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(Expressed in thousands of Hong Kong dollars)

accounts.

NON-PERFORMING, OVER
Advances to customers

(i) Non-performing loans:

KEERITHE MR 2 " Dah Sing Bank, Limited

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

DUE AND RESCHEDULED ASSETS

HEFEXK EEFEXR
Bakk Bot
% of % of
Advances to Advances to
2002 Customers 2001 Customers
BazE Gross advances 461,661 1.67 602,714 2.09
BB R Specific provisions made (199,844) (264,116)
261,817 338,598
BEEKHRTE Market value of securities held 246,929 328,420
&R B Interest in suspense 34,338 53,123
(i) BHREEER (ii) Overdue advances:
HEFER EEFER
Bakk Aokt
% of % of
Advances to Advances to
2002 Customers 2001 Customers
AHAR(EEE AR - Gross advances overdue for:
@A EZE=/REA Six months or less but over three months 113,193 0.41 177,754 0.62
NEA EE—F One year or less but over six months 97,621 0.35 113,761 0.39
—F LAk Over one year 163,347 0.59 191,569 0.66
374,161 1.35 483,084 1.67
Ml ERZ R The amount on which interest is
M 2 ER 1 still being accrued 50,992 60,536
BIEREEE AT Market value of securities held
AR E T E against the secured advances 220,070 308,015
BERBEHAER Secured overdue advances 209,949 290,424
EIEREHEIE R Unsecured overdue advances 164,212 192,660
[RE RS e Specific provisions made 146,147 182,731
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(i) AHAREBERETETERK

1. NON-PERFORMING, OVERDUE AND RESCHEDULED ASSETS
(Continued)

Advances to customers (Continued)

(iii) Overdue advances are reconciled to non-performing loans as follows:

L. S0TR ¢ 2002 2001

B )an Bk ia = A Advances which are overdue for more than three months 374,161 483,084
n s ER=1{E A s AT 2 NEAT Add: non-performing loans which are

B overdue for three months or less 59,745 107,822
n: REBEAZ TEITER Add: non-performing loans which are not yet overdue 16,175 20,442
o EEHEFUREB S A Add: rescheduled advances net of amounts

BERANZ &5 included in overdue advances 62,572 51,902
o AR =EA - BERE Less: advances which are overdue for more than three months

Bz & and on which interest is still being accrued (50,992) (60,536)
TEITER Non-performing loans 461,661 602,714

BRI 2 DEIT B E R E P

BWERE o

(iv) REHASNR (SHBRE|MN L
(i) REBIHAE B =18 B LA L RE

Over 90% of non-performing loans and overdue loans were due from customers
located in Hong Kong.

(iv) Rescheduled advances (net of those which have been overdue for over
three months and reported in Note (ii) above):

Z2EXN
EEFEXK EEFER
Bot Baoke
% of % of
Advances to Advances to
2002 Customers 2001 Customers
EEHER Rescheduled advances 188,318 0.68 268,364 0.93
B3 R e Specific provisions made 31,132 20,349

Z—F+ - A=t+—RHLEE TR
FEREENERNEMBEERD R
BTET B RKEREE -

(v) WEEE

R-TZZ—F+—F=+—8 K&
= & AR TR [E & EE A125,246,000
7871 (2001 : 146,110,000 7 7T)

There were no advances to banks and financial institutions nor other assets that were
classified under non-performing, overdue and rescheduled assets as at 31st December
2002 and 31st December 2001.

(v) Repossessed assets

At 31st December 2002, the repossessed assets of the Group and the Bank
amounted to HK$125,246,200 (2001: HK$146,110,000).
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2. CAPITAL ADEQUACY AND LIQUIDITY RATIOS

2002 2001
BT B L& Capital adequacy ratio 18.9% 17.5%
KRB ERFT R L= Adjusted capital adequacy ratio 18.8% 17.4%
T ED & EE L Liquidity ratio 52.1% 45.0%

BARFE R LR TIRBIRITHEGHIE =
W%&%i%%%ﬂ%i@%ﬁﬂaiz%?é
gﬁ%u 7"‘

KREEARFT R RRTAEEN+
ZRA=tT—HZEFEELLE KEER
BRAEE 2 CRABEEARFTREET)
RIBEE SRERE BT EL TS
AR TR EAR] B3I HE - BA
KRR EEERET=_A=1T—H
Z g ERE o
BN E E L R ARITINMIREE
HFE+ @R = EE B w T REHE
EE L R S B P B AR IR ERTT 35 (R
BIE UM RETE -

= RENESRER

HUBIR RV E AR K AERHE Lt
T A=t—BREARRLERIRE

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.

