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China Development Financial Holding Corporation. (CDFH)} was incorporated in
Dec. 2001 through a share swap with China Development Industrial Bank Inc.
(CDIB). Major subsidiaries under CDFH include CDIB and Grand Cathay
Securities (GCS). CDIB's main areas of business are as follows: wholesale banking,
direct investments, proprietary securities trading, trust, project finance and asset
management. GCS is a fully integrated securities firm providing institutional clients
and retaill customers with financial services focused on securities brokerage,
proprietary trading, underwriting, registrar and transfer services and derivatives

htep:/fwww.cdibh.com/
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Synergy

With the integration of our two main
subsidiaries - China Development
Industrial Bank (CDIB) and Grand
Cathay Securities Corporation (GCSC),
we aim to maximize CDFH's group
synergy through greater collaboration




Letter
to
shareholders

Envision - one oul o
Developrment Fi he
support of our GO, f mpetiive-
ness and o deliver pood returns. With a rew management team browght in April 200 ampany has
focused its efforts on transforming, as well as integrating our two subsidiaries - China Development Indus-
trial Bank (hereinaft

Securities” or “GCSC" ) alming to develop COFH into one of Greater China Region's leading investment

the Bank or CDIB) and Grand Cathay Securities Corporation (hereinafter “the

bariks.

New Management

While 2004 proved to be a challenging year for CDEFH,
it also created plenty of opportunities for mrnaround and
transformation. ‘With the election of a new Board of Di-
rectors in April 2004, we secured shareholder stability and
have since experienced a steady infusion of professional
talent to manage and direct CDFH's growth. Under the
new management, we have lannched a series of restruciur-
ing programs to improve the Company's competitiveness,
We have also formulated a long-term development strat-
egy that builds on the Company's core competence in in-
stitutional finance, as well as having developed a business
maodel that aims to make CDFH one of Asia’s better-known
and better-managed investment banks.

PMu-Teai Chen, Chaimmnan (right), Angelo |7 Koo, President & CED (Left)

New Organization

To procure synergies, CDFH has, upon the joining of the new management, stepped up the pace of
corporate restructuring and integration of internal operations. Functional reporting was introduced to
boost collaboration among subsidiaries, and cross-referrals and joint-customer calls are encouraged to
offer our clients more comprehensive and diversified services. Furthermore, the concept of economic
profit has been reinforced with each business unit responsible for its own capital costs and meeting
earmings expectations.

New Beginning

To fully reflect its asset quality, enhance overall transparency within the financial group and im-
prove bank management and corporate governance, CDIB conducted a thorough evaluation of its exist-
ing direct investment portfolio in the first half of 2004. While this resulted in the Bank's booking of an
investment loss provision of NT$10.87 billion and CDFH's subsequently posting a full-year net loss of
INT$4.764 billion (or net loss of NT$0.54 per share), yielding negative ROA and ROE of 3.34% and 4.
(8% respectively, the provisioning has helped to improve the company's financial transparency and asset
quality and hence, long-term profitability. At the same time, we have adjusted our investment focus to
by adding investments in steadily growing companies in both high-tech and non-tech sectors to reduce
portfolio risks and volatility.

Standard & Poor’s, as a result, granted CDFH the long-term credit rating of BEB/Stable and the
short-term credit rating of A-3.

New Corporate Culture

We believe that “change” is the only way for company procession and that “people” are preeminent
to bringing about positive change. In 2004, CDFH conducted a thorongh review of our compensation
scheme and overhauled the system to reward personnel based on their position, responsibilities and
accountability. This was done in order to enhance the Company's competitiveness in enlisting and main-
taining talents. A 360-degree appraisal system that allows employees to rate their colleague’s work and

an employes training center designed to host on-the-job training sessions and seminars have been established to
help emplovees evaluate their performance as well as improve and enhance their professional skills. In addition,
we have always striven to maintain an open channel to encourage communication and interaction between
management and employees.

New Strategies

In the wake of reforms initiated in 2004, CDFH has grown into a fundamentally healthier, more financially
sound entity. We are committed to continuing these reforms and have adopted a set of strategies to secure mid-
to-long term business growth,

Pursuit of a More Balanced Revenue Mix -

An intensifying market environment has resulted in a decrease in direct investment deal flows as well as
debilitating investment returns. The management has thus been looking to shift the currently venture capital-
focused business mode! to one that relies less on capital gain and provides a more diversified earnings stream.
Such revamping of the revenue mix will hopefully help reduce earnings volatility by adding new sources of
dividend and fee income and expanding investment banking operations.

Expansion of Corporate Banking / Securities Business -

In trying to change the balance of revenne mix, CDIB and GCSC, the two subsidiaries of CDFH, have
actively expanded the corporate banking and the securities business, respectively. CDIB attractively incremenied
its securitization business and considerably raised its exposure to novel financial products. GCSC has followed
suit and has vigorously uprurned activities in the newly established Private Wealth Management business. Aside

from such, GCSC is also looking for potential M& A opportunities to increase not only its market share, but also
its market competitiveness.

Optimization of Capital Efficiency -

Further to changing the revenue mix, CDFH will continue to optimize the allocation of both assets and
liabilities, as well as to leverage outside capital to ameliorate capital adequacy and efficiency. Other issues
important to the management include risk management, financial control and management, all of which are to
enhance the transparency of operations and to implement high standards of corporate governance.

A Promising Future

The year 2004 was a pivotal period for the Company, marked by crucial transformation and tarnaround. We
take pride in the strong reputation and international prestige that CDFH has enjoyed for decades and will con-
tinue to seek out new business models and strategies to thrive in this ever-changing environment, We believe that
with the support of our staff and shareholders, we will be able to pursue our strategy of creating maximum valoe
for shareholders and aspire to become one of Asia's most professional and best-managed investment banks in the
upcoming future.

Best regards, Chairman President and CEO
Mu-Tsai Chen  Angelo]. Y. Koo

June 15 2005
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With the goal to becoming one of
Asia's better-known and better-
managed investment banks, we
look to develop a business model
that will bring full-line services to
our clients and attain substantial
value for our shareholders




Our subsidiary - CDIB

i

China Development Industrial Bank (CDIB)

Core Businesses

Domestic Direct Investment

e LOCaiLy, O
ard, it will not on
increase involverrents in non-tech indusiries that are characterized by steadier income siream.

With over 40 years of investment experience and a team of over 60 professionals, CDIB has
unrivalled competitiveness in Taiwan with an extensive network and solid industry knowledge
accumulated over the years, CDIB is regarded as a market pioneer for its unrivalled sourcing and
identification of investment opportunities as well as its ability to seek out industries with future
growth potential. As market compefition grows increasingly sharp, CDIB uses its industry knowl-
edge and client base accumulated over the years to its best advantage, engaging a holistic and
integrative strategy for investment, and working with industry upstream and downstream as well
as companies across all industries.

Cwr portfolio primarily includes investment in electronics and components, PC & telecom-
munications and semiconductors. In addition, CIIB has recently added investment in new growth
areas such as wireless communication, displays, energy, consumer electronics and medical devices,
as well as auto parts & components. To name a few successes that were added to the portfolio this
year:

® King Slide Works, Co., Ltd., a top slide producer in Taiwan which has received orders from
the world's top four server companies in recent years, ushering in rapid growth in profits.

# K Laser Technology, Inc., the top laser holographic products supplier in the world. With an
integration of upstream and downstream production process, it now has largely enhanced its
cost competitiveness, and CIB accordingly has taken part in rights issuance since 2004,

CDIB's current investment strategy pursues a balance between higher-risk early-stage ven-
ture capital investments and comparatively lower-risk, expansion and late-stage private equity
deals which yield steadier profits as well as growth potential and quicker returns, Moreover, we
reach out for different investment opportunities, including initial price offering (TPO) for listing
Thie 37 portihe compenies wib o e 85 W1 25 corporate spin-off, restructuring, management buy-out (MBO), and leverage buy-out
j::lﬂ‘::f : :;:mf’:"m“‘f:;”; (LBOY). Our investment strategy has transformed to cope with the changes in the macro environment.
et wers inzorparated nAugus T004, Meanwhile, we also offer investment banking services to the invested companies so as to cater
their needs and to extend the scope of business opportunities.

Looking forward, we will continue to reinforce post-investing tracking and auditing man-
agement to ensure the good guality of our investment asset. We will also strengthen collabora-
tions with other departments in order to capture a broader range of business opportunities.

11




12

Overseas Direct Investment

e widest (ransaciion experiences com-

I, the ¢ g5 business depart-

To be better positioned o respond Lo changing global economic conditions, CDIB has been
actively revising its strategy and internal management structure for overseas investments. The
aim is to reduce the risks and to improve the liquidity of the portfolio,

In the past, CDIB's overseas investment portfolio mainly consisted of projects in the indus-
tries of IT electronics, biotechnology and pharmaceuticals. In order to cotrespond to the needs of
lower earnings volatility, the current investment reaches out to more mature sectors in
mamifacturing, financial and services, which offer more sustainable earnings and less volatile
growih. The Asian market is sel as our core investment largel, among which countries with active
and healthy capital markeis are especially considered.

We also aim to apportion our portfolios fairly equally into early stage, expansion stage and
late stage cases. Investment focus, under the guiding principle of “reasonable returns™ shifts
from early-stage start-ups to more mature companies including late-stage and pre-IPO investments.
Such a shift of investment focus not only abridges periods of return, but also reduces risks and
uncertainties so as to maintain appropriate level of investment return.

