SE5 o] @l

I Review of Operations

Bhh\ ESs
[2 v M & E R EB LN

R A

RZZEZERF  AEEEBANAERIERSE
% 2EBARFRFBZWEERR - TRH
E—FIERPBEARETISZRE - BREBEST
REEEMERBATEBETEHERTASZT
2 BEES MG 46 2 AT A LA o BIR AR 1T BT
REARRPERITESZRR - AEERE
BIRFIz AR —REBEBERAERE -

EFEEEMBRREZMIIN TR

Corporate Overview

In 2006, we grew our business organically, fully integrated our
acquisitions in Macau and Hong Kong, and embarked on the next
stage of our Mainland expansion strategy through the agreement to
purchase, subject to regulatory approvals, a 17% stake in Chongaging
Commercial Bank, as well as starting work to analyse the benefits of
expanding our Mainland banking business under a PRC subsidiary.
Our insurance business performed very well, both in life assurance
and in general insurance, in Hong Kong and in Macau.

The highlights of the Group’s financial performance for the year are
summarised in the table below:

—EEXRE —ZETRF &
2006 2005 Variance
B&ET HKS$ Million
FOBR B B B TR E R B A Operating profit before impairments
2 & s | losses on loans and advances 1,778.9 1,257.7 41.4%
aHTREREFEEERER Operating profit before gains on
2 E i | certain investments and fixed assets ~ 1,617.7 1,127.1 43.5%
B 2% AT A Profit before income tax 1,969.2 1,424.1 38.3%
IS 3R P 11 04 A Profit attributable to shareholders 1,397.1 1,019.3 37.1%
KRR 2 EBb 2 IRR B Normalised profit attributable to
wmH R EELERB AR shareholders excluding exceptional
w2 W) (1) gain arising from the disposal of
interests in subsidiaries (Note) 1,207.7 1,019.3 18.5%
BEAG Total assets 109,048 93,496 16.6%
BfEAFT Total liabilities 96,638 82,479 17.2%
BRRES Shareholders’ funds 10,045 9,096 10.4%
F R BA/EERA Net interest income/operating income 65.1% 61.9%
PR AN U L Cost to income ratio 42.9% 44.3%
T EER SR (GE) Return on average total assets (Note) 1.2% 1.2%
FHRRES B (G Return on average
shareholders’ funds (Note) 12.6% 11.8%
i BE_ZERF+ A=+t -HIEFEZETRE Note: The normalised attributable profit of HK$1,207.7 million, excluding HK$189.4
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million exceptional gain realized on disposal of interests in subsidiaries (mainly
Dah Sing Banking Group Limited), is used in calculating the profitability ratios
for the year ended 31 December 2006.
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I Review of Operations

Financial Review

Profit attributable to shareholders of the Group for the year ended 31
December 2006 was HK$1,397 million. Excluding the exceptional gain
of HK$189 million arising from the Company’s placement of a 3.6%
interest in DSBG, the normalised attributable profit was HK$1,208
million, which represented an increase of 18.5% when compared with
2005. The increase was driven mainly both by significantly higher net
interest income and non-interest income.

Net interest income for the year increased by 45% to HK$2,029 million
from HK$1,398 million in 2005. The strong increase was the result of
(1) wider Prime-Hibor spread, (2) higher average loan balance and (3)
contribution from Pacific Finance (Hong Kong) Limited (“PF”) and
Banco Comercial de Macau, S.A.(“BCM”) portfolios. The impact of
these positive factors more than outweighed the negative impact of
rising funding costs to net interest income, especially from fixed-rate
assets. The net interest margin of our Banking Group was 2.36%, up
from 1.98% in 2005. Relatively benign HK$ money market conditions
helped contain the rise in HKS interbank interest rates, despite steady
increases in US$ short-term rates during the first six months of 2006.
A wider Prime-Hibor spread was particularly favourable for loans priced
on a Prime rate basis. PF and BCM made a meaningful contribution to
net interest income after adjusting for the interest income foregone on
the acquisition capital paid in 2005.

