BANKING

Mainland China Banking Survey
2006 — T T = m—

—

-AUD.IT = TAX = ADVISORY



Six key findings from our research

There has been a marked improvement in the level of
transparency of mainland Chinese banks

There is still a significant level of variance of disclosure among

non-listed mainland banks Transparency

The new Accounting Standards for Business Enterprises
(ASBEs) will also contribute to an overall improvement in
transparency

Non-Performing Loan (NPL) levels have continued to decline
and there is a clear trend towards more responsible lending

Increased transparency has led to a dramatic improvement in Changing financial
corporate governance among mainland banks climate

Increased regulatory and supervisory oversight
are having a positive effect on how banks operate
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Introduction

The transition made by China’s banking sector to a market-oriented system
since the opening of the economy in 1978 has been one of the most rapid
transformations of a country’s banking sector in history. As part of this transition,
numerous Chinese banks have listed on the Hong Kong, Shanghai and Shenzhen
stock exchanges, raising over RMB 418 billion (USD 53 billion). As of 29
November 2006, the market capitalisation of all listed Chinese banks came to
RMB 3.86 trillion.

While this transition hasn’t been painless, the level of professionalism and
transparency now being exhibited by some mainland Chinese banks is
comparable to that of their European or American counterparts. Testament to this
fact is the more than RMB 170 billion invested by foreign banks in the last five
years, an unprecedented level of investment in the Chinese banking sector that
reflects the extent of the sector’s maturity as well as optimism about its future.

KPMG in China and Hong Kong SAR is delighted to release its first report on
banks in mainland China. This survey covers the financial information of 22
mainland Chinese banks, including the big four state-owned commercial banks
(Bank of China, Industrial & Commercial Bank of China, China Construction Bank
and Agricultural Bank of China), for 2003, 2004 and 2005.

This report will also include financial information for the seven mainland banks
that issued IFRS financial statements as well as examine the expected impact
of the new Accounting Standards for Business Enterprises (ASBEs) on mainland
banks and their financial information.

In light of the fact that there are 336 commercial banks in China, the 22 banks
covered in this report may seem unrepresentative. However, it should be noted
that these 22 banks account for almost three quarters of all banking assets in
China. The financial information of other Chinese banks was not publicly available
at the time of writing this survey and so has been exempted. In some cases,
the exemptions were very notable, highlighting the gap that still exists between
some banks in terms of transparency. As this report is intended as an analysis
of the progress made by the mainland banking sector, the financial information
for foreign banks operating in China has also been excluded. It should be noted
that such assets are small in size and represent less than 2 percent of all banking
assets in China.

© 2007 KPMG Huazhen, a Sino-foreign joint venture in the People's Republic of China and a member firm of the KPMG network of independent member firms affiliated with KPMG International,
a Swiss cooperative. All rights reserved.
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Changing financial climate

By just about any measure, the banking sector in China has improved remarkably
over the last five years, but this is particularly the case with respect to lending
practices, which have undergone incredible progress as banks reorient
themselves from government-driven entities to market-driven entities as part of
the restructuring of state-owned enterprises by the government. This is in great
part driven by an increasing number of Chinese banks becoming publicly listed
entities. In fact, with the IPO of the Industrial & Commercial Bank of China on
27 October 2006, three of the big four banks, representing more than one-third
of all banking assets in China, are now public. These banks are now much more
focused on making a profit and producing impressive quarterly results. It has also
changed the manner in which the viability of a loan is assessed.

Previously, banks looked purely at tangible assets when assessing a loan
request, which meant companies in mining, heavy industry, real estate and other
asset-heavy industries had few problems securing bank funding. By contrast,
companies with more intangible assets, such as those in the entertainment or
services industries, found it incredibly difficult to secure a bank loan. This is now
changing. Banks are now increasingly looking at business plans, future projected
earnings and, most importantly, supporting financials when considering loans.

According to the China Banking Regulatory Commission (CBRC), the non-
performing loan ratio of major commercial banks in the mainland has dropped
from 17.9 percent at the end of 2003 to 7.5 percent at the end of June 2006,
while the number of banks having met the regulatory capital requirement of 8
percent increased from eight in 2003 to 53 at the end of 2005.1
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Note: PBOC is the People’s Bank of China, the then financial sector regulatory authority;

CSRC is the China Securities Regulatory Commission
Source: CBRC Web site

1 CBRC Web site: www.cbrc.gov.cn

© 2007 KPMG Huazhen, a Sino-foreign joint venture in the People's Republic of China and a member firm of the KPMG network of independent member firms affiliated with KPMG International
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A less positive characteristic of the lending environment is the current ratio “A |lot of foreign investors
between loans made to companies and loans made to consumers. Although .
growing more rapidly than company lending, consumer lending still only accounts have trouble bellevmg
for a small portion of overall lending activity. For example, in 2004 mortgages the progress banks here
accounted for just 11 percent of the country’s GDP and total consumer credit in China have made in
in China was only 13 percent of GDP, which stands in stark contrast to most
developed countries where such loans are normally equivalent to half of GDP. terms of management
Even within the corporate sector there is still room for improvement as banks still gnd transparency_ It’s
mosFIy foc.us on Ioans_to large state-O\{vned e_nterprlses (§OES). Private small to astounding what this sector
medium sized enterprises, together with foreign companies, now represent over
half of China’s GDP but only 27 percent of all outstanding loans. has accomplished

in five years”
Overall, the level of lending is expected to grow slowly as banks face increasing
government pressure to limit lending and adhere to the government-mandated
capital adequacy ratio of 8 percent. However, given the pressures of balance
sheet growth and increasing deposit bases, absolute decreases are not expected.
Rather, there are indications that while total advances to customers for the sector
are growing, and are expected to continue to grow, they do not appear to be
keeping pace with the growth in deposits. Our survey appears to corroborate
this: from 2003 to 2005, for the 18 of the 22 banks surveyed that had loan and
deposit information for both 2003 and 2005, advances to customers grew by 35
percent, while total deposits from customers grew by 47 percent. This rate was
even more pronounced for the big four banks, which had deposit growth of 28
percent and loan growth of 13 percent.

