


CHIEF EXECUTIVE OFFICER’S REPORT

RESULTS OF THE GROUP

In 2004, following the improvement of the global economy, the
Chinese economy maintained its growth momentum and the Hong
Kong economy continued to recover. Affected by uncertainties
such as increasing oil price, higher interest rate and the austerity
measures of Mainland China, fluctuations in the performance of
the financial market were substantial. In this volatile economic
environment, the Company and its subsidiaries (collectively, the
Group”) made their best efforts in developing their businesses
and strictly controlled the associated risks. The Group’s Hong
Kong operation grew steadily and achieved an after tax profit of
HK$326 million. The Group’s 21.39% owned China Everbright Bank
Company Limited (“Everbright Bank”) maintained its steady pace
in the development of its businesses. In 2004, Everbright Bank
recorded an operating profit before provision of RMB5.1 billion
according to accounting principles generally accepted in Hong
Kong (“HKGAAP”). However affected by the deterioration in assets
quality and higher provisioning rates for its non-performing loans
(“NPL"), Everbright Bank incurred a loss of approximately RMB4.58
billion in 2004. As a result, the book value of approximately HK$330
million of the Group’s investment in Everbright Bank was written
off entirely. The Group’s 49% owned Everbright Securities Company
Limited (“Everbright Securities”) made appropriate adjustments to
its business model and developed new products. It however
incurred losses in the adverse market environment and the Group
shared a loss after tax of approximately HK$100 million therefrom.
The Group’s accounting treatments on the above-mentioned
investment in associates are detailed in notes 15 and 16 to the
financial statements. As a result, the Group recorded an after tax
loss of approximately HK$215 million, mainly due to shared losses
and the related goodwill impairment of associated companies.
The net asset value of the Group at the end of the year under
review was approximately HK$4.47 billion.

REVIEW OF OPERATIONS
(A) Commercial Banking

In 2004, the corporate governance of Everbright Bank
improved significantly and the various businesses of the
bank developed steadily. The general deposit reached an
amount of RMB385.3 billion, representing an increase of
12.3% compared with the previous year. The loan portfolio
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(B)

grew by 4.3% from 2003 to reach RMB268 billion. The
operating
representing an increase of 25.3% from that of 2003 and
the operating profit before provision was RMB5.1 billion.

income amounted to RMB17.2 billion,

According to the 5-category categorization standard, as at
31st December 2004, the NPL before provision of Everbright
Bank amounted to RMB26.5 billion and the non-performing
loan ratio was 9.9% which was higher than that of last
year. The Group increased its provisions in relation to the
NPL and other assets of Everbright Bank according to
HKGAAP and as such, Everbright Bank incurred an after
tax loss of RMB4.58 billion in 2004.

The personal banking business of Everbright Bank grew
rapidly in 2004. At the end of the year, the personal
consumer loan portfolio amounted to RMB30.2 billion,
representing an increase of RMB9.8 billion, or 48%
compared with the previous year end; and the personal
saving deposits amounted to RMB54.1 billion, representing
an increase of RMB16.6 billion or 44% compared with the
previous year end.

In order to strengthen its capital base and raise its capital
adequacy ratio, Everbright Bank successfully raised a
subordinated loan in the sum of RMB5.55 billion. Further it
proposed a rights issue in early 2004 and had applied to
the relevant authority in respect thereof. Based on the
financial sector reform aiming at supporting development
of financial institutions as a whole, the relevant government
authorities are considering a capital increase proposal for
Everbright Bank; as such Everbright Bank has not
implemented the original proposed rights issue.

As at 31st December 2004, Everbright Bank was operating
374 banking offices in 23 provinces/cities and autonomous
regions in China with a representative office in each of
Hong Kong and South Africa.

Investment Banking Business

Mainland Securities Business

In 2004, the securities market in Mainland China continued
the downward trend. The Shanghai Securities Index dropped
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by 15.4% for the whole year. There was no significant sign
of recovery in the primary and secondary markets. The
continued depression in the market gave rise to various
risks. According to HKGAAP, Everbright Securities recorded
an operating income of approximately RMB643 million in
2004, representing an increase of 7.9% compared with the
previous year. Everbright Securities maintained its
competitiveness in its securities brokerage and corporate
finance businesses and its market share in general
increased. The income of Everbright Securities in brokerage
commission and underwriting fees amounted to
approximately RMB299 million and approximately RMB119
million respectively, representing an increase of 21% and
28% compared with the previous year. Its asset
management business has completed its restructuring; its
research business is gradually gaining more recognition in
the market and the risk control in its securities investment
has improved. Everbright Securities has become one of
the first three securities companies approved by the China
Securities Regulatory Commission to commence new
business in providing innovative investment products and
was the first of the three to launch collective investment
products. Further, the joint venture between Everbright
Securities and the Prudential Financial Group of the United
States, Everbright Prumerica Fund Management Co., Ltd.,
in which Everbright Securities is holding 67% interest,
commenced business in the first half of 2004 and had
successfully launched its first fund in the second half of the
year.