Net fee and commission income increased by 42%, mainly due to
higher loan fee and commission income from the organic growth of
our Commercial and Retail banking businesses, and higher income
from wealth management and investment services, in particular
stronger commission income on higher unit trust sales. The
consolidation of PF and BCM net fee and commission income also
helped to boost the overall increase.

Net trading income increased due mainly to the higher returns on both
bond and equity portfolios of our Insurance Group.
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Financial Review (Continued)

Net insurance premium income, incorporating insurance premium
income generated by our Macau insurance subsidiaries acquired at
the end of 2005, grew strongly by 34% to HK$1,005 million, due both
to continuing good persistency levels as well as healthy growth of new
business. Against such a stronger income, the net insurance claims
including transfer to insurance reserves, also including those related
to our Macau insurance subsidiaries, rose by 45% to HK$909 million.
The sales mix, together with a strong performance from the investment
book of the life business relating to a steady bond market and higher
global equity markets in 2006, led to a relatively strong growth in
statutory profits despite a higher cost base and a weaker embedded
value performance, whilst overall profit before taxation from the
insurance business grew from HK$213 million to HK$273 million in
2006, up 28%.

Operating expenses rose 34% mainly as a result of consolidating the
expenses of the subsidiaries acquired in the second half of 2005 and
the amortisation costs for the intangible assets recognized in acquiring
PF and BCM. Intangible amortization costs amounted to HK$46 million
whilst the newly acquired subsidiaries’ costs (including acquisition
related costs) in 2006 totaled HK$204 million. Excluding these
expenses operating expenses on an organic growth basis increased
by 11.8% when compared with 2005.

Cost income ratio for the year was 42.9%, lower than 44.3% in 2005.

Operating profit before loan impairment charges was HK$1,779 million,
up 41% relative to 2005.

Higher loan impairment charges were recorded during the year, mainly
resulting from bigger individual impairment allowances required on a
number of Commercial Banking, transport and equipment finance
customers. Collective impairment charges, despite higher average loan
balances, were slightly lower than 2005 as a result of improvement in
portfolio asset quality. The consolidation of the loan portfolios of PF
and BCM did not lead to any material effect in our overall loan losses
in the year, and overall credit quality remained strong, as demonstrated
by the continuing low impaired loan ratio of 0.51%, and a total overdue
and rescheduled loan ratio of 0.70% as of 31 December 2006.

Operating profit after impairment charges was HK$1,618 million, 44%
higher than 2005.
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I Review of Operations

Financial Review (Continued)

An exceptional gain of HK$189 million was realized on the placing of
3.6% interest in DSBG held by the Company in February 2006 to raise
DSBG’s public float to 25.1%.

We recorded a gain of HK$64 million relating to the revaluation of our
investment properties and reversal of past impairment on bank
premises, a gain of HK$91 million on disposal of securities, mainly
relating to profits on investments in bonds which benefited from a
tighter credit spread environment during the year, and a write-back of
HK$26 million impairment charge on an investment, which was fully
realized during the year.

Profit before taxation for the year was HK$1,969 million, an increase
of 38% over the previous year. Excluding the exceptional gain of
HK$189 million, the normalised profit before taxation was HK$1,780
million, an increase of 25% over 2005.

Profit attributable to shareholders, increased by 37% including the
exceptional gain to HK$1,397 million for the year, and increased by
18.5% to HK$1,208 million excluding this gain.

