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EEUBEBEE HiGHLIGHTS oF GROUP FINANCIAL PERFORMANCE
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HKS$ Million 2000 1999 Variance
H B 2E 8 Al 2 & 8 i 7

Operating profit before provisions 1,213.7 1,102.0 10.1%
HIBR 2 12 2 & & i 7

Operating profit after provisions 902.5 695.5 29.8%
[i% R 15 i A

Profit attributable to shareholders 810.3 586.5 38.1%
BERE

Total assets 49,702 44,394 12.0%
BESF

Total liabilities 44,959 40,065 12.2%
R R & %

Shareholders” funds 4,662 4,099 13.7%
A B WA S E A

Net interest income/operating income 75.3% 71.7%

X 72 S5 U b 3R

Cost to income ratio 40.4% 40.3%

Return on average total assets 1.7% 1.4%

Return on average shareholders’ funds 18.5% 15.1%
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FinNANCIAL REVIEW

After emerging from recession in 1999, Hong Kong’'s economic recovery
gathered momentum in 2000 with growth in GDP of over 10%. This
growth was underpinned by stronger merchandise exports, a continued
easing in unemployment and a gradual improvement in domestic
consumption amidst deflation of close to 3%. Despite the improvement
in the local operating environment, 2000 remained a challenging
year for financial services companies in Hong Kong, as competition
intensified in a market characterised by sluggish loan demand, reduced
margins for new lending and rising costs. These presented difficulties
for banks striving to grow core operating profit before provisions.

Against this market environment, the Group was able to achieve a
stronger performance and profitability. Operating profit before
provisions was 10.1% higher, mainly resulting from the increased
revenue contribution from our banking business. Our life assurance
business generated a lower profit relative to 1999.

Net interest income grew by 15.9% in the year. Despite the tightening
in loan margins for most lending categories in the commercial and
retail sectors, and the modest rise in average interbank interest
rates over the year, our net interest margin increased to 3.79%,
notably higher than the 3.37% we reported in 1999. The widening in
the net interest margin and the increase in net interest income were
largely the result of continued controlled growth in our higher yielding
lending business and more effective control of our funding costs.
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Our Group’s total other operating income was 3.6% lower than 1999.
Within that, our banking business” growth in fee and commission
income over 1999 was offset by the lower revenue contribution from
our life assurance business. Our banking business recorded a 25%
increase in other operating income, driven by higher credit card fee
income, lending related fees, and improved results from treasury
activities. Our life assurance business’ net contribution, using the
embedded value accounting method, fell to HK$86.5 million, against
the HK$115.6 million net profit recorded in 1999.

Operating expenses increased by 10.7% when compared with those
in 1999, reflecting a higher level of staffing and an increase in our
IT investment to support business and e-banking development, and
a higher spend on advertising and marketing promotion. Our cost to
income ratio of 40.4% was similar to that of 1999.

The Group’s charge for bad and doubtful debts was 23.5% lower
when compared with 1999, reflecting the continued improvement in
the asset quality of our loan portfolio amidst the recovery in the
local economy. The ratio of overdue and rescheduled loans of our
banking business, as a percentage of total loans, dropped from 4.93%
at the end of 1999 to 3.60% at the end of 2000.

For our banking business, total loans and advances to customers
were 8.3% higher than the end of 1999. Except for commercial
property lending and trade finance, lending to most sectors registered
growth, reflecting our emphasis on growing higher yielding lending
business within acceptable risk parameters. Credit card receivables
and other consumer loans continued to grow at a strong pace.

A great deal of attention was devoted to managing down the cost of
our liabilities, with the result that our total deposit base, comprising
customer deposits and certificates of deposits, finished the year at a
level similar to that of 1999. This resulted from a more careful
calibration of deposit mix and pricing to enhance profitability, whilst
at the same time maintaining prudent liquidity.