Simon Gleave,

Partner in charge,

Financial Services,

KPMG in China and Hong Kong SAR

Lending breakdown of banks in China

B |ndustrial sector
Commercial sector

= Construction sector

B Agriculture sector

B Others

3%

Source: KPMG Analysis (2005)
Note: The above analysis is based on an industry analysis of short-term loans,
which account for 42.3 percent of total loans

© 2007 KPMG Huazhen, a Sino-foreign joint venture in the People's Republic of China and a member firm of the KPMG network of independent member firms affiliated with KPMG International,
a Swiss cooperative. All rights reserved.
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The release of the new ASBEs will be a major driver in the improvement of

the banking environment in China as it will incorporate even higher standards

of financial reporting, transparency and measurement of impaired loans. The
main force behind the new ASBEs, and to a great extent the positive changes
that have occurred in the banking sector over the past five years, has been the
various government ministries overseeing the banking sector, particularly the
Ministry of Finance and the CBRC. As part of its supervisory efforts, the CBRC
has helped to not only implement a great deal of needed change and operational
improvements, but it has also been key in making sure such changes were
actively implemented. Many of the banks have, in line with international best
practices and under the guidance of the CBRC, set up independent internal audit
functions as well as a new decision-making system in which decisions are made
by specialised committees under a board of directors rather than by individuals.
As a result, there have been notable improvements in risk management and
internal controls (areas which used to be largely neglected), which have in

turn led to greatly enhanced capital adequacy management, improved loss
provisioning, and an overall strengthening of the capacity to control credit risk,
market risk and operational risk.

CBRC: Responsible for formulating
supervisory rules and regulations
governing banking institutions

in China. In this role, it oversees
the establishment, termination

and business scope of banking
institutions, conducts on-site
examination and off-site surveillance
of banking institutions, and is
responsible for taking action against
violations of banking rules. It is also
responsible for the administration of
the supervisory boards of the major
state-owned banking institutions.?

The benefits of these accounting reforms for the banking industry in China as a
whole are quite clear although putting them into practice will be no easy task. In
the long term though, they will incorporate accounting principles that are not only
familiar to the international banking community but also encourage best practices
in financial reporting and greater transparency among mainland banks.

Banking distribution in PRC in s of total assets

Finance companies, 15%

172 urban banks, 5.8%
3 policy banks, 6.9%
Foreign banks, 1.8%

31,064 credit unions,

4 state-owned
9.7%

commercial
banks, 57.4%

13 joint stock banks,
16.9%

Source: Joint Economic Committee, United States Congress, July 2006
Note: Figures shown are for all banks and other depository institutions as of
year end 2005

2 source: CBRC Web site

© 2007 KPMG Huazhen, a Sino-foreign joint venture in the People's Republic of China and a member firm of the KPMG network of independent member firms affiliated with KPMG International,
a Swiss cooperative. All rights reserved.
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Future challenges

Derivatives currently represent a small portion of the business of mainland
banks, however they are rapidly gaining importance. This has been brought
about by two key changes in the mainland banking sector: the partial unpegging
of the renminbi, which is now experiencing price fluctuations, and the partial
deregulation of interest rates. These changes have introduced a previously
unknown level of volatility to the market, creating a need for derivatives for both
banks and banking customers to hedge risk. As the derivatives market grows, it
will not only become increasingly important for banks to introduce the necessary
risk management policies and tools to effectively manage and monitor these
financial instruments but also for the CBRC to be able to effectively supervise
and assess banks’ ability to manage them. While the CBRC has issued detailed
market risk guidelines, the relative lack of experience among mainland banks in
dealing with derivatives will pose a daunting challenge for some.

Overall, it is expected that all banks will face some degree of difficulty adjusting
to this rapidly modernising sector. However, it is clear that this level of difficulty
will not be uniform and some banks will find it more difficult than others to
institute the changes needed. Those banks that already adhere to high standards
of transparency will certainly be better situated to face these future challenges.

The current level of non-performing loans being disclosed by mainland banks is
low even by international standards. This reflects the effect of the government
restructuring on the industry and the rapid growth of the Chinese economy.
However, should growth halt or slow significantly, mainland banks will need to
have developed robust credit management processes to quickly identify and
reduce the consequences of an increase in NPLs.

The overall transparency of the sector has shown a phenomenal improvement
over the past two years and it is our expectation that the other banks not
included in this report will also make equally positive changes in the coming
years.

© 2007 KPMG Huazhen, a Sino-foreign joint venture in the People's Republic of China and a member firm of the KPMG network of independent member firms affiliated with KPMG International,
a Swiss cooperative. All rights reserved.
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The impact of the new ASBES
on mainland Chinese banks

On 15 February 2006, the new ASBEs were released. They consist of a new
Basic Standard and 38 Specific ASBEs. ASBE covers nearly all of the topics under
the current IFRS and are mandatory for listed Chinese enterprises from 1 January
2007. Other enterprises are also encouraged to adopt these new PRC standards.

These standards are very similar in form and content to IFRS, except for certain
modifications which reflect China’s unique circumstances and environment.

Key changes to the current PRC GAAP affecting banks

Given the size and diversity of the banking sector in China, it is safe to say that
every one of the ASBEs will have an effect on banks in China to some degree.
However, the following list will look closely at those ASBEs which have a
significant and direct impact on the operations of banks in China.

