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Hong Kong's economy continued to see satisfactory performance in
the first half of 2005. Led by the booming property market and the
steady improvement in employment, domestic consumption remained
buoyant, and domestic lending also began to show signs of recovery.
Nevertheless, local banks were confronted with the double challenge
of soaring funding costs and severe net interest margin pressures, as
the Hong Kong Interbank Offer Rate (“HIBOR") surged on the one
hand and sparked a migration of funds to time deposits which
commanded correspondingly higher rates, yet the rise in prime lending
rate on the other hand failed to keep pace with the rise in HIBOR.
Margin pressures only started to ease after mid-May when HIBOR
stabilised and the prime lending rate started to move up progressively,
following the refinements that the Hong Kong Monetary Authority
introduced to the operation of the Hong Kong dollar linked exchange
rate system. Yet the Hong Kong financial industry continued to be
tested by intense competition and rising operating costs.

CITIC International Financial Holdings Limited (the “Group”) has
adopted the new and revised Hong Kong Financial Reporting
Standards and Hong Kong Accounting Standards (the “new
accounting standards”) which came into effect on 1 January 2005.
The required change in accounting policies has been described in
detail in note 2. The resulting changes in accounting treatment and
presentation of various profit and loss and balance sheet items may
render certain comparative figures not strictly comparable.
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2.0 Business Performance

2.1

2.2

TEERSRZERARA A

Profit

The Group's operating profit before impairment allowances for the
six months ended June 2005 was HK$474 million, representing a fall
of 9.0% compared to the same period last year. The fall in profit
was mainly attributed to a 27.6% decline in net interest income as a
result of the substantial rise in HIBOR and intense competitive
pressures on loan margins. On a brighter note, however, the Group
delivered an outstanding non-interest income performance for the
period with a growth of over 70% over last year, while prudent cost
control measures also helped contain operating costs at basically the
same level as last year. These have combined to help alleviate the
impact of the sharp decline in net interest income. Meanwhile, an
improvement in asset quality and a reversal in collective assessment
allowances resulted in a release of impairment allowances of HK$92
million. This led to a 17.3% increase in operating profit to HK$566
million as compared to the same period last year. During the period,
the disposal of tangible fixed assets realised a net profit of HK$251
million, which included the HK$227 million gain from the sale of Ka
Wah Bank Centre. The Group's share of profits from associates
amounted to HK$18 million, as market-driven volatility in the
performance of CITIC Capital Active Partner Fund Limited was offset
by contributions from CITIC Capital Markets Holdings Limited
("CCMH"). After taking into account other items, the Group's profit
attributable to shareholders rose a significant 70.3% to HK$723
million for the first half of 2005 as compared to the same period last
year.

Net interest income

The surge of HIBOR and the corollary climb in time deposit interest
rates led to a migration of funds from savings and demand deposits
to time deposits. As at 30 June 2005, the Group's overall interest
expenses grew substantially by 124.8% year-on-year. Meanwhile,
net interest margin came under severe pressure with the sustained
narrowing of the Prime-HIBOR gap, and was further exacerbated by
intense competition amongst banks. Net interest income and net
interest margin were also adversely impacted by certain changes in
accounting treatment, for instance, interest income from the funding
swap and trading portfolio is to be treated as non-interest income;
dealer commission expenses incurred in the hire purchase business
are to be offset against interest income, and incremental interest
expense is incurred from the treatment of effective interest rate of
convertible bonds.

As a result, the Group's net interest income for the first half of 2005
dropped by 27.6% to HK$565 million. Under the new accounting
standards, the Group’s net interest margin for the first half of 2004
was adjusted from 2.19% to 2.07%, and stood at 1.60% for the
first half of 2005.

| CITIC International Financial Holdings Limited
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2.0 Business Performance (cont'd)

2.3

24

2.5

2.6

Non-interest income

For the first half of 2005, the Group’s non-interest income grew
substantially by 72.6% year-on-year to HK$409 million. The growth
was derived mainly from the treasury and retail banking businesses
of CITIC Ka Wah Bank Limited (“CKWB") as well as from CITIC
International Assets Management Limited (“CIAM"). The proportion
of non-interest income to operating income rose significantly to
42.0%, up from 23.3% in the first half of 2004.

