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Chapter 1 Corporate Information

1. Basic Corporate Profile
Legal Name of the Company
FRIBITIRD AR A A (abbreviated as A RIETT)
English Name of the Company
ZHONGYUAN BANK CO., LTD." (abbreviated as ZYBANK)
Registered Office

Zhongke Golden Tower, No. 23 Shangwu Waihuan Road, Zhengdong New District
CBD, Zhengzhou, Henan province, the PRC

Headquarters in China

Zhongke Golden Tower, No. 23 Shangwu Waihuan Road, Zhengdong New District
CBD, Zhengzhou, Henan province, the PRC

Principal Business Place in Hong Kong

40/F, Sunlight Tower, 248 Queen’s Road East, Wanchai, Hong Kong
Board of Directors

Executive Directors:

Mr. DOU Rongxing (Chairman)

Mr. WANG Jiong "

Mr. LI Yulin @

Mr. WEI Jie @

Non-Executive Directors:

Mr. LI Qiaocheng "

Mr. LI Xipeng
Mr. Ml Hongjun @

7 Zhongyuan Bank Co., Ltd. is not an authorized institution within the meaning of the Banking
Ordinance (Chapter 155 of the Laws of Hong Kong), not subject to the supervision of the
Hong Kong Monetary Authority, and not authorized to carry on banking/deposit-taking
business in Hong Kong
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Independent non-executive Directors:

Ms. PANG Hong

Mr. LI

Hongchang

Mr. JIA Tingyu "
Mr. CHAN Ngai Sang Kenny "

Notes:

(1)

(2)

3)

On March 16, 2018, the Bank held the first extraordinary general meeting of 2018, to
re-elect each of Mr. DOU Rongxing and Mr. WANG Jiong as an executive Director,
each of Mr. LI Qiaocheng and Mr. LI Xipeng as a non-executive Director, and each of
Mr. LI Hongchang, Ms. PANG Hong, Mr. JIA Tingyu and Mr. CHAN Ngai Sang Kenny
as an independent non-executive Director of the second session of the Board. Ms. HU
Xiangyun (#H#8%), an executive Director of the first session of the Board, did not offer
herself for re-election at the first extraordinary general meeting of 2018 due to her
retirement, and has retired as the vice chairman of the Board, an executive Director,
the member of Strategy and Development Committee, the Related Party Transactions
Control Committee and the Executive Committee under the Board with effect from
March 16, 2018. For details, please refer to the announcements dated January 20,
2018 and March 16, 2018 and the circular dated February 22, 2018 of the Bank.

On March 16, 2018, the Bank held the first extraordinary general meeting of 2018,
to appoint each of Mr. LI Yulin and Mr. WEI Jie as an executive Director, and Mr.
MI Hongjun as a non-executive Director of the second session of the Board. The
appointment of Mr. WEI Jie, Mr. LI Yulin and Mr. Ml Hongjun as Directors were
approved by the banking regulatory authorities in the PRC on May 9, 2018. For details,
please refer to the announcements dated January 20, 2018, March 16, 2018 and May
14, 2018 and the circular dated February 22, 2018 of the Bank.

Mr. HAO Jingtao, an executive Director of the first session of the Board, has resigned as
an executive Director, the executive vice president, and a member of the Strategy and
Development Committee, the Related Party Transactions Control Committee, the Risk
Management Committee and the Executive Committee under the Board of the Bank
with effect from January 20, 2018. On March 6, 2018, Mr. HAO Jingtao was elected as
an employee representative Supervisor by the meeting of employee representatives
of the Bank. On March 28, 2019, Mr. HAO Jingtao was elected as the Chairman of the
second session of Board of Supervisors of the Bank by the Board of Supervisors of the
Bank. On January 17, 2019, Mr. ZHAO Ming, a shareholder representative Supervisor
of the Bank, resigned as a shareholder representative Supervisor and a member of
the Supervision Committee under the Board of Supervisors of the Bank as he intended
to concentrate on other business commitments. On the same day, the Bank held
the sixth meeting of the second session of the Board of Supervisors, at which Mr.
PAN Xinmin was elected as a candidate of external Supervisors of the Bank and the
proposed election was submitted to the general meeting of the Bank for approval. For
details, please refer to the announcements dated December 26, 2017, January 20,
2018, March 6, 2018, January 17, 2019 and March 28, 2019 of the Bank.
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Legal Representative
Mr. DOU Rongxing
Authorized Representatives

Mr. JIA Tingyu
Mr. ZHANG Ke

Joint Company Secretaries

Mr. ZHANG Ke
Ms. LEUNG Wing Han Sharon

Unified Social Credit Code

9141000031741675X6

Financial Licence Institution Number

B0615H241010001

Auditors

PRC Auditors

KPMG Huazhen LLP

8/F, KPMG Tower E2, Oriental Plaza, 1 East Chang’an Avenue,
Dongcheng District, Beijing, PRC

International Auditors

KPMG
8/F, Prince’s Building, 10 Chater Road, Central, Hong Kong

Legal Advisors as to PRC Laws

King & Wood Mallesons

20/F, East Tower, World Financial Center,

1 Dongsanhuan Zhonglu, Chaoyang District,
Beijing, PRC
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Legal Advisors as to Hong Kong Laws

Paul Hastings
21-22/F, Bank of China Tower, 1 Garden Road, Hong Kong

Compliance Advisor

Central China International Capital Limited
Suite 3108, Two Exchange Square, 8 Connaught Place, Central, Hong Kong

H Share Registrar

Computershare Hong Kong Investor Services Limited
Shops 1712-1716, 17/F, Hopewell Centre,
183 Queen’s Road East, Wanchai, Hong Kong
H Stock Code

1216

Preferred Stock Code

4617

Investor’s Enquiry

Website Address:

http://www.zybank.com.cn

Contact Telephone No.:

(86) 0371-85517898

Fax:

(86) 0371-85517892

Email:

Dongjianban@zybank.com.cn
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2. Company Profile

Zhongyuan Bank Co., Ltd, the only provincial corporate bank in Henan Province,
was established on December 23, 2014 with its headquarters located in Zhengzhou
City, the capital of Henan Province, PRC. As of the date of this annual report, the
Bank is operating 18 branches and 2 direct sub-branches with a total of 457 outlets
and over 13,000 staff. As a major promotor, it established 9 county banks and 1
consumer finance company in Henan Province, and was listed on the Main Board of
the Hong Kong Stock Exchange on July 19, 2017.

Since its establishment, Zhongyuan Bank has positioned itself as “approaching
citizens, serving small and micro enterprises, supporting agriculture, rural areas
and farmers and promoting regional economic development (TR, RIE/MK.
SEBE=ZE. HIEREKEZEE) in the market in accordance with the development
goal of “developing Zhongyuan Bank into a leading commercial bank” advocated by
Henan Provincial Committee and the provincial government, actively implemented
the development strategies of “offering featured products in traditional banking
business, accomplishing break-through by innovation and taking first-mover
advantage in developing future banking (BT @, BIFTERKZRE, KRBT
Sk{E%t)”, and adhered to reforms and innovative development with every endeavor
to support local economic construction and to serve the society, achieving good
results in both operations and development. As of December 31, 2018, the total
assets of the Bank amounted to RMB620,444 million, various deposits (excluding
accrued interest) amounted to RMB346,189 million, and various loans (excluding
accrued interest) amounted to RMB254.37 billion. The Bank was recognized as “Ten
Best City Commercial Banks (FFE T1{EMME ¥ #R1T7)" for 4 consecutive years by
Financial Times, and awarded “Best Listed Bank (&£ M #£77)” and “Outstanding
City Commercial Bank of the Year (F/E £ #3k m % #R17)". Zhongyuan Bank ranked
196th amongst the top 1000 banks in the world in terms of tier-one capital by The
Banker (UK) in 2018 and the 31st among 135 PRC banks on this list.

In future, the Bank will proactively explore development paths of modern banks
under a new environment of normal economic and financial conditions, adhere
to the philosophy of technology cultivation, reforms and innovations, and people-
oriented, in order to build itself as a modern joint stock commercial bank featured
with clear and vivid elements and as a leading innovator in the PRC.
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Major Awards in 2018

(1)

(2)

(3)

(11)

on January 8, 2018, the Bank was awarded “Best IPO of the Year (FE&E
IPO#2)” by China Financial Market (fBg& &) in 2017.

on January 19, 2018, the Bank was awarded “Golden Cicada Award (& %
#2)"- the financial science and technology innovation bank award for 2017 by
China Times.

on January 26, 2018, the Bank was awarded “Best Innovation Award for
Convenient Services (& E R ARTEEI¥T4E)"in 2017 by Retail Banking.

on April 26, 2018, the Bank was awarded the honorary title of “May 1 Labor
Medal in Henan Province (A& A — %8 %K) by Henan General Labor
Union.

on June 2, 2018, the Bank launched “ONE %£#%" product, which won “Ten
Best Financial Products Innovation Award (T£ &R E ®AIFT )" in retail
business by The Banker for its innovative design concept and outstanding
service experience.

on June 2, 2018, the Bank’s “Cash Management” product was awarded “Ten
Best Financial Products Innovation Award” (+1E£ R EMAIFT ) by The
Banker for its innovative design concept and outstanding service experience
in corporate business.

on November 30, 2018, the Bank was awarded “Ten Best Banks in IRON-
HORSE ({5 1+1£38£77)” by Modern Bankers.

on December 5, 2018, the Bank was awarded “Golden Bauhinia Award (&£
Fi28) -Best Listed Company” of the China securities.

on December 5, 2018, Mr. Dou Rongxing, the chairman of the Board was
recognized as the “Outstanding Contribution Entrepreneur on the 40th
Anniversary of Reform and Opening Up (& MM +BF £ H BB %K) by
the China Securities Golden Bauhinia Award.

on December 12, 2018, the Bank was recognized as “Ten Best City
Commercial Banks” (FE +EM M % #R1T) for 4 consecutive years by
Financial Times.

on December 12, 2018, the Bank was awarded “Golden Lion Award (& % £%)
- Best Innovative Listed Company (&{E&IH LT A R])".
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(12)

(13)

on December 12, 2018, the Bank was awarded “2018 Brand Construction
Bank (20184 [ M & $R1T)” by 21st Century Business Herald.

on December 12, 2018, the Bank was awarded “2018 Excellent City
Commercial Bank (20184 [Z g5 )M & 8k M 5 22 #R17) by 21st Century Business
Herald.

on December 13, 2018, the Bank was awarded “Golden Wealth Management
(£33 81) - City Commercial Bank Wealth Management Excellence Award of
the Year (FE W ETTIEM £ #48)” by Shanghai Securities News.

on December 13, 2018, the Bank was awarded “2018 Best Online Banking
User Experience Award of Regional Commercial Banks (20184 [& i3} 14 i& % iR
TRER FIRTTHAF % %8) by China Electronic Banks ({FFEE FR1T)).
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The financial information set forth in this annual report is prepared on a combined basis
in accordance with the International Financial Reporting Standards (“IFRS”). Unless
otherwise stated, such information is the data of the Bank and its subsidiaries (collectively
the “Group”) denominated in RMB.

