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The close ties

Between China and Hong Kong
Are stronger than the special bond
Between family members.

In a harmonious relationship,

They help each other grow

And realize their full potential.

Such an amicable relationship is also exemplified by

CITIC Ka Wah Bank Limited.

As a subsidiary of the CITIC Group,

We collaborate with our sister companies

To work towards a common goal and pave our way to success.
On the back of a solid foundation and a clear vision,

We strive to break new grounds, pursue new opportunities.
Together, we SHAPE THE FUTURE.
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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 approximately 54% owned by CITIC Group.

Under a strong and experienced management team, the Bank
continues to grow its businesses, and is recognized by the
market as an innovative and progressive bank. Our promises
and commitment for the future are embedded in our vision to
be a leading financial services provider that brings exceptional

value to our customers.

We operate 34 branches in Hong Kong, and two branches in
the U.S. in New York and Los Angeles. In the Mainland, we
have two representative offices in Beijing and Shanghai, and a
wholly-owned finance company, China International Finance
Company Limited (Shenzhen). We are rated ‘Baa2’ by Moody's
Investors Service and ‘BBB’ by FITCH.
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Financial Performance

—EE-UBRRE 2003 Financial Highlights
% BB
2F (BEET) For the year (In HKS million) 2003 2002 % change
FRE U A Net interest income 1,547 1,707 -9.4
JER B WA Non-interest income 400 471 -15.2
P Operating expenses 918 1,018 -9.8
RIZRER Charge for bad and doubtful debts 474 509 -7.0
R %4 A1 % Al Profit before taxation 757 667 +13.4
HiIE Taxation 103 95 +9.1
PR 3R FE Az A Profit attributable to shareholders 654 573 +14.1
% BB

RE#ER (BEBT) At year end (In HKS million) 2003 2002 % change
BRMER Loans and advances 40,067 42,320 -5.3
EEHRE Total assets 77,415 72,920 +6.2
TR Total deposits 63,126 60,743 +3.9
BRERES Shareholders’ funds 4,937 4,636 +6.5
B 7% b = Financial ratios 2003 2002
ERG R E Capital adequacy 16.3% 17.4%
EEFRHESLE 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%

HZI12A31HIE For year ended 31 Dec 49.2% -
AR A B = Cost to income 47.1% 46.7%
BEfFtb = Loans to deposits 63.5% 69.7%
EE 3N 2002 F 2 LB HFEFER  FIEHARBEHE IRIRBHE38MA ©

Remark: Comparative figures for 2002 are restated. Details are set out in note 3 and note 38 on the financial statements.

? FERERTARLA CITIC Ka Wah Bank Limited
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Five Year Summary

2FEE (BEET) For the year (In HKS million) 2003 2002 2001 2000 1999
FER B U A Net interest income 1,547 1,707 519 570 428
FEF B A Non-interest income 400 471 106 119 187
FE Operating expenses 918 1,018 353 305 275
RIBIRAERE Charge for bad and
doubtful debts 474 509 228 258 291

R %5 A1 % Al Profit before taxation 757 667 33 112 39
HiE Taxation 103 95 1 11 10
iR R AL =R Profit attributable to shareholders 654 573 32 93 12
REZB (BE#ET) At year end (In HKS million) 2003 2002 2001 2000 1999
BRI Loans and advances 40,067 42,320 12,132 13,140 13,287
EREEER Loan loss provision 1,060 941 473 449 619
EEAE Total assets 77,415 72,920 19,994 24,580 25,785
FEWREERE Total interest earnings assets 74,609 70,007 18,910 23,340 23,804
TR Total deposits 63,126 60,743 16,337 20,008 20,467
BRES Shareholders’ funds 4,937 4,636 3,238 3,242 3,207
B % bb == Financial ratios 2003 2002 2001 2000 1999
EARTRLER Capital adequacy 16.3% 17.4% 27.1% 26.7% 26.6%
2EFHREFESLLER  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% - - -

BZ12831 81k For year ended 31 Dec 49.2% - 58.8% 61.6% 65.6%
EfFkE= Loans to deposits 63.5% 69.7% 74.3% 65.7% 64.9%
ERHEELELE Loans to total assets 51.8% 58.0% 60.7% 53.5% 51.5%
—REEBELE General provision coverage 1.4% 1.2% 1.1% 1.4% 1.3%
RRAE YA L & Cost to income 47.1% 46.7% 56.4% 44.3% 44.7%
EERRE Return on assets 0.9% 0.8% 0.2% 0.4% 0.1%
BERESERE Return on shareholders’ funds 13.7% 12.4% 1.0% 2.9% 0.4%
7% 2002 F 2t BB FEFER > FRAAREMT IRRENTIBA - ZR 200l FREEFMHZLEBH T - Al AR F L E 8, AR

FHSHBRERERANZEE  AEAERZEEFTIREEIF  BRATREFNEERZSEHEF -

Remark: Comparative figures for 2002 are restated. Details are set out in note 3 and note 38 on the financial statements. Comparative figures for 2001
and prior years have not been restated to reflect the change in accounting policies and the presentation as the benefits which would be derived
from fully restating figures would not justify the cost of such restatement.

BREEGET (F®RET)
Profit attributable to shareholders (HKS million)

REHRE (FRET)
Total assets (HKS million)

BE&HEE (BEBT)
Shareholders’ funds (HK$ million)

800 80,000 8,000
700 70,000 7,000
600 60,000 6,000
500 50,000 5,000
400 40,000 4,000
300 30,000 3,000
200 20,000 2,000
100 10,000 1,000
0 99 00 01 02 03 0 0 99 00 01 02 03
—EE-EER Annual Report 2003 3
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Financial Performance

TR Deposits *

1. &ERE D By type 2003 2002
FEx Current 21.0% 2.3%
®HE Savings 15.4% 13.1%
E 5 Fixed 63.6% 84.6%
&% Total 100.0% 100.0%

2. REHBE S By maturity 2003 2002
B RF{EE On demand 36.4% 15.4%
PR=@EA Less than 3 months 61.0% 79.1%
BRA=EAEFE—F Over 3 months but less than 1 year 2.4% 5.5%
BR-—FERERTE Over 1 year but less than 5 years 0.2% -
a5t Total 100.0% 100.0%

3. RE¥ES By currency 2003 2002
BT HKD 62.7% 63.4%
Ep usD 28.2% 28.3%
Hith Others 9.1% 8.3%
&% Total 100.0% 100.0%

4. FREREEE Number of deposit accounts 2003 2002

224,582 229,996

*CUERFERAER * Based on customer deposits only

FER B U A Non-Interest Income

2003 2002

FRBEEAS WA Net fees & commission income 93.4% 77.8%

INER Zm A Gain from foreign exchange dealing 2.7% 2.9%

B2 WA Dividend income 3.0% 3.8%

Hi Others 0.9% 15.5%

a5t Total 100.0% 100.0%

w7 s# Deposit Breakdown

gy Total
100%
0/ SERITE 0/ TERITH o/ FRE/ FaE o/ BIDIT 0
543 /0 Retail Banking Group 330 /0 Wholesale Banking Group 7 5/0 D, / FRN o ]- ]- /0 Overseas Branches 4 ]- /0 Others

4 RIEEERTAERAT  CITIC Ka Wah Bank Limited



st Loan Portfolio*

1. &IT#E D By industry sectors 2003 2002
ARBENER Loans for use in Hong Kong
TREARESRA . Industrial, commercial and financial:
MEERE Property development 0.8% 1.3%
MERE Property investment 10.3% 12.3%
SRR Financial concerns 6.7% 3.9%
BRELL Stockbroker 0.1% 0.1%
HEREZEES Wholesale and retail trade 5.7% 5.9%
BUE Manufacturing 8.9% 7.9%
ERMERERRE Transport and transport equipment 11.4% 11.8%
Hity Others 9.5% 7.5%
@A : Individuals:

%8 ( [EEBHEE] Mortgage (Home Ownership Scheme,
[FAASEERFE ] & Private Sector Participation Scheme and

[HEBHEZEE] ) Tenants Purchase Scheme) 0.1% 0.1%
2B (HEtE=s) Mortgage (other residential properties) 27.6% 31.5%
ERAEEE Credit card advances 1.1% 0.8%
Hit Others 3.5% 3.1%
ESmE Trade finance 4.8% 4.7%
AREBLUIIE T HER Loans for use outside Hong Kong 9.5% 9.1%
a5t Total 100.0% 100.0%
2. BwEDHED By geographical spread 2003 2002
& Hong Kong 81.2% 83.8%
A China 11.1% 10.3%
Hity Others 7.7% 5.9%
o Total 100.0% 100.0%
3. BEHES By maturity 2003 2002
Bl B R 22 Repayable on demand 5.0% 6.2%
DR—F Less than one year 22.6% 19.9%
BE—FELREF Over 1 year but less than 5 years 38.8% 36.1%
B R Over 5 years 29.9% 34.5%
T HH Undated 3.7% 3.3%
S5t Total 100.0% 100.0%
4, RE¥E D By currency 2003 2002
B HKD 83.5% 82.7%
E3 usD 16.1% 17.0%
Hity Others 0.4% 0.3%
=t Total 100.0% 100.0%
5. EXERE®E Number of loan accounts 2003 2002
180,034 146,350
t BB EERTRITZHRAERI # Excluding trade bills and advances to banks
W&o Loan Breakdown
#gy Total
100%
0/ TEBITIH 0/ BERTH o/ BIDITRHBATE 0/ Htt
5 ]- 3 /0 Wholesale Banking Group 41 . 1 /0 Retail Banking Group 28 /0 Overseas Branches and Subsidiaries 48/0 Others

—ZE=f£4£%  Annual Report 2003 5
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2003 Milestones

1

January

irerel i S O W TROCATE T
o Arranged a HKS120 million Syndicated Term Loan Facility for lﬁ::_"f“_";_“”‘ :
Golik Holdings Limited E_—TI?H; Ay a
Launch of ‘DocPrep’ export document preparation system ¥ % ) 1; i ; 'ﬁ_ ﬁ'. 44

services .

Launch of Dividend Payment Services ? - o - -
' il
kl‘ ‘ i i 1 i 'II I

2

February

¢ Bills Department was awarded the 1IS09001:2000 accreditation

e Remittance operations received the JP Morgan ‘Quality Recognition Award’

e Granted the 2002’s ‘Outstanding New Member Award’ by VISA
International

e Launch of the ‘NOW Account’

e Participated in a series of seminars on ‘SME Financing’ organized by the
Trade and Industry Department

e Conducted the ‘Global Political and Economic Outlook cum China
Opportunities’ seminar

March

Arranged a HKS335 million Syndicated Term Loan Facility for Gold Peak Industries
(Holdings) Limited

Participated in the Hong Kong Trade Development Council's ‘Hong Kong Banking
Services Conference’ in Shenzhen

Took part in the seminar on the Government’s ‘SME Funding Schemes’ new
arrangement

Launch of FUTURITY Guaranteed Interest Fund

Launch of Credit Card ‘Interest Free Flexi Installment Plan’

2% Cash Rebate

April

e Appointed Mr. C. Y. Ling as Senior Vice President and Chief Operating
Officer

e The 2002 Annual Report was published

¢ Participated in the Government’s ‘SME Loan Guarantee Scheme’ and ‘Film
Guarantee Fund’

Launch of the CITIC Ka Wah SEED Credit Card
Arranged a USS12 million Term Loan Facility for Hongkong
Hitoro Holdings Limited

May Arranged a USS15.5 million Syndicated Term Loan Facility

for Shanghai Real Estate Limited

Participated in the Government's HKS3.5 billion Loan

Guarantee Scheme for Severe Acute Respiratory Syndrome Impacted Industries

e . R e |ssued HKS800 million Floating Rate Certificates of Deposit
6 o Arranged a HKS46 million Syndicated Term Loan Facility for Wallmark
Enterprise Company Limited

June e Participated in the ‘SME Market Day 2003’ organized by the Hong

34

Kong Trade Development Council
e Enhancement of the 140% mortgage refinancing service
e Launch of the ‘ANNUITY 100 Retirement Plan’
e Participated in the Government's SME Loan Guarantee Scheme
‘Accounts Receivable Loans’

CITIC Ka Wah Bank Limited



July
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e Promoted Mrs. Lorainne Lam and Ms. Margaret Man, both
Senior Vice Presidents, to Executive Vice Presidents

Entered into a discretionary investment management agreement with CITIC Capital

Markets Limited

e Acted as the Dealer in the Bank of Communications Hong Kong Branch’s HKS3 billion
Certificate of Deposit Issue

e Launch of Factoring Services

e |aunch of ‘Property for Sale’ website

o Arranged a USS45 million Syndicated Term Loan Facility
for Xinao Gas Holdings Limited
e | aunch of Credit Card ‘Reward Cash Rebate’

August
e Launch of Business Excellence Model BE QUICK
e Launch of the ‘GROWTH Builder’ life insurance plan
e Launch of the ‘LIFE Savings Plus’ life insurance plan
September e |aunch of the WAR.MTH retirement plan.
e Launch of the Credit Card usage promotion
¢ Announced the acquisition of China International Finance Company Limited (Shenzhen) (‘CIFC’) for a consideration of
1 approximately US$890,000 ; =
¢ Ranked one of the top five finalists of the Asia Insurance ngsgﬁﬁwﬁﬁm
1 T 0,
October Industry Awards for Innovation with the 140% mortgage - :j

refinancing service B f [ ity
e |aunch of Non-Delivery Foreign Exchange Forward
Contract
e Launch of the new wealth management system
e [aunch of the inaugural Graduate Trainee Program

11

November

e Appointed Mr. Rafael Gil-Tienda as an Independent Non-Executive Director and Chairman
of the Credit and Risk Management Committee

AROMEE Wit e Appointed Mr. Andrew Murray Hemm as Executive Vice President and Chief Credit and
: Risk Officer, and promoted Senior Vice President, Mr. C. Y. Ling, to Executive Vice President
e The 2002 Annual Report won the Bronze award in the financial services category of
the U.S. Galaxy Awards 2003
e [aunch of the Registered Financial Planner Development Program in partnership with the Society of Registered
Financial Planners
e Launch of ‘One Stop Business Support Services’
e Launch of pre-approved profit tax loan
e [aunch of Credit Card ‘Flexi-Installment for Tax Payment’

12

December

Annual Report 2003

e [aunch of the ‘CITIC STAR' credit card in collaboration with CITIC Industrial Bank

e Gained approval from the China Banking Regulatory Commission to acquire the entire equity of CIFC

e Sponsored the first-ever youth volunteer leaders conference organized by the Hongkong Federation of Youth Groups

e Awarded the ‘Caring Company Logo’ by the Hong Kong Council of
Social Service

¢ Participated in the Hong Kong Trade Development Council’s inaugural
‘Hong Kong Professional Services Expo’ in Shenzhen

e |aunch of Credit Card ‘Interest Free Installment Cash-in Scheme
and ‘Easy Cash-in Scheme’ L o g

e Launch of Credit Card Christmas spending gift redemption plan : . - |
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Innovation

Customer Fncus{

Mr. Kenneth Kong

Executive Vice President &
Alternate Chief Executive Officer
Head of Wholesale Banking Group

Mr. Lincoln Lee
Senior Vice President &
Chief Financial Officer

Mr. Andrew Murray Hemm
Executive Vice President &
Chief Credit & Risk Officer

Mrs. Doreen Chan
President &
Chief Executive Officer

Ms. Margaret Man
Executive Vice President &
Head of China Banking

Mr. C. Y. Ling
Executive Vice President &
Chief Operating Officer

)

Professionalism

Mr. Kelvin Lo
Executive Vice President

Mrs. Lorainne Lam
Executive Vice President &
Head of Retail Banking Group

Mr. Moses Yeung

Executive Vice President &
Treasurer
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Report of the Chief Executive Officer

1.0

2.0

Future

Review of Operations

2003 was a challenging year. The outbreak of Severe
Acute Respiratory Syndrome (‘SARS’) during the second
quarter of the year devastated an already weak local
economy and had an adverse impact across all industry
sectors. Nonetheless, the economy stabilized and
rebounded in the second half of the year, following the
signing and gradual implementation of the Closer
Economic Partnership Arrangement (‘CEPA’). While the
financial industry continued to face challenges including
weak credit demand and narrowing interest margins,
the overall operating environment showed signs of
improvement. CITIC Ka Wah Bank Limited (the ‘Bank’)
remained conservative in its business practices during
the year, focusing particularly on asset quality and cost
controls. The Bank has also positioned itself to fully
capitalize on the tremendous business opportunities
opened up by CEPA.

Awards

In 2002, the Bank was honoured with the ‘Hong Kong
Retail Management Association Customer Service

Annual Report 2003

3.0
3.1

Award’ and its Perpetual Upper Tier Il Capital Security
was selected as the ‘Best Hybrid Bank Bond Deal’ by
The Asset, a finance magazine. The Bank continued to
receive various awards during 2003, including the ‘2003
Hong Kong Award for Services —— Innovation Award’
bestowed by the Hong Kong General Chamber of
Commerce. It became one of the top five finalists for
the ‘Asia Insurance Industry Awards 2003 ——
Innovation of the Year'. As the Bank continues to bring
value-enhancing proposals to its customers with
remarkable creativity, the awards reflected the market's
recognition of the Bank’s innovativeness and progressive
spirit. At the same time, the Bank’s 2002 annual report
received the Bronze award in the financial services
category of the U.S. Galaxy Awards 2003. In community
services, the Bank was awarded the ‘Caring Company
Logo’ by the Hong Kong Council of Social Service for
its enduring efforts in caring for the community.

Business Performance

Earnings

For the year ended 31 December 2003, the Bank’s
operating profit before provisions was HK$1,029 million,
representing an 11.4% fall from 2002. Due to
improvement in the property market, the Bank recorded
approximately HKS8 million in revaluation surpluses
on its investment properties while profit from the sale
of held-to-maturity securities soared 1.4 times to
HKS$124 million. During the period, the Bank increased
its interest in CITIC Capital Active Partner Fund Limited
(formerly ‘The Ka Wah Five Arrows China Hong Kong
Fund Limited’). Due to satisfactory performance of the
fund, the Bank’s share of the associate’s profit was
HKS95 million. Profit attributable to shareholders rose
14.1% to HKS654 million.
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During 2003, the Bank recorded synergies of HKS207
million from the integration with The Hongkong Chinese
Bank, Limited, 70% of which came from cost savings

and 30% from revenue increase.

Net interest income

As a result of a 36-basis point contraction in net interest
margin to 2.14%, net interest income fell 9.4% from
the level of 2002 to HKS1,547 million in 2003. Net
interest income mainly comprised interest income from
loans and high quality fixed income securities invested
by the Treasury Department.

Non-interest income

Amid continued economic uncertainties during the year,
the Bank adopted a cautious approach in lending,
resulting in a reduction in new loans and a corresponding
fall in loan fees. Coupled with less than satisfactory
contribution from foreign exchange dealings and other
securities investments, non-interest income fell 15.2%
to HKS400 million in 2003. It is noteworthy that wealth
management services continued to register satisfactory
growth, with related fee income increasing by 36.3%
from the 2002 level. The sale of unit trust showed an
outstanding performance, earning HKS77 million in fee
income, a 64.0% jump from the 2002 level. During
2003, wealth management and other retail banking
activities generated HK$202 million in fees and
commissions income or 50.6% of total non-interest
income; wholesale banking including trade bills
contributed HK$182 million in fee income or 45.5% of

total non-interest income.

Operating expenses

The Bank continued to effectively control costs in 2003.
Operating expenses fell 9.8% during the period to
HKS918 million with most of the savings arising from

3.5

4.0
4.1

4.2

staff costs, rental expenses, advertising, and legal
expenses. Costto-income ratio was 47.1%.

Charge for bad and doubtful debts

The Bank was able to reduce its charge for bad and
doubtful debts by 7.0% to HKS$474 million in 2003. The
fall arose mainly from a reduction in specific provisions,
of which retail banking provisions fell 40%. During the
year, the bank made provisions totaling HK$64.5 million
against the decline in and further discount of collateral
values. The general provision coverage was 1.36%.

Asset Quality

Asset, loan and deposit size

At the end of December 2003, the total assets of the
Bank reached HK$77.4 billion, an increase of 6.2% from
2002. Total loans and advances declined by 5.3% to
HKS$40.1 billion. Total deposits increased 3.9% to
HK$63.1 billion, of which customer deposits rose by
6.4% to reach HKS58.4 billion.
deposits surged 8.6 times to HKS12.3 billion, driven
by the inflow of funds into NOW Accounts.

Current account

During 2003, the Bank issued HKS1,448 million worth of
certificates of deposit, effectively lowering the overall cost
of funds and spreading out the maturity profile in the longer
term to attain a better liability structure. During the year,
matured certificates of deposit totaled HKS2,567 million.

Asset quality indicators

The Bank continued to enhance its overall asset quality
in 2003. During the year, the Bank resolved HK$S966
million of problem loans. Non-performing loans
increased by HKS391 million mainly due to a rescheduled
loan that is fully secured. The Bank is currently in
negotiations with the borrower to refinance the loan or
realize the collateral. It is expected that the non-performing

CITIC Ka Wah Bank Limited



loan ratio will decline from the 5.3% level as at the end of
2003. Coverage ratio stood at 92.9% at the end of 2003.

4.3 Financial position
At the end of December 2003, the Bank’s unadjusted
capital adequacy ratio was 16.3%. The loans to
deposits ratio was 63.5%. The loans to total assets
ratio was 51.8%. The average liquidity ratio was 49.2%.

Asset quality indicators

31 December 31 December
2003 2002
Unadjusted capital 16.3% 17.4%
adequacy
Loans to deposits 63.5% 69.7%
Loans to total assets 51.8% 58.0%
Average liquidity 49.2% -
Jan - Oct - 46.9%
Nov — Dec - 47.1%
Coverage 92.9% 90.3%
Loan loss coverage 50.5% 55.2%
General provision 1.36% 1.18%
coverage
NPL 5.3% 4.1%
Mainland loans to total 11.1% 10.3%
customer advances

5.0 Continued Business Development

In 2003, the Bank launched more than two new products
and services on average every month. New products
from the Retail Banking Group included the ‘NOW
Account’, ‘CITIC Ka Wah SEED Credit Card’ and the
enhanced ‘140% Mortgage Refinancing Service’, while
the Wholesale Banking Group offered ‘DocPrep’ export
document preparation system services, ‘Dividend
Payment Services’ and factoring services.

Annual Report 2003

New products and services launched in 2003

New products and services

January

‘DocPrep’ export document preparation system
services
‘Dividend Payment Services’

February

‘NOW Account’

March

Credit Card ‘Interest Free Flexi Installment Plan’
2% Cash Rebate promotion
‘FUTURITY Guaranteed Interest Fund’

April

Participated in SME Loan Guarantee Scheme
—— ‘Business Installations and Equipment
Loans’ and ‘Associated Working Capital Loans’
Participated in ‘Film Guarantee Fund’

May

CITIC Ka Wah SEED Credit Card

Participated in Government's HKS3.5 billion Loan
Guarantee Scheme for Severe Acute Respiratory
Syndrome Impacted Industries

June

Enhanced ‘140% Mortgage Refinancing Service’
‘ANNUITY 100 Retirement Plan’

SME Loan Guarantee Scheme —— ‘Accounts
Receivable Loans’

July

Factoring Services

August

Credit Card ‘Reward Cash Rebate’

September

‘GROWTH Builder’ life insurance plan
‘LIFE Savings Plus’ life insurance plan
‘WARMTH' retirement plan

Credit Card usage spending promotion

October

Non-Delivery Foreign Exchange Forward Contract
New wealth management system

November

‘One Stop Business Support Services’
Pre-approved profit tax loan
Credit Card ‘Flexi-Installment for Tax Payment’

December

‘CITIC STAR’ credit card in collaboration with
CITIC Industrial Bank

Credit Card ‘Interest Free Installment Cash-in
Scheme’ and ‘Easy Cash-in Scheme’

Credit Card Christmas spending gift redemption
plan
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Launched in February 2003, the NOW Account received
an overwhelming customer response as the product
satisfied customers’ need for a higher return and offered
free premium protection for redundancy that was unique
in the market. 20,000 new accounts were opened by
the end of 2003, attracting HK$9.5 billion of deposits,
with an average deposit size of HK$480,000. The NOW
Account created enormous cross-selling opportunities

for the Bank’s wealth management products.

China Banking

China International Finance Company Limited
(Shenzhen)

Marking the first milestone in the Bank’s development
of the Mainland market, the Bank gained approval from
the China Banking Regulatory Commission to acquire
the entire equity of China International Finance Company
Limited (Shenzhen) (‘CIFC’) in December 2003. CIFC
had already turned a profit in 2003 and will be able to
apply for a renminbi license by early 2005 provided
that it continues to be profitable in 2004. This will give
the Bank a valuable lead-time in securing a renminbi

license for entry into the renminbi market.

Following regulatory approval of the acquisition, the
Bank has enlarged the paid-up capital of CIFC from
RMB100 million to RMB400 million. Besides focusing
on foreign currency lending and deposit services at the
current stage, CIFC has been actively promoting Hong
Kong Dollar and US Dollar China mortgages to non-
Mainland residents including Hong Kong and Macau

residents, Taiwanese and other foreign residents.

6.2

6.3

With legal entity status on the Mainland, CIFC may
engage in direct investments, thereby providing
additional flexibility for the future development of the
Bank. CIFC is currently in discussion with various
Shenzhen banks to form strategic alliances that can
foster cooperative development at multiple levels and

create win-win situations.

Credit card business

During the fourth quarter of 2003, the ‘CITIC STAR' card,
a Mainland credit card the Bank developed in
collaboration with CITIC Industrial Bank, was launched.
The Bank plays a consultancy role on the project,
providing services that range from technical support,
data analysis, to market positioning. Business
performance has already exceeded expectations as
‘CITIC STAR’ issued more than 20,000 cards with a total
transaction volume approaching RMB34 million by the
end of 2003.

