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1. PRINCIPAL ACCOUNTING POLICIES
(a) Principal activities

The principal activities of the Group are the provision of banking, financial and
other related services. The principal activity of the Company is investment
holding.

(b)  Basis of preparation

The accounts have been 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 Hong Kong Institute of Certified
Public Accountants (“HKICPA").

The Company was established on 11th March 2004 as the holding company
for the banking-related subsidiaries of the ultimate holding company, Dah Sing
Financial Holdings Limited (“DSFH"). DSFH completed a group reorganisation
(the “Reorganisation”) during the year 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-related subsidiaries (which comprise Dah Sing Bank, Limited,
MEVAS Bank Limited, D.A.H. Holdings Limited and Global Courage Securities
Limited) with the Company. The Company was subsequently listed on The
Stock Exchange of Hong Kong Limited on 30th June 2004.

As part of the Reorganisation, Dah Sing Bank, Limited, which is now 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.

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.

Dah Sing Banking Group Limited
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1. PRINCIPAL ACCOUNTING POLICIES (continued)
(b) Basis of preparation (Continued)

The results and contribution under “discontinued 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.

The consolidated accounts have been prepared in accordance with the
requirements set out in the Supervisory Policy Manual entitled “Financial
Disclosure by Locally Incorporated Authorized Institutions” issued by the Hong
Kong Monetary Authority.

HKICPA has issued a number of new and revised Hong Kong Financial
Reporting Standards and Hong Kong Accounting Standards (the “new
HKFRSs"”) which are effective for accounting periods beginning on or after 1st
January 2005. The Group has not early adopted these new HKFRSs in the
accounts for the year ended 31st December 2004. The Group has already
commenced an assessment of the impact of these new HKFRSs but is not yet
in a position to state whether these new HKFRSs would have a significant
impact on its results of operations and financial position.

(c) Consolidation

The consolidated accounts include the accounts of the Company and the
Group made up to 31st December. Subsidiaries are those entities in which the
Group controls the composition of the board of directors, controls more than
half of the voting power or holds more than half of the issued share capital.
The results of subsidiaries acquired or disposed of during the year are included
in the consolidated profit and loss account from the effective date of acquisition
or up to the effective date of disposal, as appropriate.

All significant intercompany transactions and balances within the Group are
eliminated on consolidation.

The gain or loss on the disposal of a subsidiary represents the difference
between the proceeds of the sale and the Group’s share of its net assets.

Minority interests represent the interests of outside shareholders in the
operating results and net assets of subsidiaries.

In the Company’s balance sheet the investments in subsidiaries are stated at
cost less provision for impairment losses. The results of subsidiaries are
accounted for by the Company on the basis of dividends received and

receivable.

—ETFEFR 2004 Annual Report
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1.

(d)

PRINCIPAL ACCOUNTING POLICIES (Continued)

Jointly controlled entities

A joint venture is a contractual arrangement whereby the Group and other

parties undertake an economic activity which is subject to joint control and

none of the participating parties has unilateral control over the economic

activity.

The consolidated profit and loss account includes the Group’s share of the

results of jointly controlled entities for the year, and the consolidated balance

sheet includes the Group’s share of the net assets of the jointly controlled

entities.

(e)

Dah Sing Banking Group Limited

Income recognition
i) Interest income

Interest income is recognised in the profit and loss account as it accrues.
Interest accrual ceases when the loans have no prospect of eventual
recovery. Interest accrual is typically suspended if a loan is overdue for
three months except for (1) residential mortgage loans where the net
realisable value of collateral is sufficient to cover the outstanding
principal and accrued interest; and (2) loans that are restructured and
serviced in accordance with revised credit facilities.

For (1), interest accrual is suspended if a residential mortgage loan is in
arrears for more than twelve months, irrespective of the net realisable
value of the collateral. For (2), interest accrual on the restructured loans
will only be made if the relevant loans have been properly serviced in
accordance with the terms of the restructured credit facilities.

Interest accrual for credit card receivables and consumer loans managed
on a portfolio basis is suspended if the loan is overdue for three months.
Any interest previously recognised and remaining uncollected is reversed
from the profit and loss account.

i) Fees and commission income

Fees and commission income are accounted for in the period when
receivable, except for fees receivable in advance which are deferred and
recognised over the relevant period.

iii)  Dividend income

Dividend income is recognised when the right to receive payment is
established.
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1. PRINCIPAL ACCOUNTING POLICIES (continued)
(f)  Advances and other accounts

Advances and other accounts are generally reported in the balance sheet at
the principal amount outstanding net of provisions for bad and doubtful debts.
Cash rebates granted in relation to residential mortgage loans are capitalised
and amortised on a straight line basis over the prepayment penalty period not
exceeding three years.

All advances are recognised when cash is advanced to borrowers.

(g) Provisions for bad and doubtful debts

Provisions are made against specific loans and advances as and when the Credit
Committee with authority delegated by the Board of Directors have doubts on
the ultimate recoverability of principal or interest in full. Specific provisions are
made to reduce the carrying value of an asset, net of any collateral, to the
expected net realisable value based on the Credit Committee’s assessment of
the potential losses on those identified loans and advances on a case-by-case
basis. Where it is not possible to reliably estimate the loss, the Group applies
predetermined provisioning levels to the unsecured portion of loans and
advances based on the Group’s loan classification procedures.

The Group internally classifies loans and advances into five broad categories:
Pass, Special Mention, Substandard, Doubtful and Loss. The classification of
loans and advances is largely based on an assessment of the borrower’s capacity
to repay and on the degree of doubt about the collectibility of interest and / or
principal. One important indicator of collectibility is the period that payments
of interest and / or principal have been overdue.

Specific provisions ranging from 25% to 50% of the unsecured exposure of
an overdue loan classified as Substandard is made depending on the type of
loans. Further specific provisions are made if the relevant loans’ overdue period
lengthens, or if additional credit information indicates that more severe credit
deterioration requires downgrading of the loans. Full specific provision is
normally made against the outstanding unsecured exposure of an overdue
loan classified as Loss.

