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R RIR SEHERE
Collaborating for Growth

REEERITR R ASARE BN EENEL We at CITIC Ka Wah Bank aspire to be a leading financial services
SRREIEME - HRABREZHEI ~ AlF ~ UK provider delivering exceptional value to customers. We offer
BB EHE s s BRSERDERM ) B a differentiated brand through fostering progressiveness,
THRENGSE - ZAEPRPEERATN innovation, customer focus, professionalism, integrity, teamwork
HRaAmENERSE  REGE8A and entrepreneurship. By collaborating with the CITIC Group
NE  BREERN » BB AKPIENEIERG - and our sister companies, we can harness the power and

dynamics needed to capture the infinite opportunities for growth

in Greater China.
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CITIC Ka Wah Bank Limited
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CITIC Ka Wah Bank Limited (the “Bank”) is a wholly-owned
subsidiary of CITIC International Financial Holdings Limited (“ CIFH"),

which is approximately 56% 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 33 branches in Hong Kong, and two branches in the
U.S. in New York and Los Angeles. In the Mainland, in addition
to the establishment of a Shanghai branch in December 2004, the
Bank has a representative office in Beijing 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.

“ERUAFH  Annual Report 2004



Financial Performance

—EEMEIWE 2004 Financial Highlights

% B
2F(BE#ERT) For the year (In HK$ million) 2004 2003 % change
SFE A B WA Net interest income 1,456 1,547 -5.9
FEF B WA Non-interest income 601 400 50.4
" Operating expenses 1,012 918 10.3
RIBARER Charge for bad and doubtful debts 101 474 -78.8
& % B & A Profit before taxation 966 757 276
B I8 Taxation 150 103 449
% 3R FE Ay v A Profit attributable to shareholders 816 654 249

% & B
RELZB (BE#ERT) At year end (In HK$ million) 2004 2003 % change
kTN Loans and advances 42,297 40,067 5.6
EERE Total assets 80,293 77,415 3.7
TR Total deposits 62,609 63,126 -0.8
KRES Shareholders’ funds 5,981 4,937 21.1
B RS LR Financial ratios 2004 2003
BARFTREE Capital adequacy 16.5% 16.3%
2EFHRBESHE Average liquidity 47.9% 49.2%

D% 11 N 2 S Cost to income 49.2% 47.1%
BREE Loans to deposits 67.6% 63.5%

| ) FEZERTERAT  CITIC Ka Wah Bank Limited
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Five Year Summary

EFEE(BEER) For the year (In HK$ million) 2004 2003 2002 2001 2000
RSN PN Net interest income 1,456 1,547 1,707 519 570
FER B WA Non-interest income 601 400 471 106 119
REHH Operating expenses 1,012 918 1,018 353 305
REREH Charge for bad and doubtful debts 101 474 509 228 258
B B¢ B ik A Profit before taxation 966 757 667 33 112
BIR Taxation 150 103 95 1 11
i R P Ak % A Profit attributable to shareholders 816 654 573 32 93
RELZBA (BE#ERT) At year end (In HK$ million) 2004 2003 2002 2001 2000
BB R Loans and advances 42,297 40,067 42,320 12,132 13,140
EaEEEE Loan loss provision 903 1,060 941 473 449
EEMBE Total assets 80,293 77,415 72,920 19,994 24,580
FEWMSmEERE Total interest earnings assets 69,559 72,535 70,007 18,910 23,340
TRHEER Total deposits 62,609 63,126 60,743 16,337 20,008
KRES Shareholders’ funds 5,981 4,937 4,636 3,238 3,242
RIS R Financial ratios 2004 2003 2002 2001 2000
EARFRLEE Capital adequacy 16.5% 16.3% 17.4% 27.1% 26.7%
2EFHRBES LXK 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% - -

BZE12A318 1 For year ended 31 Dec 47.9% 49.2% - 58.8% 61.6%
BEfRtb®x Loans to deposits 67.6% 63.5% 69.7% 74.3% 65.7%
ERHEERELX Loans to total assets 52.7% 51.8% 58.0% 60.7% 53.5%
—REBBELE General provision coverage 1.2% 1.4% 1.2% 1.1% 1.4%
PR A W e 2 Cost to income 49.2% 47.1% 46.7% 56.4% 44.3%
BERRE Return on assets 1.0% 0.9% 0.8% 0.2% 0.4%
BRESERE Return on shareholders’ funds 15.0% 13.7% 12.4% 1.0% 2.9%
BRI (HEET) AEAE(BEET) BRFAE (FERET)

Profit attributable to shareholders (HK$ million)

ZEFTNFER

Annual Report 2004

Total assets (HK$ million)

Shareholders’ funds (HK$ million)

31




B 755 | Financial Performance

=R Deposits*

1. EERES By type 2004 2003
[E Current 18.4% 21.0%
®mE Savings 21.4% 15.4%
EH Fixed 60.2% 63.6%
=l Total 100.0% 100.0%

2. BEHEABS By maturity 2004 2003
BB & On demand 39.8% 36.4%
DR 3ME B Less than 3 months 57.9% 61.0%
HwiE3E/ BERRIE Over 3 months but less than 1 year 1.9% 2.4%
BB VF(ERESE Over 1 year but less than 5 years 0.4% 0.2%
A Total 100.0% 100.0%

3. REEAES By currency 2004 2003
BT HKD 59.1% 62.7%
E usD 32.4% 28.2%
Hith Others 8.5% 9.1%
= Total 100.0% 100.0%

4. HFREEEHA Number of deposit accounts 2004 2003

234,310 224,582

TUEPBESRRER “ Based on customer deposits only

EFIBWMA Non-Interest Income

2004 2003

FUWEEMAS KA Net fees and commission income 68.3% 93.4%

SN 22 5 e ) Gain from foreign exchange dealing 8.2% 2.7%

& B WA Dividend income 1.5% 3.0%

Hith Others 22.0% 0.9%

= Total 100.0% 100.0%

BEMRIH =B
- o 11.1%

Deposit Breakdown

TERTH
54-5% Retail Bajncl‘(ing Group

it

1BSEIRIT AR
33.1 % Wholesale Banking Group

| )

Total 1 00 %

Hih
Others 1 .3 %

PERERTHRAT

CITIC Ka Wah Bank Limited
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Loan Portfolio*

1. ROTEES By industry sectors 2004 2003
BREBNER Loans for use in Hong Kong
ImEkes@mR: Industrial, commercial and financial:
MERR Property development 0.8% 0.8%
MERE Property investment 9.9% 10.3%
SRR Financial concerns 6.3% 6.7%
&S Stockbrokers 0.1% 0.1%
MWELTEES Wholesale and retail trade 4.5% 5.7%
SlE S Manufacturing 8.0% 8.9%
EWMENERRE Transport and transport equipment 12.9% 11.4%
HAth Others 8.8% 9.5%
BIA: Individuals:
BBR(TEEEEENEL - Mortgage (Home Ownership Scheme,
"TRASEEERESELR Private Sector Participation Scheme and

"THEBEHEEREL) Tenants Purchase Scheme) 0.1% 0.1%
BB (EE=S) Mortgage (other residential properties) 25.0% 27.6%
EREEE Credit card advances 1.3% 1.1%
Hith Others 2.6% 3.5%
BorE Trade finance 5.0% 4.8%
RAREBLIME TN ER Loans for use outside Hong Kong 14.7% 9.5%
=1 Total 100.0% 100.0%
2. HHWESMES By geographical spread 2004 2003
a5 Hong Kong 80.9% 82.1%
== China 13.6% 11.8%
e USA 1.6% 1.4%
Hith Others 3.9% 4.7%
a&f Total 100.0% 100.0%
3. REHES By maturity 2004 2003
BN EE Repayable on demand 3.6% 5.0%
DRE Less than 1 year 23.9% 22.6%
BB 1FEE DN E Over 1 year but less than 5 years 39.0% 38.8%
#8855 Over 5 years 30.8% 29.9%
5T HE Undated 2.7% 3.7%
aEF Total 100.0% 100.0%
4. REEBES By currency 2004 2003
BT HKD 84.2% 83.5%
e usD 15.3% 16.1%
Hith Others 0.5% 0.4%
A&t Total 100.0% 100.0%
5. HERIRE#A Number of loan accounts 2004 2003
188,325 180,034

PEHRRLETIRIT BRI

BERD

Loan Breakdown

12ESRATED
56.1 % WholesaI: Banking Group

# Excluding trade bills and advances to banks

Hpth
Others 1 . 5 %

e 100%

SERITH
42.4% Retail Bajnking Group

“EHBFNELEH Annual Report 2004
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2004 Milestones

— B January
 EFRBAETT S NEET 2003 » Awarded the “2003 Hong Kong Award

" EBRIFES AR for Services: Innovation Award” by the
nnnn|n>.:aualni;ﬂ""_‘l“:':':\)}' CHHTEERA SR Hong Kong General Chamber of Commerce

(EHEHEHNFHEERSE e Launch of “HOPE Educator” life insurance plan
« Launch of Credit Card acquisition campaign

c BITHERNERR R EERAR « Organised a cocktail reception to celebrate

GZEYI) (7 e BREFFE D EHERE the completion of the acquisition of China
o #HTRMB+ AR — BRI International Finance Company Limited
- H 37" CEPARS 0 S IE | (Shenzhen) (*CIFC")
B S EE M BMEE SR « Launch of “RMB+ China Linked Services”
EHEBHYESERAETEEEEE * Establishment of "CEPA Desk”
BOEEE ¢ Launch of enhanced currency-linked deposit
programme

 Launch of Credit Card - up to five times
“Gen-X" bonus points programme

s BEONGKEBEAERARN—E_FEST « Acted as sole arranger of a HK$120 million

BEETIETBERLHT syndicated loan for Egana Jewellery & Pearls Limited
s HHRAEBBMELE « Launch of principal-protected currency-linked deposit
cEHEHLRUNEEEE N RE * Launch of Credit Card acquisition campaign and

EmEE spending promotion to allow customers to redeem
BEENRNEFLCEERHAEES fabulous gifts at discounted instalment price

—_t+tEBNFHETT « Donated old edition bank notes to a charity auction

organised by Yan Chai Hospital which raised a total
of HK$278,000

Ie REEZERITAERAT  CITIC Ka Wah Bank Limited



s RBEEARAAABNTEETRE
ERETBRLHT

cHPEER(PEEATBERERAR
(ThEERZR))RENBARBAR
BOERERADRFE-—R_TEET
RE &R

HREFELR-—BBRATNTEES

CHEHERMFSRE L BE RKEE

< EREHELTAABEHOHE

cAPEREIRESE/8 - TEET

=3

Acted as sole arranger of a HK$580 million
syndicated loan for Stone Pole Limited

Jointly arranged a US$120 million syndicated
loan for Road King Infrastructure Limited with
CITIC Capital (CITIC Capital Markets Holdings

Limited ("CCMH") and its subsidiaries)
Acted as placing bank for Hong Kong Link

2004 Limited retail bond

annuity option

Launch of “WARMTH" retirement plan with P‘l d

Launch of Credit Card “Statement Balance IFFI” programme
Raised HK$200,000 for CITIC LU Se Gong Cheng Ji Jin

A B May
« £ H Dollar$martfi A &5k

CEHAKE BRIBEREE

CHEHTREBR RBEER S
 ERIEHE R T EMREAR DS S
cEREELTAZEKRES

e Launch of Dollar$mart personal instalment loan

« Launch of 90% fixed-rate mortgage loan

* Launch of “Customer Member-Get-Member”
mortgage loan referral programme

* Launch of Credit Card “Non-Conventional IFFI”
programme

« Launch of Credit Card May spending promotion

CERHEBEXREHEE _SITN
FEREEERESR

cHEHEmIRBERGE

EETAZBESERARTERS

cEFTEAREBEHFO,

- REIEI B B4 A O R R R
AR O BIERELE

“ERMMEFHR  Annual Report 2004

» Awarded a Certificate of Merit in the 2004 HKMA

Quality Award

« Launch of comprehensive range of mortgage plans

« Acted as placing bank for the

Corporation Limited retail bond

 Relaunch of “NOW Account”

* CIFC launched export account receivable discounting with
recourse to export insurance agency

Hong Kong Mortgage




“FFIUF KEEEE | 2004 Milestones

ot I « RIZEBRITAE

o« BAT R BB O AR A B ST RS
EHZRIBENRER BRERFE)
EERBRBRRNTEES
cEREELETAZKRESR

LERSLY | 1

« Establishment of Business Banking Department

« Issuance of HKD callable step-up certificates of deposit

« Launch of mortgage loan promotion (super gift plan)

« Acted as placing bank for the HKSAR Government
retail bond

« Launch of Credit Card July spending promotion

cREBPEARR(EE)ERAR
TIRBTREEREETBIR
P17

c REMNTRENBBRAR/NE
BITREERETER LT

RKEMTEXNHAE

RN RBREEE

« HEH IR R BT B

programme

Launch of travel insurance plan

Acted as sole arranger of a HK$1.2 billion
syndicated loan for China Insurance

Hong Kong (Holdings) Company Limited
Acted as sole arranger of a HK$800 million
syndicated loan for Guangzhou Heidelberg
Yuexiu Cement Company Limited

Official opening of Shamshuipo branch
Launch of 95% mortgage insurance

JuR September R

REREEGER
HHBEANGBNE ZEERERE
« AT O A ZRIR A X T RS
cHEHBEETIRBEEMNE
HERTHEER BRE
EREEHNASERESR
BNBERESRERRNLEHEH

RBEPAZEIMN EBSRRBEE

2004

I3

Mr. Tsang Yiu Keung Paul appointed as an Independent
Non-executive Director and the Chairman of the Audit
Committee

Launch of cross-border interacting trade settlement
and financing service

Issuance of USD callable step-up certificates of deposit

Launch of commercial property mortgage promotion

Launch of “BRIGHT" life insurance plan

Launch of Credit Card September spending promotion

Participated in the Hong Kong Financial Services Expo
2004 organised by the Hong Kong Trade Development
Council and Shanghai Municipal Government Financial
Service Office

{2 ERITHERAR  CTIC Ka Wah Bank Limited



cRIRTRBEMBEERAR /TEH
HAIBEMHNERAR=FES
ENEEERETBRETHT

s RESBBIZER)BRAR—ESBT
REEFIETBRELHT

EGFATRUFERARES

o i HH TBUSINESS NOW , 75 2 ¥ B IR 7% &%
(R

o W IR IE AR R E TR

o # 1 2 #Dollar$mart Cash Cardf& I8 €5k

 ERAGHERMRBEEERES,
BB EREELEE

 Acted as sole arranger of a US$36 million
syndicated loan for Jiangsu Shukang Packing
Materials / Jiangsu Hengchuang Packing Materials
Acted as sole arranger of a HK$100 million
syndicated loan for Topsearch International
(Holdings) Company Limited

Official opening of newly-renovated Wanchai
branch

Launch of “BUSINESS NOW" and Business

Credit Card
Launch of step-up time deposit

Launch of Dollar$mart Cash Card revolving loan

Launch of Credit Card Macau travel programme and “Octopus” automatic add-value

service enrolment reward programme

T — F November | ———————y

FiEERRYFEET
GINERBE LU=BRAT—BE
BITHEZERITHO
« # HDollar$martBi I Bk R E A IE
M4rsal D RXRAT 3
cERBELERENFEREE

BE

Issuance of US$300 million five-year senior fixed-rate
Eurobond, in which CITIC Capital acted as joint lead
manager

Entered into a formal agreement on the disposal
of Ka Wah Bank Centre at HK$351 million

Launch of Dollar$mart tax loan and Credit Card

tax instalment plan

Launch of Credit Card Christmas and New Year offers

cHERMAELAEEEAREFR  A-FZA
F-H—HBEERXNER

« B3 LB AT

R LDEBEKERNERATD-—RFLEE
BITREERETBR LT

BRI EERMERERETES, (TEE,)
BRES  HEEREE REER/RE

o YEH TR R IB B TS

c ERAEER2EED B E

CEEE_AENERSTFWEEM RE
2L, FHEETEHESR

CEHATBEBITREREEAR  ERET
ERERANTZEART—ANTRET

= AN
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Mr. Dou Jianzhong has been elected as the
Vice Chairman with effect from 1 January 2005
Establishment of Shanghai branch

Acted as sole arranger of a HK$105 million
syndicated loan for Shanghai Allied Cement
Holdings Limited

Participated in the public offering of the Link
Real Estate Investment Trust (“Link REIT”) and
later launched the “Link REIT” refund cheque

deposit / investment offer
Launch of “Grand Pacifica” preferential mortgage plan

Launch of Credit Card “Double Bonus Point” tax payment offers

Sponsored the Youth Volunteer Leaders Conference organised by

the Hongkong Federation of Youth Groups for the second consecutive year
Donated HK$500,000 to South Asia tsunami victims, coupled with donations
from staff, a total of HK$826,186 was raised



EMRmER - WIRARK - BIEE
BEMBENHRRET @ HBAMU
B Y 8 IS ) N 22 55 — (El i o

We are progressive, forward-thinking and
enterprising. We take an open-minded
approach and spare no effort to maximise
opportunities in even the most challenging
markets.

{2 ERITARAT  CITIC Ka Wah Bank Limited



THEREES

Report of the Chief Executive Officer

EEE W ADNT

Management Discussion and Analysis

1.0 BERIK 1.0 Operating Environment
BARBETBHITRCEPANTEH TFE Boosted by the individual travel scheme and CEPA, the Hong
HE - BNAERTEMERERE Kong economy continued to improve. To take advantage of
EEHEMKE  VWEDBTIBESLHA - the improving trends in unemployment and bankruptcies,
PESERTERAR(TRT)AESEZ and the rebound in the property market, CITIC Ka Wah Bank
TEERTEERAMSE L —F7T Limited (the "Bank”) embarked on an aggressive growth
2| - BARPNCERER > BER strategy to expand its retail banking revenue streams, and
BMBERFTEGRES > MBEBAKRIR - re-entered the retail lending market in the second quarter of

IRE BR3F = 3 EXi&
HATEIRBRIRE ETHAER MR FRITBABE RATEIRE
BERITHREE

Mr. Kenneth Kong Mrs. Doreen Chan Mr. Kelvin Lo
Executive Vice President & President & Executive Vice President
Alternate Chief Executive Officer Chief Executive Officer

Head of Wholesale Banking Group

“ZTMEFER  Annual Report 2004 11



T A3 4 | Report of the Chief Executive Officer

R - HEREAM TS B HFEKS RN
BEAREH  ATE_SZT=FFBKE
MEEESEERAR CRIN (THE
BRI ) EAKRK=ZAR  _SRNF
TZRBEE—F R EBRIANMER D
T FRBRR=ZAXBENTE  AAX
TRRAPERXZBENIN—H -

Executive Vice President &
Chief Operating Officer

2004 by launching a comprehensive range of mortgage plans,
personal loans and loan products for small- and medium-sized
enterprises (“SMEs”). At the same time, the Bank continued
to pursue its strategy to capture the tremendous business
opportunities afforded by the gradual opening of the Mainland
market. Following its entry into the market in the Pearl River
Delta region through the acquisition of CITIC International
Finance Company Limited (Shenzhen) (“CIFC") in 2003, the
Bank began another chapter in its Greater China business
development plan with the opening of its first Mainland
branch in Shanghai in December 2004, which will serve as its

platform for developing business in the Yangtze River Delta.

L

¥k S

RTE
BERTHEE

Mrs. Lorainne Lam Ms. Margaret Man
Executive Vice President & Executive Vice President &
Head of Retail Banking Group Head of China Banking

FERERITHARAT  CTIC Ka Wah Bank Limited



2.0 ¥4E& 2.0 Business Performance

21 BH 2.1 Earnings

E_FFNF+_A=+—HI2F - For the year ended 31 December 2004, the Bank’s operating
RITRFTEHBRLE SN ATENTA profit before provisions was HK$1,045 million, representing a
BEBL  B_EE=FLFH16%  F 1.6% increase over 2003. During the year, non-interest income
AIEF BWAREEIEMN50.4% 2 K& recorded a substantial rise of 50.4% to HK$601 million. Due to
E-—FEST -HNBEEZEREN improvement in asset quality and write-backs in provisions,
EfERED] - RIBIREBAIETE78.8% - charges for bad and doubtful debts dropped substantially by
HEEERELSEREN EAT01%ENE 78.8%, leading to a 70.1% surge in operating profit after
MTFRAEEBT EARARITR_FF= provision to HK$945 million. Unlike 2003, when the disposal
FHEREZRIBESHRE BT of held-to-maturity securities realised a profit of HK$124
BEBITEN  BZIFTMEREEM million, no similar activity took place during 2004; coupled

Bl =i BtE 48 i FER

ERBIE R BITRIREIR BREIREIR

A& FEMRREBRAE Bl IS 4R B

Mr. Philip Lau Mr. Roger Clark Spyer Mr. Lincoln Lee
Senior Vice President & Executive Vice President & Senior Vice President &
Treasurer Chief Credit & Risk Officer Chief Financial Officer

“ZTMMEFER  Annual Report 2004 131
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2.2

2.3

BHITE  MEFBENREERKER
EESBERAAZHERAZRMNKIR
RMBBAEE FTEBEARBREF
BENBZEBIT B REERR
BEEEF N - EEBREDEFRER
REZIPEFBORBIER - REE
SRR ADARIEEF249%FENE—F
AEEBT -

FRHEWA

RIXBHFHNEHEREEXRE » &
TOER BWARMTER11.2% > BERP
RITRAEELEERE  WHBEN
WIEREMPO, BRMEEES
A SR EXHBRZFF=FKIER
D19.7% » B FEFH B WA RME
S5I%EFTMERAFTAREEBT - FEE
AR __FB=FIKNENFHETFE2.09% °

FEFSWA

FREFNEBAHEEREERE  RIF
B=F FAS04%EXREZT—BEBT
IERERALFI R BT =FEM205%
RIERAZEIE=RAKF - SEETHE
“_EEMFHNERRASBARDER
343%  ERIKEBEUEBRTERITA
HER_BE=F_EEBBTERLAES

2.2

2.3

with the fact that the performance of CITIC Capital Active
Partner Fund Limited was affected by the less than satisfactory
performance of H-shares and red chip stocks, net loss arising
from associates exceeded HK$6 million. However, after taking
into account net profits arising from the disposal of tangible
fixed assets, revaluation surplus on its investment properties,
provision written back on held-to-maturity securities and taxation,
the Bank reported a strong growth in net profit attributable
to shareholders of 24.9% over 2003 to HK$816 million for

the year.

Net interest income

As a result of pressures on loan yields arising from intense
industry competition, the Bank’s interest income for 2004
suffered and dropped by 11.2%. Nevertheless, given the
enhancement in its asset and liability management, and the
relaunch of the “NOW Account”, which effectively lowered
its funding costs, the Bank was able to achieve a reduction in
interest expenses of 19.7% compared to 2003. The year's
net interest income registered a small decrease of 5.9%
to HK$ 1,456 million. Net interest margin narrowed 4 basis

points to 2.09% from 2003.

Non-interest income

During the year, the Bank recorded a strong performance in
its non-interest income which rose 50.4% over 2003 to
HK$601 million. The proportion of non-interest income in
operating profit rose substantially to nearly 30% in 2004,
compared to 20.5% in 2003. Its Retail Banking Group
registered a sharp rise of 34.3% in fees and commission

income in 2004. Add to that the contribution from wealth

{2 ERITARAT  CITIC Ka Wah Bank Limited
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2.5

TRRNEFR

WA (LB IEA SR A B ER38.5% ;

EERRTAE_FFNFLET _+—FR
RESHR  WEEP/N\RECTBRLH

T PEXERNERBRAR_ZZT=

FREMS6RE—R=TN\BEET ' &
RAEZREXFTR—ENTEBEINE
A+ G 3ER BHLAARER30.0% -

Ecd—Fah

TEEMFREIHBR IR =FLF
103%ZE+E—F_EBBTL TER
RAAEEERANEMI76% Rt LY
B RRBEET BT RE - IR
TEMKTNTFLtEEBTM—

S o BEBAN EFRIRE L — K
FAR - HBETBAASRETHE
FIRIRIEEETE o (BARITERIGIESI KA -
CIETNFLEEENIHTE > L
HERBFRREXH  RFATEAIR
TEFZFETRT223% o BABBKA
AL T £49.2% o

RIRRE R
ENEBLEBELEER  SEEAR
EXNERHEBIIBR-ZES
KRIB R 84.6%K:57.2% » HETk {4
BA=ZEET N E—RERT

s
F
g
[g]

HIW

L'ﬂ
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2.4

2.5

management services, retail banking fees and
commission income amounted to HK$232 million,
accounting for 38.5% of total non-interest income. Its
Wholesale Banking Group successfully completed 21
syndicated loan facilities in 2004, for eight of which it
acted as sole arranger. As a result, fee income from
corporate loans rose 5.6% over 2003 to HK$138 million.
Add to that the contribution from trade bills, wholesale
banking fee income amounted to HK$180 million,

representing 30.0% of total non-interest income.

Operating expenses

Operating expenses rose 10.3% during the period to
HK$1,012 million, due mainly to a 17.6% increase in staff
costs and a one-time HK$47 million write-off in
accelerated depreciation charge due to a change in
accounting estimates on computer software and
equipment. The sharp rise in staff costs was due to a
newly acquired subsidiary, and a change in staff mix and
sales and performance incentive plans. However, the
rigorous efforts to control costs helped to achieve savings
in numerous expense items; premises and equipment
expenses before depreciation, in particular, fell 22.3%
compared to 2003. The year’s cost to income ratio (after

goodwill) stood at 49.2%.

