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Review of Operations

EEMKIRE Highlights of Group Financial Performance

KB & BT SR T _F —ET—F b=ky)
HK$ Million 2002 2001 Variance
IR ZEE R 2 & B ) Operating profit before provisions 1,587.6 1,300.4 22.1%
kR R 2 2R Operating profit after provisions 883.4 875.5 0.9%
% 2R A i A Profit attributable to shareholders 829.0 868.2 -4.5%
BEHRE Total assets 60,129 54,432 10.5%
BESE Total liabilities 53,012 47,961 10.5%
R E & Shareholders’ funds 6,094 5,417 12.5%
SR B EE WA Net interest income / operating income 74.1% 75.4%

R ARET U A B = Cost to income ratio 35.7% 41.6%

IR A A B R R Return on average total assets 1.4% 1.7%

FH R B B X Return on average shareholders’ funds 14.4% 17.0%
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he Group’s operating profit before provisions was 22.1% higher than

2001, largely due to a stronger revenue contribution from our

banking business. Our life assurance business generated a lower
profit relative to 2001. With a substantial increase in bad debt charges, our
operating profit after provisions was up marginally by 0.9 % from the prior
year.

Net interest income grew by 8.8% for the year. Interest rate falls during the
year resulted in lower funding costs and assisted in achieving a net interest
margin of 3.74%, similar to 2001's 3.76%. We experienced a mild
contraction in our loan book and a continued tightening in loan margins
for most loan products. However, a higher spread was earned on fixed rate
assets.

Other operating income was 17.0% higher than 2001. The growth was
largely attributable to higher fee and commission income, driven by wealth
management, including fee income derived from unit trust distribution and
investment services, credit cards, treasury and insurance sales.

Operating expenses decreased by 5.0% when compared with 2001. The
lower cost base was achieved by a general reduction in all major types of
expenses. Our cost to income ratio fell from 41.6% in 2001 to 35.7% in
2002.
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Financial Review (Continued)

The Group's charge for bad and doubtful debts rose 65.7% when compared
with 2001, reflecting a difficult local economy, continuing high
unemployment and an increasing number of personal bankruptcies. Almost
all of the increase in bad debt charge in 2002 related to the credit card and
consumer loan portfolio. In line with the market, a higher charge-off rate
for our credit card portfolio was recorded. The asset quality of our residential
mortgage loans, commercial banking and hire purchase finance loan
portfolios continued to hold up well. At the end of 2002, our non-performing
loan ratio was 1.67%, down from 2.07% at 2001 year end.

We continued to actively manage our portfolio of surplus funds investments
by investing in a wide variety of debt securities and money market assets
with the objectives of sustaining prudent liquidity, generating solid accrual
income in a low interest rate environment, and capturing market
opportunities to realize disposal gains. In response to market conditions in
the second half of 2002, we made some disposals of bonds and repositioned
part of our portfolio, having taken into consideration our assessment of
interest rate trends and market changes. The disposal of bonds produced a
total net gain of HK$82.4 million for the year.

As a result of our annual revaluation of investment properties, a revaluation
deficit charge of HK$39.5 million was recognized in our 2002 profit and
loss account.

Due to weak loan demand and the deflationary environment in Hong Kong,
more stringent credit underwriting standards were adopted, and with a
more cautious approach to managing retail credit, our banking business’
total loans and advances to customers were 3.9% lower than those at the
end of 2001. The contraction was caused mainly by a reduction in our retail
loan book, which experienced a general decline in most loan products. The
commercial lending and hire purchase loan books remained flat.

We achieved a 14.2% growth in the total deposit base, which comprises
customers’ deposits and certificates of deposits. In light of the low level of
interest rates, we stepped up our deposit acquisition efforts with the
objectives of growing the customer base, cross selling wealth management
services and locking in additional term funding to support more active surplus
funds investment. In addition to raising wholesale certificates of deposits,
we launched a series of retail certificates of deposit during 2002, booking a
total of HK$1.6 billion new retail certificates of deposits during 2002. This
new deposit taking avenue enabled us to diversify our funding base,
strengthen our term deposit mix and maintain control over the cost of
funding.
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Financial Review (Continued)

Our life assurance business’ net contribution, using the embedded value
accounting treatment, was HK$79.4 million, down 11.8% relative to the
HK$90.0 million earned in 2001. The lower profit generation, despite higher
sales, was caused by a lower embedded value increase mainly as a result of
a lowering in the rate of long-term investment return assumed by our external
actuary. The continued decline in medium to long-term interest rates was
positive for bonds in our life business’ investment portfolio but had an adverse
effect on the actuarial reserving cost and embedded value assumptions and
so had a mixed impact on our life assurance business’ overall profitability.

