r \ “ERECFERERE
) 2002 INTERIM REPORT

Integf ating Strengths
Maximizing Potential



—RE-EEGHES

B ERSRER *
M AR PIRE *
AT IFER *
HAER

By ENRE

EHE RO

* REEH

32

44

50

51

2002 INTERIM REPORT

Contents

Consolidated Income Statement™*

Consolidated Statement of Changes in Equity*
Consolidated Balance Sheet*

Condensed Consolidated Cash Flow Statement*
Notes to the Interim Financial Report*
Supplementary Financial Information*
Supplementary Information

Independent Review Report

Management Discussion and Analysis

*Unaudited



. ERERITAERAR (A
THDEFSMAEM - &K
TRASEMBAR (GfE A%
BHz—TT -_FA=1+H
IERERARGEEZ PR -

B Z B BB R E L

T he Board of Directors of CITIC Ka Wah Bank Limited (the ‘Bank’) is pleased to announce the
unaudited consolidated results of the Bank and its subsidiaries (the ‘Group’) for the six months

ended 30 June 2002 and the Group’s state of affairs as at that date together with the comparative

figures as follows:
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Consolidated Income Statement

Unaudited

AL E The Group

BEXRAZTHLEXRMEA six months ended 30 June

BB s
REER RISE 2[4

2002 2001
Unaudited Unaudited Variance

i BUET T BT
Note HK$’000 HK$’000 %
Interest income 1,549,137 1,850,175 (16.27)
Interest expense (695,238) (1,268,773) (45.20)
Net interest income 853,899 581,402 46.87
Fees and commission income 188,091 177,512 5.96
Fees and commission expense (25,326) (10,714) 136.38
Other revenue 10,442 6,476 61.24
Other operating income 3(a) 78,249 92,050 (14.99)
Non-interest income 251,456 265,324 (5.23)
Total operating income 2 1,105,355 846,726 30.54
Operating expenses 3(b) (530,892) (335,920) 58.04
Operating profit before provisions 574,463 510,806 12.46
Charge for bad and doubtful debts (210,968) (142,552) 47.99
Operating profit 363,495 368,254 (1.29)

The notes on pages 8 to 31 form part of these financial statements.
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Consolidated Income Statement
Unaudited (cont’d)

AL E The Group
BEXRAZTHLEXREA six months ended 30 June

—2BCF —EREF
RBERZ REEZ 2[4
2002 2001
Unaudited Unaudited Variance
i BT BT
Note HK$'000 HK$’000 %
Net (loss)/profit on disposal of
tangible fixed assets (151) 4,999
Net profit on disposal of
subsidiaries and associates 27,303 0
Share of profits of associates 7,995 0
Provision on held-to-maturity
securities and investment
securities (2,073) (11,178)
Profit from ordinary activities
before taxation 2 396,569 362,075 9.53
Tax on profit from ordinary activities 4 (19,258) (33,206) (42.00)
Profit from ordinary activities
after taxation 377,311 328,869 14.73
Minority interests (1,403) (22,358) (93.72)
Profit attributable to shareholders 375,908 306,511 22.64
Interim dividends declared HK$0.03
(2001: HK$0.03) per share 5 90,956 77,859
Earnings per share
— Basic 6 (a) 12.46¢ 11.52¢
— Diluted 6 (b) 12.45¢ 11.51¢

B8 EE 31 ANMEEHMISHmE D
The notes on pages 8 to 31 form part of these financial statements.
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Consolidated Statement of Changes in Equity

Unaudited
REE The Group
ZZZ2-FXAZ1H Asat 30 June 2002
REME Hi¥x ERER
RA& RGEE EftfEf EftfEf BXffE —RER 4] REER k]
Investment Other
property property Exchange
Share Share  revaluation  revaluation Capital General  revaluation Retained
capital premium reserve reserve reserve reserve reserve profits Total
BETT BETT BETT BETT BETT BETT BETT BETT BETT
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
At 1 January 2002 2,595,511 1,426,213 151 11,945 37,500 100,000 321 2,082,036 6,253,677
Exchange difference 0 0 0 0 0 0 2 0 2
Net gains not recognised
in the income statement 0 0 0 0 0 0 2 0 2
Share issued under
option scheme
during the period 3,783 2,886 0 0 0 0 0 0 6,669
Share issued on
rights issue 432,585 287,000 0 0 0 0 0 0 719,585
Dividends payment 0 0 0 0 0 0 0 (75,753) (75,753)
Profit for the period 0 0 0 0 0 0 0 375,908 375,908
At 30 June 2002 3,031,879 1,716,099 151 11,945 37,500 100,000 323 2,382,191 7,280,088
REE The Group
ZTT—FXA=Z1+H Asat 30 June 2001
RENE Himx EXEH
R RVEE Gt Gt BAGEE —REE [ REEN e
Investment Other
property property Exchange
Share Share revaluation revaluation Capital General revaluation Retained
capital premium reserve reserve reserve reserve reserve profits Total
BT BETT BT BT BETT BT BETT BETT BT
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
At 1 January 2001
- as previously reported 2,594,861 1,425,542 0 11,945 37,500 100,000 322 1,543,267 5,713,437
~ prior year adjustment in
respect of dividends 0 0 0 0 0 0 0 129,743 129,743
- as restated 2,594,861 1,425,542 0 11,945 37,500 100,000 322 1,673,010 5,843,180
Share issued under
option scheme
during the period 450 492 0 0 0 0 0 0 942
Dividends payment 0 0 0 0 0 0 0 (129,743) (129,743)
Profit for the period 0 0 0 0 0 0 0 306,511 306,511
At 30 June 2001 2,595,311 1,426,034 0 11,945 37,500 100,000 322 1,849,778 6,020,890

FE8EE 3 ANMEBIMBRER 5 -
The notes on pages 8 to 31 form part of these financial statements.
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Consolidated Balance Sheet

Unaudited

Assets

Cash and short-term funds

Placements with banks and other
financial institutions maturing
between one and twelve months

Trade bills less provisions

Certificates of deposit

Other investments in securities

Advances to customers and other
accounts less provisions

Held-to-maturity securities and
investment securities

Interests in associates

Goodwill

Tangible fixed assets

Total assets

Liabilities

Deposits and balances of banks and
other financial institutions

Current, fixed, savings and other
deposits of customers

Certificates of deposit issued

Issued debt securities

Other accounts and provisions

Total liabilities

iirsa
Note

10

11

12

13

14
15
16

AL E The Group

—E2-F ZET—F
AA=t+A +=HA=+—H
RBERZ REZ

As at As at

30 June 2002 31 December 2001
Unaudited Audited
BT BT
HK$’000 HK$’000
8,007,376 6,910,498
164,880 0
318,209 223,932
1,658,389 2,948,033
2,241,921 1,494,101
44,045,763 33,701,258
17,939,920 13,014,873
355,202 120,499
1,300,403 0
1,768,444 1,014,107
77,800,507 59,427,301
1,384,999 3,132,145
57,421,626 42,514,182
6,361,276 3,493,904
0 373,371
1,062,346 1,118,079
66,230,247 50,631,681

B8 EE 31 ANMEEHMISHmE D
The notes on pages 8 to 31 form part of these financial statements.
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Unaudited (cont’d)

AEE The Group

—EECF —ZEF
~A=t+H +=A=+—8
REEX KEZ
As at As at
30 June 2002 31 December 2001
Unaudited Audited
Bt BT T BT
Note HK$’000 HK$’000
Capital resources

Share capital 3,031,879 2,595,511
Reserves 17 4,248,209 3,658,166
Shareholders’ funds 7,280,088 6,253,677
Minority interests 0 201,849
Loan capital 4,290,172 2,340,094
Total capital resources 11,570,260 8,795,620

Total liabilities and capital
resources 77,800,507 59,427,301

The notes on pages 8 to 31 form part of these financial statements.
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Condensed Consolidated Cash Flow Statement

Unaudited

Net cash (outflow)/inflow from
operating activities

Net cash outflow from investing activities

Net cash outflow before financing

Net cash inflow from financing

Increase/(decrease) in cash and
cash equivalents

Cash and cash equivalents at 1 January

RARA=THEHRE&RIFALSEFMEIEE Cash and cash equivalents at 30 June

L@ The Group
BEXAZTHLEXREA six months ended 30 June

. “TTF
3
RBERZ REEZ
2002 2001
Restated
Unaudited Unaudited
BYTT BT
HK$’000 HK$’000
(180,085) 1,748,558
(457,749) (5,596,573)
(637,834) (3,848,015)
2,302,961 942
1,665,127 (3,847,073)
6,139,059 10,702,295
7,804,186 6,855,222

88 EE 31 AN BHM SRR 85 -

The notes on pages 8 to 31 form part of these financial statements.
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Notes to the Interim Financial Report
Unaudited

The Interim Financial Report has been prepared in accordance with the requirements of
the Main Board Listing Rules of The Stock Exchange of Hong Kong Limited (‘the Stock
Exchange’), and fully complied with the recommendations in the Guideline on ‘Interim
Financial Disclosure by Locally Incorporated Authorised Institutions* issued by the Hong
Kong Monetary Authority (‘HKMA”) and Statement of Standard Accounting Practice (‘SSAP?)
25 ‘Interim Financial Reporting’ issued by the Hong Kong Society of Accountants (‘HKSA’).

The Interim Financial Report is unaudited, but has been reviewed by KPMG in accordance
with Statement of Auditing Standards 700 ‘Engagements to Review Interim Financial
Reports’, issued by the HKSA. KPMG’s Independent Review Report to the Board of Directors
is included on page 50.

The financial information relating to the financial year ended 31 December 2001 included
in the Interim Financial Report does not constitute the Bank’s statutory financial statements
for that financial year but is derived from those financial statements. Statutory financial
statements for the year ended 31 December 2001 are available from the Bank’s registered
office. The external auditors expressed an unqualified opinion on those financial statements
in their report dated 28 February 2002.

On 31 October 2001, the Bank 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$4,200,000,000 comprising cash consideration of HK$3,360,000,000 plus
HK$840,000,000 in principal amount of Certificate of Deposit. HKCB is a licensed bank
incorporated in Hong Kong. The acquisition was completed on 17 January 2002. HKCB
has become a wholly-owned subsidiary of the Bank thereafter and its results have been
consolidated into these unaudited Interim Financial Statements. Goodwill amounting to
HK$1,333,000,000 was created on consolidation and is to be amortised in not more than
20 years on a straight-line basis.
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Notes to the Interim Financial Report
Unaudited (cont’d)

On 4 February 2002, the Bank reorganised the shareholding structures of its two non-
wholly owned subsidiaries, Ka Wah Capital Limited (‘KWC’) and Cargary Securities Limited
(‘CS’). A new intermediate holding company, namely CITIC Capital Markets Holdings
Limited (‘CCMH?’), was formed to take up the entire issued share capital of KWC and CS.
CCMH is 51% indirectly owned by the Bank and 49% indirectly owned by the Bank’s
ultimate holding company, China International Trust and Investment Corporation (‘CITIC’).
The reorganisation was implemented by way of share transfer and no cash consideration
was involved.

