











EXRHFABITHIEAHG MISSION OF THE BANK

ERFAEROTUIT 1994F, ERESHRAT. W HEEEN HEBRE" AfEwk.

EXARRORMEREZNLFER, EENISHEAS. EFREFHIAROBIHLY, BHTURAHISTS
BIRAMIIEST, IFHEREMRE. B~ L. EFVTASHRAFAENEARNERELNE IR @IEEL.
Fl, =R HE. BT PETNRERIPSHSRRAFURREA S RANFRRMMELS R
EeER EHE" &g RRERERGELS.

ERALXRTEFUTZUAXXRNEROXREBEINBEE, SHEHNEARERFREHNTH LS BFIROEFN.
SKHL “HEREN . HERLET 89fES.

China Development Bank (the “Bank” or “CDB") was established in 1994 under the direct leadership of the State
Council. It is dedicated to the mission of strengthening the competitiveness of our country and improving the

living standards of our people.

CDB has always been a strong supporter of the State’s macroeconomic policies and has assumed an active role in
raising and channelling funds to alleviate the bottleneck restraints to the development of the economy and
society. The Bank is dedicated to promoting the development of the market through well-planned and balanced
financing efforts that support development of the State’s key projects and construction in the infrastructure
sector, basic industries, pillar industries and high-technology industry. In support of the State’s policies to imple-
ment disciplined development and build a harmonious society, the Bank’s funding efforts also go to constrained
sectors, including urbanization, SMEs, agriculture, rural communities and farmers, education, medical and health
care and environmental protection. In answer to the call of the State to encourage domestic enterprises to “Go

Global”, the Bank engages in a wide range of international cooperative activities.

In support of the State’s development strategies and policies, the Bank has endeavoured to adhere to a commer-
cially viable approach, a strategy validated by the Bank’s maintaining and continuously improving its outstanding

internationally-benchmarked market performance and core competitiveness indicators.
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W& BEE FINANCIAL HIGHLIGHTS

2006 2005 2004 2003 2002
BAF 2,314 1,899 1,575 1,279 1,040
TR 2,018 1,732 1,410 1,140 896
TRAFLE 0.75% 0.96% 1.31% 1.88% 2.54%
RABEESLE 1.36% 1.41% 1.68% 1.87% 2.42%
WHRERES / FRERLE 190.6% 177.1% 142.2% 140.3% 136.5%
B 2,156 1,768 1,468 1,190 965
RITRERT 1,904 1,541 1,275 1,064 869
FrE&ENE 158 131 107 89 75
AN S 8.05% 9.15% 10.50% 10.26% 11.58%
T 28 23 17 13 12
=S ON 53 40 31 24 20
FHHE R 1.3% 1.3% 1.2% 1.1% 1.2%
FHE BN WS E 19.2% 19.2% 17.7% 16.0% 17.4%

2006 2005 2004 2003 2002
Total assets 2,314 1,899 1,575 1,279 1,040
Loans outstanding 2,018 1,732 1,410 1,140 896
Non-performing assets ratio 0.75% 0.96% 1.31% 1.88% 2.54%
Reserve for credit losses ratio 1.36% 1.41% 1.68% 1.87% 2.42%
Reserve for credit losses to non-performing loans 190.6% 177.1% 142.2% 140.3% 136.5%
Total liabilities 2,156 1,768 1,468 1,190 965
Bonds outstanding 1,904 1,541 1,275 1,064 869
Total owner’s equity 158 131 107 89 75
Capital adequacy ratio 8.05% 9.15% 10.50% 10.26% 11.58%
Net profit 28 23 17 13 12
Net interest income 53 40 31 24 20
Return on average assets 1.3% 1.3% 1.2% 1.1% 1.2%
Return on average owner’s equity 19.2% 19.2% 17.7% 16.0% 17.4%
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el EITIRES REN
TOTAL ASSETS BONDS OUTSTANDING
2,314 1,904
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AW & ##E OPERATIONAL HIGHLIGHTS
2006 2005 2004 2003 2002
BREBEER 576 547 440 380 236
HERTHFEM 630 365 360 420 250
-G8 (—FHMR, A& 1F) 160 45 40 90 50
-hKH (—FEHERFH, 25F) 205 110 205 120 35
-KH (AE#HE+EH, §10F) 161 95 90 200 145
-BKH (TENE) 104 115 25 10 20
2006 2005 2004 2003 2002
Loan disbursements 576 547 440 380 236
Amount of bonds issued 630 365 360 420 250
-Short-term bonds (less than 1 year) 160 45 40 920 50
-Mid to long-term bonds (1 to 5 years, inclusive) 205 110 205 120 35
-Long-term bonds (5 to 10 years, inclusive) 161 95 90 200 145
-Super long-term bonds (over 10 years) 104 115 25 10 20
strusman e oo
2006 2005 2004
28 Bt S ERice S Bt
B A 98.3 17.08% 105.9 19.37% 74.2 16.88%
NS 107.5 18.68% 106.6 19.50% 101.5 23.10%
PREE 15.5 2.69% 7.1 1.29% 5.4 1.22%
AiRAK 9.5 1.65% 12.6 2.30% 8.5 1.93%
lc%q 7.0 1.22% 6.5 1.19% 5.8 1.31%
R EE @I 18.9 3.28% 14.5 2.65% 18.2 4.15%
IRIRIKF 11.7 2.03% 11.6 2.13% 9.5 2.15%
NHERIRE 200.8 34.89% 188.4 34.47% 165.2 37.58%
Hith 106.4 18.48% 93.5 17.10% 51.4 11.68%
A 575.6  100.00% 546.7  100.00% 439.7  100.00%
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BY SECTOR
2006 2005 2004
Amount Percentage Amount Percentage Amount Percentage
Power 98.3 17.08% 105.9 19.37% 74.2 16.88%
Road construction 107.5 18.68% 106.6 19.50% 101.5 23.10%
Railway 15.5 2.69% 7.1 1.29% 5.4 1.22%
Petro-chemical 9.5 1.65% 12.6 2.30% 8.5 1.93%
Coal mining 7.0 1.22% 6.5 1.19% 5.8 1.31%
Telecommunications 18.9 3.28% 14.5 2.65% 18.2 4.15%
Agricultural & related industry 11.7 2.03% 11.6 2.13% 9.5 2.15%
Public facilities 200.8 34.89% 188.4 34.47% 165.2 37.58%
Others 106.4 18.48% 93.5 17.10% 51.4 11.68%
Total 575.6 100.00% 546.7 100.00% 439.7 100.00%

BERR A X 4548 5 o B
DISTRIBUTION OF OUTSTANDING LOANS BY GEOGRAPHICAL REGIONS

iE: 2006 45k HE KBS R B TR ER T LE 5 3%.

Note: At the end of 2006, loans outside mainland China accounted for 3% of the total portfolio.
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1T E & GOVERNOR'S MESSAGE

2006 £, BEREXN "+—1" WHERFFTREH—E,

2006 FF 12 B e At ERH T e BN RNTESRY, PAT-AEENETHTNLRA. NRASHNE
HEmITEIWATEFTNASHIERRAL T FOER, Rh—1MERWTARBHEHBERERTHE, BERTX
RITBEABRBRTRENETE. RRETARSRHOVHENER, eEETHLLEE. HFERETENE
hHL S,

RERFTERAMMEANE, FOVBCRREFORK. ZMNBRFAFRXESHNTTE. RENMZORESD,
RFRAETEHEN. FAURSROVHERRN. REAEFR—RATZLENERINE, BFtTHes XMNE
Y UEEXFHEREFHEIER.

FORZUEK, WERMERZULFEER, RRIBERESER. ZRETFTHSEROMIEL, MET FKH
WEFRITE. REEEMNENTNLE, XATRRNEEVS. BE2006F K, R/~ 2FHLE 23,143 {ZTART;
FREKZK0.72%, EL18NFEREAE 2% UK, XEFHMMKEMN LRV EE —FTEENBIFTE
FHERR, B—THEBAFTHNHANSERREE T &,

2006 &, FITEMUTHERSERER

ER X FHMSOUEMESRTHLR

SENERTMBTEANBBRERIS, £FHEKBHEUERKK, B, AREMEBFTIHLLEATK
5534127, HEFIFE78.6%; IFAMATRMPIRE, REXFLFNALR, BEDPMRILHK LR
WK 2,125{25T, HEBMRAEMA 30.2%; MANHESRRMANHENRA LS, flmmd/ b, BELWH
MEIFPREZE, IRXREFERSZVRHEBZRNR. RREDRENEFERER, IHREIFIEBRRE.

BATZHEE, —TEHRETCENNERTBTERMENEREBRERTHEEAVREHENAE AT
FEFIRER, ZORBRNEANZRNEE H—AEARLARZELRE, ARERKRHTLROTSTRIE.
RHEMFLR. FHEAR,

FLRHE A 2 F AR I

BMNESHHRITHZEMRR, DEFLRTIFBENEZOE, FEREFRDZ XL, FHEHERETH
HHEEER, REFRNEER, BETHRRESKENEREN. BMNUIBEREFERIVAS, MAX R
g, RWFFETR. REHSFLREH~VHREAHNE, MEHNEHENMERERASERE 24
KRB RNBREEHER640127T, BAFTHRE 448 NRAEE, N BEHRATLENER, BEEHATYS. B
RN EMN AR SN TR AERADTRFEROBRNERT FERRE,

HELE. ZNEEVEISHSAS, I/ THTEMBREZER, #37E2FHINER. PENBTHUHERR. &
FEHEREBAOBRRNHANS T, BAVERTEMREERTAMNSKEMERX, HRAIFHTHHERET -
BiR, RE—BIWE, RMNBEAEXMITER =R bl BE. BETFFHSLRATOEEMH, EEpl
MHEARSHEEARELNBATREMNSH. IBERMNARLSLRN "KE,
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RIRFFRE RS 1EL S

BMNAREALIN WA WXFESMEN. EEED. AOXPEESETNEE. 5. 5. MK
EMERRERNARM NFLEHAEEE, SEM. INMBEEN-LERELTEEXR, ATXHEALLSE
i TEHET MR IS PERARNEREENXE, AP efTUEAFBHTHSEERERHE (UDM) I
B. MR ATEE NI E S, BSmX LAV ERRERPNET HHBHSSHWTHAN. BARAFTEERSEL
SEATESHE, ERNEEFEZET ERNEEL.

= 2006 Fik, £TINCERRIUL 286.8512% 7T, FILIEK 77.23%, SNCARAFREL 1I8NFERIFHE.

ZhifEEh & RIFHR B £ 815

Rt WA RMBEUHREAEXZFNNREAER. dNUMRLFRRHE, NBHEHLRXETUEGEUENE
REFN, B 20 HEXERERATNEYRARREINHSHSL, BIRENXNREIBS Z L RRIKALHER
X, IFHEFLERMMKE T EHEFTHERRR, 2006 5F, RMNWPERT T "+ LFERRKE
R EXE. Fl. He THAROAMNES, SISTRAMEZHHITR, MAM= VLR, R~k
KEBACH.

g e RS EFE R e

FHTSERNZHRERMIMEZT EEEEDN, SEAHERASEE. ALEE. REFS. MARIRESHES
TS KUER, RREHEPNSRVNMEL, RSHLERENREN: BURARR. AATH. ~atlH%E
EAERARE ZRREEN. SISESKE, FRET —EHEA.

2006 F 4 B, FOBNETTASXIFIES, #ETEASRTHNEAR,: HNTER T REEERTEAARTHE
HR S, RARTETS EARNMTE . EEAE - ANCERMIAR ZRE10ENDRNO SN, &
BT, FAFEN1XM7 XREAMEEFHNRERNERN SR HEEN X,

SR L XU E IR

FNRBHEN ERAFEUNTSERERNER, BUTTHREMRIEREEE, #HHEFEERTADLNALRE,
B TEFRAEZER, BMNTET BTRERITIENSEENS, BUEReE, SIETHIEENG . 87
I IRHIE.

ZER, BINAEFHRIAERRT — N X—1ME%, ARDEREFHSEARITAME T S8THK. Eib, HAR
RSB R T RIS W ANEH,

EFR—FH, BEARTTMMEERERORE. BELFERUNRANRTESRTHHN, ERARTERZE
ARETHHMABRTRALER S, IMTEREEFNERSISHLAES . FFATNE/SHINNEN~ &
EF7TH,
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FITEEATREMELETR, EEREZUSFERERARSRRP RS, BHRAZLEEE. NEFSEN®
HEIE N SREXFEMRE. BTl XEFUOENERTERER, #HERLFRE, RitT W EREE,
hRERGELS, MREREE BRSTEFHINBERR. BN, RIERERMU>REIF. THTR. AW
EE, AREARANARUFELSLARFTE. UER—RLENBERAHRABERZSN.

BIESSENSHMSANMHSSRUNRMEES, BEHSEANERATEREAR, BRHBRAAZEFFRA
NHEBAER: ANESROZRESHERES, KHHI AT, EHERR.

EAREE "£R2Y" R, ATBERBIBHRSERESHN XA, £TUBTHERE BATELIMR
B, ERUEMNEIVRER, EUREARMESTETEEHE AT, 2006 F, FITRAARMNITEN "AR
HIRAER" BRUERTAE—SRIA,

RERR, BNEHFC. FOAERE BEEN. XERE" BEG. REKRENER. AENRZNETIER.
MREHNE, REVSER AFEEFHSEREHTHEROTIR.

EHXF&RIT 17K
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2006 witnessed a good beginning of the implementation of our nation’s Eleventh Five-year Plan.

China completed its World Trade Organization transition period in December 2006 and has begun an era of
opening its financial markets to foreign competition. In the recently concluded National Finance Conference, on
the further development and reform of the financial sector, one of the key agenda items was the reform of policy
banks. Our Bank will be a pacesetter in the reform and will continue to operate in accordance with modern

commercial disciplines while maintaining our roots in medium and long-term development-focused objectives.

Reform will bring significant opportunities to China Development Bank, and with them new challenges. We will
continue to focus on new product development and on our core competencies to assure the development of our
Bank into an international first-class financial institution. We will operate in line with modern financial market
disciplines, so that our Bank can better support our country’s economic and social development in a commercial

manner.

Since our Bank’s inception, we have been committed to implementing the State’s macroeconomic policies, support-
ing key development projects and providing financial relief to social challenges. We have acquired strengths in the
development and appraisal of medium and long-term lending. We also enhanced our risk management process and
achieved excellent operational results. At the end of 2006, our total assets have grown to RMB 2,314.3 billion. Our
non-performing loan ratio stood at 0.72%, having been held below 2% for the past 18 consecutive quarters.
These years of successful operation, along with disciplined development, have supported the country’s social and
economic development and have provided a solid foundation to support further reform and development in the

coming years.

In 2006, we have made significant progress in the following areas:

We have continued our support of key infrastructure projects at the country and county level. In 2006, we granted
RMB 553.4 billion to key infrastructure sectors such as coal, power, oil, transport, agriculture, forestry, water,
telecommunication and public facilities, which accounted for 78.6% of the total lending. We have supported
development in the central, north-east and western regions to assist in the balancing of economic development
across the country. Our loans to these regions amounted to RMB 212.5 billion, representing 30.2% of the total
loans for the year. In addition, we have provided stronger financial support to address social development bottle-
necks in sectors such as small and medium enterprises, micro enterprises, entrepreneurs, student loans, low-

income housing development and training institutions for farmers and workers.

As part of our operational discipline we have ensured that approved key projects receive uninterrupted funding in
accordance with our lending practices to avoid major disturbance to the economy. Also, we proactively adjusted

our management strategy to ensure sustainable funding for sectors in pressing need of development.

In fulfilling its market development strategy, the Bank is quick to identify market gaps and fill the void. Where

commercial banks have withdrawn their presence following restructuring, the Bank has stepped in with carefully




structured funding support. By adhering to market principles and ensuring that risks are properly mitigated, the
Bank has made intensive efforts to help rural communities establish an adequate structural basis for future
development. This has directly contributed to the State’s initiative for building sustainable rural development. To
realize this grand vision, the Bank will enhance its focus on helping development at the county level through rural
infrastructure construction, rural resources development and social and industrial development in rural regions.
In the past year, RMB 64 billion of loans were made to support rural revitalization and county-level projects. The
Bank has delegated 448 representatives to provide onsite support to targeted counties to help them build county-
level financing platforms and foster credit markets. This should lead to a reduction in credit risks while at the

same time promoting local economic development through an increase in available funding.

In the past a few years, the Bank has channeled funds from the marketplace to support infrastructure construc-
tion in urban areas and stimulate economic and social development. The process of urbanization across China
accelerates every year, as increasing numbers of migrants move from rural areas into cities. In view of this trend,
the Bank'’s successful funding structures for urban infrastructure construction have served as a good template to
support this growth. In the next one to two years, we will apply this solution to a wider range of areas experienc-
ing funding constraints, including agriculture, rural communities, farmers, SMEs, education and the medical
sector. We believe that these tools will aid in the development of financial institutions that are better aligned with
the requirements for appropriate social development and rural funding needs. We feel our greatest opportunities

lie in these areas with these substantial needs.

To realize the vision of a Global Village, the Bank has its own role to play. When engaging in international
cooperation, the Bank has established close ties with African, Asian and South American countries. This requires
us to give full consideration and respect to the political, economical, social and cultural attributes of our interna-
tional counterparts. This has been achieved by following the principle of mutual benefit and commercial viability.
Domestically, the Bank lends a strong helping hand to domestic enterprises to enable them to expand globally.
Significant loans have been made to support large international projects, including Sinochem’s acquisition of
Udmurtneft in Russia and the Kazakhstan Power Grid project. We encourage these domestic enterprises to fulfill
their corporate obligations for environmental protection and conform to local social and commercial rules. The
Bank has made its first few important steps in its international cooperation, and we have been vigorous in

ensuring that the right strategies and message have been communicated.

By the end of 2006, the balance of foreign currency loans amounted to USD 28.685 billion, up by 77.23% from

the previous year. The quality of these foreign currency assets has remained excellent for 18 consecutive quarters.

Continued advancement and self-initiated innovation are the very steps through which a country can enhance its
competitiveness. A review of historical economic development across the world shows us that changes arising
from the British Industrial Revolution in the 18th century that created such tremendous productivity to the devel-

opment of IT and biological technology in the US in the 20th century have triggered unprecedented social progress.




The rise and fall of every major nation has been closely connected with industrial development and technological
innovation. Supporting China’s industrial development and scientific and technological innovation are impera-
tives for CDB. In 2006, we completed the initial business development strategy of the Bank for the Eleventh Five-
year period and tailored our plans for regional, industrial, social and market developments. Our goal remains the
same, which is to channel and mobilize more resources to increase support for industrial development and the
promotion of innovation of critical technologies.

The Bank has entered into comprehensive cooperation agreements with a number of domestic financial institu-
tions to deepen cooperation in a wide range of areas, including asset management, settlement and the UnionPay
business. This cooperation aims to leverage the unique advantages of each of these financial institutions to
achieve synergistic benefits. The Bank also works closely with small and medium-sized financial institutions to
help them carry out their restructuring efforts so as to improve their operating efficiency and stability. The Bank
has been pleased to see the fruition of its efforts in expanding funding channels. The corresponding easing of
funding constraints and channeling of available capital investment have led to a growth in lending, capital mar-
ket initiatives and product innovation.

To improve risk management, the Bank has enhanced its market risk and operational risk management, advanced
the implementation of the New Basel Capital Accord and put in place an economic capital assessment system.
Internally, it has pursued a drive for credit process standardization while externally it has assisted in the building
of a credit culture and associated processes. The Bank has further refined its dynamic monitoring of loan collec-
tion with intensified audit examinations. It has also introduced an element of social oversight over its lending by
establishing a hotline to receive reports on irregularities and misconduct.

Over the years, our strong team of excellent employees have conquered one challenge after another and made
their mark in helping the Bank and the State to grow. | sincerely thank every one of you for your diligence and
dedication.

In the new year, many new challenges loom for Chinese banks. Chinese banks shall wrestle with foreign banks for
domestic market share as economic globalization continues following the opening-up of financial markets in
China. The competition shall predominantly manifest itself in the fight for high-end quality clients, talented
resources and the provision of high-value-added products.

By following market and commercial disciplines in our operation, the Bank shall strive to ensure its operations
comply with market and commercial principles, and address the country’s development challenges on a commer-
cially viable basis within the State’s macro economic policy framework. We will continue to improve our business
management, risk mitigation and market innovation while increasing our international cooperation and financial
cooperation so that the Bank can fulfill its duties to support the State’s key construction projects. These projects

will continue to be focused on the infrastructure sector, basic industries and pillar industries, the promotion of




county-level economic development, to facilitate industrial restructuring and ultimately serve the purpose of a
balanced and efficient development of the economy and society. The Bank shall never compromise its pursuit of
its goal to attain international first-class performance, with a focus on product innovation, market expansion,

internal management and adequate allocation of human resources to meet its business development needs.

We also shall further our robust interaction between participation in development-oriented financial markets and
the popularization of finance across all strata of the society. We will call on all sectors of society to support the
advancement of the development of the financial system so that everyone can enjoy the same rights and expec-
tations in meeting their funding needs. Meanwhile, we shall ensure that the development of the financial sector
can make a better contribution to building a fair and harmonious society.

As a member of the UN’s Global Compact initiative, CDB acts in earnest support of the Global Compact champi-
oned by the United Nations. By striving to live up to its social responsibilities, the Bank is committed to becoming
a responsible and innovative champion of the cause and making its due contributions to the sustainable develop-
ment of the society. In 2006, CDB, as the only financial institution, has been awarded “the best institution for
social responsibility”.

Going forward, we have full confidence in ourselves, knowing what we have achieved and what can be achieved.
By imprinting our mission to strengthen the competitiveness of our country and improve the living standard of
our people in the mind of each of our team members, we at CDB shall, by our collective wisdom, by our passion
and by the unwavering perseverance, help accelerate the country’s reform, promote business development at the

Bank and prove once again our value in furthering China’s economic and social development.

CHEN YUAN
GOVERNOR
CHINA DEVELOPMENT BANK
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=< BOARD OF SUPERVISORS

ExARRTEECHESHERE(EFERSMVMEEETEE) ZERE, X
E&hist, FHREZ (FOD) MERFLRTHUSRAMEEEEFRALRBEE.
BESREIF -5 TRESEVNIEARETS ANBEVEE. PERTVEEE
BZRe. BRARRON—FEER T MESHNET—2RREBERRES.

Representing the interests of the PRC government, the Board of Supervisors (the
“Board"”) of CDB is appointed by the State Council in accordance with the “Provi-
sional Regulation on Governance by Supervisory Board at Key State-owned Finan-
cial Institutions”. The Board is responsible to the State Council for supervising and
monitoring the management, operations and financial performance of the Bank.

The Board consists of a chairman, several full-time supervisors and staff members.

BESERE KRR . . o . _
CHAIRMAN OF BOARD OF It also includes one representative each from the Ministry of Finance, China Bank-
SUPERVISORS : . @ o : .
ZHU YUANLIANG ing Regulatory Commission (the “CBRC"), China Development Bank and a desig-

nated public accounting firm, all of whom serve on a part-time basis.

E e EzERELS INTERNATIONAL ADVISORY COUNCIL

AR EEFRRE, IR @ ER—RETEH, FiTT 1999 in the fall of each year to review CDB’s performance
#RTEGFRREZERS. RTHNERMEIZERSHky  and provide strategic guidance to bank management.
R F AR 28 B K . . o
EREST. RMFAROMEALEN. SERFATT The Council met for the eighth time in Beijing between
U NBEAY By b 4 ik == 7= s > 7= ik .
ReW, FRRMBTOUWGEFIETHE. ARTH 54 and 7th of September 2006. The Council members
KR R A EEERMES, and invited guests focused their discussion of the fol-

200659 B 5AZ 7 A, HitEA T REEFMEE lowing three topics:

REE/NRZW, ERFITUTILE: B International economic landscape;

B The economic landscape in China; and

B ERZFEE
B HEZFEE
B FRMEmSEREE

B Development-oriented finance and international

cooperation

. - o e , o The invaluable insights and recommendations provided
EFMIE RS E RN RER AN LB RTEE J P

ENEERESIAE. BRREZRASRENESERA
HTRENBINERARID .

by the council members and guests have been well re-
ceived by our management. To the Bank, the guidance

from the Council has become an inseparable part of

In order to broaden its international vision and quicken our corporate governance.
its progress toward becoming a bank universally
recognised as operating at first-class levels according
to internationally accepted performance criteria, CDB
set up its International Advisory Council in 1999. Our
International Advisory Council (the “Council”) consists
of distinguished members from political, financial and
academic circles around the world. The Council meets
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ERXFRZBITEPFRERIZRSH /N XSV

The Eighth International Advisory Council Meeting of China Development Bank

20064F9A5H8-7H, =
Sep.5-5Sep.7,2006 Beijing

&

H£—HAZEA Front row from left

F 5 £ 58 Tadao Chino

TMARBTITK. BAKBAERE. FNMHRAERE

Former Governor of Asian Development Bank, Former Vice-Minister
for International Affairs of the Ministry of Finance, Japan, and Senior
Advisor of Nomura Research Institute

J&/\)Il Zhou Xiaochuan
FE A R$R1717H Governor of the People’s Bank of China

%% - HFE Paul Keating
JRAFI BT AR Former Prime Minister, Australia

s 4 Zeng Peiyan
E % pREl 2R Vice Premier of the People’s Republic of China

%t Chen Yuan
E xR % R17171< Governor of China Development Bank

s - R B PR Jacques de Larosiére

EFREmESARF DR . FONEXFFRBTRTK. B P RRTEITK.
%= EEERBEITS M5 Former Managing Director of the International Mon-
etary Fund, Former Chairman of European Bank for Reconstruction and
Development, Former Governor of Bank of France and Senior Adviser of BNP
Paribas

25284 Cai Esheng
hERTIIEEEIEERRSEF/E Vice Chairman of the China Banking
Regulatory Commission

R@LE - 554 Sir Edward George
HAE=$R1TRIFT1E Former Governor of Bank of England

FE"HHAZESA Second row from left

B Zhao Jianping
ER AR BEITITIBNIE Assistant Governor of China Development Bank

#1748 Ng Kee Choe
KRN ABER FERFITSRMIE Chairman of Singapore Power
Ltd. and Former Senior Advisor of Development Bank of Singapore
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BB ARBES STRATEGIC FOCUS
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In 2006, by adopting the concepts of disciplined development in our operations and prioritizing our strategic

development, the Bank was able to make effective contributions to the implementation of the State’s macroeco-

nomic policies and the economic and social development of the State. Achievements include:

B IHEREMRE. BV NIEs V2R

Supporting the development of infrastructure, basic industries and pillar industries
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Promoting coordination in regional development and industry restructuring

MmEHEREELS, DRERRER

Increased efforts in promoting international cooperation and sharing development experiences

MUXFEFZFRRAVIAR, EHHSEHFRNER

Driving the development of New Rural Communities by supporting economic development at county level

gL RBE. EFEHSRBIOENZE, XEHERE

Enhanced support to bottlenecked sectors, including SMEs, housing and medical programs

MERERXERMIMEE, RHEPNERVIMHNNESER

Increased strategic cooperation with various financial institutions and direct assistance and facilitating the

reform and development of small and medium-sized financial institutions

THEREMIEMHE. EMElinEiEFElEIE SUPPORTING THE DEVELOPMENT OF
INFRASTRUCTURE, BASIC INDUSTRIES AND PILLAR INDUSTRIES
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One of the main objectives for the establishment of
China Development Bank was to provide long-term
funding support to the development of the State’s
infrastructure, basic industries, pillar industries and top-
priority State projects, and also the channeling of so-
cial funds to alleviate bottlenecks that impose restraints
on economic development. Thus the Bank’s main busi-
ness and loan targets have been and will be concen-
trated in the sectors of electric power, highway, railway,
petrochemical, coal, post and communications,
agriculture, forestry and water conservation and other

public infrastructure.

In funding the State’s top-priority projects, the Bank,




as the principal financing bank, helps to channel funds

through creation of markets and functions as the bridge
between governments and the markets. By doing so,
the Bank has provided strong support to a long list of
key projects, including the Three Gorges Project, the
State Oil Reserve Base, West-to-East Power Transmissions,
South-to-North Water Diversion, West-to-East Natural
Gas Transmission, Beijing-Kowloon Railway, 2008
Beijing Olympics and Qinshan Nuclear Power Plant. In
the twelve years since its establishment, the Bank has
made, on an cumulative basis, loans of RMB 3,370.4
billion across these sectors. During 2006, the Bank fur-
ther developed and consolidated its position in elec-
tric power, coal and highway sectors. It also made
breakthrough funding for the rural highway and rail-
ways sectors. During the year, loans to infrastructure
construction, basic industries and pillar industries
amounted to RMB 696.2 billion, representing 98.8%

of total loans of the Bank.
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The electric power industry is one of the basic industries
that are vital to the economy of the State and livelihood
of its people. Since 2000, the Bank's support to power
generation and power transmission/distribution projects
has remained at 20% of the total investment in China’s
electric power industry. Financing from the Bank has
made strong contributions to raise the country’s power
generation capacity from 319,000,000 kilowatts
(319GW) in 2000 to 622,000,000 kilowatts (622GW) in
2006. World-class power projects in China completed
with the vital financing of the Bank include the Three
Gorges Power Plant System, Xiluodu and Xiangjiaba Hy-
droelectric Power Plants on the Jinshajiang River, Ling‘ao
Nuclear Power Plant and the West-to-East Power Trans-
mission project. The Bank's loans to these projects in
2006 represented 14% of total loans made in the whole
year. During the Eleventh Five-year period, the total in-
vestment in China’s electric power industry is expected
to reach RMB 2,600 billion, and the Bank shall further
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extend its support to this sector throughout the Elev-

enth Five-year period and beyond.

11438842 i — HA T #2 Ling'ao Nuclear Power Plant Phase Il
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Ling’ao Nuclear Power Plant Phase I, the only nuclear
power project under construction during the Tenth Five-
year period, is the first gigawatt nuclear power plant
designed, manufactured, constructed and operated by a
Chinese enterprise. Total investment for the plant, which
is comprised of two 1GW nuclear turbine-generator units
(1,000,000 kilowatts each), amounted to USD 3,231
million, of which the Bank has funded components of
RMB 11.0 billion and USD 200 million respectively.

FRRE: BRAEMARR —RRRT RR— e
West-to-East Power Transmission: Shaanxi Shenmu
Power Plant — Jinjie Coal and Coal-fired Power Gen-
eration Integration Project
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The project, designed to have a power generating ca-
pacity of 4 x 600,000 kilowatt and an annual output
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of 10 million tons of raw coal, is not only Shaanxi’s
first West-to-East Power Transmission through the
northern route, but also serves as a show-case project
in promoting the integration of coal production and
coal-fired power generation. It not only opens up a
new route for West-to-East Power Transmission, but
also represents the outcome of efforts to integrate the
coal and power production industry. The Bank had pro-
vided RMB 2,776 million in support of the construction;
the first power generation unit has begun trial

operation.
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Road building is another key infrastructure industry
which is fully supported by the Bank. The Bank’s high-
way financing loans since 2000 amounted to 18.9% of




China’s total investment in this sector. As of the end of
2006, the Bank’s outstanding loans to this sector were
RMB 425.3 billion, accounting for one fifth of the lend-
ing portfolio of the Bank. The Bank has provided loan
financing to many of the State’s key road building
projects, including the backbone State highway
network, the eight main highways in Western China,
and several of the national freeway network projects.
During the State’s Eleventh Five-year Plan period, as
the leading bank in this sector, CDB will continue to

provide strong support.