RITHE Banking Business

—2E-F 2T F %3

2002 2001  Variance

SFERBEE Net interest margin 3.74% 3.76%
(A B &#Tr2)7) (HK$ Million)
SEREFE UM ERS Advances to customers less provisions 27,636 28,703 -3.7%
BFEFER Deposits from customers 37,287 33,031 12.9%
BB THIIE K Certificates of deposit issued 6,888 5,652 21.9%
FREs Total deposits 44,175 38,683 14.2%
EREFREER(PEEEEEDR) Loan to deposit ratio (excluding loan capital) 62.6% 74.2%
B E ELLE Average liquidity ratio 54.9% 46.2%
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2002 was a very difficult year for the Hong Kong banking industry. The
global market was affected by the accounting scandals in the US, a decline
in global equity prices and the challenges brought about by a continuing
slow manufacturing sector and weak corporate earnings in the developed
economies. Continued deflation in Hong Kong, with weak retail sales, a
high unemployment rate, and a weak economic performance in general
severely affected loan demand and exerted substantial downward pressure
on asset prices. A significant rise in personal bankruptcies in such an operating
environment resulted in much higher loan losses for banks active in the
local credit card and consumer finance sector. This, together with the slow
rate of new business and keen competition for sound credits, resulted in a
lower level of profitability for most local banks in the year.
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Banking Business (Continued)

Against this unfavourable market environment, we continued our strategy
of developing our banking business whilst maintaining a sound balance
between risk-justified lending and business development. We increased the
deposit base, tightened retail lending criteria, stepped up our wealth
management services, and pursued more active surplus funds management
by redeploying the higher pool of surplus liquidity for investment. We
maintained our focus on cost control and mapped out a reorganization
plan for the integration of the personal banking business operated by Dah
Sing Bank and MEVAS Bank.

The continuation of a benign interest rate environment through 2002 assisted
our banking business to achieve a stable net interest margin relative to
2001. A higher spread earned on fixed-rate lending and fixed-income
securities, together with a lower cost of funds, helped to raise our net interest
income despite the lower loan balance and tighter spreads from traditional
lending businesses.

Other operating income of the banking business grew 18% relative to 2001.
The key growth drivers were increased fee and commission income from
credit cards, wealth management sales and services, and insurance sales
through our branch network. A higher volume of dealing and a larger surplus
funds pool generated significantly higher non-interest income for Treasury
in the year.

Costs were an important focus during the year. Actions taken to reduce
costs, including cuts in advertising and promotion expenditures enabled us
to achieve lower operating expenses for our banking business in 2002,
assisting to reduce further the cost to income ratio.

The charge for bad and doubtful debts rose significantly due to higher loan
losses from our personal banking business. A depressed economy, weakening
asset prices, a high level of unemployment, and a substantial increase in
personal bankruptcies over the year caused a significant increase in credit
losses in our credit card and personal loan lending. A lower operating profit
after provisions was recorded.

When compared with 2001, a lower securities disposal profit was realized
in 2002. This resulted in lower profit on ordinary activities, and a 12.5%
decline in profit before taxation for our Banking Group. Nevertheless, Dah
Sing Bank, the key banking subsidiary of the Group, achieved a respectable
16.5% return on equity in what was a very challenging year.
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Personal Banking

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

Our retail banking business had a difficult year in an extremely tough
operating environment. We experienced a contraction in the retail loan book
which includes mortgages and unsecured credit cards and consumer lending,
and a higher charge-off in unsecured lending. Therefore, despite a strong
fee income contribution generated from credit cards, unit trust and insurance
sales, our retail banking division’s profitability was adversely affected by the
much higher loan losses. Due to the prevailing business conditions, we
adopted a more prudent retail business strategy which included tightening
our credit approval and control criteria, scaling down our marketing efforts
related to credit cards and consumer lending,
stepping up sales of fee generating wealth

Dah Sing Bank and MEVAS .
Bank received awards from management and insurance products,

both VISA and MasterCard for — growing retail deposits including retail
their credit card business in

2002. certificates of deposit, focusing on improving
AMRITERBOARITIEA TS oyr service quality, whilst at the same time
BR =BT F A+ ER o

REE AR AETE o trimming the cost base.

