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Under the stewardship of the Board, and together with the committed efforts of our
management and employees, | will lead ICBC (Asia) to be a professionally managed
bank, to become one of the best listed banks in Hong Kong and to deliver increasing

returns to our valued shareholders.
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BABRA L1265
Profit After Tax Up 120%

(A&BT) HK$ Million)

OVERVIEW

Against the background of prolonged economic slowdown and the ever challenging
banking landscape, Industrial and Commercial Bank of China (Asia) Limited (“ICBC
(Asia)” or “the Bank”), backed by the full support of its parent bank, The Industrial
and Commercial Bank of China (“ICBC"), was able to deliver a strong result with

remarkable growth both in assets and in profit.

Following the quick turnaround from last year,
audited consolidated profit attributable to
shareholders recorded HK$330 million, representing
an increase of 120% over that of HK$150 million
for the year of 2000. Excluding last year's profit on
disposal of subsidiary of HK$49 million, the actual

profit increase was over two-fold. Earnings per share

$219 Million

was HK$0.56, representing an increase of 70%
(2000 : HK$0.33).

$66 Million

$49 Million

$35 Million

$111 Million

2000 2001
REREHEREDRER TEE
Profit on sale of subsidiary in H1 H2

On 4th May 2001, the Bank entered into the Business Transfer Agreement with its
parent bank, ICBC, pursuant to which the Bank agreed to acquire the commercial
banking business of the Hong Kong Branch of ICBC (“Branch Business”) for a
consideration of approximately HK$3,000 million which was to be satisfied as to
approximately HK$2,120 million by the issue and allotment of new ordinary shares
and convertible preference shares by the Bank to ICBC, as to approximately
HK$580 million by the issuance of subordinated debt due to ICBC, and as to
approximately HK$300 million by cash. The acquisition was successfully completed
on 3rd July 2001. The goodwill arising from the acquisition amounting to

approximately HK$700 million is to be amortised over 20 years.

Industrial and Commercial Bank of China (Asia) Limited ® 2001 Annual Report
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RESULTS OF OPERATIONS

Net Interest Income

Net interest income for the year of 2001 increased by 27% to HK$488 million
(2000 : HK$386 million) primarily as a result of strong balance sheet growth via
acquisition and organic growth. The decline of 33 basis points in the net interest
margin from 1.99% to 1.66% arising from narrowing lending margins and the
repricing gaps associated with 11 rounds of interest rate cuts during the year,
was fully offset by the growth in the average interest bearing assets which grew

122% from HK$17 billion to HK$38 billion.

Other Operating Income

According to “The Banker” published in July 2001, in terms of tier one capital,
ICBC was ranked as the 7th largest bank in the world and is also the largest
commercial bank in China. The unified brand name of ICBC in Hong Kong under
ICBC (Asia) has greatly boosted the Bank's fee income generating ability in the
areas of participation in syndicated loans and capital markets. Non-interest income
surged by 108% to HK$204 million (2000: HK$98 million), mainly contributed
by the arrangement fees received via the active participation in these markets.
The proportion of non-interest income to total operating income sprang to 30%

(2000: 20%).

Income Composition 2001

WAEE —2B-F

BFBHA Net Interest Income 70%
FUWERMAEUWA  Net Fees and Commissions 24%
SNEZ SMFFE  Net Gains on Dealing in Foreign Currencies 2% .
Hb A Other Income 4%
Operating Expenses Composition 2001

EETHAS —BF-F

BIXH Staff Expenses 63%
MEZ L Premises Expenses 1%
EEX Operation Expenses 15%
B Computer Expenses 5%
EBHES Business Promotion Expenses 3%
WA Communication Expenses 3%

REITERIT GEM) BRDE « —2E—FFK
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Operating Expenses

While total operating income was HK$692 million, up 43%, operating expenses
were effectively controlled and only up by 26% to HK$289 million (2000: HK$230
million), resulting in a more efficient cost income ratio (excluding amortisation of

goodwill of HK$18 million) of 42% compared to 48% last year.

Total number of staff at 31st December 2001 was increased to 558 compared
with 504 in 2000, primarily due to the integration of the ex-staff of ICBC, Hong
Kong Branch into ICBC (Asia). Accordingly, staff expenses increased by 32% to
HK$183 million in 2001.