The basic standard put forth by the new ASBEs does not represent a major
departure from the current PRC GAAP although it does strongly reaffirm the
use of the concept of “substance over form’ This concept has significant
ramifications for banks as it stresses that legal rights and obligations, while
important, should not be permitted to obscure the economic realities of the
underlying situation.

The most visible change brought on by the new ASBEs will be the application

of ASBE 30, Presentation of Financial Statements, which calls for a number of
changes in the format and presentation of financial statements. This item requires
entities to disclose comparative information for all amounts in their financial
statements with respect to the previous period as opposed to the current PRC
GAAP which only requires such information on the primary statements and
selected notes. Moreover, financial entities may now present assets and liabilities
in order of liquidity when this provides information that is reliable and more
relevant. Statements of profit appropriation will no longer be required; rather
enterprises must prepare a statement of changes in equity and present minority
interests separately. ASBE 30 also adds the definition for “materiality”’

Current PRC Generally-Accepted
Accounting Principles (GAAP): The
rules and regulations governing all
financial reporting and accounting in
China. The new ASBEs are changes
and additions to the current PRC
GAAPR

The most wide-reaching and relevant ASBE for mainland Chinese banks is

ASBE 22, Recognition and Measurement of Financial Instruments. The current
investments standard only covers investments in debt and equity securities,
whereas ASBE 22 encompasses all financial instruments, including equity and
debt securities, payables, receivables (including loans which may have a different
value under the new ASBES), derivatives, cash/bank deposits, convertible bonds
and preference shares. Some of these instruments are difficult to value.

© 2007 KPMG Huazhen, a Sino-foreign joint venture in the People's Republic of China and a member firm of the KPMG network of independent member firms affiliated with KPMG International,
a Swiss cooperative. All rights reserved.
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The requirement that all financial instruments be measured at fair value at
initial recognition can be particularly onerous — determination of fair value
for derivatives or non-listed investment securities is especially complicated.
Subsequent measurement is done at either fair value or amortised cost
depending on the type of asset, with the exception of derivatives which can
only be measured at fair value. Greater volatility in balance and profit & loss
statements should be expected as a result of these requirements.

Moreover, ASBE 22 introduces several new categories of financial instruments:

Financial assets:

m Loans and receivables

m Held-to-maturity investments

m Financial assets measured at fair value through profit and loss
m Available-for-sale investments.

Financial liabilities:

m Financial liabilities at fair value through profit or loss

m Other financial liabilities measured at amortised cost using the effective interest
method.

These additions change the way in which loans are provisioned and may lead

to currently recognised financial instruments being measured differently. Banks
will also be required to assess provisions on an impaired loans basis, which

will present a particularly onerous challenge for certain banks. This is in marked
contrast to the situation as little as two years ago when many banks did not need
to make any specific provisions at all.

Rules regarding the impairment of assets have been changed by ASBE 8. Under
the new standard, all costs, direct or indirect, will now be tested for impairment.

This is quite different from the current PRC GAAP, where an impairment test
is only required for individual assets, with the concept of “asset group” not
addressed. Assets are now grouped where the fair value cannot be assessed.
While adhering to this will prove more onerous, it will improve the overall
financial picture of a financial institution.

ASBE 12, Debt Restructuring, directly impacts the presentation of profit and
loss in relation to loans as it requires assets or equity interests received or
surrendered by the debtor or the creditor to be measured at fair value. The
resulting gains or losses then need to be recognised in profit or loss as opposed
to the current PRC GAAP where fair value is not used and the resulting gain
consigned to “capital reserve”’

a Swiss cooperative. All rights reserved.

IFRS: A set of international
accounting standards stating how
particular types of transactions and
other events should be reported

in financial statements. IFRS

are issued by the International
Accounting Standards Board. IFRS
are sometimes confused with
International Accounting Standards
(IAS), which are the older standards
that IFRS replaced (IAS were issued
from 1973 to 2000).

China is one of the earlier adopters
of IFRS accounting standards,
closely following the European
Union and ahead of many developed
economies.

© 2007 KPMG Huazhen, a Sino-foreign joint venture in the People's Republic of China and a member firm of the KPMG network of independent member firms affiliated with KPMG International,
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ASBE 18, Income Taxes, restructures the calculation of income tax. Previously, a
number of options were available to entities; however, under the new standard,

the tax payable method has been disallowed and it is now necessary for entities
to adopt the deferred tax and liability method.

ASBE 24, Hedging, is a new standard altogether as the current PRC GAAP

does not address hedging in any form. This new ASBE will affect banks wishing
to hedge accounts for transactions aligned to lesser risk. To qualify for hedge
accounting, an enterprise must prove the effectiveness of the hedge at inception.

The effects of ASBE 35, Segment Reporting, will be limited to banks operating
on a national scale. It requires one basis of segmentation to be primary and
the other to be secondary, with considerably less information needed for the
secondary segment. This is quite different from the current PRC GAAP which
requires disclosure of the same amount of information for both business
segments and geographical segments.

ASBE 36, Related Party Disclosures, expands the scope of related party
disclosures. If two parties are subject to joint control or significant influence from
the same party, under the new rules they are now considered related parties. This
may prove to be extremely onerous and difficult to put into practice for banks as
the concept of related parties under joint control is not clearly defined, leaving it
open to a great deal of interpretation.

ASBE 38, First-time Adoption of ASBEs, does not offer any relief to listed banks.
All listed banks in China will be required to not only follow the new ASBEs for the
year 2007 but also to prepare their 2006 financial statements according to the
new accounting standards. This is needed for comparison purposes as the 2007
statements must be made comparable to the previous year.