AT R Banking Business
—EEXF —ETREF bk
2006 2005 Variance
FRE Net interest margin 2.36% 1.98%
AEAT HK$ Million
FOBR B B R 2 TR E 3R B A Operating profit before impairment
2 & i A losses on loans and advances 1,426.3 991.7 43.8%
??xéf&lmﬁ?”&ﬁ Operating profit before gains on
28 im A certain investments and fixed assets ~ 1,264.9 861.2 46.9%
% B 1 Vi ) Profit attributable to shareholders 1,196.0 978.8 22.2%
EPEXR Advances to customers 49,909 44,919 11.1%
BEF® Customers’ deposits 67,279 58,354 15.3%
BEITZIFERE Certificates of deposit issued 8,768 7,713 13.7%
FREF Total deposits 76,047 66,067 15.1%
BEITZESE Issued debt securities 2,300 2,287 0.6%
‘RIBER Subordinated notes 3,480 3,290 5.8%
EREFR(BREFRE) Loan to deposit (including certificates
Lt & of deposit) ratio 65.6% 68.0%
B AN L 2 Cost to income ratio 45.3% 48.2%
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Banking Business (Continued)

Against the backdrop of a more benign HK$ interest rate environment
and good asset quality in general, our Banking Group posted a set of
stronger results for the year. Improved net interest income, and a strong
performance in net fee and commission income, led to a much
improved operating profit despite higher operating expenses and loan
impairment charges in the year.

All of our business segments achieved solid organic growth, as
reflected in loans and deposits, and business segment profit when
compared with 2005.

Our core banking business achieved a strong growth in 2006, with
total loan growth for the year of 11%, against growth in the Hong
Kong market of 6.7%. Commercial banking led growth in the first half
of the year, continuing several years of strong growth, with a relatively
weaker performance from our retail banking business. In the second
half of the year, renewed efforts in the Hong Kong domestic mortgage
market, coupled with continuing growth in the unsecured loan and
credit card businesses resulted in an improved performance from retail
banking, and by the year end, both our core commercial and retail
banking businesses reported growth significantly ahead of the market.

As at 31 December 2006, the Banking Group’s total gross loans and
advances amounted to HK$49.9 billion, up 11% relative to the end of
2005. Growth was recorded both in the Commercial Banking and
Retail Banking sectors, and was led by trade finance, syndicated loans,
property finance, unsecured personal loans, credit cards and
mortgages. It was particularly encouraging to see a return to double
digit growth in our overall unsecured lending business, after a number
of years of difficult market conditions in this business.

Customers’ deposits including structured deposits totaled HK$67
billion, an increase of 15% relative to the end of 2005. Issued
certificates of deposit amounted to HK$8.8 billion of which retail
certificates of deposit accounted for HK$3.7 billion. Other issued debt
securities totalled HK$2.3 billion. The loan to deposit ratio decreased
from 68.0% as at 31 December 2005 to 65.6% as at 31 December
2006.

Dah Sing Bank, Limited (“DSB”) exercised its call option to fully redeem
its first US$125 million subordinated debt (issued in March 2001) in
March 2006. To strengthen its tier 2 capital base to support business
growth, DSB issued a new US$150 million 10-year subordinated debt
(callable in 5 years) in June 20086.
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I Review of Operations

Banking Business (Continued)

The integrations of the two acquisition (PF and BCM) made in 2005
were smoothly completed in 2006 as planned. Both performed well
during the year, were earnings enhancing and produced meaningful
contributions to the Group’s profit in the year.

PF’s loans were fully transferred to and integrated into DSB’s loan
portfolio by mid 2006 and PF no longer reports its business
performance on a separate business entity basis starting 2006, PF, as
a business portfolio, generated HK$86 million net profit in 2006, a
significant growth relative to the normalized earnings (excluding
exceptional interest rate hedging gain) recorded in 2005.

BCM achieved a net profit of MOP117 million in 2006, up 30% relative
to 2005. Its stronger performance was driven by higher loan balance
and stronger income growth (both net interest income and net fee and
commission income).

Personal Banking

Our personal banking business, targeting and serving the retail
banking, VIP banking and private banking segments of Hong Kong
and Macau, recorded a significantly higher profit in 2006. The higher
level of profitability was brought about by satisfactory growth in loans,
deposits and wealth management services, stronger operating income
offset to an extent by higher operating expenses and loan impairment
charges. The consolidation of the full-year contribution of the PF and
BCM personal banking businesses also boosted growth in income,
expenses and profit of the overall personal banking business.

