=
=]

&

&
Chief Executive Officer’s Report

1T B




e CHINA EVERBRIGHT LIMITED B EKEERARA A

CHIEF EXECUTIVE OFFICER’S REPORT

THR®HEHRET

RESULTS OF THE GROUP

In the first half of 2003, the Hong Kong economy was deeply
disturbed by SARS epidemics and the war between the US and
Irag. But in the second half of the year, following the signing of
Closer Economic Partnership Arrangement (“CEPA”) between Hong
Kong and the Chinese Central Government and implementation of
the new policy allowing individual visitors from Mainland China to
visit Hong Kong freely, the Hong Kong economy started to recover
from the trough. The stock market gradually gathered momentum
and the unemployment rate dropped steadily. In this volatile
economic environment, the Company and its subsidiaries
(collectively, the “Group”), made their best efforts in developing
its business and strictly controlling the associated risks. The
Group’s 21.39% owned China Everbright Bank Company Limited
(“Everbright Bank”) continued its rapid growth in deposits and
loan portfolios. Its asset quality and profitability continued to
improve. The Group’s 49% owned Everbright Securities Company
Limited (“Everbright Securities”) continued to reduce its operating
costs to cope with the difficult securities market in Mainland China.
For the year ended 31st December 2003, the Group’s profits after
tax amounted to HK$224 million with Everbright Bank, International
Bank of Asia Limited (“IBA”) and the Group’s Hong Kong operations
each contributing HK$210 million, HK$28 million and HK$185
million respectively in profits to the Group. The Group shared
from Everbright Securities an after tax loss of HK$80 million. The
Group also incurred a long term investment impairment loss of
HK$119 million as a result of the proposed general offer made by
an independent third party in respect of its 20% IBA shares in the
third quarter of 20083.
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REVIEW OF OPERATIONS

(A)

Commercial Banking

As at 31st December 2003, under Hong Kong generally
accepted accounting standards, Everbright Bank recorded
before and after tax profit of RMB1.33 billion and RMB1.04
billion respectively, and contributed HK$210 million towards
the Group’s after tax profits. The main reason for the
increase in profits was due to substantial increase in the
loan portfolio from RMB191.4 billion to RMB248.5 billion (a
30% increase) which generated an increase in net interest
income to RMB7.2 billion in 2003 from RMB5.5 billion in
2002 and in the same period the provisions charged to the
profit and loss account were reduced to RMB2.8 billion.

In order to deal with the inherited non-performing assets
as soon as possible, Everbright Bank made substantial
provisions in 2002 and had improved the asset quality
significantly. In 2003, the provisions made to the profit and
loss account of Everbright Bank related to loans and other
assets amounted to RMB2.8 billion, of which RMB2.6 billion
was made in respect of the loan portfolio, in which general
provision amounted to RMB958 million. As at 31st
December 2003, according to the 5-category Loan
Classification System, Everbright Bank’s non-performing
loan (“NPL”) amounted to RMB23.2 billion, representing an
NPL ratio of 9.3%. Without taking into account of the value
of security provided to the bank by borrowers, the
provisioning rate for the NPL has reached 42%.

The personal banking business of Everbright Bank grew
rapidly in 2003. At the end of 2003, its personal consumer
loan portfolio reached a size of approximately RMB20.39
billion, representing an increase of RMB11.51 billion from
2002, or a growth rate of 130%. This loan portfolio made
up 8.2% of the total loan portfolio. Personal deposits
amounted to RMB37.5 billion, an increase by RMB11.5
billion from that in year 2002, representing an increase of
44% compared with the year before.
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REVIEW OF OPERATIONS (Continued)

(A)

Commercial Banking (Continued)

As at 31st December 2003, Everbright Bank was operating
30 direct branches and 370 banking offices in 23 provinces/
cities and autonomous regions in Mainland China with a
representative office in Hong Kong.

The Group’s 20% owned IBA contributed a profit after tax
of HK$28 million to the Group, representing a decrease of
37% compared to last year. The proposed general offer at
HK$3.68 per share made by an independent third party in
respect of all IBA Shares in the third quarter of 2003 has
led to an impairment loss of HK$119 million in long term
investment recorded in 2003. After reviewing the strategy
of the Group in the financial sector in Hong Kong and
Mainland China, the Company decided to dispose of its
20% stake in IBA at HK$3.68 per share in March 2004
and received HK$862 million in cash as a result of the said
disposal. The Company will use the proceeds for its general
working capital and future business development.