These new accounting standards will, in the long term, improve the overall
transparency and management of banks. However, they also call for more use

of fair values, particularly with respect to financial instruments, which will likely
increase volatility of earnings and positively or negatively impact capital adequacy
ratios.

In addition to all of the changes introduced by the new ASBEs, there are also

a few noteworthy exceptions, such as the failure of the new ASBEs to address
how to recognise and measure liabilities under defined benefits schemes for
employees. These liabilities could be potentially very substantial depending on the
schemes a bank has in place. If you would like more information on the impact of
the new ASBEs, please feel free to contact KPMG in China.

© 2007 KPMG Huazhen, a Sino-foreign joint venture in the People's Republic of China and a member firm of the KPMG network of independent member firms affiliated with KPMG International,
a Swiss cooperative. All rights reserved.
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Financial highlights

In RMB 1million Net interest income Non-interest income Operating expenses

2005 2004 2005 2004 2005 2004

100,157 86,063 80,317 15,871 18,387 12,522 51,284 46,896 38,013

22 Suzhou City Commercial Bank

In RMB 1million Total assets Gross advances to customers Provisions against customer advances

2004 2005 2004 2003 2005 2004 2003

733,983 586,574 503,893 13,510 10,920 8,520
533,067 455,532 371,057 377223 310,905 261,891 10,577 8,919 6,268

22 Suzhou City Commercial Bank 17926 13,462

Note: Banks with ” * “ marked in front of the number represent the listed ones. 1 The 2005 figures for Bank of Communications were compiled
under IFRS

© 2007 KPMG Huazhen, a Sino-foreign joint venture in the People's Republic of China and a member firm of the KPMG network of independent member firms affiliated with KPMG International,
a Swiss cooperative. All rights reserved.
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Operating profit before provisions | Charge for bad and doubtful debts Exceptional and other items Profit before tax Net profit after tax

2005 2004 2003 2005 2004 2003 2005 2004 2003 2005 2004 2005 2004

64,744 57841 54,826 10,985 23,797 16,432 55,140 34,576 38,573 27492 20,932 28,707
9,949 7,888 5,585 3,331 2,656 2,045 6,634 5,012 3,445
3,545 3,076 2,614 1,337 1,253 1,067 (182) (157) (153) 2,003 1,661 1,375

Total deposits from customers Shareholders’ funds Capital adequacy ratio Liquidity ratio

2005 2004 2003 2005 2004 2005 2004 2003 2005 2004

507413 397635 323,124 8.04% 8.03% 8.64%
62,858 58,095 44,764 2,403 2,138 2,047 3.14% 2.07% -0.38%

15,902 12,256 8.16% 8.11% 7.46% 2%

© 2007 KPMG Huazhen, a Sino-foreign joint venture in the People's Republic of China and a member firm of the KPMG network of independent member firms affiliated with KPMG International,
a Swiss cooperative. All rights reserved.
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Key ratios

Net loan/deposit ratio Non-interest incomef/total Net interest income/total assets
In RMB 1million operating income before provisions
2005 2004 2003 2005 2004 2003 2005 2004 2003

22 Suzhou City Commercial Bank 61% 64% 61% 4% 5% n/a 2.6% 2.7% n/a

In RMB 1million Gross NPLs Gross NPLs/gross advances to customers

2004 2005 2004 2003

103,226 109,920 351,224 4.62% 5.12% 16.28%

22 Suzhou City Commercial Bank 120%

Note: Banks with ”” * “ marked in front of the number represent the listed ones.

© 2007 KPMG Huazhen, a Sino-foreign joint venture in the People's Republic of China and a member firm of the KPMG network of independent member firms affiliated with KPMG International,
a Swiss cooperative. All rights reserved.
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Cost/income ratio Net interest margin

2004 2004 2004 2004
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0.57% 0.45%

Bad debt charge/gross advances to customers Provision coverage ratio

2005 2004 2003 2005 2004 2003
n/a n/a n/a 127% 125% 126%
0.49% 111% 0.76% 3.72% 3.48% 10.95%
0.71% 0.71% 0.67% 2.86% 2.92% 2.77%
0.84% 101% 0.80% 2.80% 2.87% 2.39%
n/a n/a 0.61% n/a n/a 4.16%
0.57% 0.69% 0.71% 2.11% 2.43% 2.41%
126% 146% nla 2.40% 166% nla
121% 0.96% 0.70% 2.43% 172% 126%
0.92% 2.16% 0.99% 158% 102% 0.01%
0.53% nla nla 114% 145% 103%
114% 166% nla 2.17% 160% nla

© 2007 KPMG Huazhen, a Sino-foreign joint venture in the People's Republic of China and a member firm of the KPMG network of independent member firms affiliated with KPMG International,
a Swiss cooperative. All rights reserved.
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Sector rankings
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2005

1
2
3
4
5
6
7
8
9

Industrial & Commercial Bank of China
Agricultural Bank of China

Bank of China

China Construction Bank

Bank of Communications

China Merchants Bank

China CITIC Bank

China Minsheng Bank

Shanghai Pudong Development Bank
Industrial Bank

Huaxia Bank

Bank of Shanghai

Bank of Beijing

Shenzhen Development Bank
Shenzhen Commercial Bank
Nanjing City Commercial Bank
Ningbo Commercial Bank
Chongging Commercial Bank
Wenzhou City Commercial Bank
Suzhou City Commercial Bank
China Everbright Bank

Xian City Commercial Bank

2004

Industrial & Commercial Bank of China
Bank of China

Agricultural Bank of China

China Construction Bank

Bank of Communications

China Merchants Bank

China CITIC Bank

Shanghai Pudong Development Bank
China Minsheng Bank

Industrial Bank

Huaxia Bank

Bank of Shanghai

Bank of Beijing

Shenzhen Development Bank
Shenzhen Commercial Bank
Nanjing City Commercial Bank
Ningbo Commercial Bank