Rural highway construction appeared as a top priority
of the State’s initiative to build New Rural Communi-
ties in the Number One document of the Party Central
Committee. On the strength of extensive research and
studies, the Bank designed a number of feasible lend-
ing structures. By the end of 2006, the Bank had com-
pleted loan reviews for rural highway construction
projects in 18 provinces. Total loan commitments at
year end had accumulated to RMB 61.4 billion, and
loans made during the year amounted to RMB 11.1
billion. Rural roads and highways constructed with the
funding of CDB now amount to 98,288 kilometers, re-
flecting the Bank’s dedication in its support for the

building of New Rural Communities.

REERNABIE

Rural Highway Project in Anhui Province
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The rural highway project in Anhui Province is the first
such project across the State to be funded with large
scale loans by a bank. CDB provided loans of RMB 4.0
billion in support of the construction of 8,000 kilome-
ters of road to connect townships and 62,000 kilome-
ters of road to connect villages. It is expected that by
the end of the Eleventh Five-year Plan period, cement
roads or asphalt roads will provide modern vehicular

access to every village in the province.
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China’s rail system is one of the vital infrastructures of
the State, a lifeline of the national economy and a major
mean of mass transportation. It plays an irreplaceable
role in China’s economic and social development. In
2006, the Bank and the Ministry of Railways entered
into a strategic partnership. During the Eleventh Five-
year Plan period, the Bank will provide policy loans in
the amount of RMB 250.0 billion to the Ministry of
Railways. As of the end of 2006, the Bank’s outstand-
ing loans to railway construction were RMB 72.5 billion.

B Z= PRk I KI5 E £ Railway Line for Passenger
Trains between Zhengzhou and Xi‘an
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The Zhengzhou-Xi’an passenger train railway line,

which runs 458 kilometers with a designed speed of
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over 200 kilometers per hour, is a critical component of
the Xuzhou-Lanzhou railway network for passenger
transport. It is part of the State’s mid- and long-term
plan for the country’s high-speed passenger transport
system. This system is represented by a network of four
north-south lines and four east-west lines running across
a vast area. The construction of the project will drive
economic development along the rail lines, reduce envi-
ronmental pollution and promote the technological
improvement of the domestic rail system. For this project,
the Bank has committed loans of over RMB 13.8 billion.
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The Bank continues to support the development of the
petroleum and petrochemical industry and expand its
strategic cooperation with large State-owned
enterprises, including China National Petroleum Cor-
poration (CNPC), China Petroleum & Chemical Corpo-
ration (Sinopec) and China National Offshore Qil Cor-
poration (CNOOC). The Bank’s funding support has
extended to oil and natural gas exploration and devel-
opment projects, key pipeline projects, large oil refin-
ery projects and coastal LNG projects. During 2006, the
Bank made medium and long-term RMB loans of
9,377 million and foreign currency loans valued at RMB
68,856 million to this industry.

I"HRBURAS (ING) B#ITIE Guangdong Lique-
fied Natural Gas (LNG) Transportation Project
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The LNG transportation project in Guangdong is the first
such project in China. The key objective of the project is
to build and operate three 145,000 cubic meters mem-
brane system LNG carriers. Total investment will amount
to USD 623.80 million, 75% of which (USD 467.85
million), shall come from bank loans to be funded by
CDB. This project has profound significance in ensuring
the security of the State’s energy supply and improving

the marine transportation capability of China.

¢ LNG) =3B E Guangdong
Liquefied Natural Gas (LNG) Transportation Project
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Coal is the primary energy source in China and the coal
industry is vital to the State’s economy and energy
security. During the past ten years, the Bank has con-
tributed greatly to development of China’s coal
industry, making total loans of RMB 107.5 billion to
coal projects. This figure represents 30% of the total
investments in the nation’s coal industry for that same
period. Since 2003, in light of development trends and
State policies on the coal industry, the Bank has even

more vigorously supported the coal industry growth
and modernisation, with cumulative loan commitments
of RMB 156.0 billion. The Bank has focused on large
enterprises, large production bases and large projects.
These include the State’s coal-fired power generation
projects, coal mine safety improvement, coal-bed meth-
ane development and utilization projects, and demon-
stration projects for coal resources integration and the
new coal chemical industry. During the Eleventh Five-
year period, total investment for the construction of
the State’s large coal production bases is expected to
reach RMB 400 billion. CDB, as the leading bank in this
sector, will continue to contribute to the development
of the industry.

HETHERAR. B, LTIH Shenhua Ningmei

Group Coal, Electricity and Chemical Project
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Shenhua Ningmei Group is a backbone enterprise of
the East Ningxia Base, one of the 13 large coal bases of
the nation. In 2006, the Bank made loan commitments
of RMB 9.5 billion to the Group in support of its coal-
based olefin chemical project; total loan commitments
to the enterprise amount to RMB 38.1 billion. This has
given a tremendous boost to the “Number One Project”
of Ningxia — the development and construction of East
Ningxia Energy and Heavy Chemical Base, and pro-
moted the accelerated development of the Ningmei
Group in coal mining, power generation and modern

coal chemical industry.
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Comprehensive Development of Shanxi Jincheng

Anthracite Mining Group
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The Jincheng mining area is a key component of the
Eastern Shanxi Coal Base, another of China’s 13 large
coal bases and a primary source of anthracite coal
production. Shanxi Jincheng Anthracite Mining Group
ranks 7th in the top 100 mining enterprises in China. In
2006, the Bank made loan commitments of RMB 14.5
billion to the Group on an cumulative basis to enable it
to achieve comprehensive development across coal
mining, natural gas production, power generation and
coal chemical production and to build a system in the

mining area to sustain a recycling economy.
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The post and telecommunications industry is one of
China’s pillar industries. It drives growth in the na-
tional economy, improves asset quality and enhances
the strength of the country. The Bank focuses on sup-
porting leading telecommunications device
manufacturers, including Huawei Technologies, ZTE
Corporation and Datang Telecom Technology, to en-
hance their R&D capabilities, develop their proprietary
products, upgrade their technologies and equipment
and explore international markets. At the same time,
the Bank makes strong contributions to the construc-
tion and improvement of telecommunications infra-
structure and networks across China. In 2006, the Bank
made RMB 14.6 billion of medium and long-term loans
to major telecom operators in China, including China
Netcom, China Tietong and China Satcom, to support
their telecommunications network construction

projects. These loans are major catalysts in improving

the competitiveness of the telecom operators and pro-
moting their business innovation and the quality of

their services.

HBBEMERIZSEERE CTT Telecommunica-

tions Network Construction and Restructure Project
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In the domestic telecommunications industry, the Bank
selected China Tietong (CTT) as a funding target. CTT is
a new and strong presence in the telecom landscape,
having transformed itself from a communications com-
pany focused only on services to the railway transporta-
tion industry into a telecom operator covering both the
railway and public sectors, thanks to committed finan-
cial support from CDB in the amount of RMB 44.0 bil-
lion on an cumulative basis in the six years since CTT's
establishment. With an average annual growth of over
30% in its operating income, CTT has become the third

largest fixed-line operator in the Chinese telecommu-
nications industry. At the end of 2006, the outstand-
ing balance of the Bank’s funding to the Group
amounted to about RMB 24.5 billion.
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In recent years, within the public facilities sector, ur-
ban subway and light rail projects have developed
rapidly. As of the end of 2006, the Bank had made
total loan commitments of RMB 104.7 billion to sub-

way and light rail construction projects.

KB B 3@ Urban Railway System in Tianjin
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The high-speed railway system connecting Tianjin Mu-
nicipality and its New Coastal District (NCD) is a key com-

ponent of the latitudinal transportation hub in the T-
shaped scheme of the NCD. Along with the rapid devel-
opment of the NCD, the railway system plays an increas-
ingly important role as the logistic artery between ur-
ban Tianjin and the coastal area, in order to meet the
ever-growing flow of goods and people. This railway
system also provides solid infrastructure for the devel-
opment of the NCD. Total investment for the construc-
tion amounted to RMB 6,626 million, including RMB
3.0 billion of loans from the Bank. This railway system

construction project is now into regular operation.
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The 5+1 Program of Liaoning Province
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In order to achieve sustainable economic development, duce healthier economic outcome for the people and
the government has adopted a strategy to drive the institutions of the target areas, together with world-
development of Western China, revitalize the old indus- class financial performance for the Bank as the leading
try bases of Northeast China, promote the rise of cen- lender for such projects.

tral regions and encourage the eastern regions to take

. . . The Bank has contributed significant resources to help
the lead in development. The ultimate aim is to ensure

el cesiiinied develepma Gor e s revitalize the northeastern regions. It helps with the

designing of development plans, as well as being the
In responding to the call of the State using the prin- first to propose the integration of Bohai Rim Economic
ciples of disciplined development and adhering to the Zone of Liaoning Province into the development plan
practice of planning ahead of action, the Bank actively of the Northeast China. To help revitalize the old in-
supports the development plans drafted by the relevant dustrial bases in Northeast China as quickly as possible,
authorities. The plans emphasize that development in the Bank has given technical assistance, increased fund-
western regions should not only comply with the State’s ing support for infrastructure construction and helped
strategic plans but also facilitate the preservation of in promoting industrial restructuring. By the end of
natural resources and migration arrangements. By the 2006, the Bank had disbursed special-purpose funding
end of 2006, the Bank's loans balances to the western to the northeastern regions amounting to RMB 188.7
regions amounted to RMB 447.6 billion. It is pleasing billion (including RMB 81.7 billion to Liaoning Province,
to note that these loans continue to enjoy both good RMB 61.2 billion to Jilin Province and RMB 45.8 billion

quality and good repayment records. to Heilongjiang Province).

Globally, development banking and State planning are
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often associated with high-risk schemes that produce - .
The 5+1 Program of Liaoning Province

few tangible benefits. This is not true in China, where
we have demonstrated that good State planning and ~ 2006%F T FEEHERMIRK, ERRRERREKNE
good development banking can be synergized to pro-  EOEE~LEN. TEBME. FRELERX. KEE
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In 2006, Liaoning Province made a major strategic de-
cision to implement the 5+1 Program, i.e. to focus on
the development of five key regions, namely Chang Xing
Island of Dalian City, Yingkou'’s Coastal Industrial Base,
Jinzhou Gulf of West Liaoning, Dandong Industrial Park
and Dalian’s Huayuankou Industrial Park, plus one
coastal zone from Dalian to Huludao Island. The 5+1
Program covers an area of 375 square kilometers, with
total investment of RMB 45,443 million, of which CDB
has committed RMB 30 billion in loans. Upon comple-
tion of this program, the five regions plus one zone,
with its sea ports, transportation and logistic centers,
will become Northeast China’s gateway to the world.
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The fundamental solution to ensure the industrial secu-
rity and strategic interests of the State is to promote in-
dustrial development and innovation. As one of the main
facilitators of the State’s industrial development policies,
the Bank has engaged both internal and external special-
ists to conduct studies on industrial planning, industrial
integration and innovation. The Bank also supported the
rapid development of a number of innovative enterprises,
including Lenovo, Datang Telecom Technology and Chery
Automobile. In 2006, the Bank formulated 27 industry
development plans, and promoted integration of various
industries, including domestic equipment manufacturing,
electronic, semi-conductors and nonferrous metal
processing. By leveraging resources from the marketplace,
the Bank was able to channel more resources into indus-
trial development and help to establish venture capital
funds for Suzhou and the Wuhan East Lake High-tech
Development Zone. With this funding, the industry was
able to drive synergies between R&D and production and
promote innovation of key industrial technologies.

TSR EBRE Chery Automobile Co., Ltd.

2004 £, AREREWARSHXBHY, RONHFHS
FEREMATBRERR 24T, AGHRIIRKEE
AERERHETUESRIT. BAET THINRE R
REMBEYIR/R, WFRTBH. FHNERESRLIE
EREAEMELXRNELD. 22006 5K, HITRITA
BMEHRART 1242T, "+—5" #E, HiTEERTHE
HERARTS8ZT. XFHBEMER. ¥ K/t &
HE" TEEE.

2004 was “crunch time” for the automobile industry
in China as demand plateaued and automobile




manufacturers encountered bottlenecks in their
development. The Bank committed a loan of RMB 2.4
billion to Chery for its high-tech R&D project. The fund-
ing support from the Bank to help Chery build a na-
tional automobile brand not only satisfied Chery’s need
for funds for its rapid development, but boosted con-
fidence of the government, Chery and other domestic
financial institutions in promoting key Chinese brands.

REERARMINE X ARITEREFRA RARFEATIE R ST~ B
Lending Support to CITIC Group to Acquire the Kazakhstan Oil Assets of Canada’s Nations Energy Co., Ltd.
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By the end of 2006, the Bank had disbursed RMB 1.2
billion of loans to Chery on an cumulative basis. In
December 2006, the Bank and Chery concluded an
agreement which guarantees Chery an additional fund-
ing of RMB 5.8 billion during the Eleventh Five-year
Plan period to improve its R&D capabilities, increase
new product development and production capacity,
and enable it to implement its “Going Global” strategy.

EESREME, IRBTHERER BREILRESR
ERALMESRIMHEZRESHITHEE.
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As the largest developing country in the world, China has
the responsibility to share the story of its success with
other developing countries. At the same time, the ven-
turing of large State-owned enterprises into overseas mar-
kets is the inevitable outcome of opening up China’s

economy and the globalization of the world’s economy.

In expanding international cooperation, the Bank focuses
on neighboring countries, African and Latin American
countries. In 2006, through the Shanghai Cooperation
Organization (SCO) Summit, China ASEAN Expo, Beijing
Summit of the Forum on China-Africa Cooperation and
overseas visits of the Bank's leaders, the Bank had com-
municated with various levels of governmental agencies,
financial institutions and enterprises of these develop-
ing countries, and entered into a series of framework
cooperation agreements with them. As the chairman of
the SCO Banks Consortium, the Bank played a crucial
role in building the banks consortium framework for
cooperation. It led other member banks to sign the “Out-
line for Actions of SCO Banks Consortium Members in
Support of Regional Economic Cooperation”, winning
praise from the leaders of the SCO member countries.
In addition, the Bank organized training on financial
theories and their practical application to developing
countries. By sharing its experience in the past 12 years,
the Bank has been able to help in the development of
financial institutions in these countries and enhance their

cooperation with the Bank.

On 5th and 6th of December 2006, the Bank hosted the
Seminar-Workshop on Environmental Governance Stan-
dards (EGS) for Financial Institutions in China in joint
sponsorship with Association of Development Financ-
ing Institution in Asia and Pacific (ADFIAP) and Euro-
pean Commission. As the next grant project under the
EU-Asia Pro Eco Programme, EGS aimed to introduce to
financial institutions environmental management sys-
tems and environmental protection rating standards in
connection with project financing and loans to SMEs

and also discussed the development of environmental

protection governance tools for financial institutions.

At present, the focus of the Bank’s international coop-
eration is in the area of infrastructure construction and
energy exploration. The Bank has been involved in a
number of heavyweight projects, including: overseas
merger/acquisition projects by CNPC, Sinopec, ChemChina
and CITIC; the China-Kazakhstan Qil Pipeline; the cop-
per mining project of China Minmetals; CITIC's acqui-
sition of the Kazakhstan oil assets of Canada’s Nations
Energy Company and the acquisition of Adisseo by
China National Chemical Group (ChemChina). To con-
trol the risk of such projects, the Bank referred to the
practice of international rating agencies, and applied
credit ratings to the borrowers as well as the borrow-
ers’ host countries before setting risk limits. By the end
of 2006, international projects supported by the Bank
numbered 105 with total a loan balance of USD 18,760
million. The quality of foreign currency assets has re-
mained excellent for 18 consecutive quarters.

= 52 W NS oK P9 7R 2T RE TR T PR Rl IS = e At
MR A~ E Lending Support to CITIC Group to
Acquire the Kazakhstan Oil Assets of Canada’s Na-
tions Energy Co., Ltd.
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CITIC's acquisition of the Kazakhstan oil assets of
Canada’s Nations Energy Company Limited is a major
project that implements the State’s “Going Global”
strategy. The Bank committed USD 1.8 to 2.57 billion to
CITIC, and disbursed USD 1.71 billion in December 2006.
CDB's loans were an important factor contributing to
the success of the acquisition, a success that can increase
the scale of cooperation between China and Kazakhstan,
facilitate diversified energy cooperation between Chi-
nese and Kazakhstan enterprises, and contribute to

stronger economic ties between the two countries.
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China Minmetals’ Copper Mining Project in Chile

BOXHHELT RAMSHNERBLASSIEFLEH
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China Minmetals and Nacional del Cobre de Chile
(Codelco) signed a cooperation agreement to mine cop-
per resources in Chile. The project, with a total invest-
ment of USD 2 billion, represents a historical break-
through in copper resource development cooperation
between China and Chile. It will enable China Minmetals
to receive a supply of 836,250 tons of copper metal over
the next 15 years. CDB, as financing advisor, lender,
corresponding bank and guarantor all rolled into one,
helped structure the financing of the project and pro-
vided USD 330 million in loans to the project.

PE W TEFH AR5 #HEATE Support ChemChina

to Acquire Advanced Technologies
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ChemcChina is a major enterprise in the chemical in-
dustry in China. Its acquisition of 100% of Adisseo, a
France-based top animal nutrition supplement
producer, marked the first successful international ac-
quisition by the Chinese chemical industry. By drawing
on its own resources, the Bank provided to ChemChina
Euro 340 million of the Euro 400 million required for
the acquisition. The support from the Bank ensured
the successful completion of the deal on 17 January
2006 and enabled the Group to acquire new produc-
tion technologies, streamline its industrial structure and
expand its market share. The acquisition is a critical
step forward in accelerating development of China’s
methionine industry and to address the rural develop-

ment challenge in China.
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Uz FREZFARAVING, #E SIS F HRAEIR DRIVING THE DEVELOPMENT OF
NEW RURAL COMMUNITIES BY SUPPORTING ECONOMIC DEVELOPMENT AT COUNTY LEVEL

BRMSEIXFRNZHERARCHEPNERSL LE
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FihF E R RILE "Em” NH, E R FRN
MRMAR, MRE LN EPERRAR. RERITERN
MEMREIHAIMINER, 8 2005F, RITEMEAL
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2006 F RIT R M RN BERARART 322127, K
FEART 772125t 2007 ERTHE BN EEH RS
BIEEN 2000 M EEHEE . BRI A ERRE
IE, hEERFEF R RN, SHITBF KT
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The development of New Rural Communities is a task
of historical significance in China’s modernization
process. The Bank is well aware that its support to this
program is far more than mere poverty alleviation, it is
a mission to help farmers to be self-sufficient through

the development of agriculture and rural areas, thus
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fundamentally improving the life of the farmers. Since
2005, by drawing on its experience in rural infrastruc-
ture construction and application of its development-
oriented financial theories, the Bank started to inject
funds into pilot urbanization regions to support the
construction of rural infrastructure and public facilities.
In 2006, loans to support the development of New Rural
Communities amounted to RMB 32.2 billion, and the
outstanding balance as at year end was RMB 77.2

billion.

In accordance with the Bank’s plan, funding support
in 2007 shall cover more than 2,000 counties under
the umbrella of the New Rural Communities initiative.
The Bank, working closely with local governments and
financial institutions and implementing proper risk
management, shall assist in the planning and driving

of county-level economic development.
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LA R R ARSI =ik Corporatization of

Vegetable Farming in Leping, Jiangxi
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Vegetable Farming in Leping, Jlaﬁgo‘l-‘~.

The Bank has worked together with local government
and local enterprises to channel funds to farmers to help
in their production. The first batch of RMB 3 million of
loans was used to support the production and distribu-
tion of year-round, pollution-free, high quality vegetable
products. Through this project, Leping is now able to
produce more than 150 types of vegetable. This project
also reaps satisfactory social and economic benefits by
inducing 200 farming families to become part of the
new agricultural production cooperative chain, leading

to an increase in income of RMB 25,000 for each of these




families. In other words, RMB 3 million in loans from the

Bank, through well-planned, well-designed and well-ex-
ecuted rural development, will generate RMB 5 million

annually in increased incomes to 200 farming families.

WL FEBRE=LHRAR

Qianxihe Food Group Limited, Hebei
FAER = W Al Sk A W FE RS A 2K = W B PR A =2 IAC
EEEELY, H2008 FILRRESEAR ML,
FRFEE200773%, 2006 F1% =5, HITEI M HERET
ARM 2,500 A TEEAS TR, TITHZASNIHFE
Az mk ALK TE. ARNI. 2EEE%. ¥R
Foix, AW EPERBE~ WA 10 7 A, BETIZWmE,
BOTFREHTHER, X RNBXAFR M RRAEHE
MXEFERAER, BEHETINERNNELNEE.

Hebei Qianxihe Food Group Limited is the leading mod-
ern pig slaughtering enterprise in Hebei with an an-
nual capacity of two million carcasses. It will be the
supplier of fresh pork and processed products for the
2008 Beijing Olympic Games. In 2006 when it became
operational, the Bank made a working capital loan of
RMB 25 miillion to the company. The Bank’s support of
Qianxihe has also driven the development of various
affiliated sectors in Nangong and the surrounding
regions, including plantation, livestock fodder
processing, veterinary hospitals & medicine, logistics
& distribution and chain stores, creating more than
100,000 jobs in the process. Once again, the Bank has
demonstrated to the world that rural development
loans can facilitate regional economic development well

producing good commercial returns.

n 2 L !r |
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Qiaflxihe Food Group Limited, Heb

MEEXF RN R EE B TS SAImTuRR T, &iEit & HE ENHANCED SUPPORT
TO BOTTLENECKED SECTORS, INCLUDING SMES, HOUSING AND MEDICAL PROGRAMS

ERRRERSE RETRREBLROEN, 31T
NREFRER. IHFPNEY . HE. BEFFHSRM

While resolutely maintaining high standards in loan
reviews and strictly adhering to the sound principles
to ensure loan quality, the Bank has strived to explore
effective conduits to support development in sectors

facing development bottlenecks.
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PORT TO SMES AND MICRO-ENTERPRISES 47
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In the current domestic market environment, where credit
systems are still in their infancy, loans to SMEs have his-
torically been a challenge to banks. This in turn has made
it hard for SMEs to approach banks for loans. Despite the
difficulties the Bank faced, considering the limited reach
of its branch network, it succeeded in creating a suitable
credit management model to control credit risk for loans
extended to SMEs, with the help of “external forces”. By
the end of 2006, the Bank had provided support to more
than 68,000 SMEs, individual businesses and farmers, with
outstanding loans of RMB 23.2 billion. These loans have
created 590,000 job opportunities, and for 13 consecu-
tive quarters, the collection of principal and interest has
been maintained at 100%.

In addition to direct lending to SMEs, the Bank also pro-
vided support for the development of various guaran-
tee companies, enhancing their ability to provide guar-
antee services for SMEs, indirectly leading commerecial
financial institutions to increase funding to SMEs. In
2006, the Bank disbursed a cumulative total of RMB 9.3
billion of soft loans to support 154 guaranty companies.
CDB has also provided loans of RMB 1.72 billion for re-
guarantee to more than 1,000 SMEs.

IEETUERF/NELETARSEZR Financing
Service Framework for Small and Medium-sized

Industrial Park Enterprises of Jiangxi Province
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With the support of the Jiangxi provincial government,
the Bank has implemented a financing service frame-
work for small and medium-sized enterprises in indus-

trial parks across the province. This is intended to en-
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able small and medium-sized enterprises, industrial park
governing bodies, guarantors and the Bank to form a
risk management and sharing system. This led to a
lower financing threshold for small and medium-sized
enterprises, and spurred commercial banks to follow
suit. Through this framework, the Bank has, so far,
extended loans amounting to RMB 140 million to 74
small and medium-sized enterprises in six industrial
parks, creating more than 17,000 job opportunities for

the rural population.

EXMEARIVERAF
Chongging Ganges Fruit Co., Ltd.

EoRETRIYERATRY =V HIEREFHRART
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In supporting and assisting the rural population to con-
vert their rural land into shares of a rural cooperative and
professionally-managed corporation known as the
“Jiangjin Model”, the Bank extended loans of RMB 28
million to Chongqing Ganges Fruit Co., Ltd.. This project
basically fulfilled the needs of farmers to upgrade from a
“low level” (farmers and companies) to a “high level” (rural
cooperative and professionally-run companies). Currently,
the company has constructed model production fields
which span 46,000mu, with some 46,000 farmers join-
ing the rural cooperative. 3,000 tons of fresh fruits were

exported in 2006, generating USD 1.8 million of income.

FRERKRIGHRAE
Yijia Minority Clothing Co., Ltd.
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Qinghai Yijia Minority Clothing Co., Ltd. is engaged in
the design, manufacture and distribution of clothing,
basic necessities and religious articles for the Muslim
community. Its business is characterized by “Small
product, Large market demand, Huge employment
opportunities”. The balance of loans by the Bank to
Yijia amounts to RMB 42 million, which, besides sup-
porting the economic development of an ethic group,
has also helped capture overseas Muslim markets, and
directly increased employment opportunities by 3,000,
delivering significant economic and social benefits.

2006 F, FATHUNERKEIMSHERMEAR. B 5]8#
ERRTEEEEXERRONOBNTREEZLR M
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BMBUNERART 2232, £4 FRABUM LT
FhEEEZH, WNRRTFREMNA 0.1%,

In 2006, the Bank achieved encouraging results in its
lending to micro-enterprises. By drawing on the expe-
rience of World Bank and KfW in managing loans to

micro-enterprises, the Bank made loans to these small

%ﬁﬂﬁtﬁﬁmﬁﬁ,ﬁl

Yijia Minority Clothing,Co 1td1 | | I




o

businesses in the form of on-lending through three city
commercial banks in Taizhou of Zhejiang Province,
Baotou of Inner Mongolia and Jiujiang of Jiangxi
Province. By the end of 2006, loans to micro-enterprises
amounted to RMB 223 million on a cumulative basis,
which have benefited more than 4,000 micro-enter-
prises and individual businesses and achieved a non-
performing loan ratio of a mere 0.1%.

HTA AR I TAME TR PR+
Micro-Loan Support to an Individual Wood Materials

Business in Taizhou, Zhejiang
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A good example of thousands of successful micro-loans
financed through the Bank is the story of Li Ronghua,
from Sichuan Province, who has embarked on an ar-
duous path of entrepreneurship in Taizhou, Zhejiang.
After getting a business license to start up his wood
processing business in April 2006, he soon found him-
self borrowing from friends to fund his operations when

cashflow was low. However, as the business promptly

grew, he found the shortage of funds exceeded the
capacity of his family and friend network and his busi-
ness was almost brought to a standstill soon after it
started. In May 2006, he heard about the micro and
small enterprises loan initiative, in which CDB was
working with Taizhou City Commercial Bank. He then
made a tentative application to Taizhou City Commer-
cial Bank for a one-year loan of RMB 50,000 to pur-
chase lumber. On the second day, a credit officer from
Taizhou City Commercial Bank visited Li's wood pro-
cessing plant to understand his operations. On the fifth
day after the application, Li received notification from
the bank and proceeded with the completion of loan
disbursement. With the loan funding, Mr. Li's business
improved remarkably within a month.

HopfEmE HEEEN AERLET. AXAEGHT
B, BEHEN—IMNIREELBEEBNEOMER,
NAERNEHNELSR FETFKHALZHAERNE S
TERZENERLE. AREBXRMARTRE. HOBKF
TEM. REFLE, EF AWML, FATEERERK A
R ERAMBERNHFRRITZ—.

CDB'’s mission is to strengthen the competitiveness of our
country and improve the living standards of our people.
This can take the form of good banking to one family
at a time or it can produce benefits to ten of millions of
people through a world-class project. Either way, the Bank
is there to support our people. This has enabled the
Bank to be one of the largest and most successful devel-
opment banks in the world.
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Advancement in the areas of education, housing,
medical, emergency services and environmental pro-
tection is critical to the creation and maintenance of a
harmonious society. As a government-sponsored finan-
cial institution, CDB has always been at the forefront
to respond to the needs of the people and share the

worries of the government.

In order to fulfil the State’s strategy for China to de-
velop its skills in science and education, CDB continues
to increase support to education causes every year.
Through co-operation with governmental departments
and the Department of Education, CDB actively pro-
motes the construction of infrastructure for high school
education, as well as provincial middle and primary

schools. CDB has completed loan evaluations for infra-

structure projects for a group of key high middle and
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primary schools, resulting in accumulated lending of
around RMB 21.0 billion committed in 2006.

IAEESPFEMIZERIETHR
Infrastructure Construction Projects for Key Middle

Schools in Jiangxi Province
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Through co-operation with the Department of Educa-
tion of Jiangxi Province, CDB provided funding support
of nearly RMB 1.0 billion for the construction of infra-
structure at 55 schools in 40 counties of 11 prefecture-
level cities of Jiangxi Province. This initiative proved
highly successful in enhancing the quality of local
schools and the provision of education, augmenting the
resources available to these local education institutions.
Thanks to these loans from CDB, the number of stu-

dents at school has also increased significantly.
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In Henan, Shanxi, Qinghai, Inner Mongolia, Guangdong,
Hebei and Jilin provinces, where commercial banks have
withdrawn their presence in education lending, CDB




designed an innovative model to successfully engage in

government-sponsored education loans. Through this
model program, the Bank has made RMB 1.4 billion of
loans to 131 colleges and universities, benefiting over
300,000 poverty-stricken university students, while the
collection of principal and interest on these loans has
remained at 100%. These loans have created remark-
able social benefits such that the program and its
achievements have received special affirmation from the
State Council, together with the strong support of the

citizens and students of the affected provinces.

In order to raise funding to train migrant rural workers,
CDB worked with the Ministry of Labour and Social
Security to systematically support the construction of
training centers. With RMB 780 million of loans made
during the year, the training centers were enlarged,
up to a capacity that will enable some 100,000 addi-
tional migrant rural workers to acquire various skills

through vocational training.

In 2006, the Bank and the Ministry of Construction
entered into the Development-oriented Financing Co-
operation Agreement to Support the Building of the
Housing Security System to promote the construction
of houses for low-income earners and low-rent houses.
The RMB 11.4 billion of loans from CDB shall solve the

housing difficulties of 2.05 million low-income earners.

CDB is fully aware of the importance of its support in
the provision of infrastructure for public, rural and ur-
ban sanitation. This has enabled the provision of lower

cost medical care and treatment. It also helps to achieve

the important goal of allowing every citizen to enjoy
basic hygiene needs and health care. So far, the Bank
has made loans amounting to RMB 5.1 billion in sup-

port of the medical and health care sector.

ST A RERR The People’s Hospital of Gaoyou
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The People’s Hospital of Gaoyou, built in the 30s of
the last century, has long been strained in meeting the
medical needs of Gaoyou and nearby cities with its
under-equipped and under-staffed conditions. In 2005
with the RMB 30 million in loans from CDB, the hospi-
tal began to construct a modern inpatient building.
The building construction has topped-out and comple-
tion is expected in 2007. At that time, a series of mod-
ern facilities and more wards will be available to serve
patients. The project shall play a crucial role in meet-
ing the medical and health care needs of the citizens.

ANBBF R ML ELELREEMS RTRBITRER
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CDB, following the line of thinking to plan and pre-
pare ahead, had drawn up in advance an “emergency
readiness” plan to provide emergency lending to
stricken areas in support of the government’s emer-
gency response system. The plan not only ensures ad-
equate controls over the loan approval process but also
improves the efficiency in approving emergency loans.
In 2006, CDB made about RMB 1.3 billion of emergency
loans to help the government and enterprises to allevi-

ate the impacts of disasters, including the avian flu,
Jiujiang earthquake, Daping mine disaster, typhoon Bilis
and the drought in Chongqing. These loans proved
highly valuable to people in need as they fought to
overcome the plight brought on by these disasters,

allowing them to rebuild their homes.