—ETFEFR 2004 Annual Report
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1. PRINCIPAL ACCOUNTING POLICIES (continued)
(g) Provisions for bad and doubtful debts (Continued)

In the case of unsecured personal bankruptcy loans, 100% specific provision is
made whenever bankruptcy petitions are filed against or by the borrowers
and the loan balance is immediately written off.

In addition, amounts have been set aside as a general provision for doubtful
debts. General provision is not specifically earmarked against any individual
loan and is provided based on predetermined percent of the loan book after
excluding Government guaranteed loans and cash collateralised lending.

Both specific and general provisions are deducted from “Advances and other
accounts” and “Trade bills” in the balance sheet.

When there is no realistic prospect of recovery, the outstanding debt is written
off.

(h)  Finance leases and hire purchase loans

The amounts due from finance lease and hire purchase customers are included
in “Advances to customers” and are stated at net investment. Income on
contracts determined on a fixed interest rate basis is accrued and earned using
the sum of digits method.

Commissions paid to dealers on hire purchase loans are amortised on straight
line basis mainly not exceeding three years. The amortisation charge is included
as part of net interest income in line with the market practice.

(i)  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.

(j) Translation of foreign currencies

Transactions in foreign currencies are translated at exchange rates ruling at
the transaction dates. Monetary assets and liabilities denominated in foreign
currencies at the balance sheet date are translated at the rates of exchange
ruling at the balance sheet date. All exchange differences are dealt with in the
profit and loss account.

Dah Sing Banking Group Limited
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1. PRINCIPAL ACCOUNTING POLICIES (continued)
() Translation of foreign currencies (Continued)

The balance sheet of subsidiaries expressed in foreign currencies are translated
at the rates of exchange ruling at the balance sheet date whilst the profit and
loss account is translated at an average rate for the period. Exchange

differences are dealt with as a movement in reserves.

(k) Deferred taxation

Deferred taxation is recognised in full, using the liability method, on temporary
differences arising between the tax bases of assets and liabilities and their
carrying amounts in the accounts. Taxation rates enacted or substantively
enacted by the balance sheet date are used to determine deferred taxation.

Deferred tax assets are recognised to the extent that it is probable that future
taxable profit will be available against which the temporary differences can be
utilised.

()  Fixed assets
i) Premises

Premises are stated at cost or valuation less accumulated impairment
losses and depreciation calculated to write off the assets over their
estimated useful lives on a straight line basis as follows:

- Leasehold land is depreciated over the remaining period of the
lease or up to 30th June 2047 whichever is shorter.

- Buildings are depreciated over a total estimated useful life of 50
years. On revaluation, the revalued amount is depreciated on a
straight line basis over the remaining portion of the useful life.

Premises are valued as necessary at fair value, and in any case at intervals
of not more than three years by independent professional valuers. The
valuations are on an open market value basis related to individual
properties. The valuations are incorporated in the annual accounts.
Increases in valuation are credited to the “Premises revaluation reserve”.
However, a revaluation increase is recognised as income only to the
extent that it reverses a revaluation decrease of the same asset previously
recognised as an expense. Decreases are first set off against increases
on previous valuations of the same asset and thereafter are debited to
the profit and loss account. Upon disposal of the premises, the relevant
portion of the revaluation reserve realised in respect of previous
valuations is released and transferred from the “Premises revaluation
reserve” to “Retained earnings”.

—ETFEFR 2004 Annual Report
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1.  PRINCIPAL ACCOUNTING POLICIES (Continued)

(I)  Fixed assets (Continued)
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Dah Sing Banking Group Limited

ii)  Investment properties

Investment properties are interests in land and buildings in respect of
which construction work and development have been completed and
which are held for their investment potential, any rental income being
negotiated at arm’s length.

Investment properties held on leases with unexpired periods greater than
20 years are valued annually by independent professional valuers. The
valuations are on an open market value basis related to individual
properties and separate values are not attributed to land and buildings.
The valuations are incorporated in the annual accounts. Increases in
valuation are credited to the “Investment properties revaluation reserve”.
Decreases in valuation are first set off against increases on previous
valuations on a portfolio basis and thereafter are debited to the profit
and loss account. Any subsequent increases in valuation are credited to
the profit and loss account to the extent of the deficit previously charged.

Investment properties held on leases with unexpired periods of 20 years
or less are depreciated over the remaining portion of the leases.

Upon the disposal of an investment property, the relevant portion of the
revaluation reserve realised in respect of previous valuations is released
from the “Investment properties revaluation reserve” to the profit and
loss account.

iii)  Furniture, fixtures, equipment and motor vehicles

Furniture, fixtures, equipment and motor vehicles are stated at cost less
accumulated impairment losses and depreciation calculated to write off
the assets on a straight line basis over their estimated useful lives, which
are generally between 5 and 10 years.
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(m)

PRINCIPAL ACCOUNTING POLICIES (continued)
Fixed assets (Continued)
iv)  Impairment and gain or loss on sale

At each balance sheet date, both internal and external sources of
information are considered to assess whether there is any indication
that the book value of premises, furniture, fixtures, equipment and
motor vehicles are impaired. If any such indication exists, the recoverable
amount of the asset is estimated and where relevant, an impairment
loss is recognised to reduce the carrying cost of the asset to its
recoverable amount. Such impairment losses are recognised in the profit
and loss account except where the asset is carried at valuation and the
impairment loss does not exceed the revaluation surplus for that same
asset, in which case it is treated as a revaluation decrease.

The gain or loss on disposal of a fixed asset other than investment
properties is the difference between the net sales proceeds and the
carrying amount of the relevant asset, and is recognised in the profit
and loss account. Any revaluation reserve balance remaining attributable
to the relevant asset is transferred to retained earnings and is shown as

a movement in reserves.

Investment in securities
i) Held-to-maturity securities

Held-to-maturity securities are dated debt securities which the Group
has the expressed intention and ability to hold to maturity. These
securities are stated at cost adjusted for the amortisation of premiums
or discounts arising on acquisition over the periods to maturity, less
provision for diminution in their value other than temporary. Provisions
are made for the amount of the carrying value which the Group does
not expect to recover and are recognised as an expense in the profit and
loss account as they arise.

