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Management Discussion and Analysis

1.0

2.0
2.1

2.2

Review of Operations

The Hong Kong economy continued to improve in 2004. Boosted
by the individual travel scheme and Closer Economic Partnership
Arrangement (‘CEPA’), unemployment gradually eased and the
property market also rebounded sharply. Despite the operating
environment of the financial industry has improved, loan demand
remained weak and margins were under pressure due to fierce
competition among banks. During the period, CITIC International
Financial Holdings Limited (the ‘Group’) actively grasped the
opportunities brought about by the economic recovery and CEPA,
with subsidiaries registering satisfactory performance and

contributing to overall growth.

Business Performance

Profit

The Group's operating profit before provisions for the six months
ended June 2004 was HK$521 million, representing a fall of 3.6%
from the same period last year. Due to asset quality improvement,
net specific provisions in retail and corporate loans recorded a
substantial drop of 92.6% and 55.0% respectively versus the same
period last year. This, coupled with a HK$27 million release in
general provisions, led to a sharp fall in charge for bad and doubtful
debts by 83.8% and resulted in a 58.1% increase in operating
profit to HK$483 million.
associates fell 64.6% to HK$22 million due to the less than

satisfactory performance of CITIC Capital Active Partner Fund

However, net profit arising from

Limited as a result of market volatility. Taking into account of
taxation and minority interests, profit attributable to shareholders
rose to HK$423 million, 37.9% higher than the same period last

year.

Net interest income

Yield on loans was under pressure due to intense competition
among banks. The Group’s net interest income in the first half of
2004 was also affected. However, as HIBOR stayed at very low
levels, interest expenses were substantially reduced by nearly 40%
while net interest income only recorded a slight decrease of 1.0%
versus the same period last year to HK$780 million. Net interest

margin saw one basis point expansion to 2.19%.
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Management Discussion and Analysis
(cont’d)
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Business Performance (cont‘d)

Non-interest income

The Group’s non-interest income recorded satisfactory growth, up
7.9% to HK$237 million from the same period last year. This was
mainly derived from the fees and commissions of retail banking
(including wealth management services), fee income from
corporate loans, profits from foreign currency dealings and
commissions of trade bills. The proportion of non-interest income
to operating income also rose to 23.3% from 21.8% in the same
period last year.

Operating expenses

Operating expenses for the first half of 2004 reached HK$496
million, a 6.2% increase versus the same period last year, mainly
due to a 21.3% increase in staff costs. The sharp rise in staff costs
was due to newly acquired subsidiaries, change in staff mix and
incentive plans. Other operating expenses that included the
amortisation of the issuance cost of convertible bonds rose 19.9%.
However, as CITIC Ka Wah Bank Limited (‘CKWB’) implemented a
rationalisation programme of office premises at the end of last
year and the Group strived in controlling costs, numerous expense
items fell, in particular over 17.0% savings were achieved in
premises and equipment expenses. The cost to income ratio (after
goodwill) fell from 50.3% at the end of last year to 48.8%.

Charge for bad and doubtful debts

The Group lent conservatively and strived to maintain its asset
quality. As the economy has turned around and the property market
substantially rebounded, net specific provisions for retail and
corporate loans recorded a sharp decline of 92.6% and 55.0%
respectively from the same period last year, leading to over HK$200
million reduction in total specific provisions. Coupled with a HK$27
million release in general provisions, charge for bad and doubtful
debts saw a sharp decline of 83.8% to HK$38 million in the first
half of 2004. The general provision coverage was 1.28%.

Interim dividend

The Board are pleased to declare an interim dividend of HK$0.066
per share, representing a pay-out ratio of 49.8%. The interim
dividend for the first half of 2003 was HK$0.03.