In response to the difficulties faced by Taiwanese enter-
prises in seeking funding in the Mainland, CDB actively
followed the State’s policies with regard to Taiwanese
enterprises and extended loans amounting RMB 6.55 bil-
lion to these enterprises in 2006, promoting the develop-

ment of economic and trade exchanges across the strait.

g5 J{EEMIEEE, REP/NERMVNES LR INCREASED STRATEGIC COOPERA-
TION WITH VARIOUS FINANCIAL INSTITUTIONS AND DIRECT ASSISTANCE AND FACILITATING
THE REFORM AND DEVELOPMENT OF SMALL AND MEDIUM-SIZED FINANCIAL INSTITUTIONS
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Cooperation with financial institutions has been a key
area of business focus for CDB in recent years. Under
the guidance and support of the People’s Bank of China,
China Banking Regulatory Commission and local
governments, CDB gradually increased its cooperation
with all types of financial institutions. By the end of
2006, the Bank had entered into comprehensive coop-
eration agreements with more than a dozen financial
institutions, including China Construction Bank, Agri-
cultural Bank of China, Bank of Communications, China

Merchants Bank, China Post and China Reinsurance
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(Group) Company. At the same time, in measuring up
to its role as a development-oriented bank, CDB was
closely involved in the restructuring of more than
twenty small and medium-sized financial institutions,
including city commercial banks, urban credit coop-
eratives and rural credit cooperatives. The Bank has
made RMB 11.0 billion of loans to support their
restructuring. CDB has put in tremendous effort to
improve financial institutions’ collective competitive-
ness and assist in the mitigation of the financial risks
faced locally, through forming a new model to partici-
pate in the reform and restructuring of local small and
medium-sized financial institutions. These efforts re-
sulted in a win-win situation for all parties involved
and were highly praised by supervisory and adminis-

trative authorities and various sectors of the society.
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E550 % LENDING OPERATIONS

ERIVISERTASEANETZE., £aERLSHAR
1, RATREERNUT=DELRERN:

B 2 AXFHEBRNNEMRERRUEEGEIELS
GRREES

B FEHERRERTHERNELT

B REERITHTHETES RSMAREN R
HRERR

2006 F, HOMBRAMELEREZVWAEBEK, FRL
SEUFHR.

B BEMANERMBHTERMBENIST BRASHE
T, BEEFHAKNERE.

B RPARRTHEELBENTIR, ARERRBELR
REVGUIRFT R I, A BHEFEFRIER . E
FREtE. LB SRARCIMETRARN  (BHZF
HENFXRER,

B BIRARK. BEREARK. KERARERES
X SISHBERE HRTEREAMBESHEX
RMRTIAENARTR.

#E 2006 £ R, RITHEFFATRRFUAART 20,144
e, BEFRMEK 18.2%, KM ERTEAR
M 2,239.96 27T, HELFRHFRI 1%,

In the use of our capital, lending is at the center of our
priorities. Our lending operation continues to follow

three fundamental principles:

B Rigorous commitment to supporting the government’s
infrastructure development and objective of build-
ing a harmonious society.

B Acting as a catalyst in the development of modern
financial markets in China.

B Pursuit of commercial viability to maximize our fund-
ing capacity while sustaining our franchise for the

long-term.

In 2006, the lending activities of the Bank took on new

features as a result of the Bank's rigorous implementa-

tion of the State’s macro-regulation policies:

MW It continued to increase support to national and
local key projects and ensure an uninterrupted flow
of funds so as to prevent drastic fluctuations in the
economy.

H It made timely adjustments to the operating strate-
gies and vision of the Bank to target its resources at
the areas most in need of development in the con-
text of the whole country, and increase input in
county-level economies and top priorities, including
the building of New Rural Communities, interna-
tional cooperation, industrial integration and tech-
nological innovation.

B It channeled the investment of public funds through
syndicated loans, indirect syndicated loans, joint
loans and trusts to leverage available lending capital
so as to ensure the funding needs of the State’s key
projects and bottlenecked sectors development.

By the end of 2006, the loan balance to customers of
CDB amounted to RMB 2,014.4 billion, up by 18.2%
from the previous year. Foreign currency loans
amounted to RMB 223,996 million, representing 11%
of the year-end balance.

A& &5 FUNDING
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In 2006, Moody, Standard & Poors and Fitch contin-
ued to rate CDB consistent with China’s sovereign
rating. The recognition from these international rat-
ing agencies enabled the Bank to be comfortably po-
sitioned to reduce its funding costs and expand fund-

ing sources.

The Bank raises most of its funds through issuance of
debt securities in both Renminbi and foreign currencies.
With regard to Renminbi-denominated securities, the
Bank has maintained its position as the third largest
issuer in China’s securities markets. Currently, outstand-
ing debt securities of the Bank represent 20% of the
total outstanding debt securities in the Chinese inter-
bank securities market, making the Bank a major con-
tributor to its development. In 2006, in light of the
annual funding needs, the Bank issued RMB 630.0 bil-
lion of Renminbi debt securities, 1.73 times the vol-
ume of the previous year and a new record high. The
maturities of these debt securities ranged from 3
months to 30 years, enabling the Bank to better match
its assets and liabilities. The issuance of innovative float-
ing rate bonds linked to the 7 days fixed repo rate fur-
ther enriched the diversity of the Bank’s investment
products. Throughout the year, the Bank controlled its
funding costs at a low level, providing a solid base for

development of all its business lines.

With respect to issuing foreign currency debt securi-
ties and raising foreign currency funds, the Bank is-
sued three US dollar bond programs in China in 2006
for a total of USD 1.6 billion. The Bank has issued an
cumulative total of USD 3.73 billion of bonds in China,
and is the nation’s largest issuer of foreign currency
bonds. In May 2006, the Bank successfully organized
a USD 700 million syndicated loan, participated in
by 21 banks, including 19 foreign banks. This was
the Bank'’s first syndicated loan with predominately
foreign banks. This type of syndicated financing not
only provides an effective funding option, it also dem-
onstrates the eagerness of foreign banks to take part
in our domestic US dollar syndication market. It also
reinforces the strong economic outlook of our

country.

Active efforts were also made to promote the develop-
ment of asset-backed securities (ABS) in China. In April,
2006, the Bank completed the first issue of Kaiyuan
ABS, which was the second in total, in the amount of
RMB 5.73 billon, the only ABS product initiated by any
Chinese bank in calendar year 2006. This engagement
in asset securitization not only helps the Bank improve
its own liquidity, but offers the market and investors
more financial product choices. As of the end of De-
cember 2006, the two issuances of Kaiyuan securities
backed by the Bank’s credit assets were performing

well and experienced no defaults or losses.
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The Bank follows the following principles in conducting

its treasury operations:

B The supply of committed funds to the credit business
is guaranteed and safeguarded, the Bank should make
timely and accurate adjustments to positions and im-
prove the efficiency of fund use through money market

operations.

B The Bank should actively involve itself in market
innovations to promote the development of the

Renminbi derivatives market.

In February 2006, CDB and China Everbright Bank com-
pleted the first interbank Renminbi interest rate swap
in the history of China, and this transaction marked
the formal establishment of China’s Renminbi interest
rate swap market. In April 2006, CDB became one of
the first 18 registered institutions authorized to en-
gage in Renminbi interest rate swaps. In December
2006, the Bank became the market maker for the do-
mestic Renminbi interest rate swap market and began
to quote 10-year buy and sell prices on Reuters and
Bloomberg to global traders for Renminbi interest rate
swaps, establishing the Bank as a trail blazer and cham-

pion of the Renminbi derivatives market.

BBRITILSS
INVESTMENT BANKING OPERATIONS
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In order to provide our customers with diversified fund-
ing services, CDB is determined to grow its investment

banking business with innovation and diligence.

I &5 a] iR 55 INVESTMENT ADVISORY SERVICE ]
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Financial advisory services have always been a major
component in the investment banking operation of
CDB. The Bank leverages financial advisory services to
identify opportunities and build its project reserves
and expand the potential for its future business
development. In 2006, the Bank made further amend-
ments to its policies, aiming to further enhance its
financial advisory services. During the year, the Bank
completed 239 advisory projects, up by 31% from the

previous year.

f&#% 7% % BOND UNDERWRITING
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China Development Bank is the first underwriter to have
qualifications to underwrite both corporate bonds and
short-term bonds. In 2006, the Bank acted as lead un-
derwriter or co-underwriter and successfully completed
the underwriting of 41 corporate and short-term bonds
for RMB 11.69 billion, an annual volume that repre-
sents an increase of 210% over the previous year. CDB
has and continues to be the Chinese market leader in

corporate and short-term bond underwriting.

Luneng Bond ‘06, which the Bank underwrote as the lead
underwriter, was issued online through the exchange’s
website, the first instance a domestic corporate bond was
offered through the exchange. From offering to listing, it
took only 5 working days to complete the process online,
representing a new achievement in the integrated offer-

ing and listing of corporate bonds.
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R4 % EQUITY INVESTMENT
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In response to the State’s debt-to-equity-swap strategy,
the Bank began to engage in debt-to-equity and eqg-
uity investment operations in 1999. In 2006, the Bank
continued to focus on the resolution and disposal of
non-performing equity investments. The disposal of the
Bank'’s equity holdings in China Petroleum & Chemical
Corporation returned RMB 553 million to the Bank. The
Bank received a total of RMB 395 million in dividends
from its equity investments, representing a return on
investment of 6.4%. Currently, the Bank has equity in-

vestments in 11 projects.

HE&#HE INVESTMENT FUNDS
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Since 1998, the Bank has established four investment
funds:

W Sino-Swiss Partnership Fund (SSPF)

B ASEAN China Investment Fund L.P. (ACIF)

W China-Belgium Direct Equity Investment Fund (CBF)
B Bohai Industrial Development Fund

Currently, SSPF, ACIF and CBF are delivering good
results. Bohai Industrial Development Fund was estab-
lished in 2006 to support the economic development
of the Bohai Rim region. The fund aims to raise RMB
20 billion, and in the first phase where RMB 6.08 bil-
lion was raised, CDB commited to invest RMB 1.0 bil-
lion and had contributed RMB 100 million already. In
addition, the Bank made 6 disbursements totaling USD
2.19 million to the ACIF in 2006 (accumulated contri-
butions to ACIF amounted to USD 8.67 million).

In addition, the Bank is the controlling shareholder of
Sino-Swiss Venture Capital Fund Management Co., Ltd.
(SSVC) and has acquired shares in Bohai Industry In-

vestment Fund Management Co., Ltd.
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We adopt a risk control approach that centres on credit,
covers every corner of asset and liability management
activities and combines internal management and ex-
ternal oversight. By taking a series of measures, includ-
ing building bank-wide risk management systems,
streamlining business processes, innovation and im-
proving management tools and methods, the Bank has
further solidified its management of credit, market, and
operational risks to support the needs of its various

business lines.
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KEY ATTRIBUTES OF RISK MANAGEMENT
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(I) Clear risk management strategy and prudent risk
appetite - Risk management is designed and conducted
in alignment with the Bank'’s vision, which is not pur-
suing short-term profits at the expense of long term
growth while balancing longer-term risk and reward
decisions to create value for the Bank and society. By
adopting a proactive approach to risk management on
the strength of enhanced risk identification,
measurement, monitoring and control abilities, the
Bank controls the risks taken during its business devel-

opment to an acceptable level.

(1) A risk governance framework characterized by de-
cision-making by committees - The Governor’s Council
on Risk Management heads the framework and over-
sees the Credit Risk Management Committee, Lending
Committee and Asset and Liability Management
Committee. These risk management functional depart-
ments are the execution bodies within the risk gover-
nance framework while the branches and business de-

partments are operational bodies.
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(1) Risk management measures and mechanisms that
enable the Bank to respond quickly to situations and
operational climate changes - By broad and close study
of studying macro economic trends and taking initia-
tives in risk management, the Bank has been able to
make forward-looking decisions in adjusting its focus
with regard to investment areas under the heavy over-
sight control of the State, and has not made any new
loans to restricted areas for the past six years.

(IV) Enhanced risk management policies and processes
- Risk management policies and processes are embed-
ded in all lines of business, particularly managing risks
associated with new products, new businesses and new
customers. The Bank has enhanced its loan appraisal
system in which independent industry specialists, for-
mally called independent credit specialists or indepen-
dent facility specialists, assess the risks, by combining
both the credit committee and facility ratings commit-
tee into a credit assessment committee. This restruc-
turing has streamlined credit appraisal of new custom-
ers as well as enhanced branches’ authority limits.
These credit policies are subject to regular scrutiny,
review and update.

(V) Advanced risk management techniques and meth-
ods - The Bank utilizes an Internal Rating-Based Ap-
proach (IRB), Risk Statistic Model, and Standardized
Approach, to respectively identify, measure, and
manage credit risk, market risk, and operational risk.
The Bank accordingly measures capital requirements.
Quarterly analyses are conducted to assess these
three risks.

(VI) Dynamic risk reporting and streamlined communi-
cation channels - The Bank monitors and reports on its
risk positions and its key risk monitoring indicators on
a continuous basis and in a dynamic manner. The Risk
Management Committee reviews the bank-wide Risk
Assessment and Analysis Report on a regular basis. The
major progress in IT system improvement has made
considerable contributions to the enhancement of risk
documentation and disclosure at the Bank.

(VI1) Risk-based audit approach - The Auditing
Department, independent of any other functions, in-

stitutes periodic reviews on the effectiveness of risk

management across the bank and timely escalates dis-
semination of its audit findings to relevant depart-
ments or management. The Audit Department has
helped to strengthen the Bank's internal controls by
identifying key risk points in the overall internal con-
trol framework, by systematically disclosing the issues
which deserve management’s attention and making
recommendations for improvement. The audit has
shifted its focus from financial to credit activities and
has established risk-based review so that audit re-
sources can be allocated more effectively to focus on

higher risk credit activities.
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Our Bank has maintained key operating indicators in
line with an advanced peer group. The non-perform-
ing loan ratio has remained at the lowest level relative
to our domestic competitors during 2006. The non-
performing loan ratio has been maintained at below 2%
for 18 consecutive quarters. During these 18 quarters,
the non-performing ratio has been maintained at be-
low 1% for 7 consecutive quarters, an achievement in
line with international leading banks which have char-
acteristically reported non-performing loan ratios be-
tween 0.5% and 3%. At the end of 2006, total non-
performing loans were reduced to RMB 14.43 billion,
representing 0.72% of the total loan portfolio, down

by 0.15% from the previous year.
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CREDIT RISK MANAGEMENT
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Credit risk is the risk of loss that a borrower or a coun-
terpart may not meet its obligation in accordance with
the original contractual terms of its facility. In the de-
velopment of our credit system, we have been forward-

looking and socially-beneficient, so the Bank has:

B Developed a credit system that reduces credit risks
from the inception of a transaction

B Enhanced the double-approval system for borrower
and facility ratings

B Enhanced asset portfolio management

B Applied credit derivative concepts in risk management
B Increased efforts in implementing the Internal Rating-
Based approach under the New Basel Capital Accord
W Strengthened our early warning system and further
intensified our post-lending management processes

B Strengthened risk management over subsidiaries

RIRENERERRER, AIRKEREH R
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TRANSACTION |
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The Bank establishes its market strategy and enhances
its credit process, by taking advantage of the synergy
arising from integration of key resources, including the
government, market, financing and enterprises. The
Bank has taken initiatives in building its credit system
by classifying medium and long term borrowers accord-
ing to credit quality. Through classifying borrowers ac-
cording to their creditworthiness and applying dynamic
management, the Bank has managed the creditwor-
thiness of these borrowers according to key perfor-
mance indicators so as to assist these borrowers in el-
evating their own creditworthiness. The Bank has in-
vited external professional research institutions to work
with the Bank to conduct studies on the credit risk in-
dices in 291 cities, aiming to match credit limits dy-
namically to the credit risks so as to control risks from
inception.

SEE_TiE®EEZE ENHANCED THE DOUBLE-
APPROVAL SYSTEM FOR BORROWER AND FA-
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China Development Bank | ~ ANNUAL REPORT 2006 | 51




2006 F, BATBERUERSEWH, RARKELTRM
FUWEVIFEARNLE RETHREEE, HNEXKE
EE ERMRITREMS ET AT ER RS R
B ERGHE -SRI,

ERAREEEZRASHERANFRAGTEER
ERFRMRERFHTFEETNERTE.
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The double-approval system, consisting of the
borrower’s rating and the facility rating, is continuously
enhanced. Higher precision in the calculation of de-
fault probability helps increase the accuracy of borrower
rating results, while facility ratings cover a much wider
scope of credit assets of the Bank.

In 2006, we have leveraged the expertise of industry
specialists to enhance our market responsiveness and
stronger risk management. The widely recognized and
commended practices adopted by the Bank in the re-
view and evaluation of potential loans by industry spe-
cialists have been further refined.

The Credit Risk Management Committee conducts quar-
terly reviews of borrower ratings and re-evaluates and
re-defines borrower credit ratings and risk limits on an
annual basis.

SRAE A S ETE ENHANCED ASSET PORTFOLIO
MANAGEMENT |

BITHASEER I AN O HEEEME D E B AR
EEEMZ F BN FEENeTNEANKRASHTE
W, FAIRE. 2006 £, F£RETLAHXEXPEER
THEREM £ ROTREDEREFHERENFTRTHR
GRS, BUTEDRE NEMRUEFAAELE N
F10) B9 MUBE BRER E T R FARAE

Asset portfolio management at the Bank has been
built on the management of risk exposure limits and
concentration risk objectives. The Bank monitors,
analyses and reports on the portfolio’s credit risk
positions on a quarterly basis. Utilizing the strength
of the existing risk limit framework applicable to in-
dustries and regions and by giving full consideration
to the servicing capacity of borrowers and the Bank's
risk tolerance levels, the Bank has strengthened its
early warning system and further studied the meth-
ods and standards for risk limit setting based on eco-
nomic capital allocation.
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iIZRERNTE T mIB IS XU S 12 B APPLIED
CREDIT DERIVATIVE CONCEPTS IN RISK MAN-
AGEMENT |

BTzREATEIRZBENRNRE BRESHERGH
BRNEABRS . NAFERARFR.

By applying the concept of credit derivatives in credit
guarantees and credit ratings enhancement to mitigate
credit risks, the Bank has successfully reduced its de-

mand for capital.

SNEXFELM YA ITREZNIE IN-
CREASED EFFORTS IN IMPLEMENTING THE IN-
TERNAL RATING-BASED APPROACH UNDER THE

NEW BASEL CAPITAL ACCORD ]
BOMRES B SRR EEKTE D BR, FTEERMLA
BRAESR, T T ABITREL AL, B, ARE
KIS RIFRE, BATHE 2005 FRHITHBIRBE. %
MEMLE RRTELZHRIPLIEF RS TEERE. &
TERBRERE B S WA LR NS EEES 77
EMIRE#HTEETNRNY, MEBEAR.

2005, WITERAWRRETERE THHER, =7
TRETFEFETRE. 2006 F, RITH—T2HXEZEE
5RA KT KA ER A E AT ERIFITER 8
ERE. HEXE. RITHEFATTERMRIEARE
RVRFREM TR, BIE T HESMEGUg A h/h W E A
EEOE TR T RETIVHARESTUERTLSER
ZF AR MR,

With the aim of improving risk management at the
Bank, the planning for the implementation of the In-
ternal Rating-Based (IRB) approach was completed
during the year in accordance with the requirements
of the Basel Il Accord. For the ultimate goal of imple-
menting the advanced IRB approach, the Bank captured
and accumulated further internal data and enhanced
the quality of its data during 2006 through dedicated
data cleansing and catch-up work performed in 2005.
In addition, the Bank invited international advisory
agencies to provide advice on advanced risk manage-
ment concepts and practices and their associated meth-
ods and tools. The Bank has been pleased with the

progress that has been achieved.




Progress made in 2005 on borrower rating models en-
hanced the precision of risk rating at the Bank. In 2006,
the Bank enhanced the models by comparing the exist-
ing models with judgment-based credit grading tem-
plates to counter- check the results and achieve improve-
ments in both models. During the year, the Bank also
designed and implemented the credit rating criteria and
methods for sovereign and overseas borrowers, devel-
oped the credit management criteria applicable to
bottleneck sectors and SMEs, and completed the corre-
lation analysis of certain industries and an analysis of
the correlation between industries and national

economy.

BURHRBME, #—FIMEEEFEREITE
STRENGTHENED OUR EARLY WARNING SYSTEM
AND FURTHER INTENSIFIED OUR POST-LENDING
MANAGEMENT PROCESSES |

—HEbk HITERHMERFN N REFNERAREEER
EENTFRZ—. BUMEET ZEMN. ZABE. &
Bl ZFEEX ORRERTERE, NEE~REs
SENMABE TR, IFE R ML . BURBURAI B R
RERBUFRATERALH = REHRNT W, X FHEMR
. FHAIET XIMNPE RN RTAE I AR,

Historically, the Bank’s early warning system has always
been regarded as one of the most important tools in
good credit risk management. The Bank has established
and refined its loan collection practices to include quar-
terly forecasting, monthly reconciliation and planning,
weekly monitoring and daily implementation and fol-
low-up. For the purpose of developing early response
action, we have also intensified our dynamic forecast-
ing and risk control of asset quality to determine the
impact of various factors on asset quality, including
changes in the macro economy, government policies
as well as cash flows. Special attention has been paid
to intensify monitoring of enterprises for which there

are external indicators of risks.

R Z AR XS & EELAE STRENGTHENED
RISK MANAGEMENT OVER BRANCHES —
HER VS ZT A MBEEHAFARBATER, Hir@ie
B, BLRBEICEERNXKEERRER AT

BEBE
ES

2

7, EATHBEERTHRIEEEBNEL. BN, KT
R EEBFEE CUEENEEREERESHRE
EENE BAREEAATFHTEFREEERE . AE
R IR TERUET R SHERS X,

In responding to the diversification of our business ac-
tivities and the need for county-level economic
development, by proper delegation of authority, the
Bank has progressively shifted the risk management
function forward to our branches to help transform
the branches from operational bodies into management
roles. At the same time, by drawing on our strength in
risk management practices that incorporate coopera-
tion with governments, enterprises and financial
institutions, the Bank has extended its risk manage-
ment from large and medium-sized cities to counties
across the country and to all countries and regions

where the Bank operates.

AUk 1
MARKET RISK MANAGEMENT

mIHRERIEN K. CEHHRNERIERREHR
b HOTEIRANTIHRE ERRF KM TR MEFR
N, M2005F4 BERNETHNETHHRKEE
EARUCHREEERPRZNT MNEEH NS HESRE]
BHRUE, KA T MRIFARE T B EINFERNE ST
BRERAXEEXANET THNEEEMRINREE
HKFESRARET,

Market risk is the risk of loss caused by changes in prices
of financial instruments, principally influenced by in-
terest and foreign exchange rates or a change in avail-
able liquidity. Market risks faced by the Bank mainly
include interest rate risks, currency risks and liquidity
risks. From April 2005, the risk management middle
office, with bank-wide market risk management as its
pivotal focus, has grown from nothing to a major
presence, from a crude framework to a sophisticated
system, and has completed its transformation from a
simple function focusing on risk measurement to a key
component that probes into the inner relationship be-

tween risks, accounting and capital management. The
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Bank's market risk management practices, authority
delegations and credit limit management have achieved

significant progress during the year.

FENEIERF R B AR ERBLETANRTERIR
AR S L &5 36 B B T 2 M A TP T BE T Sk 4R 2k B9 MUBe: . 14T
RITM R FIR RS T BB T ENGRA 7. % F S
NGRMDT, HEPROSTNTESEEINET
% 9B MF BT ER AT XA TR
REEERTEERRAT . AEHMODMNR SO, K
TRYERRS P ENEEERE R EREEERRE
BREER. RTBTRELGHREMKRESR~H
PR . BEARA = R . BN R TG RRME KX
REFREEEREZL, FERREXEEHAKE, #THEK
MRS, KRN EAEGEKTEM ERFAL.
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Interest rate risk is the risk of loss arising from changes
in the level of interest rates or changes in the shape of
yield curves that could adversely affect the market value
of financial instruments or future earnings of CDB. The
interest rate risks the Bank is exposed to are assessed
from the interest and the market value perspectives
using a number of methods, including re-pricing gap
analysis, net interest income sensitivity analysis, dura-
tion gap analysis and market value sensitivity analysis.
The management of interest rate risk of the trading
book is achieved through mark-to-markets, exposure
analysis and cost benefit analysis. On a periodic basis,
we prepare risk monitoring reports for our manage-
ment to gain an accurate understanding of our risk
position. The Bank adjusts its debt maturity structure
to align it with its asset maturity in order to reduce
mismatching between assets and liabilities and main-
tain a consistent movement between lending and bor-
rowing interest rates. At the same time, the Bank en-
gages in swap transactions to achieve maximization of

net interest spread where appropriate.

In 2006, our Bank has pilot run our proprietary loan
pricing model to determine interest rates for lending,
and continued to work on and refine this model. In
addition, the Bank has and continues to study various
internationally advanced models on interest rate risk
management, including models for simulating net in-
terest income, economic value, and value at risk. At
the same time, our Bank has made efforts to improve
its ability to use interest rates as to adjust the demand

and supply of funds and risk-based returns.

R R B 24 BT R 4 = 70 B 8 ) SR h R R 5 7 o
7 AR MRS BT B S BT UM L AR A B R 45
CRRAK., ALRMRRKOS TS EHOMO, B
FEHFRBLNTHIE MIHXS. BPTHEL
TER S GRS BT 5L R R R
HTRRK.

Currency risk is the risk of loss arising from the fluctua-
tion of exchange rates. The Bank controls its currency
risk by primarily adopting a matched financing policy.
For mismatched risk exposures and exposures not fully
hedged, the Bank takes the initiative to use adequate
market instruments, including forwards, swaps and
other financial products, to effectively hedge and con-
trol our open positions against currency risks arising
from fluctuation of foreign exchange rates in the

market.

RENMERBE R RITITE MR AN RA R TTNA
HYGNBTHLSMBEATHLS AN REHETSHN
B, BRITHNERAERRTEARS TS, RITERED
BRM B AR T AN ETHEN B E TN RTER
ARERBFEFENEAZMNERRE. SRAERNA ST
WNBETHRSMEREXRER. RTEL T UHEKRRT
MHEH (MCO) ARURIRN NG EERIERER, X
RAFSNROLE, R5RSEAREK.

Liquidity risk is the risk that the Bank is unable to fund
its current obligations and operations in the most cost
efficient manner. Our primary funding source is the

domestic bond market. Changes in the government’s




monetary policies and market expectations of interest
rates are all important factors that could adversely af-
fect our key funding source. Efficient and accurate plan-
ning plays a critical role in our liquidity management.
The Bank has set up a liquidity risk management indi-
cator system centered on maximum cumulative out-
flow (MCO) to achieve matching of assets and liabili-

ties and improve the efficient use of funds.

BRIEKE B2
OPERATIONAL RISK MANAGEMENT

BRUENKIERTABERF ARRRFNATER KR
SMNERSEMHPTIE A B S AR K AN . R, FATH
ERENEETEMETUTEREE.

B AMBRAE W EERE B ORENRE
B FEXE B EERFHE B AT

B SNERXUBE

BITREIEARMES . BAGKAS . EUEGALEN
EEHIFNHERES TR BUBRENKEIE. 2006
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BUBSEENG AENERMETREERE £9
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Operational risk is the risk of loss arising from failed
internal control process on systems, human factors,
and/or external events. In recent years, the Bank has
focused its efforts in operational risk management on

the following seven elements:

B Internal policy risk B Regulatory risk

W Legal risk B Settlement risk
W IT system risk B Employee risk

B Reputation and other external risks

Operational risk management has continuously

strengthened at the Bank through various means and

methods, including strengthening internal controls,
recruitment of qualified and competent human
resources, focusing on operational compliant and regu-
lar assessment. In 2006, the Bank refined its bank-wide
network system, upgraded the system’s security and
efficiency, and introduced the PIO management tool
to increase management and oversight of outsourcing

suppliers.

We have also set up the Public Oversight Office. For
the purpose of preventing and reducing irregularities
and illegal activities that may potentially occur during
different phases of the loan process, the Bank has made
it known to the market through public media that the
origination and use of its loans are subject to the pub-
lic oversight and a hotline has been set up to receive
misconduct reporting. The Bank also leverages social
forces to strengthen its ability to manage and control
risks by working closely with local discipline inspection
supervision joined and audit authorities. It has set up
joint oversight processes and joining with them to con-

duct inspection and supervision on lending projects.
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Hiplr &3 OTHER SUPPORT OPERATIONS

{EB{LEi% IT DEVELOPMENT

HAHAFN 5 TR
ORGANIZATION AND EMPLOYEES
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In 2006, the Bank articulated its IT development objec-
tives in clear termes, i.e. to develop its information tech-
nology so as to enable full support of the Bank’s op-
erations in treasury, credit, asset management, bank-
wide risk management, internal operations, human

resources and financial cooperation. The Bank has:

B Further expanded the coverage of the application
systems and further enhanced the overall integra-
tion of the IT system. Major efforts in this area
include: advancing the implementation of the man-
agement accounting system, enhancing integration
of the credit business system, and refinement of the

functionality of core banking system.

B Achieved milestones in its infrastructure construction,
while the bank-wide data centers project took shape.
The construction of the two disaster recovery cen-
ters in Shenzhen and Beijing were launched
simultaneously. The processing capacity and secu-

rity of the IT system have been significantly improved.

B The Bank continued its efforts to explore and ad-
vance its outsourcing reform. It continued to expand
the scope of outsourcing and achieved pleasing

improvement in the quality of outsourced services.
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In 2006, the Bank continued to seek improvements in
its organizational structure. The Qingdao Representa-
tive Office was upgraded and re-badged as the Qingdao
Branch, and the establishment of the Ningbo Represen-
tative Office received approval from regulatory
authorities. The upgrade of branches will enable the Bank
to better support local economies and their social
development. In light of its business development needs,

the Bank also set up new branches and R&D centers.

Efforts were made to accelerate the setup of functional
departments in 2006, including those designed to drive
county-level economic development and international
cooperation. Dedicated teams were set up to focus on
work relating to county-level economic development,
and more than 400 people were selected to join force
with youth volunteers from the Communist Youth
League Committee to go to counties and villages and
work with county governments to help the economic
development at the county level. Dedicated task forces

were set up at the Head Office and branches to focus




on international cooperation, and more than 100
people have been selected to go abroad to facilitate

those efforts.

The Bank continued to explore ways for broadening
the career path of its people. The Bank also maintained
the practice of secondment between the Bank and
government agencies, business enterprises and public
institutions and research institutes at home and abroad
to broaden the vision and increase the experience of
its people. Human resource management reform was
further deepened with a focus on innovation-driven
performance assessment to provide incentives to tap

the innovative potential of all our staff.

B5)|15355% TRAINING AND EXCHANGES
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In 2006, the Bank continued to introduce innovations
and advanced international practices to improve its
training. The Bank established cooperation ties with

10 institutes in Canada, UK, Germany and Switzerland,

and joined the World Bank’s GDLN global training
network. During the year, 372 off-job training ses-
sions at home and abroad were organized for 10,986
participants; on average, every CDB staff member re-
ceived 15.72 days of training. In addition, online train-
ing added 4,000 mandays of training through the
online training platform of the Bank. These efforts en-
abled the Bank to successfully improve its people’s
knowledge, enhance their technical skills and build a
stronger reserve of skilled interdisciplinary talent, which
in turn helped drive business innovation and develop-
ment of the Bank.