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 entitled “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

BERBERERNOTAT : Authority is analysed as follows:
£HE Group 2002 2001
&R Core capital
& R IR B AR AR AN Paid up ordinary share capital 800,000 800,000
& Reserves 3,487,021 3,128,159
ZE AR RE Total core capital 4,287,021 3,928,159
B Hn & 7 Supplementary capital
T R TR EEE ARG Reserve on revaluation of land and interests in land 227,426 229,354
FEIEMEEEREN Reserve on revaluation of holding of
S B EE securities not held for trading purposes 87,844 (705)
— R RARAEE General provisions for doubtful debts 281,790 264,717
B HREREE Term subordinated debts 974,831 974,719
FHE MM INE A48 Total eligible supplementary capital 1,571,891 1,468,085
HUR AT A & AR E B 42 7 Total capital base before deductions 5,858,912 5,396,244
BAREBATEANRIER Deductions from total capital base (27,901) (119,901)
IR % B & AR BT 458 Total capital base after deductions 5,831,011 5,276,343
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4. SEGMENTAL INFORMATION

(a) By class of business:

KR EERITH MR A " Dah Sing Bank, Limited

The following segment results reflect the business segment performance of the

F=I o Group’s business.
BART BERT
Personal  Commercial HEEE  ROBER i | @3t

> a3 2002 Banking Banking Treasury  Unallocated  Elimination Total
FEBA Interest income from

-HAEP — external customers 1,081,676 684,786 734,970 1,113 - 2,509,205

e - inter-segments 211,471 = = 32,203 (243,674) =
MES Interest expense to

-SREP - external customers (356,820) (100,250)  (279413) (6,434) - (742,917)

~B1EH - inter-segments - (92,593)  (151,081) - 243,674 -
FHEHA Net interest income 936,327 491,943 304,476 33,542 - 1,766,288
At2ERA Other operating income 292,728 68,419 129,343 30,863 - 521,353
EEHA Operating income 1,229,055 560,362 433,819 64,405 - 2,287,641
2EYH Operating expenses (513,838) (124,074) (72,709) (68,491) - (779,112)
NkEER 2 EERT) (BB Operating profit / (loss) before provisions 715,217 436,288 361,110 (4,086) - 1,508,529
ZRRREER (Charge) / write back of provision

(Zith)/&m for bad and doubtful debts (572,893) (100,724) 712 4,423 - (668,482)
MBEER 2 2B 5T Qperating profit after provisions 142,324 335,564 361,822 37 - 840,047
e ERETEEFFR Net loss on disposal / revaluation of fixed assets - - - (36,841) - (36,841)
MEBERRFNE Net gain on disposal of associates - - - 1,613 - 1,613
HMERZHSARFRHEER Net gain on disposal of held-to-maturity and

AeNES s non-trading securities - - 76,743 - - 76,743
BlELREHERTER Share of net losses of jointly controlled entities = = = (6,000) = (6,000)
BHtanER (B8 Profit / (loss) before taxation 142,324 335,564 438,565 (40,891) - 875,562
BEAH Total assets 15,473,471 13,177,715 27,856,559 1,342,705 (44,700) 57,805,750
BEAF Total liabilities 25,289,439 7,341,694 16,976,592 2,285,821 (44,700) 51,848,846
REEHE Depreciation for the year 23,604 1,803 1,207 29873 - 56,577
AERERT Capital expenditure incurred during the year 23,825 1,340 330 7,718 - 33213
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g~ 2EER @ 4. SEGMENTAL INFORMATION (Continued)
(FR) L3R5 HE ( (a) By class of business (Continued):

BAS EE3 i

Personal ~ Commercial BEEB  ADEER i 3t

—ERf 2001 (Restated)* (& 5) * Banking Banking Treasury  Unallocated ~ Elimination Total
FEHA Interest income from