Since the beginning of this year, the overseas business department added 21 new invest-
ments to its portfolio, nearly half of which are TPO cases in Asia. With our established network
and business connections, CDIB has successfully obtained the most popular IPCr cases in various
countries including Japan, Hong Kong, Thailand and Malaysia. Through strict screening and
assessment, we proudly announce an average IRR of 28% on these investments. Going forward,
we shall continue to cultivate our relationship with current portfolio companies as well as to
target diversified investment projects overseas. However, we will not pursue aggressive growth
in portfolio scale, but instead, will focus more on securing steady returns on investment.

Cheargeas investment portfolio Breakdown of portiolio imestment
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Project Finance

The Project Finance department has worked with Taipei city
has reduced the traveling time between the countiry's
ments in the independent power plants

i ¢ with lowe
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CDIB has been actively involved in project finance sinee 1984, With a strong team of expe-
rienced project finance experts, CDIB is able to provide quality service and maintain its position
as market leader, Initially, the project finance business was primarily focused on providing finan-
cial advisory services for the government's transportation projects. Along with the emenzence of
the BOT model and large-scale private investment projects, CDIB also expanded into this new
field of opportunity. In addition to financial advisory services, CDIB also plays an active role in
arranging financing for either loan syndication or equity investments for both large-scale public
and private investment projects.

2004 was a copious year for the Project Finance department. Our investment balance yielded
INT$15 billion, covering 18 large-scale projects. Our newly-added investments include the NTSS80
million participation of Taipei 101's rights issue, the capital injection of NT$21 million to Ever
Power IPP, NT$1,220 million to Hsintao Power Corp. and NT$999.9 million to the Taiwan High
Speed Rail Corporation.

COur investments in power plants started as early as year 1993, when private sector power
plants were first authorized. As a result of being the early mover, CDIB's investment returns, as
well as businesses generated from financial consultancy and syndication loans to private sector
power plants have consistently outperformed its competitors. Cur total investment in IPPs reached
INT$3.083 billion at the end of 2004. Together, these [PPs generate a total of NT$450mn divi-
dends per annum to the Bank. In the fumre, such low-risk projects with stable dividends income
will remain our prime investment targets.
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In the highly competitive market of syndication loans, the Bank's Syndication Loan unit
continues to make headway as it pulled off three major projects this year: the Global Mall project,
the extension of Taichung Central project, and the re-financing project of Sun Ba Power Corporation.
The re-financing initiative of Sun Ba Power Corporation, is particularly worthy of mention. With
CDIB providing financial counseling and syndication banks round-up, Sun Ba successfully cut
down its exposure to financing risks with regard to interest rates. In response to market evolve-
ments and clients' ever more diversified needs, CDFH has introduced the concept of “Total Solo-
tion™ to our syndicated loan operations. In practical terms, that means we offer clients not only
the required capital from the syndicated loans but also advice on how to work with a variety of
financing tools.

On the fromt of project finance counseling business, CDFH has acted as financial adviser to
Far Eastern Electronic Toll Collection Co., Star Energy Power Corporation, and Sun Ba Power
Corporation, In addition, CDIB has started penetrating into the corporate restructuring/M&A
market, with many projects currently being evaluated.

CDFH, as an experienced direct investor in corporations, is knowledgeable of current indus-
try environments and their futore trends. Such expertise, coupled with our specialty in loan
project planning and execution, enables us to offer troubled companies options such as restructuring,
leverage buy-out, and follow-on lending/investments. Such offerings penerate steady fee income,
i.e. interest spreads, and advisory fees as well as potential capital gains from low-cost investments.

In the vpeoming year, we will continue to blaze new paths in project finance and will con-
tinue to enlist talents to help provide our clients with the best services worthy of the banner of
“Total Solutions.”

Corporate Banking Business

In a bid to increase profits and fend off price competition, our Banking Business department
not only offers corporations and institutions such services as loans, guaraniees, syndicaed loans,
and foreign exchanges, but has also made stralegic and operation adjustmentis which aim o maxi-
mize exposures 1o fee income and profiL

In this past year, we have actively tried to improve our asset quality, Post the large-scale
write-off of bad loans in 2003, CIDIB has lowered its NPL ratio to 1.55%, with a peer-leading bad
loan coverage exceeding 500%.

With such improvements in outstanding loan structure and the immediately followed over-
haul of CDIB's outstanding loans o group clients, CDIB's top twenty group loan projects now
consist of 39.6% of the Bank's total loan balances at the end of 2004.

In addition to adjusting the duration of loans to decrease the weighting of mid-to-longer term
loans in the portfolio, CDIB has centralized the control of the branches' marketing and opera-
tional divisions, preventing possible inconsistency in lending standards.

To maintain our objective to maximize profit sources, the banking business department has
in 2004 developed and launched novel financial products such as *a loan with investment op-
tions™ and “a loan with asset swaps™; such is to hope that the Bank extends its services to offer
leveraged buyouts as well as debt restructuring. Other than providing clients with mid-to-long-
term working capital for the procurement of equipment or facilities or short-term working capital,
CDIB will step in as the financial adviser whose involvement should help corporations lower
operational cost in difficult times.

lans puarantess
MTenilicn MT$milien

£0,000- 25000 —
219 244

TH258
70000 20,346
60,000 - e roes 20p0n—
S0000 15000
40000
30,000 10000 —
20,000 5000
10000
0. ) )
2004

2002 2003 2002 2003 2004

L=

15



16

These newly developed banking businesses increase the Bank's potential gains in the future,
especially if the capital market elevates.

Compared to the commercial lending business which has seen fierce competition in the past
years, and as a result, a narrowing of interest spreads and weaker margins, CDFH's revised
strategy and overall direction not only differentiates itself but also helps boost its earnings.

With its strong corporate finance business and the long-built mutual trust with its clients,
CDFH's banking business looks to not only play & supportive role in the upcoming vear, but also
to grow into a full-fledged source of stable income.

We hope that the banking business department takes advantage of synergies from cross-
departmental marketing made possible by the financial holding corporate structure. To effec-
tively integrate resources within the financial holding company framework to forge a cross-de-
parimenial cooperative mechanism, CDFH has since August of 2004 had its lending department
collaborate with GCSC in seven assel swap projects and one CB issuancefendorsement projecl

In the wake of 2004's structural adjustment and marketing ability strengthening, the lending
department looks to reclaim its market leadership in 20035 by regrouping forces to foray into the
syndicated loan market. Going forward, CDFH looks to enrich the depth and diversity of its
lending produets by working closer to the Bank's newly established Treasury Marketing Unit
{TMLN. With the current outstanding credil claims combed through and bad loans rid of, future
profits should serve as an undistorted reflection of operating performance.

Treasury Marketing Unit Business

: figve demonstrated pro
* 2

IORE batch of fina
options,

financial products is kow we stake claims on our fitture growth.

To expand its presence in novel finaneial product businesses, CDFH divided and expanded
the Treasury Department in the second half of 2004 and recreated the aforementioned TMU,
which takes charge of capital arrangements, operations in products such as bonds, foreign
exchanges, and derivatives, The setup of such a new task force is meant to create varying hedging
derivatives to suit the needs of clients, and to expand trading scales to provide clients with fuller
services.

GCSC, as the other CDFH subsidiary, has been quite aggressive in developing new products
and exploring new markets. It not only is one of the first securities firms to qualify for operations
in interest rate options, CB asset swap and options, and index option market-making, hit also has
been pushing for such businesses as stock options, warrant, ETF, forward rate agreement, NTD
rale swap, and siructured bonds.

In order to realize synergies inherent in a financial holding company and to promote cross-
departmental marketing, the new management has actively consolidated the businesses of CDIB
and GCSC. The two subsidiaries together formed a joint platform of research and sales, which
anticipates to maintain the Company’s long-standing edge in Equity-linked Notes (ELN) and to
solidify businesses of novel foreign exchange products. TMU, with its strength in financial
engineering, elficiently allot the work between front and back offices.

Entering 2003, TMU will continue to assist corporate clients in areas such as wealth man-
agement financial planning and derivative services. For existing equity and bond trading, CDFH
will strengthen the lineup of traders and enlarge the trading platform of NTD rate products and
place the premium on asset/liabilities services for corporate clients. Specifically, we will present
enterprises with such investment options as Taiex, OTC and equity derivatives such as forward
exchange, exchange swap, interest rate, and exchange rate as hedging tools. Within legal boundaries,
we will put such derivatives as raw materials to help corporations steer clear of rate risks and
lower capital cost. With such services, we hope to be the best financial management consultant to
our clients.

17




Our subsidiary - GCSC
S

Slan Sian, Charrman of GCIG (el
Jen~Hai, Prasident of GCIC {rAght)

Grand Cathay Securities Corporation (GCSC)

Core Business

Enlarging our presence in the securities market continues to be our goal this vear, The stable
injection of fee incone from securities is crucial to balance the Company's revenue mix and the
seale-up and regionalization of the business is key o advance our compe 55, With the securi-
fies business growing, we hope to creaie a duel-engine eqrmings model, ch would thruse us
further into the Asia-Pacific market.

The consclidation of GCSC's securities business provided CDFH with a range of fully inte-
grated financial products and services for both institutional and retail clients. GCSC, established
for 15 years, is the leading domestic securities firm for the underwriting of equity and bond issues
and has a strong reputation for developing innovative financial products. This is evident from the
series of media acclaims from around the world:

e In 2003, GCSC was voted by Asiamoney as Taiwan's best domestic fixed-income house, and
by Asset Magazine as Taiwan's best domestic investment bank.

