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Filled with vitality and infinite energy,

The shape of water transforms,

From a crisp morning dew,

To strong powerful waves.

Like water gathers with the force of life,

CITIC Ka Wah Bank grows progressively and refreshingly,
With a strong passion to make a difference in the market place,
And strive for excellence in the evolving world.

We build sustainable results

Through living our core values everyday,

Nurturing innovation and team spirit,

Fostering professionalism, integrity and entrepreneurship.
Driven by a total focus on our customers,

We demand ourselves to stay progressive,

To achieve our vision of becoming a leading financial services provider

That brings exceptional value to our customers.
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CITIC Ka Wah Bank Limited
CITIC Ka Wah Bank Limited (the ‘Bank’) is a wholly owned subsidiary of CITIC
International Financial Holdings Limited (‘CIFH’), which is 55% owned by

China International Trust and Investment Corporation ('CITIC’).

Following the acquisition of The Hongkong Chinese Bank, Limited in January
2002, the Bank is now Hong Kong’s eighth largest locally incorporated licensed
bank in terms of total assets. The integration, completed in November 2002,
brought 1,400 people together into a new organization and presented a
valuable opportunity to create a bank that is exceptional and refreshingly
different. Our promises and commitment for the future are embedded in
our new vision to be a leading financial services provider that brings exceptional

value to our customers.

We operate 38 branches in Hong Kong, two branches in the US in New York
and Los Angeles, and maintain two representative offices in the PRC in Beijing
and Shanghai. We are rated ‘Baa2’ by Moody’s Investors Service and ‘BBB’
by FITCH.
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Financial Performance

—EF_MBHMWE 2002 Financial Highlights

2F (BBET) For the Year (In HK$ million)
R 2 U A Net Interest Income

FEF B WA Non-Interest Income

BeERH Operating Expenses

RIFRAERE Charge for Bad and Doubtful Debts
FR %1 A% F Profit Before Taxation

#E Taxation

PR 3R BE {ik s F Profit Attributable to Shareholders

1,707
471
1,018
509
667
21
646

% Change

519 +228.9
106 +344.3
353 +188.4
228 +123.2
33 +1,921.2
1 +2,000.0
32 +1,918.8

RELER (BEBT) At Year End (In HK$ million)
BRMBR Loans and Advances
EEARE Total Assets

FREE Total Deposits

BREES Shareholders’ Funds

42,320
72,880
60,743

4,596

12,132 +248.8
19,994 +264.5
16,337 +271.8

3,238 +41.9

B th = Financial Ratios

BEARZ BLEE Capital Adequacy

EEFLPRBESLER Average Liquidity
1/1/02-31/10/02 1/1/02-31/10/02
1/11/02-31/12/02 1/11/02-31/12/02
HZ12A31 8L For year ended 31 Dec

B AR EF LA B 2R Cost to Income

BiEk=x Loans to Deposits

17.2%

46.9%
47.1%

46.7%
69.7%

27.1%

58.8%
56.4%
74.3%

.
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TERMBEER Five Year Summary

2EZEE (ABBT)

For the Year (In HK$ million)

FRE WA Net Interest Income 1,707 519 570 428 550
FEF B U A Non-Interest Income 471 106 119 187 137
mEH Operating Expenses 1,018 353 305 275 356
RIZRER Charge for Bad and
Doubtful Debts 509 228 258 291 739
RRBE A % A Profit Before Taxation 667 33 112 39 (433)
Bi1E Taxation 21 1 1 10 20
PR 3R BE Ak 5 A Profit Attributable to Shareholders 646 32 93 12 (465)
AEEB (BAE®Bt ) AtYear End (In HK$ million)
BRAMBAK Loans and Advances 42,320 12,132 13,140 13,287 16,933
BEREBRER Loan Loss Provision 941 473 449 619 922
BEEAE Total Assets 72,880 19,994 24,580 25,785 25,761
FMEWREELE Total Interest Earnings Assets 69,350 18,910 23,340 23,804 24,581
B Total Deposits 60,743 16,337 20,008 20,467 20,306
BRRES Shareholders’ Funds 4,596 3,238 3,242 3,207 2,995
B #% tb 2 Financial Ratios 2002 2001 2000 1999 1998
BERFELER Capital Adequacy 17.2% 27.1% 26.7% 26.6% 21.7%
2FEFIREELLE Average Liquidity
1/1/02-31/10/02 1/1/02-31/10/02 46.9% - - - -
1/11/02-31/12/02 1/11/02-31/12/02 47.1% - - - -
BZ12A3181Lk For year ended 31 Dec - 58.8% 61.6% 65.6% 50.2%
BiFtb®= Loans to Deposits 69.7% 74.3% 65.7% 64.9% 83.4%
BERHEELMELE  Loans to Total Assets 58.1% 60.7% 53.5% 51.5% 65.7%
—REBEBELLE General Provision Coverage 1.2% 1.1% 1.4% 1.3% 1.1%
FRASE WA B = Cost to Income 46.7% 56.4% 44.3% 44.7% 51.8%
EERRR Return on Assets 0.9% 0.2% 0.4% 0.1% (1.8%)
IR E & B |/ Return on Shareholders’ Funds 14.1% 1.0% 2.9% 0.4% (15.5%)
R RME(LET (BEETT)
Profit Attributable
to Shareholders (HK$ million)
800
700
o0 HEREEESET) BRES(EEET)
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Financial Performance

T * Deposits*
RIER B D
FER Current 2.3% 2.8%
#E Savings 13.1% 8.7%
EH Fixed 84.6% 88.5%
&% Total 100.0% 100.0%

REHAED By Maturity

B RF{EE On Demand 16.3% 14.9%
DR=1E A Less Than 3 Months 78.2% 76.5%
HBB=EAERE—F Over 3 Months But Less Than 1 Year 5.5% 8.6%
&% Total 100.0% 100.0%

By Currency

BT HKD 63.4% 75.5%
EPT usD 28.3% 19.9%
HAh Others 8.3% 4.6%
a5t Total 100.0% 100.0%
* UERFERRER * Based on Customers Deposits only
IE F 2 U N Non-Interest Income
FWBEHMESWA Net Fees & Commission Income 66.5% 10.1%
IMNER B RF Gain from Foreign Exchange Dealing 2.9% 10.1%
BEWA Dividend Income 3.8% 2.3%
Hity Others 26.8% 40.4%
ast Total 100.0% 100.0%

#1735 i Deposit Breakdown

EAth Others : 2.4%
5878135 CD/FRN : 9.6%
YE9ND 1T Overseas Branches : 1.2%

TESR1THP Retail Banking Group : 57.2%
£ ER7TEB Corporate Banking Group : 29.6%

#

PFEEERTERLDA ‘ CITIC Ka Wah Bank Limited
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Loan Portfolio*

By Industry Sectors

Loans for Use in Hong Kong

Industrial, Commercial and Financial
Property Development

Property Investment
Financial Concerns

N

Stockbrokers

Wholesale and Retail Trade

Manufacturing

Transport and Transport Equipment

Others
Individuals

Mortgage (Home Ownership Scheme,
Private Sector Participation Scheme and
Tenants Purchase Scheme)

Mortgage (Other Residential Properties)

Credit Card Advances

Others
Trade Finance

Loans for Use Outside Hong Kong

Total

By Geographical Spread

Hong Kong
China
Others
Total

By Maturity

Repayable on Demand

Less Than 1 Year

Over 1 Year But Less Than 5 Years

Over 5 Years
Undated
Total

By Currency

HKD
usb
Others
Total

2002

1.3%
12.3%
3.9%
0.1%
5.9%
7.9%
11.8%
7.5%

0.1%
31.5%
0.8%
3.1%
4.7%
9.1%
100.0%

2002

77.3%
19.9%
2.8%
100.0%

2002

6.2%
19.9%
36.1%
34.5%

3.3%

100.0%

2002

82.7%
17.0%
0.3%
100.0%

2001

0.2%
19.7%
4.4%
0.2%
4.5%
5.0%
9.0%
7.6%

0.3%
32.3%
1.5%
7.4%
6.7%
1.2%
100.0%

2001

97.9%
0.8%
1.3%

100.0%

2001

9.0%
18.9%
22.8%
38.0%
11.3%

100.0%

2001

95.5%
4.1%
0.4%

100.0%

# BREEBERTRITZHARBRIN

Y9N3 1T Overseas Branches : 2.6%
H At Others : 9.3%

# Excluding Trade Bills and Advances to Banks

H#WETR D Loan Breakdown

TE2EE-FFRK ‘ Annual Report 2002

{EESRTTEB Corporate Banking Group : 47.6%
TEGRTTE Retail Banking Group : 40.5%
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Completed the acquisition
of The Hongkong Chinese
Bank, Limited ('HKCB')
Raised HK$726 million
through a Rights Issue
Completed Phase Two of
Core Banking System
Launch of ‘SME Business Installation and Equipment
Loan Scheme’

Launch of Credit Card ‘Interest Free Flexi-Installment’
Tax Loan Plan

Acted as Placing Bank for HKMC's Retail Bonds
Launch of “‘Sun Savers' life insurance service
Establishment of CITIC Capital Markets Holdings Limited
("CCMH’) as the holding company of Ka Wah Capital
Limited (‘Ka Wah Capital’) and Cargary Securities
Limited (‘Cargary Securities’)

e Held a cocktail reception to celebrate the Bank's
80th Anniversary & Completion of Acquisition
of HKCB and published a Congratulatory
Supplement in five local newspapers

e The Bank and CITIC entered into a Share Transfer
and Subscription Agreement with CITIC Pacific
Limited ("CITIC Pacific’), under which the latter
became a substantial shareholder of CCMH

e Established a Syndication Desk within the
Corporate Banking Group

e Official Launch of ‘B2B Exchange’ service

e Launch of additional ‘Internet Cash
Management’ services including Account
Transaction History Enquiry, Stop Cheque
Payment, Bill Payment and Transfer Payment

e Launch of Sun Life FORTUNE Guaranteed
Interest Fund

The 77th Ordinary Yearly Meeting & Extraordinary
General Meeting held

Successfully issued US$250 million of Perpetual
Subordinated Guaranteed Notes, the first-ever
Perpetual Upper Tier Il Capital Security in Asia (ex-
Japan)

Launch of first-in-market Mortgage Refinancing
Service of up to 140% of current market value

Arranged US$20 million Syndicated Term Loan
Facility for Far East Consortium International
Limited

Launch of Bonanza Deposit Campaign

Launch of Financial Needs Analysis Service
Acted as Placing Bank for HKMC's Retail Bonds
The Bank and CITIC completed the transaction of
CCMH’s Share Transfer and Subscription with
CITIC Pacific. The Bank and CITIC each hold 25%
of CCMH with the remaining 50% held by CITIC
Pacific

e Celebration of 80th Anniversary

e Announcement of 2001 Final Results

e Signed a Memorandum of
Understanding with CITIC Industrial
Bank (‘CIB")

e Launch of HK$600 million Floating
Rate Certificates of Deposit Issue

e Establishment of ‘China Banking’
Department

Appointment of Mrs. Doreen Chan as Managing Director
and Chief Executive of HKCB

Appointment of Mr. Raymond Lee as Vice Chairman of HKCB
and Advisor to the Chief Executive Officer of CITIC Ka Wah
Bank and HKCB

Jointly organized a foreign exchange seminar with CIB in
Guangzhou

Published the 2001 Annual
Report

Launch of "Homeplus’
Comprehensive Home
Contents Cover

Acted as Placing Bank for MTRC's
Retail Bonds

e Arranged HK$200 million Syndicated
Term Loan Facility for Eastern Asia
Technology (HK) Limited

e Launch of Treasury Product for
Corporate Customers — FX Contract

e Launch of ‘Sun Educational Fund
Builder’

e HKCB launched HK$800 million
Floating Rate Certificates of Deposit
Issue



e 'CITIC Ka Wah Bank Limited
(Merger) Ordinance’ became
effective

Arranged HK$160 million Syndicated Term
Loan Facility for Fortune Telecom Holdings
Limited

The finance company operated under the
name of 'HKCB Finance’ following the
brand alignment of Ka Wah Credit and
HKCB Finance

Launch of Credit Card ‘Gen-X Reward

e Launch of Credit Card ‘Smart
Balance Transfer Program’

= Scheme’

Bi-monthly Offer and ‘Flexi-

Installment’ Awareness Program

Builder’

e Launch of Sun Life
‘Refundable Critical Iliness’

Plan

e Launch of ‘Sun Asset

ar
B

CITIC International Financial Holdings Limited was
formed following the successful re-organization of the
Bank, which continued to be listed on the Hong Kong
Stock Exchange

Successfully completed the integration with HKCB and
is now the eighth largest locally incorporated licensed
bank in Hong Kong in terms of total assets

Election of Mr. Kong Dan as Chairman
of the Bank

Appointment of Mr. Chang Zhenming
as Executive Vice Chairman of the
Bank

Appointment of Mrs. Doreen Chan as
President & Chief Executive Officer of
the Bank

Appointment of Mr. Kenneth Kong as Alternate Chief
Executive Officer of the Bank

Arranged HK$220 million Syndicated Term Loan Facility
for Wah Sang Gas Holdings Limited

Promotion of Credit Card ‘Lucky “1” Program’ to
celebrate the 1st Anniversary of launch of Credit Card
Launch of ‘Salaries Tax Loan’

Issued HK$800 million of three-year Floating Rate
Certificates of Deposit

Announcement of 2002 Interim Results
Conducted Wealth Management Seminars
jointly with CIB and CITIC Securities in
Shanghai and Hangzhou

Launch of Interest Rate Swap

Launch of Currency Swap

Launch of Equity-Linked Deposit

Launch of Credit Card Easy Cash-in Program
Launch of Credit Card ‘Happy Family
Octopus Automated Add-Value Service’
Establishment of ‘Movie Club’ for Credit
Card members

Jointly launched ‘Hospital Cash Insurance
Plan” with Eagle Star Insurance

Arranged HK$95 million Syndicated Term
Loan Facility for Shanghai Real Estate
Limited

Launch of Credit
Card Acquisition
Program — Infernal
Affairs

Launch of Currency-
Linked Deposit
Acted as Placing
Bank for HKMC's
Retail Bonds

e Winning of the 2002's ‘Hong Kong Retail
Management Association Customer Service
Award’

e The Bank’s US$250 million of Perpetual
Subordinated Guaranteed Notes was selected
as the ‘Best Hybrid Bank Bond Deal’ by ‘The
Asset’, a finance magazine in Asia

e Launch of ‘SuperFirst Mortgage Home
Switching Flexi Plan”

e Successfully conducted financial services
seminars for private enterprises in Shenzhen

e Launch of Pre-Approved ‘Corporate Tax Loan’



Front row

Back row

Mr. Kenneth Kong Mrs. Doreen Chan
Executive Vice President & President &

Alternate Chief Executive Officer Chief Executive Officer
Head of Wholesale Banking

Mr. Lincoln Lee Mr. Moses Yeung Mr. Kelvin Lo
Senior Vice President & Executive Vice President & Executive Vice President
Chief Financial Officer Treasurer

Mrs. Lorainne Lam
Senior Vice President &
Head of Retail Banking




Report of Chief Executive Officer

1. Review of Operations

In 2002, Hong Kong's economy continued to experience
difficulties, which led to a weak demand for loans. Rising
personal bankruptcies, together with high unemployment
and declining property prices, also put pressure on bank
earnings. Despite this challenging environment, CITIC
Ka Wah Bank Limited (the ‘Bank’) continued to deliver
satisfactory earnings, and successfully completed the
integration with The Hongkong Chinese Bank, Limited
("HKCB’), laying a solid foundation for future growth.

. Recognition of Achievements

During the past few years, the Retail Banking Group of
the Bank committed substantial efforts in promoting a
service culture and enhancing service quality. By
introducing innovative value propositions, the Bank has
strengthened its position in the retail banking sector and
expanded its market share. In December 2002, the Bank
was awarded the ‘Hong Kong Retail Management
Association Customer Service Award’, and became the
only bank to receive such recognition in that year. In
addition, The Asset, a reputable finance magazine in Asia,
selected the Bank'’s Perpetual Upper Tier Il Capital Security
as the ‘Best Hybrid Bank Bond Deal’ in December 2002.
These two awards represented the market's recognition
of the Bank’s innovativeness and customer-focused
service spirit.

. Business Performance

The Bank completed the acquisition of HKCB on 17
January 2002 and the legal and operational merger on
25 November of the same year. Following the integration,
the Bank is now the eighth largest locally incorporated
licensed bank in Hong Kong in terms of total assets.

(1) Earnings
Despite the difficult operating environment for the
banking industry, the Bank’s 2002 operating profit before

provisions reached HK$1,161 million, while net profit
attributable to shareholders amounted to HK$646 million.

(2) Net interest income

The Bank’s net interest income for 2002 reached
HK$ 1,707 million, mainly due to the increase in total loans
to HK$42.3 billion and interest income generated by the
high quality fixed income securities invested by the
Treasury Department. The Bank’s net interest margin was
improved to 2.5% in 2002.

(3) Non-interest income

In the past, the Bank focused on exploring non-interest
income avenues, including wealth management,
corporate loans, credit cards and negative equity
mortgage refinancing, all of which delivered outstanding
results. In 2002, the Bank’s non-interest income reached
HK$471 million. The Bank recorded HK$91 million in fee
income from the distribution of unit trust and insurance
products. Together with other related fees and
commissions, retail banking generated HK$163 million
in fees, accounting for 34.7% of total non-interest
income. Fees from corporate loans reached HK$140
million, accounting for 29.7% of total non-interest
income.

(4) Operating expenses

Following the acquisition of HKCB, the Bank formed the
‘Expense Control Committee’ in June 2002. The
Committee issued guidelines on the control of operating
costs in different areas, including the reduction in
overlapping costs between the two banks, rationalization
of back office operations and the enhancement of staff
productivity. With the HK$93 million cost synergies from
the integration, total operating costs of the two banks
declined from 2001 year-end figure of HK$1,110 million
before the integration to HK$1,018 million after the
integration. The Bank’s cost-to-income ratio was 46.7%
in 2002.

‘ Annual Report 2002

‘35



Report of Chief Executive Officer

(5) Charge for bad and doubtful debts

In view of Hong Kong’s difficult economic outlook, the
Bank adopted a prudent provisioning policy by making a
HK$509 million charge for bad and doubtful debts in
2002, including HK$78 million in provisions against the
decline in value of collateral properties.

In addition, the Bank made a provision of HK$34 million
for revaluation deficit on investment properties, of which
HK$20 million was transferred from the property
revaluation reserve. As a result, the net impact on profit
for the period was HK$14 million.

4. Asset Quality

(1) Loans, deposits and asset size

As at the end of 2002, the Bank's total assets reached
HK$72.9 billion, while its total loans and total deposits
were HK$42.3 billion and HK$60.7 billion respectively.

(2) Corporate governance

To enhance corporate governance, the Bank established
the Credit and Risk Management Committee, the
Executive Personnel Committee and the Audit Committee
at Board level in 2002, and appointed Mr. Ronald Carstairs,
a veteran banker, and Mr. Stephen Fan, an experienced
professional accountant, as independent non-executive
directors. Mr. Carstairs and Mr. Fan chair the Credit and
Risk Management Committee and the Audit Committee
respectively.

The Credit and Risk Management Committee oversees
the Bank’s risk management through various committees
at the Bank’s management level, including Management
Committee, Credit Committee, Non Performing Loan
Committee, International Credit Committee, Asset &
Liability Management Committee and Operations &
Control Committee, with a view to optimizing the Bank's
risk management system.

During 2002, the Bank carried out a review and alignment
of the credit policies, including loan classification and
provisioning, and credit approval hierarchy of the two
banks. Control procedures for new business areas were
also implemented to support the business expansion of
the Bank. During the same period, the Bank revised and
modified more than 400 operational policies and
procedures with a view to improving overall operational
efficiencies and controls.

(3) Asset quality indicators

In 2002, the Bank strove to enhance the overall asset
quality. During the period, the Bank resolved HK$1,075
million problem loans, and assigned over HK$800 million
worth of non-performing loans and assets recovered from
debt-to-asset swap to CITIC International Assets
Management Limited (formerly known as ‘Ka Wah Assets
Management Limited’) in June 2002. As a result, the
Bank’'s non-performing loan ratio declined substantially
to 4.1%. At the end of December 2002, the Bank's
classified exposure was HK$ 1,836 million, equivalent to
4.4% of total loans. Coverage ratio stood at 90%.

(4) Capital management

On the capital management front, the Bank successfully
raised HK$726 million through a rights issue in January
2002. In May 2002, the Bank successfully issued US$250
million in perpetual subordinated guaranteed notes, the
first-ever Perpetual Upper Tier Il Capital Security in Asia
(ex-Japan). During 2002, the Bank issued HK$3.5 billion
worth in certificates of deposit, which effectively lowered
the overall cost of funds, and prepared for future business
development.

(5) Financial position
As at the end of December 2002, the Bank’s unadjusted
capital adequacy ratio was 17.2%. The loans to deposits

‘ CITIC Ka Wah Bank Limited
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ratio was 69.7%. The loans to total assets ratio was
58.1%. The average liquidity ratio was 46.9% for January
to October 2002, and 47.1% for November to December
2002.

Asset Quality Indicators
As at the end of 2002

June e Treasury Product for Corporate Customers — FX

Contract
e 'Sun Educational Fund Builder’

July e Credit Card ‘'Smart Balance Transfer Program’
e Sun Life ‘Refundable Critical lliness’ Plan
August e |nterest Rate Swap

Currency Swap
Equity-Linked Deposit

Classified Exposure 4.4% e Credit Card Easy Cash-in Program
NPL 4.1% e Credit Card "Happy Family Octopus Automated
Add-Value Service’
Coverage 0% e Established ‘Movie Club’ for Credit Card members
Mainland Loans to Total Loans 17.6% e Jointly launched ‘Hospital Cash Insurance Plan’
Unadjusted Capital Adequacy 17.2% with Eagle Star Insurance
Loans to Deposits 69.7% September e Credit Card ‘Gen-X Reward Scheme’ Bi-monthly
Lo o Total Asseis 58.1% Offer and ‘Flexi Installment’” Awareness Program
— e 'Sun Asset Builder’
Average Liquidity October e Currency-Linked Deposit
Jain 19 O 46.9% e Acted as Placing Bank for HKMC's Retail Bonds
Nov to Dec 47.1%

5. Continued Business Development
During 2002, the Bank launched over 30 new products
and services.

New Products and Services Launched in 2002

January e 'SME Business Installation and Equipment Loan
Scheme’
e Credit Card ‘Interest Free Flexi-Installment’ Tax
Loan Plan
e Acted as Placing Bank for HKMC's Retail Bonds
e ‘Sun Savers' life insurance service

March e Official launch of ‘B2B Exchange’ service
e Launch of additional ‘Internet Cash Management’
services including Account Transaction History
Enquiry, Stop Cheque Payment, Bill Payment and
Transfer Payment
e Sun Life FORTUNE Guaranteed Interest Fund

April e 'Homeplus’ Comprehensive Home Contents Cover
e Acted as Placing Bank for MTRC's Retail Bonds
May e First-in-Market Mortgage Refinancing Service of

up to 140% of current market value
e Bonanza Deposit Campaign
e Financial Needs Analysis
e Acted as Placing Bank for HKMC’s Retail Bonds

November e ‘Salaries Tax Loan’

Credit Card Lucky “1" Program’

December e ‘SuperFirst Mortgage Home Switching Flexi Plan’

Pre-Approved ‘Corporate Tax Loan’

(1) 140% mortgage refinancing service

In May 2002, the Bank introduced the first-in-market
140% mortgage refinancing service targeting
homeowners in negative equity (the ‘140% Program’).
In 2002, the Bank approved more than 1,000 applications,
involving a total loan drawdown of HK$1.4 billion. The
140% Program not only reflects the Bank’s commitment
to providing innovative service to customers, but also
generates additional interest and fee income for the Bank.
At the end of 2002, the Bank enhanced the service by
launching SuperFirst Mortgage Home Switching Flexi Plan,
which caters for negative equity homeowners who wish
to switch property.

(2) Credit card

The Bank launched its first credit card in November 2001,
which offers innovative value propositions and brand new
incentives and services. The Bank issued more than

‘ Annual Report 2002
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Report of Chief Executive Officer

100,000 cards with HK$336 million credit card receivables
at the end of 2002.

(3) Loan syndication

In March 2002, the Bank established a Syndication Desk
under the Corporate Banking Group. In 2002, the Bank
successfully completed nine syndicated term loan facilities,
acting as sole arranger for five of the syndications, and
generating approximately HK$ 14 million in fee income.

(4) China banking

In early 2002, the Bank established the China Banking
Department to organize and co-ordinate the Bank’s liaison
with the CITIC Group entities in the Mainland. The
department also serves the planning and formulation of
China business strategies, and undertakes market
exploration and customer relationship development.

In 2002, the Bank conducted a number of wealth
management seminars in Shenzhen, Shanghai, and
Hangzhou in collaboration with CITIC Industrial Bank and
CITIC Securities to develop wealth management services
in the Mainland. Currently, the Bank is actively exploring
the market for residential mortgages in the Mainland,
targeting non-PRC residents. In respect of the credit card
business jointly developed by the Bank and CITIC Industrial
Bank, the first credit card is scheduled for launch in the
second half of 2003, with an issue target of 300,000 cards
during the first year of launch.

On corporate banking, the Bank has been offering
corporate customers with RMB loans through CITIC
Industrial Bank since the beginning of 2000, and the
business has been growing steadily. Recently, the Bank
reached an agreement with the Guangzhou branch of
CITIC Industrial Bank to offer RMB loans in the Mainland
to the Bank’s SME customers.

6. The Integration with HKCB

(1) Integration in all areas

The Bank fully aligned and integrated with HKCB in all
areas on 25 November 2002, including products and
services, operations, technology, risk management policies
and related procedures. The number of retail branches
was reduced from 50 to 38, while the number of staff
was reduced from approximately 1,600 to approximately
1,400. Following the integration with HKCB, the Bank’s
total number of customers increased by 20%, while the
number of its SME customers surged by three times, which
facilitates future business development.