-HREF - external customers 1,319,188 1,044,448 767,561 12,464 - 3,143,661

-EHE - inter-segments 289,618 - - 22,410 (312,028) -
MES Interest expense to

-HREF ~ external customers (773.436) (224,036) (462,303) (16,171) - (1,475,946 )

-EHE - inter-segments - (260,293) (51,735) - 312,028 -
FHEHA Net interest income 835,370 560,119 253,523 18,703 - 1,667,715
At2ERA Other operating income 237,497 73,221 82,416 43,206 - 436,346
EEHA Operating income 1,072,867 633,346 335,939 61,909 - 2,104,061
BEM Operating expenses (563,147)  (148,845) (69,102) (55,028) - (836,122)
HRERR 2 2857 Operating profit before provisions 509,720 484,501 266,837 6,381 - 1,267,939
ERRARERAR Charge for bad and doubtful debts (312,713) (79,384) - (12,693) - (404,790 )
MGEHR SR (58) Operating profit / (oss) after provisions 197,007 405,117 266,837 (5812) - 863,149
HE/ERETEAEFEE Net loss on disposal / revaluation of fixed assets - - - (11,287) - (11,287)
HERZHARFHEER Net gain / (loss) on disposal of held-to-maturity

R fER T/ (58) and non-trading securities = = 171,135 (1,200) = 169,935
EAREHERTER Share of net losses of jointly controlled entities - - - (20,000) - (20,000)
N st Share of net losses of associates - - - (27) - (27)
B ALaR (B1) Profit / (loss) before taxation 197,007 405,117 437972 (38,326) - 1,001,770
EEAH Total assets 16,652,007 13,161,161 21,124,622 1,100,272 (106,669) 51,931,393
BEAE Total liabilities 21,906,898 6,696,440 16,836,831 1,104,715 (106,669) 46,438,215
TEEME Depreciation for the year 21,906 1723 4387 31,138 - 59,154
RERNERZ Capital expenditure incurred during the year 26,23 447 108 14,782 - 41,569
* RE—FET_FRNZ SIREMRES *  Restated using the segmentation basis adopted in 2002
BARTEBBREEZIBAZTFF Personal banking business includes the acceptance of deposits from individual
A EEEFIRE AAER - BX customers and the extension of residential mortgage lending, personal loans,
IS ARARTS - (RERZEFSHY 85 & F1% overdraft and credit card services, the provision of insurance sales and investment
B PR - services.
EXERITEBEEEZER - B Commercial banking business includes the acceptance of deposits from and the
LEELHE  EHRE REKIREL advance of loans and working capital finance to commercial, industrial and
HaE  EFCRRARMEZFEE institutional customers, and the provision of trade financing and receivable financing.
EIF‘%%&&E%’I‘E%? C N AR Hire purchase finance and leasing related to equipment, vehicle and transport

B RERGHNHEEBRES - financing are included.
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4. SEGMENTAL INFORMATION (Continued)
(a) By class of business (Continued):

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

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

(b) By geographical area:
No geographical reporting is provided as over 90% of the Group’s revenues and

assets are originated from business decisions and operations based in Hong Kong.

(c) Gross advances to customers by industry sector classified according to

FHE 54 the usage of the loan are:
2002 2001
ITrEem Industrial, commercial and financial
—EER — Property development 187,546 447,730
—WERE — Property investment 2,444,334 2,366,716
— R — Financial concerns 396,959 363,192
—RELAL — Stockbrokers 7,863 12,512
— LB T E S — Wholesale and retail trade 1,098,085 1,168,226
—BIEE — Manufacturing 2,109,125 2,134,177
— B RER R — Transport and transport equipment 2,076,126 2,180,592
— HAth — Others 965,714 888,068
9,285,752 9,561,213
& A Individuals
—BE [EEEHEE — Loans for the purchase of flats in the Home
[FLAZEE ExtEl & Ownership Scheme, Private Sector Participation
[FEEEHEREEBFER Scheme and Tenants Purchase Scheme 2,401,179 2,464,066
—EEHMEEWHENER — Loans for the purchase of other residential properties 7,857,448 8,277,027
—ERAREMX — Credit card advances 2,498,898 2,758,453
— HAth — Others 3,018,648 3,498,757
15,776,173 16,998,303
ERBERNER Loans for use in Hong Kong 25,061,925 26,559,516
= Trade finance 2,053,497 1,879,976
EBBAIME R ER Loans for use outside Hong Kong 545,850 443,185
27,661,272 28,882,677

