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Review of Operations

EEMKEBRE Highlights of Group Financial Performance
el
Restated
—BB=F —TTF pek)
A &BITAAITR HK$ Million 2003 2002 Variance
HER A A 2 & 8w A Operating profit before provisions 1,558.0 1,587.6 -1.9%
MR AR 2 Z B m A Operating profit after provisions 1,023.3 883.4 15.8%
% B A Y Profit attributable to shareholders 992.6 852.3 16.5%
AERE Total assets 63,756 60,129 6.0%
aEas (TREEEER) Total liabilities (excluding loan capital) 55,942 53,017 5.5%
BRERE® Shareholders’ funds 6,789 6,088 11.5%
FA B EEBIA Net interest income/operating income 71.7% 74.1%
XA U A L 3 Cost to income ratio 33.7% 35.7%
TR A E DR E Return on average total assets 1.6% 1.5%
TR R E € B K Return on average shareholders’ funds 15.4% 14.8%
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Financial Review

The Group's operating profit before provisions was 1.9% lower than 2002,
reflecting a slightly lower contribution from the core banking activities. The life
insurance business’ operating results improved significantly due mainly to stronger
sales and higher investment returns.

Net interest income declined 7.8% in the year due to lower average loan balances
and contraction in the net interest margin. The net interest margin narrowed
from 3.74% in 2002 to 3.05% in 2003 as a result of lower average balances of
higher yielding consumer lending and a larger pool of short-term debt securities.

Other operating income was 3.9% higher than 2002. The growth was largely
attributable to fee income increases from the wealth management business, a
higher contribution from the life insurance business and investment gains, which
offset the lower fee and commission from the credit card and retail lending
business.

Operating expenses decreased by 9.9% when compared with 2002. As part of
the reorganisation of our personal banking business in January 2003, all
operations and support platforms of MEVAS Bank were integrated with those
of Dah Sing Bank which enabled us to achieve improved economies of scale and
better efficiency. Rigorous cost containment measures also resulted in savings in
other operating expenses so producing a lower cost base. The cost to income
ratio fell from 35.7% in 2002 to 33.7% in the year.

2003 File R¥EMERER QA

15



16

E 3 JEIp L

Review of Operations

AT @

EEEREREZHB 2T _FRIAD
Z =+ aE— - JHBREME A R B A E A
EEEBMESH T - BE—PWEEE
FL - WMEEFBMAER - I E—2T=
FTEFMREBRETPI - BRERER
(RIABARITERT ) IRENRRERE B
BBANRE TEITEFLER _TE=F
EXEASZ2—HAR(CZEE_FRAD
2Z—ENE) e

BREER KRR A - FIBREMHE 2 & in
B +E_FT=ZEg88 T BR_TT_F
FHEaEsZ2 RN -

SHEESEGINRRSRESEE  RERZ
HRHEBEFAEETISEE - EERFEIR
MEBERKF 28 BEKERE TR
EFHEME - WEETISEE - HEREE
Ao BEmR > WEEBFANMERES - £
EHEETHHREBSES BN —EATN
BEETT - ARNE TIHEFIFEEREMNRES
FEEREE  AFAKECHBE —_TLA
BAETTIEEME -

TN EEREBEMFRENE - KEK
ER-_TFE-—FRETNTEEEEMRLS
EREHEE KR - AFE - KEBETER
BEEMR  ERREVENIRFEMRE @ &5
ATEtEERETZERER  CRAZEE
—EEEERBESAERRA -

, A —
= —

e et SRR ER A 3R T B RET ARRD
TR FRIREBRINBIEN - AR —FE
—HFEHEIBRAI ML - M ERFEERE
FASTREHBD 2 T RBAAZEED 2T
fo BB =FEHRIESZ DR TIE N -

—EE=FETHFERFREERLL -
EAEESHE  VEEEATPESRKRE
BRE - AN E R REBNREAER
TRZEREZEX  KENEERRITEE
BREMR o NHFRERITREBNIIEENE
T2 2HEBE EHFFEFER NE2HEE -

Financial Review (Continued)

The Group’s charge for bad and doubtful debts reduced by 24.1% when
compared with 2002, due to lower charge-offs in the credit card and unsecured
personal lending businesses, tightened credit underwriting, vigorous collection
efforts, and a recovery in property prices in the second half of 2003. A general
improvement in bad and doubtful charges was experienced in all lending
businesses, and particularly in personal banking. At the end of 2003, the non-
performing loan ratio dropped to 1.55% (2002: 1.67%).