(2) Synergies

In 2002, the Bank recorded synergies of HK$181 million,
approximately 51% of which came from cost savings and
49% from increased revenues.

. Human Resources Development

As at the end of 2002, the total number of employees
stood at 1,327. Management believes it is ‘people’ that
make the difference and create success of an organization.
Therefore, to attract and retain people of talent and
performance, the Bank makes continuous efforts in
benchmarking the remuneration structure with other
financial institutions to ensure competitiveness. A
discretionary bonus scheme was offered to all employees
with an objective of cultivating common goals amongst
employees, stimulating functional and cross-functional
teamwork, driving individual performance and generating
results for the Bank. The scheme linked bonus amounts
in direct correlation to the Bank's profitability,
departmental performance and individual contributions.

Other than share options offered by CITIC International
Financial Holdings Limited, its holding company, to senior
executives, the Bank does not have any separate share
option scheme.

‘ CITIC Ka Wah Bank Limited

‘38



The Bank places a high priority on ongoing staff training
and people development. During 2002, the average
training per employee was 4 days. A total of 9,559
participants were trained during the year, the curriculums
covering a wide range of subjects from product and
computer knowledge to management, regulatory,
marketing and servicing skills.

. Future Development

Going forward, the Bank will continue to actively develop
its Hong Kong and Greater China businesses, and strive
to enhance corporate governance and management
effectiveness.

(1) Business development
Hong Kong market development

The operating environment in Hong Kong is expected to
remain difficult in 2003, and performance of economic
indicators will remain uncertain. To meet future
challenges, the Bank will continue to adhere to its spirit
of innovation, and will strive to achieve new business
breakthroughs and develop new revenue generators. The
Bank will actively consider mergers and acquisitions with
a view to further expanding business scale.

Greater China development

Leveraging on the Board of Directors’ extensive market
network and solid Mainland business experience, the Bank
will actively consider the establishment of business
partnerships with CITIC Industrial Bank and China
Construction Bank to promote business development.

(2) Corporate governance

In 2002, the Bank implemented extensive measures to
enhance corporate governance. In the future, the Bank
will continue to strengthen the management and control
of the eight major risks, and to further enhance the
management information systems in order to cope with

the implementation of the new capital adequacy
requirements under the new Basel Capital Accord in 2006.

(3) Enhancing management effectiveness

In November 2002, the Bank formed a Management
Committee with a view to enhancing management
effectiveness. The Bank will continue to strengthen its
internal communications and organize quarterly CEO
forums to deepen staff understanding on the Bank’s vision,
mission, core values and priorities, and to strengthen staff
cohesiveness, with a view to developing stronger team
spirit to strive for common goals.

To ensure excellence in business management, the Bank
has piloted Total Quality Management (‘TQM’) in its Retail
Banking Group which resulted in the winning of the ‘Hong
Kong Retail Management Association Customer Service
Award’ in 2002. The Bank will extend TQM throughout
the organization, emphasizing leadership, strategic
planning, customer service, information analysis, HR focus,
process management and business results. The aim for
the Bank is to build sustainable leadership and a world-
class business management system.

—

Chan Hui Dor Lam Doreen
President & Chief Executive Officer
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The Retail Banking Group continued its growth strategy based on
customer-centric services that bring exceptional value to customers.
Through delivering innovative products that meet customers’ different
lifestyle needs, we aim to become their trusted wealth management
partner. Winning the 2002 Customer Service Award serves as an important

recognition of our resolute commitment to continuously exceeding
customer expectations.




Review of Operations

Retail Banking

We believe the key to maximizing value to
shareholders is to first bring value to our customers.
During 2002, our Retail Banking Group (‘RBG’) made
three breakthrough achievements in adding value
to both customers and shareholders.

Award-winning Customer-centric
Services

RBG won the 2002 Hong Kong Retail Management
Association Customer Service Award, being the only bank in
its category that was awarded with this honor. Over the past
few years, we have devoted a great deal of effort to
embedding the values of Total Quality Management ('TQM’)
among our people. This award is a true recognition of our
commitment in providing value-added services and in
exceeding our customers’ expectations.

First-in-market Negative Equity
Mortgage Refinancing Product

As part of our ongoing drive in bringing innovation, creativity
and vision to all areas of our business, we launched the 140%
mortgage refinancing product in May 2002. Under this
program, the Bank lends up to 90% of the current market
value of the property, while the risk on the unsecured portion
of the mortgage is borne by our partner, Pan Asian Mortgages
Company Limited. With pricing ranging from P-0.5% to
P-1.75%, customers can enjoy savings of up to 15% of their
monthly repayment. The program was quickly upgraded to
offer bridging facilities to help negative equity homeowners
to switch properties in December 2002. The success of the
program resulted in the booking of HK$1.4 billion new
mortgages as at 31 December 2002.

We see this new product breakthrough as a ‘win-win-win’
business proposition. The Bank enjoys quality repayment
mortgage business at a higher yield. Customers are awarded
with preferential repayment pricing and the flexibility to trade
up for a better living environment or trade down to reduce debt.
The total loans outstanding with negative equity in banks in
Hong Kong can be reduced and funneled through securitization.

Brand New Concept in Wealth
Management Services

During the year we initiated throughout our branches a
Financial Quotient (‘FQ’) Financial Needs Analysis (‘'FNA") to
help customers manage both sides of the balance sheet in
growing wealth. The FNA aims to help our customers
understand their cash flow, risk profile, investment appetite
and objectives as well as their life stage position. Through
the FNA, we help our clients structure appropriate asset
allocation proposals to fit their individual risk profile and
financial needs. Through such wealth management initiatives,
we were able to increase wealth management fee income by
81%, most notably from the distribution of unit trust and
Bancassurance products where increases have grown 35.4%
and 1.9 times respectively.
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Retail Banking
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The winning team at the 2002 Hong Kong Award for Services Ceremony

Sustainable Growth Strategy

During 2002, RBG succeeded in tripling total assets under
management. Much effort was made to enhance our sales
and distribution effectiveness. We consolidated the branch
network to 38 shops by focusing our reach into the
Professional / Managerial customer segments. The smooth
integration of HKCB retail business in products, service, sales
and operations enabled RBG to realize HK$ 12 million synergy
savings (excluding staff cost savings), and HK$22 million
additional fee income due to product alignment
and cross-selling.

We continued to grow our credit card business with caution
not to take additional risk. We achieved our target of issuing
100,000 new cards and increasing account receivables to
HK$336 million. Due to strong credit management, the
charge-off rate for CKWB, excluding the HKCB portfolio, is
single digit and below market average of 13.25%. We will
continue to progressively grow this business on selected
segments with preferred credit quality and profit potential,
and to further enhance our positioning through value
propositions that are of unique relevance to our customers’
financial and lifestyle needs.

Our Hire Purchase and Leasing business also enjoyed healthy
growth. Loan outstanding increased by HK$1.1 billion, or

57 %, while post-provisioning profit rose by HK$18 million,
or 50%. In supporting the HKSAR government’s Business
Installation & Equipment Loan Guarantee Scheme (‘BIG’), we
succeeded in building a loan portfolio of approximately
HK$200 million and capturing 8% market share.

Building a Greater China Franchise

During 2002, RBG focused on building a strong foundation
for expansion into the Greater China area where a strong
rise in demand for individual wealth creation is expected. The
thrust of our strategy is to seize a breakthrough into the
Mainland market through establishing successful business
models, one of which is to build a credit card business in
China. A credit card servicing company was set up in
Shenzhen during the year and preparation work was at full
speed for a country-wide launch of a PRC credit card jointly
with our sister bank, CITIC Industrial Bank ('CIB’), before the
end of 2003. We shall add value in establishing the
positioning, marketing and distribution strategies and provide
technical support while CIB will be the card issuer. We have
started providing wealth management seminars for more than
300 customers of CIB and CITIC Securities in Shenzhen,
Shanghai and Hangzhou. We are also actively exploring
opportunities to provide end-user residential mortgages in
major China cities, such as Shenzhen, Dalian and Shanghai,
targeting non-PRC residents.

In 2003, we will continue to build our wealth management
franchise and grow our high margin secured lending business.
While building business models that incorporate star products
to acquire new customer segments, we will strengthen
customer experience through innovative product offerings,
customer-driven sales and service approaches and enhanced
customer communication. Through these initiatives, we aim
to grow customer value and profitability that will transform
our retail banking franchise to a leading wealth management
brand in Greater China.
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The Corporate Banking Group (“CBG’) has successfully enhanced its service
delivery capabilities and increased market share through recruiting and
developing a team of professional relationship managers and product
specialists. Our highly professional business management has enabled
CBG to continuously achieve satisfactory revenue growth and loan quality
improvements, despite prevailing adverse economic conditions.
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Corporate Banking

Through focused targeting, pro-active relationship
management, and competitive product offerings,
the Corporate Banking Group (‘CBG’) has
successfully built a sustainable corporate banking
business featuring a balanced portfolio of quality
loan assets and broadened revenue streams.

In 2002, CBG continued to make significant contributions to
the Bank’s overall profit performance. With substantially
expanded business coverage and a range of quality
enhancements, we have successfully transformed ourselves
into a premier financial services provider, adding significant
value to our customers’ business.

Strengthened Business Portfolio

In spite of the adverse economic environment that prevailed
in Hong Kong in 2002, our business achieved satisfactory
growth on all fronts. With the successful integration of the
HKCB portfolio, we enjoy a larger and more diversified
customer base, providing ample opportunities for revenue
growth and cost synergies.

Broadened Revenue Stream

CBG undertook and completed a range of new business
initiatives during the year to further improve our income
stream. We successfully developed and introduced to our
customers a number of innovative electronic banking and
treasury products. We also established a loan syndication
unit to cater for the market’s growing needs for this type of
financing. System and product enhancements undertaken
in the trade finance area improved our processing capabilities
and service quality. These initiatives have generated new and
additional fee and interest income.

Enhanced Asset Quality

We have out-performed competition in business growth,
without compromising asset quality. The level of debt
provision for corporate banking business has declined
compared to 2001. We will continue to exercise stringent
risk control to ensure that this positive trend is maintained.

New Model for China Business

We placed very strong emphasis on expanding our China
business capabilities, both in line with customers’ needs, and
to tap the opportunities brought about by China’s impressive

The Bank is the Arranger for Eastern Asia —
Technology (HK) Ltd. syndicated term loan facility k >
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economic growth. We have forged a close working
relationship with CIB to provide a unified and effective
platform for cross-border business. By utilizing the Group’s
representative offices and other networks in China, we
continue to pursue our ultimate objective of providing quality,
one-stop customer service for the Greater China region.

Staying Ahead of Competition

The trading environment in Hong Kong is expected to remain
difficult in 2003, characterized by slow economic growth,
stagnation in new investments, and a depressed property
market. A strategic repositioning of our business is underway
to enable us to overcome these challenges successfully and
to stay ahead of competition.

New Wholesale Banking Group

At the beginning of 2003, we restructured the Bank’s
corporate and commercial banking operations into a new
Wholesale Banking Group (‘WBG’). Encompassed under WBG
are business functions including corporate lending and
syndication, commercial banking and trade finance, China
corporate business, as well as our US branches. The new
arrangement will further sharpen our market focus, and will
create higher levels of synergy across the Bank’s different lines
of business.

New SME Business Model

Small to medium enterprise ('SME’) businesses will remain
one of the key pillars of our economy. To professionally serve
this market segment, we aim to design and introduce a new
business model which will enable us to deliver quality
customer service in a cost-effective way. Additional
professional staff will be recruited, system enhancements will
be enforced, and product offerings will be expanded as an
integral part of this exercise.

Greater China Business

To capitalize on the new business opportunities arising from
China’s entry into the World Trade Organization ("WTQ’), and
the ever increasing economic activities between the Mainland,
Hong Kong and Taiwan, WBG and our China Banking
Department will join forces to expand and strengthen our
business capabilities in the region. We have committed
additional resources to support these new initiatives. At the
same time, we are also exploring various means to effectively
leverage on the CITIC network to achieve more extensive
market coverage and higher levels of customer satisfaction.
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Through inspiring teamwork and professional excellence, Treasury and
Financial Institutions was able to respond optimally to our customers’
needs and to achieve higher returns. Teamwork, innovativeness and
professionalism were integral to the successful placement of our

benchmark Upper Tier Il transaction, and our winning of The Asset’s ‘Best
Hybrid Bank Bond Deal’.




We continued our key strategy of restructuring the liability
mix and bolstering our long-term sources of funds by issuing
Certificates of Deposit (‘CDs’) at regular intervals during
the year. Through public syndication and private placement,
we issued HK$3.5 billion CDs in 2002. The persistently
liquid market conditions amid weak loan demand, subdued
new business growth and tightening of credit spreads on
financial papers contributed to a further reduction of our
overall cost of funds. Through the series of CD and debt
issuance, our investor base has been significantly enlarged
as evidenced by a much larger universe of participants in
each of our syndicates.

Our planned and focused investments of surplus funds yielded
satisfactory results for the year amidst a very difficult operating
environment and slower business growth. Most of these
investments were high credit quality securities which also
enhanced our overall liquidity. Through selective hedging of
investment portfolios and dedicated market risk management
techniques, portfolio risks were prudently managed and
returns were enhanced.

During the year, we further refined our Treasury system to
provide streamlined processing of trades from deal captures

to settlement. Segregation of risk management functions
between middle office and back office from front office
trading ensures independent control and effective risk
monitoring. Upgrading the Bank’s risk management
capabilities is a continuous process to ensure pro-active and
sound market risk management and controls are in place.

In addition to the successful management of assets and
liabilities, the Bank also prudently managed its capital
requirements. We engaged HSBC, Industrial and Commercial
Bank of China (Asia) and UBS Warburg as joint bookrunners
and lead managers to arrange for our landmark US$250 million
Upper Tier Il transaction in May 2002. Being the first Upper
Tier Il transaction in Asia (ex-Japan) and well received by the
market, the issue was awarded the ‘Best Hybrid Bank Bond
Deal’ by The Asset magazine. Through this transaction, not
only have we succeeded in enhancing our profile among
institutional investors in Asia and Europe, we have also set a
capital funding benchmark for banks in Hong Kong. Like the
subordinated debt issued by the Bank in 2001, Upper Tier Il is
an innovative and efficient capital instrument which further
strengthened the Bank's capital base for potential acquisition
and organic expansion going forward.



With customer focus central to the Bank’s philosophy, new
initiatives were adopted for customer acquisition through
product development and bolstering co-operation between
the Bank’s business units. Against a background of low
interest rates and perceptible interest rates cuts, there was
increasing demand from customers for yield enhancing. These
demands were met through timely arranging of equity and
currency linked products for retail customers and structural
hedging products for corporate clients. Various seminars were
organized for customers in the Mainland to enhance customer
relationship and bolster the Bank’s profile for China marketing.

Another encouraging development during the fiscal year was
the extension to the Bank of counterparty limits through
improved relationships with interbank counterparties.
Expanded re-purchase facilities established with premier
financial institutions greatly enhanced the Bank’s access to
market liquidity.

With the challenging market environment in the US and
continuing volatility in global interest rates, we are prepared
for an interest rate reversal and are building hedges that will
minimize the impact of interest rate fluctuations. Our focus
on yield enhancement products including equity and currency
linked products to meet customer demand should also benefit
both revenue growth and customer acquisition. With the
smooth integration of treasury and financial institutions
functions with the former HKCB in 2002, we are confident
that resulting synergies will continue to present themselves,
bringing exceptional value to the Bank in 2003.

A special golf day to celebrate the successful issuance of the Bank’s landmark US$250 million Perpetual Subordinated Guaranteed Notes with our business partners
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Integrity is fundamental to our business. Throughout the years, CITIC Ka
Wah Bank has been adhering to the highest standard of integrity. Through
continuous enhancement of risk management, be it credit, liquidity,
market, interest rate, operational, legal, strategic or reputation risk, we
fully demonstrate our culture of integrity, with a view to becoming the
most trusted partner of our customers.
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Risk Management

The Bank continues to enhance its risk management
system to identify, measure, monitor and control
the various types of risks within the Bank’s activities
and to hold capital against these risks. The Bank’s
senior management has designated risk owners
who have the primary responsibility for overseeing

and monitoring the respective risk type, and for

ensuring that adequate policies and procedures are

being maintained and enforced through an effective

internal control system.

The Credit and Risk Management Committee, chaired by
Mr. Ronald Carstairs who is a veteran banker and an
Independent Non-Executive Director of the Bank, was
established in November 2002 to provide Board level
governance of the Bank’s risk management strategies,
policies and mechanism. The Committee oversees the Bank’s
risk management through various committees at the Bank’s
management level, including Management Committee, Credit
Committee, Non Performing Loan (‘NPL’) Committee,
International Credit Committee, Asset & Liability Management
Committee ("ALCQO’) and Operations & Control Committee.

The Audit Committee, an independent body, assists the Board
in reviewing compliance with the policies, procedures and
internal and statutory regulations. Chaired by Mr. Stephen
Fan, an experienced professional accountant and an
Independent Non-Executive Director of the Bank, the
Committee oversees the Bank’s internal and external auditors
and assists the Board in providing independent review of the
effectiveness of the Bank’s financial reporting process and
internal control system.

Credit Risk Management

Credit risk management is one of the most important
disciplines in the Bank’s operations. It has become steadily
more challenging due to today’s increasingly stringent
supervisory requirements and difficult economic environment.
The integration with HKCB brought along a further challenge
on the alignment of credit risk management culture. To
overcome such challenges and to support new business
development, the Bank implemented new policies and
procedures, such as large exposure policy, to meet
compliance and supervisory requirements; and to cater for
its operations in various new business areas, such as negative
equity mortgage refinancing services to retail customers and
FX / swap facilities to corporate customers.

Within the Bank Group, the credit risk management function
is centralized and is governed by the Credit and Risk
Management Committee at Board level. The Committee
defines and delegates the approval authority to three credit
related functional committees: the Credit Committee, the
International Credit Committee and the NPL Committee,
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which focus on different aspects of the credit risk
management function of the Group. These three
committees comprise the Chief Executive Officer, the Group
Credit Head and other members of senior management.
Within the delegated authority, the Credit Committee
approves, inter alia, credit policies of the Group, credit
applications, loan classifications and policy exceptions. The
International Credit Committee manages, approves and
controls the interbank counterparty risk of the Group. The
NPL Committee controls and manages all criticized credits
and approves specific provisions.

During the year, the credit policies, including loan classification
and provisioning, and credit approval hierarchy of CKWB and
HKCB were reviewed and aligned. Control procedures for
new business areas were also implemented to support the
business expansion of the Bank. In addition, a post-approval
review team continued to perform loan reviews on selected
loan products of the Group which were perceived to be of
comparatively high risk.

The ongoing enhancement and improvement in credit risk
management has proved to be fruitful. The Bank’s
classification rate for new corporate accounts booked after
1998 continues to be relatively low, and these classified
accounts are largely covered by related general provisions
and collateral. The Bank will continue to adopt a prudent
credit policy. At the same time, it will continue to further
strengthen its credit risk management functions to protect
asset quality.

Liquidity Management

Liquidity management ensures there is adequate cash flow
to meet all obligations in a timely and cost-effective manner.
Liquidity risk is managed by maintaining an adequate stock
of liquid assets of appropriate quality to ensure that the Bank
can meet obligations at all times as they fall due and to provide
the Bank with sufficient resources for contingency purposes.

In addition to the regular issuing of long-dated certificates of
deposit, the Bank has also arranged re-purchase agreement
facilities in order to enhance liquidity. The liquidity
management policy has also been revised to initiate a more
pro-active approach towards the management of liquidity.

Market Risk Management

The Bank continues to manage its market risk effectively via
the Market Risk Management Unit of the Audit & Risk
Management Department. Market risk ensues once the Bank
undertakes positions in markets such as foreign exchange,
interest rates, securities and equities. Such positions are
driven by execution of customer orders, proprietary trading
and hedging.

The ALCO establishes the Bank’s maximum market
risk limits. Exposures are monitored and reported to
Management regularly.

The average daily revenue generated from the Treasury's
trading activities during 2002 was HK$6,000 and the standard
deviation was HK$3,272,000.

The maximum daily loss was HK$13,166,000 with 113 out
of 244 days showing losses. The most frequent result was
a daily revenue of HK$19,000 to HK$497,000 with
32 occurrences. The highest daily revenue was
HK$14,620,000.

The Bank'’s foreign exchange risk arises with foreign exchange
position taking, commercial dealing, investment in foreign
currency securities and through overseas branches. All foreign
exchange positions are managed by the Treasury within limits
approved by the ALCO. The average daily foreign exchange
trading loss for the year ended 31 December 2002 was
HK$37,000.
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Risk Management

Interest Rate Risk Management

The Bank’s interest rate risk exists in both the bank book and
the trading book. While the risk entailed in the former is
reviewed by the ALCO on a monthly basis, the latter is marked
to market daily. The average daily revenue incurred in the
trading book for the year ended 31 December 2002 was
HK$42,000.

Operational Risk Management

The primary objective of the Operations & Control Committee
is to assist the Bank’s senior management to ensure that an
effective operation and internal control system is in place.
While the Committee does not carry the responsibility of day-
to-day operations, it will address operational or control issues
raised and may make decisions to direct the Bank’s operations
as the Committee deems appropriate.

The operational policies and procedures of the Bank are
subject to constant review by senior management to ensure
their robustness in containing risks and that they are in line
with best banking practices. During 2002, over 400 policies
and procedures were reviewed and revised with a view to
improving overall operational efficiency and controls.

The Bank’s operational risk management has been enhanced
with the successful implementation of the new core banking
system. The replacement of manual processing tasks and
follow-ups by automated processing and system interfaces
had led to improved accuracy. More efficient processing to
handle higher transaction volume and rush orders had
helped eliminate possible delays. Furthermore, improved
management information reporting had resulted in more
effective measurement and monitoring of the operational
risk factors.

The integration with HKCB has resulted in greater operating
synergy where the operating strength of both banks was
combined in the areas of systems, procedures and staff
expertise to further improve the overall operational risk
management capabilities. Following this successful
integration, the Bank's computer processing capabilities and
expertise in IT were greatly enhanced to support a more
sophisticated product range. Data centers of the two banks
were consolidated in mid-August 2002 to optimize
operations and cost efficiency. Test simulations have been
successful in our 24 x 7 backup data center to assure business
continuity in the event of external disruptions to our major
operating centers.

The integration of systems and operations has provided an
unprecedented opportunity for the detailed review of the
contingency arrangements for which business continuity plans
will be refined and tested accordingly.

Legal Risk Management

The Bank is subject to various forms of legal risk, the
management of which has become more challenging due to
increasingly stringent legal and regulatory requirements as
well as the Bank’s rapid development in new products and
businesses. To overcome such challenges the Bank continued
to enhance its legal risk management capabilities through
the implementation of relevant controls, policies and
procedures during the year. Amongst the more significant
measures were the continued staff training of key changes
in relevant legal and regulatory requirements; the strict
enforcement of controls to ensure the review by the Legal
and Compliance functions prior to the launch of new products
and services; and the further enhancement of control on
subsidiaries and associated companies through the setting
up of relevant policies.
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Strategic and Reputation
Risks Management

The Bank is aware of the importance in defining and enforcing
the appropriate business strategies, as well as in protecting
and promoting the reputation of the Bank. The Management
Committee of the Bank is responsible for monitoring and
controlling the Bank’s strategic and reputation risks. High
level policies in respect of strategic risk and reputation risk
have been drafted with a view to identifying and assessing
risks, and improving controls.
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Biographies of Directors
and Senior Executives

Biographies of Directors

Arranged in the order of number of strokes of the
Directors’ Chinese surnames

Mr. Kong Dan

(Chairman)

Aged 55. Appointed as a Director and was elected
Chairman of the Bank on 25 November 2002. Mr. Kong
is presently the Vice Chairman and President of CITIC
Group and the Chairman of CITIC International Financial
Holdings Limited. He holds a Master Degree in
Economics from the China Academy of Social Sciences.
Mr. Kong was formerly the Vice Chairman and President
of China Everbright Group Limited, Vice Chairman of
China Everbright Limited and Chairman of China
Everbright Technology Limited. He has extensive
business connections and experience in investment
and finance.

Mr. Kong Siu Chee Kenneth

(Executive Vice President and Alternate Chief Executive
Officer)

Aged 56. Appointed as a Director of the Bank on 17
January 2002 and was further appointed as Alternate
Chief Executive Officer of the Bank on 25 November
2002. Mr. Kong is also the Director and Managing
Director of CITIC International Finanical Holdings
Limited. He obtained a Bachelor Degree in Economics
from the University of Hong Kong and a MBA Degree
from the Chinese University of Hong Kong. Mr. Kong
is an Associate of the Institute of Bankers (U.K.). Before
joining the Bank, Mr. Kong had been working in
Standard Chartered Bank for 24 years.

Mr. Ju Weimin

Aged 39. Appointed as a Director of the Bank on 25
November 2002. Mr. Ju obtained a Bachelor Degree in
Economics from the Hangchow Institute of Electronic
Engineering and a Master Degree in Economics from
the People’s University of China. He is presently the
Director and Chief Accountant of CITIC Group
and a Director of CITIC International Financial
Holdings Limited.

Mr. Lam Kwong Siu

(Independent Non-Executive Director)

Aged 68. Appointed as an Independent Non-Executive
Director of the Bank on 17 January 2002. Mr. Lam is
presently the Vice Chairman of BOC International
Holdings Limited, Director of Bank of China and Ananda
Wing On Travel (Holdings) Limited, and the Independent
Non-Executive Director of CITIC International Financial
Holdings Limited. He was formerly the Deputy Chief
Executive of Bank of China Hongkong-Macau Regional
Office, Chairman of Po Sang Bank Limited, Vice
Chairman of Chiyu Banking Corporation Limited and
the Director of BOC China Fund Limited and Henderson
China Holdings Limited. He has over 40 years of
continuous banking experience.