All bank premises are owned properties other than Wanchai, Tsuen Wan, Sheung
Wan and Tseung Kwan O branches. Other expenses comprised mainly of income-
related costs e.g. professional services, insurance, communication and business

romotion expenses. .
P P RIFARWHE T FE 58%
Charge For Bad &
Doubtful Debts Down 58%

Provisions for Bad and Doubtful Debts  (B&%&7) (ks Million)

300 277
Consolidated net charge for bad and doubtful
250 238
debts for the year ended 2001 reduced 58% oo
to HK$66 million, as compared with last year 150 156
of HK$156 million. New provisions reduced 100 .
HK$39 million to HK$238 million (2000: 50
HK$277 million), on the other hand, thanks 0
to the strong recovery efforts, provision *
100
written-back increased by HK$51 million to 21
150
HK$172 million (2000: HK$121 million). oo 172
2000 2001
e #e E
BALANCE SHEET ANALYSIS New Charge Writeback Net Charge

Total consolidated assets were HK$43,497 million as at 31st December 2001, a
rise of HK$22,840 million or 111% when compared with the 2000 year end
(2000: HK$20,657 million). Detailed analyses are provided in the following

sections.

Industrial and Commercial Bank of China (Asia) Limited ® 2001 Annual Report
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Loans and Advances

The loan book registered a growth of 108% to HK$28,452 million through the
acquisition of the Branch Business and organic growth. The majority of new loans
were syndicated loans to large cap blue-chip companies, resulting in a much
improved risk profile of the loan book. Other growth was also recorded in

residential mortgages, trade finance, and hire purchase and leasing loans.

BEXEE —2B-F

Loans Composition 2001

MERE — EBRB
BA — EEE&S

Property Investment — Residential Mortgage 1% .
Individuals — Residential Mortgage 16%

MEHEREMYERE  Property Development & Other Property Investment 20%

A — A Individuals — Others 4%
ITEkems Industrial, Commercial and Finance 52%
EomE Trade Finance 3%
ERMMEBZER Loans For Use Outside Hong Kong 4%

REES
BRI ETIEN160%Z6,742,000,000% 7T
RIBZE-F+-A=1+—R " THRLFHZ
BERBFAEFEEFREEA88% - _F
—HF+ZF ATRBUERBFRERZRE
PRARI9.9% M - 1%%‘17,%474,000,0005%7_5 -
ZARARERENZFERBEBTIE - %
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Investment Securities

Investment in debt securities also grew by 160% to HK$6,742 million. As at 31st
December 2001, 88% of the debt securities were of investment grade with average
duration of 5 years. In December 2001, the Bank strategically acquired a 9.9%
stake in China Insurance International Holdings Company Limited for HK$474
million with a view to explore the huge growth potential in China’s insurance
sector. The investment was financed by the issuance of subordinated debt

subscribed by our parent bank, ICBC.

-4 T § Z A

RE T AR (EM) ABAFRR
BIBIERARARS.9%EE » &
—IHRBENRE -

ICBC (Asia) acquired a 9.9%
stake in China Insurance
International Holdings Company
Limited as a strategic investment.
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Funding

Customers’ deposits increased significantly by 84% to HK$29,705 million from
2000 year end level of HK$16,106 million. Benefiting from the changing
perception of the financial strength of the Bank, particularly among large
institutional depositors, it enhanced the competitiveness of the Bank in attracting
deposits at a lower cost. In addition, the remaining of HK$175 million of certificates

of deposit were redeemed or repaid during the first half of 2001.

As a demonstration of its support to the Bank, our controlling shareholder, ICBC,
extended a HK$6 billion standby credit facility to the Bank. Not only does this
provide the Bank with a vital source of funding, it also helps lower the Bank’s cost

of funds.

Total capital resources increased by 143% to HK$6,279 million as a result of the
issuance and allotment of new ordinary shares and convertible preference shares

and the issuance of subordinated debts.

Loan to deposit ratio was closely monitored as part of the Bank’s asset and liability
management. With the growth in loan portfolio, the loan to deposit ratio was

more efficiently geared at 92% (31st December 2000: 74%).