As a result of the lower charge for bad and doubtful debts, operating profit
after provisions for the year was HK$1,023 million, 15.8% higher than 2002.

We continued to manage actively our surplus funds by investing in a wide variety
of debt securities and money market assets with the objectives of sustaining
prudent liquidity, generating solid accrual income in a low interest rate
environment, and capturing market opportunities by realising disposal gains.
We took advantage of opportunities in the market during the year to dispose of
some of our holdings of medium-term debt securities which enabled us to realise
a total net gain of HK$196 million. To reflect the credit deterioration of certain
non-trading securities, a provision of HK$27 million was made in the year.

In the light of the persistent fall in property prices over the last two years, the
cumulative depreciation in the values of the bank premises since the last
revaluation conducted at the end of 2001 had become material. A revaluation
of the Group’s bank premises was performed at the end of the year, together
with the annual revaluation of the investment properties. A revaluation deficit
charge of HK$67 million was recognised in the 2003 profit and loss account.

The adoption of new deferred tax accounting treatment under a new accounting
standard necessitated the recognition of a larger deferred tax credit for 2002.
The restated lower taxation costs in 2002 together with the increase in the
current year's local profits tax rate from 16% to 17.5% explained the higher
taxation expense in the year.

There were some signs of recovery in loan demand in the second half of the
year especially in relation to trade finance, property lending and securities
financing. In view of the improving market conditions and a widening in the
Prime/Hibor spread, we became more active in credit underwriting. New loan
acquisitions in our banking business in the second half had almost fully reversed
the loan contraction in the first half of the year.

Dah Sing Financial Holdings Limited ® Annual Report 2003
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Review of Operations

Financial Review (Continued)

We achieved an 8.4% growth in total deposits, which comprised both customer
deposits and certificates of deposit. In a year of low interest rates, we increased
our deposit acquisition efforts, with the objectives of growing the customer
base, cross-selling wealth management services and locking in additional term
funding to support more active surplus fund investment. Our retail certificates
of deposit have become a new source of medium term funding and totalled
HK$4.3 billion as at the end of 2003. This enabled us to reduce further our
funding cost whilst extending the maturity.

MEVAS Bank, launched in April 2001, maintained its focus on the personal
banking sector and continued to increase its customer base and revenue. From
January 2003, all operations and administrative support have been outsourced
to Dah Sing Bank to enable MEVAS Bank to share the benefits from the Group’s
economies of scale. MEVAS Bank achieved its first profitable year and reported
a net profit of HK$1.5 million in 2003, slightly ahead of the original target of
profitability within three years of its launch.

Our life assurance business generated a stronger set of results in 2003, with a
contribution, using the embedded value accounting treatment, of HK$96 million,
up 20.3% compared with 2002. The improved results were attributable to higher
sales, driven by the introduction of endowment savings plans in the second half
of the year, and stronger investment returns from both equity and bond markets.

RITHET Banking Business
—EE=F —BT_F pek)
2003 2002 Variance
FA B R Net interest margin 3.05% 3.74%
NEBBITAYIR HK$ Million
BERFPEIRESE Advances to customers less provisions 27,417 27,636 -0.8%
FEEPER Customers’ deposits 40,000 37,287 7.3%
B EBEITHIT R E Certificates of deposit issued 7,868 6,888 14.2%
FREF Total deposits 47,868 44,175 8.4%
BEREFEREE Loan to deposit ratio
(FBEEEEATR) (excluding loan capital) 57.3% 62.6%
TR EEL X Average liquidity ratio 65.9% 54.9%
2003 FHe AHEMEDERAA 17
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Banking Business (Continued)

Business conditions changed significantly between the first half and second half
of 2003. The depressed operating environment in the first half, affected by
SARS and rising unemployment, was dramatically reversed in the second half as
sentiment improved and the economy began to recover. The continued
weakening in the US dollar in 2003 assisted in boosting Hong Kong'’s exports
and re-exports, and worked to alleviate deflation. The rebound in the local
economy in the second half was also assisted by a stronger stock market and
property prices, and improvements in local consumption and unemployment.