The amortisation of premiums or discounts arising on acquisition of
dated debt securities is included as part of interest income. Profits or
losses on realisation of held-to-maturity securities are accounted for in
the profit and loss account as they arise.

—ETFEFR 2004 Annual Report

49



AR B B &

Notes to the Accounts

50

RIRTEBEFRAA

(LE# T T3 7)

FESHBEE @

B) EFRE (@)

Z) FFEERZENEZS

FEEERENEF RAEERHER
BT RGN MBAZES » HLEFE
HFRATEAR - ATEDERD TS
LEREBEZEFNZHHE - BED
BRI ETRES ARV ERBBRR
AR XIS SR EIG
WEMG - EEAGNER A FE
HERHEELRERNEREA - HE
FIEEBERENES O s EaEh
EMERRFRARAECEZE i
EERERNBRRA -

R) FEFEERBENES

FREEERENESRRBEERY
BERG2EBES (TE2REREE
RITEGPIEOMRIREZ REEE
&) - REMIEFERBERE 2EH
HEESERESINREES 2 - JF
FIEEERENESUATEREESR
BERAIIEE - A FEEREHIZ LG
BEBZEFHNRZME - BEETNER
HIF LTRSS - HRAFEREBMER
BEHFZRHIERES BB IG 2 RE
RIABEABPE BRI HINTEIER
&t e

FEFHEEBERENESF A TEZEHE
[REEMREE TR BEEA@RES
HESWAERBERL - RS
HEIE - BIHEMR SRR REEME
FEREEZEE  ERERARESH
M EIZERE el ERalk
A o

(Expressed in thousands of Hong Kong dollars)

(m)

Dah Sing Banking Group Limited

PRINCIPAL ACCOUNTING POLICIES (continued)
Investment in securities (Continued)
ii)  Trading securities

Trading securities are securities which are acquired for the purpose of
generating a profit from short-term fluctuations in price and are stated
at fair value. Fair value represents the quoted market price for securities
that are actively traded in a liquid market. For securities which are not
actively traded or are unlisted, fair value is estimated by seeking
quotations from unrelated financial institutions actively dealing in the
securities. Changes in the fair value of trading securities are recognised
in the profit and loss account as they arise. Profits and losses on disposal
of trading securities, representing the difference between the net sales
proceeds and the carrying amounts, are recognised in the profit and
loss account as they arise.

iii)  Non-trading securities

Non-trading securities include debt securities held for liquidity purposes
which are held primarily to maintain the liquidity ratio as defined in the
Fourth Schedule of the Hong Kong Banking Ordinance and other debt
and equity securities and interests in investment funds which are not
held for trading purposes. Non-trading securities are stated at fair value
on the balance sheet. Fair value represents the quoted market price for
securities that are actively traded in a liquid market. For securities which
are not actively traded or are unlisted, fair value is estimated by seeking
quotations from unrelated financial institutions actively dealing in the
securities or by way of various pricing techniques generated internally

or from external sources.

Changes in the fair value of non-trading securities are recognised in the
“Investment revaluation reserve” until the security is sold or determined
to be impaired, at which time the cumulative gain or loss representing
the difference between the net sales proceeds or the expected
recoverable amount and the carrying amount of the relevant security,
together with any surplus / deficit transferred from the investment
revaluation reserve, is included in the profit and loss account.
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(Expressed in thousands of Hong Kong dollars)

1. PRINCIPAL ACCOUNTING POLICIES (continued)
(n) Operating leases

Leases where substantially all of the rewards and risks of ownership of the
assets remain with the leasing company are accounted for as operating leases.
Rentals applicable to such operating leases net of any incentives received from
the lessor are charged to the profit and loss account on a straight line basis
over the lease term.

Where the Group is the lessor, the assets subject to the lease are included in
fixed assets in the balance sheet. They are depreciated over their expected
useful lives on a basis consistent with similar owned fixed assets. Rental income
from operating leases is recognised on a straight line basis over the lease term.
Initial direct costs incurred specifically to earn revenue from an operating lease
are recognised as an expense in the profit and loss account in the period in
which they are incurred.

(o) Off-balance sheet financial instruments

Off-balance sheet financial instruments arise from futures, forward, swap and
option transactions undertaken by the Group in the foreign exchange, equity,
interest rate and other markets.

Accounting for these instruments is dependent upon the purpose for which
the transactions are undertaken.

Transactions undertaken for trading purposes are re-measured to their fair
value. Fair values are obtained periodically from various sources, including
quoted market prices, discounted cash flow models and option pricing models
as appropriate. The gains and losses arising from trading in foreign exchange
instruments are recognised in the profit and loss account as “Net gain / (loss)
from foreign exchange trading”. The gains and losses arising from trading in
interest rate and other financial instruments are recognised in the profit and
loss account and included as part of other operating income. The major
methods and assumptions used by the Group in estimating the fair value of
trading derivatives are set out in note 37(c) to the accounts.

Unrealised gains on transactions which are marked to market are included in
“Advances and other accounts” in the balance sheet. Unrealised losses on
transactions which are marked to market are included in “Other accounts and

accruals”.
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(Expressed in thousands of Hong Kong dollars)

1. PRINCIPAL ACCOUNTING POLICIES (continued)
(o) Off-balance sheet financial instruments (Continued)

On the date a derivative contract is entered into, the Group may designate
certain derivative transactions as hedges. Derivatives are classified as a hedge
when a formal linkage between the hedging instruments and the hedged items
is clearly identified and documented at the inception of the hedging
transactions. The risk mitigation effectiveness of the hedging instruments is
reviewed by the Group Risk Division and is monitored on an on-going basis.
Transactions designated as hedges are valued on an equivalent basis to the
assets, liabilities or net positions that they are hedging. Any profit or loss is
recognised on the same basis as that arising from the related assets, liabilities
or net positions.