The more favourable interest rate environment, as reflected in a wider
HK$ Prime rate and HIBOR spread, was a significant factor in driving
the net interest income growth of our Personal Banking businesses
despite intense price competition, particularly in the residential
mortgage market. Through a variety of product launches, promotions
and focused marketing, we are pleased to see a satisfactory growth in
our credit card and unsecured personal loan portfolios. Our drive to
deliver better VIP banking and investment services, and the more
favourable stock market and improved sentiment towards investment
in 2006, led to a healthy increase in our wealth management fee and
securities commission income.
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Banking Business (Continued)
Personal Banking (Continued)

We were very encouraged that our card promotion efforts
and accomplishments were recognised by industry
bodies with awards we received in 2006 including Dah
Sing Bank having been recognised by China UnionPay
with “Golden Award in Debit Card Issuance”, VISA
“Prepaid Card Achievement”, and MasterCard “Second

Runner-up in Highest Growth in
Dah Sing Bank
received the
“Golden Award in
Debit Card
Issuance” from

Merchant Purchase Volume”.

Increases in staff, rental and business

Ch/na UnionPay

promotion costs, and the consolidation
of the full-year costs of personal
banking of PF and BCM portfolios in
2006 versus relatively small amount in
2005 (subsequent to their acquisitions) resulted in a significant increase
in operating expenses of this business.

Local economic growth in 2006 remained robust whilst a continued
improvement in the unemployment rate in Hong Kong was recorded.
Our personal banking division’s loan asset quality remained very sound
and charge-off ratios for credit card and personal loans were relatively
low. The higher loan impairment charges recorded in the year was
mainly caused by higher collective impairment charges, largely
resulting from higher loan balances.

Our private banking business achieved a set of results lower than our
expectation in the year. We have taken action to strengthen the
management and investment advisory capabilities of this business,
and expect improvement in performance in the coming year.

As of the end of 2006, our branch network includes 48 retail branches
in Hong Kong under the name of Dah Sing Bank and MEVAS Bank,
and 16 branches in Macau under BCM, and one subsidiary private
bank in Guernsey, Channel Islands.
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I Review of Operations

Banking Business (Continued)
Commercial Banking

Commercial banking, which includes trade finance, commercial
lending, syndicated lending, equipment finance and vehicle finance,
China businesses, and consolidating those businesses originally
operating under PF and similar businesses operated by BCM, reported
a set of strong results in 2006. Against the background of a generally
favourable export and re-export performance and demand for property
finance, and with our commercial banking division’s effort in growing
customer base and loan assets, our commercial banking loan book,
led by property related and syndicated lending, wholesale and retail
trade, and import and export trade finance, achieved a very good
performance and a growth rate faster than the Group’s overall loan
growth in 2006.

Our equipment finance and vehicle finance businesses achieved solid
but not rapid loan growth due to our more cautious lending in the taxi
finance sector.

A slightly higher amount of loan defaults and credit losses was
experienced, mainly caused by higher individual impairment charge in
2006. Benefiting from the continued economic
recovery and solid business performance in the
manufacturing and trading sectors, and our ongoing
vigilant credit monitoring and control, the overall
asset quality of our commercial banking, equipment
finance and vehicle finance businesses remained
sound in the year.

We continued to promote the growth of our
corporate card service, and had received
recognition of such a development in 2006
“The
Best Multinational Corporate Card Program Partner In 2006 In

from MasterCard International as

Hong Kong”.
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Banking Business (Continued)
Treasury

Our treasury division, despite the very flat and even slightly inverted
yield curves and rising interest rates in the year, generated a
substantially higher level of profit in 2006 relative to 2005. The better
results were driven by improvement in net interest income, and higher
trading and fair value gains. Gains realized on securities disposal were
lower than 2005. Although credits were generally favourable with
steady credit spread tightening for most of our investment positions in
2006, the continued credit spread tightening over the past few years
made it increasingly challenging to achieve good portfolio
diversification, allocations and switches. A large part of our surplus
funds investments was deployed in shorter duration bonds to reduce
interest rate exposure, against the flat yield curve and challenging
interest rate environment.