Operating expenses

The Group's prudent cost control measures, coupled with the
exclusion of goodwill amortisation under the new accounting
standards, led to a slight increase of 0.8% only in operating expenses
to HK$500 million for the first half of 2005. Goodwill amortisation
amounting to HK$30 million in the first half of 2005 was saved.
However, the Group’s operating income was affected by a rise in
HIBOR and pressure on loan margins. As a result, the cost to income
ratio rose to 51.4% from 48.8% during the same period last year.

Impairment allowances

The Group lent conservatively and strived to continually improve its
asset quality. With the rebound in both the Hong Kong economy
and property market and the benefit of a reversal in collective
assessment allowances, the Group recorded a HK$92 million release
in impairment allowances for the first half of 2005, as compared to a
charge of HK$38 million for the first half of 2004. The addition in
provision for individually assessed loans was HK$9.7 million while
the net release in provision for collectively assessed loans was HK$52

million.

Interim dividend

The Board of Directors proposed an interim dividend of HK$0.113
per share, representing a pay-out ratio of 50.0%. The interim dividend
for the first half of 2004 was HK$0.066 per share.
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3.1

3.0 Asset Quality

Asset, loan, and deposit sizes

As at 30 June 2005, the Group's total assets were HK$87.5 billion,
representing a 4.7% increase from 2004 year-end. Total loans rose
1.6% from the end of 2004 to HK$43.6 billion, driven mainly by a
rise in residential mortgage, property investment and trade finance
related lending. Total deposits grew by 1.9% from 2004 year-end to
HK$63.6 billion.

32 BEREER 3.2 Asset quality indicators
R Z2IHEEXEREHNEMRA RIE During the period, the Group has improved several asset quality
SHERNAE FEABERLEHIZZTM indicators. As at 30 June 2005, classified exposure fell to 4.0% from
FEEMS4%RES0% ° EHTEAT - K& 5.4% at the end of 2004. Under the new accounting standards, the
ESFARAERBNBREERLEERL.0% & Group's impaired loan ratio as at 30 June 2005 improved to 4.0%
TEFhFE—FB—HB54%KE ; B EETE from 5.4% as at 1 January 2005. Coverage as calculated on the
At ENEEXHSFE—H —HMB89.6%HER basis of the new accounting standards expanded from 89.6% as at
£96.6%; EREBEEBEXTHSFE—R—H 1 January 2005 to 96.6%. The loan loss coverage ratio improved
121.3%FE24.2% from 21.3% as at 1 January 2005 to 24.2%.
3.3 MHBKR 3.3 Financial position
RIZFTAFAAE > AEEZREHAEZER As at 30 June 2005, the Group's unadjusted capital adequacy ratio
R ER16.4%  BFHLER686% BN was 16.4%. The loans to deposits ratio was 68.6%, and the loans to
HWEERBELERA9.9% - total assets ratio was 49.9%.
FEEREMEERERE
CITIC International Financial Holdings’ Asset Quality Indicators
—EZTREF ZERFRF “FFENME
~NA=+H —H—H +ZA=+—H
30 June 2005 1 January 2005 31 December 2004
RAEAREARFTRIEEX Unadjusted capital adequacy 16.4% 16.2% 15.9%
==z Loans to deposits 68.6% 68.8% 68.8%
BREEERELX Loans to total assets 49.9% 50.7% 51.4%
RHEABEERLE Classified exposure 4.0% 5.4% 5.4%
BEER LR Impaired loans* 4.0% 5.4% -
BEX~ Coverage* 96.6% 89.6% -
BREBEEX Loan loss coverage* 24.2% 21.3% -
FAREREEEX Collective assessment coverage* 0.68% 0.84% -

* BTG ERIGTE
* Calculated on the basis of the new accounting standards
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4.12
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Core Business Development

Commercial banking business — CITIC Ka Wah Bank
Limited

Operating environment

The operating environment of Hong Kong's banking sector during
the first half of 2005 was characterised by rising costs, narrowing

However, CKWB
successfully leveraged opportunities from the sustained economic

interest margins and intense competition.

revival by growing its wealth management business, in particular in
the area of bancassurance, and managed to achieve a substantial
increase in non-interest income. Another achievement came from
CKWB's wholly-owned subsidiary, China International Finance
Company Limited (Shenzhen) (“CIFC"), which successfully obtained
a Renminbi licence in June and thus helped CKWB embark on a new
chapter in the development of its China business.