Mr. Fan Sheung Tak Stephen

(Independent Non-Executive Director)

Aged 63. Appointed as an Independent Non-Executive
Director of the Bank on 25 November 2002. Mr. Fan is
the Fellow Member of the Association of Chartered
Certified Accountants in the United Kingdom and The
Hong Kong Society of Accountants. He is the founder
and Senior Partner of Fan, Mitchell & Co. and the
Independent Non-Executive Director of CITIC
International Financial Holdings Limited.
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Mr. Chang Zhenming

(Executive Vice Chairman)

Aged 46. Appointed as a Director of the Bank on 17
January 2002 and was elected Executive Vice Chairman
on 25 November 2002. Mr. Chang is also the Director
and Chief Executive Officer of CITIC International
Financial Holdings Limited, Chairman of CITIC
International Assets Management Limited and Ka Wah
International Merchant Finance Limited, Chairman and
Chief Executive Officer of CITIC Capital Markets
Holdings Limited, Executive Director and Vice President
of CITIC Group and a Director of CITIC Pacific Limited.
Mr. Chang has nearly 20 years’ broad range of
experience in the finance industry.

Mrs. Chan Hui Dor Lam Doreen

(President and Chief Executive Officer)

Aged 49. Appointed as a Director of the Bank on 17
January 2002 and was further appointed as President
and Chief Executive Officer of the Bank on 16 April
2002. Mrs. Chan is also the Director, Managing Director
and Alternate Chief Executive Officer of CITIC
International Financial Holdings Limited, Chairman of
HKCB Finance Limited and Ka Wah Credit Limited. Prior
to joining the Bank, she was in charge of the retail
banking business for a major international bank in Hong
Kong. Mrs. Chan has over 25 years of experience in
the banking industry, of which over 10 years has been
specializing in retail banking business.

Mr. Ronald Carstairs

(Independent Non-Executive Director)

Aged 64. Appointed as an Independent Non-Executive
Director of the Bank on 25 November 2002.
Mr. Carstairs is also the Deputy Chairman and
Independent Non-Executive Director of Quality

HealthCare Asia Limited. He was the former Managing
Director of Dah Sing Financial Holdings Limited and has
over 30 years of commercial and retail banking
experience in the Asia Pacific Region.

Mr. Zhao Shengbiao

(Executive Vice President and Country Head, U.S.A.)
Aged 52. Appointed as a Director of the Bank on 25
November 2002. He is now also the Executive Vice
President and Country Head, U.S.A. of the Bank and in
charge of the overall business operations in the U.S.A.
Mr. Zhao is also a Director of CITIC International Financial
Holdings Limited. He graduated from the University of
International Business and Economics, Beijing and
obtained a Master Degree in Finance from the College
of Insurance, New York. He has over 20 years of
experience in international banking and worked in
London, Paris, Hong Kong and New York.

Mr. Lo Wing Yat Kelvin

(Executive Vice President)

Aged 44. Appointed as a Director of the Bank on 17
January 2002. Mr. Lo is now also the Executive Vice
President of the Bank. Further, he is also a Director and
Managing Director of CITIC International Financial
Holdings Limited, Director and Chief Executive Officer
of CITIC International Assets Management Limited and
Ka Wah International Merchant Finance Limited.
Mr. Lo graduated from the University of Hong Kong
with a Bachelor Degree in Laws. He was admitted as a
Solicitor of the Supreme Court of Hong Kong in 1984
and a Solicitor of the Supreme Court of England and
Wales in 1989. Prior to joining the Bank, Mr. Lo served
as an In-house Counsel of Bank of China Hongkong-
Macau Regional Office and then became partner of
Messrs Kao, Lee & Yip and Messrs Linklaters.
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Biographies of Directors and Senior Executives

Mr. Dou Jianzhong

Aged 47. Appointed as a Director of the Bank on 25
November 2002. Mr. Dou graduated from the University
of International Business and Economics, Beijing in 1979
and obtained a Master Degree in Economics from Liao
Ning University. He was granted the prestigious title of
‘Senior Economist’ by CITIC Group. Mr. Dou is presently
an Executive Director and Vice President of CITIC Group,
President of CITIC Industrial Bank and Director of CITIC
International Financial Holdings Limited.

Biographies of Senior
Executives

Mr. Yeung Wai Keung Moses

Joined the Bank as Senior Vice President and Treasurer
in June 2000 and becomes an Executive Vice President
in charge of the overall activities of Treasury Department
and Financial Institutions Department of the Bank since
June 2002. Mr. Yeung obtained a Master Degree in
Business Administration from the University of Hawaii.
He has gained over 24 years of regional experience in
treasury management from Citibank Hong Kong,
Citibank Tokyo, UBS Australia, Credit Suisse Hong Kong
and Banco Santander Hong Kong. Mr. Yeung is
responsible for controlling and managing liquidity,
funding and trading risk of the Bank. In addition, he
drives and formulates business strategies and policies
for commercial foreign exchange, deposits and
innovative financial products.

Mr. Lam Che Keung Eddie

Joined the Bank as Senior Vice President in April 2000
and is now in charge of the Information Technology
Department of the Bank. Mr. Lam has over 30 years of
experience in the information technology field. Before
joining the Bank, Mr. Lam worked in Citibank for 27
years in various locations including Hong Kong, U.S.A.
and Singapore.

Mrs. Lam Lau Tak Mi Lorainne

Joined the Bank as Senior Vice President in January 2002
and is now in charge of the Retail Banking Group of
the Bank covering the business lines of general retail
banking services, wealth management, credit card and
hire purchase & leasing. Mrs. Lam was elected Vice
Chairman of HKCB Finance Limited in January 2003.
She holds a Master Degree in Business Administration
from the University of Liverpool, England. She has over
21 years of experience in retail banking management
from Chase Manhattan Bank and Standard
Chartered Bank.

Mr. Lee Man Wood Simon

Joined the Bank as Senior Vice President in October
1997 in charge of the Credit Department. He graduated
from the University of Winnipeg and is a Certified
Management Accountant of Ontario. Before joining
the Bank, Mr. Lee held senior positions in Banque
Indosuez, American Express Bank Limited and Chase
Manhattan Bank.
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Mr. Lee Yuk Ling Lincoln

Joined the Bank as Senior Vice President and Chief
Financial Officer in April 2002 in charge of the Financial
Management Department of the Bank. Mr. Lee has
over 25 years of continuous experience in the banking
industry in Hong Kong. Before joining the Bank, Mr.
Lee held various senior management positions in
finance, credit card and operation with Chase
Manhattan Bank and Dao Heng Bank. He is a Fellow
Member of the Chartered Institute of Management
Accountants and The Hong Kong Institute of Company
Secretaries, and an Associate Member of The Hong
Kong Society of Accountants.

Ms. Leung May Chu Nancy

Joined the Bank as Senior Vice President and Head of
Human Resources Department in August 1998. Ms.
Leung graduated from the University of Hong Kong,
majored in Economics. She served in the education
profession before switching to the commercial / financial
sectors. Before joining the Bank, Ms. Leung was the
head of human resources function in the UK merchant
bank Samuel Montague & Co., Xerox (Hong Kong &
China), ABN AMRO Bank, Jardine Fleming Holdings
Limited and Peregrine Holdings Limited.

Ms. Margaret Man

Joined the Bank as Senior Vice President in October
1998 and is now the Head of China Banking of the
Bank. Ms. Man graduated from the Graduate School
of the People’s Bank of China obtaining a Master Degree
in Banking and Finance. She had been a Division Chief
in People’s Bank of China (‘PBOC’) and worked for PBOC
for 7 years. Before joining the Bank, Ms. Man was a
Deputy Managing Director of China Venturetechno
International Co. Ltd.

Mr. Wong Shiu Lim Calvin

Joined the Bank as Senior Vice President in July 2001
and is now the Head of Group Compliance Department.
Mr. Wong obtained a MBA Degree in Finance from the
University of California, Irvine and a Bachelor Degree in
Accounting from the Chinese University of Hong Kong.
He is a member of The Hong Kong Society of
Accountants and the American Institute of Certified
Public Accountants. Before joining the Bank, Mr. Wong
was the Head of Compliance of UBS Warburg in
Hong Kong.

Ms. Chan Pik Ha Betty

Joined the Bank as Vice President and Head of Corporate
Communications in June 1999 and became Head of
Corporate Relations in January 2002 in charge of
Corporate Communications and Investor Relations. Ms.
Chan obtained a Bachelor Degree in Economics from
Manchester University in the U.K. and a M.Sc. in
Marketing from the University of Manchester, Institute
of Science & Technology. Before joining the Bank,
Ms. Chan was a Director of PricewaterhouseCoopers,
in charge of Marketing and Communications.

Mr. Ng Chun Tak

Joined the Bank in May 1999 as Vice President and Head
of Audit & Risk Management. Mr. Ng obtained a MBA
degree in Finance from the City University Business
School in London. He is a Fellow Member of The Hong
Kong Society of Accountants and The Association of
Chartered Certified Accountants of U.K. Before joining
the Bank, he has worked for various multinational and
local banks.
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The directors have pleasure in submitting their report together with the audited
financial statements for the year ended 31 December 2002.

PRINCIPAL ACTIVITIES

The principal activities of CITIC Ka Wah Bank Limited (formerly known as The
Hongkong Chinese Bank, Limited) (the ‘Bank’) and its subsidiaries (the ‘Group’)
are the provision of general banking and related financial services, primarily in
Hong Kong. The Bank operates branches in New York, Los Angeles and the Cayman
Islands. It also has representative offices in Shanghai and Beijing. Particulars of
the Bank'’s principal subsidiaries as at 31 December 2002 are set out in note 18 on

the financial statements.

CHANGE OF NAME

On 25 November 2002, the appointed date of the CITIC Ka Wah Bank Limited
(Merger) Ordinance (the ‘Ordinance’), the bulk of the business undertakings of
the old CITIC Ka Wah Bank Limited ('CKWB') were vested in The Hongkong Chinese
Bank, Limited in accordance with the Ordinance and thereafter, CKWB became an
investment holding company holding all the shareholding interests of the Bank.
The name of CKWB was changed to CITIC International Financial Holdings Limited
(= BIE € B2 A% A IR 2 7)) and the name of the Bank was changed to CITIC
Ka Wah Bank Limited (F {5 32 2 $R 178 R 2 &) simultaneously.

FINANCIAL STATEMENTS

The profit of the Group for the year ended 31 December 2002 and the state of the
Group’s affairs as at that date are set out in the financial statements on pages 65
to 127.

DIVIDENDS

A total amount of interim dividend of HK$346,716,000 was declared for the year
ended 31 December 2002, among which HK$166,716,000 was paid during the
year (2001: HK$36,000,000). The directors do not recommend the payment of a
final dividend for the year ended 31 December 2002 (2001: Nil).

FIXED ASSETS

Movements in fixed assets are set out in note 21 on the financial statements.

RESERVES

Movements in the reserves of the Group and the Bank during the year are set out
in note 27 on the financial statements.
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Report of the Directors

S DIRECTORS
AOHFEARBEAREEAHLENESAOT The directors during the financial year and up to the date of this report are as follows
(BREEPXHREZHT) (arranged in the order of number of strokes of the directors’ Chinese surnames):
Al AEE (R=ZEZ=-F+-A=THRZMH) Mr. Kong Dan (appointed on 25 November 2002)
(EER) (Chairman)
‘}IQJE"%E (R=ZE-F-A+tHZH) Mr. Kong Siu Chee Kenneth (appointed on 17 January 2002)
rEIEER (Executive Vice President and
’E‘Emﬂ( 2% Alternate Chief Executive Officer)
BEREE (R=ZEZ-F+-A=THRZMA) Mr. Ju Weimin (appointed on 25 November 2002)
MEREE (R=ZE-F-A+tHZH) Mr. Lam Kwong Siu (appointed on 17 January 2002)
(BYFHITEE) (Independent Non-Executive Director)
EEEEE (R=ZEZ-F+-A=THRZMA) Mr. Fan Sheung Tak Stephen (appointed on 25 November 2002)
(BYFHITEE) (Independent Non-Executive Director)
FRALE (R=ZE-F-A+tHZH Mr. Chang Zhenming (appointed on 17 January 2002)
(RBEIEER) (Executive Vice Chairman)
Rarsmat (R=BZ-_F-BTLAZM) Mrs. Chan Hui Dor Lam Doreen (appointed on 17 January 2002)
(BHFRTHEH) (President and Chief Executive Officer)
BEt@EEL (R=ZEZ-F+-A=THRZMA) Mr. Ronald Carstairs (appointed on 25 November 2002)
(BYFHITEE) (Independent Non-Executive Director)
ﬁ‘_’ﬁzﬁiﬁi (R=ZEZ-F+-A=THRZMA) Mr. Zhao Shengbiao (appointed on 25 November 2002)
HITRIBHRF (Executive Vice President and
5@1‘@@ HiIE) Country Head, U.S.A.)
7702%& (R=ZE-F-A+tHZH Mr. Lo Wing Yat Kelvin (appointed on 17 January 2002)
HiTRIEH) (Executive Vice President)
ELEF%E (R=ZEZ=-F+-A=THAZMH) Mr. Dou Jianzhong (appointed on 25 November 2002)
ReREE (R=ZE-F-A+tAEMAD Mr. Chan Nim Leung Leon (resigned on 17 January 2002)
Tuhzt (R=BZ_F-ATtAEMR) Ms. Ding Ya Li (resigned on 17 January 2002)
B REL (R=ZE-F-A+tAEMAD Mr. Jiang Wei (resigned on 17 January 2002)
ZEREE (R=ZE-F-A+tAEMAD Mr. Keung Chi Wang Ralph (resigned on 17 January 2002)
BREHEE (R=ZE-F-A+tAEMAD Mr. Gerard Joseph McMahon (resigned on 17 January 2002)
ERELL (R=ZE-F-A+tAEMA Mr. Ning Gaoning (resigned on 17 January 2002)
Z AX4E (R=ZE-F-A+tAEMA Mr. James Riady (resigned on 17 January 2002)
(BAEE: ZX% %é) (Alternate: Mr. Lee Man Cho)
FNERL (R=BZ_F-ATtAEMR) Dr. Mochtar Riady (resigned on 17 January 2002)
(BAEE: = FiE4) (Alternate: Mr. Stephen Riady)
Z REE (R=ZE-F-A+tAEMAD Mr. Stephen Riady (resigned on 17 January 2002)
HREEE (R=ZEZ-F+-A=-THAEMA Mr. Albert Saychuan Cheok (resigned on 25 November 2002)
wuBEE (R=ZEZ-F+-A=-THAEMA Mr. Stephen Edward Clark (resigned on 25 November 2002)
FRFEE (R=ZEZ-F+-A=-THAEMA Mr. Kor Kee Yee (resigned on 25 November 2002)
ZRBEE (R=ZEZ-F+-A=-THAEMA Mr. Lee Wing Hung Raymond (resigned on 25 November 2002)
RERTHARMEBERMAIEIR  IEEETE In accordance with Article 97 of the Bank's Articles of Association, all the remaining
RREER > WHAESRELE - directors retire and, being eligible, offer themselves for re-election.
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DIRECTORS’ INTERESTS

The immediate holding company, CITIC International Financial Holdings Limited
("CIFH"), operates a Senior Executive Share Option Scheme (the ‘Scheme’) enabling
its eligible employees (including directors of the Bank) to acquire shares of CIFH.
Mrs. Chan Hui Dor Lam Doreen, Mr. Kong Siu Chee Kenneth, Mr. Lo Wing Yat
Kelvin and Mr. Zhao Shengbiao were granted options to subscribe for shares in
CIFH which were exercisable pursuant to the Scheme. Details of the Scheme are
set out in note 35 on the financial statements.

No contract of significance, to which the Bank, any of its holding companies,
subsidiaries or fellow subsidiaries was a party, and in which a director of the Bank
had a material interest, whether directly or indirectly, subsisted at the end of the
year or at any time during the year.

Apart from the above, at no time during the year was the Bank, any of its holding
companies, subsidiaries or fellow subsidiaries a party to any arrangement to enable
the directors of the Bank to acquire benefits by means of the acquisition of shares
in or debentures of the Bank or any other body corporate.

MANAGEMENT CONTRACTS

No contract concerning the management and administration of the whole or any
substantial part of the business of the Bank was entered into or existed during the year.

SUPERVISORY POLICY MANUAL ON FINANCIAL DISCLOSURE
BY LOCALLY INCORPORATED AUTHORISED INSTITUTIONS

The financial statements for the year ended 31 December 2002 comply, in all
material respects, with the guideline on ‘Financial Disclosure by Locally Incorporated
Authorised Institutions’ under the Supervisory Policy Manual issued by the Hong
Kong Monetary Authority.

AUDITORS

KPMG were appointed the Bank’s auditor during the year upon the retirement of
PricewaterhouseCoopers. A resolution for the re-appointment of KPMG as auditors
of the Bank is to be proposed at the forthcoming Annual General Meeting.

On behalf of the Board
Kong Dan
Chairman

Hong Kong, 12 March 2003
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Auditors’ report to the shareholders of

CITIC Ka Wah Bank Limited

(Formerly The Hongkong Chinese Bank, Limited)
(Incorporated in Hong Kong with limited liability)

We have audited the financial statements on pages 65 to 127 which have been prepared
in accordance with accounting principles generally accepted in Hong Kong.

RESPECTIVE RESPONSIBILITIES OF DIRECTORS AND AUDITORS

The Hong Kong Companies Ordinance requires the directors to prepare financial
statements which give a true and fair view. In preparing financial statements
which give a true and fair view it is fundamental that appropriate accounting
policies are selected and applied consistently, that judgements and estimates are
made which are prudent and reasonable and that the reasons for any significant
departure from applicable accounting standards are stated.

It is our responsibility to form an independent opinion, based on our audit, on
those financial statements and to report our opinion to you.

BASIS OF OPINION

We conducted our audit in accordance with Statements of Auditing Standards
issued by the Hong Kong Society of Accountants. An audit includes examination,
on a test basis, of evidence relevant to the amounts and disclosures in the financial
statements. It also includes an assessment of the significant estimates and
judgements made by the directors in the preparation of the financial statements,
and of whether the accounting policies are appropriate to the circumstances of
the Bank and of the Group, consistently applied and adequately disclosed.

We planned and performed our audit so as to obtain all the information and
explanations which we considered necessary in order to provide us with sufficient
evidence to give reasonable assurance as to whether the financial statements are
free from material misstatement. In forming our opinion we also evaluated the
overall adequacy of the presentation of information in the financial statements.
We believe that our audit provides a reasonable basis for our opinion.

OPINION

In our opinion, the financial statements give a true and fair view of the state of
affairs of the Bank and of the Group as at 31 December 2002 and of the Group’s
profit and cash flows for the year then ended and have been properly prepared in
accordance with the Hong Kong Companies Ordinance.

KPMG
Certified Public Accountants
Hong Kong, 12 March 2003
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Consolidated Income Statement

Eﬁ:l:—? v—ﬂz

tTZA=+—-HLEE

for the year ended 31 December 2002

(LB HEN) (Expressed in Hong Kong dollars)
i o g 3 —EE-F
2002 2001
Bt = BB BT T
Note HK$'000 HK$'000
B WA Interest income 4(a) 3,186,364 1,240,636
FE S H Interest expense (1,479,280) (721,406)
BRI B WA Net interest income 1,707,084 519,230
BRARBEWA Fees and commission income 359,817 56,716
BRARBEIH Fees and commission expense (46,381) (6,612)
=R F <AL PN Other operating income 4(b) 157,925 56,071
KEWA Operating income 2,178,445 625,405
T Operating expenses 4(c) (1,017,520) (352,717)
RETEBAIRERA Operating profit before provisions 1,160,925 272,688
RIBIRER Charge for bad and doubtful debts (509,228) (227,831)
A Operating profit 4 651,697 44,857
HERFEEEEFEIE Net loss on disposal of tangible
fixed assets (8,987) (546)
REVESHEEE Net deficit on revaluation of
investment properties (13,879) (4,800)
HERE QA RFEE Net loss on disposal of associates (190) =
HEREZABMESFRA Net profit on disposal of
held-to-maturity securities 51,949 -
BERIAPBSRBRERFERE Provision on held-to-maturity securities
and investment securities (13,194) (6,087)
Pk B & A 8% AR 18 Share of profits less losses of associates = 32
IE & S B AR F Profit from ordinary activities before taxation 30 667,396 33,456
HiE Taxation 6(a) (21,599) (1,511)
PR 51 P& A 5 A Profit attributable to shareholders 7 & 27(9) 645,797 31,945
TEERE : Dividends attributable to the year:
AEEEERNPHRE Interim dividends declared during the year 8 346,716 36,000
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Consolidated Balance Sheet

R-ZEE-H+-A=+—H
(LB BEN)

at 31 December 2002

(Expressed in Hong Kong dollars)

—ET-E —EE-F
2002 2001
Ff = EETR BT T
Note HK$'000 HK$'000
BaE Assets
HeEREHES Cash and short-term funds 9 5,380,135 5,769,338
— 8B ZE B AR TR H b Placements with banks and other
SREBER financial institutions maturing
after one month 13(d) 221,006 37,847
EZZERERS Trade bills less provisions 10 374,942 80,309
FRE Certificates of deposit 11 1,030,944 605,402
HEMBFSHRE Other investments in securities 12 2,583,605 168,462
EFBRKH M RE M EE Advances to customers and
other accounts less provisions 13(@a) 42,847,862 11,776,417
BEZINPBSRBERS Held-to-maturity securities and
investment securities 17 18,575,250 486,991
e NTRE Investments in associates 19 120,110 54,295
BREEEE Tangible fixed assets 21 1,745,920 1,014,903
BEE Total assets 72,879,774 19,993,964
B Liabilities
RITREMh & REEFR Deposits and balances of banks and
k&R other financial institutions 22 2,039,519 60,880
BEEEXK Deposits from customers 23 54,910,978 15,346,636
ERITERE Certificates of deposit issued 24 5,832,512 990,607
H A RE R & Other accounts and provisions 1,210,871 357,499
HEE Total liabilities 63,993,880 16,755,622
BEKIE Capital resources
(&N Share capital 26 2,393,341 2,393,341
1% Reserves 27 2,202,381 845,001
RRES Shareholders’ funds 4,595,722 3,238,342
BBEX Loan capital 28 4,290,172 =
8,885,894 3,238,342
BERESKRRESE Total liabilities and capital resources 72,879,774 19,993,964
EEEN _EE=F-A TR RELRERM
Approved and authorised for issue by the Board of Directors on 12 March 2003
H iR PRET Z Bk IRE FEH
Mr. Chang Zhenming Mrs. Chan Hui Dor Lam Doreen Mr. Kong Siu Chee Kenneth Mr. Lee Yuk Ling Lincoln
ERREER £ BERTHER BEERBETHEAR B 7% 48 B

Executive Vice Chairman Director, President and CEO Director and ACEO Chief Financial Officer

BIOHEF127HNMEBI B REKR -0 -

The notes on pages 70 to 127 form part of these financial statements.
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Balance Sheet
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at 31 December 2002

(LLEM A EE ) (Expressed in Hong Kong dollars)
—ET_F —EFE-F
2002 2001
B & BEFT BT T
Note HK$°000 HK$'000
BE Assets
ReEREHES Cash and short-term funds 9 5,357,204 5,767,310
—EREZERITREA Placements with banks and other
SRIBEBER financial institutions maturing
after one month 13(d) 221,006 37,847
E3ZERER Trade bills less provisions 10 374,942 80,309
FHIE Certificates of deposit 11 1,015,944 605,402
HibBHRE Other investments in securities 12 2,580,509 168,462
BEFE B E M IRIE R EE Advances to customers and
other accounts less provisions 13(a) 41,553,198 10,282,151
JE UK FfY BB 2 B 7R IB Amounts due from subsidiaries 16 979,633 493,800
BERIMRSRBERS Held-to-maturity securities and
investment securities 17 18,527,378 486,091
fEARRE Investments in subsidiaries 18 763,866 312,266
BENTRE Investments in associates 19 120,105 31,076
BEREEEE Tangible fixed assets 21 1,670,229 992,864
BEE Total assets 73,164,014 19,257,578
BfE Liabilities
ROTEREMSREBEERR Deposits and balances of banks and
®1z other financial institutions 22 2,039,519 90,309
EFER Deposits from customers 23 54,395,883 14,734,709
EBITERFE Certificates of deposit issued 24 5,832,512 990,607
HARE R EE Other accounts and provisions 1,006,712 340,736
FEAS BT B 2 B 7R IB Amounts due to subsidiaries 20 5,545,934 41,655
HEE Total liabilities 68,820,560 16,198,016
BE& KR Capital resources
& A% Share capital 26 2,393,341 2,393,341
B Reserves 27 1,950,113 666,221
BRES Shareholders’ funds 4,343,454 3,059,562
BERESKRIFLEE Total liabilities and capital resources 73,164,014 19,257,578
EEBN T =F=A T _HARENRERMH
Approved and authorised for issue by the Board of Directors on 12 March 2003
H iREA BREF = LE FER
Mr. Chang Zhenming Mrs. Chan Hui Dor Lam Doreen Mr. Kong Siu Chee Kenneth Mr. Lee Yuk Ling Lincoln
EXEEER EE  HHRTHER EERERTHEAR B 75 48 L

Executive Vice Chairman

FI0EZFE127ENMEBEM B HRE —BH o

Director, President and CEO

Director and ACEO
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Consolidated Statement of Changes in Equity

BE-2%—

T A=+ —HLEFEE

(LLB#REM)

for the year ended 31 December 2002

(Expressed in Hong Kong dollars)

—ET-E —EE—F
2002 2001
i BT BT T
Note HK$'000 HK$'000
MMATBRNRERER Shareholders’ equity at 1 January 3,238,342 3,242,397
REVMXEMFEIE Net deficit on revaluation of
investment properties 27(b) (20,481) -
ERER Exchange differences 27(f) 17) =
REW ISR A EZHFEE Net losses not recognised in the
income statement (20,498) -
& ff 1 12 A Additions through merger 27
- — R — General reserve 100,000 -
—Hih SR E — Other property revaluation reserve 11,945 -
- N — Capital reserve 37,500 -
- REVESHRE - Investment property revaluation reserve 20,481 -
—EXES - Exchange differences 19 -
—{REB &R — Retained profits 908,852 -
1,078,797 -
PR R B4R R A Profit attributable to shareholders 645,797 31,945
TEEERERE Dividends approved during the year (346,716) (36,000)
M12A3TEMREER Shareholders’ equity at 31 December 4,595,722 3,238,342

