS BRI AR Z
ARBEALRHENREFESREHR
I 3% it [ 17 5 o By 4 45 70 R AR L 4k 1 5t
B RIEKCHEE LR B R

MEVEE R EM AN ERITARRA
B 0 0 8 - 340 8D R
TEE - EERANEWMBRITARZRB G
EE VL 3 I AR R R AT SE MR 9156 IO I R AL

reorganisation costs of HK$10.8 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 Group as at 30th June or 31st December. The
capital adequacy ratio of each banking subsidiary within the Group is
computed in accordance with the Third Schedule of the Banking Ordinance.

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

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

33



AR 1Y TR S

TR B AR R MR B A A=+
HOE A TS 2 H 36 1] 75 i T 2R 2 A 0
frim s

CAPITAL BASE AFTER DEDUCTIONS

The capital base after deductions used in the calculation of the above
capital adequacy ratios as at 30th June and reported to the Hong Kong
Monetary Authority is analysed as follows:

ZRENAE e ayd
2004 2003
HK$°000 HK$'000
BLEA Core capital
AR PR 3 P P A Paid up ordinary share capital 1,207,749 1,207,749
fi# Reserves 4,241,810 3,708,484
BO BB Total core capital 5,449,559 4,916,233
IRIRZEN Supplementary capital
T e E S Reserve on revaluation of land and
18 (7 £l 0 £k interests in land 193,769 171,201
FHEREREE RN Reserve on revaluation of holding of
7 55 0 2 £ o Al securities not held for trading purposes (151,760) 84,621
— R R VE A General provisions for doubtful debts 314,890 286,362
HiMBEER Term subordinated debts 974,963 974,769
TR A B A A Total eligible supplementary capital 1,331,862 1,516,953
FIU AT A A S A A Total capital base before deductions 6,781,421 6,433,186
EAREBABANIMIAE  Deductions from total capital base (82,827) (26,101)
TR ) B AL AR Total capital base after deductions 6,698,594 6,407,085

)9

FHEGEIR T TR RS 0231
T R CERNENLAAH (BE ) 2%
PR -FZNELA=ZH (BB AR
B TR B A 1R 4% M R 2 BB R

BRI A RRIR TG UL ORI A WO > EHE G B
BRAAAAGERE - FENE A=+
H k25 RN R T IRA MRS - [ C A
R > MEHBE A 1 A R AR AT R
wHEN 2 ET

75 Sk B R X i

ANFAHR - EEZNEANAZTH (B —) &
CEENELAZH (B (EFEEER L)
PEME AR - WHA A ERZA PR
B AR -EZNEANA —+LH (BHE) T
2 70 R 35 DA 48 P SR A R R T R R
R RER—-NAZFEAMP L+ LEEES
R RTARAF > AN 2 B RE TR
BRFF4HE -

INTERIM DIVIDEND

The Directors have declared an interim dividend of HK$0.23 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 50% of the Company’s
distributable profit 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.

34



55 1 1 52

ANA R ZFFWAE=] B > TR e g
BARAR (TKHEM) 2HBAF > BIA
FRRH &M BT KBS A A o 7RI
P A R RE T BRI R = F
FHEANR T+ HETEM - i AN T
OF ISENEL VS & )N T TR
WHISR1T > D.AH. Holdings Limited (7 J&
JA 4% B P & 2 D.A.H. Hambros Bank (Channel
Islands) Limited) ¢ #5 i5 % A R A 7] 2 2500
e RFENFEANAZTH > AR FRIE
FWE A o A R o i e

O SR Ml Bt A 2 R BLUL I 2 7 (T4 %
B AR R NER —FE=EE A A
IR RE  ERALFAR _ETNE=A R
R EAEEC S et EH RS b
FerEmEA Gtk 2ot astr X Ak
ERfE-ZCHaBE SR RNEERE
ALE 2 A REREUE o LIARRD SR B b AR
“ERTZAFEMBIE 2