Demand for credit card and unsecured personal loans during the year remained
weak, whilst demand for mortgages began to improve in the second half of the
year. Asset quality, especially for unsecured consumer lending, improved steadily,
particularly in the second half of the year as the economy began to recover.
Pricing competition for many banking products intensified as banks increased
efforts to grow their businesses.

Against this challenging market environment, we continued to seek to grow
our business profit whilst sustaining a sound balance between risk-adjusted
returns and business development. During the year we increased the deposit
base, stabilized our loan book, maintained our prudent lending criteria,
significantly reduced loan losses, grew our wealth management services, and
pursued more active surplus funds management with additional bond investment.
Our emphasis on cost control and the integration of the personal banking business
of Dah Sing Bank and MEVAS Bank at the beginning of 2003 led to significant
cost savings in the year.

The net interest income of our banking business declined modestly relative to
2002. The reduction in the higher yielding unsecured consumer loans was the
main cause of this decline. We also increased our investment in liquid and
predominantly short-dated investments through our treasury activities. These
resulted in a tighter net interest margin in 2003.

Other operating income of the banking business dropped 3% relative to 2002.
The stronger income generated from wealth management services was more
than offset by the drop in credit card fee income due to a lower volume of card

transactions, and lower treasury dealing gains in the year.

Cost was an important focus during the year. Actions taken to reduce costs
included integrating the support functions of Personal Banking, lower expenditure
on advertising and promotion, and savings in IT and a variety of expenses.

Dah Sing Financial Holdings Limited ® Annual Report 2003
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Review of Operations

Banking Business (Continued)

The improvement in the local economy and the lower unemployment rate in
the second half of the year contributed to the improvement in asset quality,
particularly in the personal banking business. The upturn in property prices,
both residential and commercial, in the second half led to lower negative equity
mortgage balances and contributed to improvement in asset quality. Overall,
we saw a reduction in the charge for bad and doubtful debts across all business

segments.

Personal Banking

Our personal banking business comprises retail banking, VIP banking and private
banking.

Business conditions remained difficult despite the improvement in asset quality
in the second half of the year. In the first half of the year, asset quality was
weak, due partly to high unemployment and SARS, and high levels of personal
bankruptcies and debt restructuring particularly affecting our credit card and
unsecured lending businesses. Shortly after the mid year, we attempted to
accelerate the growth of our retail banking by launching new promotions to
acquire credit card customers and by more actively pursuing mortgage lending.
These efforts assisted us to achieve positive loan growth in the second half.

In a year of low deposit rates for customers, demand for wealth management
services increased. We attempted to serve this increase in demand by growing
sales, distribution and cross-selling of unit trusts, retail bonds, and life insurance
policies, and issued more retail certificates of deposit. The increase in our wealth
management business enabled us to report higher fee and commission income
for the year.

Despite the significant challenges encountered in the credit card market, we
were pleased to have received further awards during the year. In 2003, Dah Sing
Bank was recognized by MasterCard International as achieving “The Highest
Cardholder Spending per Card in Commercial Products in 2003 in Hong Kong”,
“The Best Co-Branded Program Launched in 2003 in Hong Kong”, and “The
Highest Growth Rate in 2003, Commercial Products Volume in Hong Kong”.
MEVAS Bank was also recognized by Visa with the award “The Highest Number
of New VISA Exclusive Cobrand/Affinity Card Programs — Hong Kong/Macau
2002/2003".
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Personal Banking (Continued)

Our private banking business reported a higher profit for the year, and was
successful in increasing its customer base, customer assets under management,
and client investment dealing turnover. Private banking was a beneficiary of the
improvement in global stock markets during the year.