BIOHEF127HNMEBH B RER -0 -
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Consolidated Cash Flow Statement

for the year ended 31 December 2002

(Expressed in Hong Kong dollars)

g oot 2 —EE-F
2002 2001
3
Restated
Bt = BB BT T
Note HK$'000 HK$'000
gﬁ#fﬁ Operating activities
REEEKNRS Cash used in operating activities 30 (4,420,417) (2,989,242)
Eﬁ%;ﬁﬂ ?R Hong Kong profits tax paid (4,275) (17,337)
EfEMIRIEBH Overseas profits tax paid (1,091) (53)
REEEEBELE Net cash outflow from
HFREREH operating activities (4,425,783) (3,006,632)
HEER Investing activities
EWRERE Dividend received from equity securities 17,873 -
BAEFKEEEE Purchase of tangible fixed assets (88,534) (17,240)
HERFKEEEEMBRIE Proceeds from disposal of tangible fixed assets 1,825 40
HE R E A F T8 MIE Proceeds from disposal of associates 54,455 =
ARBEEBNRLFE Net cash used in investing activities (14,381) (17,200)
E=E X Financing activities
THRE Dividend paid (166,716) (36,000)
BITEBRERFBRIE Proceeds from loan capital issued 1,950,078 =
BEEKER Repurchase of loan capital - (230,856)
T HBTEHRERFE Interest paid on loan capital issued (178,432) (12,869)
KB (AR BEEBNIREFE  Net cash from/(used in)
financing activities 1,604,930 (279,725)
ReRBcEHEEEHRLFHE Net decrease in cash and
cash equivalents (2,835,234) (3,303,557)
B & 1 4 hn g9 B 28 Addition through merger 33(b) 3,029,944 -
R1A1EMNBRERREEEER Cash and cash equivalents
at 1 January 5,237,674 8,541,231
R12A31BMRERITEEEEB Cash and cash equivalents
at 31 December 32 5,432,384 5,237,674
FI0OEZF127ENMEEM B HRE —BH o The notes on pages 70 to 127 form part of these financial statements.
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Notes on the Financial Statements

(B REN) (Expressed in Hong Kong dollars)
EEEA GROUP RE-ORGANISATION

RERERTERLE (FHIPEEEDR=
EE—F+H=+-HHEBEEARTEERSR
RARZEREERZ  WEBEEBEARTER
NE) (BBIEARTD 2HERITRE - AR
fE7378%4,200,000,0007T » BIFRENEEE
3,360,000,0007T * % %A% #5840,000,0007T 2 17

Mo WBER-ZEZ-_F—AttHEK-
ﬁ'ﬁﬁkﬁﬁfTEﬁE%ﬁPE;ﬂ?%E@%ﬁWEﬂﬂ ®

BRB(FEZERTERQE (S0 FRE) (B
BIEHEH]) - PEZEHEEARTSH
EHR-ZFZ-_F+-A-THHEN - &
JH: NEEENABNEEREBEBEEA
RIT - REBEESHHEL EARTEE=ZFZ=
$+ A=t—HIEFENNKEHRER  HER
RERENR-_ZE-F - -HEXBERE
ASBITHEEFRESR - B FEEEZER
qﬂﬁﬁ?ﬁﬁﬁﬂﬂﬁﬁﬁﬁ’&ﬁ (BB P EEEE
BIZER]) c HABARWETHERAE - I
¥ EE‘)%H&“A’“‘%F)TEFE’AT(F%EFH?‘Q
Bl £ - EARTAUZ ERNERERTE
AT (BBIAT])  BELERSRORT

FEEH

ZMT&EIMTE’D\T( SRERIAEE]) NEEX
BREERITREESERY - SLEBHA
%lﬁﬁ%i ‘Eﬁéﬂﬁ%ﬁ%ﬁ% ®

On 31 October 2001, CITIC Ka Wah Bank Limited ('CKWB’) entered into a Sale
and Purchase Agreement with The HKCB Bank Holding Company Limited to
acquire the entire issued share capital of The Hongkong Chinese Bank, Limited
("HKCB') for an aggregate consideration of HK$4,200 million comprising cash
consideration of HK$3,360 million plus HK$840 million in principal amount of
Certificates of Deposit. The acquisition was completed on 17 January 2002
and HKCB became a wholly-owned subsidiary of CKWB thereafter.

With effect from 25 November 2002, CKWB has been merged with HKCB
through the CITIC Ka Wah Bank Limited (Merger) Ordinance (‘Merger
Ordinance’) under which the majority of assets and liabilities of CKWB have
been transferred to HKCB. By virtue of the Merger Ordinance, the financial
statements of HKCB for the year ended 31 December 2002 were prepared as
if the undertaking of CKWB had vested in HKCB on 1 January 2002. At the
same time, CKWB changed its name to CITIC International Financial Holdings
Limited ("CIFH’), which became the holding company of the enlarged bank
and continues to be listed on The Stock Exchange of Hong Kong Limited (the
'SEHK’). HKCB changed its name to CITIC Ka Wah Bank Limited (the ‘Bank’)
and continues to operate the integrated banking businesses.

PRINCIPAL ACTIVITIES

The principal activities of the Bank and its subsidiaries (the ‘Group’), which
materially affect the results or comprise the assets of the Group, are the
provision of banking and related financial services.
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(a)

SIGNIFICANT ACCOUNTING POLICIES

Statement of compliance

These financial statements have been prepared in accordance with all
applicable Statements of Standard Accounting Practice (‘SSAP’) and
Interpretations issued by the Hong Kong Society of Accountants ("HKSA'),
accounting principles generally accepted in Hong Kong and the requirements
of the Hong Kong Companies Ordinance, and comply, in all material respects,
with the module on ‘Financial Disclosure by Locally Incorporated Authorised
Institutions’ issued by the Hong Kong Monetary Authority (‘"HKMA'). A
summary of the significant accounting policies adopted by the Group is set
out below.

(b) Basis of preparation of the financial statements

(9]

The consolidated financial statements of the Bank for the year ended 31
December 2002 comprise the Bank and its subsidiaries and the Group’s interest
in associates.

The measurement basis used in the preparation of the financial statements is
historical cost modified by the revaluation of investment properties, and the
marking to market of certain investments in securities and derivative financial
instruments as explained in the accounting policies set out below.

Revenue recognition

Provided it is probable that the economic benefits will flow to the Group and
the revenue and costs, if applicable, can be measured reliably, revenue is
recognised in the income statement as follows:

(i)  Interest income from dated debt securities intended to be held to maturity
is recognised as it accrues, as adjusted by the amortisation of the premium
or discount on acquisition, so as to achieve a constant rate of return
over the period from the date of purchase to the date of maturity. Other
interest income is accrued on a time-apportioned basis by reference to
the principal outstanding and the rate applicable, except in the case of
interest on doubtful debts (note 3(d)(iv)).
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3. FEFHHBR @)
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(ii)

(iii)
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3. SIGNIFICANT ACCOUNTING POLICIES (Cont'd)

(c) Revenue recognition (Cont'd)

(ii)

(iii)

Fees and commission income are recognised when earned except where
the fee is charged to cover the costs of a continuing service to, or risk
borne for, the customer, or is interest in nature. In these cases, the fee is
recognised on an appropriate basis over the relevant period.

Finance income implicit in the finance lease and hire purchase payments
is recognised as interest income over the period of the leases so as to
produce an approximately constant periodic rate of return on the
outstanding net investment in the leases for each accounting period.

Rental income receivable under operating leases is recognised as other
operating income in equal instalments over the accounting periods
covered by the lease term, except where an alternative basis is more
representative of the pattern of benefits to be derived from the leased
asset. Lease incentives granted are recognised in the income statement
as an integral part of the aggregate net lease payments receivable.
Contingent rentals receivable are recognised as income in the accounting
period in which they are earned.

Dividend income is recognised as follows:

dividend income from listed investments is recognised when the
share price of the investment goes ex-dividend; and

dividend income from unlisted investments is recognised when the
shareholder’s right to receive payment is established.
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3. SIGNIFICANT ACCOUNTING POLICIES (Cont‘d)
(d) Advances and doubtful debts

()

(ii)

(iii)

(iv)

Advances to customers, banks and other financial institutions are stated
at the principal amounts outstanding net of any suspended interest and
provisions for bad and doubtful debts. Cash rebate and other incentives
granted in relation to residential mortgage loans are capitalised and
amortised to the income statement over the early prepayment
penalty period.

Sales of accounts receivable on mortgage loans without recourse to the
Group are recognised when control over the receivables has been
irrevocably transferred to a third party and the receivables are then no
longer included in the balance sheet.

Specific and general provisions

Specific provisions are made for doubtful debts as and when they are
considered necessary by the directors and, in addition, amounts have
been set aside as general provisions. The specific element relates to
individual banking facilities. The general element relates to other
exposures not separately identified but expected from experience to exist
in any portfolio of banking facilities. These provisions are deducted from
advances to customers and from trade bills. When there is no longer
any realistic prospect of recovery, the outstanding debt is written off.

Advances on which interest is being suspended

Interest accrued on doubtful debts is credited to a suspense account
which is netted in the balance sheet against ‘Advances to customers
and other accounts’. Amounts received from cash payment or the
realisation of collateral are applied to the repayment of outstanding
indebtedness, with any surplus used to recover any specific provisions
and then suspended interest.

Assets acquired in exchange for advances

Assets, other than equity and debt securities, acquired (with formal legal
title transferred) in exchange for advances in order to achieve an orderly
realisation are reclassified to other accounts. The asset acquired is
recorded at the carrying value of the advance disposed of at the date of
the exchange, with any provisions having been duly updated. Impairment
losses (see note 3(j)), if necessary, are made to allow for declines in the
estimated fair value of the assets acquired.

Assets acquired (without formal legal title transferred) in exchange for
advances in order to achieve an orderly realisation continue to be reported
as advances. In this regard, provision has been made on the shortfall
between the carrying amount of the loans and advances and the expected
net sales proceeds from realisation of the repossessed assets.
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3. FEFHHBR @) 3. SIGNIFICANT ACCOUNTING POLICIES (Cont'd)
(e) MIBAT (e) Subsidiaries
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EEEIBESFARAFHEHTRAE  SE
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A subsidiary, in accordance with the Hong Kong Companies Ordinance, is a
company in which the Group, directly or indirectly, holds more than half of
the issued share capital, or controls more than half of the voting power, or
controls the composition of the board of directors. Subsidiaries are considered
to be controlled if the Bank has the power, directly or indirectly, to govern the
financial and operating policies, so as to obtain benefits from their activities.

An investment in a controlled subsidiary is consolidated into the consolidated
financial statements, unless it is acquired and held exclusively with a view to
subsequent disposal in the near future or operates under severe long-term
restrictions which significantly impair its ability to transfer funds to the Group,
in which case, it is stated in the consolidated balance sheet at fair value with
changes in fair value recognised in the consolidated income statement as
they arise.

Intra-group balances and transactions, and any unrealised profits arising from
intra-group transactions, are eliminated in full in preparing the consolidated
financial statements. Unrealised losses resulting from intra-group transactions
are eliminated in the same way as unrealised gains, but only to the extent
that there is no evidence of impairment.

In the Bank’s balance sheet, an investment in a subsidiary is stated at cost less
any impairment losses (see note 3(j)), unless it is acquired and held exclusively
with a view to subsequent disposal in the near future or operates under severe
long-term restrictions which significantly impair its ability to transfer funds to
the Bank, in which case, it is stated at fair value with changes in fair value
recognised in the income statement as they arise.
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SIGNIFICANT ACCOUNTING POLICIES (Cont'd)

Associates

An associate is an entity in which the Group or the Bank has significant
influence, but not control or joint control, over its management, including
participation in the financial and operating policy decisions.

An investment in an associate is accounted for in the consolidated financial
statements under the equity method and is initially recorded at cost and
adjusted thereafter for the post acquisition change in the Group’s share of
the associate’s net assets, unless it is acquired and held exclusively with a
view to subsequent disposal in the near future or operates under severe long-
term restrictions that significantly impair its ability to transfer funds to the
investor, in which case, it is stated at fair value with changes in fair value
recognised in the consolidated income statement as they arise. The
consolidated income statement reflects the Group’s share of the post-
acquisition results of the associates for the year.

Unrealised profits and losses resulting from transactions between the Group
and its associates are eliminated to the extent of the Group’s interest in the
associates, except where unrealised losses provide evidence of an impairment
of the asset transferred, in which case they are recognised immediately in the
income statement.

In the Bank’s balance sheet, its investments in associates are stated at cost
less impairment losses (see note 3(j)), unless it is acquired and held exclusively
with a view to subsequent disposal in the near future or operates under severe
long-term restrictions that significantly impair its ability to transfer funds to the
investor, in which case, it is stated at fair value with changes in fair value recognised
in the income statement as they arise.

(g) Investments in securities

The Group and the Bank’s policies for investments in securities other than
investments in subsidiaries and associates are as follows:

(i) Dated debt securities that the Group and/or the Bank have the ability and
intention to hold to maturity are classified as held-to-maturity securities.
Held-to-maturity securities are stated in the balance sheet at amortised cost
less any provisions for diminution in value. Provisions are made when carrying
amounts are not expected to be fully recovered and are recognised as an
expense in the income statement, such provisions being determined for
each investment individually.
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3. SIGNIFICANT ACCOUNTING POLICIES (Cont'd)

(g) Investments in securities (Cont'd)

(ii)

(iii)

Investments held on a continuing basis for an identified long-term
purpose are classified as investment securities. Investment securities are
stated in the balance sheet at cost less any provisions for diminution in
value. Provisions are made when the fair values have declined below
the carrying amounts, unless there is evidence that the decline is
temporary, and are recognised as expenses in the income statement,
such provisions being determined for each investment individually.

Provisions against the carrying value of held-to-maturity securities and
investment securities are written back when the circumstances and events
that led to the write-down or write-off cease to exist and there is
persuasive evidence that the new circumstances and events will persist
for the foreseeable future.

All other securities (whether held for trading or otherwise) are stated in
the balance sheet at fair values. Changes in fair value are recognised in
the income statement as they arise. Securities are presented as trading
securities when they were acquired principally for the purpose of
generating a profit from short term fluctuations in price or dealer’s margin.

Profits or losses on disposal of investments in securities are determined
as the difference between the estimated net disposal proceeds and the
carrying amount of the investments and are accounted for in the income
statement as they arise.

(h) Sale and repurchase agreements

Securities sold under sale and repurchase agreements are considered to be,
in substance, secured loans. Therefore the securities are maintained on the
balance sheet at cost or market value depending on their classification as
held-to-maturity securities, investment securities or other investments and
the proceeds of the sale are included in ‘Deposits from customers’ or ‘Deposits
and balances of banks and other financial institutions’ depending on the
identity of the counterparty. The difference between the sale price and the
repurchase price is amortised on an effective yield basis over the period from
the date of sale to the date of repurchase and is included in interest expense.
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3. SIGNIFICANT ACCOUNTING POLICIES (Cont'd)

(i) Tangible fixed assets and depreciation

(i) In preparing these financial statements, advantage has been taken of
the transitional provisions set out in paragraph 80 of SSAP 17 ‘Property,
plant and equipment' issued by the HKSA, with the effect that other
premises have not been revalued to open market value at the balance
sheet date. It is not the directors’ intention to revalue other premises in
the near future.

(i) Tangible fixed assets are carried in the balance sheet on the
following bases:

— Investment properties are stated in the balance sheet at their open
market value which is assessed annually by external qualified valuers.
No depreciation is provided on investment properties except where
the unexpired term of the relevant lease is 20 years or less.

—  Freehold land is not depreciated. Other premises are depreciated
on a straight-line basis to write off their cost or valuation over their
estimated useful lives which are as follows:

Land held on leases — over the unexpired terms of the leases

Buildings — over 30 years or the unexpired terms of
the land leases, whichever is shorter

—  Furniture, fixtures and equipment are stated at cost less depreciation
calculated on the straight-line basis to write off the assets over their
estimated useful lives, which are generally between four and
ten years.

(iii) Changes arising on the revaluation of investment properties are generally
dealt with in reserves. The only exceptions are as follows:

—  when a deficit arises on revaluation, it will be charged to the income
statement, if and to the extent that it exceeds the amount held in
the reserve in respect of the portfolio of investment properties,
immediately prior to the revaluation; and

— when a surplus arises on revaluation, it will be taken to the income
statement, if and to the extent that a deficit on revaluation in respect
of the portfolio of investment properties, had previously been
charged to the income statement.
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SIGNIFICANT ACCOUNTING POLICIES (Cont'd)

Tangible fixed assets and depreciation (Cont'd)

(iv) Subsequent expenditure relating to a fixed asset that has already been

recognised is added to the carrying amount of the asset when it is
probable that future economic benefits in excess of the originally assessed
standard of performance of the existing asset will flow to the Group. All
other subsequent expenditure is recognised as an expense in the period
in which it is incurred.

Profits or losses arising from the retirement or disposal of a fixed asset
are determined as the difference between the estimated net disposal
proceeds and the carrying amount of the asset and are recognised in the
income statement on the date of retirement or disposal. On disposal of
an investment property, the related portion of surpluses or deficits
previously taken to the investment properties revaluation reserve is also
transferred to the income statement for the year. For all other fixed
assets, any related revaluation surplus is transferred from the revaluation
reserve to retained profits.

Impairment of assets

Internal and external sources of information are reviewed at each balance
sheet date to identify indications that the following assets may be impaired
or an impairment loss previously recognised no longer exists or may have
decreased:

property, plant and equipment (other than properties carried at revalued
amounts);

investments in subsidiaries and associates (except for those accounted
for at fair value under notes 3(e) & 3(f)); and

other assets.

If any such indication exists, the asset’s recoverable amount is estimated. An
impairment loss is recognised whenever the carrying amount of an asset
exceeds its recoverable amount.

@)

Calculation of recoverable amount

The recoverable amount of an asset is the greater of its net selling price
and value in use. In assessing value in use, the estimated future cash
flows are discounted to their present value using a pre-tax discount rate
that reflects current market assessments of time value of money and the
risks specific to the asset. Where an asset does not generate cash inflows
largely independent of those from other assets, the recoverable amount
is determined for the smallest group of assets that generates cash inflows
independently (i.e. a cash-generating unit).
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3. EEEHEE @
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(ii)

(k) MEHERSHARELN

AEAER EAZEAETROZMERRF
ENEEHESNARMEEE - HEAAREER
BEENMERBRANENEERENAKE
HE -

BMERENEE
EAEERREAENHBEABRT @ ¥
BMEHEMAHNEENREFERER
FEF  EEEEEBERIIER FREHE
BFRNDMARENAREL XS ERE
HE  HEHENBRASRETESHR
R EE 3R IIRERA

()

REHEER
MAEEFAREHEEE @ lRIFFHM
EETRRTUZELEHEEEREST
ZNEN  FRAAEESXHRZEEFH
HENES S FHUERD BRAWER -
HECRBRARSFHE X HARN— 3
7 ERERAER

(ii)

() HeHXERE

RERREEEHABEREURRITRE M
TRIEBET  UREH REBMESHRT
BEARRE  THEELBRICANREH
HoBEEZBEABRIAER  WEBAR=E
BREH - RS REXRMS RERKREE
BEETEEANKEER  BAKETENR
SN —HONRTRAMESREBEF -

=

=

3.
)

SIGNIFICANT ACCOUNTING POLICIES (Cont'd)

Impairment of assets (Cont'd)
(i) Reversals of impairment losses

An impairment loss is reversed if there has been a change in the estimates
used to determine the recoverable amount. A reversal of impairment
losses is limited to the asset’s carrying amount that would have been
determined had no impairment loss been recognised in prior years.
Reversals of impairment losses are taken to the income statement in the
year in which the reversals are recognised.

(k) Leases and hire purchase contracts

)

Leases of assets under which the lessee assumes substantially all the risks and
benefits of ownership are classified as finance leases. Leases of assets under
which the lessor has not transferred all the risks and benefits of ownership
are classified as operating leases.

Assets held under finance leases

Where the Group is a lessor under finance leases, an amount representing
the net investment in the lease is included in the balance sheet as
advances to customers. Hire purchase contracts having the characteristics
of finance leases are accounted for in the same manner as finance leases.
Revenue arising from finance leases is recognised in accordance with
the Group’s revenue recognition policies, as set out in note 3(c)(iii).

@)

(i) Operating lease charges

Where the Group has the use of assets under operating leases, payments
made under the leases are charged to the income statement in equal
instalments over the accounting periods covered by the lease term, except
where an alternative basis is more representative of the pattern of benefits
to be derived from the leased asset. Lease incentives received are
recognised in the income statement as an integral part of the aggregate

net lease payments made.

Cash equivalents

Cash and cash equivalents comprise cash and balances with banks and other
financial institutions, and short-term, highly liquid inter-bank placements and
investments that are readily convertible into known amounts of cash and
which are subject to an insignificant risk of changes in values, having been
within three months of maturity at acquisition. Balances of banks and other
financial institutions that are repayable on demand and form an integral part
of the Group’s cash management are also included as a component of cash
and cash equivalents for the purpose of the cash flow statement.
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3. FEEHEE @
(m){ESEF

3. SIGNIFICANT ACCOUNTING POLICIES (Cont'd)

() AEBEENHS FERAL ZHF
B~ REVRZEE R A E B G EHERR R A
I ARERBEABBBNFE - MRE
BENRIEESZIELE  MELEE+D
EX BELESHMRREIIER-

(i) AEERE-ERAEHRAEER—HR
FMEREETE - FEEREHRIH
Ref Az RA o

(i) REAEBEREAGER B EBER8m
KRILEEEENREHEBER T TELLRS
EESER  MEZTAXNARFANER
B RESERBA TR -

(n) SEFEHIE

ELEBEEARREREEMTERARIH
HETERBEEN A ERREMmEENB
FE NEERRE -

ARIRHVIEFER H = R
BRTAEHR -

SERESENERN

(o) SVEEIRE

FEERNNIERZERZ ANERRERE
B LUMNBTHENEREERSBAIREER
BEREFEANERRELBY - EXRE IR
AW EERERE o

BHIDITRMEBRRANEERARFEFYER
BERER EEEERMBAUREEANE
RBRE  EENERZRERRBEEDER -

AEHEBIDTHIMNBARNESEEERE
HERHZITRMBLARAELENRFERL
o

(m) Employee benefits

(n)

(o)

(i) Salaries, annual bonuses, paid annual leave, leave passage and the cost
to the Group of non-monetary benefits are accrued in the year in which
the associated services are rendered by employees of the Group. Where
payment or settlement is deferred and the effect would be material,
these amounts are stated at their present values.

(i) The Group operates a defined contribution provident fund and a
Mandatory Provident Fund scheme. Contributions are charged to the
income statement as and when the contributions fall due.

(iii) Termination benefits are recognised when, and only when, the Group
demonstrably commits itself to terminate employment or to provide
benefits as a result of voluntary redundancy by having a detailed formal
plan which is without realistic possibility of withdrawal.

Deferred taxation

Deferred taxation is provided using the liability method in respect of the
taxation effect arising from all material timing differences between the
accounting and tax treatment of income and expenditure, which are expected
with reasonable probability to crystallise in the foreseeable future.

Future deferred tax benefits are not recognised unless their realisation is assured
beyond reasonable doubt.

Translation of foreign currencies

Foreign currency transactions during the year are translated into Hong Kong
dollars at the exchange rates ruling at the transaction dates. Monetary assets
and liabilities denominated in foreign currencies are translated into Hong
Kong dollars at the exchange rates ruling at the balance sheet date. Exchange
gains and losses are dealt with in the income statement.

The results of overseas branches and subsidiaries are translated into Hong
Kong dollars at the average exchange rates for the year. Balance sheet items
are translated at the rates of exchange ruling at the balance sheet date. The
resulting exchange differences are dealt with as a movement in reserves.

On disposal of an overseas branch or subsidiary, the cumulative amount of
the exchange differences which relate to that overseas branch or subsidiary is
included in the calculation of the profit or loss on disposal.
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3. EEEHEE @
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=
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3. SIGNIFICANT ACCOUNTING POLICIES (Cont'd)

(p) Provisions and contingent liabilities

Provisions are recognised for liabilities of uncertain timing or amount when
the Group or the Bank has a legal or constructive obligation arising as a result
of a past event, it is probable that an outflow of economic benefits will be
required to settle the obligation and a reliable estimate can be made. Where
the time value of money is material, provisions are stated at the present value
of the expenditures expected to settle the obligation.

Where it is not probable that an outflow of economic benefits will be required,
or the amount cannot be estimated reliably, the obligation is disclosed as a
contingent liability, unless the probability of outflow of economic benefits is
remote. Possible obligations, whose existence will only be confirmed by the
occurrence or non-occurrence of one or more future events are also disclosed
as contingent liabilities unless the probability of outflow of economic benefits
is remote.

(q) Off-balance sheet financial instruments

Off-balance sheet financial instruments, commonly referred to as derivatives,
arise from futures, forward, swap and option transactions undertaken by the
Group and the Bank in the foreign exchange, interest rate and equity markets.
Netting is applied where a legal right of set-off exists.

The accounting for these instruments is dependent upon whether the
transactions are undertaken for trading purposes or as part of the management
of asset and liability portfolios.

(i) Derivatives used for trading purposes
Trading transactions include transactions undertaken to service customers’
needs and for proprietary purposes, as well as any related hedges.

Transactions undertaken for trading purposes are marked to market and
the net present value of the gain or loss arising is recognised in the
income statement as trading gains/losses, after appropriate deferrals for
the unearned credit margin and future servicing costs. Unrealised gains
on transactions are included in ‘Accrued interest and other accounts’ in
the balance sheet. Unrealised losses on transactions are included in
‘Other accounts and provisions'.