CITIC International Financial Holdings Limited | 2004 Interim Report
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Asset Quality

Assets, loans, and deposits size

As at 30 June 2004, the Group’s assets, loans and deposits were
maintained at a similar level as at the end of last year. Total assets
slightly dropped 0.2% from 2003 year-end to HK$79.8 billion.
Despite mortgages and loans for property investment fell 8.4%
and 7.2% respectively from the end of last year, loans for use
outside Hong Kong increased 27.9%. In addition, loans for
transport and transport equipment, manufacturing and trade
finance grew by 12.4%, 9.0% and 11.5% respectively from the
end of last year, resulting in total loans falling by 0.3% to HK$40.5
billion. Total deposits fell 0.5% from previous year-end to HK$61.3
billion, of which HK$56.8 billion were customer deposits,

representing 0.2% decline from the end of last year.

Asset quality indicators

The Group resolved HK$650 million in problem loans in the first
half of 2004. Non-performing loans dropped by HK$473 million.
The NPL ratio fell to 5.3% from 6.5% at the end of last year. The
coverage ratio was 93.5%, while the loan loss coverage ratio
improved from 47.1% of 2003 year-end to 51.1%.

Financial position

As at 30 June 2004, the Group’s unadjusted capital adequacy ratio
was 18.5%. The loans to deposits ratio was 66.2%, and the loans
to total assets ratio was 50.8%.

CITIC International Financial Holdings asset quality indicators

—BENF —ET=F

ANA=1+H +=—A=+—H

30 June 2004 31 December 2003

RCPHEE AT R Unadjusted capital adequacy 18.5% 18.4%
BfFtb = Loans to deposits 66.2% 66.0%
ERHEERMBELEX Loans to total assets 50.8% 50.9%
BEX Coverage 93.5% 94.1%
ENSBEEEX Loan loss coverage 51.1% 47 1%
—REEEEE General provision coverage 1.28% 1.34%
NREML = NPL 5.3% 6.5%

FEERSRERERAA | —ZRNEERHRE
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Management Discussion and Analysis
(cont’d)
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Core Business Development

Commercial banking - CITIC Ka Wah Bank Limited
Operating environment

Boosted by the individual travel scheme and CEPA, the Hong Kong
economy continued to improve. In view of improving trends in
employment and bankruptcies, and a rebounding property market,
CKWB re-entered the retail lending market in the second quarter
by launching a brand new unsecured personal loan product and a
comprehensive range of mortgage plans. CKWB has pursued retail
lending businesses again in an active way to build new revenue
sources.

Awards

CKWB was awarded a Certificate of Merit in the 2004 HKMA
Quality Award organised by The Hong Kong Management
Association. CKWB was the only bank that received the Quality
Award this year, in recognition of its achievement in implementing
quality management.

Business performance

Earnings

For the six months ended June 2004, CKWB's operating profit
before provisions was HK$560 million, representing a 0.3%
increase from the same period in 2003. Due to improvement in
asset quality, net specific provisions for retail and corporate loans
dropped sharply by 92.6% and 45.2% respectively from the same
period last year. Coupled with a HK$27 million release in general
provisions, charge for bad and doubtful debts dropped substantially
by 76.0%, leading to a 50.9% surge in operating profit to HK$507
million. However, as the performance of CITIC Capital Active
Partner Fund Limited was adversely affected by market volatility,
CKWB's net loss arising from associates amounted to HK$17
million. Despite this, profit attributable to shareholders rose 32.3%
to HK$420 million.

Net interest income

Despite yield on loans was depressed by intense competition among
banks, CKWB'’s interest expenses declined by nearly 40% from
the same period last year as it effectively lowered the funding
cost. As aresult, net interest income only recorded a small decrease
of 1.4% to HK$770 million. Net interest margin narrowed slightly
by one basis point to 2.18% from the same period last year.

CITIC International Financial Holdings Limited | 2004 Interim Report
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Management Discussion and Analysis
(cont’d)
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Core Business Development (cont’d)

Commercial banking - CITIC Ka Wah Bank Limited

(cont’d)

Business performance (cont’d)

Non-interest income

CKWRB'’s non-interest income recorded favourable performance,
up 11.4% to HK$230 million from the same period last year. Wealth
management services continued to register satisfactory growth.
Non-interest income derived from unit trust and insurance product
sales rose by 21.8% and 28.6% respectively compared to the same
period last year. Fees and commission income derived from other
retail banking services surged by 52.1%. Altogether retail banking
related fees and commission income amounted to HK$113 million
which accounted for 49.4% of total non-interest income. Fee
income from corporate loans rose 28.4% to HK$64 million versus
the same period last year. Adding the contribution from trade bills,
wholesale banking fee income amounted to HK$86 million which
accounted for 37.4% of total non-interest income. On the other
hand, profits from foreign exchange dealings also recorded a
24.7% increase versus the same period last year, accounting for
12.0% of total non-interest income.

