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The following information relates to the Group and is disclosed as part of
the accompanying information to the financial statements and does not

form part of the audited financial statements.

1. BFEXK 1. Advances to customers

(F) HPEF@RE — RIERER

(@  Gross advances to customers by loan industry sector classified

according to the usage of the loans are:

—EER —ETRF
EME Group 2006 2005
=gl
Restated
EBREFERNER Loans for use in Hong Kong
Trsrt Industrial, commercial and financial
— MEHER — Property development 409,887 183,481
— MEERE — Property investment 6,107,283 4,672,013
— SRt E — Financial concerns 424,368 520,278
— REL4L — Stockbrokers 49,845 14,994
— BB ETERE — Wholesale and retail trade 1,086,361 965,061
— BUEE — Manufacturing 1,334,677 1,331,248
— BRRERRE — Transport and transport equipment 3,563,617 3,772,620
— Hit - Others 1,410,582 1,160,957
14,386,620 12,620,652
& A Individuals
- BEIEEEEEE - — Loans for the purchase of flats in
[FLAZEZEEE & Home Ownership Scheme,
[HEEHEFSIEFEK Private Sector Participation
Scheme and Tenants Purchase
Scheme 1,850,462 1,929,198
— BEEMEEYEER — Loans for the purchase of other
residential properties 10,917,179 10,772,390
— EHFRER — Credit card advances 3,154,851 2,759,308
— Hftb — Others 5,614,419 4,637,350
21,536,911 20,098,246
EBREFERNER Loans for use in Hong Kong 35,923,531 32,718,898
Bo5mE Trade finance 4,385,560 3,914,072
BB AIME AR ERK Loans for use outside Hong Kong 9,599,597 8,285,648
49,908,688 44,918,618
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(Expressed in thousands of Hong Kong dollars)

1. Advances to customers (Continued)

The above classification is made by reference to the guidelines issued by
the HKMA. With effect from 30 September 2006, the scope of “non-bank
China exposures” which form part of “Loans for use outside Hong Kong”
as defined in these guidelines was revised to include loans to companies
and individuals outside China where the credit is granted or funds are for
use in China. Comparative figures have therefore been restated to conform

with this new requirement.

2. HRMEE N E
5 JH

A E 2.

(a) Advances

Overdue and rescheduled assets

) EHREEENAELE () Gross amount of overdue loans
HEFER 15%)5f)fm
Bkt Ebas
% of total % of total
—ZEZEXF advancesto —TZHHF advancesto
55 Group 2006 customers 2005 customers
REERFER®EE - Gross advances to customers
B H] which have been overdue for:
— ZEAEZRMEA - six months or less but
over three months 99,855 0.20 118,065 0.26
— NEAUR EE—F — one year or less but
over six months 61,973 0.12 59,799 0.13
— —fFLE — over one year 119,804 0.24 128,051 0.29
281,632 0.56 305,915 0.68
B 2 mEBAE R Market value of securities held
FriF R B mi(E against the secured advances 168,065 256,219
BEAEEER Secured overdue advances 133,324 180,623
XA E Unsecured overdue advances 148,308 125,292
R R Impairment allowances 118,518 114,365
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2.  Overdue and rescheduled assets (Continued)

(a) Advances (Continued)

(i) Rescheduled advances net of amounts included in overdue

1BZE ) advances

HEFER mMEFERK
Bot Bkt
% of total % of total
—ZFXHE advancesto —ZTZ RS advancesto
5 Group 2006 customers 2005 customers
LEHER Rescheduled advances 69,106 0.14 181,654 0.40

B 2 Impairment allowances 6,886 25,123

RZZEERNFF+_A=+—HBERZ=ZZZTHR
F+Z A=+ —HBASEMELHRITRE
fih & BB ERAEIIERE - @mA=1EA
LA FSRCSEH 2 ER ©

(Z) B 555

There were no advances to banks and other financial institutions

which were impaired, overdue for over 3 months or rescheduled as

at 31 December 2006 and 31 December 2005.