Xi'an City Commercial Bank
Chongging Commercial Bank
Wenzhou City Commercial Bank
Suzhou City Commercial Bank
China Everbright Bank

2003

Industrial & Commercial Bank of China
Bank of China

China Construction Bank
Agricultural Bank of China

Bank of Communications

China Merchants Bank

China CITIC Bank

China Everbright Bank

Shanghai Pudong Development Bank
China Minsheng Bank

Industrial Bank

Huaxia Bank

Shenzhen Development Bank
Bank of Shanghai

Bank of Beijing

Shenzhen Commercial Bank
Ningbo Commercial Bank
Nanjing City Commercial Bank
Xi'an City Commercial Bank
Chongging Commercial Bank
Wenzhou City Commercial Bank
Suzhou City Commercial Bank

RMB'M

6,454,106
4,771,019
4,742,806
4,584,349
1,423,439
733,983
611,935
557,136
533,067
473,988
356,128
239,420
232,558
229,216
69,937
44,160
42,132
30,443
18,527
17,926

n/a

n/a

RMB’'M

5,041,943
4,270,443
4,013,769
3,908,044
1,138,634
586,574
505,010
455,532
445,399
339,961
304,326
219,838
208,755
204,443
68,257
38,145
34,322
25,266
23,491
14,884
13,462
n/a

RMB’'M

5,279,120
3,979,965
3,553,070
3,494,016
928,633
503,893
419,803
394,423
371,057
361,064
259,999
246,829
193,453
193,368
171,030
59,258
30,744
29,582
25,306
24,443
11,107
n/a

2005
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China Construction Bank
Industrial & Commercial Bank of China
Bank of China

Bank of Communications

China Merchants Bank

China CITIC Bank

China Minsheng Bank

Shanghai Pudong Development Bank
Industrial Bank

Huaxia Bank

Bank of Shanghai

Agricultural Bank of China

Bank of Beijing

Shenzhen Development Bank
Nanjing City Commercial Bank
Ningbo Commercial Bank
Shenzhen Commercial Bank
Chongging Commercial Bank
Suzhou City Commercial Bank
Wenzhou City Commercial Bank
China Everbright Bank

Xi'an City Commercial Bank

2004
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China Construction Bank
Industrial & Commercial Bank of China
Bank of China

China Merchants Bank

China CITIC Bank

China Minsheng Bank
Agricultural Bank of China
Shanghai Pudong Development Bank
Industrial Bank

Bank of Shanghai

Huaxia Bank

Bank of Communications

Bank of Beijing

Shenzhen Development Bank
Nanjing City Commercial Bank
Shenzhen Commercial Bank
Xi'an City Commercial Bank
Chongging Commercial Bank
Ningbo Commercial Bank
Suzhou City Commercial Bank
Wenzhou City Commercial Bank
China Everbright Bank

2003
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Bank of China

China Construction Bank

Bank of Communications
Industrial & Commercial Bank of China
China Merchants Bank
Agricultural Bank of China
Shanghai Pudong Development Bank
China CITIC Bank

China Minsheng Bank

Bank of Shanghai

Industrial Bank

Huaxia Bank

Bank of Beijing

China Everbright Bank
Shenzhen Development Bank
Shenzhen Commercial Bank
Nanjing City Commercial Bank
Xi'an City Commercial Bank
Ningbo Commercial Bank
Chongging Commercial Bank
Wenzhou City Commercial Bank
Suzhou City Commercial Bank

RMB’'M

47103
34,168
27492
9,243
3,930
2,980
2,703
2,486
2,455
1,289
1,266
1,044
551
352
31
300
269
99

89

69

n/a
n/a

RMB'M

49,042
30,344
20,932
3,144
2,167
2,038
2,003
1,930
1,675
1,463
1,017
915
336
295
215
155

87

78

7

53

52

n/a

RMB’'M

28,707
22,387
4,312
2,658
2,230
1,922
1,566
1,544
1,391
1,141
985
802
605
433
425
204
170
90

68

49
43
n/a

2005
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Suzhou City Commercial Bank
Wenzhou City Commercial Bank
Bank of Beijing

China Construction Bank

Bank of Shanghai

China CITIC Bank

Shanghai Pudong Development Bank
Bank of China

Ningbo Commercial Bank
Shenzhen Commercial Bank
Nanjing City Commercial Bank
China Merchants Bank

Industrial Bank

Huaxia Bank

Bank of Communications
Shenzhen Development Bank
China Minsheng Bank

Industrial & Commercial Bank of China
Agricultural Bank of China

China Everbright Bank

Xi'an City Commercial Bank
Chongging Commercial Bank

2004
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Suzhou City Commercial Bank
Wenzhou City Commercial Bank
Bank of Beijing

China Construction Bank

Bank of Shanghai

Industrial & Commercial Bank of China
Bank of China

Shanghai Pudong Development Bank
Ningbo Commercial Bank

China Merchants Bank

Bank of Communications
Industrial Bank

China CITIC Bank

Huaxia Bank

Nanjing City Commercial Bank
China Minsheng Bank
Shenzhen Development Bank
Shenzhen Commercial Bank
Xi'an City Commercial Bank
Chongging Commercial Bank
Agricultural Bank of China

China Everbright Bank

2003
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Wenzhou City Commercial Bank
Bank of China

Bank of Communications

China Construction Bank

Huaxia Bank

Shanghai Pudong Development Bank
Industrial & Commercial Bank of China
China Merchants Bank