Despite the significant challenges
encountered in the credit card market, we
were pleased to have received several awards
during the year. In 2002, Dah Sing Bank was
recognized by Visa with the award “Largest
Merchant Sales Volume Growth 2001/2002
(Hong Kong) - Bronze Prize”, and by
MasterCard International as achieving “The
Highest Growth Rate in 2002, Commercial
Products Volume in Hong Kong” and “The
Highest Growth Rate in 2002, Merchant Purchase Volume in Hong Kong
1st Runner Up”. MEVAS Bank was also recognized by MasterCard as “The
Top Co-branded Program Issuer in 2002" and as the bank achieving “The
Highest Growth Rate in 2002, Cardholder Spending In Hong Kong”.

VIP banking is a relatively new business segment within the personal banking
sector. The target customers are middle-income individuals or professionals
with banking service requirements above the retail mass market, who need
a higher level of professional and personalized services for their general
banking and wealth management needs.
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Personal Banking (Continued)

Private banking activities continued to focus during the year on increasing
the customer base, cross selling more investment products and expanding
investment related business. A significant increase in customer assets under
management was achieved.

To align with our personal banking development and branch distribution
strategy, we continued our efforts to upgrade and reorganize our branch
and sales network. At the end of 2002, we operated forty-three branches
and three sales and services centres in Hong Kong, one subsidiary in
Guernsey, Channel Islands and one representative office in Shenzhen, China.

Commercial Banking

Commercial banking, which includes trade finance, commercial lending,
hire purchase and equipment finance, reported a lower operating profit
before provisions. This mainly reflected a lower loan balance and tighter
spreads. In 2001, a write-back in the general provision charge due to a
significant contraction in the hire purchase transport financing depressed
the charge for bad and doubtful debts. The absence of a similar general
provision credit in 2002 led to an unfavourable year-on-year comparison
for the provision charge, and a negative impact on the profitability of this
business in the year.

We continued to maintain a very cautious
approach in underwriting new hire
purchase transport financing, which
remained highly competitive. Our
equipment finance business, targeted at
manufacturing companies operating in
both Hong Kong and in the southern part
of Mainland China, continued to perform
well in growing the customer base and
loan balance in the year. The high rate of

Dah Sing launched the MasterCard Corporate Payment Solutions in its
first alliance with GE Corporate Card.
K FFR7T B )X B & GE Corporate Card# i 8 FiZE 1R (TERFTH 55 »
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growth in China’s exports and
manufacturing production is positive for
our equipment finance business.

The overall portfolio of trade finance and commercial lending to Small and
Medium Sized Enterprises (SME) increased slightly in the year. We introduced
additional products to our commercial banking customers including
corporate credit cards, and stepped up our efforts to increase the SME
customer base.

The asset quality of both hire purchase and SME commercial banking held
up well throughout the year. The non-performing loan ratio for this business
segment further improved relative to 2001.
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Treasury

Our Treasury division delivered a record level of profit, with increases in
both net interest income and in non-interest income, which helped to offset
the effect of a lower securities disposal gain in 2002. Lower interest rates
contributed to a reduced cost of funds, whilst growth in surplus funds with
an increasing allocation to debt securities investments enabled our Treasury
to book a higher level of net interest income.

The strong growth in the Group’s deposit base and a lack of loan growth
resulted in an increasing investment in securities. Our Treasury portfolio
remained predominantly highly rated and comprised of sovereign, bank,
public sector entities and asset backed debt securities. Against the weak
market conditions in Hong Kong, such an asset allocation reflected our
continued efforts to diversify our balance sheet within prudent limits.