For the year ended December 31,

2018 2017 2018 vs 2017 2016 2015 2014
(in millions of FMB, except percentages, unless otherwise stateq)

Rate of

Operating results change (%)
Net interest income 13,744.2 12,201.3 12.6 11,203.3 10,548.1 9,068.9
Fee and commission

income, net 1,280.2 769.6 66.3 449 1 134.9 9.7
Operating income 16,783.6 12,815.5 31.0 11,803.7 11,050.3 9,520.0
Operating expenses (6,957.5) (5,759.0) 20.8 (5,136.3) (5,120.4) (4,031.8)
Impairment losses on assets (6,851.5) (2,028.1) 237.8 (2,246.8) (1,887.1) (1,917.2)
Profit before tax 2,974.6 5,028.4 (40.8) 4,420.6 4,042.8 3,573.7
Net profit 2,365.3 3,905.7 (39.4) 3,360.1 3,012.4 2,668.3
Net profit attributable to equity

shareholders of

the Bank 2,414.6 3,838.7 (37.1) 3,359.1 2,991.4 N/A
Expressed in per share Rate of

(in RMB) change (%)
Net assets per share

attributable to equity

shareholders of the Bank' 2.25 2.25 = 2.09 1.98 1.79
Earnings per share 0.12 0.21 (42.9) 0.20 0.19 N/A
Profitability indicators (%) Change
Return on average total assets? 0.41 0.82 (0.41) 0.91 1.17 1.35
Return on average equity® 5.43 9.57 (4.14) 9.75 9.81 11.67
Net interest spread® 2.81 2.57 0.24 3.07 3.68 4.71
Net interest margin® 2.83 2.76 0.07 3.26 3.96 4.97
Net fee and commission income

to operating income 7.63 6.01 1.62 3.80 1.22 1.02
Cost-to-income ratio® 40.59 44.00 (3.41) 41.21 39.73 35.77
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December
31,2018

December
31,2017

2018 vs
2017

December
31,2016

December
31,2015

December
31,2014

(in millions of AMB, except percentages, unless otherwise stated)

Capital adequacy ratio

indicators (%) Change
Calculated based on the
Administrative
Measures for the Capital of
Commercial Banks
Core tier-one capital
adequacy ratio 9.44 12.15 (2.71) 11.24 14.77 16.98
Tier-one capital adequacy ratio 11.49 12.16 (0.67) 11.25 14.77 16.99
Capital adequacy ratio 14.37 13.15 1.22 12.37 16.14 18.57
Total equity to total assets 8.97 8.83 0.14 8.20 10.92 13.54
Asset quality indicators Change
Non-performing loan ratio® 2.44 1.83 0.61 1.86 1.95 1.92
Allowance coverage ratio® 156.11 197.50 (41.39) 207.09 210.48 219.32
Allowance to gross loan ratio™ 3.81 3.62 0.19 3.85 410 4.21
Other indicators (%)
Loan-to-deposit ratio 73.48 64.85 8.63 67.20 67.97 67.52
Rate of
Scale indicators change (%)
Total assets 620,444.3  521,989.8 18.9 4330714  305890.7  206,947.8
Of which: net loans to
customers 246,551.7  191,708.8 286 1585473  133,876.1  106,449.8
Total liabilities 564,766.5  475,899.2 18.7 3975728 2724727  178,936.6
Of which: deposits from
customers 349,387.0  306,708.3 139 2453528 2053704  164,595.8
Share capital 20,075.0 20,075.0 - 16,625.0 16,625.0 15,420.5
Equity attributable to
shareholders of the Bank 54,857.5 45,268.9 21.2 34,719.3 32,945.0 27,608.9
Non-controlling interests 820.3 821.7 (0.2) 779.3 473.0 402.3
Total equity 55,677.8 46,090.6 20.8 35,498.6 33,418.0 28,011.2
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Calculated by dividing equity attributable to shareholders of the parent company after
deduction of other equity instruments at the end of the reporting period by the total number
of ordinary shares at the end of reporting period.

Represents net profit for the period as a percentage of average balance of total assets at the
beginning and the end of the period.

Calculated based on the “Rules on the Preparation and Submission of Information Disclosed
by Companies that Offer Securities to the Public No. 9 — Calculation and Disclosure of
Return on Net Assets and Earnings Per Share” (Revision 2010) issued by China Securities
Regulatory Commission. Represents net profit attributable to shareholders of the Bank for
the period as a percentage of weighted average balance attributable to shareholders of the
Bank for the period.

Calculated as the difference between the average yield on total interest-earning assets and
the average cost of total interest-bearing liabilities, and based on daily average interest-
earning assets and interest bearing liabilities.

Calculated by dividing net interest income by the average interest-earning assets, and based
on daily average interest-earning assets.

Calculated by dividing operating expenses after deduction of business tax and surcharges
by operating income.

The Administrative Measures for the Capital of Commercial Banks was issued on June 7,
2012 and came into effect on January 1, 2013 by replacing the Administrative Measures for
Capital Adequacy Ratio of Commercial Banks.

Calculated by dividing total non-performing loans and advances by gross loans to
customers.

Calculated by dividing allowance for impairment losses on loans and advances by total non-
performing loans.

Calculated by dividing allowance for impairment losses on loans and advances by gross
loans and advances to customers.

11
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The year of 2018 was the fourth year since the establishment of the Zhongyuan Bank.
Four years elapsed in the snap of a finger, we continued to adhere to and carry forward
our core commission into the future. Cherishing the significant achievements in the past,
such as the completion of reorganization and transformation, share issue, consolidation
and penetration throughout the province and completion of listing in Hong Kong, the
modest Zhongyuan Bankers always forge ahead with determination to blaze new trails
with a pioneering spirit instead of bounded by the status quo. Facing the complex and
changing market environment and the increasingly critical industrial competition, the
determined Zhongyuan Bankers always persist in fostering strategic confidence and
volition to stand fast to their objectives instead of backing down in fear or flinch. Through
clear positioning and trend-adapting reform, along with innovation and transformation and
enhancement of quality and efficiency, we will keep moving forward on the path pursuing
steady and rapid development under the wave of changing times.

In 2018, the second session of the Board of Zhongyuan Bank began to perform their
duties upon the expiration of the term of office of the first session of the Board, which
marking the accomplishment of the leadership transition with all works being smoothly
handover. Staying true to its core commission, the new session of the Board maintained
the tradition of performing its obligation in a faithful and diligent manner, played its roles
in strategic decision-making and facilitated the continuous optimization and improvement
of all works within the Bank. In the past year, we advanced with the times to unceasingly
consummate the governance structure. We incorporated the leadership of the Communist
Party into our Articles of Association, thereby guaranteed that the Party Committee acts as
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the political nucleus in our major decision-makings. We facilitated the effective function
of the Board, the Supervisory Committee, the management and other administrative
bodies to further improve the corporate governance mechanism with lineated duties and
balanced operation. Besides, we proceeded slowly but gain steady promotion in business
scale. In 2018, the on-balance sheet assets of our Bank amounted to RMB620,444
million, increased by RMB98,455 million or 18.9% as compared to the beginning of the
year. Balance of various deposits (excluding accrued interest) was RMB346,189 million,
representing an increase of RMB39,481 million or 12.9%. Total balance of various loans
(excluding accrued interest) amounted to RMB254,370 million, representing an increase
of RMB55,467 million or 27.9%. Our Bank realized net operating income of RMB16,784
million, representing an year-on-year increase of RMB3,968 million or 31.0%, and
recorded an income from service charge and commission of RMB1,280 million. We made
comprehensive plans to complete capital replenishment against a downward trend in the
market. Upon the completion of the IPO of the H Shares, the Bank continued to exert its
strength in the capital market of the mainland China and Hong Kong, continuously and
effectively replenish its capital in a dynamical and diversified manner. We successfully
issued RMB10.00 billion Tier 2 capital instruments and USD1,395 million Offshore
Preference Shares at a relatively low issue rate as compared with those issued during
the same period, demonstrating a strong brand influence and capital competiveness
while significantly enhancing capital strength and improving profitability and anti-risk
capabilities. We innovated and transformed to unremittingly inspire business vitality.
A main development line themed comprehensively digital transformation has been
established to embrace financial technology proactively and to build an agile bank at
full stretch. We took the lead in implementing a tribal agile transformation in the retail
line, which, closely followed by corporate line, breaking down the original pyramid
organizational structure, establishing a series of flexible and flat working groups,
completing the iteration in fleetness with small step and fast pace, precisely addressing
the pain points of the customers. We promoted our online-oriented work in an orderly
way, and accomplished the landing of the pattern of “online employees, online products,
online customers and online management”. The construction of the organizational
framework of data governance of the Bank was launched, which brought into full play
the internal and external big data resources and boosted the digital-driving forces in an
all-round manner. We took on the commitment and promise to serve the local economy
with high quality. By responding to the national strategy of the “Belt and Road” initiative
and “the rise of Central China” in an energetic stance, we made effective contribution to
the local economic development with quality financial services by taking the initiative in
the participation in the regional key projects such as the “construction of the East new
urban area, the West new urban area and the South new areas of Zhengzhou and the
Zhengzhou Airport Economy Zone” (=[&—3k) and the “Hundred Cities Construction and
Quality Improvement Program” (B & & 12E Ti2). We fully implemented the strategy of
“Internetization and Ruralization of Banking Services (E#T48)” and, on the basis of the
distribution of the rural financial market supported by internet technology, we created
a new standard of “indoor service and in-village withdrawal” for rural financial services.
With strengthened mechanism, innovated product portfolio and widened channels, we
earnestly solved the problem for small and micro enterprises in finding difficult and costly
to obtain financing.

In 2019, Zhongyuan Bank will continue to exert its advantages and make up for the
shortcomings, remain true to its original aspiration and strive to fulfill its mission and
practically undertake its responsibility and commitment as a provincial legal person bank.

13
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Persist in the continuous improvement of operating efficiency. We will strengthen
the guiding role of resource allocation and assessment mechanism, and continue to
optimize asset structure following the principle of “efficiency, quality and scale”. We
will further improve value creation capability, risk prevention and control capability and
comprehensive competitiveness, to effectively reduce operating costs and increase
profits.

Persist in the digital transformation unswervingly. We will gradually implement
the transformation work throughout the Bank from top to bottom by means of active
exploration and in-depth research, vigorously cultivate agile thinking pattern and working
methods, and promote the transformation of the Bank into a “data-based bank” and
“technology-based bank” with agile culture dissemination and financial technology
empowerment.

Persist in serving the real economy effectively. We will further integrate the
development strategy of the province into our business and continue to implement the
specific measures of the Central Committee of the CPC and the State Council on serving
private enterprises and the private economy, and further improve the efficiency and
quality of serving the real economy. At the same time, we will keep on relying on the
strategic layout of “Internetization and Ruralization of Banking Services”, actively support
the credit demand for household consumption upgrades, and continuously improve the
coverage, availability and convenience of inclusive finance.

Persist in the reinforcement of risk awareness. In the face of the new situations,
new problems and new challenges in risk field, we will take on our responsibilities and
commitment in directing all the employees of the Bank to stand fast to the bottom-
line thinking and enhance risk awareness, thus making preparation with improved risk
prevention and control capability and perfected risk prevention and control mechanism
to ensure the sustainable and continued healthy development of operation and
management.