Bank of Shanghai

China CITIC Bank

China Minsheng Bank

Ningbo Commercial Bank

China Everbright Bank

Xi'an City Commercial Bank
Nanjing City Commercial Bank
Shenzhen Development Bank
Shenzhen Commercial Bank
Agricultural Bank of China

Bank of Beijing

Industrial Bank

Chongging Commercial Bank
Suzhou City Commercial Bank

RMB’'M

33%
34%
37%
39%
40%
41%
41%
44%
44%
45%
46%
47%
48%
52%
53%
54%
55%
57%
84%

n/a

n/a

n/a

RMB'M

29%
31%
39%
39%
41%
42%
45%
46%
48%
48%
48%
48%
51%
51%
52%
54%
54%
58%
64%
7%
82%

n/a

RMB’'M

34%
41%
41%
44%
44%
46%
47%
48%
49%
52%
53%
54%
55%
55%
56%
59%
68%
88%

n/a

n/a

n/a

n/a

© 2007 KPMG Huazhen, a Sino-foreign joint venture in the People's Republic of China and a member firm of the KPMG network of independent member firms affiliated with KPMG International,
a Swiss cooperative. All rights reserved.
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2005 RMB'M 2005 RMB'M 2005 RMB'M
1  Industrial Bank 20% 1 Industrial Bank 39% 1 Bank of Communications 910%
2 China Minsheng Bank 18% 2 Suzhou City Commercial Bank 33% 2 Ningbo Commercial Bank 290%
3 Nanjing City Commercial Bank 17% 3 Chongging Commercial Bank 30% 3 Shenzhen Commercial Bank 74%
4 Shanghai Pudong Development Bank 16% 4 Industrial & Commercial Bank of China 28% 4 Suzhou City Commercial Bank 68%
5 China Construction Bank 16% 5 China Merchants Bank 25% 5 Bank of Beijing 64%
6  China Merchants Bank 16% 6  China Minsheng Bank 25% 6 Industrial Bank 47%
7 China CITIC Bank 14% 7  Bank of Communications 25% 7 Nanjing City Commercial Bank 45%
8 Ningbo Commercial Bank 14% 8 Wenzhou City Commercial Bank 24% 8 China CITIC Bank 38%
9 Industrial & Commercial Bank of China 13% 9 Ningbo Commercial Bank 23% 9  Wenzhou City Commercial Bank 33%
10 Bank of Shanghai 13% 10 China CITIC Bank 21% 10 China Minsheng Bank 33%
11 Huaxia Bank 12% 11 Agricultural Bank of China 19% 11 Bank of China 31%
12 Bank of Communications 12% 12 China Construction Bank 17% 12 shanghai Pudong Development Bank 29%
13 Bank of China 12% 13 Huaxia Bank 17% 13 Chongging Commercial Bank 27%
14 Suzhou City Commercial Bank 12% 14 Shanghai Pudong Development Bank 17% 14 Huaxia Bank 27%
15 Wenzhou City Commercial Bank 11% 15 Nanjing City Commercial Bank 16% 15 China Merchants Bank 25%
16 Shenzhen Commercial Bank 1% 16 Shenzhen Development Bank 12% 16 Shenzhen Development Bank 19%
17 Shenzhen Development Bank 7% 17 Bank of Beijing 11% 17 Industrial & Commercial Bank of China 13%
18 Bank of Beijing 6% 18 Bank of China 11% 18 China Construction Bank -4%
19 Agricultural Bank of China 1% 19 Bank of Shanghai 9% 19 Bank of Shanghai -13%
20 China Everbright Bank n/a 20 Shenzhen Commercial Bank 2% 20 Agricultural Bank of China -48%
21 Xi'an City Commercial Bank n/a 21 China Everbright Bank n/a 21 China Everbright Bank n/a
22 Chongging Commercial Bank n/a 22 Xi'an City Commercial Bank n/a 22 Xi'an City Commercial Bank n/a
2004 RMB’'M 2004 RMB'M 2004 RMB'M
1 China Construction Bank 25% 1 Wenzhou City Commercial Bank 34% 1 Industrial & Commercial Bank of China 1042%
2 China CITIC Bank 22% 2 Industrial Bank 31% 2 China Construction Bank 119%
3 Bank of Shanghai 20% 3 Nanjing City Commercial Bank 29% 3 Industrial Bank 70%
4 Industrial Bank 17% 4 China Minsheng Bank 23% 4 Chongging Commercial Bank 59%
5 China Minsheng Bank 16% 5 Huaxia Bank 23% 5 China Minsheng Bank 47%
6  China Merchants Bank 15% 6  Shanghai Pudong Development Bank 23% 6  China Merchants Bank 41%
7  Shanghai Pudong Development Bank 14% 7 Bank of Communications 23% 7  China CITIC Bank 40%
8 Nanjing City Commercial Bank 14% 8 Bank of Beijing 22% 8 Bank of Shanghai 28%
9  Huaxia Bank 11% 9  China CITIC Bank 20% 9 Huaxia Bank 27%
10 Bank of China 10% 10 China Merchants Bank 16% 10 Nanjing City Commercial Bank 26%
11 Wenzhou City Commercial Bank 9% 11 Shenzhen Commercial Bank 15% 11 shanghai Pudong Development Bank 23%
12 Suzhou City Commercial Bank 9% 12 Agricultural Bank of China 15% 12 Wenzhou City Commercial Bank 21%
13 Shenzhen Commercial Bank % 13 Bank of Shanghai 14% 13 Ningbo Commercial Bank 13%
14 Xi'an City Commercial Bank 7% 14 Ningbo Commercial Bank 12% 14 Agricultural Bank of China 4%
15 Shenzhen Development Bank 6% 15 China Construction Bank 10% 15 Xi'an City Commercial Bank -3%
16 Bank of Beijing 5% 16 Bank of China 7% 16 Shenzhen Commercial Bank -24%
17 Chongging Commercial Bank 4% 17 Shenzhen Development Bank 6% 17 Bank of China -27%
18 Ningbo Commercial Bank 4% 18 Xi'an City Commercial Bank 0% 18 Shenzhen Development Bank -31%
19 Agricultural Bank of China 3% 19 Chongging Commercial Bank -4% 19 Bank of Beijing -44%
20 Bank of Communications 2% 20 Industrial & Commercial Bank of China -4% 20 Bank of Communications -79%
21 Industrial & Commercial Bank of China -6% 21 China Everbright Bank n/a 21 China Everbright Bank n/a
22 China Everbright Bank n/a 22 Suzhou City Commercial Bank n/a 22 Suzhou City Commercial Bank n/a
2003 RMB'M
1 Bank of Communications 24%
2 China Minsheng Bank 14%
3 Industrial Bank 14%
4 Bank of Shanghai 13%
5 Shanghai Pudong Development Bank 13%
6  Nanjing City Commercial Bank 13%
7  China Merchants Bank 12%
8 China Construction Bank 12%
9 Bank of China 11%
10 Wenzhou City Commercial Bank 10%
11 Shenzhen Commercial Bank 10%
12 Shenzhen Development Bank 10%
13 Huaxia Bank 9%
14 China CITIC Bank 9%
15 Ningbo Commercial Bank 8%
16 Suzhou City Commercial Bank 8%
17 Xi'an City Commercial Bank 7%
18 Chongging Commercial Bank 5%
19 China Everbright Bank 3%
20 Industrial & Commercial Bank of China 2%
21 Agricultural Bank of China 1%
22 Bank of Beijing n/a