5 Il B

RH R AT R B G R A
B “FTMEEEEAMBERTEA W
LLRR/E S U B RS SRR E e A
WU B o “RRNER B AR EERE
RAED LA B FRERTHREA S
ZNE -

% B8 ) O e WK R AT I RS AR B
W R RS OA SR RLE AR BT BOR
FIRZHWD - HEZEFNEAA=THIE
AMEA S K ST B B =T E Y
THEETL BAFEAMBRA S Z=TNE
o

AR T 7 — LR A SRAT b RS O 2 ) 0 0
1A FF=FERE IR M 7R
BAOMELT > MEELET > EFERGR
MEa-ttEdT - REERFENRG=1H
I Bl I -

AR 2 SRR — T T A b A B
R FEABMEMER  ETHBLEHME
TS o TR 7% O W B SR A I TR
BEBERERAUWE LR B G
g) o

B

CORPORATE OVERVIEW

The Company was established in March 2004 as a subsidiary of Dah
Sing Financial Holdings Limited (“DSFH”) and for the purpose of holding
the banking and related subsidiaries of DSFH. After receiving all
regulatory approvals and DSFH shareholders’ approval, a group
reorganisation took place on 12th June 2004, whereby the Company
issued new shares to DSFH in consideration for DSFH’s transfer of all
of its interest in Dah Sing Bank, MEVAS Bank, D.A.H. Holdings Limited
(which owns D.A.H. Hambros Bank (Channel Island) in Guernsey) and
Global Courage Securities Limited to the Company. The Company
achieved its separate listing on The Stock Exchange of Hong Kong
Limited on 30th June 2004.

The results presented herewith reflect the consolidated results of the
Company and its subsidiaries (the “Group”) for the first six months in
2004 and 2003. Although the Company was only established in March
2004, the Group has adopted the merger accounting method as set
out in the Statement of Standard Accounting Practice No. 27 “Accounting
for Group Reconstructions” to recognise and report its results with the
effect that the Group was treated as though it had been operating as a
combined group (on a basis consistent with the group reorganisation)
throughout the period under review and also in the corresponding period
in 2003.

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.

The Group’s principal subsidiary, Dah Sing Bank, delivered stronger results
in the period, reflected in higher net interest income and non-interest
revenue, and a lower charge for bad and doubtful debts. The net profit of
Dah Sing Bank for the six months ended 30th June 2004 amounted to
HK$538.4 million, an increase of 34.7% when compared with the same
period in 2003.

After achieving its first year of profitability in 2003, the profit of MEVAS
Bank, the Group’s separately branded personal banking subsidiary,
steadily increased as bad debt charge eased and reported a half-year
profit of HK$7.7 million. A small loss of HK$0.3 million loss was incurred
in the first half of last year.

The Group’s 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.
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BUSINESS REVIEW (Continued)

The Group’s 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.

Since the introduction of the Renminbi (“RMB”) note exchange and
deposit-taking business in late February this year, the Group has achieved
encouraging results in the taking of RMB deposits. In April, Dah Sing
Bank launched the RMB credit card acquiring business to provide
additional card service to its merchant customers in serving the increasing
inflow of tourists from China, with a rising volume of RMB card spending
in Hong Kong.

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 Group’s business geographically to the Pearl River
Delta region.

FINANCIAL REVIEW

The Group was able to achieve stronger operating results amidst the
continued recovery of the local economy. Profit attributable to
shareholders for the Group for the six months ended 30th June 2004,
relative to the same period in 2003, increased by 31.2% to HK$539
million. The profit growth was driven mainly by lower charge for bad
and doubtful debts and stronger operating revenues.

Net interest income grew 2.7% when compared with the same period
in 2003. Higher balances of interest bearing 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 balance of higher yielding consumer and
credit card lending, and a lower yield earned on surplus funds
investments.

Other operating income grew 15.8% when compared with the same
period in 2003, driven mainly by the strong performance of the wealth
management business.