Victory is ensured when people gather their strengths; success is secured when people
put their heads together. In 2019, all colleagues of Zhongyuan Bank will stick together
to advance vigorously and carry forward the spirit of living up to our responsibilities
continuously. We will persist in reform and innovation and technological empowerment,
constantly impel digital transformation and set up all-dimensional layout for financial
technological development, exerting unremitting efforts to build up “future banking”
pattern.

A

DOU Rongxing
Chairperson of the Board
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No matter how time would fade, we stick to our original aspiration, and the four years of
cultivation have led to fruitful achievements.

In 2018, all colleagues of Zhongyuan Bank worked hard to overcome obstacles and
made great achievements with the size of customer base reaching new height. The
recorded net operating income was RMB16,784 million, representing an year-on-year
increase of 31.0%; the total assets at the end of the year amounted to RMB620,444
million, representing an increase of 18.9% as compared to the end of the previous
year; the balance of deposits (excluding accrued interest) amounted to RMB346,189
million, representing an increase of 12.9% as compared to the end of the previous
year; the balance of loans (excluding accrued interest) amounted to RMB254.37 billion,
representing an increase of 27.9% as compared to the end of the previous year. The
double-digit growth maintained in the major indicators showcased that Zhongyuan Bank
has been developed with an accelerated speed. What is more worthy of attention is that
agile transformation has tapped its potential, technological innovation has brought about
development, and customers have made their choices with trust. The customer number
of retail banking of the Bank reached 12.38 million, the total customer number of the
Company reached 193,000 and the customer number of mobile phone banking exceeded
3.96 million, with the monthly active users ranked one of the best among its peers.

15
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In this year, capital replenishment brought in new momentum and the brand image
stepped up to a new level. Following the successful issue of the RMB10.00 billion Tier
2 capital instruments, the Bank set a historical record of the largest amount in a single
tranche, and the issue of USD1,395,000,000 Offshore Preference Shares even outshined
other city commercial banks that are listed on the Hong Kong Stock Exchange, which
further consolidated the foundation for development. The Bank was recognized as “Ten
Best City Commercial Banks (FE H{EMR M E%IE1T)” by Financial News (& @) for
the four consecutive years and was awarded the titles of “Best Listed Bank” (&£ ™
§877), “Outstanding City Commercial Bank of the Year” (£ 28, 1T) and “Top Ten
IRON-HORSE Bank” (5% +1£#:77). Zhongyuan Bank ranked 196th amongst the top 1,000
banks in the world in terms of tier-one capital by The Banker(3817%) (UK) in 2018 and the
31st among 135 PRC banks on this list.

In this year, amid the ups and downs in the treacherous and unpredictable financial
market, the Bank adhered to its core values and forge ahead against all odds. In addition
to vigorously supporting the real economy, actively integrating into the construction of the
“Belt and Road”, it also contributed to the development of “Three Zones and One Cluster
(=& —%f)” and boosted the “Hundred Cities Construction and Quality Improvement
Program”, sparing no effort in acting as the participant and the constructor with respect
to the economic development of Henan Province. By bringing forth new ideas in
corporate services and launching the products such as the “Corporate Perpetual Loans
(bEKEE)”, “Technology Loans (B E)”, “tax receipt loans (Fi8EE)” and “Government
Procurement Loans (BB E)”, the Bank empowered the small and micro enterprises
in development via big data, thus alleviated the problems of “difficult in obtaining
financing” (Bt& &), “costly in obtaining financing” (R8& &) and “tardiness in obtaining
financing” (82 & 1€), rendering itself as a reliable partners of private enterprises for their
development and expansion. Focusing on preventing and defusing financial risks, the
Bank continuously strengthened the compliance construction of internal control and
improved the overall risk management system, took lead in the mutual support of regional
banks in terms of liquidity and acted as a practitioner and guardian of financial security.
Additionally, great efforts were made to facilitate the implementation of the “Banking
Services Ruralization” strategy. Through the establishment of the rural revitalization funds
and the assistance in poverty alleviation, the Bank accomplished the key step in providing
financial services in the rural areas, therefore becoming the creator and guardian of the
good life of the people in Central China.

In this year, the digital transformation of Zhongyuan Bank was fully launched. With the
financial technology standing as the cornerstone of value, the customer experience
became the touchstone of development. Pilot agile reform in it's organizational structure,
complete transformation in the retail business and the breakthrough in the business lines

of the Company have led to the separation and rebuild of departments, so as to construct

agile tribes and apt units. The tactical grouping and work delineation and coordination

of employees have broken the barriers between departments and greatly release the

_ development potential with adaptive modes. Technological and agile factors were

. 'mblended in the production innovation. We issued the first net-value wealth management
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product in Henan as a response to the new requirements in property management, the
minimum subscription amounts of which being set at RMB10,000, which adapted to the
trend of inclusive finance. The introduction of online car loans helped people to travel
faster and easier. As we continued to launch in-vogue products in the credit card line, the
scale of credit card issuance exceeded one million, setting a record with respect to the
amount of public credit card issuance in the initial year among domestic banks.

The high-spirited advancement in past year witnesses the self-confidence and courage
in the face of difficulties; the four years of sheer endeavor engraves restless exploration
in the path of development. In the face of the complicated domestic and international
economic and financial situation, Zhongyuan Bank has achieved a series of achievements
with its unsettled spirit and unswerving determination. This is inseparable from the strong
support of customers, investors and people from all walks of life. | would like to take this
opportunity to express my sincere thanks to those who have long been committed to and
supported the development of Zhongyuan Bank.

Always stay true to why we started and adapt to new change every day as the time flies.
The year of 2019, being the year of 70th anniversary of the founding of new China, is
a crucial year for building a moderately prosperous society in all respects and for the
realization of the first centenary goal. Only by commemorating the reform with innovation
and developing with transformation can we write a new chapter of the time. In the face of
increasing economic complexities and market competition, Zhongyuan Bank will, taking
the faith in the old Chinese saying of “those who try their best may finally success; those
who walk tirelessly may finally reach their destination; and those who think studiously
may finally realize their dreams” (BEEK * TEEZE + BEFE) and traversing the
mist of uncertainty with enthusiasm, thoroughly promote the strategy of “Internetization
and Ruralization of Banking Services”, engage in an all-out push to implement digital
transformation and make quality financial services avail for the brilliant development of
Zhongyuan Bank!

WANG Jiong
President
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1. PAST ECONOMY AND FINANCIAL ENVIRONMENT AND FUTURE
PROSPECTS

During the Reporting Period, the global economy maintained its moderate growth
with a slowdown in momentum, and its overall growth rate remained the same
as that of last year. Major developed economic entities experienced relatively
strong growth with signs of slowdown. Driven by factors such as tax reduction and
infrastructure investment, the economy in United States maintained rapid growth
with steady rise in the manufacturing industry, improvement in the labor market
and expansion of private consumption.The growth of European economy remain
steady but had slowed down. The German and French economies continued to play
the leading and engine role of the Eurozone. The Greek economy accelerated its
recovery pace after a long-term recession. However, as affected by the delay in
reaching the Brexit agreement and the development of budget deficit problem in
ltaly, the financial market confidence was unstable, the consumer confidence index
also fell sharply, and the growth of household consumption expenditure slowed
down. The Japanese economy grew in a moderate manner with the recurrence
of downturn. Emerging economies as a whole were still in an accelerated period
of growth. The negative impact of the “trade war” on the global economy was
gradually becoming apparent, and the uncertainties trade frictions and policy will
be the significant risks in future.

During the Reporting Period, the Chinese economy continued to maintain stable as
a whole with steady progress. The main expected objectives of social development
were well completed with a good beginning in the three critical missions, further
advancement of supply-side structural reforms, greater efforts in the reform and
opening up, and the enhancement of economic development momentum. The GDP
for the year was RMB90,030,900 million, representing an increase of 6.6% over
last year, contributing 30% of the increase in global economic growth. Resident
income and consumption grew in a steady pace with the national per capita
disposable income for the year was RMB28,228, representing an increase of 8.7%
over last year. The national per capita consumption expenditure for the year was
RMB19,853, representing an increase of 8.4% over last year, and the growth rate
was 1.3 percentage points higher than that of last year. Investment growth showed
a trend of stabilization amidst a slowdown with the fixed asset investment (excluding
farmers) of RMB63,563,600 million, representing an increase of 5.9% over last year.
The total volume of imports and exports hit a record high and the trade structure
was continuously optimized. The total import and export volume of goods for the
year was RMB30,505,000 million, representing an increase of 9.7% over last year.
The total trade volume exceeded RMBS3O0 trillion for the first time, hitting a historical
high.
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During the Reporting Period, the economy of Henan Province maintained stable as
a whole and showed steady progress with continuous optimization in its economic
structure, replacement of old drivers with new drivers, and steady improvement in
qguality and benefit. The provincial GDP was RMB4.805586 trillion, representing an
increase of 7.6%, which was 1.0 percentage point higher than the national average
level, with its growth rate ranking 11th in the country. The fixed asset investment
(excluding farmers) was stable with slowing growth, representing an increase of
8.1% over last year, which was 2.2 percentage points higher than the national
average level. The infrastructure investment maintained rapid growth, representing
an increase of 18.5% over last year. The market sales were basically stable with
the total retail sales of consumer goods of RMB2,059,474 million, representing an
increase of 10.3% over last year, which was 1.3 percentage points higher than the
national average level.

During the Reporting Period, the Central Bank pursued steady monetary policies
and adopted a series of counter-cyclical adjustment measures in a forward-
looking manner according to the changes of the situation, which better grasped
the balance between supporting the real economy and internal and external
equilibrium, providing a suitable monetary and financial environment for supply-
side structural reforms and high-quality development, and promoting a virtuous
circle of economy and finance. The liquidity remained reasonably abundant with
the balance of broad money (M2) amounted to RMB182.67 trillion, representing
an increase of 8.1%, the growth rate and the macro leverage ratio remained
stable. With a significant decline in off-balance sheet financing as a result of
strong regulation, the scale of public financing increased by RMB19.26 trillion,
representing a decrease of RMB3.14 trillion as compared with the same period
of last year. As rapid growth in loans, and strong financial support for the real
economy, the balance of RMB and foreign currency loans of financial institutions
was RMB141.75 trillion, representing an increase of 12.9% over last year. The
overall stable and more elastic trend of RMB exchange rate increased the role of
“automatic stabilizers” in regulating macroeconomics and international payments. It
is expected that in 2019, deleveraging will be turned into leverage stabilization, the
Central Bank will continue to implement a prudent monetary policy with a balanced
liquidity to continue to make extra efforts in supporting the real economy.
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2. OVERALL OPERATION OVERVIEW

In 2018, faced with the complicated economic situation and fierce market
environment, the Bank has always adhered to the core value of “stability, innovation,
motivation and efficiency (i&f& « 8% « #H « ®%X)” and thoroughly implemented
“Three Major Strategies (= KEB&)" of “featuring products in traditional business,
accomplishing breakthrough in innovative business and taking first-mover
advantage in developing future banking (BB HIFE - BIFTEBIRE - RIRIE
775K %B5E)”, actively promoted the layout of “Internet and Rural Banking Services (&
#T45)”, implemented the requirements of financial regulatory, adhered to reform
and innovative development, and fully supported local economic construction,
served the people’s livelihood, which has achieved good operation results and
development results with increasing brand influence.