Operating expenses

CKWB continued to control its operating expenses effectively. In
the first half of 2004, operating expenses saw a slight increase of
2.6% to HK$439 million, mainly due to a 16.0% increase in staff
costs. The sharp rise in staff costs was due to a newly acquired
subsidiary, change in staff mix and incentive plans. However, CKWB
implemented a rationalisation programme of office premises at
the end of last year and strived in controlling costs, resulting in a
decline in numerous expense items, in particular, premises and
equipment expenses dropped 18.6% versus the same period last
year. The cost to income ratio (after goodwill) improved from
47.1% at the end of last year to 43.9%.

Charge for bad and doubtful debts

Benefiting from the economic recovery, net specific provisions for
retail and corporate loans fell sharply by 92.6% and 45.2%
respectively or a reduction of approximately HK$180 million in
total compared to the same period last year. This, coupled with a
HK$27 million release in general provisions, resulted in CKWB's
charge for bad and doubtful debts declining sharply by 76.0% to
HK$54 million in the first half of 2004. The general provision
coverage was 1.30%.
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Management Discussion and Analysis
(cont’d)
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Core Business Development (cont’d)

Commercial banking - CITIC Ka Wah Bank Limited

(cont’d)

Asset quality

Assets, loans, and deposits size

As at 30 June 2004, total assets, loans and deposits of CKWB
were maintained at a similar level as of 2003 year-end. Total assets
reached HK$76.5 billion, a slight decrease of 1.1% versus 2003
year-end. Despite mortgages and loans for property investment
recorded a decline of 8.4% and 7.4% respectively, loans for use
outside Hong Kong surged by 27.7%. In addition, loans for
transport and transport equipment, manufacturing and trade
financing increased by 12.4%, 9.0% and 13.0% respectively,
resulting in a slight decrease of 0.3% in total loans and advances
to HK$40.0 billion. Total deposits decreased 1.6% to HK$62.1
billion, of which customer deposits fell 1.4% to HK$57.6 billion.

In the first half of 2004, CKWB issued HK$ 1,250 million worth of
certificates of deposit. During the period, matured certificates of
deposit totalled HK$ 1,463 million. At the end of June 2004, total
issued certificates of deposit amounted to HK$4,500 million.

Asset quality indicators

Following the appointment of the Chief Credit and Risk Officer in
November last year, CKWB employed another three senior credit
and risk management executives this year, which led to further
improvement in asset quality. Numerous asset quality indicators
pointed to better performance.

For the first six months in 2004, CKWB resolved HK$637 million
in problem loans. Non-performing loans dropped by HK$460
million compared to 2003 year-end. The NPL ratio fell to 4.1%
from 5.3% at 2003 year-end. The coverage ratio stood at 91.7%
at the end of June 2004, while the loan loss coverage ratio
improved from 50.5% at the end of 2003 to 57.2%.