The fair value of derivatives that are not exchange-traded is estimated at
the amount that the Group would receive or pay to terminate the contract
at the balance sheet date taking into account current market conditions
and the current creditworthiness of the counterparties.
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3. XEEFTBR@® 3. SIGNIFICANT ACCOUNTING POLICIES (Cont'd)
(q EEEEFRIMNMISBTH @) (q) Off-balance sheet financial instruments (Cont'd)

(iy HEESBEEENITETIR (i) Derivatives used for asset and liability management purposes
ERMREERETNITE T AR UHE Derivatives that qualify as hedges are valued on an equivalent basis to
WEAREE 8ERARFRRFHEERN the underlying assets, liabilities or net positions which they are hedging.
HEME - FTAEZUEBEE &5 Any profit or loss is recognised on the same basis as that arising from
RATRBRFHEAMELEBERMEENEE the related assets, liabilities or net positions.

B o

EUATSBIREBEESE  EPNEERES A hedging relationship exists where:

AR

—  EORBREFENE EX X HFRE S ERH —  attheinception of the hedge there is formal documentation of the hedge;

- HEhEHBTIER —  the hedge is expected to be highly effective;

- EPNBERMETEMEE - the effectiveness of the hedge can be reliably measured;

- HEEERFHBEPETTIER K — the hedge is highly effective throughout the reporting period; and

- HRRXEERS IBRAFERESTH - for hedges of a forecasted transaction, the transaction is highly
WRERESLBREAKBVET S probable and presents an exposure to variations in cash flows that
o could ultimately affect net profit or loss.

HFHSTET AR ENEARERALS Any gain or loss on termination of hedging derivatives is deferred and

ERERFHERSERELEREN EE amortised to the income statement over the original life of the terminated

TEE  BEFETPREERL LK ¥ contract. Where the underlying asset, liability or position is sold or

HOTE T AT EERERIIE - terminated, the hedging derivative is immediately marked to market

through the income statement.

(r) FAZEAL (r) Related parties
BMUERERRMS > BAEEEREZRE For the purpose of these financial statements, parties are considered to be
BERS—FRHB —AALTHWHBEREER related to the Group if the Group has the ability, directly or indirectly, to
RELHERFE REZ—HFATEREEZERH control the party or exercise significant influence over the party in making
T B 4R AN £ (B9 o 0 A 6 [ Y B R R A R BRME financial and operating decisions, or vice versa, or where the Group and the
HEAFE  FAEEHES—FHALTHZHH party are subject to common control or common significant influence. Related
HEMERSLENEREET @ BIWIREEH parties may be individuals or other entities.

BAL - BEEALARERALTREMERE -
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4. EERF

AEEREBNEHAETIRE :

(a) FEWA

4. OPERATING PROFIT

The operating profit for the year is stated after taking account of the following:

(a) Interest income

AEE
The Group
—EETC-E —EET-F
2002 2001
BETT BT T
HK$’000 HK$'000
EFREFNBEWA Interest income from investments in securities 1,127,203 77,484
HibFI S WA Other interest income 2,059,161 1,163,152
3,186,364 1,240,636
(b) HiEZ WA (b) Other operating income
AEEH
The Group
—EETC-E —EE-F
2002 2001
BETT BT T
HK$’000 HK$'000
Hith e 25 Other revenue
BB WA Dividend income
EHmRE Listed investments - 2,422
FEEmIRE Unlisted investments 17,873 -
LA QN Rental income less outgoings of
76 #5469,0007T HK$469,000 (2001: Nil)
(20014 : #) 8,804 5,423
26,677 7,845
Hiug N\ %8 Other net income
H % 88 FH, (F5i8) Net gain/(loss) on other investments in securities 74,140 (747)
SNEE B B F A Net gain arising from dealing in foreign currencies 13,828 10,777
HtEBXBNFEE Net loss arising from other dealing activities (56,591) (1,464)
BEDRITHEEZRR Profit on repurchase of subordinated
EX 9y floating rate notes issued - 860
H Others 99,871 38,800
131,248 48,226
488 Total 157,925 56,071
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4, BEBA @)
(c) EEXH

4. OPERATING PROFIT (Cont'd)

(c) Operating expenses

FEE
The Group
—ET-E —EE-F
2002 2001
EETR BT T
HK$’000 HK$'000
EE A Staff costs
FeREMESRA Salaries and other staff costs 549,761 199,739
BARE R (KFEE34) Retirement costs (note 34) 24,457 1,066
BFERREIEH Premises and equipment expenses
BFHEe Rental of premises 50,189 19,557
e (MaE21) Depreciation (note 21) 113,388 42,228
H ity Others 72,461 26,548
1% 24 AT BN & Auditors’ remuneration 3,174 2,234
B8 Advertising 74,869 7,745
B BRI R XEAR Communication, printing and stationery 47,045 8,698
EEREEER Legal and professional fees 32,974 10,769
Hity Others 49,202 34,133
1,017,520 352,717
5. e 5. DIRECTORS' REMUNERATION
BRIBEEB(AARGFE 16 MERBENEEHE Directors’ remuneration disclosed pursuant to section 161 of the Hong Kong
wE Companies Ordinance is as follows:
FEE
The Group
—ETC-E —EE-F
2002 2001
EETR BT T
HK$’000 HK$'000
we Fees 180 102
EBIRESMHRK Pension contributions 1,541 749
Hity Others 27,893 38,731
29,614 39,582
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6. BilE

(a) ZFEWBBRAFIBHIBIES :

6. TAXATION

(a) Taxation in the consolidated income statement represents:

AEE
The Group

—BTCF —EE-F

2002 2001

BB BT T

HK$’000 HK$'000

ERFEH Hong Kong Profits Tax 22,731 9,237
BINBLIE Overseas taxation 2,148 55
DUEFEREERE Overprovision in respect of prior years (3.280) (7,781)
21,599 1,511

BEFSHERRBE_SZ_F+-A=+
—HIEFEMFERBEF AR E16% (ZF

o

i S A

E—F 1 16%) 5 E c B DT RIE DB
AR IR E K& B RE AN RATH R

(b) EEBBRRATIR - LEIINTHAt

The provision for Hong Kong Profits Tax is calculated at 16% (2001: 16%) of
the estimated assessable profits for the year ended 31 December 2002.
Taxation for overseas branches and subsidiaries is similarly charged at the

appropriate current rates of taxation ruling in the relevant countries in which

they operate.

(b) Taxation in the balance sheets, which is included in ‘Other

RIBREEH HWHIES : accounts and provisions’, represents:
AEEH A1T
The Group The Bank
—BTCF —EE-F g o ot 2 —EE—F
2002 2001 2002 2001
BB BT T BB BT T
HK$’000 HK$'000 HK$’000 HK$'000
BEBFEH Hong Kong Profits Tax 1,544 1,742 - =
yiSEIN TR Overseas taxation 1,223 = 1,223 =
2,767 1,742 1,223 -

=

=
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6. BilE (&)

(0 RERBRFTANEEBEEES
BETIEIR -

6. TAXATION (Cont'd)

(c) The major components of the unrecognised deferred
taxation at the balance sheet date are as follows:

FEE *1T
The Group The Bank
—ET-E —EE-F —EE_F —EE-F
2002 2001 2002 2001
EETR BET T EETR BET T
HK$’000 HK$'000 HK$'000 HK$'000
EBITEERN Depreciation allowances
MERHEHE in excess of
depreciation charges (54,889) (14,436) (55,354) (13,839)
RBERRBRN General provisions for
—REE bad and doubtful loans
and advances 79,702 21,539 76,515 15,434
BLIEEE Tax loss 17,514 91,831 17,514 91,831
RIEEB KU SRR Net deferred tax benefits 42,327 98,934 38,675 93,426
B SR FE 16 i F) 7. PROFIT ATTRIBUTABLE TO THE SHAREHOLDERS

HERRELEANEE - ARTHIER
xR » AEE1696,480,000TT HEF (=B —
£ 1 118,109,000 KIE 1) ©

The consolidated profit attributable to shareholders includes a profit of
HK$696,480,000 (2001: a loss of HK$18,109,000) which has been dealt with

in the financial statements of the Bank.

Iz 2 8. DIVIDENDS
—ETC-E —EE—F
2002 2001
BT BT T
HK$’000 HK$'000
EERKREMNHEIRE  Interim dividends declared and paid 166,716 36,000
EEIRERMSHEIRE  Interim dividends declared but not yet paid 180,000 -
346,716 36,000
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9. RaREHES 9. CASH AND SHORT-TERM FUNDS

AEEH 1T
The Group The Bank
—BTCF —ET—F —EBTCF —ET—F
2002 2001 2002 2001
BB BT T BB BT T
HK$’000 HK$'000 HK$'000 HK$'000
RITREMEH Cash and balances
HBF with banks
k&R and other
financial institutions 657,000 182,264 634,069 180,236
BOEA % 52 28 Money at call and
BHEFR () short notice (a) 4,723,135 5,063,409 4,723,135 5,063,409
Bl E% (BEIME Treasury bills
HEEZH) (b (including Exchange
Fund Bills) (b) - 523,665 - 523,665
5,380,135 5,769,338 5,357,204 5,767,310
(a) BNEpREHBAEFEAREE—EERAZHN (@) Money at call and short notice represents deposits of up to a maximum
TR o of one month maturity.
(b) BlIES (BENMEESZE)INAOT : (b) The analysis of treasury bills (including Exchange Fund Bills) is as follows:
AEEH 1T
The Group The Bank
—BTCF —ET—F —EBTCF —ET—F
2002 2001 2002 2001
BB BT T BB BT T
HK$’000 HK$'000 HK$'000 HK$'000
BEZRIHERS Held-to-maturity securities - 523,665 = 523,665
FEHREPRBEFR  Unlisted and issued by
AR R 1T B AT central governments
and central banks - 523,665 - 523,665
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9. RaREHES @)
TRBSRAEAZANINARSEE AN
HEHBEROT :

9. CASH AND SHORT-TERM FUNDS (Cont‘d)

The maturity profile of securities included above and analysed by the remaining
period at the balance sheet date to the contractual maturity date is as follows:

AEE &7
The Group The Bank
—ET-E —EE-F —ET-E —EE-F
2002 2001 2002 2001
EETR BET T EETR BET T
HK$’000 HK$'000 HK$’000 HK$'000
3ME A REBBENEE{EIE 3 months or less but not
repayable on demand - 69,674 - 69,674
3EAZEF 1 year or less but
over 3 months - 453,991 - 453,991
- 523,665 - 523,665
10. ESRBIBER 10. TRADE BILLS LESS PROVISIONS
AEE F17
The Group The Bank
—ETC-E —EE-F —ETC-E —EE-F
2002 2001 2002 2001
EETR BET T EETR BET T
HK$’000 HK$'000 HK$’000 HK$'000
BESEE Trade bills 378,094 80,764 378,094 80,764
RIBR—REE General provisions for bad
(Pt EE14) and doubtful debts
(note 14) (3,152) (455) (3,152) (455)
374,942 80,309 374,942 80,309
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1. BB

11. CERTIFICATES OF DEPOSIT

AEEH A1T
The Group The Bank
—BTCF —EE-F —EESCF —EE_—F
2002 2001 2002 2001
BETT BT T BETT BT T
HK$’000 HK$'000 HK$'000 HK$'000
BERRES - Held-to-maturity securities —
BEXES debt securities
—kEmHm — unlisted 937,340 605,402 922,340 605,402
-t — listed 93,604 - 93,604 -
1,030,944 605,402 1,015,944 605,402
EhEFNTE Market value of
listed securities: 97,496 - 97,496 -

EMERRREERE

SREHAREBGHE D

The maturity profile of certificates of deposit included above and analysed by

MWEBERMOT ¢ the remaining period at the balance sheet date to the contractual maturity
date is as follows:
AEEH 1T
The Group The Bank
—BTCF —ET—F —BTC-F —ET—F
2002 2001 2002 2001
BB BT T BB BT T
HK$’000 HK$'000 HK$’000 HK$'000
318 B 1B & A BN B 3 months or less but not
&z repayable on demand 16,069 39,997 16,069 39,997
EAZE1F 1 year or less but
over 3 months 458,366 294,451 443,366 294,451
15 E5F 5 years or less but
over 1 year 556,509 270,954 556,509 270,954
1,030,944 605,402 1,015,944 605,402
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12. HihBHRE

12. OTHER INVESTMENTS IN SECURITIES

.| XR1T
The Group The Bank
—EE_F —EE-F —EE_F —EE-F
2002 2001 2002 2001
BETT BT T BETT BT T
HK$'000 HK$'000 HK$'000 HK$'000
EBEHF Debt securities
REBLET Listed in Hong Kong 68,394 - 68,394 -
REBUIIE EH Listed outside Hong Kong 812,069 - 812,069 -
F¥EET Unlisted 1,491,746 3,874 1,491,746 3,874
2,372,209 3,874 2,372,209 3,874
= Equity securities
REBLET Listed in Hong Kong 16,011 7,112 15,444 7,112
F¥EET Unlisted 161,594 123,697 159,065 123,697
177,605 130,809 174,509 130,809
BEEL-FLH Investment funds
— unlisted 33,791 33,779 33,791 33,779
2,583,605 168,462 2,580,509 168,462
HiB S REMNBITHBNT : The issuers of other investments in securities are as follows:
AR BUR & SRR AT Central governments and
central banks 302,790 - 302,790 -
RITRE S msE Banks and other financial
institutions 1,591,963 123,697 1,591,963 123,697
EADTE Corporate entities 246,521 44,765 243,425 44,765
NEHE Public sector entities 442,331 - 442,331 -
2,583,605 168,462 2,580,509 168,462
FHESNTE : Market value of listed securities:
BRFES Debt securities 880,463 - 880,463 -
RE Equity securities 16,011 7,112 15,444 7,112
896,474 7,112 895,907 7,112
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12. HihBHRE @)

LW ERRESREERZSNEH B RRH
BB BERMOT

12. OTHER INVESTMENTS IN SECURITIES (Cont'd)

The maturity profile of debt securities included above and analysed by the
remaining period at the balance sheet date to the contractual maturity date

is as follows:
AEE HAT
The Group The Bank

—EBTC_F —EE-F —ET_F —EE-F
2002 2001 2002 2001
BT BT T BB BT T
HK$'000 HK$'000 HK$'000 HK$'000

A E1F 1 year or less but
over 3 months 861,769 - 861,769 -

15 E5F 5 years or less but
over 1 year 1,240,980 - 1,240,980 -
S5FE# After 5 years 265,379 - 265,379 -
TEH Undated 4,081 3,874 4,081 3,874
2,372,209 3,874 2,372,209 3,874

EETRECFELEEBEBEY 123,697,000t
(ZZZE—F : 8%123,697,0007T) WEFR
17 (TZER L) 25% 817 o ZEE R R BRI
REEEE  E—REERT -

AEER—NNNEZEEFTI —BRREERK
LA M 129,947, 000t BB ALREEEE
WEB2%XBRHHNER - AEBURZEFRE
WEHERZEEHEERSENESER
EE > AEENZERRRELEE  E48KE
WEZERSERHE  AEETBSHER
NWEEBENEERS) ZHUBEESHEBEEE -

EH U ER R - AEBFANER25%RH
CBEAFEEHIE  EEEEERIEIE
EARIIRE IR B A UR FEESIME E b
RERE]  -EZRE AEBRRNREF
RHBRE XA EARERRAEBEA
EFH25% RNV A FEE -

ZEBRRENLED  RAFEANERER

AEBRERZ25%BRHWEER » Ft L
WZHEMAREN -

=

=

The unlisted equity securities include an amount of HK$123,697,000 (2001:
HK$123,697,000) representing 25% equity interest in Chinese Mercantile
Bank ('CMB’), a joint venture bank established and operating in Shenzhen,
The People’s Republic of China.

In 1999, the Group appointed the other shareholder of CMB to identify a
buyer to acquire the 25% equity interest in CMB held by the Group at a
consideration of approximately HK$129,947,000. A cash deposit in the
amount of this agreed sale consideration was received by the Group from
that other shareholder of CMB. At the same time, the Group and that other
shareholder of CMB also agreed that the Group would no longer have any
further involvement in the management and operations of CMB, or
participation in its financial results, from the time of receipt of the cash deposit.

As a result of the above arrangements, the 25% equity interest in CMB held
by the Group has been reclassified, in prior year, from the caption ‘Investments
in associates’ to ‘Other investments in securities’ in the balance sheet, which
are stated at fair value. In the opinion of the Directors, the cash deposit
received by the Group less anticipated transaction costs best represents the
fair value of the 25% equity interest in CMB held by the Group.

That other shareholder of CMB informed the Group that a buyer for the
Group's 25% equity interest in CMB has not yet been identified during the
year, and the above-mentioned arrangements remain valid.
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1B.EREARREGIREREES 13. ADVANCES TO CUSTOMERS AND OTHER ACCOUNTS

LESS PROVISIONS

(a) Advances to customers and other accounts less provisions

(a) EF2R R A MARE R ER

FEE 1T
The Group The Bank
—ET-E —ZEE-F —ET-E —ZEE-F
2002 2001 2002 2001
EETR BT T EETR BT T
HK$'000 HK$'000 HK$'000 HK$'000
EFEB (MEE13(d) Advances to customers
(note 13(d)) 41,941,753 12,050,954 40,610,733 10,531,433
RIFIRIFBIEE Specific provisions for bad
(Pt EE14) and doubtful
debts (note 14) (442,648) (337,951) (398,490) (316,247)
RIBR—REE General provisions for bad
(Pt EE14) and doubtful
debts (note 14) (494,985) (134,164) (475,067) (96,006)
41,004,120 11,578,839 39,737,176 10,119,180
RITREM SRS Advances to banks and
B (MEE133d) other financial
institutions (note 13(d)) 79,872 42,497 79,872 42,497
FESHRI B R E A AR 18 Accrued interest and
W other accounts
less provisions 1,763,870 155,081 1,736,150 120,474
42,847,862 11,776,417 41,553,198 10,282,151

(b) MERERSHARSONIREFER

Hif

TNIP BA DW}

\

FEREERMEEEREEHEREN
TRENEEREFHRENIRERRE -
LENNRNHEEN - RAMEET =5
BUEEZREEBAGLHEGEE -

contracts

(b) Net investment in finance leases and hire purchase

Advances to customers include net investment in equipment and vehicles
leased to customers under finance leases and hire purchase contracts having
the characteristics of finance leases. The contracts usually run for an initial
period of 5 to 20 years, with an option for acquiring the leased asset at

nominal value.
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13. EFRREHMIRIE R EH @) 13. ADVANCES TO CUSTOMERS AND OTHER ACCOUNTS
LESS PROVISIONS (Cont'd)

(b) MEHERSHAREHNIREFE (b) Netinvestment in finance leases and hire purchase contracts
(&) (Cont'd)
TZA=t+—HEREHEER S WHRIEEKE At 31 December, the total minimum lease payments receivable under finance
SHRERERENT ¢ leases transactions, and their present values are as follows:
AEEH
The Group
—BTCF —ET—F
2002 2001
RUME RERHEDH RUME BAOME RRHBEH BOBE
R (E FI2 WA MR 48R RMBE FIE WA IR
Present Interest Present Interest
value of the income Total value of the income Total
minimum relating to minimum minimum relating to minimum
lease future lease lease future lease
payments periods payments payments periods payments
BETT BETT BB BT T BT T BT T
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
15 R Within 1 year 450,433 142,487 592,920 138,717 27,695 166,412
15 E5F After 1 year but
within 5 years 980,482 366,993 1,347,475 421,587 69,945 491,532
S5FE# After 5 years 1,796,949 608,899 2,405,848 592,438 478,860 1,071,298
3,227,864 1,118,379 4,346,243 1,152,742 576,500 1,729,242
RIBRERE Provisions for bad
and doubtful
debts (29,996) (36,689)
3,197,868 1,116,053
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13. EFR R R HMIRIE R EH @) 13. ADVANCES TO CUSTOMERS AND OTHER ACCOUNTS

LESS PROVISIONS (Cont'd)
(b) MEHERSHARESONIREFE (b) Netinvestment in finance leases and hire purchase contracts

(#8) (Cont’d)
17
The Bank
ot oL Fet- —EE—fF
2002 2001

RUME KRERHAES ROME ROBE KRRBBH ROBE
IRRBE FIB WA AR 4R IRARRE MEWA BRARAA

Present Interest Present Interest
value of the income Total value of the income Total
minimum relating to minimum minimum relating to minimum
lease future lease lease future lease
payments periods payments payments periods payments
EETR EETR BETR BET T BET T BET T
HK$’000 HK$’000 HK$’000 HK$'000 HK$'000 HK$'000
1E R Within 1 year 362,720 116,875 479,595 42,682 11,251 53,933
1EE55F After 1 year but
within 5 years 868,872 334,403 1,203,275 194,676 30,145 224,821
SE % After 5 years 1,650,110 566,023 2,216,133 518,018 464,534 982,552
2,881,702 1,017,301 3,899,003 755,376 505,930 1,261,306
RIFRAERE Provisions for bad
and doubtful
debts (5,921) (13,735)
2,875,781 741,641
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13. EFRREHMIRIE R EH @) 13. ADVANCES TO CUSTOMERS AND OTHER ACCOUNTS
LESS PROVISIONS (Cont'd)

() FEHERRIEFEBANEICIRIE () Non-performing loans are advances on which interest is
FEFLEGFERHBRDT : being placed in suspense or on which interest accrual
has ceased as follows:
AEEH
The Group
FSBR
FI S BAR F S BAR ERigE .
EREE ERBHSE BEHNEE FEE ]SS
Specific
Pledged provisions in
amount for respect of
loans on loans on
which which
Total amount of loans interest interest Amount of
on which interest is is placed in  is placed in interest in
placed in suspense suspense suspense suspense
BB BETT BETT BETT
HK$’000 % * HK$’000 HK$’000 HK$’000
#2002 128318 As at 31 December 2002 1,699,314 4.05 991,769 402,491 223,282
2001128318 As at 31 December 2001 1,001,618 8.31 540,269 337,449 475,078
1T
The Bank
FI SR
FSBAR FS B ERigE .
EREsE ERBHSE BENEE FEE ]SS
Specific
Pledged provisions in
amount for respect of
loans on loans on
which which
Total amount of loans interest interest Amount of
on which interest is is placed in  is placed in interest in
placed in suspense suspense suspense suspense
Fix BETT BETT BETT
HK$’000 % * HK$’000 HK$’000 HK$’000
#2002 128318 As at 31 December 2002 1,574,718 3.88 903,909 359,449 205,970
2001128318 As at 31 December 2001 886,716 8.42 456,447 315,745 461,764
* BBEFERBRETE * Based on total advances to customers
AEERATEBE_ZZ_F+=-A=+—H There were no advances to banks and other financial institutions in the Group
R—ZEZ—F+_H=+—H  UEFNELA and the Bank on which interest is being placed in suspense or on which
FRARES O E LT R MRIT R E S RE interest accrual has ceased as at 31 December 2002 and 31 December 2001,
BN EREAULMERREZMRRRS nor were there any specific provisions made for them on these two days.
B o
REBZBRNEFREEE  SRESH The specific provisions were made after taking into account the value of
i o collateral in respect of such advances.