We continued our strategy of maintaining a diversified investment
portfolio to balance investment return, market risk, liquidity risk and
credit risk, and continued to hold a bond portfolio comprised
predominantly of investment grade debt securities, and bond
investments in shorter duration or swapped to floating rate basis.

Due to an increasing amount of assets and liabilities designated at fair
value through profit or loss to comply with the technical requirements
of Hong Kong Accounting Standard no. 39, we note a higher degree
of variability in our gains or losses associated with the fair value
changes of financial instruments including derivatives recognised in
our income statement. With the ongoing volatility and changes in
market interest rates and credit spreads, we expect our trading and
fair value income associated with trading and fair value assets and
liabilities will be more volatile going forward.
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I Review of Operations

Banking Business (Continued)
Development of Banking Operation in China

Our Shenzhen branch in Mainland China, focussing on the commercial
banking business in the Pan Pearl River Delta Area, has achieved
another year of solid growth and profit making following development
in the past two years since commencing business in mid 2004.

After attaining two full-year operation, our Shenzhen branch submitted
an application for RMB license to regulatory authority in 2006. We are
making preparation to operate RMB business through our Shenzhen
branch when we receive regulatory approvals, and believe this
development will provide us additional opportunities to grow our
business in China.

We also pursued the strategy to explore investment opportunities in
the banking market in China and towards the end of the year we
announced that we had agreed to purchase, subject to regulatory
approvals, a 17% stake in Chongging Commercial Bank, the leading
city bank in Chongging, the largest city in Western China, and at a
cost of approximately RMB694 million. We also noted the changes
announced by the China Banking Regulatory Commission towards
the year end allowing for the incorporation of a local subsidiary in the
PRC to conduct banking business. We are actively working on the
proposal and development plan to seek to procure regulatory
approvals and to move forward towards the establishment of our
locally incorporated subsidiary bank in China in 2007 .

Pacific Finance (“PF”)

With the full integration of all of PF’s businesses within DSB and with
the completion of the transfer of its loan portfolio and businesses to
DSB before mid 2006, PF is no longer operating as a separate
business subsidiary.

PF’s original businesses, focusing on vehicle finance, equipment
finance, mortgages and consumer lending, are businesses very
complimentary to those of DSB and a smooth integration was
accomplished in the first half of 2006. These businesses, on a pro-
forma basis, achieved strong growth in terms of loan balances and
profit generated.

H
~N

900z Hoday [enuuy

pauwi sBulp|oH [eoueuly buis yeqg



SE5 o] @l

I Review of Operations

Bhh\ ESs
[2 v M & E R EB LN

REI A )
1o = ([MaE B ] ()

BREMBER _TTRF2HEEFEN RN
PREEE ERAEER) SNA\TRBEEET -
*Hﬂﬁ’\_7 = ﬁiﬁﬁuﬂﬁ%«ﬂﬁkZE%fbﬁﬂ
(FEER-_ZEZRAFARZIMNEE G O
) ATNEEET  2RARER T2
BB E A R EFORE X B BRI ED Jtt
BYBHAEEZEBEAMER  WHEMAE
EARKEER CBFEERTHZHRE -

P S ARAT ([P i 5 4R 1T )

WERFIHERTAAEER _TTRAFZE
ERBENRERE  SAKETEAZERD
&~ HamEM RPN - LEASE R R

FIZERT - —REBEASRREBEEEE
ARZTHE - RZBTRF - RENEY MK
BERAEER  HEMIERESERER

PR A EREREEA D Z TN E -

BPIEERITR _EERFHETRMNA—E
—TFrEEEME @ —E-TFToHastr)
RIZZEAFAAHZ=T - AR EFIERR
Y RITRBEBZHE LA - FFEBAR
FEN BHAKIRIZ AN ~ 5 R 2 B i 46 3t 2