(b) Trade bills

—EEXRE —TITREF
-3 Group 2006 2005
8 B Overdue for:
- —FME — over one year - 363

(77) W o] & (c)  Repossessed assets

—EEXRE —TITRHEF
-3 Group 2006 2005
I qEIEYES Repossessed properties 32,223 45,401

3. EBRE
() % BR1T R

AEB RS ERER S ME RSN BB
ENEERBIEARER -

FEfzEREIXNTALE  FERAR  THR
@ MEXRER - RBEERBRREERR - FE
RBRZEEERERAEEZEEAS - HHE
EREE  HENTELEER  wRAEERE LY
BN RSB EEESNILEESR -

3. Risk management

(A) Banking Group

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

a well-developed management structure.

Risk management is focused on the five major areas of risk — credit risk,

market risk, interest rate risk, liquidity risk and operational risk. Credit risk

occurs mainly in the Group’s credit portfolios comprising commercial,

wholesale and retail lending, equipment and hire purchase financing, and

treasury and financial institutions wholesale lending.
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— BUEEERRE MBERIABREER S M
HEEMEEWEEEE REMER

— UBNEMBLIENERERER  BBEE

MITBIES] - & %glﬁﬁ%EA%ﬁ
1F + Faamad (BLETRR) - EERA K
REBEHEE : &
- HhYEBERIFXEMONTERRY B
HITZRE SRR EERREEARERRBMNE
DR EeT8EE REENNRBATRER -

(Expressed in thousands of Hong Kong dollars)

3. Risk management (Continued)
(A) Banking Group (Continued)

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

Interest rate risk means the risk to the Group’s financial condition resulting

from adverse movements in interest rates.
Liquidity risk arises across the Group’s balance sheet.

Operational risk is the risk of loss (direct or indirect) resulting from
inadequate or failed internal processes, people and systems or from

external events.

Apart from the description of financial risk management disclosed in Note
3 to the financial statements, the other risk management aspects are

disclosed below:

(i) The risk management structure of the Group

The Board of Directors has the broad overall responsibility for the
management of all types of risk. The responsibilities of the Board in relation

to risk control are:

the 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 Group Audit Committee; review of key results
(against forecasts), operational statistics and policy compliance; and

- financial performance by analysis against approved budgets and

analysis of variations in key non-financial measures.

The Executive Committee has been delegated the authority to oversee
and guide the management of different risks which are more particularly
managed and dealt with by Group Risk and different functional

committees.
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3. Risk management (Continued)
(A) Banking Group (Continued)
(ii)  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 the Group risk positions to the Board via the
Risk Management Committee and 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 Group including the approval of exposures to new markets, economic
sectors, organisations, credit products and financial instruments which
expose the Group to different types of risks. In determining 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 Group’s operating divisions and

businesses.

The Group’s risk management expertise continues to advance the overall
quality of the Group’s lending portfolios, and enables the Group to meet
the changing regulatory requirements and enter into credit exposures with

the confidence that it understands the associated risks and rewards.

The Group is continuing to evolve its risk management capabilities under
the aegis of the Head of Group Risk, increasing the focus of its risk strategy
on risk and reward and returns on capital. The Group uses a range of risk
measurement and analytical tools in its management of the various risks
which it faces in its day-to-day businesses and these are continually being
enhanced and upgraded to reflect the ever-changing business needs and
the requirements of the regulators. The Risk Management and Control
function is part of Group Risk and reports directly to the Head of Group
Risk.

(iii) Business division credit committees

Each of the operating divisions of the Group has its own credit or risk
committee responsible for approving and recommending policies, limits
and mandates for risk control within their respective business areas. This
is consistent with the Group’s approach of devolving responsibility for risk
management to the individual business areas under the aegis of the Group
Risk function. As such, each business credit risk function reports to both

Group Risk and the business area which it supports.
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3. Risk management (Continued)
(A) Banking Group (Continued)
(iv) Market Risk

The Group uses value-at-risk (“VaR”) statistical technique to estimate the
potential losses that could arise on risk positions taken, due to movements
in foreign exchange, interest rates and equity prices over a specified time
horizon and to a given level of confidence. The model used by the Group
to calculate portfolio and individual VaR on a variance/co-variance basis
uses historical movements in market rates and prices, a 99% confidence
level and a 1-day holding period.

