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In 2005, the Company and its subsidiaries (the “Group”)
endeavored to make steady development in the Group’s business
in the Mainland and Hong Kong according to plan through
consolidation of resources. For the year ended 31st December
2005, the Group’s profit after tax and minority interest amounted
to HK$296 million.

Hong Kong Business

In 2005, the Group saw growth in all lines of business in Hong
Kong: the investment banking, securities brokerage, asset
management and direct investment businesses, all turned out to
generate profit growth. The Group’s Hong Kong operation has
recorded a profit after tax of HK$266 million (excluding
non-operating property revaluation factor), representing an increase
of 7% compared with last year’s result calculated on the same
basis. Operating profit excluding strategic investment amounted
to HK$94 million, 310% of last year’s amount calculated on the
same basis.

In 2005, the Hong Kong investment banking arm of the Group
successfully sponsored the listing of the shares of Enric Energy
Equipment Holdings Limited on the Growth Enterprise Market and
Guangdong Nan Yue Logistics Company Limited on the Mainboard
respectively; adding the income from other financial advisory
services, the Group made a profit before tax of HK$21.2 million
from its investment banking business. The direct investment team
has obtained investment commitments of USD10 million from
investors. On successfully realising its investment in China Techfaith
Wireless Communication Limited, the team continues to look for
further investment opportunities and has recently invested in
projects including Nanjing Gear and Goldwind Technology. The
direct investment business has recorded a profit before tax of
HK$27.8 million for the full year under review. The return before
expenses on the seed capital invested in the China Everbright
Dragon Fund, which has been established and managed by the
asset management team, was 9.8% last year; well above the rise
of the Hang Seng Index of only 4.5% for the same period. The
Fund will be offered to selected investors in 2006. The asset
management business has recorded a profit before tax of HK$24.7
million for the full year. Notwithstanding keen and growing
competition, the brokerage business managed to maintain a stable
earning through multi-products and cost control strategies; it has
achieved a profit before tax of HK$47.3 million for the year. The
research reports issued by the research department of the Group
has seen substantial enhancement in both quality and quantity: it
was ranked 26th in Hong Kong by the “Asia Money” magazine.
On the basis of stable development in Hong Kong businesses,
revenue will increase and the Group’s employees will be able to
enjoy the fruits of their hard work while corporate governance,
risk control and corporate culture establishment are all making

progress.
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Hong Kong Business (continued)

Everbright Bank’s capital restructuring plan under the direction of
China’s relevant government authority did not materialise in 2005
as previously expected. The Group maintained an average cash
level of HK$2.3 billion during the year.

Everbright Bank
During 2005, running in parallel to its improvement in corporate

Everbright
enhancements in the quality of the assets, liabilities, client base

governance and risk management, Bank’s
and income mix bore results. The proportion of “non-lending
nature” assets and personal banking business has increased. The
Bank’s unique wealth management products and underwriting of
short-term corporate bonds continue to maintain a leading position

in the market.

Preparation of Everbright Bank’s audited financial results for the
years ended 31st December 2004 and 2005 in accordance with
the requirements of the Hong Kong Financial Reporting Standards
(“HKFRSs”) is still underway. Management is thus, at present,
unable to obtain comprehensive and accurate financial information
of Everbright Bank. In view of the status set out above taken
together with the fact that, up to 31st December 2004, the Group
still has an unrecorded accumulated net loss of approximately
HK$592 million attributable from Everbright Bank (refer note 15(b)(i)
of the 2005 financial statements), the Directors consider it prudent
and reasonable not to account for the Group’s share of Everbright
Bank’s unaudited results for the year ended 31st December 2005
and not to make detailed financial disclosures of Everbright Bank
prematurely. After completion of Everbright Bank’s full audit by
independent auditors, the Directors will provide more detailed
disclosures in a timely manner.

The relevant government authorities are still studying the financial
restructuring plan of Everbright Bank to enhance the capital base
and to raise the capital adequacy ratio thereof. Once this plan is
finalised, the Company will assess its terms and merits according
to the required procedures with a view to protecting the Company’s
shareholders interest and maximising their return.
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Everbright Bank (continued)

As at 31st December 2005, Everbright Bank was operating 30
branches and 380 banking offices in 23 provinces/cities and
autonomous regions in Mainland China with a representative office
in Hong Kong.