BRNLKEFPERZEPEERE °

Over 90% of gross advances to customers were extended to customers located in
Hong Kong.
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4. SEGMENTAL INFORMATION (Continued)

(d) Cross-border claims:

£ E
—EE-F+=-H=+—H As at 31st December 2002 Group
RITR HAzh
SEKE QEHE
Banks and other Public
financial sector HAth PR
institutions entities Others Total
HERBEBT Equivalent in millions
of Hong Kong dollars
AR TEEEBENRN Asia Pacific excluding Hong Kong 1,420 - 862 2,282
dEERmEE North and South America 193 4,267 3,052 7,512
BN Europe 2,963 3,566 1,144 7,673
4,576 7,833 5,058 17,467
ESE ]
—EE—F+-_HA=+—H As at 31st December 2001 Group
1T R E A
DRI DEME
Banks and other Public
financial sector Hith 1BxE
institutions entities Others Total
HMERBEBT Equivalent in millions
of Hong Kong dollars
TARE - TEEEBENRN Asia Pacific excluding Hong Kong 839 - 267 1,106
dEERmEE North and South America 823 1,889 3,584 6,296
R R K2 FE M Middle East and Africa 1 = = 1
BN Europe 2,576 - 479 3,055
4,239 1,889 4,330 10,458

ERERENESEBRNERBROER
1& - IRIEZX 5 % 5 0O P e I i 452 BE £
SN IR B 8 F AR EER o — A&
T aRSHTFHERERETRE
KB —HHER - KETERE R
TTEBINDTT - T HA BRI TR
WER - I 2ERERE —BERER
E5—ER - ERHBERRMEE
BIEZAREA D 2 A LAME -

The information of cross-border claims discloses exposures to foreign counterparties
on which the ultimate risk lies, and is derived according to the location of the
counterparties after taking into account any transfer of risk. In general, transfer of risk
from one country to another is recognised if the claims against a counterparty are
guaranteed by another party in a different country or if the claims are on an overseas
branch of a bank whose head office is located in a different country. Only regions
constituting 10% or more of the aggregate cross-border claims are disclosed.
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FEREBR  WHESESIRE B
s MR R E R -

5. CORPORATE GOVERNANCE

Corporate governance is concerned with how companies are managed and
controlled, and in particular the role and operation of the Board of Directors in
sustaining sound business integrity and practices, and effective accountability.

(a) Statement of Compliance

The Bank has fully complied with the requirements set out in the guideline entitled
“Corporate Governance of Locally Incorporated Authorized Institutions” issued by the
Hong Kong Monetary Authority.

(b) The Board

As at 31st December 2002, the Board comprised an executive Chairman, six executive
directors including the Chief Executive, and six non-executive directors. The Board
meets at least quarterly. Its principal roles include the formulation and approval of
corporate and business strategy, review of operations and financial performance,
approval of key policies and annual business plan, and ensuring the maintenance of
sound risk management and regulatory compliance.

Executive directors are appointed to the Board based on their experience, specialist
skill and knowledge of different businesses of the Bank. Non-executive directors bring
to the Board their knowledge and experience of other markets and industries, guide
executive management’s strategy development and policy implementation, and
provide valuable external perspectives in the Board's deliberations.

(c) Board and Specialised Committees
i) Audit Committee

The Group Audit Committee, established by the Board of Dah Sing Financial Holdings
Limited (“DSFH"), has the authority to review all matters related to financial
statements and disclosure, audit work performed by internal and external auditors,
internal control systems, and the effectiveness of risk management and compliance
for the whole Dah Sing Financial Group including the Bank. The Committee reports to
the Board its observations and comments on any issue that needs to be brought to
the attention of the Board, and makes recommendation to the Board regarding
financial statements and results announcements.
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5. CORPORATE GOVERNANCE (Continued)

(c) Board and Specialised Committees (Continued)
i) Audit Committee (Continued)

Four independent non-executive directors and the Chairman of DSFH comprise the
Group Audit Committee, which meets at least twice a year with the Group’s and the
Bank’s senior management, the head of internal audit and the external auditors. The
Chairman of the Committee is an independent non-executive director with a very
high level of financial and audit experience.