© 2007 KPMG Huazhen, a Sino-foreign joint venture in the People's Republic of China and a member firm of the KPMG network of independent member firms affiliated with KPMG International,
a Swiss cooperative. All rights reserved.
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Financial highlights and key ratio explanation

1 Netinterestincome Interest income less interest expenses (Including income from investments)
2 Non-interest income All operating income not included in net interest income
3 Operating expenses Includes all expenses charged to arrive at profit before tax (excluding interest expenses and charges for bad and doubtful debts)
4 Operating profit before provisions Total operating income less operating expenses
5 Charge for bad and doubtful debts Charges to the profit and loss accounts for bad debts, provisions for doubtful debts and net of recoveries
against customer advances
6 Exceptional and other items Non-operaitng income and expenses and exceptional items
| 7 Profit before tax Operating profit after provisions, exceptional items and other items
8 Net profit after tax Profit before minority interest and transfers to/from reserves and appropriations
| 9 Total assets Excludes acceptances
10 Gross advances to customers Loan and advances to customers before provisions, including advances to non-bank group undertakings. Excludes advances
to banks, trade bills receivables, accrued interest, and other accounts
| 11 Provisions against customer advances Includes specific and general provisions
12 Total deposits from customers Current, fixed savings, and other deposits from customers including non-bank group undertakings. Excludes current accounts
and overdrafts with banks
| 13 Shareholders’ funds Share capital plus distributable and non-distributable reserves
14 Capital adequacy ratio In accordance with the CBRC regulatory guidelines
| 15 Liquidity ratio Current assets as a percentage of current liability
16 Net loan/Deposit ratio Gross advances to customers, less provisions for loan losses as a percentage of deposits form customers
| 17 Non-interest income/Total operating income Non-interest income as a percentage of total operating income
18 Net interest income/Total assets Net interest income as a percentage of total assets
| 19 Cost/Income ratio Operating expenses as a percentage of total operating income
20 Net interest margin Interest income less interest expenses as a percentage of average interest bearing assets
| 21 Return on assets (ROA) Profit after tax as a percentage of total assets
22 Return on equity (ROE) Profit after tax as a percentage of shareholders’ funds
| 23 Gross non-performing loans (NPLs) Customer advances overdue for more than 90 days, and/or on which interest or principal has ceased to be accrued

24 Gross NPLs/Gross advances to customers Gross NPLs as a percentage of gross advances to customers
| 25 Bad debt charge/Gross advances to customers The charge for bad and doubtful debts as a percentage of gross advances to customers |

26 Provision coverage ratio

Provision as a percentage of gross advances to customers

Amount raised (IPO + PQO)

Industrial & Commercial Bank of China China 14,950 3.12 IPO 46,644
HK 40,700 3.07 IPO 124,949

Bank of China China 6,494 3.08 IPO 20,002
HK 29,404 2.95 IPO 86,742

China Construction Bank HK 30,459 2.35 IPO 71,579
China Merchants Bank China 1,500 7.30 IPO 10,950
HK 2,420 8.55 IPO 20,691

Bank of Communications HK 6,734 2.50 IPO 16,835
Huaxia Bank China 1,000 5.60 IPO 5,600
China Minsheng Bank China 350 11.80 IPO 4,130
Shanghai Pudong Development Bank China 400 10.00 IPO 4,000
China 236 13.64 PO 3,219

China 300 8.45 PO 2,535

Shenzhen Development Bank* China 0.68 40 IPO 27

Total amount raised from Mainland China listing (RMB)

Total amount raised from Hong Kong listing (HKD)

Source: Bloomberg

1 shenzhen Development Bank was the first Chinese bank to list (1989) hence the small amount raised

© 2007 KPMG Huazhen, a Sino-foreign joint venture in the People's Republic of China and a member firm of the KPMG network of independent member firms affiliated with KPMG International,

a Swiss cooperative. All rights reserved.
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Foreign investment in mainland Chinese banks

Industrial & Commercial Bank of China Goldman Sachs, American Express and Allianz Group