Business management

During 2003, the Bank extended its Business Excellence
Model throughout the organization. The model
emphasizes seven arenas including leadership; strategic
planning; customer and market focus; measurement,
analysis and knowledge management; human resources
focus; process management; and business results. With
the gradual implementation of this plan, the Bank is
establishing for itself a superb leadership model and a

world-class business management system.

CITIC Ka Wah Bank Limited



7.0 Human Resources Development

As at the end of 2003, the total number of employees
stood at 1,290. 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.

The Bank places a high priority on ongoing staff training
and people development. During 2003, the average
training per employee was 4.5 days. A total of 8,873
participants attended training and development during
the year, the curriculums covering a wide range of
subjects from product and computer knowledge to

management, regulatory, marketing and servicing skills.

Annual Report 2003

8.0 Future Development

Going forward, the Bank will strive to capitalize on the
various opportunities brought about by CEPA and
develop a successful business model for the Greater
China region. This includes opening a branch in
Shanghai, expanding its presence in the Mainland market
and developing its Taiwanese client base. At the same
time, the Bank also plans to reposition and strengthen
its wealth management business in order to raise the
contribution from non-interest income as a proportion
of total operating income. The Bank will also strengthen
its credit and risk management with a view to improving

asset quality.

—

Chan Hui Dor Lam Doreen
President & Chief Executive Officer
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Review of Operations

Retail Banking

During the year, we expanded our retail-banking customer and
cardholder bases by 10% and 40% respectively. A variety of
customer-centric products were launched, spanning
mortgages, deposits and insurance.

Bringing Delights to Customers

We have redefined wealth management by managing both
assets and liabilities. By helping our customers to achieve
greater financial security while enhancing their comfort and
standard of living, we hope to become their partner of choice
in personal finance management.

Supporting our Customers’ Choices. After pioneering the
SuperFirst Mortgage for negative equity homeowners in 2002,
we followed up with the launch of SuperFirst Home Switching
Plan in early 2003 that allows customers to switch properties
with an affordable cash outlay. Customers were presented
with new innovative options to enhance their lifestyle. Under
the plan, negative equity homeowners can trade down their
property in order to ease their financial burden, or trade up
for more living space and comfort.

Annual Report 2003

2003 marked another year of robust development
for the Retail Banking Group (‘RBG’). Committed to
strengthening our retail franchise, we have strived
to deliver exceptional value to our customers
through the provision of pragmatic financial
solutions. Building on our innovative Financial
Quotient (FQ) platform, our wealth management
services are tailored to the needs of customers
throughout their different life stages.

Solutions for Current Concerns. The NOW Account was
launched in February 2003 during a time of low interest rates
and high unemployment. Combining the convenience of
savings and checking into a single account, it offers customers
a return comparable to that of time deposits along with free
insurance coverage for involuntary redundancy and terminal
iliness. The product satisfied the needs of customers during
such testing times, and was greeted with an overwhelming
response, amassing HK$9.5 billion in deposits from 20,000
customer accounts during the course of the year.

Planning for a Comfortable Retirement. With longer life
expectancies and higher demands for quality of life, the need
to plan for retirement has become an indispensable part of
personal financial planning and management. To provide our
customers with a comfortable and assured retirement life, RBG
has developed and launched Annuity 100, a plan underwritten
by Sun Life Financial (Hong Kong) Limited.

Leveraging on the Strengths of the Group

We have partnered with our sister company, CITIC Capital
Markets Holdings Limited (‘CCMH’), to provide customers with
stock trading services. This cooperative relationship was
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Retail Banking

further augmented with the launch of the CITIC Capital US
Bond Fund in 2003. Leveraging on the expertise and resources
of CCMH, we were able to offer our customers a top-ranking
US bond investment product.

Developing the China Banking Business

In 2003, significant progress had been achieved in the
development of our China business. We introduced China
mortgages to selected customer segments during the third
quarter and prepared for the launch of our personal Renminbi
and China business enquiry services ‘RMB+ China Linked
Services’ in 2004 following the signing of CEPA and the
announcement to open up such services to local banks in
November. The acquisition of China International Finance
Company Limited (Shenzhen) (‘CIFC’) also marked an important
milestone in our development of the Mainland market.

The ‘CITIC STAR' card, a Mainland Renminbi and dual currency
(USD/RMB and HKD/RMB) credit card developed in
collaboration with CITIC Industrial Bank (‘CIB’), was launched
in December 2003. It is the first colored gold card offered on
the Mainland and the first international credit card that offers
various designs on classic cards. We played a major

44

consultancy role in the project, providing services that ranged
from technical support, data analysis, to market positioning.
With a secure, trendy, and prestigious image, CITIC STAR card
has successfully carved a niche in China’s growing consumer
banking market. Our innovation and creativity was well
recognized when CIB received the Outstanding Product Design
Award 2003 from VISA International.

Commitment to Professionalism

Committed to providing our customers with the very best in
professional financial services, we undertook a special human
resources development initiative in 2003. In partnership with
the Society of Registered Financial Planners in Hong Kong, we
designed tailor-made educational programs to prepare our staff
for the Registered Financial Planner examinations. By
December 2003, over 34 staff members in our Sales and
Distribution Department successfully completed the program
and earned the qualification of Registered Financial Planners.

Recognition of Excellence

We are pleased that our relentless efforts to create customer
value have gained increased market recognition. The Bank
was shortlisted as one of the top five regional finalists in the
‘Innovation of the Year' category at the 2003 Asia Insurance
Industry Awards for our innovative use of title insurance to
streamline processes for the seamless delivery of customer
services in mortgage switching. The Bank also won the 2003
Hong Kong Award for Services: Innovation Award bestowed
by the Hong Kong General Chamber of Commerce for our
creation of customer value and social contribution through
the delivery of innovative products.

Not only do the awards reassure us of the course we have
taken, they will further encourage us to stride forward with
innovative solutions that create the most value for our
customers and shareholders.

CITIC Ka Wah Bank Limited






Review of Operations

Wholesale
Banking

Focus on Customer Satisfaction and
Brand Building

Over the course of the year, we recruited 22 new relationship
managers and product specialists to further strengthen our
business development and service capabilities. Working
closely with our sister companies, including CIB, CITIC
Securities, and CCMH, we succeeded in providing tailor-made
solutions to meet our customers’ financing needs. Leveraging
on CITIC's established brand name and its extensive business
network throughout the region, we continued to further expand
our business coverage both in Hong Kong and in the Mainland.
Through proactive relationship management and our efforts
to enrich our product offerings, we have boosted customer
loyalty which will help propel our business to new heights as
the economy gradually recovers.

A Balanced and Quality Portfolio

Our three major business groups: Hong Kong Corporates &
Syndication, China Corporates, and Commercial Banking have
all achieved satisfactory growth in 2003. Notwithstanding
the very difficult operating environment which prevailed, we
succeeded in upholding the quality of our loan portfolio.
Assisted by new initiatives in the credit and risk management

46

During 2003, the Wholesale Banking Group (‘WBG’)
implemented new initiatives aimed at perfecting our
business models and ultimately adding value to our
customers’ businesses.

area, we achieved further risk diversification, which in turn
also enabled us to establish a much broader and more
sustainable revenue stream.

Hong Kong Corporates & Syndication

We continued to make progress in building our core customer
base, and in strengthening existing customer relationships.
In 2003, we concluded a number of major syndicated loan
transactions as a sole arranger for an aggregate amount of
HKS1.5 billion. We also worked jointly with CCMH to
successfully complete a corporate privatization exercise for a
major customer in Hong Kong.

Our priority in 2004 is to support our customers in realizing the
immense business opportunities arising from CEPA. Specific
niche businesses have been identified and new business
programs are being implemented to meet our customers’ needs.
We shall continue to strengthen our brand through proactive
relationship management and product innovation.

China Corporates

China business is a key focus of the WBG, and it is our objective
to become a reputable financier for corporate and commercial

CITIC Ka Wah Bank Limited
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customers in the Greater China Region. In pursuit of this goal,
we acquired CIFC in December 2003 which will act as our
new service platform in Mainland China. We have developed a
program for addressing the needs of the growing number of
private enterprises in the Mainland. In Taiwan we have signed
strategic partnership agreements with financial institutions in
order to expand our reach to Taiwanese customers. On the
product front, we have developed tailor-made programs to
support our customers’ real estate development and
investments in China. Our close working relationship with CIB
has facilitated the successful completion of a number of club
deals in 2003, raising financing that totaled over HKS1 billion
for our customers.

In the year ahead, we shall further sharpen our onshore China
focus through both CIFC and branches of CIB. New investments
will be made in the areas of people and technology to support
our business growth in the region.

Commercial Banking

In 2003, one of the priorities was to complete the integration
of the commercial customer portfolio formerly under the
Hongkong Chinese Bank. The necessary realignment has been

Annual Report 2003

successfully concluded, from which we have realized
substantial synergy benefits.

During the year, competition in the commercial banking sector
intensified, with loan pricing under great pressure. We believe
that professional risk management and efficient service delivery
are crucial to our success in this particular market segment.
We have accordingly upgraded our account management
program to enhance the effectiveness and efficiency of
underwriting and maintenance of the middle market and SME
businesses. We are confident that these efforts will bring
positive results in 2004 to the benefit of both the Bank and
our commercial customers.

Broadening Our Product Range

We remain firmly abreast of market developments and tuned
to our customers’ needs. In 2003, we developed and launched
a number of new products, including export factoring financing,
pre-approved corporate tax loans, and several liabilities
products. Additionally, our electronic banking service capability
has been expanded to include handling export trade document
preparation. These new products greatly improve our customer
satisfaction and expand our fee income generating capability.

Positioning for New Opportunities

After a long deflationary period, the Hong Kong economy is
now on the path to recovery, with businesses in various sectors,
from retailing, trading, transportation, property, logistics to
hospitality showing encouraging signs of improvement. To
promote sustainable economic recovery, Hong Kong must
adopt a more proactive and progressive role in serving and
integrating into the Mainland economy. We have strategically
positioned our Wholesale Banking business to cater for these
new challenges, and we shall increase our investments in
people, products, technology, and infrastructure, ensuring that
our customers will benefit from these new opportunities.

47



CITIC Ka Wah Bank Limited




Review of Operations

Treasury &
Financial Institutions

Prudent Management and Effective Risks
Control

Owing to the excess surplus fund ensued to a sagging loan
demand, the need to search for viable investment opportunities
have exacerbated especially in the first half of 2003. In this
process, special consideration is given to short maturities in
order to maintain a high degree of liquidity to pre-empt any
swift resurgence of loan demand. Such conservative
investment decisions have yielded favourable results given the
superfluous liquidity in the market and a low interest rate
environment.

We continued to maintain a well-balanced asset and liability
mix by issuing various types of certificates of deposit and
debts. Sizes, frequency and timing of such issuance exercises
were controlled to ensure orderliness. With conscientious
efforts, we have not only expanded our fund-raising channels
but also gained access to a broader spectrum of investors,
as evidenced by the myriad of participants in every issuance
syndicate. As a result, we were able to reduce our funding
costs by steadily narrowing credit spreads in each issue.

The Bank's liquidity and capital structure are soundly managed.
Issuance of upper tier Il capital instrument and subordinated
Annual Report 2003

Our Treasury Department demonstrated its
prudence and conservatism in its investment
strategy during the year. With respect to selected
portfolios already on hand, Treasury has put on
hedges in alignment with its market risk sensitivity
requisites.

debt in recent years bolstered the Bank’s capital base for
potential acquisition and organic expansion. The successful
launch of these innovative capital instruments also raised our
profile among international investors in Asia and Europe and
set a capital funding benchmark for banks in Hong Kong.

Our treasury system has been upgraded to support seamless
processing of existing as well as new products. Installation of
a dedicated system has also enhanced our capability in offering
FX options products. Independent monitoring and effective
control of risks are ensured by the complete segregation of
duties among back, middle and front offices. Sophisticated
techniques are employed to better manage the overall credit,
market and liquidity risks.

Establishing a Cross-Border Platform

New initiatives for customer acquisition were executed through
proactive product development and closer cooperation
between the Bank's business units. While the first half of 2003
was hit hard by the SARS pandemic, the latter half witnessed
a rebounding demand for customer-driven products. This
comeback has fortuitously coincided with a resurgence of
volatility in the markets. On the retail front, wealth management
products such as currency-linked deposits have been timely.
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Meanwhile, bespoke structured hedging products were offered
to corporate clients. We continue to keep abreast of the
development of market trends and support customers in
capitalizing investment and hedging opportunities. However,
we anticipate such fickleness to extend in the coming year.
We are prepared not only to match our competitors’ offerings
but also to keep our fingers on the pulse of any changes in
customer preferences.

To reinforce the Bank’s marketing endeavors in the Mainland,
we also marshaled our resources and energy to expanding
our PRC customer base. Through strategic alliances with other
companies within the CITIC Group in the Mainland, we have
established an operative platform in channeling cross-border
business between the Mainland and Hong Kong. The Hong
Kong office serves to introduce international investment
opportunities and instruments to our Mainland partners, who
function to tap into the vast potential customer clientele using
their local expertise and branch network in tandem with the
deregulation process.

Throughout the year, we organized a number of seminars and
relationship building functions for our Mainland partners as
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well as for their local customers. These activities included
product training, relationship building workshops and
workgroup conferences. The response of these gatherings
and presentations was very encouraging. Going forward, we
will continue our entrenched efforts in the Mainland by fostering
closer ties with existing relationships. On the other hand, we
will also seek after new strategic alliance opportunities that
would accelerate and benefit our cause in the hinterland.
This latter exercise is of particular priority in order to
surpass our competitors in capitalizing on the opportunities
presented by the continuous liberalization of the Mainland
market, especially from CEPA.

Building on the improved relationship with interbank
counterparties, our Financial Institutions Department
succeeded in securing extension of counterparty limits.
Augmented re-purchase facilities were established and mark-
to-market security arrangements made with premier financial
institutions to broaden the Bank's access to market liquidity.

Broadening Our Revenue Base

In the year ahead, interest rates could become more volatile
amidst signs of a global economic recovery and subsequently
stronger commodity prices. In this regard, we are well
positioned for such perceivable interest rate fluctuations.
Hedges have been built up with the objective of limiting any
adverse impact while investment initiatives are being
formulated. On the other hand, there is another camp in the
market that expects interest rates could remain low in light of
worldwide excess liquidity. On this front, we have augmented
an initiative to explore a wider scope of income generators,
including alternative investments and fostering closer ties with
our business partners in the Mainland. While many of these
new initiations are already underway, a prudent risk
management is always a high priority to ensure that all pertinent
internal guidelines and control processes will be strictly
designed and implemented before execution.
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Risk Management

Mr. Rafael Gil-Tienda, a distinguished international banker, was
appointed in October 2003 as an Independent Non-Executive
Director of the Bank and Chairman of the Credit and Risk
Management Committee of the Board. This Committee,
established in November 2002, provides Board-level
governance of the Bank's risk management strategies, policies
and mechanisms. The Committee oversees the Bank’s risk
management through committees at management level,
including the Management Committee, Credit Committee, Non
Performing Loan (‘NPL’) Committee, International Credit
Committee, Asset & Liability Management Committee (‘ALCO’)
and Operations & Control Committee.

In November 2003, Mr. Andrew Murray Hemm, an international
banker with specialized expertise in credit and risk
management, was appointed as the Bank’s Chief Credit and
Risk Officer.

Under the continued chairmanship of Mr. Stephen Fan, an
experienced professional accountant and an Independent Non-
Executive Director of the Bank, the Audit Committee assists
the Board in reviewing compliance with the internal policies,
procedures and statutory regulations by overseeing the Bank’s

Annual Report 2003

The Bank is employing a Basel Il framework to
significantly increase the quality of its Risk
Management, as well as to improve its speed and
effectiveness in implementing key risk underwriting
decisions. In our drive to reinforce risk management
as a core Bank competency, we have recruited two
highly experienced international bankers into our
leadership team.

internal and external auditors and providing independent review
of the effectiveness of the Bank's financial reporting process
and internal control systems.

Credit Risk Management

Credit risk is the risk that a customer or counterparty will be
unable or unwilling to meet a commitment that it has entered
into. Assessing and managing that risk to effectively address
customer needs, ensure stable returns and secure capital
protection is one of the most crucial disciplines of the Bank.

Within the Bank Group, the credit risk management function is
centralized and 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, which focus on
different aspects of the credit risk management function of
the Bank. These three committees are comprised of the Chief
Executive Officer, the Group Credit Head and other members
of senior management. Within its delegated authority, the
Credit Committee approves, inter alia, credit policies of the
Bank, credit applications, loan classifications and policy
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exceptions. The International Credit Committee manages,
approves and controls the inter-bank counterparty risk of the
Bank. The NPL Committee controls and manages all criticized
credits and approves specific provisions.

While we have appropriate standards, policies, and procedures
in place to control and monitor credit risk, we are proactively
reviewing our methodology under the best-practice framework
of Basel Il to seek ways in which to increase both the quality
and speed of credit decisions and portfolio management, allowing
the Bank to increase business volume throughput while at the
same time improving the quality of credit risk management.

Liquidity Risk Management

With regard to liquidity management, our primary objective is
to ensure our ability to meet all customer claims in both normal
and emergency circumstances in a timely and cost-effective
manner. In so doing, we must also ensure compliance with
the relevant regulatory requirements and the statutory liquidity
ratio. The Bank has consistently maintained its liquidity position
well above the regulatory minimum of 25% by carrying an
adequate inventory of liquid assets of appropriate quality. The
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Bank's average liquidity ratio in 2003 was 49.18% (2002:
47.01%). At year end, certificates of deposit issued by the
Bank totaled HKS4.7 billion, constituting 7.5% of total deposits.
In addition, the Bank has arranged re-purchase agreement
facilities in order to enhance liquidity.

We have adopted a proactive approach towards managing
liquidity. Policies and procedures are in place to monitor and
control our liquidity position to achieve the objectives
abovementioned. The liquidity management process is
reviewed and monitored by the Bank’s ALCO.

Average monthly liquidity ratio for 2003

60

! s B B EEEEEBREHRI]I

Liquidity ratio (%)

I E E B EEEBEBEEEBGBEI

1 2 3 4 5 6 7 8 9 10 11 12
Month

Market Risk Management

The Bank’s market risk arises primarily from exposure to
interest and foreign exchange rate volatility. Exposures in
equities and commaodities are not significant. Positions are
driven by execution of customer orders, proprietary trading,
and hedging.

In order to maintain market risk within acceptable parameters,
market risk limits are delegated by the Board to ALCO, which
are further delegated to the relevant business units. Limits
are set by product type and risk type with the Bank’s risk
appetite and expertise being the major determinant factors.
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Limits are set in the form of position limits, sensitivity limits,
loss limits as well as certain Greek limits for options where
applicable. The Market Risk Management Unit of the Risk
Management Department continues to manage the market risk
exposures and limits of the Bank. Reporting on trading activity
exposures and related profit and loss to management is done
on a daily basis. The Market Risk Management Unit is also
working on the implementation of a value at risk system for
the trading book in the near future.

The Bank’s foreign exchange risk stems from foreign exchange
position taking, commercial dealing, investment in foreign
currency securities and overseas branches. Foreign exchange
trading positions are subject to the exposure limits approved
by ALCO under the delegation from the Board. The average
daily foreign exchange trading profit and loss for 2003 was a
loss of HK$86,000.

Overall foreign exchange position
As of 31 December 2003 (HKS million)

USD  Other foreign Total foreign
currencies  currencies
(including RMB)

Spot assets 26,057 226 26,283
Spot liabilities (24,566) (9)  (24,575)
Forward purchases 9,987 - 9,987
Forward sales (8,239) - (8,239)
Net option position* 23 - 23
Net long position 3,262 217 3,479

*

The net option position is calculated using the worst case approach
in accordance with the method set out in the HKMA banking return

In 2003, trading activities in equities and commaodities were
insignificant, with commodity trading limited to gold. The total
trading profit and loss for equities and commodities for the
year was a gain of HK$9,189,000 and a loss of HK$S443,000
respectively.

Annual Report 2003

The Bank’s derivative positions arise from transactions with
customers, as well as the Bank’s own position taking and
hedging. Derivatives mainly include futures, forwards, swaps
and options in foreign exchange, interest rates and equities.
All derivatives are booked under the trading book and subject
to daily marked-to-market and risk monitoring unless they are
used for hedging of specific transactions, in which case they
are booked in the accrual book.

The Bank’s involvement in option contracts are mainly to cater
for customer positions in certain structured banking products,
including option-linked investment/deposits.

For the outstanding derivatives positions as of 31 December
2003, please refer to the section on Off-Balance Sheet
Exposures of the Notes on the Financial Statements.

Interest Rate Risk Management

The Bank's interest rate risk exists in both the banking book
(i.e. accrual book), and 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 profit and loss
incurred in interest rate trading for 2003 was a loss of
HKS122,000, which has been included in the total trading profit
and loss in the previous section.

We utilize an interest maturity gap analysis to monitor our
interest rate risk exposure in our banking book. A positive
interest rate gap exists where more assets than liabilities are
to be re-priced in a particular time period. Similarly, a negative
interest rate gap exists where more liabilities than assets will
be re-priced in a particular time period. Limits for the risk
exposures have been set up and approved by the Board for
each specific time period based on sensitivity per basis point.

As of 31 December 2003, the Bank only had significant interest
rate risk exposure in the banking book, confined to
denominations of HKD and USD.
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Interest rate risk exposure for banking book

As of 31 December 2003 (HKS million)

Uptol Over 1 Over 3 Over 6 Beyond Total
month and up to and up to andupto 12 months
3 months 6 months 12 months
Interest bearing assets
Cash & short term fund 6,832 - - - - 6,832
Placement with banks and other - 646 - - - 646
FI maturing after one month
Certificates of deposit 200 198 - 200 1,081 1,679
Held-to-maturity securities 1,295 440 1,219 1,602 17,827 22,383
Advances to customers 16,723 17,715 2,348 292 889 37,967
Total interest bearing assets 25,050 18,999 3,567 2,094 19,797 69,507
Interest bearing liabilities
Certificates of deposit issued 268 3,865 478 100 - 4,711
Deposits and balances of banks 3,050 5 193 - - 3,248
and other Fl

Deposits from customers 47,560 7,702 693 767 70 56,792
Loan capital - - - - 4,270 4,270
Total interest bearing liabilities 50,878 11,572 1,364 867 4,340 69,021
Off-balance sheet items
Long 2,765 3,551 4,437 - 3,205 13,958
Short 5,470 2,453 1,009 - 5,123 14,055
Net position (28,533) 8,525 5,631 1,227 13,539 389

The above table only lists out the interest bearing assets and

liabilities, and relevant off-balance sheet items of the Bank in

Operational Risk Management

its banking book portfolio. It depicts the interest rate exposures
of the accrual book by listing out the contractual interest rate
reset date or the final maturity date, whichever is earlier, for

each instrument held.
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The Bank's operational risk management has been
strengthened by the appointment of Mr. C. Y. Ling, a veteran
banker with over thirty years of solid operational experience
in a number of major international banks, as Chief Operating

Officer in April 2003. Since Mr. Ling’s appointment, the
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operations, technology and support functions have been
consolidated into one integrated platform to support the future

growth of the Bank.

The Operations & Control Committee represents the Bank’s
senior management to coordinate and monitor operational risk
and to ensure that an effective operation and internal control
system is in place. Regular meetings have been held
throughout 2003 to ensure material operational issues are

properly addressed.

In 2003, the Bank has overhauled its standards in the
maintenance of the operational policies and procedures by
implementing a centralized documentation standard and an
electronic library to facilitate future on-going review of the

policies and procedures.

In continuance of the integration of systems and operations
since the merger with the Hongkong Chinese Bank in 2002,
we have concluded the detailed review of the Bank’s
contingency arrangements. Business continuity plans have
been refined, supported by a comprehensive drill run

completed in September 2003.

A number of projects have been initiated in order to ensure
compliance with the standards required by the various
Supervisory Policy Manuals issued by the Hong Kong Monetary
Authority in 2003. Additionally, we have contracted a
consultant to conduct a review of our operational risk status
to benchmark it with the industry best practice. The consultant
will provide recommendation on our operational risk

management to bring it in compliance with Basel Il.
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Legal Risk Management

2003 has been a challenging year for the Bank in terms of
legal risk management. The introduction of the Securities
and Futures Ordinance and the corresponding amendments
to the Banking Ordinance have brought far-reaching impacts
on the modus operandi of financial institutions, including
authorized institutions, in Hong Kong. During the year, the
Group Compliance Department held training sessions for all
relevant staff of the Bank to enable them to understand the
new requirements and also assisted the relevant units in
revising their policies and procedures to ensure due compliance
with the legislation. In addition, in order to ensure compliance
with the introduction of new legal and regulatory requirements
in the area of prevention of money laundering and terrorist
financing, we have also launched a project to enhance our
MIS capability in monitoring transactions. The first phase of
the project has been completed with the second phase, which
involves more sophisticated risk profiling of customers and
tools for identification of suspicious transactions, expected
to be completed in 2004.

Strategic and Reputation Risks
Management

We are aware of the importance of defining and enforcing
appropriate business and relevant operational strategies, as
well as of protecting and promoting the reputation of the Bank.
High level policies in respect of strategic risk and reputation
risk have been established and approved by the Board with a
view to identifying and assessing risks and improving controls.
The Management Committee of the Bank is responsible for
monitoring and controlling the Bank’s strategic and reputation
risks. It holds frequent and regular meetings to review the
business operations of the Bank and to ensure the proper

execution of relevant strategies.
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Mrs. Doreen Chan
(second from the left),
President and CEO of
the Bank, presented
certificates to youth
volunteers who
accumulated the
longest service hours
of voluntary work in
2003.