Charge for bad and doubtful debts

Benefiting from Hong Kong's economic recovery, net
specific provisions for retail and corporate loans fell sharply
by 84.6% and 57.2%, respectively. Total specific
provisions were reduced by HK$300 million in 2004.
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—_ThBEBEBERT ATTFENF
MNRBREBAREBTIEK78.8RE—R
T-—F8EBT —REBEEXA

71.23% o

30 BEEEH

31 EBE- -ERRERAR 3.1

AZEEMFEFZAR  ATHREERN
RNBZ=RBT R_ZET=FEKHE
MN3.7% ; BEFIEMS5.6%EMNE _+=
BAET  ERNSBEMEBERIZREAN
EBLINER - BEBRRERRBEERR
BoOME ; BERABRZEZT=FKEM
BROBNEARB_TAREEBTT » EHEP
BARTRITRERABRATAEBT °

ATHE_STNFRTHERENREAE
=TAERTESET  FACEH
NERBBERXTLE—T=08%1"
R _BRMFE+_AENGERERBER
RTAEARTEBET -

TEFENFA—R 0 ATRBDBT=RE
EThAHeRERSES  EEEASEN
FIFHEEEESSXMN\+ /T
HETHHEEFNRAES - BENE
HER—REERR - RITHRERZ
EFNEAEXEHAR/RIE  LREaR
BEENNXFHRIMER  *FEER
EEEMBEBTRXFESM="1T\HT -

Coupled with a HK$25 million net release in general
provisions, the Bank’s charge for bad and doubtful debts
declined sharply by 78.8% to HK$101 million in 2004. The

general provision coverage was 1.23%.

3.0 Asset Quality

Asset, loan, and deposit sizes

At the end of December 2004, total assets of the Bank reached
HK$80.3 billion, an increase of 3.7% over 2003 year-end
figures. Total loans rose 5.6% to HK$42.3 billion, due mainly
to a rise in loans for use outside Hong Kong, transport and
transport equipment, and trade finance. Total deposits
dropped slightly by 0.8% from 2003 year-end to
HK$62.6 billion, of which customer deposits fell 4.7% to
HK$55.6 billion.

In 2004, the Bank issued HK$3,952 million worth of
certificates of deposit (“CDs"). During the year, matured CDs
totalled HK$1,713 million. At the end of December 2004,
issued CDs totalled HK$6,960 million.

In November 2004, the Bank successfully issued a US$300
million five-year senior fixed-rate Eurobond. The offering was
priced at a spread of 82 basis points over US Treasuries of a
similar maturity. Through the offering, the Bank secured
relatively inexpensive long-term funding for general corporate
uses. In order to match the interest rate tenor of the Bank’s
asset, the fixed rate coupon was swapped to floating rate
through an interest rate swap and achieved a credit spread of

38 basis points over LIBOR.

{2 ERITARAT  CITIC Ka Wah Bank Limited



32 EBEZEIRE 3.2 Asset quality indicators
ARTE_SENFEFBREZF=NESTEE During the year, the Bank employed three additional senior
EAmBEEEENSBAE  S8E executives on its credit and risk management team, which
ZBE—FREF N_ZSZTOEE - helped to enhance its efforts to improve asset quality. As at
AKITEABEMEKRER3I 1% RBEX the end of 2004, the Bank'’s credit card charge-off ratio was
=B A40.35% « _BFBMMEMRKRT 3.1%, while its mortgage delinquency ratio was 0.35%.
BESFT+TEATAEEST A8 During the year, the Bank resolved HK$1,055 million in
B _FEFE="FERLDTTLESI A problem loans. NPLs dropped by HK$709 million compared
BEIT ARESLERQ _IFT=FFK to 2003 year-end. The NPL ratio fell significantly to 3.3%
BIS3%RIBTREE3IZI% ; EREEES from 5.3% at 2003 year-end. The loan loss coverage ratio
KB S50 5% A E652% ; BEXRA improved from 50.5% to 65.2%, while the coverage ratio
88.9% - was 88.9%.

3.3 BEIIEMRR 3.3  Financial position
RIFEFME+"_AE » KITHRKH At the end of December 2004, the Bank’s unadjusted capital
BEARAFTRIEEXE165%  EFLEE adequacy ratio was 16.5%. The loans to deposits ratio was
67.6% ' BERHEEBELZEES2.7% 67.6%. The loans to total assets ratio was 52.7%. The average
FHREE S ERRATI% - liquidity ratio was 47.9%.

BEZRERER

Asset Quality Indicators

Z8FME+-A=t+-H “FT=H+_A=1+—H
31 December 2004 31 December 2003
ARABREART IR Unadjusted capital adequacy 16.5% 16.3%
ERFEX Loans to deposits 67.6% 63.5%
EFHEERBILE Loans to total assets 52.7% 51.8%
FHRBESLEE Average liquidity 47.9% 49.2%
BEX Coverage 88.9% 92.9%
BEREEBEEX Loan loss coverage 65.2% 50.5%
—MEREBEEEX General provision coverage 1.23% 1.36%
RNRERLEE NPL 3.3% 5.3%
ARG B EF B Mainland loans to total
=il customer advances 13.6% 11.8%
“ZTMEFER  Annual Report 2004 17 1
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40 RBIRER 4.0 Business Development
RHEBEFIMEZCEPA R » XTIEZSE To assist customers in capturing the tremendous business
FOEEHZHEHTRMB+ FE— S BRE ) o opportunities arising from CEPA, the Bank launched China-
B BRARERFEBRBELE related services, “RMB+ China Linked Services”, in the first
EMKE  AMIEF_ZLERITEE quarter of 2004. Additionally, in light of improving trends in
A5 #EHEFFDollarSmart A TR A E unemployment and bankruptcies as a result of Hong Kong's
AERBERER - 2ERBERTE LR economic recovery, the Bank re-entered the retail lending
XEBFIRBE  RBITRERFPERK market in the second quarter of 2004. The Bank launched a
EE, BNTAREMAFO  RHERSZE brand new Dollar§mart personal instalment loan and cash
SEEINEMR - card revolving loan, a comprehensive range of mortgage plans,
and commercial property mortgage plans. The enhanced
“NOW Account” and several high-yield deposit products were
also launched in order to meet the changing needs of its
customers.
—ETNFERHN T ERMES
New Products and Services Launched in 2004
EmB R New Products and Services
—A TEERS BRE « "HOPE Educator” life insurance plan
January c EHRBANEEZRSE « Credit Card acquisition campaign
ZA o TRMB+ H B — R 3B AR 75 | « "RMB+ China Linked Services”
February o TCEPA LA EIE | o "CEPA Desk”
cRASREBBEENRTE « Enhanced currency-linked deposit
cEHREEEASTRESBEBE, « Credit Card - up to five times "Gen-X"
BHORESE bonus points programme
= cRAEMH BTN « Principal-protected currency-linked deposit
March EHBEAHEERER « Credit Card acquisition campaign
ERABETHBRBERER « Credit Card spending promotion to redeem fabulous
gifts at discounted instalment price
A HMEEELIR—BERATTE « Acted as placing bank for Hong Kong Link 2004
April E% Limited retail bond
HMFERREZEE RIKE « "WARMTH" retirement plan with annuity option
(EHETABABEHDH A « Credit Card “Statement Balance IFFI” programme
118 PISEERTERAT  CITIC Ka Wah Bank Limited
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New Products and Services

HAB « Dollar$mart F, A & 5X « Dollar$mart personal instalment loan
May s EERBENR » Fixed-rate mortgage loan
(SR EREREE D 5T E « Credit Card “Non-Conventional IFFI” programme
-ERABHhAERER « Credit Card May spending promotion
THEBR RBEBE + "Customer Member-Get-Member” mortgage loan
referral programme
~A - 2HEKRBENGTE « Comprehensive range of mortgage plans
June cEHTEREMAO, « Relaunch of “NOW Account”
AEEBRERSFERAAZTE » Acted as placing bank for the Hong Kong Mortgage
BE% Corporation Limited retail bond
 PEIFEFR I BEL S H O RREE + CIFC launched export account receivable
AR H O EWAR AL IR discounting with recourse to export insurance agency
A o AIEE ] A IR B BB TR R « HKD callable step-up CDs
July cRBEFEEBRERETE) « Mortgage loan promotion (super gift plan)
MEBAERFRBNETE » Acted as placing bank for the HKSAR Government
& retail bond
EHBETtRAERER « Credit Card July spending promotion
A s LB H IR B REET 8 * 95% Mortgage insurance programme
August - IR R B st & « Travel insurance plan
LA o AT B O] Al IR 8 B 2 TR R GE « USD callable step-up CDs
September cHEBTFIRIBER » Commercial property mortgage promotion
EANMBANESEEME » Cross-border interacting trade settlement and
Pk 7% financing
THEEA . SkTE « "BRIGHT" life insurance plan
ERBNAZERER « Credit Card September spending promotion
+A RIBAVAREBER * Step-up time deposit
October « TBUSINESS NOW , B9 & 2 B BR 75 e r9 7515 » “BUSINESS NOW* and Business Credit Card
* Dollar$mart Cash Cardf& iz B X * Dollar$mart Cash Card revolving loan
o S ABERPIRE BB K » Credit Card Macau travel programme and
TNERB BEEERBEEREE "Octopus” automatic add-value service enrolment
reward programme
“ZTMEFER  Annual Report 2004 19 1
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i E MR IRT New Products and Services
+—A « Dollar$mart#i 7 & 71 « Dollar$mart tax loan
November EAET &R H BT E « Credit Card tax instalment plan
ERBERAEEREERESE « Credit Card Christmas and New Year offers
+ZH cEERZHBKRE « Fixed price equity-linked investment offers
December «THE REHBER/ « The "Link REIT” refund cheque deposit /

REERE
o T RIBEREE
ERBEREES  XBER

investment offer
 "Grand Pacifica” preferential mortgage plan
e Credit Card "Double Bonus Point”

tax payment offers
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During the year, the Bank actively launched several credit card
acquisition campaigns and card spending promotions. As a
result, the credit card business showed encouraging results.
As at the end of 2004, the number of the Bank’s credit cards
in issuance met the annual target of 160,000 cards, and card

receivables rose by 26.2% from 2003 to HK$538 million.

With respect to corporate lending, the Bank’s Wholesale
Banking Group successfully completed 21 syndicated loan
facilities in 2004, for eight of which it acted as sole arranger.
These included a HK$1.2 billion loan for China Insurance
H.K. (Holdings) Company Limited, a US$120 million loan for
Road King Infrastructure Limited, a HK$800 million loan for
Guangzhou Heidelberg Yuexiu Cement Company Limited, a
HK$580 million loan for Stone Pole Limited, a US$36 million
loan for Jiangxu Shukang Packing Materials / Jiangsu
Hengchuang Packing Materials, a HK$120 million loan for
Egana Jewellery & Pearls Limited, a HK$105 million loan for
Shanghai Allied Cement Holdings, and a HK$100 million loan
for Topsearch International Holdings. The loan facility for Road
King Infrastructure Limited also marked the first time that
the Bank had worked jointly with CITIC Capital (CCMH and

{2 ERITARAT  CITIC Ka Wah Bank Limited
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its subsidiaries). Subsequently, during the same year, the Bank
also participated in a loan facility of RMB240 million and
HK$40 million, arranged by CITIC Capital for Dongguan
Mission Hills Golf Club.

5.0 China Banking

In December 2004, the Bank opened its first Mainland branch
in Shanghai, focusing on establishing a corporate and retail
client base in the Yangtze River Delta. The opening of the
Shanghai branch marked an important milestone in the Bank’s
Mainland market development. With the approval from the
China Banking Regulatory Commission, the Shanghai branch
is permitted to offer foreign currency banking services to
various types of customers in Mainland China. Serving as an
important platform and engine for the Bank’s business
expansion in Mainland China, the Shanghai branch had
already turned a profit in 2004 and is expected to be able to

apply for a Renminbi licence in 2006 at the earliest.

CIFC continued to be profitable in 2004. Having fulfilled the
requirement for two consecutive years of profitable operation,
CIFC has already filed an application for a Renminbi licence.
Meanwhile, the Bank has also filed an application to set up a

branch in Macau, and is currently waiting for regulatory approval.

Separately, the Bank continued its efforts to deepen
collaboration with CITIC Industrial Bank (“CIB”). In 2004, the
Bank and CIB furthered the relationship by participating jointly
in a total of five syndicated loans and club deals. Since
early 2000, with the help of CIB in providing lending and
product services, the Bank has been able to arrange Renminbi

loans for its corporate clients, mainly through referrals to CIB.



TIABF 4 | Report of the Chief Executive Officer

6.0 BEHE
ATEESSEEBEEBEER _STN
FEREEHERK  ARFER—E
BEEEWEMIRT » SET AT
BECETE FMSHAR - ARRE
FE ATABEEESSLSREHS
ERTAAREE,EN  RBEED
ABAOAEEE

70 ANBERBRE

RIFEFHNEE ATELIA#R
—T=ZE=1T=A -EBEEMEEF =
PTAIMAERS —H#EBEENRE
RIEERE - RRMATNRERRES
MET AT —ERHERFMESE
ERXTFEEEENGF N - RTHET
FIBEARTREEBENIEAGE - BN
RAREBIHELRBER  FUHESEA
KRBNAITHRE - ERTENBEBHET -
STAMEZENTEAYERTHANEED
MAXKREMAETBAERESHEE -

BRYATERADNEHESHZER

BRABHBRITHRAEMRNERE
&SN  RTAR B HMBRESE -

122

7.0

6.0 Awards

The Bank was awarded a Certificate of Merit in the 2004
HKMA Quality Award organised by The Hong Kong
Management Association. The Bank was the only bank that
received the Quality Award in 2004, in recognition of its
achievement in implementing quality management.
In community services, the Bank was again awarded the
“Caring Company Logo” by the Hong Kong Council of Social

Service for its enduring efforts in caring for the community.

Human Resources Development

As at the end of 2004, the Bank had 1,333 staff in its
employment. Management firmly believes that “people” are
the critical factor that distinguishes an organisation and makes
it successful. In order to attract talent and retain strong
performers, it has been making continuous efforts to
benchmark its remuneration structure in order to ensure its
competitiveness compared to industry peers. All companies
under the Bank offer discretionary bonus schemes aimed at
cultivating common goals among employees, driving
individual performance, and generating results for the Bank.
All bonus schemes are in direct correlation to the Bank’s

profitability, unit 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.

{2 ERITARAT  CITIC Ka Wah Bank Limited
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8.0

The Bank places a high priority on ongoing staff training and
people development. During 2004, the average training per
employee was 5.7 days. A total of 11,996 participants
attended training and development during the year, with
curriculums covering a wide range of subjects, from product

and computer knowledge to management, regulatory,

marketing and servicing skills.

Future Development

The Bank will continue to leverage on the support of our
parent, and its deep understanding of both the Hong Kong
and China markets in order to further its business expansion
on the Mainland. The Bank is committed to enhancing and
expanding its foothold on the Mainland, and to further
strengthening its synergistic collaboration with other CITIC
Group’s financial institutions. Meanwhile, it will continue to
strengthen its credit and risk management with a view to
further enhancing its asset quality. To keep pace with market
opportunities, it will continuously strive for innovation so as to
fully capitalise on the tremendous business opportunities arising

from China’s accession to the World Trade Organisation.
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Our ability to think laterally in finding creative,

new solutions helps us deliver value-added
customer solutions and ensure that our services
can rise to the demands of a fast-changing
marketplace.
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The Bank’s retail banking business registered another year of strong
growth in 2004. Building on its strategy of competitive differentiation
through the delivery of exceptional value and pragmatic solutions
to customers, its Retail Banking Group (“RBG") continued its drive
in product innovation for affluent customers during the year.
Business momentum was further boosted by a number of important
business initiatives, including the Bank’s re-entry into the retail
mortgage loan and personal loan markets, the introduction of its
proprietary yield-enhancement programmes, and the launch of the
small business customer segment as a new business development

focus.

The success of RBG’s business strategy and its customer-centric service
orientation was evident in the significant progress made in the
performance of the business unit. Total non-interest income was
HK$273.7 million, representing a 28% year-on-year increase. Active
management of the risk profile of the Bank’s retail loan book led to
a hefty reduction in provisioning charges. As a result, RBG recorded
a growth of HK$175.2 million in profit before tax in 2004, a 170%

improvement in its contribution compared to 2003.
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Enhancement of Wealth Management Services

RBG continued to build on the success of the “NOW Account”,
maintaining a high level of client retention during 2004, with average
customer balance standing firmly in the region of HK$400,000 each;
a high proportion of this client base was also active in Hong Kong
stock trading through CITIC Capital. Management is pleased with
this performance and believes this will provide a healthy base for
further developing the Bank’s Wealth Management business going

forward.

Meanwhile, in pursuit of enhancing wealth creation for the Bank’s
affluent customers, a number of financial planning solutions were

introduced during the year:

¢ RMB+ China Linked Services
A premium package of China-related services designed to provide
value-added financial convenience for customers who demand
relevant personal Renminbi banking services, as well as business-

focused CEPA-related banking benefits.

¢ Yield-Enhancement Programmes
The Bank launched its inaugural proprietary Hong Kong dollar
callable step-up CDs programme in July 2004 and, subsequently,
a similar US dollar programme in September 2004. Both
programmes offered 100% principal protection and step-up
interest rates which enabled customers to earn higher returns
(up to 18.5% over five years) than time deposits with similar tenors
in the respective currencies. The two programmes met with
resounding successes, attracting total subscriptions of up to

HK$1.3 billion.

FRIEZERITARART  CITIC Ka Wah Bank Limited
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Another yield enhancement solution was the
step-up deposit launched in October 2004.
Available in both Hong Kong and US dollars,
it offered customers bonus interest rates for
keeping their deposits with the Bank over
a period of five months. The programme was
greeted by an overwhelming response,

drawing HK$2 billion in deposits from 4,865
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customer accounts in the last quarter of

the year.

* Bancassurance
Three life insurance plans were introduced during the year to meet
the varying life cycle needs of customers: the "HOPE Educator”
life insurance plan, designed to meet childrens’ education needs;
the "BRIGHT" life insurance plan, designed for affluent customers
looking for a yield-enhancing protection plan; and the “WWARMTH”
retirement plan, with an annuity option. The Bank’s success in
this area was reflected in its 26% growth in insurance fee income

during the year.

Backed by these successful initiatives, Wealth Management income

recorded a 26% growth over 2003, and new core relationships

acquired during the year totalled 44,000.
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Re-entry into Retail Lending Market

As Hong Kong's economy returned to a firm path of recovery, both
unemployment and personal bankruptcies were showing a definitive
downward trend in early 2004. Helped further by the implementation
of positive data sharing in the banking sector, the Bank made its

decisive re-entry into the retail lending market in the second quarter
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- In the area of retail mortgage lending, RBG
rolled out a series of market-competitive
solutions that allowed customers to select
from a range of fixed-rate mortgage plans,
or Prime- and HIBOR-based floating rate
mortgage plans, depending on their
individual financial circumstances and
interest rate outlooks. On the unsecured
personal lending side, RBG launched
Dollar$mart, a personal instalment loan
product bundled with credit card benefits
at a single competitive rate. Other
Dollar$mart products introduced throughout the year included a
revolving loan product with first-in-market “payment holidays” and

personalised interest rates, as well as tax instalment loans.

The new initiatives successfully drew in HK$3.4 billion and
HK$122 million in new bookings, respectively, for mortgages and
unsecured personal lending. Moreover, despite fierce pricing
competition, the Bank was able to uphold its margins through
rigorous asset and liability management, which strives to balance

the products’ asset qualities and profitability.

FRIEZERITARART  CITIC Ka Wah Bank Limited
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Robust Growth in Credit Card Business

A healthy growth in RBG’s credit card business was recorded in 2004,
despite the pressure of an intensively competitive environment. Total
new sales and account receivables increased by 43% and 26.2%,
respectively, compared to the industry averages of 22% and 3%,
respectively, according to data released by VISA Hong Kong. A new
product, the Business Credit Card, was launched in the fourth quarter
with SMEs as the target segment. RBG will continue to grow its
credit card business aggressively, with the focus on credit quality

and profit potential.

Launch of Business Banking Segment

In mid-2004, the Bank undertook a client segmentation initiative
whereby small business customers with an annual sales turnover of
HK$50 million or under, or an outstanding loan value with the Bank
of HK$20 million or below, were segregated from the Wholesale
Banking Group and placed into the Business Banking Segment within
RBG. The objective was to allow RBG to embrace this clientele with
dedicated resources that suit their business needs. The service
platform was designed to encompass product management, risk
portfolio assessment, branch distribution and dedicated working

capital lending specialists.
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2004, offers these small business customers
comprehensive, flexible banking services and
leverage that will help them stay ahead in
today’s highly competitive business environment.
It features an interest-bearing business checking
account that enables these customers to more
effectively utilise their available cash balances and
maximise interest earnings when funds are idle.
TERTHABN _ZSZTRFHE
BB LTHRRT - REES S ERE

RBG plans to introduce more upgraded services in 2005

WEBH AR DUn/NBErEREFH to provide further hassle-free solutions to suit the business
MEEE - financial needs of this clientele.

BEBAXAERKARRE Expansion of Cross-Border Revenue Base
FRE—BAREEESFEEETRNMIRIBETS » Another significant development during the year was the expansion
BABMAER MIXZBEERMAE D3R of the Bank’s revenue base into the China mortgage market. Two
SEYNA BB AT SRR EERTE2EES mortgage direct sales teams were established, one located in
PR ERMEEESR I =AM ; mE Shenzhen to cover business opportunities in the Pearl River Delta
BERAMAERAKRT EESDTRERI=ANE region through the Bank’s fully-owned subsidiary, CIFC, and the other
%o MBI ZFERITES ~ PRIZEBZER K F in Shanghai to cover the Yangtze River Delta region through the
FERATERNEMTATESERRE  BERBESL Bank’'s Shanghai branch. Both teams work very closely with the
RN EEEEEEEREHREBERN Wholesale Banking and China Banking Groups, as well as with other
SER CITIC companies, to provide end-user mortgage products and service

support to leading property developers of high-quality luxury

residential projects in China.

I 30 FRIEZERITARART  CITIC Ka Wah Bank Limited
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Significant Improvement in Asset Quality

As a result of rigorous credit risk management and significant
improvement in effective collection management and delinquency
rate reduction, RBG was able to write-back HK$0.5 million in
provisions in 2004. The Bank’s residential mortgage delinquency
ratio was 0.35%, better than Hong Kong Monetary Authority’s
published industry average 0.38%. The annualised net charge-off
ratio of its credit card portfolio was 3.10%, which was also lower

than the sector average of 4.73%.

Outlook

With the firm foundation built over the past years, RBG is well-poised
to capitalise on the growing market momentum both in Hong Kong
and China. In particular, it will focus on launching a new upscale
retail banking programme in Hong Kong in the coming year. Other
areas will include the continuing enhancement of its wealth
management services and i-banking platform for affluent customers,
as well as the introduction of upgraded services for the Business
Banking Segment. In China, efforts will be coordinated to leverage
on the Bank’s growing presence in the Pearl River and Yangtze River

Delta regions.
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Our every move is geared towards building
long-term relationships. Focusing on the needs

of our customers means we are able to provide

the best resources to help them grow their
business and personal wealth.
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In 2004, the Bank’s Wholesale Banking Group (“WBG") embarked
on a three-pronged strategy to build on its business foundation:
enhancing its overall service quality; strengthening its delivery
capability; and perfecting its total customer experience through
proactive relationship management. WBG places emphasis on
identifying customer needs and offering tailor-made financial
solutions to a wide spectrum of mid-cap companies and large

corporations.

To this end, thorough reviews were conducted to align WBG's
resources, refine its service methodology, and enrich its product
range. Smaller customers were transferred to RBG where they will
benefit from the portfolio business approach of the newly created
Business Banking Unit. In doing so, valuable WBG resources can be
applied to focus on customising financial solutions for the mid-cap
companies and large corporations. The potential for enhanced
service sophistication is great, with more room to partner with the

Treasury and Markets Group for structuring support.

In the third quarter of 2004, WBG further strengthened its ability to
take on the increasing volumes in syndicated loans as well as trade
finance and remittance businesses by integrating the Financial

Institutions Department into the WBG family.
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With asset quality improvement as an ongoing target, WBG has
always placed a high priority on risk management. Over the past
two years, it has paid close attention to refining its risk management
tools and disciplines to ensure that they are appropriately
implemented in its business. These measures have yielded good
results, with its loan loss provision hitting a five-year historic low in
2004. Management is pleased that WBG's asset quality and business

underwriting foundations are more solid than ever before.

Corporate and Syndication

The Corporate and Syndication Department targets customers who
are Hong Kong-based corporates and multinational corporations. It
also handles origination and distribution work in the loan syndication
market. To keep pace with the
sophisticated needs of its customers,
dedicated relationship management
teams were formed during the year,
and were equipped with specialised
skills in a number of selected business
segments. New business models were
put in place to facilitate transaction
processing in relation to real estate
projects, hotel development and investment, as well as infrastructure

projects, such as power plants and toll roads.

As a result of its sharpened business and customer focus, the Bank
acted as sole arranger for a number of sizeable syndicated loans in
Hong Kong and China, successfully concluding for our customers

term finance in excess of HK$4 billion in 2004.

FRIEZERITARART  CITIC Ka Wah Bank Limited
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China Corporates

The China Corporates Department has customers that include major
China state-owned enterprises, Hong Kong-listed red-chip
companies, privately-owned corporations in China, and companies
of other origins that do business predominantly in China. These
customers are served by veteran bankers who have a deep knowledge
of the Chinese market, and by the full support of the CITIC companies
in China, including CIB and CITIC Securities Company Limited.
In 2004, the Bank boosted its delivery network by opening a branch
in Shanghai, giving it a foothold for developing our business in the
Yangtze River Delta region in Eastern China. That will complement
its business development drive in the Pearl River Delta region in
Southern China through CIFC, the Bank’s wholly-owned finance
subsidiary in Shenzhen. With these two business development pillars
in place, and leveraging on the network of our parent CITIC, the
Bank is confident that it will be able to significantly broaden its service

and capability offering, as well as its customer base, in China.
Riding on China’s impressive economic performance and the rebound

of Hong Kong's economy, the China Corporates Department

reported continued satisfactory business growth in 2004.
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Commercial Banking

The Commercial Banking Department offers banking services to
public and privately-owned middle-market companies that are
primarily of Hong Kong origin and are engaged in the manufacturing
and trade businesses. In 2004, as part of the Bank’s commitment to
improving service quality, it upgraded its bills computer system and
further expanded its range of trade finance products. Cross-selling
of its customer base continued to be a main business driver, and
increased collaboration with RBG, Treasury and Markets Group and
CITIC Captial has helped to generate useful fee income during

the year.