Bad and Doubtful Debts Provision

Compared to the year end of 2000, the gross non-performing loans (NPLs) as at
31st December 2001 dropped to HK$1,929 million (2000: HK$3,175 million)
primarily due to the successful recovery efforts by the Bank and its asset
management company. Uncollectible and fully-provided NPLs of HK$710 million
were written off against the loan loss reserves. Coupled with the dilutive effect of
the expanded loan base, the NPL ratio dropped significantly from 23.2% in 31st
December 2000 to 6.8% at the end of 2001.

Industrial and Commercial Bank of China (Asia) Limited ® 2001 Annual Report
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Overdue loans also reduced by HK$890 TRORRL RN 23.2% THE 6.8%
NPL Ratio Down From 23.2% to 6.8%

million to HK$1,633 million. The debt (HEBIT) (HKS Billion)

coverage ratio (i.e. specific provision + 35 1s
collateral) for overdue loans was further 20
raised from 88% as of 31st December 2000 93,29,
. .
2.5 »
to 94% as of 31st December 2001 with 90% ’,
*
coverage for the portfolio under 20 ° 19
\d
management by UB China Business %
1.5 °
Management Co. Ltd. and almost full "
' .. . *
coverage for the Bank's remaining portfolio. 1.0 6.3 94
0.5
As at 31st December 2001, the cumulative
provisions for bad and doubtful debts were 00
2000 2001
HK$1,222 million, comprising specific RRAE 2000
NPL 2000
provision of HK$1,005 million and general
AREATEH 2001
NPL 2001

provision of HK$217 million.

N REH SR
NPL Ratio

Asset Management Company

UB China Business Management Co. Ltd. ("UBCBM”) is a wholly-owned asset
management company of the Bank which commenced operations on 15th April
2000 with the primary objective to resolve the Mainland China NPLs within 5
years. The total net book value of the portfolio being managed as at 15th April
2000 was HK$1,212 million with 77 accounts.

With the concerted efforts of ICBC in the Mainland and our strenuous recovery
team, the net book value of the portfolio was reduced to HK$541 million as at

31st December 2001 and the number of accounts was down to 54.

Further disclosure regarding the Senior and Junior Performance-linked Notes
(“"PLNs"), the provisioning on the UBCBM loans, the issue of options in connection

with the issue of Junior PLNs are given in Notes 5 and 30 of the Accounts.

30

25

20
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Associated company

The Bank’s share of profit of the associated company, China Ping An Insurance

(Hong Kong) Company Limited, rose to HK$3.5 million in 2001 (2000: HK$2.6

million).

FINANCIAL AND RISK MANAGEMENT

Capital Management

The Bank's capital adequacy ratio remained at a
healthy level of 16% compared with the BIS minimum
requirement of 8%. This reflects the prudent approach
adopted by the management and the regulatory

authority, especially in times of turbulent operating

environment.

Liquidity and Market Risk Management

The liquidity position remained strong throughout the
year of 2001 with average liquidity ratio at 40% (2000
average: 43%), which was well above the statutory

requirement of 25%.

The Bank’s Asset and Liability Management Committee
(the “ALCQO") closely monitors the mix of liquid assets
and funding channels, and the exposure to movements
in inferest rate and foreign exchange. ALCO members
meet monthly to review the optimal liquidity level in
response to internal requirements and external market
indicators. The elevation of the Bank's profile, being a
member of the ICBC Group, has created more room
and capabilities in the balance sheet management of

the Bank.

BAZRELE
Capital Adequacy Ratio (CAR)

%

20

18%

16%

15
10
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2000 2001
EEVHURBESLE

Average Liquidity Ratio for the year
%
50

43%

o
40 40%
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Credit Risk Management

Credit policies of the Bank are set and constantly reviewed by the Credit Committee,
the General Management Committee and the Board. Apart from the independent
credit assessment and matrix approval process, regular credit audits are conducted

on specific loan portfolio or operating units in the credit process.

The management spares no effort in monitoring the repayment history and
behaviour of the loan portfolio. An expanded internal credit risk grading system
was introduced since the last quarter of 2000 fo track the state of health of the
Bank’s loan portfolio. Accounts showing signs of deterioration will be spotted and

attended to swiftly through the use of various adverse reporting channels.