® In 2004, the Securities was again selected by Asiamoney as Taiwan's best domestic bond house.

GCSC is involved in all aspects of the securities business, including securities brokerage,
proprietary dealing, underwriting, share registrar services, future brokerage and trading and in-
vestment advisory services. We strive to assist our clientele to strengthen their financial structure,
to improve their financial health, and to boost their operational efficiency.

In addition to the aforementioned services, the Personal Wealth Management (PW,) unit
was established this year, expanding GCSC's operations to personal financing market.

Entering 20035, profit accretion and income stability remains the topmost of the Securities'
agenda, We will actively secure quality clients with inherent growth potentials, and will work on
branch consolidations as well as expansion of brokerage market share per branch to maintain the
lead in operation efficiency. Going forward, GCSC will continue to expand its product lines as
well a5 overseas channels, supporting CDFH im achieving its goal of becoming one of Asia's most
professional and best-managed investment banks.

Underwriting
We understand that underwriting is a “people business” and that is why GCSC values its
very formidable underwriting team and continues to provide it with solid trainings, in hoping that
they will in turn provide the best services to our corporate clients in TPO attempts and in rights
issnance in securities markets here and abroad. As of the end of 2004, GCSC maintained its
leading position in the market, successfully served as the lead underwriter for 29 cases , and
completed 7 domestic M&A projects.

I T T Tot:! underwriting value amounted to

W04 2003 NT$16.718bn, up more than 11% from

Lead Memager for IPOs (no, of Companies) 8 15 2003, the number of public subseriptions
Lisad Mamager for Fandraising (no. of Compasies) 71 i totaled 1,247 (00, ranking GCSC as the
Mo of Underwriting Subscription L6612 TET.SIS market leader.

Toaal Underwriting Amonet (Uit NTSenillzon) 16718 13430
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Business Results
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Fixed Income Securities Business

As the leading bond dealer in the market, GCSC has demonstrated ample ability in
innovative product design. Our efforts to create values for issners and imvestors by way of
development of a multitude of complex and advanced products has not only been recog-
nized by Asiamoney, but has also made us the second mnner up in the Central Bank of
China (Taiwan)'s evaluation of central government bond trading performance in 2003,
the only securities house to be so honored.

In terms of trading volumes and profitability, GCSC is also amongst the top tier in
the market. In 2004, GCSC's government bond trading totaled NT38,800bn for a peer-
leading market share of 6.33%, and its primary market underwriting volume stood at
NT$32.85bn .

Aside from trading of government bonds, GCSC also is one of the few houses that
provide a complete lineup of interest rate products, including straight bond, financial
debentures, OTC-listed CB negotiated trading and conditional bond trading. Of these
businesses, GCSC is particularly strong in the eld of over the counter (OTC) corporale
bond business; in fact, it is the first securities broker in Taiwan o provide lwo-way quoles.

In recent years, GCSC has pioneered in the development of new products such as
asset securitization, CB asset swap, structured bonds, and rate derivatives. Year 2004
marked GCSC's completion of the first trading of bills in the monetary market, a mile-
stone lor securities firms who wish 1o be involved in the monetary market's bill business.
Going lorward, GCSC will continue (o develop new products and Lo atiract markel par-
ticipants to maintin its lead in the bond market.

Brokerage Business

GCSC's total number of branches is 27 and its market share 2.21%. Going forward,
GCSC will work on improving both its market shares as well as profitability in order to
maximize its profit contribution to the Company.

Registrar Service Business

(CSC has long been the choice broker for major enterprises when it comes to selec-
tion of registrar services. As of December 2004, GCSC has a total of 265 company
clients and has serviced over 3.38mn shareholders. With such an impressive track record
and years of experience under its belt, GCSC looks to maintain its lead amongst local
brokerage houses.

New Financial Product Business

GCSC has been regarded as the leading brand amongst local securities houses when
it comes to the development of new financial products. As regulations became more
flexible in recent years, GCSC has aggressively designed and promoted new products
such as options, warrants, and equity-linked notes. GCSC was not only among the first to
qualify for operations of structured products and CB asset swaps, but also the first amongst
Taiwanese securities houses to issue domestic stock warrants. 2004 marked GCSC's
major leap forward in ils warrant businesses; ranking itself the 6ih in the market in lerms
of warrants issued, and amongst the Lop three players in Taiex options trading.

Securitization

One of every three financial asset securitization projects in the market is now lead-managed by GCSC, which made good
time in introducing financial asset securitization products such as property development trusts and urban renewal property
trusts into the market. Currently, over 705 of all public capital-raising issues are lead-managed by GCSC; the Securities' lead-
managed securitized products totaled NT$15.28bn as of December 2004, allowing it a leading market share of over 50%. As
the market leader, GCSC has put much effort in promoting the development of the securitization market, 1.e. the introduction of
the “assel securitization produets' trading platform™, which promotes turnover and investors' participation in the secondary
market. Going forward, GCSC will continue its presence in the financial assel securitization and real estale securilization
businesses, and will sirive Lo creale a win-win siluation for corporations and investors alike by continuing its innovations in
product designs.

Private Wealth Management (PWM)

The Private Wealth Management Division (PWM,) was established to provide total financial planning solutions to high net
waorth individuals, families and small-to-mid-sized institutional investors through a one-stop platform. Using this platform,
GCSC hopes to provide access to an exceptional range of financial products such as equities, fixed income securities, deriva-
tives and mutal funds. GCSC's customers may expect utmost returns given the Securitdes' long-standing edge in product
design innovation as well as integrated resources made available by the financial holding company frameworle
GCSC has been a long-time market leader in finaneial product innovation. Our track record includes the following:
Bond Marlket Products

#® [ ead Manager of Taiwan's first CLO (Collateralized Loan Obligation) public offerings

& Market's first bond forward transaction

® Launched GCSC G-Bond Index, Corporate Bond Index and Convertibles Index

® Tannched the local monetary market's first bill transaction

o Completion of OTC's first bond redemption transaction

® One of the nine government bond dealers approved by the Central Bank of China (Taiwan)
Derivative Products

#® One of the first securities firms to secure approval to trade structured products

#® One of the first securities firms to secure approval to trade Convertible Asset Swaps

® One of the first secarities firms in Taiwan to usher in reset warrants

o One of the first securities firms in Taiwan to issue local warrants

Asset Management
. o 2004 2003
L] G(I]SC s.submdmry._, Grand l:?athsrl},r Maﬂagec} Fumrcs, was the first to ac- PR 22 =
quire a license to conduct discretionary trading services Bankiag e ek W T Tk o
¢ GCSC's subsidiary Grand Cathay Investment Services was the first 0 | g e amoun of Warants 1520 1,050
acquire a license to conduct discretionary trading services (NTSmillion)

® Grand Cathay Managed Futures was the first licensed Futures Brokerage  Taie Options Market Making 4510524 2127838

Company in Taiwan Trading Yolumz
Market Share - Trading Vidkums 2R 4905
Ranking - Trading Valom Mol Mo3
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i Transformation

Change is in the air. The new
management team has focused
efforts on asset quality
enhancement, organizational
restructuring and integration of »
internal operations. Having turned
around CDFH, we are ready to
meet new challenges
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Bond marketing and Product Award

tor do these days, as the
DFH. Tor that end, w

compelitiveness, whi
iR our

Bond market and merchandise

® GCSC acted as a co-arranger and lead manager for Credit Lyonnais' (now Calyon) NTS8.8
billion Collateralized Loan Obligation (CLO) transaction - the first publicly offered
securitization deal in Taiwan,

® GCSC is the first securities firm in Taiwan to begin bond forward trading.

o GCSC takes initiative in constructing domestic bond benchmark indices : Grand Cathay Gov-
ernment Bond Index, Corporate Bond Index, and Conwvertible Bond Index.

® (GCSC is the first securities firm to trade bills in the domestic money market.

® GCSC completed the first transaction through the Government Bond Lending System of Gre
Tai Securities Exchange (OTC in Taiwan).

e GCSCis one of the 11 Government Bond Primary Dealers selected by the Central Bank of
China,
Derivatives (novel financial product department)
o GCSC is among the first securities firms in Taiwan to issue structure notes.
e GUCSCis among the first securities firms in Taiwan to trade CB Asset Swaps.
® (GCSC is the first securities firm in Taiwan to issue reset warrants.
GCSC is the first securities firm in Taiwan to issue warrants.

Asset management operations
@ Grand Cathay Managed Fumures Corp. is the first managed futures company in Taiwan to
obtain the license for discretionary investment management business.
® Crand Cathay Investment Services Corp. s among the first investment advisory firms in
Taiwan to obtain the license for discretionary investment management business.

® Grand Cathay fumres Corp. is the first futures company in Taiwan.

Human Resources

At CDFH, we ources our bigpest asse “peaple™ to be the
iy roe of knowl . As ne tx are injected into

Hieving new levels of excellence,

£:]

Cultivation

In 2004 CDFH conducted a thorough review of our compensation scheme and overhauled
the systemn 1o reward personnel based on their position, responsibilities and aceountability. We
believe that a fair compensation and reward structure would help enlist and maintain talenis and
will also help establish a more accountability-oriented corporate cullure.