Relative to the balance sheet at the end of 1999, there was a
notable increase in our total assets, and a corresponding increase in
other accounts on the liability side at the end of 2000, reflecting a
more proactive approach in managing our balance sheet. The increase
was brought about by utilizing the facilities afforded to Dah Sing
Bank (“DSB”) as a market maker in Exchange Fund bills and notes
which enabled us to access cheaper funding for reinvestment at
higher rates of return.
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2000 1999 Variance

EAN R R E
Net interest margin 3.79% 3.37%
(U B & & 57)
HKS$ Million
FHEEFPEFRER
Advances to customers less provisions 29,006 26,761 8.4%
FHEEFPFX
Customers’ deposits 31,385 32,607 -3.7%
B BT IF RE
Certificates of deposit issued 6,095 4,457 36.8%
FREs
Total deposits 37,480 37,064 1.1%
B R 7R L =
Loan to deposit ratio 77.4% 72.2%
FHREBE S L=
Average liquidity ratio 44.4% 47.1%
RIBITE R =
Non-performing loan ratio 2.26% 3.43%
BHAN EHE RE B RAEF L R
Overdue and rescheduled loans to total loans 3.60% 4.93%
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2000 was a challenging year for the Hong Kong banking industry.
Although export growth was sustained, consumer spending picked
up, unemployment eased and deflation dropped, loan demand remained
sluggish. Price competition and loan margin reductions were
increasingly widespread across a wide spectrum of loan products.
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B & MasterCard

Dah Sing Bank allied with Tradelink to launch a
co-branded MasterCard for Tradelink customers.
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We continued our strategy and emphasis in
growing higher yielding assets such as credit
card and personal loans, and equipment
finance to the manufacturing sector. Combined
with the favourable effect of a wider spread
between average Prime and money market
rates, our banking business achieved a
stronger net interest income, and an increase
in our net interest margin to 3.79%, up from
the 3.37% level recorded in 1999.

Within the various lines of business,
Commercial Banking, despite the general pick-
up in exports and merchandise trade, reported
a contraction in trade finance lending. This

reflected an amount of loans workout and a gradual shift in financing
requirements by some trading and manufacturing companies. As real
rates of interest remained high, especially during the first half of
2000 when interest rates were increasing, corporate borrowing to
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Mr. David S.Y. Wong (front row, left 2), Chairman of Dah Sing Bank, was present at the Prize Presentation Ceremony for
the “2000 Hong Kong Top Ten Brandnames Awards” for which Dah Sing Bank was the sole sponsor.
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Dah Sing received awards from MasterCard
International and VISA International during the
year for its credit card business.
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finance new investment or business growth remained subdued. To
make up for the slower trade finance activities, we grew our equipment
finance business targeting at the financing of equipment and
machinery purchases by manufacturing companies operating both in
Hong Kong and in the southern part of Mainland China.

The Retail Banking business continued its robust growth momentum
and achieved a record performance. With a
strategy to expand our market share in the
personal financial services sector through
product innovation and growth in the customer
base, we focused on improving our product

h competitiveness by promoting credit card,
personal loan and personal overdraft lending.

We are particularly pleased with the market

recognition of our credit card, which is reflected

in the many awards we have received in the

past few years. Based on our 2000

achievements, DSB was recognised as the

issuing bank in Hong Kong achieving the Top

Co-Branded Program Issuer in 2000 and the Second Runner-Up of

the Highest Growth Rate in 2000 of Merchant Purchase Volume in

Hong Kong from MasterCard International; and the Largest Number

of New Co-Branded/Affinity Card Programs 1999/2000 from VISA

International. Despite the keen price competition for products like

residential mortgages and personal loans, we succeeded in increasing

our mortgage portfolio and unsecured personal lending. After
introducing in 1999 the automatic add-value service to Octopus
cardholders through the electronic link of the Bank’s credit card and
bank accounts systems with the Octopus system, we remained the