A
A
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13. EFR R R HMIRIE R EH @) 13. ADVANCES TO CUSTOMERS AND OTHER ACCOUNTS

LESS PROVISIONS (Cont'd)

d) REHBESHINHBRGHES (d) The maturity profile analysed by the remaining period

WEFHRARRIT : at the balance sheet date to the contractual maturity date
is as follows:
.| 1T
The Group The Bank
—EE_F —EE—F —EE_F —EE—F
2002 2001 2002 2001
BETT BT T BETT BT T
HK$'000 HK$'000 HK$000 HK$'000
ERER Advances to customers
(FFaE13(a)) : (note 13(a)):
BEEEIE Repayable on demand 2,593,094 1,083,821 2,584,755 1,078,160
A AERBE 3 months or less but not
RS R repayable on demand 3,643,828 1,249,993 3,569,062 1,137,208
3EAZEF 1 year or less but
over 3 months 4,688,290 1,031,662 4,530,023 771,959
1EE55F 5 years or less but
over 1 year 15,167,716 2,752,515 14,685,117 2,312,718
SE% After 5 years 14,461,832 4,573,379 14,028,577 4,158,909
& 5 Undated 1,386,993 1,359,584 1,213,199 1,072,479
41,941,753 12,050,954 40,610,733 10,531,433
RITRHMBEREE Placements with and
BRREEXR : advances to banks
and other
financial institutions:
1B B REEE 1 month or less but not
B RFEE repayable on demand - 8,125 = 8,125
118 B Z31@ A 3 months or less but
over 1 month 221,006 27,820 221,006 27,820
3EAZEF 1 year or less but
over 3 months 19,872 11,587 19,872 11,587
1EE55F 5 years or less but
over 1 year 60,000 32,812 60,000 32,812
300,878 80,344 300,878 80,344
HER : Representing:
18 B & H AR 1T Placements with banks and
RE & mEE TR other financial institutions
maturing after one month 221,006 37,847 221,006 37,847
RITREMESRMEIE  Advances to banks and
R (FFEE133) other financial
institutions (note 13(a)) 79,872 42,497 79,872 42,497
300,878 80,344 300,878 80,344
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14. RIZARFEH 14. PROVISIONS FOR BAD AND DOUBTFUL DEBTS
2002
A&EH
The Group
4551 — & iz Ei AR
Suspended
Specific General Total interest
BEFT BEFT BEFT BEFT
HK$'000 HK$’000 HK$’000 HK$’000
M1A1H At 1 January 338,486 134,619 473,105 475,078
& BF T 35 0 B 2iRE Addition through merger 191,803 368,773 560,576 33,588
BAERKEREM Addition through acquisition
B EEE of loans and provisions 934 1,850 2,784 -
e B AR Amounts written off (619,692) - (619,692) (452,608)
FCA WS 3R B FTE 1R New provisions charged to the
income statement 642,988 60,458 703,446 -
B E SR EE Provisions released to the
income statement (126,655) (67,563) (194,218) -
B U B & %8 Amounts recovered 70,253 - 70,253 -
FEANETHE Interest suspended
during the year - - - 257,375
2 EEEFE Suspended interest recovered - - - (90,151)
M12HB31H At 31 December 498,117 498,137 996,254 223,282
HER Representing:
g 5 Z5 (MisE10) Trade bills (note 10) - 3,152 3,152
BEF B (MEE13() Advances to customers
(note 13(a)) 442,648 494,985 937,633
Hitb BRI Other accounts 55,469 - 55,469
498,117 498,137 996,254
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14. REREH @) 14. PROVISIONS FOR BAD AND DOUBTFUL DEBTS (Cont'd)
2001
REH
The Group
45 7l — % wEy HEFE
Suspended
Specific General Total interest
BET T BET T BET T BET T
HK$'000 HK$'000 HK$'000 HK$'000
M1B18 At 1 January 311,173 179,297 490,470 310,645
8 SR Amounts written off (245,196) - (245,196) (66,914)
50 A W 3R B TR New provisions charged to the
income statement 327,564 12,700 340,264 -
B e =R EE Provisions released to the
income statement (55,055) (57,378) (112,433) -
FEANETHE Interest suspended
during the year - - - 248,649
EWEIE LR E Suspended interest recovered - - - (17,302)
M128318 At 31 December 338,486 134,619 473,105 475,078
HER Representing:
B 5 25E (K10 Trade bills (note 10) - 455 455
BEEE Advances to customers
(FF5E13(a)) (note 13(a)) 337,951 134,164 472,115
H b BRI Other accounts 535 = 535
338,486 134,619 473,105
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14. RIZEREH @)

14. PROVISIONS FOR BAD AND DOUBTFUL DEBTS (Cont'd)

2002
X1T
The Bank
4551 — % 4EEE Ei AR
Suspended
Specific General Total interest
BEFT BEFT BEFT BEFT
HK$'000 HK$’000 HK$’000 HK$’000
R1B1H At 1 January 316,782 96,461 413,243 461,764
& PF I8 I e BER Addition through merger 175,423 363,243 538,666 38,251
T EH B AR Amounts written off (550,130) - (550,130) (445,830)
oA WS 3R B FTE 1R New provisions charged to the
income statement 549,398 61,087 610,485 -
B E SR EE Provisions released to the
income statement (75,914) (42,572) (118,486) -
B U B & %8 Amounts recovered 38,206 - 38,206 -
FEANETHE Interest suspended
during the year - - - 238,953
2 EEEFE Suspended interest recovered - - - (87.168)
M12HB31H At 31 December 453,765 478,219 931,984 205,970
HER Representing:
g 5 Z5 (MisE10) Trade bills (note 10) - 3,152 3,152
BEFE#K Advances to customers
(FFEE13(a)) (note 13(a)) 398,490 475,067 873,557
Hitb BRI Other accounts 55,275 - 55,275
453,765 478,219 931,984
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14. REREH @) 14. PROVISIONS FOR BAD AND DOUBTFUL DEBTS (Cont'd)
2001
The Bank
45 7l — % “azE oA E
Suspended
Specific General Total interest
BT T BT T BT T BT T
HK$'000 HK$'000 HK$'000 HK$'000
M1B18 At 1 January 289,025 131,066 420,091 303,217
8 SR Amounts written off (186,731) - (186,731) (60,282)
50 A W 3R B TR New provisions charged to the
income statement 265,612 12,700 278,312 -
B e =R EE Provisions released to the
income statement (51,124) (47,305) (98,429) -
FEANETHE Interest suspended
during the year - - - 235,522
EWEIE LR E Suspended interest recovered - - - (16,693)
M128318 At 31 December 316,782 96,461 413,243 461,764
HER Representing:
B S EE (iz£10) Trade bills (note 10) - 455 455
BEFEE Advances to customers
(M 5E13(a)) (note 13(a)) 316,247 96,006 412,253
H b BRI Other accounts 535 = 535
316,782 96,461 413,243
15. EXFAEALRS 15. MATERIAL RELATED PARTY TRANSACTIONS
(a) AEER  AEBEEBERTERBRHE (@) During the year, the Group entered into a number of transactions with its

HERABRERDANKNEBARET T ZH
X5 HRRRIBEEE BZREREXT
M 2HERBER ERB|ORZMMPER
2  BEERSNENEERRBENETRS
RHEEMSREME  YERREMAAEERH
BR5HREFWRRIER - ESERR &
LR RIZEFEEEIRIET ©

holding companies and its holding companies’ subsidiaries, in the ordinary
course of its banking business including, inter alia, lending, the acceptance
and placement of inter-bank deposits, participation in loan syndicates,
correspondent banking transactions and foreign exchange transactions. The
contracts were priced based on relevant market rates at the time of each
transaction, and were under the same terms as those available to other
counterparties and customers of the Group. In the opinion of the directors,
these transactions were conducted on normal commercial terms.
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15. EXFEALTRS @) 15. MATERIAL RELATED PARTY TRANSACTIONS (Cont'd)

AEERN BEATRSHREZRREEEDN Information relating to income and expense from related party transactions
/N I during the year and balances outstanding as at the balance sheet date is set
out below:
(i) WA (ZH) (i) Incomel(expense)
AEEH
The Group
—EETC-E —EE-F
2002 2001
BB BT T
HK$'000 HK$'000
FE U A Interest income 2,301 1,347
AE X H Interest expenses (50,398) (33,459)
HibUr A Other income 6,685 13,628
Hihx Other expenses (5,068) (849)
(46,480) (19,333)
(i) A (i) Holding companies
AEERETT
The Group and the Bank
g oot 2 —ET—F
2002 2001
BB BT T
HK$’000 HK$'000
EFEBRKHA Advances to customers
BRIE Rl 15 and other accounts
less provisions 117,094 -
BFEER Deposits from customers 1,162,517 383,319
Hitb BRI & 1B Other accounts and
provisions 2,366 684
1,164,883 384,003
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15. EXFAEALRS @) 15. MATERIAL RELATED PARTY TRANSACTIONS (Cont'd)
(iii) 2] Z Bt/ 2 &) (iii)  Fellow subsidiaries
AEE F1T
The Group The Bank
—EE_F —ZEE-F —EE_F —ZEE-F
2002 2001 2002 2001
EETR BT T EETR BT T
HK$’000 HK$'000 HK$'000 HK$'000
EFBRKHEA Advances to customers
BRIER % B and other accounts less
provisions 4,351 69,318 4,351 69,041
$RAT R EAth & Bl Deposits and balances of
BEARER banks and other
financial institutions 97,316 - 97,316 -
BEEEXK Deposits from customers 1,835,970 672,783 1,835,970 656,446
H R R & Other accounts and
provisions 31,474 349 31,474 276
1,964,760 673,132 1,964,760 656,722
(b) BARERAAN—HBLAELTES — (b) A subsidiary of the ultimate holding company has opened Hong Kong dollar

SHBRTHALTETRARBRITERSE
BB ASEERPEINERANER - L
REFR-ZEZE_F+_-_A=+—HENER
£ 78%36,000,0007T (ZZEE—F: &) » 2H
ZHBATUGCEARNRAEBFEMRIERE
(ER=F/

and Renminbi bank accounts in another subsidiary bank of the ultimate holding
company in the PRC to receive repayments from the Group’s borrowers located
in the PRC. The balances of these accounts, which amounted to HK$36 million
at 31 December 2002 (2001: Nil), were held in trust on behalf of the Group
free of any encumbrances.

16. FEW Bt BB 2 E) R IE 16. AMOUNTS DUE FROM SUBSIDIARIES
1T
The Bank

—ETC-E —ZEE-F

2002 2001

EETR BT T

HK$'000 HK$'000

BN EA R 58 HA 18 A 1F K Money at call and short notice 464,908 -
BB &EIHMERITR  Placements with banks and other financial

Hitt S BEBER institutions maturing after one month 363,400 472,000
BEERR R HMIRE Advances to customers and other accounts

BEE less provisions 151,325 21,800

979,633 493,800
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17. /FBEINNEHRREEH

17. HELD-TO-MATURITY SECURITIES AND INVESTMENT

SECURITIES
AEH F1T
The Group The Bank
—EETC-E —EE-F —EBTC_F —EE-F
2002 2001 2002 2001
BETT BT T BETT BT T
HK$'000 HK$'000 HK$'000 HK$'000
BAEEZINES Held-to-maturity securities
REBLEM Listed in Hong Kong 276,062 100,707 276,062 100,707
REBUIME EH Listed outside Hong Kong 5,096,234 98,590 5,026,555 98,590
5,372,296 199,297 5,302,617 199,297
FEmm Unlisted 13,215,061 293,565 13,215,061 293,565
18,587,357 492,862 18,517,678 492,862
BEESH - Investment securities —
BEHESH debt securities
FEmm Unlisted 15,932 8,500 11,842 7,600
BERSF -RE Investment securities —
equity securities
FEmm Unlisted 24,065 14,246 24,065 14,246
18,627,354 515,608 18,553,585 514,708
BEERE Provision for diminution
in value
BEEZEHHS Held-to-maturity securities (52,104) (28,617) (26,207) (28,617)
18,575,250 486,991 18,527,378 486,091
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17. BEEINYESHERIRERSHF @)

ERERESRBRBOATEBUT :

17. HELD-TO-MATURITY SECURITIES AND INVESTMENT
SECURITIES (Cont'd)

The issuers of debt securities and equity securities are as follows:

.| XR1T
The Group The Bank
—EE_F —ZEE-F —EE"F —ZEE-F
2002 2001 2002 2001
BETT BET T BETT BET T
HK$'000 HK$'000 HK$'000 HK$'000
AR BUR & SRR AT Central governments
and central banks 1,011,640 150,003 1,011,640 150,003
RITRE S msE Banks and other
financial institutions 7,866,612 168,769 7,866,612 168,769
EADTE Corporate entities 9,456,110 169,095 9,386,431 169,095
NEHRE Public sector entities 281,060 4,995 281,060 4,995
Hity Others 11,932 22,746 7,842 21,846
18,627,354 515,608 18,553,585 514,708
LtHEHFTHE Market value of
listed securities
BRFES Debt securities 5,709,174 177,549 5,673,547 177,549

LMERRSEEFEEE

DMHEERMT :

SHEE B RERE

The maturity profile of debt securities included above and analysed by the
remaining period at the balance sheet date to the contractual maturity date

is as follows:
FEE
The Group The Bank
—EE_F —ZEE-F —EE"F —ZEE-F
2002 2001 2002 2001
BETR BET T BETR BT T
HK$’000 HK$'000 HK$'000 HK$'000
A B WIEHE 3 months or less but not
RS repayable on demand 193,974 76,991 150,560 76,991
3EAZEF 1 year or less but
over 3 months 2,474,339 185,147 2,474,339 185,147
1EE5F 5 years or less but
over 1 year 9,359,058 199,751 9,332,793 199,751
SE% After 5 years 6,548,386 - 6,548,386 -
REH Undated 27,532 39,473 23,442 38,573
18,603,289 501,362 18,529,520 500,462

REER > EHFITRI7T2REESHEREE
7B#52,569,608,0007T (—ZEE—F : |)WEFE
ZE R HF R B BYS1,949,000T (==
T—F . F) RBERAER - HEELEE
FREMR ST EARERIAEABREEETN
RERBHECTEHERZNABES -

During the year, held-to-maturity securities shown in Notes 11 and 17 with
an amortised cost of HK$2,569,608,000 (2001: Nil) were disposed of at a
profit of HK$51,949,000 (2001: Nil) being recognised in the income statement.
The major reason for disposal of these held-to-maturity securities was to
maintain optimum liquidity requirement after taking into consideration of a
combined investment portfolio of the Group after re-organisation.
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18. B A TR & GREFNR)
TXRIHHAEEEAREEEEAEN
EEMBA A -

18. INVESTMENTS IN SUBSIDIARIES, AT COST

The following list contains the particulars of principal subsidiaries which
materially affect the results or assets of the Group.

eI FERG EE1T
AT &TE HEBE a5t TEER L iE R A
Place of Issued
incorporation/ % of Principal ordinary
Name of company operation shares held activities share capital
HRERERLDE B 100% LESSEC] B 27T
Carford International Limited Hong Kong Property holding HK$2
CKWB (Cayman Islands) HEHEBE BB 100% BRITHREZE EX AP
Limited Cayman Islands/ Issuer of US$1
Hong Kong subordinated notes
CKWH-UT2 Limited MEHS &E 100% BT RHERE =510
Cayman Islands/ Issuer of US$1
Hong Kong subordinated notes
GCT Management Limited E3E 100% LE 3§ = $£496,4547T
USA Property management US$496,454
BEBEABBARQA B 100% HEBfEE 8% 300,000,0007T
HKCB Finance Limited Hong Kong Consumer financing HK$300,000,000
BREAREBRERRAR BiE 100% REEAIE B 27T
HKCB Insurance Agency Limited Hong Kong Insurance agency HK$2
RECRAUBARIA B 100% HEBfEE  E%50,000,0007T
Ka Wah Credit Limited Hong Kong Consumer financing HK$50,000,000
REEBHBAERDA B 100% SRR B 432,500,0007T
Ka Wah International Hong Kong Financial services HK$432,500,000
Merchant Finance Limited
REREERAA B 100% REZR 78 # 5,000,000 7T
KWB Investment Limited Hong Kong Investment holding HK$5,000,000
BEBEART (REAN)BRDF B 100% R AR 7 7 #5,0007T
The Hongkong Chinese Bank Hong Kong Nominee HK$5,000
(Nominees) Limited services
BEEBERLE B 100% RiBRE B 27T
Viewcon Hong Kong Limited Hong Kong Mortgage financing HK$2

All the above subsidiaries are held directly by the Bank except for KWB
Investment Limited.

BREEREARLAIN - LEMEKBARY
HATEERS -

—EE_FF R | Annual Report 2002

‘ 105



)

%W &R M

Notes on the Financial Statements

19. BHEATRE 19. INVESTMENTS IN ASSOCIATES
AEE F17
The Group The Bank

b gt 3 —ZE—F -1 ok 3 —ET—F
2002 2001 2002 2001
BT BT T BT BET T
HK$'000 HK$'000 HK$'000 HK$'000
FE LA (RAAS A BR) Unlisted shares, at cost - - 120,105 31,076
REEMLERE Share of net assets 120,110 54,295 - -
120,110 54,295 120,105 31,076

FTEBREATNFEROT ¢ Details of the principal associate are as follows:

AL
AT & EXCEL S EEmE ETEXHR RBRARHESHE ERTRAEE
Place of Nominal
Form of incorporation/ Principal % of shares value of
Name of company business structure operation activities held issued shares
EELAXRTEEBESARLQA EARE RRESHE REZER 32.6% ££46,0027T
The Ka Wah Five Arrows Incorporated Cook Islands/ Investment Us$46,002
China Hong Kong Fund Limited Mainland China holding
20. & {1 Bt B 2 B IE 20. AMOUNTS DUE TO SUBSIDIARIES
F17
The Bank
—ETC-E —EER-F
2002 2001
BT BET T
HK$'000 HK$'000
RITREM SRS Deposits and balances of banks

GERRERF and other financial institutions 514,745 -
BEER Deposits from customers 4,356,707 41,655
Hth BRIE R Other accounts and provisions 674,482 =
5,545,934 41,655
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2. A REEEE 21. TANGIBLE FIXED ASSETS

AEH
The Group
R BE
Ed—LuES HibigF &3 Fob ]
Furniture,
Investment Other fixtures and
properties premises equipment Total
BT AT BT AT
HK$’000 HK$'000 HK$’000 HK$’000
RAS L {E : Cost or valuation:
M2002F181H At 1 January 2002 95,595 945,274 252,107 1,292,976
.2 I Additions:
-E&6 — through merger 91,050 547,085 436,890 1,075,025
—HAity — others - 165 88,369 88,534
HE Disposals - - (57,496) (57,496)
BEHFEE Net deficit on revaluation (34,360) = = (34,360)
#2002 128318 At 31 December 2002 152,285 1,492,524 719,870 2,364,679
L EEMRA The analysis of cost or
HEEIHOTF : valuation of the above
assets is as follows:
2N Cost - 1,299,450 719,870 2,019,320
& Valuation
— 19855 —-1985 - 43,334 - 43,334
— 19885 —-1988 - 149,740 - 149,740
—2002%F —-2002 152,285 - - 152,285
152,285 1,492,524 719,870 2,364,679
FEHRE Accumulated depreciation:
M2002F181H At 1 January 2002 - 125,377 152,696 278,073
A & ff i 15 hn 49 2L 28 Addition through merger - 129,021 144,961 273,982
REEHRE (FEEE4() Charge for the year (note 4(c)) - 34,566 78,822 113,388
o £ M 3 5] Written back on disposals - - (46,684) (46,684)
#2002 128318 At 31 December 2002 - 288,964 329,795 618,759
ARERE : Net book value:
#2002 128318 At 31 December 2002 152,285 1,203,560 390,075 1,745,920
2001128318 At 31 December 2001 95,595 819,897 99,411 1,014,903

—EE_FF R | Annual Report 2002

‘ 107



B % WK MR

Notes on the Financial Statements

2. ERETEEE @)

21. TANGIBLE FIXED ASSETS (Cont'd)

The Bank
R4 - RE
BEYE HipEs RaRiE FoEE
Furniture,
Investment Other fixtures and
properties premises equipment Total
BEF T BEF T BEF T BEF T
HK$’000 HK$'000 HK$'000 HK$'000
BAE & {E : Cost or valuation:
20021818 At 1 January 2002 80,000 945,274 226,246 1,251,520
B : Addition:
-HEE6 — through merger 91,050 479,017 427,762 997,829
—Hfth — others - 165 87,788 87,953
HE Disposals - - (52,731) (52,731)
BEMFEE Net deficit on revaluation (34,360) - - (34,360)
20025 12A31H At 31 December 2002 136,690 1,424,456 689,065 2,250,211
LTHREEMRE The analysis of cost or
HEESHTOT - valuation of the above
assets is as follows:
BN Cost - 1,231,382 689,065 1,920,447
fH1E Valuation
— 1985%F —-1985 - 43,334 - 43,334
— 19884 - 1988 - 149,740 - 149,740
—2002%F —-2002 136,690 - - 136,690
136,690 1,424,456 689,065 2,250,211
HetHines - Accumulated depreciation:
20021818 At 1 January 2002 - 125,377 133,279 258,656
& ff 38 o0 B9 B 58 Addition through merger - 118,764 137,646 256,410
TEERE Charge for the year - 32,951 75,863 108,814
HE MG Written back on disposals - - (43,898) (43,898)
20025 12A31H At 31 December 2002 - 277,092 302,890 579,982
REFE Net book value:
20025 12A31H At 31 December 2002 136,690 1,147,364 386,175 1,670,229
#2001 12H31H At 31 December 2001 80,000 819,897 92,967 992,864
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2. A REEEE @)

REMER AR FHIREFERSE

21. TANGIBLE FIXED ASSETS (Cont'd)

The net book value of investment properties and other premises comprises:

AEEH 1T
The Group The Bank
g o ot 2 —ET—F —EETC-E —ET—F
2002 2001 2002 2001
BB BT T BB BT T
HK$’000 HK$'000 HK$'000 HK$'000
HE Leasehold
BB Held in Hong Kong
-RHEEE - Long term leases
(50F KL k) (over 50 years) 286,273 - 286,273 =
—HHEE — Medium term leases
(10FE E50%) (10 - 50 years) 1,052,288 899,897 996,093 899,897
BB UM E Held outside Hong Kong
—HHEE — Medium term leases
(105 E50%) (10 - 50 years) 17,284 15,595 1,688 -
1,355,845 915,492 1,284,054 899,897

MBEHMYEGERABBAITENRE - K&
ERATHR-_ZBZE_F+-_A=+—HEEE
EERTHWHEMETREFEEABY
108,801,000 (ZEZ —&F : ) o

BYAEMTREHR (FE)ERIAR
Appraisal Advisory Group, Ltd A =ZEZE =&+
“H=E+-—BRAHMESEE EEAEER
RINBRENE - AEBRAYESHMEEN
TFEIBEB34,360,000T @ HApER
20,481,0007T EHHIR BV EEMFHE - 88T
ZB%13,879,000t B ZEBEBBIREYHER
BB Bt ARERS o

B (B8) GRA K LESREBASAM
Ee@5 M Appraisal Advisory Group, Ltd%
L {2 8 B B AK MM — R E = EA -

REVFEENEES WA BERIZEHBY7,752,000
T (ZZ2Z—F : #B%4,823,0007T) °

AEBBEAKEHENATAELRENX &
BUNENEEN -—RAME=F - B&T
RIFEGRRERBDERES - L EHEHTY
kEEHEE o

=

=

The net book value of other premises of the Group and the Bank at 31
December 2002 would have been HK$108,801,000 (2001: Nil) respectively
had they been carried at cost less accumulated depreciation.

Investment properties of the Group and the Bank were revalued at 31
December 2002 by independent firms of surveyors, Vigers Hong Kong Ltd
and Appraisal Advisory Group, Ltd, on an open market value basis. The net
deficit arising on revaluation amounted to HK$34,360,000 in the Group, of
which HK$20,481,000 has been charged to the investment property
revaluation reserve and the remaining balance of HK$13,879,000, being the
excess of deficit over the balance on the investment property revaluation
reserve, is charged to the income statement.

Vigers Hong Kong Ltd has among its staff Fellows of the Hong Kong Institute
of Surveyors. Appraisal Advisory Group, Ltd has among its staff New York
State Certified General Real Estate Appraiser.

The gross rental income arising from investment properties amounted to
HK$7,752,000 (2001: HK$4,823,000).

The Group leases out investment properties under operating leases. The leases
typically run for an initial period of two to three years, with an option to
renew the lease after that date at which time all terms are renegotiated.
None of the leases includes contingent rentals.
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2. ARBEEEE &) 21. TANGIBLE FIXED ASSETS (Cont'd)
REE R ARITIR A ] BR AV A8 & H E R R EE U The Group and the Bank's total future minimum lease payments under non-
MREHSAENT : cancellable operating leases are receivable as follows:
AEE F1T
The Group The Bank
—ET-E —EE—F —ET-E —EE—F
2002 2001 2002 2001
BETT BT T BETT BT T
HK$’000 HK$'000 HK$'000 HK$'000
1A Within 1 year 8,530 4,728 7,900 3,972
1EE55F After 1 year but within
5 years 5,449 7,406 5,449 6,776
13,979 12,134 13,349 10,748
22. RITR A ERBBFERRER 22. DEPOSITS AND BALANCES OF BANKS AND OTHER

FINANCIAL INSTITUTIONS

AEE F1T
The Group The Bank
—ETC-E —EE—F —ETC-E —EE—F
2002 2001 2002 2001
BT BT T BT BT T
HK$’000 HK$'000 HK$'000 HK$'000
BHEEE Repayable on demand 166,164 27,641 166,164 32,070
I E 2 B B = AR With agreed maturity
Y &R 2 HA B RS dates or periods of
notice, by
remaining maturity:
38 A R{EHA 3 months or less
B RF{EE but not repayable
on demand 1,873,355 33,239 1,873,355 58,239
2,039,519 60,880 2,039,519 90,309
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23.BEFRHBR

23. DEPOSITS FROM CUSTOMERS

AEE HAT
The Group The Bank
—gT=f e —ge=f S
2002 2001 2002 2001
BT BT T BT BT T
HK$'000 HK$'000 HK$'000 HK$'000
SEHIREREKRFEER Demand deposits and
current deposits 1,271,813 424,793 1,271,813 418,996
REBF Savings deposits 7,194,928 1,329,231 7,194,862 1,329,231
EH - BVHEA K 52 1 Time, call and
BAEE notice deposits 46,444,237 13,592,612 45,929,208 12,986,482
54,910,978 15,346,636 54,395,883 14,734,709
AEE HAT
The Group The Bank
=t 1 ¥ e =t 1 ¥ 3 e
2002 2001 2002 2001
BT BT T BT BT T
HK$'000 HK$'000 HK$'000 HK$'000
BRREE Repayable on demand 8,950,666 2,280,656 8,950,666 2,274,860
EEZIH B BAIH With agreed maturity
9 3 & 2 HA BE RS dates or periods of
notice, by remaining
maturity:
3B R RERE 3 months or less but
B BF B 32 not repayable
on demand 42,939,888 11,752,242 42,695,578 11,257,828
MR E1F 1 year or less but
over 3 months 3,016,233 1,313,738 2,745,448 1,202,021
15 E5F 5 years or less but
over 1 year 4,191 - 4,191 -
54,910,978 15,346,636 54,395,883 14,734,709

=

=
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24. ER{THENE 24. CERTIFICATES OF DEPOSIT ISSUED
FEERAKTT
The Group and the Bank
—ET-E —EE-F
2002 2001
BT BT T
HK$’000 HK$'000
I E £ B B = AR With agreed maturity dates or
Y &R 2 HA B RS periods of notice, by remaining
maturity:
318 A R 1B B 78 B B E R 3 months or less but not repayable
on demand 1,000,000 -
MR E1FE 1 year or less but over 3 months 1,566,579 990,607
1FEZ55 5 years or less but over 1 year 3,265,933 -
5,832,512 990,607
25. SHERBEMEE 25. ASSETS SUBJECT TO SALE AND REPURCHASE
TRANSACTIONS
UTEEREBRHEHFEERER : The following assets and liabilities are subject to sale and repurchase
transactions:
AEERAKTT
The Group and the Bank
—ETC-E —EE-F
2002 2001
BT BT T
HK$’000 HK$'000
ERAFEZEHES Included in held-to-maturity securities
RIEERFREH and investment securities 1,633,873 -
ERARTREEMEH Included in deposits and balance of banks
BWEERAREFRES and other financial institutions 1,681,482 -
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26. IxA& 26. SHARE CAPITAL
F1T
The Bank
—EBTCF —EE-F
2002 2001
BETT BT T
HK$'000 HK$'000
EERE Authorised:
BREEBE 5,000,000,000 ordinary
1THEER shares
5,000,000,0008% of HK$1 each 5,000,000 5,000,000
ERTRHAERE : Issued and fully paid:
BREEBE 2,393,341,176
1THEBER (2001: 2,393,341,176)
2,393,341,1768% ordinary shares of HK$1 each
(20014 :
2,393,341,1768%) 2,393,341 2,393,341
27. (& 27. RESERVES
F*5H AT
The Group The Bank
- - g2 —EE-F —E%E —EE-F
2002 2001 2002 2001
BETT BET T BETT BET T
HK$'000 HK$'000 HK$'000 HK$'000
(a) Rxfrig(® (a) Share Premium
MB1ER At 1 January and
12A31H 31 December 282,930 282,930 282,930 282,930
(b) BEME (b) Investment property
EftftE revaluation reserve
M1A1B At 1 January - = = =
& ff 35 Y 258 Addition through
merger 20,481 - 20,481 -
BEHFEE Net deficit on revaluation (20,481) = (20,481) =
®12A31RH At 31 December - = = =
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27. f#& @) 27. RESERVES (Cont'd)
AEH AT
The Group The Bank
~¥%CE —EE-F ~¥%CE ZEE-F
2002 2001 2002 2001
BETT BT T BETT BT
HK$'000 HK$'000 HK$'000 HK$'000
() EHthESEGEE () Other property
revaluation reserve
W1A1R At 1 January - - - -
REfmEmneE Addition through merger 11,945 - 11,945 -
R12B31H At 31 December 11,945 - 11,945 -
(d) BXfE (d) Capital reserve
M A1R At 1 January 3,71 3,771 2,903 2,903
REfmEmueE Addition through merger 37,500 - - -
M2A31H At 31 December 41,271 3,771 2,903 2,903
() —MfitE (e) General reserve
W1A1R At 1 January - - - -
B mEMNEE Addition through merger 100,000 - 100,000 -
M12A318 At 31 December 100,000 - 100,000 -
() EREHR (f)  Exchange differences
W1A1R At 1 January - - - -
REfmEmneE Addition through merger 19 - - =
rEE Current year (17) . - _
M12A318 At 31 December 2 - - -
(9) REBEF (9) Retained profits
M A1R At 1 January 558,300 562,355 380,388 434,497
B mEMNEE Addition through merger 908,852 - 822,183 -
AEERAN/ (58) Profit/(loss) for the year 645,797 31,945 696,480 (18,109)
AEEEERNRE Dividends declared
(Ktz£8) in respect of
the current year
(Note 8) (346,716) (36,000) (346,716) (36,000)
M2A31H At 31 December 1,766,233 558,300 1,552,335 380,388
AR Total reserves 2,202,381 845,001 1,950,113 666,221

PEEERTERLD

G | CITIC Ka Wah Bank Limited

‘ 114



27.