BEFREER TR REFABERITNR_ZZXR
iﬁ‘ SRR -

W

LEARTT ([88A]) BIRITEEE T LAIBIZIRTT
MmEEE 2B AR - RZZZTNF - BAAER
FEAN_—TEET HE_TThFA/—
FHOEEAT - @R _TT R FHERIE
3 BRARERESRE SRR (FIERA K
Hﬁkﬁﬁﬁ%)\)jﬂﬁiﬂﬂﬁﬁﬁl CEETEHRE

ERRRERGEENRESZL LA - hE
xf’ﬁﬁfng R o

R-ZTTRE - SHRKE /,ﬁElfﬁE
1&%%@?2?@%%& %ﬁ‘“ o WFEBTE
ADBEER C WEHREBRE T’EFEK
ZHBES EEKTJ*/\EEZ{ZT @ WK
FRITZEEANBRFT ﬁﬁﬂﬂ‘g pAC]
| o

Banking Business (Continued)
Pacific Finance (“PF”) (Continued)

PF’s pro-forma net profit of HK$86 million (before amortization of
intangible costs) in 2006, driven mainly by cost saving and lower loan
impairment charges, substantially increased when compared with the
normalised PF net profit of HK$59 million in 2005 after excluding
interest rate hedging gains booked in 2005. This acquisition was value
enhancing to our Group, and contributed to expand our scale in
selected lending areas which are also higher yielding.

Banco Comercial de Macau (“BCM”)

The acquisition of BCM is a significant strategic expansion for the
Group in 2005, as this provided the Group entry into the fast growing
and increasingly affluent Macau market, and allows the Group to gain
significant market share in each of the banking, general insurance and
life assurance businesses in Macau. In 2006, Macau sustained its
record of rapid growth and achieved a GDP growth of over 16%,
underpinned by the rapid expansion of its gaming and tourism industry,
and growth in consumption and property investment and construction.

BCM reported a net profit MOP117 million (approximately HK$114
million) in 2006, up 30% relative to 2005. Its stronger performance in
2006 was driven by solid loan growth, higher bancassurance sales,
strong increase in net interest income and non-interest income, good
expense control and lower loan impairment cost.

MEVAS Bank

MEVAS Bank (“MEVAS”), the separately branded banking subsidiary
under the Banking Group, recorded a net profit in 2006 of HK$20
million relative to the HK$14 million earned in 2005. The stronger
performance in 2006 was the result of higher loan balances and
significantly higher income (both net interest income and fee income),
despite a higher collective loan impairment charge caused mainly by
the much higher loan balances, and therefore a higher level of loan
provisions required.

In 2006, MEVAS started to participate in limited commercial banking
lending via sub-participation in syndicated loans. This new business
avenue provides MEVAS diversification in loan exposures and enables
it to better deploy its large pool of surplus funds to earn stable returns
with reasonable credit risk, drawing on expertise and support provided
by DSB.
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I Review of Operations

Insurance Business

Our insurance business, consolidating the results of the life and general
insurance businesses in Hong Kong and Macau, achieved a record
profit in 2006, with growth largely brought by higher premium income
from regular life policies and a much stronger investment returns
recorded by Dah Sing Life Assurance Company (“DSLA”). Overall profit
before tax from our insurance business, including the results of the
two Macau insurance subsidiaries acquired at the end of 2005,
amounted to HK$273 million, which was 28% higher than 2005.

Our life assurance business recorded similar level of new business
annualized premium income relative to 2005, as higher regular policy
premiums were offset by lower sales of single premium policies. The
Insurance Group’s overall net profit contribution generated from our
Hong Kong and Macau life and general insurance operations, including
underwriting results after transfer to reserves, investment returns,
embedded value net change, and operating expenses, was much
stronger than 2005. The net increase in embedded value in the year
was HK$46 million, lower than HK$75 million recorded in 2005, mainly
resulting from changes in reserving valuation interest and other
reserving adjustments.