We continue to believe strongly in a multi distribution channel for our personal
banking business, with our retail branch network as the foundation of our
distribution and customer service activities. At the end of 2003, we operated 43
retail branches and 3 sales and services centres in Hong Kong, one subsidiary in
Guernsey, Channel Islands and one representative office in Shenzhen, China.

Commercial Banking

Commercial banking, which includes trade finance, commercial lending, hire
purchase and equipment finance, reported a higher profit relative to 2002.
Overall, our commercial banking lending balance was flat for the year, despite a
stronger trade finance performance. Active marketing and acquisition of SME
customers led to growth in income generated from this business.

Our hire purchase transport financing, despite the highly competitive market,
continued to post solid performance. Our equipment finance business, targeting
manufacturing companies operating in both Hong Kong and in the southern
part of Mainland China, registered a mild increase in loan balances in the year,
benefiting from the continuing growth in China’s manufacturing and export
sectors.

The asset quality of both SME commercial banking and hire purchase finance
remained stable, with signs of modest improvement in the latter part of the year

amidst a recovering economy and improving market sentiment.

Treasury

Our treasury division delivered stronger profitability in the year. Although
operating income was lower than 2002 due to lower trading gains, the higher
securities disposal gains realized in the year led to a record level of profit from
this business.

Dah Sing Financial Holdings Limited ® Annual Report 2003
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Treasury (Continued)

The strong growth in the Group’s deposit base and subdued loan growth resulted
in a higher level of surplus funds which we were able to deploy through our
treasury business. Our investment portfolio continued to comprise mainly
sovereign, bank, public sector entities and asset backed debt securities, although
exposures to wholesale corporate sector gradually expanded in the year. This
development is part of our strategy to achieve additional credit risk and revenue
diversification by selectively investing in sound overseas wholesale credits. We
are continuing our efforts to manage risk, including hedging investments in
longer dated fixed income securities through the use of interest rate swaps to
produce floating rate assets.

We continued to actively manage our bond portfolio to accomplish sound
liquidity, generate reasonable accrual income and take advantage of market
opportunities to realise disposal gains. We further reduced the average duration
of our bond portfolio in the year to mitigate the level of interest rate risk.

An integral and critical part of our treasury strategy is the continuing upgrade of
our risk management capabilities in managing market risk and interest rate risk.
This is a dynamic and evolving process interlinked closely with our overall asset
and liability management and investment strategies.

MEVAS Bank

MEVAS Bank (“MEVAS"), the Group's separately branded personal banking
subsidiary, achieved its first full year of profitability in 2003 with a net profit of
HK$1.5 million. The operating results of MEVAS in the year were largely driven
by higher revenue and significantly lower operating expenses. The integration
of all of MEVAS’ support functions with those of Dah Sing Bank, through a
more extensive outsourcing arrangement implemented in early 2003, enabled it
to significantly reduce its expense base and benefit from the economies of scale
of Dah Sing Bank.

Bad debt charge eased notably since mid 2003 due to the recovery in the local
economy and improvements in unemployment and personal bankruptcies. This
assisted the Bank to achieve profitability in the year.
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Upgrading Shenzhen Representative Office to Branch

Following the announcement of CEPA at the end of June 2003 which included
the reduction in the asset threshold requirement for Hong Kong incorporated
banks to apply for the establishment of branches in China, Dah Sing Bank,
being qualified, submitted an application to the China Banking Regulatory
Commission (“CBRC") in the second half of the year for approval to upgrade
our representative office in Shenzhen to a branch. Consent from CBRC to
commence the preparation of our Shenzhen branch was granted in February
2004. We expect that the Shenzhen branch will commence business in the near
future.

Upon the approval from CBRC, our Shenzhen branch will initially focus on
expanding and strengthening our relationships with existing commercial and
manufacturing customers operating in Shenzhen and the Pearl River Delta. We
will also seek to develop relationships with new customers, which will
predominantly be commercial and joint-venture companies operating in Southern
China.