If the derivative transaction no longer meets the criteria for a hedge set out
above, the derivative is deemed to be held for trading purposes and is
accounted for as set out above.

Derivative transactions are offset only when the Group has the ability to insist
on net settlement such as by means of entering into a master netting
agreement or other legally enforceable arrangements. Any right to insist on a
net settlement that is contingent is only taken into account when the Group is
able to enforce net settlement in all situations of default by the other party or
parties including insolvency of any parties to the contract, and the ability to
insist on a net settlement is assured beyond doubt.

Derivative transactions are not offset unless the related settlement currencies
are the same, or are denominated in freely convertible currencies for which

guoted exchange rates are available in an active market.

(p) Provisions

Provisions are recognised when the Group has a present legal or constructive
obligation which, as a result of past events, makes it probable that an outflow
of resources will be required to settle the obligation, and a reliable estimate of
the amount can be made.

The Group provides for costs related to restructuring of the Group’s operations
which are subject to detailed formal plans that are under implementation or
have been communicated to those affected by the plans. Restructuring
provisions mainly comprise employee termination payments. Provision is made
when it is probable that an outflow of economic benefits will arise and the
amounts can be reliably estimated.
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(Expressed in thousands of Hong Kong dollars)

(q)

PRINCIPAL ACCOUNTING POLICIES (continued)
Employee benefits
i) Employee leave entitlements

Employee entitlements to annual leave and long service leave are
recognised when they accrue to employees. An accrual is made for the
estimated liability for annual leave and long service leave as a result of
services rendered by employees up to the balance sheet date.

ii)  Bonus plans

Liabilities for bonus plans due wholly within twelve months after the
balance sheet date are recognised when the Group has a present or
constructive obligation as a result of services rendered by employees
and a reliable estimate of the obligation can be made.

iii)  Pension obligations

The Group offers a mandatory provident fund scheme and a number of
defined contribution plans, the assets of which are generally held in
separate trustee-administered funds. These pension plans are generally
funded by payments from employees and by the relevant Group

companies.

The Group’s contributions to the mandatory provident fund schemes
and defined contribution retirement schemes are expensed as incurred.
Other than mandatory provident fund contribution, the Group’s
contributions may be reduced by contributions forfeited by those

employees who leave prior to vesting fully in the contributions.

iv)  Equity compensation benefits

Share options of the Company and the ultimate holding company are
granted to directors and senior executives under the Share Option
Scheme of the Company and the Executive Share Option Scheme of the
ultimate holding company.

Equity compensation benefits resulting from the issue of share options
to the Group’s employees at less than the fair value at which those
instruments would be issued to a third party are not recognised in the
Group's accounts.
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(Expressed in thousands of Hong Kong dollars)

1. PRINCIPAL ACCOUNTING POLICIES (continued)
(r)  Contingent liabilities and contingent assets

A contingent liability is a possible obligation that arises from past events and
whose existence will only be confirmed by the occurrence or non-occurrence
of one or more uncertain future events not wholly within the control of the
Group. It can also be a present obligation arising from past events that is not
recognised because it is not probable that an outflow of economic resources
will be required or the amount of obligation cannot be measured reliably.

A contingent liability is not recognised but is disclosed in the notes to the
accounts. When a change in the probability of an outflow occurs so that
outflow is probable, it will then be recognised as a provision.

A contingent asset is a possible asset that arises from past events and whose
existence will be confirmed only by the occurrence or non-occurrence of one

or more uncertain events not wholly within the control of the Group.

A contingent asset is not recognised but is disclosed in the notes to the
accounts when an inflow of economic benefits is probable. When such inflow
is virtually certain, an asset is recognised.

(s) Segment reporting

In accordance with the Group’s internal financial reporting policy, the Group
has determined that business segments be presented as the primary reporting
format. Over 90% of the Group’s revenues and assets are originated from
business decisions and operations based in Hong Kong.

(t)  Cash and cash equivalents

For the purposes of the consolidated cash flow statement, cash and cash
equivalents comprise treasury bills held for trading purposes and balances with
less than three months’ maturity from the date of acquisition including cash,
balances with banks and other financial institutions, treasury bills and
certificates of deposit.
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(LBBFTlz3)T) (Expressed in thousands of Hong Kong dollars)
— - MEWA 2. INTEREST INCOME
2004 2003
EWIRER WA Interest income on listed investments 162,749 214,443
JEEMZEF WA Interest income on unlisted investments 395,323 411,358
H A A Other interest income 1,670,334 1,730,155
2,228,406 2,355,956
= HiZEERA 3. OTHER OPERATING INCOME
2004 2003
R E RAE KA Fees and commission income 473,187 467,583
BE RS EREEI T Less: Fees and commission expense (56,524) (49,976)
FREERASWA Net fees and commission income 416,663 417,607
HNEE B B F W Net gain from foreign exchange trading 73,490 26,028
FIEEERENES RITETAF Net (loss) / gain from trading securities
(E518) / Wz and derivatives (4,462) 56,317
ERELRE ZRBEWA Dividend income from investments in securities
EWEE Listed investments 4,238 162
JELEMIRE Unlisted investments 15,858 9,738
BEYHE 2SR A B Gross rental income from investment properties 10,802 11,900
HaHES WA Other rental income 5,689 5,417
Hh Others 9,660 7,085
531,938 534,254
g~ EERH 4. OPERATING EXPENSES
2004 2003
ASER(BREEEWS) WER) Staff costs (including directors’
remuneration) (Note 5) 471,124 441,682
TEREMETEEE Premises and other fixed assets
TEZHES® Rental of premises 33,340 44,100
Hith Others 53,810 54,944
wE EETR) Depreciation (Note 25) 63,153 63,009
1% LD B Auditors’ remuneration 2,625 2,225
Hth & H Other operating expenses 178,194 175,127
802,246 781,087

REBHVATEZEASEREOETE=2K
Frifgmz s

Rental of premises under operating leases is stated net of rental income

received from sub-lease agreements with third parties.
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(LBBFTlz3)T) (Expressed in thousands of Hong Kong dollars)
B ASEA 5. STAFF COSTS
2004 2003
FHEEMAEER Salaries and other costs 444,258 418,825
BRI —REERETE ) Pension costs - defined
contribution plans (Note 10) 26,866 22,857
471,124 441,682