—ETNFRRRITBEERA LM

WBG 2004 Operating Income Breakdown
28% 35%
R ER FSEERTT
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Corporates Banking
27%
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Syndication

Financial Institutions

The Financial Institutions Department is a new member of the WBG
family. Leveraging on its close relationships with correspondent
banks and export insurance agencies, WBG was able to strengthen
its loan syndication distribution channels and business referral
networks, as well as its trade finance capability. Going forward, in
addition to continuing its support of both WBG and the Treasury

and Markets Group, the Financial Institutions Department will be

FRIEZERITARART  CITIC Ka Wah Bank Limited
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exploring new revenue opportunities by serving local non-bank

financial institutions on niche products.

US Branches

The Bank currently operates two branches in the US, in Los Angeles
and New York, where their sizeable Asian communities had
traditionally formed the bedrock of its customer base. With the
realisation of the Bank’s expansion strategy in China, these branches
will play an important and strategic complementary role to help meet
the needs of the Bank’s Chinese customers who are looking for
investment opportunities in the US. The US branches will also be
actively expanding their customer bases to include US-based
corporations that are engaged in Sino-US trade, or have banking
and financing needs for their activities in China. The US branches
will create meaningful new revenue streams for the Bank in due

course.

Outlook

Growing the Bank’s customer base and revenue streams are the
primary goals of WBG. Its strategy is to ensure that it has an intimate
knowledge of its customers: their services and product ranges, their
business goals and, hence, their financing needs. In 2005, WBG
will continue to expand its skilled talent pool to enable the Bank to
increase its market share, particularly in the business sectors where
it has successfully developed a niche position. Project teams, drawing
on cross-departmental resources, will help to streamline operational
procedures, and shorten the delivery time of products and services
to customers. A Strategic Development Unit has been formed to
design and promote trade finance, wealth management, insurance,

and treasury products that will benefit its customers.
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The year 2004 was awash with mixed and sometimes diverging
market signals; key among them included rising US interest rates
and continuing weakness in the US dollar, the widening gap between
the LIBOR and HIBOR, and the flood of excess liquidity into the local
capital market amid speculation about a revaluation of the Renminbi.
Faced with such market uncertainties, the Bank’s Treasury and
Markets Group (“TMG") played a critical role not only in its liquidity
and risk management, but also in coming up with smart
yield-enhancement and hedging solutions for retail and corporate
customers alike. TMG's sharp market sense and innovative product

development skills became its key market differentiators.

Liquidity Management

Maintaining a high liquidity position has always been among the
Bank's top priorities. Apart from keeping daily long positions in
cash, it also holds a portfolio of high-grade marketable securities
with short maturities. This portfolio can be converted quickly into
cash in case of a sudden drain of liquidity in the market. Periodic
stress tests are performed in conjunction with various departments
so as to ensure that the Bank’s liquidity position is adequate, even

with changes in the market environment.
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Guided by the Bank’s prudent liquidity management philosophy,
TMG has been extending the tenor of the Bank’s liability structure
by diversifying its funding sources. During the year, it launched
a number of CDs issues in the local capital market with
maturities ranging from one to five years, drawing a total
funding of HK$6.96 billion. For those CDs with

embedded derivative structures, TMG

o 03 W

e O neutralised the Bank’s risk by selling these
KA WAH \\. \
BANK \

structures to other banks. As a result, in

addition to increasing the deposit base, TMG

was able to generate an attractive fee

income for the Bank.

Separately, the Bank’s successfully tapped the

international Eurobond market with a US$300-million
five-year fixed-rate senior debt issue, which, together with the two
other outstanding issues - a US$300-million Lower Tier Il issue
maturing in 2011 and a US$250-million Upper Tier Il perpetual
issue - helped to significantly strengthen its capital structure on the
liability side of the balance sheet. In order to match the interest rate
tenor of the Bank's assets, TMG swapped the fixed-rate coupons of
the CDs and the Eurobond into floating rate. This enabled the Bank
to lock in funding at an attractive credit spread despite last year’s

bullish capital market environment.

FRIEZERITARART  CITIC Ka Wah Bank Limited
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Investment Management

TMG is also active in managing the Bank’s diversified investment
portfolio of different asset classes. The highest priority is placed
on balancing risk and return, where risk factors include interest
rate risk, re-investment risk, foreign exchange risk, credit risk and

country risk.

In anticipation of rising interest rates, it started to systematically
reduce the duration of its fixed-income holdings in 2003 by replacing
maturing securities with short maturities, and by putting on hedges
to swap fixed-rate coupons for floating-rate income streams. As at
the end of 2004, the average duration of the held-to-maturity
fixed-income portfolio was less than two years. The Bank is now
well-poised to seize opportunities to replace maturing securities over
the next two years with higher yielding fixed-income bonds. Against
a backdrop of continuing interest rate increases in the foreseeable
future until probably the end of 2005, its strategy is to extend the
duration of the portfolio by reinvesting in securities with longer

duration at higher yields.

Enhanced Vigilance in Risk Management

The foreign exchange and interest rate markets were both highly
volatile in 2004. The US dollar showed no signs of arresting its
downward trend against other major currencies. The US Federal
Reserve embarked on a series of interest rate hikes beginning in
June 2004 to bring the US Fed Funds rate from 1% to 2.25% by
December 2004. The US bond market responded with a big sell-off
in the first half of 2004. Yet, Hong Kong dollar interest rates remained
stubbornly low, suppressed by the ample liquidity in the local market;
three-month inter-bank deposit rates stood at an unprecedented

low range of between 1.2% and close to 0% throughout the year.
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In response to this unusual scenario, the Bank has stepped up its
vigilance in rigorously controlling its risk exposure to both foreign
exchange and interest rates. The Asset and Liability Management
Committee (“ALCO") and TMG meet regularly to set limits and review
our trading and investment management strategy. An independent
Market Risk Management Unit checks and reports on the risk limit
utilisation of its trading operation on a daily basis. The
implementation of the Value-at-Risk methodology since the third
quarter of 2004 has also greatly enhanced its ability to monitor and

manage overall market risks.

Infrastructure

The Bank continued to invest in the necessary infrastructure to
support its long-term business development during the year. The
front office treasury system was upgraded and advanced pricing
models were installed. Internal procedures were reviewed and
updated periodically to incorporate the most up-to-date information.
Sophisticated risk management systems were put in place to ensure
that adequate controls were implemented and that full compliance
with such controls would not be compromised by the robust growth

of its treasury business.

FRIEZERITARART  CITIC Ka Wah Bank Limited
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Customer-Driven Business Focus

Another key focus during the year was to transform TMG into a
market-oriented, customer-driven trading and distribution arm for
WBG and RBG. Significant efforts were made to align its resources
to create timely and relevant treasury solutions to meet the varying
needs of the Bank’s corporate and retail customers. Its success was
most evident in the overwhelming response to the Bank’s various
proprietary yield-enhancement structured products, launched and

distributed through the retail branch network.

Meanwhile, TMG also plays a critical role in the Bank’s business
development task force, where it is spearheading efforts to establish
a treasury solutions platform in China, with the goal of supporting
onshore business acquisition by the Shanghai branch and Beijing
representative office, as well as through CIFC in Shenzhen and other

CITIC companies on the Mainland.

Looking ahead, TMG continues to see tremendous potential for
value enhancement structured products in 2005 and will strive to
strengthen its structuring capabilities to deliver value-added solutions
for the Bank’s customers. Efforts are also underway for joint
marketing by WBG and TMG to offer corporate customers in Hong
Kong and China treasury advisory services and customised innovative
hedging solutions that will create value for this clientele in times of

volatile market and business environments.
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The Bank has placed a great deal of focus, both internally and with
the help of professional consultants, on progressing its risk
management infrastructure and processes. Our progress is in line
with Basel Il principles, and we are fully confident to meet
requirements of the Basel Il Standardised Approach by the end of
2006, and it will have embedded in certain areas tools and

methodology that go beyond those requirements.

During 2004, the Bank realigned functional and specialised risk
management units into the Risk Management Group, headed by
the Chief Credit & Risk Officer, as well as integrating the functions
of inter-bank and country policy and limit approval, formerly
under the International Credit Committee, into the Bank’s Credit

Committee.

The Bank has also instituted a number of programmes that are built

on close partnership between risk and business units, including:

* Review and consolidation of all major credit and risk policies;

« Installment of a highly systematic analytical framework and financial
model for corporate counterparty risk assessment;

* Establishment of an “Early Alert” system for timely identification
and management of counter-parties exhibiting potential credit
issues; and

 Adoption of a Value-at-Risk system for managing market risks.
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The Board of Directors evaluates risk through Credit and Risk
Management Committee, a Board committee that is responsible for
overseeing, monitoring and reviewing the Bank’s risk management
principles and policies, strategies, processes and controls including

credit, market, operational risk and compliance.

Credit Risk Management

Credit risk is the risk of loss arising from a customer’s or counter-
party’s inability to meet its financial obligations. Assessing and
managing credit risk to effectively address customer needs, ensure
reasonable risk-adjusted returns, and secure capital protection are

some of the most crucial disciplines of the Bank.

The Board-level Credit and Risk Management Committee defines
and delegates the approval authority to two operational-level
committees, namely, the Credit Committee and the NPL Committee,
which focus on different aspects of the credit risk management
function of the Bank. These two committees comprise the Chief
Executive Officer, the Chief Credit & Risk Officer and other members
of senior management. Within its delegated authority, the Credit
Committee approves, inter alia, credit policies, credit applications,
loan classifications and policy exceptions of the Bank. The NPL
Committee controls and manages all criticised credits and

approves specific provisions.

{2 ERITARAT  CITIC Ka Wah Bank Limited
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Liquidity Risk Management

Under both normal and emergency circumstances, the Bank must

be able to meet all customer claims with regard to liquidity

management.

In addition, we must also meet all regulatory

requirements and comply with statutory liquidity ratios. The Bank

has consistently maintained a liquidity ratio well above the regulatory

minimum of 25% by sustaining an adequate level of liquid assets.

The Bank’s average liquidity ratio in 2004 was 47.91% (2003:

49.18%).
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The Bank has adopted proactive liquidity management. We issue

long-dated CDs regularly. The total amount of CDs issued was

HK$6.96 billion, constituting 11.1% of total deposits as of

31 December 2004. The Bank has also arranged re-purchase

agreement facilities to enhance liquidity. The liquidity management

process is reviewed and monitored by the Assets & Liabilities

Management Committee (“ALCO") of the Bank.
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Market Risk Management

Market risk of the Bank stems mainly from exposure to interest rate
and foreign exchange rates through customer transactions and
proprietary trading. Exposure to equities and commodities are not

significant.

With reference to the Bank’s risk appetite and expertise, the Board
has approved policies and limits, which it then delegates to ALCO
for it to establish limits for different business units. These are then
applied to setting up respective transaction limits by product type

and risk type, in the form of position, sensitivity, and stop loss limits.

The Market Risk Management Unit, under the Risk Management
Group, monitors and manages market risk exposure and limits of
the Bank. The Bank’s Treasury is the centre point to take on market
risk exposure related to customer transaction flows, and positions
based on short-term market views and longer-term strategic views.
The Market Risk Management Unit ensures that the exposures are
within established positions and sensitivity limits. In the second half
of 2004, the Market Risk Management Unit implemented a Value-
at-Risk system for the trading book, which provides information and

analysis for reporting to ALCO.

The Bank’s foreign exchange risk stems from taking foreign exchange
positions, as well as commercial dealing, investment in foreign
currency securities and operations of overseas branches. All foreign
exchange positions are subject to exposure limits approved by ALCO.
The average daily foreign exchange trading profit and loss in the
Bank’s trading book for the year ended December 2004 was a gain

of HK$4,000.

{2 ERITARAT  CITIC Ka Wah Bank Limited
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Overall Foreign Exchange Position
BE_FTMNE+A=+—H (B&ET)
As of 31 December 2004 (HK$ million)

It is worth noting that the extensive efforts invested by ALCO and
the Market Risk Management Unit in perfecting data-mining for
risk assessments and in performing comprehensive “what-if” analyses
based on long-dated historical information, have significantly
deepened our understanding of the Bank’s asset and liability
structure, hence giving us a high degree of insight into the sensitivity
of our balance sheet to the multitude of market influences - key
among these being the likely movement of interest rates in the current
environment. This has been particularly critical in aligning product
and pricing decisions with their likely impact on the Bank’s balance

sheet and profitability.

ARH# Hith 54 it

US Dollars Renminbi Other Currencies Grand Total

REEE Spot assets 351 4,975 33,509

RE&al& Spot liabilities (29,469) (119) (4,652) (34,240)

ZHBE A Forward purchases - 2,630 9,939

EEE R Forward sales (5,848) - (2,944) (8,792)
eEsEm Net option position* (0.7)

RBZFH Net long position 232 8 416

CRRNEENHERFRERBREXNLAEREFE -

* The net option position for 2004 is calculated using the Model User Approach.

E_SFTNF  ATETTBRNESESR -
BRFHAEBEBEATETRT
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In 2004, there was limited gold trading activities with an average

daily trading loss of HK$9,000.
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Derivative positions stem from transactions with customers, as well
as the Bank’s own position taking and hedging. The Bank transacts
in derivatives that include interest rate swaps, cross-currency swaps,
futures, forwards and options in foreign exchange, interest rates,
equities and commodities. Most derivative positions are booked
under the trading book, from which daily mark-to-market and risk
monitoring are performed. However, certain derivatives, mainly
interest rate swaps, are booked in the accrual books when they are
used to hedge specific interest rate exposure in the investment book

or the Bank's own liabilities.

The Bank’s involvement in option derivatives is mainly to cater for
structured products to meet customer demand; please refer to the
section on Off-Balance Sheet Exposures of the Notes on the Financial

Statements for the year ended 31 December 2004.

The Bank has invested part of its excess liquidity in external funds to
enhance returns, starting in May 2004. The average daily mark-to-
market profit and loss for the year ended December 2004 was a

gain of HK$449,000.

{2 ERITARAT  CITIC Ka Wah Bank Limited
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Interest Rate Risk Management

The Bank has exposure to interest rate risk through interest rate
trading. Interest rate trading positions are marked-to-market daily
and risk is monitored actively. For the year ended December 2004,
the average daily profit and loss from the Bank’s trading activities in

interest rate risk was a loss of HK$44,000.

ALCO oversees and monitors the interest rate risk for the banking
book that arises from the mismatched interest rate profile of the
Bank’s assets and liabilities. This interest rate risk comprises basis
risk among different interest rate benchmarks, yield curve movements
and interest rate repricing risk. ALCO reviews the interest rate risk
of the banking book through gap mismatch reports, sensitivity
analysis and various earnings scenario analyses. To mitigate interest
rate risk, the Bank has used interest rate derivatives, mainly interest

rate swaps, to hedge interest rate exposure.

The Bank had major interest rate risk exposure in the banking book

denominated in Hong Kong and US dollar as of 31 December 2004.
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RITRIEAZFIREE

Interest Rate Risk Exposure for Banking Book
A ZRFNF+ZA=+—H(BEEET)

As of 31 December 2004 (HK$ million)

—@R =@ER ~{ER
HEE HREE HREE
—{ER =@ER ~EBR +=EB +=@EB
| Over 1 Over 3 Over 6 nE
Upto andupto andupto andupto Beyond 5t
1 month 3 months 6 months 12 months 12 months Total
REREE Interest-bearing assets
RelEHES Cash and short term fund 6,412 - 200 199 - 6,811
— BB &2 BAER1T Placement with banks and
REMESR#EEI  other financial institutions (“Fls”)
maturing after one month - 304 59 - - 363
kg CDs 100 115 40 666 355 1,276
HEZIHES Held-to-maturity securities 1,360 281 2,978 1,390 15,337 21,346
BEHE R Advances to customers 31,075 6,501 2,679 227 712 41,194
WETREE Total interest-bearing assets 38,947 7,201 5,956 2,482 16,404 70,990
ARAaE Interest-bearing liabilities
EBRITHERE CDs issued 2,274 3,029 128 - 150 5,581
ERTEFES Debt securities issued - - - - 2,323 2,323
SRIT R EMER#IE Deposits and balances of banks and
B AER other Fls 3,484 - - - - 3,484
BEGMR Deposits from customers 49,203 3,961 661 464 62 54,351
BEHEER Loan capital - - - - 4276 4,276
HITRAE Total interest-bearing liabilities 54,961 6,990 789 464 6,811 70,015
BEAEFXRNEE Off-balance sheet items
rE Long 2,469 2,795 4,264 - 6,758 16,286
A Short 4,404 1,227 4,813 800 5,071 16,315
HEES Net Position (17,949) 1,779 4,618 1,218 11,280 946

ERIHBITRBEACAZITEEEREE
DEkBRzEEGERIER - EXIIHER
TEZAREGHNEEANREEIMA (MBEE
) DBRTREFEREERRACANEXEAR
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The above table lists the interest-bearing assets and liabilities and
relevant off-balance sheet items of the Bank in its banking book
portfolio. It depicts the interest rate exposures of the accrual book
by listing the contractual interest rate reset dates or the final maturity

dates, whichever is earlier, for each instrument held.

{2 ERITARAT  CITIC Ka Wah Bank Limited
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Operational Risk Management

Operational risk is the risk of losses that the Bank may incur as a
result of inadequate or failed processes, technology, infrastructure
or personnel, or from external events. Operational risk is not new
to banks. Significant operational risk events widely reported in recent
years have highlighted the need to manage operational risks more
effectively by taking a broader, more global view. Technology and
operational issues remain critically important, but other areas that

could lead to operational losses must be managed as well.

The Bank manages its operational risk through the Operations
and Control Committee (“OCC") that comprises the Chief
Operating Officer as chairman and other senior staff from various
business lines and support functions. One of the committee’s key
responsibilities is to periodically review, update and test, as necessary,

the Bank’s operational policies, procedures and contingency plans.

In 2004, the OCC reviewed several operational events affecting other
banks in Hong Kong and overseas. These reviews were intended to
assess the relevancy of these events to the Bank and ensure that
proper internal controls were in place to prevent their occurrence in
the Bank. For instance, in light of increased occurrences of fake
web sites, an Incident Report Team was formed during the year to

deal specifically with this issue.
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Other ongoing operational risk management tasks included annual
reviews and updates of operations, technology, and human resources
policies and manuals to ensure that processes are adequately
considered and defined, as well as annual testing of the Bank’s
disaster recovery and business continuity plans for major events. An
electronic library was established during the year to maintain and

update all information related to such policies and practices.

To further enhance its efforts, the OCC is developing an Operational
Risk Handbook that will contain and better organise references to
operational procedures and policies. The scope of the handbook is
intended to be broad and all-encompassing, ranging from such areas
as product and services launches, insurance and outsourcing, to Basel

ll-related operational risks.

Legal Risk Management

The Bank remains abreast of all legal and regulatory requirements
applicable to its governance and operations, and continuously seeks
to develop its people and enhance its systems and processes to create
awareness and implement necessary change. Policies and procedures
remain under constant review. Continuous training of our people
in the areas of the Bank's policies and procedures, and applicable
laws, rules and regulations remained key to the management of the
Bank’s legal risks in 2004, as in previous years, and will continue to

be vital in 2005.

{2 ERITARAT  CITIC Ka Wah Bank Limited
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The year 2004 saw important changes at the Bank, including the
appointment of a new general counsel and head of compliance in
the fourth quarter, new and enhanced systems for the monitoring
and prevention of money laundering and the appointment of
compliance personnel on the Mainland, including in Shanghai and
Shenzhen. The scope and complexity of the Bank’s operations on
the Mainland grew at an increasing pace throughout 2004 and,
with this growth expected to continue, monitoring compliance and
legal oversight of those operations will receive increased attention

in 2005 as a major priority.

Strategic and Reputational Risks Management

In order to keep pace with the ever-evolving operating and regulatory
environment of the Bank, the Board places a high priority on ensuring
that our business and operational strategies are appropriately defined
and executed in a professional and time-relevant manner. Great
care is taken to protect our reputation and maximise our brand equity.
The Management Committee of the Bank meets regularly to monitor
and manage the Bank’s strategic and reputational risks, and is
responsible for enforcing high-level policies approved by the Board

to identify and assess such risks, as well as to improve controls.
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A strong team spirit is the key to our
performance as we harness the power and

synergies of each player to meet tomorrow'’s

challenges.
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Corporate Citizenship

RITE—HEEAMKENIET » ZEFH As a home-grown bank with its roots firmly planted in Hong Kong
BEN\TE - HoEdeRmAE . _EE for over 80 years, the Bank has always been conscientious in its
U4 » RITHEBES L IEEEEZNE=E=EE) - responsibility to give back to the community it serves. During the
EREEESSEKRABRSEMWN  LUAER course of 2004, the Bank continued its pursuits to benefit various
BEH S PEAEMMENEEE AL - worthy and charitable causes targeted at nurturing the Chinese

youth to become tomorrow’s leaders, and providing for the needy

in Hong Kong, China and beyond.

£ Bh Sponsorship

EAREETENFD NTERNBRERZ Along the lines of its stated mission to foster youth development,
BRMEEEMLLLRNSETE » BIFE the Bank participated as sole sponsor of a number of meaningful
EE _ FEHRESESEBEITEN and exciting youth programmes during the year. These included
TEFEETEAWMESE, BNEELNEER the Youth Volunteer Leaders’ Conference, which the Bank
tEBSEETEMTENEEHE - ) sponsored for the second year. Organised by the Hong Kong
BB \BREBEMSHERMET RENE TS Federation of Youth Groups for 800 outstanding youngsters who
SEL - actively participate in voluntary services in Hong Kong, the aim of

this event was to equip these young people with the leadership
AN AT IR B B skills required to become youth volunteer leaders.
BEBRBREBRKE
HIRE PN HBARRE
FHEE, - ZEE
SEARBMPESRL
HBTE_STLFHF
BhmsKeln - &
tHEEENERER __
ERRERIZEAZE - | in the real business world by giving them a chance to

Separately, it also sponsored the Business
Entrepreneur Enhancement Programme. Coordinated
jointly by The University of Hong Kong and the
Hong Kong Economic Times, the programme targeted
and encouraged university and secondary school

students to experiment with their entrepreneurial flair

jointly operate stalls at the 2005 Lunar New Year Fair.

“EHBFNELEH Annual Report 2004 57 1
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Other sponsorships included the Asian Wall Street Journal’s
Hong Kong Education Students Programme, which involved
the distribution of 1,600 complimentary student copies of
the newspaper in seven local universities on each school day,
aiming to cultivate their interest in and knowledge about the
latest business news, and the Shanghai
Study Exchange Programme, a cultural and
intellectual exchange programme
organised by the Cambridge University's
Hong Kong and China Affairs Society for

up to 40 students.

Donations

The Bank’s strong commitment to serving the community was also
reflected in its continuous support of a number of charitable
organisations through donations. In response to the South Asian
earthquake and tsunami tragedy, the Bank donated HK$500,000
to the Hong Kong Red Cross South Asia Relief Fund and raised
another HK$326,186 through a staff fund-raising appeal for its

relief operations in affected areas.

It also donated a batch of old-edition bank notes with a total face
value of HK$68,895 to a charity auction held at Yan Chai Hospital's
Annual Charity Ball. The auction successfully raised a total of
HK$278,000 for Yan Chai Hospital's youth services. In another
fund-raising activity, the Bank raised HK$200,000 for the CITIC
LU Se Gong Cheng Ji Jin to finance the second phase of the

Huangyangtan Afforestation Project in the Mainland.

FRIEZERITARART  CITIC Ka Wah Bank Limited
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Meanwhile, the Bank continued to support Dress Casual Day and
the Corporate and Employee Contribution Programme organised
by the Community Chest. It also participated in a number of
donation-in-kind projects, such as the donation of solar-powered
ruler-calculators to students in the poorest regions of the Mainland,
and the donation of moon-cake boxes by its staff in support of the
Neighbourhood Advice-Action Council’s moon-cake box decoration

contest, also sponsored by the Bank.

Community Services

The establishment of the Bank’s Corporate Volunteer Team in
January 2004 underlined its strong enthusiasm for serving the
community. To promote youth volunteering, its Corporate
Volunteer Team partnered with different youth
organisations during the year to visit various
institutions operated by charitable organisations,

including a centre for the mentally disabled,
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Awarded by The Hong Kong Council of Social Service
FBHEREHSER

_EFMNEFE®  Annual Report 2004

a nursery home and a centre for the elderly. It
also arranged career workshops for university
students with a view to giving them better insights

into career prospects in the banking industry.

Award

In recognition of its strong commitment to caring for the community
and its unfailing endeavours to promote corporate citizenship, the
Bank was awarded the “Caring Company Logo” for the second
consecutive year by the Hong Kong Council of Social Service in

January 2005.
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EMZBUEEREHBERRELIEH We champion entrepreneurship in our

BEER{E(E ; BLLER » BPIMBEAEN endeavours to grow the business and to

o » E2SPRERAI  NBIERR - enhance shareholder value, while at the same
time ensure accountability and integrity in our
efforts and successes.
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Mr. Kong Dan

Chairman

Aged 57. 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. Dou Jianzhong

Vice Chairman

Aged 50. Appointed as a Director of the Bank on 25 November
2002 and was elected Vice Chairman on 1 January 2005. Mr. Dou
is presently an Executive Director and Vice President of CITIC Group,
Director and Chief Executive Officer of CITIC International Financial
Holdings Limited and Executive Vice Chairman of CITIC International
Assets Management Limited. 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 was formerly the President of CITIC Industrial Bank

and has extensive experience in the finance industry.
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Mrs. Chan Hui Dor Lam Doreen

President and Chief Executive Officer

Aged 51. 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, a member of the Banking Advisory Committee, Advisory
Board of Export Credit Insurance Corporation, Investment Committee
of Export Credit Insurance Corporation and General Committee of
the Federation of Hong Kong Industries. 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.