CITIC International Financial Holdings Limited | 2004 Interim Report
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41 BEBRIT-PEEERTERAA 4.1 Commercial banking - CITIC Ka Wah Bank Limited
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4.143 BAFEARR 4.143 Financial position
R-ZZPENA=+H » RIERED As at 30 June 2004, CKWB’s unadjusted capital adequacy ratio
RICHBEERARLER16.7%  BEF was 16.7%. The loans to deposits ratio was 64.3%. The loans to
X R643% ERHEEBEBELERR total assets ratio was 52.2%. The average liquidity ratio was 47.4%.
52.2% @ FHARBESLERRAT 4% °
PEREEERERER CITIC Ka Wah Bank asset quality indicators
—gEnE —sT=%
ANA=1+H +=—A=+—H
30 June 2004 31 December 2003
RICHAEEATT LR Unadjusted capital adequacy 16.7% 16.3%
BTFtbE Loans to deposits 64.3% 63.5%
EREEERELE Loans to total assets 52.2% 51.8%
:Fi’/]um%béffﬁtlzi Average liquidity 47.4% 49.2%
BEX Coverage 91.7% 92.9%
ENSBEEEX Loan loss coverage 57.2% 50.5%
—REEEEE General provision coverage 1.30% 1.36%
TREMRE NPL 4.1% 5.3%
N R B P Mainland loans to total customer
B FREL B advances 12.9% 11.8%
4.15 ZXFERE 4.15 Business development
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To assist customers in capturing the tremendous business
opportunities arising from CEPA, CKWB launched China related
services ‘RMB+ China Linked Services’ in the first quarter.
Additionally, in light of the improving trend in unemployment and
bankruptcies as a result of the economic recovery, CKWB re-entered
the retail lending market in the second quarter. CKWB introduced
a brand new unsecured personal loan ‘DollarSmart’ and a
comprehensive range of mortgage plans, encompassing fixed rate
mortgage plans and Prime- or HIBOR-based floating rate mortgage
plans. The enhanced ‘'NOW Account’ was also launched in order

to cope with the changing needs of the customers.
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Management Discussion and Analysis
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4.0 Core Business Development (cont’d)
4.1 Commercial banking - CITIC Ka Wah Bank Limited
(cont’d)
4.15 Business development (cont’d)
New products and services launched in the first half of 2004

#E mm KRS

New products and services

—A

January

[REXA | Shastsl
'HOPE Educator’ life insurance plan
ERBOHEEER
Credit Card Acquisition Campaign

—HR

February

[RMB+ B — 3B ] AR
RMB+ China Linked Services
CEPA [EEZKEEMIR] FHAEE
CEPA Desk Service
RARBEEHMETR
Enhanced Currency-Linked Deposit
ERESERRE [EEEEE] By RETEl

Credit Card - up to 5 times ‘Gen-X' bonus points program

I\/Iarch

RAEEEBHETR

Principal Protected Currency-Linked Deposit

ERBOEEER

Credit Card Acquisition Campaign

ERED RiRERRER

Credit Card Spending Promotion to redeem fabulous gifts at discounted
instalment price

MmA
April

REEERIR—BARARZTEES

Acted as Placing Bank for HK Link 2004 Limited Retail Bond
MnEeEEy [BEE] RIKETE

WARMTH Retirement with Annuity Option

ERE [REBESH] 53

Credit Card ‘Statement Balance IFFI" Program

A A
May

[DollarSmart | L AER
‘DollarSmart’ Personal Instalment Loan
EERIBER
Fixed Rate Mortgage Loan
ERE [MEAREESH] 52
Credit Card ‘Non-Conventional IFFI" Program
ERBERARKRER
Credit Card May Spending Promotion
[HEER] RBHEETE

Customer Member-Get-Member Mortgage Loan Referral Program

CITIC International Financial Holdings Limited | 2004 Interim Report
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4.0 Core Business Development (cont’d)
4.1 Commercial banking - CITIC Ka Wah Bank Limited
(cont’d)

4.15 Business development (cont’d)
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Month New products and services

<A s  ZEKRBENGE

June Comprehensive Range of Mortgage Plans

23 8RR A0 |
Relaunch of ‘NOW Account’
RMEBBRBBFERARAZTEES
Acted as Placing Bank for The Hong Kong Mortgage Corporation Limited
Retail Bond
mh B B PR B T 4 A DR I AR 2 D B MR AA IR
CIFC launched Export Account Receivable Discounting with Recourse to
Export Insurance Agency

—ETNF EFFEAEEERER S
B BHE_TENFENA=THIER
BESEIA /R - MEKERRIE X
FRE FFA23.4% °

CEEFTE - BERITEELFFX
D2ELRREERNER - HFH—
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RARAEBNATERTER - BMKE

BRAR—R-_TEELTERRERE
BERAB LT EABETERTEE
BHRZHT  AREERREPEEARD
BEERBRARE ( [FEEX]) &
1 RERYEZERARNSHE—E-T
BXTREER -

BRERMERERAA | —Z2NEFERHRE

In the first half of 2004, the credit card business showed
encouraging results. As at 30 June 2004, near to 160,000 credit
cards were issued and card receivables rose by 23.4% compared

to the same period last year.

