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RESULTS OF THE GROUP

For the year under review, the Hong Kong economy went through
a difficult year and the securities markets of both Hong Kong and
Mainland China were still suffering from many unfavourable factors.
Against this backdrop, the Group and its subsidiaries made their
best efforts in developing their businesses in Hong Kong and
Mainland China. Everbright Securities in which the Group owns
49% equity interest, increased its market share in Mainland China’s
securities market. Everbright Bank in which the Group owns
21.39% equity interest, recorded rapid growth in loan and deposit
business and its asset quality and profitability improved gradually.
However in 2002, Everbright Bank, adopting a prudent provisioning
policy according to the Hong Kong accounting standards,
increased the provisions in respect of its historic non-performing
assets. In the Group’s consolidated accounts, the losses attributed
from Everbright Bank and Everbright Securities to the Group were
HK$838 million and HK$127 million respectively. A total after tax
loss of HK$993 million was recorded for the Group.

REVIEW OF OPERATIONS

(A) Commercial Banking

In 2002, Everbright Bank reported a profit before provisions
and tax of RMB2,705 million, representing an increase of
49% over 2001. Such increase in profit before provisions
and tax was mainly attributable to the increase in its loan
portfolio from RMB146.1 billion to RMB191.4 billion (a 31%
increase) and an increase in net interest income from
RMB4,288 million to RMB5,504 million (a 28% increase)
together with a decrease in its operating costs by 7% from
its level as in 2001. Provisions made by Everbright Bank in
2002 amounted to RMB8,630 million, mainly in respect of
the non-performing assets acquired from the former-China
Investment Bank.
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REVIEW OF OPERATIONS (Continued)

(A)

Commercial Banking (Continued)

The above provisions are made up of: (1) doubtful debts
provisions of RMB2,860 million out of which there was an
increase in general provision of RMB1,310 million due to
the increase in general provision percentage for ordinary
loan to 1%; a further RMB1,550 million increased provision
was made primarily due to the downgrading of the former-
China Investment Bank’s non-performing loans; (2) with the
passage of time, the collectibility of overdue interest
receivable relating to the former-China Investment Bank
business has diminished. The management of Everbright
Bank adopted a prudent approach and made an increased
provision of RMB3,410 million on the overdue interest
receivable; (3) based on the actual experience in dealing
with the foreclosed assets related to the non-performing
loans acquired from the former-China Investment Bank and
the latest position of the assets involved, Everbright Bank
increased the provision to RMB1,570 million on such
foreclosed assets; (4) further provision of RMB790 million
related to the former China Investment Bank’s other non-
performing assets including investments and overdue inter-
bank assets was made.

Over the last three years, Everbright Bank has paid extra
efforts in recovery of overdue receivables and clearing up
its non-performing assets. The non-performing loans have
decreased both in terms of value and rate. As at 31st
December 2002, according to the “5-grade” standard in
asset categorization, Everbright Bank’s non-performing loan
amounted to RMB25.15 billion and the non-performing loan
rate dropped to 13.1%. After the substantial provisions
made this year, the provisioning rate for the non-performing
loans has reached 43%. The accounts should fairly reflect
the value of Everbright Bank and its operating profits in
coming years. The above-mentioned provisions will not have
any serious effect on the cash flow of Everbright Bank.
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REVIEW OF OPERATIONS (Continued)

(A)

(B)

Commercial Banking (Continued)

In 2002, Everbright Bank made substantial improvements
in its electronic banking system. Leveraged on its “one
counter-through” real time clearing system, Sunshine Cards
and internet banking, Everbright Bank’s marketing network
has been expanded to facilitate further development of its
businesses, in particular, the intermediary and consumer
lending businesses. As at the end of 2002, a total of 10.03
million cards were issued.

As at 31st December 2002, Everbright Bank was operating
30 direct branches and 354 banking offices in 23 provinces/
cities and autonomous regions in Mainland China with a
representative office in Hong Kong.

Affected by the weak Hong Kong economy in 2002, the
Group’s 20% owned International Bank of Asia Limited
recorded a decrease in profit in 2002 and contributed a
profit after tax of HK$48 million to the Group, representing
a decrease of 18% compared to last year.