In order to promote the concepts of development-ori-
ented financing, the Bank made strong efforts to en-
hance participation in the development-oriented finan-
cial market and promote the popularity of finance
across all strata of the society, including workshops
and symposiums for local government leaders, off-job
training conducted by branches to county-level lead-
ers and clients and training to staff members and vol-
unteer participants. In 2006, the Bank’s promotion of
and training on development-oriented financing cov-
ered the local government clients of all 1,964 of the
nation’s counties, which proved significantly benefi-

cial to the Bank’s business development.

With regard to international cooperation, the Bank held
high-level policy workshops and business training ses-
sions for 120 participants from 31 countries by gov-
ernment officials, senior executives of financial institu-
tions and key business managers and operators in 2006.
Through these exchanges, the Bank shared insights
and improved mutual understanding, which paved a
solid ground for the Bank to engage in international

cooperation.
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W% 4% FINANCIAL REVIEW

#2328 OVERVIEW
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The Bank maintained good asset growth momentum during 2006. The 21.4% increase in net profit is a solid
proof of our strong assets quality and healthy spread combined with our tight cost control. This is also reflected
in the encouraging results of our key financial ratios.

Our primary source of revenue is net interest income, which is essentially the difference between interest income
earned on loans and interest expense incurred on our debt. As the interest rate framework established by the
PBOC is strictly followed, the Bank has limited risk exposures to sudden changes in domestic interest rates. To
effectively manage our foreign currency interest rate risk, we have entered into interest rate swap contracts with
other financial institutions to provide economic hedge for the risks we are currently exposed to.

Other sources of revenue mainly include fee and commission income, net trading income, dividend income and
gains on investments. During 2006, we had significant growth in fee and commission income as a result of our
continued success with our asset management services. We believe our asset management business will continue to
thrive and become a major source of income in the future. The net trading income consists mainly of net gains from
derivative transactions, whose purpose is to hedge our market risks. Dividend income and gains on investments are
principally related to equity investment holdings that were acquired through debt-to-equity swaps at the direction
of the PRC government a few years ago. In recent years, the Bank had sold some equity investments in order to
reduce the holdings.
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EARNINGS |

2006 2005 Change Change (%)
Interest income 116,113 92,765 23,348 25.2%
Interest expense (63,143) (52,606) (10,537) 20.0%
Net interest income 52,970 40,159 12,811 31.9%
Net fee and commission income 1,861 887 974 109.8%
Net trading income 2,154 (1,329) 3,483 (262.1%)
Dividend income 395 522 (127) (24.3%)
Gains on investment securities, net 400 529 (129) (24.4%)
Operating expenses (8,343) (6,737) (1,606) 23.8%
Impairment losses on loans and receivables (3,929) (1,334) (2,595) 194.5%
Other expenses, net (5,266) 197 (5,463) (2,773.1%)
Profit before tax 40,242 32,894 7,348 22.3%
Income tax expense (12,590) (10,111) (2,479) 24.5%
Net profit 27,652 22,783 4,869 21.4%
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In 2006, the Bank’s pre-tax earnings reached a record of RMB 40.2 billion, up by RMB 7.3 billion, or 22.3% from
2005. The increase in pre-tax earnings was principally due to the growth in our loan book from RMB 1,731.8
billion in 2005 to RMB 2,017.6 billion in 2006 and our continued asset quality strength, which directly leads to
the increase in net interest income by RMB 12.8 billion, or 31.9% from 2005. The net fee and commission income
principally arising from asset management services and net trading income arising from derivative transactions

have also contributed positively to the pre-tax earnings.

In 2006, the Bank’s net income from dividends and gains on investment securities decreased as the Bank continued
to dispose certain debt-to-equity swaps. There were also higher impairment provisions on certain equity

investments.

Other expenses have significantly increased in 2006, which is caused by the exchange loss of RMB 3.7 billion. From
21 July 2005, the PBOC introduced a managed floating exchange rate system to allow the value of the RMB to
fluctuate within a regulated band based on market supply and demand and by reference to a basket of currencies.
The Bank's foreign currency positions are mainly denominated in USD, and the new PBOC currency policy has
contributed to the Bank's exchange loss.

Fi SN 5 35 |
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NET INTEREST INCOME l

2006 2005 Change Change (%)
Interest income
Loans to customers 110,644 89,256 21,388 24.0%
Loans to banks 196 87 109 125.3%
Cinda bonds 2,250 2,250 - -
Balances with the PBOC and other banks 264 220 44 20.0%
Investment securities 2,550 948 1,602 169.0%
Others 209 4 205 5,125.0%
Subtotal 116,113 92,765 23,348 25.2%
Interest expense
Debt securities in issue and subordinated debts 56,544 46,317 10,227 22.1%
Borrowings from other banks and governments 3,908 4,215 (307) (7.3%)
Due to customers 2,453 2,054 399 19.4%
Deposits from other banks 166 9 157 1,744.4%
Others 72 11 61 554.5%
Subtotal 63,143 52,606 10,537 20.0%
Net interest income 52,970 40,159 12,811 31.9%

Interest income on loans to customers increased by RMB 21.4 billion, or 24% in 2006, which is in line with the
increasing loan portfolio during the year. Under the central government's macro-economic policy, the PBOC
raised the bench-mark interest rates twice during year 2006 (on April 28 and August 19 respectively), which also
contributed to the increase in interest income. In addition, the overall rise in USD interest rates in the international
market also enhanced the returns on foreign currency loans. Besides, the investment portfolio sharply increased
from RMB 50.9 billion in 2005 to RMB 145.4 billion in 2006, which also contributed to the interest income

increase.

Compared with 2005, total interest expense increased by 20%, which was mainly due to the increase in volume of
our bonds in issue from RMB 1,541.5 billion to RMB 1,904.0 billion during the year to fund our loan portfolio's

increase.

China Development Bank ANNUAL REPORT 2006 ‘ (X




FEHERBALSKWNES NET FEE AND COMMISSION INCOME |

FEHRMESWNSELL EFEKI.74/2, B EFZTURANRN A, X —BIKCEH 2006 FATTH B REATK.
ZRATEAMBLRTNERAESFERR S LS AMBRBKENN, FREXNFEARAESBNETNG6.83/Z7T
BKE17.28427T.

Net fee and commission income increased by RMB 974 million, which more than doubled the figure of prior year.
Along with the Bank's expansion strategy in asset management services through loan syndication and participation,

credit related net fee and commission income increased from RMB 683 million to RMB 1,728 million.

ZS W N, %%INET TRADING INCOME |

RPPNEFFEERETERZ S . AT HRTHERNTZRARRELFED ROTSEMSRVMATRHER. &
Tl MRERETEFRR S, ZESCFETHHRTUEARTIHENT W, HIT7E 2006 F£32 5 KNFFE 22
et —#H%7T 2005 FRFFMKIL 13 ZTHAFIBH.

Net trading income is mainly generated from derivative transactions. To provide economic hedge for our market
risks, the Bank entered into various derivative contracts like currency swap, currency forward, interest rate swap
and others. Along with the market interest rate change, and RMB appreciation during the year, the Bank has

recorded net trading income of RMB 2.2 billion in 2006 compared to net trading loss of 1.3 billion in 2005.

Bl H |
2006 2005 EH BELLE (%)
Bl 37
AI#HA 768 616 152 24.7%
THEESR 457 343 114 33.2%
Hr 1B FHE 55 2 A 183 178 5 2.8%
Zhk%E 179 84 95 113.1%
GECE 174 114 60 52.6%
BB S R0 5,819 4,840 979 20.2%
HAth 763 562 201 35.8%
&3t 8,343 6,737 1,606 23.8%

2006 FHFTE WS HitE 2005 FIEKT 23.8%, KEART 83 L. HIBEKETERHMSEWRAEVIHEXNE LK
ERMABKAE. ZRBMAERNBRKEHTROTSERNRREGEN, FiET "DERE" . SWE LI H
BRI ERERFHEFRMNTREZA.

62 | EXFEET | —OOAEEERE




OPERATING EXPENSES l

2006 2005 Change Change (%)
Operating expenses
Staff costs 768 616 152 24.7%
Administration expenses 457 343 114 33.2%
Depreciation and amortisation 183 178 5 2.8%
Travel expenses 179 84 95 113.1%
Occupancy 174 114 60 52.6%
Business tax and surcharges 5,819 4,840 979 20.2%
Others 763 562 201 35.8%
Total 8,343 6,737 1,606 23.8%

Operating expenses were up by 23.8% to RMB 8.3 billion in 2006. This increase was largely driven by increases in
business tax and surcharges, which were directly related to increases in our revenue. The increase of travel
expenses and occupancy expense are in line with our business expansion in rural areas, and our preference to
lease rather than own our operating assets. Operating expenses were well controlled by our management and

properly contained within the approved budget.

Hihz 4, %%i OTHER EXPENSES, NET |

Hith X HETBBIWLARE. IARDUERTCERIHENE MW, RITSFLEREAITZTART , XESFH ST
RMAPHN—MASPINLLTESMT RIS (BEEXHERNEET) FHRHE.

Other expenses principally comprise the exchange loss. Due to the appreciation of RMB against USD, the Bank
recorded an exchange loss of RMB 3.7 billion this year. This foreign currency translation loss was partially offset

by the gain on the foreign currency derivative financial instruments included under net trading income.
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W 554K 5 |

2006 2005 i) L EE(%)
RrEat 2,314,267 1,898,699 415,568 21.9%
TR 2,022,630 1,735,791 286,839 16.5%
- BEK 2,014,441 1,704,427 310,014 18.2%
- HR i E 3,123 27,399 (24,276) (88.6%)
- A 8 5,066 3,965 1,101 27.8%
EikfRs, B 100,060 100,610 (550) (0.5%)
B FIES 145,357 50,882 94,475 185.7%
HRET 2,156,088 1,768,189 387,899 21.9%
a HAth R 7 FIBUR fE3K 60,966 66,196 (5,230) (7.9%)
BRIt 1,863,739 1,501,195 362,544 24.2%
- BRRTHRE 1,841,240 1,476,268 364,972 24.7%
- BINR TR 22,499 24,927 (2,428) (9.7%)
RRB 40,308 40,301 7 0.0%
FrEENE AT 158,179 130,510 27,669 21.2%
KRR AR 50,000 50,000 - =

FINANCIAL POSITIONS l

2006 2005 Change Change (%)
Total assets 2,314,267 1,898,699 415,568 21.9%
Loans 2,022,630 1,735,791 286,839 16.5%
- loan to customers 2,014,441 1,704,427 310,014 18.2%
- loan to banks 3,123 27,399 (24,276) (88.6%)
- interest receivable 5,066 3,965 1,101 27.8%
Cinda bonds, net 100,060 100,610 (550) (0.5%)
Investment securities 145,357 50,882 94,475 185.7%
Total liabilities 2,156,088 1,768,189 387,899 21.9%
Borrowings from other banks and governments 60,966 66,196 (5,230) (7.9%)
Debt securities in issue 1,863,739 1,501,195 362,544 24.2%
- bonds issued in domestic market 1,841,240 1,476,268 364,972 24.7%
- bonds issued in overseas market 22,499 24,927 (2,428) (9.7%)
Subordinated debts 40,308 40,301 7 0.0%
Total owner’s equity 158,179 130,510 27,669 21.2%
Paid-in capital 50,000 50,000 - -
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L | |

2006 H b (%) 2005 ftk (%)
ME K AFHE LRI 49,950 2.2% 28,246 1.5%
BERK, BE 1,995,127 86.2% 1,711,997 90.1%
FEGZE, B8 100,060 4.3% 100,610 5.3%
IS 145,357 6.3% 50,882 2.7%
HAth 23,773 1.0% 6,964 0.4%
&it 2,314,267 100% 1,898,699 100%

HE 2006 F ., WITHASBFIARMT 23,143 25T, B 2005 FEKT 21.9%, Hif HHERRHTRREEK 2005
FEKT 16.5%, BRUFERTRZWONAT LS FRARMIBROIRTEERMKHMEIL. 2006 F, FEBFH
ERBREST. ROERERKAEEKORN, F—PNRA#TEEEHMTLEREE, FEERL SRS

BR7 IR RIS K 2SN, RRIESthM 509 ZTiRIgK = 1,454 27T, BE 2006 ik, RFIESHBE™6.3%, A&
ABRTHEZRKAS, XERFFLD "THIEE XHF~ XXRANTZENETHEBHRITRABASLT.

ASSET STRUCTURE l

2006 Composition (%) 2005 Composition (%)
Cash and balances with banks 49,950 2.2% 28,246 1.5%
Loans, net 1,995,127 86.2% 1,711,997 90.1%
Cinda bonds, net 100,060 4.3% 100,610 5.3%
Investment securities 145,357 6.3% 50,882 2.7%
Other 23,773 1.0% 6,964 0.4%
Total 2,314,267 100% 1,898,699 100%

At the end of 2006, total assets of the Bank amounted to RMB 2,314.3 billion, up by 21.9% from 2005. Our
outstanding loan balance, which comprises the majority of our assets, has maintained a steady increase of 16.5%
compared to 2005. Lending operation is the core of our business activities. It is our strategy to grow the loan
portfolio within the guidelines of the PRC government. In 2006, we made further rationalization to our industry

allocation within our loan portfolio and maintained healthy growth in our lending operation.

In addition to the increase of loan portfolio, investment securities increased sharply from RMB 50.9 billion to
RMB 145.4 billion. At the end of year 2006, the investment securities accounted for 6.3% of total assets,
constituting the second largest category in our asset portfolio. Half of these investments are classified as
“available for sale”. These investments were being used to adjust our treasury position.
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2006 itk (%) 2005 it (%)
BRIt 1,863,739 86.5% 1,501,195 84.9%
RRB 40,308 1.9% 40,301 2.3%
(5 EL fth $R 4T FIBURF (A K 60,966 2.8% 66,196 3.7%
B FHEE P FR 164,810 7.6% 144,718 8.2%
HfthfufR 26,265 1.2% 15,779 0.9%
Ait 2,156,088 100% 1,768,189 100%

2006 £, MAEEHAART 21,561125T, REFIBKT AR 3,8791Z5T. BKigN 21.9%, HITERBEBIEERM
BINTPRITHEFOTRNATRE, NEAHMBNMERIEAH T, L2006 £k, HRERFUIEKEART 19,04012
JT. t£2005 FHEK 23.5%, RFEARMBERIBZATRERREKNEASTR.

LIABILITY STRUCTURE

|

2006  Composition (%) 2005 Composition (%)
Debt securities in issue 1,863,739 86.5% 1,501,195 84.9%
Subordinated debts 40,308 1.9% 40,301 2.3%
Borrowings from other banks and governments 60,966 2.8% 66,196 3.7%
Due to other banks and customers 164,810 7.6% 144,718 8.2%
Other liabilities 26,265 1.2% 15,779 0.9%
Total 2,156,088 100% 1,768,189 100%

Total liabilities at the end of 2006 amounted to RMB 2,156.1 billion, up by RMB 387.9 billion or 21.9% from the
prior year. While our principal source of funding is the issuance of bonds in domestic and overseas capital markets,
borrowings from other banks and governments serve as supplemental sources of funding. Total bonds outstanding
increased to RMB 1,904.0 billion at the end of 2006, or 23.5% from 2005. This increase was mainly driven by our
loan growth during the year.

BWATE B ZE CAPITAL ADEQUACY RATIO

BBz RRBEENREAUES AN TRANRENEERS . EERHRANDNUERRATEZERKT 8%,

2006 £, RIFRTERMNITERELE, BTEATEREZE8.05% (2005. 9.15%), AXZTERW THRETEEHTHF

REMMEIEK, TArEENARTFEREMNRINTEEAT L. BAEKERARLSKEALY P RAF K
BIBLET T RDERE.
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It is the Bank’s objective to maintain sufficient capital to absorb unexpected losses and meet its obligations. The
minimum capital adequacy ratio of 8% is recommended under the BASEL Il Accord. At the end of 2006, our
capital adequacy ratio decreased to 8.05% (2005: 9.15%), computed based on the current guidelines established
by the PBOC. The decrease of capital adequacy ratio was attributable mainly to the significant increase of
outstanding loans while the owner’s equity has not significantly changed except for profit accumulation and
appropriation. The Bank has already considered its capital needs in conjunction with its future plan.

BFIgEN |
2006 2005

97 7= 1 25 Z(ROA) 1.31% 1.31%

SE PR E & X 2 W& K (ROE) 19.16% 19.15%

REATERUSEN, SETHENREEENIBZTHERKEIZT, HITHKREFRZE BT W, XRKT R
TELSARFEBRROIREST, FRBRIETE~RENRTIES.

EARNING CAPABILITY

|

2006 2005
Return on average Assets (ROA) 1.31% 1.31%
Return on average Equity (ROE) 19.16% 19.15%

Despite the increase in impairment provision recognised in the income statement from RMB 1.3 billion to RMB 3.9
billion due to lending business expansion, the Bank’s earnings were not negatively affected, which reflects the
underlying strong asset quality and healthy spread on interest income during the continued expansion of our

business.
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El XK FLRIT

2006 FEEFEF

BitiE 2006 2005
ZIISU PN 5 116,113 92,765
MEXZH 5 (63,143) (52,606)
FI2 BN EET 5 52,970 40,159
FEBERAESBAN 6 2,074 938
FEBARMEIH 6 (213) (51)
FEHRRASBNET 6 1,861 887
BEFIUTAN 7 395 522
RSN, HE 8 2,154 (1,329)
BARWE, R 18 400 529
Bk 9 (8,343) (6,737)
SEERAN R R TURL (B 1R 5k 16,17 (3,929) (1,334)
HfbxH 5 10 (5,266) 197
BiarFlE 40,242 32,894
RS 11 (12,590) (10,111)
i 27,652 22,783
EMESIHREME A RS ITHRRAVBRERS .
7K. B WMERTAN . FKE
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ERF&ZIRIT
2006 ££ 12 A 31 H&~fifk

BifiE 2006 2005

B’
N & K FHR P RBITHRI 12 46,221 25,542
TFHE M 7RI 13 3,729 2,704
FINIBREIEH 385 500
A RMETEBEREAAMETHITA

LM NERmA ™~ 15 18,124 855
Bk, 2 16 1,995,127 1,711,997
R, F3 17 100,060 100,610
BRI
— SRR 18 85,241 49,977
~FEEIHRE 18 26,278 905
— RRR N UERIR K45 7 18 33,838 .
BIERF=, M 19 2,672 2,672
B BRA 20 2,004 1,937
Hb &= 588 1,000
BFEET 2,314,267 1,898,699
HEREANE
fifk
[ Mk FE R IR 9,500 7,865
BRER 21 155,310 136,853
52 [ MIE 550 7,201 =
@ E AR ITFBURF AR 22 60,966 66,196
A RMETEBEREAAMETIHITA

LM SR AR 15 1,560 1,458
KiTfR¥ 23 1,863,739 1,501,195
RBFRE 24 40,308 40,301
Hh 25 17,504 14,321
ARGt 2,156,088 1,768,189
FrE&EN S
SR A 26 50,000 50,000
BARATR 26 135 =
i 27 34,989 7,266
BFlaE 73,055 73,244
rBEENEEIT 158,179 130,510
AEREENEEIT 2,314,267 1,898,699
EMS IR ERMIEARS TR FRAAREB S .

SIHRREEIEET 2007 ££ 2 A 25 B#itE,
7K. BT MERT/AN. FRE
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ERF&ZIRIT
2006 EENERER

BifiE 2006 2005
ZEFRDHTE (FH) WAERE
FBLATHE 40,242 32,894
BEIE .
GERRAN R YR TR (B 4R 5k 16,17 3,929 1,334
MEBREBAANMETHRE 10 1,269 222
BRIEHBERK 18 108 573
BREBEHELE W 18 (508) (1,102)
T IBFORESS 9 183 178
EiREImams 896 563
RITRETRARE 590 531
BEFIBAN 7 (395) (522)
TR B LSRR
PR 1 M FE A =) M FR IR ) -
INREIES 115 (500)
UARMEITEREARMNMETH
TTALH RS SR (17,199) 1,304
HraE A 24,276 (26,075)
BEER (311,544) (297,854)
FiL % 759 2,862
HthE ™ (157) 697
[ R IR 1,635 7,121
B PER 18,457 40,918
S B M IE 253K 7,201 (3,006)
UARMEITEREARMNMETH
TEAZ HR S A SRk i 3R 102 1,120
Hith ik 449 3,643
F AR ERIER (10,998) (6,235)
ZEEDRHNRNERE S (240,592) (241,334)
REFEH=E () HUERE
MABRFRIESE XIS (246,553) (78,098)
LDERFELFREINIR S 149,009 74,489
W2 BTN £ B F1 395 522
B EER=REMB~XFHIE (207) (194)
DEEER=REMB~RE NS 9 43
BEEHHRHNIE R E S (97,347) (3,238)
ERFHEE (FH) WUERE
RiTHREREFKEI NS 702,953 392,648
BERERERIFHNE (347,118) (147,563)
EREITENNERESH 355,835 245,085
R RAEF M F L mER 17,896 513
FEMIERREENIRE 31,926 31,413
FERNERNELENMRT 14 49,822 31,926
WERERDT IR
Wz F 2 115,166 94,457
X AHFE (59,821) (48,240)
RIS R B NE L ED
TREE BRI NNAN 28 MR R 18 - 795
JEMtSTHRERMIEARS IR RAERERS
7K. Bt MERTRAN: FRE
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El XK FLRIT

2006 F£ESITHREME

1T EERARERNS

BERARRT (UTER A7) BEFEARKTE (UTER "FE") RINEFERESRHIMN, MLT 1994
F7/81H, RTEMBUD . PEILRTEHBKERITIIRE 29 5.,

AOTURRHAREER "WE—X" (BuiRiE. B~ MIE~Y) . SHRAFLEPRBEFERHNERTE
REBAZE, ATERBFERBRANHSATNE, SEFERREL. PV ER. RY. HE. ETMHEFE
FHMEARBASXS. ATERASHATNEREENIIAATH LERTRIING 6. RIMEBRF. EiFEymw7H
BARITER. BRI, ATERETERNEZE.

A LE2006F 12 31 H, Rf7#£H 4759 &% 7T (20054 4,708 &),

2 FESITER
ERFIASTHRERRN, XTEEXAT UTSITBER. BREFEAN, XESTTBRAE SRS EENYHE— 818,
A FEIER

SUHRFEZER (BRMSREEND HH . BXTHEESHASUEUAANETTEEERAANEZHITASH
RENSHASNSHAK (BETESRIER) RARNETEN. EMNBHUHERRLRMITE.

HEFE (BERMESREEN) NSHREFTEEAE TERNSIHEIT, ANGRTREEERAEEBATHSITER
IR HME AN, SBRLESEERAMEBEERS. XPEANEARNASITREFWERNRRE AT, £4X
SURERMPE 4 H#ITTIRE.

RITHREAEETIIEMBET 2006 F£1 5 1 HiERERAEN.

BRSNS (17) MEIRFMDIR. AABE (520076171 BER)
EFRMSREENE 7 S SBTA. HE (52007 £175184%)
EFRM SR EENE 8 5 W&3E8 (B2009 £1 78 1 HEX)

T ERAENT 2006 12 A 31 HERAEN, ATXEAE 2006 XA LR (HRRTHEN) MEITEER (EfR
Tt SRS M), AITE LT A% R X LA NPT 4 (9% gt 7074l . BT B ATROIFE . RFTFH A g X 2o K xof
FITNEERRINY S RAFERT M.
B SMRIFE
(a) TheEEFTMm AT B
KIHRERP I E UATEERLNETRLFIREMEANGET ("HeERT") &£x.
SURERUFENZERTARTIR, ARFRATHNERHMIRE
(b) THEFRE

SN ZURZEBRNCRFE. AXBMERII DX HEMITARMBEHHAR TS AREBAE~ fERA
LRI mITE R~ AT R EsIRA, ITALHRE.
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El XKL RIT

2006 £ ESITHRFMIE

2 FESUEE (8)

B SMNRITE (£0)
(b) XZHERE (%)

MShR AR, BRI THEERANETHIESFHNAANMENZUTDBRA. ESERRERAERNTES
FHHEMEAKARALCEANTEER. AEERTASHRE. FEEMAEENETHRIA,

ERTHETNBENTHEENREE HMEZTIAREENETHNAANMEEEES., HtERmHEMENITE
EFEIAAMETHRE TN L EIRA.
C &RAS

AOTRBERASDAME. NIARNMETEREAANEZTNITASHRENSHAT . TRMREHR. FHEEE
HEAMTHEESRES. BEERESRESVHRTIANIN R~ HTH%.

@) MUARNMETEEEAANERMIT AL RANSRA™

REEMATOE: UXFHENFENERAS: NERBANIEZEAUAANETEEREAANERHITASE
REMNERAS. IRERASEDNSENEIRZR N THERHAHERZEEERELIEEHN L XESRASNEA
FEF. PTESRTIBBEDXANZ S AENFENERA.

(b) TRRF0 R YR

RAME SRR RIEREEELTHELNEMEANFEERTHXZNETESHAS BRFRTRBOTRI. 7
MEWKRIL. BORAFIUES. FARS. FRELRTNER ., KTEEARSAREESIIRS MZH B ERBEK
TBER, RTEEFIA GG BRI,

(0 HEEIHRE

FHZIIRARERFEERIREXMNEFTVECEHE . AERTHRZ ARATREFABEEZIHNHRE
BFMEANETESHAT MRATHENFEZIARASTBEITZREH WALEBAFNELZEF N, T
RENKREUHUESRA™.

(d) THEESRA™

THEESHATBREPIEENRLNURABT U EEADENETESREA . WARATNHFHRTHE. §
TREBEATRAMBEIAN K, CEERNSIESNENTHMBFLE.

MEMATRAMEIMEENAAMETEEREAANEZTNITTASPRENSHA” . THEESRA~NHFEEZEH
BRAX AR, AMEXTREBIHNHER“HHEHIN. TREINASLERANTHIA.
BMAANMETEAEAAMER T AL HRBOSEA I, T HBENNSRA IR ANMEN LZ S
RH#FTMEFIN. UARNETEEEAANEZTNITASHRENSHATRLAANMERTHETIN, EXZHEAR
A SR,

HNEFA WIS RHRFE PR E L8 SR AR LF A KR ILR R EBINZERE S,
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El XK FLRIT

2006 F£ESITHREME

(d) JHHESRAE~ (£)

THEESHASRUAANETEARAANERSNTALSRENERASEMXERAANEH#TESEITE. B
R PR IBE A5 ZRI IR BRI BIERA R A U R AR TR E. DAANETEAEAANERINITAY
MRENESRAT RRTAAMEZRNMEMNTEIRE, ERETHHLITARE. THEEERESHL
ANMELREZHNNESHRAFAEREENEGE T, ARASHASRLUERNSIRERER, ZRIAEREEN
HRHRITAAMELRHFISHREEEAN LGRS, THEESHA S ZBIFEA AT TR SR MR EHH
THEESHASHNCARETA LSRRG, STHEENAXTRBRORT ERTRESBERNFINFIA, Fit
ANHEARS.

WHEEEFRTHZHHR™, EAANMENLATENHERTE. NR—NERR~AEFEFERTS, KTUERMG
ENEUBEEAANE, REGMETEEREAREINATRS. AE&RENIN. PRENMRERAMTHS5E
BEXANGEETE.

D SHIITHEMIE

HATREAPRBERNS TR EAZRFTATEENANEENR ~MAMHRE, SRE~MARRURHE RN
IR T R kL,

E {TEE€mMIA

PTESRMIREXZBUAANEBEAKIBEUAANEERITE. REFCBTHFMG. 2ANERILTHRNMIG
EREREG. HhmZRNEEZSIXN FHRNTEHTHR NG, HERESHEINSREVIRTHABENER
BE, AUTASRIANARMEAL. NRIAAES: BEEAANERR. WRIANGE. TESRTIERMNARN
ERHFEETATARZHEBA.

RECTHE ST ARANEEMSRT AT WEASASHIR IAYRFEATABRSNAEGERARRESES
—77. HSXERAXTESH T RNELFHINRE SRESRNEFRIEMNRFAEBRX, BZFERFER
UAAMETTEEEAAMERHITALSHRENERIEN, ZRANTESHRTANARANERRITE, Ao
MERFHITAFIEE,

RECTHESHMIARZREAATATREER, FRETHEUNEHRRE, EHTERHRETEN (BRSTHED
$£395) WERERSITRENAN, Bit, ATRXETESHMTARRARZENMFENITESMTRLE,
HAARMENZHITAFER., ATTEATESRTRERERSITHTRE,

F HRUGAFISZH

BRZHMERMASMARURIEEANAANETEEEAAMELMITALSHRENSHASMAGRS, 4R
H =GR REBRFI AN A ST X H.
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El XKL RIT

2006 £ ESITHRFMIE

2 FESUEE (8)

F FIBANFIZH (%)

KM ERTESHATRERMARORRERURAR XD EF SRARFISZHATTE, KHEHNERZES
AT RATUTFSRANAER G HREHE A 8 AT R RIS (TR SRS 57 0 i 5 2 A 38 A B9 A
R, ATEGITARASRN, SEBRERIRNMEARAEZR, EFRSEERARNEARE. Z—ITEERBERE
TIZ BT BB T SRR M R AR BB HATEE . XPRANREMPE RN,

—E-MEmATR—AXUSRAT B TRERERRMBRIC, LWEFHIAFSBAN, EATERERKHTIN
RAERAEREMNFIE,

G FEHRAEEWAN
FEHRBEWNZPEE L £ RN ERAELRSHHRIA, KROS5 E=FRESCWHEHREILRS . IF

FROVEMEENTFEBEN, EXFTERANHIN, A-EERHABEREFANMRSHRTRSERAE, BED
HRERLEBIFRIA

H BRFIAN
ARTEBSERRFIR, #IARFIBN, FHit AL HRaE.

| EEFIR E Y

SEH EARIEATTIRIBER WIS H S AT Z R FHAERKRE—EERHNYENNEEWNER (ESFEME").
FINBERERTREBEREHNEAR I FUNESFHERKE—IEEBHNATHNCRENEE (ESERME").

SHEMENZ S FRFERINSTTE, AZHEMIESRTRR. AMEETAT TN ERASNER S M
ST FIES PR, IANBREEARZXZHFHRAZRBDZFIIFXEIAHNESTITE. IANRESRTREH
BRI AT AERTR = R, XZMNEEAFBRARI I, EXZHARRBRIEFRETERIA,

) ERMHFHEE
(@) DUERMATTEBRHE ™

FTESINAFNHRRAN —TNH—AeRA T EEFARENTIILEATIE. S BRI FETVILERASH
REEHEMARIANRRET — MRS TRMEAEMH IR T BFRE. FRZRAFHREN T IZMSIZASHET =197 U
TEETHTUTRRASRN, ATAEEARZASHRATERERE, FFETRERK.

ATRTHINREBFEREN T RENFERR:

HMNEHAEREFATEH.
ERAREMESEME (FIAMRELL R, 2FE S WAL FIERAEL)
BEABRT ERFK.

TESBESABGRANEFNRE,

ERAM TR FHAEL

BERUNNMERAEEL. &

WRBEERRRANZT.
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El XK FLRIT

2006 FEESIHRERME

2 EESIEER (8)

)] EMHETHRE ()
(@) MMERAATTENHS (£)

FTEEMBENEHERNESRAT EETARENTIILEATERITE REX ERETLEZNERATESD
RAERE#ITAMREETE, MREFENLERAXTERVENERASFERENEL TRZERATS
PREER ATKHERARBRUGANERHEN—ASRA~ T, #TEERENE. B EREFEES
INSSSEHINRERLNE >, THANBEREITERER.