Insurance Business

Our life assurance subsidiary Dah Sing Life Assurance Company delivered record
results in the year. Its performance was particularly encouraging after a very
difficult first half year due to SARS and the weak economy. The introduction of
a range of new products during the year, particularly endowment policies which
appealed to customers as savings products, contributed to stronger new business
growth. New sales were up 63% relative to 2002, with the strong growth
achieved in the second half year more than offsetting the weak new business
volumes in the first half.

The investment portfolio remained predominantly in fixed income investments,
although holdings of equities increased during the year. Investment performance,
driven by stable bond returns and stronger equity values, was satisfactory.

The overall trading profit, incorporating investment returns, increased significantly.
Total profit growth was however depressed by a lower embedded value increase.
The latter was caused mainly by the change in the mix of new sales with the
launch of endowment policies in the year, and a higher volume of surrenders
due to the difficult economic conditions in the first half of the year adversely
affecting the longer term persistency. The total profit from the long-term life
business amounted to HK$95.6 million, up 20% from 2002's HK$79.4 million.

As at the end of 2003, the total value of policies in force as calculated in
conjunction with the independent actuary was HK$596.1 million (2002:
HK$571.4 million).

Dah Sing Financial Holdings Limited ® Annual Report 2003
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Insurance Business (Continued)

Our 51% owned general insurance subsidiary, Dah Sing General Insurance
Company, a joint venture with Aviva (formerly CGNU), achieved a higher level
of profit in 2003 on the back of a better operating performance and stronger

investment returns.

Aggregating the results of the long-term life business, the investment results of
the surplus capital of our life subsidiary and the results of the general insurance
subsidiary, our insurance business contributed a total profit before taxation of
HK$125.6 million (2002: HK$81.1 million) to the Group, or approximately 11%
of the Group’s pre-tax profit.

Risk Management

Strengthening risk management is an area of increasing focus given our business
expansion especially related to our treasury and investment activities. Our activities
in the year included the upgrading of risk management policies and limits, further
development of our risk monitoring and control process and tools, and the
implementation of “Value at Risk” risk measurement system to track, quantify
and control our market risk exposures in the trading book. We will pursue further
enhancements in our risk management capabilities to manage and control market
risk, interest rate risk and credit risk as an ongoing development along the
direction and implementation plan of Basel Il.

The introduction of a consumer credit bureau in the year providing more
comprehensive consumer credit information is a very positive development for
the banking industry. Coupled with our more stringent retail credit underwriting
criteria including the ongoing upgrade of our consumer credit scoring model,
we believe we will be able to continue to advance our credit risk management

capabilities to support the growth of our unsecured retail lending portfolios.
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BEEEER Asset Quality
—EE=F —EBTF HE)
LAB 8B ITYR HK$ Million 2003 2002 Variance
R R ARG TR Charge for bad and doubtful debts
o FFBRAEHZH e Specific provision charge 539.6 686.0 -21.3%
o —ARUAEME (EE)/ X H e General provision (write-back)/charge (4.9) 18.1
REFEFHHEZE Total charge for the year 534.7 704.1 -24.1%
FRFHE RS Average loan balance for the year 28,033 28,707 -2.3%
FRIEHR D Specific provision rate 1.92% 2.39%
+=—A=+—8": As at 31 December:
TRBITER Non-performing loans: 433.3 469.1 -7.6%
AR Less:
[ gaak SR Specific provisions made 210.0 202.8 3.6%
BHEEMASTE Market value of security held 228.3 249.3 -8.4%
RIBEER 2 AR F A Estimated net exposures not yet provided - 17.0 N/A
TREITERLE Non-performing loan ratio 1.55% 1.67%
B RS EAE R Overdue and reschedule loan ratio 2.06% 2.03%
R B FLOBE(ER - I B IR Due to the depressed economy and outbreak of SARS in the first half year, our
KEBELEL  BREABREREAGESES retail lending portfolio was adversely affected by charge-offs brought about by
FEEAHMET EF - | HED - BRER the high level of personal bankruptcies and individual voluntary arrangements
BEENTEREXY - HEEBENEEHE as a result of a worsening unemployment. The credit quality of consumer lending
FATHFRBEATFEREERTEME significantly improved in the second half, assisted by an improving economy
BEWE o and falling unemployment.
RITT=F  PHERTEGSLHEBERE The asset quality of our commercial banking and hire purchase businesses was
BHEEBRE L TIE  REERIH /N stable in 2003 due to good cash flow performance of and stabilization in collateral
BHeEEFPHReREREBRT  HERR values maintained by most SME customers.
BEITNMERIRE -
FRLALRFTE - FENTETERELE With an improved operating environment at the end of the year, we achieved a
R_BTZ_FHMNRE further improvement in the NPL ratio relative to 2002.
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BEXRREBERE Capital and Liquidity
=7
Restated
—EE=F —ET-
EHIETE Banking Group 2003 2002
BAREM (LBESABTAIIR) Capital base (HK$ million)
— B A — Core capital 5,130 4,756
— Bt hn & A< B R TE B — Supplementary capital and deductions 1,477 1,503
MR B ERERRTR Total capital base after deductions 6,607 6,259
BAARFRLE (RELR) Capital adequacy ratio (as at year end)
— —# — Tier 1 15.8% 15.1%
— — BB & GIR#E) — Tier 1 and Tier 2 (after deductions) 20.4% 19.9%
MEVEELLE (REFHE) Liquidity ratio (average for the year) 65.9% 54.9%