The steady growth in the business scale and continuous enhancement in
development foundation. The scale of assets and liabilities achieved steady
growth. As of December 31, 2018, the Bank’s total assets increased by RMB98,455
million or 18.9% to approximately RMB620,444 million from the beginning of
the year. The balance of deposits (excluding accrued interest) amounted to
RMB346,189 million, representing an increase of RMB39,481 million or 12.9%
as compared to the beginning of the year, which was 4.6 percentage points
higher than the average growth in Henan province. The total loans (excluding
accrued interest) amounted to RMB254,370 million, representing an increase of
RMB55,467 million, or 27.9% as compared to the beginning of the year, which
was 12.9 percentage points higher than the average growth in Henan province.
In addition, the development foundation was continued to be enhanced. Firstly,
capital replenishment made important progress. The Bank successfully issued
RMB10.00 billion Tier 2 capital instruments and USD1,395 million preference
shares, as such, the capital strength was further enhanced, and the development
foundation continued to be stable. As of December 31, 2018, the capital adequacy
ratio of the Bank was 14.37%, representing an increase of 1.22 percentage points
over last year. Secondly, the business qualifications were constantly improved. The
Bank obtained qualifications such as first-class dealer in open market, a member
of government bond underwriting syndicates, Central Treasury cash tender, basic
derivatives, and B-Class lead underwriter for non-financial corporate debt financing
instruments. Thirdly, the Bank’s customer base continued to be enlarged. As of
December 31, 2018, the total number of corporate clients of the Bank reached
193,000, representing an increase of 17,000 as compared to the beginning of the
year. As of December 31, 2018, the corporate deposit balance (excluding accrued
interest) amounted to RMB198,481 million, representing an increase of RMB16,524
million, or 9.1% as compared to the beginning of the year. The total corporate loan
(excluding accrued interest) amounted to RMB149,199 million, representing an
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increase of RMB24,228 million, or 19.4% as compared to the beginning of the year.
The total number of retail customers of the Bank reached 12,380,000, representing
an increase of 2,020,000 as compared to the beginning of the year. As of
December 31, 2018, the balance of personal deposits (excluding accrued interest)
amounted to RMB147,708 million, representing an increase of RMB22,957 million or
18.4% as compared to the beginning of the year. The total personal loans (excluding
accrued interest) amounted to RMB105,171 million, representing an increase of
RMB31,239 million or 42.3% as compared to the beginning of the year. The market
share increment ranked first in Henan Province and provided a solid foundation for
the future sustainable development of the Bank.

The effective growth in the economic efficiencies and remarkable progress in
quality and efficiency enhancement. The Bank further implemented the strategy
of “quality improvement, efficiency enhancement and sustainable development”,
actively carried out activities to increase revenue and reduce expenditure,
effectively improving the economic efficiencies. Firstly, the Bank continuously
optimized the structure of assets and liabilities as well as revenue, expanded the
service channel and the income sources. The total amount of high-yielding loans
and structured finance accounted for 54.9% to the total assets, representing 1.6
percentage points higher as compared to the beginning of the year; high-cost
interbank liabilities (including interbank certificates of deposit) accounted for 31.8%
to total liabilities, representing a decrease of 1.9 percentage points as compared
to the beginning of the year. It obtained a non-interest income of RMB3,039 million,
which accounted for 18.1% to net operating income, representing an increase of
13.3 percentage points over last year, of which, the Bank recorded net fee and
commission income of RMB1,280 million, representing an increase of RMB511
million or 66.3% over last year. Retail business revenue accounted for 30.0%,
representing an increase of 5.3 percentage points as compared to the previous
year. Secondly, the Bank strengthened the management on pricing and increased
the standard of interest margin control. The interest margin was steadily increased,
with a net interest margin of 2.83%, maintaining the leading level in industry. Thirdly,
the Bank enhanced the awareness of cost constraint to effectively control cost
expenditures. Through actively reducing non-interest-bearing assets, optimizing
the layout of outlets and strengthening cost control and other measures, the cost-
to-income ratio decreased to 40.59% from 44.00% in last year, representing a
decrease of 3.41 percentage points as compared with the same period last year,
continuously improving the operational efficiency. In 2018, the Bank achieved a
net operating income of RMB16,784 million, representing an increase of RMB3,968
million or 31.0% as compared to the same period last year. The Bank recorded
profit before provision of RMB9,826 million, representing an increase of RMB2,770
million or 39.2% over the same period of last year. The Bank strictly implemented
the regulatory policy that requires all loans overdue for more than 90 days to be
classified as non-performing loans and fully provisioned for impairment, as such,
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adopted a more prudent risk classification standard to fully make provisions for
impairment. The provision for asset impairment losses was RMB6,852 million,
representing an increase of RMB4,823 million or 237.8% over last year. The Bank
recorded net profit attributable to the parent of RMB2,415 million, representing a
decrease of RMB1,424 million or 37.1% over last year.

Increased efforts to innovation and further enhancement in brand reputation.
Firstly, the Bank vigorously promoted the product innovation through development
and launching of small and micro banking and transaction banking products
such as “Tax Receipt Loans”(f#{ & &) and “Quanquan Mutual Benefit (BB EF])",
promptly responding to market and customer demand with debt products including
Regular Fund (FHiE) and Cun Li De (f£#/18) and continuous optimization of
customer experience on asset products such as online car loans. The launch of
first batch of net worth wealth management products in Henan Province, such as
Qian Jing series (825 &%) and Zhongyuan Xian Jin Bao (F/RIE &%) complied
with the reform trend. Yong Xu Dai (;k# &) achieved technical output with the
accumulative loan exposure exceeding RMB100 million. City impression card and
ETC credit card with distinctive innovations were enriched with the number of card
issuance exceeding 1 million, setting a record with respect to the amount of public
issuance of credit cards in initial year among domestic banks. Secondly, innovative
business achieved a breakthrough. The Bank actively carried out financial services
such as direct financing and cross-border financing, and the issuance scale of
debt financing programs ranked the first in Henan Province. Through issuance of
green and innovation and entrepreneurship financial bonds, the Bank stepped up
its effort in supporting the green and innovation and entrepreneurship industries.
The refactoring business, cross-border bilateral Renminbi cash pool and onshore
guarantees for offshore loans fulfilled zero breakthrough. It succeeded to become
directly connected with the system of Shanghai Commercial Paper Exchange, by
which the products such as OMO, MLF and interest rate swaps were launched
continuously. The interest rate swaps business was carried out to help the
development of structured deposit business. The online processing for whole
process of bills pool business effectively enhanced the customer experience.
Thirdly, the brand influence was further enhanced. The Bank was awarded the “Ten
Best City Commercial Banks (F/E H{EHM MR % ER77)” for 4 consecutive years by
Financial Times and the “Golden Cicada Award (% #&#2)"-the financial science and
technology innovation bank award for the year by China Times for 2 consecutive
years and won the “Golden Lion Award (& %f#€)"- the best innovative company
award for Hong Kong-listed banks in 2018, Best IPO of the Year 2017 (FE &/ZIPO
#)" by China Financial Market (FREIEEE) in 2017, “Top 10 IRON-HORSE Bank ()
BT1ERTT)”, “Best Listed Company” (&{E M2 7A]) of China Securities “Golden
Bauhinia Award” (FBI&E % & £ 2¥), “Outstanding City Commercial Bank of the
Year 2018 in Asia (2018 [E fM MM M iH % R1T)”, “Best Regional Commercial
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Bank for Online Banking Customer Experience for the Year 2018 (20184 [& i3 14 %
ERTRERLFETHEERSE). It ranked 196th among the global Top 1,000 banks
in terms of tier-one capital rated by The Banker in 2018, representing a significant
increase of 31 places as compared with last year. In addition, the Bank ranked 31st
among Chinese commercial banks in the list, representing an increase of 4 places as
compared with last year.

Strategic transformation contributed to the development, and impressive
results delivered in “Internetization and Ruralization of Banking Services
(L#T48)” once again. Firstly, the digitization transformation was steadily
promoted. Through the reform of departmental structural, the Bank carried out
the working method of agile banks and accelerated the technology and product
innovation and iteration to take end-to-end responsibilities for clients and
comprehensively enhance financial services. Secondly, the foundation for the
development of financial technology was further consolidated. The Bank improved
the technology management structure to provide a strong platform for the digital
transformation of the Bank. It strengthened the life cycle safety management of
system development to improve the quality and efficiency of IT development. The
artificial intelligent technologies such as biometric identification and Al advisor
were applied to channels to continuously enhance the application of scientific and
technological achievements and enhance the customer experience. Thirdly, the
online orientation showed remarkable effectiveness. The Bank actively adapted to
the trend towards digitalization, vigorously developed financial technology, and
actively facilitated the business to be online-oriented, digitalized and intelligent by
adhering to the guiding ideology of “technology cultivation, technology prosperity
(RH23717 ~ B #17)”. The Bank clarified the online development target of the
Bank to gradually implement “four online (FU1EI7£4R)": basically realized online
processing of standardized products as the phased targets of online products
had been realized; basically realized full-channel online customer service with
the gradual enhancement in the level of customer online; the development and
launch of Yuan Xin APP (R/0APP) as employees online made a breakthrough;
and the management online system was initially formed, and the middle and
back office support systems such as risk control, compliance and operation were
launched one after the other. The online customer acquisition capability continued
to improve, with mobile banking customers reaching 3.9699 million, an increase
of 59.0%. The e-banking replacement rate was 90.95%. Fourthly, the strategy of
“Ruralization of Banking Services (N4F)” was further advanced. Through actively
establishing a rural financial service ecosystem, vigorously developing inclusive
finance, the Bank provided standardized financial services for rural areas and
promoted rural revitalization. In terms of institutional system, by leveraging on the
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farmers-benefiting payment service, the Bank continued to optimize the three-in-
one service network covering “county, township and village”. As of December 31,
2018, the Bank had established 119 county sub-branches and 37 rural township
sub-branches in Henan province, and deployed 3,600 farmers-benefiting services
points, which covered more than 90% regions of Henan province. In terms
of service model, the Bank continued to enrich the service model of farmers-
benefiting, and launched APP of farmers-benefiting products to provide financial
and non-financial services with focusing on the production and living needs of
farmers. Through the alliance across different industries, the Bank connected the
service platforms, expanded the special customer base, and built a rural financial
ecosystem, effectively filled the gap of rural financial service. In terms of product
system, the Bank launched the hot selling products such as Hui Nong Bao (2
), Huo Li Duo (&#|%) and Xin Hun Bao (FT#&%). With the constant iteration of
wealth management products, the Bank launched exclusive wealth management
products with a minimum purchase amount of RMB10,000. The breakthrough in asset
business introduced large data risk control technology to launch online products
such as “Easy Loan (&0 E)” and “Wang Nong Dai (FE25)”, which improved the
farmers-benefiting service system.