This Interim Financial Report is prepared on a basis consistent with the accounting policies
adopted in the 2001 statutory financial statements, except that with effect from 1 January
2002, the Bank adopted the revised SSAP 1 ‘Presentation of Financial Statements’ and
revised SSAP 15 ‘Cash Flow Statements’. According to the revised SSAP 1, a Consolidated
Statement of Changes in Equity was prepared to replace the Consolidated Statement of
Recognised Gains and Losses that was previously reported. The format of the Condensed
Consolidated Cash Flow Statement was changed in accordance with the revised SSAP 15.
In addition, cash equivalents under the revised SSAP 15 do not include deposits of other
banks which are not repayable on demand. The comparative figures were restated to
conform with current period presentation.
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Notes to the Interim Financial Report

Unaudited (cont’d)

(a) By geographical area

Hong Kong

Mainland China

United States of America
Less: Intra-group items

% ® The Group
BEAHAZTBLAMA Six months ended 30 June

—®B-F _TT-F —BB-F _"ITT F
BRI &N (B8~ V0N A

2002 2001 2002 2001
Operating Operating

Profit* Profit/(Loss)* income income
BT EETL BT EETL
HK$’000 HK$’000 HK$’000 HK$’000
1,051,787 926,748 1,740,948 1,395,642
225 (368) 800 2
4,835 15,703 23,645 36,246
(660,278)  (580,008)  (660,038)  (585,164)
396,569 362,075 1,105,355 846,726

* Profit from ordinary activities before taxation

The above geographical analysis has been classified by the location of the principal

operations of the subsidiaries or associates, in case of the Bank itself, of the location of

the branches responsible for reporting the results or booking the assets.
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Notes to the Interim Financial Report

Unaudited (cont’d)

(b) By class of business

5B The Group

BEAHAZTBLAMAA six months ended 30 June

—EBBCF s —EBBCF s

RF (ER) i BEWA A

2002 2001 2002 2001

Operating Operating

Profit/(Loss)* Profit* income income

AT BT BT T BT

HK$’000 HK$’000 HK$’000 HK$’000

Retail banking 52,818 63,523 467,011 303,871
Corporate banking 129,225 81,116 359,066 267,333
Investment banking 5,174 37,059 22,275 68,576
Treasury 259,201 143,490 310,585 158,970
Unallocated (49,849) 36,887 108,435 180,786
Less: Intra-group items 0 0 (162,017) (132,810)
396,569 362,075 1,105,355 846,726

* Profit from ordinary activities before taxation

(a) Other operating income

Net gain on other investments in securities

% ® The Group
BEXA=+HIEAMEA
Six months ended 30 June

Net gain arising from dealing in foreign currencies

Net (loss)/gain arising from other dealing activities

Others

(b) Operating expenses

SLE i
2002 2001
BET T BT
HK$’000 HK$’000
27,894 42,555
7,192 12,629
(9,615) 4,636
52,778 32,230
78,249 92,050

Operating expenses included depreciation amounting to HK$51,862,000 (2001:

HK$33,685,000).

11
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Notes to the Interim Financial Report
Unaudited (cont’d)

Taxation in the consolidated income statement represents:

% ® The Group
BEXA=+HIEAMEA
Six months ended 30 June

—BE_F ZET—F

2002 2001

BT BT

HK$’000 HK$'000

Provision for Hong Kong Profits Tax for the period 16,902 32,458
Overseas taxation 1,153 748
Share of associates’ taxation 1,203 0
19,258 33,206

The provision for Hong Kong Profits Tax is calculated at 16% (2001: 16%0) of the estimated
assessable profits for the six months ended 30 June 2002. Taxation for overseas branches,
subsidiaries and associates are similarly charged at the appropriate current rates of taxation
ruling in the countries in which they operate.

No provision for deferred tax is made as there are no material timing differences which
would result in a liability payable in the foreseeable future.

The following dividends were declared by the Board of Directors after 30 June 2002 and
have not been provided for in the Interim Financial Report.

% ® The Group
BEXA=+HIEAMEA
Six months ended 30 June

—BE_F ZET—F
2002 2001
BT BT
HK$’000 HK$’000
Interim dividends declared of HK$0.03
(2001: HK$0.03) per share 90,956 77,859
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Notes to the Interim Financial Report
Unaudited (cont’d)

(a) The calculation of basic earnings per share for the six months ended 30 June 2002 is
based on profit attributable to shareholders of HK$375,908,000 (2001:
HK$306,511,000) and on the weighted average of 3,017,076,639 (2001 restated:
2,659,605,002) ordinary shares in issue during the period. The weighted average numbers
of shares outstanding for 2001 have been adjusted for the effects of the rights issue on
7 January 2002.

(b) The calculation of diluted earnings per share for the six months ended 30 June 2002 is
based on profit attributable to shareholders of HK$375,908,000 (2001:
HK$306,511,000) and on the weighted average of 3,020,368,832 (2001 restated:
2,662,935,296) ordinary shares after adjusting for the effects of all dilutive potential ordinary
shares. The weighted average numbers of shares outstanding for 2001 have been adjusted
for the effects of the rights issue on 7 January 2002.

% ® The Group

—BB-F —EE—F
~A=+A T-R=+-8
As at As at
30 June 2002 31 December 2001
BET T BT
HK$’000 HK$’000

Cash and balances with banks and other
financial institutions 764,451 477,225
Money at call and short notice 6,019,994 5,296,503
Treasury bills (including Exchange Fund Bills) 1,222,931 1,136,770
8,007,376 6,910,498

(a) Money at call and short notice represents deposits of up to a maximum of one month
maturity.

13
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Notes to the Interim Financial Report
Unaudited (cont’d)

# (b) The analysis of treasury bills (including Exchange Fund Bills) is as follows:

% ® The Group

—EBBCF s
AA=+B  +ZA=f-F
As at As at
30 June 2002 31 December 2001
AT BT
HK$’000 HK$’000
Held-to-maturity securities
— unlisted 824,976 497,379
Other investments in securities
— unlisted 397,955 639,391
1,222,931 1,136,770
Issued by:
Central governments and central banks 1,222,931 1,136,770
FEset] The maturity profile of treasury bills included above and analysed by the remaining period
at the balance sheet date to the contractual maturity date is as follows:
% ® The Group
—EBBCF s
AA=+B  +ZA=f-F
As at As at
30 June 2002 31 December 2001
AT BT
HK$’000 HK$’000
3 months or less but not repayable on demand 129,975 399,032
1 year or less but over 3 months 1,092,956 737,738
1,222,931 1,136,770
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Notes to the Interim Financial Report
Unaudited (cont’d)

The maturity profile of placements with banks and other financial institutions analysed by
the remaining period at the balance sheet date to the contractual maturity date is as

balance sheet date to the contractual maturity date is as follows:

follows:

% ® The Group
—BE-& —EE—F
~A=t+H +ZA=+—8H
As at As at
30 June 2002 31 December 2001
BET T BT
HK$’000 HK$’000
3 months or less but over 1 month 164,880 0
#)ZE B R The maturity profile of certificates of deposit analysed by the remaining period at the

% ® The Group

—EBBCF s

AH=+H +TZA=+—H

As at As at

30 June 2002 31 December 2001

AT BT

HK$’000 HK$°000

3 months or less but not repayable on demand 814,944 1,041,802
1 year or less but over 3 months 212,951 1,642,194
5 years or less but over 1 year 630,494 264,037
1,658,389 2,948,033

15
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Notes to the Interim Financial Report

Unaudited (cont’d)

Debt securities

Listed in Hong Kong at market value
Listed outside Hong Kong at market value
Unlisted

Equity securities

Listed in Hong Kong at market value
Listed outside Hong Kong at market value
Unlisted

Investment Fund
Unlisted

Total

Issued by:

Banks and other financial institutions
Corporate entities

Public sector entities

Others

% ® The Group

—B2=F —ZTTF
~A=t+H +ZA=+—H
As at As at

30 June 2002 31 December 2001
BT EETL
HK$’000 HK$’000
57,486 14,849
944,451 918,361
980,161 460,622
1,982,098 1,393,832
14,100 5,766
1,470 7,742
210,464 86,761
226,034 100,269
33,789 0
2,241,921 1,494,101
1,546,078 1,065,859
439,183 94,882
222,871 333,360
33,789 0
2,241,921 1,494,101
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Notes to the Interim Financial Report

Unaudited (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:

5 years or less but over 1 year
After 5 years
Undated

Advances to customers
Advances to banks and other financial institutions
Accrued interest and other accounts
Provision for bad and doubtful debts
— Specific
— General

% ® The Group

—B2=F —ZTF
~H=T1H +ZA=+—8
As at As at

30 June 2002 31 December 2001
BT T BT
HK$’000 HK$’000
1,760,741 884,861
215,965 508,971
5,392 0
1,982,098 1,393,832

% ® The Group

—B2=F —ZTF
~H=T1H +ZA=+—8
As at As at

30 June 2002 31 December 2001
BT T BT
HK$’000 HK$’000
43,275,144 32,454,727
134,470 95,692
1,705,019 1,825,697
(607,274) (305,980)
(461,596) (368,878)
44,045,763 33,701,258
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Notes to the Interim Financial Report

Unaudited (cont’d)

(a) The maturity profile of advances to customers included above and analysed by the

remaining period at the balance sheet date to the contractual maturity date is as follows:

Repayable on demand

3 months or less but not repayable
on demand

1 year or less but over 3 months

5 years or less but over 1 year

After 5 years

Undated

% ® The Group

—B2=F —ZTT-F
~A=t+H +ZA=+—8
As at As at

30 June 2002 31 December 2001
BT EETL
HK$’000 HK$’000
2,083,278 2,674,651
4,810,752 3,041,732
4,709,870 4,204,068
14,982,404 12,017,351
14,448,784 10,058,532
2,240,056 458,393
43,275,144 32,454,727

(b) The maturity profile of advances to banks and other financial institutions included

above and analysed by the remaining period at the balance sheet date to the contractual

maturity date is as follows:

Repayable on demand

3 months or less but not repayable
on demand

1 year or less but over 3 months

5 years or less but over 1 year

% ® The Group

—B2=F —ZT-F
~A=t+H +ZA=+—8
As at As at

30 June 2002 31 December 2001
BT EETL
HK$’000 HK$’000
8,128 0
1,560 0
26,897 0
97,885 95,692

134,470 95,692
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Notes to the Interim Financial Report

FIEER (B) Unaudited (cont’d)
(c) FIBRAEREH (c) Loans on which interest is placed in suspense
% H® The Group
TS8R RASEER
BERER BEREH 1Y
FNERRBERE mEE 1R BRAE
Specific
Pledge provisions
amount for in respect of
Total amount of loans on loans on Amount of
loans on which which interest  which interest interest
interest is placed is placed in is placed in placed in
in suspense suspense suspense suspense
BT BT BT BT
HK$’000 %* HK$’000 HK$’000 HK$’000
—EE-FXHA=TH As at 30 June 2002 2,678,971 6.19 1,617,899 590,900 244,638
—EE-F+-A=+—8H As at 31 December 2001 1,471,876 4.54 908,838 278,263 168,227

* {EE P BER

REBEHFANAFTHR-EE—F+
AZ+—8 - AEEETFHRTRE M g
WEFIEF O ETSBERERNEEIER
AREER IS BRZEETIEL SR
HEE o

* Based on total advances to customers

There were no advances to banks and other financial institutions on which interest is
being placed in suspense or on which interest accrual has ceased as at 30 June 2002 and
31 December 2001, nor were there any specific provisions made for them on these two
days.
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Notes to the Interim Financial Report

Unaudited (cont’d)

Held-to-maturity securities — debt securities
Listed in Hong Kong
Listed outside Hong Kong

Unlisted

Investment securities — debt securities
Unlisted

Investment securities — equity securities
Unlisted

Provision for diminution in value
Held-to-maturity securities — debt securities

Total

Issued by:

Central governments and central banks
Banks and other financial institutions
Corporate entities

Public sector entities

Others

Market value of listed securities
Debt securities

% ® The Group

—B2=F —ZTT-F
~A=t+H +ZA=+—8
As at As at
30 June 2002 31 December 2001
BT T BT
HK$’000 HK$’000
457,602 358,559
4,804,842 4,335,392
5,262,444 4,693,951
12,700,749 8,324,923
17,963,193 13,018,874
16,007 8,101
24,059 9,801
18,003,259 13,036,776
(63,339) (21,903)
17,939,920 13,014,873
341,015 147,969
8,476,842 6,528,505
8,757,799 6,060,049
399,338 294,152
28,265 6,101
18,003,259 13,036,776
5,391,564 4,818,494
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Notes to the Interim Financial Report
Unaudited (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:

% ® The Group

—EBBCF s
~A=+A T-R=+-8
As at As at
30 June 2002 31 December 2001
AT BT
HK$’000 HK$°000
3 months or less but not repayable on demand 727,152 850,009
1 year or less but over 3 months 375,591 2,274,505
5 years or less but over 1 year 11,046,955 4,038,274
After 5 years 786,358 5,790,831
Undated 5,043,144 73,356
17,979,200 13,026,975
% H® The Group
—EBBCF s
AH=+H +TZA=+—H
As at As at
30 June 2002 31 December 2001
AT BT
HK$’000 HK$°000
Repayable on demand 251,086 65,779
With agreed maturity dates or periods of notice,
by remaining maturity:
3 months or less but not repayable
on demand 1,133,913 3,066,366

1,384,999 3,132,145
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Notes to the Interim Financial Report
Unaudited (cont’d)

% ® The Group

Repayable on demand

With agreed maturity dates or periods of notice,
by remaining maturity:

3 months or less but not repayable on demand

1 year or less but over 3 months

5 years or less but over 1 year

With agreed maturity dates or periods of notice,
by remaining maturity:

3 months or less but not repayable on demand

1 year or less but over 3 months

5 years or less but over 1 year

—B2=F —ZTT-F
~H=T1H +ZA=+—8
As at As at
30 June 2002 31 December 2001
BT EETL
HK$’000 HK$’000
8,948,266 6,576,888
44,238,867 33,560,893
4,207,263 2,355,517
27,230 20,884
57,421,626 42,514,182
% ® The Group
—B2=F —ZTT-F
~H=T1H +ZA=+—8
As at As at
30 June 2002 31 December 2001
BT T BT
HK$’000 HK$’000
198,987 135,799
2,755,517 1,036,863
3,406,772 2,321,242
6,361,276 3,493,904
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At 1 January 2002

Share premium
on rights issue

Share premium on

shares issued under

option scheme

during the period
Exchange difference
Dividends payment

Profit for the period

At 30 June 2002

Notes to the Interim Financial Report
Unaudited (cont’d)

% ® The Group

—B2=F —ZTF
~H=T1H +ZA=+—8
As at As at
30 June 2002 31 December 2001
AT T
HK$’000 HK$’000
With agreed maturity dates or earlier redeemable
dates at the holders’ option, by remaining
maturity:
1 year or less but over 3 months 0 373,371
0 373,371
% ® The Group
“BB_F7A=1H Asat 30 June 2002
REMHE Hipis EHEHE
R E EfhfHE EfhfHE BAfEE —REERE i REEEA R
Investment Other
property property Exchange
Share revaluation revaluation Capital General revaluation Retained

premium reserve reserve reserve reserve reserve profits Total
BT BT BT BT BT BT BT BT
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
1,426,213 151 11,945 37,500 100,000 321 2,082,036 3,658,166
287,000 0 0 0 0 0 0 287,000
2,886 0 0 0 0 0 0 2,886
0 0 0 0 0 2 0 2
0 0 0 0 0 0 (75,753)  (75,753)
0 0 0 0 0 0 375,908 375,908
1,716,099 151 11,945 37,500 100,000 323 2,382,191 4,248,209
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Notes to the Interim Financial Report

REEFR () Unaudited (cont’d)
NEE The Group
—EZ—F1tA=1—R Asat31 December 2001
HEME Hipdp ERER
BRI (E EhEE EhEE EXGEE —RREEE s R e
Investment Other
property property Exchange
Share revaluation revaluation Capital General revaluation Retained
premium reserve reserve reserve reserve reserve profits Total
BT BT BT BT BT BT BT BT
HK$000 HK$000 HK$000 HK$000 HK$000 HK$'000 HK$000 HK$000
WK_TT—F At 1 January 2001
—A—8
PN FiIEE As previously reported 1,425,542 0 11,945 37,500 100,000 322 1,543,267 3,118,576
LARTSF AR E Prior year adjustment
B in respect of dividends 0 0 0 0 0 0 129,743 129,743
ECE As restated 1,425,542 0 11,945 37,500 100,000 322 1,673,010 3,248,319
REERBEE Share premium on
SHEIEITH shares issued under
FCEE option scheme
during the year 671 0 0 0 0 0 0 671
EYHEERARS Revaluation surplus
on investment
properties 0 151 0 0 0 0 0 151
BN ER Exchange difference 0 0 0 0 0 @) 0 @)
NEEDIRRE Dividends approved
in respect of
the previous year 0 0 0 0 0 0 (129,743) (129,743)
REE mF Profit for the year 0 0 0 0 0 0 616,628 616,628
REEE LK Dividends declared
for the year 0 0 0 0 0 0 (77,859) (77,859)
RZFT—F At 31 December 2001
+—RA=+—H 1,426,213 151 11,945 37,500 100,000 321 2,082,036 3,658,166

Bt s ERRA B SX ER (R REG)) F48B

GRRTEEE o
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The application of the share premium account is governed by section 48B of the Hong

Kong Companies Ordinance.
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Notes to the Interim Financial Report
Unaudited (cont’d)

(a) Contingent liabilities and commitments

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

contingent liabilities and commitments:

% ® The Group

Direct credit substitutes
Transaction-related contingencies
Trade-related contingencies
Others
Other commitments:
with an original maturity of under 1 year
or which are unconditionally cancellable
with an original maturity of 1 year and over

—EB=F —ZTF
~A=t+H +ZA=+—8
As at As at

30 June 2002 31 December 2001
BT EETL
HK$’000 HK$’000
1,449,947 1,696,088
82,520 39,365
1,368,995 1,047,237
329,874 0
13,305,306 8,247,308
1,105,068 271,258
17,641,710 11,301,256
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BTSRRI EE Notes to the Interim Financial Report

FAEEZ (&) Unaudited (cont’d)

(b) FTET R (b) Derivatives

PETIESEREIERZEEAAEN Derivatives refer to financial contracts whose value depends on the value of one or more
HHEERETEEENMEEL - underlying assets or indices.

LT RASESETEIATANEESH The following is a summary of the notional amounts of each significant type of derivatives
We - entered into by:

% ® The Group

—BB-FXA=TH ZEE-F+ZA=1+—H
As at 30 June 2002 As at 31 December 2001
Z8 i B 5 Eopa Fok]
Trading Hedging Total Trading Hedging Total
BMFR  BMTR BT BETL BETL BETR
HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000
EEEL Exchange rate contracts
RE/HE Forwards/Futures 1,349,269 31,452 1,380,721 292,271 1,397,797 1,690,068
5 5 Swaps 82,817,898 9,224,746 92,042,644 0 105,852,873 105,852,873
FlEEL Interest rate contracts
5 5 Swaps 1,240,250 9,197,538 10,437,788 0 10,994,794 10,994,794
BREEH Equity contracts
i Options 4,440 0 4,440 33,840 7,696 41,536

85,411,857 18,453,736 103,865,593 326,111 118,253,160 118,579,271
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Notes to the Interim Financial Report

Unaudited (cont’d)

(c) The replacement costs and credit risk weighted amounts of the above off-balance

sheet exposures are as follows. These amounts do not take into account the effects of

bilateral netting arrangements.