FRARENEARFTRILTE—FNE - B2
MERERZREE AR DN ENK SRR
TEEGEREBRKBEE -

EERNEBEFEANERE R
WETEIL I - KRERTREFHERSD
HREEELL X -

AHNEIR

“EE=EY WRRT KRB
RITAGE - HRTDANER - £ EEIE

“FE=FEREA  EEEEARST
RO SRS HAR DS A RN B -
B E TIERERENDRAR - s
B 5 A AR

BEEMRNRE R TEEBERE  SER
THFEEBEMIRIE AT URS TP IRSE
= FRESNHERREBEER -

Our capital adequacy ratio further improved in the year. Our stronger capital
base will enable us to pursue more active business growth and asset acquisitions

under an improving operating environment.

With an increasing pool of liquid investments as we grow our debt securities
portfolios, a high level of liquidity was maintained throughout the year by our
Banking Group.

Human Resources

With the integration of the support functions of MEVAS Bank with those of Dah
Sing Bank at the beginning of 2003, we achieved a lower level of headcount
early in the year to enable us to respond to the challenges caused by the depressed
economy aggravated by SARS in the first few months in 2003. We continued
our process streamlining and resource reallocation efforts to attain higher
productivity.

With the improvement in market conditions and to support business growth,

we selectively increased our headcount over the course of the second half to
sustain our customer service quality and generate higher sales and new business.
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Human Resources (Continued)

In 2003, we continued our effort in promoting a stronger service excellence
culture throughout the organization. We organized different social, community
and staff well-being events to promote better staff relationships, social
responsibility and health awareness. We are pleased to be recognised again by
the Hong Kong Council of Social Service as one of the Hong Kong caring
employers in 2003. We are also honoured to have received recognition of our
sound people management practices and efforts made in the past few years,
and that our head of Human Resources was voted in 2003 as the “Hong Kong
HR Manager of the Year” presented by the “China Staff” magazine of CCH
Hong Kong Limited, sponsored by Watson Wyatt and a number of leading

organizations.

At the end of 2003, the total number of employees of the Group was 1,271,
down 123 from 1,394 at the end of 2002.

Information Technology

Investment in IT continued as a key resource commitment of our Group to support
product innovation, process automation, service quality improvement, risk

management, IT security and ultimately to contribute to our future profitability.

Despite the difficult operating environment especially in the first half of 2003,
we continued our efforts to upgrade our IT capabilities, infrastructure and delivery
systems whilst rationalizing some of our existing core operating platforms. We
believe our new IT investments will assist us to better understand our customers’
behaviour, and improve our capabilities and service quality. To upgrade our
business continuity plan, our IT disaster recovery readiness will be further
strengthened as we progress on improvements in relation to technology risk

management.
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