Volunteer Team
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A CKWB Corporate Volunteer Team partnered with students of True Light
Middle School of Hong Kong in a joint outing activity for the mentally

retarded

« The Bank donated obsolete computer
equipment to Ling Liang Church Sau Tak

Primary School

Being an active and responsible member of the community is
integral to our corporate ethos. Good corporate citizenship
not only strengthens our brand, but most importantly, also

enhances value for all of our stakeholders.

During the course of the year, we have participated in various
charity activities to support the community, including the
annual Dress Casual Day and the Corporate and Employee
Contribution Program organized by The Community Chest.

At this juncture when Hong Kong, as well as the Greater China
region as a whole, is undergoing massive social and economic
changes, we fully appreciate the need to help shape the future
of our community by grooming our younger generation to
become future leaders. Based on the Bank's vision and
corporate values, our mission for community service is to
nurture Chinese youths who are high achievers to become

successful leaders.

We have undertaken several projects to foster and nurture
youth development. We were delighted to be the sole sponsor
of the inaugural conference held in December 2003 for 700
youth volunteer leaders that was organized by the Hong Kong
Federation of Youth Groups (‘HKFYG'). We have also
participated in a number of donation-in-kind projects such as
the donation of concert tickets to charitable youth
organizations, as well as the donation of obsolete computer
equipment to a local primary school. To further our efforts in
promoting a community service spirit within the Bank, a
Corporate Volunteer Team was established in January 2004
to undertake community service activities and projects,
focusing on youth leadership development.
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In view of these contributions, the Bank was awarded the
‘Caring Company Logo’ in December 2003 by the Hong Kong
Council of Social Service in recognition of our ‘enduring efforts
in caring for the community and commitment to corporate

citizenship’.

Our strong commitment to supporting the community was also
reflected in our business activities. We participated in the
Government's HKS3.5 billion Loan Guarantee Scheme for SARS-
impacted industries and offered an innovative 140% mortgage
refinancing service in order to alleviate the financial burden of
negative equity homeowners. During the year, we employed
15 fresh graduates as trainees under our Retail Banking Group
and Wholesale Banking Group, providing a structured and
extensive one-year learning program to enhance and develop
their business skills. We will continue our dedicated efforts to

train up the potential future leaders for Hong Kong.

Annual Report 2003

A Employees showed whole-hearted support towards The Community Chest’s 2003
Dress Casual Day

<« Mrs. Doreen Chan (right),
President and CEO of the
Bank, shared the Bank’s
community service
mission with Mr. Paul Chan
(left), Deputy Executive
Director of HKFYG at the
concert tickets donation
ceremony.

Ms. Betty Chan (left), Senior W
Vice President and Head of
Corporate Relations of the
Bank, with Ms. Rosanna
Wong (right), Executive
Director of HKFYG. HKFYG
nominated the Bank for the
Caring Company Logo
2003/04.

The Bank received the
Bronze award of the 2002/
03 Corporate and Employee
Contribution Program of The
Community Chest
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BIOGRAPHIES OF DIRECTORS

(arranged in the order of number of strokes of the Directors’ Chinese surnames)

MR. KONG DAN

(Chairman)

Aged 56. 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 57. 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
Financial 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 40. 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 Financial Officer of CITIC
Group and a Director of CITIC International Financial Holdings
Limited.
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MR. LAM KWONG SIU

(Independent Non-Executive Director)

Aged 69. 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 and the
Independent Non-Executive Director of China Overseas Land
& Investment Limited, Fujian Holdings Limited and 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 a Director
of Bank of China, 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 64. Appointed as an Independent Non-Executive Director
and the Chairman of Audit Committee of the Bank on 25
November 2002. Mr. Fan is a 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 an
Independent Non-Executive Director of CITIC International
Financial Holdings Limited.

MR. RAFAEL GIL-TIENDA

(Independent Non-Executive Director)

Aged 51. Appointed as an Independent Non-Executive Director
of the Bank on 20 October 2003. Mr. Gil-Tienda is presently
the Chairman of Marsh & McLennan Companies Inc. in Asia, a
Director of Xxina Sheng Limited, a Non-Executive Director of
Global Retail Inc. and Senior Advisor to SinoPac Capital. He is
a visiting professor at the China Europe International Business

CITIC Ka Wah Bank Limited



School in Shanghai. He is also an Executive Committee
Member of Hong Kong Youth Arts Festival. Mr. Gil-Tienda
obtained a Bachelor Degree in Philosophy, Politics and
Economics from the Oxford University and a MBA Degree in
International Business and Finance from the University of
California, Berkeley. He was formerly with Standard Chartered
Bank and Citibank and has over 25 years of banking
experience, 17 of which in Asia.

MR. CHANG ZHENMING

(Executive Vice Chairman)

Aged 47. 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 CITIC Capital Markets Holdings Limited, Executive
Director and Vice President of CITIC Group and a Director of
CITIC Pacific Limited. Mr. Chang has 20 years’ broad range
of experience in the finance industry.

MRS. CHAN HUI DOR LAM DOREEN
(President and Chief Executive Officer)

Aged 50. 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.
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MR. ZHAO SHENGBIAO
(Executive Vice President and Country Head, U.S.A.)

Aged 53. 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 45. 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 and a Director
and Chief Executive Officer of CITIC International Assets
Management Limited. Mr. Lo graduated from the University of
Hong Kong with a Bachelor Degree in Law. 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.

MR. DOU JIANZHONG

Aged 49. 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 a Director of CITIC International Financial Holdings Limited.
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MR. ANDREW MURRAY HEMM

Joined the Bank as Executive Vice President and Chief Credit
& Risk Officer in November 2003. Mr. Hemm is now in charge
of the risk management and credit functions of the Bank. He
graduated from Washington and Lee University and obtained
a MBA Degree from the University of Michigan, Ann Arbor.
Before joining the Bank, Mr. Hemm has worked for Security
Pacific National Bank and Standard Chartered Bank. He has

over 20 years of banking experience.

MRS. LAM LAU TAK MI LORAINNE

Joined the Bank as Senior Vice President in January 2002 and
was promoted to Executive Vice President in July 2003. Mrs.
Lam 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, hire purchase & leasing. She
was elected Vice Chairman of HKCB Finance Limited in January
2003. Mrs. Lam holds a Master Degree in Business
Administration from the University of Liverpool, England. She
has over 20 years of experience in retail banking management
from Chase Manhattan Bank and Standard Chartered Bank.

MR. LING CHUNG YAN

Joined the Bank as Senior Vice President and Chief Operating
Officer in April 2003 and was promoted to Executive Vice
President in November of the same year. Mr. Ling is now in
charge of all support and operation functions of the Bank. He
obtained a Bachelor Degree in Physics from Williams College
and a M.Sc. in Computer Sciences from the University of
Wisconsin. Mr. Ling has over 30 years of experience in
information technology and operations. Before joining the
Bank, Mr. Ling was the Head of Operations, Consumer Banking
of Standard Chartered Bank.
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MS. MARGARET MAN

Joined the Bank as Senior Vice President in October 1998
and was promoted to Executive Vice President in July 2003.
Ms. Man is now the Head of China Banking of the Bank and the
Chairman of China International Finance Company Limited
(Shenzhen). She graduated from the Graduate School of the
People’s Bank of China obtaining a Master Degree in Banking
and Finance. Ms. Man had been a Division Chief in People’s
Bank of China (‘PBOC’) and worked for PBOC for 7 years in
1980’s. Before joining the Bank, Ms. Man was a Deputy

Managing Director of China Venturetechno International Co. Ltd.

MR. YEUNG WAI KEUNG MOSES

Joined the Bank as Senior Vice President and Treasurer in
June 2000 and become an Executive Vice President in charge
of the overall activities of Treasury Department and Financial
Institutions Departments of the Bank since June 2002. 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. 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.
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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 was
promoted to Senior Vice President in March 2004. She is
also the Head of Group Corporate Relations of CITIC
International Financial Holdings Limited. She 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 Director, Marketing and

Communications of PricewaterhouseCoopers.

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 is also the Group Chief
Financial Officer of CITIC International Financial Holdings
Limited. He 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.
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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.

MR. NG CHUN TAK

Joined the Bank in May 1999 as the Head of Audit & Risk
Management. Mr. Ng was promoted to Senior Vice President
in March 2004. He is also the Head of Group Internal Audit of
CITIC International Financial Holdings Limited. He 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.

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, The Association of
Chartered Certified 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.
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AT H 4% B N dh A B
Branch Network and Mainland Outlets

7 17 #8 4 BRANCH NETWORK

& # [E Hong Kong

% 17 Branch i 3k Address B Tel
@17 BEEEER 2325 2287 6277
Main Branch 232 Des Voeux Road Central, HK
BB BEBFRE 196 5% 2554 1256
Aberdeen 196 Aberdeen Main Road, HK
i $7 /& BB HIEFFE 451453 5% 2893 7467
Causeway Bay 451-453 Hennessy Road, HK
A= EBE2RANEF 4345 5B K E T 2854 4223
Central G/F, Lansing House, 43-45 Queen’s Road Central, HK
EBERE BBEFHEE 26 R EBANEHH 106 5t 2802 8330
China Resources Building Shop 106, G/F, China Resources Building, 26 Harbour Road, Wanchai, HK
& 38 BEREEBETR 61655 EARITAE 2844 8833
Des Voeux Road Central The Chinese Bank Building, 61-65 Des Voeux Road Central, HK
NEH L BEHEEB IR HEHR L 2909 6433
Lippo Centre Lippo Centre, 89 Queensway, HK
it A& BB R 238 318328 55 5 K B Hb &5 B3 2806 0886
North Point Shop B3, G/F, Hang Ying House, 318-328 King's Road, HK
8 0/ BERHAEREE 10258 Lt 2516 6863
Quarry Bay G/F, Westlands Gardens, 1025 King's Road, Quarry Bay, HK
ERERNER BERBEFANED ISHFEF LT NIEH T 2547 3090
Queen’s Road West G/F, Sun On Building, 488 Queen’s Road West, HK
LEHE BEBGHEEE 121-131 5% 2885 9662
Shaukiwan 121-131 Shaukiwan Road, HK
B BB EFEEFFE 164-166 5% 28937778
Wanchai 164-166 Hennessy Road, Wanchai, HK
AP L - K& BB ROBE R AT 915508 Y sotbdE 5 &k 6D 2579 0183
Wealth Management Centre — Taikoo Place  Shop 5 & 6D, G/F, Hoi Kwong Court, 9-15 Tong Chong Street, Quarry Bay, HK
HLEEE Kowloon
4 17 Branch i 3t Address £ 5 Tel
e HmE BRAVES S MmE 485+ BRKR N EH T 2723 6800
Cameron Road G/F, China Insurance Building, 48 Cameron Road, Tsim Sha Tsui, Kin
fa] XX BE S 1T £ 38 84 5% AC 2760 0447
Homantin A-C, 84 Waterloo Road, Kin
AL JUBEHE WA 1T 46 9% 2334 3415
Hung Hom 46 Wuhu Street, Kin
EH NEEZERF S 425 2366 0351
Jordan 42 Pilkem Street, Kin

BE 2 ENEERZFNESRETHER LM TS 75K 2759 3363
Kowloon Bay Shop 7, G/F, Chevalier Commercial Centre, 8 Wang Hoi Road, Kowloon Bay, Kin

BEIL NEERTATEE 142 5% 2382 4237
Kowloon City 142 Nga Tsin Wai Road, Kin
By NEBRED 695 2389 8285
Kwun Tong 6 Yue Man Square, Kin
Bk AE TLBEEZ X A& 308 5% 2729 8223
Lai Chi Kok Road 308 Lai Chi Kok Road, Kin
i A8 BERE A8 48 5% 2391 6457
Mongkok Road 48 Mongkok Road, Kin
Bapicia) BERE A £ )8 47 520A-522 5% 2780 2281

Shanghai Street

520A-522 Shanghai Street, Mongkok, Kin

62

TEEERTERLF

CITIC Ka Wah Bank Limited



4 17 Branch b 3t Address EE Tel
+ & BE 55 7 [E 38 406 5% 27151874
To Kwa Wan 406 Ma Tau Wai Road, Kin
LAE NEHENLE 1216 EAEBRAEM T 345 2366 1880
Tsim Sha Tsui Shop 34, G/F, Mass Resources Development Building,
12-16 Humphreys Avenue, Tsim Sha Tsui, Kin

# A [E New Territories
4 17 Branch i 2t Address £ 5% Tel
Y0 B AL TR DB L =1ERE 52C, 52F & 53A 2607 7777
Shatin Centre Shop 52C, 52F & 53A, Level 3, Shatin Centre, Shatin, NT
K R KT E R 138 5% 2671 0201
Sheung Shui 138 San Fung Avenue, Sheung Shui, NT
AN FRRNIBERE 195 2656 1113
Tai Po 19 Kwong Fuk Road, Tai Po, NT
AE A Y HAKEE 4953512 K= B4 2601 3022
Tai Wai Shop B, Yuet On Building, 49-53 Tai Wai Road, Shatin, NT

SEEILE FREEEILE 281-283 5f 2493 0206
Tsuen Wan Castle Peak Road 281-283 Castle Peak Road, Tsuen Wan, NT
EEBRLE FAEZERTEH2IENEKREN T 2420 2299
Tsuen Wan Chung On Street G/F, Chau Wan Building, 27 Chung On Street, Tsuen Wan, NT
H P9 A P48 =2 Bk 18-20 57 RAE K1E 4-5 5% 2452 6282
Tuen Mun Shop 4-5, Ming Wai Building, 18-20 Heung Sze Wui Road, Tuen Mun, NT
PR R AR FATDARMREA55ERXEE D E 125 2450 6173
Tuen Mun Kai Man Path Shop 12, Block D, Mei Hang Building, 45 Kai Man Path, Tuen Mun, NT
JCBA AT B ILE 1431455 EM RKEH T 2479 2157
Yuen Long G/F, Cheong Yu Building, 143-145 Castle Peak Road, Yuen Long, NT
@b Overseas
4 17 Branch i 3t Address £ Tel
XA 323 West Valley Blvd., Alhambra, CA 91803, USA 1-626-282-9820
Los Angeles
FAig) Glory China Tower, 11 East Broadway, New York, NY 10038, USA 1-212-732-8868
New York

A b 48 25 MAINLAND OUTLETS

#4 25 Outlet i 3t Address B Tel
FREBEERTEERAR ORI AR B R I T R R B 23 SR BN R & B oK B 334 86-755-8223-7567

China International Finance
Company Limited (Shenzhen)

33/F, International Financial Building, 23 Jian She Road, Shenzhen, China

ERRKRE
Beijing Representative Office

FREATHBEEREBEKI9RE —LEFRFLEFIELS2E
Room 802, First Shanghai Center, 39 Liangmagiao Road,
Chaoyang District, Beijing, China

86-10-8453-4318

EBRRE
Shanghai Representative Office

AR B _E R TR BRET [ SR I P K 200 5% P8R KB 2705-2706 E
Room 2705-2706, 200 Yincheng Road Central, Pudong New Area,
Shanghai, China

86-21-5037-2499

—EE-FER Annual Report 2003
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The directors have pleasure in submitting their report together with the audited
financial statements for the year ended 31 December 2003.

PRINCIPAL ACTIVITIES

The principal activities of CITIC Ka Wah 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 and
Los Angeles. It also has representative offices in Shanghai and Beijing.
Particulars of the Bank's principal subsidiaries as at 31 December 2003 are
set out in note 17 on the financial statements.

FINANCIAL STATEMENTS

The profit of the Group for the year ended 31 December 2003 and the state of
the Group’s affairs as at that date are set out in the financial statements on
pages 69 to 139.

DIVIDENDS

A total amount of interim dividend of HKS351,551,000 (2002: HKS$346,716,000)
was declared for the year ended 31 December 2003, of which HK$150,551,000
(2002: HKS166,716,000) was paid during the year. The directors do not
recommend the payment of a final dividend for the year ended 31 December
2003 (2002: Nil).

FIXED ASSETS

Movements in tangible fixed assets are set out in note 22 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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DIRECTORS

The directors during the year and up to the date of this report are as follows
(arranged in the order of number of strokes of the directors’ Chinese surnames):

Mr. Kong Dan (Chairman)
Mr. Kong Siu Chee Kenneth
(Executive Vice President and Alternate Chief Executive Officer)
Mr. Ju Weimin
Mr. Lam Kwong Siu (Independent Non-Executive Director)
Mr. Fan Sheung Tak Stephen (Independent Non-Executive Director)
Mr. Gil-Tienda Rafael (appointed on 20 October 2003)
(Independent Non-Executive Director)
Mr. Chang Zhenming (Executive Vice Chairman)
Mrs. Chan Hui Dor Lam Doreen (President and Chief Executive Officer)
Mr. Zhao Shengbiao (Executive Vice President and Country Head, U.S.A.)
Mr. Lo Wing Yat Kelvin (Executive Vice President)
Mr. Dou Jianzhong

Mr. Ronald Carstairs (deceased on 2 May 2003)

In accordance with Article 97 of the Bank's Articles of Association, all present
directors retire and, being eligible, offer themselves for re-election.

DIRECTORS’ INTERESTS

On 16 May 2003, CITIC International Financial Holdings Limited (‘CIFH’), the
immediate holding company, adopted The CITIC International Financial Holdings
Limited Share Option Scheme (the ‘New Option Scheme’) and, at the same
time, terminated the Senior Executive Share Option Scheme (the ‘Old Option
Scheme’). However, the provisions of the Old Option Scheme remain in full
force and effect to the extent necessary to give effect to the exercise of all
options granted prior to the termination of the Old Option Scheme. Under the
New Option Scheme and the Old Option Scheme, options to subscribe for shares
of CIFH were granted to its eligible employees which included certain directors
of the Bank, namely, Mr. Kong Dan, Mr. Chang Zhenming, Mrs. Chan Hui Dor
Lam Doreen, Mr. Kong Siu Chee Kenneth, Mr. Lo Wing Yat Kelvin and Mr. Zhao
Shengbiao.

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.

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.

FERERITERLA CITIC Ka Wah Bank Limited



EEEH
REFER » RTHEBFT RIFHEMERT 2B
FEHAERFIEBERFTENEESH -

BB BUSR T B (A ot = 5T T M 4 4 R A
BER
BE-ST=F1+-A=1-ALFENUBRE
EX2GAEESMERRAMNEEHETM(EE
HE R AR I R A RS ) BT R o

& BB

ENZETESHS M BHAMAAIT B HRE
ZBENSETHNRRBFRAFELRESR -

ARESED
LA
EER

B8 —BEME=ATNR

—ET-EER Annual Report 2003

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 2003 fully comply
with the guideline on ‘Financial Disclosure by Locally Incorporated Authorised
Institutions’ under the Supervisory Policy Manual issued by the Hong Kong
Monetary Authority.

AUDITORS

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, 18 March 2004
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Auditors’ report to the shareholders of
CITIC Ka Wah Bank Limited
(Incorporated in Hong Kong with limited liability)

We have audited the financial statements on pages 69 to 139 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 solely to you, as a body, in
accordance with section 141 of the Hong Kong Companies Ordinance, and for
no other purpose. We do not assume responsibility towards or accept liability
to any other person for the contents of this report.

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 Bank's
and the Group’s circumstances, 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 2003 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, 18 March 2004

FIERERTERAA CITIC Ka Wah Bank Limited
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Consolidated Income Statement

BE-TT=F
+ZHA=+—HBLEFE

for the year ended 31 December 2003

(ABBHEN) (Expressed in Hong Kong dollars)
—FF=F =TE-F
2003 2002
(BE%)
(Restated)
MiEE BT BT T
Note HK$’000 HKS'000
RS WA Interest income 4(a) 2,510,148 3,018,551
FEXH Interest expense (962,864) (1,311,467)
=FISU PN Net interest income 1,547,284 1,707,084
ERRAESWA Fees and commission income 412,367 412,841
ERREESXH Fees and commission expense (39,000) (46,381)
H b A Other operating income 4(b) 26,241 104,901
FEEAON Operating income 1,946,892 2,178,445
KT H Operating expenses 4(c) (917,766) (1,017,520)
ReTEBAIRE RmF Operating profit before provisions 1,029,126 1,160,925
RIBARER Charge for bad and doubtful debts 4(d) (473,638) (509,228)
A Operating profit 555,488 651,697
HEBFEEEEFEE Net loss on disposal of tangible fixed assets (21,818) (8,987)
BEHREVETFERG(BR) Net surplus/(deficit) on revaluation of investment properties 7,835 (13,879)
HEBENRFEE Net loss on disposal of associates - (190)
HEREZHESFRF Net profit on disposal of held-to-maturity securities 123,948 51,949
BEZAMESRRERS Provision written back/(made) on held-to-maturity securities
B () and investment securities 1,135 (13,194)
Hihy)ZEmER X Impairment loss on other premises (4,751) -
Frih & A DR A RS 18 Share of profits less losses of associates 95,102 -
EEEBKITANER Profit from ordinary activities before taxation 756,939 667,396
g Income tax 6(a) (103,214) (94,631)
P& SR PEA( & F Profit attributable to shareholders 27(g) 653,725 572,765
AREERE : Dividends attributable to the year:
AEESEIRWAHRE Interim dividends declared during the year 8 351,551 346,716

BIARZIRHMEBIH B REKR—FD -

“ET=EFR

Annual Report 2003

The notes on pages 74 to 139 form part of these financial statements.
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GeEEERER
Consolidated Balance Sheet

RmE=

at 31 December 2003

+=B=+—8H
(B HEN) (Expressed in Hong Kong dollars)
—EE=F —EECHF
2003 2002
(E3R)
(Restated)
B =E BET T BT T
Note HK$'000 HKS'000
EE Assets
HEREHES Cash and short-term funds 9&24 7,326,174 5,380,135
— BB BZHRRITREM Placements with banks and other financial institutions
SEEBEEX maturing after one month 24 646,373 221,006
B S EBRER Trade bills less provisions 10 452,489 374,942
FFE Certificates of deposit 11 & 24 2,059,100 1,030,944
HihFHRE Other investments in securities 12 2,262,980 2,583,605
EFEBI R EMARE Advances to customers and other
HE accounts less provisions 13(a) 40,386,077 42,847,862
BEZEBESRRERS Held-to-maturity securities and investment securities 16 22,458,050 18,575,250
B N B RE RS Interest in associates 18 195,306 120,110
GRS Goodwill 21 10,558 -
FEEFRIBEEE Deferred tax assets 20(a) 49,348 40,312
BREEEE Tangible fixed assets 22 1,568,744 1,745,920
wERE Total assets 77,415,199 72,920,086
afE Liabilities
RITREM S EME Deposits and balances of banks and other
FRRER financial institutions 24 3,486,079 2,039,519
BEEEXR Deposits from customers 23 & 24 58,414,884 54,910,978
ERITEFERE Certificates of deposit issued 24 4,711,175 5,832,512
BATHIE Current taxation 6(c) 16,912 2,767
EEFIEEE Deferred tax liabilities 20(a) 15 20
HBRIE R £ Other accounts and provisions 1,578,937 1,208,104
HweE Total liabilities 68,208,002 63,993,900
BEEHR Capital resources
i Share capital 26 2,393,341 2,393,341
i Reserves 27 2,544,134 2,242,673
BRES® Shareholders’ funds 4,937,475 4,636,014
BEER Loan capital 28 4,269,722 4,290,172
B RRHAEE Total capital resources 9,207,197 8,926,186
EERESRFHEEE Total liabilities and capital resources 77,415,199 72,920,086

EEeN—SEME= A+ /\ AR LSRR Approved and authorised for issue by the Board of Directors on 18 March 2004

HEiRHA BREF 23 RS ZER
Chang Zhenming Chan Hui Dor Lam Doreen Kong Siu Chee Kenneth Lee Yuk Ling Lincoln
EXEESR FE  BHBRTBER EEREETHER gy
Executive Vice Chairman Director, President and CEO Director and ACEO Chief Financial Officer

FIAEZ19ENHFEAERK D ° The notes on pages 74 to 139 form part of these financial statements.
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BERRR

Balance Sheet

R-ZEE=F at 31 December 2003
+=-—HA=+—H
(ABBHEN) (Expressed in Hong Kong dollars)
—EE=F —EECHF
2003 2002
(E3R)
(Restated)
FaE BET T BT T
Note HK$'000 HKS'000
EE Assets
REREHES Cash and shortterm funds 9&24 6,942,646 5,357,204
—ERREHRRITREM Placements with banks and other financial institutions
SRIEETER maturing after one month 24 644,873 221,006
BB EERERE Trade bills less provisions 10 452,489 374,942
T%ﬂ Certificates of deposit 11 &24 2,059,100 1,015,944
HthEHRE Other investments in securities 12 2,259,772 2,580,509
BEFERREMERE Advances to customers and other
B accounts less provisions 13(a) 38,876,281 41,553,198
FEUR B A RIFIE Amounts due from subsidiaries 15 999,244 979,633
BEZINMBSRREFS Held-to-maturity securities and investment securities 16 22,453,960 18,527,378
EERIBEE Deferred tax assets 20(a) 42,912 36,730
B RIRE Investments in subsidiaries 17 774,421 763,866
BE N TRE Investments in associates 18 120,105 120,105
BREEEE Tangible fixed assets 22 1,550,593 1,670,229
HEE Total assets 77,176,396 73,200,744
=0 Liabilities
RITREMSREBERR Deposits and balances of banks and other
w®=1z financial institutions 24 3,486,079 2,039,519
BEEXR Deposits from customers 23& 24 58,052,440 54,395,883
BEITERFE Certificates of deposit issued 24 4,711,175 5,832,512
BITHIE Current taxation 6(c) 16,563 1,223
HAihBRIBR & 1% Other accounts and provisions 1,362,039 1,005,489
FEASRTES A Bl Fk Amounts due to subsidiaries 19 4,929,775 5,545,934
HWa s Total liabilities 72,558,071 68,820,560
EERR Capital resources
&N Share capital 26 2,393,341 2,393,341
L] Reserves 27 2,224,984 1,986,843
BRES Shareholders’ funds 4,618,325 4,380,184
BERESRIFHER Total liabilities and capital resources 77,176,396 73,200,744