HREERANSTIZRRIZATNKE ST S NHZE LN RN RARASR (FEEERRENRRER
BK) MHEZENZFHTIE. RENBERLXBIERSRKARDZEAFNKESH. BERINSTITA
LG, IRPREAFEZHHARANGRAFNEZHAER, ATRERERKOGIE DS FHEN L IEMR
R, EXLFREFEATHSUESRASNARMENEM, ERTNER T HNIEHEIZNAE~AIRIE.

HEEFRAYNERASTOTARRASROIE, BEMATRADNEF MBRAYRBA G S ANAES R
i,

ATHERAFHOBERTRPITE. ATERUEARERST (REBTERBRSARSRERELIHSTH
BE1) MER EXSRASHTOA (b, DBETHSRE, Th. HBVE. HWARXE SR 0E M
XERMERAREITEIDREFAREMBTIH) . EHAXLEEARERE ATR\T HZSAZRBIEER~NE
BA&FREMHAHHSTNES, B SXERFASHNAEITRARASRERX.

WEGTERENESRAFTASHRRASRE . BET 51ZAR~E RN AU H A E 895 2R K HiEk
TG, ATUEFT TR EIEARMIBARL ERELE, NRRAZIMIGHERALRHEHNIT R4
o, FARAERFEND LHEFMAHF M.

AERAESREBLHNNOMEITRRT ZFHTNEZNEXBREOTNFEHTE -5 (L, KR RN, &
g, EERANEMEROES, XLEBHRFTSHRESARET RERURRKOME) . KITEHRZMETTRE
A RBAERNITEMERE, MWD REGEITRSKRRRABZEHESR.

HRREZREEN, EXRAASERFERBERRESRE, RTZFERATHE, R A TR E R K
. ZHEEXKE N ERETOPRENBRPI M RTRBERRK.

MREESEAEAN, BERKNSHTRD ALK STWIABBEERENEHEEUXREK (BN, HGEANERITRE
B), RTRTERRERSESSTENFIAIBRERXSHTMNEKE, BENSTOTASHRE.

(b) Tt ERERA

ATESNAFNRREN —HNH—ALRA S~ EEFAERENEIIEERTIHE. G LA THE EHMNKRNER
REBREREN, ATERZFRANAANEREREIHEHMRTERE. MRFERVIEERAD FKATH
HESRMASREREN, ZRFNRITREAFEERITAMEENGENIRD, BWZRAN L[ A RMENZTH
R MBITT ANRBAIZERMA SN EREREL. EARMEENGERY FitARE. NETREENELIT ARG
MRERKTBERERE. MREFEPER, PRATHEERANRS TRNAANEEN, FEIZBNEU
ESRERRMTARBERENRFZHEX, WEERERERK HEOSTITA LIRS,
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El XKL RIT

2006 £ ESITHRFMIE

2 FESUEE (8)

K BEEH™
BIE R~ U LR ATHN R ENR R R R EEE FE#ES T AL RA SRS WMET B BEEXAX .,

SEEAFFRNESEZH, AEYHFENRREFNARTEAANLTHAZZHTUTEBITEN, FEEH
TABER~NIKEMEREARMAN IR~ #TRR., EREMEEREREBIELEN BRI A SRS,

B ER~HTEREEER~ REREITNRERZA ST ITEAFRNEL SR, AREER WA TEAE

FRFIRIAT

FEMERY 30 - 35 £
DIYN S 5-11%F
RERRIH 5%, AR5 EMFHES
EERE 6 F
SNERIERITHRETA.

ATESNAF NHEFRAYNEZR =BT SR ENTIHERFERETRE, FRELFBERELRE. £TEH
NEEHBENATHTRE, HNREFATUEHATARBEKBSFTELERD ., SETRFBEER~H
TRESFRFKENME ATEKANERBRETRESH. BER~NTRESHIEEEATHNHEE 2N 5
HMIZEE R = NFEERTNERETERNNLETERNASRENEREZNRSE.

S0 B B R RS IRAMEIKE S HA ZH 040 B EE # - IS HRAITT NS iR,
L ZEMHER

HAADKRE T WHEHA M EBZREMRMAAZT X ALEUASE. ATLENHATERSTHTERREA
MANEEZRMEE. SEMHEEREAXIARI, SR/REREHT AN TEMIRFIAX +HEANMNR, &
TS A U E L AN R AR .

RATLIEFARDN, BEAAZNHAEEN M H ST A SRS,
FTRANEEAHRAZLENMEE. ATRENEATNEEAELEHRTEES.
M HERAEENY

AERBRTINASRASFNYREARSZAEINANIHNED RS, BRINE. FHRPRBITRI. FiL
R RIE R BUF 35 .

N Fitfafs

HATRALTEZTMABT ZESHEXS . BRTZXSRIURSBEFNAREATT, B RHNSET NEKT
AR, FIAATITREITTARE,
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El XK FLRIT

2006 F£ESITHREME

2 FEXVEE ()

0 MFZHERFRERE

ATRBEEREMRREFYSERER. IEGRIGRAFEARBELRE, MAERERANHTEZRES AR
FHERBTIANEH, KTRAIEG, IEVSEREATARELAIRT. SRNHTEBITERANERN
HAthgh F HRIL.

MY ESEREFZEAANMEXTNRFIN, ZLANEEERABRILOINELEZRE. BEEBHEREA
(MRS TR N E LA A SRPEARHTAFERERANIS) SHETERRENESESNREGITASE
R, WAEESNMEITTREXMUZZTH LRENEER AR EERH AL .

WINNSBEREEEXHRRAEINTTAFEREY "Hi<t " $.

P RIEF

pi

ATERRL, KEERMLTBFEXRER, SMASBTHTIHSREBIARLENHSELFERE. K17
UEMENH S ERFEZREUARLMLILS], AR GHUSELFEREEDNMENFERKE TR, RTRK
B, SHHREAFERERENNBERENCRARTIINESEARTES.

AITHRELRFEREITUAEHPNOFZSTREMITAFER, UATSNINFERRSTY/ BEFRBFEH
MAESRZINEHHI MR RIRSEROFERIAZ SN, ATTNEH—TIAREENEENS.

RIBEXRBEEAE . FEENR THSMABTBRFARLENSHEFARET . ATEARRRATIA SN
—ELLBIHRER L2 RE ., IATHRIE R LT S EHRE.

Q BEAEH

# PR B RIERAR BT EN A~ RARSHEDHRR ENKENEZ BNENEEFURSETESH. &
EFRSBARBA = ARRBIITEERRERRE . ZHRITE AT 5 B TSR E 7~ A e #E.

THNMERIBRATRIABERSES. RABRERKES. TREBKAKES. USERGELANEEHR
RETHHERAMGTESRIRNAANEEGT~£. HHATHINEEMEROA = RAREERBEEXFERES
33%. B2, WTHAFRLFEFNAFINRNETHIN, BTREXZAEZUSHTIREATRASR, FH
HNFINEEFTER.

LRPERKBEZBEATAGLURE LRGN M EZRN, BERE~TTT UFIA.

THEERAANANEEHRHERITANMAEENG, A~ EMSERTUFEREENG, NEEEHEXETEKES
HIRK—EFWINEFERF .,

R L E ARUAT RN AMERE, TSNS HHTARSRER. NTENFFEERIMNFAERSR, X
ERREEBOEATATE T ISR, BT =5 UFHIA.

R fEANRE

EANRSEARNANERRENZ S HEANZFAK, BEEERRAIT, MLERENEANESTNEZ 5 %A
MEHSEHNEESTZ BN ZMRXAXGRHREEERPDRMES. RESTOTALHRAE.
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El XKL RIT

2006 £ ESITHRFMIE

2 FESUEE (8)

AOEXAEEIEMIEELS . HENEERMVMNET. SEXERSHFABT AT, AMXLER>RE™
ERRBEFIRMETBEAELRITRES.

AORNABZ=ZTASREEFNZRANEEZRERK., Bkl S RTEAREAZRZRANETEERA LR
K. RAEITNERBH T ATRZEATERNERRIRNRR. ZRAREZRARTROEABEHANEMER, B
REAE. £ NRNERIY . FTRERZEARKFLEE. TRREAZEAKE. ZARRIFBRELR
k.

T HHELHKEMREEER

FENRRIEHIENXZIFNENTREBTHAN NS HEESHRERTHAETEEFHNRKRENES
KERBE. HURXESAISREFNRARE SR L RETEMPITER, ZXSFIEFINA A,

HERRNEERMMUIEE, REEZERREITESHESFINENRE . BZETEBTEITEN G HENTT
FRT AN,

U Ltt&#=

MBI EEMNBIRNEERAEESITHRRMREARET TEN X,

3 TRXEEE

A (ERER T AR

ATHNEEENARSFHERNE, XEFHEFEMF. 1TE. BINEEFIRBEEAONEUENEAS. RZNE
EERWSHOEE, FRUYSHATREhEIERENRE. BILATHERRIRKEHREMEROFE, FR
o] RER D X I SRR AR AN,

FTERURTARPROEENEIZINFRGHERA S, FEXERSZATKANEMRED B ZRIURT
FE, ATATERETEARRT (PRRT) SENNRERTETEFARLS . ATHRKBEIRITREHR
MBS, REBRASMAREMAE.

ATERESRHREAHOTESRIAZS . BREHEH. EHMARER. MXERHAN. A TREIFT RS
METEERTRENBERE, AT —RENEEGSRIMEIEMUNTESRTIA,

AT WATHSINTRARBO#TES, ATEBEEHT NI EREGARFXELRAN, UERTITEEIER
bt AT A RAES . BEXATTESR TRAMNK EERKIESILHE 3C,

B {ERIXE

AT ARNEANKEREXIN AL EZEIPRLAEEATERASHNE . FARRRATLSERNKER
R, AREEENEARKEREERERE. SXSNNEF TRERARTVSHEREN, FRANKEEZ LT, &
FERETEEAFRERLS, TEEFETEETEIESL. PENARBRAAETLELFLZRTEEELES
IAENFER. X, ATETPEREBXAAETLANLSSRALRENERANE.
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El XK FLRIT

2006 EFESIHRRME

3 THRNKERE (4)

B {RRAKK (£)

FHTERIERNS. FEMUNIERA . DRTLMENEN D EMNTHZEAREKFE., AfTEHEE AR
RARA, FEFEHT KRB,

ATETEBEHEMRTRARRENESF. EROMAEMEERFEENENASNESN . ELHIFEERN
BEkEHERANE. Fi, RBURFYNERSERITZRTEFERNRHNTR.

ER*iE
FRRENIZENERRTAEBRBATNRS. THRRERXEMILME T ATHBNEE IETEERRL
FRTHENE=ZTTHNRXSHA XM, ATRESHRRERNGEANKE. EREERT, RTEBREURIES UK
DRENZIRS FABRNERANE., RIESSTREST A NERENRRESTN—ET N LRE,
FERREIEREFARERR. TURIBFERIERBTHS . £THIESSFTASBRETHERKEDMEEE
FRARR. KT, ATEXSHERAXENETRATEARERFEENEAFR, ATXRRZNIZEERFAN
REFRZRTEHRRBTNEARELEST. HTKAGAXKENERARBES TERFERKE. KT ERKE
BB AT I

BRI K S HK IR T

RER % REN %

GEER
HE R B X 1,067,284 53 849,861 49
R E B X 452,883 22 411,590 24
R E 7 B3 X 447,584 22 410,856 24
R E K B ISR E At b X 46,690 3 32,120 2
P E e 3,123 - 27,399 1
RUF S 5,066 - 3,965 -
2,022,630 100 1,735,791 100

* PERBBXEE. R T FdE. R WER. £E. IR L. BE. TRTER.
TEGHMXEE. SR /LI, WE. AR, 84 =f HEMIA.
TEERGEXEE. B BE. BN B8 TE. ARG, BRE. @I EX. 7M. =B,
FEAREMIMNMIEM X BEREEERAMBX,
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El XKL RIT

2006 £ ESITHRFMIE

3 THXKEERE (4)

B fERAMRK (£)
BT PANTLS/ITNT:

REN % RER %
R

KA, FRERIPFIA IS EEIE L 490,983 24 418,234 24
Y- P4 425,261 21 365,904 21
B, #Ah 394,606 20 385,724 22
A, ARFLT 193,494 9 136,474 8
& 95,659 5 66,388 4
SRERIEHI 72,464 4 82,996 5
BEFEME S ERRS 58,870 3 48,750 3
W AHERZE 52,971 3 50,976 3
Hothiz e 42,775 2 40,588 2
Hith 187,358 9 108,393 6
i E e 3,123 - 27,399 2
RUF S 5,066 - 3,965 -
2,022,630 100 1,735,791 100

C ThiaXE

ATFARNTHNERESRTIANAANEIRKASREZTHNKLANT WENEIREE . THXEEHET
THN—RIBERUURTH LRGN, plmFE. FAMNE. CREXHNBENFIXR>G. KTH~RNLTE
ERIAXZHMAERFMEm~%.

AT T T T i KU B B IE A 155 JU RS+ 3D, 3E #0 3F,
D HmRE

ATHRBOLWERARDLS, SMEET. Bx. HoMEMNMUSMHLS., BEMIEHEREN, KKK
TREETEEFEET. ARTESEXTZEANCEHFEARRTRE, £2005F7 BH XA BT 1% K/ iE
B, 20056782180, FEARRTSINAERNZFINLENG], AFARTLERETHHRURSE—ET
BEHAEREENRERZS. IRTPEARBRTHE-TUZESTCENFARNBEK, ATEREDREEFEL.

CREAE, ERFEATHUSRKANASRER B M, RTEHEHMARNERRNER T EBHEIE >~ RHEE
BH MR, FEETRREHERTRENRAZA. EEENEHMARERMHHTATER.

ATESPEARRTERAEMBTHTETERMETEHEZS . MEERTHINCRESR I RHEINEFEDR. B2
SRS TR WHE TSR T RIS,
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El XK FLRIT

2006 EFESIHRRME

3 ERMARER (4)

D &WmKKE (4)
TRLRTATEREMACRNEHANS, ERHAFMAGRNKENEEHEIARTEEH,

2006412 A31H ARM ES Hibmsp &it
BE.

&R FRKI 47,374 2,239 337 49,950
ENIREIEH 385 - - 385
WE, BT 1,768,353 196,814 29,960 1,995,127
EiRfEs, 2% 100,060 - - 100,060
BRI 46,493 98,864 - 145,357
Hits 18,568 4,511 309 23,388
HFEE 1,981,233 302,428 30,606 2,314,267
ffE:

&R R E N FHERI 140,127 24,670 13 164,810
SE H B JAIE 5K 7,201 = = 7,201
fa H AR TR BURF (B K 14,451 31,561 14,954 60,966
RIFEE R R R EE 1,852,182 48,434 3,431 1,904,047
Hith 17,640 1,334 90 19,064
fEEIT 2,031,601 105,999 18,488 2,156,088
RN E L~ a5 (50,368) 196,429 12,118 158,179
HEMiEH R Bk 193,116 (180,502) (12,000) 614
ERRIE 1,574,309 37,999 27,207 1,639,515
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El XKL RIT

2006 £ ESITHRFMIE

3 THXKEERE (4)

D MM (45)

200512 A31H ARM Ep Hithhifh Ait
BPE.

4 R FHERTR 27,703 496 47 28,246
FINIREIEH 500 - = 500
Bk, 2 1,575,656 119,049 17,292 1,711,997
kR, %5 100,610 8 100,610
‘RIS 30,045 20,837 50,882
Hith 6,240 224 - 6,464
BEET 1,740,754 140,606 17,339 1,898,699
k-

& AR B F AR IR 117,424 27,073 221 144,718
) E AR AT R B a2k 19,108 31,203 15,885 66,196
RITEAE R R R 1,499,206 37,006 5,284 1,541,496
Hith 14,947 832 8 15,779
fEEIt 1,650,685 96,114 21,390 1,768,189
RN E K~HEE 90,069 44,492 (4,051) 130,510
S MITE R B 19,983 (24,701) 3,830 (888)
ER&RIE 1,204,688 11,572 7,182 1,223,442
E  FIZEXE

AeERBHNENREZESHRTIENRKRASARBITEETZHNEEHTRHHNE. ARNENRXEEZEEHTR
M ARNET T AR R RESH TR ARE . RTHFIRNE TR AN SRAMA S RER T AN RENAIE . B
THHFRES, RTOFZETEREM, GTRRD. BRITPEXRMERAFEREENRAPEARRTAE. &
FERETEAMBXERPEARRTAENFRGZLELS. —RE £2A NG RAKNFIEREEE.
b, BRIMDRSFBRAMNRTHIND RS, ATERHMNERRHFAER. B2 PEARBTRAEREERRK
MEFEINFIRER, MRPEARBTARBREERL, ATEROFRREEEX.

REPEARBTHOAE, ARTRRMXKMETRUZEAFIETIF10%, ARTERMNEXAGESTRERNEK,

ATRREEFNENGE, BREEETAERL. A TEHNENE, ATELDENSBABIMND ERMER L SHFER
KE., BN BEm T AN ZRBEHTI A,
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El XK FLRIT

2006 EFESIHRRME

3 ERMARER (4)

F o RshEXEE

RN R IEATERRIHANIEEBREXNHBFLEINTZ LEANR SN . RIFR T REEMLIERIBE
EERA. BRANXSUREEEZERRERERRAS,

ATHEREXBFASERNER, EhEEHER. HNEHRER. EMRFERAMRS. FARKER. B
REAEMASEENTTESRTANTRER. ATEFHEREMEARBRORN M FTEBBLRTHHEH
TERANERNME. A, REHLELE, Y —F2HHNAGHASERHERE MREEAT. EABR
NNATRHNAEHTR, ATHAETRENASFEFENREFTREVELFATNEMEANRSNRENHEE
KEREKR.
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El XKL RIT

2006 £ ESITHRFMIE

3 STRAEEE (Z)

FoOmshiERpe (£2)

REAFNAGRIPREMNEENE ARG IREFNATHEERAER. AT ULSEEFHENHRNARR
M5, RORFAFMAFRENTELERAALH ., REELTIRSRS KA, ERNGIERTHREHIR
. ROHFERCENE - AFEHESETEZA.

BEBLT, AOARNAAE=NSRERIFEANGERIEMRENSTETERAS, ALRHEBRIFREERIE
ENAE—RESBMTROKENSH. BN, MBAEAKETEEIH. P IES0E RN ZE B K 4T HE KRR
7. ALERARENSREHHFTLRNRRKRMBNEBAESHT K,

G EmMF-MERMAGHLLNE

NAMEGTRAR —FHEN SREEXTHEERMNSEMERIEFXRNEEMME L FTRUALANETEN
BERAFMOGK, HARANEBTRERT T TR ENRER:

@) AELRFHMPRRITRM. FHREWKI. IAREIES. BYEFRRR. FAEPER. SHEMIESK. £
=, Htbff

HTHUESRASREAOGMNIHRSE-—FEUN. HKANEREEARNE.
(b) A EZHIESFIRE AR TR KR TRIE 5548 F

FHEZIPIES R A UETREEBRIEKIE SR AN A ANENTRENTRIRN A EM ., IRTEHXSHRNT
MES. NERLSREBWRIZRE, FEEERNELT. XRAKENIZNE. XRANTFEMERBRIESZITA
FEBANESHNAXTRRLASRENELATEN. REBRT. BTEERBRESNAEGHITEARNE.
WL BRI AN S,

(0 ZRAREK

HTEAREROMNEREFPEARRTEENZFEF B AEMRE, EKEMEZE A ANMENSEAFIL.
BEMERFTROAANMENASREWBIVEHE, WIXRERSZERNRRPRECEINTRRFE,

(d) EEFIRER

BEENERERAOAAMENRSREWIVEAHE, BHIXERSZEFRNRRPREOOIMNTERIE,
() mEMIMER. RITHEFEREHRS

TERBTHHMANERN2ANEURSREWIVERE . WHIRERSZERNR RHRECHINITERF X,

BHENRAMENTZRN AR, HTEERETHRNBGS. HOAMEN 5 1Z 6535 H9F R HIR LA #9 KRR
HERAEMAASREWGIVERE.
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El XK FLRIT

2006 F£ESITHREME

3 THRNKERE (4)

G EmMF-MESMAGHLILNE (8)
HZE20065F 12831 HRE 200512331 H, £RMIAAANMESEKEMEFEEFNMBIIRET .

2006 2005 2006 2005
o
BRIES
G ES 26,278 905 26,043 890
— GERR R R RT3 33,838 - 33,868 -
RERNBMERTUE (BIFEESARS) 2,095,187 1,812,607 2,098,760 1,817,252
SRR
BRER 155,310 136,853 155,307 136,880
6 EAth 4R 4T FBURF &2k 60,966 66,196 63,501 69,596
RITEE R R R EE 1,904,047 1,541,496 1,914,888 1,558,158
H FElFE

ATEAE=ZTRHAFEENZRARIRS . ATROTXLERELSTHFEN R~ FRAE/ELTHRIHRES . R
EREHHRBRAKE, £RAFNHRERR, ATXREENASRAAART 767,663 BAT (2005F. AR
4382147 T), ZARKKFAART 5082 FAT (2005F. ARF 5585 FHAT).

4 ESHRTHESFGHOEER R

FOBENSTTHETHRESEM T - EFRN A NAGRNKENME. KTREHEZENENRREFNGHE
BHAFR R MU SITHETTAY, FASHEMNEHTESENME. AFMAGNKENMEZSIHETTREZ W
FTEWHIITMAT . BRE T ERREREHMAETHTERERAOZMERTITH, ATRKE THERELRE
AT XESTHETTHHHERFE.

A BEERREIRK

BRIEFERETITREAET REHEATPERETRETMEN, ATRENTRASHTRETS. S FE—HER
BE, ERAHFREFRNASRRERD ZH, AT ZAGREFETUTA SRS T RETHM INFER
BRBRERREAESFITARGET. ERTREFZRRAEFERANERENRETL, IERRBREZHF
FENENSBZERAGNERALAES. EEEEREAFHEUEENEHEN T~ RERENHHLEE
X RRA G REGTT. SRERBTASREEN B SSTHTETAEANTESRE. KT EHTEMER
KERRESHITREAZ BN ER,
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El XKL RIT

2006 £ ESITHRFMIE

4 FELBIVTBERPAMHMEZES I ET R (4)

B &MIAXAME

N FREERTHRNNESH IR, ATERATHERRETEAAANME. HEERRERIASRENIKREE, X
FRRIET, EREWMIRARJEBRAEATRNLE, EREERNTENMZZNIIERNRE . THHEK
MRAXMEFRRETMHIT. S LRARRNRELERE. SRTIAAANENTEEZEIZ W, T+ EBUTHE
RERIESTHONAREMARZS (MKHE17 RER), ARAMENGEXRAEXESHIAMAEHNE, XRHTR
FHEEMVABRN A TR ST ZNERRERTERSE,

C TFHENGRARBERK

HHHENERANAANMEEZIKIBETERAARN, RTHIMNZINERARERERE. ZHEAERETE
ZHEESENRT, FREESMEHMT, S AN, ATHENEERNESRDNFEMEFEHRTFEME, A, 0
FIERERPERAATMSRRL. TUMLE, SAXN#E. 2EHTRANASREHRITL, WA~ RETERFE.

D FHAEIPKA

REFE(EFSITENE 39S NER, ATHRFREERTREXN I BEHEEENETESRA WD AF
FRIPRA. I—NERFRERHAM ., AHEXHNN AT ERTZEARSESHANSRME LTI
flr. BRFEBASN (MAKEZPHERNEESTAEAMNILS) MRATREFXLERFFEEZINH, UREEMIZ
EMBFENPLKETHEE, ARRREATENIRAANEITE.

5 FISWNET

2006 2005

ISV 9N
FRR SRR T AT E M FRIN 264 220
e 110,644 89,256
A= Ak 196 87
Bk 2,250 2,250
B RIS 2,550 948
HAth 209 4
116,113 92,765

FIEZH
ERIZES€/¢1 166 9
& P IFH I 2,453 2,054
5 E At SRAT R BUF (AR 3,908 4,215
RITRERRE RS 56,544 46,317
HAth 72 11
63,143 52,606
FI RN R ER 52,970 40,159

2006 EaIF BN P EIENERERERKH IR BBATART 11655 (20054 AR 1808 T).
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El XK FLRIT

2006 EFESIHRRME

6 FEHERAEWBNEE

2006 2005

FEHRASBN
FERIVSHEANFEERFBLSBAN 1,891 718
HEthFEHBRBERA 183 220
2,074 938
FEHRASTH
ERUYSHANFEZERASTH 163 35
HEthFEHBRABEIH 50 16
213 51
FEHRRAEWNEE 1,861 887
7 BRI
2006 2005
o B/ FIES 395 522

2006 2005

B AN TS (6)

EBEAUAAMETTEREAANMETE

T\ 2 R 25 A9 IE 5 0% U 28 675

TTHELRTIARS:

— RIS 3,059 185

— REIMEK (1,122) (1,582)
1,937 (1,397)

= S & 412 175

=L ST S (864) (107)
(452) 68
2,154 (1,329)
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El XKL RIT

2006 £ ESITHRFMIE

9 EAEH

2006 2005
AT#H 768 616
TBREEH 457 343
HT IR A0 55 2% 183 178
iRk 179 84
A% 174 114
B Bl RN 5,819 4,840
Hth 763 562

8,343 6,737

10 Hftszi, 58

2006 2005
CHMEK (Uas) 3,676 (412)
WMEBRERAANEZHHRE 1,269 222
AR =L EREK 301 =
Hith 20 (7)
5,266 (197)

11 Pt

2006 2005

LERBH 12,599 10,684
BIEFTSRL (FfHE 20) 9) (573)
12,590 10,111
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El XK FLRIT

2006 EFESIHRRME

11 Frfsf (45)
LR BRI B AR TREEZERRITENTK, BUTRERFAHK.

2006 2005

BLATHE 40,242 32,894

1258 33% ME EREITE SR (2005 £ 33%) 13,280 10,855
FERFUA

=S PN (51) (8)

St U ON (743) (743)

— I BRI SRR FI A (130) (172)

Ao MM T AR E M H 200 162

Hth 34 17

12,590 10,111

12 MERFHHRRBITB

2006 2005

RERFRPRETRI,. BEREASRASENY T (HE14) 46,221 25,542

FrBETFRHRBTRIIAENE, TRTETRELE.

13 TRl

2006 2005
FRENERT, SFEERSFENTT (KME14) 3,531 2,508
PR %E IR 7K 198 196
3,729 2,704
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El XKL RIT

2006 £ ESITHRFMIE

14 RERAEEHY
HehexktRe RN ENYEE.

2006 2005

M & RIFHRHRBITHRIA 46,221 25,542
TFIE v ZR I 3,531 2,508
B RS 70 3,876
49,822 31,926

15 UARMEHEREARMEZHITASBRGNEM TR
UanfhEtEBAREARMEZ T\ L HIRENE R

2006 2005

XHMIES, ARNE

—BUFGRE, £t 12,505 683
EEIUAARMETEEHERAANEES)

ITALHRENESRE=, AANE

- ZEMATERESHERE, ELH 3,408
PESMTIR, ARNE
— iz A 42 43
— M AR 1,120 60
—FR B # 1,049 69
2,211 172
18,124 855

Ut HEtEAEARMETIIT NSRRGSR 5

2006 2005

TESMIA, ARNME
— iz 1 37
—EHE%K 814 338
—FERE#H 598 457
— ZEERME FAY 147 626
1,560 1,458

* HZE20065E12831H, £MAART8ASEATT (20054 &) MRS MIESH A ESTE BIMIHIR T AR,
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El XK FLRIT

2006 EFESIHRRME

16 M FREES

BRI R T -
2006 2005
GERK 2,014,441 1,704,427
P E 3,123 27,399
NUYFIE 5,066 3,965
2,022,630 1,735,791
B BRRREES (27,503) (23,794)
1,995,127 1,711,997

FTNRRBEEESBUATHDED

2006 2005

BRI HNREES 22,015 17,644
B AR EEE 5,488 6,150
27,503 23,794

RRBEEETHNER:

2006 2005
FHRE 23,794 23,093
AREAREL 4,138 1,652
KEZE (290) (759)
W B R AR S Bk - 8
RREFAMNE LT SEREE (116) (180)
LCHRES (23) (20)
FRRE 27,503 23,794
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El XKL RIT

2006 £ ESITHRFMIE

17 fFiifRss, F8

2006 2005

A& 100,000 100,000
HUEF B * 60 610
100,060 100,610

* HZE20064F 12 B 31 BN WA BERINBETREA®E (2006 F. ARM209EFAT),

BEBHFEATEFLASEEAS (UTER FXA8") ARTERRTHNEFAART 1,000 {ZTHERFS.
ANERETHARER, REATSEEADEITHML, £TT1999F 12 ARFEAASNKERFR BHILR
RE~ART1,000{Z7T. SEILALRFEERATHNRR, KTARBEFMREFIN, BENEZZERAEMRKKE. 5
BATEATRTEBAART 1,000 ZTHBRHFEABBEATARAFHRN. ZHEFHRITE. FHNEXHR
2.25%, RI|\AFTEEEABHHW, FE QST IUAERSEIHREEZ RS,

199911 200, ZESKRARHIN FELATEEATRBALRTART 1,000{ZTFRAFHRKES, AR
RFBHER",

20007 B 15H. 2EFBRMRARIA. FEARSHEBRAN "FSE5BEFEME.

RIEVBEMERBS 2FHT 2001 F10 88 ALK (KX TEFRAFURT. BRARRTANSRE~EELR
SRTHTNHRSHNRBMARAERKEDMAGBEY (W (2001]) 152 5), FEARSFISBARLEE VR EFEHR.

T 2006 F 12 A 31 H, TEHNEEARSEEFE (2005F. ART 256 BATT).

18 |ZIEH

2006 2005
AR ERE, ARME
RmERR* - LH 40,470 22,931
HmHERR LT 40,269 21,430
WM/ E ** —FE LW 4,502 5,616
85,241 49,977
BEREHRE, BREEK
RERR-FLH 26,278 905
SR RIS AT 5, R
HmHERR LT 33,838 =
145,357 50,882

* EPAARM6,353FAT (2005 F . ) A9t S F US4 A (ESE ) B I T /9 B
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El XK FLRIT

2006 F£ESITHREME

18 |FIEH (£5)

*ZRXBIHE, ATEBMERABTHRERNL. REEXDUNE, RITESERASBEBIRTRAE
TR UH B A HBNE R REREEXZFN X HENHESHSHNERANSTFTHRTROKE N
B, FEEEEBaEsmik.

2006 £ F LR AN YR TEE A RRAULE (2005 . ARM795BAT),

2006 FEHENBERAMBOBRANAART 1,6475H T (2005F:. ART420087GT), FEKkEART 553
BAXT (2005%F. ARM 1,089 FATT),

WRFBERZPIEARSEANTRETERFNES THT. RENEMNERAEBHTEAFRNEHEUSK
B B B BRI AT T R —E R AL BUFHUE R TR AT AT U R MR E . B2 &0 Y
FERFRRFEELARFIMARA.

MFREREE. ATEHSBERAN RN NS R T #TEMR T RN EMNE . AT INERENEBER
EBUFHIES TR H S BUFRIHERE | AT I 2] BE A9 [ A R (8] 2t 7 fh 1 . @ A A= UE A R ME AR,
HAST. FEBFMERADERE.

FETRHINB MR AZRBRAANEI T, ATXENSEERARZEBNNES THITH, ZFRANLANE
MREFE—CNNEERAHENE. BRANATHRALEFTEATNE. XSPWATHZEALANENMEIT.
BE BHTHFENSFELTRRHER, SXNTHESEETERAERANES.