Everbright Securities

In 2005, the securities market in Mainland China continued the
downward trend. The Shanghai Securities Index dropped 7.8%
for the whole year. The turnover in the secondary market shrank
continuously. Dozens of securities companies were closed down
or being placed in receiverships because of poor management or
failure to comply with relevant regulations. In the second half of
the year, fund raising activities in the primary market went stagnant
due to the share structure reform. Despite the aforementioned
unfavorable market sentiment, Everbright Securities swung to a
profit after tax of RMB60.8 million in 2005. At year end, its total
equity and total assets amounted to RMB2.48 billion and RMB3.24
billion respectively which corresponds to a 8% increase and a
16% decrease as compared with the same item last year.

Having completed its capital restructuring in 2005, Everbright
Securities actively developed business and endeavoured to be
innovative. The market share of the brokerage business continues
to grow and reached 2.57% which represents an 18.4% increase
over last year’s 2.17% share. It ranked 8th in terms of A-shares
market share, one level higher than that of last year. Everbright
Securities is one of the first few securities companies approved
by China Securities Regulatory Commission (“CSRC”) to provide
innovative investment products. It is the first securities company
in the PRC to launch collective investment products and has also
been approved to issue covered warrants on A-Shares, which
generated significant operating income. In 2005, Everbright
Securities has also assisted the CSRC by acting as the sole
receiver of Kun Lun Securities and by participating in the joint
receivership of Guangdong Securities.

As at 31st December 2005, Everbright Securities was operating
47 branch offices in 19 provinces/cities and autonomous regions.
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As at 31st December 2005, the net assets of the Group amounted
to approximately HK$4.89 billion, with cash on hand of
approximately HK$2.33 billion. Apart from trade liabilities in the
ordinary course of business, the Group’s principal liability was
HK$438 million of renewable term loans obtained from China
Everbright Holdings Company Limited.

The level of borrowing depends mainly on the Group’s business
and investment needs. As at 31st December 2005, the Group
committed borrowing facilities totalled approximately HK$270
million. The Group’s gearing ratio, which is computed from the
Group’s total interest bearing liabilities divided by shareholders’
fund, was 9.1% as at 31st December 2005 as compared to 9.8%
as at 31st December 2004.

As at 31st December 2005, the Group had no material exposure
to foreign exchange fluctuations other than assets denominated
in Renminbi.

As at 31st December 2005, the Group had pledged listed securities
to the value of approximately HK$183 million in relation to certain
banking facilities.

The Group did not have any material contingent liabilities as at
31st December 2005. The Company had given guarantees in
respect of banking and trading facilities available to subsidiaries
totalling approximately HK$80 million. As at 31st December 2005,
the Group did not have any borrowings from banks. The Company
had also provided guarantees to financial institutions against the
due performance of obligations by its subsidiaries which are
engaged in the businesses of leverage forex trading and derivatives
trading. Such guaranteed liabilities will vary according to the value
of transactions.
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As at 31st December 2005, the Group had 136 employees. Total
staff cost for the period under review amounted to approximately
HK$86 million as noted in the consolidated income statement.
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.

In 2006, it is expected that the global and Hong Kong economies
will grow steadily. The interest rate cycle for United States dollars
will peak, while the Chinese economy will continue its pace of
growth under the “11th 5-Year Plan”. The austerity measures and
the financial sector reform are now beginning to bear fruits. The
Group’s Hong Kong business operations are well prepared to
benefit from a buoyant Chinese economy through the accelerated
integration of economic activities of Hong Kong and Mainland
China. The Group will continue to rationalise its resources allocation
and enhance its return on investment. The investment banking
business will take the lead, the direct investment and asset
management businesses are to expand in scale while the brokerage
business aims at steady growth in market share. The Group will
lift its profitability through capitalisation on cross-selling
opportunities between businesses as well as improving on
resources deployment.
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With the support of the State, Everbright Bank’s completion of
capital restructure and capital injection is expected to normalise
its profitability. Corporate governance and risk management will
continue to improve. Following the recovery of the local capital
market and restoration in confidence, coupled with the translation
of capital strength and innovative ability into competitive advantage,
it is expected that Everbright Securities’ profit contribution will be
uplifted. After finalization of Everbright Bank’s capital restructure
plan led by China’s relevant authorities, the Group will further
review its investment strategies with the aim to support the
development of Everbright Bank and Everbright Securities.

| have strong confidence that, with the established business model
and profit mix of the Hong Kong operations, plus the improvement
in the business environment and profitability of Everbright Bank
and Everbright Securities, shareholders’ value of the Group will
be enhanced and a favourable platform will be set for staff career
development in 2006.

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 as well as for the patronage from our clients.
We are very confident of the Group’s stable development and
positive return to all stakeholders in the forthcoming year.

By order of the Board
Zhou Liqun
Chief Executive Officer

Hong Kong, 23rd March 2006
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