The head of internal audit of the Group reports directly to the Audit Committee.
External auditors have direct access to the Committee for expressing their views and
comments on any matter or concern relating to the Group or the Bank.

ii) Executive Committee

The Executive Committee comprises the Chairman, Chief Executive and Alternate
Chief Executive. It is responsible for developing and setting the strategy and
objectives of the Bank. It provides direction and guidance to business divisions,
reviews business performance, monitors and reviews risk management systems,
ensures effective internal control systems, allocates resources, prioritises business
initiatives and investment, and is delegated with the authority of the Board to exercise
the authority and power of the Board on matters relating to the normal course of
business of the Bank.

The Committee can call upon other directors or members of senior management for
advice or participation in its discussions as it deems appropriate.

iii) Asset and Liability Management Committee

The Group Asset and Liability Management Committee (“ALCO") is accountable to
the Group Executive Committee, and oversees the overall management of the
balance sheet, liquidity, funding and market risk of the Group and of the Bank. It is
responsible for formulating business plans affecting lending business, loan mix,
treasury investments, deposit taking and capital management. It also plays a key role
in the overall risk governance and management of the Group and the Bank.
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5. CORPORATE GOVERNANCE (Continued)
(c) Board and Specialised Committees (Continued)
iii) Asset and Liability Management Committee (Continued)

ALCO meets every week and its regular tasks include the review of key business
emphasis and development, loan and deposit changes, funding requirement, liquidity,
surplus funds investments, capital market dealing, and review of market changes and
competition. ALCO also conducts a regular monthly review of overall balance sheet
and business performance, including trend analysis and actual positions against limits
and targets.

ALCO is chaired by the Group Chief Executive. Members of the Committee include all
executive directors of the Bank, heads of most business divisions, risk management

and financial control.

iv) Credit and Risk Management Committees

The Bank has a credit committee or risk management committee for each business
division. Each is made up of relevant executive directors, senior business, credit and
risk officers, and is chaired by the Chairman or the Chief Executive of the Group. Each
committee has the responsibility for formulating and revising credit and risk policies
and procedures for that division, approving credits and risk exposures which exceed
individual credit or risk officer's credit authority, and reviewing credit performance and
loan provisioning. Credit policies and procedures define the credit extension criteria
and guidelines, credit approval, review and monitoring process and the systems of
loan classification and provisioning. For treasury activities, its risk committee has
additional responsibilities in reviewing and approving credit limits for financial
institutions and wholesale credits, and treasury dealing limits and control.

The Group Risk Management director is a member of all credit and risk committees,
and serves to coordinate the overall risk management process and governance,
including the development and ongoing upgrade of credit policies and procedures,
and the maintenance of appropriate credit quality.
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5. CORPORATE GOVERNANCE (Continued)
(c) Board and Specialised Committees (Continued)
v) Management Committee

The Bank’s Management Committee, chaired by the Chief Executive of the Bank,
meets on a monthly basis. Members of the Committee include all division heads and
a number of senior executives. It operates to strengthen internal communications on
corporate and business development, operational issues and control, IT development,
and is responsible for approval of operating policies and procedures.

vi) Compliance Committee

The Group Compliance Committee is responsible for overseeing and guiding the
development, maintenance and enhancement of compliance system, policies and
practices to ensure compliance with all statutory requirements and regulatory
guidelines. The Committee serves to uphold a high level of awareness and
accountability for compliance requirements. The Group has recently introduced an
ongoing compliance control and monitoring process within business and support

functions to enhance compliance control.

The Committee is chaired by a Group General Manager who is independent of the
core business and operating functions of the Group, and reports to the Group
Executive Committee. Minutes of the Committee meetings and regular report are
submitted to the Group Audit Committee. Members of the Compliance Committee
include the Group Chief Executive, a number of executive directors and senior
operation and risk control executives of the Group.

vii) IT Steering Committee

The Group IT Steering Committee is responsible for providing IT strategic direction,
ensuring sound and robust IT infrastructure and processes to support the Group’s
businesses. It is also responsible for ensuring that IT risk control, information security
and operations continuity are managed effectively, and for overseeing the Group's IT
resources allocation, project justification and prioritization.