AT A HARERH YR R

BREESEHM TR

it EAGTES &it
200541 A1 H&H 42,305 1,766 S 44,071
AN 78,098 - - 78,098
AEQNBREHS (. KREXEH) (71,334) (861) - (72,195)
HEE 1,102 - - 1,102
AR K (573) - - (573)
ARINMET R LI B 379 - = 379
20054 12 A 31 B&H 49,977 905 - 50,882
20061 A 1 HEH 49,977 905 S 50,882
ALEREN 132,764 25,373 84,540 242,677
AFELHBREINRS (S2H. BEEIREIH) (97,755) - (50,671) (148,426)
HEE 539 - (31) 508
VEAIEERES (108) - - (108)
NAMETHARZIIREK (176) - - (176)
2006 412 A 31 B&H 85,241 26,278 33,838 145,357
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El XKL RIT

2006 £ ESITHRFMIE

19 EER™, HH

2006 2005
BEEE=, RE 3,285 3,248
Kit#r A (753) (643)
#E 2,532 2,605
ERIRE 140 67

2,672 2,672
ElER =S EEHE.

BEERY DRigE H[EMRIH BRI E Ait

FRiE
2006 £ 1 B 1 B&5 2,650 336 19 243 3,248
0. AN 66 32 8 2 108
. RNELE (8) (44) - (19) (71)
2006 £ 12 B 31 B4 2,708 324 27 226 3,285
SRl
2006 £ 1 B 1 B4 283 222 7 131 643
fn. REITR 96 41 2 33 172
. RNELE - (43) - (19) (62)
2006 £ 12 B 31 B&# 379 220 9 145 753
#E
2006 £ 12 B 31 B&# 2,329 104 18 81 2,532
2005 £ 12 B 31 B4 2,367 114 12 112 2,605

20 EBIERTISH
BEMSHREMEENMEEZR MRS ERRIEERE 33% (2005 F. 33%) HHEEFH,
BERSHENERMAT

2006 2005
ESE 1,937 1,489
TTARERZ (FHE11) 9 573
o] R R AR SRR AR 58 (125)
s 2,004 1,937
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El XK FLRIT

2006 EFESIHRRME

20 BIEFTISH (45)

BEMSHAS (AR ANTHEMN:

2006 2005
BB EER 1,557 1,633
Hith &A= RIEEE 452 650

MAAMETEREEAAMETEITTA L
AN SR TERIARE () (438) 424
T ER AL AMET R LIRS (380) (438)
R REFERARNENEER (462) (596)
LCHRBMKROE R MHER 517 =
WEERERARMETFREK 669 250
F SRR RE I = F R HAh 89 14
2,004 1,937

TALPRANBEEMERENTERNUEEREMA.

2006 2005
BB EES 76 939
Hith &A= RIEEE 198 (189)

MUAARNETEBEAAMEEIT AL
MEMERTERIINKE (H]K) 862 (469)
RTREFERANNENEER (134) (70)
CHRMANER M ER (517) -
HEBEERAANMETIHRE (419) (73)
F SRR ARE B = R R HAh (75) (711)
(9) (573)

21 BERTFEH

LA ME LSS AT MY B SR ARAEETEN, BBEMEH A~ MEEREHRAfRAR—HESEIIE
Wi, BBIEPTISTE A =B LA SH AR BT =,

2006 2005

SEEATEER 125,508 106,311
EEER 29,335 30,516
RIESER 467 26
155,310 136,853
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El XKL RIT

2006 £ ESITHRFMIE

22 [ H A RITFIBUAT AR

2006 2005

BIMRITIERR - XA R 30,112 32,892
BERRITER 23,960 25,898
SNE BB R 3,512 3,349
H AT LR TER 3,382 4,057
60,966 66,196

23 RiTHRS

TASLE 34 S 51 2 (%) 2006 2005

ERTZETARTSES 3.27 (2005: 3.18) 1,811,875 1,458,905
ER T2k TNT &R GRS 5.41 (2005: 4.28) 29,365 17,363
Bl e ke Nt 5.62 (2005: 5.51) 22,499 24,927
1,863,739 1,501,195

*ERTHARTERESTEEETMAIT NI ART 200,000 5HIT (20054, ART 220,000 5757T) B9ErES.
ZEHRFMEAFATHESHEAEGSFIH R REIZEFOER MRATEMERE B EFFFTERRE &
A, WEABRRSIARSHENFIE., A HREFHTRIBEERK.

EPAARTOEA TN —EREFHMARTAERE AR TEREZRFERAAENETRTHOEMES
HI%&R (2005F:. ARMm80EHAT).

EHEITAART 40,000 BA TR ESHEFNEFEALHERLHN (2005 F. ART 20,000 55 T).

24 KRPEH

TASLE 35 S 51 2 (%) 2006 2005

ERTHATART RS 4.62 (2005: 4.62) 40,308 40,301

RBRSMEATFATERFE AR EZHRFOFENR. WRATENERE BEFRTEBREZR, WFEHEE
FEEIXARSTIRNFE.
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ERFLRIT
2006 EFESIHRRME

2006 2005
RZAEH 11,701 10,100
WEERERARMETFREK 2,026 757
MR E M F R0 1,613 1,545
HAth R 3k 1,329 1,192
Hith 835 727

17,504 14,321

26 ZYEAFIEARLNR

AFHEMERAART 5001278, B £ 3FEMEBERZIREIGL,

RIBM AT 2006 F EEH MR, ATBHBEZANESITARTIISBATITABRATR, XLEFSZZTF 1998
ERTEFEBRFIES TEHFEAAETRE A ISR HRA .

27 fig&
A BENREMNNSE

EREERGET. ATERTZZERBRANRE. ZEATSRERBRARE, BRRXERBRAREIHN T XOHR
T HPEHNBFRENER. NEFREEREE T & RS DU & 2 18 89 R A M BUER R

RIBY BUAR T 2006 FEEH AT, ATHRRBART 1,356 BT (20054 ART 676 B/ T). 812005 FE%
ERTHRFFABEFIE 10% (2005F. 10%) MELH], DARRTEERFAREMEEL N mE. SVBERALE,
FEEBRRARETBTFRIUANFEESRIEIEBH L.

RIBVEER 2006 £ 3 B 15 HA M (X TF (AEER) BITRE XSSO BmMAEMY (M44:[2006] 67 S), &K
TM2006 £ 1 B 1 BEABITIREAE A m €. RIBMBETF 2006 FEEH MR, AT EAE 2R SHRITRTUT
AR™ 3,02 BEATTENEERAELATRE.

B —MREER

RIBBART 2005 FEMAABEHN, VRO LN A TRRHREFIRKRRITREANES. B, ROEMRD
EAMEPRERR—BRE AR, REESEN, Z—RNRESRAN STRTREE~HRRAN 1%.

RIBMBERT 2006 FAEH MR, ATARDEFEFRERT —RRLEZITART 26,485 55T, BT 2006 F
FEASFE D BT S M BOARHURE . B AR 17 1 R 3R BN 2006 £ —RXPG AR .
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El XKL RIT

2006 £ ESITHRFMIE

28 TEEMTA
RTERTARTTESRIA.
BHZEHR S BIERATERBAEARE—NRIXEINCHRS, BREAXINEHRS.

FEREMER, RE—AUERTBRAF AU SRNKE, ERNERSBRRREHAKERZHR (50 EZF
RAFHNEK) HZFNRAN TR (FIORXIXERMNEER), REMERZN, FEEENXHR. ATHIRHNEL
RERIEAEZ G FREBTEXSHELT ATAZEERERSATRKIENBERE. ATEIHENEREANE
AINARNE. BXNERTHRAENEHEARE. ATXASERLSHERNITERGEZSNFEARE.

FRBHIN, BIEPROET (K777) AXT (HE7) BREERRE-HERHIRKR—ENHARRAEN
MIEEHFZH —EHENEMESRA~HNF (MIEXS) H—FEQ., ZEIFIXNE, HRAETTMETRE
—ERNE. KTHPNEARE RS X FAEZIMIEIERIHILE.

EREARRR—MNLEY, EEANENTRAZZNFEHRARNATIAEENET. EENHRA, MRRE
REMENERBAEN, WATEEXMEASH. GABAERIERNEAEHFEECREARSEY. BH
BHMTHS (BEAGRFARNK) ORSEL. NRNENFAEMHRE. ATERAXZETHEXMN, ZELHR
BABHNEL, ZXNEFEFAZTRAEEAINEAETMHRENEARSNEDITEFEST. AL, 2TNE
AMTHAFKEEANE . ATRESAM TR ~HWMRIZASTRANRA L SHERNNR EERITNIZERY &
A1 KB TR,

F2006 12831 H, ATHENARIETEHRERE. BRHERER. NXEHRAR. FASAEREGRMNEE
HEFHANEREAIT A 300, XEEFHEAE 2030 F9 B METH I,

RESHTANAXESTITUN - ERANER " NRETHSRTAEHILREM EEAF—ERTZIANRRE
AEREBNAMNRANE, A —ERRRATEIBHNEARERNENE. STE2ESRTRANMESETHIEM
SNOICERREAMEN, MAERBANAFRAHARER. ATHEN—EBXETNTTEERTR. BTHEAR
NER, ZFEAANMETERMERSHRASSEMNENSTENSARRERS . ATRHENTESRIANA
RMEFIRIT

B’r= R
2006412 A31H
iz 7,022 42 1
BhHE#R 215,903 1,120 814
FIE 5 # 103,928 1,049 598
FEHR R FEHAMX 40,000 - 147
EREANE#HR 1,601 - =
TEERMTER™/ fEEt (MEE15) 2,211 1,560
2005412 A31H
LIz 3,324 43 37
BRhmE#R 26,272 60 338
FIE 5 # 39,322 69 457
F % B # A 1,211 = .
FEHR I HAMX 20,000 - 626
EREANE#HR 847 - =
TEESRMTER™/ fFEEt (ME15) 172 1,458
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El XK FLRIT

2006 EFESIHRRME

28 {THEEMTIE (£)

ERBHTERATHANTESRIANSARBXETUR LA ANE. RETESR T AESATHATHER
BEBRETS . MBI R RN FF TR,

FTILFRBENNCZZMA R ZHMES K SRNMETH. ATEEERXZNF. TLERERNDE, FE

TAREANERNBEXERXZREA, FEREEARXESRE >+ MNRRMERARE R R,

29 RIMRIEX S

RITSME R T BRI ASBRRAETIT Y, RE\EAXTINE ATRATEATI AR R MK EEAMR
EMEZARAFES ., ATXAHSBAETT ARV EAERTASFIER. ZRSRAENITRIB X #
72006 FEAART 63 BAT (2005F:. ARMS1BHAT).

30 FBERERKIEEIN

2006 2005
BAKIE:
B R B ARG 1,018 126
ERKIE:
&R 309,423 151,460
FF A= FBiE 2,049 558
RRRE 1,328,043 1,071,424
1,639,515 1,223,442
ZEHERE:
ARRBEKEREXHETITUT .
—EREH 159 87
—EEHERH 283 71
AFEMN EEFH 119 s
561 158
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El XKL RIT

2006 £ ESITHRFMIE

31 XKEEARKEAXS

BT RE—FEENEH S —FREN R —F UM S BEERE S £ EAY M, HERHE— RSN EALBY
EAZECRANREES, ATRERFEESRASHIE LRI,

A SHBER S RBITHIES

METHRRHGE 26 R 27 ik, AW EMAASBAMBEHESE . FNHEH B OEMRMBEL,

WMESTHREMOE 17 Prid, 2ESHRARFIN FEERTEERATRBARBTART 1,000 {ZTFRAFMERS.
B RMBEER",

RITEMBERMFEARBTZEHTHERAL ST TMOT:
(@) EfMPRETREENBLSRA
FITMIMBERMFRBTRTHZSHENPHLAIRALE. BN FR LR ZHBRERBXFEEEUREE

KERFFIRAOT

2006 2005
AREME 148,600 59,003
AEFHREAREE (119,129) (65,159)
F K5t Bl (%) 1.07-3.10 1.01-4.11
FERER 53,116 23,645

(b) FFHh RBITRRI

KGR RBITEMET, MR RBFTHRTN B A RENE 12 BT, MR RBFTHT FIREE % 0.99%
Z 1.38% (20054F:. 0.75% &£ 1.62%) .

() EHRRRITHTERS

&R/ [RtiE &R/ 2RhiE
BXEW #E/ (AR BYEE AT/ (RF)
HhE#HR 178,237 434 19,083 275
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El XK FLRIT

2006 EFESIHRRME

31 REARKEAXRS ()

B SHMEANMENZS

ATEEZTERFES PERFBIBAR]. BER A ZREENMNNBNMERS B EbEd KEh . ¥
IIRHRE, ATLFMENLSHESEMEENMHTH, SXENMBNR S —RIGELET B LERMTHT
RT#T. REXZEH/AR. K. GHFRA. BOTHLSURRILS.

@) BERRREREFENR

ATHRRINFHEEENMMER, ATEIREERTNERAKSRE, NXFBFNERZFZRITRIF= LK
®. BHZE2006F 12 531 BfM2005F 12 B 31 H, SEBNMERDHEE A RREH 94% F195%,

2006 F AR T AN ERARSEERBE 258 -

2006 2005
AR RFHFEEE (%) 4.68-7.87 4.54-6.99
ST B RFI RSB E (%) 1.14-8.80 1.27-8.80

BB EMTR. JLFEBREERIM.

2006 fF AR SN FRR A RSERE 254 -

2006 2005
AR T EHKFIRSEE (%) 0.72-4.14 0.72-4.13
SN TERR TR SEE (%) 0.10-6.02 0.08-5.45

(b) fFixfRs

EREBFNIEST. RTT 199 FREKESHAART 1,000 ZTHFRAFHILLFAAS, BN, FEAAT
EAFTRTAENART 1,000 27T 10 FEFHES, FHEK2.25%, BEZFRIIRTHIE7.
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2006 £ ESITHRFMIE

31 XEARKEAXRS (£)
B SHMEBNMENZS (4)
(0 &AL

FmHRE, THLE

2006 2005
AEMN 502 1,137
AER AR E (467) (2,289)
FIEEE (%) 2.98-4.21 2.92-4.95
ERFER 1,503 1,468

Wil THHE

ETEBRHNIEST. ATHTTHRERRS. FARZRRSHER, XERLATEBRFRENERARERTRT
MEHIES. XHMERRFBRBIERIRTHE 18,

(d) EERERIMER

2006 2005
REFBAN 52,196 92,290
REJAE (60,087) (103,471)
FZRSEE (%) 0.07-6.71 0.05-6.07
FARRE 17,362 25,253
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El XK FLRIT

2006 EFESIHRRME

31 REARKEAXRS ()

B SHMEANMANZS (£)
(e) RSNV F

2006 2005
48R 302,688 147,658
FFHE AIE 1,698 555
RRRE 1,283,615 1,040,638

(f) EfhRIZH
wkEE 3H ATk, ATRAEENZSNERARFILFEBETEENMS.
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PRICEAATERHOUSE(COPERS
A T S

PricewaterhouseCoopers China Limited

Clarendon House
2 Church Street
Hamilton, Bermuda

Independent auditor’s report

To the Management of China Development Bank

We have audited the accompanying financial statements of China Development Bank (the “Bank”) which comprise the balance
sheet as of 31 December 2006 and the income statement, statement of changes in owner’s equity and cash flow statement for
the year then ended and a summary of significant accounting policies and other explanatory notes.

Management’s responsibility for the financial statements

Management is responsible for the preparation and fair presentation of these financial statements in accordance with International
Financial Reporting Standards. This responsibility includes: designing, implementing and maintaining internal control relevant
to the preparation and fair presentation of financial statements that are free from material misstatement, whether due to
fraud or error; selecting and applying appropriate accounting policies; and making accounting estimates that are reasonable in
the circumstances.

Auditor’s responsibility

Our responsibility is to express an opinion on these financial statements based on our audit. We conducted our audit in
accordance with International Standards on Auditing. Those Standards require that we comply with ethical requirements and
plan and perform the audit to obtain reasonable assurance whether the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial statements.
The procedures selected depend on the auditor’s judgment, including the assessment of the risks of material misstatement of
the financial statements, whether due to fraud or error. In making those risk assessments, the auditor considers internal
control relevant to the Bank’s preparation and fair presentation of the financial statements in order to design audit procedures
that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Bank's
internal control. An audit also includes evaluating the appropriateness of accounting principles used and the reasonableness of
accounting estimates made by management, as well as evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit opinion.
Opinion

In our opinion, the accompanying financial statements present fairly, in all material respects, the financial position of the Bank
as of 31 December 2006, and of its financial performance and its cash flows for the year then ended in accordance with
International Financial Reporting Standards.

PricewaterhouseCoopers

25 February 2007




CHINA DEVELOPMENT BANK

INCOME STATEMENT
FOR THE YEAR ENDED 31 DECEMBER 2006

Notes 2006 2005
Interest income 5 116,113 92,765
Interest expense 5 (63,143) (52,606)
Net interest income 5 52,970 40,159
Fee and commission income 6 2,074 938
Fee and commission expense 6 (213) (51)
Net fee and commission income 6 1,861 887
Dividend income 7 395 522
Net trading income 8 2,154 (1,329)
Net gains on investment securities 18 400 529
Operating expenses 9 (8,343) (6,737)
Impairment losses on loans and receivables 16,17 (3,929) (1,334)
Other expenses, net 10 (5,266) 197
Profit before tax 40,242 32,894
Income tax expense 1 (12,590) (10,111)
Net profit 27,652 22,783

The accompanying notes form an integral part of these financial statements.

Governor: Chen Yuan Head of Finance: Shu Jiawei

China Development Bank ANNUAL REPORT 2006 | 109




CHINA DEVELOPMENT BANK

BALANCE SHEET
AS OF 31 DECEMBER 2006

Note 2006 2005

ASSETS
Cash and balance with the PBOC 12 46,221 25,542
Due from other banks 13 3,729 2,704
Securities purchased under resale agreements 385 500
Financial assets at fair value through profit or loss 15 18,124 855
Loans, net 16 1,995,127 1,711,997
Cinda bonds, net 17 100,060 100,610
Investment securities

-Available-for-sale 18 85,241 49,977

-Held-to-maturity 18 26,278 905

-Loans and receivables 18 33,838 -
Fixed assets, net 19 2,672 2,672
Deferred income tax assets 20 2,004 1,937
Other assets 588 1,000
TOTAL ASSETS 2,314,267 1,898,699
LIABILITIES AND OWNER’S EQUITY
Liabilities
Deposits from other banks 9,500 7.865
Due to customers 21 155,310 136,853
Securities sold under repurchase agreements 7,201 -
Borrowings from other banks and governments 22 60,966 66,196
Financial liabilities at fair value through profit or loss 15 1,560 1,458
Debt securities in issue 23 1,863,739 1,501,195
Subordinated debts 24 40,308 40,301
Other liabilities 25 17,504 14,321
Total liabilities 2,156,088 1,768,189
Owner’s equity
Paid-in capital 26 50,000 50,000
Capital surplus 26 135 -
Reserves 27 34,989 7.266
Retained earnings 73,055 73,244
Total owner’s equity 158,179 130,510
TOTAL LIABILITIES AND OWNER'S EQUITY 2,314,267 1,898,699
The accompanying notes form an integral part of these financial statements.
The financial statements have been approved for issue by the Bank’s management on 25 February 2007.
Governor: Chen Yuan Head of Finance: Shu Jiawei
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CHINA DEVELOPMENT BANK

CASH FLOW STATEMENT
FOR THE YEAR ENDED 31 DECEMBER 2006

Notes 2006 2005
Cash flows from (used in) operating activities
Profit before tax 40,242 32,894
Adjustments:
Impairment losses on loans and receivables 16,17 3,929 1,334
Provision for financial guarantees 10 1,269 222
Impairment losses on investment securities 18 108 573
Gain on disposal of investment securities 18 (508) (1,102)
Depreciation and amortisation 9 183 178
Amortisation of premium/discount of debt securities in issue 896 563
Amortisation of issuance cost of debt securities in issue 590 531
Dividend income 7 (395) (522)
Net changes in:
Restricted balance with other banks (2) -
Securities purchased under resale agreements 115 (500)
Financial assets at fair value through profit or loss (17,199) 1,304
Loans to banks 24,276 (26,075)
Loans to customers (311,544) (297,854)
Cinda bonds 759 2,862
Other assets (157) 697
Deposits from other banks 1,635 7.121
Due to customers 18,457 40,918
Securities sold under repurchase agreements 7,201 (3,006)
Financial liabilities at fair value through profit or loss 102 1,120
Other liabilities 449 3,643
Income tax paid (10,998) (6,235)
Net cash used in operating activities (240,592) (241,334)
Cash flows from (used in) investing activities
Purchases of investment securities (246,553) (78,098)
Proceeds from disposal of investment securities 149,009 74,489
Cash dividends received 395 522
Purchases of fixed assets and other assets (207) (194)
Disposal of fixed assets and other assets 9 43
Net cash used in investing activities (97,347) (3,238)
Cash flows from (used in) financing activities
Proceeds from debt securities and borrowed funds 702,953 392,648
Repayments of debt securities and borrowed funds (347,118) (147,563)
Net cash from financing activities 355,835 245,085
Net increase in cash and cash equivalents 17,896 513
Cash and cash equivalents, at beginning of year 31,926 31,413
Cash and cash equivalents, at end of year 14 49,822 31,926
Supplemental disclosures of cash flow information
Interest received 115,166 94,457
Interest paid (59,821) (48,240)
Investing and financing activities that do not
involve cash receipts and payments
Increase in equity securities resulting from debt-to-equity swap 18 - 795

The accompanying notes form an integral part of these financial statements.

Governor: Chen Yuan
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CHINA DEVELOPMENT BANK
NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 DECEMBER 2006

1 GENERAL INFORMATION AND PRINCIPAL ACTIVITIES

China Development Bank (the “Bank”), a wholly state-owned development financial institution, was established on 1 July 1994
in the People’s Republic of China (the “PRC" or “China”). The address of its registered office is No.29, Fuchengmenwai Street,
Xicheng District, Beijing, PRC.

The Bank provides funding through loans to projects that contribute directly to building national infrastructure, supporting the
development of the basic industries and pillar industries, as well as fostering the growth of the hi-tech sector. The Bank also
makes specific lending commitments on major projects approved by the central government. In addition, the Bank provides
support to alleviate funding bottlenecks that arise as the government seeks to address certain social issues, such as urbanisation,
development of small and medium enterprises, the agriculture sector, education, health care and environmental protection.
This involves mobilising substantial financial resources, including the issuance of debentures denominated in Rmb and foreign
currencies in the domestic and international capital markets; and borrowings from foreign governments, international financial
institutions and commercial banks. At present, the Bank conducts its principal business activities predominantly in the PRC.

At 31 December 2006, the Bank had 4,759 employees (2005: 4,708).

2 PRINCIPAL ACCOUNTING POLICIES

The principal accounting policies applied in the preparation of these financial statements are set out below. These policies have
been consistently applied to all the years presented, unless otherwise stated.

A Basis of preparation

These financial statements have been prepared in accordance with International Financial Reporting Standards (“IFRS”). These
financial statements have been prepared under the historical cost convention, as modified by the revaluation of available-for-
sale financial assets and financial assets and financial liabilities (including derivative instruments) at fair value through profit or
loss.

The preparation of these financial statements in conformity with IFRS requires the use of certain critical accounting estimates.
It also requires management to exercise its judgement in the process of applying the Bank’s accounting policies. The areas
involving a higher degree of judgement or complexity, or areas where assumptions and estimates are significant to the
financial statements, are disclosed in Note 4.

The Bank has chosen not to early adopt the following standards that were issued but not yet effective for accounting periods
beginning on 1 January 2006:

IAS 1 Amendment Presentation of Financial Statements: Capital Disclosures (effective 1 January 2007)
IFRS 7 Financial Instruments: Disclosures (effective 1 January 2007)
IFRS 8 Operating Segments (effective 1 January 2009)

The Bank has not adopted these new amendment and standards for the year ended 31 December 2006, as they are effective
after this date. The Bank has commenced an initial assessment of the potential impact of these amendment and standards and
does not believe that these standards will have a significant impact on its results of operations or financial position.

B Foreign currency translation

(a) Functional and presentation currency

Items included in the financial statements of the Bank are measured using the currency of the primary economic environment
in which the entity operates (the “functional currency”).

The financial statements are presented in Renminbi (“Rmb”), the lawful currency of the PRC, which is the Bank’s functional and
presentation currency.
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CHINA DEVELOPMENT BANK
NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 DECEMBER 2006

2 PRINCIPAL ACCOUNTING POLICIES (CONT’D)

B Foreign currency translation (Cont’d)
(b) Transactions and balances

Foreign currency transactions are translated into the functional currency using the exchange rates prevailing at the dates of the
transactions. Foreign exchange gains and losses resulting from the settlement of such transactions and from the translation at
year-end exchange rates of monetary assets and liabilities denominated in foreign currencies are recognised in the income
statement.

Changes in the fair value of monetary securities denominated in foreign currency classified as available for sale are analysed
between translation differences resulting from changes in the amortised cost of the security and other changes in the carrying
amount of the security. Translation differences related to changes in the amortised cost are recognised in profit or loss, and
other changes in the carrying amount are recognised in equity.

Translation differences on non-monetary items, such as equities classified as available-for-sale financial assets, are included in
the fair value reserve in equity. Translation differences on other non-monetary items are reported as part of the fair value gain
or loss.

C Financial assets

The Bank classifies its financial assets in the following categories: financial assets at fair value through profit or loss; loans and
receivables; held-to-maturity investments; and available-for-sale financial assets. Management determines the classification of
its investments at initial recognition.

(a) Financial assets at fair value through profit or loss

This category has two sub-categories: financial assets held for trading, and those designated at fair value through profit or loss
at inception. A financial asset is classified in this category if acquired principally for the purpose of selling in the short term or
if it so designated by management. Derivatives are also categorised as held for trading.

(b) Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or determinable payments that are not quoted in an active
market, including Balance with the PBOC, Due from other banks, certain investment securities, Cinda bonds and Loans to banks
and customers. They arise when the Bank provides money or services directly to a debtor with no intention of trading the
receivable.

(c) Held-to-maturity investments

Held-to-maturity investments are non-derivative financial assets traded in active markets, with fixed or determinable payments
and fixed maturities that the Bank’s management has the positive intention and ability to hold to maturity. Were the Bank to
sell other than an insignificant amount of held-to-maturity assets, the entire category would be tainted and reclassified as
available for sale.

(d) Available-for-sale financial assets

Available-for-sale financial assets are those non-derivative financial assets that are either designated as such or are not classified
in any of the other categories. They are intended to be held for an indefinite period of time, which may be sold in response to
needs for liquidity or changes in interest rates, exchange rates or equity prices.

Regular-way purchases and sales of financial assets at fair value through profit or loss, held to maturity and available for sale
are recognised on trade-date - the date on which the Bank commits to purchase or sell the assets. Loans and advances are
recognised when cash is advanced to the borrowers.
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CHINA DEVELOPMENT BANK
NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 DECEMBER 2006

2 PRINCIPAL ACCOUNTING POLICIES (CONT’'D)

C Financial assets (Cont’'d)
(d) Available-for-sale financial assets (cont'd)

Financial assets are initially recognised at fair value plus transaction costs for all financial assets not carried at fair value
through profit or loss. Financial assets carried at fair value through profit or loss are initially recognised at fair value, and
transaction costs are expensed in the income statement.

Financial assets are derecognised when the rights to receive cash flows from the financial assets have expired or where the
Bank has transferred substantially all risks and rewards of ownership.

Available-for-sale financial assets and financial assets at fair value through profit or loss are subsequently carried at fair value.
Loans and receivables and held-to-maturity investments are carried at amortised cost using the effective interest method.
Gains and losses arising from changes in the fair value of the “financial assets at fair value through profit or loss” category are
included in the income statement in the period in which they arise. Gains and losses arising from changes in the fair value of
available-for-sale financial assets are recognised directly in equity, until the financial assets are derecognised or impaired at
which time the cumulative gain or loss previously recognised in equity should be recognised in profit or loss. However, interest
calculated using the effective interest method and foreign currency gains and losses on monetary assets classified as available
for sale are recognised in the income statement. Dividends on available-for-sale equity instruments are recognised in the
income statement when the Bank’s right to receive payment is established.

The fair values of quoted investments in active markets are based on current bid prices. If there is no active market for a
financial asset, the Bank establishes fair value using valuation techniques. These include the use of recent arm'’s length transactions,
discounted cash flow analysis, option pricing models and other valuation techniques commonly used by market participants.

D Offsetting financial instruments

Financial assets and liabilities are offset and the net amount reported in the balance sheet when there is a legally enforceable
right to offset the recognised amounts and there is an intention to settle on a net basis, or realise the asset and settle the
liability simultaneously.

E Derivative financial instruments

Derivatives are initially recognised at fair value on the date on which a derivative contract is entered into and are subsequently
remeasured at their fair value. Fair values are obtained from quoted market prices in active markets, including counterparty
quotes and recent market transactions, and valuation techniques, including discounted cash flow models and option pricing
models, as appropriate. All derivatives are carried as assets when fair value is positive and as liabilities when fair value is
negative. Changes in the fair value of derivatives are recognised immediately in the income statement under net trading
income.

Certain derivatives embedded in other financial instruments, such as credit default derivatives allowing a bond issuer to transfer
the credit risk of the underlying bond, which it may not own, to another party, are treated as separate derivatives when their
economic characteristics and risks are not closely related to those of the host contract and the host contract is not carried at
fair value through profit or loss. These embedded derivatives are measured at fair value with changes in fair value recognised
in the income statement.

While certain derivative transactions are intended to provide effective economic hedges under the Bank's risk management
positions, they do not qualify for hedge accounting under the specific rules in the IAS 39 and are therefore treated as derivatives
held for trading with changes in fair value recognised in the income statement. The Bank has no derivative positions that are
accounted for as hedges.
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CHINA DEVELOPMENT BANK
NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 DECEMBER 2006

2 PRINCIPAL ACCOUNTING POLICIES (CONT’D)

F Interest income and expense

Interest income and expense for all interest-bearing financial instruments, except for those classified as held for trading or
designated at fair value through profit or loss, are recognised within “interest income” and “interest expense” in the income
statement using the effective interest method.

The effective interest method is a method of calculating the amortised cost of a financial asset or a financial liability and of
allocating the interest income or interest expense over the relevant periods. The effective interest rate is the rate that exactly
discounts estimated future cash payments or receipts through the expected life of the financial instrument or, when appropriate,
a shorter period to the net carrying amount of the financial asset or financial liability. When calculating the effective interest
rate, the Bank estimates cash flows considering all contractual terms of the financial instrument but does not consider future
credit losses. The calculation includes all fees and points paid or received between parties to the contract that are an integral
part of the effective interest rate, transaction costs and all other premiums or discounts.

Once a financial asset or a group of similar financial assets has been written down as a result of an impairment loss, interest
income is recognised using the rate of interest used to discount the future cash flows for the purpose of measuring the
impairment loss.

G Fee and commission income

Fees and commissions are recognised on an accrual basis when the related service has been provided. Fees and commissions
arising from negotiating, or participating in the negotiation of, a transaction for a third party, such as the purchase or sale of
businesses, or issuance of securities, are recognised on completion of the underlying transaction. Portfolio and other management
advisory and service fees are recognised based on the applicable service contracts, usually on a time-apportionate basis.