Mr. Chen Xiaoxian

Aged 50. Appointed as a Director of the Bank on 17 January 2005.
Mr. Chen is presently the President of CITIC Industrial Bank, an
Executive Director and Vice President of CITIC Group and a Director
of CITIC International Financial Holdings Limited. Mr. Chen joined
the People’s Bank of China in 1982 and had been the Deputy
President of its Beijing Branch in 1992. At the same time, he was
also the Deputy Director of the State Administration of Foreign
Exchange, Beijing Branch. Before joining CITIC Group, Mr. Chen
was with China Merchants Bank since 1994 and had been the
President of its Beijing Branch, Vice President and finally the Executive
Vice President of the China Merchants Bank, Head Office in 2001
till 2004. Mr. Chen holds a Doctorate Degree in Economics from
the Dongbei University of Finance and Economics and has extensive

experience in banking and finance management.
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Mr. Gil-Tienda Rafael

Independent Non-executive Director

Aged 52. Appointed as an Independent Non-executive Director and
Chairman of the Credit & Risk Management Committee of the Bank
on 20 October 2003. Mr. Gil-Tienda is presently the Chairman of
Marsh & McLennan Companies Inc. in Asia, an Independent Non-
executive Director of Kingway Brewery Holdings Limited and CITIC
International Financial Holdings Limited. Mr. Gil-Tienda obtained a
Bachelor Degree in Philosophy, Politics and Economics from the
Oxford University and an MBA from the University of California,
Berkeley. He was formerly with Standard Chartered Bank and

Citibank and has over 25 years of banking experience.

Mr. Ju Weimin

Aged 41. Appointed as a Director of the Bank on 25 November
2002. Mr. Ju obtained a Bachelor Degree in Economics from the
Hangzhou 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. Kong Siu Chee Kenneth

Executive Vice President and Alternate Chief Executive Officer

Aged 58. 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 an MBA 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. Lam Kwong Siu

Independent Non-executive Director

Aged 70. 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, Xinyi Glass 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.
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Mr. Lo Wing Yat Kelvin

Executive Vice President

Aged 46. 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, Managing Director and Alternate Chief Executive
Officer 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. Tsang Yiu Keung Paul

Independent Non-executive Director

Aged 51. Appointed as an Independent Non-executive Director and
Chairman of the Audit Committee of the Bank on 1 September
2004. Mr. Tsang is also an Independent Non-executive Director and
Chairman of the Audit Committee of CITIC International Financial
Holdings Limited. He is a professional accountant and a Fellow
Member of The Hong Kong Institute of Certified Public Accountants,
The Chartered Association of Certified Accountants and The Institute
of Chartered Secretaries and Administrators. Mr. Tsang was with
KPMG for more than 27 years, where he was a senior banking partner

until he retired from the firm on 31 March 2003.
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Mr. Zhao Shengbiao
Executive Vice President and Country Head, U.S.A.

Aged 54. 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. Further, 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.
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Mrs. Lam Lau Tak Mi Lorainne

Joined the Bank in January 2002 as Senior Vice President 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 in April 2003 as Senior Vice President and Chief
Operating Officer 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 has over 30 years experience
in information technology and operations. Mr. Ling obtained a
Bachelor Degree in Physics from Williams College and a M.Sc. in
Computers Sciences from the University of Wisconsin. 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 in October 1998 as Senior Vice President 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 the People’s Bank of China (“PBOC") and worked for PBOC
for 7 yearsin 1980's. Before joining the Bank, Ms. Man was a Deputy

Managing Director of China Venturetechno International Co. Ltd.

Mr. Roger Clark Spyer

Joined the Bank in March 2005 as Executive Vice President and Chief
Credit & Risk Officer in charge of the risk management and credit
functions of the Bank. Mr. Spyer is a veteran banker with over 30
years of extensive experience in credit and risk management,
wholesale and investment banking, treasury, asset/ liability and
derivative trading, etc. Mr. Spyer had been with Standard Chartered
Bank for 25 years where he headed senior positions at the group
level. In the eighteen months before joining the Bank, Mr. Spyer
was an independent consultant providing advisory service to

international clients on investment in the Chinese banking market.
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Mr. Lee Yuk Ling Lincoln

Joined the Bank in April 2002 as Senior Vice President and Chief
Financial Officer, and took on additional responsibilities as Group
Chief Financial Officer of CITIC International Financial Holdings
Limited in September 2003. Mr. Lee is also the Qualified
Accountant of CITIC International Financial Holdings Limited as
defined under the Listing Rules. He has over 25 years of continuous
experience in the banking industry in Hong Kong. Mr. Lee is a
Fellow Member of The Chartered Institute of Management
Accountants and The Hong Kong Institute of Company Secretaries,
and a Certified Public Accountant (CPA) of The Hong Kong Institute
of Certified Public Accountants. 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.

Mr. Roy Huang

Joined the Bank in November 2004 as Senior Vice President, General
Counsel and Head of Compliance, and is now the Compliance Officer
of the Bank. Mr. Huang has over 20 years experience in legal and
regulatory affairs in Hong Kong and the United States. He graduated
from the University of California, Berkeley and Georgetown University
Law School and just prior to joining the Bank, he was a partner in

charge of legal affairs Asia-Pacific at Andersen Worldwide.
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Mr. Lau Cheuk Hang Philip

Joined the Bank in August 2002 as Senior Vice President and Deputy
Treasurer and was promoted to the Treasurer of the Bank in
September 2004. In addition to managing the Bank’s funding and
liquidity needs, Mr. Lau is responsible for the business development
of the Treasury and Markets Group. He has over 20 years of trading
and investment experience in the capital markets. Mr. Lau holds a
Bachelor Degree in Social Sciences from the University of Hong Kong,
a Master of Law Degree from People’s University of China, and a
Master of Art Degree from the Chinese University of Hong Kong.
Before joining the Bank, Mr. Lau has held senior management and
marketing positions in a number of leading financial institutions
in the region, including Zeppelin Tech Capital Limited, Chase

Manhattan Asia, Bank of America and Citibank.

Ms. Leung May Chu Nancy

Joined the Bank in August 1998 as Senior Vice President and Head
of Group Human Resources Department. 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 U.K. merchant bank Samuel
Montague & Co., Xerox (Hong Kong & China), ABN AMRO Bank,

Jardine Fleming Holdings Limited and Peregrine Holdings Limited.
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Ms. Tong Yuen Yi Barbara

Joined the Bank in January 2005 as Senior Vice President and Head
of Group Corporate Relations in charge of corporate communications
and investor relations. Ms. Tong has over 17 years of experience in
marketing and communications in the financial industry. Ms. Tong
graduated from Mills College in the U.S. with a Bachelor degree in
Economics. Prior to joining the Bank, she headed the Asian marketing
and communications function for UBS Wealth Management and

JP Morgan Private Bank respectively.
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The Directors have pleasure in submitting their report together with
the audited financial statements for the year ended 31 December
2004.

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 Shanghai, New York and Los Angeles. It also
has a representative office in Beijing. Particulars of the Bank's principal
subsidiaries as at 31 December 2004 are set out in note 16 on the
financial statements.

Financial Statements

The profit of the Group for the year ended 31 December 2004 and
the state of the Group’s affairs as at that date are set out in the
financial statements on pages 79 to 155.

Dividends

A total amount of interim dividend of HK$463,600,000 (2003:
HK$351,551,000) was declared for the year ended 31 December
2004, of which HK$211,000,000 (2003: HK$150,551,000) was paid
during the year. The directors do not recommend the payment of a
final dividend for the year ended 31 December 2004 (2003: Nil).

Fixed Assets

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

Reserves

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

Share Capital

Movements in the share capital of the Bank are set out in note 26
on the financial statements.

hEZERTAERAR  CITIC Ka Wah Bank Limited
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Directors

The Directors during the year and up to the date of this report are as

follows:

Mr. Kong Dan (Chairman)

Mr. Dou Jianzhong (Vice Chairman)

Mrs. Chan Hui Dor Lam Doreen (President and Chief Executive Officer)

Mr. Chen Xiaoxian (appointed on 17 January 2005)

Mr. Gil-Tienda Rafael (Independent Non-executive Director)

Mr. Ju Weimin

Mr. Kong Siu Chee Kenneth (Executive Vice President and
Alternate Chief Executive Officer)

Mr. Lam Kwong Siu (Independent Non-executive Director)

Mr. Lo Wing Yat Kelvin (Executive Vice President)

Mr. Tsang Yiu Keung Paul (Independent Non-executive Director)
(appointed on 1 September 2004)

Mr. Zhao Shengbiao (Executive Vice President and
Country Head, U.S.A.)

Mr. Fan Sheung Tak Stephen (resigned on 19 October 2004)
Mr. Chang Zhenming (resigned on 17 January 2005)

In accordance with Article 97 of the Bank’s Articles of Association,
all present Directors shall retire at the next annual general meeting
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,
Mrs. Chan Hui Dor Lam Doreen, Mr. Kong Siu Chee Kenneth, Mr. Lo
Wing Yat Kelvin and Mr. Zhao Shengbiao.
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Directors’ Interests (cont'd)

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.

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 2004 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, 10 March 2005
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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 79 to 155 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 Institute of Certified Public
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.
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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 2004
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, 10 March 2005
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Consolidated Income Statement

BESTNFETZA=+T—HLEFE(LUBEREA)
for the year ended 31 December 2004 (expressed in Hong Kong dollars)

—EETNF —FFE=HF
2004 2003
B 5 BET T BT T
Note HK$000 HK$'000
F 2 WA Interest income 3(a) 2,229,845 2,510,148
FESZH Interest expense (773,492) (962,864)
= BEWA Net interest income 1,456,353 1,547,284
ER LA BA Fees and commission income 437,496 412,367
BERAKASTH Fees and commission expense (26,880) (39,000)
Hb &L WA Other operating income 3(b) 190,378 26,241
KEWA Operating income 2,057,347 1,946,892
e Operating expenses 3(c) (1,012,224) (917,766)
Rt ZBERIRZE & A Operating profit before provisions 1,045,123 1,029,126
RIEBIREH Charge for bad and doubtful debts 3(d) (100,540) (473,638)
KEHER Operating profit 944,583 555,488
HEBFEEEE T RA / (EI1E) Net profit/(loss) on disposal of tangible fixed assets 19,755 (21,818)
EHEREMEFRER Net surplus on revaluation of investment properties 7,555 7,835
BFEEIHESDE Provision written back on held-to-maturity securities 9,682 1,135
PR EE L Impairment loss on goodwill 20 (9,502) -
HEFBEEINTZHFHA Net profit on disposal of held-to-maturity securities - 123,948
HibZEREIER KL Impairment loss on other premises = (4,751)
FrihBie s (BE) /&R Share of (losses)/profits of associates (6,094) 95,102
EBEBNBRNGEF Profit from ordinary activities before taxation 965,979 756,939
HiE Income tax 5(a) (149,583) (103,214)
% B FE 4 3 Profit attributable to shareholders 27(f) 816,396 653,725
KEERE : Dividends attributable to the year:
AEEETIRMNAHKS Interim dividends declared during the year 7 463,600 351,551

FEAHEISSHMMNERBY BMEKR—LD -

The notes on pages 84 to 155 form part of these financial statements.
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Consolidated Balance Sheet

RIFRNF+ZA=+—H (LUBBREAM)
at 31 December 2004 (expressed in Hong Kong dollars)

—EEMmEF _BR=F
2004 2003
MIEE BETR BT T
Note HK$’000 HK$ 000
BE Assets
BekEHES Cash and short-term funds 8 & 24 8,262,040 7,326,174
— @A EEHANRIT R Placements with banks and other
Bt RMEELTR financial institutions maturing
after one month 24 362,429 646,373
B2EBRER Trade bills less provisions 9 246,081 452,489
TFE Certificates of deposit 10 & 24 1,366,315 2,059,100
HMmESHKE Other investments in securities 11 3,489,760 2,262,980
BREBRREMIRIE Advances to customers and other
R 2 accounts less provisions 12(a) 42,603,199 40,386,077
FERINBPEFK Held-to-maturity securities and
BREES investment securities 15 22,298,706 22,458,050
il /NIl Interest in associates 17 191,450 195,306
Gk Goodwill 20 - 10,558
EEMIBE E Deferred tax assets 19(a) 54,054 49,348
EFEEERE Tangible fixed assets 21 1,418,918 1,568,744
HEE Total assets 80,292,952 77,415,199
aE Liabilities
RITRH M E%AE Deposits and balances of banks and
BARR&ER other financial institutions 24 3,555,852 3,486,079
BEBRER Deposits from customers 22 & 24 55,648,955 58,414,884
ERTHENRE Certificates of deposit issued 24 6,959,690 4,711,175
EBTEBES Debt securities issued 23 & 24 2,322,798 -
WRATRIR Current taxation 5(c) 6,392 16,912
BRI IBAE Deferred tax liabilities 19(a) 8 15
HithBR 18 R %1k Other accounts and provisions 1,542,837 1,578,937
BaE Total liabilities 70,036,532 68,208,002
BERIE Capital resources
SN Share capital 26 3,083,341 2,393,341
& Reserves 27 2,897,183 2,544,134
BREE Shareholders’ funds 5,980,524 4,937,475
BB Loan capital 28 4,275,896 4,269,722
AzRiFEeE®E 020 Total capital resources 10,256,420 9,207,197
EEREEREEAE Total liabilities and capital resources 80,292,952 77,415,199
EEEN_STLAFE=-ATHRENRERM
Approved and authorised for issue by the Board of Directors on 10 March 2005
HED BRAFSH JIRE FER
Dou Jianzhong Chan Hui Dor Lam Doreen Kong Siu Chee Kenneth Lee Yuk Ling Lincoln
BIEER BEE - BHFTHES EFFEATHAES R E

Vice Chairman Director, President and C.E.O. Director and A.C.E.O. Chief Financial Officer

FABE IS5 EMNMEBU B RE—3D -

The notes on pages 84 to 155 form part of these financial statements.
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Balance Sheet

RIFRMF+ZA=+—H (LUBBREAM)
at 31 December 2004 (expressed in Hong Kong dollars)

—EEMNEF “F5=F
2004 2003
M &t EBETR BT T
Note HK$’000 HK$'000
BE Assets
ReERkEHES Cash and short-term funds 8 & 24 8,239,494 6,942,646
— @B &EHHRIT & Placements with banks and
Hit & REETR other financial institutions
maturing after one month 24 360,925 644,873
B2 RBRERE Trade bills less provisions 9 246,081 452,489
BT Certificates of deposit 10 & 24 1,366,315 2,059,100
HmESKRE Other investments in securities 11 3,488,158 2,259,772
BEBRRHMIRIE Advances to customers and
T ZE B other accounts less provisions 12(a) 40,053,375 38,876,281
N ENG RS Amounts due from subsidiaries 14 1,975,564 999,244
HEZEINHESFK Held-to-maturity securities and
KREES investment securities 15 22,294,616 22,453,960
RIEHIBEE Deferred tax assets 19(a) 49,771 42,912
M EARRE Investments in subsidiaries 16 774,421 774,421
BENTRIKE Investments in associates 17 120,105 120,105
BEEEE Tangible fixed assets 21 1,401,561 1,550,593
nEE Total assets 80,370,386 77,176,396
8E Liabilities
RITREMS KIS Deposits and balances of banks and
GBRNER other financial institutions 24 3,555,852 3,486,079
BEHER Deposits from customers 22 & 24 55,545,046 58,052,440
ERTERE Certificates of deposit issued 24 6,959,690 4,711,175
ERTEBES Debt securities issued 23 & 24 2,322,798 -
RITHIR Current taxation 5(c) 3,243 16,563
H{hBRIE & 4 Other accounts and provisions 1,336,286 1,362,039
FEHREARFKIE Amounts due to subsidiaries 18 5,033,346 4,929,775
BaE Total liabilities 74,756,261 72,558,071
BEXKIE Capital resources
A A Share capital 26 3,083,341 2,393,341
L] Reserves 27 2,530,784 2,224,984
EQF;E,E, 77777777777 Shareholders’ funds 5,614,125 4,618,325
BEREERFETE Total liabilities and capital resources 80,370,386 77,176,396
EFEN_SRAF =B THRELRERMH
Approved and authorised for issue by the Board of Directors on 10 March 2005
HED BREF St JIBE FER
Dou Jianzhong Chan Hui Dor Lam Doreen Kong Siu Chee Kenneth Lee Yuk Ling Lincoln
BEER BE - BHFRTHES EFEFELTHES B AR

Director, President and C.E.O. Director and A.C.E.O. Chief Financial Officer

FBAEEISSENNEBH BHRE—H2 -

The notes on pages 84 to 155 form part of these financial statements.

Vice Chairman
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Consolidated Statement of Changes in Equity

BEZZFNF+ZA=+—HIL (LUBBRENM)
for the year ended 31 December 2004 (expressed in Hong Kong dollars)

—EEMEF FFE=HF
2004 2003
ffd 5 BET T BT T
Note HK$’000 HK$'000
R1A1THMKREER Shareholders’ equity at 1 January 4,937,475
— W BERR - As previously reported 4,595,722
—HEFEERELHRIE — Prior year adjustment in respect of
1E H AR % deferred taxation 40,292
— &R — As restated 4,636,014
iR 84T Issue of shares 26 690,000 -
E R AR Exchange differences 27(e) 253 (713)
RIEW SR KR AR IF Net gains/(losses) not recognised
wmAl L/ (B1E) in the income statement 253 (713)
% B8 FE 5 % R Profit attributable to shareholders 27(f) 816,396 653,725
AEEETERES Dividends declared during the year 7 (463,600) (351,551)
R12831H AR R i = Shareholders’ equity at 31 December 5,980,524 4,937,475

FERAHEISSEMMNERBY HRE—LD -

The notes on pages 84 to 155 form part of these financial statements.
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Consolidated Cash Flow Statement

BE_RFNF+_A=+—HLEFE(LUEBRBA)
for the year ended 31 December 2004 (expressed in Hong Kong dollars)

—EFTWmEF TERF=4
2004 2003
Bt 5% BETT BT T
Note HK$'000 HK$'000
mEER Operating activities
(AR / REREXBEN Cash (used in)/generated from
Re operating activities 31 (2,010,823) 2,792,418

ENEBHER Hong Kong profits tax paid (115,782) (44,302)

ENEMNIER Overseas profits tax paid (604) (1,937)
(AR) / RECEXBESE Net cash (used in)/generated from

HWIREEE operating activities (2,127,209) 2,746,179
BEXE Investing activities

BEUBRERERS Dividends received from equity

investment securities 9,123 11,979

EWBEATDKE Dividends received from associates = 4,680

BABFEEEE Purchase of tangible fixed assets (62,784) (36,388)

BA-—ENBLARRESFENR Net cashflow from purchase of a subsidiary = 511

HEGHEEEEMBRE Proceeds from disposal of tangible

fixed assets 90,858 69,638
KREREEBENAT TSR Net cash generated from investing activities 37,197 50,420
MEXE Financing activities

RS Dividends paid (211,000) (330,551)

IRNERTEBEEARFNE Interest paid on loan capital issued (355,602) (356,667)

BRITEXBFHERE Proceeds from debt securities issued 2,323,082 -

BITRDFTBHRIE Proceeds from shares issued 690,000 -
KB/ (BAR)MEBERBEN Net cash generated from/(used in)

RERE financing activities 2,446,480 (687,218)
RERREZEERIENEE Net increase in cash and cash equivalents 356,468 2,109,381
R1IB1HMBREERREEEIER Cash and cash equivalents at 1 January 7,660,522 5,551,141
R12B31HNRER Cash and cash equivalents at

REFEER 31 December 32 8,016,990 7,660,522
REEXBELNRERECRE Cash flows from operating activities include:

2T & Interest received 3,058,255 3,292,318

ENFFE Interest paid (1,554,921) (1,817,634)
ERAEZEIS5EMMTE BT BRE—F D -

The notes on pages 84 to 155 form part of these financial statements.
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Notes on the Financial Statements

(BRE5 RIS U M R BB L)

(Expressed in Hong Kong dollars unless otherwise indicated)

(a)

(b)

(c)

| Yt

EFEXRE

ATRENBAR (MBRAEE,)NWETE
KBREHBRITLEESRRE - BEXEH
AEENKENEBEEREERERERTE -

FEGHHR

EfIEA
ELYBRRCEREBSHMASHMN
FrEBRZ(ES Eﬂ%iﬁiﬁ @U>> (BEMER
Bt EBER KRRE) - BEEARES

Gl XUNSIRE Y] ))%E;Efﬁﬁz ° K%@%ﬁﬁ
WEZSSEERBAMMT -

MBEHREREE

BT REWENE S ELRBHBSRE RS
BT ALIHEZIRS - & HHHERLUE
RRAERBREE  BEFESRIN T
&4 BE -

O

WARTER BN TS MARER - LIRS
A SEMETERANBAR ER) & RET
ST AW SR AR

() FrEFEZRIHNEREEESFIERA
RnEHEBATINATRAENEE - &£
EXRER FOREABEAHZIH
HERBERAE - [RY RIRFIEH > Hih
FMEWMAEGREEELEAS R
BRAME  DRNBLAAREENE
(B¥EE2(d)(V)) °

(a)

(b)

(9]

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
"HKICPA™),
accounting principles generally accepted in Hong Kong and the

Institute of Certified Public Accountants (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)).

hEZERTAERAR  CITIC Ka Wah Bank Limited
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(i)

(iii)

(iv)
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2. Significant Accounting Policies (cont'd)

() Revenue recognition (cont'd)

(if)

(iii)

(iv)

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.

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

lease payments receivable.

Dividend income is recognised as follows:

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

- dividend
recognised when the shareholder’s right to receive

income from unlisted investments is

payment is established.

I |
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2. Significant Accounting Policies (cont'd)
(d) Advances and doubtful debts

V)

(i)

(iii)

Advances to customers and trade bills are measured at
the cash consideration at the time of drawdown/acquisition
and are stated in the balance sheet at the principal
amounts outstanding net of any suspended interest and
provisions for bad and doubtful debts. Cash rebates
granted in relation to residential mortgage loans are
capitalised and amortised to the income statement over

the early prepayment penalty period.

Loans are designated as non-performing as soon as
management has doubts as to the ultimate recoverability
of principal or interest or when contractual payments of
principal or interest are 90 days overdue. When a loan is
designated as non-performing, interest will be suspended

and a specific provision raised if required.

However, the suspension of interest may be deferred for
up to 12 months past due in the following situations:

- where cash collateral is held covering the total of
principal and interest due and the right of set-off is
in place; or

- where the value of net realisable tangible collateral
is considered more than sufficient to cover the full
repayment of all principal and interest due and credit
approval

has been given to the rolling-up or

capitalisation of interest payments.

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.

R ERITAERAT  CITIC Ka Wah Bank Limited
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(iv)

(vii)
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2. Significant Accounting Policies (cont'd)
(d) Advances and doubtful debts (cont'd)

(iv)

(vi)

(vii)

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.

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.
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(d)

(e)
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(d)

(e)

Significant Accounting Policies (cont'd)
Advances and doubtful debts (cont'd)
(vii) Assets acquired in exchange for advances (cont’d)

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.

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.

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)).

R ERITAERAT  CITIC Ka Wah Bank Limited
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Significant Accounting Policies (cont'd)
Associates

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

An 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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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.

(ii)  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.
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Significant Accounting Policies (cont'd)
Investments in securities (cont'd)

(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.

(v)  Profits or losses on disposal of investments in securities
are determined as the difference between the 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.
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2. Significant Accounting Policies (cont'd)

()

Tangible fixed assets and depreciation

V)

(ii)

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 HKICPA, 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.

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

is shorter

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

years.

R ERITAERAT  CITIC Ka Wah Bank Limited



2. FESFHHBER®

()

TRRNOEFR

(iii)

(iv)

AREREERIRE (B

EEREDEMEENES — RSB
HEE  BETIBERES

- MRLBEHEE MEBENE
BREEBRENELAGEREERR
RIGFARENERE  BerEKmE
3% R

- MBELEEBKA-ERENEES
BB 5 BB A M 525U BIE M
REBRGE > BOBEAKSE
R

ERBERAEERRTENREFEKTHR
RSB R AR S MAREE R - E[E
EEEREMORRBIEKLHBMA
EEMKR@ME - B EMERIHAINE
EHHEER /I -

WENHEREEEMEEMERUHE
e REEENRASRANERE
TE o WH B EE AT WS R AER o
HERBYRE » LETAREYRER
RENEHEERIBRBITEEAZE
ERWsEERn - it 8 A MmEE&EMm
= AANEBENEAESKHEGARHRRBE
NREEA o

Annual Report 2004

2. Significant Accounting Policies (cont'd)

()

Tangible fixed assets and depreciation (cont'd)

(iii)

(iv)

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 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
is transferred from the

related revaluation surplus

revaluation reserve to retained profits.
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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)

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.
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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.

)

(if)

(iii)

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).

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)(iv).

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.
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Significant Accounting Policies (cont'd)
Cash and cash equivalents

Cash and cash equivalents comprise cash and balances with
banks and other financial institutions, and short-term, highly
liquid inter-bank placements and investments that are readily
convertible into known 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.

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.

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

these amounts are stated at their present values.

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

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

Income tax

(M

(if)

(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 vyear, 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.

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.
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Significant Accounting Policies (cont'd)
Income tax (cont'd)

(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:

- in the 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

- in the 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.

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.
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(r)

(s)

Significant Accounting Policies (cont'd)
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.

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
n “Accrued interest and other accounts” in the balance
sheet. Unrealised losses on transactions are included in

“Other accounts and provisions”.
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2. FESFHHEE®
(s) BEEBERIINERNTIE (&)

() HETWTEIL(E)
AERSHEENTETANATFEESE
AEBELEARIEARN  ZE3EE
SRR RS S —HEBOERARR
TS AR AR S NSE -

(i HEESEEENNTETAR

AR GRAFEREITNITETERUESH
NWEREE - BENKRFERFHEMER
BERMAE - TABELEEEE - 8E%
ARFEBRIBMELAERERMNEE
R -

ELUTEEREHFER » ¥RNEERS
A AR AL

~  EPBBBEAER XA RE
GEE

~ HWEBTAEN

—  ERRERMETRBEE

- GERERSHERHEPETIER
&

HMTAE TERIELEMERMEBRLLES
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(s)

Significant Accounting Policies (cont'd)

Off-balance sheet financial instruments (cont'd)

V)

(i)

Derivatives used for trading purposes (cont'd)

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.

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

—  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.