21



K& @@ AFR-AF  Dah Sing Financial Holdings Limited

Review of Operations

BEE R -FTEF LEDREBR
YR 4% L TR BRI SR1T - Ut THALHT AREF
S5 R RO B iR K EE SRR
Z R

KEBBREN —NANNA\R—AALNLKR
FR-EBEREGEHREZETEHR
B VYR _ZTTTFENFRLER-
BEEBRBELSD FHEHEF/AT
- BB IR I TS E e e

EE7% IR A B RR 4B 1R 00 - Th i REE
¥ B2 RN R 5 19 8 A E BRI SR
B -EEREEER/REIENBRESK
BEEH A BEPREEEBZFR
=,

EE DL NIRRT 517 R HE HEE -
WEEAEMHSFE ADEBRERBEET
HoER —TT—F - ARREZTE
DITEEEABHAEEN RS T
NAHERBR L BRE—RHIT
BREESREAS —KNEB AR EF
BRI —R KB

HARITER

SRR _ZZTFHANARITEE
HATHMILARITERAEEZEK
BAR BREMLARITER BEREE
HKERFEFNA WA KRFFRITA-EEH
RIELARTEB2ESEHHAR
BR-ZAARITER AR T
— % = H = H % % A MEVAS Bank
Limited * WAL R —KZREZETF
fR1T o

SEEVYEERAR AR ([XEE
K ]) %SG Hambros Bank Limited & &
MEEFAEAD I+ —REZD.AH.
Hambros Bank (Channel Islands) Limited
R-ZEZTRFEHGERHERR LT el
BB IR BE R IRIT RS A ST R
MITNEE ZARITER-

ABRBES

—EETFREBITEIERTHEIR
BE RBRREARESE FHHEE
REBZERENE LA ETHEE KB
AT R T BN A F RS - K

sole provider of the service in 2000. This innovative offering was
well received by the market and contributed to the growth in our
customer base.

Our Hire Purchase business, having gone through an extremely difficult
period during 1998 and 1999, continued to focus on transport
financing and posted a strong recovery in 2000. A lower specific
provisioning, due to stable and stronger asset prices, assisted in
boosting the contribution from this business.

The contribution from our Treasury Division continued to improve as
a result of more active dealing in the money, debt securities and
interest rate markets. A more effective asset and liability management,
and an improved return on investment of surplus funds assisted in
improving the net interest margin of the Group.

We continued our effort in upgrading our branch and sales network
in response to the market, and population and technology changes.
With the opening of our new Tung Chung Branch at the end February
2001, we now operate 40 branches and another 6 sales and services
centres in Hong Kong, 1 branch in the Bahamas, 1 subsidiary in
Guernsey, Channel Islands and 1 representative office in Shenzhen,
China.

PrIvaTE BANKING BUSINESS

We reorganised our private banking operation in 2000 with the result
that the Hong Kong onshore D.A.H. Private Bank was converted to a
wholly owned subsidiary with a transfer of all its private banking
business, loans and deposits to DSB in September 2000. The
integration of the Hong Kong private banking business into DSB is
expected to lead to growth in the business. D.A.H. Private Bank was
renamed as MEVAS Bank Limited from the 2nd March 2001 and will
soon operate as a multi-channel e-bank.

D.A.H. Hambros Bank (Channel Islands) Limited, our 51% owned
offshore joint-venture private banking operations with Abbey National
plc and SG Hambros Bank Limited, generated a respectable
performance in 2000 and will continue to operate to provide offshore
banking services to support DSB’s private banking business in Hong
Kong.

INSURANCE BUSINESS

Against a backdrop of intense competition, high agency turnover,
reduction in new sales and rises in interest rates for the insurance
industry in 2000, our life assurance company posted a lower net
profit. Net profit generated from the long-term life business, at
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HK$86.5 million, was 25% lower than that earned in 1999. The lower
contribution was mainly caused by marginally lower sales and a

lower investment return caused by the rise in interest rates during
the first half of 2000. The higher 1999 trading profit from our life
business was boosted in part by the exceptionally strong equity
performance recorded in certain markets in that year. Against the
local life assurance market’s overall contraction in the sales of new
policies in the year, our life assurance subsidiary’s new business
sales were down only marginally relative to 1999.

As at the end of 2000, the total value of policies in force as calculated
by our independent consulting actuary was HK$451.7 million, up
HK$54.1 million from HK$397.6 million as at the end of 1999.

Our 51% owned general insurance subsidiary, Dah Sing General
Insurance Company, a joint venture with CGNU, had its first full year
of operation in 2000 after commencing business in July 1999. Its
underwriting and operating results were in line with expectation.