Investment Banking Business

In 2002, the securities markets of Mainland China continued
to adjust downwards. Both the Shenzhen and Shanghai
composite indices dropped by approximately 17.5% and
18.3% respectively compared to last year. The trading
volumes of the primary and secondary markets dropped
23% and 27% respectively. The results of Everbright
Securities were therefore adversely affected. Everbright
Securities recorded an after tax loss of HK$259 million,
contributing a loss of HK$127 million to the Group. During
the year, Everbright Securities recorded a total operating
income of HK$358 million, made up of commission income
of HK$258 million, underwriting income of HK$103 million,
interest and other income of HK$135 million and an
investment loss of HK$138 million. The operating costs
decreased by HK$180 million, representing a decrease of
24% compared to last year. Everbright Securities made
provisions of HK$100 million for account receivables and
other assets.
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REVIEW OF OPERATIONS (Continued)

(B)

(©)

Investment Banking Business (Continued)

According to the information released by China Securities
Association, the ranking of Everbright Securities has climbed
from 14th to 12th in terms of secondary market trading
volume. In terms of total capital raised, Everbright Securities
ranked the 6th place. Its market share in the secondary
share market was 1.62%, representing a slight increase
compared to last year. As at the end of 2002, Everbright
Securities operated 43 branches in Mainland China.

In order to raise its service standard and to further develop
its business, Everbright Securities enlarged its capital in
May 2002 to RMB2,600 million. The proceeds raised were
used to further develop its brokerage, corporate finance
and asset management businesses. To lower its operating
costs so as to enhance its profitability, Everbright Securities
underwent corporate restructuring and staff reduction last
year.

Despite the overall difficult market conditions last year, the
Group’s brokerage business in Hong Kong recorded profits
and achieved increase in market share. The Group re-
commenced its corporate finance business and participated
as underwriters in some initial public offers (IPOs) during
the year, including acting as the co-lead manager in the
IPO of Bank of China (Hong Kong) Limited and acting as
co-manager in the IPO of Harbin Brewery Group Limited,
CK Life Sciences Int’l., (Holding) Inc. and BYD Company
Limited.

Others
As at 31st December 2002, the Group was holding

approximately 45 million shares of China Mobile (Hong Kong)
Limited.
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REVIEW OF OPERATIONS (Continued)
(C) Others (Continued)

In order to concentrate on the development of its financial
sector business in Mainland China, namely banking and
securities businesses, the Directors of the Company decided
to withdraw from Standard Life (Asia) Limited (“SLA”), a
joint venture with Standard Life Assurance Company
(“Standard Life”) of the United Kingdom. The Company and
Standard Life entered into a share sale agreement on 17th
October 2002 whereby the Company sold its 35% stake in
SLA to Standard Life for HK$40 million. As provisions had
previously been made in respect of this investment, this
transaction resulted in a disposal profit of HK$25.8 million
for the Group.

Action Against Ch’ng Poh

In the legal action brought by the Company against Mr.
Ch’ng Poh, the Court of Final Appeal handed down its
judgment on 19th December 2002 whereby it dismissed
Mr. Ch’ng Poh’s appeal and upheld a judgment dated
21st February 2001 awarded in favour of the Company.

FINANCIAL POSITION

As at 31st December 2002, the net asset value of the Group was
approximately HK$3.97 billion with cash on hand of approximately
HK$124 million. Apart from trade liabilities incurred in the ordinary
course of business, the Group’s major liability was a HK$250
million renewable term loan obtained from China Everbright
Holdings Company Limited on 2nd July 2002.

The increase in bank loans and overdrafts, all denominated in
Hong Kong dollar and maturing within one month was for normal
working capital requirements. The level of borrowing depended
mainly on the Group’s business and investment needs. As at 31st
December 2002, the Group committed borrowing facilities in the
sum of approximately HK$630 million. The Group’s gearing ratio,
which is computed from the Group’s total interest bearing liabilities
divided by shareholders’ funds, was 7.3% as at 31st December
2002 (4.5% as at 31st December 2001).
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FINANCIAL POSITION (Continued)

As at 31st December 2002, the Group had no substantial exposure
to foreign exchange fluctuations other than assets denominated
in Renminbi.