According to HKGAAP, the Group increased its provisions
in relation to litigation relating to asset management
business and certain non-performing assets of operating
divisions, amounted to approximately RMB116 million and
RMB157 million respectively. Everbright Securities incurred
loss after tax of approximately RMB216 million in 2004.

The capital restructuring of Everbright Securities is close to
completion, subject to the final approval by China Securities
Regulatory Commission.

As at 31st December 2004, Everbright Securities was
operating 45 offices in 19 provinces/cities and autonomous
regions in China
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Hong Kong Securities Business

In 2004, the Group actively developed its securities business
in Hong Kong and through the implementation of an
integrated financial services strategy and stringent control
of risks and operating costs, generated an after tax profit
of approximately HK$326 million, representing an increase
of 162% compared with last year.

In the year under review, the Group continued to expand
its businesses in corporate finance and asset management.
The team continued to expand and the number of projects
under review increased. Bullion trading would be added to
its existing business of securities, futures and forex trading
as a new product of the brokerage business. Supported by
the securities research bureau of Everbright Securities, the
quantity and quality of research reports issued by the
research department has been improved and its market
recognition is growing gradually.

FINANCIAL POSITION

As at 31st December 2004, the net assets of the Group amounted
to approximately HK$4.47 billion, with cash on hand of
approximately HK$2.46 billion. Apart from trade liabilities in the
ordinary course of business, the Group’s major liability is HK$440
million renewable term loans obtained from China Everbright
Holdings Company Limited.

The increase in bank loans and overdrafts, all denominated in
Hong Kong dollar and matured within one month was for normal
working capital requirements. The level of borrowing depends
mainly on the Group’s business and investment needs. As at 31st
December 2004, the Group has committed borrowing facilities of
approximately HK$110 million. The Group’s gearing ratio, which is
computed from the Group’s total interest bearing liabilities divided
by shareholders’ funds, was 9.8% as at 31st December 2004 as
compared to 9.2% as at 31st December 2003.

As at 31st December 2004, the Group had no material exposure
to foreign exchange fluctuations other than assets denominated
in Renminbi.
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As at 31st December 2004, the Group had pledged listed securities
of approximately HK$130 million in relation to certain banking
facilities.

The Group did not have any contingent liabilities as at 31st
December 2004. The Company had given guarantees in respect
of banking and trading facilities available to subsidiaries totaling
approximately HK$80 million. As at 31st December 2004 the
subsidiaries of the Company had not borrowed any term loans.
The Company however had provided guarantees to financial
institutions against the due performance of obligations by a
subsidiary which is engaged in the business of leverage forex
trading and by another subsidiary which is engaged in the business
of derivatives trading. Such guaranteed liabilities will vary according
to the values of transactions.

EMPLOYEES

As at 31st December 2004, the number of employees of the
Group was 147. Total staff cost for the year under review amounted
to approximately HK$70 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.

PROSPECTS

In 2005 we believe the global financial markets will be affected by
the cycle of interest rate increase; the economy of China will in
general maintain its rapid growing pace and the Hong Kong
economy will continue to recover. Accelerated reforms on the
Mainland financial sector will lead to the eventual opening up
thereof to the world. The change in capital structure, improvement
in corporate governance and the establishment of systems in line
with market economy in all areas will generally enhance the
operating efficiency and profitability of the financial sector.
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Against this background, we are given to understand that
Everbright Bank may complete its capital increase to raise its
capital adequacy ratio in 2005 through the capital increase
arrangements led by government authorities; its various businesses
will grow steadily and its income structure will improve; it will also
exercise due care in the control of credit risk and operating costs
so as to enhance its profitability and at the same time reduce its
historical NPL. We expect Everbright Securities will maintain its
strong market competitiveness and leading position in innovative
products and will complete its capital restructuring.

It is expected that the Group’s Hong Kong operations will have
steady development in the areas of direct investment, investment
banking and asset management. The brokerage business will
constitute a steady profit source for the Group.

The Group will leverage off its cross-border financial networks,
large customer base and strong brand recognition to develop its
Hong Kong operation and actively support the development of
Everbright Bank and Everbright Securities so as to obtain
satisfactory returns for shareholders.

On behalf of the management | take this opportunity to express
my gratitude for the support and understanding of our
shareholders, the members of the Board and the staff of the
Group.

In 2005 | myself and the management will actively develop
business, strictly control the risks and improve the operating
efficiency under the guidance of the Board of Directors. We will
work together with our customers, our staff and shareholders to
build a solid foundation for future growth.

Zhou Liqun
Chief Executive Officer

Hong Kong, 21st April 2005
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