ETZHA=1+—H ' EEEHSERAR 2R As at 31 December, the VaR for the various types of exposures in the
REENT : trading book were as follows:

—EERE —TTREF

2006 2005

FERREZER 2 RARE Interest rate risk trading exposures 2,779 1,981

SNEBEER 2 ERE Foreign exchange trading exposures 924 113

EEEER EARE Credit trading exposures 413 =

REEERRARE Equity trading exposures - 158

BEEEMERARZRKRE Market risk trading exposures 4,116 2,252

FERNFEHMHRRKRE Average VaR for the year 3,172 3,034

AEBMETTAFN - K“TSRAKRERNTE
V5 B HRER A U 25 T 19 H 3£382,0005 L (Z2F
T4 : 553,000/ 7T) » EiRAEZEZE 3,665,000/ 7T
(ZZZTRF : 4,318,00087T) » HE+=-_A=1
—HIEFEZEERZEHHNE A TR RIZ
EZSWT :

The average daily revenue earned from the Group’s market risk related
treasury activities in 2006 was HK$ 382,000 (2005: HK$553,000) and the
standard deviation for such daily revenue was HK$3,655,000 (2005:
HK$4,318,000). The following are the average daily revenue and the
standard deviation for daily revenue analysed by principal dealing activities

for the years ended 31 December:

SHTEGKE BEE
Average daily revenue Standard deviation

—EERE —ZTTHEF “EERE —ZTThF
2006 2005 2006 2005
MERSH Interest rate dealing (77) (130) 1,133 1,707
HNERZ 5 Foreign exchange dealing 432 692 3,489 3,985
EERS Credit trading 24 9 373 479
RERS Equity trading 3 - 129 =



il 70 1 55 R

(AB®E T L3 7R)

3. AR E )
(FF) 2E[FRIT R (%)
(iv) 71757 & 5% (45)

TERETSAREBNERBRASMIER

I S upplementary Financial Information

(Expressed in thousands of Hong Kong dollars)

3. Risk management (Continued)
(A) Banking Group (Continued)
(iv) Market Risk (Continued)

The following histograms show the frequency of daily revenues related to

market-risk activities:

—ETREF
2006
50
41
39
40 —
29
® 28
D% 30 e
e e 24
o3 — [
E A 17 1516
i F
10 28
5
11 2 1
O T L e e N B |
-20or-18 -16 -14 -12 -10 -8 -6 -4 -2 0 2 4 6 8 10 12 14 16 18 20 22o0r
RUT WA (EEET) E
or below Revenue (HK$ million) or above
—ETHEF
2005
40
31
30 28
o 26
o4l 725
o ] L
8 20
&5 20 18
=3 1515 ]
IS
>
z
10
77 6
3 4 43
2 2 2
AR T |
-20or-18 -16 -14 -12 -10 -8 -6 -4 -2 0 2 4 6 8 10 12 14 16 18 20 22or
T WA (BEET) HUE
or below Revenue (HK$ million) or above

KEENR @ fxim 8 Bz A13,585,0008 7T (ZF
ZTRHF : 21,249,000 7T) - = ABEHEEA
12,959,000 7 (ZZEZT A F : 18,108,000/8

JC) °

During the year, the highest daily gain was HK$13,535,000 (2005:
HK$21,249,000) and the maximum daily loss was HK$12,959,000 (2005:

HK$18,108,000).
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3. Risk management (Continued)
(A) Banking Group (Continued)
() Operational Risk

The Group manages operational risk at department level under respective
businesses within a structure coordinated by the Operations Division with
reporting to senior management. Since 2003, the Group has started the

operational risk incident reporting and tracking of operational loss data.

A dedicated operational risk management function has been established
to drive and implement the operational risk project of the Group with the
objective to improve operations quality, internal control process and to
meet the Basel Il requirements. The function is responsible for promoting
the operational risk control culture, and providing support to various
departments in implementing and complying with the operational risk

management policy and requirements.