Dalian City Commercial Bank International Finance Corporation (IFC)

Bank of Communications 19.90%

Minsheng Bank IFC 160%
Temasek Holdings 4.60%

Huaxia Bank Deutsche Bank 9.90% 327
Sal Oppenheim 4.08%
Pangaea Capital Management * 6.90% 150

Guangdong Development Bank Citigroup* 20% 697
1BM 4.74% 165

Bank of Shanghai HSBC 8% 63
IFC 7% 47

Tianjin Bohai Bank Standard Chartered 19.99%

Jinan City Commercial Bank Commonwealth Bank of Australia

Ping An Bank®

Nanchong City Commercial Bank Deutsche Investitions-und Entwicklungsgesellschaft (DEG)

Sparkassen International Development Trust (SIDT)

China Everbright Bank

Shanghai Rural Bank ANZ Bank 19.90%

Qingdao International Bank® Hana Bank 72.31%

Nan Tung Bank® Morgan Stanley

Source: PUblICly available information On 16 November 20086, a Citigroup-led consortium won the right to buy 85% of China’s Guangdong Development Bank

Total investment in Nanjing City Commercial Bank still remains below 25% as IFC’s stake was reduced upon BNP Paribas’ purchase

Previously called Fujian Asia Bank

Pangaea made the purchase but the China Banking R y Commission i to approve the deal in the end

Morgan Stanley was able to acquire this bank because Nan Tung is a foreign-funded bank formerly owned by Bank of China’s Macau subsidiary
This bank is a joint venture between Hana Bank and ICBC, hence why Hana Bank has a controlling stake

The Financial Supervisory Commission of Taiwan has held up the deal although its jurisdiction in this case is unclear as the deal is going
through a Hong Kong subsidiary of Fubon Financial

Deal agreed in December 2006

~NO U A WN P
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IFRS financial highlights

In RMB 1million Net interest income Net non-interest income Operating expenses

In RMB 1million Total assets Gross advances to customers

* excluding minority interests

© 2007 KPMG Huazhen, a Sino-foreign joint venture in the People's Republic of China and a member firm of the KPMG network of independent member firms affiliated with KPMG International,
a Swiss cooperative. All rights reserved.
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Operating profit before provisions Charge for bad and doubtful debts Profit before tax Net profit after tax

Provisions against customer advances Total deposits from customers Shareholders’ funds (including minority interest)

2005 2004 2005 2004 2005 2004

© 2007 KPMG Huazhen, a Sino-foreign joint venture in the People's Republic of China and a member firm of the KPMG network of independent member firms affiliated with KPMG International,
a Swiss cooperative. All rights reserved.
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Contact us

KPMG in China and Hong Kong SAR has over 5,200 staff, working in nine offices;
Beijing, Qingdao, Shanghai, Chengdu, Hangzhou, Guangzhou, Shenzhen, Hong Kong
and Macau.

Our dedicated financial services team brings together partners from audit, tax
and advisory practices and is linked closely to other member firms in the KPMG

network.

For more information, contact one of the financial services partners listed below:

Simon Gleave Babak Nikzad

Partner in charge, Financial Services Partner, Financial Services
Tel.  +86 (10) 8508 7007 Hong Kong

Fax  +86 (10) 8518 5111 Tel.  +852 2978 8297
simon.gleave@kpmg.com.cn Fax  +852 2978 8144

babak.nikzad@kpmg.com.hk

Edwina Li Joan Ho

Partner, Financial Services Partner, Financial Services
Shanghai Hong Kong

Tel.  +86 (21) 2212 3806 Tel.  +852 2826 7104
Fax  +86 (21) 6288 1889 Fax  +852 2845 2588
edwina.li@kpmg.com.cn joan.ho@kpmg.com.hk
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www.kpmg.com.cn
www.kpmg.com.hk

Northern China

Beijing

8th Floor, Tower E2, Oriental Plaza
1 East Chang An Avenue

Beijing 100738, China

Tel : +86 (10) 8508 5000

Qingdao

4th Floor, Inter Royal Building
15 Donghai West Road
Qingdao 266071, China

Tel : +86 (532) 8907 1688

Fax : +86 (10) 8518 5111 Fax : +86 (532) 8907 1689

Eastern and Western China

Shanghai Chengdu Hangzhou
50th Floor, Plaza 66 18th Floor, Tower 1, Plaza Central 8th Floor, West
1266 Nanjing West Road 8 Shuncheng Avenue 9 Hangda Ro

Shanghai 200040, China
Tel : +86 (21) 2212 2888
Fax : +86 (21) 6288 1889

Southern China

Chengdu 610016, China
Tel : +86 (28) 8673 3888 Tel
Fax : +86 (28) 8673 3838

Guangzhou

29th Floor, Guangzhou International
Electronics Tower

403 Huanshi Dong Road
Guangzhou 510095, China

Tel : +86 (20) 8732 2832

Fax : +86 (20) 8732 2883

Special Administrative Regions

Shenzhen
9th Floor, China Resources
5001 Shennan East Road
Shenzhen 518001, Chin
Tel : +86 (755) 2547
Fax : +86 (755) 826

Hong Kong

8th Floor, Prince s Building
10 Chater Road

Central, Hong Kong

Tel : +852 2522 6022
Fax : +852 2845 2588

Macau
23rd Floor, D, Bank of China Building
Avenida Doutor Mario Soares, Macau
Tel : +853 2878 1092
Fax : +853 2878 1096

The information contained herein is of a general nature and is not intended to address the
circumstances of any particular individual or entity. Although we endeavour to provide accurate
and timely information, there can be no guarantee that such information is accurate as of the date
it will continue to be accurate in the future. No one should act upon such

iate professional advice after a thorough examination of the particular
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