Business performance
Earnings

CKWB reported operating profit before impairment allowances of
HK$448 million for the six months ended June 2005. This represents
a fall of 20.1% compared to same period last year, attributed mainly
to a25.9% decline in netinterest income as a result of the substantial
rise in HIBOR and intense competitive pressures on loan margins.
However, this was partially offset by the sustained outstanding
performance in its non-interest income by 54.7% during the period.
Additionally, improvements in its asset quality and a reversal in
collective assessment allowances led to a HK$97 million release in
impairment allowances. As a result, CKWB reported a 7.4% increase
in operating profit to HK$545 million as compared to the same period
last year. During the period, the disposal of tangible fixed assets
realised a net profit of HK$244 million, which included the HK$227
million gain from the sale of Ka Wah Bank Centre. Nevertheless, as
the performance of CITIC Capital Active Partner Fund Limited was
adversely impacted by market volatility during the period, CKWB
registered a HK$10 million share of loss from this associate. After
taking into account other items, CKWB'’s profit attributable to
shareholders for the first half of 2005 rose 62.7% to HK$684 million
compared to the same period last year.
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4.0 Core Business Development (cont'd)

4.1 Commercial banking business - CITIC Ka Wah Bank
Limited (cont’d)

4.12 Business performance (cont’d)
4.122 Net interest income

The surge of HIBOR and the corollary climb in time deposit interest
rates led to a migration of funds from savings and demand deposits
to time deposits. As at 30 June 2005, CKWB's overall interest
expenses rose substantially by 116.5% year-on-year. Meanwhile,
net interest margin came under severe pressure with the sustained
narrowing of the Prime-HIBOR gap, and was further exacerbated by
intense competition amongst banks. Net interest income and net
interest margin were also adversely impacted by certain changes in
accounting treatment, for instance, interest income from funding
swap and trading portfolio is to be treated as non-interest income,
while dealer commission expenses incurred in the hire purchase
business are to be offset against interest income.

CKWB's net interest income for the first half of 2005 dropped by
25.9% to HK$571 million. Under the new accounting standards,
CKWB's net interest margin for the first half of 2004 has been adjusted
from 2.18% 10 2.06%, and stood at 1.63% for the first half of 2005.

4.123 Non-interest income

For the first half of 2005, CKWB recorded a strong 54.7% growth in
its non-interest income to HK$355 million compared to the same
period last year; this lifted the share of its non-interest income in its
operating profit to 38.4% for the first half of 2005 from 23.0% for
the corresponding period last year. The main contributor of this
performance came from its Retail Banking Group which registered a
26.9% increase in non-interest income to HK$ 156 million — including
a sharp rise of 83.8% in insurance-related non-interest income. The
other key contributor was its Treasury business, whose non-interest
income soared 19 times to HK$116 million as a result of satisfactory
returns from its fund investment activities launched since the latter
half of 2004.

FEEESREBRERAT | CTC International Financial Holdings Limited
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4.0
4.1

Core Business Development (contd)

Commercial banking business — CITIC Ka Wah Bank
Limited (cont’d)

4.12 Business performance (cont’d)

4.124 Operating expenses

CKWB'’s operating expenses rose by 8.9% year-on-year for the first
half of 2005 due to three key factors. The first stemmed from the
fact that CKWB only re-entered the personal lending market in the
second quarter of 2004 and as such, advertising expenses were
comparatively higher in the first half of 2005. The second stemmed
from the increase in rental expenses arising from the sale and
leaseback agreement of Ka Wah Bank Centre after its disposal as
part of the bank’s office premise rationalisation plan. The third was
due to an acceleration in depreciation charge resulting from a change
in accounting estimates since 2004 on computer software and
equipment. As a result, the cost to income ratio rose to 51.6% from
43.9% in the same period last year.

4.125 Impairment allowances

4.13
4.131

CKWB lent conservatively and strived to continually improve its asset
quality. With the rebound in both the Hong Kong economy and
property market and the benefit of a reversal in collective assessment
allowances, the Group recorded a HK$97 million release in impairment
allowances for the first half of 2005, as compared to a charge of
HK$54 million for the first half of 2004. The addition in provision for
individually assessed loans was HK$3.9 million while the net release
in provision for collectively assessed loans was HK$52 million.