The Committee is chaired by the Group Chief Executive and includes most division
heads as its members.
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5. CORPORATE GOVERNANCE (Continued)
(c) Board and Specialised Committees (Continued)
viii) Human Resources Committee

The Group Human Resources Committee is responsible for setting the overall human
resources direction of the Group and guiding the development of people strategy,
policy and practices. It is responsible for overseeing corporate culture development,
planning and implementation, remuneration programs and changes, staff development
plans, employee relations projects and human resources systems.

The Committee is chaired by the Group Chief Executive. Members comprise the
Chairman of the Group and a number of division heads.

6. MANAGEMENT OF RISKS

The Bank 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 Bank’s credit portfolios comprising
Commercial and Retail lendings, Equipment and Hire Purchase financing, and Treasury
and Financial Institutions wholesale lending.

Market risk arises mainly in Treasury and is associated principally with the Bank’s on-
balance sheet positions in the trading book, and off-balance sheet positions taken to
hedge elements of the trading book.

Liquidity risk arises across the Bank’s balance sheet.

(a) The risk management structure of Dah Sing Bank

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:

o the approval of the overall strategy and policies to ensure that credit and other
risks are properly managed at both the transaction and portfolio levels;

. the management of risk, both financial and non-financial, conducted through
operational and administrative control systems including the operation of the
Audit Committee; review of key results (against forecasts), operational statistics
and policy issues; and

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

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

The independent Group Risk function is responsible for ensuring that policies and
mandates are established for the Group as a whole. Group Risk monitors and reports
Group risk positions to the Board via the Executive Committee, sets standards for
financial risks and data integrity and ensures that the financial risks are fully
considered in the product planning and pricing process. Group Risk reviews and
approves all credit and risk exposure policies for the Bank including the approval of
exposures to new markets, economic sectors, organisations, credit products and
financial instruments which expose the Group to credit and related risks. In
determining credit and risk policies, Group Risk takes into account the guidelines
established by the Hong Kong Monetary Authority, business direction, and risk
adjusted performance of each business. Group Risk is also represented on the lending
or risk committees of the Bank’s operating divisions and businesses.

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

The Bank 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 Bank 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.

(c) Business division credit committees

Each of the operating Divisions of Dah Sing Bank 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 Bank’s
approach of devolving responsibility for risk management to the individual business
areas under the aegis of the Group Risk function. As such, each business credit risk
function reports to both Group Risk and the business area which it supports. The
Treasury Risk Management and Control function is part of Group Risk and reports
directly to the Group Risk Director.
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6. MANAGEMENT OF RISKS (Continued)
(d) Credit risk

The Bank 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 associated with lending, treasury and derivative activities
undertaken by the Bank. The Group’s business Divisions each has a risk or credit
committee comprising executive directors of the banking subsidiaries along with
other senior managers of the respective business and Group Risk. These committees
have the responsibility for recommending, formulating and revising credit policy and
procedures under the aegis of Group Risk, as well as the delegated responsibility for
overseeing implementation of credit policies. The credit policies of all of the Bank’s
operating Divisions, which define credit extension criteria, guidelines, credit approval,
review and monitoring processes as well as the system for loan classification, credit
scoring and provisioning, are the subject of continuous review to reflect the changing
business environment of the markets in which the Bank operates.

The Bank manages all types of credit risk on a prudent basis, in accordance with the
credit approval and review policies, 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 the limits set out
in the credit policies, for each product, customer or counterparty and are approved by
different levels of management based upon an established authority guide contained
within the credit policy and delegated by the Board of Director. 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.

The individual credit polices also establish policies and processes for the approval and
review of new products and activities, together with details of the facility grading, or
credit scoring, processes and provisioning polices.

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

In order to mitigate the credit risk and where appropriate, the Bank will obtain
collateral which is secured against the credit facility. The acceptable types of collateral
and their characteristics are established within the credit policies, as are the respective
margins of finance.

Irrespective of whether collateral is taken, all credit decisions are based upon the
customer’s cashflow position and ability to repay.
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6. MANAGEMENT OF RISKS (Continued)
(e) 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 Bank for the year was well above the 25% minimum ratio set by
the Banking Ordinance.

The Bank's Asset and Liability Management Committee (“ALCQO") regularly reviews
the Bank’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 Bank can meet all short-term funding requirements.

The Bank’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 Bank is a net lender to the interbank market.