AR RBAER & R R R R ZITERA
SRS (Fﬁ%ﬁimﬂaﬂﬁﬂgﬂiﬂj IRES

RAEE 2 BRITBA BRI 2B -
RERNTES 2B AR5 M E
H, o

RNER - —h7 (2003 : WAL RAATTRA BITE
& HM 1 (2003 : 731) FIEREE A ¥ € §125,000
[% (2003 : 200,000/%) A& 17 HY SR AL HE o KR K
e mRRERT SR T 2 BIEE - RETSR
RETNREBERERD - ZERBEARRET
FERAATCRBRMNERKMELELRTRE
B2 E - X485 A712,0007% 7t (2003 :
2,130,000% 7T) 3 B B IETE LA £ 2 B J2 E A
AFEAAN -

RZZZEWF+ZA=+—0  —afkTH
ABEZZTENF+—AZ+HBEE TR
% 7N A §]250,0000% f& 0 B R IR 1 ] 55— i =
BITBABE_TENF+—AZTHARE
AN ARETEERTARBEATEH
250,000/% i 17 HYZR K #E - (DARETTEE « AR
RIRARF @R RIRAEF NER T HRET 258
—Z2EZXEE B MR T EEEEITE - MaZ
ERRE2TEBED B AETR16.70% T K&
64.0087T - RZEZ=F+_A=+—8H"
EETBRABE_ZESFNA=AERT
A SR8 K3 5R25,0000% i1 M R RE 4 - Ik
BT - WERRBEEEANFARITE - 2
REE B £t 2 712,000 7T ©

Share-based compensation through the Company’s Share Option Scheme and
the Executive Share Option Scheme of the ultimate holding company, DSFH
(the "DSFH Scheme"”) is available to Directors and senior executives of the
Group. Details of the share-based compensation paid to Directors in the year
are disclosed in Note 9 below.

A total of 2 (2003: 6) options to subscribe for 25,000 (2003: 200,000) shares
of DSFH were exercised by one (2003: two) senior executive in the year. Instead
of allotting new shares, DSFH exercised its discretion as allowed under the
DSFH Scheme by making a cash payment in lieu of the required share allotment.
The cash payments were determined based on the difference between the
closing market price of DSFH's shares upon exercise of the options and the
predetermined exercise price of the option shares. The total payment amounted
to HK$712,000 (2003: HK$2,130,000) and is included in the above as salaries
and other costs.

As at 31st December 2004, options to purchase 250,000 shares of the
Company granted to one senior executive and options to purchase 250,000
shares of DSFH granted under the DSFH Scheme to another senior executive
on 25th November 2004 remained outstanding. The Company’s and the DSFH
options are exercisable in varying amounts between the first and sixth
anniversaries of the date of grant and have an exercise price of HK$16.70 per
share and HK$64.00 per share respectively. As at 31st December 2003, options
to purchase 25,000 shares of DSFH granted to one senior executive on 3rd
April 2000 remained outstanding. These options had been exercised during
the year, resulting in the payment of HK$712,000 stated above.

BeaMezhAL : The emoluments of the five highest paid individuals:
(FF) BY2#E=t (i)  The aggregate emoluments
2004 2003
e EBE - BEYMzmREMER Salaries, housing, benefits in kind
and other allowances 41,929 41,868
RIKSBA Pensions 1,040 1,237
42,969 43,105

RIRTEEFRAA
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(Expressed in thousands of Hong Kong dollars)

5. STAFF COSTS (Continued)

(i)  The numbers of the five highest paid individuals whose
emoluments fell within the following bands were:

A
Number of individuals

BT HKS 2004 2003
4,500,001 - 5,000,000 1 -
5,000,001 - 5,500,000 1 3
6,000,001 - 6,500,000 1 =
6,500,001 - 7,000,000 1 -~
10,500,001 - 11,000,000 - 1
16,500,001 - 17,000,000 - 1
19,500,001 - 20,000,000 1 -
5 5

EAfuGEasMEWAZALTAR A=
(2003 : =fu) REEE=E - HABANESHE
EREEMEAA -

RER » AEBWEREMNAUKSRAAL
SANBE - ERIASINEASEE 2 2E R

Included in the emoluments of the five highest paid individuals were the
emoluments of three (2003: three) Directors. Their respective Directors’
emoluments have been included in Note 9 below.

No emoluments were paid by the Group to any of the five highest paid
individuals as an inducement to join or upon joining the Group or as
compensation for loss of office during the year.

6. CHARGE FOR BAD AND DOUBTFUL DEBTS

2004 2003
R 224 5 Specific provisions charged
— FIE — New provisions 320,290 609,598
— [o] 4 - Releases (86,182) (27,862)
— [ — Recoveries (68,133) (42,119)
165,975 539,617
—RREE S H/(BE) General provisions charged / (written back)
—RHECEER — Continuing operations 42,771 (4,865)
— BRI EET — Discontinued operation 9 2
42,780 (4,863)
BaEERFE =) Net charge to profit and loss account (Note 20) 208,755 534,754

“TTNEFR 2004 Annual Report

57



AR B B &

Notes to the Accounts

58

(LE# T T3 7)

t BEEEEEMRUEEEEE
B/ (B18)

(Expressed in thousands of Hong Kong dollars)

7. NET GAIN / (LOSS) ON REVALUATION AND
DISPOSAL OF FIXED ASSETS

2004 2003

®E Y S LR ER B CRE) Deficit write-back / (deficit) on revaluation
of investment properties 49,839 (19,022)
ITEEMRE Deficit on revaluation of premises = (45,187)
HERE N Gain on disposal of investment properties - 590
A [E F & E E R Loss on disposal of other fixed assets (474) (860)
49,365 (64,479)

N EHEAR 8. REORGANISATION COSTS

ERERREEAMELRARRINENER
2R

Reorganisation costs represent direct expenditure arising from the Reorganisation
shared by the Company:

2004 2003
BRI 2 ENEEE Stamp duty on transfers of shares 5,826 =
FREREXEERER Legal and professional fees 2,480 -
H Others 657 =
8,963 -
h EEME 9. DIRECTORS’ EMOLUMENTS
2004 2003
MITRIENITES - Executive and non-executive directors:
ik Fees 200 200

e BE - BEMNSREMER
BKEREF

N EEEME BERBYIENTESIN2iE
4100,0007% 7T (2003 : 100,000 7T) °

NEFA - WAz (2003 : WA BEITES LG
(2003 : W 13) A] RHE K ¥ & 5218,7500%
(2003 : 256,250/%) A& 1) B SRARAE AR AT
SRR B T 2 BIERE - RIS RNUE
SENIREBMERD - ZEFEARRETE
EHRHEmROEREMEBEARERER
2w {8 o ¥ #2% /6,800,000/% 7T (2003 :
4,464,000 70) WE BEEN L2 EYF &
ﬁq °

RIRTEEFRAA

Salaries, housing, benefits in kind

and other allowances 40,270 33,301
Pensions 1,118 1,081
41,588 34,582

Included in the above directors’ emoluments are fees amounting to
HK$100,000 (2003: HK$100,000) paid and payable to independent non-

executive directors.

A total of 2 (2003: 4) options to subscribe for 218,750 (2003: 256,250)
shares of DSFH were exercised by two (2003: two) Directors in the year.
Instead of allotting new shares, DSFH exercised its discretion as allowed
under the DSFH Scheme by making a cash payment in lieu of the required
share allotment. The cash payments were determined based on the
difference between the closing market price of DSFH's shares upon exercise
of the options and the predetermined exercise price of the option shares.
The total payment amounted to HK$6,800,000 (2003: HK$4,464,000) and
is included in the above as benefits in kind.
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(Expressed in thousands of Hong Kong dollars)

9. DIRECTORS' EMOLUMENTS (Continued)

As at 31st December 2004, options to purchase 250,000 shares of the
Company granted to one Director and options to purchase 1,650,000 shares
of DSFH granted under the DSFH Scheme to three Directors on 25th November
2004 remained outstanding. The Company’s and the DSFH options are
exercisable in varying amounts between the first and sixth anniversaries of the
date of grant and have an exercise price of HK$16.70 per share and HK$64.00
per share respectively. As at 31st December 2003, options to purchase 218,750
shares of DSFH granted to two Directors on 3rd April 2000 remained
outstanding. These options had been exercised during the year, resulting in
the payment of HK$6,800,000 stated above.

The emoluments of the directors fell within the following bands:

BEEAHY
Number of Directors
BT HKS 2004 2003
# Nil - 1,000,000 5 4
1,000,001 - 1,500,000 1 1
2,000,001 - 2,500,000 - 1
2,500,001 - 3,000,000 1 -
3,500,001 - 4,000,000 -
4,000,001 - 4,500,000 1 -
5,000,001 - 5,500,000 - 2
6,000,001 - 6,500,000 1 -
6,500,001 - 7,000,000 1 -
16,500,001 - 17,000,000 - 1
19,500,001 - 20,000,000 1 -
11 10

LWESMERREAFEAEBERESME Z =11
(2003 : =fir) AL

RER  AEBETERAEMNEENIE - 1F
AMAKIBAREE 2 BENBERAE -

The above analysis includes the three (2003: three) individuals whose
emoluments were the highest in the Group for the year.

During the year, no emoluments were paid by the Group to any of the Directors
as an inducement to join or upon joining the Group or as compensation for
loss of office.
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T BAEXH

BERBHME ARS8 REA R E HFURIK
AENEFINTFREAFASZCAETR ° &2
ABERAZRRE T H AR EE S REHK
BANFTEIZHR (HFER) -

N4 R FE S R 30A 511,217,000/% 7T (2003 -
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(Expressed in thousands of Hong Kong dollars)

10. PENSION COSTS

Employer’s contributions to the mandatory provident fund scheme and a
number of defined contribution plans are made at rates ranging from 5% to
15% of employees’ monthly salaries. The pension costs charged to the profit
and loss account represent contributions paid and payable by the Group to
defined contribution retirement schemes (Note 5).

Contributions totalling HK$ 1,217,000 (2003: HK$1,125,000) were payable to
the schemes at the year end and are included in “Other accounts and accruals”.
Forfeited contributions totalling 3,371,000 (2003: HK$6,094,000) were utilised
during the year. No unutilised forfeited contributions were available at the
year end (2003: Nil) to reduce future contributions.

11. TAXATION

Hong Kong profits tax has been calculated at the rate of 17.5% (2003:17.5%)
on the estimated assessable profit for the year. Taxation on overseas profits
has been calculated on the estimated assessable profit for the year 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 at the rates of taxation prevailing in the countries in which the
Group operates. A deferred tax asset on tax losses 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 amount of taxation charged to the consolidated profit and loss account

represents:
2004 2003
REFRIE Current taxation:
B NG Hong Kong profits tax
—RHECEER — Continuing operations 187,120 149,821
— BRI IRE TS — Discontinued operation 47 18

HABREZABENEHER

BB EMH

BN

REFERBERE
EER A (Pt /\)
—HEREREENELRER

—Bidk LA 8

RIRTEEFRAA

Attributable share of estimated Hong Kong profits
tax losses arising from investments

in partnerships (80,741) (69,591)

106,426 80,248

Investments in partnerships written off 59,490 53,287

165,916 133,535

Overseas taxation 407 1,005

Over-provision in prior years (17,503) (6)

Deferred taxation (Note 28)

— relating to the origination and reversal

of temporary differences (12,294) (7,619)

—resulting from an increase in tax rate - (4,139)

136,526 122,776
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AEBRENETEAREELELTIEERE
BA - WEABEENRXBLETELTHR
BIRHEE - AEBERLEFABLEND®RS
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REBRRAIABEABRT Z[RHEERRHE
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a8z RSN o