Communication

As an organization gets bigger, it becomes more difficult for management to stay Intact with
their staff. In response to such issue, CDFH holds weekly “happy hours”, during which President
Koo meets face to face with employees from all subsidiaries and informs them real-time of the
Company's future operations and strategies. In addition, all top executives have adopted the
“open-door policy”, which aims to replace top-down notifications with mutual communications.
We hope that with these efforts, we are able to establish a new corporate culture which allows
better communications betwesn management and employees, and results in smoother execution
of corporate strategies.

Challenge

Under the previous evaluation system, employees are notified of their performances through
their direct supervisors; which often cause them to focus on short-term results, and fall short of
encouraging them in potential future developments. We have thus in 2004 ushered in the 360-
degree core competitiveness feedback mechanism which draws on the opinions of not only the
supervisors, but also the employees' subordinates and peers. The feedback allows one to review
one's edges and deficiencies from an all-around perspective. The goal is to construct a clear
career roadmap for the employees, and would help them to explore areas that they need to en-
hance in order to add to their professionalism.

Learning

The right person at the right place! To have training resources put to their best usage, CDFH
has in 2004 established a training center in Nankang. Such a quality training space, coupled with
our training sessions’ double focus on banking knowledge and managerial skills, should enable
best learning results for trainees.

25




26

A Team of “ Elites ”

Upon the Successful Completion of the Program...

CDFH allows and encourages all employees who are interested, including those enlisted from the
“Elite Development Program™ to rotate amongst its subsidiaries, which gives employees greater expo-
sure to dilferent professional fields. Owverseas training is also available, for CDFH offers an on-the-job
training program through its overseas subsidiaries. During the six-month iraining period, employees
accepled into the program have the chance to broaden their international perspective and work experience.
They are expected to return with greater international investment experience and apply their newly
acguired skills to their jobs.

CDFH maintaing a well
ates with expertise in the | ) I, engi We place

Strovig erp

mize the Company's sharcholder value.

Leaders in the Making

To build its own professional workfores, CDFH has established an Elite Development program,
which offers just-out-of-campus graduates with tailor-made training; providing them access to a
“fast track™ career path inside CDFIL
About the Training...

These “elites™ spend 4-6 months in raining; the first few weeks of which an intensive, best-
in-class training program, followed by rotations Lo different departments which allows familiar-
ization of financial holding company operations such as research, marketing, and risk management,
ete. Upon completion of the training, the “elites” are then assigned to different departments based
on their interests as well as the departments' needs.

2004 CDIBs employes profie-education 2004 GCSCs emploves profie-education

2% Fhi3

0% FPhO

12% master
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Our Corporate Governance

Poat the series of financial seandals that swept through industries, including Tatwan's local chipmaker
ip Informatics Co, in 2004 and the ULS. Enron crisis in 2002, financial mar rel firn
have been trving harder than ever to regain shareholders” trusts. At CDFH, we've always

believed that the quality of corperate governance is a prime indicator of an organization's real
value. By instituting clearly defined and closely followed corporate povernance guidelines, we
protect our sharefholders” interests and wliimately enhance the value of the organization,

At a time when corporate scandals are many, companies must elearly define and adhere 1o
regulation and control to keep the investing public's rights intact and to prevent resources from
being wasted, In its Articles of Incorporation, CDFH has clearly defined its organizational struc-
ture and departmental functions and has also set up an independent internal audit department,
The head of the internal andit department is not permitted to perform any other duties in conflict
with the internal audit function. CIFH adheres to the guidelines set out by the Securities &
Futures Bureau of the Financial Supervisory Commission, the Taiwan Stock Exchange, the Bankers
Association and the Taiwan Securities Association regarding best practice and the principles for
corporate governance. Implementation includes:

® The appoiniment of independent board direclors and supervisors Lo enhance management
efficiency
® Increased transparency of corporate operations and financial information via updates and

disclosures on the official website, published financial statements, annual reports and inves-
tor roadshows

® Focusing on investor relations and setting up a dedieated investor relation section on the
corporate websiie

® Strengthening risk management functions and internal controls

29
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Our Risk Management

ient risgk manggement system do graraniee e ¢
. In line with domesti niernational regulators’ g
t and fo underpin (5 capital stric CDFH has put in place a ¢

FE AR toluding an appropriate risk management siruciure and reporiin

risk management-related matters. Risk management is led by an independent depariment.

The objective of CDFH's risk management is to seek a balance between risk and return to
maximize shareholder value. Accordingly, the risk management struclure and methodology has
been developed based on CDFH's business and management practices.

Organizational siructure

The board sets objectives and determines the acceptable level of risk for capital allocation and
establishes the appropriate level of the risk management department. The duty of the risk man-
agement department is to identify, evalvate and quantify risks, while the business departments
focus on preventing and remedying such risks.

Mark to market principle

‘Whenever there is marleet reference of value, all risk exposure and positions undertaken by CDFH
and its subsidiaries will be marked to market.

Inherent risks of revenues

All business departments are required to identify the risks in relation to the revenues they are
responsible for generating.

Risk evaluation method
CDFH has developed sysiemalic technigues o measure each Lype of risk and 1o estimate polential
losses in connection with positions taken and their correlation.

Thorough control of exposore limits
A total exposure limit is set for each type of business according to relevant regulations and risk
diversification requirements, and is set out in the internal business handbook.

Risk management reporting
CDFH and its subsidiaries are required to regolarly and periodically report on business risk and
control status,

Independent supervision

CDFH maintains the principle of keeping the risk management department wholly separate from,
and independent of, the business departmenis that undertake the risks. Related lunetions, such as
internal audit and legal functions are also included in the risk management mechanism and per-
formed independently,

Risk Management Structure

CDFH's risk management adopts a three-tier pyramid structure - the risk management
committee, the business departments and the risk management department of subsidiaries.

CDFH
Risk management Committee

CDFH
Risk management Departrment
|
CDIB GCSC
Risk management Committes Risk management Commithes

CDFH - risk management Committee

[ Head, management staff |

Adrminstration Quatas Operation Risks Bazel Il

Market risks. Credit risks Operational risks Other risks

CDFH:
** Risk Management Committee” — responsible for analyzing and controlling the overall
group's risks, and establishing the appropriate risk management policies and procedures.

** Risk Management Department” — support the Risk Management Committees and imple-
ment all risk management related policies and procedures.
CDIB:

** Risk Management Committee™ — responsible for defining and measuring risks, supervis-
ing risks undertaken by the subsidiaries, and reporting regularly to CIDFH's risk management
committee.

GCSC:

* Risk Management Committee” — responsible for defining and measuring risks, supervis-
ing risks underiaken by the subsidiaries, and reporting regularly to CDFH's risk management
commillee.

EX|
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Scope of Risk Management

The scope of CDFH's risk management covers all types of risk factors for CDFH and its
subsidiaries, both on and off the balance sheet. Risk factors are defined as those that will canse
the value of assets or liabilities to be negatively affected. There are three major types of risk
factors:

Market Risks

Market risks arise due to market price flucuations resulting in potential losses or lower than
expected returns for the assets and liabilities on the balance sheets.

Credit Risks

Credit risks relate to transaction counterparties' (including borrowers, investees or any trans-
action counterpart, etc.) defanlting or a deterioration of their credit rating. These primarily
consist of loan credit risks, investment credit risks (where the investment is already marketable,
it should be classifiad as a market risk), and settlement default risks.

Operation Risks

Operation risks are losses caused directly or indirectly by improper actions or a failure of
internal procedures, staff, or computer systems. Compliance risk is also regarded as part of
operation risks.

Compliance Measures for the New Basel Capital Accord

The New Basel Capital Accord was published in 2001. This stipulates that financial institu-
tions must introduce a new set of systematic measures in order to comply with the new Accord
that will come into effect in 2007. CDFH is taking the following measures to cope with these new
regulatory changes:

® Participating in the study group organized by the Bueau of Monetary Affairs and The Bank-
ers Association of the ROC

® Developing a quantitative database
# Providing quantitative information as performance feedback to business departments
& Highlighting the risks related to positions undertaken by business departments

Social Contribution

Sponsorship of Academic Interaction
CDFH is an active sponsor of academic foundations and seminars. We aim to develop the
sharing of international perspectives and research by providing a communication platform for
academics, industry experts and government officials. Activities and foundations that we have
supported this year include:
® Preparatory session for KT, Li Foundation's Digital Knowledge Seminar
® Academic Foundation for NTLU's Graduate Institute of Economics - “9th Seminar of Profes-
sor Liang Guo-Xu™
o Chung Hua Institution for Economic Research - “2003 - Entering a New Financial Era"”
® Epoch Foundation - Asia Indusirial and Economic Roundtable
® Mount Jade Science and Technology Association of Taiwan

® Taiwan Indusirial Technology Association.

