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The following information relates to the Group and is disclosed as part

of the accompanying information to the accounts and does not form

part of the audited accounts.

1. NON-ACCRUAL, OVERDUE AND RESCHEDULED LOANS

(a) The total advances on which interest is being placed in suspense

or on which interest accrual has ceased:

(Expressed in thousands of Hong Kong dollars)

% of Total % of Total
2000 Advances 1999 Advances

Gross advances 666,535 2.26 930,683 3.53

Specific provisions made (164,161) (214,660)

502,374 716,023

Market value of security held 442,714 615,355

Interest in suspense 63,019 56,645

(b) Overdue advances:

% of Total % of Total
2000 Advances 1999 Advances

Gross advances overdue for

Six months or less but over

three months 256,138 0.87 259,915 0.99

One year or less but over

six months 78,746 0.27 356,003 1.35

Over one year 264,913 0.90 209,155 0.79

599,797 2.04 825,073 3.13

The amount on which interest

is still being accrued 106,463 71,802

Market value of security held

against the secured advances 405,506 568,513

Secured overdue advances 402,331 534,386

Unsecured overdue advances 197,466 290,687

Specific provisions made 155,858 179,822
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1. NON-ACCRUAL, OVERDUE AND RESCHEDULED LOANS
(CONTINUED)

(c) Overdue advances are reconciled to non-accrual advances as

follows:

2000 1999

Advances which are overdue for more than three months 599,797 825,073

Add: advances which are overdue for three months or less

       and on which interest is being placed in suspense

       or on which interest accrual has ceased 8,425 59,129

Add: advances which are not overdue and on which

       interest is being placed in suspense or on

       which interest accrual has ceased 61,426 20,164

Add: rescheduled advances on which interest is

       being placed in suspense or on which interest

       accrual ceased 103,350 98,119

Less: advances which are overdue for more than

        three months and on which interest is still

        being accrued (106,463) (71,802)

Advances on which interest is being placed in suspense

or on which interest accrual has ceased 666,535 930,683

(d) The amount of rescheduled advances (net of those which have

been overdue for over three months and reported in Note (b)

above):

% of Total % of Total
2000 Advances 1999 Advances

Rescheduled advances 460,574 1.56 515,729 1.96

Specific provisions made 25,523 30,140

2. CAPITAL ADEQUACY AND LIQUIDITY RATIOS

2000 1999

Capital adequacy ratio 13.0% 13.0%

Adjusted capital adequacy ratio 12.9% 13.0%

Liquidity ratio 44.4% 47.5%

The capital adequacy ratio is computed in accordance with the Third

Schedule of the Banking Ordinance and on a consolidated basis as

specified by the Hong Kong Monetary Authority.
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2. CAPITAL ADEQUACY AND LIQUIDITY RATIOS (CONTINUED)

The adjusted capital adequacy ratio represents the consolidated ratio

of the Group as at 31st December. The adjusted capital adequacy ratio

of each authorized institution 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 as at 31st December.

The liquidity ratio is calculated as the simple average of each calendar

month’s average liquidity ratio for the twelve months of the financial

year for the Bank in accordance with the Fourth Schedule of the

Banking Ordinance.

3. CAPITAL BASE AFTER DEDUCTIONS

The capital base after deductions used in the calculation of the above

capital adequacy ratios as at 31st December and reported to the Hong

Kong Monetary Authority is analysed as follows:

Group 2000 1999

Core capital

Paid up ordinary share capital 800,000 800,000

Reserves 2,681,706 2,277,269

Total core capital 3,481,706 3,077,269

Supplementary capital

Reserve on revaluation of land and interests in land 232,084 238,402

Reserve on revaluation of holding of securities

not held for trading purposes (23,785) (36,257)

General provisions for doubtful debts 274,586 244,186

Total eligible supplementary capital 482,885 446,331

Total capital base before deductions 3,964,591 3,523,600

Deductions from total capital base (122,701) (117,901)

Total capital base after deductions 3,841,890 3,405,699
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4. SEGMENTAL INFORMATION

(a) By class of business based on their contributions to the Group’s

operating income net of interest expense:

2000 1999

Commercial banking 380,990 366,729

Retail banking 919,671 722,933

Hire purchase 265,884 199,911

Treasury 338,166 306,917

Others 24,983 16,475

1,929,694 1,612,965

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.

Retail banking business includes the acceptance of deposits from

individual customers and the extension of residential mortgage lending,

personal loans, overdraft and credit card services.

Hire purchase activities are lease and hire purchase services provided to

individuals and companies for equipment, vehicle and transport related

financing.