Operating expenses rose 6.4% 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
34.4% in the period from 34.2% in the corresponding period last year.
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FINANCIAL REVIEW (Continued)

Operating profit before provisions was 5.3% 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$617 million, 54.4% higher when compared with the first half of
2003.

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$35 million
was much lower than the gain of HK$163 million realised in the first
half of 2003, when the conditions in the bond market were more
favourable.

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.

On 12th June 2004, in preparation of the separate listing of the Company,
the ultimate holding company, DSFH, completed a group reorganisation
whereby DSFH consolidated its banking-related subsidiaries under the
Company. Reorganisation costs of HK$10.8 million were incurred and
expensed in the period.

As at 30th June 2004, the Group’s total loans net of provisions amounted
to HK$31,067 million, up 13.2% 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$40,970 million, up 2.0% 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.
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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 Hong Kong 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
performance in the second half of the year.

With the completion of the Company’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 facilitate
other expansion initiatives.

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 (“SFO”)) 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:

iitihi e
, HUBIRAT
SRR UH Percentage of
Number of ordinary shares ordinary shares
LI BMER b At heldinthe
Personal Corporate Other Total  entire issued
#% Director Interests () Interests @ Interests Interests  share capital
PR L R R ERE  Number of ordinary shares
of HK$1 each in the Company
BN David Shou-Yeh Wong — 728,000,000 (L)® — 728,000,000 (L) 80.00
12,285,000 () 12,285,000 (S) 1.35
PR R M A Number of ordinary shares of
b LR B HKS2 each in Dah Sing
Financial Holdings Limited
¥ David Shou-Yeh Wong —  4344746(L) 87,679,236 (L) 92,023,982 (L) 37.31
g John William Simpson 10,000 (L) - - 10,000 (L) 0.00
#HHEX Lung-Man Chiu (John Chiu) 38,800 (L) — — 38,800 (L) 0.02
B WA Abbreviation: (L) Long position
S HE () Short position
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DIRECTORS’ INTERESTS (Continued)

Notes:

(1)

()

The personal interest is in respect of shares held by the director as a/
the beneficial owner (whether individually or jointly).

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

Such shares 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 Dah Sing Financial Holdings Limited (‘DSFH”), representing
37.31% of its entire share capital in issue.

The short position in 12,285,000 shares of the Company was created
as a result of an over-allotment option granted by DSFH and the Company,
both of which Mr. David Shou-Yeh Wong possesses a deemed controlling
interest, to The Hongkong and Shanghai Banking Corporation Limited
(“HSBC"), being the appointed manager for the global offering of the
Company’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 shares of the Company at HK$12.66 each,
comprising 8,043,404 existing shares sold by DSFH and
9,830,827 new shares issued and allotted by the Company
on 19th July 2004.)

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 DSFH, the parent holding company 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 DSFH 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 DSFH’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)

BEZFZWESA=THIE > EZEETN Details of the options for subscription of DSFH shares outstanding as
RATHE 2 A 5B 2 ML B L O BEFI 45 825F  at 30th June 2004 which have been granted under the Scheme are as
I follows:

R 5 G Y 4
Number of DSFH share options
REFFNE REFFNE i
. ARt A=t Exercisabl; eriod
Bi#h  Exercised  Bi#H M P
Held at during Held at Subscripton %7 HH i )
f Director 1Jan 2004  the period 30 Jun 2004 price Grantdate  From To
Wt (H/RIE)BIR I (RTR )
HKS (DY) (DIMY) (DY)
HER Hon-Hing Wong 200,000 — 200,000 26.28  3/4/2000  3/4/2004  3/4/2005
(Derek Wong)
HAEX Lung-Man Chiu 18,750 — 18,750 26.28  3/4/2000 3/4/2004  3/4/2005
(John Chiu)
e BEZZZWEAA=1THIEZ AR Note: No options granted to the Directors of the Company for the subscription
S AT 3 SRR IR AR T R 2 AR Mk of DSFH shares were exercised or lapsed during the relevant period
R WHEEE KA - ended 30th June 2004.