As at 31 December 2006, the total value of our Hong Kong and Macau
in-force long-term life assurance businesses as calculated in
conjunction with the independent actuary was HK$811 million, and
shareholders’ funds employed in our life and non-life insurance
business increased to HK$1,169 million, giving an overall value for the
insurance business in the accounts of the Group of HK$1,980 million,
an increase of 21% over 2005.

Our two Macau insurance subsidiaries, Macau Insurance Company
Limited and Macau Life Insurance Company Limited (in which we own
96% as a group), recorded a total profit after tax (including embedded
value increase and after amortization of intangible costs), and on a
100% basis, of HK$21 million equivalent in the year. The full-year net
profit of the Macau insurance subsidiaries amounted to HK$12 million
in 2005, but only had very limited impact in the Group’s 2005 results,
as their acquisition was completed in late December 2005.
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Insurance Business (Continued)

Our Hong Kong general insurance subsidiary, Dah Sing General
Insurance Company, a joint venture with the Mitsui Sumitomo
Insurance Group (“MSIG”) up to the end of December 2006, became
a wholly owned subsidiary with effect from the end of 2006 after we
reached an agreement to acquire from MSIG, the remaining 49%
interest held by MSIG. We believe this change, by bringing this general
insurance subsidiary under our full control, would enable a faster
development of this business and synergy with the Group’s
development in both banking and insurance operations.

In 2005, the Group acquired a 20% interest in Great Wall Life Insurance
(“GWL”), a life insurance company newly established and
headquartered in Beijing, China with a national license. GWL’s current
reliance on lower margin bancassurance products, together with the
overhead to build its functions and branch network in different
provinces in China, led to a net loss of RMB133 million in 2006 (vs
RMB49 million net loss in 2005). Our Group’s share of its loss was
HK$26 million in 2006.

GWLs business plan in 2007 and for the coming few years will target
to achieve a better product mix and sales to raise its margin, and to
contain its cost increase whilst it needs to invest to expand its scale.

Risk Management and Compliance

To compete effectively in the increasingly competitive and demanding
financial services market, and to meet higher standards of regulatory
requirements whilst the Group continues to expand its businesses,
scale and geographical operations, strengthening and upgrading risk
management is an ongoing emphasis and continuing investment.
These require oversight at the Board and senior management level,
well defined and structured risk management framework, policies and
risk control processes, clear understanding of sound risk and return
balance, allocation of sufficient resources to upgrade risk management
expertise and technologies to be commensurate with business
expansion and increases in risk exposures.
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I Review of Operations

Risk Management and Compliance (Continued)

During 2006, we made significant effort to prepare ourselves to
transition to Basel Il standardized approach reporting under the new
regulatory and capital regime starting January 2007. We also made
efforts to evaluate different risk management IT solutions that will assist
us to upgrade our asset and liability management, risk assessment
and control, market risk and credit risk analysis to meet the more
sophisticated requirements of Basel Il internal-ratings based (“IRB”)
approach. To enable us to move towards the foundation IRB target in
a few years time, we had agreed to engage external consultants
specialising in risk data model and statistical scoring to start developing
credit modelling applications for our retail credit portfolios, and had
already started data archiving for most of our loan systems to facilitate
data storage and extraction for future credit analysis and system
modelling. We anticipate the development process on risk
management system implementation, storing and utilising data on a
systematic basis to generate acceptable credit risk assessment (by
way of ongoing estimate of probability of default) and more refined risk
differentiation with more sophisticated capital allocation to cover
different risk exposures, and upgrading our risk management policies
and procedures (including analytical and modelling processes) will take
a number of years, and will also require significant commitment, effort
and investment.

During 2006, we further strengthened our compliance function and
took steps to upgrade our compliance effectiveness including
increasing resources, monitoring and training covering our Hong Kong,
Macau and China operations. These, together with our increased
emphasis on internal control, will assist the Group its pursuit of long-
term development and growth, by progressing in a sound and
controlled manner.