Asset quality
Asset, loan, and deposit sizes

Total assets of CKWB were HK$84.2 billion as at 30 June 2005,
representing a 4.9% increase over the previous year-end. Total loans
rose 1.8% to HK$43.0 billion on the back of increases in residential
mortgage, property investment and trade finance related lending.
Despite a slight 0.1% decline in customer deposits to HK$55.6 billion,
total deposits stood at HK$63.9 billion, or a 2.1% increase from the
previous year-end.
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4.0 Core Business Development (cont'd)

4.1 Commercial banking business — CITIC Ka Wah Bank
Limited (cont’d)

4.13 Asset quality (cont’d)
4.132 Asset quality indicators

As at 30 June 2005, CKWB reported improvements in several asset
quality indicators. Classified exposure fell to 3.1% from 4.3% at the
end of 2004. Under the new accounting standards, CKWB's impaired
loan ratio improved to 3.1% from 4.3% as at 1 January 2005. The
coverage as calculated under the new accounting standards expanded
from 86.8% as at 1 January 2005 to 95.3%. Its mortgage delinquency
ratio at 0.12% was not just lower than the 0.34% as at 2004 year-
end, but also better than the industry average of 0.22% as released
by the Hong Kong Monetary Authority. Its credit card charge-off
ratio fell further from 3.03% as at the end of 2004 to 2.19%, as
compared to the industry average of 3.19% as released by the Hong
Kong Monetary Authority.

In July, Fitch Ratings upgraded CKW8's long-term rating from “BBB”
to “BBB+". According to the credit rating agency, the upgrade
reflected CKWB's improved financials, the continued enhancement
of its risk management procedures and systems, as well as its
innovative management.

4.133 Financial position
As at 30 June 2005, CKWB's unadjusted capital adequacy ratio was
16.9%. The average liquidity ratio was 54.3%. The loans to deposits
ratio was 67.4%. The loans to total assets ratio was 51.1%.

—EZTHREF ZERFRF “FFME

~NA=+H —H—H +—-B=+—H

30 June 2005 1 January 2005 31 December 2004

ARHABRERFT R X Unadjusted capital adequacy 16.9% 16.8% 16.5%
THREBES =R Average liquidity 54.3% 47.9% 47.9%
==z Loans to deposits 67.4% 67.6% 67.6%
BREEERELX Loans to total assets 51.1% 52.0% 52.7%
RHEABEERLE Classified exposure 3.1% 4.3% 4.3%
VEREN=E e Impaired loans* 3.1% 43% -
BER Coverage* 95.3% 86.8% -
BREEEEX Loan loss coverage* 20.6% 19.2% -
FAREREEEX Collective assessment coverage* 0.69% 0.85% -
R F G EFE EFEE  Mainland loans to total loans 13.3% 13.6% 13.6%
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4.0
4.1

4.14

Core Business Development (contd)

Commercial banking business — CITIC Ka Wah Bank
Limited (cont’d)

Business development

CKWB continued to broaden the range of its products and services
in 2005. To meet the changing needs of its retail and corporate
clientele, CKWB launched a series of high-yield deposit products.
These included several retail certificates of deposits, as well as a “three-
month USD yield enhancement deposit” jointly introduced by the
Wholesale Banking Group and the Treasury and Markets Department
in March.

New Products and Services Launched in the First Half of 2005

HERRRYE New Products and Services
—A o HEFEHBTAEBEGTEAE e Five-year HKD callable certificates of deposit
January o —FHAE U AHEE A XIEIE BT R E e Three-year USD callable step-up certificates of deposit

FIRATE
e EHRAERLBEVEERE
e EHBUMKEERSE

e CHREZZEREEEELIHIER,

e Credit card “Enjoy Buy-One-Get-One-Free Offer With
Your Sales Draft” spending programme

e Credit card online bill payment double reward programme

e Credit card acquisition campaign

_R o [ERMBRMERREE e Credit card travel insurance plan

February e Dollar$marts Hi & 58 5 TR #E 2 AR 75 e Dollar$mart personal intalment loan express approval
=A e —EAMEHETHER e Three-month USD yield enhancement deposit