R ERITAERAT  CITIC Ka Wah Bank Limited



2. FEEHHBE @ 2. Significant Accounting Policies (cont'd)

(t) BAEAML (t) Related parties

BEETHEREXMS > BAEEEREEEN For the purpose of these financial statements, parties are
MERZES—AHAHE—FALNYBLLE considered to be related to the Group if the Group has the
ARFEHBERE B —FTALERERE ability, directly or indirectly, to control the party or exercise
KEEEEARERRNHAEEANTBRRE significant influence over the party in making financial and
RRIELEENFE  AAEEHRS —HF AL operating decisions, or vice versa, or where the Group and the
BREANERNEBEEERNEEZRLET » party are subject to common control or common significant
AR A8 R B E AT - BE AR AER AL influence. Related parties may be individuals or other entities.

HEMER -

3. SR 3. Operating Profit
AKEERKERFEFETIRE : The operating profit for the year is stated after taking account

of the following:

(a) FEWA (a) Interestincome
REE
The Group
—EEMNEF “F5=F
2004 2003
BT BT T
HK$’000 HK$'000
FHEERBIMA Interest income on listed securities 327,338 284,049
FELEHESMNBEWA Interest income on unlisted securities 566,156 613,678
H b A S WA Other interest income 1,336,351 1,612,421
2,229,845 2,510,148
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3. BEHN»
(b) HEZEWA

3. Operating Profit (cont'd)

(b) Other operating income

EE
The Group
—EEMEF “F5=F
2004 2003
BETT BT T
HK$’000 HK$ 000
H {th U 2= Other revenue
B A Dividend income
FHEE Listed investments 243 -
FELEHEE Unlisted investments 8,880 11,979
2 < W\ B 32 H280,0007T Rental income less outgoings of $280,000
(2003 : 276,0007T) (2003: $276,000) 4,364 8,393
13,487 20,372
Hitti B A Other net income
HESREF N/ (B1E) Net gain/(loss) on other investments
in securities 91,627 (17,100)
INEE EFiRA Net gain arising from dealing in
foreign currencies 49,258 10,905
HEthEZEXEBFaf/ (5E) Net gain/(loss) arising from other
dealing activities 19,454 (3,382)
Hitb Others 16,552 15,446
176,891 5,869
Fak] Total 190,378 26,241
1102 5 EHTAEARAT  CTIC Ka Wah Bank Limited



3. ®BEHAm

3. Operating Profit (cont'd)

(c) BEXZH (c) Operating expenses
TEE
The Group
—EEME ZER=R
2004 2003
BET T BT IT
HK$’000 HK$'000
BEHKAX Staff costs

HeRkHMEERAR Salaries and other staff costs 531,818 446,324
BRIRE A (KIEE33) Retirement costs (note 33) 34,584 35,458

BFRREEE Premises and equipment expenses
BFiEs Rental of premises 34,617 49,334
e (MEE21) Depreciation (note 21) 149,070 125,537
Hfth Others 71,164 86,725
Z BN & Auditors’ remuneration 2,903 3,290
EEE Advertising 65,070 50,886
e (FFEE20) Amortisation of goodwill (note 20) 1,056 -
BAE - -HREXERSR Communication, printing and stationery 49,417 51,939
EERBEER Legal and professional fees 18,114 18,059
Hfth Others 54,411 50,214
1,012,224 917,766
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3. BEHN»
(d) RIRIREMR

3. Operating Profit (cont'd)

(d) Charge for bad and doubtful debts

EE
The Group
—ETME TERF=4F
2004 2003
BETT BT T
HK$’000 HK$ 000
45 Bl 2 i Specific provisions
HER New provisions 423,954 626,731
& Releases (258,565) (123,430)
W B &8 Recoveries (40,164) (78,163)
125,225 425,138
— R General provisions
A New provisions 2,315 94,323
# o Releases (27,000) (45,823)
(24,685) 48,500
RIZBREHEFRE Net charge for bad and doubtful debts 100,540 473,638
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4. ESHE 4. Directors’ Remuneration

REBEEBS(ATEA E161ERENEETINS Directors’ remuneration disclosed pursuant to section 161 of
e the Hong Kong Companies Ordinance is as follows:
AEE
The Group
—ETWEF ZERF=F
2004 2003
BT BT
HK$’000 HK$'000
wme Fees - 250
IRIRE ALK Pension contributions 958 945
H itk Others 17,812 13,806
18,770 15,001
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5. B 5. Income Tax
(a) HZEMBRATIHHFBIES : (a) Taxation in the consolidated income statement represents:
TEE
The Group
—EETMEF —RR=F
2004 2003
BETT AT
HK$’000 HK$'000
TEHHE-FEMNGEH Current tax - Provision for Hong Kong
# Profits Tax
FRBIE Tax for the year 156,377 94,550
BEFERIEEFE D Over-provision in respect of prior years (1,253) (1,501)
155,124 93,049
REAFHIE— B BIE Current tax — Overseas
FRBIE Tax for the year 1,127 4,706
i 3E 7 18 Deferred tax
EHEACEREEER Origination and reversal of temporary
o] & differences (4,713) (5,264)
BMBEEERIA1BM Effect of increase in tax rate on deferred
REMIB R E tax balances at 1 January - (3,777)
(4,713) (9,041)
FRift—EBEATHIAE Share of an associate’s taxation (1,955) 14,500
RIESE Total income tax expense 149,583 103,214
BEBNEHBRRZLUEEANTE ER B R R Z The provision for Hong Kong Profits Tax is calculated at 17.5%
BEI1TS5%(ZFEF=4F :17.5%)5 & - B85 (2003: 17.5%) of the estimated assessable profits for the year.
PMTRMBARNB R » ARBERL SR Taxation for branches and subsidiaries outside Hong Kong is
MIRITREFE - charged at the appropriate current rates of taxation ruling in

the relevant countries.
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5. FIE (&) 5. Income Tax (cont'd)
(b) HRIBELZHEBHIRIBZEEARETERR (b) Reconciliation between tax expense and accounting profit

HIRR at applicable tax rates:
AEE
The Group
—EENEF EE=F
2004 2003
BT BT IT
HK$000 HK$'000
R 3% B e A Profit before tax 965,979 756,939
DIBEBERZER Notional tax on profit before tax,
MEHEFERBIA calculated at the rates applicable to
m A B ERIE profits in the tax jurisdictions concerned 169,381 114,795
AR e BIERE Tax effect of non-deductible expenses 3,994 5,282
FEFEHRBRACHRIELE Tax effect of non-taxable revenue (6,473) (11,594)
RIEBHIARERBHE Tax effect of unused tax losses not
BECHMIERE recognised 469 60
AKEEFERUEZRE Tax effect of previous tax losses utilised in
BREZHELE current year (1,270) (1,694)
MBLHFHREAREL Tax effect of tax benefit from tax planning
HERE arrangement (13,247) (13,125)
REDBNYERFMEEZ Tax effect of temporary allowance not
REXE recognised (63) 268
REAFEFASHEY Effect on opening deferred tax balances
IRIER B AER 2 resulting from an increase in tax rate
TE during the year = (3,777)
B R T B ) Over-provision in prior years (1,253) (1,501)
151,538 88,714
Frit—REBE A ARRIE Share of an associate’s taxation (1,955) 14,500
BERMRIER S Actual tax expense 149,583 103,214
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5. HIE®) 5. Income Tax (cont'd)
(c) BEEBERASBHRIES : (c) Taxation in the balance sheet represents:
rEE T
The Group The Bank

—EBEMNE 2= | ZEBBE@EE —TEF=F
2004 2003 2004 2003
BRI AT BETx BT T
HK$'000 HK$'000 HK$’000 HK$'000
EBHNER Hong Kong Profits Tax 5,275 12,733 2,126 12,571
AN I8 Overseas taxation 1,117 4,179 1,117 3,992
6,392 16,912 3,243 16,563

6. BRREMLET

HEBRREMENEBHE-FEIAR

B 54

17§
x» B$769,418,000THHEF (ZEF =4 :

589,674,0007T) °

Profit Attributable to Shareholders

The consolidated profit attributable to shareholders includes a
profit of $769,418,000 (2003: $589,674,000) which has been

dealt with in the financial statements of the Bank.

7. BBR Dividends
—ETME ZERF=4F
2004 2003
BETT BT
HK$’000 HK$'000
EERAREVPEHRS Interim dividend declared and paid 211,000 150,551
EEIK BERRKENVFHES Interim dividend declared but not yet paid 252,600 201,000
463,600 351,551
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8. BREREMESE

8. Cash and Short-term Funds

AEE biXr)
The Group The Bank
ZEENE T =F | ZBFMEE —FE2=F
2004 2003 2004 2003
HEETT BT BETT BT
HK$000 HK$'000 HK$’000 HK$000
RITREMSREE Cash and balances with banks
BakER and other financial institutions 1,451,400 494,134 1,428,854 482,860
BNEA R IR HA B A 7 3R (a) Money at call and short notice (a) 6,411,817 6,832,040 6,411,817 6,459,786
HES (BFEMNE Treasury Bills (including
E2ZE)(b) Exchange Fund Bills) (b) 398,823 - 398,823 -
8,262,040 7,326,174 8,239,494 6,942,646
(@ EHLEMBABTREE—EBARIHAWN (a) Money at call and short notice represents deposits of up to a
T e maximum of one month maturity.
by BHEF(BEMNEESEE)IFOT : (b)  The analysis of treasury bills (including Exchange Fund Bills) is as
follows:
REBERAKT
The Group and The Bank
—E2FTNEF TERF=4
2004 2003
BETFT BT
HK$’000 HK$'000
HEZRINPES Held-to-maturity securities 398,823 -
IF £ K B R R BT & Unlisted and issued by central governments
FRRERIT AT and central banks 398,823 -
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9. BSEEREHR 9. Trade Bills Less Provisions

A EBRAT
The Group and The Bank

—ETMF TERF=4F
2004 2003
BETT BT
HK$’'000 HK$'000
EZER Trade bills 248,567 457,060
RER—MERE (WEE13) General provisions for bad and
doubtful debts (note 13) (2,486) (4,571)
246,081 452,489
10. = 10. Certificates of Deposit
BEBRAT
The Group and The Bank
—ETME ZERF=4F
2004 2003
BETT I
HK$’000 HK$'000
BEERHES Held-to-maturity securities
—JFLEm™ — Unlisted 1,276,366 1,678,843
Hithsg % Other investments
—JFLEm - Unlisted 89,949 380,257
1,366,315 2,059,100
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11. Hith8 58S 11. Other Investments in Securities
TEHE T
The Group The Bank
—ESENE _—_IT=F | —SFNE _IIT=F
2004 2003 2004 2003
EETT BT T BT BT T
HK$’000 HK$'000 HK$'000 HK$'000
BE#ES Debt securities
NEZELEM Listed in Hong Kong 1,817 1,397 1,817 1,397
REBLSMIE EH Listed outside Hong Kong 570,004 1,523,272 570,004 1,523,272
JELET Unlisted 940,643 461,442 940,643 461,442
1,512,464 1,986,111 1,512,464 1,986,111
BE Equity securities
R&EBLH Listed in Hong Kong 27,835 21,443 27,835 20,532
FEEH Unlisted 146,455 157,123 144,853 154,826
174,290 178,566 172,688 175,358
BEEE — LT Investment funds — unlisted 1,803,006 98,303 1,803,006 98,303
3,489,760 2,262,980 3,488,158 2,259,772
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1. HEERE (@0)
ERBLRESHBITEIBNT

11. Other Investments in Securities (cont'd)

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

TEE b Xr)
The Group The Bank
—EBENE =4 | ZBBNE _ZZ=F
2004 2003 2004 2003
HBET T BT T HET T BT T
HK$'000 HK$'000 HK$’000 HK$'000
FRR BT B R R R AT Central governments and
central banks 1,234 - 1,234 -
RITRHMSEEE Banks and other financial
institutions 256,872 1,514,774 256,872 1,514,774
EANAT] Corporate entities 3,225,154 488,427 3,223,552 485,219
NSNS Public sector entities 6,500 259,779 6,500 259,779
3,489,760 2,262,980 3,488,158 2,259,772
EHESHHE: Market value of listed
securities:
BEBES Debt securities 571,821 1,524,669 571,821 1,524,669
i Equity securities 27,835 21,443 27,835 20,532
599,656 1,546,112 599,656 1,545,201

JE LR E A FEAE(E123,697,00070 (ZBE=14F :
123,697,000 ) M ZE B SR 1T 25% M 1 - 2=
BITRHPRARINFULEKEEE  B—REE
$RAT -

1112

The unlisted equity securities include an amount of $123,697,000
(2003: $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.

R ERITAERAT  CITIC Ka Wah Bank Limited



1.

HittiEHR_E (@)
AEER—NANANEZAERETI —BKRE
ZFI#9129,947,000 L EF B AR EB R EH
EWRIT25%BMMER - REBRERRIT
ZREREBEENZBELEERSENRS
B - R AEBMNZEDRTREDE
BAAEBURZERSEREL AEE
AERHEFRTHNEEBNSENSHENE
¥EREBER -

R ERYR » AEBEFAENERRIT25%
BREEFLE EEEGERIIERHAi
EERE, LURAFEEER - EEZRR
AEERBRNREFRINRIATA X2 RA KK
BERRAEE B EMRIT25%BRDMAT
EE -

MRIFZFMF+_A="1H REEHER
RITHZEREZBRRNMBARZKE & WHE
(MBat,) » Bt AEEREHERERERD
RIT25%M R0 ARG Z 2 GRS GEM
BRR - BEFNPRHBTEEEEEERES
(THESEES VR ERSTRER - B E
ERNFEF_A=1+—RH1L PEREES
MR EZEEWZE °
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11. Other Investments in Securities (cont'd)

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 classified as “Other
investments in securities” in the balance sheet, which is 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.

On 30 December 2004, the Group entered into a Sale and
Purchase Agreement (“Agreement”) with the other shareholder
and a subsidiary of the other shareholder, pursuant to which
the Group agreed to sell and transfer its 25% equity interest in
CMB, subject to the terms and conditions of the Agreement.
The Agreement shall take effect upon the approval of the China
Banking Regulatory Commission (“CBRC"). As at 31 December 2004,
the approval from CBRC has not been obtained.
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12. EF 28 K& H 1t iR 15 i 2 &

(a) EFEF K H il IR I8 i 2

Provisions

12. Advances to Customers and Other Accounts Less

(a) Advances to customers and other accounts less provisions

TEE biXp )
The Group The Bank
—EBFmE —“FF=F | ZBTNFE —ITF=F
2004 2003 2004 2003
BT BT IT BETT BT I
HK$000 HK$'000 HK$’000 HK$'000
BE#ER Advances to customers
(Pt =E24) (note 24) 42,048,236 39,610,093 | 39,479,411 38,081,856
R R Specific provisions for
(M5E13) bad and doubtful debts
(note 13) (381,172) (513,582) (360,276) (476,304)
RIBIR—MER General provisions for
(MI&E13) bad and doubtful debts
(note 13) (519,351) (541,903) (503,245) (528,112)
41,147,713 38,554,608 38,615,890 37,077,440
RITREME R Advances to banks and
AR (M EE24) other financial institutions
(note 24) 20,000 40,000 20,000 40,000
FEST R B R HAth Accrued interest and other
BRIE R E accounts less provisions 1,435,486 1,791,469 1,417,485 1,758,841
42,603,199 40,386,077 40,053,375 38,876,281

(b) MBERERSHMNRSYNIRE RN

EEFRRERELRERENEREREREN
DHNTRENEEREPNRBNREFHE -
BUESHMETNEESR—RASRAE_+5
HRAUZEERRAEBASLHEEE -

I 114

(b)

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.

PEZERITERAHE

CITIC Ka Wah Bank Limited



12. BEF B85 & H {th IR I8 i 2 fil ()

(b) MEHAERSAMNRSHMNREFHEE)

R+ZR=+—HZEREHEXZNREEK
HERBLEREMNT -

12. Advances to Customers and Other Accounts Less

Provisions (cont'd)

(b) Netinvestment in finance leases and hire purchase contracts

(cont'd)

At 31 December, the total minimum lease payments receivable
under finance leases and hire purchase transactions, and their

present values are as follows:

T&E
The Group
—EEME “F5=F
2004 2003
ROME RERUEED ROBE  RRBEM
IRRRE FSWA ROME RMRE FEWA ROEE
Present Interest IR Present Interest R AEER
value of the income Total | value of the income Total
minimum relating minimum minimum relating minimum
lease to future lease lease to future lease
payments periods payments payments periods payments
BETT BETR BETT BT T BT T BT T
HK$’000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
1E R Within 1 year 592,884 101,987 694,871 494,196 118,555 612,751
1FEZE54F After 1 year but
within 5 years 874,284 277,119 1,151,403 882,692 334,812 1,217,504
S After 5 years 2,415,956 551,367 2,967,323 1,834,055 597,645 2,431,700
3,883,124 930,473 4,813,597 3,210,943 1,051,012 4,261,955
RERER Provisions for bad and
doubtful debts (7,795) (17,109)
MERASR Net investment in
PHAR finance leases and
BHNEKE hire purchase
FEE contracts 3,875,329 3,193,834
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12. EF 2R & H it iR IE ifl 2 fe () 12. Advances to Customers and Other Accounts Less
Provisions (cont'd)
(b) MABHERSHAMREHWIREFHE (B (b) Net investment in finance leases and hire purchase contracts
(cont'd)
1T
The Bank
—ESEME IRR=F
2004 2003
ROME KRERUEB RAORME  RAKBEN
IRRRE FISWA RYRE IRARIRE M EMA RORE
Present Interest IR Present Interest IRFAEER
value of the income Total | value of the income Total
minimum relating minimum minimum relating minimum
lease to future lease lease to future lease
payments periods payments payments periods payments
BT BETT BT T BT T BT T BT
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
1R Within 1 year 490,903 80,613 571,516 411,106 103,845 514,951
1EZE5F After 1 year but
within 5 years 665,901 218,696 884,597 724,483 300,217 1,024,700
SEE After 5 years 1,891,038 432,295 2,323,333 1,575,195 512,170 2,087,365
3,047,842 731,604 3,779,446 2,710,784 916,232 3,627,016
REBRER Provisions for bad
and doubtful debts (3,259) (12,237)
MEHAER Net investment in
DEA finance leases and
BRMNEE hire purchase
FE contracts 3,044,583 2,698,547
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12. Advances to Customers and Other Accounts Less
Provisions (cont'd)

12. EE R EH R IE i§ & (&)

(c) FTRMNERREFEBAERREILCE (]

Non-performing advances on which interest is being

L EMBERMT : placed in suspense or on which interest accrual
has ceased are as follows:
F&EH
The Group
REN
AEBREREE EHRHE 5 B2 i ERfR
Total amount of loans Market value Specific  Amount of
on which interestis  of collateral provisions interest in
placed in suspense held made suspense
BETR BETR BETT EBTr
HK$'000 % * HK$'000 HK$'000 HK$'000
200451283118 At 31 December 2004 1,380,662 3.28 1,175,290 304,703 186,720
20035 12A31H At 31 December 2003 2,090,128 5.28 1,630,574 480,701 238,745
T
The Bank
REM
AEBREREE EBEHRTHE 5 Bl fis L ERES
Total amount of loans Market value Specific  Amount of
on which interest is  of collateral provisions interest in
placed in suspense held made suspense
BETR BETRT BETT BETR
HK$’000 % * HK$'000 HK$'000 HK$'000
72004&12R31H At 31 December 2004 1,351,191 3.42 1,165,562 283,807 181,748
720035 12831H At 31 December 2003 2,007,342 5.27 1,559,968 443,424 231,081

* Based on total advances to customers

BE_FFMF+_A=+—HR_ZZ=F
TZRA=+t—R ' AEEALENETAE LR
HHERLEFT BAVERIT A E S MEEERR
BREBULMEBREZMRIEZER 5
B

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 2004 and 31 December 2003, nor were there any
specific provisions made for them on these two days.

CEEZERMER QRER  DREES
R L -

The specific provisions were made after taking into account the
value of collateral in respect of such advances.
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13. RIZIR#E 13. Provisions for Bad and Doubtful Debts

—ETMEF
2004 REE
The Group
EEGEDSS
455l — 8 #%  Suspended
Specific General Total interest
BETT BETT BETT BETT
HK$’'000 HK$’'000 HK$’000 HK$'000
R1B18 At 1 January 576,125 546,474 1,122,599 238,745
akick S ¢-E Amounts written off (294,997) - (294,997) (140,617)
AU TR IR ER New provisions charged to
the income statement 423,954 2,315 426,269 -
B [0] Wt 4% 2} B9 2E 15 Provisions released to
the income statement (298,729) (27,000) (325,729) -
ENEEE Amounts recovered 40,164 - 40,164 -
FEANNERAE Interest suspended during
the year - - - 108,790
W EIE R S Suspended interest recovered - - - (20,277)
E R =R Exchange differences 47 48 95 79
M12A31H At 31 December 446,564 521,837 968,401 186,720
MER Representing:
B ERK (MFE9) Trade bills (note 9) - 2,486 2,486 =
R B (MEFE12()) Advances to customers
(note 12(a)) 381,172 519,351 900,523 186,720
HithfR1A Other accounts 65,392 - 65,392 -
446,564 521,837 968,401 186,720
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13. RIRIRE (R (2 13. Provisions for Bad and Doubtful Debts (cont'd)
s
2003
AEHE
The Group
B A E
LSFll — R R Suspended
Specific General Total interest
BT T BT T BT T BT T
HK$'000 HK$'000 HK$000 HK$'000
MW1A1H At 1 January 498,117 498,137 996,254 223,282
R E—REE AR Addition through acquisition
BN B RE of a subsidiary 26,861 - 26,861 -
HEE B R Amounts written off (452,154) - (452,154) (107,100)
o AW = IR AT E New provisions charged to
the income statement 626,731 94,323 721,054 -
1 0] W 3% 3R 19 2 4 Provisions released to
the income statement (201,593) (45,823) (247,416) -
[ g Amounts recovered 78,163 - 78,163 -
FEANEZAE Interest suspended during
the year - - - 140,364
EREE RS Suspended interest recovered - - - (17,874)
E 5 =R Exchange differences - (163) (163) 73
M12B831H At 31 December 576,125 546,474 1,122,599 238,745
HER : Representing:
EZEE (HE9) Trade bills (note 9) - 4,571 4,571 206
BE R (MFE12(a)) Advances to customers
(note 12(a)) 513,582 541,903 1,055,485 238,539
HERTA Other accounts 62,543 - 62,543 -
576,125 546,474 1,122,599 238,745
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13. RIRIRER (2 13. Provisions for Bad and Doubtful Debts (cont'd)
—EEME
2004
Vi
The Bank
ExME
455l —f8 #%  Suspended
Specific General Total interest
BETT BETR BT BET
HK$000 HK$’000 HK$'000 HK$'000
P1A1H At 1 January 537,528 532,683 1,070,211 231,081
S8 Bl 2B Amounts written off (285,205) - (285,205) (139,583)
a0 AW AR 2% Y 5T 2E R New provisions charged to
the income statement 419,038 - 419,038 -
0] W 15 R Y 2E B Provisions released to
the income statement (282,360) (27,000) (309,360) -
B E &R Amounts recovered 35,350 = 35,350 =
FEANNERAE Interest suspended during
the year - - - 107,595
2 E & F A Suspended interest recovered — — — (17.,424)
TEHERR Exchange differences - 48 48 79
»12831H At 31 December 424,351 505,731 930,082 181,748
BER Representing:
B2 (MFE9) Trade bills (note 9) - 2,486 2,486 =
P B (HEE12(a)) Advances to customers
(note 12(a)) 360,276 503,245 863,521 181,748
HinfR18 Other accounts 64,075 - 64,075 -
424,351 505,731 930,082 181,748
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13. RIRIRE (R (2 13. Provisions for Bad and Doubtful Debts (cont'd)
s
2003
KAIT
The Bank
B A E
LSFll — R R Suspended
Specific General Total interest
BT T BT T BT T BT T
HK$'000 HK$'000 HK$'000 HK$'000
MW1A1H At 1 January 453,765 478,219 931,984 205,970
HSE BUER Amounts written off (398,158) - (398,158) (89,911)
a0 AW aR 2} A9 5T E New provisions charged to
the income statement 602,078 94,323 696,401 -
5 0] W 15 3R Y 2E B Provisions released to
the income statement (170,759) (39,694) (210,453) -
2 E £ Amounts recovered 50,602 - 50,602 -
FEANNERAE Interest suspended during
the year - - - 130,365
2 EE LR A Suspended interest recovered - - - (15,416)
E X AR Exchange differences - (165) (165) 73
m12831H At 31 December 537,528 532,683 1,070,211 231,081
BER Representing:
B 5 RE (MaE9) Trade bills (note 9) - 4,571 4,571 206
HFE B (HIFE12(a)) Advances to customers
(note 12(a)) 476,304 528,112 1,004,416 230,875
HMARIE Other accounts 61,224 - 61,224 -
537,528 532,683 1,070,211 231,081
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14. BULHI B 2 S FRIE 14. Amounts Due from Subsidiaries
4T
The Bank

—ETME TERF=LF

2004 2003

HBETR BT

HK$’000 HK$'000

BUVER K 52 HR B AN 7 Kk Money at call and short notice 152,190 149,563
—E B EEHAERIT & Placements with banks and other financial

Hih o @EEER institutions maturing after one month 1,735,000 728,313
BESFNEMERIE Advances to customers and other accounts

o ZE fE less provisions 88,374 121,368

1,975,564 999,244

22 REEZERTERAT  CITIC Ka Wah Bank Limited



15. REEHMERSRREES

15. Held-to-maturity Securities and Investment

Securities
rEHE T
The Group The Bank
—EENE —“TT=F | —BEMNFE _—_IFTT=F
2004 2003 2004 2003
BETT BT T BT BT T
HK$'000 HK$'000 HK$'000 HK$'000
HEEHHES Held-to-maturity securities
MES L Listed in Hong Kong 717,949 1,202,690 717,949 1,202,690
REBLIME Listed outside Hong Kong 7,563,978 8,294,091 7,563,978 8,294,091
8,281,927 9,496,781 8,281,927 9,496,781
JELE™ Unlisted 13,988,557 12,971,704 | 13,988,557 12,971,704
22,270,484 22,468,485 22,270,484 22,468,485
i B 2 fiE Provision for diminution
in value
HEZRINHES Held-to-maturity securities (11,619) (50,418) (11,619) (50,418)
22,258,865 22,418,067 22,258,865 22,418,067
BEES Investment securities
—E%ES - debt securities
JEET Unlisted 15,782 15,932 11,692 11,842
BEES Investment securities
-BE - equity securities
JELET Unlisted 24,059 24,051 24,059 24,051
22,298,706 22,458,050 22,294,616 22,453,960
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15. B ERHESRIREES @)

RBESLRENRITHEBAT -

15.