The constant enhancement in risk control capability and further consolidated
in the asset quality. Firstly, the establishment of the risk system was further
deepened and improved. The Bank established a risk dynamic monitoring
mechanism for information technology and introduced a business continuity
management work plan to continuously improve the management standard of
information technology risks and business continuity. Through further establishing
of risk policy system, improving the branch management system, and establishing
a consolidated risk management system, the Bank’s risk prevention and control
capabilities were effectively improved. Secondly, the building of digital risk control
capacity continued to be strengthened. The Bank introduced the first-phase project
of market risk management system, completed the risk decision-making model
project for retail big data, and promoted the reconstruction of the credit system,
further enhancing the capacity of risk control online. Thirdly, the Bank firmly
implemented the new regulatory policy, and asset quality pressure was relieved
to some extent. The Bank proactively adopted a more prudent risk classification
standard in line with regulatory requirements, and classified all loans overdue for
more than 90 days as non-performing loans. The non-performing loan ratio was
2.44%, representing an increase of 0.61 percentage point over the beginning of
the year. With the further consolidated asset quality, the potential adverse risks
were reduced, the asset quality was relatively stable, and the risk exposure was
generally under control.
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3. ANALYSIS ON INCOME STATEMENT

For the year ended December 31, 2018, the Bank recorded profit before provision
of RMB9,826 million, representing a year-on-year increase of 39.2%, recorded profit
before taxation of RMB2,975 million, representing a year-on-year decrease of 40.8%
and recorded net profit of RMB2,365 million, representing a decrease by 39.4%.

For the year ended December 31,

Rate of
2018 2017 Change Change
(in millions of RMB, except percentages)
Interest income 25,241.5 21,250.2 3,991.3 18.8%
Interest expense (11,497.3) (9,048.9) (2,448.4) 27.1%
Net interest income 13,744.2 12,201.3 1,542.9 12.6%
Fee and commission
income 1,479.4 903.8 575.6 63.7%
Fee and commission
expense (199.2) (134.2) (65.0) 48.4%
Net fee and
commission income 1,280.2 769.6 510.6 66.3%
Net trading gains/
(losses) 365.2 (379.3) 744.5 N/A
Net gains/(losses)
arising from
investments
securities 1,303.5 (0.4) 1,303.9 N/A
Other operating
income” 90.5 224.3 (133.8) (59.7%)
Operating income 16,783.6 12,815.5 3,968.1 31.0%
Operating expenses (6,957.5) (5,759.0) (1,198.5) 20.8%
Impairment losses on
assets (6,851.5) (2,028.1) (4,823.4) 237.8%
Operating profit 2,974.6 5,028.4 (2,053.8) (40.8%)
Profit before taxation 2,974.6 5,028.4 (2,053.8) (40.8%)
Income tax (609.3) (1,122.7) 513.4 (45.7%)
Net profit 2,365.3 3,905.7 (1,540.4) (39.4%)
Net profit attributable to
shareholders of the
Bank 2,414.6 3,838.7 (1,424.1) (837.1%)
Minority interests (49.3) 67.0 (116.3) (173.6%)

Note (1): Other operating income includes government subsidies, rental income, net gains
arising from disposal of property and equipment and others.
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3.1 Net interest income, net interest spread and net interest margin

For the year ended December 31, 2018, the Bank recorded net interest
income of RMB13,744 million, representing an increase of RMB1,543 million
or 12.6% as compared to last year. Among this, a growth of net interest
income of RMB409 million as compared to 2017 was attributable to the
expansion of the Bank’s business scale and an increase in net interest
income of RMB1,134 million was attributable to the changes in yield or cost
rate.

The following table sets forth the average balance of the Bank’s interest-
earning assets and interest-bearing liabilities, interest income or expense
from these assets and liabilities, and the average yield of these interest-
earning assets and the average cost rate of these interest-bearing liabilities
for the years ended December 31, 2017 and 2018.

For the year ended December 31,

2018 2017

Interest Interest
Average income/ Average Average income/ Average
balance ~ expense yield/cost" balance expense  yielo/cost”

(in millions of RMB, except percentages)

Interest-earning assets

loans and advances to customers 222,781.7 13,746.7 6.17% 184,105.5 10,922.8 5.93%
Investment securities and other financial assets® 186,371.6 9,905.7 5.32% 195,951.8 92282 4.711%
Deposits with Central Bank 46,195.0 690.0 1.49% 42,806.4 639.7 1.49%
Deposits with bank and other financial institutions 12,663.8 291.1 2.30% 9,556.4 162.8 1.70%
Financial assets held under resale agreements 13,4783 392.8 2.91% 7,301 2220 3.04%
Placements with banks and other financial institutions 47184 215.2 4.56% 1,889.4 747 3.95%
Total interest-earning assets 486,208.8 25,2415 5.19% 441,614.6 21.250.2 4.81%
Interest-bearing liabilities

Deposits from customers 327,242.6 5,283.8 161% 2732686 3,931.7 1.44%
Financial assets sold under repurchase agreements 20,830.3 582.1 2.79% 22,449.4 646.0 2.88%
Placements from banks and other financial institutions ~ 10,103.3 3715 3.74% 3,489.8 140 3.27%
Borrowings from Central Bank 4,693.7 1354 2.88% 2,043.6 62.4 3.06%
Deposits from banks and other financial institutions 50,138.8 1,964.8 3.92% 40,295.4 1,705.4 4.23%
Debt securities issued® 69,419.3 3,153.7 4.54% 614215 2,589.4 4.22%
Total interest-bearing liabilities 482,428.0 11,4973 2.38%  402,968.3 9,048.9 2.24%
Net interest income 13,744.2 12,201.3

Net interest spread 2.81% 2.57%
Net interest margin® 2.83% 2.76%

e e



ZHONGYUAN BANK CO., LTD. 2018 ANNUAL REPORT

Chapter 5 Management Discussion and Analysis

Notes:
(1)
(2)

(3)

(4)

(5)

Calculated by dividing interest income/expense by average balance.

The Bank has implemented New Accounting Standards for Financial
Instruments since January 1, 2018, and such interest-earning assets consist of
financial assets at amortized cost, financial assets at fair value through other
comprehensive income in 2018, while it consists of financial assets at fair value
through profit or loss for the current period, available for-sale financial assets,
held-to-maturity investments and investment receivables in 2017.

Mainly consists of interbank deposits, financial bonds and Tier 2 capital
instruments issued.

Calculated as the difference between the average yield on total interest-earning
assets and the average cost of total interest-bearing liabilities, and based on
daily average interest-earning assets and interest-bearing liabilities.

Calculated by dividing net interest income by the average balance of total
interest-earning assets, and based on daily average interest-earning assets.

The following table sets forth the changes in the Bank’s interest income and
interest expense due to changes in volume and rate for the periods indicated.
Changes in volume are measured by changes in the average balances of the
Bank’s interest-earning assets and interest-bearing liabilities and changes
in rate are measured by changes in the average rates of the Bank’s interest-
earning assets and interest-bearing liabilities. Effects of changes caused by
both volume and rate have been allocated to changes in interests.

27



28 2018 ANNUAL REPORT ZHONGYUAN BANK CO., LTD.

Chapter 5 Management Discussion and Analysis

For the year ended December 31,
2018 vs 2017
Reasons for increase/(decrease)
Net increase/
Volume Rate® (decrease)®
(in millions of RMB)

Interest-earning assets
Loans and advances to

customers 2,386.5 437 .4 2,823.9
Investment securities and other

financial assets (509.2) 1,186.7 677.5
Deposits with the Central Bank 50.6 (0.3) 50.3
Deposits with banks and other

financial institutions 71.4 56.9 128.3
Financial assets held under

resale agreements 179.9 (9.1) 170.8
Placements with banks and other

financial institutions 129.0 11.5 140.5
Changes in interest income 2,308.2 1,683.1 3,991.3
Interest-bearing liabilities
Deposits from customers 871.5 480.6 1,352.1
Financial assets sold under

repurchase agreements (45.2) (18.7) (63.9)
Placements from banks and

other financial institutions 247 1 16.4 263.5
Borrowings from Central Bank 76.4 (3.4) 73.0
Deposits from banks and other

financial institutions 385.7 (126.3) 259.4
Debt securities issued 363.3 201.0 564.3
Changes in interest expense 1,898.8 549.6 2,448.4
Notes:

(1) Represents the average balance for the year minus the average balance for the
previous year, multiplied by the average yield/cost for the year.

(2) Represents the average yield/cost for the year minus the average yield/cost for
the previous year, multiplied by the average balance for the previous year.

(3) Represents interest income/expense for the year minus interest income/expense
for the previous year.
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3.2 Interest Income

For the year ended December 31, 2018, the Bank’s interest income increased
by RMB3,991 million or 18.8% to RMB25,242 million as compared to the same
period last year, primarily attributable to (i) the increase in the volume of
loans and advances to customers and (ii) the increase in the average yield of
investment securities and other financial assets.

3.2.1 Interest income from loans and advances to customers

For the year ended December 31, 2018, the Bank’s interest income
from loans and advances to customers increased by RMB2,824 million
or 25.9% to RMB13,747 million as compared to the same period last
year, primarily attributable to the Bank’s overall increase in the granting
of loans with stronger support on marketing promotion and product
innovation. With respect to the corporate business, the Bank stepped
up its support on the real economy by constantly accelerating the
research, development, marketing and promotion of financial products
in small and micro enterprises such as Tax Receipt Loans(fiE &),
Government Procurement Loans(BURE), and Science and Technology
Loans (BHEE), which constantly improved the corporate business
product system. As for the retail business, the Bank strengthened
its business marketing and further enriched and improved the retail
credit online system through continuously improving the online
upgrading and transformation of “Yong Xu Dai (k&E)”, “Miao Dai
() E)”, car loans and student loans, showing its stronger support on
the growth of consumption. The average balance of loans increased
from RMB184,106 million to RMB222,782 million. The average yield
increased from 5.93% to 6.17%, primarily due to the continuously
deepened research on monetary and fiscal policies and kept abreast of
the market, which effectively improved the average yield of investment
securities and other financial assets.
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The following table sets out, for the periods indicated, the average
balance, interest income and average yield for each component of the
Bank’s loans and advances to customers.

For the year ended December 31,

2018 2017
Average  Interest  Average  Average Interest  Average
balance income yield balance income yield

(in millions of RMB, except percentages)

Corporate loans 122,944.9 7,590.4 6.17% 118,030.5 7,191.9 6.09%
Discounted bills 11,322.8 552.7 4.88% 5,408.0 2177 5.13%
Personal loans 88,514.0 5,603.6 6.33%  60,667.0 3,453.2 5.69%

Total 222,781.7  13,746.7 6.17% 1841055  10,922.8 5.93%

3.2.2 Interest income from investment securities and other financial
assets

For the year ended December 31, 2018, the Bank’s interest income
from investment securities and other financial assets increased by
RMB678 million or 7.3% to RMB9,906 million as compared to the same
period last year, primarily attributable to the increase in the average
yield of investment securities and other financial assets. The increase
in the average yield of investment securities and other financial assets
was primarily due to the Bank’s enhancement of forward-looking
research and judgement on market interest rates, optimization of its
asset structure and duration, which efficiently improved the average
yield of investment securities and other financial assets.

3.2.3 Interest income from deposits with the Central Bank

For the year ended December 31, 2018, the Bank’s interest income
from deposits with the Central Bank increased by RMB50 million or 7.9%
to RMB690 million as compared to the same period last year, primarily
attributable to the increase in the average balance of deposits with the
Central Bank. The increase in the average balance of deposits with the
Central Bank was primarily attributable to an increase in deposits from
customers resulting in the growth in the size of deposit reserves.