(f) Interest rate risk

The Bank’s interest rate risk mainly arises from the funding of fixed-rate loans by
floating rate deposits and investments in fixed income securities. When interest rates
rise, the interest spread and net interest income will be affected as interest income
generated by the existing fixed-rate loans or securities will not increase. The Bank’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 Bank’s fixed-rate assets as determined
by ALCO based on consideration of market and interest rate conditions.

(g) Foreign exchange risk

The Bank 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 Bank on a daily basis within established foreign exchange limits.

Long-term foreign currency funding, to the extent that this is used to fund Hong
Kong dollar assets, is normally hedged using currency swaps or forward exchange
agreements to reduce the foreign exchange risk.
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6. MANAGEMENT OF RISKS (Continued)
(g) Foreign exchange risk (Continued)

The following is the Group’ 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:

2002 2001
E3H =+ ey HoT
usbD JPY usD JPY
HERBEBT Equivalent in millions
of Hong Kong dollars
REEE Spot assets 24,604 5,161 20,457 2,555
HEAE Spot liabilities (24,400) (5,180) (20,295) (2,570)
EEIE A Forward purchases 33,310 9,209 20,832 3,888
REAE Forward sales (30,550) (9,216) (19,047) (3,903)
&/ (8) BB)F5E Net long / (short) position 2,964 (26) 1,947 (30)
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(h) Market risk

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 Bank’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.

Market risk exposure for different types of transactions is managed within risk limits
and guidelines approved by ALCO and the Treasury Risk Committee. 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 Risk Management
and Control department which as part of Group Risk is independent of Treasury
dealing, 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.
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6. MANAGEMENT OF RISKS (Continued)
(h) Market risk (Continued)

The average daily revenue earned from the Group’s market risk related treasury
activities in 2002 was HK$507,000 (2001: HK$322,000) and the standard deviation
for such daily revenue is HK$2,659,000 (2001: HK$2,329,000). The following are the
average daily revenue and the standard deviation for daily revenue analysed by
principal dealing activities:

T ESAERoIlE S BEE
Average daily revenue Standard deviation
2002 2001 2002 2001
HINE 22 5 Foreign exchange dealing 141 145 248 208
MERZ 5 Interest rate dealing 366 177 2,640 2,337
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x>~ RBRERE @ 6. MANAGEMENT OF RISKS (Continued)

(¥) MmBEEE &) (h) Market risk (Continued)

TEREMSREKEEES B KRAD The following histograms show the frequency of daily revenues related to market-risk
&R activities:
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AEEAN = EHAHKRTR During the year, the highest daily gain was HK$12,630,000 (2001: HK$14,785,000)
12,630,000/ 7T (2001 : 14,785,000 and the maximum daily loss was HK$15,402,000 (2001: HK$7,260,000).

BIT) © mAEHEER15,402,000
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6. MANAGEMENT OF RISKS (Continued)
(i) Use of derivatives

In the normal course of business, the Group enters into a variety of derivative
transactions including forwards, futures, swaps and options transactions in the
interest rate, foreign exchange and equity markets. Derivative transactions are
conducted for both trading and hedging purposes. The Group's objectives in using
derivative instruments are to meet customers’ needs by acting as an intermediary, to
manage the Group's exposure to risks and to generate revenues through trading
activities within acceptable limits.

i) Derivatives held or issued for trading purposes

The Group transacts derivative contracts on behalf of customers or to address
customer demands in structuring tailored derivatives. The Group also takes
proprietary positions for its own accounts. Trading derivative products used by the
Group are primarily over-the-counter derivatives transacted based on interest rates,
foreign exchange rates and the prices of equities.

ii)  Derivatives held or issued for hedging purposes

Derivatives held for hedging purposes primarily consist of derivative instruments or
contracts used to manage interest rate risk and foreign exchange risk. All of these are
over-the-counter derivatives.

() The role of Internal Audit

The Group’s Internal Audit Division is an independent, objective assurance and
consulting unit which is designed to focus on enhancing and sustaining sound
internal control in all business and operational units of the Group. The Division
directly reports to the Audit Committee which is chaired by an Independent Non-
Executive Director. The Division conducts a wide variety of internal control activities
such as compliance audits and operations and systems reviews to ensure the integrity,
efficiency and effectiveness of the systems of control of the Group.
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