During the year, the bond portfolio was closely managed, allowing us to
realise profit by liquidating some investment holdings. Most of our bond
investments at the end of the year were carried at fair market value in the
non-trading portfolio. This enables us to be more effective in managing our
investment allocations and risk exposures in response to changes in market
interest rates, capital flow and credit conditions.

A key part of our treasury strategy is to upgrade our risk management
capabilities in managing market risk and interest rate risk. This is a continuing
process and we expect to further strengthen such capabilities throughout
2003 and beyond.

MEVAS

MEVAS Bank, the Group’s personal banking subsidiary launched in April
2001, achieved satisfactory progress in expanding its customer base. We
were encouraged by the significant growth in the deposit base. Due to the
difficult operating environment and the high level of personal bankruptcies,
MEVAS faced a significant challenge in growing its retail lending portfolio,
and experienced a large increase in bad debt charges in the credit card and
personal loan business. A more stringent credit approval and control criteria
was adopted to contain credit risk and strengthen asset quality, which
constrained the business’ ability to grow at a faster pace.

The full year loss in 2002 of HK$34.5 million was in line with the HK$35
million loss reported in 2001.
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Insurance Business

Against a backdrop of difficult markets and intense competition, our life
assurance company recorded new business growth of 8% in 2002. A more
conservative investment strategy, with most of our life company’s investments
in high quality bonds, helped to boost our investment returns, despite the
weak global equity markets. Although overall trading profit increased, a
lower embedded value increase, caused mainly by the fall in the rate of
long-term investment return assumed by the independent consulting actuary,
led to a decline in the overall profit from the long-term life business to
HK$79.4 million (2001: HK$90.0 million).

As at the end of 2002, the total value of policies in force as calculated in
conjunction with the independent actuary was HK$571.4 million, up
HK$50.9 million from HK$520.5 million as at the end of 2001.

Our 51% owned general insurance subsidiary, Dah Sing General Insurance
Company, a joint venture with Aviva (formerly CGNU), achieved a breakeven
result in 2002 on the back of an improved operating performance.

Aggregating the results of the long-term life business, the investment results
of the surplus capital of our life subsidiary and the results of the general
insurance subsidiary, our insurance business contributed a total profit before
taxation of HK$81 million to the Group, or approximately 9% of the Group’s
pre-tax profit.

Risk Management

Throughout 2002, the risk management teams continued to focus on
enhancements to our risk management framework and control processes.
Implementation of a pilot “Value at Risk” risk measurement system for
monitoring and controlling primarily market risk exposures at the initial stage
commenced in July and will be fully operational in 2003. Additional systems
enhancements have served to upgrade our portfolio measurement and
monitoring capabilities, whilst additional risk policies and processes have
been developed in addition to the ongoing process of policy review.
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Risk Management (Continued)

The continuing downturn affecting the economy and the rising level of
personal bankruptcies prompted a review and tightening of our retail banking
credit criteria including the development and introduction of predictive
models to manage more actively the level of risk in the unsecured retail
lending portfolios.

The Group has continued with the development of its plans to prepare for
the challenges and changes which the implementation of the new Basel

B b B L ¢ o

Capital Accord will bring to the industry.

EEHEE Asset Quality
X B &I 5 —EE_F BT s
HK$ Million 2002 2001 Variance
BEAR N R ARZE M T 1 Charge for bad and doubtful debts
o FFERAEMEZH e Specific provision charged 686.0 431.4 59.0%
o —RREMESTH /(M) e General provision charged / (written back) 18.1 (6.4)
AREEEBRIT N Total charge for the year 704.1 425.0 65.7%
FAFHERER Average loan balance for the year 28,707 29,380 -2.3%
Rk A R Specific provision rate 2.39% 1.47%
+=—A=+—8 As at 31 December:
TREITER Non-performing loans 469.1 605.9 -22.6%
s Less:
[REC{RkER7 R Specific provisions made 202.8 267.0 -24.0%
FAEERmRTE Market value of securities held 249.3 328.4 -24.1%
RIRBEME 2 B 8 F R R0 Estimated net exposures not yet provided 17.0 10.5 61.9%
TRITERE = Non-performing loan ratio 1.67% 2.07%
WH R BHE R X Overdue and rescheduled loan ratio 2.03% 2.57%
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The credit quality of our retail lending portfolios, was adversely affected,
particularly by high level of personal bankruptcies. Although we implemented
measures in 2001 and 2002 to tighten our underwriting and credit control
criteria for credit cards and personal lending, the bad debt charge for the
unsecured consumer credits continued to increase during the year, reflecting
the deterioration in asset quality of this sector. We anticipate loan losses for
unsecured consumer credits will continue at a high level in the first half of
2003.
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Asset Quality (Continued)