= e e
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3.2.4 Interest income from deposits with banks and other financial
institutions

For the year ended December 31, 2018, interest income from deposits
with banks and other financial institutions increased by RMB128
million to RMB291 million, primarily attributable to the average balance
of deposits with banks and other financial institutions increased by
RMB3,108 million to RMB12,664 million for the year ended December
31, 2018 from RMB9,556 million for the year ended December 31, 2017.

3.2.5 Interest income from financial assets held under resale agreements

Interest Income from financial assets held under resale agreements
increased by RMB171 million to RMB393 million for the year ended
December 31, 2018 from RMB222 million for the year ended December
31, 2017, primarily attributable to the average balance of financial
assets held under resale agreements increased by RMB6,173 million
to RMB13,478 million for the year ended December 31, 2018 from
RMB7,305 million for the year ended December 31, 2017.

3.2.6 Interest income from placements with banks and other financial
institutions

Interest income from placements with banks and other financial
institutions increased by RMB140 million to RMB215 million for the
year ended December 31, 2018 from RMB75 million for the year ended
December 31, 2017, primarily attributable to the average balance of
placements with banks and other financial institutions increased by
RMB2,829 million to RMB4,718 million for the year ended December 31,
2018 from RMB1,889 million for the year ended December 31, 2017.
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3.3 Interest Expense

For the year ended December 31, 2018, the Bank’s interest expense
increased by RMB2,448 million or 27.1% to RMB11,497 million as compared
to the same period last year, primarily attributable to the increase in the
volume of deposits from customers, debt securities issued and average cost.

3.3.1 Interest expense on deposits from customers

For the year ended December 31, 2018, the Bank’s interest expense on
deposits from customers increased by RMB1,352 million or 34.4% to
RMB5,284 million as compared to the same period last year, primarily
attributable to the increase in the average balance of deposits from
customers of the Bank and the average cost. The increase in the
average balance of deposits from customers of the Bank was primarily
due to our efforts to develop our corporate banking and personal
banking businesses, continue to expand our customers’ base, enrich
product system and to improve service quality and drive growth of
deposits. The increase in the average cost of deposits from customers
was primarily due to the increase in market interest rates driven by the
effects of interest rate liberalization.

For the year ended December 31,

2018 2017
Average  Interest  Average  Average Interest  Average
balance  expense cost balance  expense cost

(in millions of RMB, except percentages)

Corporate deposits

Demand 124,775.7 179.7 0.62% 104,181.4 699.6 0.67%
Time 62,731.3 1,332.9 2.12% 585457 1,074.8 1.84%
Sub-total 187,507.0 2,112.6 1.13%  162,727.1 1,774.4 1.09%
Personal deposits

Demand 46,011.0 461.1 1.00%  36,409.0 273.1 0.75%
Time 93,724.6 2,710.1 2.89% 741325 1,884.2 2.54%
Sub-total 139,735.6 3,171.2 2.27% 110,541.5 2,157.3 1.95%

Total deposits from
customers 327,242.6 5,283.8 1.61% 273,268.6 39317 1.44%
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3.3.2 Interest expense on deposits from banks and other institutions

For the year ended December 31, 2018, the Bank’s interest expense
on deposits from banks and other financial institutions increased by
RMB259 million or 15.2% to RMB1,965 million as compared to the same
period last year. The increase in the interest expense on deposits from
banks and other financial institutions was primarily attributable to the
increase in the average balance. The increase in the average balance
of deposits from banks and other financial institutions was primarily
attributable to the increase in deposits from banks and other financial
institutions after the Bank’s comprehensive consideration regarding the
needs of assets and liabilities allocation.

3.3.3 Interest expense on debt securities issued

For the year ended December 31, 2018, the Bank’s interest expense
on debt securities issued increased by RMB564 million or 21.8% to
RMB3,154 million as compared to the same period last year, primarily
attributable to the Bank’s issuance of financial bonds of RMB3.00 billion
and Tier 2 capital instruments of RMB10.00 billion.

3.3.4 Net interest spread and net interest margin

The Bank’s net interest spread increased from 2.57% for last year
to 2.81% for the current year, while the Bank’s net interest margin
increased from 2.76% for last year to 2.83% for the current year. The
increases in net interest spread and net interest margin were primarily
attributable to the Bank’s improvement on refined management of
pricing, dynamic adjustment to asset/liability structure, efficient liability
cost controls and efforts to continuously improve return on assets.
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3.4 Non-interest income
3.4.1 Fee and commission income

For the year ended December 31, 2018, the Bank’s net fee and
commission income increased by RMB511 million or 66.3% to
RMB1,280 million as compared to the same period last year, primarily
attributable to the Bank’s active expansion of its intermediate
businesses, service channel and the business volume.

For the year ended December 31,

Rate of
2018 2017 Change Change
(in millions of RMB, except percentages)

Net fee and

commission income
Bank card service fees 105.5 36.4 69.1 189.8%
Settlement and clearing

service fees 205.5 89.8 115.7 128.8%
Agency service income 103.2 93.1 10.1 10.8%
Underwriting service

income 205.7 113.8 91.9 80.8%

Acceptance and
guarantee service

fees 99.0 60.7 38.3 63.1%
Advisory and consulting

fees 98.5 109.6 (11.1) (10.1%)
Custodial service fees 421.8 230.6 191.2 82.9%
Wealth management

business fees 240.2 169.8 70.4 41.5%
Sub-total 1,479.4 903.8 575.6 63.7%
Fee and commission

expenses (199.2) (134.2) (65.0) 48.4%
Net fee and

commission income 1,280.2 769.6 510.6 66.3%

For the year ended December 31, 2018, the Bank realized custodial
service fees income of RMB422 million, representing an increase of
RMB191 million as compared to the same period last year, primarily
attributable to the Bank’s active development of capital custody
business with an increase in the scale of custody services offered.
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For the year ended December 31, 2018, the Bank realized wealth
management business fees of RMB240 million, representing an
increase of RMB70 million as compared to the same period last year,
primarily attributable to the Bank’s continued development of product
systems and increase in the size of issuance of wealth management
products.

For the year ended December 31, 2018, the Bank realized underwriting
service income of RMB206 million, representing an increase of RMB92
million as compared to the same period last year, primarily attributable
to the Bank’s active engagement in financial business, such as direct
financing and cross-border financing, and plans for new issuance of
debt financing.

For the year ended December 31, 2018, the Bank realized agency
service income of RMB103 million, representing an increase of RMB10
million as compared to the same period last year, primarily attributable
to the Bank’s continued development of agency business and
expansion of service channel.

For the year ended December 31, 2018, the Bank realized advisory and
consulting fees income of RMB99 million, representing an decrease
of RMB11 million as compared to the same period last year, primarily
attributable to the decrease in the volume of advisory and consulting
services provided by the Bank in accordance with changes in market
demand.

3.4.2 Net trading gains/(losses)

For the year ended December 31, 2018, the Bank’s net trading gains
were RMB365 million, representing an increase of RMB745 million as
compared to the same period last year, primarily attributable to (i) the
Bank’s implementation of New Accounting Standards for Financial
Instruments since January 1, 2018, according to the requirement of the
New Standards, interest income generated from security assets at fair
value through profit or loss for the holding period were credited into net
trading gains/(losses) for accounting; (ii) during the Reporting Period,
the exchange rate of the US dollar showed an upward trend, resulting
in the exchange gain of RMB50 million generated.
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3.5

3.4.3 Net gains/(losses) arising from investment securities

For the year ended December 31, 2018, the Bank’s net gains arising
from investment securities amounted to RMB1,304 million, representing
an increase in gains of RMB1,304 million as compared to the same
period last year, primarily attributable to (i) the Bank’s implementation
of New Accounting Standards for Financial Instruments since January
1, 2018, according to the requirement of the New Standards, interest
income generated from interbank investments at fair value through
profit or loss for the holding period were credited into net gains/(losses)
arising from investment securities for accounting; (ii) the increase in the
scope of financial assets at fair value as compared to last year under
New Standards.

Operating expenses

For the year ended December 31, 2018, the Bank’s operating expenses
increased by RMB1,199 million or 20.8% to RMB6,958 million as compared to
the same period last year, primarily attributable to the growths in staff costs,
depreciation and amortisation and other general and administrative expenses
caused by the Bank’s active implementation of the strategy of “Internet
and Rural Banking Services”, accelerating the transformation to digital and
technology-based bank and increasing strategic expenditures.

For the year ended December 31,

Rate of
2018 2017 Change Change
(in millions of RMB, except percentages)

Staff costs

Salaries, bonuses and allowances 2,736.7 2,343.9 392.8 16.8%
Staff welfare 241.7 215.3 26.4 12.3%
Social insurance and annuity 516.9 377.0 139.9 37.1%
Housing fund 159.9 129.7 30.2 23.3%
Employee education expenses and

labor union expenses 94.2 103.3 (9.1) (8.8%)
Others" 92.4 61.0 31.4 51.5%
Sub-total of staff costs 3,841.8 3,230.2 611.6 18.9%
Tax and surcharges 144.3 120.2 241 20.0%
Depreciation and amortisation 845.3 722.5 122.8 17.0%
Other general and administrative

expenses 2,126.1 1,686.1 440.0 26.1%
Total 6,957.5 5,759.0 1,198.5 20.8%

Note: (1) Primarily included expenses relating to dispatched staff.
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For the year ended December 31, 2018, staff costs increased by RMB612
million or 18.9% to RMB3,842 million as compared to the same period
last year, primarily attributable to the increase in salaries, bonuses and
allowances as well as social insurance and annuities and staff welfare
expenses as a result of the increase in staff headcount of the Bank. Staff
costs represented the largest component of the Bank’s operating expenses,
and respectively accounted for approximately 55.2% and 56.1% of the total
operating expenses for the years ended December 31, 2018 and for the years
ended December 31, 2017.

For the year ended December 31, 2018, depreciation and amortisation
expenses increased by RMB123 million or 17.0% to RMB845 million as
compared to the same period last year, primarily attributable to our intensified
and continuous efforts on the construction of information technology system,
aiming at a “technology-based bank”, and more additional investment on new
outlets to realize full coverage of outlets in Henan Province.

For the year ended December 31, 2018, tax and surcharges amounted to
approximately RMB144 million, representing an increase of RMB24 million or
20.0% as compared to the same period last year, which was primarily due to
the increase in the Bank’s operating income.

For the year ended December 31, 2018, other general and administrative
expenses increased by RMB440 million or 26.1% to RMB2,126 million as
compared to the same period last year. Other general and administrative
expenses primarily include rentals and property management fees, office
expenses, business marketing expenses and others.