EEENR_ZTTNFE= A+ /\BRELFER M Approved and authorised for issue by the Board of Directors on 18 March 2004

FiRA FR 5T 2 3 LRRE FEER
Chang Zhenming Chan Hui Dor Lam Doreen Kong Siu Chee Kenneth Lee Yuk Ling Lincoln
EREESR BE - BHRITBAER ESFREETHER g

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

FIAEZ19E N FE T EHREK— ° The notes on pages 74 to 139 form part of these financial statements.
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Consolidated Statement of Changes in Equity

BE-TT=F

T A=t—HALEE

for the year ended 31 December 2003

(B HEN) (Expressed in Hong Kong dollars)
—FF=F =TE=F
2003 2002
(E%R)
(Restated)
MieE BT BT T
Note HK$'000 HKS'000
R—B—HWRRER Shareholders’ equity at 1 January
— HEVETR — As previously reported 4,595,722 3,238,342
— BTEERELERIEEHMNFEE - Prior year adjustment in respect of deferred taxation 40,292 92,089
- B - As restated 4,636,014 3,330,431
YEEHFER Net deficit on revaluation of investment properties 27(b) - (20,481)
ERERE Exchange differences 27(f) (713) (17)
REWRZRABRZNFER Net losses not recognised in the income statement (713) (20,498)
H & Bt g Additions through merger
— RE &R — Retained profits
— MREDESR — As previously reported 27(g) - 908,852
— BIFEREERIE — Prior year adjustment in respect of
1EH AR deferred taxation 27(g) - 21,235
- B - As restated - 930,087
— — R E - General reserve 27(e) - 100,000
— HbWEE A — Other property revaluation reserve 27(c) - 11,945
— BEXf#HE — Capital reserve 27(d) - 37,500
- REVEEL#E — Investment property revaluation reserve 27(b) - 20,481
- ERERE - Exchange differences 27(f) - 19
- 1,100,032
FERNFER Net profit for the year
— HEDESR — As previously reported 645,797
— BIFERELERIE — Prior year adjustment in respect of
EH R FEE deferred taxation (73,032)
— BRERELER — Profit attributable to shareholders
(ZEZ-F . 8H) (2002: as restated) 653,725 572,765
AEEEEIRRE Dividends declared during the year (351,551) (346,716)
Rt+-A=+—BHHRRER Shareholders’ equity at 31 December 4,937,475 4,636,014
FIAEZ1ENMFBMBHRER—HD ° The notes on pages 74 to 139 form part of these financial statements.
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Consolidated Cash Flow Statement

BE-TT=F
+ZHA=+—HBLEFE

for the year ended 31 December 2003

(ABBHEN) (Expressed in Hong Kong dollars)
—FF=F =TE-F
2003 2002
(BE%)
(Restated)
MiEE BT BT T
Note HK$’000 HKS'000
R Operating activities
’E,/ (AR i“‘**%i%ﬂ’ﬁﬁé Cash generated from/(used in) operating activities 31 2,792,418 (4,329,301)
ENEBREH Hong Kong profits tax paid (44,302) (4,275)
EATEIRIEH Overseas profits tax paid (1,937) (1,091)
RE (AR REEBEEN Net cash from/(used in)
B FREE operating activities 2,746,179 (4,334,667)
REEK Investing activities
EUWBRERERE Dividends received from equity investment securities 11,979 17,873
EREHE A TRE Dividends received from associates 4,680 -
BAEBFEEEE Payment for purchase of tangible fixed assets (36,388) (88,534)
BAKBARBEESFRA Net cashflow from purchase of a subsidiary 32 511 =
HEEFEEEEMERE Proceeds from disposal of tangible fixed assets 69,638 1,825
HEBE QR MENRIE Proceeds from disposal of associates - 54,455
RE, (AR REXBHNELFE Net cash from/(used in) investing activities 50,420 (14,381)
AL R Financing activities
T HIRE Dividends paid (330,551) (166,716)
FRBITEBERRE Interest paid on loan capital issued (356,667) (178,432)
BITERERMESIIE Proceeds from loan capital issued - 1,950,078
(AR) REBMEXLKNWELFHE Net cash (used in)/from financing activities (687,218) 1,604,930
BeRBSESEFEREM Net increase/(decrease) in cash and
(R B8 cash equivalents 2,109,381 (2,744,118)
R & ff 3 in Addition through merger - 3,029,944
R—A—BANRERESLEEEE Cash and cash equivalents at 1 January 5,551,141 5,265,315
R+=-—A=+—HHELR Cash and cash equivalents
REeEEER at 31 December 33 7,660,522 5,551,141
REEBRELENESREEHE Cash flows from operating activities include:
EURFIE Interest received 3,292,318 3,121,578
ENFE Interest paid (1,817,634) (1,429,620)
FIAEZ19E N FE I EHREK— ° The notes on pages 74 to 139 form part of these financial statements.
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(a)

(b)

(c)

74
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PIREEFTE (BFRE2(d)V) °

(i) BRARAEWAERIERER  ENERR
ARAAEEDTFRMA BRI A
ZREMEDNEREERR SRR - £
EEBRT  WEBERABEREAZARD
SR HEAGRERNE WA -

(i) MERERDBARNESHHEBRAZEE
FHRIBANERA  USEESTHEEH
BREBRHNFREQB/ARLHER - AL
FRREHER D MOERNAEERBEHR

(Expressed in Hong Kong dollars unless otherwise indicated)

(a)

(b)

(c)

PRINCIPAL ACTIVITIES

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

SIGNIFICANT ACCOUNTING POLICIES

Statement of compliance

These financial statements have been prepared in accordance with all
applicable Hong Kong Financial Reporting Standards (which includes all
applicable Statements of Standard Accounting Practice (‘SSAP’) and
Interpretations) issued by the Hong Kong Society of Accountants (the
‘HKSA'), accounting principles generally accepted in Hong Kong and the
requirements of the Hong Kong Companies Ordinance. A summary of the
significant accounting policies adopted by the Group is set out below.

Basis of preparation of the financial statements

The measurement basis used in the preparation of the financial statements
is historical cost modified by the revaluation of premises and 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 2(d)(v)).

(i)  Fee and commission income is recognised when the corresponding
service is provided, 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 as income in
the accounting period in which the costs or risk incurred or accounted
for as interest income.

(i) 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. Commission paid to dealers for finance lease
loans or hire purchase contracts is amortised over the terms of the
leases.

FIERERTERAA CITIC Ka Wah Bank Limited



2. EEEHBE @ 2. SIGNIFICANT ACCOUNTING POLICIES (cont'd)

(c) M ARR (&) (c) Revenue recognition (cont'd)

(iv) BRIEBEANRKUENEEHERHEESERRN (iv) Rental income receivable under operating leases is recognised as
FlampEs  EREHECERASERZ other operating income in equal instalments over the accounting
HEEENSTFHUSEIHREIAAHM periods covered by the lease term, except where an alternative basis
BEU A o HHE B BN &R R A IMEF is more representative of the pattern of benefits to be derived from
FBWEEX HAEN - D - the leased asset. Lease incentives granted are recognised in the

income statement as an integral part of the aggregate net lease
payments receivable.

(v) BREWARROT : (v) Dividend income is recognised as follows:
- LHRENKREVAREZERENR - dividend income from listed investments is recognised when the
BRENER & share price of the investment goes ex-dividend; and
- FLEHRENREVRAERRWEFIE - dividend income from unlisted investments is recognised when
Y FE R FE 3L B FERR © the shareholder’s right to receive payment is established.
(d) 2R RE (d) Advances and doubtful debts
(i) PMEFREREMBIRNEZEZEERINZES (i)  Advances to customers and trade bills are measured at the cash
BB SERGTE  WIRSGARS R EMET consideration at the time of drawdown/acquisition and are stated in
RAENMREREEER  TEEEEBXY the balance sheet at the principal amounts outstanding net of any
R FERBEREHNBESOEZTTIUE suspended interest and provisions for bad and doubtful debts. Cash
TEREREERITEHR KRG REN o rebates granted in relation to residential mortgage loans are capitalised

and amortised to the income statement over the early prepayment
penalty period.

(i) EEEEEREARAHKEERNALR (i) Loans are designated as non-performing as soon as management
FE  REREHNAZFHNALSRA 2 EEH has doubts as to the ultimate recoverability of principal or interest or
h+x BENEKERINAETEBHNER ° when contractual payments of principal or interest are 90 days
BEERHIATBHNERE  HEBLFANEY overdue. When a loan is designated as non-performing, interest will
B WEBFEZRIEEBSAIERE - be suspended and a specific provision raised if required.

A EUTERT » ERAETELET However, the suspension of interest may be deferred for up to 12

—@A : months past due in the following situations:

- BEHSHEFR HEEEERIER - where cash collateral is held covering the total of principal and
SRANEMAF > WA EEITHERERE interest due and the right of set-off is in place; or
£

- ASBCERKARFEIKERES - where the value of net realisable tangible collateral is considered
HAEASERE  LEBEZEEF more than sufficient to cover the full repayment of all principal
ERFEBEERBALRS o and interest due and credit approval has been given to the rolling-

up or capitalisation of interest payments.
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(iii)

(iv)

(vi)
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2. SIGNIFICANT ACCOUNTING POLICIES (contd)
(d) Advances and doubtful debts (cont'd)

(iii)

(iv)

(vi)

Specific provisions

Specific provisions represent the quantification of expected losses
from identified accounts and are deducted from loans and advances
in the balance sheet. The amount of specific provisions raised is
assessed on a case by case basis. Specific provisions are made
against the carrying amount of advances that are identified as being
in doubt, based on regular reviews of outstanding balances, to reduce
these advances, net of any realisable collateral, to their recoverable
amounts.

General provisions

General provisions augment specific provisions and provide cover for
loans which are impaired at the balance sheet date but which will not
be identified as such until some time in the future. The Group maintains
a general provision which is determined taking into account the
structure and risk characteristics of the Group’s loan portfolio and
the expected loss of the individual components of the loan portfolio
based primarily on the historical loss experience. General provisions
are deducted from loans and advances to customers in the balance
sheet.

Advances on which interest is being suspended

Interest accrued on non-performing loans is credited to a suspense
account which is netted in the balance sheet against ‘Advances to
customers and other accounts’ or ‘Trade bills" as appropriate. On
receipt of cash (other than from the realisation of collateral), suspended
interest is recovered and taken to the income statement. Amounts
received from 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.

Non-accrual loans

Loans are not reclassified as accruing until interest and principal
payments are up-to-date and future payments are reasonably assured.
Where the probability of receiving interest payments is remote, interest
is no longer accrued. Where the loan has no reasonable prospect of
recovery, the loan and any related suspended interest are written off.

FERERITERLA CITIC Ka Wah Bank Limited
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2. SIGNIFICANT ACCOUNTING POLICIES (contd)
(d) Advances and doubtful debts (cont'd)

(vii) Assets acquired in exchange for advances
Assets acquired in exchange for advances in order to achieve an
orderly realisation continue to be reported as advances. In this regard,
provision is made on the shortfall between the carrying amount of the
advances and the expected net sales proceeds from realisation of
the repossessed assets.

In the case when the loan has been written off, the asset acquired will
be reclassified to other accounts. Impairment losses (see note 2(k)),
if necessary, are made to allow for declines in the estimated fair
value of the assets acquired.

(e) Subsidiaries

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 the investment is accounted for as an investment
in other securities (see note 2(h)(iv)).

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.
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(e)

(f)

SIGNIFICANT ACCOUNTING POLICIES (cont'd)

Subsidiaries (cont'd)

In the Bank’s balance sheet, an investment in a subsidiary is stated at cost
less any impairment losses (see note 2(k)), 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, the investment is accounted for
as an investment in other securities (see note 2(h)(iv)).

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 interest 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 Group, in which case the investment is accounted for as an investment
in other securities (see note 2(h)(iv)). The consolidated income statement
reflects the Group’s share of the post-acquisition results of the associates
for the year. When the Group’s share of losses exceeds the carrying amount
of the associate, the carrying amount is reduced to nil and recognition of
further loss is discontinued except to the extent that the Group has incurred
obligations in respect of the associate.

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 associate, except where unrealised losses provide evidence of an
impairment of the asset transferred, in which case they are recognised
immediately in the consolidated income statement.

In the Bank’s balance sheet, its interests in associates are stated at cost
less impairment losses (see note 2(k)), 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 the investment is accounted
for as an investment in other securities (see note 2(h)(iv)).
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(g)

(h)

SIGNIFICANT ACCOUNTING POLICIES (cont'd)

Goodwill

Positive goodwill arising on consolidation represents the excess of the
cost of the acquisition over the Group’s share of the fair value of the
identifiable assets and liabilities acquired. In respect of controlled
subsidiaries, positive goodwill is amortised to the consolidated income
statement on a straight-line basis over its estimated useful life. Positive
goodwill is stated in the consolidated balance sheet at cost less any
accumulated amortisation and any impairment losses (see note 2(k)).

On disposal of a controlled subsidiary during the year, any attributable
amount of purchased goodwill not previously amortized through the
consolidated income statement is included in the calculation of the profit
or loss on disposal.

Investments in securities
The Group’s 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.

(i) 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.

(iii) 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.

(iv) 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.
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2.

SIGNIFICANT ACCOUNTING POLICIES (cont'd)

(h) Investments in securities (cont'd)

(i)

(i)

(v) 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.

Sale and repurchase agreements

Proceeds received from the sale of securities 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.

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
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2. SIGNIFICANT ACCOUNTING POLICIES (contd)
(j) Tangible fixed assets and depreciation (cont'd)

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

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.

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.
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(k)

SIGNIFICANT ACCOUNTING POLICIES (cont'd)

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 as an investment in other securities under notes 2(h)(iv)); and

positive goodwill.

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.

(i)

(ii)

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).

Reversals of impairment losses

In respect of assets other than goodwill, an impairment loss is reversed
if there has been a change in the estimates used to determine the
recoverable amount. An impairment loss in respect of goodwill is
reversed only if the loss was caused by a specific external event of
an exceptional nature, is not expected to recur, and the increase in
recoverable amount relates clearly to the reversal of the effect of
that specific event.

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.

FERERITERLA CITIC Ka Wah Bank Limited



2. FEFHBE @

() MEEERSHREKE
ABARR RS AR 2DE KRR
MEEREFHBMERE - LEANEEBES
BHFERRRBMNEERESBCHHEE -

(i BMEERSNEE
EASERBMEMENHAABRT - St
EHEMEENEENREFAREEFE
B REEEEEBRIER - AREHAEREAN
FHARENURELTAIERERE - &
EHENRA S RIE T Z S5 BRI 2(c) i)
BRIRNERA -

(i) ARELHENEE
EASEREEHENHAABRT @ 8&
CHEMBHNEERFEEEEE H MAEE
R2BRT  FESREZESEERNE
20 ERBAEIRER K (2 HMFE2K) o &
EHENRASRIEEES 5T BERMEE2(c)HE
RIIRERA o

(i) HEHEER
MAEBEFEAREHEEE  BRIFFHME
EERRIUZEELHEEERESINEN
B FAEEEXHRZEEF AN
S FHUSHEIBMEARER - HEEE
WARSFHEIHAEN - - =
RAER o

mBERAEEEERR
RERRESSEBEEBRRSURBTREME
BMEBET  UAREH RBHUEBSHRTEE
RRRE BEELBRAEANRESEE  EE
SERBEFELR > AEBAER=MEARNIE -

(n) REEBERCBTEBEES
BREEBERERTEEESRBITHEWMNFAE
FIBFREEERTRERTEBHEARER - 5
ABERER -

—ET-EER Annual Report 2003

2.
(1)

SIGNIFICANT ACCOUNTING POLICIES (cont'd)

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.

(i) 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 2(c)(iii).

(i) Assets held for use in operating leases
Where the Group is a lessor under operating leases, the leased assets
are included in fixed assets and, where applicable, are depreciated in
accordance with the Group’s depreciation policies, as set out in
note 2(j), and less any impairment losses (see note 2(k)). Revenue
arising from operating leases is recognised in accordance with the
Group's revenue recognition policies, as set out in note 2(c).

(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.

(m) Cash and cash equivalents

(n)

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 amount
of cash and which are subject to an insignificant risk of changes in value,
having been within three months of maturity at acquisition.

Subordinated liabilities and debt securities issued
Subordinated liabilities and debt securities issued are included in the balance
sheet at the value of the net proceeds received upon issue, adjusted for
the amortisation of any premium or discount arising on issue.
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2. SIGNIFICANT ACCOUNTING POLICIES (cont'd)

(n) Subordinated liabilities and debt securities issued (cont'd)

Interest on subordinated liabilities and debt securities issued is charged to
the income statement at the coupon rate adjusted for the amortisation of
any premium or discount arising on issue so as to achieve a constant rate
of charge over the period from the date of issue to the date of redemption.

(o)

(p)

When debt securities issued are repurchased or settled before maturity,
any difference between the amount repaid and the carrying amount is
recognised immediately in the income statement.

Employee benefits

(i)

(ii)

(iii)

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.

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.

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.

Income tax

(i)

(ii)

(iii)

Income tax for the year comprises current tax and movements in
deferred tax assets and liabilities. Current tax and movements in
deferred tax assets and liabilities are recognised in the income
statement except to the extent that they relate to items recognised
directly in equity, in which case they are recognised in equity.

Current tax is the expected tax payable on the taxable income for the
year, using tax rates enacted or substantively enacted at the balance
sheet date, and any adjustment to tax payable in respect of previous
years.

Deferred tax assets and liabilities arise from deductible and taxable
temporary differences respectively, being the differences between
the carrying amounts of assets and liabilities for financial reporting
purposes and their tax bases. Deferred tax assets also arise from
unused tax losses and unused tax credits.
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(p)

SIGNIFICANT ACCOUNTING POLICIES (cont'd)

Income tax (cont'd)

Apart from certain limited exceptions, all deferred tax liabilities, and all
deferred tax assets to the extent that it is probable that future taxable
profits will be available against which the asset can be utilised, are
recognised.

The limited exceptions to recognition of deferred tax assets and liabilities
are those temporary differences arising from goodwill not deductible for
tax purposes, the initial recognition of assets or liabilities that affect neither
accounting nor taxable profit (provided they are not part of a business
combination), and temporary differences relating to investments in
subsidiaries to the extent that, in the case of taxable differences, the Group
controls the timing of the reversal and it is probable that the differences
will not reverse in the foreseeable future, or in the case of deductible
differences, unless it is probable that they will reverse in the future.

The amount of deferred tax recognised is measured based on the expected
manner of realisation or settlement of the carrying amount of the assets
and liabilities, using tax rates enacted or substantively enacted at the
balance sheet date. Deferred tax assets and liabilities are not discounted.

The carrying amount of a deferred tax asset is reviewed at each balance
sheet date and is reduced to the extent that it is no longer probable that
sufficient taxable profit will be available to allow the related tax benefit to
be utilised. Any such reduction is reversed to the extent that it becomes
probable that sufficient taxable profit will be available.

(iv) Current tax balances and deferred tax balances, and movements
therein, are presented separately from each other and are not offset.
Current tax assets are offset against current tax liabilities, and deferred
tax assets against deferred tax liabilities if, and only if, the Bank or
the Group has the legally enforceable right to set off current tax assets
against current tax liabilities and the following additional conditions
are met:

— inthe case of current tax assets and liabilities, the Bank or the

Group intends either to settle on a net basis, or to realise the
asset and settle the liability simultaneously; or
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2. SIGNIFICANT ACCOUNTING POLICIES (cont'd)

(p) Income tax (cont'd)
— inthe case of deferred tax assets and liabilities, if they relate to
income taxes levied by the same taxation authority on either:

—  the same taxable entity; or

- different taxable entities, which, in each future period in
which significant amounts of deferred tax liabilities or assets
are expected to be settled or recovered, intend to realise
the current tax assets and settle the current tax liabilities
on a net basis or realise and settle simultaneously.

(q) 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 foreign enterprises 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 a foreign enterprise, the cumulative amount of the exchange
differences which relate to that foreign enterprise is included in the
calculation of the profit or loss on disposal.

(r) Provisions and contingent liabilities
Provisions are recognised for liabilities of uncertain timing or amount when
the Bank or the Group 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.

FERERITERLA CITIC Ka Wah Bank Limited
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2. SIGNIFICANT ACCOUNTING POLICIES (cont'd)

(s) Off-balance sheet financial instruments
Off-balance sheet financial instruments mainly include derivatives arising
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, which
would survive the insolvency of all parties.

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 for market
making, 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. 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.

(i) Derivatives used for asset and liability management purposes
Derivatives that qualify as hedges are valued on an equivalent basis
to the underlying assets, liabilities or net positions which they are
hedging. Any profit or loss is recognised on the same basis as that
arising from the related assets, liabilities or net positions.

A hedging relationship exists where:

— at the inception of the hedge there is formal documentation of
the hedge;

- the hedge is expected to be highly effective;

- the effectiveness of the hedge can be reliably measured;

— the hedge is highly effective throughout the reporting period;
and
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2.

SIGNIFICANT ACCOUNTING POLICIES (cont'd)

(s) Off-balance sheet financial instruments (cont'd)

(t)

(i)  Derivatives used for asset and liability management purposes (Cont'd)
- for hedges of a forecasted transaction, the transaction is highly
probable and presents an exposure to variations in cash flows

that could ultimately affect net profit or loss.

Any gain or loss on termination of hedging derivatives is deferred and
amortised to the income statement over the remaining original life of the
terminated contract. Where the underlying asset, liability or position is
sold or terminated, the hedging derivative is immediately marked to market
through the income statement.

Related parties

For the purpose of these financial statements, parties are considered to
be related to the Group if the Group has the ability, directly or indirectly, to
control the party or exercise significant influence over the party in making
financial and operating decisions, or vice versa, or where the Group and
the party are subject to common control or common significant influence.
Related parties may be individuals or other entities.

CHANGE IN ACCOUNTING POLICY

In prior years, deferred tax liabilities were 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 were expected with reasonable probability to crystallise in the
foreseeable future. Deferred tax assets were not recognised unless their
realisation was assured beyond reasonable doubt. With effect from 1
January 2003, in order to comply with SSAP 12 (revised) issued by the
HKSA, the Group adopted a new policy for deferred tax as set out in note
2(p). As a result of the adoption of this accounting policy, the Group’s
profit for the year has been increased by $9,041,000 (31 December 2002:
decreased by $73,032,000) and the net assets as at the year end have
been increased by $49,333,000 (2002: $40,292,000).

The new accounting policy has been adopted retrospectively, with the
opening balances of retained profits and reserves and comparative
information adjusted for the amounts relating to prior periods as disclosed
in the consolidated statement of changes in equity.

RITEMRA T CITIC Ka Wah Bank Limited



4. EEimF 4. OPERATING PROFIT

REERENETETIRE The operating profit for the year is stated after taking account of the
following:
(a) FE WA (a) Interest income
AEH
The Group
—ET=F —EBTF
2003 2002
BT BT T
HK$’000 HKS'000
FHEREUWA Interest income on securities 897,727 977,521
HRI 2 WA Other interest income 1,612,421 2,041,030
2,510,148 3,018,551
(b) Hfth&&& U A (b) Other operating income
AEH
The Group
—ET=F —EBEF
2003 2002
BETT BT T
HK$’000 HKS'000
Hib iz Other revenue
REFLEHRENKREWA  Dividend income from unlisted investment 11,979 17,873
LW ARZH276,0000t  Rental income less outgoings of $276,000
(ZEZ =% : 469,0007T) (2002: $469,000) 8,393 8,804
20,372 26,677
HAERA Other net income
HAuFE AR EF (B518) %A Net (loss)/gain on other investments in securities (17,100) 74,140
INEBEEFEF Net gain arising from dealing in foreign currencies 10,905 13,828
Hih BB XM FEE Net loss arising from other dealing activities (3,382) (56,591)
Hih Others 15,446 46,847
5,869 78,224
i zE Total 26,241 104,901

—EE=FFIR Annual Report 2003 89
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4. K2R @ 4. OPERATING PROFIT (cont'd)
(c) && X H (c) Operating expenses
AEH
The Group
—EE=F —EEF
2003 2002
BET T BT T
HK$'000 HKS$'000
EERA Staff costs
FEeREMESRAK Salaries and other staff costs 446,324 549,761
BIRERAS (FEE34) Retirement costs (note 34) 35,458 24,457
BFERRELS Premises and equipment expenses
BFis Rental of premises 49,334 50,189
TE (HizE22) Depreciation (note 22) 125,537 113,388
Hih Others 86,725 72,461
ZE AT & Auditors’ remuneration 3,290 3,174
EE Advertising 50,886 74,869
BB BRIREAR Communication, printing and stationery 51,939 47,045
AEREBEER Legal and professional fees 18,059 32,974
Hith Others 50,214 49,202
917,766 1,017,520
(d) REHREH (d) Charge for bad and doubtful debts
rEH
The Group
—EBE=F —EEF
2003 2002
BET T BT T
HK$’000 HKS'000
5B 2EHE Specific provisions
M new provisions 626,731 642,988
e releases (123,430) (56,402)
ek recoveries (78,163) (70,253)
425,138 516,333
—REE General provisions
M new provisions 94,323 60,458
e releases (45,823) (67,563)
48,500 (7,105)
RIBIREEFHE Net charge for bad and doubtful debts 473,638 509,228
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5. EEiM=
REBE(AARON E161HRBHESHE M

5. DIRECTORS’ REMUNERATION

Directors’ remuneration disclosed pursuant to section 161 of the Hong

TS E Kong Companies Ordinance is as follows:
AEH
The Group
—EBT=F —EBEF
2003 2002
BET T BT T
HK$’000 HKS'000
e Fees 250 180
EBRESHIR Pension contributions 945 1,541
Hith Others 13,806 27,893
15,001 29,614
6. HlE 6. INCOME TAX
(a) FEWMBRAINFEHHRES : (a) Taxation in the consolidated income statement represents:
AEH
The Group
—EBE=F —EBEF
2003 2002
(B3R)
(Restated)
BETT BT I
HK$’000 HKS'000
REBIE — HERRESHES Current tax - Provision for Hong Kong Profits Tax
FRARIE Tax for the year 94,550 22,731
BEFERBEGRE Over-provision in respect of prior years (1,501) (3,280)
93,049 19,451
REABIE — BHMBIE Current tax — Overseas
FRFIE Tax for the year 4,706 2,148
ELEHRIE Deferred tax
EHES 2 EEEEEREE Origination and reversal of temporary differences (5,264) 73,032
EmMBEHER—A—BHN Effect of increase in tax rate on deferred tax
IEIERITE 2 S8 balances at 1 January (3,777) -
(9,041) 73,032
Frb B A RHE Share of an associate’s taxation 14,500 -
HESET Total income tax expense 103,214 94,631
—EET=FF3H  Annual Report 2003 91
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6. INCOME TAX (contd)

(cont'd)

(a) Taxation in the consolidated income statement represents:

In March 2003, the Hong Kong Government announced an increase in the
Profits Tax rate applicable to the Group’s operations in Hong Kong from
16% to 17.5%. This increase is taken into account in the preparation of
the Group’s 2003 financial statements. Accordingly, the provision for Hong
Kong Profits Tax for 2003 is calculated at 17.5% (2002: 16%) of the
estimated assessable profits for the year. Taxation for overseas branches

and subsidiaries is charged at the appropriate current rates of taxation
ruling in the relevant countries.