Risk MANAGEMENT

In 2000, we continued to strengthen our overall risk management
framework with a complete and full review and an upgrade of our
credit and risk management policies for each business, a project
initiated before the end of 1999. The review was prompted by recent
changes in the Hong Kong banking market brought about by the
financial crisis in 1997-1998. The adoption of these policies enabled
the Group to improve the management of its credit, market and

interest rate risks in an increasingly competitive environment.

A decision to upgrade and formalise the group risk management of
the Banking Group was reached in the first half, leading to the
appointment in August 2000 of a new group risk director responsible
for the management of all types of risk related to our banking
business. The new function is expected to enhance the effectiveness
of overall risk management consistent with our risk-adjusted growth
strategy.
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EXRRBES CapiTAL AND Lriquipity
SR1T A B B AR —E2EEF —hAhhE
Banking Group 2000 1999
BEAREY (AEET)
Capital base (HK$ million)
- OB
- Core capital 3,900 3,443
- B hn&E 7S B HF IE B
- Supplementary capital and deductions 361 337
HIR 1% B & 2N B 42 5
Total capital base after deductions 4,261 3,780
BEARFTEE R (F4EH)
Capital adequacy ratio (as at year end)
- Tier 1 13.1% 12.7%
- R
- Tier 1 and Tier 2 14.3% 13.9%
mBESE X (2F FHE)
Liquidity ratio (average for the year) 44.4% 47.1%
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The Banking Group’s capital adequacy ratio was slightly higher than
that of 1999, reflecting a higher amount of profit retention for
supporting our business growth.

To achieve a better mix of capital structure, in February 2001, DSB
mandated an investment bank to arrange our first subordinated bond
issue for an amount of US$125 million. This is a 10-year issue due in
March 2011 with an issuer call option to fully redeem the whole
bond at the 5th anniversary in March 2006. Subject to receiving
final reqgulatory approval for the inclusion of this subordinated capital
as part of our capital base, the capital adequacy ratio of our Banking
Group will be boosted by more than 2%.

We continued to manage our assets and liabilities, including liquid
assets, on a prudent basis throughout the year with the result that
our Banking Group’s liquidity ratio was sustained at a very comfortable
level.

HumAN RESOURCES

We increased our staff force in 2000 to cope with business growth,
new initiatives and IT development to support both traditional
products and new e-banking applications. We continued to emphasize
training to upgrade the job and business skills of our staff in response
to the more competitive market and higher expectations from
customers on service quality and value-adding services.
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At the end of 2000, the total number of employees of the Group was
1,551, up 274 from the 1,277 at the end of 1999.

INFORMATION TECHNOLOGY AND E-BuUSINESS
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Dah Sing Bank offered TradeCard services to Hong
Kong traders with a total online solution for
international trade.
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Official launch of Dah Sing Bank’s iBanking strategic
alliance with The Chinese Manufacturers’ Association
of Hong Kong to offer its members online trade
financing services and tailor-made privileges.
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The euphoria surrounding Internet and
the New Economy gradually subsided in
the second half of 2000 following the
sharp reduction in the US NASDAQ
index. We are, however, of the view
that Internet and technology
penetration is widening and deepening,
and providing e-banking financial
services to capture a share of an
expanding base of more technology
savvy customers is a sound business
proposition.

We continued to invest a significant
amount of resources in IT to enable us
to remain competitive, support business
growth, upgrade customer service and
raise productivity. A higher amount of
IT spend was invested to accomplish
on-line e-banking capabilities
distributed through our website
www.dahsing.com, complementing the
traditional channels of branches, sales
and services centres, call centres and
ATMs. Riding on the investment and
initiatives made in 1999, DSB achieved
notable progress in delivering on-line
e-banking services and new product
launches in the year. Our e-banking
capabilities now include a host of
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different on-line applications. We plan to continue to enhance the
value and product features of our e-banking services in 2001.

Our multi-channel e-bank MEVAS Bank Limited will shortly launch its
services to the public. We hope this new development will allow us
to accelerate growth and expand our businesses and customers.
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