3.6 Impairment losses

For the year ended December 31, 2018, the Bank’s impairment losses
increased by RMB4,823 million or 237.8% to RMB6,852 million as compared
to the same period last year, primarily attributable to (i) the Bank implemented
the New Accounting Standards for Financial Instruments from January 1,
2018, in which the method of impairment provisions has been changed from
the “incurred loss model” to “expected credit loss model”, and the scope of
provision for impaired financial assets increased as compared with the same
period last year; (ii) the Bank actively complied with regulatory requirements,
adopting more prudent classification standards of risk, classifying the
loans past due over 90 days into non-performing loans, which resulted in
the balance of non-performing loans of RMB6,207 million, representing an
increase of RMB2,564 million as compared to the same period last year; (iii)
more rigorous written-off of non-performing loans of the Bank resulting in the
significant increase in the written-off of non-performing loans.
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For the year ended December 31,

2018 2017 Change Rate of Change
(in millions of RMB, except percentages)

Loans and advances to

customers 6,082.7 1,221.9 4,860.8 397.8%
Investment financial assets"” 584.4 810.3 (225.9) (27.9%)
Other assets® 184.4 (4.1) 188.5 N/A
Total impairment losses 6,851.5 2,028.1 4.823.4 237.8%
Notes:

(1)

2)

3.7

From January 1, 2018, the Bank implemented the New Accounting Standards for
Financial Instruments, the impairment losses for the year ended December 31, 2018
include impairment losses on financial investments at amortized cost and financial
investments at fair value through other comprehensive income; impairment losses for
the year ended December 31, 2017 are impairment losses on investment receivables
and available-for-sale financial assets.

From January 1, 2018, the Bank implemented the New Accounting Standards for
Financial Instruments, the impairment losses for the year ended December 31,
2018 mainly include impairment losses on deposits with banks and other financial
institutions, placements with banks and other financial institutions, financial assets
held under resale agreements, off-balance sheet credit asset and other receivables;
impairment losses for the year ended December 31, 2017 mainly include impairment
losses on other receivables.

Income tax expense
For the year ended December 31, 2018, the Bank’s income tax decreased
by RMB513 million or 45.7% to RMB609 million, primarily attributable to the

decrease in the Bank’s profit before taxation.

For the year ended December 31,

Rate of
2018 2017 Change Change
(in millions of RMB, except percentages)
Current income tax 1,631.8 1517.7 1141 7.5%
Deferred income tax (1,022.5) (395.0) (627.5) 158.9%

Total income tax
expenses 609.3 1,122.7 (513.4) (45.7%)
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4. ANALYSIS ON KEY ITEMS OF ASSETS AND LIABILITIES
4.1 Assets

As of December 31, 2018, the Bank’s total assets increased by RMB98,455
million or 18.9% to RMB620,444 million as compared to the end of last
year. The principal components of the Bank’s assets consist of (i) loans and
advances to customers (net); and (ii) investment securities and other financial
assets (net), representing 39.7% and 40.7% of the Bank’s total assets as of
December 31, 2018, respectively.

The following table sets forth the components of the Bank’s total assets as of
the dates indicated.

As of December 31, 2018 As of December 31, 2017
Amount % of total Amount % of total
(in millions of RMB, except percentages)

Gross loans and advances to

customers 255,865.7 41.2% 198,902.9 38.1%
Allowance for impairment
losses (9,314.0) (1.5%) (7,194.1) (1.4%)

Loans and advances to

customers, net 246,551.7 39.7% 191,708.8 36.7%
Investment securities and other

financial assets 252,645.9 40.7% 226,924.2 43.5%
Financial assets held under

resale agreements 16,345.2 2.6% 12,988.6 2.5%
Cash and deposits with Central

Bank 64,544.5 10.4% 64,369.4 12.3%
Deposits with banks and other

financial institutions 15,863.5 2.6% 8,923.8 1.7%
Placements with banks and

other financial institutions 10,032.0 1.6% 1,363.4 0.3%
Derivative financial assets 43.1 0.1% - -
Other assets"” 14,418.4 2.3% 15,711.6 3.0%
Total assets 620,444.3 100.0% 521,989.8 100.0%

Note: (1) Primarily consist of properties and equipment, deferred income tax
assets, goodwill and other assets.
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4.1.1 Loans and advances to customers

As of December 31, 2018, the Bank’s gross loans and advances to
customers (excluding accrued interest) increased by RMB55,467
million or 27.9% to RMB254,370 million as compared to the end of last
year. The Bank’s loans and advances to customers consist of corporate
loans, personal loans and discounted bills.

The following table sets forth the distribution of the Bank’s loans by
business line as of the dates indicated.

As of December 31,2018  As of December 31, 2017
Amount % of total Amount % of total
(in millions of RMB, except percentages)

Corporate loans 130,280.9 50.9% 112,849.6 56.7%
Personal loans 105,170.5 41.1% 73,9311 37.2%
Discounted bills 18,918.8 7.4% 12,1222 6.1%
Sub-total 254,370.2 99.4% 198,902.9 100.0%
Accrued interest 1,495.5 0.6% - -
Total loans and advances

to customers 255,865.7 100.0% 198,902.9 100.0%

(1)  Corporate loans

Corporate loans are the largest component of the Bank’s loan
portfolio. As of December 31, 2018, the Bank’s corporate loans
increased by RMB17,431 million or 15.4% to RMB130,281 million
as compared to the end of last year, representing 51.2% of the
Bank’s gross loans to customers, primarily attributable to the
Bank’ efforts to develop its corporate loan business and more
supports to real economy.

The following table sets forth a breakdown of the Bank’s corporate
loans by collateral as of the dates indicated.

As of December 31,2018  As of December 31, 2017
Amount % of total Amount % of total
(in millions of RMB, except percentages)

Unsecured loans 8,378.9 6.4% 5,423.7 4.8%
Guaranteed loans 65,886.7 50.6% 61,708.3 54.7%
Collateralized loans 36,577.1 28.1% 33,667.7 29.8%
. Pledged loans 19,438.2 14.9% 12,049.9 10.7%
[ Total corporate loans  130,280.9 100.0% 112,849.6 100.0%
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(2)

(3)

Personal loans

As of December 31, 2018, the Bank’s personal loans increased by
RMB31,239 million or 42.3% to RMB105,171 million as compared
to the end of last year, primarily attributable to the Bank’s
continuous improvement of retail products and the increased
support for growth of consumption.

The following table sets forth a breakdown of the Bank’s personal
loans by product type as of the dates indicated.

As of December 31,2018  As of December 31, 2017
Amount % of total Amount % of total
(in millions of RMB, except percentages)

Personal residential

mortgage loans 50,865.7 48.4% 39,977.3 54.1%
Personal business

loans 20,905.9 19.9% 20,209.0 27.3%
Personal consumption

loans 29,032.2 27.6% 13,494.0 18.3%
Other personal loans 4,366.7 4.1% 250.8 0.3%
Total personal loans  105,170.5 100.0% 73,931.1 100.0%

Discounted bills

As of December 31, 2018, the Bank’s discounted bills increased
by RMB6,797 million or 56.1% to RMB18,919 million as compared
to the end of last year, which primarily due to the Bank’s
continuous satisfaction of customers’ demand for short-term
financing.

4
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4.1.2 Investment securities and other financial assets

As of December 31, 2018, the Bank’s total investment securities
and other financial assets (excluding accrued interest) increased by
RMB23,692 million or 10.4% to RMB250,617 million as compared to the
end of last year, primarily attributable to an increase in our investments
in government bonds and corporate bonds.

The following table sets forth the distribution of the Bank’s investment
securities and other financial assets as of the dates indicated.

As of December 31,2018  As of December 31, 2017
Amount % of total Amount % of total
(in millions of RMB, except percentages)

Debt Securities
Debt securities issued by

PRC government 28,620.0 11.3% 21,314.3 9.4%
Debt securities issued by

PRC policy banks and

other financial institutions 48,428.5 19.2% 47,3271 20.8%
Debt securities issued by

PRC corporate issuers 14,226.9 5.6% 7,414.5 3.3%
Sub-total 91,275.4 36.1% 76,055.9 33.5%

Other financial assets
Wealth management products
issued by other PRC

commercial banks 28,455.1 11.3% 31,471.9 13.9%
Asset management plans 11,252.7 4.5% 21,457.7 9.5%
Trust plans 89,200.3 35.3% 65,923.9 29.1%
Others 30,433.0 12.0% 32,014.8 14.0%
Sub-total 159,341.1 63.1% 150,868.3 66.5%
Accrued interest 2,029.4 0.8% - -

Total investment securities
and other financial assets  252,645.9 100.0% 226,924.2 100.0%
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4.1.3 Other components of the Bank’s assets

Other components of the Bank’s assets consist primarily of (i) financial
assets held under resale agreements; (ii) cash and deposits with the
Central Bank; (iii) deposits with banks and other financial institutions;
(iv) placements with banks and other financial institutions; and (v) other
assets.

As of December 31, 2018, the financial assets held under resale
agreements increased by RMB3,357 million or 25.8% to RMB16,345
million as compared to the end of last year, primarily attributable to an
increase of short-term high liquid assets including financial assets held
under resale agreements to improve liquidity reserve at the end of the
Reporting Period.

As of December 31, 2018, the total cash and deposits with the Central
Bank increased by RMB175 million or 0.3% to RMB64,545 million as
compared to the end of last year, primarily attributable to an increase
in the Bank’s deposits from customers which led to an expansion in the
corresponding size of its deposit reserves.

As of December 31, 2018, the total deposits with banks and other
financial institutions increased by RMB6,940 million or 77.8% to
RMB15,864 million as compared to the end of last year, primarily
attributable to the Bank’s adjustment of the size of the deposits with
banks and other financial institutions at the end of the Reporting Period
after taking comprehensive consideration of market price and the
allocation demand of assets and liabilities.

As of December 31, 2018, the total placements with banks and other
financial institutions increased by RMB8,669 million to RMB10,032
million from RMB1,363 million for the end of last year, primarily
attributable to the Bank’s adjustment of the size of the placements with
banks and other financial institutions at the end of the Reporting Period
after taking comprehensive consideration of market price and the
matching demand of assets and liabilities.
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4.2

Liabilities

As of December 31, 2018, the Bank’s total liabilities increased by RMB88,867
million or 18.7% to RMB564,767 million as compared to the end of last year.

As of December 31, 2018 As of December 31, 2017
Amount % of total Amount % of total
(in millions of RMB, except percentages)

Deposits from customers 349,387.0 61.9% 306,708.3 64.4%
Deposits from banks and other

financial institutions 60,802.0 10.8% 39,650.8 8.3%
Debt securities issued 93,277.6 16.5% 74,128.6 15.6%
Financial assets sold under

repurchase agreements 33,527.9 5.9% 40,809.8 8.6%
Placements from banks and

other financial institutions 12,729.2 2.3% 57171 1.2%
Borrowings from Central Bank 9,247.5 1.6% 1,322.9 0.3%
Income tax payable 1,054.8 0.2% 984.9 0.2%
Derivative financial liabilities 228.1 0.0% - =
Other liabilities!” 4,512.4 0.8% 6,576.8 1.4%
Total liabilities 564,766.5 100.0% 475,899.2 100.0%
Note:

(1)

Primarily consist of interest payable, payment and collection clearance
accounts, staff salaries payable, other tax payable, dividends payable,
provisions and other payables.