% ® The Group

—BB-FXA=TH —EZ-F+ZA=+—H

As at 30 June 2002 As at 31 December 2001
FERE EERK
BERE mESE BEKA ISR
Credit risk Credit risk
Replacement weighted Replacement weighted
cost amount cost amount
BET T BET T BT BT
HK$’000 HK$’000 HK$’000 HK$’000

Contingent liabilities and

commitments THEANA 1,617,129 | THEANA 1,246,090
Exchange rate contracts 141,831 233,144 231,642 261,706
Interest rate contracts 315,777 104,809 256,673 63,909
Equity contracts 0 133 3,661 2,002
457,608 1,955,215 491,976 1,573,707

The following assets are subject to sale and repurchase transactions:

Included in held-to-maturity securities and
investment securities

% ® The Group

—mE_g —TTF
~A=t+H +ZA=+—8
As at As at

30 June 2002 31 December 2001
BT T BT
HK$’000 HK$’000
275,429 2,272,387

27



28

B TSR R AT

RAZE ()

AEEREEERDEBERSHEEFTIW
T

BIETEIRIT R ELAL B R i RE 1
GREEF

HHA - AEEEE BB ER B hEAR
BRI A R AR A N R M B X AIHETT
THERS  BPRHIREES  BXRE
BOARIZE ZFR - SHEREE - FARTT
ZENINER S - EBURZHH R KELRE
REZERHETSNERERE  WREHEE
HEAEBEMZE ST REF ARG
BHET c BEOWA  BURSERLIRS
ZEGRTETT -

Notes to the Interim Financial Report
Unaudited (cont’d)

The following liabilities are subject to sale and repurchase transactions:

% ® The Group

—EBBCF s
~H=T1H +TZA=+—H
As at As at
30 June 2002 31 December 2001
BT T BT
HK$’000 HK$’000
Included in deposits and balances of banks and
other financial institutions 275,429 2,272,387

During the period, the Group entered into a number of transactions with its ultimate
holding company and the ultimate holding company’s subsidiaries, in the ordinary course
of its banking business including, inter alia, lending, the acceptance and placement of
interbank 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 of customers of the Group. In the opinion of the directors, these
transactions were conducted on normal commercial terms.
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Notes to the Interim Financial Report
Unaudited (cont’d)

Information relating to income and expense from related party transactions during the
period and balances outstanding as at 30 June 2002 is set out below:

(a) Income/(expense)

% ® The Group
BEXA=+HIEAMEA
Six months ended 30 June

—BB_F _ET—F

2002 2001

AT T BT

HK$’000 HK$°000

Interest income 1,036 4,893
Interest expense (7,681) (146,047)
Net interest expense (6,645) (141,154)

(b) Ultimate holding company

% ® The Group

—EBBCF s
~A=+A T-R=+-8
As at As at
30 June 2002 31 December 2001
AT BT
HK$’000 HK$°000

Advances to customers and
other accounts less provisions 117,832 117,124
117,832 117,124

Current, fixed, savings and

other deposits of customers 1,250,841 1,324,232
Other accounts and provisions 1,464 2,943
1,252,305 1,327,175
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Notes to the Interim Financial Report
Unaudited (cont’d)

(c) Subsidiaries and associates of the ultimate holding company

% ® The Group

—EBBCF s
~H=T1H +TZA=+—H
As at As at
30 June 2002 31 December 2001
AT BT
HK$’000 HK$’000
Advances to customers and other accounts
less provisions 80,903 62,407
% ® The Group
—EBBCF s
~A=+A T-R=+-8
As at As at
30 June 2002 31 December 2001
AT BT
HK$’000 HK$’000
Deposits and balances of banks and
other financial institutions 82,628 122,647
Current, fixed, savings and other deposits
of customers 695,326 111,028
Other accounts and provisions 84,348 3,508
862,302 237,183
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Notes to the Interim Financial Report
Unaudited (cont’d)

(d) On 14 March 2002, the Bank entered into a Share Transfer and Subscription Agreement
with CITIC, True Worth Investments Limited (‘True Worth’) (a wholly- owned subsidiary of
CITIC), CITIC Pacific Limited (‘CITIC Pacific’), Dramatic Year Limited (‘Dramatic Year’) (a
wholly-owned subsidiary of the Bank), Forever Glory Holdings Ltd (‘Forever Glory’) (a
subsidiary of CITIC Pacific) and CCMH. Under this agreement, Forever Glory agreed to
subscribe for new shares in CCMH for cash consideration of HK$499,591,837 and Dramatic
Year agreed to sell the shares in CCMH to Forever Glory for cash consideration of
HK$10,408,163. Upon completion of the transaction, True Worth, Dramatic Year and
Forever Glory will hold 25%, 25% and 50% of the issued share capital of CCMH
respectively. The share transfer and subscription was completed on 27 May 2002.

Previously, the results of the associates were included in the consolidated income statement
to the extent of dividends received and receivable, providing the dividends were in respect
of a period ending on or before the financial statements of the Group and the Bank have
been approved by the directors. The results and reserves of the associates were not equity
accounted for in the consolidated financial statements as they were considered by the
directors to be immaterial to the Group. However, after the share transfer and the
subscription mentioned above, KWC and CS have become the associates of the Bank and
the directors considered that the results of the associates are material to the Group. These
associates’ results have been equity accounted for with effect from 27 May 2002, being
the date the share transfer and the subscription were completed.

(e) A subsidiary of the ultimate holding company has opened Hong Kong dollar 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$118,000,000 (31 December 2001:
HK$138,000,000) at 30 June 2002, were held in trust on behalf of the Bank free of any
encumbrances.

(f) A subsidiary of the Bank has opened a security account in CITIC Securities Company
Limited (“CSCL’) and has appointed China Prime Investment Management Company Limited
(‘CPIMCL’) as the investment manager of the account to invest in the PRC’s equity and
capital markets. Both CSCL and CPIMCL are subsidiaries of the Bank’s ultimate holding
company. Fee income payable to CPIMCL was calculated on a profit sharing basis annually.
As at 30 June 2002, the account has an outstanding balance of HK$29,000,000 (31
December 2001: HK$29,000,000).

31



32
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Supplementary Financial Information
Unaudited

REEEEZ
ERAMERNK Loans and advances
B EIB%RE Loans loss provision
BEEHAE Total assets
FEWMEEERE Total interest earning assets
FREsE Total deposits
BERE S Shareholders’ funds
st 2= Financial ratios
EART LR Capital adequacy

— REERE — unadjusted*
EART LR Capital adequacy

— PR G — adjusted**
THEREE R Average liquidity*
B ER Loans to deposits
ERUEERE Loans to total assets
—RERBES X General provision coverage
MEE R R Property lending
PRARETURA L 3 Cost to income
BEEM K Return on assets
AR E & [k Return on shareholders’

funds

Z% B The Group

* RAGGTRER T LR R TR ES L E2IRE
CERREEBNIRE  RESATRAETHE
HB LA E IR E - WANE GRITERIDE
ZHRREORIRARAE

o SRR AR T LR E - RIRBEEEREL
BG5S 5 BB R R EAR) « S AEEE R
5 ER  FTiRIRAS & BB RICIREL TR
FHRIEAVFEIR

—EBBCF s s
AH=+H RA=ZTH (e TZA=+—H g
As at As at As at
30 June 2002 30 June 2001 Variance 31 December 2001 Variance
BET T HK$'000 | B TIT HK$'000 %  EETIT HK$'000 %
43,731,306 33,114,992 32.06 32,777,554 33.42
1,072,353 925,989 15.81 678,061 58.15
77,800,507 59,067,359 31.71 59,427,301 30.92
72,695,459 56,099,341 29.58 56,557,764 28.53
63,782,902 50,198,612 27.06 46,381,457 37.52
7,280,088 6,020,890 20.91 6,253,677 16.41
19.64% 15.12% 20.81%
18.89% 14.69% 20.11%
45.86% 52.21% 51.19%
68.56% 65.97% 70.67%
56.21% 56.06% 55.16%
1.04% 1.11% 1.14%
45.95% 47.72% 45.55%
48.03% 39.67% 42.43%
1.10% 1.14% 1.10%
11.11% 10.33% 10.19%

* The capital adequacy ratio and the average liquidity ratio are computed on the consolidated basis covering

the Bank and certain of its financial subsidiaries as required by the HKMA for its regulatory purposes, and are

in accordance with the Third Schedule and the Fourth Schedule to the Hong Kong Banking Ordinance

respectively.

** 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.



R EER Supplementary Financial Information

REEER (8) Unaudited (cont’d)
% B The Group
—8B=%F e
~H=T1H +TZA=+—H
As at As at
30 June 2002 31 December 2001

BT T BT

HK$'000 HK$'000
BOER Core capital
Bami Paid up ordinary share capital 3,031,879 2,595,511
Syt Share premium 1,716,099 1,426,213
& Reserves 2,186,159 2,045,377
DB R Minority interests 0 92,760
B R Deduct: Goodwill (1,300,403) 0
ZOESEE Total core capital 5,633,734 6,159,861
EHREBHES Eligible supplementary capital
e Fe - MRS Sk R Reserves on revaluation of land and interests

in land 11,945 11,945

REE—MEE General provisions for doubtful debts 446,897 371,102
KARBERIE Perpetual subordinated debt 1,950,078 0
BHIREGE Term subordinated debt 2,340,094 2,340,094
SEWEMELRER Total eligible supplementary capital 4,749,014 2,723,141
HREEARERER Total capital base before deductions 10,382,748 8,883,002
BEREEREE Deductions from total capital base (194,209) (199,733)

NRRBERRERER Total capital base after deductions 10,188,539 8,683,269
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Supplementary Financial Information

Unaudited (cont’d)

% B The Group

—BB_FXA=1H —EE-F+_A=+—H g
As at 30 June 2002 As at 31 December 2001 Variance
BETT = BT IEAE
HK$°000 % HK$'000 % %
Loans for use in Hong Kong
Industrial, commercial and
financial
— property development 426,811 0.99 394,281 1.21 8.25
— property investment 5,342,512 12.35 3,260,385 10.05 63.86
- financial concerns 1,743,460 4.03 1,368,391 4.22 27.41
— stockbrokers 57,120 0.13 16,058 0.05
— wholesale and retail trade 1,979,840 4.58 2,017,801 6.22 (1.88)
— manufacturing 3,559,090 8.22 2,906,121 8.95 22.47
- transport and transport
equipment 4,940,994 11.42 3,694,141 11.38 33.75
— others 3,708,107 8.57 2,793,213 8.61 32.75
Individuals
— loans for the purchase of
flats under the Home
Ownership Scheme and
Private Sector
Participation Scheme 38,076 0.09 14,919 0.05
— loans for the purchase of
other residential
properties 13,624,606 31.48 @ 10,490,479 32.32 29.88
— credit card advances 316,272 0.73 41,691 0.13
— others 1,744,329 4.03 1,330,647 4.10 31.09
Trade finance 2,996,371 6.92 1,564,905 4.82 91.47
Loans for use outside
Hong Kong 2,797,556 6.46 2,561,695 7.89 9.21
Total 43,275,144 100.00 32,454,727 100.00 33.34
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Supplementary Financial Information

Unaudited (cont’d)

% B The Group
—BB_FXA=+H —EZ-F+ZA=+—H
As at 30 June 2002 As at 31 December 2001
REE BEE REEE WEE waE SRHEAE
Total Total Contingent Total Total Contingent
assets liabilities liabilities assets liabilities liabilities
BT T BT T BT T BT BT BT
HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000
88,299,488 71,930,513 16,890,609 58,092,046 49,338,120 10,627,753
44,206 6 0 32,614 32,824 0
1,944,131 1,748,472 751,101 3,385,335 3,167,326 673,503
(12,487,318)  (7,448,744) 0 (2,082,694)  (1,906,589) 0
77,800,507 66,230,247 17,641,710 59,427,301 50,631,681 11,301,256

The above geographical analysis has been classified by the location of the principal

operations of the subsidiaries or associates, in case of the Bank itself, of the location of

the branches responsible for reporting the results or booking the assets.