(b) BHIEZ HE B REREABETFERR (b) Reconciliation between tax expenses and accounting profit
HARXK - at applicable tax rates:
rEH
The Group
—ET=F —EEF
2003 2002
(E3R)
(Restated)
BT T BT T
HK$'000 HKS'000
BRE A=A Profit before tax 756,939 667,396
LEBEREAFNEHERTE Notional tax on profit before tax, calculated at the rates
BREADERIR B E=EE applicable to profits in the tax jurisdictions concerned 131,438 106,173
AR H 2 FHE e Tax effect of non-deductible expenses 8,342 11,357
FERERBUIA 2BiIEZE Tax effect of non-taxable revenue (16,797) (21,023)
RIERRIARE A KRR Tax effect of unused tax losses not recognised
ZHESE (1,634) 1,333
BEZHEHBEE2HEFE  Tax effect of tax benefit from tax planning arrangement (13,125) -
REAWERFEEIE o FIBEBSE  Tax effect of temporary allowance not recognised 268 71
HEARFERASHEL Effect on opening deferred tax balances resulting from an
BRI EGSR e E increase in tax rate during the year (3,777) -
BEFERIESBEES Over-provision in prior years (1,501) (3,280)
103,214 94,631

BERBIE N

Actual tax expenses
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6. BIE @ 6. INCOME TAX (contd)
(c) BERBERFIBNBIAS :

(c) Taxation in the balance sheet represents:

TEE KT
The Group The Bank

—gg=F —TT-F -$B=F -TIT_F

2003 2002 2003 2002

BET T BET T BETT BT T

HK$'000 HKS'000 HK$'000 HKS'000

HEFER Hong Kong Profits Tax 12,733 1,544 12,571 =

BN IE Overseas taxation 4,179 1,223 3,992 1,223

16,912 2,767 16,563 1,223

7. BREFEGRF 7. PROFIT ATTRIBUTABLE TO SHAREHOLDERS
RERRELEFEE—ZFEIAKRTHER The consolidated profit attributable to shareholders includes a profit of
¥ B#589,674,000tHER (ZBEE-_F ' & $589,674,000 (2002: restated profit of $617,384,000) which has been
R F617,384,0007T) ° dealt with in the financial statements of the Bank.
8. k2 8. DIVIDENDS

—BE=F —EE=F

2003 2002

BET T BT T

HK$’000 HKS'000

EERRIKENFERS Interim dividend declared and paid 150,551 166,716

EER @ BERIKEHFHRE Interim dividend declared but not yet paid 201,000 180,000

351,551 346,716

—ET-EER Annual Report 2003
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9. RaREHPES 9. CASH AND SHORT-TERM FUNDS
rEE AT
The Group The Bank

—gT=F "TIF-F C-TE=F —FTI-F

2003 2002 2003 2002
BET T BT T BYETT BT T
HK$’000 HKS'000 HK$'000 HKS'000
RITREMS RS Cash and balances with banks
GERkER and other financial institutions 494,134 657,000 482,860 634,069
BN EA K% 42 2R 38 A1 17 5K Money at call and short notice 6,832,040 4,723,135 6,459,786 4,723,135
7,326,174 5,380,135 6,942,646 5,357,204
R EHBAEARE —BARNIHNER Money at call and short notice represents deposits of up to a maximum of
one month maturity.
10.ESERBBE R 10.TRADE BILLS LESS PROVISIONS
AEERARLT
The Group and The Bank
—22= —EE=F
2003 2002
BET T BT T
HK$'000 HKS'000
BESEE Trade bills 457,060 378,094
RIZER — MRS (HEEL4) General provisions for bad and doubtful debts (note 14) (4,571) (3,152)
452,489 374,942
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11. # =8 11. CERTIFICATES OF DEPOSIT

rEE T
The Group The Bank

—g¥=F "TF-F C-TE=F -FTI-F

2003 2002 2003 2002
BET T BET T BETT BT T
HK$'000 HKS'000 HK$'000 HKS'000

BEEISES Held-to-maturity securities
FEmH Unlisted 1,678,843 937,340 1,678,843 922,340
Em Listed - 93,604 - 93,604
1,678,843 1,030,944 1,678,843 1,015,944

Hithd® 3 Other investments

FEmH Unlisted 380,257 - 380,257 -
2,059,100 1,030,944 2,059,100 1,015,944
EFHESHHE Market value of listed securities - 97,496 - 97,496

—EE=FFIR Annual Report 2003 95
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12. EhiBHxE 12.OTHER INVESTMENTS IN SECURITIES
rEE T
The Group The Bank

—gT=F -TIF-F C-TE=F —FTI-F

2003 2002 2003 2002
BET T BT T BET T BT T
HK$’000 HKS'000 HK$'000 HKS'000
BERS Debt securities
REBLS Listed in Hong Kong 1,397 68,394 1,397 68,394
REBUIMIE ETH Listed outside Hong Kong 1,523,272 812,069 1,523,272 812,069
L Unlisted 461,442 1,491,746 461,442 1,491,746
1,986,111 2,372,209 1,986,111 2,372,209
B=E Equity securities
REBLS Listed in Hong Kong 21,443 16,011 20,532 15,444
JFEH Unlisted 157,123 161,594 154,826 159,065
178,566 177,605 175,358 174,509
REES-FEH Investment funds - unlisted 98,303 33,791 98,303 33,791
2,262,980 2,583,605 2,259,772 2,580,509
HtBFBSRENBITHEBUOT The issuers of other investments in securities are as follows:
REE RIT
The Group The Bank
—EE=F —EECF —EE=F —EECF
2003 2002 2003 2002
BT T BT T BET T BT T
HK$'000 HKS'000 HK$'000 HKS'000
FRRBUR & PR ER T Central governments and
central banks - 302,790 - 302,790
RITR H At & mss Banks and other financial institutions 1,514,774 1,591,963 1,514,774 1,591,963
SEADTE] Corporate entities 488,427 246,521 485,219 243,425
NEHE Public sector entities 259,779 442,331 259,779 442,331

2,262,980 2,583,605 2,259,772 2,580,509
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12. HhEH/E &)

12. OTHER INVESTMENTS IN SECURITIES (contd)

rEE T
The Group The Bank

—g¥=F "TF-F C-TE=F —FTI-F

2003 2002 2003 2002
BET T BET T BT T BT T
HK$'000 HKS'000 HK$'000 HKS'000

rFhEFNTE Market value of listed securities
BEES Debt securities 1,524,669 880,463 1,524,669 880,463
BRE Equity securities 21,443 16,011 20,532 15,444
1,546,112 896,474 1,545,201 895,907

% EHREQESE]23,697,000% (ZEE=
% © 123,697,0005%) WEBRITEHR o EBR
ARTERIRTREEEY 2 RAER
5 o

FEER-NNANFREERRTE —ERRE
HA#129,947 000 T ERBAXREEFEHNERD
RIT25NRMDWER o AEBUEERERITRRRK
HEERZEEHEERESHENREFEN - B
B ARBAZERRTRRCLEES - £4%KH
BEZEREFHAG  AEETE2HEEHR
THEENSENS2HANKXEHEESH -

Bl E R - RSB ERIRIT 25% D
BENFEENSE  HEEAMRIEHE A
FRE]MIEE BN A FEESIEEE %R
& - BERH - AEEUNNER S FRM BB
525 F A 14 B B R R A SE 45 S 4R 47 25% R 15
By D FAEME

EBRTE - ERRENETEE - AFERNRE
REAFAREEREFRIT2HOWRMDOER - Bk
L ERNZBEMARBY

—ET-EER Annual Report 2003

The unlisted equity securities include an amount of $123,697,000 (2002:
$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 $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 had not yet been identified during the
year, and the above-mentioned arrangements remain valid.
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13. EF2RRH ARIE R EH

(a) EF BN K E M IRIE R EH

13.ADVANCES TO CUSTOMERS AND OTHER ACCOUNTS
LESS PROVISIONS

(a) Advances to customers and other accounts less provisions

TEE AT
The Group The Bank
—EE=F C"ZTE_F —EE=F BT F
2003 2002 2003 2002
BET T BET T BET T BT T
HK$’000 HKS'000 HK$'000 HKS'000
B FEEB (EE24) Advances to customers
(note 24) 39,610,093 41,941,753 38,081,856 40,610,733
RIEARFERIZER (FIEE14) Specific provisions for bad and
doubtful debts (note 14) (513,582) (442,648) (476,304) (398,490)
RITIR—MR%EE (EEL4) General provisions for bad and
doubtful debts (note 14) (541,903) (494,985) (528,112) (475,067)
38,554,608 41,004,120 37,077,440 39,737,176
RITREM S RSB Advances to banks and
(Bt EE24) other financial institutions
(note 24) 40,000 79,872 40,000 79,872
FEST R B R H A BRIER Accrued interest and other
A accounts less provisions 1,791,469 1,763,870 1,758,841 1,736,150
40,386,077 42,847,862 38,876,281 41,553,198
08 HEEEETEMRDA  CITIC Ka Wah Bank Limited



13.EF2RRAMIRERER @

(b) REBER I HMARENNEREFHE

13.ADVANCES TO CUSTOMERS AND OTHER ACCOUNTS

(b)

ERFENEERREEENRAREASRHND
HNRENEEATPFNRBENREFHE - 5L
SHRNBNEER -—RABEE=+5F  HEA
EEZRAEBASLEHEBEE -

RTZA=t-—HAEREAERZNREEWE

LESS PROVISIONS (cont'd)

Net investment in finance leases and hire purchase contracts
Advances to customers include net investment in equipment 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.

At 31 December, the total minimum lease payments receivable under

SHREREBENOT : finance leases and hire purchase transactions, and their present values
are as follows:
rEE
The Group
—EE=F —EECF
2003 2002
BOmME  RREEW BORE  RREBEN
IRRBRE FEWA BAOME IRMIRE FIEWA BROmME
Present Interest BRAN A5 Present Interest BRIRAAER
value of income Total  value of the income Total
the minimum relating minimum minimum relating minimum
lease to future lease lease to future lease
payments periods payments payments periods payments
BT T BT BT T BT BT T BT T
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HKS'000
1R Within 1 year 494,196 118,555 612,751 450,433 142,487 592,920
1FEZEHF After 1 year but
within 5 years 882,692 334,812 1,217,504 980,482 366,993 1,347,475
5E#& After 5 years 1,834,055 597,645 2,431,700 1,796,949 608,899 2,405,848
3,210,943 1,051,012 4,261,955 3,227,864 1,118,379 4,346,243
RIBRER Provisions for bad
and doubtful debts (17,109) (29,996)
MEHEER Net investment in
PERRELN finance leases
MR EF5E and hire purchase
contracts 3,193,834 3,197,868
—EE=EER Annual Report 2003 99
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13.EFERRHMARIEREH @) 13.ADVANCES TO CUSTOMERS AND OTHER ACCOUNTS
LESS PROVISIONS (contd)
(b) MEHAERSHNAREANKREFRE (&) (b) Net investment in finance leases and hire purchase contracts
(cont'd)
rT
The Bank
—EE=F —EECF
2003 2002
BOmE  KRREEW BORE  REREBEN
RRBE FEWA BAOME IRMBRE FIEWA BROmME
Present Interest BRAN A5 Present Interest BRFNAAZE
value of income Total value of income Total
the minimum relating minimum  the minimum relating minimum
lease to future lease lease to future lease
payments periods payments payments periods payments

BT T BETR BT T BETT BEET T BEET T
HK$'000 HK$'000 HK$'000 HKS'000 HKS'000 HKS'000

1R Within 1 year 411,106 103,845 514,951 362,720 116,875 479,595
1 ZE5F After 1 year but

within 5 years 724,483 300,217 1,024,700 868,872 334,403 1,203,275
SbE#& After 5 years 1,575,195 512,170 2,087,365 1,650,110 566,023 2,216,133

2,710,784 916,232 3,627,016 2,881,702 1,017,301 3,899,003

RIFIREE Provisions for bad
and doubtful debts (12,237) (5,921)
MEHER Net investment in
PHRRELN finance leases and
MR EFEE hire purchase
contracts 2,698,547 2,875,781
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13.ZEF2RRAMIRIERER @)

(c) TENERREANEBALIRIERCE
L ENBERMT:

13.ADVANCES TO CUSTOMERS AND OTHER ACCOUNTS
LESS PROVISIONS (cont'd)

(c) Non-performing advances on which interest is being placed
in suspense or on which interest accrual has ceased are as

follows:
rE
The Group
EHRm R
FEBIRE A e RIS TRAE
Total amount of loans Market value Specific  Amount of
on which interest is of collateral provisions interest in
placed in suspense held made suspense
BT BT T BT BT

HK$'000 %* HK$'000 HK$'000 HK$'000

#A2003%12H31H As at 31 December 2003

2,090,128 5.28 1,630,574 480,701 238,745

20025128318  As at 31 December 2002 1,699,314 4.05 991,769 402,491 223,282
4T
The Bank
EHRm R
FEBIREAE miE R TRAE
Total amount of loans Market value Specific  Amount of
on which interest is of collateral provisions interest in
placed in suspense held made suspense
B¥TT BT T BT BT

HK$'000 %* HK$'000 HK$'000 HK$'000

#A2003%12H31H As at 31 December 2003

2,007,342 5.27 1,559,968 443,424 231,081

720025128318 As at 31 December 2002

1,574,718 3.88 903,909 359,449 205,970

EEFERREHE

BE-—ZEE=-F+-A=+—HR=-BE-F+
“A=t—-H UEFNESRAGTRBAREFL
SREMBRTREMEMBBRR  BRARUE
MIEBRIEZM KRB TR R -

REEZERNERRRER  CREERE
& e

—ET-EER Annual Report 2003

Based on total advances to customers

There were no advances to banks and other financial institutions in the
Group and the Bank on which interest is being placed in suspense or on
which interest accrual has ceased as at 31 December 2003 and 31
December 2002, nor were there any specific provisions made for them on
these two days.

The specific provisions were made after taking into account the value of
collateral in respect of such advances.
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14, RIZEREHE 14.PROVISIONS FOR BAD AND DOUBTFUL DEBTS
—ET=F
2003
rEE
The Group
HERES
45l —% #%  Suspended
Specific General Total interest
BETR BETR BETT BT T
HK$'000 HK$'000 HK$'000 HK$'000
M1ALH At 1 January 498,117 498,137 996,254 223,282
] Y 5 Bt B8 22 B4 Addition through acquisition
EOESEE of subsidiary 26,861 - 26,861 -
SREE SRR Amounts written off (452,154) - (452,154) (107,100)
AR TRV EE New provisions charged to the
income statement 626,731 94,323 721,054 -
BEWRRNER Provisions released to the
income statement (201,593) (45,823) (247,416) -
ERE£4E Amounts recovered 78,163 - 78,163 -
FERNNELFE Interest suspended during the year - - - 140,364
EREIETRE Suspended interest recovered - - - (17,874)
ERERE Exchange difference - (163) (163) 73
MW12A31H At 31 December 576,125 546,474 1,122,599 238,745
HER Representing:
B 5 EE (MEE10) Trade bills (note 10) - 4,571 4,571 206
B FEB (HEE13(a) Advances to customers (note 13(a)) 513,582 541,903 1,055,485 238,539
H{bBR1E Other accounts 62,543 - 62,543 -
576,125 546,474 1,122,599 238,745
102 FEEFERTERAT  CITIC Ka Wah Bank Limited



14. RIBREH &) 14.PROVISIONS FOR BAD AND DOUBTFUL DEBTS (cont'd)

—EE-F
2002
rEE
The Group
ERAR
H5l —f Fok] Suspended
Specific General Total interest
BT T BT T BT T BT T
HKS'000 HKS'000 HKS'000 HKS'000
m1A1H At 1 January 338,486 134,619 473,105 475,078
R & i iE Ay EEE Addition through merger 191,803 368,773 560,576 33,588
BAERREEMEM  Addition through acquisition of
HIERE loans and provisions 934 1,850 2,784 -
SREHEER Amounts written off (619,692) - (619,692) (452,608)
AR TV New provisions charged to the
income statement 642,988 60,458 703,446 -
B e = RVERE Provisions released to the
income statement (126,655) (67,563) (194,218) -
EWE£5E Amounts recovered 70,253 = 70,253 =
FERNETLFE Interest suspended during the year - - - 257,375
EWREERAE Suspended interest recovered - - - (90,151)
M12H31H At 31 December 498,117 498,137 996,254 223,282
HEER : Representing:
B 5 EE (MEE10) Trade bills (note 10) - 3,152 3,152 6,073
EFB (HEE13(a) Advances to customers (note 13(a)) 442,648 494,985 937,633 217,209
H BRI Other accounts 55,469 = 55,469 =
498,117 498,137 996,254 223,282
—EET=FF3H  Annual Report 2003 103
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14. RIZREE @)

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

—ET=F
2003
T
The Bank
HERES
45l —% #%  Suspended
Specific General Total interest
BT T BT T BT T BT T
HK$'000 HK$'000 HK$'000 HK$'000
M1ALH At 1 January 453,765 478,219 931,984 205,970
HREHERE Amounts written off (398,158) - (398,158) (89,911)
AR TRV ES New provisions charged to the
income statement 602,078 94,323 696,401 -
BE R RNER Provisions released to the
income statement (170,759) (39,694) (210,453) -
EWRE£%E Amounts recovered 50,602 - 50,602 -
FERNELFE Interest suspended during the year - - - 130,365
EREIETRE Suspended interest recovered - - - (15,416)
ERERE Exchange difference - (165) (165) 73
MW12A31H At 31 December 537,528 532,683 1,070,211 231,081
HER Representing:
B 5 EE (MEE10) Trade bills (note 10) - 4,571 4,571 206
EFEB (fEE13(a) Advances to customers (note 13(a)) 476,304 528,112 1,004,416 230,875
H{bBR1E Other accounts 61,224 - 61,224 -
537,528 532,683 1,070,211 231,081
104 PEZERTEMRAT  CITIC Ka Wah Bank Limited
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14.PROVISIONS FOR BAD AND DOUBTFUL DEBTS (cont'd)

—EE-F
2002
)47
The Bank
EEREISY
H5l —f Fok] Suspended
Specific General Total interest
BT T BT T BT T BT T
HKS'000 HKS'000 HKS'000 HKS'000
m1A1H At 1 January 316,782 96,461 413,243 461,764
R & i iE Ay EEE Addition through merger 175,423 363,243 538,666 38,251
SREHEER Amounts written off (550,130) - (550,130) (445,830)
AR TV New provisions charged to the
income statement 549,398 61,087 610,485 -
B e = RVERE Provisions released to the
income statement (75,914) (42,572) (118,486) -
EWE£EE Amounts recovered 38,206 = 38,206 =
FERNERLFE Interest suspended during the year - - - 238,953
EWREERAE Suspended interest recovered - - - (87,168)
M12H31H At 31 December 453,765 478,219 931,984 205,970
HEER : Representing:
B 5 EE (MEE10) Trade bills (note 10) - 3,152 3,152 6,073
EFB (HEE13(a) Advances to customers (note 13(a)) 398,490 475,067 873,557 199,897
H BRI Other accounts 55,275 = 55,275 =
453,765 478,219 931,984 205,970

—ET-EER Annual Report 2003
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15. FEWs Bt B A SIRIE 15. AMOUNTS DUE FROM SUBSIDIARIES
RIT
The Bank
—EE=F —EEF
2003 2002
BET T BT T
HK$'000 HKS'000
BIHA R 52 HA 38 A 1Z 5K Money at call and short notice 149,563 464,908
—EREZBWRITR Placements with banks and other financial
Hih S BEBEER institutions maturing after one month 728,313 363,400
EEII R HMEREHEMS  Advances to customers and other accounts less provisions 121,368 151,325
999,244 979,633
16. B EEINHESFRIREEH 16.HELD-TO-MATURITY SECURITIES AND INVESTMENT
SECURITIES
REE KT
The Group The Bank
—g8=% —22-%F —gE=% —2E=%
2003 2002 2003 2002
BETT BET T BETT BT T
HK$'000 HKS'000 HK$'000 HKS'000
BEZIHES Held-to-maturity securities
REBLS Listed in Hong Kong 1,202,690 276,062 1,202,690 276,062
REBLIMEE L Listed outside Hong Kong 8,294,091 5,096,234 8,294,091 5,026,555
9,496,781 5,372,296 9,496,781 5,302,617
JFEETH Unlisted 12,971,704 13,215,061 12,971,704 13,215,061
22,468,485 18,587,357 22,468,485 18,517,678
WEEE Provision for diminution in value
BEERMFES Held-to-maturity securities (50,418) (52,104) (50,418) (26,207)
22,418,067 18,535,253 22,418,067 18,491,471
BREFRS Investment securities
- BEXEF - debt securities
JFEH Unlisted 15,932 15,932 11,842 11,842
BREFRS Investment securities
- RE - equity securities
JFEH Unlisted 24,051 24,065 24,051 24,065
22,458,050 18,575,250 22,453,960 18,527,378
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16. FAEREBHRIRNEEH @)

EREZRBRENBTEBOT:

16. HELD-TO-MATURITY SECURITIES AND INVESTMENT
SECURITIES (cont'd)

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

REEE RIT
The Group The Bank
—EE=F —EECF —EE=F —EECF
2003 2002 2003 2002
BETT BT T BT T BT T
HK$'000 HKS'000 HK$’000 HKS'000
AR BT & PR ER T Central governments and
central banks 1,190,249 1,011,640 1,190,249 1,011,640
RITREM S RS Banks and other financial
institutions 12,962,613 7,866,612 12,962,613 7,866,612
SEART] Corporate entities 7,980,893 9,456,110 7,980,893 9,386,431
NEERE Public sector entities 362,781 281,060 362,781 281,060
Hib Others 11,932 11,932 7,842 7,842
22,508,468 18,627,354 22,504,378 18,553,585
FhEEmE Market value of listed
securities
BEES Debt securities 10,322,551 5,709,174 10,322,551 5,673,547

AEER HERFZIHEBSNENR
123,948,000t - HE #ERA%874,715,000
T ERGERERAER HESLEREZEE
PESHNEIZERERERETSREERR

—ET-EER Annual Report 2003

During the year, held-to-maturity securities with an amortised cost of
$874,715,000 were disposed of at a profit of $123,948,000 being
recognised in the consolidated income statement. The major reason for
disposal of these held-to-maturity securities was to mitigate market and
credit risks.
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17. B 2B E (RBAAR) 17.INVESTMENTS IN SUBSIDIARIES, AT COST

—EE=F —EEF

2003 2002

BET T BT T

HK$’000 HKS'000

IE LR D GRAEUAS ARR) Unlisted shares, at cost 774,421 763,866

TXRIHHAEEXERNEEREALENE
ZWE QRS o

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

AR, R E BERSG
Place of Aotk FEEK ERTEBERAE
NG incorporation/ % of Principal Issued ordinary
Name of company operation shares held activities share capital
BEERERA R BE 100% EEZ =LY ES FBHE2 T,
Carford International Limited Hong Kong Property HKS2
holding
IR MR B A PR A = CFRI) i 100% SRR AEK#£400,000,0005T
China International Finance Company PRC Financial RMB400,000,000
Limited (Shenzhen) services
CKWB (Cayman Islands) HEHE BH 100% BRITHREZRE EZ 3P
Limited Cayman Islands/Hong Kong Issuer of USS1
subordinated
notes
CKWH-UT2 Limited HEHE BH 100% BIRERE Exab
Cayman Islands/Hong Kong Issuer of USS1
subordinated
notes
GCT Management Limited 5] 100% =B £%£496,4547T
USA Property US$496,454
management
BREAVBERAA BE 100% SHEBEE 71#300,000,0007T
HKCB Finance Limited Hong Kong Consumer HKS300,000,000
financing
BEREARBRNREERAA BE 100% REEEE FBHE2 T
HKCB Insurance Agency Hong Kong Insurance HKS2
Limited agency
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17. B 2B E (B A AR) @) 17.INVESTMENTS IN SUBSIDIARIES, AT COST (contd)