Corporate Social Responsibility

CDFH actively promotes and participates in philanthropic activities and has consistently
provided support to under privileged members of society and to non-profit organizations. A few
charity events we have hosted this vear include:

® Taipei Zoo tour for children of Bethany Children's Home, Taiwan Fund for Children and
Families, and the First Social Welfare Foundation

® Sponsored “The Nutcracker” KIROV Ballet for children of the Taipei School for the Hear
ing Impaired, Taipei County Affiliated Chilren's Home of Christian Mustard Seed Foundation,
Child Welfare Service Center (Wanhua District, Taipei, Chinese Hsin-Chuan Association,
and Glory Foundation
Sponsorship of Fine Arts
CDFH has been a long-standing supporter of performing arts, including traditional Chinese
opera, classical music and contemporary Tadwanese arts. Major sponsorship for this year includes:

#» the Taiwan Connection Concert, orchestrated and performed by Chinese American musi-
cians Hu Nai-Yuan and Huan Hai-Lun

 the debut performance of Russian's KTROV Ballet
® Concert of the three-time Grammy Award winner for female jazz singer, Dianne Reeves
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INDEPENDENT AUDITORS' REPORT

The Board of Directors and Stockholders
China Development Financial Holding Corporation and Subsidiaries

We have andited the accompanying consolidated balance sheets of China Development Financial Holding
Corporation and subsidiaries as of December 31, 2004 and 2003, and the related consolidated statements of
income, changes in stockholders' equity and cash flows for the years then ended. These consolidated financial
statements are the responsibility of the Corporation's management. Cur responsibility is to express an opinion
on these consolidated financial statements based on our audits.

We conducted our audits in accordance with the Rules Governing Auditing and Certification of Financial
Statements by Certified Public Accountants, the Rules Governing Auditing and Certification of Financial State-
ments of Financial Instilutions by Certified Public Accountants and auditing standards generally accepted in the
Republic of China. Those rules and standards require that we plan and perform the audit to obtain reasonable
assurance about whether the consolidated financial statements are free of material misstatement. An audit
includes examining, on a lest basis, evidence supporting the amounts and disclosures in the consolidaled (inan-
cial statements. An andit also includes assessing the accounting principles used and significant estimates made
by management, as well as evaluating the overall consolidated financial statement presentation. We believe that
our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects,
the financial position of China Development Financial Holding Corporation and its subsidiaries as of December
31, 2004 and 2003, and the results of their operations and their cash flows for the years then ended, in confor-
mity with Criteria Governing the Preparation of Financial Reports by Financial Holding Companies, Criteria
Governing the Preparation of Financial Reporis by Public Banks (eflective January 1, 2004), or Guidelines
Governing the Preparation of Financial Reports by Securities Issuers (applicable to financial statements for
2003 and earlier), Criteria Governing the Preparation of Financial Reports by Securities Firms, Criteria Govern-
ing the Preparation of Financial Reporting by Fulures Commission Merchants and accounting principles gener-
ally accepted in the Republic of China.

As disclosed in Noie 3 1o the accompanying consolidated linancial statements, effective January 1, 2003,
China Development Industrial Bank Inc. (CDIB, a Corporation subsidiary) changed its method for evaluating
securities purchased. Starting in 2003, securities purchased are carried at the lower of cost or market of the total
investment portfolio instead of each invesiment portlolio. In addition, CDIB's sales and purchases of bonds
under agreements to repurchase or to resell were treated as outright sales or purchases. However, under the
Criteria Governing the Preparation of Financial Reports by Public Banks effective January 1, 2004, the repur-
chasefresell transactions will be treated as financing. Also, elfective May 27, 2003, in accordance with the rules
issued by the Gre Tai Securities Market (the over-the-counter securities exchange of the Republic of China),
Grand Cathay Securities Corporation's (a Corporation subsidiary) net gains or losses on bonds that are hedged
throngh interest rale swap contracts are determined on individual-security basis instead of the porifolio basis
used in prior periods.

Lesozte 2 Towcte
February 21, 2005

Maotice to Readers

The accompanying financial statements are intended only (o present the Gnangial position, results of operations and cash Mows in
accordance with accounting principles and practices generally accepted in the Republic of China and not those of any other
jurisdictions. The standards, procedures and practices to audit such financial statements are those generally accepted and applied in
the Republic of China.

For the comvenicnce of readers, the auditors' report and the accompanying financial statcments have been translated into English
from the original Chinese version prepared and wsed in the Republic of China. If there is any conflict between the English version
and the original Chinese version or any difference in the interpretation of the two versions, the Chinese-language anditors' report

and financial statements shall prevail,
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CHIMA DEYELOPMENT FINAMCIAL HOLRIMNG CORPORATION AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS

DECEMBER 31, 2004 AND 2003

{In Thousands of Mew Taiwan Dollars, Except ParValug)

2004 2003
ASSETS Amount ] Amount %
CASH AND CASH EQUIVALERTS b 374813 3 b 3753207 2
CLIE FROM THE CERTRAL BARE AMND CTHER BARES #439450 | 9 2320607 o
SECURITIES PURCHASED, MET 2361091 5 19465177 7
RECE[VARLES, MET GATIT 4 10,0149 357 4
ACCUIRED LOANS &.706, ] 66 1 14,133,142 5
OTHER. FIMAMNCIAL ASSETS - CLRREMNT 1435734 | 00,855 -
COFERATIMNG SECLIRITIES Z2E3BA12 12 29390678 Il
SECILRITIES PURCHASED UNDER AGREEMENTS TC RESELL FE1,155 3 ERITIER
LOARMS, DISCOUMNTS ARD BILLS PLRCHASED, MET 53064758 20 & 567 596 23
LOMG-TERM IMNVESTHERNTS
Stocks - Equity method 23440292 5 26751,386 10
- Cost method 54,025,466 2 58481740 22
Ciiher 13810277 5 2459 B4 |
Lang-term imvestments, net 21,276,035 35 87233010 33
PROPERTIES
Cost
Land |, 563.064 | | 97537 |
Buildings and facilitias I,853.48% | 2237308 |
Computer equipment g54.49 | - 58268
Transpartation equiprmert 7120 - 50458 -
Oither equinment 17,148 - | 15475
Leasehold improvements 153838 - 212807
Total cast 4765151 2 5451 287 2
Accurnidated depreciation 1,301,222 | |2 14660 =
3ART I I 4236627 .
Achvances for aoquisition of properties 25406 - 25,172 -
et properties 3473335 4261799 2
OTHER ASSETS 7085500 3 7628438 3
TCITAL b 2ebITesI9 100 $ 265006135 1 ()
SECURITIES LOAMNED TO CLISTIORERS 3 1431035 3 T34

Tha acoompamyAing notes are an intearal part of the consolidated financial statemants.

(With Delodtie & Touche audit report dabed Febeuary 21, 2005)

2004 2003
LIABILITIES AND STOCKHOLDERS' EQUITY Amount % Amount %
LIABILITIES
Short-termn loans 0515297 4§ ([41%338 4
Commercial paper payable | 526,178 I A0 07E 2
Securities sold under agreements to repurchase 40756111 16 26392 564 10
Liabilities for issuance of call (put) warrants, net |1 ],200 - G5,954 -
Dervatne financal product lizbilities - OTC 1,304, | 8 | | £50051 |
Call [ans frarm banks 3314942 I 13103437 4
Fayables &R 508 2 13615852 5
Crther current Eabilties 2175851 I 1 951,095 |
Dreposits and remittances 3343645] 13 40231434 15
Bank detentures payable 20, TR0 8 | 3,280,000 5
Eurcpean comvertible bonds, net of current partion 33T - (05 17204 4
Bonds payable 1 2, 0000000 5 |2 000000 5
Long-term loans FReE216 3 3294060 |
Crther labilities I 187621 - | 059 245 -
lotal frabalties |41 5080 22 150055,330 af
STOCKHOLDERS' BOUITT
Stock - authorized 20,000,000 thousand shares
Camman stock - 10 parwalue, msued - 1214247
theusand shares in 2004 and 11,250,818 thousand
shanes in 2003 |2, | 42470 43 | 12508, 180 43
Prefermed stack - %10 par value, issued - 625,000 thousand
shares 5,250,000 2 &, 250,000 2
Capital surplus
|ssue of stodk in excess of paraiue 26217520 ] 35,1 10548 13
Treasury stock transactions - - 26,067 -
Accurnutated |osses [ 9200 66) 41 i 201841y k)
Unreslized kosses on lorg-term investments [ 629978) - 68,292) =
Curnulative translation adjiustments [ 3688210 - 490,571 -
et loss not recoanized as pension Costs [ 25300 - - -
Treasury stock - at cost
Held by the Corporation - 650,895 thousand shares in 2003 : - [ 15123545 (6
Held by the subsidiaries - 881,45 thousand shanes in 204
and 927,719 thousard shares in 2003 (_ 15982887) (6) (  17.021093) (&)
Tatal steckhokders’ aouity | 15,406,005 45 | 14,570,795 43
TCTAL 3 2e0IT6EIT | 0 3 265026125 150
SECURITIES DEFOSITED BY CLUSTOMERS 3 12821390 3 IFELIZ1
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CHINA DEVELOPMENT FINANCIAL HOLDING CORPORATION SUBSIDIARIES
CONSOLIDATED STATEMENTS OF INCOME

TEARS ENDED DECEMBER 31, 2004 AND 2003
(In Thousands of Mew Taiwan Dollars, Except Loss Per Share)

COPERATIMNG BEVEMLIES
Incarme from [ong-tarm investrments
Gan on sale of investrents, net
Chther imvestrnent moome
Total incorme from long-terrm investrments
Irtersst
Service fees
Procaeds fromm aoquirad loans sokd
Income from securities, net
Prodt from issuing call {(put) warrants
Gain from futures transactions
Revenue from providing agent's senvice for stock affairs
Pevenue from derative finandal products - CTC
hher
lotal cperating reveraes

COFERATING EXFEMNSES

Propizmion for loss an leng-term investrments

Iterest (Mote 35)