Z % B The Group

—BB_FXA=+H —EZ-F+ZA=+—H
As at 30 June 2002 As at 31 December 2001

BEFER BHEER TRITER BFEER BHEER TRITER
Non- Non-
Advances to Overdue performing Advances to Overdue performing
customers loans loans customers loans loans
BT T BT T BT T BT BT BT
HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000
36,106,439 2,459,311 2,204,994 23,549,074 1,164,956 1,151,172
5,970,189 426,088 439,318 7,510,586 492,490 307,793
1,071,678 21 22 1,377,585 12,904 12,911
126,838 34,637 34,637 17,482 0 0
43,275,144 2,920,057 2,678,971 32,454,727 1,670,350 1,471,876

The above geographical analysis has been classified by the location of the counterparties

after taking into account any transfer of risk. In general, such transfer of risk takes place

if the claims are guaranteed by a party in a country which is different from that of the

counterparty or if the claims are on an overseas branch of a bank whose head office is

located in another country.
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Supplementary Financial Information

Unaudited (cont’d)

% H® The Group

—222£7A=1H Asat 30 June 2002

BITREMN HEAH EIE A &R
BHERAE BHEER BHEER BHEER T4 i #Y
EHIBRBERE EHmEE BE BE RIS
Amount of Amount of
collateral specific
held in provisions
respect of Amount Amount made against
Overdue gross advances overdue of of overdue
to customers (net of advances to secured unsecured advances
suspended interest) customers balance balance to customers
BT T BT T BT T BT T BT T
HK$’000 %* HK$’000 HK$’000 HK$’000 HK$’000
367,171 0.85 645,089 252,096 115,075 47,563
640,415 1.48 389,476 365,675 274,740 104,123
1,912,471 4.42 1,420,223 1,208,381 704,090 391,131
2,920,057 6.75 2,454,788 1,826,152 1,093,905 542,817

£ & The Group

ZZEZT—F+_-A=+—H Asat 31 December 2001

RITIHEH HESRH Figaigiilso MEEIE K
BEER A BHEER BHEER BHEER e
CMGRERNE HAmE R g g RIS
Amount of Amount of
collateral specific
held in provisions
respect of Amount Amount  made against
Overdue gross advances overdue of of overdue
to customers (net of advances to secured unsecured advances
suspended interest) customers balance balance  to customers
BT BT BT BT BT
HK$’000 %* HK$’000 HK$’000 HK$’000 HK$’000
114,202 0.35 85,434 57,697 56,505 19,305
357,341 1.10 424,189 275,925 81,416 52,991
1,198,807 3.70 841,029 738,677 460,130 197,933
1,670,350 5.15 1,350,652 1,072,299 598,051 270,229

* Based on total advances to customers
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Supplementary Financial Information
Unaudited (cont’d)

There were no advances to banks and other financial institutions which were overdue for
over 3 months as at 30 June 2002 and 31 December 2001.

Z % B The Group

—BB-F —EE—F
~A=tH +-A=+-R
As at As at
30 June 2002 31 December 2001
BET T BT
HK$’000 HK$’000
Advances to customers overdue for more 2,920,057 1,670,350
than 3 months
Less: Amount overdue for more than 3
months and on which interest is still
being accrued (372,145) (260,969)
Add: Amount overdue for 3 months or
less and on which interest is being
placed in suspense or on which
interest accrual has ceased 94,726 4,311
Add: Rescheduled advances on which
interest is being placed in suspense or
on which interest accrual has ceased 23,698 51,624
Add: Amount not overdue and on which
interest is being placed in suspense or
on which interest accrual has ceased 12,635 6,560
Advances to customers on which
interest is being placed in suspense or
on which interest accrual has ceased 2,678,971 1,471,876
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Supplementary Financial Information
Unaudited (cont’d)

% B The Group

—BB_FXA=+H —EZ-F+ZA=+—H
As at 30 June 2002 As at 31 December 2001
TR Hih & E~ TR HhE A~
Accrued Other Accrued Other
interest assets* interest assets*
BT T BT T BT BT
HK$’000 HK$’000 HK$’000 HK$’000
Other assets overdue for
— 6 months or less but
over 3 months 719 144 1,758 0
— 1 year or less but over
6 months 1,024 0 12,658 2,826
— Over 1 year 27,825 39,482 41,735 0
Total 29,568 39,626 56,151 2,826

* Other assets refer to trade bills, other investments in securities and held-to-maturity securities.

% B The Group

—BB_FXA=+H —EZ-F+ZA=+—H
As at 30 June 2002 As at 31 December 2001
BT T BT
HK$’000 %* HK$’000 %*
Rescheduled loans 70,947 0.16 89,665 0.28

* Based on total advances to customers

There were no advances to banks and other financial institutions which were rescheduled
as at 30 June 2002 and 31 December 2001.
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Supplementary Financial Information

Unaudited (cont’d)

The information concerning the foreign currency exposures of the Group arising from

trading, non-trading and structural positions are disclosed as follows. The net options

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.

% B The Group

—BE_FH=TH ZEE-F+ZA=+—H
As at 30 June 2002 As at 31 December 2001
E AR¥E BE E AR “Er
US dollars Renminbi Total US dollars Renminbi Total
26,316,214 483,182 26,799,396 20,604,336 333,179 20,937,515
(24,895,048) (61,901) (24,956,949)  (21,250,359) (9,836)  (21,260,195)
61,061,661 0 61,061,661 61,313,741 0 61,313,741
(59,114,705) 0 (59,114,705) | (58,781,329) 0 (58,781,329)
3,368,122 421,281 3,789,403 1,886,389 323,343 2,209,732
BITR
H At B H 148 RERE Hity B
Banks and
other financial Public sector
institutions entities Others Total
BT T BT T BT T BT T
HK’000 HK’000 HK’000 HK’000
As at 30 June 2002
1. Asia and Pacific
excluding
Hong Kong 5,919,174 202,012 6,854,164 12,975,350
of which Australia 2,879,887 0 0 2,879,887
of which Mainland
China 1,576,914 202,012 6,475,910 8,254,836
2. Western Europe 10,534,614 4,303,328 14,837,942
of which Germany 2,813,761 546,365 3,360,126
of which United
Kingdom 2,511,278 0 1,253,849 3,765,127
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Supplementary Financial Information
Unaudited (cont’d)

RITR
H bR HerE N EHAth B
Banks and
other financial Public sector
institutions entities Others Total
BT BT BT BT
HK’000 HK’000 HK’000 HK’000
As at 31 December 2001
1. Asia and Pacific excluding 4,065,400 153,687 1,785,290 6,004,377
Hong Kong
of which Australia 1,656,043 0 0 1,656,043
of which Mainland China 1,662,188 153,687 1,510,783 3,326,658
2. Western Europe 9,162,848 3,878,748 13,041,596
of which Germany 2,387,371 392,774 2,780,145
of which United Kingdom 3,579,340 1,376,473 4,955,813

The information of cross-border claims discloses exposures to foreign counterparties on
which the ultimate risk lies, and is derived according to the location of the counterparties
after taking into account any transfer of risk. In general, such transfer of risk takes place
if the claims are guaranteed by a party in a country which is different from that of the
counterparty or if the claims are on an overseas branch of a bank whose head office is
located in another country.

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 of
Directors. Our 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.

(a) 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 of Directors, defines
the credit approval hierarchy and delegation of approval authority, the credit extension
criteria, the credit approval and monitoring processes, 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.
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Supplementary Financial Information
Unaudited (cont’d)

(a) Credit risk management (cont’d)

The credit risk management function is independent of business units and is overseen by
the Credit Committee which comprises the Chief Executive Officer, Group Credit Head
and other members of senior management.

The Group manages its credit risk within a conservative framework by evaluating the
creditworthiness and repayment capability of counterparties, setting credit limits for
counterparties and industry sectors, and obtaining collateral where appropriate. Actual
credit exposures and limits are regularly monitored and controlled at both individual and
portfolio level. The Group’s policy is not to have significant unwarranted concentrations
of exposure to individual counterparties or industry sectors.

An analysis of advances to customers by industry sectors is disclosed in note (3) of unaudited
supplementary financial information.

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 (18) of notes to the Interim Financial Report.

(b) Liquidity management

The Group manages its liquidity in order to meet all regulatory 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.

(c) 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
(1) of unaudited supplementary financial information, the Group’s unadjusted capital
adequacy ratio and adjusted capital adequacy ratio of 19.64% and 18.89% respectively
as at 30 June 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.
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Supplementary Financial Information
Unaudited (cont’d)

(d) Market risk management
Equipped with the analytical functionality provided by the new treasury system, the Group
has been managing its market risk effectively.

Market risk ensues once the Group takes 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 Group’s maximum market risk exposures are set by the Assets and Liabilities Committee

(*ALCO’). Exposures are monitored and reported to the management regularly.

The average daily revenue generated from the treasury’s trading activities for the half year
was HK$104,342 and the standard deviation was HK$2,246,508.

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

—EB=

CEECFIY¥F(—AERAMNBRIBVRAS
Daily Distribution of Trading Revenue for the First Half Year 2002 (Jan-Jun)

X% Number of Days

1

] ©
] ©

3 3 3 3

Dﬁéﬁfﬁifiﬁkﬂﬂ,,,, HHHﬁHﬁiﬁfﬁ:

m o - o - ~ ) < n

WA (B EETT) Revenue (HK$ million)

HEFME - KEB - ZRAEBEAEEE
9,424,7517T * M120KF B54 AL R E
18 - RIEBERMAN T HRE23,203LEH
#£500,0007T © £ EIR18K « mEFAMA
AT 247,0517T ©

This shows a maximum daily loss of HK$9,424,751 with 54 out of 120 days showing
losses. The most frequent result was a daily revenue of HK$23,203 to HK$500,000 with
18 occurrences. The highest daily revenue was HK$7,247,051.
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Supplementary Financial Information
Unaudited (cont’d)

(d) Market risk management (cont’d)

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 loss for the period was
HK$38,755.

Interest Rate Risk Management

The Group’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
period was HK$143,097.

