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As Sunzi says in his famous “Art of War”, victory belongs to those
who prepare themselves to assure success before entering into a
challenge. As China enters into the momentous year of 2006 when
it must prepare itself for the full liberalisation of its banking sector by
the year-end, leading global financial institutions are vying to establish
their strategic positions in the PRC market. Similarly, unique and
enormous potential will emerge for Chinese financial institutions that
have clear strategic visions and distinct competitive edges to optimise
domestic and international expansion opportunities. To that end,
the CITIC Group (“CITIC") in Beijing has been focused on establishing
itself as China’s leading international financial services powerhouse
with strong global linkages. It has laid down a clear business
development blueprint with financial services as its core business. Its
strategic roadmap involves harnessing the extensive competitive
strengths of its commercial banking businesses, realigning
its cross-border investment banking and other financial service
businesses, and sensibly allocating resources for its non-financial

services businesses.

It is evident in this roadmap that CITIC International Financial Holdings
Limited (the “Group”) will play an increasingly critical role to realise
CITIC's cross-border expansion ambitions. As CITIC's offshore
financial services flagship, the Group will be performing a dual
function of establishing the CITIC brand in international banking and
financial services, as well as showcasing its international business and

management excellence.

The Group’s priority in 2006 is to successfully execute its breakout
strategies to support CITIC's vision. This will involve strengthening its
expanded core competencies, improving the quality and performance
of its core earnings and protecting its asset quality. It will also involve
deepening the synergistic collaboration between CITIC Ka Wah Bank
Limited (“CKWB") and its sister China CITIC Bank in the PRC to build an

integrated platform that leverages their complementary competencies.
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Given the developments in the PRC market as well as the reform
progress made by China CITIC Bank, we believe that the conditions
are ripe this year for CKWB and China CITIC Bank to deepen the
collaborative efforts established in the past few years and to break
new grounds in their partnership model. In order to realise CKWB'’s
goal to further penetrate the PRC market and China CITIC Bank'’s
intention to strengthen its international business strategy, the two
banks plan to systematically develop an integrated product and
services platform for their corporate clientele, fully leverage and
strengthen the complementarity of their respective core competencies
and geographical advantages, and seek to maximise synergistic

benefits through the sharing of resources.

CKWB’s vision is to become the financial conduit of choice for
customers with two-way trade and capital flows between Hong Kong,
China and the rest of the world. It will continually build on its
international capabilities and strive to attain the best international
standards in all aspects. In 2005, as part of this on-going effort, its
Wholesale Banking Group was restructured to strengthen and enhance
its core competencies; its Retail Banking Group successfully built
the infrastructure for its new mass affluent wealth management
platform; its Treasury and Markets Group established its product
structuring capability, enhanced its funds management capability and
set plans to expand its operations across the border. These were
matched by corresponding enhancements in back office support in

order to create the necessary conditions for future growth.

CKWB's remarkable success in transforming itself since 1998 is truly
noteworthy. Not only has it shed its legacy of heavy problem loans
to bring these back to industry levels, it now enjoys a solid foundation
from which it has evolved into a bank that can boast both international
standards and a strong China parentage. Its international
management model and US branch licences will no doubt become

effective tools to help build CITIC's international platform.
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In the Group’s second core business line in asset management, CITIC
International Assets Management Limited (“CIAM") sought to
reinforce its business foundations in 2005 in order to prepare for
future growth. Continued success in distressed asset management
enabled it to generate healthy income. Having built a diversified
portfolio of direct investments and structured loans over time, CIAM
worked on consolidating its portfolio investments last year, while it
also stepped up its efforts to seek strategic collaboration with overseas

investors.

Meanwhile, CITIC Capital Markets Holdings Limited (“CCMH") also
announced its contemplated restructuring plan in January 2006 as
part of CITIC's strategic realignment of its cross-border investment
banking services. The contemplated restructuring involves two related
strategic moves: Firstly, the transfer of CCMH’s existing equity business
to a proposed joint venture between CITIC Securities Co. Ltd. and
CCMH; secondly, CCMH’s proposed acquisition of a 35% interest in
the enlarged share capital base of CITIC Trust & Investment Co., Ltd.
These represent significant initiatives by CITIC to realign its cross-
border resources in accordance with changes in the current regulatory
environments in Hong Kong and China, and they also allow CCMH to
focus on developing its principal businesses in the areas of private
equity, asset management, corporate advisory and mezzanine and

structured finance.

Lastly, on behalf of the Board, | would like to express my heartfelt
gratitude to our shareholders and customers for their strong support,
and to our staff for their continuous and untiring efforts to contribute
to the Group’s achievements over the year. The Group will continue
its resolve and team spirit to capitalise on the new opportunities arising
from both the Mainland China and Hong Kong markets and propel

the Group’s future development to new horizons.
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