In respect of corporate lending, CKWB's Wholesale Banking Group
participated in seven syndicated loan facilities in the first half,
contributing approximately HK$10 million of fee income. The loan
facilities that CKWB acted as the sole arranger included a HK$580
million loan for Stone Pole Limited, a HK$120 million loan for
Egana Jewellery & Pearls Limited and a HK$77 million loan for
Artel Industries Limited. Meanwhile, CKWB worked jointly with
CITIC Capital Markets Holdings Limited (‘{CCMH’) for the first time
to conclude a US$120 million syndicated loan facility for Road
King Infrastructure Limited.
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(cont’d)
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Core Business Development (cont’d)

Commercial banking - CITIC Ka Wah Bank Limited

(cont’d)

China banking

Despite China’s adoption of the macro-tightening policy, the
Mainland market still poses immense business opportunities. In
response to the credit tightening by local banks, numerous quality
Mainland enterprises, which need stable credit support, turned to
foreign banks for loans and other services. This in turn became a
good opportunity for CKWB to expand its customer base in the
Mainland.

At the beginning of this year, China International Finance Company
Limited (Shenzhen) ('CIFC’) officially commenced its operation and
started its mortgage and commercial loan services in China. CIFC
is expected to remain profitable in 2004. It would then fulfil the
requirement of two years’ profitable operation and become eligible

to apply for a renminbi license by early 2005.

CKWB is applying to open a branch in Macau and plans to set up
a branch in Shanghai by the end of this year as a service platform

for customers in the Yangtze River Delta.

Business management

With the gradual implementation of the Business Excellence Model
throughout the organization, CKWB has established a superb
leadership model and a world-class business management system.
In recognition of its achievement in quality management, CKWB
was awarded the 2004 HKMA Quality Award Certificate of Merit
by The Hong Kong Management Association. In order to make
further enhancement in quality management, CKWB will set up
work improvement teams this year to look for improvement in the
seven areas of the model, namely, leadership; strategic planning;
customer and market focus; measurement, analysis and knowledge
management; human resource focus; process management; and

business results.
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Management Discussion and Analysis
(cont’d)
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Core Business Development (cont’d)

Asset management - CITIC International Assets
Management Limited

Business performance

For the six months ended 30 June 2004, CITIC International Assets
Management Limited (‘CIAM’) recorded an operating income of
HK$4 million, representing a 78.9% drop compared to the same
period last year. The decline was mainly due to reduced contribution
from cash management activities and loss from one listed securities
investment. Operating loss before provisions during the period
was HK$3 million. Taking into account of a HK$15 million write-
back in provisions, CIAM’s profit before tax in the first half was
HK$12 million, a 144.7% surge from the same period last year.

Direct/structured investments

During the first half of 2004, CIAM strived for the development of
its direct investments and structured investments. It aims to build
up a meaningful investment portfolio by focusing resources on
regions and industries with potential for significant growth and at
the same time striking a balance between investment returns and
risks in both the long term and the short term. As at 30 June
2004, total structured investments exceeded HK$200 million, the
scale of which is expected to expand further and provide more
significant contribution to the earnings of the Group. In the second
half of the year, the scale of new investments is estimated to be in
the range of HK$60 million to HK$100 million.

Apart from the Shenzhen Guocheng Century Venture Capital Co.,
Ltd. established in late 2002, CIAM is actively exploring the
possibilities of setting up specialised direct investment funds in
joint hands with certain foreign fund houses. It is anticipated that
at least one joint venture would be set up by the end of this year.