March o ZINEHPO'AAEAEINXREZESE, e NOW Account “Monthly Step-up Bonus Interest Rate Offer”

o (SR Cash-In, 5t &l

o [EREHERERTE

s FABEHMRXE_MBARINMEREED

o [ZHMEETHK$500,000 Jackpot#E & | %5 SR #E e Credit card "HKD500,000 Jackpot Sharing Programme”

e Credit card “Easy Cash-In” programme

e Earn double bonus points by settling second tax payment
with credit card

e Credit card balance transfer programme

mA o WMEHBITAIERA RIEEAES
April e Dollar$martf& IR 6 A 3R & &

e Two-year HKD callable step-up certificates of deposit
e Dollar$mart revolving cash card programme

ZZETRFEFEHIRE | Interim Report 2005
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4.0 Core Business Development (cont'd)

4.1 Commercial banking business - CITIC Ka Wah Bank

Limited (cont'd)

4.14 Business development (cont’d)

HERRRYE New Products and Services
AR o —FHEBITAEE R EEEBERE e Three-year HKD callable step-up certificates of deposit
May o —FHETAEEFEEEBERE e Three-year USD callable step-up certificates of deposit

o TREBERAKABR,
o 'HEERKBABXIRE

105 R EME B
s EFRABXEEXRE

e FAWTHEREM EETE -—HEZE

e “Guaranteed Retirement Income Plan”

e “Business Instalment Loan And Overdraft” services
e Credit card spending programme — up to 10 times

cash rebate
e Credit card personal line of credit

~NA s FRESESR
June o i-banking/B P RIFELRELS

o ARBERBERERE
e FHEHELHERE
e EREMMNEERE

e Dollar$mart B DI EFHEE

e Gold margin trading

SFEJ5E e Dual option i-banking two-factor authentication

e RMB credit card and ATM card

e Credit card online bill payment reward programme

e Credit card acquisition campaign

e Dollar$mart interest-free personal instalment

loan programme

P EREEEFEEHELSEERIEEX TS
B £5FLFFREREHZRBITAE
THERE ARESEFBRERE  6H&ES
T-ROTERETER -

FERECABEERE L HAN RERER
BE > CEBREEINEBARKSE —FFTHEF
THFENHERBREFR L AR EF80.0%
ZE+—RtTEST  ERERAIREFRHSL
F278%ZERAB/_FT/N\EHEBTT  HIAVISA
International A & BT 5T FHIRED B &
183%K49% - HEREFAENRSF=RE
VISA International 2 ' R H T EXRE &
B XBER _EFE-ZFETEE_STME
NAMBAAESEERAFENENBERE -
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Following an overwhelming response towards its inaugural retail
certificates of deposits in 2004, CKWB launched further programmes
of HKD and USD certificates of deposits in the first half of 2005.
These were met with strong customer subscriptions, drawing in total

funding of HK$1,140 million.

CKWB's credit card business also launched several card acquisition
and card spending campaigns which met with resounding successes.
As at 30 June 2005, total new sales increased sharply by 80.0% year-
on-year to HK$1,170 million and account receivables by 27.8% year-
on-year to HK$528 million. These compared favourably with the
industry’s average growth rate for new sales and account receivables
at 18.3% and 4.9% respectively, according to the data released by
VISA International. In March, CITIC Ka Wah Credit Card was awarded
the “Outstanding Retail Sales Volume — Gold Prize” by VISA
International, in recognition of its outstanding achievements in retail

sales between October 2003 and September 2004.

FEEESRZEKRER AR | CTC International Financial Holdings Limited
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Core Business Development (contd)

Commercial banking business — CITIC Ka Wah Bank
Limited (cont’d)

Business development (cont’d)

Building on its earlier success in bancassurance, CKWB further
strengthened its business in this area by entering into a strategic
Indeed, the
first insurance solution launched under this new alliance, the

alliance with Manulife (International) Limited this year.

Guaranteed Retirement Income Plan, made a remarkable impact and
generated HK$10 million in fee income in less than two months’
time. Separately in May, CKWB launched its wholly-owned subsidiary,
CITIC Insurance Brokers Limited, to provide insurance brokerage
service to package tailor-made insurance solutions for its corporate
clientele.