E_TTWFE  RMEEERRIREELZS
SR FEN R QLT RS7,979,000% T
(2003 : 89,319,000 7T) - RZZTEZTWF =
A=+—H ZS&¥CENBREERABES
7l 7% 440,214,0007% 7T K& 557,001,000/ 7T
(2003 : 442,102,000/% 7T % 501,207,000

JT) °

AEBBRFANGN 2 HBEHNEREBER
T/El'z—v—n-l— ZEEHHE%(E;ZDT

(Expressed in thousands of Hong Kong dollars)

11. TAXATION (Continued)

The Group has invested in certain partnerships generating tax deductible losses
through their business operation. The Group is the majority general partner of
these partnerships. The Group’s return from the partnerships are tax benefits
in the form of a share of tax losses of the partnerships. The Group’s investments
in these partnerships are recorded at cost and included as part of “Advances
and other accounts” in the balance sheet and are written off in the same year
as the taxation benefits resulting from those investments are received and
utilised.

In 2004, the amount of investments in the equity of these partnerships prior
to write-off to the profit and loss account was HK$57,979,000 (2003:
HK$89,319,000). The total assets and liabilities of the partnerships as at 31st
December 2004 were HK$440,214,000 and HK$557,001,000 respectively
(2003: HK$442,102,000 and HK$501,207,000 respectively).

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
% 50 Bl g A Profit before taxation 1,258,874 1,005,482

AL 17.5% (2003 : 17.5%) 5t & Calculated at a taxation rate of 17.5%
(2003: 17.5%) 220,303 175,959

HIBEERER Tax effect of:

HEMERz TR E Different taxation rates in other countries (1,610) (1,228)
EEEB WA Income not subject to taxation (55,604) (58,862)
TREVEB IR A 2 Expenses not deductible for taxation purposes 21,238 20,738
RER 2 HISEE Tax losses not recognised 899 45

ERRTEBARER 2 REEE
BREBHEBECEEHRIEELE

MR £ 5l Bz VIR IE R IR
BEFEE N
REFERBERE
BRRERED R
EHABREMFTEENEHER

ABREA M
BIR
= BRERELR

PR ARAEREAZBREEWGSF E
218,502,000/ 7t (2003 : #) o

Utilisation of previously unrecognised tax losses (2,489) (407)
Recognition of deferred tax assets

on accumulated tax losses (10,346) -
Increase in opening net deferred tax assets

resulting from an increase in tax rates - (4,139)
Over-provision in prior years (17,503) (6)

Terminal return on investments in partnerships 2,889 6,980
Attributable share of estimated Hong Kong profits
tax losses arising from investments

in partnerships (80,741) (69,591)
Investments in partnerships written off 59,490 53,287
Taxation charge 136,526 122,776

12. PROFIT ATTRIBUTABLE TO SHAREHOLDERS

The profit attributable to shareholders is dealt with in the accounts of the
Company to the extent of HK$218,502,000 (2003: HK$ Nil).
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(LBBFTlz3)T) (Expressed in thousands of Hong Kong dollars)
+=- RBRE 13. DIVIDENDS
2004
EIRFERE - §&0.23%8 T Interim, paid, of HK$0.23 per share 211,561
—EERF=ZA+RBEBRRRAKE Final, proposed on 15th March 2005
F80.38%F T of HK$0.38 per share 349,536
561,097

T SREXARBERF

ANTAMBRE HREERD - RZTTWF
—A+—HKY - RZEZEWFA+=H"
EBRBATSRSIRTESBRBAME AR
w28 - AARIEE1T809,899,9980% 15 F
AFeE - RZZTTWFEANA=1+AH " E=K
RARNPAREEREHE RSP LR
AR F)ZE4TEEYN00,100,0008% 10 « KT
FLA+IA ARRREBER RS 2IE[T
BRI ARE -+ 551M979,830,827/% 1) °

RIBFIIRA 2 0% - (ERFTEEBREAR
ZHE  ARRBEEAEREFAZEE LT
Bl  BEEEHER2HEMNEE &7
809,900,000/% i 17 - BEE ETH1& - ANATIRG
422 919,830,827 /% °

BRERBNIZREAF1,119,665,0007% 7T
(2003 : 879,826,000 L) R F NE 1T H
hn # ¥ 5 # 864,955,7850% (2003 :
809,900,0000%) 5T & -

TRYEEE 2 F TR R 2 F1,119,665,00078 7T &

FRNE BT Nk 59£0865,220,126A% 0 Bt
FEBESHEN LB TARAENE -

RIRTEEFRAA

14. BASIC AND DILUTED EARNINGS PER SHARE

The Company was incorporated on 11th March 2004 with two fully paid
subscriber’s shares. On 12th June 2004, the Company issued a further
809,899,998 shares to DSFH as consideration for the acquisition of the latter’s
interest in various banking-related subsidiaries. On 30th June 2004, the
Company issued an additional 100,100,000 shares upon completion of its
initial public offering and listing on the Stock Exchange. On 19th July 2004,
the Company issued a further 9,830,827 shares pursuant to the exercise of
the over-allotment option by the international placing underwriters.

For the purpose of the calculation of earnings per share, on the basis of the
merger accounting method adopted, the Company is considered as if it had
the reported profit accrued to it, and had 809,900,000 shares in issue
throughout the reporting years up to the date immediately before listing, after
which its total number of shares was increased to 919,830,827.

Basic earnings per share is therefore calculated based on earnings of
HK$1,119,665,000 (2003: HK$879,826,000) and the weighted average
number of 864,955,785 (2003: 809,900,000) shares in issue during the year.

The calculation of diluted earnings per share is based on earnings of
HK$1,119,665,000 and the weighted average number of 865,220,126 shares
in issue during the year after adjusting for the effect of all dilutive potential
ordinary shares.