EBOEE (&)

(A)

BRRBITER (B)

HE_ZZ=F+-_A=1+—H0"%
AIBTER2BE23E T AR ART
TIREBH ZTRITOR & X4
BT REBRBERERE-

RERREEFFR20%H B ERTT
RAEETRERK0.28FITHH IR
BA L FFETRR37% ° R B EL
FEZENR_TT=FF=FREHUU
BB 3.687T 2 H BB ERT
B WRSAKEERAFERU
REREEHBEE11MR TR
KREREBR EHAKRERKEE
RABEAEEEERRBEETR
ENMimER —TTNF=A%

GRTEINEREEI.687THEHF
BH20%BERITRMD - URXH R
ARARFSREOEESETHES
WAKBEARAEEEERERR
EBBR-




e CHINA EVERBRIGHT LIMITED B EKEERARA A

CHIEF EXECUTIVE OFFICER’S REPORT (Continued)

TR &HEEET (8

REVIEW OF OPERATIONS (Continued)

(B)

Investment Banking Business

Mainland Securities Business

For most of the time in 2003, the securities market and
relevant securities indices in Mainland China followed the
downward trend. Both the primary and secondary markets
were under depressed conditions and the primary market
transaction volume was reduced by 8.5%. In such a difficult
market, Everbright Securities recorded an after tax loss of
RMB172 million, contributing HK$80 million loss to the
Group’s results. The total income of Everbright Securities
in the period under review amounted to RMB596 million,
comprising brokerage commission RMB247 million (a drop
of 11.8% compared with 2002), underwriting fees RMB93
million (a decrease of 14.7% compared with 2002), interest
and other income RMB182 million and investment income
RMB224 million. There was a loss of RMB149 million due
to the asset management business. The operating costs of
Everbright Securities for the year 2003 amounted to
RMB570 million and there was provision of RMB140 million
made towards potential liabilities which might arise from
disputes with customers relating to branch operations of
Everbright Securities.

In 2008, Everbright Securities continued to develop its
business and has improved its A-shares brokerage market
share to 1.91% from 1.67% in the year before. Internet
trading now forms a substantial part of Everbright Securities’
brokerage business, comprising about 22% of the
company’s turnover in securities brokerage. Everbright
Securities continued to rank amongst the top players in
the primary market both in terms of primary issues and
corporate finance transactions.
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REVIEW OF OPERATIONS (Continued)

(B)

(C)

Investment Banking Business (Continued)

Mainland Securities Business (Continued)

To improve the shareholding structure, the board of directors
of Everbright Securities proposed to convert Everbright
Securities from a limited liability company to a joint stock
limited company and introduced 4 new shareholders to
Everbright Securities in February 2004 involving an increase
in capital by RMB220 million. Upon successful conversion,
the Group’s stake in Everbright Securities would be diluted
from 49% to 45.46%. As at the date hereof, Everbright
Securities is still awaiting approval on the proposed
conversion from the relevant regulatory authorities.

Hong Kong Securities Business

Through active development of business and prudent
measures in cost control, the profit of the Group’s Hong
Kong securities business had increased in 2003. The
corporate finance arm of the Group made a breakthrough
on successfully sponsoring the listing of the shares of Fujian
Zijin Mining Industry Co. Limited on the Mainboard of the
Hong Kong Stock Exchange. Further, the Group participated
in the underwriting of a number of new issues during the
year. The Group’s Hong Kong operation generated an after
tax profit of HK$185 million.

Others

In order to develop the market in Mainland China and to
support the investment banking business of the Group, the
Group has set up a representative office in Beijing and will
expand its operation in Mainland China so as to provide
better services to the Group’s clients in Mainland China.
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FINANCIAL POSITION

As at 31st December 2003, the net assets of the Group amounted
to approximately HK$4.74 billion, with cash on hand of
approximately HK$520 million. Apart from trade liabilities in the
ordinary course of business, the Group’s principal liability is a
total HK$0.44 billion 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 2003, the Group
committed borrowing facilities totaled approximately HK$130
million. The Group’s gearing ratio, which is computed from the
Group’s total interest bearing liabilities divided by shareholders’
funds, was 9.2% as at 31st December 2003 as compared to
7.3% as at 31st December 2002.

As at 31st December 2003, the Group had no material exposure
to foreign exchange fluctuations other than assets denominated
in Renminbi.

As at 31st December 2003, the Group had pledged listed securities
to the value of approximately HK$120 million in relation to certain
banking facilities.

The Group did not have any material contingent liabilities as at
31st December 2003. The Company had given guarantees in
respect of banking and trading facilities available to subsidiaries
totaling approximately HK$100 million. As at 31st December 2003
the subsidiaries of the Company had not borrowed any loans.
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 values of transactions.
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EMPLOYEES

As at 31st December 2003, the number of employees of the
Group was 119. Total staff cost for the year under review amounted
to approximately HK$58.97 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

It is believed that the global economy will continue to recover in
2004. The economy of Hong Kong will recover further and that of
Mainland China will keep a healthy growth pace. With the growing
demand for funds by corporations in Mainland China, it is expected
that the businesses of Everbright Bank and Everbright Securities
will continue to grow. The further implementation of the CEPA
between Hong Kong and Mainland China will provide better
channels for the exchange of human and capital resources and
the interactions and activities between the two markets will
continue to increase. The Group will leverage off its cross-border
operations to generate synergies amongst the Group companies.
The Group is committed to achieving better results in corporate
finance, brokerage, and asset management sectors through further
consolidation of its resources and strengthening its competitiveness
with the aim of increasing the return for 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 further growth of the
Group.

Guo You
Chief Executive Officer

Hong Kong, 30th March 2004
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