Irvestment loss under the equty methad, net

Propizion for bad debts and lasses on guarartess

Less fram derfative inancial products - OTC

Prowision of allowance for decline in market value of
operating securties

Oiparating ard administrathe expensses

Crther

Total cperating expenses
CFERATING LOSS
MOMNOPERATIMG REVEMUIES AND INCOME
MNONOPERATING EXPEMNSES AND LOSSES
LESES O CONTINUING DPERATICNS BERGRE TAX

IMCCME TAx EXFERGE
COMPREHENSIVE LOSS

2004 2003

Amount % Amount )
3397895 5 2876418 0
| 454,088 101 967593 7
4851281 3z 3844011 T
4098535 27 443] 597 3l
|, 584495 I 1,303 474 9
1,572,780 11 684724 5
|, 100665 7 a9 6 3
515,570 4 279 386 |
ITAID 3 240821 2
206,580 | 218,733 |
96917 | THERE -
503001 3 57472 ]
| 5,008,325 100 | 432,810 [L%:2]
1G32518 &9 10475, 545 73
2302336 15 2043235 14
01,5952 [ e 19
Ba0E93 ] S570775 45
512073 4 542,983 il
210621 | - -
47082397 3l 4402553 30
256,368 i 89604 3
20075078 134 27208436 | B
(5066827)  (34) {12.775,626) (RH)
L2155 13 T53EET L
514747 3 417707 3
{(3540415)  [24) {12:435,708) (&)
1203475 8 TE0EE 5
(4763534 ) 3 [ 13,68845) 21}

2004 2003
Amaount kA Amount o
CLRMULATIVE EFFECT OF ACCOUNTIRG CHARMGE -
Evaluation of securtes purchased - 173,231
Evaluation of hedpged interast rate swap contracts {net of
income tax beneft $15,.206) § 45619) -
COMSOLIDATED BET LOSS [ 4763854} I 13,041,235) {50}
Pretax After-tax Pretax After-tax
LOSS PER SHARE
Basi B 5 3 I - 1407
Ciluted 3 042y F B 133} & 1.4

Fre forma infarmation had there been no change in the methad for evaluating securties purchased and interest rate swap contracts:

COMNSOLIDATED MET LOSS
LSS PER. SHARE

Basic

Ciluted

Tha Accompamying notes are an inteoral pact of the consolidated financial statemants.
(With Deloitte & Touche audit report dated Februasy 21, 2005)

2003

Pretax After-tax

§ o (12435.706) 5 (13.068845)

& 134) 3 142)

5 134) [ 142)
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CHIMNA DEYELOPMENT FINANMCEAL HOLDIMNG CORPORATION AMD SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CHANGES
IN STOCKHOLDERS' EQUITY

YEARS EMDED DECEMBER 21, 2004 AMD 2003

(In Thousands of Mew Taiwan Dollars, Except Dividends Per Share)

Unrealized Mat Loz
Stock Retained Earnings [Accumuizted Losses) Lossas an Curmwulztive not Treasury Stack
Comman Stock Preferred Stock Capital LInappropriated Long-term Trarslation  Recognimed Held by the Carporation Held by Subsidiaries Tatal
Shares(in Sharas(in Surplus Legal Special Earnings Irvastmarnts Adistments &5 Pansion Staares {in Staares {in Seackholdars’
Thousands) Amount Thesands) Amount Resaryve Resarye {Dficits) Subeotal Coasts Thousands} Amount Thousands} Amount Equity
BALAMCE JAMLARY |, 2003 I07eserd & I0RARETAT AISO00 3 AIS0M00 3 A1BelS § 13047 § &1 33 . al45796 § A164576 B 1136863 3 ARG % - oSOESSY R I5123545) [ S14400 R ITIGIM) § 12847308
Appropnation of 2002 camings:

Legal and specel reserve - - - - - &l 4580 405832 § SEI0AIL) - - - - - - - - -

Cash chvidends - 50085 pershae - - - | RS9 . - [ FEEA TETA ] - - - - = |

Prefermed dhvicends - = - - = = - § SI0000% [ S0000, - R = - = = -0 200007

Beruses ard remunerations o

[Directoes and supervisons . - - - [ B0 [ B0 - - - - =0 ALY
Ernployees - stocks BI9 8194 - - - - - g 3194y ( 8,154} - - - - - - - -
Capialization of capital surphs - 05 per

share A965 ABB05E0 - - 49E0%e0) = - - - - - = - = = E =
Trardiation aciustrrents on estrents of

equity-method investess - - = [ 195530 - - . - f 29555
Femveerzal af unreakeed losses on lorgsterm

invastrments recognized under the

ety method - - - - - - - - - |, |6857] - - - - - - 168571
Write-off of treasury stock - Grand Cathay

Saourites Comperston [ IREn [ Il . - 3634 - - g - - - - - - |77 140053 -
Repurchass of tressury stock: - Fret Taman

Saqurities I - - - - | Iy o EX RN e
Ressle af tressury stock - Frst Tawan

Sequrities Inc . 33 - - - - - . a0 all4 Hl4F
Trargtr of treasury stods to employees -

Grarud Cathay Securities Carporation 45 - - - - - - 6330 108 ERNE
Stk cividends received by subsidianes

frem the Corpanaton - - - - - - - - - - - - - - [ 37850 - -
Consolidazed net loss in 2003 . . . - [ [312E3) [ 13041253) - - - - - = [ 130l

BALANCE DECEYBER, 31, 2003 [ 1250818 | 12508,130 E25000 250,000 36036615 67 5T 42| 1765 [ 13041233} {  BIOL&EIY | G825 57| = 63089 (15123545 ( AT | 17021053 | 14370755
Aeoumulated defet offset by legal reserae - - - - [ SVETASD) [ AITAETY [ 1ADS|66) 13041233 787440 - - - - - - - -
[Faraation adjustrments on investrments of

eqquity-method imestees - - - - - - - - - - E8E) - - - - -0 833331)
Urredized ksses on long-term imvestments

recognized undar the equity methed - - - - - - - - E | 5al 58] = = = = B - 56l 686)
Write-oif of treasury stock - China

Ceveloprent Industrial Bank inc. [ 38570 305,710 { I31,255) [ 4106370 ([ 410837 - - - 38571 ST
Trarefer of treasury shodks o employees -

Grand ‘Cathay Sequrifies Corporation . . . . [ 5,168} | 3,168} - - - . . SEFT | 3060H |25436
Trarsfer of Furopezn comertibie bands - - - - - - - § Sa6266) [ 5A16265) - - - AS0E9 15, 23545 - - A9 I
et boves ot recognized as persion costs - - - = [ 2530 - - - - 2530
Consolidated net ioes in 200 - - - - - - - [ ATEAMY [ ATeIAM) - - = - - - - ATe3EM)

BALANCE DECEYBER 21, 2004 1214247 5 12142470 625000 § 6250000 F  252|TIH 3 SO I s B 10B0GSES) H  FRMLIGE) R 29078} B[ 3SHEXD) B[ 2530) % - % - [ BBIASI) ) 155E2EEY) & 118406009

The accomparing notes ars an integral pact of the ooneal idated finaneial atatemnsate,
(With Deloitte & Touche sudit report dated Februamy 21, Z005)
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CHIMNA DEVELOPMENT FIMAMCIAL HOLDIMNG CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS

TEARS ENDED DECEMBER 3|, 2004 AND 2003

(In Thousands of Mew Taiwan Diollars)

CASH FLOWYS FROM OFERATING ACTIITIES
Consolidated net loss
Adjustments 1o recancile net kes to et cash prosided By (usad in) oparating
ACivies:
Pronsian for lass on long-term imestments
Inerease {dacreasa) in payables
Decreass in seourties purchased for Trading purposes
Icreass (decrease) in secunties sold under agreements 1o repurchase
Decrease fincrease) in acouired loans
Increase i operating securities
Decrease {increase) in seourbes purchased under agreements to resell
Decrease {increase) in recehables
Prondsion for bad debts and losses on guarantess
[rvestment loss under the equity methad, net
Irerease in receiable armcunt for margin loans, refirancing rargin and
refinancing deposit receivable
Futures frading margin
Deposit payable for securities finandng
Adjustrment in exchange gain en European comvertible bonds
[rcreass in secumbies financing guarantee deposit
Cash dividends recebead from the aquite-method mestess
Depreciation and amortization
LLoas (gain} cn change in fairvaiie of call (put) warrant liabilites
Prendzion for {reversal of) losses on operating securities
|ncrease (decrease) in other ourrent: lizbilities
Decrease in repurchased of issusd call {put) warants
Persion benafit payrmants charged against reserse
Increase (decrease) in dervative fingndal product liabilities
Lioas {gain) on change in fairvalie of repurchased of issued call (put)
wearrant
Prondsion for pension expenses
Prondsion of allaance for loss on idle assets
Irerease (decreasa) in call (put) warrant labditias
Amortization of premium on bonds payable
Provisian for {reversal of) trading |oases reserve
Ircrease in deferrad income taxes
Increzse in other financial assets - curent
Cash flow from debitfcredit fems for consgned trading
Prevdsion for {reversal of) losses an collaterals assumed
Reversal of allowance for decline in market value of securities purchased
LLoss on disposl of collatersls assumed
Oither
et cash provided by (Used in) operating actiities

(Comi dimeed)