Dah Sing Banking Group Limited
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(LBBFTlz3)T) (Expressed in thousands of Hong Kong dollars)
TH- - REREHES 15. CASH AND SHORT-TERM FUNDS
£5 Group 2004 2003
Re RERITREAM S BEE 5 Cash and balances with banks and

other financial institutions 1,426,432 595,685
BAREHER Money at call and short notice 7,567,931 4,996,907
BEES (BIEINEESFR) (FTsEHm) Treasury bills (including Exchange

Fund Bills) (Note 34) 5,103,423 5,390,931

14,097,786 10,983,523

R-BENE+-_A=+—BR-_BEZT=F1+
— At BEANBEEGSFERPREFE
TREBES o

FAEZBEBESSTAT :

Treasury bills held as at 31st December 2004 and 31st December 2003

represented debt securities issued by central governments.

An analysis of treasury bills held is as follows:

RIEEERBRMNES RATE Trading securities, at fair value
—JELET — Unlisted 3,610,361 1,391,323
FERFEEERAENES HATE Non-trading securities, at fair value
—3FELET™ — Unlisted 1,493,062 3,999,608
5,103,423 5,390,931
TR BEZEE 16. TRADE BILLS
£5 Group 2004 2003
EEES Trade bills 568,859 744,998
—MIER R REEE (=) General provisions for bad
and doubtful debts (Note 20) (5,689) (7,450)
563,170 737,548
Tt BFENERE 17. CERTIFICATES OF DEPOSIT HELD
£5 Group 2004 2003
FEREEERENES - BAFE (HEEAm) Non-trading securities, at fair value (Note 34)
— BB T — Listed outside Hong Kong 195,744 =
—JET — Unlisted = 204,400
195,744 204,400

—TTmETH
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(LE# T T3 7)

TN HEEERAENES

(Expressed in thousands of Hong Kong dollars)

18. TRADING SECURITIES

£H Group 2004 2003
BAFE At fair value:
BEEES (BaEHm) Debt securities (Note 34)
—BELE™ — Listed in Hong Kong 2,223,602 2,173,363
—JLEm™m — Unlisted 344,568 613,968
2,568,170 2,787,331
w1t 5 Equity securities
—BEL™ — Listed in Hong Kong - 1,883
2,568,170 2,789,214
BIEBEERARMBEFREITEBAR ST © Trading securities are analysed by issuer as follows:
— R RIEF A R ERTT — Central governments and central banks 2,200,189 2,242,304
—NEE — Public sector entities 367,981 488,592
—R1T R H A RS - Banks and other financial institutions = 56,527
—1% — Corporate entities = 1,791
2,568,170 2,789,214
Th BEHEXRKRHEMER 19. ADVANCES AND OTHER ACCOUNTS
(F) EBEEXRAMER - (a) Advances and other accounts:
£8 Group 2004 2003
ZHEEFPE R (M zEMm) Advances to customers (Note 34) 32,528,414 27,942,364
EER M REEE Provisions for bad and doubtful debts
— 555k (sE=+) — Specific (Note 20) (147,071) (235,747)
—— & (MEFE=1) — General (Note 20) (318,753) (274,376)
32,062,590 27,432,241
SR1T R H A B RS M B R (M s ) Advances to banks and other financial
institutions (Note 34) 15,549 -
EERNMRIEEE Provisions for bad and doubtful debts
—— &% (HE=") — General (Note 20) (155) =
15,394 -
FEETFI & Accrued interest 405,532 411,868
HAfRE Other accounts 1,219,088 1,205,529
H AR B 2= Provisions against other accounts
—— (=) — General (Note 20) (55) (120)
1,624,565 1,617,277
33,702,549 29,049,518

RIRTEEFRAA

Dah Sing Banking Group Limited



Bk B B &E

Notes to the Accounts
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+h BEEFREMEIRE @
(Z) EBEFHTEITEAMZWFUT :
58

(Expressed in thousands of Hong Kong dollars)

19. ADVANCES AND OTHER ACCOUNTS (Continued)

(b) Non-performing loans to customers are analysed as follows:

BEMTETER
KR

BABRF B

TRITERDEFPNERRBRZ N EEHEA
BRACIFILRFFHEMNERK -

EFNTBITERGAEE 2 EBEEFPERE
£80.96% (2003 : 1.55%) ° LA ERFBREHD E
REBERZBERRRNT_RAR=+—8B2
BE -

(A) BEREFEMCABEHERNKE %
WAT :

£H

Group 2004 2003
Non-performing loans to customers 311,928 433,346
Specific provisions (137,258) (209,965)
174,670 223,381
Amount of interest in suspense 16,356 24,502

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

Non-performing loans to customers represent 0.96% (2003: 1.55%) of total
advances to customers of the Group. The above specific provisions were made
after taking into account the value of collateral in respect of such advances as
at 31st December.

(c) Advances to customers include finance lease receivables, analysed
as follows:

Group 2004 2003

REERMEHEZRKRAHE

—FHR
—FUELEERF
RERE

MERE 2 ELERKEE WA

MEMEEFRE

MEMEFREHR 2 HFTWT -

—FLAR
—FUEERF
TENUE

R-ZEENE+-—A=1+—BBEEUL O
BHEZREEBENTEEEZRFSGEE
(2003 : #&)

—EENFE+ A=+ AEREEEERE
AR ERET AU EMEBERENEFHETTA
53,093,000/ st (2003 : 29,673,000/ 7T) °

Gross investment in finance leases, receivable:

Not later than one year 1,936,498 1,344,141
Later than one year and not later than five years 1,388,125 1,545,659
Later than five years 1,105,662 E5Y/68555
4,430,285 4,466,355
Unearned future finance income on finance
leases (482,647) (830,789)
Net investment in finance leases 3,947,638 3,635,566
The maturity of net investment in finance
leases is analysed as follows:
Not later than one year 1,807,048 1,180,353
Later than one year and not later than five years 1,236,110 1,263,323
Later than five years 904,480 1,191,890
3,947,638 3,635,566

There is no unguaranteed residual value included in the gross investment in
finance leases above as at 31st December 2004 (2003: Nil).

The allowance for uncollectable finance lease receivables included in the
provision for loan losses amounted to HK$53,093,000 as at 31st December
2004 (2003: HK$29,673,000).
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