All problem loans will be transferred to a separate operating unit for rehabilitation
and further follow-up actions as appropriate. The Credit Committee also reviews
the adequacy of specific loan loss reserve on a monthly basis in compliance with

the prevailing regulatory thresholds.

Operation Risk Management

The Bank continues to maintain a comprehensive system of internal controls and
an established system of operating guidelines and procedures. Internal audit also
plays an important role in detecting any deviations and weaknesses at all operating

levels.

The Bank has perceived the extensive use of electronic processing and data storage
as a major source of operating risk and sufficient control such as contingency

plans and backup have been put in place to mitigate such risk.
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£KEE BUSINESS REVIEW

RSB Corporate Banking

RIEBITREATERRE  BEBFITEBEK  Since the acquisition of the Branch Business from ICBC, Corporate Banking has
RATTEBRGFERZEEE S - BEZEH  been a significant driving force for the Bank’s business and profit growth. It now
WARITZEZFEE RaFflBiin—F - WIEAITH  contributes roughly half of the Bank’s loan portfolio and profit, and accounted for
“ET-FE2RENFERER - maijority of the Bank’s deposit growth in 2001.

| RERTRATES
BRNEZE) -
Corporate Banking is
a significant driving
force for the Bank's
business.

BAl ATREAMEMS LEEHEEEE2H  The Bank now plays a significant role in supporting the top tier corporations in
- MAREBEERBEKORZAFHEKRITEYL  Hong Kong. Over 80% of the companies in the Hang Seng Index Constituent
B 7 EIEER  BELHMIIRITZMAMBIE &  Stocks have substantial banking relationship with the Bank. With the strong backup
AERAZERAERNRBERNEREKZEE  of ICBC, the Bank is considered a partner in their business development locally
B o and in the Mainland.

.'I'u

IR 5E B 1L I B 2 Flbasis pointi2AM AR - RS RYGEE - AMTEMFITERBERBIMTPAHLAE -

According to information provided by basis point (a subsidiary of Reuters), in terms of the number of deals, the Bank was among the top 5 arrangers in the syndication market.

Industrial and Commercial Bank of China (Asia) Limited ® 2001 Annual Report 17
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The Bank has also become a key player in the Hong Kong loan syndication market.
In the year 2001, ICBC (Asia) including the ex-Hong Kong Branch of ICBC
altogether led and arranged 23 syndicated loans amounting to HK$123 billion in
Hong Kong. According to information provided by basis point (a subsidiary of
Reuters), in terms of the number of deals, the Bank was among the top 5 arrangers

in the syndication market.

Commercial Banking

Despite the difficult economic environment, the Bank has been able to achieve
satisfactory growth in terms of loan assets and clientele base. This has been
achieved in conjunction with the strong network and connections of ICBC group
in China. The Hire Purchase and Leasing Department, formed early in the year
2001, recorded favourable business volume primarily focused on extension of
loans to owners of taxi, mini-buses and other revenue-generating vehicles. With
China’s accession to WTO and the gradual recovery of the global economy, the

Bank is well positioned to serve the business requirements of local enterprises on

both sides of the border.

Retail Banking

Severe price competition continued in almost all areas of retail banking products
such as deposits, residential mortgages and tax loans. Through the concerted
efforts of our staff, Retail Banking succeeded in achieving significant sales growth
particularly in residential mortgages, despite soft loan demand in the property

market and through our fixed deposit promotion “Instant Reward Plus”.

The Bank launched maiden term life insurance product in collaboration with
Metropolitan Life Insurance Company of Hong Kong Limited. Unlike traditional
life insurance products, it is a tailor-made life protection policy emphasizing a
simple application and underwriting procedure. The Bank will continue to develop

similar life insurance product in the near future.
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FAMBEREETERES - REMISFTIRE  The Bank invested in a Custodial Management System to provide comprehensive
EREREZAERS - NMIAEZRMNATP  custodial services to our Unit Trust investors. The system enables us to furnish
RUEBHEFHEZRRERERZESER - more information to our customers regarding their investments in various fund
HREBEEERE_ST—FEAXEW - K118  houses products that were added last year. Due to the popularity of investment
HEELHMER ° products in 2001, the Bank will develop more related products.