China banking

CKWB has also made several breakthrough developments in its China
business in 2005. On 21 June 2005, CIFC received approval from
the China Banking Regulatory Commission to offer Renminbi services.
As a result, CKWB became the first Hong Kong bank whose subsidiary
has obtained a Renminbi licence in the Mainland under the preferential
measures prescribed in the Closer Economic Partnership Agreement
("CEPA").
able to offer Renminbi services in 18 designated Mainland cities to

Leveraging on the platform of CIFC, CKWB will now be

its corporate clients as well as to individual clients who are non-
Mainland citizens. InJuly 2005, CIFC was granted a property insurance
agency licence by the China Insurance Regulatory Commission which
allows it to partner with Ming An Insurance to offer foreign currency
and Renminbi property insurance products.

In August 2005, CKWB received regulatory approval from Macau to
set up a local branch. Once the necessary business registration
procedures are completed, the branch will begin operations within
this year to serve as an important platform for CKWB's business
development in the Pan Pearl River Delta region.

Meanwhile, CKWB will be applying to upgrade its Beijing

representative office to branch status within 2005 with a view to
further expand its foothold on the Mainland.

93



EEEFWR DN &)
Management Discussion and Analysis (cont'd)

4.0
4.2

4.21

4.22

4.23

4.24

94

FEEERRE &)
EETHEE-TEEREETEER
2T

=

FEEREEEER _SERERESNEE
BEMAE NISTAFELLEHBESHA
AT ELEST  BREERAPNELEST
FHBBT=4E - PRAKCRIBRBEI 2L
EHRFERLT—ELEBT  REERPLR
FHBBTRE  AHRLEEESHREE
BRETESESTRENRESH N \ELE
BT EABRASTRESEST  REE
> —FIEE®ST AR -

FER®/ BE

PEEEREEEEN _SSAFE¥FHEEE
MEEETES=ZTNAAEZEETEA ; LK
HERTNTNEZEETHEER » Ah
BEXDERNBEZEETER  BRHEE
BATEAETHAR  CRLHMBBEREET
BEOR-T/N\BEBTHKY REFET
B149% MY THFEARERBEER LS
ERE -

Ri&

EERE / BIRKERR
TPEHREEEER LY FERETETRE
BEMEETE  DBGTERERERKHE -
HABRAAEBNEREEFREMES » B
IR-CFFAFLFFRPEHRGEEEERE
EHEB-—TEBTCREWA - BEMIIEE
NI FEEEAWEE - HESREERR
MG EER -

IGE 343

PEEHEEEEE KR 2 RS MR
KAEBRATANLFFTTRD2ETE @ AWK
SHEIEEE MR ETRERE - i PIEER
BREEEEIMBIMNCEBRER YRR R
AEEAFEEL TRFENSREER -

4.0
4.2

4.21

4.22

4.23

4.24

TEERSRZERARA A

Core Business Development (contd)

Asset management business - CITIC International Assets
Management Limited

Business performance

CIAM continues its diligence in managing its asset portfolio in 2005.
For the first half of 2005, it recorded an operating income of over
HK$62 million. This represents a 13 times increase over the previous
During the period, CIAM's
operating profit before impairment allowances and tax rose 15 times

year's performance of HK$4 million.

over the same period last year to over HK$51 million. After accounting
for over HK$7 million worth of net loan and asset impairment and
over HK$8 million in anticipated taxation expenses for the first half
of 2005, CIAM reported 2005 first-half net profit of over HK$35
million, close to 200% increase compared to last year’s first-half
performance of HK$14 million.

Problem loans / assets

For the first half of 2005, CIAM realised a gain of over HK$39 million
from the disposal of problem loan assets. It also resolved over HK$88
million worth of problem loans during the period, which included
the recovery of over HK$8 million worth of loans and the sale of over
HK$80 million worth of collateral. These have combined to help
reduce the book value of its aggregate problem loans to HK$428
million, representing a 14.9% decline as compared to 2004 year-
end. Further improvement is expected in the latter half of 2005 in its
effort to reduce problem loans.

Direct investment / structured loans

During the first half of 2005, CIAM has placed more focus on
strengthening and monitoring its investments, and has thus slowed
down the pace of its new investments and lending activities. Although
the structure and scale of its related portfolio have, as a result,
remained similar to that at 2004 year-end, it was still able to generate
over HK$10 million in total revenue in the first half of 2005. It is
expected that as some projects start to mature in the latter half of
2005, these are likely to generate larger profits or value-added
contributions.