RS i E BERH
Place of Bk FEEK ERTEERE
NGIEE incorporation/ % of Principal Issued ordinary
Name of company operation shares held activities share capital
EECAVKERAR BE 100% SHBEE 7&#50,000,0007T
Ka Wah Credit Limited Hong Kong Consumer HKS50,000,000
financing
EEFRYKERAR BE 100% SRR 7&#32,500,0007T
Ka Wah International Merchant Finance Hong Kong Financial HKS32,500,000
Limited services
EEREFRAT BE 100% BREZER 785,000,000
KWB Investment Limited Hong Kong Investment HKS5,000,000
holding
BEZEARIT (REA) B8 100% IR AR 7&#5,0007T
BIRAF Hong Kong Nominee HK$5,000
The Hongkong Chinese Bank services
(Nominees) Limited
EREBERLT BE 100% ZiEmE FBHE2TT
Viewcon Hong Kong Limited Hong Kong Mortgage HKS2
financing
MREEREERAAN  LMEFABEHEBLATEH All the above subsidiaries are held directly by the Bank except for KWB
TITEERES ° Investment Limited.
R-ZBEE=F+=-A+=H AEE=RKWE On 12 December 2003, the Group has completed its acquisition of 100%
hEE R IEER A T CRYI) 100% 2 ez o %K interest in China International Finance Company Limited (Shenzhen). There
BAOEAEEATLSENAEBEEMZANE was no profit contribution by this subsidiary to the Group’s profit for the
&k o year.
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18. Bt EATI®/E 18.INTEREST IN ASSOCIATES
rER BT
The Group The Bank
—EE=F —EECF —EE=F —EECF
2003 2002 2003 2002
BT T BT T BET T BT T
HK$’000 HKS'000 HK$’000 HKS'000
JEEHRRD GRARAABR) Unlisted shares, at cost - - 120,105 120,105
BEELEE Share of net assets 195,306 120,110 - =
195,306 120,110 120,105 120,105
FEBREQNTNFEROT Details of the principal associates are as follows:
BRITRA
E3 S ML, HE
X KEE BFERH Nominal
Form of Place of FEEK B value of
NG business incorporation/  Principal % of issued
Name of company structure operation  activities shares held shares
REERRERE  CITIC Capital Active Partner Fund EART RREE S HE REZER 41.8% %%£60,5827T
HELERAT Limited (Formerly known as The  Incorporated Cook Islands/PRC  Investment USS60,582
(Al =ERX Ka Wah Five Arrows China Hong holding
FEEEES Kong Fund Limited)
BRAFD
19. BT B AT RRIE 19. AMOUNTS DUE TO SUBSIDIARIES
AT
The Bank
—EE=F —EECHF
2003 2002
BET T BT T
HK$'000 HKS'000
IRITR E Mt SRS Deposits and balances of banks and
FRRER other financial institutions 267,972 514,745
BEEER Deposits from customers 4,347,424 4,356,707
HBRIE R £ Other accounts and provisions 314,379 674,482
4,929,775 5,545,934
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20 3B EHIE

(a) ERANELEH BREERER
BRAREEEERTELCHEEEREENAEAS

20.DEFERRED TAXATION

(a) Deferred tax assets and liabilities recognised
The components of deferred tax assets and liabilities recognised in the

RFERZEEBOT : balance sheets and the movements during the year are as follows:
rEH
The Group
HEREHR
HRAERANE
Depreciation
allowances in
excess of
related i 58 sz
depreciation Provisions Losses Total
BT T BT T BT T BET T
ELERIBRE - Deferred tax arising from: HK$'000 HK$’000 HK$’000 HK$’000
#R2003F1A1H At 1 January 2003
— WAER - as previously reported - - - -
— A FEENAE — prior period adjustments 48,301 (74,718) (13,875) (40,292)
-8 - as restated 48,301 (74,718) (13,875) (40,292)
FEEWRFRAME, (@)  Charged/(credited) to
consolidated income
statement (8,076) (14,840) 13,875 (9,041)
7A2003412H31H At 31 December 2003 40,225 (89,558) - (49,333)
M2002%1A1H At 1 January 2002
— WA ESR — as previously reported - - = =
— A FERNFAE — prior period adjustments 61,620 (75,871) (99,073) (113,324)
— 83 - as restated 61,620 (75,871) (99,073) (113,324)
mAWERAMES, =)  Charged/(credited) to
consolidated income
statement (13,319) 1,153 85,198 73,032
2002512831 H (ER) At 31 December 2002
(restated) 48,301 (74,718) (13,875) (40,292)

S
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20 BEHIE (#)

20.DEFERRED TAXATION (cont'd)

(a) CRANEERBEERRE (&)

(a) Deferred tax assets and liabilities recognised (cont'd)

T
The Bank
HERHR
HRAERANE
Depreciation
allowances in
excess of
related i i wEg
depreciation Provisions Losses Total
BT T BT T BT T BT T
IEERIEBRE : Deferred tax arising from: HK$'000 HK$'000 HK$'000 HK$'000
A2003F1A1H At 1 January 2003
— WAER - as previously reported - - - -
— A FENARE - prior period adjustments 48,912 (71,767) (13,875) (36,730)
-8R - as restated 48,912 (71,767) (13,875) (36,730)
Wy 5 2% O 8H, (1R [E1) Charged/(credited) to
income statement (4,473) (15,584) 13,875 (6,182)
#2003%12H31H At 31 December 2003 44,439 (87,351) - (42,912)
M2002F1H81H At 1 January 2002
— WATER — as previously reported - = = =
—AIFERNFAE — prior period adjustments 48,606 (68,882) (95,550) (115,826)
-8 - as restated 48,606 (68,882) (95,550) (115,826)
WS R hes (B E) Charged/(credited) to income
statement 306 (2,885) 81,675 79,096
M2002%12831 8 (ER) At 31 December 2002
(restated) 48,912 (71,767) (13,875) (36,730)
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20.EEBIE #) 20.DEFERRED TAXATION (contd)

(a) ERAMEEHEEERER (&) (a) Deferred tax assets and liabilities recognised (cont'd)
rEE BT
The Group The Bank
—ge=x —gEo —ge=x —mEoF
2003 2002 2003 2002
BET T BT T BET T BT T
HK$’000 HKS'000 HK$’000 HKS'000

EEEEERERN Net deferred tax asset

FIRLERIEE E recognised on the
balance sheet (49,348) (40,312) (42,912) (36,730)
TEEEERERN Net deferred tax liability
FIRLERIEEE recognised on the
balance sheet 15 20 - -
(49,333) (40,292) (42,912) (36,730)
(b) RERNELEHREEE (b) Deferred tax assets unrecognised
AREBARBEIVWELEH EBEE2HEEERAS The Group has not recognised deferred tax assets in respect of tax losses
11,883,000t (ZEE =4 : 21,222,0007T) ° 18 of $11,883,000 (2002: $21,222,000). The tax losses do not expire under
BEIBEGRS  ZEHBEEBLEIEHA - current tax legislation.
21. & 21.GOODWILL
rEE
The Group
=F
2003
BET T
HK$'000
2% Cost:
R-ZEE=F+=-A=+-—H Addition arising on acquisition of a subsidiary
L B — X B 1 B2 38 4N at 31 December 2003 10,558
FRESHE : Carrying amount:
M2003%12H31H At 31 December 2003 10,558
UIEBEHRERAR -_SEE=5+_-_AK&EH The above goodwill arose from an acquisition of a subsidiary in December
WiE—EHBEA AT  ME-ZENE—AEL B 2003 which will be amortised over 10 years starting from January 2004.

BRETEREEE -
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2. FBEEEE 22.TANGIBLE FIXED ASSETS

rEE
The Group
B £8
T
BEWHE HithzE Furniture,
Investment Other fixtures and #az
properties premises equipment Total
BT T BET T BET T BET T
HK$'000 HK$'000 HK$'000 HK$'000
AR : Cost or valuation:
720031 81R At 1 January 2003 152,285 1,492,524 719,870 2,364,679
3 Additions:
— E UK B 2 A — through acquisition of a
subsidiary - 416 1,764 2,180
—HAth — others - - 36,388 36,388
HE Disposals (11,000) (68,068) (95,250) (174,318)
A (EH) Transfers (51,775) 50,230 - (1,545)
ERERE Exchange difference - - (56) (56)
BHMFEEER Net surplus on revaluation 7,835 = = 7,835
}2003%125318 At 31 December 2003 97,345 1,475,102 662,716 2,235,163
ek % -3:0)5 %N The analysis of cost or
SHEEINET : valuation of the above
assets is as follows:
[2%:N Cost - 1,282,028 662,716 1,944,744
(=] Valuation
—1985%F -1985 - 43,334 - 43,334
—1988%F -1988 - 149,740 - 149,740
—2003%F -2003 97,345 - - 97,345
97,345 1,475,102 662,716 2,235,163
REHE - Accumulated depreciation:
M2003F1A81R At 1 January 2003 - 288,964 329,795 618,759
] Y B Bt B8 22 B4 Addition through acquisition of
a subsidiary - 313 1,501 1,814
REEIE (HEEd(c) Charge for the year (note 4(c)) - 32,222 93,315 125,537
F HEmEE Written back on disposals - (13,082) (69,780) (82,862)
VEREEEES Impairment loss = 4,751 = 4,751
= Transfers - (1,545) - (1,545)
ERERE Exchange difference - - (35) (35)
M2003%12H31H At 31 December 2003 - 311,623 354,796 666,419
BREFE : Net book value:
#2003%12H31H At 31 December 2003 97,345 1,163,479 307,920 1,568,744
}2002612 831 A At 31 December 2002 152,285 1,203,560 390,075 1,745,920
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2. BREEEE @)

22.TANGIBLE FIXED ASSETS (cont'd)

The Bank
& £B
k&
REYE Heh¥ % Furniture,
Investment Other fixtures and #azm
properties premises equipment Total
BT T BT T BT T BT T
HK$'000 HK$'000 HK$’000 HK$’000
RS : Cost or valuation:
M2003%F1A1H At 1 January 2003 136,690 1,424,456 689,065 2,250,211
B Additions - - 36,184 36,184
HE Disposals (11,000) = (87,263) (98,263)
B (#Ed) Transfers (51,775) 50,230 = (1,545)
JERZERR Exchange difference - - (56) (56)
EHFRE Net surplus on revaluation 7,835 = = 7,835
M2003%12H31H At 31 December 2003 81,750 1,474,686 637,930 2,194,366
iR EEREA The analysis of cost or
SHEEITOT : valuation of the above
assets is as follows:
3% Cost - 1,281,612 637,930 1,919,542
1B Valuation
—1985%F -1985 - 43,334 - 43,334
—19884% -1988 - 149,740 - 149,740
—2003%F -2003 81,750 - - 81,750
81,750 1,474,686 637,930 2,194,366
REE Accumulated depreciation:
M2003F1H1H At 1 January 2003 - 277,092 302,890 579,982
REEZHE Charge for the year - 31,012 91,710 122,722
R HEmEE Written back on disposals - - (62,103) (62,103)
VERIEEEES Impairment loss = 4,751 = 4,751
B Transfers - (1,545) = (1,545)
EHERE Exchange difference - - (34) (34)
M2003%12H31H At 31 December 2003 - 311,310 332,463 643,773
BRMEFE : Net book value:
M2003%12H31H At 31 December 2003 81,750 1,163,376 305,467 1,550,593
200212831 H At 31 December 2002 136,690 1,147,364 386,175 1,670,229
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2. BEREEEE @)

REMERE MR THREFERRE

22.TANGIBLE FIXED ASSETS (cont'd)

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

rER BT
The Group The Bank
—EE=F —EECF —EE=F —EECF
2003 2002 2003 2002
BET T BET T BET T BT T
HK$’000 HKS'000 HK$’000 HKS'000
HE Leasehold
BE Held in Hong Kong
-REEE - Long term leases
(b0F LA L) (over 50 years) 273,745 286,273 273,745 286,273
— S — Medium term leases
(105 Z504) (10 - 50 years) 969,747 1,052,288 969,747 996,093
BBUIMEE Held outside Hong Kong
— S — Medium term leases
(105 ZE504) (10 - 50 years) 17,332 17,284 1,634 1,688
1,260,824 1,355,845 1,245,126 1,284,054

MRHEMPEI BRI BRFITEARR  A5H
RATR=-ZZ=F5+-A=+t—BHEEELE
) P RY A48 S AR R E E £ 106,840,000t (=
ZZ % :108,801,0005t) °

B REMTEEE (B8 BRARRBERT
ERDAANR-ZZ=ZF+=A=+—HRAM®D
SEEEMFARERATHRENE - 5B K
RITRMEEMMEENEERET,835,000T 2 5
ABERIRT o FARHT (F8) AR AR REMERIT
ERLABELEEREBIEMBETEE -

REMEEENEE WALEET 431,000t (=
T :7,752,000T) °

REER - HEREWH 2EFE2,052,0007T
(ZZZF 1 #]) -

=
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The net book value of other premises of the Group and the Bank at 31
December 2003 would have been $106,840,000 (2002: $108,801,000)
had they been carried at cost less accumulated depreciation.

Investment properties of the Group and the Bank were revalued at 31
December 2003 by independent firms of surveyors, Vigers Appraisal &
Consulting Limited and DTZ Debenham Tie Leung Limited, on an open
market value basis. The revaluation surplus amounted to $7,835,000 in
the Group and the Bank has been credited to the income statement. Vigers
Appraisal & Consulting Limited and DTZ Debenham Tie Leung Limited have
among their staff Fellows of the Hong Kong Institute of Surveyors.

The gross rental income arising from investment properties amounted to
$7,431,000 (2002: $7,752,000).

During the year, profit on disposal of investment properties amounted to
$2,052,000 (2002: Nil).

FERERITERLA CITIC Ka Wah Bank Limited



2. BREEEE @)
AEBBBELEENINAHREYWE - 56
MENSNEEH—BREME=F > PERATRF
BRREFEEAES - ULASHTSRRE
he .

FEBARREHENREVERADSRESR
97,345,000t (=&Z =4 : 152,285,0007T) °

REBRATRFABBRILEHE RRERN
REESEFENT ¢

22.TANGIBLE FIXED ASSETS (cont'd)

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.

The gross carrying amounts of investment properties of the Group held
for use in operating leases were $97,345,000 (2002: $152,285,000).

The Group and the Bank’s total future minimum lease payments under non-
cancellable operating leases are receivable as follows:

REE AT
The Group The Bank

—gE=% —gB=F —gE=% —gE=F

2003 2002 2003 2002

BETT BET T BET T BT T

HK$'000 HKS'000 HK$’000 HKS'000

1FER Within 1 year 4,220 8,530 4,040 7,900
1FEZEHF After 1 year but within

5 years 1,778 5,449 1,778 5,449

5,998 13,979 5,818 13,349

23.EFER 23.DEPOSITS FROM CUSTOMERS
AEmE 17
The Group The Bank

—EE=F —EECHF —ER=F —EECHF

2003 2002 2003 2002

BET T BET T BET T BT T

HK$’000 HKS$'000 HK$'000 HKS'000
EHRAERKREER Demand deposits and

current deposits 12,257,009 1,271,813 12,257,009 1,271,813

HEEK Savings deposits 8,979,162 7,194,928 8,979,162 7,194,862

EH - BNEIR 2 Time, call and notice
BHFER deposits 37,178,713 46,444,237 36,816,269 45,929,208
58,414,884 54,910,978 58,052,440 54,395,883

—ET-EER Annual Report 2003
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24 F|EA B R 24. MATURITY PROFILE
AEE
The Group
=EAR
BEE
BEsEE =@EANE -t
3 months Z2—fF ERE
or less 1 year 5 years
BREE but not or less or less BEUE
Repayable  repayable but over but over After EFHAH m
ondemand on demand 3 months 1 year 5 years Undated Total
BT T BT T BETT BETRT BT T BT BETR
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
R-IZE=F As at 31 December
+=A=+—H 2003
BE Assets
BeREHES Cash and shortterm
funds 494,134 6,832,040 - - - - 7,326,174
—BRAZEIEH Placements with banks
RITREMSH and other financial
KETN institutions maturing
after one month - 646,373 - - - - 646,373
UES Trade bills 6,517 368,950 81,593 - - - 457,060
FRE Certificates of deposit - - 593,869 1,465,231 - - 2,059,100
HitnBHRE Other investments
in securities
—EREH - debt securities - 145,182 40,706 1,504,331 291,979 3,913 1,986,111
BEFEEM Advances to customers 1,969,410 4,287,032 4,673,187 15,364,994 11,848,124 1,467,346 39,610,093
RITREMSE Advances to banks
BB and other financial
institutions - - - 40,000 - - 40,000
BEZESHES Held-to-maturity
kRERS securities and
- EEES investment securities
- debt securities - 271,480 2,981,852 13,320,250 5,813,968 96,867 22,484,417
2,470,061 12,551,057 8,371,207 31,694,806 17,954,071 1,568,126 74,609,328
af Liabilities
RITREMSE Deposits and balances
BEERRER of banks and other
financial institutions 567,191 2,725,862 193,026 - - - 3,486,079
BFEREH Deposits from
customers 21,236,171 35,649,354 1,384,702 144,657 - - 58,414,884
BRTERE Certificates of deposit
issued - 1,060,709 649,876 3,000,590 - - 4,711,175
21,803,362 39,435,925 2,227,604 3,145,247 - - 66,612,138
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24. B EA B 97 &)

24. MATURITY PROFILE (contd)

REE
The Group
=@EAR
BEA
EEsEE =@EAMNL —FLE
3 months £otis ZRE
or less 1 year 5 years
BB S but not or less or less EENE
Repayable repayable but over but over After  EFREEE mzm
on demand on demand 3 months 1 year 5 years Undated Total
BET T BETT BETT BETT BET T BETT B¥TR
HKS'000 HKS'000 HKS'000 HKS'000 HKS'000 HKS'000 HKS'000
R-BE-F As at 31 December
+=A=+—H 2002
BE Assets
BeREHES  Cashand shortterm
funds 657,000 4,723,135 - - - - 5,380,135
—EA&ZEE  Placements with banks
RITKEMEE  and other financial
BETN institutions maturing
after one month - 221,006 - - - - 221,006
B5EE Trade bills 7,406 334,978 22,349 - - 13,361 378,094
G Certificates of deposit - 16,069 458,366 556,509 = - 1,030,944
HitnFHRE Other investments
in securities
- EEESH - debt securities - - 861,769 1,240,980 265,379 4,081 2,372,209
EEB Advances to customers 2,593,094 3,643,828 4,688,290 15,167,716 14,461,832 1,386,993 41,941,753
RITKEMSR  Advances to banks and
BB other financial
institutions - - 19,872 60,000 - - 79,872
BEZE®HHES  Heldto-maturity
RREEH securities and
-EEES investment securities
- debt securities - 193,974 2,474,339 9,359,058 6,548,386 27,532 18,603,289
3,257,500 9,132,990 8,524,985 26,384,263 21,275,597 1,431,967 70,007,302
af& Liabilities
RITREMER  Deposits and balances
WEFHRET  of banks and other
financial institutions 166,164 1,873,355 - - - - 2,039,519
BEREH Deposits from
customers 8,466,741 43,423,813 3,016,233 4,191 - - 54,910,978
BRITERE Certificates of deposit
issued - 1,000,000 1,566,579 3,265,933 - - 5832512
8,632,905 46,297,168 4,582,812 3,270,124 - - 62,783,009
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24. FE E 97 &)

24. MATURITY PROFILE (contd)

T
The Bank
=EAR
BEE
BEsEE =@EANE -t
3 months Z2—fF ERE
or less 1 year 5 years
BREE but not or less or less BEUE
Repayable  repayable but over but over After EFHAH m
ondemand on demand 3 months 1 year 5 years Undated Total
BT T BT T BETT BETRT BT T BT BETR
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
R-IZE=F As at 31 December
+=A=+—H 2003
BE Assets
BeREHES  Cashand shortterm
funds 482,860 6,459,786 - - - - 6,942,646
—BA%ZIEH  Placements with banks
RITKEMEE  and other financial
KEFN institutions maturing
after one month - 644,873 - - - - 644,873
B5EE Trade bills 6,517 368,950 81,593 - - - 457,060
FRE Certificates of deposit - - 593,869 1,465,231 - - 2,059,100
HitnBHRE Other investments
in securities
—EREH - debt securities - 145,182 40,706 1,504,331 291,979 3,913 1,986,111
BEFEEM Advances to customers 1,966,094 4,219,630 4,490,918 14,804,214 11,217,089 1,383,911 38,081,856
RITKEMmER  Advances to banks
BB and other financial
institutions - - - 40,000 - - 40,000
BEZEHES  Heldto-maturity
kRERS securities and
- EEES investment securities
- debt securities - 271,480 2,981,852 13,320,250 5,813,968 92,777 22,480,327
2,455,471 12,109,901 8,188,938 31,134,026 17,323,036 1,480,601 72,691,973
af Liabilities
RITKEMmSR  Deposits and balances
KEFHRRET  of banks and other
financial institutions 567,191 2,725,862 193,026 - - - 3,486,079
BFEREH Deposits from
customers 21,236,171 35,350,644 1,321,068 144,557 - - 58,052,440
BRTERE Certificates of deposit
issued - 1,060,709 649,876 3,000,590 - - 4,711,175
21,803,362 39,137,215 2,163,970 3,145,147 - - 66,249,694
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24.MATURITY PROFILE (contd)

RIT
The Bank
=EAR
BEA
EsEE =@EAMNL —FLE
3 months 2—F ZEHF
or less 1 year 5 years
BB EE but not or less or less BENE
Repayable repayable but over but over After EIEREH e
on demand on demand 3 months 1 year 5 years Undated Total
BET T BETT BT T BEF T BET T BETT BETR
HKS'000 HKS'000 HKS'000 HKS'000 HKS'000 HKS'000 HKS'000
R-BE-F As at 31 December
+=A=+—-H 2002
BE Assets
BeRREHES Cash and shortterm
funds 634,069 4,723,135 - - - - 5,357,204
—{BA%ZIEMRIT  Placements with banks
REM SRS and other financial
FR institutions maturing
after one month - 221,006 - - - - 221,006
BE5EE Trade bills 7,406 334,978 22,349 - - 13,361 378,094
FRE Certificates of deposit - 16,069 443,366 556,509 - - 1,015,944
HitnFHRE Other investments in
securities
- ERESH - debt securities - - 861,769 1,240,980 265,379 4,081 2,372,209
EEB Advances to customers 2,584,755 3,569,062 4,530,023 14,685,117 14,028,577 1,213,199 40,610,733
RITRE SR Advances to banks and
KBS other financial
institutions - - 19,872 60,000 - - 79,872
BEZE®SESR  Heldtomaturity
REXRS securities and
-EEES investment securities
- debt securities - 152,506 2,478,716 9,423,005 6,451,851 23,442 18,529,520
3,226,230 9,016,756 8,356,095 25,965,611 20,745,807 1,254,083 68,564,582
=i Liabilities
RITREMEREE Deposits and balances
ERRER of banks and other
financial institutions 166,164 1,873,355 - - - - 2,039,519
BFEREH Deposits from
customers 8,466,675 43,179,569 2,745,448 4,191 - - 54,395,883
BRITERE Certificates of deposit
issued - 1,000,000 1,566,579 3,265,933 - - 5,832,512
8,632,839 46,052,924 4,312,027 3,270,124 - - 62,267,914
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25. SHERBOMEE 25.ASSETS SUBJECT TO SALE AND REPURCHASE
TRANSACTIONS
DTEERBESHEERER : The following assets and liabilities are subject to sale and repurchase
transactions:
AREERARLT
The Group and the Bank
—EE=F —EECF
2003 2002
BET T BT T
HK$'000 HKS'000
ERASEZRIHNESR Included in held-to-maturity securities and
RERFIRER investment securities 2,010,227 1,633,873
EBRARITREMEREE  Included in deposits and balances of banks and
BERREFREF other financial institutions 2,196,121 1,681,482
26. 1% 26.SHARE CAPITAL
AT
The Bank
—EE=F —EECF
2003 2002
BT T BT T
HK$'000 HKS'000
EERA Authorised:
SREELTNESER 5,000,000,000 ordinary shares
5,000,000,0008% of S1 each 5,000,000 5,000,000
ERTRBZRA : Issued and fully paid:
SREELTHERR 2,393,341,176
2,393,341,1768% (2002: 2,393,341,176)
(20024 : 2,393,341,1768%) ordinary shares of $1 each 2,393,341 2,393,341
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27. 1% 27.RESERVES

rEE AT
The Group The Bank

—¥¥=F C—FT-F C—FF=F C"TE=F

2003 2002 2003 2002
(E$R) (ER)
(Restated) (Restated)
BT T BET T BET T BT T
HK$'000 HKS'000 HK$'000 HKS'000
(a) B =EE (a) Share premium
R1ALIER At 1 January and
12A31H 31 December 282,930 282,930 282,930 282,930
(b) ®EYE (b) Investment property
BEfRE revaluation reserve
M1A1H At 1 January - - - -
A& iGNy SizE Addition through merger - 20,481 - 20,481
BEEFEER Net deficit on revaluation - (20,481) - (20,481)
MI12831H At 31 December - - - -
(c) HAnyzE (c) Other property
BEfRE revaluation reserve
MW1B1H At 1 January 11,945 - 11,945 -
A& iGNy SiEE Addition through merger - 11,945 - 11,945
M12831H At 31 December 11,945 11,945 11,945 11,945
(d) EXxf#EE (d) Capital reserve
MW1B1H At 1 January 41,271 3,771 2,903 2,903
A& i iy SiEE Addition through merger - 37,500 - -
R EBER Transfer to retained
(&) profits (Note) (34,682) - - -
M12831H At 31 December 6,589 41,271 2,903 2,903
(e) —Mf#EtE (e) General reserve
MW1B1H At 1 January 100,000 - 100,000 -
A& G iy SiEE Addition through merger - 100,000 - 100,000
M12831H At 31 December 100,000 100,000 100,000 100,000
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27. 1&E @)

27.RESERVES (cont'd)

AEH RIT
The Group The Bank
—ER=§ C"TT-F C"ZTT=HF C"TT_F
2003 2002 2003 2002
(E#R) (EH)
(Restated) (Restated)
BT T BT T BET T BT T
HK$'000 HKS'000 HK$'000 HKS'000
(f) EXZE% (f) Exchange differences
m1AL1H At 1 January 2 - - -
E & Of 32 hn §9 S zE Addition through merger - 19 - =
REE Current year (713) (17) 18 =
®12A31H At 31 December (711) 2 18 -
(g) REBZFI (g) Retained profits
MALALA At 1 January
— WAERR — As previously reported 1,766,233 558,300 1,552,335 380,388
— A EERIEERE — Prior year adjustment in
EH AR respect of deferred taxation 40,292 92,089 36,730 99,111
-85 — As restated 1,806,525 650,389 1,589,065 479,499
E & 3 15 o0 49 05 Addition through merger
— QATESR — As previously reported - 908,852 - 822,183
— A ERIEERIE — Prior year adjustment in
1EH AR respect of deferred taxation - 21,235 - 16,715
— B3R — As restated - 930,087 - 838,898
HERFEEA Transfer from capital
(f&3%) reserve (Note) 34,682 = - =
REEER Profit for the year 653,725 589,674
— W ATERR — As previously reported 645,797 696,480
— A EERIEERE — Prior year adjustment in
{EH AR respect of deferred taxation (73,032) (79,096)
- B3R — As restated 572,765 617,384
REEERE Dividends declared in
IR R respect of the current year (351,551) (346,716) (351,551) (346,716)
M12A31H At 31 December 2,143,381 1,806,525 1,827,188 1,589,065
fHEEEE Total reserves 2,544,134 2,242,673 2,224,984 1,986,843
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27. 1% @)

1%%’5“%'43%@%5?_80 602, 0007‘1: (=2Z2=F
) B hEE QR REER

IRAD IR B BRAVIE A 2 BB (D ARG SEA8BIRFTE
o EAERREMHBERZRIUNERETEHE
IBMERMERRENFEEM (HE2)NE T E
% o

HMMENE-HETTHIIKKRR - BHRIE
EE(R AP E7IBRIRHER - BLERE R
EEEREN - AMTR-BE=FF+-A=1+—
AA ok IRRE#EREER1,927,188,0005T
(ZZZ =% : 1,689,065,0007T) °

B AFER EMBEAREDNRS KRN - Mo ER
B EHEERBIEFIIRA ©

27.RESERVES (cont'd)

Included in the retained profits is an amount of $80,602,000 (2002: Nil),
being the retained profits attributable to associates.