Equity Price Risk Management
During the first six months of 2002, the Group has undertaken no trading activity in
equity.
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MEEEL

Dr. Daniel H Lam
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Mrs. Chan Hui Dor Lam Doreen
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Mr. Kong Siu Chee Kenneth

Mr. Lo Wing Yat Kelvin

WALt
Mr. Zhao Shengbiao

Supplementary Information

The Board of Directors are pleased to declare an interim dividend of HK$0.03 (2001:
HK$0.03) per share. The interim dividends will be paid on Monday, 16 September 2002
to all shareholders whose names are on the Register of Members of the Bank on Thursday,
12 September 2002.

The Register of Members of the Bank will be closed from Monday, 9 September 2002 to
Thursday, 12 September 2002, both days inclusive, during which period no transfer of
shares will be registered. In order to qualify for the interim dividends, all transfers of
shares accompanied by the relevant share certificates and transfer forms must be lodged
for registration with the Bank’s Share Registrar, Computershare Hong Kong Investor Services
Limited (formerly known as Central Registration Hong Kong Limited), at Shops 1712-
1716, 17th Floor, Hopewell Centre, 183 Queen’s Road East, Hong Kong not later than

4:00 p.m. on Friday, 6 September 2002.

At 30 June 2002, the beneficial interests of the directors in the share capital of the Bank as
recorded in the register maintained under Section 29 of the Securities (Disclosure of Interests)
Ordinance (the ‘SDIO’) were as follows:

SREEBYE -THNERR
Ordinary Shares of HK$1.00 each
E H s

Family interests Other interests

AR

Personal interests

B

Total interests

183,970 118,089 - 302,059
- - 2,074,689 2,074,689

- - 2,074,689 2,074,689

- - 2,074,689 2,074,689
1,400,000 - 614,114 2,014,114
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Supplementary Information
(cont’d)

Senior Executive Share Option Scheme

A Senior Executive Share Option Scheme (the ‘Option Scheme’) is maintained by the Bank,
under which eligible senior executives (including executive directors) of the Bank were
granted share options for subscription of shares of the Bank. The Option Scheme was
adopted on 30 March 1995. The exercise price of options was determined by the Board
and was the higher of the nominal value of the shares and 80% of the average of the
closing prices of the shares on the Stock Exchange for the five business days immediately
preceding the date of the 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 the Bank from time to
time, excluding any shares which have been duly allotted and issued pursuant to the
exercise of any option granted under the Option Scheme.

At 30 June 2002, the directors and employees of the Bank had the following interests in
options to subscribe for shares of the Bank (market value per share at 28 June 2002 was
HK$2.275) granted pursuant to the Option Scheme of the Bank. Each option gives the
holder the right to subscribe for one share.

B AT S ERE A R — IR AR TR ©

R-BB-F R-BB-F R~ EA MAEFH

—A-AR AA=+H HERTE RIEAMEA  THEBRER W E

RITER RITER AT IRRERR A HEAREE MERTEE =)

BREHE BRERE BF B IR HRHEE HER IR B B

No. of

shares Weighted

No. of No. of Period acquired on No. of Price per average

options options during exercise of options share on closing

outstanding  outstanding which options lapsed exercise of price

as at as at Date options during during the options (Note 3)

01/01/2002 30/06/2002 granted exercisable the period period (HK$) (HK$)

BRErEM LT 2,000,000 2,000,000  17/08/1999  20/04/2000- - - *2.217 -
Mrs. Chan Hui Dor Lam 29/03/2005

Doreen - *74,689 28/02/2002 28/02/2002- - - 2.217 -
29/03/2005

TIRBEE 2,000,000 2,000,000 17/08/1999 18/05/2001- - - *2.217 -
Mr. Kong Siu Chee 29/03/2005

Kenneth - *74,689 28/02/2002 28/02/2002- - - 2.217 -
29/03/2005

BRI 2,000,000 2,000,000 17/08/1999 31/10/1999- - - *2.217 -
Mr. Lo Wing Yat 29/03/2005

Kelvin - *74,689 28/02/2002 28/02/2002- - - 2.217 -
29/03/2005
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Supplementary Information

(cont’d)

Senior Executive Share Option Scheme (cont’d)

R-BB-F RIBB-F Rt~ EA EF
—A-AR AA=+H HERTE RItAEA  TEERER W E
RITER RITER AT IRRERR A HEAREE HERTEE =)

BRERE BRERE BF B IR HRHEE HER IR B B

No. of

shares Weighted

No. of No. of Period  acquired on No. of Price per average

options options during exercise of options share on closing

outstanding  outstanding which options lapsed exercise of price

as at as at Date options during during the options (Note 3)

01/01/2002 30/06/2002 granted exercisable the period period (HK$) (HK$)

WAL 87,000 87,000 10/04/1996  11/04/1996- - - 1.00 -
Mr. Zhao Shengbiao 29/03/2005

210,875 210,875 08/05/1997  09/05/1997- - - 1.00 -
29/03/2005

316,239 316,239 06/05/1998  07/05/1998- - - 1.00 -
29/03/2005

EE &G 200,000 200,000 30/03/1995 30/03/1995- - - 1.00 -
Aggregate total of employees 29/03/2005

37,000 37,000 10/04/1996 11/04/1996- - - 1.00 -
29/03/2005

42,125 42,125 08/05/1997 09/05/1997- - - 1.00 -
29/03/2005

73,689 73,689 06/05/1998 07/05/1998- - - 1.00 -
29/03/2005

1,200,000 1,050,000 16/04/1999  06/08/1999- 150,000 - *1.62 2.542
29/03/2005

- *44,813 28/02/2002 28/02/2002- - - 1.62 -
29/03/2005

3,000,000 - 17/08/1999 24/02/2000- - 3,000,000 2.30 -
05/01/2002

1,000,000 - 17/08/1999 11/02/2000- - 1,000,000 2.30 -
01/01/2002

2,700,000 - 17/08/1999 24/02/2000- 750,000 1,950,000 *2.217 2.483
31/03/2002

- - 28/02/2002 28/02/2002- - *100,830 2.217 -
31/03/2002

4,200,000 4,200,000 17/08/1999  01/04/2000- - - *2.217 -
29/03/2005

- *156,846 28/02/2002 28/02/2002- - - 2.217 -
29/03/2005

2,000,000 1,500,000 29/02/2000 18/01/2002- 500,000 - *1.97 2.575
31/12/2002

- *74,689 28/02/2002 28/02/2002- - - 1.97 -
31/12/2002
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Supplementary Information

(cont’d)

Senior Executive Share Option Scheme (cont’d)

R-BB-F R-BB-F Rt~ EA EF
-A-8B  XA=tA MEAGE  RENEA  TERRER Wi
RITER RITER AT IRRERR A HEAREE MERTEE =)

BRERE BRERE BF B IR HRHEE HER IR B B

No. of

shares Weighted

No. of No. of Period acquired on No. of Price per average

options options during exercise of options share on closing

outstanding  outstanding which options lapsed exercise of price

as at as at Date options during during the options (Note 3)

01/01/2002 30/06/2002 granted exercisable the period period (HK$) (HK$)

EE&E (@) 1,000,000 900,000  16/03/2000  16/03/2001- 100,000 - *1.828 2.675
Aggregate total of employees 29/03/2005

(cont’d) - *37,344 28/02/2002 28/02/2002- - - 1.828 -
29/03/2005

1,700,000 1,700,000 28/03/2000  31/03/2000- - - *1.758 -
29/03/2005

- *63,485 28/02/2002 28/02/2002- - - 1.758 -
29/03/2005

2,000,000 - 19/05/2000  26/04/2002- 2,000,000 - *1.513 2.663
29/03/2005

- - 28/02/2002 28/02/2002- *74,688 - 1.513 2.663
29/03/2005

1,000,000 1,000,000 27/06/2000  05/06/2002- - - *1.681 -
29/03/2005

- *37,344 28/02/2002 28/02/2002- - - 1.681 -
29/03/2005

700,000 500,000 10/08/2000 11/08/2001- 200,000 - *2.198 2.600
29/03/2005

- *18,672 28/02/2002 28/02/2002- *7,469 - 2.198 2.600
29/03/2005

200,000 200,000 23/08/2000  24/08/2001- - - *2.213 -
29/03/2005

- *7,469 28/02/2002 28/02/2002- - - 2.213 -
29/03/2005

2,300,000 2,300,000 05/12/2000  22/10/2001- - - *1.747 -
29/03/2005

- *85,891 28/02/2002 28/02/2002- - - 1.747 -
29/03/2005

300,000 300,000 26/03/2001 27/03/2002- - - *1.758 -
29/03/2005

- *11,203 28/02/2002 28/02/2002- - - 1.758 -
29/03/2005
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Supplementary Information
(cont’d)

Senior Executive Share Option Scheme (cont’d)

Notes:

1. All the options lapsed before expiry of the options will be added back to the number of shares available

to be issued under the Option Scheme.

2. The closing price of the shares of the Bank immediately before the date on which the options were
granted on 28 February 2002 was HK$2.425.

3. This represents the weighted average closing price of the shares of the Bank immediately before the

dates on which the options were exercised.

4. *Subsequent to the one for six Rights Issue of the Bank on 7 January 2002, the exercise prices were
adjusted while options to subscribe for additional Ordinary Shares of the Bank were granted to certain
existing option holders as adjustments made to their existing options to reflect the dilution effect of the
Rights Issue.

The share options granted are not recognised in the financial statements until they are
exercised. The value per option granted during the period estimated at the date of grant
using the Binomial option pricing model was HK$0.64. The weighted average assumptions
used are as follows:

Risk-free interest rate 4.245%
Expected life (in years) 2.58
Volatility 33.50%
Expected dividend per share HK$0.03

The Binomial option pricing model requires input of highly subjective assumptions, including
the expected stock price volatility. Because the Bank’s share options have characteristics
significantly different from those of traded options, and because changes in the subjective
input assumptions can materially affect the fair value estimate, the Binomial option pricing
model does not necessarily provide a reliable measure of the fair value of the share options.

Save as mentioned above, none of the directors of the Bank or their associates had any
beneficial interests in the share capital of the Bank and its associated companies (as defined
in the SDIO) as at 30 June 2002.
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Supplementary Information
(cont’d)

At 30 June 2002, the Register of Substantial Shareholders maintained under Section 16(1)
of the SDIO shows that China International Trust and Investment Corporation beneficially
owned 1,667,840,076 Ordinary Shares of HK$1.00 each in the share capital of the Bank
representing approximately 55.01% of the then issued share capital of the Bank.

Save as disclosed, there was no person known to the directors who at 30 June 2002 was
directly or indirectly interested in 10% or more of the nominal value of any class of share
capital carrying rights to vote in all circumstances at general meetings of the Bank or any
of its associated companies (as defined in the SDIO).