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.

Other activities include insurance agency and brokering services, and

property agency service.

(b) By geographical area:

Over 90% of the total profit before taxation and minority interests are

derived from, and over 90% of the total assets are located in Hong

Kong.



Supplementary Financial Information

Dah Sing Bank, Limited

135

4. SEGMENTAL INFORMATION (CONTINUED)

(c) Gross advances to customers by industry sector classified

according to the usage of the loan are:

2000 1999

Industrial, commercial and financial

- Property development 247,580 434,959

- Property investment 2,040,681 2,023,799

- Financial concerns 219,453 92,394

- Stockbrokers 13,245 6,442

- Wholesale and retail trade 1,303,074 1,260,029

- Manufacturing 2,099,579 1,735,885

- Transport and transport equipment 4,669,011 4,540,832

- Others 823,379 545,694

11,416,002 10,640,034

Individuals

- Loans for the purchase of flats in the Home

     Ownership Scheme, Private Sector Participation

     Scheme and Tenants Purchase Scheme 1,833,809 1,898,611

- Loans for the purchase of other residential properties 8,457,202 7,483,221

- Credit card advances 2,275,706 1,758,982

- Others 3,049,969 1,922,443

15,616,686 13,063,257

Loans for use in Hong Kong 27,032,688 23,703,291

Trade finance 1,989,595 2,167,506

Loans for use outside Hong Kong 423,734 480,391

29,446,017 26,351,188

5. MANAGEMENT OF RISKS

The Group recognises the changing nature of risk and manages it through

a well developed management structure.

Risk management is focused on the three major areas of risk – credit

risk, market risk and liquidity risk. Credit risk occurs mainly in the

Group’s credit portfolios comprising Retail secured and unsecured lending,

Commercial secured and unsecured lending, Equipment and Hire Purchase

financing and in Treasury and Financial Institutions wholesale lending

activities.

Market risk arises mainly in Treasury and Commercial Banking as a result

of investment, trading and funding activities and in Retail banking

primarily from fixed-rate loan and savings products.

Liquidity risk arises across the Group’s balance sheet.
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5. MANAGEMENT OF RISKS (CONTINUED)

(a) The risk management structure of the banking group

The Board of Directors has the broad overall responsibility for the

management of all types of risk. The responsibilities of the Board in

relation to risk control are:

• the management of risk, both financial and non-financial,

including operational and administrative control systems including,

via the Audit Committee; key results (against forecasts),

operational statistics and policy issues; and

• financial performance by analysis against approved budgets and

analysis of variations in key non-financial measures.

The Executive Committee has been delegated the authority to oversee

and guide the management of different risks which are more particularly

managed and dealt with by Group Risk and different functional

committees.

(b) The asset and liability committee (ALCO)

The ALCO established by the Board is charged with monitoring and

controlling the level of structural balance sheet risk of the Group and

managing and reporting to the Executive Committee or the Board on key

elements in the balance sheet structure. This covers, but is not limited

to, market risk, insurance risk, liquidity risk, capital utilization, funding

requirements and liquidity.

ALCO meets at least weekly and has responsibility for:

• the allocation of group balance sheet risk between individual

group businesses and operating divisions or other sections of the

group;

• the structure of the group balance sheet (within any nature of

strategy limits approved by the Board). This includes capital,

funding and the proportion of assets held by Treasury for banking

and trading purposes; and

• the approval of transactions for managing the Group balance

sheet.

In recognition of the importance of risk management to the Group,

ALCO is chaired by the Group Managing Director. Other members of ALCO

include executive directors and senior executives of the Group responsible

for different businesses, financial control and risk management. The

seniority of the members of ALCO coupled with their broad base of

knowledge and experience ensures that it has the authority to deal with

any cross functional issues that require resolution in relation to Group

balance sheet issues.
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5. MANAGEMENT OF RISKS (CONTINUED)

(c) Group risk

The independent Group Risk function is responsible for ensuring that

effective risk management 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 fully

considered in the planning and pricing process. Group Risk reviews and

approves all credit 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 policies, Group Risk takes into account

the guidelines established by the Hong Kong Monetary Authority and

the published credit ratings of counterparties. 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 enables 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 Group Risk Director, 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

continually being enhanced and upgraded to reflect the ever-changing

business needs and the requirements of the regulators.