The application of the share premium is governed by section 48B of the
Hong Kong Companies Ordinance. The exchange reserve and revaluation
reserves have been set up and will be dealt with in accordance with the
accounting policies adopted for translation of foreign currencies and the
revaluation of premises and investment properties (note 2).

The other property revaluation reserve is not available for distribution to
shareholders because it does not constitute realised profits within
the meaning of section 79B(2) of the Hong Kong Companies Ordinance.
At 31 December 2003, the aggregate amount of reserves available for
distribution to shareholders of the Bank was $1,927,188,000 (2002:
$1,689,065,000).

Note : During the year, part of the capital reserve was released to retained profits
as a result of partial redemption of shares in a subsidiary.

28. BFFEX 28.LOAN CAPITAL
rEE
The Group
—EE=F —EECF
2003 2002
BET T BT T
HK$'000 HKS'000
BEZE Subordinated notes 4,269,722 4,290,172

BERBIREENR=-ZZ—5FtAT Eli‘é"fi
BER7625%NEERE HHEEARAES3ET -

ER-ZZEZE-_FHA-+=HHIT ?@19.125%
WKABERE  HEERER25ET - 25X
BARBEATRAE—BENNMEB2EEEHE
‘2 @ CKWB (Cayman Islands) Ltd % CKWH-UT2 Ltd3&
TRIMEE-RER - RITEEFFHWEFEE
BEMHRNELEZENMBERERNEHEFLER - F
BRT 2N EBEEKR—_Z——FtHAEAH
B|E > MERZEIIDBDUN KA BEBEEEER=-F
——FEE -

—ET-EER Annual Report 2003

The notes represent 7.625% subordinated notes with face value of US$300
million issued on 5 July 2001 and 9.125% perpetual subordinated notes
with face value of USS$S250 million issued on 23 May 2002. The notes
were issued by CKWB (Cayman Islands) Ltd and CKWH-UT2 Ltd respectively,
two separate single purpose wholly-owned subsidiaries of the Bank and
qualify as tier 2 capital. The Bank unconditionally and irrevocably guarantees
all amounts payable under the notes. The 7.625% subordinated notes will
mature on 5 July 2011 whereas the 9.125% perpetual subordinated notes
will be callable in 2012.

125



g EUEE

Notes on the Financial Statements

29. EXFEANAERS 29. MATERIAL RELATED PARTY TRANSACTIONS
AEER AEEEEARRTEKABPEE During the year, the Group entered into a number of transactions with its
ERABRERAGNHMBARETT ZEXR holding companies and its holding companies’ subsidiaries, in the ordinary
% HARHEHEEE  BEIREHREEER course of its banking business including, inter alia, lending, the acceptance
SHIREER TREBETRIANPERS - BLE and placement of inter-bank deposits, participation in loan syndicates,
REMENEBRRBRENETRSHNERT correspondent banking transactions and foreign exchange transactions.
BRAEME  WHEHAAEEEMRZAIRSE The contracts were priced based on relevant market rates at the time of
FHHRHER  -EZE8RH EERZFERREE each transaction, and were under the same terms as those available to
B FEIRFELT © other counterparties and customers of the Group. In the opinion of the

directors, these transactions were conducted on normal commercial terms.

REER BEAMCRZHNREZEREEANE Information relating to income and expense from related party transactions
RATF - during the year and balances outstanding as at the balance sheet date is
set out below:

(a) WA (ZH) (a) Income/(expense)
TEE
The Group

—2B=F =TE-F

2003 2002

BET T BT T

HK$'000 HKS'000

FEWA Interest income 4,079 2,301
FE X H Interest expenses (31,130) (50,398)
HAhug A Other income 13,672 6,685
Hithz Other expenses (6,647) (5,068)
(20,026) (46,480)

(b) A A (b) Holding companies
FEE ZNE)
The Group The Bank

—EB=F —TT-F -TIF=F -BI_F

2003 2002 2003 2002

BT T BT T BT T BT T

HK$’000 HKS$'000 HK$'000 HKS'000

BEEERREAM Advances to customers and

BRIE R other accounts less provisions 147 117,094 - 117,094
BEEER Deposits from customers 1,935,131 1,162,517 1,935,131 1,162,517
H b ARIE & 15 Other accounts and provisions 219,713 182,366 219,713 182,366

2,154,844 1,344,883 2,154,844 1,344,883
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29. EXFAEANGERS @)

(c) BRME LT

29. MATERIAL RELATED PARTY TRANSACTIONS (contd)

(c) Fellow subsidiaries

rEE T
The Group The Bank
—EE=F Z—TE-F CZBE=ZF =—BE-F
2003 2002 2003 2002
BET T BEET T BT T BT T
HK$'000 HKS'000 HK$'000 HKS'000
RERERES Cash and short-term fund 371,785 - - =
BEEBIREAM Advances to customers and
RRIER 2 other accounts less provisions 245,333 4,351 245,333 4,351
617,118 4,351 245,333 4,351
RITREMS EHE Deposits and balances of banks
ERRER and other financial institutions 127,602 97,316 127,602 97,316
ZEEHER Deposits from customers 1,141,413 1,479,107 1,141,413 1,479,107
HAARIE R %1 Other accounts and provisions 11,479 31,323 11,479 31,323
1,280,494 1,607,746 1,280,494 1,607,746
(d) Bt A (d) Associates
TEBRAKT
The Group and The Bank
—EE=F —EECF
2003 2002
BET T BT T
HK$'000 HKS'000
BFEER Deposits from customers 132,116 328
—EET=FF3H  Annual Report 2003 127
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29. EXFAEANER S @) 29. MATERIAL RELATED PARTY TRANSACTIONS (contd)
(e) BEEZRATNEE AT (e) Associates of the immediate holding company
TEBRAKT
The Group and The Bank
—EE=F —EECF
2003 2002
BET T BT T
HK$'000 HKS'000
HibBHRE Other investments in securities 64,883 -
BEEBIREAM Advances to customers and
BRIER other accounts less provisions 10,452 -
75,335 -
EEER Deposits from customers 448,872 356,535
HARIE R %2 Other accounts and provisions 1,397 151
450,269 356,686
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30. EER BRI AEE 30.OFF-BALANCE SHEET EXPOSURES

(a) REEBREE (a) Contingent liabilities and commitments
UTREETEREEBERAENENSEN The following is a summary of the contractual amounts of each significant
z: class of contingent liabilities and commitments:

rEE T
The Group The Bank

—gg=F =—ZT-F =-TT=F —BTI_F

2003 2002 2003 2002
BT T BT T BETRT BT T
HK$'000 HKS'000 HK$'000 HKS'000
HEEERER Direct credit substitutes 1,096,253 1,187,756 1,096,253 1,187,756
HRBEENNEER Transaction-related contingencies - 38,994 - 38,994
HEZEENSNEER Trade-related contingencies 1,635,365 1,262,930 1,635,365 1,260,417
H At AE : Other commitments:
— REEBBEELIFUT - with an original maturity of
] AR B8 under 1 year or which are
unconditionally cancellable 10,387,731 9,294,444 10,387,731 9,288,865
- REBBEEIFHU L - with an original maturity of
1 year or over 734,808 922,801 734,808 922,801
13,854,157 12,706,925 13,854,157 12,698,833
NEEBERAEEHECEMABNIR  EFEE Contingent liabilities and commitments are credit-related instruments which
AREE S EAF%  BHEENERRAE -5 include acceptances, letters of credit, guarantees and commitments to
RHRBERN FTHEREFREEREEEIRN extend credit. The risk involved is essentially the same as the credit risk
FERMHER - Bl ELEXFHIRNEER involved in extending loan facilities to customers. These transactions are,
EHCEERKFRERERTENREFH therefore, subject to the same credit application, portfolio maintenance
Be NS BREEGNZERIAREETFE and collateral requirements as for customers applying for loans. The
AMERERRNESE  -HRNEEETREERH contractual amounts represent the amounts at risk should the contract be
BOASH BMENSBELHFBHRRRRESR fully drawn upon and the client default. As the facilities may expire without
A e being drawn upon, the contract amounts do not represent expected future

cash flows.
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0. EEEERIIMEE &) 30. OFF-BALANCE SHEET EXPOSURES (cont'd)
(b) sTET A (b) Derivatives
PTETAERERE BERZEHEREENIEHRN Derivatives refer to financial contracts whose value depends on the value
EERECEEENTHEELN - of one or more underlying assets or indices.
DUTFRAEBRATEEEIENMETANEERS The following is a summary of the notional amounts of each significant
B E type of derivatives entered into by the Group and the Bank:
rEE
The Group
—EE=F —EBECF
2003 2002
x5 ¥ wE x5 ESpa sz
Trading Hedging Total Trading Hedging Total

BYTR BT T BETR BT T BETT BETR
HK$'000 HK$'000 HK$'000 HK$'000 HKS'000 HK$'000

EREH Exchange rate

contracts
REHR S Forwards 1,059,391 - 1,059,391 1,095,192 - 1,095,192
EHR S Swaps 12,416,034 4,966,108 17,382,142 34,890,559 4,999,417 39,889,976
B Options purchased 172,189 - 172,189 66,384 - 66,384
B Options written 142,182 - 142,182 40,490 - 40,490
FEEH Interest rate

contracts
RHRGRBERS Forwards and futures 2,173,677 - 2,173,677 2,262,090 - 2,262,090
EHHR S Swaps 3,060,615 8,992,439 12,053,054 2,127,535 9,526,349 11,653,884
B Options purchased 1,853,448 - 1,853,448 931,162 - 931,162
B A Options written 2,031,079 - 2,031,079 931,162 - 931,162
BHEHN Equity contracts
B Options purchased - 12,044 12,044 = 18,372 18,372
B EfE Options written - 12,044 12,044 = 18,371 18,371

22,908,615 13,982,635 36,891,250 42,345,074 14,562,509 56,907,583
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30. AERBERIMERE @ 30. OFF-BALANCE SHEET EXPOSURES (cont'd)

(b) FTET A (&) (b) Derivatives (cont'd)
AT
The Bank
—EE=F —EBECF
2003 2002
x5 3 B 5 ES D FERC
Trading Hedging Total Trading Hedging Total

B¥TR BT T B¥TR BT T BETT BETT
HK$'000 HK$'000 HK$'000 HK$'000 HKS'000 HKS'000

EREH Exchange rate

contracts
RS Forwards 1,059,391 - 1,059,391 1,095,192 - 1,095,192
EHR S Swaps 12,416,034 4,966,108 17,382,142 34,890,559 4,999,417 39,889,976
B Options purchased 172,189 - 172,189 66,384 - 66,384
B Options written 142,182 - 142,182 40,490 - 40,490
MEEH Interest rate

contracts
EHTEZRPERS  Forwards and futures 2,173,677 - 2,173,677 2,262,090 - 2,262,090
EHR S Swaps 3,060,615 8,992,439 12,053,054 2,127,535 9,526,349 11,653,884
B Options purchased 1,853,448 - 1,853,448 931,162 - 931,162
B Options written 2,031,079 - 2,031,079 931,162 - 931,162
BHEHN Equity contracts
B Options purchased - 12,044 12,044 = 18,372 18,372
B Options written - 12,044 12,044 = 18,371 18,371

22,908,615 13,982,635 36,891,250 42,345,074 14,562,509 56,907,583

DENRGHAEBRAITENE - MRRFS The above transactions are undertaken by the Group and the Bank in the
MBHET EETEANERESHERENAREEN foreign exchange, interest rate and equity markets. The notional amounts
RE% > WHRBEEE - of these instruments indicate the volume of transactions outstanding and

do not represent amounts at risk.
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0. EEEERIIMEE &) 30. OFF-BALANCE SHEET EXPOSURES (cont'd)

(c) "EERATLHAEEEBRIERNEERAE (c) The replacement costs and credit risk weighted amounts of the above off-
REERRMNESENT - RAFE  AEEK balance sheet exposures of the Group and the Bank are as follows. The
RITERETAERFHERENTERNSESD Group and the Bank did not enter into any bilateral netting arrangements
DTE$ERESE: during the year and accordingly these amounts are shown on a gross basis:

AEH
The Group
—EE=F —BR_fF
2003 2002
EERK FERR
mEeE nE£%E
EERAE  Credit risk BEMAE Credit risk
Replacement weighted  Replacement weighted
cost amount cost amount
BT T BT T BET T BT T
HK$’000 HK$'000 HKS'000 HKS'000
REEBERFAE Contingent liabilities and
commitments TEA N/A 1,414,021 TEA N/A 1,332,425
EREH Exchange rate contracts 120,536 71,464 135,779 118,904
FZEEH Interest rate contracts 459,238 133,659 601,457 171,752
BHEL Equity contracts 50 599 104 792
579,824 1,619,743 737,340 1,623,873
AT
The Bank
—ET=F —ZEE_F
2003 2002
EERR FERR
mESE eS8
BERK Credit risk BEHA Credit risk
Replacement weighted Replacement weighted
cost amount cost amount
BT T BT T BET T BT T
HK$’000 HK$’000 HK$'000 HKS'000
REEERAE Contingent liabilities and

commitments TERAN/A 1,414,021 TEA N/A 1,331,972
EZEH Exchange rate contracts 120,536 71,464 135,779 118,904
FZEEH Interest rate contracts 459,238 133,659 601,457 171,752
B&EH Equity contracts 50 599 104 792
579,824 1,619,743 737,340 1,623,420
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30. AERBERIMERE @ 30. OFF-BALANCE SHEET EXPOSURES (cont'd)

EBERARKEEBEMAERTEAEFALEEEN
BREA  REFABBFHEZHENTE -

FERBMESHERIERBREBERTEFLINE
BEAZELRNMR=ZFAFAENETE  BURR
ERE-—FHBBEMRRREBHER - REEE
RAEHREENEHONZEL00%F%E » MER - F
EREMITETESHNAH%ES0%TE

(d) EAHEIE (d)
RtTtZA=t-—RRBAMERRBNSIERK
ERBHRRARBEBHERRENT -

The replacement cost represents the cost of replacing all contracts which
have a positive value when marked to market and which have not been
subject to any bilateral netting arrangement.

The credit risk-weighted amount refers to the amount as computed in
accordance with the Third Schedule to the Hong Kong Banking Ordinance
on capital adequacy and depends on the status of the counterparty and
the maturity characteristics. The risk weights used range from 0% to
100% for contingent liabilities and commitments, and from 0% to 50% for
exchange rate, interest rate and other derivatives contracts.

Capital commitments
Capital commitments for acquisition of premises and equipment outstanding
at 31 December not provided for in the financial statements were as follows:

AEER AT
The Group and The Bank

—EE=F —EEF

2003 2002

BETT BT T

HK$'000 HKS'000

ERERTY Authorised and contracted for 14,062 9,983

—ET-EER Annual Report 2003
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0. EEEERIIMEE &) 30. OFF-BALANCE SHEET EXPOSURES (cont'd)
(e) HE&E (e) Lease commitments
R+ZA=+—8 REFIHRBRLCEHRERR At 31 December, the total future minimum lease payments under non-
EBEINREHASAZENT @ cancellable operating leases are payable as follows:
AEH AT
The Group The Bank

—®g=F <—FT-F -TT=F —BTI_F

2003 2002 2003 2002
BT T BT T BETT BT T
HK$'000 HKS'000 HK$’000 HKS'000
£ Premises
1FER Within one year 16,501 46,489 16,335 37,657
1EE54F After one year but within five years 11,697 43,011 11,657 21,304
5E% After five years 4,998 10,691 4,998 11,691
33,196 100,191 32,990 70,652
B3] Equipment
1FER Within one year 718 2,248 718 2,248
1EE54F After one year but within five years 1,221 2,923 1,221 2,923
1,939 5171 1,939 5171
AEEBRATRBLEHEN TN BEZEYE The Group and the Bank lease a number of properties and items of
R FRAVNERSENEIHEHEN -—KRAW equipment under operating leases. The leases typically run for an initial
ZNF IRFERAREFEEREN - UL period of two to four years, with an option to renew when all terms are
EPTFIRAEHERS renegotiated. None of the leases includes contingent rentals.
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3.4 (AR CBLBRLAEH 31.RECONCILIATION OF PROFIT FROM ORDINARY
ERNB AR HEE ACTIVITIES BEFORE TAXATION TO CASH GENERATED
FROM/(USED IN) OPERATING ACTIVITIES

i3 —BECF
2003 2002
(ER)
(Restated)
BT T BT T
HK$'000 HKS'000
EREBKIFANEF) Profit from ordinary activities before taxation 756,939 667,396
RIBRER Charge for bad and doubtful debts 473,638 509,228
REMESHF (BA) BB Net (surplus)/deficit on revaluation of investment properties (7,835) 13,879
HEEFEEEEFERE Net loss on disposal of tangible fixed assets 21,818 8,987
HEEEZREESFEF Net profit on disposal of held-to-maturity securities (123,948) (51,949)
HnYZmERE R Impairment loss on other premises 4,751 -
HEBRE QA RIFEHE Net loss on disposal of associates - 190
FERIESREEERS Provision (written back)/made on held-to-maturity securities
(E143%) %45 and investment securities (1,135) 13,194
PE(LEE D Bl ADRE B Share of profits less losses of associates (95,102) -
IERE S HH# 85 Amortisation of deferred expenses 62,539 46,630
e Depreciation 125,537 113,388
BREREREBA Dividend income from equity investment securities (11,979) (17,873)
HEZBEANEXH Interest expenses on subordinated notes 355,260 280,745
ERERE Foreign exchange difference (20,565) -
BEEKRESFRA Net cash inflow from trading activities 1,539,918 1,583,815
BESRD (REIHE#BB3MEA) Decrease in treasury bills (original maturity over 3 months) - 1,261,403
RITR EM & mEETE IS N Increase in placements with banks and other financial
(REEAABBIMEA) institutions (original maturity over 3 months) (262,025) (31,795)
1R () A (Increase)/decrease in certificates of deposit (1,028,156) 2,525,176
HAihB SR ER A (380) Decrease/(increase) in other investments in securities 320,625 (1,974,876)
ZE - RITME M RS Decrease in advances to customers, banks and
B BSEEREAMBRIER  other financial institutions, trade bills and other accounts 1,818,242 1,202,593
BERRPESRREFSFEM  Increase in held-to-maturity securities and investment securities (3,757,717) (5,037,910)
RTREMSREELET Increase/(decrease) in deposits and balances of banks and
=i, Gd) other financial institutions 1,446,560 (900,795)
EFEEFEM OBD) Increase/(decrease) in deposits from customers 3,503,906 (2,658,734)
BEITERE (RL) /& (Decrease)/increase in certificates of deposit issued (1,121,337) 508,001
HAbBRTE & EEIE M, (RD) Increase/(decrease) in other accounts and provisions 332,402 (432,808)
ERTEBERFELD Decrease in issued debt securities - (373,371)
BE/ (AR EEEK RS Cash generated from/(used in) operating activities 2,792,418 (4,329,301)
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32. BB AT

32.ACQUISITION OF A SUBSIDIARY

(a) B FEE (a) Net assets acquired

—TT=F

2003

BT

HK$'000

RERERES Cash and short-term funds 5,732
BN HMEREHEMS  Advances to customers and other accounts less provisions 7,590
BFEEEEE Tangible fixed assets 366
HABRIE R % Other accounts and provisions (17,285)
E g T EE RS Goodwill on acquisition 10,558
6,961

ERRERA Investment cost paid 5,221
RFRERA Investment cost payable 1,740
WRESHREE Total amount satisfied by cash 6,961

(b) WIEMBAREENRERREEEER

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

WAFRED N of the acquisition of a subsidiary
—g2=f
2003
BT T
HK$'000
HeXE Cash consideration (5,221)
WEzHReREHES Cash and short-term funds acquired 5,732
511
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BVHERREFEEBGRTN 33.ANALYSIS OF THE BALANCES OF CASH AND CASH
EQUIVALENTS

(i) ZKEBHEREXRANE SR RELEEEHR (i) Components of cash and cash equivalents in the consolidated
cash flow statement

rEH
The Group
—EE=F —EECF
2003 2002
(E3R)
(Restated)
BETT BT T
HK$'000 HKS'000
HERRRTREAM Cash and balances with banks and other
SRIEBETE financial institutions 494,134 657,000
BUHA T2 55 HA 38 A1 5K Money at call and short notice 6,832,040 4,723,135
RITREMSRIEBIER Placements with banks and other financial institutions
(ERREIH A =18 B AEER) (with original maturity within three months) 334,348 171,006
7,660,522 5,551,141
(ii) R EEABRZHE (ii) Reconciliation with the consolidated balance sheet
AEH
The Group
—EBT=F —EBEF
2003 2002
(E3R)
(Restated)
BET T BT T
HK$’000 HKS'000
ReREHES Cash and short-term funds 7,326,174 5,380,135
—EREZHWRTR Placements with banks and other financial institutions
Hith S BB maturing after one month 646,373 221,006
HEEEEBERNEE Amount shown in the consolidated balance sheet 7,972,547 5,601,141
W REIE AR Less: amounts with an original maturity of
=18 A & beyond three months (312,025) (50,000)
FERERERANRSR Cash and cash equivalents in the
Re&%HEER consolidated cash flow statement 7,660,522 5,551,141
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34. EERAsHE 34. STAFF RETIREMENT SCHEME

AEBRE-ERERRAESTE (BFBIZE
HEED - Bl AREELHEERNESELRS
10NN HRBAEER - ZRMAGH SR —ERF
MHAES (BRIEEES]) Bemtd RESEEE
RAEENAEZHES - EEBAFELEMMHE
R MREEERG2EHURARMAEER &
EI$ 1518 8 P B 22 B9 (SRR 1B IR 2 38 By A9 £
CMESETRAERBA-—EABINEANE
ﬁ'WEEEWﬁ%ﬁéwﬁﬂﬁ°

BRTZBRAGTEN  AEBE-ZZTZTF+A
—BE  W2E-_EFABETRATE > AR
AR EERMHFEERE AEECERERES
SRR EREERBEFDNER o

TEER AEERBEGEFENERLS
35008 T (ZEE=F : 2,4008 7t) (HfzF4(c)) °

SEHFEXEF
REZBZE=FFA+B  ATZ2ERLIFTPE
BReRERERAR (FEEBERESBMER]) F
M7 REER SRR R B ([ RS
Bl YRBAKLETR-ANEEF=A=1HEK
MHNERITHRAEBRESS (EBRES
Bl  -EBRENENKSEEEETERD
RIEA  HUTEREBRESSLLAERY
ZEREAR BZE-_TZT=F+=-A=+—H
LtFEFER FEEESRERTAREREEER
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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 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 Group contributed approximately $35 million (2002:
$24 million) (note 4(c)) to these schemes.

35.EQUITY COMPENSATION BENEFITS

The holding company of the Bank, CITIC International Financial Holdings
Limited (‘CIFH’), adopted The CITIC International Financial Holdings Limited
Share Option Scheme (the ‘New Option Scheme’) on 16 May 2003 and,
at the same time, terminated the Senior Executive Share Option Scheme
adopted by CIFH on 30 March 1995 (the ‘Old Option Scheme’). The
provisions of the Old Option Scheme remain in full force and effect to the
extent necessary to give effect to the exercise of all options granted prior
to the termination of the Old Option Scheme. For the year ended 31
December 2003, there was no option granted by CIFH under the Old Option
Scheme. Options to subscribe for a total of 6,758,000 shares of CIFH at
the exercise price of HK$3.54 per share were granted to 273 eligible
employees, including certain directors and the Chief Executive Officer of
the Bank, under the New Option Scheme on 1 December 2003. These
options were granted for nil consideration and can be exercised during the
period from 17 November 2005 to 16 November 2013.