Held-to-maturity Securities and Investment
Securities (cont'd)

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

TEE 13
The Group The Bank

—EENE _TIZ=F| ZSENE _IT=F
2004 2003 2004 2003
BT BT IT BRI I
HK$°000 HK$’000 HK$°000 HK$'000

FR R K2 Central governments and
FRRERAT central banks 290,170 1,190,249 290,170 1,190,249

RITREHAM Banks and other financial
SRS institutions 12,934,328 12,962,613 | 12,934,328 12,962,613
HEANRT Corporate entities 8,285,780 7,980,893 8,285,780 7,980,893
INEHRE Public sector entities 788,265 362,781 788,265 362,781
Hith Others 11,782 11,932 7,692 7,842
22,310,325 22,508,468 | 22,306,235 22,504,378

LthiEEHE: Market value of listed
securities:

BEHES Debt securities 9,017,797 10,322,551 9,017,797 10,322,551

16. B EIRE (BB ARKR)

16. Investments in Subsidiaries, at Cost

—EENE TRF=F

2004 2003

EBETR BT T

HK$’000 HK$'000

FELERERM EEREARANR) Unlisted shares, at cost 774,421 774,421
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16. FIBASIIRT (FEEEAR) (&) 16. Investments in Subsidiaries, at Cost (cont'd)

TY R HEAREBEESEEEERZEDN The following list contains the particulars of principal subsidiaries
TEWNBATEEE - which materially affect the results or assets of the Group.
31 1AV
= HERG

Place of BiRk TEEHE ERTEERTE
DEIRHE incorporation/ % of Principal Issued ordinary
Name of company operation  shares held activities share capital
EEBEFERAR B8 100% MERE B2
Carford International Limited Hong Kong Property holding HK$2
EIEE T BE RAR ORI HE 100% ERiR¥%E AR¥400,000,0007T
China International Finance Company PRC Financial services RMB400,000,000

Limited (Shenzhen)

CKWB (Cayman Islands) Limited HEHES /BB 100% BITEREZE EAb
Cayman Islands/ Issuer of us$1
Hong Kong subordinated
notes
CKWH-UT2 Limited REHE /TR 100% BTRERRE E XAV
Cayman Islands/ Issuer of us$1
Hong Kong subordinated
notes
BEREAMBEBRAT =55 100% HEMES  B¥300,000,0007T
HKCB Finance Limited Hong Kong Consumer financing HK$300,000,000
EBEARBAEBRAR i 100% R BHEE2TT
HKCB Insurance Agency Limited Hong Kong Insurance agency HK$2
REHBRYEBRRAT 55 100% SRRH #%132,500,0007C
Ka Wah International Merchant Finance Limited Hong Kong Financial services HK$32,500,000
REREARAT "5 100% REZEK #%15,000,0007T
KWB Investment Limited Hong Kong Investment holding HK$5,000,000
BEBEARTREAN)BRAF i 100% RER ##5,0007T
The Hongkong Chinese Bank (Nominees) Limited Hong Kong Nominees services HK$5,000
EEEBERAR i 100% RBHME B2
Viewcon Hong Kong Limited Hong Kong Mortgage financing HK$2
BREEREGRARN  LEMERBARY All the above subsidiaries are held directly by the Bank except
HATEERS - for KWB Investment Limited.
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17. BIEATIRE

17. Interest in Associates

TEE biXr)
The Group The Bank
—EBFmNE —“FF=F | ZBTOENFE —ITF=F
2004 2003 2004 2003
HEETT BT BETT T
HK$'000 HK$'000 HK$’000 HK$ 000
LB REAAANR) Unlisted shares, at cost - - 120,105 120,105
BEEMGSE Share of net assets 191,450 195,306 - -
191,450 195,306 120,105 120,105
FTEBEATNFEBOT : Details of the principal associates are as follows:
& M Bk 3z
EBZEEX REME HHEEG 81T
Form of Place of ETEER [=E7 44 BAmEE
NAERAE business incorporation/ Principal % of shares Nominal value
Name of company structure operation activities held of issued shares
PEEAKHRE YNNG MNris/ FE REZK 41.8% 2£©60,5827T
E2BRAF Incorporated Cook Islands/ Investment US$60,582
CITIC Capital Active Partner PRC holding
Fund Limited
18. BB AT RIE 18. Amounts Due to Subsidiaries
4T
The Bank
—ETME ZERF=4F
2004 2003
BT BT
HK$’000 HK$'000
RITREMSRKE Deposits and balances of banks and
EARRER other financial institutions 338,393 267,972
BEGER Deposits from customers 4,379,986 4,347,424
HMRIE R EE Other accounts and provisions 314,967 314,379
5,033,346 4,929,775
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19. BT IR

(a) CHERBRHEERIFEAEREGRE
BRARBEEEXRTELCHREENBENE

Deferred tax assets and liabilities recognised

. Deferred Taxation

The components of deferred tax assets and liabilities recognised

ARFERNZEENT in the balance sheets and the movements during the year are
as follows:
REE
The Group
InERBEA
EBEEINE
Depreciation
allowances in
excess of related # i BB 2R
depreciation Provisions Losses Total
BT I ok BT ok
EERIEER : Deferred tax arising from: HK$'000 HK$'000 HK$'000 HK$000
720041818 At 1 January 2004 40,225 (89,558) - (49,333)
WERAME Charged/(credited) to
(#0mE) income statement (9,438) 4,725 - (4,713)
12004512831 H At 31 December 2004 30,787 (84,833) - (54,046)
7200318 1H At 1 January 2003
— M ANER — as previously reported - - - _
—HIFEENRE — prior period adjustments 48,301 (74,718) (13,875) (40,292)
—ER - as restated 48,301 (74,718) (13,875) (40,292)
Iz 2 A EE / Charged/(credited) to
(#0m) income statement (8,076) (14,840) 13,875 (9,041)
720034 12831H At 31 December 2003 40,225 (89,558) - (49,333)
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19. IEFERIA (&)
(a) CERANEEREEERGHE (&)

19. Deferred Taxation (cont'd)

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

4T
The Bank
INERHEA
BB BERIREE
Depreciation
allowances in
excess of related # i Eia Hme
depreciation Provisions Losses Total
AT IT ST IT ST IT BT T
EEHREER - Deferred tax arising from: HK$'000 HK$'000 HK$'000 HK$'000
B2004E1818 At 1 January 2004 44,439 (87,351) - (42,912)
WERAME Charged/(credited) to
(#0mE) income statement (11,584) 4,725 - (6,859)
B2004512831H At 31 December 2004 32,855 (82,626) - (49,771)
7200318 1H At 1 January 2003
— M ADE R - as previously reported - - - -
—RIEEMRE — prior period adjustments 48,912 (71,767) (13,875) (36,730)
—E#H - as restated 48,912 (71,767) (13,875) (36,730)
Wz 3= A HSE Charged/(credited) to
(BE) income statement (4,473) (15,584) 13,875 (6,182)
720034 12831H At 31 December 2003 44,439 (87,351) - (42,912)
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19. IRFERHIA (&) 19. Deferred Taxation (cont'd)
(a) CEIBHEEHRIEEEREE (&) (a) Deferred tax assets and liabilities recognised (cont'd)
TEE b ¥
The Group The Bank
—EENE _IR=F | ZBENE _ITT=4F
2004 2003 2004 2003
EBETT BT T BETT BT I
HK$'000 HK$'000 HK$’000 HK$'000
TEEBEBERERN Net deferred tax asset
PIRLEMIEE E recognised on the
balance sheets (54,054) (49,348) (49,771) (42,912)
EEESEXRERD Net deferred tax liability
FREEHRIEASE recognised on the
balance sheets 8 15 - -
(54,046) (49,333) (49,771) (42,912)
(b) KRERMIEEHITEE (b) Deferred tax assets unrecognised
AEFBURERARBESENREEREEER The Group has not recognised deferred tax assets in respect of
79,965,000t (—FF =4 : 85,585,0007T) ° tax losses of $79,965,000 (2003: $85,585,000). Under the
BERTRBEN  ZEREEENIIEA current tax legislation, the expiry dates of the tax losses were
me as follows:
EE
The Group
—ETME 2R =F
2004 2003
BETT BT T
HK$’000 HK$'000
MRSFE AN E Expiring within 5 years 65,739 73,702
MHEEIEH No expiry date 14,226 11,883
79,965 85,585
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20. HE&8 20. Goodwill
TEHE
The Group
BETT
HK$'000
RS : Cost:
2004418 1H At 1 January 2004 10,558
Pk che Written off (10,558)
2004512831 H At 31 December 2004 -
Rt Accumulated amortisation:
7200418 1H At 1 January 2004 -
KEHEEHR Amortisation for the year 1,056
VEREREES Impairment loss 9,502
SRR Written off (10,558)
2004512831 H At 31 December 2004 -
IREEEH Carrying amount:
2004512831 H At 31 December 2004 -
72003 12831H At 31 December 2003 10,558

RIFFMF+ZA=+—H0  AEEEHK
WENBARNESETATEENE - A
E_RFME+T_/A=+—H1t - SRR

BB %7%9,502,00000 ( _FF=14F : &) -
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21. BEREE 21. Tangible Fixed Assets
TEHE
The Group
=il - KB
B & fiE
BEYE Hith¥ % Furniture,
Investment Other fixtures and R
properties premises  equipment Total
BT T BT T BT T BT T
HK$'000 HK$ 000 HK$ 000 HK$'000
B A 4 {E - Cost or valuation:
200418 1H At 1 January 2004 97,345 1,475,102 662,716 2,235,163
=Dl Additions - - 62,784 62,784
H & Disposals (40,050) (33,765) (29,729) (103,544)
B R E Exchange differences - 2 21 23
BEHFRH Net surplus on revaluation 7,555 - - 7,555
12004512831 H At 31 December 2004 64,850 1,441,339 695,792 2,201,981
Ll EEMRAEE The analysis of cost or
HESWMT : valuation of the above
assets is as follows:
B A Cost - 1,248,265 695,792 1,944,057
(EXE] Valuation
— 19854 - 1985 - 43,334 - 43,334
— 19884 - 1988 - 149,740 - 149,740
— 20044 - 2004 64,850 - - 64,850
64,850 1,441,339 695,792 2,201,981
2itinE Accumulated depreciation:
200418 1H At 1 January 2004 - 311,623 354,796 666,419
REEHE (EE3(0) Charge for the year (note 3(c)) - 30,958 118,112 149,070
& E Written back on disposals - (6,853) (25,588) (32,441)
B R E Exchange differences - 1 14 15
12004512831 H At 31 December 2004 - 335,729 447,334 783,063
IREEE Net book value:
720045128318 At 31 December 2004 64,850 1,105,610 248,458 1,418,918
72003 12H31H At 31 December 2003 97,345 1,163,479 307,920 1,568,744
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21. BREEREE &)

21. Tangible Fixed Assets (cont'd)

4T
The Bank
=~ KE
B a8 i
BEME Hithyn % Furniture,
Investment Other fixtures and R
properties premises  equipment Total
BT T BT T BT T BT T
HK$'000 HK$'000 HK$'000 HK$'000
BAS S 4 {E - Cost or valuation:
72004 1H1H At 1 January 2004 81,750 1,474,686 637,930 2,194,366
N Additions - - 60,556 60,556
HE Disposals (40,050) (33,765) (9,844) (83,659)
E 5= Exchange differences - - 18 18
BHERHE Net surplus on revaluation 9,000 - - 9,000
FR2004512831H At 31 December 2004 50,700 1,440,921 688,660 2,180,281
Ll B 7 A9 B A The analysis of cost or
HEESIRMT : valuation of the above
assets is as follows:
B A Cost - 1,247,847 688,660 1,936,507
HE Valuation
— 19854 -1985 - 43,334 - 43,334
— 19884 -1988 - 149,740 - 149,740
— 20044 -2004 50,700 - - 50,700
50,700 1,440,921 688,660 2,180,281
REHIRE - Accumulated depreciation:
72004 1H1H At 1 January 2004 - 311,310 332,463 643,773
KEEHFE Charge for the year - 30,940 117,279 148,219
H & T £ [0 Written back on disposals - (6,853) (6,425) (13,278)
E R =R Exchange differences - - 6 6
2004512831 H At 31 December 2004 - 335,397 443,323 778,720
REEE Net book value:
FR2004512831H At 31 December 2004 50,700 1,105,524 245,337 1,401,561
720034 12831H At 31 December 2003 81,750 1,163,376 305,467 1,550,593
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21. BREEEE &)
BEVEREMBTHEDIERE

21.

Tangible Fixed Assets (cont'd)

The net book value of investment properties and other premises

comprises:
TEE 4T
The Group The Bank
—EENE _IR=F | ZBENE _ITT=4F
2004 2003 2004 2003
BRI BT T BETT BT I
HK$'000 HK$'000 HK$’000 HK$'000
mE Leasehold
BB Held in Hong Kong
—REHEE - Long term leases
(50 L L) (over 50 years) 247,434 273,745 247,434 273,745
—HEEE — Medium term leases
(10 E504) (10-50 years) 907,216 969,747 907,216 969,747
HBLIIM R Held outside Hong Kong
—FREEE - Medium term leases
(104 E 504 ) (10-50 years) 15,810 17,332 1,574 1,634
1,170,460 1,260,824 1,156,224 1,245,126

TRRNOEFR

MREMYEDAREABRAFTEAR A
EEEAATR_ZZNF+__RA=1t—HB%#&
EEABEXTPHNEMBTRAEFERER
104,879,0007T (ZFZF=4F : 106,840,0007T) °

BIYANEMTERKH(EH)BRAIN
TEENF+ A=+ —HEABETSBEE
BRAEBREATHREDE - AEBRAIT
RYEEHMEEMNBIRIET,555,0007T K&
9,000,000 EsF AMEHE TR H o BEIKHT ()
BRAFRELEEERESIEMEBETEE -

REMEELENTES W ALLEA3,880,00070
(ZEE=4:7,431,0007T) °

Annual Report 2004

The net book value of other premises of the Group and the
Bank at 31 December 2004 would have been $104,879,000
(2003: $106,840,000) had they been carried at cost less
accumulated depreciation.

Investment properties of the Group and the Bank were revalued
at 31 December 2004 by independent firms of surveyors, Vigers
Appraisal & Consulting Limited, on an open market value basis.
The revaluation surplus amounted to $7,555,000 and $9,000,000
in the Group and the Bank respectively have been credited to
the income statement. Vigers Appraisal & Consulting Limited
has among its staff Fellows of the Hong Kong Institute of
Surveyors.

The gross rental income arising from investment properties is
$3,880,000 (2003: $7,431,000).
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21. BREEREE &)

KEERN  HEREWEZHFIES420,0007T
(ZEZ=4:2,052,0007T) °

FEFERAKEHENSTNEHRENE - B
EMENSVEES - RAME=F » BEA
NIAEGREFHERES - LEHEEHRY
EHEHEE(ZRR=F : f) -

AEERARKREMENRENXETSER
64,850,0007T (ZFJ| =4 : 97,345,0007T) °

AREB LR TERAAERNEESHERKER
NEREEEBEMNT :

21.

Tangible Fixed Assets (cont'd)

During the year, profit on disposal of investment properties
amounted to $8,420,000 (2003: $2,052,000).

The Group leases out investment properties under operating
leases. The leases typically run for an initial period of two to
three years, with an option to renew the leases after that date
at which time all terms are renegotiated. None of the leases
includes contingent rentals (2003: Nil).

The gross carrying amounts of investment properties of the
Group held for use in operating leases were $64,850,000 (2003:
$97,345,000).

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

REE 4T

The Group The Bank
—EBEMNE 2= | ZBBE@EE —TF=F
2004 2003 2004 2003
BETT BT T BETR BT T
HK$000 HK$'000 HK$’000 HK$'000
1E R Within 1 year 1,382 4,220 1,382 4,040
1EZE54F After 1 year but within 5 years 1,480 1,778 1,480 1,778
2,862 5,998 2,862 5,818
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22. EFER

22. Deposits from Customers

AEE biXr)
The Group The Bank
—EEMEE —FEF=F | ZBFONF _"FFT=F
2004 2003 2004 2003
EETT BT BT BT I
HK$000 HK$'000 HK$’000 HK$000
TEHRARERF R Demand deposits and
current deposits 10,229,757 12,257,009 10,229,757 12,257,009
HEGER Savings deposits 11,910,269 8,979,162 | 11,910,269 8,979,162
EH -~ BIE & Time, call and
HEBENER notice deposits 33,508,929 37,178,713 | 33,405,020 36,816,269
55,648,955 58,414,884 55,545,046 58,052,440

23. ERTEEES

23. Debt Securities Issued

AEBR AT
The Group and the Bank

—EENF “EFEF=F

2004 2003

BT BT T

HK$000 HK$'000

ERITEEES Debt securities issued 2,322,798 -

EBEFBEN_ZFTNF+—A+tBHE
BITFERERL%NREE > HEEAXSIE
TC e REAARTRITNERATEE - EHRM
WEREREFNESE MEEFR _FFAEF

+—RA+tR2H -

“EFRMMEFHR  Annual Report 2004

The debt securities represent 4.25% per annum notes with face
value of US$300 million issued at discount on 17 November 2004.

The notes were issued by the Bank and constitute direct,

unconditional and unsecured obligations of the Bank. The notes

will mature on 17 November 2009.
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24. FIBA SR 24. Maturity Profile

K &HE
The Group
@A
BRA
R EE
3 months 3EA 1M E
orless WMLEE1E E56
MREE but not 1 year 5 years
Repayable repayable or less or less 5&E WA
on on  butover  but over After =) anm
demand demand 3 months 1 year 5years  Undated Total
BETR #BETT #BETT #EETR B¥Trn B¥ETn BETR
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
R2004512831H At 31 December 2004
BE Assets
RekiEHRE: Cash and short-term funds 1,451,400 6,411,817 398,823 - - - 8,262,040
—BR&IIHN Placements with banks and
BIREMSR other financial institutions
BERR maturing after one month - 303,773 58,656 = = - 362,429
(UL Trade bills - 234,449 14,118 - - - 248,567
BRE Certificates of deposit - 20,002 856,386 439,927 - - 1,366,315
HitESRE Other investments in securities
~EBEF - debt securities - 351 609 1,192,672 314,904 3,928 1,512,464
ENSE PN Advances to customers 1,531,097 3,804,515 6,241,444 16,394,021 12,940,980 1,136,179 42,048,236
FIREMER Advances to banks and
BEBT other financial institutions = - = 20,000 = = 20,000
REZHBES Held-to-maturity securities and
RE&EES investment securities
-EEES - debt securities - 1,245,907 4,573,717 11,265,058 5,132,272 69,312 22,286,266
2,982,497 12,020,814 12,143,753 29,361,678 18,388,156 1,209,419 76,106,317
af Liabilities
BOREMSH Deposits and balances
WEGARER of banks and other
financial institutions 85,678 3,470,174 - - - - 3,555,852
ZEPER Deposits from customers 22,140,026 32,205,640 1,085817 217,472 - - 55,648,955
ERTERE Certificates of deposit issued - 674,999 1,279,926 5,004,765 = - 6,959,690
ERTEEES Debt securities issued - - - 2,322,798 - - 2,322,798
22,225,704 36,350,813 2,365,743 7,545,035 - - 68,487,295
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24. FIHIE 2R (@) 24. Maturity Profile (cont'd)
AEE
The Group
AN
BEE
HIESEE
3 months @R 1B E
orless MEE1F E56
HEEE but not 1 year 5 years
Repayable  repayable or less orless  SEBILE g
on on  butover  butover After HE# Fak
demand demand 3 months 1 year 5 years Undated Total
BEFT  BETT  EEFr  AETr  BETR  BETR BETR
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
R2003F128310 At 31 December 2003
BE Assets
ReREHES Cash and short-term funds 494,134 6,832,040 - - - - 7,326,174
—ERAZEN Placements with banks and
RITREMER other financial institutions
KEER maturing after one month - 646,373 - - - - 646,373
ECES Trade bills 6,517 368,950 81,593 - - - 457,060
RnE Certificates of deposit - - 593,869 1,465,231 - - 2,059,100
EhESLE Other investments in securities
-EEES - debt securities - 145,182 40,706 1,504,331 291,979 3913 1,986,111
RFEBR Advances to customers 1,969,410 4,287,032 4,673,187 15,364,994 11,848,124 1,467,346 39,610,093
RITREMER Advances to banks and
BEBR other financial institutions - - - 40,000 - - 40,000
BERIAES Held-to-maturity securities and
REEES investment securities
-EBES - 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
B Liabilities
BOREMSH Deposits and balances
BERRRER of banks and other
financial institutions 567,191 2,725,862 193,026 - - - 3,486,079
BERER Deposits from customers 21,236,171 35,649,354 1,384,702 144,657 - - 58,414,884
ERTENE Certificates of deposit issued - 1,060,709 649,876 3,000,590 - - 4,711,175
ERTEEES Debt securities issued - - - - - - -
21,803,362 39,435,925 2,227,604 3,145,247 - - 66,612,138
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24. Maturity Profile (cont'd)

KT
The Bank
3EAMA
BERA
HREE
3 months 3EAR 1§ E
orless WMEZE1E E56
EIFEE  butnot 1 year 5 years
Repayable repayable or less orless  5ELE g
on on  butover  butover After B k)
demand demand 3 months 1 year 5years  Undated Total
BETx #BETx #BETrT #EETrn BE¥Tn BETn BETR
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
R20045F128 310 At 31 December 2004
BE Assets
Behgigs Cash and short-term funds 1,428,854 6,411,817 398,823 - - - 8,239,49%
R Placements with banks and
BITREMSR other financial institutions
KERR maturing after one month - 303,773 57,152 = = - 360,925
EVES Trade bills - 234,449 14,118 - - - 248,567
B Certificates of deposit - 20,002 856,386 489,927 - - 1,366,315
HEMESRE Other investments in securities
- BRES ~ debt securities - 351 609 1,192,672 314,904 3,928 1,512,464
ENSE PN Advances to customers 1,528,407 3,707,344 5,900,914 15,514,917 11,716,629 1,111,200 39,479,411
BITREMER Advances to banks and
BESZR other financial institutions = = = 20,000 = = 20,000
RERIMES Held-to-maturity securities and
REEES investment securities
-EEES - debt securities - 1,245,907 4,573,717 11,265,058 5,132,272 65,222 22,282,176
2,957,261 11,923,643 11,801,719 28,482,574 17,163,805 1,180,350 73,509,352
af Liabilities
FAREMERE Deposits and balances
BEIRER of banks and other
financial institutions 85,678 3,470,174 - - - - 3,555,852
BRER Deposits from customers 22,140,026 32,181,037 1,006,511 217,472 - - 55,545,046
ERTENE Certificates of deposit issued - 674,999 1,279,926 5,004,765 - - 6,959,690
EBTERES Debt securities issued - - - 2,322,798 - - 2,322,798
22,225,704 36,326,210 2,286,437 7,545,035 - - 68,383,386
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24. FIHIE 2R (@) 24. Maturity Profile (cont'd)
KT
The Bank
AR
BEE
HEER
3 months @R [E:3
orless BILEE1E Zof
MEEE but not 1 year 5 years
Repayable  repayable or less orless  SEBILE ]
on on but over but over After =P ke
demand demand 3 months 1 year 5 years Undated Total
BEFT  BBTT  EBFr AETr AETR  BETR  BETR
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
®20035128318 At 31 December 2003
&E Assets
ReRE#ES Cash and short-term funds 482,860 6,459,786 - - - - 6,942,646
—ERAIEN Placements with banks and
BITREMER other financial institutions
BEER maturing after one month - 644,873 - - - - 644,873
ECES Trade bills 6,517 368,950 81,593 - - - 457,060
BHE Certificates of deposit - - 593,869 1,465,231 - - 2,059,100
HitESRE Other investments in securities
~EBES - debt securities - 145182 40,706 1,504,331 291,979 3913 1,986,111
RRBH Advances to customers 1,966,094 4,219,630 4,490,918 14,804,214 11,217,089 1,383,911 38,081,856
BIREMSR Advances to banks and
KRR other financial institutions - - - 40,000 - - 40,000
BERIBES Held-to-maturity securities
REEES and investment securities
-EEES - 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
ROTREMSABK Deposits and balances
BEFRER of banks and other
financial institutions 567,191 2,725,862 193,026 - - - 3,486,079
ZEPER Deposits from customers 21,236,171 35350,644 1,321,068 144,557 - - 58,052,440
ERTERE Certificates of deposit issued - 1,060,709 649,876 3,000,590 - - 4711175
ERTEEES Debt securities issued - - - - - - -
21,803,362 39,137,215 2,163,970 3,145,147 - - 66,249,694
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25. HERBENEE 25. Assets Subject to Sale and Repurchase

Transactions
UTEEREGEHHEELED :

The following assets and liabilities are subject to sale and
repurchase transactions:

BEERKT
The Group and the Bank
—ETME ZERF=F
2004 2003
BETT BT
HK$000 HK$ 000
ERARBEIHES Included in held-to-maturity securities
LG &EFFRIER and investment securities 2,909,158 2,010,227
ERARITREME Included in deposits and balances of
METRNERRES banks and other financial institutions 3,113,297 2,196,121
26. &7 26. Share Capital
The Bank
—ETME ZERF=4F
2004 2003
BRI BT T
HK$’'000 HK$'000
EEREA : Authorised:
BREE1TH 5,000,000,000 ordinary shares of
38 #% 5,000,000,0004% $1 each 5,000,000 5,000,000
ERTRHERA : Issued and fully paid:
M1A1H  EKREE1TH At 1 January: 2,393,341,176
LA 2,393,341,176/% (2003: 2,393,341,176)
(2003 : 2,393,341,176/%) ordinary shares of $1 each 2,393,341 2,393,341
BITRH (EREEITH Issue of shares (690,000,000
=58 #%690,000,0004% ) ordinary shares of $1 each) 690,000 -
W12A31H : SKREE1TH At 31 December: 3,083,341,176
=B % 3,083,341,176/% (2003: 2,393,341,176)
(2003 : 2,393,341,176f%) ordinary shares of $1 each 3,083,341 2,393,341
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26. B& 7S (@) 26. Share Capital (cont'd)
RITRZEFMNF A+t HE97690,000,000 On 17 September 2004, the issued share capital of the Bank
BHEITHEER  EZTRARMEE was increased to HK$3,083,341,176 by the issue of 690,000,000
7513,083,341,1767T ° KRN ERIBERD I & ordinary shares at HK$1 each. These shares rank pari passu
CIE3: g7 with the existing shares.
27. (# @ 27. Reserves
KEE 4T
The Group The Bank
—EEME “TT=HF | ZEBF@EFE —FTI=F
2004 2003 2004 2003
BETT BT TT BETT BT
HK$'000 HK$'000 HK$'000 HK$'000
(a) BEfRiR(E (a) Share Premium
AN ERA=DS At 1 January and
128 31H 31 December 282,930 282,930 282,930 282,930
(b) Hfth¥REMR (b) Other property
i fis revaluation reserve
AN ERA=DS At 1 January and
128 31H 31 December 11,945 11,945 11,945 11,945
(c) BARHHE (c) Capital reserve
MN1A1H At 1 January 6,589 41,271 2,903 2,903
HHERZRF Transfer to retained profits
(=) (note) - (34,682) - -
MN12831H At 31 December 6,589 6,589 2,903 2,903
(d) —R&fEfE (d) General reserve
AN ERA=DS At 1 January and
128 31H 31 December 100,000 100,000 100,000 100,000
(e) ERZEEE (e) Exchange differences
R1B1H At 1 January (711) 2 18 -
rEE Current year 253 (713) (18) 18
R12831H At 31 December (458) (711) - 18
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27. f#fE @) 27. Reserves (cont'd)
rEE T
The Group The Bank
—EEMNE _—TE=4F | ZEEMEE _—_FTF=F
2004 2003 2004 2003
BRI BT BT BT
HK$000 HK$'000 HK$000 HK$ 000
() REBERF (f) Retained profits
R1B1H At 1 January 2,143,381 1,827,188
— M BIER — As previously reported 1,766,233 1,552,335
—RIFEEREL — Prior year adjustment
FLIEE H Y in respect of deferred
A taxation 40,292 36,730
—&ER — As restated 1,806,525 1,589,065
REXRFEBEEA Transfer from capital reserve
(=) (note) - 34,682 - -
KEERF Profit for the year 816,396 653,725 769,418 589,674
FEEBERBHKE Dividends declared in respect
of the current year (463,600) (351,551) (463,600) (351,551)
Mm12831H At 31 December 2,496,177 2,143,381 2,133,006 1,827,188
EREEEE Total reserves 2,897,183 2,544,134 2,530,784 2,224,984

R BB MNP H 4 % E 76,463,0005T
(_77_fﬁ 80,602,0007T) A& PTG B & /A A

{% ==} /JIIZL

B s ERNERBXEB(ATEIE
EREBELERBRERZE

FTEe -

48B{E
S DUE R

i@ﬁ%%%ﬁ%ﬁ%&%%&&ﬁ%%iﬁ fyEE2)

B9 & 5 BUR -

1142

Included in the retained profits is an amount of $76,463,000
(2003: $80,602,000), 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).
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27. f#fE (&) . Reserves (cont'd)
HtmWENEHBEEATH2 KK E The other property revaluation reserve is not available for
AARBEEBEC(CATERD) E7IBRAKENE distribution to shareholders because it does not constitute
2L RFEEAIFEERERN - R1TRN realised profits within the meaning of section 79B(2) of the
" FEENFE+TA=FT—HUHSIRE RN Hong Kong Companies Ordinance. At 31 December 2004,
{25 18 #8 %8 /% 2,233,006,00070 ( ZBF =4 the aggregate amount of reserves available for distribution
1,927,188,0007%) ° to shareholders of the Bank was $2,233,006,000
(2003: $1,927,188,000).
B RITZT=F ANBEAREBERILDKL - Note: In 2003, part of the capital reserve was released to retained
HNEAEBECHRBRBBRMER - profits as a result of partial redemption of shares in a subsidiary.
28. EHEXR . Loan Capital
TEE
The Group
—EEMNEF “F5=F
2004 2003
BT AT IT
HK$’000 HK$'000
BEZER Subordinated notes 4,275,896 4,269,722

ZRIRBER_ ST S tEREART
BR7625%MNEEZRE - EMEAXS3RE
T URR_SE_FRAR_+=HRITES
FI125%HKABREREE » HEEARER2.5E
T RERBARNBEATRAE-BNNME
2 & %G B /AT CKWB (Cayman Islands) Ltd
K CKWH-UT2 Ltd&#1T RIMEE ZARER o AT
SEEF M EAGETMERNELZENE
ENESBEEHER - FERET625%NEHE
ZHREBN_S——FLRAARAIE  MESX
9.125% M KA BEEBEN T —ZFHE[H -

oo
T

o

“EFRMMEFHR  Annual Report 2004

The notes represents 7.625% per annum subordinated notes
with face value of US$300 million issued on 5 July 2001 and
9.125% per annum perpetual subordinated notes with face
value of US$250 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% per annum subordinated notes
will mature on 5 July 2011 whereas the 9.125% per annum
perpetual subordinated notes will be callable in 2012.
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29. EXBEARRS 29. Material Related Party Transactions
AKEERN  AEEEEABRTERBEPHA During the year, the Group entered into a number of
HIER AT RZERATNNE AR EITY %18 transactions with its holding companies and its holding
R HRRFEEEE BXLBERAER companies’ subsidiaries, in the ordinary course of its banking
K 2HEBEER - FRBITIRZMNIMER business including, inter alia, lending, the acceptance and
2  BEERZNENEEREBERETRS placement of inter-bank deposits, participation in loan
RFVAEBI TSR R ME » WEREAARERHR syndicates, correspondent banking transactions and foreign
MR ZHREFNGEHER - EEERA > & exchange transactions. The contracts were priced based on
X eR E R EGRTET - relevant market rates at the time of each transaction, and were
under the same terms as those available to other counterparties
and customers of the Group. In the opinion of the directors,
these transactions were conducted on normal commercial terms.
KEEAN BEAXRZINBREZEREEBEN Information relating to income and expense from related party
BRINTE ¢ transactions during the year and balances outstanding as at the
balance sheet date is set out below:
(a) WA/ (XH) (a) Incomel/(expense)
NEEE
The Group

—ETME ZERF=4F

2004 2003

BETT BT

HK$’000 HK$'000

F 2 WA Interest income 5,163 4,079

B X H Interest expense (26,300) (31,130)

H U A Other income 16,117 13,672

Hihsz Other expense (4.361) (6,647)

(9,381) (20,026)

I 144
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29. EABRAEBARXERS @)

(b) #ZiAEF

(b) Holding companies

29. Material Related Party Transactions (cont'd)

A%E &7
The Group The Bank
—EENE _FEEFE=F | ZBENE __FE=F
2004 2003 2004 2003
BET T BT T BT T BT T
HK$'000 HK$'000 HK$’000 HK$'000
BB REM Advances to customers
AR TE B ZE and other accounts
less provisions - 147 - -
BEBRR Deposits from customers 245,269 1,935,131 245,269 1,935,131
HibRIE R EH Other accounts and provisions 252,612 219,713 252,612 219,713
497,881 2,154,844 497,881 2,154,844
(c) AZEMIEAE (c) Fellow subsidiaries
TEE biXr)
The Group The Bank
—EENE _FEE=F | ZBENE __FE=F
2004 2003 2004 2003
HBET T BT T HET T BT IT
HK$'000 HK$'000 HK$’000 HK$'000
HelkERES Cash and short-term funds 185 371,785 166 -
BE B EKEM Advances to customers
R TE B 2 1 and other accounts
less provisions 231,953 245,333 231,953 245,333
232,138 617,118 232,119 245,333
RITREMES R EE Deposits and balances
EREEE of banks and other
financial institutions 80,917 127,602 80,917 127,602
BEER Deposits from customers 1,176,628 1,141,413 1,176,628 1,141,413
HAARIE & & Other accounts and provisions 10,826 11,479 10,826 11,479
1,268,371 1,280,494 1,268,371 1,280,494
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29. EXBEEAARS @ 29. Material Related Party Transactions (cont'd)
(d) BtEALE (d) Associates
REERRIT
The Group and The Bank
—EEMNE “FF=fF
2004 2003
BETx BT
HK$’000 HK$'000
BEER Deposits from customers 258,892 132,116
(e) HIEEBRATMNEEAT (e) Associates of the immediate holding company
BEBERKIT
The Group and The Bank
—EETNE “F5=F
2004 2003
BT BIFIT
HK$’000 HK$ 000
BRI REM Advances to customers and other
BR ISR ZE B accounts less provisions 134,398 10,452
BEER Deposits from customers 1,124,486 448,872
H{h AR I8 R 2 Other accounts and provisions 20 1,397
1,124,506 450,269
KEERN  BEZEBRARN—EBEAR AE During the year, an associate of the immediate holding company
TRYBITERES (WHE23) - ENFREL acted as the arranger for the issue of debt securities (note 23).
NR 2 ZHEE B A&1,555,0007C ° An arranger fee of $1,555,000 has been paid to the associate.
I 146 5 EHTAEARAT  CTIC Ka Wah Bank Limited




30. BEESBERINERE
(a) HEEBREE

LUTREBEEIRENBAERAENGNESHE

30. Off-Balance Sheet Exposures

(a) Contingent liabilities and commitments

The following is a summary of the contractual amounts of each

B significant class of contingent liabilities and commitments:
TEE by
The Group The Bank
—EEME “TT=HF | ZEBF@EFE —FTI=F
2004 2003 2004 2003
BETT BT IT BETT BIETIT
HK$000 HK$'000 HK$°000 HK$'000
BEEGEERER Direct credit substitutes 943,362 1,096,253 943,362 1,096,253
HE ZEBMNNFIER Trade-related contingencies 1,165,944 1,635,365 1,165,944 1,635,365
H At AHE - Other commitments:
—REBBAEIELT — with an original maturity
% AT A {6 4 R 8H of under 1 year or
which are unconditionally
cancellable 10,576,584 10,387,731 10,570,047 10,387,731
—REBBEE - with an original maturity
gLk of 1 year or over 588,078 734,808 588,078 734,808
13,273,968 13,854,157 13,267,431 13,854,157

TRRNOEFR

XEEELAFEREFEEMHANIA - EHhE
BARRE - ERE RUEEENERIK
- ShMERERALRATFREEREER
BYLNEERRAER - At - EER55 R
NEERD  HAERLERREREETE
REFPHER - SHNESBEEESN2HIERK
BAERPHAMBAERRNEE - ANEE
BUREIIMEAREA - MAENSBEAIFE
HARRBEEMAA °

Annual Report 2004

Contingent liabilities and commitments are credit-related
instruments which include acceptances, letters of credit,
guarantees and commitments to extend credit. The risk involved
is essentially the same as the credit risk involved in extending
loan facilities to customers. These transactions are, therefore,
subject to the same credit application, portfolio maintenance
and collateral requirements as for customers applying for loans.
The contractual amounts represent the amounts at risk should
the contract be fully drawn upon and the client default. As the
facilities may expire without being drawn upon, the contract

amounts do not represent expected future cash flows.
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30. EERBERIIERE »)

(b) FTEIR

30. Off-Balance Sheet Exposures (cont'd)

(b) Derivatives

METARERE-EXNSREAREENEY

WEERETEEENYE L -

UTRAEBEARTREEIZNMETENSE

TEME

Derivatives refer to financial contracts whose value depends on

the value of one or more underlying assets or indices.

The following is a summary of the notional amounts of each
significant type of derivatives entered into by the Group and
the Bank:

FERERKT
The Group and the Bank

—EEME “EE=F
2004 2003
x5 i ‘e X5 Eapit B
Trading Hedging Total Trading Hedging Total
BETT BETT BETT BT T BT T BETT
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
EZaH Exchange rate contracts
25 Forwards 2,637,254 - 2,637,254 1,059,391 - 1,059,391
BHPR5 Swaps 7,447,460 3,504,209 10,951,669 | 12,416,034 4,966,108 17,382,142
EPNE Options purchased 241,068 - 241,068 172,189 - 172,189
EEL Options written 238,249 - 238,249 142,182 - 142,182
MEESH Interest rate contracts
EHT S K Forwards and futures
BEXRS 427,590 - 427,590 2,173,677 - 2,173,677
BHERZ Swaps 3,570,070 11,615,697 15,185,767 3,060,615 8,992,439 12,053,054
BAHR® Options purchased 1,671,487 - 1,671,487 1,853,448 - 1,853,448
Eapli) Options written 1,849,231 - 1,849,231 2,031,079 - 2,031,079
Bip &4 Equity contracts
=N Options purchased - 1,083 1,083 - 12,044 12,044
EgEL Options written - 1,083 1,083 - 12,044 12,044
18,082,409 15,122,072 33,204,481 | 22,908,615 13,982,635 36,891,250

P EMRZZBAEERETEMNE ~ ERLKE
HFHIHET BETANEESERENRT

B 78 WEREREEE -

I 148

The above transactions are undertaken by the Group and the
Bank in the foreign exchange, interest rate and equity markets.
The notional amounts of these instruments indicate the volume
of transactions outstanding and do not represent amounts at
risk.
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30. EEEERIIEARE &)

() AREBEATTLEAEEEBERIEABRNES R
AREERBRINERBNT - RAFE &5
EEAITHE B A EFELRFENEENS
B LIT8ERER

30.

(c)

Off-balance Sheet Exposures (cont'd)

The replacement costs and credit risk weighted amounts of the
above off-balance sheet exposures of the Group and the Bank
are as follows. The Group and the Bank did not enter into any
bilateral netting arrangements during the year and accordingly
these amounts are shown on a gross basis:

FEERKT
The Group and the Bank

—ETmE ZEF=F
2004 2003
EERR EaRR
mEZE NESE
EERA Credit risk BEERA Credit risk
Replacement weighted Replacement weighted
cost amount cost amount
BETT BETT BET T BT T
HK$'000 HK$'000 HK$'000 HK$'000
KB ERKIE Contingent liabilities and

commitments THEHE N/A 1,072,223 NER N/A 1,414,021
EXEH Exchange rate contracts 119,532 66,096 120,536 71,464
FMEEH Interest rate contracts 325,439 105,037 459,238 133,659
BHBEH Equity contracts 1 46 50 599
444,972 1,243,402 579,824 1,619,743

EEWZF%TEE%@T%B?FEF%%ZE:IE%ZFE
BRRAE  ReFANEBFERFNTE -

EERBMESERERBES (RITEGEL
BREATELENRER=FTEENSEE - I
RAEHB—FTNTERRE R PIER - =
BAERAENERMERO%ZEI100%NE
MER ~ MXREMITETEANAHI%RE

50% AR5 o

“EFRMMEFHR  Annual Report 2004

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.
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30. EEGERIIERE (&) 30. Off-balance Sheet Exposures (cont'd)

(d) BREIE (d) Capital commitments
R+ZA=+T—HRERBAYERZEMSIER Capital commitments for acquisition of premises and equipment
REMBEHRRANRBEBNERFKENT : outstanding at 31 December not provided for in the financial

statements were as follows:
REB R AT

The Group and The Bank
—EETMEF ZER=F
2004 2003
BETT BT T
HK$°000 HK$'000
ERERITLN Authorised and contracted for 8,534 14,062

(e) THERIE (e) Lease commitments
R+ZA=1—H REAAIMHERKEHEE At 31 December, the total future minimum lease payments
RREMNNREESBBMOT ¢ under non-cancellable operating leases are payable as follows:

KR T
The Group The Bank
—EBME _TT=F | ZBFTOEFE _ITIT=F
2004 2003 2004 2003
EBETT BT IT BETT AT I
HK$'000 HK$'000 HK$’000 HK$ 000
B¥ Premises
1R Within 1 year 30,720 16,501 30,527 16,335
T FE5F After 1 year but within 5 years 48,553 11,697 48,553 11,657
S After 5 years 22,455 4,998 22,455 4,998
101,728 33,196 101,535 32,990
% fig Equipment
1FE R Within 1 year 847 718 847 718
T FES5F After 1 year but within 5 years 5,655 1,221 5,655 1,221
SE% After 5 years 1,029 - 1,029 -
7,531 1,939 7,531 1,939
AEELRRTEAKREHEN SN BEEZIEY The Group and the Bank lease a number of properties and
EREH  BRADERZENSZOEER —K items of equipment under operating leases. The leases typically
RMENS - AARFMIEGRAESBERER - run for an initial period of two to four years, with an option to
DEHEHARSRKEESE - renew when all terms are renegotiated. None of the leases

includes contingent rentals.
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M. (AR) /kREEBEEHEHEETHIE 31. Reconciliation of Profit from Ordinary Activities
ETEBOBH R HIRR before Taxation to Cash (Used in)/Generated
from Operating Activities
—ETNF _RR=F
2004 2003
BT BT T
HK$’000 HK$'000
EBEBNRBEF Profit from ordinary activities before taxation 965,979 756,939
RIZIREE Charge for bad and doubtful debts 100,540 473,638
REMES(HFRER Net surplus on revaluation of investment
properties (7.555) (7,835)
HEBFEEEES Net (profit)/loss on disposal of tangible
GaA) /B8 fixed assets (19,755) 21,818
HERBEZEHESFEN Net profit on disposal of held-to-maturity
securities - (123,948)
HibZEREIE L Impairment loss on other premises = 4,751
FEZINRFSEH Provision written back on held-to-maturity
securities (9,682) (1,135)
FrihBisArEE/ Cafl) Share of losses/(profits) of associates 6,094 (95,102)
IR A 7 8 Amortisation of deferred expenses 95,778 62,539
ERITEBSEFNITEHE Amortisation of discount on debt securities
issued (284) -
e Depreciation 149,070 125,537
BEZERSWA Dividend income from equity investment
securities (9,123) (11,979)
BEZEMNEZH Interest expenses on subordinated notes 355,877 355,260
(kg Amortisation of goodwill 1,056 -
MEREIEL Impairment loss on goodwill 9,502 -
B R EE Foreign exchange differences 6,058 (20,565)
EEXEBRESFMAAN Net cash inflow from trading activities 1,643,555 1,539,918
BlEEMN(REAABIE3EA) Increase in treasury bills (original maturity
over 3 months) (398,823) -
MITREMESBMBEETR Decrease/(increase) in placements with
B/ (Em) banks and other financial institutions
(BRI BBE3EAR) (original maturity over 3 months) 103,369 (262,025)
GBI / () Decrease/(increase) in certificates of deposit 692,785 (1,028,156)
Hih@BHEE OGEM) /B (Increase)/decrease in other investments
in securities (1,226,780) 320,625
BFE - RITMEMSR (Increase)/decrease in advances to customers,
BEBZR - EBIZEEL banks and other financial institutions,
HMRIE (3Em) /B trade bills and other accounts (2,253,754) 1,818,242
BERIBBEFRKRE Decrease/(increase) in held-to-maturity
FHRA / (Em) securities and investment securities 169,026 (3,757,717)
SRIT R H MBS Increase in deposits and balances of banks
GREBEFEM and other financial institutions 69,773 1,446,560
BEREHERCOED) /B (Decrease)/increase in deposits from customers (2,765,929) 3,503,906
ERITHERFLEM/ CBd) Increase/(decrease) in certificates of
deposit issued 2,248,515 (1,121,337)
EAFIERAMEE (Decrease)/increase in interest payable
OB /38 and other liabilities (292,560) 332,402
(AR /REREXB RS Cash (used in)/generated from
operating activities (2,010,823) 2,792,418
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2. RELBRESFERBLRIH

32. Analysis of the Balances of Cash and Cash

Equivalents
(i) ZFEHRERERANRELRAETEE (i) Components of cash and cash equivalents in the
I5H consolidated cash flow statement
KEH
The Group
—EENE TRF=F
2004 2003
BEFx BT
HK$’000 HK$'000
RERNETREM Cash and balances with banks and
SREBES other financial institutions 1,451,400 494,134
B RIB R EBAER Money at call and short notice 6,411,817 6,832,040
SRIT R E M REE TR Placements with banks and
(BREZIBE3EABANEER) other financial institutions
(with original maturity within 3 months) 153,773 334,348
8,016,990 7,660,522

(i) RGSEEAERZHIE

(ii) Reconciliation with the consolidated balance sheet

EE
The Group
—ETME ZERF=F
2004 2003
BETT BT
HK$’000 HK$'000
RekEiiEs Cash and short-term funds 8,262,040 7,326,174
—E R EEHAMNERIT R Placements with banks and other financial
HEhRMEERR institutions maturing after one month 362,429 646,373
FAEEERBERNBE Amount shown in the
consolidated balance sheet 8,624,469 7,972,547
B JREVER B A 3ME A B Less: amounts with an original maturity
EE:C] of beyond 3 months (607,479) (312,025)
GEReRERAMNEAES R Cash and cash equivalents in the
REeFEER consolidated cash flow statement 8,016,990 7,660,522
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33.

34.

TRRNOEFR

ESRAGE

AEERE -EREHRRAES ) (FE"=Z
RIREHE)) - Bt AEBEALEERESER
AFE10%MWHRBAREER - ZRKFEIR
—ERHMEATES (BB RES,) #Mestdl .
MEHERLAEENABEL2BES - REE
AFEHEMER - MREETESDBMTE
BEFAKE  AEEAREREEAMERER
RERAD RS HERER - MBHEBEMAREA
—EBIMNENES  FRZORAFTEIKEMN
BAME

BT ZRASEIS  AEEB T FFRE TN
—HiE W2E-ERAREERNKE - A
RAENRFRERHEEIER - AEEDRER
BEsrERERMEFR AT LINBA

KEERN AEBRELTEEROMER
X /350080 (ZFTF =4 : 3,5008 )
(MIE3(c))

BEEEANERN
RIFF=FRATH » KITZEZERAAF
EEESRZERREMNT PERESAZERER
ATER T (T RESE) - MR
EYR—ANAEFZA=ZTHFEMANSRITH
ANEEREE (TERRETS ) - EEKE
STEING R EERT T RMARER » 1R
THEREBERESIREIIEREECZEBRES
R -BZZFSFENF+_A=+—HILFE
A PEEBESRIERY R RIEEERRES
B BT AERRE - IRIBHERESTE > PE
ERSmZEREN _STNFENANHM2934L
EERAMBTERB(BELRTETES
RITBAEE)  ZERETEERERBE
3.77570 » AIREHIRDAEEUET,412,0008 -
ZEBEREBERER T  AINZSEAX
MBABE_S—HNFNAABBEBERNITE -
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33.

34.

Staff Retirement Scheme

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 vyear, the Group contributed approximately
$35 million (2003: $35 million) (note 3(c)) to these schemes.

Equity Compensation Benefits

The holding company of the Bank, 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 2004, there was no
option granted by CIFH under the Old Option Scheme. However,
options to subscribe for a total of 7,412,000 shares of CIFH at
the exercise price of HK$3.775 per share were granted to 293
eligible persons, including certain Directors and the Chief
Executive Officer of the Bank, under the New Option Scheme
on 6 April 2004. These options were granted for nil
consideration and can be exercised during the period from
6 April 2006 to 5 April 2014.
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35 THABHER
AT REE (AT GRE) E161BRRBETR
ABHNEFRENT :

35.

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:

—EETMEF —RR=F
2004 2003
BETT BT
HK$°000 HK$'000
R1I2A3MENER Balance outstanding at 31 December
—RERT - By the Bank 2,010 6,389
KEENEx= AR Maximum aggregate amount outstanding
during the year
—RBEARIT - By the Bank 2,630 17,915

N ZFFOE+A=+—H  WHEIBMAK
BERNE  TRAERBLEETIREER -

There was no interest due but unpaid nor any provision made
against these loans at 31 December 2004.

36. HIFIBRMMEAE 36. Assets Pledged as Security
AEE T
The Group The Bank
—EFmNE _—FF=F | ZBTNENFE —ITF=F
2004 2003 2004 2003
HBETF T AT BRI I
HK$'000 HK$'000 HK$’000 HK$'000
BHNEE Assets pledged
RelkEiiEss Cash and short-term funds 441 33 208 33
FEZRINPEFK Held-to-maturity securities
KEESH and investment securities 77,714 125,394 77,714 125,394
78,155 125,427 77,922 125,427
RIBFBNFE+_A=+—H - BFEEHENE As at 31 December 2004, the assets pledged represented
ERBERTEEEERBENPEARIRT statutory deposits pledged to the Office of the Comptroller of
HIEERNK ° Currency in the USA and to the People’s Bank of China in the
PRC.
RIBBE=F+_A=+—H0 - BFEEHEMNE As at 31 December 2003, the assets pledged represented
EREERTFEEEBRERNEERTK statutory deposits pledged to the Office of the Comptroller of
Currency in the USA.
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38. &

39. 3&

40.

TRRNOEFR
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37.

38.

39.

40.

Post Balance Sheet Event

On 10 November 2004, the Group accepted a tender to sell Ka
Wah Bank Centre (the
$351
Memorandum of Agreement for Sale and Purchase with the

“Property”) for a total consideration of

million. Subsequently, the Group entered into a
purchaser on 1 December 2004. The sale of the Property was
completed on 12 January 2005 (the “Completion Date”). As a
result of the sale, a gain of approximately of $226.7 million for
the sale will be recognised in the Group’s income statement for

the financial year ending 31 December 2005.

Ultimate Holding Company

At 31 December 2004, 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 which is incorporated in
the People’s Republic of China.

Recently Issued Accounting Standards

The HKICPA has issued a number of new and revised Hong
Kong Financial Reporting Standards and Hong Kong Accounting
Standards (“new HKFRSs”) which are effective for accounting

periods beginning on or after 1 January 2005.

The Group has not early adopted these new HKFRSs in the
financial statements for the year ended 31 December 2004.