Recovery of non-performing loans

In the first half of 2004, CIAM continued its efforts in the recovery
of non-performing assets and generated a HK$15 million net
release in provisions, a significant improvement compared to a
HK$10 million provision charges for the same period last year. The
NPL level is expected to drop further in the second half.
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Management Discussion and Analysis
(cont’d)
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Core Business Development (cont’d)

Investment banking - CITIC Capital Markets Holdings
Limited

Business performance

With the passing of the resolution for a stake increase in CCMH at
the Extraordinary General Meeting held in April this year, the
Group's stake in CCMH increased from 25% to 50% effective
from 29 April 2004. On 17 June this year, CITIC Frontier China
Research Limited became a wholly owned subsidiary of CCMH,
which enlarged the scope of services provided by CCMH to its
customers.

In the first half of 2004, CCMH’s net profit was HK$86 million,
representing an increase of 10.7% over the HK$77.7 million
recorded in the same period last year.

Investment banking

CCMH was the sole sponsor and lead manager of the listing of Weichai
Power Co., Ltd. The IPO of Weichai Power Co., Ltd. received the
strongest market responses amongst all the IPOs completed during
the period. The international offering was 53 times over-subscribed
and the public offering was 928 times over-subscribed. Over HK$1.3
billion were raised through this IPO. The closing price in the first day
of listing was 30% higher than the IPO price. This encouraging result
not only laid a remarkable milestone in the development of CCMH,
but also re-affirmed its determination to become a leading China-
focused investment bank.

CCMH also participated in a number of equity and debt financing
exercises, including a HK$700 million top-up share placement for
Chaoda Modern Agriculture (Holdings) Limited, a HK$350 million
share placement for Asia Resources Holdings Limited and a US$120
million syndicated loan facility for Road King Infrastructure Limited.

Asset management

During the first half of 2004, total fund under management of
CCMH grew over US$30 million. As at June 2004, the fund size of
CITIC Capital China Plus Fund and CITIC Capital Global Macro
Fund reached US$41 million and US$59 million respectively. A new
fund, CITIC Capital Monhegan Global High Yield Fund of Funds,
was launched in March 2004 to focus on global emerging markets
in Latin America, Eastern Europe and Asia. CCMH will launch a
variety of new funds in the second half of 2004 to attract those
investors who are interested in the equity markets in the Greater
China region.
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(cont’d)

4.0
4.3

4.33

4.34

5.0

Core Business Development (cont’d)

Investment banking - CITIC Capital Markets Holdings
Limited (cont’d)

Asset management (cont’d)

As for private equity, riding on the success of CITIC Equity Partners
Fund launched last year, another private equity fund, CITIC Japan
Partners Fund, was launched in the first half of 2004 and
investment commitment of US$80 million was secured. Both funds
have the objective to extract values from investing in U.S. and
Japan manufacturers which aim to relocate their manufacturing
base to lower cost sites located in China.

Securities brokerage

In the first half of the year, CCMH expanded its retail brokerage
network by opening two new branches and hiring a number of
customer service managers. Additionally, CCMH and its sister
company CITIC Securities have worked closely for improvement in
the areas of information exchange, customer referral, staff training
and order execution, laying a solid foundation for future
collaboration on the blueprint of ‘Qualified Domestic Institutional
Investor’ mechanism.

The market share of CCMH on turnover of the Stock Exchange of
Hong Kong continued to grow steadily. The client profile gradually
moved up from retail investors to high-income individuals and
institutional investors. It is the intention of CCMH to further
increase its market share through enrichment of product offerings
and continuous improvement in service quality.

Future Development

Looking ahead, CIFH will continue to expand into the Mainland
market in an active way. It is expected that CKWB would set up a
new branch in Shanghai by the end of this year, and that CIFC
could make application for a renminbi license in early 2005. Since
the beginning of the second quarter, CKWB has launched
numerous brand new retail banking products to expand its revenue
sources. In the future, CKWB would actively pursue the SME
businesses and enhance the wealth management services for
individuals. The Group would also strengthen its credit and risk
management with a view to further enhancing its asset quality.
Meanwhile, it would continue to strengthen its cooperation with
other financial institutions within the CITIC Group with the aim to
developing itself into a one stop financial supermarket and a cross-
strait financial bridge.