& @)

PR 40 )5 18 BR 49 FE B 2 & 78 2 B R ) 58 48BR
FEE -

RITR-_BEZE_F+-_A=+—AA#H2IKE
RfEELAZEA B 1,652,335,000 T (ZBZE—
£ @ B%380,388,0007T) ©

27. RESERVES (Cont'd)

The application of the share premium is governed by section 48B of the Hong
Kong Companies Ordinance.

At 31 December 2002, the aggregate amount of reserves available for
distribution to shareholders of the Bank was HK$1,652,335,000 (2001:
HK$380,388,000).

28. EBEX 28. LOAN CAPITAL
A&EH
The Group
—ET_F —EE—F
2002 2001
BEFT BT T
HK$'000 HK$'000
M1A1H At 1 January = 231,716
A & ff m 15 hn 49 2L 28 Addition through merger 2,340,094 -
AREERIE M Issue during the year 1,950,078 -
AEERER Repurchase during the year = (231,716)
M12HB31H At 31 December 4,290,172 -

EHERBANBEEEANE S  REEEREE
BR34BT (EE3BR)R=_BEZT—F+
BHRBBITHTE25%REERE - SLEEH
AITREE-BNW—R2EREHBELF
CKWB (Cayman Islands) Ltd 3 1T & 5 {E 55 = 4%

HAEENSEFERER BLREBR =%
——FtAAHEH-

ATER-ZEE_FHABTEEBE195E
T(ER25BT)MNE—EEEER - ZERE
HKERBEII125% KAZREEE » FIEE =K
BEAX > ARTRAE-BNN—X2EHSKH
B A B CKWH-UT2 Ltd3 1T o RITEF 4 &
TEEFMHELEZRNMERTSEELE
RoBLEZEEER-"ZT——FEM -

=

=

The balance acquired through merger represents 7.625% subordinated notes
with face value and carrying amount of HK$2,340 million (US$300 million)
issued on 5 July 2001. The notes were issued by CKWB (Cayman Islands) Ltd,
a single purpose wholly-owned subsidiary of the Bank and qualified as tier 2
capital. The Bank unconditionally and irrevocably guarantees all amounts
payable under the notes. The notes will mature on 5 July 2011.

In May 2002, the Bank issued another loan capital with face value of HK$1,950
million (US$250 million), representing 9.125% perpetual subordinated notes
qualifying as tier 2 capital issued by CKWH-UT2 Ltd, a single purpose wholly-
owned subsidiary of the Bank. The Bank unconditionally and irrevocably
guarantees all amounts payable under the notes. The notes will be callable
in 2012.
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29. EEBEFRIEE

(a) LR ERREIE

UTREBETERFEERARNGNEHE

29. OFF-BALANCE SHEET EXPOSURES

(a) Contingent liabilities and commitments

The following is a summary of the contractual amounts of each significant

BE class of contingent liabilities and commitments:
AEH AT
The Group The Bank
—BTCE —2RE-F —BTCE —RE-F
2002 2001 2002 2001
BETT BET T BETT BET T
HK$'000 HK$'000 HK$'000 HK$'000
HEGEARER Direct credit substitutes 1,187,756 40,882 1,187,756 40,882
BT 5 EENS Transaction-related
BEH contingencies 38,994 55,854 38,994 55,854
HESERNNEER Trade-related contingencies 1,262,930 148,277 1,260,417 148,277
RPBHER Forward forward deposits - 77,852 = 77,852
H bz Other commitments:
—-REHAE - with an original maturity
1T of under 1 year
of, AT SR A A AR 8 or which are
unconditionally
cancellable 9,294,444 2,842,893 9,288,865 3,644,111
—-REHBBEIF - with an original maturity
Uk of 1 year or over 922,801 70,853 922,801 70,853
12,706,925 3,236,611 12,698,833 4,037,829

FEEERAERAGEHBENTIA  EF8
FEERLEE - FRE BRHEENERIURE
E-PRNABERLHEREFREHEREE
B RNEERRBAER - Bt ELERXZFR
NEERF AeEEREARERERTE
FH#RE - SHNERREEEN2BRIERE
EEERAMEBAERBNESHE - ANMEERT
REEIBRB DR A - WANSBA AR
RIBEEHRA o

Contingent liabilities and commitments are credit-related instruments which
include acceptances, letters of credit, guarantees and commitments to extend
credit. The risk involved is essentially the same as the credit risk involved in
extending loan facilities to customers. These transactions are, therefore,
subject to the same credit application, portfolio maintenance and collateral
requirements as for customers applying for banks. The contractual amounts
represent the amounts at risk should the contract be fully drawn upon and
the client default. As the facilities may expire without being drawn upon, the
contract amounts do not represent expected future cash flows.
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29. EEBEFTINEDE &) 29. OFF-BALANCE SHEET EXPOSURES (Cont'd)

(b) fTEI R (b) Derivatives
FTETERERE BRZEEREERIEH Derivatives refer to financial contracts whose value depends on the value of
WEBREEHEENHBEEN - one or more underlying assets or indices.
UTRAEERATEEETENMETANES The following is a summary of the notional amounts of each significant type
SEME of derivatives entered into by the Group and the Bank:
AEEH
The Group
—EBTC-F —EE-F
2002 2001
Z5 ¥ %] x5 Eapi B
Trading Hedging Total Trading Hedging Total
BB BB BB BT T BT T BT T
HK$’000 HK$’000 HK$’000 HK$'000 HK$'000 HK$'000
ExE4H Exchange rate
contracts
=HR 5 Forwards 1,095,192 - 1,095,192 425,038 - 425,038
HHR S Swaps 34,890,559 4,999,417 39,889,976 63,915 30,878 94,793
B AR Options purchased 66,884 - 66,884 = = =
B Options written 40,490 = 40,490 - - =
EEH Interest rate
contracts
BHRZR Forwards and
HERS futures 2,262,090 - 2,262,090 - - -
BERS Swaps 2,127,535 9,526,349 11,653,884 - 173,881 173,881
B AR Options purchased 931,162 - 931,162 = = =
B Options written 931,162 - 931,162 = = =
BHeEH Equity contracts
B AR Options purchased - 18,372 18,372 = = =
R Options written - 18,371 18,371 = = =
42,345,074 14,562,509 56,907,583 488,953 204,759 693,712
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29. BERERIMERE @ 29. OFF-BALANCE SHEET EXPOSURES (Cont'd)
(b) FTETH &) (b) Derivatives (Cont'd)
F17
The Bank
—ET-E —EE-F
2002 2001
X5 Ef i B x5 2 B
Trading Hedging Total Trading Hedging Total
BT EETRT BT BT T BET T BET T
HK$’000 HK$’000 HK$’000 HK$'000 HK$'000 HK$'000
ExE4 Exchange rate
contracts
RHRS Forwards 1,095,192 - 1,095,192 425,038 = 425,038
EHXRS Swaps 34,890,559 4,999,417 39,889,976 80,258 30,878 111,136
B AR Options purchased 66,884 - 66,884 - - =
B Options written 40,490 = 40,490 - - =
AEEH Interest rate
contracts
BHRSR Forwards and
HEXRS futures 2,262,090 - 2,262,090 - - -
EHXRS Swaps 2,127,535 9,526,349 11,653,884 = 173,881 173,881
B AR Options purchased 931,162 - 931,162 - - -
B Options written 931,162 - 931,162 - - =
&4 Equity contracts
B AR Options purchased - 18,372 18,372 - - -
B Options written - 18,371 18,371 - - -
42,345,074 14,562,509 56,907,583 505,296 204,759 710,055
L ERMRZ B HAANERRAITIEINE - FRRKFH The above transactions are undertaken by the Group and the Bank in the
AEHIBEET EETENEESEEENATE foreign exchange, interest rate and equity markets. The notional amounts of
BEHRZHE WHEARSE - these instruments indicate the volume of transactions outstanding and do

not represent amounts at risk.
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29. EEBEFTINEDE &) 29. OFF-BALANCE SHEET EXPOSURES (Cont'd)

(c) REERATLEEEEBRIEDBNEER (c) The replacement costs and credit risk weighted amounts of the above off-
AREERBMESENT - SLTERFTAE balance sheet exposures of the Group and the Bank are as follows. These
BEFETHNEE  UTEERERE - amounts do not take into account the effects of bilateral netting arrangements

and accordingly these amounts are shown on a gross basis.

AKH
The Group
—EECE —EFE-F
2002 2001

= EL EER B

EENAK MmiESEEE BEERAR IS5

Credit risk Credit risk

Replacement weighted Replacement weighted

cost amount cost amount

BEFT BEFT BT T BT T

HK$’000 HK$'000 HK$'000 HK$'000

N BB ERAIE Contingent liabilities and

commitments FEH N/A 1,332,425 TiE A N/A 129,648

EREH Exchange rate contracts 135,779 118,904 13,020 3,988

FMEEH Interest rate contracts 601,457 171,752 1,207 790

BBEN Equity contracts 104 792 - =

737,340 1,623,873 14,227 134,426

X1T
The Bank
—EECE —EFE-F
2002 2001

EE R R FEER B

EENAK MmiESEEE BEERAR IS5

Credit risk Credit risk

Replacement weighted Replacement weighted

cost amount cost amount

BEFT BEFT BT T BT T

HK$’000 HK$'000 HK$'000 HK$'000

N E B ERAIE Contingent liabilities and

commitments FEH N/A 1,331,972 TiE A NA 129,648

EREH Exchange rate contracts 135,779 118,904 13,024 4,021

FEEH Interest rate contracts 601,457 171,752 1,207 790

BHBEN Equity contracts 104 792 - =

737,340 1,623,420 14,231 134,459
EERANRIEEEERTESEAELREER Replacement cost represents the cost of replacing all contracts which have a
HEHNRAR » KT AERFETHNTE - positive value when marked to market and which have not been subject to

any bilateral netting arrangement.
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29. BERERIMERE @ 29. OFF-BALANCE SHEET EXPOSURES (Cont'd)

() &) (c) (Contd)

EEREINESERERRBES GRITERGD Credit risk-weighted amount refers to the amount as computed in accordance
FREAZ R ERNMR=TEN SR B with the Third Schedule to the Hong Kong Banking Ordinance on capital
ARENS —FHNHBUHRR R ZEER o =R adequacy and depend on the status of the counterparty and the maturity
FEBERAENEBRMNEHO%ZE100% £ characteristics. The risk weights used range from 0% to 100% for contingent
£ mMEX  MEREMFTETIASHEH liabilities and commitments, and from 0% to 50% for exchange rate, interest
0%ZE50% % o rate and other derivatives contracts.

(d) EERIE (d) Capital commitments
R+TZA=+—BREMMXRETBERRA Capital commitments for acquisition of premises and equipment outstanding
REBEEENBABRFTFREBEERRENT at 31 December not provided for in the financial statements were as follows:

AEE F1T
The Group The Bank
—EECE —EE—F —ETC-E —EE—F
2002 2001 2002 2001
BT BT T BETT BT T
HK$’000 HK$'000 HK$'000 HK$'000
ERERFTY Authorised and contracted
for 9,983 3,114 9,983 3,114
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29. EEBEFTINEDE &) 29. OFF-BALANCE SHEET EXPOSURES (Cont'd)

(e) HERE (e) Lease commitments
R-BE_F+-A=+—H RETUHR At 31 December 2002, the total future minimum lease payments under non-
REHSRREMNREEASLBENT ¢ cancellable operating leases are payable as follows:
AEEH A1T
The Group The Bank
—EBTC_F —EE-F —ET_F —EE-F
2002 2001 2002 2001
BB BT T BETT BT T
HK$’000 HK$'000 HK$’000 HK$'000
gF Premises
15 R Within 1 year 46,489 12,772 37,657 9,232
15 E5F After 1 year but
within 5 years 43,011 5,618 21,304 5,006
S5E# After 5 years 10,691 - 11,691 -
100,191 18,390 70,652 14,238
RiE Equipment
1F£R. Within 1 year 2,248 - 2,248 -
15 E5F After 1 year but
within 5 years 2,923 - 2,923 -
5,171 - 5,171 -
AEERATRBALEHEN A NHEREZEY The Group and the Bank lease a number of properties and items of equipment
EREE ERAYERRENSYNHEER —K under operating leases. The leases typically run for an initial period of two to
AMENE  IRMERRETBEREDN - four years, with an option to renew when all terms are renegotiated. None
LEHEHTTIRIEHRS - of the leases includes contingent rentals.
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30 ANKEEEBRZHEEEERERD

30. RECONCILIATION OF PROFIT FROM ORDINARY

i Al i 1 2 AR =

ACTIVITIES BEFORE TAXATION TO CASH USED IN

OPERATING ACTIVITIES

—ETC-E —EE—F
2002 2001
Bk
Restated
BT BT T
HK$’000 HK$'000
1F 5 275 M9 B A & 7 Profit from ordinary activities before taxation 667,396 33,456
RIBIRERE Charge for bad and doubtful debts 509,228 227,831
REVESHEEE Net deficit on revaluation of investment properties 13,879 4,800
HEEFKEEEETEE Net loss on disposal of tangible fixed assets 8,987 546
HERFEZEMESFRA Net profit on disposal of held-to-maturity securities (51,949) -
BECDRTREZEN SR Profit on repurchase of subordinated notes issues = (860)
HEBE QR FEER Net loss on disposal of associates 190 -
BEZINHBESREE Provision on held-to-maturity securities
HHHEEE and investment securities 13,194 6,087
LB N BERRE R Share of profits less losses of associates = (32)
JEFE 37 i 8 Amortisation on deferred expenses 46,630 2,916
e Depreciation 113,388 42,228
EREREFFREWA Dividend income from equity investment securities (17,873) (2,422)
ERTREZERNE Interest expense on subordinated notes 280,745 7,884
EEEKRESRAFE Net cash inflow from trading activities 1,583,815 322,434
BIEH R A (B 3ME B#%fE38) Decrease in treasury bills (repayable beyond three months) 1,261,403 129,934
BITREMSRMEBFZTEM  Increase in placements with banks and other financial
(ER3E A &ER) institutions (repayable beyond three months) (31,795) (18,205)
ERIBRD Decrease in certificates of deposit 2,525,176 1,110
Hini 588 (gm Omd (Increase)/decrease in other investments in securities (1,974,876) 24,007
EF-RITRSBMEBEAI - Decrease in advances to customers, banks and
ESEEREMRERD financial institutions, trade bills and other accounts 1,202,593 848,690
BEZINHBESREE Increase in held-to-maturity securities and
2180 investment securities (5,037,910) (185,906)
RITREM SRS Decrease in deposits and balances of banks and
#EFEED other financial institutions (991,911) (45,487)
BEEREFRD Decrease in deposits of customers (2,658,734) (3,612,403)
BERTEREEM CHD) Increase/(decrease) in certificates of deposit issued 508,001 (58,283)
EBAAMEREMEEHD Decrease in interest payable and other liabilities (432,808) (395,133)
ERITEEEF D Decrease in issued debt securities (373,371) -
ARKEEBNRS Cash used in operating activities (4,420,417) (2,989,242)
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BL.AEENREST I 31. ANALYSIS OF CHANGES IN FINANCING DURING
THE YEAR
—ET_F —EFE-F
2002 2001
BEBEX BEER
Loan capital Loan capital
BEFT BEET T
HK$'000 HK$'000
M1A1H At 1 January = 231,716
SOt EIE M B Addition through merger 2,340,094 -
BMEXBRER/A Net cash inflow/(outflow) from
(R F5E financing activities 1,950,078 (230,856)
BEZEZE Profit on repurchase of
ZEEa A subordinated floating rate notes = (860)
M12HB31H At 31 December 4,290,172 -
R2.BRERREFHEBLEBR I 32. ANALYSIS OF THE BALANCES OF CASH AND CASH
EQUIVALENTS
—ET_F —EFE-F
2002 2001
B
Restated
BEFT BT T
HK$'000 HK$'000
ReERRRITREAM Cash and balances with banks and other
SRMEBET financial institutions 657,000 182,264
B HA &2 45 HA 3@ A 17 50 Money at call and short notice 4,723,135 5,063,409
ROTREMESBEBER Placements with banks and other financial
(ER3EARER) institutions repayable within three months 171,006 19,642
RITREMSREKE Deposits and balances of banks and
FRRESF other financial institutions (118,757) (27,641)
5,432,384 5,237,674
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Notes on the Financial Statements

33. & T ¥ hn e B EE 33. ADDITION THROUGH MERGER
(a) EHBHHEETHE : (a) Net assets transferred:
—ET-E
2002
BT
HK$'000
ReREHES Cash and short-term funds 3,786,384
BESEERE S Trade bills less provisions 223,932
FRE Certificates of deposit 2,948,033
HEMBFSHRE Other investments in securities 440,267
EFBRKHEA Advances to customers and
BRIE R 2B other accounts less provisions 32,918,050
BEZIHBISFR Held-to-maturity securities
RERS and investment securities 13,014,279
BEARRE Investments in associates 120,460
BREEEE Tangible fixed assets 801,043
RITREM SRS Deposits and balances of
GERRER banks and other financial institutions (2,898,136)
BEEEXK Deposits from customers (42,223,076)
ERITERE Certificates of deposit issued (4,333,904)
HmiRIE K E1E Other accounts and provisions (1,005,070)
ERTEEES Issued debt securities (373,371)
BRER Loan capital (2,340,094)
1,078,797
HER Represented by :
T RERIEIMEEE - Additions to the following reserves:
- REVESHRE - Investment property revaluation reserve 20,481
—Hih SR E — Other property revaluation reserve 11,945
- N — Capital reserve 37,500
- —RFEE — General reserve 100,000
—EXES — Exchange differences 19
—{REBEF] — Retained profits 908,852
1,078,797
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33.

ST A EEE &)

(b) EHEMREREFEFRERA

33. ADDITION THROUGH MERGER (Cont'd)

(b) Analysis of net inflow of cash and cash equivalents

FESH through merger:
—ETCF
2002
BB
HK$'000
ReREHES Money at call and short notice 2,649,614
Bl = Treasury bills repayable
(ER=MEARNEER) within three months 399,032
RITREMEH Deposits and balances of banks and
BEEARER other financial institutions (18,702)
3,029,944
34. g 23R RETEI 34. STAFF RETIREMENT SCHEME

FEBERA -BAREHRRAEESE (FER
e - Bt AEBRLHEMEEESR
HE10%NHFIBAEER - ZRKTEIR—
EREEAES (FBRES]) BRstE &
EHEERAEBEE2BES - EEBRF
HEMHR - MRESERSEZHHKATBER
REE  AEETEBESRERNHZRAE
HAOBRBNHERE - MESEBEREA—E
BYNRANES  FRZBAFERENE
ME o

BT HEBAIEN  AEEE-BRTFET=
B-BE 2R BRTERSEMNRTE -
BRARFERIBMTBEE - AEECRE
BESHBRTRESARHN S WEF -

REER » RAIRELFTEMERNHRNEE

2 4008 T (ZZ2E—F : B 1008 7T) (K
F4(0)) °

=

=

The Group has a defined contribution provident fund scheme (the ‘Retirement
Scheme’) under which it contributes 10% of the employees’ basic salaries.
The Retirement Scheme is an MPF exempted scheme and covers all permanent
full-time employees of the Group. No employee contributions are required.
Contributions forfeited by leavers prior to vesting fully in the contributions
may not be used by the Group to reduce the existing level of contribution but
are transferred to a separate welfare fund which shall be applied for the
welfare of the Retirement Scheme’s members.

Besides the Retirement Scheme, the Group also participated in an approved
MPF scheme effective on 1 December 2000 to provide scheme choice to both
existing and new employees. Mandatory benefits are being provided under
the MPF Scheme.

During the year, the Bank contributed approximately HK$24 million (2001:
HK$1 million) (note 4(c)) to these schemes.
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Notes on the Financial Statements

35.

36.

BHHEEANEF
PEERSRIZERBARE - EaRTHRAS
BB (SR IBRERT S - Btk - &7
EERNERTHAE (BEHTES) 9ER
TERE  URBREERESRIZERRG o %
BEREFEIR-NWAAE=ZA=THHRAHR
A ¥R ZERF=A=+NBRILE- B
RENTEERTEERSRERESSHE
E o WURGHEAEMROREZR T A 8
T % A EHIMFENTEHIRHERNS0%
MEFHNRSHELE BTIBERENERS
B =T o RIBBRETERFHBRETR
BHROGAE  TEEATEEESRERT
BF BT IRANEY10% 5 {BIRFRES IR AE ST 21T (058
B T B 3 % B2 AT RO BR 42 R BR A o

R=ZBZ2E-_F+-A=1+—8  BREFSET
REN R A2 5300,835,662 ¢ G EER
SRIZERDEITRAII% - FREREZER
BEATRBE-—BBED - REBERERTE > 21T
A EERSRERMERAESR/AAAS
BT - BRAETER > PEERSEZERAR
ANEEWHFTSSEMmEM - RITHABBR
e BREEBRESRERERTMRE
B o

SRITHRASER
RITARIE BB (D TEH) 2161 BERBERT
BABMEREENT :

35.

36.

EQUITY COMPENSATION BENEFITS

A Senior Executive Share Option Scheme (the ‘Option Scheme’) is maintained
by CIFH which granted to eligible senior executives (including executive
directors) of the Bank for subscription of shares of CIFH. The Option Scheme
was adopted on 30 March 1995 and will be terminated on 29 March 2005.
The exercise price of options was determined by the Board of Directors of
CIFH and was the higher of the nominal value of the shares and 80% of the
average of the closing prices of the shares on SEHK for the five business days
immediately preceding the date of the grant. The consideration for accepting
the options granted was HK$1.00 per grant. The maximum number of shares
in respect of which options may be granted under the Option Scheme may
not exceed 10% of the issued share capital of CIFH from time to time, excluding
any shares which have been dully allotted and issued pursuant to the exercise
of any option granted under the Option Scheme.

As at 31 December 2002, the total number of ordinary shares available for
issue under the Option Scheme is 300,835,662 or 9.9% of the issued share
capital of CIFH. Each option gives the holder the right to subscribe for one
share. At the date of the grant, no employee benefit cost or obligation is
recognised by the Bank or CIFH. When the options are exercised, equity of
CIFH is increased by the amount of the proceeds received. The Bank is not
required to reimburse any cost in respect of the Option Scheme to CIFH.

LOANS TO OFFICERS

Particulars of loans to officers of the Bank disclosed pursuant to section 161B
of the Hong Kong Companies Ordinance are as follows:

—ET-E —EE-F
2002 2001
BT BT T
HK$’000 HK$'000
RB12B31BMER Balance outstanding at 31 December
—REXRITHER — By the Bank 145,329 51,475
TEERNESEREEE Maximum aggregate amount outstanding
during the year
—REXRITHER — By the Bank 292,653 139,966

R-ZBZE-_F+-A=+—0  LEIHmHA
HENE  ORERELENRERERS -

There was no interest due but unpaid nor any provision made against these
loans at 31 December 2002.
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37.

38.

39.

40.

RAEmTREE

—EE_FA+C H +—H - #{EB%9,400
EXNERE (CET—F ﬂ)&&%ﬁ/ﬁﬁ%o
%maﬁﬂﬂﬁmﬁ/ﬁﬂ AER (CEE—F &)

DEATEMEBEIDE  FRREANAE
5 -

14578 e
ELEBBER (BEFSESRER) THHE
/T\Ei’\fﬁfiit - AEEE B A M (A5
RAKBRENEERD RERLET
HEAETHFERERERRIMNZERF L
EE& °

- HEBHRRWENHEBRBFEEFAD
R

- MBRPRELERESRE  RECBRHE
BRDBGMERE  RERBMEXE ' R

- RUERTRHEMSHEEBERREFER
RERASEERENERTIR -

EERBFERNEAFERBERERMER
E

ll‘sﬁ&l\j
R ATR=ZFE-F+-A=1—H
E’JE?%?’F‘HQ’D\ﬂﬁ%B"E/%fIHHﬁE_LE’JEPFIW
%mﬂ?’*ﬂﬁﬁﬁﬁ’&ﬁ C MBRRERABDRERE
RAMBEMA LN TEEREERE
/Aﬂ ©

P EEEEL Y

ELEPBERRECNR-"ZZ2=F=A+_-RE=E
EERELRERAM -

=

=

37.