The Group has already commenced an assessment of the impact
of these new HKFRSs but is not yet in a position to state whether
these new HKFRSs would have a significant impact on its results
of operations and financial position.

Approval of Financial Statements

The financial statements were approved and authorised for issue
by the Board of Directors on 10 March 2005.
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Unaudited Supplementary Financial Information

RIFBFME+"_RA=+—H8 (BREFAMUEEREM)

at 31 December 2004 (expressed in Hong Kong dollars unless otherwise indicated)

(A) BXRFERLEERRBEZILR

(A) Capital Adequacy and Liquidity Ratios

—ETME —RR=F

2004 2003

AREALEEARTREE Unadjusted capital adequacy ratio 16.50% 16.30%

RARERATELE Adjusted capital adequacy ratio 16.02% 16.02%
BE12B3MHLEFEE Average liquidity ratio

EHREBESLE for year ended 31 December 47.91% 49.18%

REARERR L XZRBEERCHERER
("2ER)REEENMRE  BAITRESR
THEBATMNAHELE  WEFEEB(RIT
EEPDHER=ZMNELEFE -

KABREARELECEREEANTISRE
o WIERRBESERBMHO (LT ZRARESE
WEARVIESI LEARRHAEEART B L EMER
G EESE -

TORBERLERECERABEEBNAMR
T BATEETWBARMNGHESRE I H
HaBB(RITEREIDMRMOMNELFE -
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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) HIFREIA&R BB

(B) Capital Base after Deductions

—EEMNEF “F5=F
2004 2003
BT BT T
HK$’000 HK$'000
BB R Core capital
ERLTBEREAR Paid up ordinary share capital 3,083,341 2,393,341
B 17 % B Share premium 282,930 282,930
B Reserves 2,515,495 2,157,024
ZnEREEE Total core capital 5,881,766 4,833,295
SREE L Eligible supplementary capital
o B - bR A B (R 4 Reserves on revaluation of land
and interests in land 8,362 8,362
RE—RERE General provisions for doubtful debts 521,837 546,474
KABEEIER Perpetual subordinated debt 1,943,589 1,940,783
BH®BEEE Term subordinated debt 932,923 1,397,364
SR E B Total eligible supplementary capital 3,406,711 3,892,983
HIRwERBERER Total capital base before deductions 9,288,477 8,726,278
BWENERFHIE Deductions from total capital base (135,860) (511,734)
HIFHEEBERER Total capital base after deductions 9,152,617 8,214,544
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(C) P MEH

DEER R RAEEIEB M EDFBEHE
o HREFRBEFED BRI EAEHARR
FBENNER  HERAREEILERS
ERRELRK -

(i) R¥B2ER

AEEFEUFRMABTIAEBEEHRE - U
TREAEEETZXHAXILD :

TERITEER : TIEBEERFORE - &
EWEER - EtBEERE
& -FRFRBLEE -

BERRTXE : FT2AREZME - RES
REEMBEES -

MBEER BIEREMNES SR - &
SHISES - EHEKREL S
MHRIBSEE -

KAMER : IECBRBIOYVERRES

b A\ EXBE D ENE
MIRE -

FOEERM S REWANDERRIEAE
HEERBUIRESNA R RIEED
L

BANDERRESEEDENEERALE
BEENCKEERTREB D - MEMR
TYEELNTERSE RN RIEER,
ZAEEREWRAAREXB Rz WELE
S e
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(C) Segmental Information

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
business:

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

Wholesale banking It mainly comprises trade financing,
business: syndicated 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: It 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.

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) »ER&EH &

(C) Segmental Information (cont'd)

(i) EEIE(BE) (i) Business segments (cont'd)
—EEMmF
2004
TEE
The Group
BERT SERT
Wholesale Retail BHE XRIMEE =8
banking banking Treasury  Unallocated Consolidated
BETT BETT BETT BETT BETRT
HK$'000 HK$’'000 HK$'000 HK$’000 HK$’000
ARSI N Net interest income 546,615 620,826 279,513 9,399 1,456,353
HihgElmA Other operating income 161,622 273,743 131,589 34,040 600,994
KN Operating income 708,237 894,569 411,102 43,439 2,057,347
KeETH Operating expense (89,085) (354,638) (48,683) (519,818)  (1,012,224)
DEELE Inter-segment
(ZH) /WA (expenses)/income (144,595) (261,511) (43,583) 449,689 -
Rt BRI E Operating profit/(loss)
wmA/ (EBE) before provisions 474,557 278,420 318,836 (26,690) 1,045,123
RER(EE) / (Charge)/write back for
[B] £ bad and doubtful debts (131,065) 472 - 30,053 (100,540)
DEEE Segment result 343,492 278,892 318,836 3,363 944,583
HEBFEEEE  Net profit/(loss) on disposal
FBaA/ (BR) of tangible fixed assets 77 (909) (31) 20,618 19,755
ERBRENE Net surplus on revaluation
FRR of investment properties - - = 7,555 7,555
REZINBES Provision written back for
o] 3 held-to-maturity securities 9,602 80 - - 9,682
BEREERL Impairment loss on goodwill - - - (9,502) (9,502)
FribB%& /NG E48  Share of losses of associates = = = (6,094) (6,094)
EBEBN Profit from ordinary
s F activities before taxation 353,171 278,063 318,805 15,940 965,979
IA Income tax - - - (149,583) (149,583)
BEELRF / Profit/(loss) attributable to
(B#8) shareholders 353,171 278,063 318,805 (133,643) 816,396
FERNITE Depreciation for the year 3,463 21,598 1,500 122,509 149,070
FEABESHHE Amortisation of goodwill
for the year - - - 1,056 1,056
DEEE Segment assets 26,786,588 19,067,753 31,771,909 2,475,252 80,101,502
BENTAER Interest in associates - - = 191,450 191,450
REE Total assets 26,786,588 19,067,753 31,771,909 2,666,702 80,292,952
DEEE Segment liabilities 21,678,021 37,395,844 10,312,412 650,255 70,036,532
KEENELEN Capital expenditure incurred
EREX during the year 18,140 18,437 1,355 24,852 62,784
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(C) ZER&BH (@)
(i) EHEIE(E)

(C) Segmental Information (cont'd)

(i) Business segments (cont'd)

ZRF=F
2003
REE
The Group
PERT FERIT
Wholesale Retail ME  ROBER FEay
banking banking Treasury  Unallocated  Consolidated
BT T BT T BT T BT T BT T
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
F A B WA Net interest income 536,806 669,302 326,097 15,079 1,547,284
Hip &2 A Other operating income 187,073 213,093 (30,616) 30,058 399,608
LA Operating income 723,879 882,395 295,481 45,137 1,946,892
mEx Operating expense (90,720) (358,190) (45,833) (423,023) (917,766)
DEERE Inter-segment
(ZH) /WA (expenses)/income (112,890) (238,304) (42,679) 393,873 -
Rt & Hw Operating profit before
LERF provisions 520,269 285,901 206,969 15,987 1,029,126
REBRER Charge for bad and
doubtful debts (252,419) (170,198) - (51,021) (473,638)
DEEE Segment result 267,850 115,703 206,969 (35,034) 555,488
HEBRETE Net loss on disposal of
EEFBE tangible fixed assets (393) (11,634) (156) (9,635) (21,818)
BEHBEME Net surplus on revaluation
FRB of investment properties - - - 7,835 7,835
HibERE Impairment loss on
BxK other premises - - - (4,751) (4,751)
HEFBEIH Profit on disposal of
355 Al held-to-maturity securities 407 - 123,541 - 123,948
FEZEHES Provision written
O / (%) back/(made) for
held-to-maturity securities 2,301 (1,166) - - 1,135
IRy A—g/N Share of profits less losses
M B B of associates - - - 95,102 95,102
EEEBN Profit from ordinary
B 8l Al activities before taxation 270,165 102,903 330,354 53,517 756,939
R Income tax - - - (103,214) (103,214)
MR E R/ Profit/(loss) attributable to
(B#8) shareholders 270,165 102,903 330,354 (49,697) 653,725
FENFTE Depreciation for the year 3,689 28,451 2,243 91,154 125,537
DPEE Segment assets 26,582,352 17,936,829 29,995,046 2,705,666 77,219,893
/NI Interest in associates - - - 195,306 195,306
mEE Total assets 26,582,352 17,936,829 29,995,046 2,900,972 77,415,199
PEHEE Segment liabilities 22,413,884 35,274,744 9,733,654 785,720 68,208,002
REERNELEMN Capital expenditure
EXRAX incurred during the year 2,468 8,029 2,660 34,155 47,312
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(C) »ER&EH &

(C) Segmental Information (cont'd)

(i) "BHESE S (i) By geographical area
IRIEAEEN T EE MBS BALT On the basis of the location of the principal operations of
AR AT EREENFEETRNDT the Group or, in the case of the Bank, on the location of
HMEMS > AEEFEEETEREX the branches responsible for reporting the results or
REE0%LL EMREWA ~ BLATEF - booking the assets, the Group operates predominantly in
REE - RaRE - B aELKERRE Hong Kong with over 90% of the Group's operating
EEXBEAEBLKE - income, profit before taxation, total assets, total liabilities,
contingent liabilities and commitments arising therefrom
or booked therein.
REE
The Group
—ETmE ZER=F
2004 2003
BHER BEEMN
EE#XR RBR TEHER BE#X RB% FBHER
Advances Overdue Non- Advances Overdue Non-
to loans and  performing to loans and  performing
customers advances loans customers advances loans
BETT BETT BETT BETT BETT BET T
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
B Hong Kong 34,026,118 928,361 850,237 32,515,584 1,514,868 1,483,817
FE Mainland China 5,731,095 530,062 530,062 4,670,115 500,555 502,561
S USA 663,834 - - 559,575 - -
Hit Others 1,627,189 363 363 1,864,819 109,531 103,750
42,048,236 1,458,786 1,380,662 39,610,093 2,124,954 2,090,128
FHEBEMEITHNER IR ZS —7 The above geographical analysis is classified by the location
FriEidl s » RipEEeEREaR - hi of the counterparties after taking into account the transfer
R A RNRANBE RN — 5 E HIERNER of risk. For a claim guaranteed by a party situated in a
EREERERFNEZFKRIER - country different from the counterparty, risk will be
transferred to the country of the guarantor.
BEABHNERZEFNSBAYRERIE Non-performing advances to customers are those advances
ZIEEFENER - on which interest is being placed in suspense or on which
interest accrual has ceased.
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(D) EF 2R —EITFRES
RITEBIHNESBRAR RSERAMANE

B REEDN -

(D) Advances to Customers — By Industry Sectors

The analysis of advances to customers by industry sectors is

based on categories and definitions used by the HKMA.

REE
The Group
EFg2REBH
Gross advances to customers
—EEMEF ZER=F
2004 2003
BRI BT T
HK$000 HK$ 000
AREENER Loans for use in Hong Kong
TrkEsR Industrial, commercial and financial
—MEBRE — Property development 350,668 327,555
—MERE — Property investment 4,157,529 4,090,359
— SRR — Financial concerns 2,654,487 2,647,514
—RELKAL — Stockbrokers 39,835 20,519
—HBELTEESH - Wholesale and retail trade 1,898,338 2,240,916
— B - Manufacturing 3,372,328 3,506,532
—ERXREBRE — Transport and transport equipment 5,404,016 4,551,838
—Hfth — Others 3,690,455 3,761,929
A Individuals
—-BAREBHEE - — Loans for the purchase of flats under
MAZREBSHERE the Home Ownership Scheme,
EEFERAEERE Private Sector Participation Scheme
FrEIEMER and Tenants Purchase Scheme 19,394 23,979
—BAEMEEME — Loans for the purchase of other
eI residential properties 10,512,764 10,920,086
—ERAFRBR — Credit card advances 538,041 426,249
—HAfh - Others 1,108,971 1,409,427
BEZmE Trade finance 2,124,777 1,913,475
AREAENUIIMENER Loans for use outside Hong Kong 6,176,633 3,769,715
42,048,236 39,610,093
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(E) EZR R (E) Currency Risk

AEEXRBEE - FEEREWEIMNEERNE The information concerning the foreign currency exposures of
ZERNEREZANT - MEERBRWEARE the Group arising from trading, non-trading and structural
BEFHERBARNBITHE INERBRREK, positions is disclosed as follows. The net options position
(MA(BS)6)H FTE M 5 T & - reported is calculated in accordance with the methods set out

in the banking return “Foreign Currency Position” (MA(BS)6)
submitted to the HKMA.

T5E
The Group
—BEMmE ZF%=
2004 2003

BER Equivalent EY AE® Hitr B E AR Hify Ex e
BT T in HK$'000 US dollars Renminbi Other Total US dollars Renminbi Other Total
FEEE Spot assets 28,183,590 350,736 4,974,552 33,508,878 26,057,334 225,983 5,551,948 31,835,265
REEE Spot liabilities (29,468,720) (118,758)  (4,652,022) (34,239,500) (24,566,069) (9,157)  (5,320,448) (29,895,674)
BHEA Forward purchases 7,309,008 - 2,629,869 9,938,877 9,986,595 - 2,378,099 12,364,694
RHEH Forward sales (5,848,312) - (2,943,565) (8,791,877)  (8,239,058) - (2,621,242)  (10,860,300)
HEBFE  Net options position 693 - (693) - 23,051 - 128,193 151,244
REEH Net long position 176,259 231,978 8,141 416,378 3,261,853 216,826 116,550 3,595,229
HRERIEREREXNFERAEFEFE The net options position is calculated using the model user
(ZRF=F: REBRAZE) ° approach (2003: worst case approach).
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(F) iR E#E
BRARENREEABEXR L2 REE T AR
BRRERZH AR ENR S S 7
Bk - RS T NFEERM— T3 FHER
B E R E R E EER T SERIAS © 81T
SEH M S AR DT R E R E R B = H R
FIEBRMRIAS - BB RARRERERER
10%3R L ER9E Bl Bl SRS ith [ AN T -

(F) Cross-border Claims

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

transfer, amounting to

cross-border claims are shown as follows:

10% or more of the aggregate

RIT R EAth
ERIHE DERE
Banks and Public
other financial sector Hit k]
institutions entities Others Total
BETT BETT BETT BETT
HK$'000 HK$'000 HK$'000 HK$'000
—EEMmE
2004
HELUI  Asia and Pacific excluding
BIAE Hong Kong 6,765,626 201,643 7,245,927 14,213,196
Ho BN of which Australia 3,373,719 1,128 61,338 3,436,185
Hoip of which Mainland China 2,196,755 199,858 6,405,791 8,802,404
R Western Europe 13,717,333 3,008 4,276,585 17,996,926
HoixE of which France 2,281,061 - 806,261 3,087,322
HopER of which Germany 2,519,414 - 410,682 2,930,096
HAEE of which Netherlands 1,249,111 - 720,948 1,970,059
HoHE of which United Kingdom 3,608,631 953 1,023,518 4,633,102
_BR=F
2003
FHELSN  Asia and Pacific excluding
TRE Hong Kong 6,886,634 187,909 5,368,617 12,443,160
HA®EM  of which Australia 3,314,907 - 58,420 3,373,327
Hepd of which Mainland China 2,076,200 187,909 4,745,267 7,009,376
7 @R Western Europe 15,428,297 - 4,997,868 20,426,165
HAJEBE  of which France 1,996,503 - 810,627 2,807,130
HAER  of which Germany 4,155,222 - 1,273,093 5,428,315
HARE  of which Netherlands 865,556 - 724,171 1,589,727
HAZEE  of which United Kingdom 4,361,105 - 830,528 5,191,633
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(G) BMEFZR(CSHRETHR)
MBREAEALERAE TRE AN ET
EMESLHRBBECAME :

(G) Overdue Advances to Customers (Net of
Suspended Interest)
The gross amount of advances, net of accrued interest that has
been capitalised but accrued to a suspense account, which have
been overdue for periods of:

TEE
The Group
—ETNmEF ZEFR=F
2004 2003
HET T AT IT
HK$’'000 % * HK$'000 % *
—3@HBZ6MEHA - 6 months or less
but over 3 months 90,905 0.22 165,835 0.42
—6@AE1F - 1 year or less
but over 6 months 213,538 0.51 307,408 0.77
—1FEL - over 1 year 1,154,343 2.74 1,651,711 4.17
HRR Total 1,458,786 3.47 2,124,954 5.36
BIEMAHEE  Secured overdue advances 1,095,739 1,388,339
ML A EAE IR Unsecured overdue advances 363,047 736,615
1,458,786 2,124,954
HEEIRMEE  Market value of collateral
BFIEA @ held against the secured
R overdue advances 1,231,918 1,738,316
45 B 2 Specific provisions made 317,788 410,020

*ERPRRBEE
RIBZMFE+_A=+—AR_FTZT=F

+TZA=+—H AEELEARBR=@EAR
HIRTT R E MR IE R -
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* Based on total advances to customers
There were no advances to banks and other financial institutions

which were overdue for over 3 months as at 31 December
2004 and 31 December 2003.
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(H) Reconciliation between Overdue Loans and

(H) BHIEREBREFEHERD
R Advances and Non-performing Loans

TEHE
The Group
—EEME “F5=F
2004 2003
BET T BT T
HK$’000 HK$ 000
BHBEB3EANEF R Advances to customers overdue for
more than 3 months 1,458,786 2,124,954
o B BB 3E B N A Less: Amount overdue for more than 3 months
FFERFRIE and on which interest is still being accrued (142,832) (247,895)
ho o EEA3E A KL TR Add: Amount overdue for 3 months or less,
RBHERNSTLA or not yet overdue and on which interest
LRRENEELE is being placed in suspense or on which

sTEMFRIR
e MERALTREAR

interest accrual has ceased 11,047 84,187
Add: Rescheduled advances on which interest

EEIEFFEW is being placed in suspense or on which
BEEIR interest accrual has ceased 53,661 128,882
METAELIRIER Advances to customers on which interest
EELEFFENRFER is being placed in suspense or on which
interest accrual has ceased 1,380,662 2,090,128
() Hithi@H&EE (1) Other Overdue Assets
TEHE
The Group
—EEME “F5=F
2004 2003
BET T BT T
HK$’000 HK$ 000
BEZERBREBERBE The gross amount of trade bills which
has been overdue for:
—3E A E6@A — 6 months or less but over 3 months 2,565 -
—6EAE1FE — 1 year or less but over 6 months - 1,162
2,565 1,162
HEZRIMESFRE Held-to-maturity securities which
EEE : have been overdue for:
—6EAE1F - 1 year or less but over 6 months - 69,409
—1FEME - over 1 year 15,549 15,526
15,549 84,935
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J) EBER (J) Rescheduled Loans

TEE
The Group
—ETWmF —BR=F
2004 2003
BETT AT
HK$'000 % * HK$'000 % *
BEEEGN Rescheduled loans 226,093 0.54 517,916 1.31
R PBRAESE * Based on total advances to customers
BERGRIEERF R & U EE s e hm Rescheduled advances are those advances which have been
BRMAESRSERERERN  SL&BT restructured or renegotiated because of a deterioration in the
MEARGHHREERMS WIF—MEBEBRR - financial position of the borrower, or the inability of the
EFEEEHENRERARBBE=ER LR borrower to meet the original repayment schedule and for which
MIET(GYESRM A BT - the revised repayment terms are non-commercial 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).
RIFFEME+_A=1+—HRZEE=F There were no advances to banks and other financial
+ZA=1T—8 > AEEUREANBITRH institutions which were rescheduled as at 31 December 2004
bR EER - and 31 December 2003.
(K) BR[E & E (K) Repossessed Assets
rEE
The Group
—EENEF EE=F
2004 2003
AR BT
HK$’000 HK$'000
EftABRFZHK Included in advances to customers and
HRIE A other accounts 231,572 325,393
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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) Audit Committee

The committee, being an independent body, assists the
Board in monitoring compliance with the policies,
procedures, and internal and statutory regulations. It also
assists the Board in providing independent review of the
effectiveness of the Bank’s financial reporting process and
internal control systems. The committee comprises three
Directors of the Bank, two of which are Independent
Non-executive Directors.

(ii) 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 the Bank'’s
management level, including: Credit Committee, Non
Performing Loan Committee (“NPL Committee”), Asset and
Liability Committee (“ALCO") and Operations & Control
Committee. The committee comprises six Directors of the
Bank.
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(N) Risk Management

The Bank manages various types of risk mainly through the Risk
Management Group under the close supervision of the
board-level Credit & Risk Management Committee (“CRMC").
The CRMC defines and delegates risk approval authorities to
different risk committees including ALCO, the Credit Committee
and the NPL Committee, comprising the Chief Executive Officer,
the Chief Credit & Risk Officer, business heads and other senior
management.

The Risk Management Group was reorganized in the first quarter
of 2004 to centralize and consolidate the various functional
and specialized risk management units of the Bank under the
auspices of Group Risk headed by the Chief Credit & Risk Officer,
and is mandated to manage credit, market, and other risks at
both the bank group and subsidiary levels.

The Risk Management Group is the central focal area where
the Bank’s risk portfolios are quantified, monitored and
managed.

(i) Credit risk management

Credit risk is the risk of loss arising from a customer’s or
counterparty’s inability to meet its financial obligations.
The Bank is exposed to credit risk through its lending,
trading and capital markets activities. The Bank defines
the credit exposure to a customer as the amount of
maximum potential loss arising from all these activities.
These exposures include both on- and off-balance sheet
transactions, including unfunded lending commitments
such as loan commitments, letters of credit and financial
guarantees.

The Bank’s credit risk management practices are designed
to preserve the independence and integrity of the risk
assessment process. The Bank assesses credit risk based
upon the risk profile of the borrower, source of repayment
and the nature of the underlying collateral after giving
consideration to current events and market developments.
Credit risk is also managed at portfolio levels in terms of
product, industry, and geography to manage concentration
risk.

Credit policy manuals and control procedures are regularly
revised and updated to ensure that credit risk is adequately
assessed, properly approved, continually monitored, and
proactively managed.
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(N) Risk Management (cont'd)

Liquidity risk management

The Bank must be able to meet all customer claims in
both normal and emergency circumstances in addition to
meeting all regulatory requirements and complying with
statutory liquidity ratios. To adopt proactive liquidity
management, the Bank has issued long-dated certificates
of deposit regularly and has also arranged re-purchase
agreement facilities on its liquid investment portfolio.

Market risk management

CRMC and ALCO establish the limits on market risk
exposure that are being monitored by the Market Risk
Management Unit (“MRM") under the Risk Management
Group. The Bank’s Treasury is the centre point to take on
market risk exposures through customer flows, short-term
market views and longer term strategic views. MRM
ensures that the exposures are within established position
and sensitivity limits.

For the year ended 31 December 2004, the average daily
profit and loss from the Bank’s trading activities in interest
rate risk was a loss of $44,000. The average daily
mark-to-market profit and loss was a gain of $399,000.
The figure below shows the histogram of the Bank's daily
mark-to-market profit and loss.

Figure: Daily distribution of mark-to-market revenue for the year
ended 31 December 2004
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(N) Risk Management (cont'd)

(iii)

(iv)

(v)

(vi)

Market risk management (cont'd)

From the chart above, the maximum daily loss was
$20,180,000 and the maximum daily gain was $15,306,000.
Out of the 249 trading days for the period, there were 98
days with mark-to-market losses. The most frequent results
were daily gains between $0 and $500,000 with the
highest occurrence of 37 days.

Capital adequacy management

The Bank has structured and is maintaining a strong capital
base to support the development of the Bank’s business
and to meet statutory capital adequacy ratios. As disclosed
in note (A) above, the Group’s unadjusted capital adequacy
ratio and adjusted capital adequacy ratio were 16.50%
and 16.02% respectively as at 31 December 2004, well
above the statutory minimum ratio.

The Bank allocates its capital to various banking activities
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.

Foreign currency risk management

The Bank'’s foreign exchange risk stems from taking foreign
exchange position, commercial dealing, investment in
foreign currency securities and operations of overseas
branches. All foreign exchange positions are subject to
exposure limits approved by ALCO. The average daily
foreign exchange trading profit and loss for the year ended
31 December 2004 was a gain of $4,000.

Interest rate risk management

The mismatch arising from interest rate profile of the
Bank’s assets and liabilities, which gives rise to interest
rate risk for the banking book, is overseen by ALCO. This
interest rate risk comprises of basis risk among different
interest rate benchmarks, yield curve movements, interest
rate repricing risk and embedded options if any. ALCO
reviews interest rate risk of the banking book through
gap mismatch reports, sensitivity analysis and various
earnings scenario analyses. To mitigate interest rate risk,
the Bank has used interest rate derivatives, mainly interest
rate swaps, to hedge both assets and liabilities.
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(N) Risk Management (cont'd)
(vii) Other trading and investment activities

For the year ended 31 December 2004, there has been
some commodity trading limited to gold with an average
daily trading loss of $9,000.

The Bank has invested part of its excess liquidity into
external funds to enhance the return starting in May 2004.
The average daily mark-to-market profit and loss for the
year ended 31 December 2004 was a gain of $449,000.

(viii) Operational risk management

The Bank manages its operational risk through the
Operations & Control Committee that comprises the Chief
Operating Officer as the chairman and other senior staff
from various business lines and support functions. One of
its key responsibilities is to periodically review, update,
and test as necessary the operational policies, procedures
and contingency plans of the Bank.

Operational risk is the risk of losses which the Bank may
incur as a result of inadequate or failed processes,
technology, infrastructure, personnel or from external
events. Operational risk is not new to banks. Significant
operational risk events in recent years have highlighted
the need to manage operational risk more effectively by
taking a broader and more comprehensive view.
Technology and operational issues remain critically
important, but other areas, which could lead to operational
losses, must be managed as well.

The Bank currently manages operational risk through a
number of ways, such as:

- Operations and technology polices and manual are
developed and reviewed annually to ensure processes
are adequately considered and defined.

- Human resources policy and practices are established
to define and encourage proper staff behavior, and
that staff are qualified and trained for their roles.

- New products and services are evaluated to ensure
that staff, processes, and technology can adequately
support prior to launching.

- Disaster recovery and business continuity plans are
set up and tested annually for major events such as
major failure of data centre caused by fire or other
events; loss of operating site and sudden and massive
customer withdrawal due to market rumors or other
reasons.
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