Cooperation with other investment institutions

CIAM's co-investment project, Shenzhen Guocheng Century Venture
Capital Company Limited, was fully funded in the first half of 2005
and began to increase its investment in quality projects as planned.
Separately, CIAM’s negotiations with overseas partners to expand
the scope of collaboration are on-going and are expected to achieve
meaningful progress within this year.

| CITIC International Financial Holdings Limited
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Core Business Development (contd)

Investment banking business — CITIC Capital Markets
Holdings Limited

Business performance

The first half of 2005 was fraught with challenges for CCMH. Demand
from Mainland Chinese clients to pursue Hong Kong listings has
slowed down as a result of the promulgation in January of Circular
11 by China’s State Administration of Foreign Exchange which sought
to tighten control on cross-border capital movement by Chinese
companies or individuals establishing investments outside of Mainland
China. That, coupled with the successive rate hikes in Hong Kong,
has dampened the market considerably. Apart from a few mega-
sized initial public offerings, it was not until June that the market
started to see a revival of activities. Notwithstanding such a difficult
environment, CCMH managed to achieve a consolidated profit after
tax of HK$44 million.

Investment banking

On the corporate finance front, CCMH advised a major Mainland
Chinese automobile company on its corporate restructuring as well
as its joint venture with another major domestic auto producer. It
has also co-managed the Hong Kong tranche of China Shenhua
Energy Company Limited’s global initial public offering. Meanwhile,
CCMH continued to provide advisory service to the investment
consortium on their participation in Harbin Pharmaceutical Group
Holding Co., Ltd. On the debt capital markets front, it has completed
a RMB450 million syndication financing for Nanjing International
Plaza. Arrangements for a number of other loan syndication deals
are currently underway.

Asset management

CCMH'’s assets under management reached over US$500 million as
at the end of June 2005, with growth registered in both its public
market and private equity funds during the period.

In addition to broadening the investor base of its Public Market Funds
division, it has also enhanced its product offerings with the launch of
CITIC Capital Greater China Discovery Fund and CITIC Capital China
Century Fund, as well as with the launch of the US parallel funds of
its two flagship funds, CITIC Capital Global Macro Fund LLC and
CITIC Capital China Plus Fund. CITIC Capital Global Macro Fund LLC
was nominated the “Best Asia Macro Fund in the Asian Masters of
Hedge Awards” in May this year, presented by Eurekahedge and
hedge.fundsworld. CITIC Capital Global Macro Fund delivered an
annualised return of 15.6% as at the end of June 2005, while CITIC
Capital China Plus Fund delivered a 25.9% annualised return for the
same period, both comparing favourably with industry benchmark
index performances.
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Core Business Development (contd)

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

Private equity investments

CCMH made a number of private equity investments during the past
six months through funds affiliated and managed by it. Investments
by CITIC Equity Partners, L.P. included one in a leading global
manufacturer of lubrication systems and equipment and another in a
leading designer and manufacturer of branded jewellery, lighters and
accessories as well as clocks. Separately, its recently established CITIC
Capital China Property Investment Fund purchased a major office
and serviced apartment building in central Shanghai.

Securities brokerage

In line with its business development objectives, CCMH made
continuous efforts during the period to boost its capabilities to serve
corporate and institutional clients as well as to grow its high net
worth client base. Concurrently, its high quality research products
are gaining increased recognition from the international institutional
investors community, thus enabling it to steadily expand its
institutional investor client base.

Future Development

The outlook for the second half of 2005 remains promising, supported
by a still-robust Chinese economy and a continuing export and
domestic consumption-led economic growth in Hong Kong. As the
financial flagship of CITIC Group outside Mainland China, the Group
will continue to look for new horizons to expand its business, explore
new business opportunities, broaden its revenue streams and further
strengthen its synergistic collaboration with CITIC Group’s other
financial institutions. Meanwhile, the Group is committed to
developing its business on the Mainland, especially in the Pan Pearl
River Delta and the Yangtze River Delta regions so as to fully capitalise
on the tremendous business opportunities arising from China’s
accession to the World Trade Organisation and the further
implementation of CEPA.

FEEESRZEKRER AR | CTC International Financial Holdings Limited