The Bank has not redeemed any of its listed securities during this interim period. In
January 2002, Cargary Securities Limited (the then subsidiary of the Bank), subscribed
553,897 rights shares of the Bank at the subscription price of HK$1.68 per share pursuant
to the 1 for 6 Rights Issue of the Bank. The shares were subsequently sold on the Stock
Exchange at the price range of HK$1.97 to HK$2.075 per share in January 2002. Save as
mentioned above, neither the Bank nor any of its subsidiaries has purchased or sold any of
the Bank'’s listed securities during this interim period.

The Bank has complied throughout the six months ended 30 June 2002 with the Code of
Best Practice as set out in Appendix 14 of the Listing Rules of the Stock Exchange, except
that there is no specific term for the appointment of independent non-executive directors
and that the Bank is in the process of forming an Audit Committee in order to comply fully
with paragraph 14 of the aforementioned Code.
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Independent Review Report

We have been instructed by the Bank to review the Interim Financial Report set out on
pages 2 to 31.

The Rules Governing the Listing of Securities on The Stock Exchange of Hong Kong Limited
require the preparation of an Interim Financial Report to be in compliance with the relevant
provisions thereof and Statement of Standard Accounting Practice 25 ‘Interim Financial
Reporting’ issued by the Hong Kong Society of Accountants. The Interim Financial Report
is the responsibility of, and has been approved by, the directors.

We conducted our review in accordance with Statement of Auditing Standards 700
‘Engagements to Review Interim Financial Reports’ issued by the Hong Kong Society of
Accountants. A review consists principally of making enquiries of management and applying
analytical procedures to the Interim Financial Report and based thereon, assessing whether
the accounting policies and presentation have been consistently applied unless otherwise
disclosed. A review excludes audit procedures such as tests of controls and verification of
assets, liabilities and transactions. It is substantially less in scope than an audit and therefore
provides a lower level of assurance than an audit. Accordingly, we do not express an
audit opinion on the Interim Financial Report.

On the basis of our review which does not constitute an audit, we are not aware of any
material modifications that should be made to the Interim Financial Report for the six
months ended 30 June 2002.

KPMG
Certified Public Accountants

Hong Kong, 15 August 2002
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Management Discussion and Analysis

In 2002, Hong Kong’s economy continued to experience difficulties while the demand for
loans remained weak. Operating under this challenging environment, the Bank firmly
adhered to the guiding principles of ‘Innovation, Restructuring and Further Growth’. On
one hand, the Bank continued to develop high yield businesses to sustain earnings growth.
On the other hand, significant progress has been made in terms of the integration with
The Hongkong Chinese Bank, Limited (‘HKCB’) and the re-organization of the Group
structure which will pave the way for future growth.

The Bank completed the acquisition of HKCB on 17 January 2002. The results and financial
position for the six months ended 30 June 2002 are presented on a consolidated basis.

(a) Earnings increased by over 20% in the first half of 2002

(i) CITIC Ka Wah Bank & HKCB earnings

Despite the continued difficult operating environment for the banking industry, the Bank’s
net profit attributable to shareholders increased by HK$69 million, or 22.6%, to HK$376
million in the first half of 2002.

Following the completion of the acquisition of HKCB in January 2002, the Bank appointed
a number of senior executives to HKCB to drive business development and to integrate
the business and operations of the two banks. As a result, the performance of HKCB
improved considerably compared to the second half of 2001. HKCB’s contribution to the
Bank amounted to approximately HK$30 million in the first half of 2002. At the same
time, driven by the increase in net interest income, the Bank’s own businesses also recorded
significant growth, registering a net profit increase of over 20%.

(i) Net interest income

In the first half of 2002, the Bank’s net interest income surged by 46.9% to HK$854
million over the corresponding period of 2001, mainly due to a 32.1% increase in total
loans. In addition, net interest margin increased by 25 basis points to 2.39%. In view of
the interest rate scenario, the Treasury Department hedged its portfolio by investing in
high quality fixed income securities which led to a substantial increase in interest income.
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Management Discussion and Analysis
(cont’d)

(a) Earnings increased by over 20% in the first half of 2002 (cont’d)

(iii) Non-interest income

The Bank’s non-interest income declined by 5.2% to HK$251 million against the same
period of last year. This was mainly due to the effect of hedging our treasury portfolio,
which resulted in lower investment income but much higher interest income contribution.
Brokerage fees and commission income from Investment Banking recorded a drop due to
the lackluster stock market. In addition, the Bank reduced its interests in Ka Wah Capital
Limited and Cargary Securities Limited from 51% to 25% in May resulting in their
contributions no longer being consolidated at the subsidiary level. However, it is worth
mentioning that the Bank’s wealth management business registered strong growth. During
the period, the Bank recorded HK$43 million in fee income from the distribution of
guaranteed funds and Bancassurance, representing a substantial increase of 68% and
5.6 times respectively compared to the same period of last year. The credit card division,
established at the end of 2001, also contributed to the Bank’s fee income. Although
wealth management, credit card, and syndicated loans are expected to be the key drivers
for fee income growth in the future, the Bank will continue to explore new non-interest

income avenues.

(iv) Operating expenses

In the first half of 2002, operating costs after goodwill increased by 58.0% to HK$531
million. However, if HKCB related items, such as integration costs, operating costs and
goodwill amortization, were excluded, the increase in the Bank’s operating costs was
moderate. The increase in the Bank’s operating costs was attributable to credit card
promotion expenses, staff costs, information technology expenses, amortization expenses
for the subordinated debt issuance and costs relating to the Group restructuring. After
taking into account of the goodwill amortization, the Bank’s cost-to-income ratio stood
at 48.0%.

(v) Charge for bad and doubtful debts

In view of the satisfactory results for the first half of 2002, the Bank has decided to
increase its charge for bad and doubtful debts by 48.0% to HK$211 million after considering
the difficult outlook of the local economy.
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Management Discussion and Analysis
(cont’d)

(b) Strive to enhance asset quality

(i) Loans, deposits, and asset size

Combining the assets of HKCB, the Bank’s total assets reached HK$77.8 billion in the first
half of 2002, an increase of HK$18.7 billion, or 31.7%, versus 2001 first half figure of
HK$59.1 billion. Total loans and deposits reached HK$43.7 billion and HK$63.8 billion
respectively, representing an increase of 32.1% and 27.1% respectively from the same
period of last year.

(i) Asset quality indicators

Despite the challenging economic environment and the continued increase in the number
of personal bankruptcy cases, the Bank’s asset quality indicators remained at healthy levels.
This was due to the close monitoring and stringent control of asset quality as well as the
application of tightened credit approval and credit risk management measures. For instance,
the credit card operation, which was established at the end of 2001, is expected to record
a charge-off ratio of 4.9% for the full-year 2002, which is below the industry average. The
charge-off ratio for Hire Purchase and Leasing was 0.6%.

(iii) Credit policies and approval procedures

The Bank strives to enhance its asset quality by introducing new credit policies and approval
procedures for new businesses such as the 140% negative equity mortgage re-financing
service and foreign exchange contracts for corporate customers. At the same time, the
Bank has made tremendous efforts in strengthening HKCB’s credit risk management and
approval procedures with a view to aligning them with those of the Bank. HKCB’s asset
quality indicators are expected to show significant improvement in the future.

(iv) Problem loans

In the first half of 2002, the Bank resolved HK$506 million problem loans. As at the end of
June 2002, the classified exposure stood at HK$2.9 billion, equivalent to 6.7% of total
loans. Coverage ratio stood at 86.0%, while the non-performing loan ratio was 6.2%.
The Bank has assigned HK$886 million worth of non-performing loans and assets recovered
from debt-to-asset swap to its asset management company. Following the completion of
the Group restructuring, the Bank’s asset quality will be further enhanced while the NPL
ratio is expected to decline further.
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Management Discussion and Analysis
(cont’d)

(b) Strive to enhance asset quality (cont’d)

(v) Capital management

On the capital management front, in January 2002, the Bank successfully raised HK$726
million through a rights issue. In February 2002, the Bank launched HK$600 million
floating rate certificates of deposit. In May 2002, the Bank successfully issued US$250
million perpetual subordinated guaranteed notes, the first-ever perpetual Upper Tier Il
Capital Security in Asia (ex-Japan). HKCB also issued HK$800 million 364-day floating
rate certificates of deposit in June 2002 to further enhance its capital base for future
business development.

(vi) Financial position

Under prudent treasury management and stringent credit control, the Bank’s financial
position remained strong. As at the end of June, the unadjusted capital adequacy ratio
was 19.6%; the loans to deposits ratio was 68.6%; the loans to total assets ratio was
56.2%; and the average liquidity ratio was 45.9%.

Asset Quality Indicators:

—EECF —EE—F —TTLTF
AR TOAK TOAK
REEE hIERFEE hIERFEE

Consolidated
Indicators as at

CKWB Indicators
as at 31 December

CKWB Indicators
as at 31 December

30 June 2002 2001 2000
Classified Exposure 6.7% 5.5% 6.3%
NPL 6.2% 4.5% 4.8%
Capital Adequacy (unadjusted) 19.6% 20.8% 17.1%
Loans to Deposits 68.6% 70.7% 67.4%
Loans to Total Assets 56.2% 55.2% 57.9%
Average Liquidity 45.9% 51.2% 42.1%

(c) Continued business development

During the first half of 2002, the Bank launched a series of new products and services.
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Management Discussion and Analysis
(cont’d)

(c) Continued business development (cont’d)
Products and services launched during the first half of 2002:

_H -

January

[/ heREREMER]FE

"SME Business Installation and Equipment Loan Scheme’
AT Ao B 2 t8 5T 8l

Credit Card ’Interest Free Flexi-Installment’ Tax Loan Plan
EESRBESLAZEES

Acted as Placing Bank for HKMC's Retail Bonds

KA [ERIRE I ERE 3

'Sun Savers’ life insurance service

March

[B2B Exchange!| Z £t 15

Official launch of 'B2B Exchange’ service

[Internet Cash Management! # E £ & BB LIRS - BREFORSREEH - =1L
MNXR - HEREEAERRE

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

XA ERES RS

Sun Life FORTUNE Guaranteed Interest Fund

EH L

April

[84E 1R ] 25 SRR AT 8l

"Homeplus’ Comprehensive Home Contents Cover
EEMEERAATERS

Acted as Placing Bank for MTRC’s Retail Bonds

ﬁﬂ L

May

FHHEI[140% 8 EEER |58

First-in-Market Mortgage Refinancing Service of up to 140% of Current Market Value
(AR ARAF ] F ifF BBt 8

Bonanza Deposit Campaign

WE IR R

Financial Needs Analysis

EESRBESLAZEES
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(i) Credit card

CITIC Ka Wah VISA, the Bank’s first credit card launched in November 2001, achieved
better than expected results. Its innovative value propositions attracted 80,000 new
customers, and credit card receivables reached HK$200 million. The Bank’s goal is to
increase the number of cards issued to over 100,000 by the end of this year, and receivables
are expected to be doubled.
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Management Discussion and Analysis
(cont’d)

(c) Continued business development (cont’d)

(i) China banking

At the beginning of 2002, the Bank established a China Banking Department to develop
retail banking, corporate banking, and treasury businesses in the Mainland in collaboration
with the CITIC group of companies.