EAR N B Capital and Liquidity

ZETAE —TTEF
RITEE (EERERHEIESE) Banking Group (Basel | basis) 2006 2005
BB IRTT 2 B AN E A Capital base of banking subsidiaries

(AEB8BTE (HK$ million)

—ZOHER — Core capital 7,463 6,136
- M nE AR X - Supplementary capital and deductions 2,712 3,369
HE® 2 EAREREEE Total capital base after deductions 10,175 9,505
BEARTEREE (FLR) Capital adequacy ratio (as at year end)
-—REXR — Tier 1 12.2% 10.7%
- — WM ZFER (FURE) — Tier 1 and Tier 2 (after deductions) 16.6% 16.6%
MEVEELLE (FEF1) Liquidity ratio (average for the year) 58.0% 55.2%
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Capital and Liquidity (Continued)

The Banking Group’s capital adequacy ratio remained similar to 2005
and was maintained at a healthy level. The higher Tier 1 ratio was the
result of both profit retention and equity capital injection by Dah Sing
Banking Group in the early part of 2006. On a Basel Il standardized
approach basis for reporting credit risk, the Banking Group’s capital
adequacy ratio as of the end of December 2006 was broadly similar to
the ratio determined on the Basel | basis as disclosed above.

DSB fully repaid its first US$125 million callable subordinated debt in
March 2006 as planned. To enable DSB to operate with sufficient
capital buffer to undertake new business and pursue acquisition for
strategic purpose, DSB issued a new 10-year (and callable after 5
years) US$150 million subordinated debt in June 2006.

With our strong pool of surplus funds and diversified liquid investments
funded in part by deposit growth and new term borrowing including
the new subordinated debt issued by DSB, we were able to maintain
our liquidity ratio at high levels despite our robust loan growth. This
favourable liquidity position will support our business plan to pursue
more loan and investment growth.

DSB’s long-term credit rating, at “A3” and “A-" assigned by Moody’s
and Fitch respectively, was affirmed in 2006.

Human Resources

To improve the quality and skills of our staff, and to ensure sufficient
continuing professional training of our front-line staff particularly in
relation to banking services, securities and insurance businesses, we
continued our training programmes to meet different needs of our staff,
and to reinforce management and development programmes for
middle level managers in the year. We are also pleased to note that
our graduate trainees development programme over the past three
years has produced good results, providing the Group with highly
motivated young officers and bankers, and growth opportunities for
the trainees to steadily progress and take up managerial
responsibilities. We believe such an investment will produce long-term
benefit to the Group.
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I Review of Operations

Human Resources (Continued)

In 2006, we continued our work to improve the service excellence,
teamwork, caring and trust culture throughout the organization. Senior
management and most staff of the Group participated in the annual
Group Conference to promote communication and sharing of our
Group’s vision and challenges. Our staff social club arranged a variety
of programs including family, well-being and sports activities to help
promote affinity, friendship and health.

The Group’s headcount continued to increase as a result of our
business growth and increasing demand for human resources to
strengthen our capabilities on sales, customer services, risk
management and compliance. The total number of employees of our
Group, including our staff in Macau and China, increased from 1,753

at the end of 2005 to 1,823 at the end of 2006.

Information Technology

During 2006, our major accomplishments in the information technology
area were a smooth and successful migration of our mainframe
operating system to a much enhanced and robust technology
platform, and the integration of a number of BCM systems with those
of DSB to achieve synergy and better system support; work and
preparation to implement new teller platform system, securities trading
system and retail credit scoring system; and evaluation of different risk
management and Basel Il systems, including IT architecture and data
warehouse technologies, to support the Banking Group’s risk
management upgrade. Riding on the effort and development we made
in 2006, we expect to roll out and implement a number of new
application systems during 2007 .

With our operations in Macau, and our plan to achieve significant
organic growth in China, we anticipate we will need to continue
investing in IT application systems and infrastructure to achieve more
alignment and synergy, and to upgrade our capabilities to meet both
business needs and increasing regulatory requirements. We anticipate
higher IT investments in the years to come, driven and guided by our
growth strategy.
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