2004 2003
B 4763894) 3 13041233)
10312518 10,475,565
{  7.746728) 6,650,806
BB57 713 356,503
55900120 (  4370973)
3402868  (  9.800039)
[ 3307350 &l &35 )
[ 1,256,161 24,562
1042488 ( 713,686)
34,564 £,684 680
911952 2777707
{ §79724) [ 2889471)
( 654355)  ( 542.830)
599,379 132653
{ 575467)  ( 495911)
484774 121,520
425,408 374,132
375464 474,783
348500 | 400}
210621 54,033)
{ R0 538,132
{ 167.675) 217,854)
{ 142.553) 106,408 )
| 1 39,756) I, 194,875
{ 96,384) 51,05
e 110,127
30,000 -
( 68,500) 210,500
I 452047 | 5,285 )
( 44541) 89,198
( 7424) 255428)
{ L [0r) T 209,062 )
{ 24673) 31,797}
{ 18981) 36,013
S0 550,041 )
E 30,549
181,354 657,898
| 1,835,654 § 2535543 )

CASH FLOMWS FROM IMVESTING ACTIVITIES
Increase in long-term imestments
Drecrease in loans, discounts and bills purchasad
Increzse in securties purchased under agresments to ressll
Cost of l[ong-term investrments sold
Increass in due fram the Central Bank: and ather banks
Decrease {increass) in restricted assets
Increase in other assets
Acauisiion of properties
Proceeds from acquired loans sold
Proceeds from liquidation and capital decrease of investess
Proceeds from disposal of properties and idle assats
Met cash used in investing actvities
CASH FLOWS FRCM FIMNARCING ACTIMTIES
Inereass in securities sold under agreemants o repurchase
Increzse in bank debentures payable
Decrease in depasits and rernittances
Increase (decrease) in call loans from banks
Increase in long-tem loans
[ncrease (decrease) in commencial paper payeble
Increass (decrease) in short-term loans
Inorease (decrease) in other liabilities
Peissue of treasury stock
Increass in bonds payable
Decrezse in European convertible bonds
Cash dividends paid
Payment of preferrad diidends
Remuneration 1o directors and supervisors and bonus to employess

et cash prendded By financing activities

IMCREASE | CASH ARD CASH BEQUNALERNTS
EFFECT OF EXCHAMGE RATE CHARMGES
CASH AND CASH BEQUNMALENTS, BEGIMMIMNG CFYEAR
CASH AND CASH EQUNMALENTS, END OFYEAR
SLIPFLEMERTAL DISCLOSURE OF CASH FLOW IMFORMATION

Interest paid

Inearme tax paid
FIOMCASH INVESTIMG ACTIVITIES

Common stock corverted from ECBs with one-year matunties
Choerating saourfties reclassified as other long-termn investments

The acoomparying notes are sn Integral peart of the coneol 1dated finsncial atatementa.

{With Deloitte & Touche mudit report dated February 21, 2005)

2004 2003
$  (0633859) § (11,526930)
8,669,825 13516872

[ RS 08) -
3663473 4,297,798

{ 1189432)  (  7A73.074)
835427 ( 1,089,168)

[ 374397 (1 537807)
{ 190972) 375553
1 83,000 F3000
105,450 =
55452 20543

{ 12773038) 3185319)
8,324,303 :
TE00000 1 100,000

{ &794783) (  3304867)
[ 6788495) 3751447
4674856 2,725,505

{ | B07.877) 2,209544
{ B48.409) #3017
254057 § 135428 )
125,435 92,703

: 5,000,000
(7215657}

=t 846,780 )

= 520,000

- ¥ 186,232 )

4,639,128 7,500,192

3701 784 1,779,330

[ e TR | | 6,745
3753207 1,990,625
$  73T4BI3 § 3753207
$ 265191 § 237300
3 715526 & 115,706
%+ 9501154 & :
3 I0Z160 5 -
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INDEPENDENT AUDITORS' REPORT

The Board of Directors and Stockholdars
China Development Financial Holding Corporation

We have andited the accompanying balance sheets of China Development Financial Holding Corporation as
of December 31, 2004 and 2003, and the related statements of income, changes in stockholders’ equity and cash
flows for the years then ended. These financial statements are the responsibility of the Corporation's management.
Owur responsibility is to express an opinion on these financial statements based on our audits.

We conducted our andits in accordance with the Rules Governing Anditing and Certification of Financial
Statements by Certified Public Accountants, the Rules Governing Auditing and Certification of Financial State-
ments of Financial Institutions by Certified Public Accountants and auditing standards generally accepted in the
Republic of China. Those rules and standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement. An audit includes examining,
on a test basis, evidence supporting the amounts and disclosures in the financial statements, An audit also
includes assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our andits provide a reasonable basis for
our opinion,

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial
position of China Development Financial Holding Corporation as of December 31, 2004 and 2003, and the
resulis of their operations and their cash flows for the years then ended, in conformiry with Criteria Governing
the Preparation of Financial Reports by Financial Holding Companies and accounting principles generally
accepted in the Republic of China.

As disclosed in Note 4 to the accompanying financial statements, effective January 1, 2003, China Develop-
ment Industrial Bank Inc. (CDIB, a Corporation subsidiary) changed its method for evaluating securities
purchased. Starting in 2003, securities purchased are carried at the lower of cost or market of the total invest-
ment portfolio instead of each investment portfolio. In addition, CDYIB's sales and purchases of bonds under
agreements to repurchase or to resell were treated as outright sales or purchases. However, under the Criteria
Gaoverning the Preparation of Financial Reports by Public Banks effective January 1, 2004, the repurchase/
resell transactions will be treated as financing. Also, effective May 27, 2003, in accordance with the rules
issued by the Gre Tai Securities Market (the over-the-counter securities exchange of the Republic of China),
Grand Cathay Securities Corporation's {a Corporation subsidiary) net gains or losses on bonds that are hedged
through interest rate swap contracts are determined on individual-security basis instead of the portfolio basis
used in prior periods.

We have also issued an auditors’ report on the conselidated financial statements of China Development Fi-
nancial Holding Corporation as of and for vears ended December 31, 2004 and 2003, in which we have express
a modified ungualified opinion.

Fehruary 21, 2003

Motice (o Readers

The accompanying financial statements are intended only to present the financial position, results of operations and cash flows in
accordance with accounting principles and practices generally accepted in the Republic of China and not those of any other
jurisdictions. The standards, procedures and practices to andit such financial statements are those generally accepted and applied in
the Republic of China.

For the convenience of readers, the anditors' report and the accompanying financial statements have been translated into English
from the onginal Chinese version prepared and wsed in the Republic of China. If there is any conflict between the English version
and the original Chinese version or any difference in the interpretation of the two versions, the Chingse-language auditors' report
and financial statcments shall prevail,
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CHIMNA DEVELOPMENT FINANCIAL HOLDING CORPORATION

BALANCE SHEETS

DECEMBER 31, 2004 AMD 2003

{In Thousands of Mew Taiwan Dollars, Except ParValue)

ASSETS

2004

2003

Amaount

Amount

% LIABILITIES AND STOCKHOLDERS EQUITY

CLRREMT ASSETS
Cash and cepasits
Receivables
Prepaid expenses
Total current assets
LOMG-TERM EQLITY INVESTMENTS
Equity method
Cost method
Long-=tarm equety investments, net
PREIPERTIES, MET
OTHER ASSETS

TOTAL

The accomparying notes sve an Inteogral part of the financds] stavemsats.
iWith Deloitte & Touche sudit report dated Februamy 21, Z005)

3283504
116596
5844

B

924851
528210
il )

CLRRERMT LIABILITIES
Bank loare
Commercial paper payabls

- Eurcgean convertiile bonds, net

4,105,344

| 40576

I Fayabies

| |3,883.330
3000000

g

|27 264,729
| RO OO

Total current abditias
az LOWG-TERM LIABILITIES
TS Corporate bonds payable

|29 B83,330

&7

137264729

a5 Eurcpean convertble bonds, net

| 6564

2230

- Total leng-termn habidites

546G

73095

B COITHER ASSETS

B

134,31 280

|00

3

3881330

Total liabikties
STOCKHOLDERS: ECUITY
Stock - authorized 20,000,000 thousand shares
Carmman steck - 510 par value; issued | 1214247
thousand shares in 2004 and | |, 250,818 thousand
shanes in 2003
Preferred stock - §10 par value; issued 625,000 thousand
shanss
Canital surplus
[ssue of stock in excess of parvalue
Treasury stock transactions
Accumidated losses
Unrealized losses on long-tenm imestrmants
Cumulative translation zdjustments
et loss not recognized &5 pension Costs
Treasury stock - at cost
Held by the Corporation - 650889 thousand shares in 2003
[Held by subsidaries - 881,45 thousand shares in 2004
and 927,719 thousand shares in 2003
Total stackholders’ ecuity
[0 TOTAL

2004 2003
Amount % Amount %
b Bl 15297 & i G654 1 5
SO0000 410,000 -
394379 - - -
THB TS I 243755 =
2897954 7 7323 186 5
6,000,000 ] G 00N000
- - 10,517,204
[T 5 |65 14204 12
BE4| - | 45 =
15,506,795 e 23840535 i3
| |12, 142470 83 12508, 1 50 Bl
250000 5 G, L0000 5
el il 20 36,1 10,548 6
- = 26067 -
§ 220 es) {7 § 8201 6417 (&)
[ G629.775) {1) [ &B,253) -
§ 38,820 - 430571 -
[ 25309 - -
- [ 15,123,545) (11
[ | 5502887} (il [ 102103 (1)
| 18,400 0 BE | 14570795 83
T 13431280 1L 3 138801,330 |20
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CHINA DEYELOPMENT FINANCIAL HOLDING CORPORATION