In terms of retail banking, the Bank formed a joint venture with a Hong Kong subsidiary of
CITIC Industrial Bank to develop credit card business in the Mainland. Substantial amount
of work had been completed in the past few months, including the completion of market
research in Beijing, Shanghai, Guangzhou, and Shenzhen. A business plan has been
drafted while the planning of organization structure and staffing is in progress. The Bank
intends to sign an agreement with CITIC Industrial Bank of which the Bank will assume an
advisory and management role in providing a range of technical and consulting services
relating to credit card operations. The first RMB credit card is scheduled for launch in the
first half of 2003.
Shenzhen, Shanghai, and Hangzhou in collaboration with CITIC Industrial Bank and CITIC

In addition, the Bank conducted a number of investment seminars in

Securities to develop wealth management services. The Bank is also actively exploring
residential mortgage lending opportunities in the Mainland.

On corporate banking, the Bank has been offering corporate customers with RMB loans
through CITIC Industrial Bank since the beginning of 2000. The business has been growing
steadily with a double-digit growth in business volume recorded in the first half of 2002.

On treasury, the Bank has started to provide US dollar clearing services for CITIC Industrial
Bank’s branches. In the future, the Bank plans to collaborate with CITIC Trust & Investment
Co Limited to develop foreign currency fund management services through CITIC Industrial
Bank.

(iii) Loan syndication

In March this year, the Bank established a Syndication Desk under the Corporate Banking
Group to strengthen the Bank’s capabilities in this area. Since inception, the Bank has
been the sole arranger for three syndicated term loan facilities, namely Far East Consortium
International Limited (US$20 million), Eastern Asia Technology (HK) Limited
(HK$200 million), and Singamas Container Holdings Limited (US$20 million).
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Management Discussion and Analysis
(cont’d)

(c) Continued business development (cont’d)

(iv) 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’). Since introduction, the
140% Program has received tremendous positive responses and helped boost the Bank’s
image in the marketplace. The interest margin of the 140% Program is, on average,
approximately 100 basis points higher than those of ordinary residential mortgages. It
also helped generate additional fee income for the Bank. To date, the Bank has approved
850 applications, equivalent to HK$1.4 billion, under the 140% Program.

(v) Taiwan market

The Bank is seeking to establish co-operative relationships with a number of banks in
Taiwan. To this end, the Bank plans to enter into a memorandum of understanding with
these banks for the development of banking businesses in the Greater China region.
Through CITIC Industrial Bank, the Bank also seeks to provide Taiwanese companies with
businesses in the Mainland HK dollar and foreign currency lending facilities, remittance,
and trade finance services.

(a) Integration project

Following the acquisition of HKCB on 17 January 2002, the Bank commenced the first
phase of the integration, which was completed on 30 June 2002. The entire integration
is scheduled for completion before the end of this year.

(i) Management structure

In order to strengthen the management structure of both the Bank and HKCB and to
ensure a smooth and seamless integration, the Bank appointed its Alternate Chief Executive
Officer, Mrs. Doreen Chan, as the Managing Director and Chief Executive of HKCB on 15
April 2002. The Bank also appointed Mr. Raymond Lee as Vice Chairman of HKCB, Advisor
to the Chief Executive Officers of the two banks and Director of the Integration Committee.
In addition, the Bank has seconded a number of senior executives to HKCB and provided
product training to over 100 HKCB’s staff with a view to driving future business
development.

(i) Customers
The Bank’s total number of customers is expected to increase by 20% after integration.

(iii) Products and services
The Bank has aligned the management of all marketing activities. The alignment of products
and services has been ongoing.
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Management Discussion and Analysis
(cont’d)

(a) Integration project (cont’d)

(iv) Sales and distribution

The Bank has set sales targets and sales incentive schemes to promote sales effort at
HKCB. The alignment of customer’s scale of fee charges has been completed. At present,
the Bank and HKCB have a total of 41 retail branches and 8 finance branches compared
to 50 retail branches and 17 finance branches before the acquisition. In the future, the
Bank will continue to upgrade the efficiency of its branch network through branch
relocation, merger, and opening of new branches.

(v) People

The Bank has removed job duplications through training and staff redeployment. As at 30
June 2002, the combined total headcount of the Bank and HKCB was 1,440, representing
a reduction of 140 staff since 2001 year-end. A majority of the staff turnover came from
voluntary resignations. Given the two banks’ combined assets at HK$77.8 billion, the
Bank considers the present staffing level to be appropriate and plans to maintain the
number of headcount at this level going forward.

(vi) Operations
The Bank has completed the physical integration of a majority of back office operations.
The alignment of major departmental policies and procedures has been completed.

(vii) Technology
IBM was appointed as the IT consultant on quality assurance. Full system conversion is
scheduled to take place before the end of 2002.

(viii) Risk management
A majority of the integration tasks relating to risk management has been completed.

(b) Synergies

In the first half of 2002, the Bank recorded synergies amounting to HK$43 million,
approximately 70% of which came from cost savings and 30% from increased revenues.
For the second half of 2002, the Bank projects a 1.6 times increase in synergies to HK$111
million compared to the first half, and to reach HK$154 million for 2002. The Bank
expects the effect of synergies to be fully reflected in 2003.



BT WA DA

(%)

RTESE - AEMmEEKR T EBRE SR
PEIRERAR] - SRRERT - RERT
NEEBTHEZIRES  BRREXEE
RITEERGEE SRS

(a) HERTEE

ERRERTERSEEEARKNE —
& o ATER AR EEATISIERE
BAR(REERD  2EEERFTEBR
FEES  XEOARIPEESISIAFIK
RPEHRE  BRPEATNEATERE
[ EEAR] AR - BRSO KRR ESR
EBRA - RR[PEER G EARTT R A ERE
HREEERE  INETATRDER
BERTT - BHIARIA [PEER B mbeHE
HEEREES  WEBATHRETS

(b) BRRITHRE
(FEZFFRTERIFAEMERCR
A+ AIENEDES BB - WA T
NBEBRTE AP ERFERITER
RANEOD &) - AT ERAEERFAF
BEPERFRRTER - AEEEITEN
EHE - PERERRZBTESLERE
FR - FREGFERIPERFRITERL
Al BEKEMITERBRNRITER W
HERFERN A HoBERAR) TR
BlhERReREZERERAR - 2EHS
SRM[PERFRITERAR REMLE
BMEBEY - RSEEEBEZM LT -

(c) BEEEEK
ITEHHERFERITHNABNATERE
TTREFRIADREEESR R FEE
BERA)  ZAFBEMREAREE R R E
MEENTHCRE T EEEELR  Rike
BOIMBERBNTREE - HEREIRE
BEERAENGERR  REEDEEX
% weEEMhhREENEEEY - &
EEEERBRANBERER - BEIR
EE_FEMKRABNTERENER

Management Discussion and Analysis
(cont’d)

In February 2002, the Bank announced the formation of CITIC International Financial
Holdings Limited under which the Bank’s operations will be divided into 3 distinct business
lines, namely commercial banking, investment banking, and asset management, to increase
the Group’s overall competitiveness.

(a) Investment Banking

In February 2002, the Bank restructured its investment banking operations by forming
CITIC Capital Markets Holdings Limited (‘CITIC Capital’) as the holding company of Cargary
Securities Limited and Ka Wah Capital Limited. In May 2002, CITIC Pacific Limited (‘CITIC
Pacific’) became a shareholder of CITIC Capital. At present, the Bank and CITIC each
owns 25% of CITIC Capital with the remaining 50% owned by CITIC Pacific. CITIC Capital’s
future plan is to build a closer relationship with the Bank and CITIC Securities, and to
focus on the development of investment banking business in the Mainland. CITIC Capital
will shortly roll out its first guaranteed fund for distribution through the Bank’s network.

(b) Commercial Banking

On 12 July 2002, the passage of the CITIC Ka Wah Bank Limited (Merger) Bill took place
at the Legislative Council and, as a result, the CITIC Ka Wah Bank Limited (Merger) Ordinance
was enacted and published in the Government Gazette on 19 July 2002. The Bank intends
to apply to the Hong Kong Monetary Authority for the revocation of CITIC Ka Wah Bank’s
banking licence, and on a day to be appointed by the Board, CITIC Ka Wah Bank will
transfer its banking businesses to HKCB. HKCB will change its name to CITIC Ka Wah
Bank Limited and continue to operate the integrated banking businesses, while CITIC Ka
Wah Bank will change its name to CITIC International Financial Holdings Limited. This will
become the holding company of CITIC Ka Wah Bank Limited and other finance-related
businesses, and shall maintain its listing on the Hong Kong Stock Exchange.

(c) Asset Management

In the first half of 2002, Ka Wah Assets Management Limited (‘KWAM’) completed the
sub-participation of HK$886 million worth of non-performing loans and assets recovered
from debt-to-asset swap from CITIC Ka Wah Bank. Leveraging on its solid experience in
the recovery of problem loans, KWAM?’s core business will focus on the management and
recovery of non-performing loans. In the medium term, KWAM plans to develop fund
management businesses through venture capital or direct investments as well as exploring
China-related assets management. The Bank anticipates KWAM will start to bring in
positive contributions by the end of 2003.
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Management Discussion and Analysis
(cont’d)

For the second half of 2002, the Bank intends to expand and enhance its product range,
continue to maintain a tight control on operating costs, and seek continued improvement
on asset quality. The Bank will also aim at fostering closer relationships with other financial
institutions within the CITIC Group such as CITIC Industrial Bank and CITIC Securities, and
will also actively explore business opportunities in the region, particularly the Taiwan market.
Above all, the Bank is committed to accomplishing the HKCB integration and the Group
re-organization before the end of this year, which will enable it to increase its
competitiveness in the marketplace and to progress towards its goal of becoming a premier
financial group in Hong Kong, the Mainland and the region.

By Order of the Board

CITIC KA WAH BANK LIMITED

Chang Zhenming

Director, President and Chief Executive Officer

Hong Kong, 15 August 2002
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