H Dividend income

Dividends are recognised in the income statement when the Bank'’s right to receive payment is established.

| Resale and repurchase agreements

Securities sold to a counterparty with an obligation to repurchase at a pre-determined price on a specified future date under a
repurchase agreement are referred to as repos. Securities purchased from a counterparty with an obligation to re-sell to the
counterparty at a pre-determined price on a specified future date under a resale agreement are referred to as reverse repos.

Repos are initially recorded as securities sold under repurchase agreements, at the actual amount of cash received from the
counterparty. The financial assets used to collateralise repurchase agreements are recorded as trading securities or investment
securities. Reverse repos are initially recorded as securites purchased under resale agreements, at the actual amount of cash
paid to the counterparty. The financial assets received as collateral under reverse repo agreements are not recognised on the
balance sheet. The difference between sale (purchase) and repurchase (resale) price is recognised as interest over the life of the
agreements using the effective interest method.

J Impairment of financial assets
(a) Assets carried at amortised cost

The Bank assesses at each balance sheet date whether there is objective evidence that a financial asset or a group of financial
assets is impaired. A financial asset or a group of financial assets is impaired and impairment losses are incurred only if there is
objective evidence of impairment as a result of one or more events that occurred after the initial recognition of the asset (a
“loss event”) and that loss event (or events) has an impact on the estimated future cash flows of the financial asset or group of
financial assets that can be reliably estimated.
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CHINA DEVELOPMENT BANK
NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 DECEMBER 2006

2 PRINCIPAL ACCOUNTING POLICIES (CONT’'D)

J Impairment of financial assets (Cont’d)

(a) Assets carried at amortised cost (cont’'d)

The criteria that the Bank uses to determine that there is objective evidence of an impairment loss include:

* Delinquency in contractual payments of principal or interest;

* Cash flow difficulties experienced by the borrower (for example, equity ratio, net income percentage of sales);
* Breach of loan covenants or conditions;

* Initiation of bankruptcy proceedings;

* Deterioration of the borrower’s competitive position;

* Deterioration in the value of collateral; and

* Downgrading below investment grade level.

The Bank first assesses whether objective evidence of impairment exists individually for financial assets that are individually
significant, and individually or collectively for financial assets that are not individually significant. If the Bank determines that
no objective evidence of impairment exists for an individually assessed financial asset, whether significant or not, it includes
the asset in a group of financial assets with similar credit risk characteristics and collectively assesses them for impairment.
Assets that are individually assessed for impairment and for which an impairment loss is or continues to be recognised are not
included in a collective assessment of impairment.

The amount of the loss is measured as the difference between the asset’s carrying amount and the present value of estimated
future cash flows (excluding future credit losses that have not been incurred) discounted at the financial asset’s original
effective interest rate. The carrying amount of the asset is reduced through the use of an allowance account and the amount
of the loss is recognised in the income statement. If a loan or held-to-maturity investment has a variable interest rate, the
discount rate for measuring any impairment loss is the current effective interest rate determined under the contract. As a
practical expedient, the Bank may measure impairment on the basis of an instrument'’s fair value using an observable market
price.

The calculation of the present value of the estimated future cash flows of a collateralised financial asset reflects the cash flows
that may result from foreclosure less costs for obtaining and selling the collateral, whether or not foreclosure is probable.

For the purposes of a collective evaluation of impairment, financial assets are grouped on the basis of similar credit risk
characteristics (i.e., on the basis of the Bank’s grading process that considers asset type, industry, geographical location,
collateral type, past-due status and other relevant factors). Those characteristics are relevant to the estimation of future cash
flows for groups of such assets by being indicative of the debtors’ ability to pay all amounts due according to the contractual
terms of the assets being evaluated.

Future cash flows in a group of financial assets that are collectively evaluated for impairment are estimated on the basis of the
contractual cash flows of the assets in the Bank and historical loss experience for assets with credit risk characteristics similar
to those in the Bank. Historical loss experience is adjusted on the basis of current observable data to reflect the effects of
current conditions that did not affect the period on which the historical loss experience is based and to remove the effects of
conditions in the historical period that do not currently exist.

Estimates of changes in future cash flows for groups of assets should reflect and be directionally consistent with changes in
related observable data from period to period (for example, changes in unemployment rates, property prices, payment status,
or other factors indicative of changes in the probability of losses in the group and their magnitude). The methodology and
assumptions used for estimating future cash flows are reviewed regularly by the Bank to reduce any differences between loss
estimates and actual loss experience.
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CHINA DEVELOPMENT BANK
NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 DECEMBER 2006

2 PRINCIPAL ACCOUNTING POLICIES (CONT’D)

J  Impairment of financial assets (Cont’d)

(a) Assets carried at amortised cost (cont’d)

When a loan is uncollectible, it is written off against the related allowance for impairment losses. Such loans are written off
after all the necessary procedures have been completed and the amount of the loss has been determined. Subsequent recoveries
of amounts previously written off decrease the amount of the allowance for impairment losses in the income statement.

If, in a subsequent period, the amount of the impairment loss decreases and the decrease can be related objectively to an event
occurring after the impairment was recognised (such as an improvement in the debtor’s credit rating), the previously recognised
impairment loss is reversed by adjusting the allowance account. The amount of the reversal is recognised in the income
statement.

(b) Assets classified as available for sale

The Bank assesses at each balance sheet date whether there is objective evidence that a financial asset or a group of financial
assets is impaired. In the case of equity investments classified as available for sale, a significant or prolonged decline in the fair
value of the security below its cost is considered in determining whether the assets are impaired. If any such evidence exists for
available-for-sale financial assets, the cumulative loss - measured as the difference between the acquisition cost and the
current fair value, less any impairment loss on that financial asset previously recognised in profit or loss - is removed from
equity and recognised in the income statement. Impairment losses recognised in the income statement on equity instruments
are not reversed through the income statement. If, in a subsequent period, the fair value of a debt instrument classified as
available for sale increases and the increase can be objectively related to an event occurring after the impairment loss was
recognised in profit or loss, the impairment loss is reversed through the income statement.

K Fixed assets

All fixed assets are stated at historical cost less accumulated depreciation and impairment. Historical cost includes expenditure
that is directly attributable to the acquisition of the items.

Subsequent costs are included in the asset’s carrying amount or are recognised as a separate asset, as appropriate, only when
it is probable that future economic benefits associated with the item will flow to the Bank and the cost of the item can be
measured reliably. All other repairs and maintenance are charged to the income statement during the financial period in which
they are incurred.

Depreciation is calculated using the straight-line method to write down the cost of such assets to their residual values over
their estimated useful lives as follows:

Buildings 30 - 35 years
Office equipment 5-11 years
Leasehold improvements 5 years, or over the lease period if the lease is less than 5 years
Motor vehicles 6 years

No depreciation is provided against construction in progress.

The assets’ residual values and useful lives are reviewed, and adjusted if appropriate, at each balance sheet date. Assets that
are subject to amortisation are reviewed for impairment whenever events or changes in circumstances indicate that the carrying
amount may not be recoverable. Where the carrying amount of an asset is greater than its estimated recoverable amount, it is
written down immediately to its recoverable amount. The recoverable amount is the higher of the asset’s fair value less costs
to sell and value in use.

Gains and losses on disposal of fixed assets are determined by comparing proceeds with carrying amount. These are included
in the income statement.
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L Operating leases

Leases in which a significant portion of the risks and rewards of ownership are retained by the lessor are classified as operating
leases. The Bank entered into various operating lease agreements, as lessee, to rent its head office and branches’ offices and
facilities. The total payments made under operating leases which include land use rights with payments that are separately
identifiable at inception of the lease are charged to the income statement on a straight-line basis over the period of the lease.

When an operating lease is terminated before the lease period has expired, any payment required to be made to the lessor by
way of penalty is recognised as an expense in the period in which termination takes place.

All leasing activities engaged by the Bank to date have involved solely operating leases. The Bank has not conducted any leasing
activities as lessor.

M Cash and cash equivalents

For purposes of the cash flow statement, cash and cash equivalents comprise balances with less than 3 months’ maturity from
the date of acquisition, including cash and balance with the People’s Bank of China (the “PBOC” or the “Central Bank”),
amounts due from banks and government bonds held.

N Provisions

Provisions are recognised in the income statement when (i) the Bank has a present legal or constructive obligation, as a result
of past events, (ii) it is probable that an outflow of resources embodying economic benefits will be required to settle the
obligation, and (iii) a reliable estimate of the amount of the obligation can be made.

O Financial guarantee contracts

The Bank issues letters of credit and letters of guarantee. These financial guarantee contracts provide for specified payments to
reimburse the holder for a loss it incurs because a specified debtor fails to make payments when due, in accordance with the
terms of a debt instrument. Such financial guarantees are given to banks, financial institutions and other bodies on behalf of
customers to secure loans and other banking facilities.

Financial guarantees are initially recognised in the financial statements at fair value on the date the guarantee was given.
Subsequent to initial recognition, the Bank’s liabilities under such guarantees are measured at the higher of initial measurement,
less amortisation calculated to recognise in the income statement the fee income earned on a straight line basis over the life of
the guarantee and the best estimate of the expenditure required to settle any financial obligation arising at the balance sheet
date. These estimates are determined based on experience of similar transactions and history of past losses, supplemented by
the judgment of management.

Any increase in the liability relating to guarantees is taken to the income statement as other expenses.

P Employee benefits

In accordance with the policies of relevant state and local governments, employees participate in various defined contribution
retirement schemes managed by local Labour and Social Security Bureaus. The Bank contributes to pension and insurance
schemes administered by local pension and insurance agencies using applicable contribution rates of the pension and insurance
schemes stipulated in the relevant local regulations. Upon retirement of the employees, the local Labour and Social Security
Bureaus are responsible for the payment of the basic retirement benefits to the retired employees.

Contributions made by the Bank to the above retirement schemes are expensed in the income statement as incurred. The Bank has
no further legal obligation to pay additional pensions even if the pension schemes that the Bank has participated in are not sufficient
to provide all benefits that the employees are entitled to for the services they have provided in the current period or previous periods.
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P Employee benefits (Cont'd)

Pursuant to local government regulations, all domestic employees participate in various local housing funds administered by
local governments. The Bank contributes on a monthly basis to these funds based on certain percentages of the salaries of the
employees. These payments are expensed as incurred.

Q Deferred income tax

Deferred income tax is provided in full, using the liability method, on temporary differences arising between the tax bases of
assets and liabilities and their carrying amounts in the financial statements. Deferred income tax is determined using tax rates
(and laws) that have been enacted or substantially enacted by the balance sheet date and are expected to apply when the
related deferred income tax asset is realised or the deferred income tax liability is settled.

The principal temporary differences arise from allowance for impaired loans, investment securities, doubtful receivables,
provision for possible losses on financial guarantees and revaluation of available-for-sale investment securities and derivative
financial instruments. Currently enacted tax rate of 33% at balance sheet date is used in the determination of deferred
income tax. However, the deferred income tax is not accounted for if it arises from initial recognition of an asset or liability
in a transaction other than a business combination that at the time of the transaction affects neither accounting nor taxable
profit or loss.

Deferred tax assets are recognised where it is probable that future taxable profit will be available against which the temporary
differences can be utilised.

Deferred tax related to fair value re-measurement of available-for-sale investments, which are charged or credited directly to
equity, is also credited or charged directly to equity and subsequently recognised in the income statement together with the
deferred gain or loss.

Income tax payable on profits, based on the applicable tax law in each jurisdiction, is recognised as an expense in the period in
which profit arises. The tax effects of income tax losses available for carry-forward are recognised as an asset when it is
probable that future taxable profits will be available against which these losses can be utilised.

R Borrowings

Borrowings are recognised initially at fair value net of transaction costs incurred. Borrowings are subsequently stated at amortised
cost and any difference between proceeds net of transaction costs and the redemption value is recognised in the income
statement over the period of the borrowings using the effective interest method.

S Fiduciary activities

The Bank acts as a trustee and in other fiduciary capacities that result in the holding or managing assets on behalf of other
institutions. These assets and any income or losses arising thereon are excluded from these financial statements, as they are not
assets of the Bank.

The Bank also administers entrusted loans on behalf of third-party lenders. In this regard, the Bank grants loans to borrowers,
as agent, at the direction of third-party lenders, who fund these loans. The Bank has been contracted by these third-party
lenders to manage the administration and collection of these loans on their behalf. The third-party lenders determine both the
underwriting criteria for and all terms of the entrusted loans, including their purposes, amounts, interest rates, and repayment
schedule. The Bank charges a commission related to its activities in connection with the entrusted loans, but the risk of loss is
borne by the third-party lenders. Entrusted loans are not recognised in the financial statements of the Bank.
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T Contingent liabilities and contingencies

A contingent liability is a possible obligation that arises from past events and whose existence will only be confirmed by the
occurrence or non-occurrence of one or more uncertain future events not wholly within the control of the Bank. It can also be
a present obligation arising from past events that is not recognised because it is not probable that an outflow of economic
resources will be required or the amount of obligation cannot be measured reliably.

A contingent liability is not recognised as a provision but is disclosed in the notes to the financial statements. When a change
in the probability of an outflow occurs so that outflow becomes probable, it will then be recognised as a provision.

U Comparatives

Where necessary, comparative figures have been adjusted to conform with changes in presentation in the current year.

3 FINANCIAL RISK MANAGEMENT

A Strategy in using financial instruments

The Bank's activities expose it to a variety of financial risks and those activities involve the analysis, evaluation, acceptance
and management of some degree of risk or combination of risks. Taking risk is core to the financial business, and the
operational risks are an inevitable consequence of being in business. The Bank’s aim is therefore to achieve an appropriate
balance between risk and return and minimise potential adverse effects on the Bank’s financial performance.

The Bank raises funds primarily by the issuance of debts at both fixed and floating rates and for various periods and seeks to
earn interest margins by investing these funds in long-term infrastructure project lending. While operating in China under the
interest rate scheme regulated by the PBOC, the Bank seeks to increase these margins by issuing long-term bonds with different
maturities and reducing its cost of funds to the extent possible.

The Bank engages in derivative transactions, which include currency forwards, currency and interest rate swaps and interest
rate swaptions, primarily with its borrowers. In order to offset the potential risks related to the derivative transactions entered
into with its borrowers, the Bank often enters into similar or substantially similar contracts with other financial institutions.

In order to hedge its open positions in foreign currencies and interest rate, the Bank also enters into currency and interest rate
swaps and interest rate swaptions to provide effective controls on the Bank’s potential risk exposures in the related areas.
Please refer to Note 3C for risk management strategies regarding derivative financial instruments.

B Credit risk

The Bank takes on exposure to credit risk which is the risk that a counterparty will cause a financial loss for the Bank by failing
to discharge an obligation. Credit risk is the most important risk for the Bank’s business; management therefore carefully
manages its exposure to credit risk. Credit risk is increased when counterparties are concentrated in the same industries or
geographical regions. The Bank’s lending activities are undertaken substantially within China and concentrated in certain
targeted industries. Different areas in China and different industries have their own unique characteristics in economic
development and, therefore, could present different credit risks.

The Bank structures the levels of credit risk it undertakes by placing limits on the amount of risk accepted in relation to single
borrower, industry and location at provincial/country level. Such risks are monitored on a regular basis and subject to an
annual review.
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B Credit risk (Cont’'d)

To manage its credit risk, the Bank applies rigorous underwriting procedures to each loan application and has developed a
disciplined credit risk management process. Exposure to credit risk is managed through regular analysis of the ability of
borrowers and potential borrowers to meet interest and capital repayment obligations. Exposure to credit risk is also managed
in part by obtaining collaterals and guarantees.

Credit related commitments

The primary purpose of these instruments is to ensure that funds are available to a customer as required. Guarantees and
letters of credit, which represent irrevocable assurance that the Bank will make payments in the event that a customer cannot
meet its obligations to third parties, carry the same credit risk as loans. In some cases, guarantee deposits are received by the
Bank to lessen the credit risks related to certain of these commitments provided by the Bank. The guarantee deposit which is at
certain percentage of the notional amount of the guarantee and letters of credit and other credit related commitments is
determined by the creditworthiness of the customer.

Commitments to extend credit represent unused portions of authorisations to extend credit in the form of loans, guarantees or
letters of credit. With respect to credit risk on commitments to extend credit, the Bank is potentially exposed to loss in an
amount equal to the total unused commitments. However, the likely amount of loss is less than the total unused commitments
since most commitments to extend credit are contingent upon customers maintaining their level of creditworthiness. The Bank
monitors the term to maturity of credit commitments because longer-term commitments generally have a greater degree of
credit risk than shorter-term commitments.

Loans and advances by geography

2006 2005
Amount % Amount %
Loans to customers*

Eastern China 1,067,284 53 849,861 49
Central China 452,883 22 411,590 24
Western China 447,584 22 410,856 24
Outside mainland China 46,690 3 32,120 2

Loans to banks 3,123 - 27,399
Accrued interest receivable 5,066 - 3,965 -
2,022,630 100 1,735,791 100

* Eastern China includes Beijing, Liaoning, Hebei, Tianjin, Shandong, Shanghai, Jiangsu, Zhejiang, Fujian, Guangdong and
Hainan.

Central China includes Jilin, Heilongjiang, Shanxi, Henan, Hubei, Anhui, Hunan and Jiangxi.

Western China includes Xinjiang, Tibet, Gansu, Qinghai, Ningxia, Inner Mongolia, Shaanxi, Sichuan, Chongqing, Guizhou,
Yunnan and Guangxi.

Outside mainland China includes Hong Kong and other areas.
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B Credit risk (Cont'd)

Loans and advances by industry

2006 2005
Amount % Amount %
Loans to customers
Water conservancy, environment protection
and public utilities 490,983 24 418,234 24
Road transportation 425,261 21 365,904 21
Electric power and heating 394,606 20 385,724 22
Petroleum, petrochemical and chemical industry 193,494 9 136,474 8
Manufacturing industry 95,659 5 66,388 4
Railway transportation 72,464 4 82,996 5
Telecommunication and other information
transmission service 58,870 3 48,750 3
Urban public transportation 52,971 3 50,976 3
Other transportation 42,775 2 40,588 2
Others 187,358 9 108,393 6
Loans to banks 3,123 - 27,399 2
Accrued interest receivable 5,066 - 3,965 -
2,022,630 100 1,735,791 100

C Market risk

The Bank takes on exposure to market risk, which is the risk that the fair value or future cash flows of a financial instrument will
fluctuate because of changes in market prices. Market risk arises from open positions in interest rate products, currency
products and derivative financial instrument transactions, all of which are exposed to general and specific market movements
and changes in the level of volatility of market rates or prices such as interest rates, credit spreads, foreign exchange rates.

The management of the specific market risks is summarised below in Note 3D, 3E and 3F.

D Currency risk

The Bank conducts the majority of its businesses in Rmb, with certain foreign currency transactions in USD, Euros (“EURQ"),
Japanese Yen (“JPY”) and to a much lesser extent, other currencies. Through foreign currency swaps, the Bank maintains its
foreign currency risk mainly in USD. The exchange rates between Rmb to USD are set by the PBOC and have historically
fluctuated within a narrow band of less than 1% prior to July 2005. On 21 July 2005, the PBOC introduced a managed floating
exchange rate system to allow the value of the Rmb to fluctuate within a regulated band based on market supply and demand
and by reference to a basket of currencies. The Bank’s exposure to currency risk could be increased if the PBOC further changes
its policy related to the exchange rate system.

The Bank is exposed to the effects of fluctuations in the prevailing foreign currency exchange rates on its financial position and
cash flows. The Bank’s principle in controlling exchange rate risk is to attempt to match its assets and liabilities in each currency
and to maintain exchange rate risk within established limits. The management sets limits on the level of exposure by currency,
which is monitored regularly.
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D Currency risk (Cont’d)

In order to provide effective economic hedge against the foreign currency exposure, the Bank enters into foreign currency
swap and forward contracts with the PBOC and other banks. This foreign currency translation loss was partially offset by a gain
on the foreign currency derivative financial instruments.

The table below summarises the Bank’s exposure to foreign currency exchange rate risk at the end of the year. Included in the
table are the Bank's assets and liabilities at carrying amounts in Rmb, categorised by the original currency.

Other

At 31 December 2006 RMB usD Currencies Total
Assets:

Cash and balances with bank 47,374 2,239 337 49,950
Securities purchased under resale agreements 385 - - 385
Loans, net 1,768,353 196,814 29,960 1,995,127
Cinda bonds, net 100,060 - - 100,060
Investment securities 46,493 98,864 - 145,357
Others 18,568 4,511 309 23,388
Total assets 1,981,233 302,428 30,606 2,314,267
Liabilities:

Due to other banks and customers 140,127 24,670 13 164,810
Securities sold under repurchase agreements 7,201 - - 7,201
Borrowings from other banks and governments 14,451 31,561 14,954 60,966
Debt securities in issue and subordinated debts 1,852,182 48,434 3,431 1,904,047
Others 17,640 1,334 90 19,064
Total liabilities 2,031,601 105,999 18,488 2,156,088
Net on balance sheet position (50,368) 196,429 12,118 158,179
Currency forwards and swaps 193,116 (180,502) (12,000) 614
Commitments to extend credit 1,574,309 37,999 27,207 1,639,515
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D Currency risk (Cont’d)

Other

At 31 December 2005 RMB usD Currencies Total
Assets:

Cash and balances with bank 27,703 496 47 28,246
Securities purchased under resale agreements 500 - - 500
Loans, net 1,575,656 119,049 17,292 1,711,997
Cinda bonds, net 100,610 - - 100,610
Investment securities 30,045 20,837 - 50,882
Others 6,240 224 - 6,464
Total assets 1,740,754 140,606 17,339 1,898,699
Liabilities:

Due to other banks and customers 117,424 27,073 221 144,718
Borrowings from other banks and governments 19,108 31,203 15,885 66,196
Debt securities in issue and subordinated debts 1,499,206 37,006 5,284 1,541,496
Others 14,947 832 - 15,779
Total liabilities 1,650,685 96,114 21,390 1,768,189
Net on balance sheet position 90,069 44,492 (4,051) 130,510
Currency forwards and swaps 19,983 (24,701) 3,830 (888)
Commitments to extend credit 1,204,688 11,572 7,182 1,223,442
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E Interest rate risk

Cash flow interest rate risk is the risk that the future cash flow of a financial instrument will fluctuate because of changes in
market interest rates. Fair value interest rate risk is the risk that the fair value of a financial instrument will fluctuate because of
changes in market interest rates. The Bank takes on exposure to the effects of fluctuations in the prevailing levels of market
interest rates on both its fair value and cash flow risks. Interest margins may increase as a result of such changes but may reduce
in the event that unexpected movements arise. Currently, benchmark interest rates for loans and deposits within mainland
China are set by the PBOC. The Bank operates its business predominantly in China under the interest rate scheme regulated by
the PBOC. It is normal practice for the interest rates of both interest bearing assets and liabilities to move in the same directions.
Consequently, the Bank’s exposure to interest rate risk is not significant, except for the foreign currency denominated investment
in bonds and debt securities in issue. However, there is no guarantee that the PBOC will continue this practice in future. The
Bank’s exposure to interest rate risk could be increased if the PBOC changes its regulation and practice related to the regulation
of interest rates in China.

According to the PBOC regulations, interest rates on loans denominated in Rmb can be set up to 10% below the PBOC
benchmark interest rates, and interest rates on deposits denominated in Rmb cannot be higher than the PBOC benchmark
interest rates.

The Bank is proactive in managing its exposure to interest rates. It monitors changes in interest rates closely. In order to control
its interest rate exposure, the Bank will adjust interest levels on loans denominated in foreign currencies and funding sources
where necessary. It also uses financial instruments as economic hedges against this exposure.

F Liquidity risk

Liquidity risk is the risk that the Bank is unable to meet its payment obligations associated with its financial liabilities when they
fall due and to replace funds when they are withdrawn. The consequence may be the failure to meet obligations to repay
debtors and depositors and fulfil commitments to lend.

The Bank is exposed to daily calls on its available cash resources from current accounts, maturing deposits, debt securities in
issue and subordinated debts, loan drawdowns, guarantees and other calls on cash settled derivatives. The Bank does not
maintain cash resources to meet all of these needs as the Bank has the ability to refinance by issuing new debts in the market,
in addition, experience shows that a minimum level of re-investment of maturing funds can be predicted with a high level of
certainty. Management sets limits on the minimum proportion of maturing funds available to meet such calls and on the
minimum level of interbank and other borrowing facilities that should be in place to cover withdrawals at unexpected levels of
demand.

126 | BEXRF&H|IT | —OO~EEEME




7

(qV]
GLS'6€9°L - 705’6 LLO'ET 88/'VSL 18519 G95'vET 1}IPaJd PUdIXd 0} SIUBWHWWOD m
[gV]
T
641'8S1 €07'L2 LLE'LOY (z8v've) (se8'62l) 779'8 (90z'0z1) deb Ayipinbi| 19N &
&
o
880°951'C 889'GG 1 6676771 8C¥'S6S 961178 LLs'/8L 991°'0%¢ sanljiqel| |ejol =
790’61 ¥S LLS 9€S €6¢€ 76€ oLz'zL SIdY10 W
L¥0'v06'L S08'vS 1L LST'SPL £96'6/S €16'6LL L60'ELL 8¥6'0L S1g9p paleulpiogns pue anss| Ul s31LN28s 199d <
996'09 6C8 szl SZ6'vlL 0€S'LE S18's wl'y S)USWUISA0H pue syueq Jay3o woiy sbuimoliog —
102'L - - - - - 102'L sjuawaalbe aseydindal Japun plos SaIHINIDS o
[
0L8'v9l - - - 0v6'Sl S0T'8 599°0v1L SISWO01SNd pue syueq Jayio 0} ang s
isa1iqen =
£
8
L9T'VLE'T 168281 9/8'95S 96’095 196'£69 €€1°961 097’611 s)asse |ej0) °
()
88€'€T 9€S'C vee 1609 8/1°'S vv8'L Sov'L SIBY10 =
LSE'SPL 951 19€'C L0t'9L 1656V 796'8¢€ 088°L€ S31LIND3S JUSWIISAAU| £
(&)
090°001 - - - 000°001 - 09 18U ‘spuoq epuid
LT1'S66'L 661'081 L8L'7SS ¥Sb'8€s 98L'€YS LTE'6YL 08L'6C 18U ‘sueo’
G8¢ - - - - - G8¢ sjuawaalbe ajesal Japun ybnoq sa131INIDS
056’67 = ® ® ® = 0S6'61 S ueq yim saduejeq pue ysed
1S)}9ssy
|erol siedf gL JBAQ  1edA GL-0L sieak 0-g sieak g-| syjuow z|-€ syjuow € UIYMpA 900¢ 19qwad3q LE IV
‘91ep Ajinlew |en3doesluod 3y3 O dlep 199Yys aduejeq ayi 1e pouad bululewss syl uo paseq sbuidnoib Alnjew juens|al olul jyueg syl JO SaNI|IeI| pue S}asse 9y} sasAjeue Mojaq 3|gel sy
(P.auoD) su Aupinbr 4
(Q.INOD) LNIINIDVNVIN JSI¥ TVIDNVYNI4 €

900¢ ¥39IN3D3d LE dIANT dV3IA FHL HO4

SININTLVLS TVIDONVNI4 IHL O1 S31ON
JINVE LNJINHOTIAIA VNIHD




v’ - 009'L SEL'LY TTL'€T9 7S6'vey €EV'6LL ‘3P4 pualxs 03 sjuUSWHWWO)

0LS'0€L [4&43 981'90¢€ (s9Z'001) 0/S'€lL (078'69) (€19°LS) deb Aypinbi| 1aN
681'89/"L ¥9€'96 LZ1'901L 1GL'9%S 160°LE9 7€0'5€T 811'TSL sani|iqel| |ejol
6LL'SL - - eve 605’1 ve €68'€l SIBYI0
961’ LYS L 9's6 8€€'001 788'L€S 95€'8/S 761'92C 980’6 S1g9pP Pajeulplogns pue anssi ul sal3N3s 193Q
961'99 (441 €€8'S 97s'vlL 598'9€ 088l 0L£'9 SIUBWIUIDAOG pue syueq Jaylo wouy sbuimoliog
8LL'YYL - - - L9EPL 876'9 6Ch'ETL SI3WO}SND pue sjueq Jayio 03 ang

isanljiqen

669868l 918’871l LSETLY 989 199'vv9 v1z'sol S9L°L0L sjosse |ejo)
¥9v'9 105’ 91l 14 X4 L0L'T LYL €Ll s19Y10
788'0S - Lev'e 818 €19°¢ 09'€e 06€°LC S911LINJ3S JUSWIISIAU|
oL9’'ool - - - 000°00L - 0oL9 18U ‘spuoq epuid
L66°LLL"L SLE9TL vLL'607 vev'svy LVE'6ES LT8'0VL 90€£'0S 13U ‘sueo]
00S = = = = = 009 mucwc._ww._mm 9|esal Jspun u_._m:on S9111uNdsS
917’8t - - - - - 917’8t Sjueq yym ssduejeq pue ysed
:S}ossy
|elol sieak G| 1anQ 1edh gL-0L sieak 01-g sieah g-| syjuow gL-€ syuow € UIYAn G00¢ 1aquiedaQ LE IV

4o

B

1

.E-

(pAu0D) ysu Auipinbry - 4 3

S

0

0

(d.LNOD) ININIDVNVIN JSIH TVIDNVYNI4 €

900¢ ¥349IN3D3A L€ dIANT HV3IA JHL HOA
SINIWILVLS TVIONVNI4 IJHL Ol SILON

JINVE LNINHOTIAIA VNIHD




CHINA DEVELOPMENT BANK
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3 FINANCIAL RISK MANAGEMENT (CONT’D)

F Liquidity risk (Cont’d)

The matching and controlled mismatching of the maturities of assets and liabilities is fundamental to the management of the
Bank. It is impracticable for banks ever to be completely matched since businesses transacted are often of uncertain terms and
of different types. An unmatched position potentially enhances profitability, but also increases the risk of losses. The Bank
strives to manage its mismatched positions within a reasonable range.

Liquidity requirements to support calls under guarantees and letters of credit are considerably less than the amounts under
commitments because the Bank does not generally expect the third party to draw funds under those agreements. The total
outstanding contractual amount of commitments to extend credit does not necessarily represent future cash requirements,
since some of these commitments will either expire or terminate due to the customers’ inability to fulfil the conditions of
drawdown.

G Fair value of financial assets and liabilities

Fair value estimates are made at a specific point in time based on relevant market information and information about the
various financial instruments. In respect of assets and liabilities carried at other than fair values, the following methods and
assumptions were used to estimate the fair value of each class of financial instruments for which it is practicable to estimate
that value.

(a) Cash and balance with the PBOC, Amounts due from other banks, Securities purchased under resale agreements, Deposits
from other banks, Current account balances of customers, Securities sold under repurchase agreements, Other assets and
Other liabilities

Given that maturities of these financial assets and liabilities are within one year, the carrying amount approximates the fair
value.

(b) Held-to-maturity investment securities and investment securities classified as loans and receivables

The fair value of held-to-maturity investment securities and investment securities classified as loans and receivables is based on
quoted market price, if available. If a quoted market price is not available, fair value is estimated using a discounted cash flow
model and, where appropriate, latest transaction price, valuation of investments, price/earnings or price/cash flow ratios
refined to reflect the specific circumstances of the issuer. In some cases, where information is not available to reliably estimate
fair value, reference is made to costs.

(c) Loans and advances to customers

The carrying amount of variable rate loans and advances to customers is a reasonable estimate of fair value because interest
rates are tied to the PBOC rate and are adjusted when the PBOC announces interest rate changes. The fair value of fixed rate
loans to customers is estimated using a discounted cash flow analysis utilising the rates currently offered for loans of similar
remaining maturities.