The asset quality of our commercial banking and hire purchase businesses
was stable in 2002, in-line with the market. A continued improvement in
our non-performing loan ratio and overdue & rescheduled loan ratio was
achieved.

BEXRRBERE Capital and Liquidity

e —zT—F
EERITH Banking Group 2002 2001
BEAEMR (LAEEABITAIYR)  Capital base (HKS Million)
— LB R — Core capital 4,697 4,365
— B hnEAREEFIE — Supplementary capital and deductions 1,548 1,349
B E R E AN R RE Total capital base after deductions 6,245 5,714
BARFRELE (REHEH) Capital adequacy ratio (as at year end)
- — % — Tier 1 15.0% 14.2%
— — AR AR FHRR) — Tier 1 and Tier 2 (after deductions) 19.9% 18.7%
MENVE ELLE (RE T ER) Liquidity ratio (average for the year) 54.9% 46.2%
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Although the total assets of the Group increased due to a larger pool of
surplus funds investments funded by increasing deposit base, a large amount
of the incremental investments allocated to bank and public sector debt
securities attracted lower risk weightings. Coupled with a small contraction
in the loan book, our Banking Group’s risk weighted assets grew more slowly
than its capital base, and therefore a higher capital adequacy ratio was
recorded.

With an increasing pool of liquid investments as we grow our debt securities
portfolios, a high level of liquidity was attained and the average liquidity
ratio of our Banking Group was further lifted in the year.

Human Resources

We continued our process streamlining and resource reallocation efforts
over the year to align with changes in markets, business mix and new business
direction. The tight control on staffing levels was maintained.
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Dah Sing Financial Group was
recognised as a Caring Company
under a scheme organized by The
Hong Kong Council of Social Service.
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Human Resources (Continued)

In 2002, we stepped up our effort to promote a stronger service excellence
culture with more emphasis and training on quality services to customers.
We also organized more social, community and staff well-being events to
promote better staff relationships, social responsibility
and health awareness. We are encouraged by the
recognition given by The Hong Kong Council of
Social Service to Dah Sing Financial Group as one of
the leading Hong Kong caring employers.

At the end of 2002, the total number of employees
of the Group was 1,394, down 83 from 1,477 at
the end of 2001.

Information Technology

Investment in IT continued as a key resource
commitment of our Group to support product
innovation, process automation, service quality
improvement, risk management and ultimately to
contribute to our future profitability. However, in the
difficult operating environment as we had
experienced in 2002 and with an expectation of
continuing challenges due to a likelihood of a slow
economy in 2003, we adopted more stringent IT project justification controls
to tighten and prioritize our IT spend. We continued our efforts to review
and fine-tune our IT infrastructure and delivery systems to improve
operational performance and plan for future upgrade and development.
We have also heightened our focus on IT security and took steps to further
strengthen our information security control.

Reorganization of Personal Banking Business

In the fourth quarter, we conducted a rigorous review of the business
performance of our retail banking businesses. Against the background of a
deflationary market environment and expectation of slower new business
growth, continuing high level of loan losses for credit cards and other
consumer lending, it was concluded that new retail lending growth, especially
for the unsecured sector, will remain highly challenging.

After carefully considering the strategic direction and latest development of
our personal banking business, we made the decision at the end of 2002 to
reorganize and integrate our retail banking businesses and the direct support
functions of Dah Sing Bank and MEVAS Bank.

We believe the changes will enable us to better leverage on the aggregated
customer base of both banks, improve economies of scale in respect of IT
and operations platforms, standardize product development, manufacturing
and processing, and lower the operating unit cost. MEVAS, while continuing
to operate as a separate brand and distribution channel, benefits from the
stronger support Dah Sing Bank offers after the reorganization, and we
would expect an improved operating performance in 2003.