38.

39.

40.

ASSETS PLEDGED AS SECURITY

On 31 December 2002, certificates of deposit amounting to HK$94 million
(2001: Nil) and money at call and short notice amounting to HK$0.6 million
(2001: Nil) have been pledged to the Office of the Comptroller of Currency in
the USA as statutory deposits.

COMPARATIVE FIGURES

The presentation and classification of items in the financial statements

(including consolidated cash flow statement) have been changed due to the

compliance with the revised guideline on ‘Financial Disclosure by Locally

Incorporated Authorized Institutions’ under the Supervisory Policy Manual

issued by the Hong Kong Monetary Authority and the adoption of the

requirements of revised SSAP 15 ‘Cash flow statements’. As a result :

—  additional analysis with comparative figures have been provided in the
notes on the financial statements; and

- cash flow items from taxation, returns on investments and servicing of
finance have been classified into operating, investing and financing
activities respectively; and

—  certain deposits and balances of banks and other financial institutions
have been excluded from the definition of cash and cash equivalents.

Comparative figures have been adjusted to conform with the current
year's presentation.

ULTIMATE HOLDING COMPANY

At 31 December 2002, the directors consider the immediate holding company
to be CITIC International Financial Holdings Limited which is incorporated in
Hong Kong, and the ultimate holding company to be China International
Trust and Investment Corporation which is incorporated in the People’s
Republic of China.

APPROVAL OF FINANCIAL STATEMENTS

The financial statements were approved and authorised for issue by the Board
of Directors on 12 March 2003.
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Unaudited Supplementary Financial Information

—BE-F+=ZA=+—8 as at 31 December 2002
(LB REN) (Expressed in Hong Kong dollars)
(A BAFERILERRBHESLLE (A) CAPITAL ADEQUACY AND LIQUIDITY RATIOS
—ETC-E —EE-F
2002 2001
RECHAEERT B LR Unadjusted capital adequacy ratio 17.21% 27.06%
RABRERTELE Adjusted capital adequacy ratio 16.60% 27.05%
2002% 18 1HE2002%F Average liquidity ratio for 10 months
10A31B+EA® from 1 January 2002 —
FHREBE SR 31 October 2002 46.92%
200211 B 1H £2002% Average liquidity ratio for 2 months
12A31AM1EA K from 1 November 2002 —
T REE S L= 31 December 2002 47.09%
BZE20015F12H31H Average liquidity ratio for year ended
LEEFERBES L E 31 December 2001 58.75%

AEABREAZRHEEZRREETESHEER
([£ER AEEENMERE  BRETRES
THEIRANGHELE  YAFSEEBERT
EEROD M R=MELETTEH -

RAREAZELEREZEEEBNT SR
B RERESERBEMNGITSABRESES
BEAVESIRERKHEE AT L RERMN
SOFEERE -

FPORBESHERESERBEERNMR
B BRATRETHEBLARANGHELE XA
HEBEB(RTEFEOD W RONELETEH -

The unadjusted capital adequacy ratio is computed on the consolidated basis
covering the Bank and certain of its subsidiaries as required by the Hong
Kong Monetary Authority (the '"HKMA') for its regulatory purposes, and is in
accordance with the Third Schedule to the Hong Kong Banking Ordinance.

The adjusted capital adequacy ratio which takes into account market risks as
at the balance sheet date is computed in accordance with the Guideline
‘Maintenance of Adequate Capital Against Market Risks' issued by the HKMA
and on the same consolidated basis as for unadjusted capital adequacy ratio.

The average liquidity is computed on the consolidated basis covering the
Bank and certain of its subsidiaries as required by the HKMA for its regulatory
purposes, and is in accordance with the Fourth Schedule to the Hong Kong
Banking Ordinance.
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(B) OBRBIAE A ARG

(B) CAPITAL BASE AFTER DEDUCTIONS

i o g 3 —EE-F
2002 2001
BB BT T
HK$’000 HK$'000
BLEXR Core capital
BT BERA Paid up ordinary share capital 2,393,341 2,393,341
& 17 % (B Share premium 282,930 282,930
# & Reserves 1,896,363 559,169
BOEXEE Total core capital 4,572,634 3,235,440
EHREBEER Eligible supplementary capital
TR LS E LS Reserves on revaluation of land and interests in land 8,362 2,032
REE—RE®E General provisions for doubtful debts 498,137 134,619
KA#ZEESE Perpetual subordinated debt 1,950,078 -
BHRERESE Term subordinated debt 2,286,317 -
B EREEE Gross value of supplementary capital 4,742,894 136,651
SR EAREE Eligible value of supplementary capital 4,572,634 136,651
NI -2 Total capital base before deductions 9,145,268 3,372,091
EERERERIE Deductions from total capital base (156,615) (107,226)
BRI E A ERERE Total capital base after deductions 8,988,653 3,264,865
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Unaudited Supplementary Financial Information

() wEp&E# (C) SEGMENTAL INFORMATION
(i) EEES (i) By geographical area
RIEARE B R = Z e 50t 2ok e B AN4T » AR On the basis of the location of the principal operations of the Group or, in the
BEEEEREEIBEEREN D THEM case of the Bank, on the location of the branches responsible for reporting
S AREEEERBLEEL  NEE0% the results or booking the assets, the Group operates predominantly in Hong
LEMKEWRA -~ BaaF - BEE - #£8 Kong with over 90% of the Group’s operating income, profit before taxation,
& REEBERFAEDREEBIBEEBERK total assets, total liabilities, contingent liabilities and commitments arise
BRA - therefrom or booked therein.
AEE
The Group
—ET-E —EE-F
2002 2001
BHER BHEAE R

ERER RBR FEHER BERPER RBH TEYNEX

Overdue Non- Overdue Non-

Advances to loans and  performing  Advances to loans and performing

customers advances loans customers advances loans

BT EETRT EETT BT T BT T BT T

HK$’000 HK$’000 HK$’000 HK$'000 HK$'000 HK$'000

BB Hong Kong 32,443,305 1,691,184 1,606,411 11,804,086 1,166,835 1,001,618

I Mainland China 8,331,392 73,334 84,172 92,604 - -

e USA 875,390 - 8,731 27,636 - -

H At Others 291,666 - - 126,628 - -

41,941,753 1,764,518 1,699,314 12,050,954 1,166,835 1,001,618

T EENESMNERCIERE R —F T The above geographical analysis are classified by the location of the
hES  RREBEEREN #HERSAHT counterparties after taking into account the transfer of risk. For a claim
EHNBERN—FERERNEERKREEZIE guaranteed by a party situated in a country different from the counterparty,
RANBEIRIREF - RITKIEMEREE DT risk will be transferred to the country of the guarantor. For a claim on the
WEREE R AEE A RAERRRES o branch of a bank or other financial institution, the risk will be transferred to

the country where its head office is situated.

EERABABRERANECL AL CEREDSCZ Non-performing advances to customers are those advances on which interest
BRI B © is being placed in suspense or on which interest accrual has ceased.
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(C) BEPEHE @)
(i) HEBES

2002

(C) SEGMENTAL INFORMATION (Cont'd)

(ii) By class of business

AEE
The Group
BERTE MHER
RITER BEE Hfth B 55 “EE
Commercial Treasury and Other
and retail investment business
banking activities activities Total
BT BT BT BT
HK$'000 HK$'000 HK$'000 HK$'000
KEWA Total operating income 1,742,371 541,924 (105,850) 2,178,445
REFRIFREER Profit/(loss) before charge for
wmAl () bad and doubtful debts 885,774 475,407 (200,256) 1,160,925
ST RIBIREBN Profit/(loss) after charge for
wmAl () bad and doubtful debts 376,546 475,407 (200,256) 651,697
BADEA (BE) Profit/(loss) before taxation 367,138 521,930 (221,672) 667,396
2001
REE
The Group
HMERZE BER
RITHER REFXH HAih 7% Iz
Commercial Treasury and Other
and retail investment business
banking activities activities Total
BT T BT T BT T BT T
HK$'000 HK$'000 HK$'000 HK$'000
KEWA Total operating income 495,200 106,730 23,475 625,405
REFRBREER Profit/(loss) before charge for
wmAl () bad and doubtful debts 296,643 38,724 (62,679) 272,688
BT RBIREEBN Profit/(loss) after charge for
wmFL (&8 bad and doubtful debts 68,812 38,724 (62,679) 44,857
BADEA (BE) Profit/(loss) before taxation 68,812 32,637 (67,993) 33,456
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Unaudited Supplementary Financial Information

(D) EFR &M —ITXE% (D) ADVANCES TO CUSTOMERS - BY INDUSTRY SECTORS
RITEEINEFBRERNZEERMANE The analysis of advances to customers by industry sectors is based on categories
BIREZD © and definitions used by the HKMA.

FEE
The Group
EFBREHE
Gross advances to customers
—ET-E —ZEE-F
2002 2001
EETR BT T
HK$’000 HK$'000
RAREBEBNER Loans for use in Hong Kong
ITEkerR Industrial, commercial and financial
—WEERE — Property development 563,368 28,498
—YERE — Property investment 5,147,370 2,369,098
— &R — Financial concerns 1,621,606 530,788
-REKLZ — Stockbrokers 27,590 19,400
- MERTEES — Wholesale and retail trade 2,464,647 540,546
— Bl - Manufacturing 3,318,627 607,558
- EBWMERBERRE — Transport and transport equipment 4,938,645 1,077,894
—Hft — Others 3,175,545 917,533
& A Individuals
- BAEEBHES - FAA - Loans for the purchase of flats under the
BRESHEHAZERE Home Ownership Scheme, Private Sector
REEBEHEEEN Participation Scheme and
HNEMX Tenants Purchase Scheme 30,990 36,735
—-BAEMEENENER — Loans for the purchase of other residential properties 13,246,473 3,894,888
—ERFER — Credit card advances 335,647 176,325
—Hft — Others 1,289,488 893,197
BESRE Trade finance 1,968,023 809,002
AREBUNENE R Loans for use outside Hong Kong 3,813,734 149,492
41,941,753 12,050,954
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(E) RME&E (E) REPOSSESSED ASSETS

A&H
The Group
—EBTC_F —ETE—F
2002 2001
BEFT BT T
HK$’000 HK$'000
BFF AR FRERK EMIRE Included in advances to customers and other accounts 409,682 283,720

(F) EXxE R
FEBERBEEE FEEREABUIIERNE
ZEMBNERIRENT - ALERFHRNPE
BIFERRBZRANRTHFENIERRRK
(MA(BS)) H &Y 5 FHE ©

(F) CURRENCY RISK

The information concerning the foreign currency exposures of the Group
arising from trading, non-trading and structural positions is disclosed as
follows. The net option position reported is calculated in accordance with
the methods set out in the banking return ‘Foreign Currency Position’
(MA(BS)6) submitted to the HKMA.

—EBTCF —EE-F
2002 2001
HEREBEETT ER AR 28] E AR B
Equivalent in HK$'000 US dollars Renminbi Total US dollars Renminbi Total
REEE Spot assets 27,472,826 144,948 27,617,774 | 3,817,123 - 3817123
RE&RE Spot liabilities (25,049,311) (74,251) (25,123,562) (4,361,162) - (4,361,162)
=HIB A Forward purchases | 20,917,099 - 20,917,099 929,697 - 929,697
=HEH Forward sales (19,641,958) - (19,641,958) (240,443) - (240,443)
SR Net option position 3,959 - 3,959 = = =
REFESE Net long position 3,702,615 70,697 3,773,312 145,215 - 145,215
HERFHRRBEEBERANGTE The net option position is calculated using the worst case approach.
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Unaudited Supplementary Financial Information

(G) BIREHE
BEEEENEEEEBRLERZERETAR
EBRERRGS—AEMAENRER -5
Bk - HERXZHTRANERN—HEHIER
WERRRGEZERAINWERKEF ° 817
REMESMEB I TNEERRABSZHAY
FEEXRWIRES - BEREKREEABEER
10%3% 2A £ R fE B Bl R =k it B0 T

(G) CROSS-BORDER CLAIMS

Cross border claims are on-balance sheet exposures of counterparties based
on the location of the counterparties after taking into account the transfer of
risk. For a claim guaranteed by a party situated in a country different from
the counterparty, risk will be transferred to the country of the guarantor. For
a claim on the branch of a bank or other financial institution, the risk will be
transferred to the country where its head office is situated. Claims on individual
countries or areas, after risk transfer, amounting to 10% or more of the
aggregate cross border claims are shown as follows:

RITR
Hih &R NEHE Hit pob ]
Banks and Public
other financial sector
institutions entities Others Total
BETT BETT BETT BETT
HK’'000 HK$°000 HK$000 HK$000
—ET-HF 2002

BRUNERE Asia and Pacific excluding
Hong Kong 5,003,680 83,160 9,667,383 14,754,223
H g of which Australia 3,073,500 - 8,550 3,082,050
Hepdh of which Mainland China 1,146,360 83,160 9,229,333 10,458,853
A& Western Europe 9,285,160 - 5,639,410 14,924,570
HhiE of which Germany 3,506,880 - 1,219,750 4,726,630
HA i of which United Kingdom 2,226,590 - 1,114,910 3,341,500

—EE—F 2001

BRUNERE Asia and Pacific excluding
Hong Kong 1,165,412 - 195,741 1,361,153
p=p b))l of which Australia = = = =
Heprh[E of which Mainland China - - = =
A Western Europe 3,408,586 = 21,494 3,430,080
HApEE of which Germany 953,267 - 7,165 960,432
Hrh % E of which United Kingdom - - - -
HA AR of which France 648,357 — - 648,357
HAfEmw of which Netherlands 574,924 - 7,165 582,089
EEIED) North and South America 840,152 31,087 105,866 977,105
R K IEM Middle East and Africa 1,093 - - 1,093
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(H) @ REEEE (H) OVERDUE AND RESCHEDULED ASSETS

(i) EPEREF (OREELHE) (i) Overdue advances to customers (net of suspended
interest)
HBREEAR{LBTE AN E R BRIE R EST A2 M The gross amount of advances, net of accrued interest that has been capitalised
EFBRBBECEEE ! but accrued to a suspense account, which have been overdue for periods of:
AEHE
The Group
—E%E —EE-F
2002 2001
BETT BET T
HK$'000 %* HK$'000 %*
—3{@ A Z6fEA — 6 months or less
but over 3 months 262,097 0.62 210,421 1.75
—6BAZE 15 — 1 year or less
but over 6 months 169,342 0.40 294,150 2.44
—1E0E —over 1 year 1,333,079 3.18 662,264 5.50
B Total 1,764,518 4.20 1,166,835 9.69
BRFA RN Secured overdue advances 1,059,650 763,514
AR A H BN Unsecured overdue advances 704,868 403,321
1,764,518 1,166,835
BEEREFRRBR Market value of collateral held
EHRRAHE against the secured overdue
advances 1,701,268 951,239
HRIE R Specific provisions made 347,557 288,982
* hEFERAEE * Based on total advances to customers
R-EE_F+-_A=+—HERZ-ZEZ—F There were no advances to banks and other financial institutions which were
+ZA=+—H  AEEVEAEB=EA overdue for over 3 months as at 31 December 2002 and 31 December 2001.
HIRITR Hith &AM BN o
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(H) @ REEESE @)

(i) BPERER (IRELHI) @

BRERRBRARTENERBH R

(H) OVERDUE AND RESCHEDULED ASSETS (Cont'd)

interest) (Cont'd)

(i) Overdue advances to customers (net of suspended

Reconciliation between overdue loans and advances and non-performing loans:

AEE
The Group
k- <t i 2 —ERET—F
2002 2001
BT BT T
HK$'000 HK$’'000
BEEBIEANEF B Advances to customers overdue for more than 3 months 1,764,518 1,166,835
W BB 3ME A A Less: Amount overdue for more than 3 months and on
FTEHFIE which interest is still being accrued (173,900) (284,858)
o REEEBA3EARIAT  Add: Amount overdue for 3 months or less, or not yet
mA SR AT TRER overdue and on which interest is being placed in
BRI RNRIE suspense or on which interest accrual has ceased
75,591 102,405
o AERAETRER Add: Rescheduled advances on which interest is being placed
BT ENEERK in suspense or on which interest accrual has ceased 33,105 17,236
MEFLAERIREDS Advances to customers on which interest is being placed
EEILFENEFEXR in suspense or on which interest accrual has ceased 1,699,314 1,001,618
(i) HthaHEE (ii) Other overdue assets
AEE
The Group
k- <k -2 —ERE—F
2002 2001
BEETT BT T
HK$'000 HK$’'000
BESERAECREE The gross amount of trade bills which has been overdue for:
—3fBRA Z6f@A - 6 months or less but over 3 months 282 -
— 15U E —over 1 year 12,864 4,734
13,146 4,734
BERE L B E A Other investments in securities which have been
BERE overdue for over 1 year 4,081 3,874
BEIFULENEER Held-to-maturity securities which have been
BHE S overdue for over 1 year 15,601 30,973
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(H) @ REEESE &)
(i) EEER

(H) OVERDUE AND RESCHEDULED ASSETS (Cont'd)

(iii) Rescheduled loans

)

()

(i) &E

A&H
The Group
—EECE —EE—F
2002 2001

BEFT BT T

HK$’000 % * HK$'000 % *
BEEX Rescheduled loans 68,559 0.16 17,236 0.14
* hEFERAEE & Based on total advances to customers
R-ZE_F+_-_A=+—HR-ZZT—F+ There were no advances to banks and other financial institutions which were

=A=+—-8" Zl-‘%l]tﬂiéﬁﬂ’ﬁﬁ TREAM
EREBER -

TtEER
FEBRNRREBEBLEBAKT  EREE
AREFEEENEEL  UBALERER

MEEHEFMREMITRBEH LS
B FRREEE

EEZET
ESECRINTHESS

E%ZEES

ZEESABUKE  HUHESSEEATR
BHEREBE BEFARABREERE
EBERTREBRIIIZEE  AiHHESEE
SRR ANAT B9 B 7 B HROMAR B P9 R 42 4 B EE Y
BMIE -

AEEZEE
ZEEREEATERTRABNRERR
B FMRECHE oRESEHERS
BERESEZROAE -

(i) EERAREES

ZEEBEEATHRBEEERRE - BERRE
#l o ﬁ%ﬁﬁ?ﬂﬁﬁig’@?ﬁﬁﬁ i~ A=

EeRnEHE &8 - %’f?—&%ﬂlﬁlﬁﬂ
- ZZEERBRTEEEANZHEES

|:|;=

BEEXRTHREKRERE  BEFEEZEEE TR
ENZEES BBREEZRES EEREEE
BREEUREEREEEZSS -

)

()

(i)

rescheduled as at 31 December 2002 and 31 December 2001.

CORPORATE GOVERNANCE

The Group is committed to high standards of corporate governance and has
complied, in all material respects, throughout the year with the module on
‘Corporate Governance of Locally Incorporated Authorized Institutions’ under
the Supervisory Policy Manual issued by the HKMA.

BOARD COMMITTEE

The Board has established the following committees:

Audit Committee

The Committee, being an independent body, assists the Board in monitoring
compliance with the policies, procedures, and internal and statutory
regulations. It provides oversight of the Bank’s internal and external auditors
and assists the Board in providing independent review of the effectiveness of
the Bank’s financial reporting process and internal control system.

Executive Personnel Committee

The Committee provides oversight of the appointment and removal,
remuneration, and succession plan of the Bank’s senior executives. It also assists
the Board in selecting and recommending candidates for vacancy on the Board.

(iii) Credit & Risk Management Committee

The Committee oversees the Bank's risk management strategy, policies and
mechanism. The risks concerned primarily include credit, market, interest rate,
liquidity, operational, reputation, legal and strategic risks. The Committee carries
out its oversight function on the Bank’s risk management through various
committees at Bank management level, including: Credit Committee, Non
Performing Loan Committee, International Credit Committee, Asset & Liability
Management Committee (‘ALCO’) and Operations & Control Committee.
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(K) RISK MANAGEMENT

0]

The Group has established policies and procedures for the control and
monitoring of credit risk, liquidity, capital and market risk, which are reviewed
regularly by the Board. The internal auditors also perform regular audits to
assess the adequacy and effectiveness of controls for major risk areas and to
ensure compliance with the policies and procedures.

In order to hedge some of the interest rate risks, the Group has used major
interest rate derivatives: exchange traded instruments include interest rate
futures and bond futures, and over-the-counter derivatives included interest
rate swaps. With regards to foreign exchange risk, the Group has used FX
swaps, forwards and options for hedging. The Group has used both types of
derivatives, i.e. foreign exchange and interest rate derivatives, to hedge the
respective risks in both the banking (accrual) book and the trading (marking
to market) book. All interest rate risk and foreign exchange risk hedging
strategies using major derivatives have been approved by the ALCO prior to
their implementation.

Credit risk management

Credit risk arises from the possibility that the counterparty in a transaction
may default. It arises from the lending, trade finance, treasury, derivatives
and other activities undertaken by the Group.

The Group'’s credit policy manual, which was approved by the Board, defines
the credit approval hierarchy and delegation of approval authority, the credit
extension criteria, the credit approval and monitoring process, the internal
credit risk rating system, the loan classification system and provisioning policy.
It also takes into account the requirements of the Hong Kong Banking
Ordinance and the guidelines issued by the HKMA from time to time.

Specific credit policies are formulated, implemented and maintained at subsidiaries
level. At the level of the Bank and its subsidiaries, the credit risk management
function is centralised and is overseen by the Credit & Risk Management
Committee appointed by the Board. The Committee defines and delegates the
approval authority to various credit-related functional committees in respect of
the approval of credit applications, policy exceptions, loan classifications, specific
provisions, management of criticised credits and the control of interbank
counterparty risks. These committees comprise the Chief Executive Officer, Group
Credit Head and other members of senior management.

Unlike on-balance sheet instruments, where the credit risk is generally represented
by the principal value, the credit risk for derivatives is the positive replacement
cost. The credit risk exposure for derivative is disclosed in Note 29.
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(i) RBEE£EHE

(K) RISK MANAGEMENT (Cont'd)

(ii) Liquidity management

AEEEERDESUBRRFEEEERRE
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(i) EXEE

AEBMHOBKEES —AHEENERERUX
BAEENELRE  UFEEENERTE
b= o N EMMIFEAMEE  AEER=-ZZ
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=

=

The Group manages its liquidity in order to meet all requlatory requirements
and comply with the statutory liquidity ratio. More importantly, the Group
must be able to meet all customer claims in both normal and emergency
circumstances. Besides issuing long-dated certificates of deposit regularly, the
Group has also arranged re-purchase agreement facilities in order to enhance
its liquidity. The Group adopts a proactive approach towards managing liquidity.

(iii) Capital management

The Group’s policy is to maintain a strong capital base to support the
development of the Group's business and to meet the statutory capital
adequacy ratio. As disclosed in note (A) above, the Group's unadjusted capital
adequacy ratio and adjusted capital adequacy ratio of 17.21% and 16.60%
respectively as at 31 December 2002 are well above the statutory
minimum ratio.

Capital is allocated to the various activities of the Bank depending on the risk
taken by each business division. Certain financial subsidiaries, as specified by
the HKMA, are subject to the HKMA's capital requirements for its regulatory
supervision purposes.

(iv) Market risk management

The Group continues to manage its market risk effectively via the Market Risk
Management Unit of the Audit & Risk Management Department (the ‘Unit’).
The Unit ensures that once the Group takes positions in markets such as
foreign exchange, interest rates, securities and equities, these positions are
driven by execution of customer orders, proprietary trading and hedging.

The Group’s maximum market risk exposure are established by the ALCO.
Exposures are monitored and reported to management regularly.

The average daily revenue generated from the Treasury’s trading activities
during 2002 was HK$6,000 (2001: HK$27,000) and the standard deviation
was HK$3,272,000 (2001: HK$233,000).
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(K) BIEER @)
(iv) HiZEEER @)

FEBNRZBERADMUT :

(K)
(iv)

RISK MANAGEMENT (Cont'd)

Market risk management (Cont'd)

An analysis of the Group’s trading revenue is shown below:

KRB

Number of Days

BB FE (—AETCR) YRNSXEERBA S
Daily Distribution of Trading Revenue for the Year 2002 (Jan — Dec)

5 I 5 8
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0l
35 120 105 90 75 60 45 30

10 10

32

25

-1.5

WA CE¥EBT)

Revenue (HK$ million)

Bx: BE-ZZE-F+-A=t+-HLEFERERWAEBIMH
Figure: Daily distribution of trading revenue for the year ended 31 December 2002

REFE  EAREEEABY13,166,000
TC 0 244RHREINI3KRHEEE - RERME
HESLWASLBE19,0007T =8 1#497,000
T HHEBE3I2R - EREERAAREBYE
14,620,0007T ©

(v) IMEE ol B i 1B

FEEBNIERBRRANMEREE  BHEX
2 HERFRERBIDT  HEIEERE
BIOMPERRBEEE  FRBEEAREE
REBEEEZEERE BE-ET-F+=
A=t—HLEFEERFVHNMNEEEEERE
#£37,0007T °

(vi) F) 2= o b i 12

AEENRITRERESRREFFENZR
BepiaRAREAHEEREEEREZER
Byl BERASAREHENE BE=-ZTT=
F+-A=+-—HLEENEEREREFNE
H 19U A BB % 42,0007T °

(v)

(vi)

This shows a maximum daily loss of HK$13,166,000 with 113 out of 244
days showing losses. The most frequent result was a daily revenue of
HK$19,000 to HK$497,000 with 32 occurrences. The highest daily revenue
was HK$14,620,000.

Foreign exchange risk management

The Group's foreign exchange risk stems from foreign exchange position
taking, commercial dealing, investment in foreign currency securities and
overseas branches. All foreign exchange positions are managed by the Treasury
Department within limits approved by the ALCO. The average daily foreign
exchange trading result for the year ended 31 December 2002 was a loss of
HK$37,000.

Interest rate risk management

The Group's interest rate risk exists in both the banking book and the trading
book. The risk entailed in the former is reviewed by ALCO on a monthly basis
and the latter is marked to market daily. The average daily revenue incurred
in the trading book for the year ended 31 December 2002 was HK$42,000.
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