As at 31st December 2002, the Group had pledged listed securities
to the value of approximately HK$590 million in relation to certain
banking facilities.

The Group did not have any contingent liabilities as at 31st
December 2002. The Company had given guarantees in respect
of banking facilities available to subsidiaries totaling approximately
HK$380 million but those facilities were not utilised as at 31st
December 2002. As at 31st December 2002, the Company had
issued corporate guarantees to certain financial institutions for
trading facilities granted to a subsidiary which engages in leveraged
foreign exchange trading and derivatives transactions conducted
by other subsidiaries. The guarantee amounts vary and are
dependent on the volume of transactions effected.

EMPLOYEES

As at 31st December 2002, the number of employees of the
Group was 105. Total staff costs for the period under review
amounted to approximately HK$46.94 million as noted in the
consolidated profit and loss account. The Group ensures that the
remuneration packages for employees are fair and competitive
and employees are rewarded on a performance-related basis within
the general framework of the Group’s salary and bonus scale.
Discretionary year end bonus may also be paid to employees
based on individual performance. Other benefits to employees
include medical insurance, retirement scheme, and training
programmes. Directors of the Company and full time employees
of the Group may be granted share options to subscribe for shares
in the Company in accordance with the terms and conditions of
the share option scheme approved by the Company at an
extraordinary general meeting held on 24th May 2002.

B # R (48)

BUARBRERNEEN R_TF_
TZA=+t—"HAAEBEAEEKRZINER

66 o
2

RZBE_F+_A=+—HRAKERE
TRITERBEFELOEBELIME T2 LT
& R o

RIZTZETZ-_F+ - A=+—HAEEITE
FHSIABE - AEBEB T FRARMEL S
BRERAENBEISE L R_TT=
F+-A=+—H £EBTZ2FRaER
EAAER-BE_TE_F+_A=+T—
Bl ARRAB—H2EEMINERS 2K
BRARARSEFTATAEE ZEMBHER
AR S EE R SR IEBR IR ZER
HERBHSBMEEEL X FEMEE -

=

REEBR-_ZEE-_F+=-A=1+—H%4H
BB105% - HNEEFERNZBE TRAL
BEKACUMB LI EIHNEAEEBER
N AEBEZHFMBIERAFRETISHES -
BIHM(REFESRIEL) RERETE A
SENgREE ZMENKE NEAEEE
WMIEAL - B TR A Ih 8215 B E R - RRE
EIREFBIFTE -ARREEREHIEE A8
EEREBEARNANR-_EET-_FHA -+
BREFANARE EHAZ RRE B 215
RRAFHEBE L 2 RRELRBAAR 2K

T/'\ °



China Everbright Limited & B ¢ K2 i & R A &

Chief Executive Officer’s Report
T BB KT F

PROSPECTS

With the global economy being dominated by uncertainties, we
believe the Hong Kong economy will face another difficult year in
20083. However, considering the vast business opportunities made
available to the Group’s banking and securities business by the
fast growing economy in Mainland China, the Group is optimistic
about the outlook of its business in 2003.

China’s accession to the World Trade Organisation in 2001 not
only boosts foreign investments and trade activities in Mainland
China, it also provides opportunities for steady economic growth
and accelerates reforms to a wide spectrum of business sectors.
A series of policy reforms recently promulgated in Mainland China’s
financial sector give rise to abundant business opportunities to
investors. Capitalizing on the Group’s banking and securities
operations in the Hong Kong and Mainland China markets, the
Group will continue to develop synergy amongst the Group’s
business operations. The Group will actively expand our scope of
business, improve our corporate governance and achieve growth
and return for our shareholders.

Finally, | take this opportunity to express my gratitude for the
support of our shareholders, the members of the Board and the
staff of the Group. | will, together with all those who are interested
in the Group, continue to contribute to the growth and development
of the Group.

Guo You
Chief Executive Officer

Hong Kong, 23rd April 2003
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