(d) Fixed interest-bearing deposit

The fair value of fixed interest-bearing deposit is estimated using a discounted cash flow analysis utilising the rates currently
offered for deposits of similar remaining maturities.

China Development Bank ANNUAL REPORT 2006 | 129



CHINA DEVELOPMENT BANK
NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 DECEMBER 2006

3 FINANCIAL RISK MANAGEMENT (CONT’D)

G Fair value of financial assets and liabilities (Cont’d)
(e) Borrowings from other institutions, Debt securities in issue, Subordinated debts

The fair value of borrowings without quoted market price is calculated based on discounted cash flows using interest rates for
new borrowings with similar remaining maturities.

The aggregate fair values of debt securities are calculated based on quoted market prices. For those securities where quoted
market prices are not available, a discounted cash flow model is used based on a current yield curve appropriate for the
remaining term to maturity.

The estimated fair values of the Bank’s financial instruments, of which the respective carrying values are different, at 31
December 2006 and 2005 are summarised as follows:

2006 2005 2006 2005
Financial assets
Investment securities
-Held-to-maturity 26,278 905 26,043 890
-Loans and receivables 33,838 - 33,868 -
Loans and receivables (including Cinda bonds), net 2,095,187 1,812,607 2,098,760 1,817,252
Financial liabilities
Due to customers 155,310 136,853 155,307 136,880
Borrowings from other banks and governments 60,966 66,196 63,501 69,596
Debt securities in issue and subordinated debts 1,904,047 1,541,496 1,914,888 1,558,158

H Fiduciary activities

The Bank provides asset management and entrusted loan administration services to third parties. Assets that are held in a
fiduciary capacity are not included in these financial statements, and the risk of loss is borne by the third-party lenders. As at
31 December 2006 and 2005, the balances of managed loans amounted to approximately Rmb 767,663 million and Rmb 438,214
million, respectively, and entrusted loans amounted to approximately Rmb 5,082 million and Rmb 5,585 million, respectively.
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4 SIGNIFICANT ACCOUNTING ESTIMATES AND JUDGEMENTS IN APPLYING ACCOUNTING POLICIES

The Bank makes estimates and assumptions that affect the reported amounts of assets and liabilities within the next financial
year. Estimates and judgements are continually evaluated and based on historical experience and other factors, including
expectations of future events that are believed to be reasonable under the circumstances. Areas susceptible to changes in
essential estimates and judgements, which affect the carrying value of assets and liabilities, are set out below. It is impracticable
to determine the effect of changes to either the key assumptions discussed below or other estimation uncertainties. It is
possible that actual results may require material adjustments to the estimates referred to below.

A Impairment losses on loans and advances

The Bank reviews its loan portfolios to assess impairment on an annual basis, unless circumstances indicate possible impairment
at an interim date. In determining whether an impairment loss should be recorded in the income statement, the Bank makes
judgements as to whether there is any observable data indicating that there is a measurable decrease in the estimated future
cash flows from a portfolio of loans before the decrease can be identified with an individual loan in that portfolio. This
evidence may include observable data indicating that there has been an adverse change in the payment status of borrowers in
a group, or national or local economic conditions that correlate with defaults on assets in the group. Management uses
estimates based on historical loss experience for assets with credit risk characteristics and objective evidence of impairment
similar to those in the portfolio when scheduling its future cash flows. The methodology and assumptions used for estimating
both the amount and timing of future cash flows are reviewed regularly to reduce any differences between loss estimates and
actual loss experience.

B Fair value of financial instruments

The fair values of financial instruments that are not quoted in active markets are determined by using valuation techniques.
Valuation techniques used include discounted cash flows analysis and models. To the extent practical, models use only
observable data, however areas such as credit risk (both own and counterparty’s), volatilities and correlations require management
to make estimates. Changes in assumptions about these factors could affect reported fair value of financial instruments. With
respect to the PRC Government obligations related to large-scale policy directed financing transactions, such as the one
described in Note 17, fair value is determined using the stated interest rate of the related instrument. In this regard, there are
no relevant market prices or yields reflecting arm’s length transactions of a comparable size and tenor, available.

C Impairment of available-for-sale equity investments

The Bank determines that available-for-sale equity investments are impaired when there has been a significant or prolonged
decline in the fair value below its cost. This determination of what is significant or prolonged requires judgement. In making
this judgement, the Bank evaluates among other factors, the normal volatility in share price. In addition, impairment may be
appropriate when there is evidence of deterioration in the financial health of the investee, industry and performance, changes
in technology, and operational and financing cash flows.

D Held-to-maturity investments

The Bank follows the guidance of IAS 39 on classifying non-derivative financial assets with fixed or determinable payments and
fixed maturity as held-to-maturity. This classification requires significant judgement. In making this judgement, the Bank
evaluates its intention and ability to hold such investments to maturity. If the Bank fails to keep these investments to maturity
other than, for the specific circumstances, for example, selling an insignificant amount close to maturity, it will be required to
reclassify the entire class as available for sale.
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5 NET INTEREST INCOME

2006 2005

Interest income
Balances with the PBOC and other banks 264 220
Loans to customers 110,644 89,256
Loans to banks 196 87
Cinda bonds 2,250 2,250
Investment securities 2,550 948
Others 209 4
116,113 92,765

Interest expense
Deposits from other banks 166 9
Due to customers 2,453 2,054
Borrowings from other banks and governments 3,908 4,215
Debt securities in issue and subordinated debts 56,544 46,317
Others 72 11
63,143 52,606
Net interest income 52,970 40,159

Interest income accrued on identified impaired financial assets is Rmb 116 million (2005: Rmb 180 million).

6 NET FEE AND COMMISSION INCOME

2006 2005

Fee and commission income
Credit related fees and commissions 1,891 718
Other fees and commissions 183 220
2,074 938

Fee and commission expense
Credit related fees and commissions 163 35
Other fees and commissions 50 16
213 51
Net fee and commission income 1,861 887
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7 DIVIDEND INCOME

2006 2005

Available-for-sale investment securities 395 522

8 NET TRADING INCOME

2006 2005

Net gains on trading securities (6) =
Net gains on securities designated as at fair value

through profit or loss 675 -

Derivative transactions

- Unrealised gains 3,059 185

- Unrealised losses (1,122) (1,582)

1,937 (1,397)

- Realised gains 412 175

- Realised losses (864) (107)

(452) 68

2,154 (1,329)

9 OPERATING EXPENSES

2006 2005
Staff costs 768 616
Administration expenses 457 343
Depreciation and amortisation 183 178
Travel expenses 179 84
Occupancy 174 114
Business tax and surcharges 5,819 4,840
Others 763 562

8,343 6,737
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10 OTHER EXPENSES, NET

2006 2005
Foreign exchange losses (gains) 3,676 (412)
Provision for possible losses on financial guarantees 1,269 222
Loss on disposal of foreclosed assets 301 -
Others 20 (7)
5,266 (197)

11 INCOME TAX EXPENSE

2006 2005

Current tax 12,599 10,684
Deferred tax (Note 20) 9) (573)
12,590 10,111

The actual income tax expense differs from the statutory income tax for the following reasons:

2006 2005

Profit before tax 40,242 32,894
Tax calculated at the statutory rate of 33% (2005: 33%) 13,280 10,855
Non-taxable income:

- Interest income on government bonds (51) (8)

- Interest income on Cinda bonds (743) (743)

- Dividend income from available-for-sale investment securities (130) (172)
Non-deductible salary and other expenses 200 162
Others 34 17

12,590 10,111

12 CASH AND BALANCE WITH THE PBOC

2006 2005

Cash and balance with the PBOC, included in cash and
cash equivalents (Note 14) 46,221 25,542

The entire balance with the PBOC is available for use in the Bank’s day to day operations.
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13 DUE FROM OTHER BANKS

2006 2005
Deposits with other banks, included in cash equivalents (Note 14) 3,531 2,508
Restricted balances with other banks 198 196
3,729 2,704

14 CASH AND CASH EQUIVALENTS

Cash and cash equivalents in the cash flow statement consisted of the following:

2006 2005

Cash and balance with the PBOC 46,221 25,542
Due from other banks 3,531 2,508
Government bonds 70 3,876
49,822 31,926

15 FINANCIAL INSTRUMENTS AT FAIR VALUE THROUGH PROFIT OR LOSS

Financial assets at fair value through profit or loss

2006 2005

Trading securities, at fair value
- Government bonds, listed * 12,505 683
Financial assets designated as at fair value through profit

or loss, at fair value

- Structured variable redemption amount note, unlisted 3,408 =
Derivatives, at fair value

- Currency forwards 42 43

- Currency swaps 1,120 60

- Interest rate swaps 1,049 69

2,211 172

18,124 855
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15 FINANCIAL INSTRUMENTS AT FAIR VALUE THROUGH PROFIT OR LOSS (CONT’'D)

Financial liabilities at fair value through profit or loss

2006 2005

Derivatives, at fair value
- Currency forwards 1 37
- Currency swaps 814 338
- Interest rate swaps 598 457
- Extension options 147 626
1,560 1,458

* As at 31 December 2006, the Bank's trading securities of Rmb 845 million (2005: nil) were pledged as collateral to third
parties under agreements to repurchase.

16 LOANS AND RECEIVABLES AND ALLOWANCE FOR IMPAIRED LOANS

The composition of loans and receivables is as follows:

2006 2005

Loans to customers 2,014,441 1,704,427
Loans to banks 3,123 27,399
Accrued interest receivable 5,066 3,965
2,022,630 1,735,791
Less: Allowance for impaired loans (27,503) (23,794)
1,995,127 1,711,997

The components of the Bank’s allowance for impaired loans are summarised below:

2006 2005

Impairment allowance collectively assessed 22,015 17,644
Impairment allowance individually assessed 5,488 6,150
27,503 23,794
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16 LOANS AND RECEIVABLES AND ALLOWANCE FOR IMPAIRED LOANS (CONT'D)

Movement of allowance for impaired loans:

2006 2005
At 1 January 23,794 23,093
Charge for the year 4,138 1,652
Write-off (290) (759)
Recoveries - 8
Unwinding of discount on allowance (116) (180)
Exchange differences (23) (20)
At 31 December 27,503 23,794

17 CINDA BONDS, NET

2006 2005

Principal 100,000 100,000
Accrued interest receivable * 60 610
100,060 100,610

* Net of an impairment allowance of nil (2005: Rmb 209 million).

The Cinda bonds are general debt obligations issued by China Cinda Asset Management Company (“Cinda”), in exchange for
certain non-performing loans transferred to Cinda by the Bank. In accordance with the related agreement defining the terms of
this transaction between the Bank and Cinda, certain non-performing loans with an aggregate carrying value of Rmb 100
billion were transferred to Cinda in December 1999. The Bank did not retain any control over or any continuing interest in the
loans transferred to Cinda. In exchange for the transfer of the non-performing loans, Cinda issued to the Bank 10-year bonds
with principal amount of Rmb 100 billion bearing interest at 2.25% per annum. Among other things, Cinda can redeem the
bonds prior to the stated maturity.

On 20 November 1999, the State Council mandated that the Cinda bonds are guaranteed as to the payment of principal by the
Ministry of Finance (the “MOF").

On 15 July 2000, the State Council mandated that the interest income received by the Bank related to the Cinda bonds should
not be distributed to the Bank's shareholder.

In accordance with the Notice on Tax Exemption (Caishui [2001] No.152) issued jointly by the MOF and the State
Administration of Taxation on 8 October 2001, the related interest income from Cinda bonds is exempted from business
tax and income tax.

As at 31 December 2006, there was no overdue interest for Cinda Bonds (2005: Rmb 256 million).
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18 INVESTMENT SECURITIES

2006 2005

Available-for-sale
Debt securities, * listed at fair value 40,470 22,931
Debt securities, unlisted at fair value 40,269 21,430
Equity securities, ** unlisted at fair value 4,502 5,616
85,241 49,977

Held-to-maturity
Debt securities, unlisted at amortised cost 26,278 905

Loans and receivables

Debt securities, unlisted at amortised cost 33,838 -
145,357 50,882

* Available-for-sale debt securities at fair value of Rmb 6,353 million (2005: nil) were pledged as collateral to third parties
under agreements to repurchase

** Upon the approval of relevant authorities, the Bank has entered into debt-to-equity swap (“DES”) transactions with certain
of its borrowers. In accordance with the related agreements, the Bank forgives all or part of the loan principal outstanding,
together with interest receivable, in exchange for the borrower's equity securities. Each of the individual transactions was
structured so that the fair value of the equity securities received equaled the carrying value of the related loan and no gain
or loss was recorded.

In 2006, no loans and receivables were converted to equity (2005: Rmb 795 million).

The proceeds from the sale of equity securities were Rmb 1,647 million (2005: Rmb 4,200 million), with a related gain of
Rmb 553 million (2005: Rmb 1,089 million).

These DES transactions were directed by the Chinese Government to assist borrowers in restructuring their financial positions.
Certain of the agreements between the Bank and borrowers express the borrower’s intention to repurchase, subject to
Government approval, the related equity securities from the Bank within a specified period of time. This stated intention
does not create any legally enforceable obligation on the borrower to repurchase its equity securities.

Consistent with the nature of these DES arrangements, the Bank periodically discusses with borrowers the potential terms
and timing of repurchases of equity securities transferred to the Bank. As any repurchases of equity securities would be
subject to Government direction and approval, it is not possible to predict with any certainty the timing of potential
repurchases. The price at which such securities are repurchased is determined through negotiation among the Bank, the
Chinese Government and the borrower, with reference to the fair value.

Unlisted equity securities are carried at fair value. These securities were received in connection with the above mentioned
Government directed DES transactions and there are a number of risks and uncertainties inherent in the determination of
fair value. The disposal of these securities is subject to significant influence of the Government, which affects the Bank'’s
assessment of fair value of these securities. Further, as China is a developing economy, relevant market information is
potentially susceptible to significant volatility.
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18 INVESTMENT SECURITIES (CONT'D)

The movements in investment securities are summarised as follows:

Available- Held-to- Loans and

for-sale maturity receivables Total
At 1 January 2005 42,305 1,766 = 44,071
Additions 78,098 - - 78,098
Proceeds from disposals (sales, redemptions and maturities) (71,334) (861) - (72,195)
Gain on disposal 1,102 = = 1,102
Impairment provision (573) - - (573)
Unrealised gain on changes in fair value 379 - - 379
At 31 December 2005 49,977 905 - 50,882
At 1 January 2006 49,977 905 - 50,882
Additions 132,764 25,373 84,540 242,677
Proceeds from disposals (sales, redemptions and maturities) (97,755) - (50,671) (148,426)
Gain on disposal 539 - (31) 508
Impairment provision (108) - - (108)
Unrealised loss on changes in fair value (176) - - (176)
At 31 December 2006 85,241 26,278 33,838 145,357

19 FIXED ASSETS, NET

2006 2005
Cost 3,285 3,248
Accumulated depreciation (753) (643)
Net book value 2,532 2,605
Construction in progress 140 67
2,672 2,672
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19 FIXED ASSETS, NET (CONT’D)

The net book value of fixed assets consisted of the following:

Office Leasehold Motor

Buildings equipment improvements vehicles Total
Cost
At 1 January 2006 2,650 336 19 243 3,248
Add: Additions 66 32 8 2 108
Less: Disposals (8) (44) - (19) (71)
At 31 December 2006 2,708 324 27 226 3,285
Accumulated depreciation
At 1 January 2006 283 222 7 131 643
Add: Additions 96 41 2 33 172
Less: Disposals - (43) - (19) (62)
At 31 December 2006 379 220 9 145 753
Net book value
At 31 December 2006 2,329 104 18 81 2,532
At 31 December 2005 2,367 114 12 112 2,605

20 DEFERRED INCOME TAX

Deferred income taxes are calculated on all temporary differences under the liability method using an effective tax rate of 33%
(2005: 33%).

The movement of deferred income tax is as follows:

2006 2005

At 1 January 1,937 1,489

Income statement charge (Note 11) 9 573
Unrealised losses (gains) on changes in fair value of

available-for-sale investment securities 58 (125)

At 31 December 2,004 1,937
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20 DEFERRED INCOME TAX (CONT'D)

Deferred income tax assets (liabilities) are attributable to the following items:

2006 2005
Allowance for impaired loans 1,557 1,633
Allowance for other impaired financial assets 452 650
Unrealised losses (gains) on financial instruments at fair
value through profit or loss (438) 424
Unrealised gains on changes in fair value of available-for-
sale investment securities (380) (438)
Temporary difference in capitalisation of transaction cost
on issuance of bonds (462) (596)
Temporary difference in exchange losses 517 -
Provision for possible losses on financial guarantees 669 250
Temporary difference in net interest income and others 89 14
2,004 1,937

The deferred tax charge in the income statement comprises the following temporary differences:

2006 2005
Impairment losses for loans 76 939
Impairment losses for other financial assets 198 (189)
Unrealised gains (losses) on financial instruments at fair
value through profit or loss 862 (469)
Temporary difference in capitalisation of transaction cost
on issuance of bonds (134) (70)
Temporary difference in exchange losses (517) -
Provision for possible losses on financial guarantees (419) (73)
Temporary difference in net interest income and others (75) (711)
(9) (573)

Deferred income tax assets and liabilities are offset when there is a legally enforceable right to offset current tax assets against
current tax liabilities and when the deferred income taxes relate to the same fiscal authority.

21 DUE TO CUSTOMERS

2006 2005

Current accounts 125,508 106,311
Term deposits 29,335 30,516
Guarantee deposits 467 26
155,310 136,853
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22 BORROWINGS FROM OTHER BANKS AND GOVERNMENTS

2006 2005

Borrowings from foreign banks - import credit 30,112 32,892
Borrowings from domestic banks 23,960 25,898
Borrowings from foreign governments 3,512 3,349
Other borrowings from foreign commercial banks 3,382 4,057
60,966 66,196

23 DEBT SECURITIES IN ISSUE

Weighted

average

interest rate
per annum (%) 2006 2005

Rmb financial bonds issued in 3.27
domestic market * (2005: 3.18) 1,811,875 1,458,905

Foreign currency bonds issued in 5.41
domestic market (2005: 4.28) 29,365 17,363

Foreign currency bonds issued in 5.62
international market (2005: 5.51) 22,499 24,927

1,863,739 1,501,195

*

Included in Rmb financial bonds issued are certain financial bonds amounting to Rmb 200,000 million (2005: Rmb 220,000
million) have provisions which allow the Bank or the bond holders to redeem them prior to the bonds' maturity. If the Bank
chooses not to exercise its redemption option on a specified date, it is obligated to pay a higher interest rate on the bond.
None of the foreign currency bonds are subject to redemption prior to their stated maturities.

One of the financial bonds amounting to Rmb 80 million has provisions which allow the bond holders to convert their
original bond to the specified reference bond issued by the Bank at a pre-determined date (2005: Rmb 80 million).

Two of the financial bonds amounting to Rmb 40,000 million (2005: Rmb 20,000 million) contain provisions which allow
the bond holders to extend the bonds' maturity.
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24 SUBORDINATED DEBTS

Weighted
average
interest rate
per annum (%) 2006 2005
Rmb debts issued in domestic market 4.62 (2005: 4.62) 40,308 40,301

The subordinated debts have provisions which allow the Bank to redeem them prior to maturity. If the Bank chooses not to
exercise its redemption option on a specified date, it is obligated to pay a higher interest rate on the debt.

25 OTHER LIABILITIES

2006 2005

Income tax payable 11,701 10,100
Provision for possible losses on financial guarantees 2,026 757
Business tax and surcharges payable 1,613 1,545
Other payables 1,329 1,192
Others 835 727
17,504 14,321

26 PAID-IN CAPITAL AND CAPITAL SURPLUS
The registered capital of the Bank is Rmb 50 billion, all of which has been fully funded by the MOF.

Upon the approval by the MOF in 2006, the Bank recorded the exempted debts of Rmb 135 million into Capital Surplus. These
debts were originated from the merger of six national investment companies into the Bank in 1998 under the direction of the
Chinese Government.

27 RESERVES
A Statutory reserve

Within Owner’s Equity, the Bank has established a statutory surplus reserve, a statutory welfare reserve and a general surplus
reserve. The purpose of establishing these reserves is to segregate and restrict the use of retained earnings that would otherwise
be available for distribution to the owner. All transfers from retained earnings to the reserves and transfers among the reserves
must be approved by the MOF.

Upon the approval by the MOF in 2006, the Bank allocated Rmb 1,356 million (2005: Rmb 676 million), representing 10%
(2005: 10%) of its statutory profit after taxes for the year ended 31 December 2005, of its retained earnings to the statutory
surplus reserve and statutory welfare reserve, in each case, based on its statutory financial statements for the year ended 31
December 2005. Once approved by the MOF, the statutory surplus reserve can be used to fund operating losses or transferred
to registered capital.

Effective from January 1, 2006, the Bank is no longer required to make further appropriation to statutory welfare reserve
pursuant to the Notice on Accounting Treatment after Implementation of Company Law (Caiqi [2006] No. 67) issued by the
MOF on 15 March, 2006. Upon the approval by the MOF, the Bank transferred its accumulated balance of statutory welfare
reserve amounting Rmb 3,092 million to the statutory surplus reserve in 2006.
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27 RESERVES (CONT’'D)

B General banking reserve

Pursuant to circulars issued by the MOF in 2005, the Bank is required to maintain adequate reserve for unforeseeable risks and
future losses. Therefore, a general banking reserve is established by the Bank through the appropriation of the retained earnings.
As a guiding principle, the balance of general banking reserve should not be less than 1% of the aggregate amount of all risk
assets.

Upon the approval by the MOF in 2006, the Bank allocated Rmb 26,485 million of its retained earnings to the general banking
reserve. No profit appropriation to this reserve has been made with respect to net income for the year ended 31 December
2006 as the profit appropriation plan is pending approval by the MOF.

28 DERIVATIVE FINANCIAL INSTRUMENTS
The following derivative instruments are utilised by the Bank:
Currency forwards represent commitments to purchase/sell foreign exchanges including undelivered spot transactions.

Interest rate and currency swaps are commitments to exchange one set of cash flows for another. Swaps result in an economic
exchange of currencies or interest rates (e.g. fixed rate for floating rate) or a combination of all these (i.e. cross-currency
interest rate swaps). Except for certain currency swaps, no exchange of principal takes place. The Bank’s credit risk represents
the potential cost to replace the swap contracts if counterparties fail to perform their obligation. This risk is monitored on an
ongoing basis with reference to the current fair value, the notional amount of the contracts and the liquidity of the market. To
control the level of credit risk taken, the Bank assesses counterparties using the same techniques as for its lending activities.

Interest rate swaptions are contractual agreements under which the seller (writer) grants the purchaser (holder) the right, but
not the obligation, either to buy (a call option) or sell (a put option) at or by a set date or during a set period, a specific amount
of a financial instrument at a pre-determined price. In consideration for the assumption of interest rate risk, the seller receives
a premium from the purchaser. Options are negotiated over-the-counter (“OTC") between the Bank and its counterparty.

The credit default swaps are contractual agreements that the Bank entered into whereby the counterparty pays a fixed periodic
payment for the specified life of the agreement. The Bank makes no payments unless a specified credit event occurs. Credit
events were typically defined to include a material default, bankruptcy or debt restructuring for a specified reference asset,
bonds or loans, usually. If such a credit event occurs, the Bank will make a payment to the counterparty, and the swap then
terminates. The size of the payment of those credit default swaps is usually linked to a pre-determined amount or its equivalent
in the relevant obligation currency as of the occurrence of the relevant credit event. Therefore, the Bank takes the exposure of
the credit risk on the specified reference asset. The Bank controls the credit risk with the same techniques as for its lending or
investing activities, according to the types of the underlyings.

At 31 December 2006, the Bank had a total of 300 foreign currency forward contracts, currency swap contracts, interest rate
swap contracts, credit default swap contracts and extension option contracts outstanding. These contracts will become due at
various dates through September 2030.

The notional amounts of certain types of financial instruments provide a basis for comparison with instruments recognised on the
balance sheet but do not necessarily indicate the amounts of future cash flows involved or the current fair value of the instruments
and, therefore, do not indicate the Bank’s exposure to credit or price risks. The derivative instruments become favourable (assets)
or unfavourable (liabilities) as a result of fluctuations in market interest rates or foreign exchange rates relative to their terms. The
aggregate contractual or notional amount of derivative financial instruments on hand, the extent to which instruments are
favourable or unfavourable and, thus the aggregate fair values of derivative financial assets and liabilities can fluctuate significantly
from time to time. The fair values of derivative instruments held are set out in the following table.
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28 DERIVATIVE FINANCIAL INSTRUMENTS (CONT'D)

Contract / Fair values

notional amount Assets Liabilities
At 31 December 2006
Currency forwards 7,022 42 1
Currency swaps 215,903 1,120 814
Interest rate swaps 103,928 1,049 598
Extension options 40,000 - 147
Credit default swaps 1,601 - -
Total derivative assets/liabilities (Note 15) 2,211 1,560
At 31 December 2005
Currency forwards 3,324 43 37
Currency swaps 26,272 60 338
Interest rate swaps 39,322 69 457
Interest rate swaptions 1,211 - -
Extension option 20,000 = 626
Credit default swaps 847 - -
Total derivative assets/liabilities (Note 15) 172 1,458

The table above provides a detailed breakdown of the contractual or notional amounts and the fair values of the Bank’s
derivative financial instruments outstanding at year-end. These instruments allow the Bank and its customers to transfer,
modify or reduce their foreign exchange and interest rate risks.

The Bank undertakes most of its transactions in foreign exchange and interest rate contracts with other financial institutions.
Management has established notional limits of these contracts by counterparties, industry sectors and countries. Actual credit
exposures and limits are regularly monitored and controlled by management.

29 RETIREMENT BENEFIT OBLIGATIONS

The Bank participates in various defined contribution retirement benefit plans organised by municipal and provincial governments
under which it is required to make monthly contributions to these plans at rates stipulated by local governments of the
employees’ basic salary or other applicable calculating basis in each jurisdiction. The Bank’s contributions to these pension
plans are charged to the income statement in the year to which they relate. Expenses incurred by the Bank in connection with
the retirement benefit plans amounting to Rmb 63 million for the year (2005: Rmb 51 million).
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30 CONTINGENT LIABILITIES AND COMMITMENTS

2006 2005
Capital commitment:
Capital commitment in respect of equity investments 1,018 126
Commitments to extend credit:
Financial guarantees 309,423 151,460
Letters of credit issued 2,049 558
Undrawn credit commitments 1,328,043 1,071,424
1,639,515 1,223,442
Operating lease commitments:
Future minimum lease payments on operating leases are
summarised as follows:
Within one year 159 87
Between one and five years 283 71
Above five years 119 -
561 158

31 RELATED PARTY AND RELATED PARTY TRANSACTIONS

Related parties are those parties that have the ability to control the other party or exercise significant influence over the other
party in making financial or operational decisions. Parties are also considered to be related if they are subject to common
control or common significant influence. The Bank, as a wholly state-owned policy bank, is subject to the supervision of the
State Council of the PRC Government.

A Transactions with the MOF and the PBOC

As described in Notes 26 and 27, the registered capital has been fully contributed by the MOF and the profit appropriation is
also subject to the approval of the MOF.

As described in Note 17, the principal repayment of the Cinda bonds is guaranteed by the MOF as mandated by the State
Council.

The Bank entered into certain banking transactions with the MOF and the PBOC in the normal course of business as listed
below:

(a) Purchase and redemption of treasury bonds

The Bank purchased and redeemed treasury bonds issued by the MOF and the PBOC. The volume of such transactions and
related interest rate range for the relevant year and the outstanding balances as of the respective year end are set out below:
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31 RELATED PARTY AND RELATED PARTY TRANSACTIONS (CONT'D)

A Transactions with the MOF and the PBOC (Cont’d)

(a) Purchase and redemption of treasury bonds (cont’d)

2006 2005
Purchases during the year 148,600 59,003
Redemption/sales during the year (119,129) (65,159)
Interest rate range 1.07-3.10% 1.01-4.11%
Outstanding balance at 31 December 53,116 23,645

(b) Deposits with the PBOC

The Bank places deposits with the PBOC and the details of balance due from the PBOC are set out in Note 12. Interest rate
charged on the balance in the PBOC ranged from 0.99% to 1.38% (2005: 0.75% to 1.62%).

(c) Derivative transactions with the PBOC

2006 2005
Contract/ Fair value Contract/ Fair value
Notional Assets/ Notional Assets/
amount (Liabilities) amount (Liabilities)
Currency swaps 178,237 434 19,083 275

B Transactions with other state-owned entities

The Bank is directly controlled by the PRC government, which also directly and indirectly controls or exerts significant influence
on a significant number of entities through its government authorities, agencies and affiliates. It should be noted that
substantially all of the Bank'’s business activities are conducted with the other state-owned entities and the transactions with
these entities are generally carried out under normal commercial terms and at market rates. These activities include loans,
deposits, investment securities, money market and off-balance sheet transactions.

(a) Loans and advances to customers and due to customers

The loans and advances of the Bank are substantially extended to state-owned entities in order to finance their key projects and
initiatives supporting the Government's national economic development plan and industrial policies. As at 31 December 2006
and 2005, the loans to the state-owned entities accounted for 94% and 95%, respectively of the total loans and advances to
customers.
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31 RELATED PARTY AND RELATED PARTY TRANSACTIONS (CONT'D)

B Transactions with other state-owned entities (Cont’d)
(a) Loans and advances to customers and due to customers (cont’d)

Interest rate charged on the related party loans and advances:

2006 2005
Rmb denominated loans 4.68-7.87% 4.54-6.99%
Foreign currency denominated loans 1.14-8.80% 1.27-8.80%

All deposits are placed by corporate customers which are substantially state-owned entities.

Interest rate charged on customer deposits:

2006 2005
Rmb denominated deposits 0.72-4.14% 0.72-4.13%
Foreign currency denominated deposits 0.10-6.02% 0.08-5.45%

(b) Cinda bonds

Under the direction of the PRC Government, the Bank transferred the non-performing loans with an aggregated carrying value
of Rmb 100 billion to Cinda in 1999. In exchange, Cinda issued to the Bank 10-year bonds with principal amount of Rmb 100
billion bearing interest at 2.25% per annum. Detailed terms are set out in Note 17.

(c) Investment securities

Debt securities, available- for-sale

2006 2005
Purchases during the year 502 1,137
Redemption/sales during the year (467) (2,289)
Interest rate range 2.98-4.21% 2.92-4.95%
Outstanding balance at 31 December 1,503 1,468

Equity securities, available-for-sale

Under the direction of the PRC Government, the Bank has entered into debt-to-equity swap transactions. In exchange for the
debt forgiven by the Bank, the borrower, who is ultimately owned by the PRC Government, issued equity securities to the Bank.
Details of these transactions and the balances as at 31 December 2006 and 2005 are set out in Note 18.
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31 RELATED PARTY AND RELATED PARTY TRANSACTIONS (CONT'D)

B Transactions with other state-owned entities (Cont’d)

(d) Borrowings from state-owned financial institutions

2006 2005
Drawdown during the year 52,196 92,290
Repayments during the year (60,087) (103,471)
Interest rate range 0.07-6.71% 0.05-6.07%
Outstanding balance at 31 December 17,362 25,253
(e) Off-balance sheet exposure

2006 2005
Financial guarantees 302,688 147,658
Letters of credit issued 1,698 555
Undrawn credit commitments 1,283,615 1,040,638

(f) Other off-balance sheet transactions

Substantially all of the Bank’s managed assets and entrusted loan transactions described in Note 3H are undertaken with state-
owned entities.
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