STATEMENTS OF INCOME

TEARS ENDED DECEMBER 31, 2004 AND 2003
(In Thousands of Mew Taiwan Dollars, Except Loss Per Share)

CPERATIMNG REVERLIES
Irvestrnent incorme under the eouity method
Irvestrment income
CHber revenus
Total operating reverues
COPERATING COSTS
Imvestrment boss under the equity method
GROSGS LOG5
OFERATING EXPERSES
COPERATIMNG LOGES
MORCRERATING INCOME AND REVERUIE
MOMOPERATIMG EXPERSES AMD LOSSES
L35S BEFORE [MOOMETAX
IMCCHE TAX EXPENSE
MET LSS

2004 2003
Amount ¥ Amount %

i 995, 158 £5 3 | 248455 72

523492 4 533,808 25

B354 | B, 736 -

| 527634 |G | B73 033 130
[ g 60FFTY {4030 (145133500 (YA
i 4633143y ( =03y [ 12833l &72)
[ 478492y [ 32) | 405297 3 22}
I S000835) 335) ([ I3039e08) { 634)

068 &33 7 451433 24
[ 271540 [ 18} ([ 573180 {14}
[ 4314882 ( 283) ( (2845493 ( 6&H4)
[ 9012y { 29) | 1957400 (10}
. A7edERty 31Xy B E041233 ) 8R4

2004 2003
Pretax After-tax Pretax After-tax
LSS FER SHARE
Basic Fil 050y & 054} H 138) & 1407
Ciluted 5 050y % 054 138 3 1407

Pro: formia information under the assumgtion that the Corporstion’s shares held by its subsidizries were not treated &5 treasury stodk

2004 2003

Pretax After-tax Pretax After-tax
MET LOSS B 4314882) B 47638%4) B 12845493) S 13041.233)
BASIC LOSS PER SHARE $i 046) 9 050} % 128) [ 1.30)
DILUTED LOSS PER SHARE 5 046) 9 050) 5 128) 8 1.30)

The accomparny o rotes Are an integreal part of the financial statenssts,
(With Delodtie & Touche sudic report dated February 21, Z005)
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CHINA DEVELOPMENT FINANCIAL HOLDING CORPORATION

STATEMENTS OF CHANGES
IN STOCKHOLDERS' EQUITY

YEARS ENDED DECEMBER 31, 2004 AMD 2003

(In Thousands of Mew Taiwan Dollars, Except Dividends Per Share)

Stock
Preferred Stock

Stares(n
Thousands)

Common Stock
Shares{in
Thousands)

Amount Amount

BALAMCE JAMLIARY |, 2003
Aopropraticn of 2002 esmings
Lesgal and special reserve - - -
(Czsh chvicends - 30085 per stere - - - -0
Prefirred dhadends - - - -
Beruses znd remunerations T
Directors and supervisars - - . -
Ernployees- siocs 519 8154
Capitalimtion of capial surplus -
205 per dhare
|Frslzhon sofstrenis on
iwestments of equity-methed
inesises
Reversal af urrealzed losses on
boee-termn imvestrments
recognized undar the equity
Wrte-off of treasury siock - Grand
Cathay Seaurities Corparation [
Repurchass of treasury stock - Frat
Tamvan Securiies inc. - - - =
Resale al treasury stock - Frst Taksan
Saourifies Inc
Trarsfer of treasury shodks o employees -
Stock: chvidends recened b subeicdianes
fren the: Comporation . - . -
Mt oz m 203 ; - = - =

IG/e56/4 §  107ER6/37

43607

£AB0FE0 : i

17770 | 177711) - =H

5000 3 BLNO0N0 3

Rarained Earnings

[Accumulated Losses)

Capltal
Surphus

41260597 §

|09.59ﬂ]-|

£FE0360)

36347)

EH

45

Legal Special
Reserve Reserve
13048 & £33

4 X5832

3] 4,580

BALAMCE DECEMBER 31, 2003 | 250818 | 2508180 s25000 6,250,000
Acoumilated deficit offiet by lesd

MEsene . - - -0
Trarefation acjustrents on imastments

of equityernsthod Fwestess
|nreakzed kazses on long-term

imastments recognized under the

ey mehod : - : -
White-off of treas iy stock - China

Development Industrial Bark inc. §
Trarsfer of treasury shodks o employees -
Trarsier of Furopesn comertible bonds - - . -
Ishet ks mot recognized as persion oosts . - - -
Pulet Inss i 2004 - - - -

LT AR50 : -

36,1 36515

9TETALY) [

1313255)

AT BT 421 |65

EUTSIT) ( 26D6168)

BALAMCE DECEBER 31, 2004 LLE4247 5 (124470 S50 3 6250000 %

2175

- § 56T

'The accomparmying notes are an inteqral part of the financial statements.,
{With Dedodtbe & Touche sudit report dabed Februaoy 21, 2005)

Linappropriated

Earnings
{Deficits)

Subgatal

Unrealzed
Lozses an
Leng-term
Irrvestments

Cumalative
Trarshtion

Adistments

Treasury Stack

Held by the Corporation

Held by Subsidiaries

Amount

Shares {in
Thousands)

Amount

Tatal
Stockholders”

Equity

6145796 5
4820412)

TN (
SH0000)

0000) (.
BIM) (

|3,¢}1|233_] [

LA Ler

?ﬁ?,lm:..ﬁ
520000

0000,
B34

| 30H1.233)

T [ ) T 6 A

[ 2553

I, 1E857 -

L

15113545

{

[ R4 §

17771
)
0

6830

37850)

(

7367314 &

214053
EANE I
3114

FLL

| 28473053
BTy
20,000

B0,000)

Hh530)
I16a571
3004)

3147

03

|30‘1|.133-]

(

131233 o

13041233

A0ET |

5led)
SEIEIEE [

763894 (

801 E41)

S FET A0

0637

5,168)
5626266)

A7T63594)

(

{

£3,250) 430571

[ E35331)

561,686) -

{ 650899) |

2530

B0

3557

FEHT

I5,123545) [ 2779

1021 053)

W02

130EH

| 14570735

59,33}

541 £86)

| 35436
F4ET LTS
2.530)
ATEIAM)

3 |DA05DE5)

92L168)

it

GIOSTE) B 3eBEID H

253 %

[ aal4sl W

I5AE1E8T) §

| 1806003
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CHIMNA DEVELOPMEMNT FINAMCIAL HOLDIMNG CORPORATION

STATEMENTS OF CASH FLOWS

YEARS ENDED DECEMBER 21, 2004 AND 2003

{In Thousands of Mew Taiwan Dollars)

CASH FLOWS FROM OPERATING ACTIMTIES
et loss
Adjustments to reconoike net koss to et cash provided by operating acthities
Irestrrant loss Lnder the equity method, net
Cash diidends receved from the equity-method mesteas
Adjustment in exchangs gain on European convertible bonds
Deprecistion and amartizaton
Amartization in premium on corporate bonds peyable
Prendgions for pansion expensas
Preferred cash dividends recened
et charges in cperating assets and liabilites:
Recenables
Prepaid expenses
Payables

Mt cash pronided by operating activities

CASH FLOWYS FROM IMVESTING ACTIVITIES
Acguisttion of properties
Imcrease in other assets
Drecrease in long-term imestrment

Mt cash prosdided by (Used in) imvesting activities

CASH FLEWS FROM FIRARCING ACTIVITIES
Imcrease (decrease) n bank loans
Imerease (decreass) i commescial paper payable
Increase (decrease} n other lizbilities
Crecrease in European convertile bonds
Increase in corporate bands payable
Cash dividend
Payment of prefermed paid dividends
Remuneration to directors and supemisors

et cash prosided by (Used i) findncing activities
IMCREASE [DECREASE) N CASH ARD DEFODSITS

CASH AMD DEPOSITS, BEGIMMIMG CFYEAR
CASH AND DEFOSITS, EMD OFYEAR,

2004 2003
B ATEIET4) B[ 13041233)
5.1 65,585 3,154,855
920,169 4,800,426
{ T T T | 49501
70,354 208,288
{ 46204) | | 6,285 )
3700 .
- 520,000
| SEBIES) 527,159 )
I568 | 1352)
544523 230,361
731852 5,287,530
( TEAE) | 1,502)
{ | 687) 57301 )
- | 444,405
{ 9,233) I 335,602
| 445888 | 3,700,584 )
190000 550,000 )
[ 55) 165
[ T215657)
- 6,000,000
[ 846,780 )
= 520,000 )
[ 0,000
l635831 | 6932301
2358550 309,305 )
924,954 1234263
% I2WI5H 5 924,354

SUPFLEMERTAL DISCLOSURE OF CASH FLOW INFORMATICHN
Iterest paid
Income tax paid

FOMCASH INVESTIMNG ARD FIMARCING AZTIWVITIES
Common stocks comverted from European convertible bondswith one-year
rraturities

The acoompaImy-ing notes are an integral peort of the financial statements,
(With Delodtie & Touohe audit repoct dabed Februarsy 21, 2008}

2004 2003
£ 76,668 % 233,006
5 402 % 502
5 2501154 %
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Pested on COFH's company
wibiive under “lnvestor Relaticns™

2003 Financial Statements
Posred on COFHSs company
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