(d) 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.
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5. MANAGEMENT OF RISKS (CONTINUED)

(e) Credit risk

The Group attaches high priority to the management of credit risk which
arises from the possibility that borrowing customers or counterparties
may default on their payment obligations due to the Group associated
with lending, treasury and derivative activities undertaken by the Group.
The Group’s business divisions each has a risk or credit committee
comprising executive directors along with other senior managers of the

respective business and Group Risk. These committees have the
responsibility for formulating and revising credit policy and procedures
under the aegis of Group Risk. The credit policies of all of the Group’s
operating divisions, which define credit extension criteria, guidelines,
credit approval, review and monitoring processes as well as a system of
loan classification and provisioning, have been reviewed during the

course of the last 12 months and revised to reflect the changing business
environment of the markets in which the Group operates.

The Group manages all types of credit risk on a prudent basis by
evaluating the credit worthiness of different types of customers and

counterparties based on assessment of business, financial, market,
industry sector and collateral information applicable to the types of
loans and counterparty dealings. Credits, where approved, are extended
within limits set for each product, customer or counterparty and are
approved by different levels of management based upon an established
authority guide. Actual credit exposures, limits and asset quality are

regularly monitored and controlled by management, the credit committees
and Group Risk. The Group’s internal auditors conduct regular reviews
and audits to ensure compliance with credit policies and procedures.

(f) Liquidity risk

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 capital adequacy
and liquidity ratios shown above, the average liquidity ratio of the
Group for the year was well above the 25% minimum ratio set by the

Banking Ordinance.

The Group’s ALCO regularly reviews the Group’s current loan and deposit
mix and changes, funding requirements and projections, and maturity
mismatch with the ongoing monitoring of the liquidity ratio. Appropriate
liquidity limits are set and sufficient liquid assets are held to ensure

that the Group can meet all short-term funding requirements.

The Group’s funding comprises mainly deposits of customers and
certificates of deposit issued. The issuance of certificates of deposit

helps lengthen the funding maturity and reduce the maturity mismatch.
Short-term interbank deposits are taken on a limited basis and the
Group is a net lender to the interbank market.
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5. MANAGEMENT OF RISKS (CONTINUED)

(g) Interest rate risk

The Group’s interest rate risk mainly arises from the funding of fixed-

rate loans by floating rate deposits. When interest rates rise, the interest

spread and net interest income will be affected as interest income

generated by the existing fixed-rate loans will not increase. 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 loans as determined by ALCO based on consideration of market

and interest rate conditions.

(h) Foreign exchange risk

The Group has very limited foreign exchange exposure as foreign exchange

positions and foreign currency balances arising from customer transactions

are normally offset against other customer transactions or transactions

with the market. The net exposure positions, both by individual currency

and in aggregate, are managed by the Treasury of the Group on a daily

basis within established foreign exchange limits.

Long-term foreign currency funding, to the extent that this is used to

fund Hong Kong dollar assets, is normally hedged using currency swaps

or forward exchange agreements to reduce the foreign exchange risk.

The following is the Group’s net foreign exchange position in individual

currency that constitutes 10% or more of the total net position in all

foreign currencies as at 31st December:

2000 1999

Equivalent in millions of Hong Kong Dollars US$ Yen US$ Yen

Spot assets 21,330 1,103 25,594 2,125

Spot liabilities (21,250) (1,125) (25,447) (2,135)

Forward purchases 24,667 1,409 22,653 2,037

Forward sales (24,123) (1,388) (22,551) (2,027)

Net long position 624 (1) 249 –

(i) Market risk management

Market risk is the risk of losses in assets, liabilities and off-balance

sheet positions arising from movements in market rates and prices.

Generally, the Group’s market risk is associated with its positions in

foreign exchange, debt securities, equity securities and derivatives in

the trading book. Most off-balance sheet derivative positions arise from

the execution of customer-related foreign exchange orders and positions

taken to hedge other elements of the trading book.

10%
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5. MANAGEMENT OF RISKS (CONTINUED)

(i) Market risk management (Continued)

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

The average daily revenue earned from the Group’s market risk related
treasury activities in 2000 was HK$246,000 (1999: HK$166,000) and the
standard deviation for such daily revenue is HK$835,000 (1999:
HK$664,000). The following are the average daily revenue and the
standard deviation for daily revenue analysed by principal dealing
activities:

Average daily revenue Standard deviation
2000 1999 2000 1999

Foreign exchange dealing 138 134 189 552
Interest rate dealing 108 33 784 325

The following histograms show the frequency of daily revenues related
to market-risk activities:
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During the year, the highest daily gain was HK$8,006,000 (1999:
HK$3,523,000) and the maximum daily loss was HK$1,945,000 (1999:
HK$1,900,000).

246,000 1999 166,000
835,000 1999 664,000

8,006,000
1999 3,523,000
1,945,000 1999 1,900,000