(vi) Implementation of the Basel II Capital Accord

The revised capital adequacy framework known as Basel Il has come into
force for all locally incorporated authorized institutions in Hong Kong from
January 2007. To implement Basel Il, the Hong Kong Monetary Authority
published the final Banking (Capital) Rules and Banking (Disclosure) Rules
at the end of 2006.

Basel Il is structured around three “pillars”. Pillar 1 sets out the minimum
capital requirements for a bank’s operational risk, in addition to revising
the “Basel I” treatment of credit risk and market risk. Pillar 2 requires that
banks should have in place sound internal processes to assess the
adequacy of their capital, based on a thorough assessment of their risks
including those risks not covered under Pillar 1, and that supervisors
should carry out supervisory review of this process. Pillar 3 complements
Pillar 1 and Pillar 2 through enhanced market transparency and market
discipline by requiring banks to make public disclosure of information on
their risk profiles, capital adequacy and risk management.
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3. Risk management (Continued)
(A) Banking Group (Continued)
(vi) Implementation of the Basel II Capital Accord (Continued)

Starting January 2007, Dah Sing Bank and MEVAS Bank adopt the
standardised approach for credit risk and market risk, and the basic
indicator approach for operational risk. These are the default approaches
as specified in the Banking (Capital) Rules. Accordingly, the Group has
overhauled its systems and controls in order to meet the standards
required for these approaches. As a step forward, the Group is preparing
for the use of the more advanced approach i.e. foundation internal ratings-
based (“FIRB”) approach for the calculation of credit risk. This will enable
the Group to enhance significantly its risk management capabilities in
identifying, assessing, monitoring, controlling and mitigating risks. The
Group also targets to advance to the standardised approach in calculating
its operational risk.

During the year, a dedicated Basel Il team has been set up with the
responsibility to provide an overall direction to and co-ordinate with relevant
business divisions and support units in revamping the infrastructure and
operations for meeting the compliance imperative. The team will continue
to expand and upgrade its capabilities in the coming years to meet the
requirements of Pillar 2 and Pillar 3, and to build the foundation for

migration to the FIRB approach.

(B) Insurance Group

The Groups insurance business is exposed to multiple risks, including
insurance risk, product risk, investment risk and business risks. We believe
that effective risk management is an integral part of our insurance business’
control process and operations, and that effective control of risks assists

to maintain the profitability and stability of our business.

The key risks of our insurance business and related risk control process

are as follows:
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3. Risk management (Continued)
(B) Insurance Group (Continued)
(i)  Insurance risk

The Group’s insurance operation is in the business of underwriting
insurance risk and retains various maximum amounts per risk or event
dependent on the type of risk with the excess being reinsured through
various reinsurance and related agreements which are regularly reviewed.
Catastrophe cover arrangements are also in place whereby a number of
claims relating to a specific incident in aggregate would represent a
material risk to the Group are reinsured.

Underwriting and claims practices and procedures are documented and
reviewed. External independent actuaries are engaged to evaluate the
adequacy of the insurance reserves.

(ii) Product risk

New products and major revisions to existing products undergo a product
approval process with the profitability being reviewed and where

appropriate assessed by internal and external independent actuaries.

(iii)) Investment risk

Our investment practice is to maintain a conservatively invested portfolio
which attempts to maintain value whilst matching assets and policyholder
liabilities as appropriate, by yield, duration and currency taking account of

the associated risks, taxation and regulatory requirements.

(iv) Business risks

DSLA and DSGI follow the policies and procedures of the Group in
assessing business risk in terms of contingency and interruption planning
as well as providing training for staff and agents to comply with the relevant
rules and regulations covering their businesses. Macau Insurance
Company Limited and Macau Life Insurance Company Limited, insurance
subsidiaries of the Group operating in Macau, have their own policies and
procedures to comply with the relevant requirements in Macau.
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3. Risk management (Continued)
(C) 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 reports functionally to the Group 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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