B Lk praa st > BE -FENFAH=1H Apart from the above, at no time during the six months ended 30th June
(75 A8 A A S A LB 0 Al BEAEZERTAT - 2004 did the Company or its subsidiaries a party to any arrangements
itk > AN FHEH LERMEEKRET /K to enable the Directors of the Company nor their spouses or children
Z o] A R AR ] A B 2 under 18 years of age to acquire benefits by means of the acquisition of
S fE 2R TG 42 e 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.

SRR E A

(AR 2RO Z 2 )
Number of ordinary shares
interested in the Company

JBesk Sh (Percentage of interest held
Shareholder Capacity in the entire issued share capital)
K mERARAR Hrits 728,000,000 (80.00%) (L)
Dah Sing Financial Holdings Limited Beneficial interest 12,285,000 (1.35%) (S)™
I S R P ST A PR A ) R A 728,000,000 (80.00%) (L)@
HSBC International Trustee Limited Corporate interest 12,285,000 (1.35%) (S)@
TR OFC A T3 A W) 9 B R > B fe e 4 728,000,000 (80.00%) (L)®
Christine Yen Wong Deemed interest by virtue of her spouse being 12,285,000 (1.35%) (S)©
a substantial shareholder of the Company

WL WA Abbreviation: (L)  Long position

(S) KB (S)  Short position

(1) TEARZ 12,285,000 1% & 45 7 B it K
4 A 1B RO A T A i L AR T
B ) (T ) e 2 2 0 P 2 2 B R
3 S T S 2 B A i R T K o R Ay AR
At 2 AR E RN

(Wfat - Y = ZENFELA =017
> PIAEIRI2.665 T 1 017,874,231
AL ARG Ehaffh A
SE S 043 404 BLHE - K th AR
WA ZEEMAELR AL H BT R
Ji % 29,830,827 BEH AR < )

2 BERETEBEEARAA (TEDEE) &
T ¥ 3 B R 4 T AT 2 A HE A ST
SRR R 2 AR B A MRy > R A 2 B
O 4 5 PR RO R A < A5 REZERE
PR R A AR R AR BRI A A o 4
o WCHMA T Ll St a7 B £ ST 3
f s 1 i — S PP 0%

() WHERMGEEREF UGN R
PR FCTC 18 (£ SF 3€) )90 <l 4 0 19 £ A
SR B A A A R AT B A At R -
e Y 5 R B JR 1% 2 o A o B
o BUARHEGR BT PR bl G R
TR Z B

Notes:

(1) The short position in 12,285,000 shares of the Company was created
as a result of an over-allotment option granted by DSFH and the Company
to The Hongkong and Shanghai Banking Corporation Limited (‘HSBC”),
being the appointed manager for the global offering of the Company’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 shares of the Company at HK$12.66 each,
comprising 8,043,404 existing shares sold by DSFH and
9,830,827 new shares issued and allotted by the Company
on 19th July 2004.)

(2) By virtue of the deemed interest in DSFH shares indirectly held by HSBC
International Trustee Limited (‘HSBCIT”) in trust for a discretionary trust
established for the benefit of David Shou-Yeh Wong and his family. HSBCIT
is taken to have a duty of disclosure in relation to the relevant shares of
the Company held through its controlled companies. Relevant shares
have been included in the “Corporate interests” of David Shou-Yeh Wong
as disclosed under the heading of Directors’ Interests above.

(8)  Such shares represented deemed interest of Christine Yen Wong by
virtue of her spouse, David Shou-Yeh Wong, being a substantial
shareholder of DSFH and a deemed interest in relevant share capital of
the Company. Christine Yen Wong is taken to have a duty of disclosure
in relation to the deemed interest of the Company held by her spouse.
This interest comprises the same interest of David Shou-Yeh Wong under
the heading of “Directors’ Interests” above.
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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.

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
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)
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