FATEHL DERB] R - ARPRESFIRENK  Remittance Express Service to designated branches of ICBC in Guangdong Province
REETHFITEERE ZIEESTT - BEFAR  was launched. The funds can reach the beneficiary within a working day. The
B RERTA - RITAHERZBRBEFEE  Bank will soon expand the service further to cover other provinces in China.
& °

*.I.ﬂn[
&
WRaInng py,

ﬁ"*"’lﬂﬂ'nm

FETERT (BN ZNEEFRATETHRTNE
P HNAFRELNBENEL - ERSRIERA]
R

ICBC (Asia) aspires to develop distinctive and innovative
businesses by leveraging on parent company ICBC's
competitive advantage; our first launch being the same-
day Remittance Express Service.
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Branch Network

In order to better its position for future growth opportunities, the Bank has been
continuously taken, and will continue fo take, steps to close down marginal branches
and consolidate small branches. In March 2001, the Bonham Strand East branch
was re-opened and transformed into an Investment Centre. As of 31st December

2001, the total number of domestic branches was 21.

The Bank's overseas branch in the Cayman Islands offers offshore deposit services

to our customers.

BELD T
The Happy Valley Branch.

Internet Banking

We believe that internet banking, though it may not be

profitable on its own in the short term, is a vital low cost
delivery channel to expand the Bank's customer base
and at the same time improve our product and customer

service quality.

The Bank was among the earliest banks to roll out
the Virtual ATM service in March 2000. With the

service, customers can transfer funds between & u_’;h.:,_.
their accounts and do other ATM transactions : -

over the internet.
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The Bank’s Internet Banking Service was launched in November 2000 featuring
one of the best end-fo-end encryption security systems among Hong Kong banks.
The second phase of the service with enhanced functions and fund transfer

capability and other services for commercial clients was launched in December

2001.

Treasury & Markets

Under an environment with a record low interest rate , traditional deposits with
banks became very unattractive. A number of high-yield financial products were
engineered and getting more popular in 2001. To make every endeavor to meet
the market needs, the Bank has promoted equity-linked notes/deposits and
structured yield deposits (currency-linked), which are probably the two most popular
products. In addition, bonds were sold to selected individual investors, which
could pave the path for full launching of bonds sales at the retail level in the
future. Besides, in line with the wholesale banking services provided by ICBC,
Hong Kong Branch, with which the business was integrated in July 2001, the
Bank is now offering ICBC group and other banks in Mainland China with treasury

products and services.

RITIHE BB
—FEHMS -
The Bank's
Treasury and
Markets has been
playing an active
role in the debt
securities primary
market.
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Since October 2001, Treasury and Markets Department has been playing an
active role in the debt securities primary market. In the last quarter of 2001, the
Bank engaged in 12 primary market deals, with the total amount underwritten
over HK$20 billion. The underwriting business covered local, Mainland as well
as multinational corporations for debt issuance in both HKD and USD. Our ranking
in the HKD Capital Markets stood at the 10th in terms of HKD floating rate issues,

as published by “basis point”.

Financial Institutions

In order to increase our trade finance products, the Bank firstly involved in factoring
business in 2001 through cooperating with our correspondent banks. Also, being
a Hong Kong licensed bank, the Bank is advantageously positioned to act as the
bridge linking the financial activities between the Mainland and Taiwan. We enjoy
unique advantage of being able to deliver express remittance, foreign exchange

and trade finance services through the nationwide network in the Mainland.

Human Resources

Following the merger with the Hong Kong Branch of ICBC in 2001, our staff
number increased from 504 to 558. The Bank has also introduced a performance-
linked bonus system whereby well performing managers and staff can be

appropriately rewarded against their results.

Community Services
The Bank has always shown its concern for the community it serves. The Bank
contributed to the Community Chest by joining the athletics meet, namely “Banking

Industry for the Chest”. Staff members also actively participated in the programme.

| F~OIBEE2EAREE  RERNERZSMER
AHELRPNRITRAEXRLE BEHREKX
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As an active participant in charity functions,
we joined during the year the “Banking
Industry for the Chest”, an athletics meet
| organized by the Community Chest.