At the date of the grant, no employee benefit cost or obligation is recognised
by CIFH. When the options are exercised, equity of the CIFH is increased
by the amount of the proceeds received.

FERERITERLA CITIC Ka Wah Bank Limited



6. ITHABER

RITRBBB(ABTRPD E161BRKBEITHAER
MERFBENOT :

36.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=F —EBTF
2003 2002
BT BT T
HK$’000 HKS'000
M12A31BWEE R Balance outstanding at 31 December

—REART - By the Bank 6,389 145,329

REEANRDERBRE Maximum aggregate amount outstanding during the year
—REART — By the Bank 17,915 292,653

REBE=F+-A=+—H LEIHWMKE
BANE > TREHELERERER -

37. AT EE
REBZE=F+-A=+—H  #BEL1.25Ex (=
77—$ 094{$ﬁ W?TEZEIHH%%&QEE?,
EXHERESFBEANFR(CEZ-F 1 608
T)EEATFEEAERERRE  FAREEREE
TR e

38. LB ¥
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BN - IR E SR MRS °
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E&Ehﬁ?%& BHEMK IR EERSR
BERAERAT  MRKERADBEREARS
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BEEREATD) -
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There was no interest due but unpaid nor any provision made against these
loans at 31 December 2003.

37.ASSETS PLEDGED AS SECURITY

On 31 December 2003, held-to-maturity securities amounting to $125
million (2002: $94 million) and money at call and short notice amounting
to $0.03 million (2002: $0.6 million) have been pledged to the Office of
the Comptroller of Currency in the USA as statutory deposits.

38. COMPARATIVE FIGURES

Certain comparative figures have been adjusted as a result of the change
in accounting policy for deferred taxation, details of which are set out in
note 3.

39. ULTIMATE HOLDING COMPANY
At 31 December 2003, 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 CITIC
Group (formerly known as China International Trust and Investment
Corporation) which is incorporated in the People’s Republic of China.

40.APPROVAL OF FINANCIAL STATEMENTS

The financial statements were approved and authorised for issue by the
Board of Directors on 18 March 2004.
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R-ZE=F+"-HF=+—8H

(BR45RIBIBASN A B M B EE ()

as at

31 December 2003

(Expressed in Hong Kong dollars unless otherwise indicated)

(A) BAZERILERGEHEEILE (A) CAPITAL ADEQUACY AND LIQUIDITY RATIOS
—EE=F —EECF
2003 2002
(B#)
(Restated)
RECFAEER 7 B LEZR Unadjusted capital adequacy ratio 16.30% 17.38%
BABER ELHER Adjusted capital adequacy ratio 16.02% 16.76%
20021 A1 B E20024F Average liquidity ratio for 10 months from
108318 +@EAK 1 January 2002 - 31 October 2002
FEREBESLLE TEA N/A 46.92%
200211 B1BZE20024% Average liquidity ratio for 2 months from
12A31EMEAR K 1 November 2002 — 31 December 2002
FEREESLLE TEA N/A 47.09%
HZE2003%F12H31HIEEE  Average liquidity ratio for year ended
FHREES R 31 December 2003 49.18% TEA N/A

AERABREXZELZERBEERESREER
TEERDAEEENHRRE  BATRESET
MBLARNEHER  WEARFSEBGRITEMK
BV R=ZWEESTE -

ERAREREELEEZRAEANTEAR
TRBEEBEMGGLHSEARERERHEE)
EERAACHRERT L ERENAHEE
HE o

FHRBESTHRREBESERDEEBNRSA
B RBRATRETHELARANEGHESE  YAF
BEB(RITREOADMRUMNELEE o
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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) 0BRRIRIE B A EEE

(B) CAPITAL BASE AFTER DEDUCTIONS

—ET=F —EBTF
2003 2002
(E3R)
(Restated)

BETT BT T

HK$’000 HKS'000
BLER Core capital
EHEERA Paid up ordinary share capital 2,393,341 2,393,341
BRAEE Share premium 282,930 282,930
& Reserves 2,157,024 1,936,526
BmOEREEE Total core capital 4,833,295 4,612,797
EEBHER Eligible supplementary capital
TR iR E S Reserves on revaluation of land and interests in land 8,362 8,362
RIE—RERE General provisions for doubtful debts 546,474 498,137
KA#BEREE Perpetual subordinated debt 1,940,783 1,950,078
BHREREE Term subordinated debt 1,397,364 2,306,399
B EARBEEE Gross value of supplementary capital 3,892,983 4,762,976
EEEHMEREE Eligible value of supplementary capital 3,892,983 4,612,797
MBRIBIE AT E R E R Total capital base before deductions 8,726,278 9,225,594
HERERRIE Deductions from total capital base (511,734) (135,865)
HBRRIER A ERER Total capital base after deductions 8,214,544 9,089,729

—ET-EER Annual Report 2003
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(C) SR H (C) SEGMENTAL INFORMATION

THENERAKENEBE N ED BEL2
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BEFK

(i) ¥*%2
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EMEER HtUEE R
& EARRBERES -
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FERBHIRMESHF R EEEB AL -
H-ZET=F—A— 0K EREBEFICK
Bk - MARRESEENEESRIRDEEK] D
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RMEBRIEBMERLBER LRI HRE
Ao Bt HBREFERAFERBETRER
M4F AR E -
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XEANTEESSERBRRIRDEES 2D H
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Segmental information is represented in respect of the Group’s business
and geographical segments. Business segment information is chosen as
the primary reporting format as the directors consider that this is more
relevant to the Group’s internal financial reporting.

(i) Business segments
The Group is principally engaged in the provision of banking and related
financial services. The Group comprises the following main business
segments:

Retail banking It mainly comprises deposit account services,
business: residential mortgage, other consumer lendings,
credit card services and finance leases.

Wholesale banking It mainly comprises trade financing, syndicated
business: loans and other corporate lendings.

Treasury: It covers provision of foreign exchange services,
money market activities, management of
investment securities and central cash
management.

Unallocated: [t mainly comprises the bank premises and any
items which cannot be reasonably allocated to
specific business segments.

For the purpose of segment reporting, the allocation of operating income
reflects the benefits of funding resources allocated to the business
segments based on internal funds transfer pricing mechanism. Starting
from 1 January 2003, transfer pricing methodology has been revised.
Moreover, the function of central cash managment has been reallocated
from ‘Unallocated’ to ‘Treasury’. Management considered the above
changes reflect better the Group’s internal organisational and management
structure and its system of internal financial reporting. As a result, the
comparative figures have been adjusted to conform with current year’s
presentation.

Cost allocation is based on the direct costs incurred by the respective
business segments and apportionment of overheads on a reasonable basis
to the business segments. Rental charges at market rate for usage of
bank premises are reflected as inter-segment income for the ‘unallocated’
segment and inter-segment expenses for the respective business segments.
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(C) HEBEH &)
(i) ¥%2% &)

(C) SEGMENTAL INFORMATION (cont'd)
(i) Business segments (cont'd)

—EE=F AEE
2003 The Group
TERT TERT
Retail Wholesale HE KOMEH &8
banking banking Treasury Unallocated  Consolidated
BETRT BETRT BETR BETT BETT
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
BRERA Net interest income 669,302 536,806 326,097 15,079 1,547,284
= HAT PN Other operating income 213,093 187,073 (30,616) 30,058 399,608
EWA Operating income 882,395 723,879 295,481 45,137 1,946,892
KETH Operating expense (376,207) (96,710) (47,713) (397,136) (917,766)
DERLEE () /WA Inter-segment (expenses)/income (220,287) (106,900) (40,799) 367,986 -
Rt EEALE R Operating profit before provisions 285,901 520,269 206,969 15,987 1,029,126
RERER Charge for bad and doubtful debts (170,198) (252,419) - (51,021) (473,638)
DEEE Segment result 115,703 267,850 206,969 (35,034) 555,488
HEAVETEEFERE Netloss on disposal of tangible
fixed assets (11,634) (393) (156) (9,635) (21,818)
BERENFEFRG Net surplus on revaluation of
investment properties - - - 7,835 7,835
=gk 7 ESHIE =P Impairment loss on other premises - - - (4,751) (4,751)
HERERHES Net profit on disposal of
Fiasl held-to-maturity securities - 407 123,541 - 123,948
BERIBESR Provision written back/(made)
REZXER /(&) for heldtomaturity
securities and investment securities (1,166) 2,301 - - 1,135
FriEEE A RIEAEER  Share of profits less losses of associates - - - 95,102 95,102
EEEBOT AT Profit from ordinary activities before
taxation 102,903 270,165 330,354 53,517 756,939
BB Income tax - - - (103,214) (103,214)
REEEER/ (58) Profit/(loss) attributable to shareholders 102,903 270,165 330,354 (49,697) 653,725
FERFE Depreciation for the year 28,451 3,689 2,243 91,154 125,537
AEE Segment assets 17,936,829 26,582,352 29,995,046 2,705,666 77,219,893
Be N aER Interest in associates - - - 195,306 195,306
mEE Total assets 17,936,829 26,582,352 29,995,046 2,900,972 77,415,199
AHEE Segment liabilities 35,274,744 22,413,884 9,733,654 785,720 68,208,002
AEEREENERFY Capital expenditure incurred during
the year 8,029 2,468 2,660 34,155 47,312

—ET-EER Annual Report 2003
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(C) pERE&EH (#) (C) SEGMENTAL INFORMATION (cont'd)
(i) #2530 &) (i) Business segments (cont'd)
—EECF xEE
2002 The Group
ZERT ERT
Retail Wholesale & ROMER e
banking banking Treasury Unallocated Consolidated
BET T BET T BET T BET T BET T
HKS'000 HKS'000 HKS'000 HKS'000 HKS'000
=SV ON Net interest income 638,906 551,406 500,060 16,712 1,707,084
HipfSE WA Other operating income 205,899 213,821 21,093 30,548 471,361
FSLON Operating income 844,805 765,227 521,153 47,260 2,178,445
KETH Operating expense (461,984) (117,580) (48,712) (389,244) (1,017,520)
DEBREAEE (X)) /A Inter-segment (expenses)/income (186,622) (81,439) (26,187) 294,248 -
RETEFRIRKE Operating profit/(loss) before provisions 196,199 566,208 446,254 (47,736) 1,160,925
wfl,/ (B8)
RIZIREE Charge for bad and doubtful debts (264,597) (233,846) - (10,785) (509,228)
PHEE Segment result (68,398) 332,362 446,254 (58,521) 651,697
HEBFETEETFER Netloss on disposal of tangible fixed assets - - - (8,987) (8,987)
ERRENFFEE Net deficit on revaluation of investment
properties - - - (13,879) (13,879)
HEBE N RFER Net loss on disposal of associates - - - (190) (190)
HEREZEHES Net profit on disposal of held-to-maturity
FiaAl securities - 3,786 48,163 - 51,949
BRZEBESFRE Provision written back/(made) for held-to-maturity
BREOR (&) securities and investment securities - (13,194) - - (13,194)
EEZEBIBADEF Profit from ordinary activities before taxation (68,398) 322,954 494,417 (81,577) 667,396
FiE Income tax - - - (94,631) (94,631)
IREREEER]/ (B5#8)  Profit/(loss) attributable to shareholders (68,398) 322,954 494,417 (176,208) 572,765
FERNFE Depreciation for the year 27,669 7,634 1,764 76,321 113,388
AHEE Segment assets 20,074,715 26,726,174 23,304,988 2,694,099 72,799,976
BENTER Interest in associates - - - 120,110 120,110
BEE Total assets 20,074,715 26,726,174 23,304,988 2,814,209 72,920,086
AHaE Segment liabilities 35,695,308 19,576,302 7,720,902 1,001,388 63,993,900
REERNEENERFE  Capital expenditure incurred during the year 5,588 459 638 81,849 88,534
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(C) #EB&EE (&) (C) SEGMENTAL INFORMATION (cont'd)
(i) ¥z &= & 5 (ii) By geographical area

REAEENETZEXBHNMBEAT - BIRE
EEERFEIFEECLKRNDITHEMNS - &
SEEE2EEBEEERY  2REIO%U LHEE
WA BADER > BREE - BEE REEER
AEHREEBHBEEBEKIKRE

On the basis of the location of the principal operations of the Group or, in
the case of the Bank, on the location of the branches responsible for
reporting the results or booking the assets, the Group operates
predominantly in Hong Kong with over 90% of the Group’s operating income,
profit before taxation, total assets, total liabilities, contingent liabilities and
commitments arising therefrom or booked therein.

rEH
The Group
—EE=F —EECF
2003 2002
BHEX BHIE K
RBHR THENER RBHR TEHUEM
BFEXN Overdue Non- BEFEB Overdue Non-
Advances to  loans and performing Advances loans and  performing
customers advances loans to customers advances loans
BT BT T BYTT BT T BT BT
HK$'000 HK$'000 HK$'000 HKS'000 HKS'000 HKS'000
BB Hong Kong 32,152,653 1,957,523 1,926,471 35,136,453 1,752,223 1,673,556
FEl Mainland China 4,391,333 34,766 36,773 4,319,078 - 4,732
=H USA 557,475 - - 693,345 - 8,731
Hith Others 2,508,632 132,665 126,884 1,792,877 12,295 12,295
39,610,093 2,124,954 2,090,128 41,941,753 1,764,518 1,699,314

LA AREEEITNERNCERE S —HMEH
g AREBCEEERN  HEXZHTEN
BRN—FFHERNEERBSEZERTHN
BIARIES - RITHEMESEMBEE D THERER
A HANAERRWRET -

TERANERRENEBALRRICFLETEDN
B o

—ET-EER Annual Report 2003

The above geographical analysis is classified by 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.

Non-performing advances to customers are those advances on which
interest is being placed in suspense or on which interest accrual has ceased.
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(D) EF&R - RITEES

(D) ADVANCES TO CUSTOMERS - BY INDUSTRY SECTORS

BOXE 0N EFERERZEERMANER The analysis of advances to customers by industry sectors is based on

REZEDH

categories and definitions used by the HKMA.

rEE
The Group
EFBRAHE
Gross advances to
customers
—EE=F —EECF
2003 2002
BT T BT T
HK$'000 HKS'000
ARBEENER Loans for use in Hong Kong
ITRREHER Industrial, commercial and financial
— YIFEBRE — Property development 327,555 563,368
— YIERE — Property investment 4,090,359 5,147,370
— SRR — Financial concerns 2,647,514 1,621,606
- RELLRL — Stockbrokers 20,519 27,590
- B TEES — Wholesale and retail trade 2,240,916 2,464,647
— B — Manufacturing 3,506,532 3,318,627
— EWERBRHRE — Transport and transport equipment 4,551,838 4,938,645
— Hfth - Others 3,761,929 3,175,545
BA Individuals
- BAREEBHEE — Loans for the purchase of flats under the Home
IABREESEEZEETE Ownership Scheme, Private Sector Participation
FEEEHEEIENNER Scheme and Tenants Purchase Scheme 23,979 30,990
— BAHMEEYENER — Loans for the purchase of other residential properties 10,920,086 13,246,473
— ERFBX — Credit card advances 426,249 335,647
— Hfth - Others 1,409,427 1,289,488
ESRE Trade finance 1,913,475 1,968,023
ANBBUINMEHNER Loans for use outside Hong Kong 3,769,715 3,813,734
39,610,093 41,941,753
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(E) i JE ba

AEBREEE FEERGEBUHEIMNERNEE
BEENERRENT - ASER R RN ERF
3R R RZ B IR T8 INESE B 3R (MABS)6)

RAEA A XEE -

(E) 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.

REE
The Group
—EE=F —EECF
2003 2002
HER Equivalent in ESpH AR wazE ESp AR k)
BT T HKS'000 US dollars  Renminbi Total US dollars Renminbi Total
HEEE Spot assets 26,057,334 225,983 26,283,317 24,971,598 76,883 25,048,481
HEEE Spot liabilities (24,566,069) (9,157) (24,575,226) (22,548,083) (6,186) (22,554,269)
REHIB A Forward purchases 9,986,595 - 9,986,595 20,917,099 - 20,917,099
REHIE Forward sales (8,239,058) - (8,239,058) (19,641,958) - (19,641,958)
HARERE AR Net option position 23,051 - 23,051 3,959 = 3,959
REFE Net long position 3,261,853 216,826 3,478,679 3,702,615 70,697 3,773,312

HERFARRBREREERAAME -

—ET-EER Annual Report 2003

The net option position is calculated using the worst case approach.
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(F) BSIE(EHE (F) CROSS-BORDER CLAIMS
EEERENREEEBRLETNZETAKRSE Cross-border claims are on-balance sheet exposures of counterparties
BRERZS—FHEMTENRZ S —F A based on the location of the counterparties after taking into account the
B o HERZ A FARAMNBERN—HIEHERNE transfer of risk. For a claim guaranteed by a party situated in a country
ERBEEZERINERERESR o RITHNEA different from the counterparty, risk will be transferred to the country of
ERMEBEIITHEERBIEZEHATMERAR the guarantor. For a claim on the branch of a bank or other financial
FERIER - BRERAEAEHEEEL0%H U LK institution, the risk will be transferred to the country where its head office
BRIt EEREMT: 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:
$RAT R H At
SRME
Banks and NEHE
other Public
financial sector Hith wmE
institutions entities Others Total

BT BT T BT T BT
HK$’000 HK$'000 HK$'000 HK$'000

—EE=F 2003

BEEUNEAE Asia and Pacific excluding Hong Kong 6,886,634 187,909 5,089,835 12,164,378
H e of which Australia 3,314,907 - 58,420 3,373,327
HeprhE of which Mainland China 2,076,200 187,909 4,466,485 6,730,594
i) Western Europe 15,428,297 - 4,997,868 20,426,165
HepfEE of which Germany 4,155,222 - 1,273,093 5,428,315
HepKE of which United Kingdom 4,361,105 - 830,528 5,191,633
—EECHF 2002

BEUIIEKRE Asia and Pacific excluding Hong Kong 5,003,680 83,160 6,119,931 11,206,771
H A M of which Australia 3,073,500 - 8,550 3,082,050
HeprhE of which Mainland China 1,146,360 83,160 5,217,019 6,446,539
AL Western Europe 9,285,160 - 5,709,212 14,994,372
Hrh{EE of which Germany 3,506,880 - 1,219,750 4,726,630
HrpE of which United Kingdom 2,226,590 - 1,153,503 3,380,093
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(G) EEIEFRER (SHNKRELHE) (G) OVERDUE ADVANCES TO CUSTOMERS (NET OF
SUSPENDED INTEREST)
HBREeERLETLAECEREANNESTIENE The gross amount of advances, net of accrued interest that has been
FEAZ A EE D E HAE capitalised but accrued to a suspense account, which have been overdue
for periods of:

rEE
The Group
—gE=% —gE=F
2003 2002
BT T BEET T
HK$’000 %* HKS'000 %*
— 318 B 618 H — 6 months or less but over 3 months 165,835 0.42 262,097 0.62
—6BRAELF — 1 year or less but over 6 months 307,408 0.77 169,342 0.40
—1FE —over 1 year 1,651,711 4.17 1,333,079 3.18
#EEE Total 2,124,954 5.36 1,764,518 4.20
PoE i bengzE o Secured overdue advances 1,388,339 1,059,650
KRB Unsecured overdue advances 736,615 704,868
2,124,954 1,764,518
BEERFEEEAT  Market value of collateral held
KM HE against the secured overdue
advances 1,738,316 1,701,268
1SR 2EE Specific provisions made 410,020 347,557
HEFPBRRBRETE *  Based on total advances to customers
R-BB=F+-A=+-HR=-ZBZ2-F+= There were no advances to banks and other financial institutions which
B=+—8 AEELEBHBB =11 WRT were overdue for over 3 months as at 31 December 2003 and 31 December
RE & BB IR o 2002.

—EE=FFIR Annual Report 2003 ].4-9
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(H @S EREERRFBHERNEHIR (H) RECONCILIATION BETWEEN OVERDUE LOANS AND
ADVANCES AND NON-PERFORMING LOANS
rEH
The Group
—EE=F —EECF
2003 2002
BET T BT T
HK$'000 HKS'000
BIHIEIE3ME A NEF R Advances to customers overdue for more than 3 months 2,124,954 1,764,518
B B E3E A AT E Less: Amount overdue for more than 3 months and on
HIFRIE which interest is still being accrued (247,895) (173,900)
fn : EHEA3ME B = A T s R R Add: Amount overdue for 3 months or less, or not yet
BREZRAETRERE overdue and on which interest is being placed in
{FIEFTEHRE suspense or on which interest accrual has ceased 84,187 75,591
e FERAERIRES Add: Rescheduled advances on which interest is being placed
BT B ER IR in suspense or on which interest accrual has ceased 128,882 33,105
FERAELRREREFLTTE Advances to customers on which interest is being placed
HNEFE#XR in suspense or on which interest accrual has ceased 2,090,128 1,699,314
() Hh@AEE ()] OTHER OVERDUE ASSETS
AEH
The Group
—EE=F —EECHF
2003 2002
BET T BT T
HK$'000 HKS'000
ESZRMEC BHE The gross amount of trade bills which has been overdue for:
— @R =E6MEA - 6 months or less but over 3 months - 282
- 6ERELFE - 1 year or less but over 6 months 1,162 -
— 1§k — over 1 year - 12,864
1,162 13,146
BEZR BB SFAECHEE Held-to-maturity securities which have been overdue for:
- 6ERELIFE - 1 year or less but over 6 months 69,409 -
— 1§k — over 1 year 15,526 15,601
84,935 15,601
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(J) EEER (J) RESCHEDULED LOANS

AREE
The Group
—EE=F —EEF
2003 2002

BET T BEET T

HK$’000 %* HKS'000 %*
BEEEN Rescheduled loans 517,916 1.31 68,559 0.16
* EEFRBRAEGE *  Based on total advances to customers
BERENNEEFEAAVMBREENEE HMEEZE Rescheduled advances are those advances which have been restructured
NMEEFRZERERENR » BELEITNE or renegotiated because of a deterioration in the financial position of the
RIFGHAEEMS U —REERER - FFE borrower, or the inability of the borrower to meet the original repayment
EERCEHREZBHRIE=8A LRHEGE schedule and for which the revised repayment terms are non-commercial
OB ER © to the Group. Rescheduled advances to customers are stated net of any

advances that have subsequently become overdue for over 3 months and
reported as overdue advances in note (G).

NR-BE=F+_A=+—HAR=-FBE-_F+= There were no advances to banks and other financial institutions which
B=1+—H '  A5EETESHANBITREMESE were rescheduled as at 31 December 2003 and 31 December 2002.
HBE -
(K) Bn O & &£ (K) REPOSSESSED ASSETS
rEE
The Group
—EE=F —EECHF
2003 2002
BT T BT T
HK$’000 HKS'000
EFFAZEFRRK EMERIEH Included in advances to customers and other accounts 325,393 409,682
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(L) 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.

(M) BOARD COMMITTEES

The Board of Directors (the ‘Board’) of the Bank has established the
following committees:

(i)

(ii)

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. The Committee comprises three directors of
the Bank, two of which are independent non-executive directors.

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. The Committee comprises four directors
of the Bank.

(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. The Committee comprises five directors of the Bank.

FERERITERLA CITIC Ka Wah Bank Limited
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(N) RISK MANAGEMENT

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
interest rate derivatives: exchange traded instruments include interest rate
futures and bond futures, and over-the-counter derivatives include interest
rate swaps and options. With regard 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.

(i) 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. 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, Chief Credit and Risk Officer, Head of Credit
Department and other members of senior management.
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(N) RISK MANAGEMENT (contd)

(i)

(ii)

Credit risk management (cont'd)

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 30.

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.

(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 16.30%
and 16.02% respectively as at 31 December 2003 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 (the ‘Unit’) of the Risk Management
Department. The Unit ensures that 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 limits on market risk exposures are established
by the Board and ALCO. Exposures are monitored and reported to
management regularly.
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(N) RISK MANAGEMENT (contd)

(iv) Market risk management (cont'd)
The average daily profit and loss incurred from the Group’s trading
activities during 2003 was a loss of $172,000 (2002: gain of $6,000).

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

CEEC-FHPBNEREERRAER S
Daily Distribution of Trading Revenue for the Year 2003
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E: BE-Z22=F1+-A=t—RLEEER
WAE R

RETMR  ERHSEER26,667,000
T MEH&SEF%14,531,0007T © 248K
MEI2Z2AEBEE -BERNEREES
1,000,000t £1,500,000T 2 & » £ HIR27
R e

(v) SMER B &2
AEEMNERBRANMNEREE  BERX
5 HNEREZRERBINDIT - Fﬁ’ﬁ‘?I‘EE
EREEYHEEREEEEZEENE -
BE_ZZ=F+_A=t+—-HILFEEH
F135MEE B 518 % 86,0007T ©

—ET-EER Annual Report 2003

Figure: Daily distribution of trading revenue for the year ended 31 December
2003

This shows a maximum daily loss of $26,667,000 and a maximum
daily gain of $14,531,000. There were 122 out of 248 trading days
with losses. The most frequent result was daily loss of between
$1,000,000 and $1,500,000 with 27 occurrences.

(v) 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 subject to the exposure limits approved by the ALCO. The average
daily foreign exchange trading profit and loss for the year ended 31
December 2003 was a loss of $86,000.
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(N) RISK MANAGEMENT (contd)

(vi) 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 the ALCO
on a monthly basis and the latter is marked to market daily. The
average daily profit and loss incurred in interest rate trading for the
year ended 31 December 2003 was a loss of $122,000.

(vii) Other trading activities
In 2003, trading activities in equities and commodity were both not
significant, with commodity trading limited to gold. The total trading
profit and loss for equities and commodity for the year were a gain of
$9,189,000 and a loss of $443,000 respectively.
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