4.2.1 Deposits from customers

As of December 31, 2018, the Bank’s total deposits from customers
(excluding accrued interest) increased by RMB39,481 million or 12.9%
to RMB346,189 million as compared to the end of last year,primarily
attributable to (i)the Bank’s continued efforts to develop its corporate
customers, expand service channels and improve service quality,
resulting in an increase in its corporate deposits; (ii) initial results of
its strategy of “Ruralization of Banking Services” (T#8), leading to an
increase in its rural customer deposits; (iii) the Bank’s continued efforts
to promote product innovation, which effectively derived an increase in
deposits.
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The following table sets forth the Bank’s deposits from customers by
product type and maturity profile of deposits as of the dates indicated.

As of December 31, 2018 As of December 31, 2017
Amount % of total Amount % of total
(in millions of RMB, except percentages)

Corporate deposits

Demand 133,615.6 38.2% 130,505.0 42.5%
Time 64,865.7 18.6% 51,452.0 16.8%
Sub-total 198,481.3 56.8% 181,957.0 59.3%
Personal deposits
Demand 40,614.6 11.6% 48,420.3 15.8%
Time 107,093.1 30.7% 76,331.0 24.9%
Sub-total 147,707.7 42.3% 124,751.3 40.7%
Accrued interest 3,198.0 0.9% - -
Total deposits from

customers 349,387.0 100.0% 306,708.3 100.0%

4.2.2 Deposits from banks and other financial institutions

As of December 31, 2018, the Bank’s balance of deposits from banks
and other financial institutions increased by RMB21,151 million or
53.3% to RMB60,802 million as compared to the end of last year,
primarily because the Bank adjusted the size of deposits from banks
and other financial institutions according to market interest rates and
allocation strategies of assets and liabilities.

4.2.3 Placements from banks and other financial institutions

As of December 31, 2018, the Bank’s balance of placements from
banks and other financial institutions increased by RMB7,012 million
to RMB12,729 million from RMB5,717 million for the end of last year,
primarily because the Bank expanded financing channels and adjusted
the placements from banks and other financial institutions according to
market interest rates and the demand for liquidity management.

4.2.4 Debt securities issued

As of December 31, 2018, the Bank’s balance of bonds in issue
increased by RMB19,149 million or 25.8% to RMB93,278 million as
compared to the end of last year, primarily attributable to the Bank’s
issuance of RMB3.00 billion financial bonds and RMB10.00 billion Tier
2 capital instruments.
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4.3

4.2.5 Financial assets sold under repurchase agreements

As of December 31, 2018, the Bank’s financial assets sold under
repurchase agreements decreased by RMB7,282 million or 17.8% to
RMB33,528 million as compared to the end of last year, primarily due
to the optimization of short-term liabilities structure according to the
demand for liquidity management.

Shareholders’ Equity

As of December 31, 2018, the Bank’s total shareholders’ equity increased by
RMB9,587 million or 20.8% to RMB55,678 million as compared to the end of
last year; the total equity attributable to shareholders of the Bank increased
by RMB9,589 million or 21.2% to RMB54,858 million as compared to the end
of last year. The increase in shareholders’ equity was primarily attributable to
the issuance of Preference Shares of USD1,395 million and an increase in the
profits of the Bank during the Reporting Period.

As of December 31, 2018 As of December 31, 2017
Amount % of total Amount % of total
(in millions of RMB, except percentages)

Share capital 20,075.0 36.1% 20,075.0 43.5%
Other equity instrument 9,632.8 17.3% - -
Capital reserve 14,310.0 25.7% 14,474.4 31.4%
Surplus reserve 1,500.6 2.7% 1,258.1 2.7%
General reserve 7,884.3 14.2% 6,386.3 13.9%
Re-evaluation and impairment

reserve 671.4 1.1% (938.9) (2.0%)
Retained earnings 783.4 1.4% 4,014.0 8.7%
Equity attributable to

shareholders of the Bank 54,857.5 98.5% 45,268.9 98.2%
Non-controlling interests 820.3 1.5% 821.7 1.8%

Total shareholders’ equity 55,677.8 100.0% 46,090.6 100.0%
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5. OFF-BALANCE SHEET COMMITMENTS

The following table sets forth the contractual amounts of the Bank’s off-balance
sheet credit commitments as of the dated indicated.

As of December As of December
31, 2018 31, 2017
(in millions of RMB)

Credit commitments

Loan commitments 9,342.7 2,710.5
Bank acceptance 36,986.9 30,413.7
Letters of credit 11,4441 4,448 .4
Letters of guarantees 2,903.0 984.2
Total 60,676.7 38,556.8

6. ANALYSIS ON LOAN QUALITY

During the Reporting Period, the Bank continued the adjustment and optimization of
credit structure, strengthened credit risk management, optimized credit procedures
and strengthened risk early warning and post-loan management measures to
step up the efforts on collection and disposal of non-performing loans, so as to
keep the loan quality at a generally manageable level. As of December 31, 2018,
the balance of non-performing loans of the Bank amounted to RMB6,207 million,
representing an increase of RMB2,564 million as compared with the end of last
year. The non-performing loan ratio was 2.44%, representing an increase of 0.61
percentage points as compared with the end of last year; the ratio of loan in special
mention category was 3.92%, representing a decrease of 0.65 percentage points as
compared with the end of last year.
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6.1 Distribution of Loans by Five-Category Loan Classification

The following table sets forth, as of the dates indicated, the Bank’s loans
by its five-category loan classification”. According to the five-category
loan classification system, the Bank classified its non-performing loans into
substandard, doubtful and loss categories.

As of December 31, 2018 As of December 31, 2017
Amount % of total Amount % of total
(in millions of RMB, except percentages)

Normal 238,199.7 93.64% 186,169.1 93.60%
Special mention 9,963.7 3.92% 9,091.3 4.57%
Substandard 2,780.5 1.09% 949.2 0.47%
Doubtful 2,273.8 0.90% 1,448.1 0.73%
Loss 1,152.5 0.45% 1,245.2 0.63%
Total loans and advances to

customers 254,370.2 100.00% 198,902.9 100.00%
Non-performing loans and non-

performing loan ratio®® 6,206.8 2.44% 3,642.5 1.83%
Notes:

(1) The core definitions of credit asset classifications in “Loan Risk Classifications
Guiding Principles” are as follows:

Normal: The borrower can fulfil the contracts, and there is insufficient reason to
suspect that the principal and interest of loans cannot be repaid in full on time.

Special mention: The borrower has the ability to make current payments for the
principal and interest, but there may be some issues that could have adverse
impacts on the payments.

Substandard: The borrower’s repayment ability has been evidently impaired
and the borrower’s normal income cannot repay the loan principal plus interest
in full. Even with execution of guarantees, there may be some loss.

Doubtful: The borrower cannot repay the principal plus the interest in full. Even
with the execution of guarantees, there will definitely be a significant loss.

Loss: After taking all possible actions or following all necessary legal
procedures, the outcome of recovery for principal and interest is likely to be
little or no recovery.

(2) Non-performing loan ratio is calculated by dividing non-performing loans by
total loans and advances to customers.




ZHONGYUAN BANK CO., LTD. 2018 ANNUAL REPORT 49
Chapter 5 Management Discussion and Analysis

6.2 Distribution of Loans and Non-Performing Loans by Product Type

The following table sets forth, as of the dates indicated, the Bank’s loans and
non-performing loans by product types.

As of December 31, 2018 As of December 31, 2017
Loan Loan
amount % of total NPL Amount NPL ratio amount % oftotal NPL Amount NPL ratio®
(in millions of RMB, except percentages)

Corporate loans

Short-term loans™” 84,790.6 33.3% 4,467.4 521% 76,5537 38.5% 2,107.6 2.75%
Medium-to-long-term loans® 45,490.3 17.9% 182.1 0.40%  36,295.9 18.2% 4792 1.32%
Sub-total 130,280.9 51.2% 4,649.5 3.57% 112,849.6 56.7% 2,586.8 2.29%
Personal loans
Personal residential mortgage loans ~ 50,865.7 20.1% 39.3 0.08% 399773 20.1% 38 0.01%
Personal consumption loans® 29,032.2 11.4% 248.5 0.86%  13494.0 6.8% 102.4 0.76%
Personal business loans 20,905.9 8.2% 790.8 3.78%  20,209.0 10.2% 948.2 4.69%
Others 4,366.7 1.7% 47 0.11% 250.8 0.1% 13 0.56%
Sub-total 105,170.5 41.4% 1,083.3 1.03% 739311 37.2% 1,055.7 1.43%
Discounted bills 18,918.8 7.4% 474.0 251% 12,1222 6.1% - 0.00%
Total 254,370.2 100.0% 6,206.8 2.44% 1989029 100.0% 3,642.5 1.83%

Notes:

(1) Include loans with maturity of one year or less and advances.

(2) Include loans with maturity of more than one year.
(3) Others include primarily credit cards.

(4) Calculated by dividing non-performing loans in each product type by gross
loans in that product type.

In 2018, the balance of corporate non-performing loans of the Bank amounted
to approximately RMB4,650 million, representing an increase of approximately
RMB2,063 million as compared with the end of last year. The non-performing
loan ratio was 3.57%, representing an increase of approximately 1.28
percentage points as compared with the end of last year. The increase in
corporate non-performing loans of the Bank was primarily due to the fact that
the Bank implemented more prudent five-category loan classification system
at end of year, by which all loans overdue more than 90 days were classified
into non-performing loans. In addition, the credit customers of the Bank were
mainly small and medium corporate clients, whose repayment abilities were
deteriorated greatly by the operation difficulties as a result of economic
downside.
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The balance of personal non-performing loans of the Bank amounted to
approximately RMB1,083 million, representing an increase of approximately
RMB28 million as compared with the end of last year. The non-performing loan
ratio was 1.03%, representing a decrease of approximately 0.4 percentage
points as compared with the end of last year. The personal non-performing
loans of the Bank increased mainly because the Bank implemented more
prudent five-category loan classification system at the year end, resulting
in the inclusion of all loans overdue more than 90 days into non-performing
loans. The decline in the Bank’s non-performing loan ratio was mainly due
to the fact that (i) the Bank proactively responded to national policies by
reinforcing credit structure adjustment and further developing personal
credit business, and as of December 31, 2018, the balance of personal loans
amounted to approximately RMB105,171 million, representing an increase
of approximately RMB31,239 million or approximately 42.25% as compared
with the end of last year; and (ii) the Bank continuously increased contribution
to reduce non-performing loans and proactively reduced personal non-
performing loans.

6.3 Distribution of Loans and Non-Performing Loans by Industry

As of December 31, 2018 As of December 31, 2017

Loan amount % of total NPL Amount NPLratio Loanamount % of total NPL Amount  NPL ratio
(in millions of RMB, except percentages)

Manufacturing 29,135.1 115% 21928 7.53% 30,6425 15.4% 1,325.1 4.32%
Leasing and business services 25,941.0 10.2% 126.3 0.49%  16,556.3 8.3% 40.2 0.24%
Wholesale and retail 18,001.4 71%  1,099.2 6.11%  18984.2 9.5% 561.9 2.96%
Real estate 16,958.8 6.7% 41.7 252% 114240 57% 3345 2.93%
Construction 9,885.3 3.9% 229.6 232%  8856.7 4.5% 490 0.55%
Water, environment and public

facilities management 7,473.6 2.9% 55 0.07% 46151 2.3% 6.0 0.13%
Electricity, gas and water production

and supply 4,367.6 1.7% 60.7 1.39% 39201 2.0% 549 1.40%
Agriculture, forestry, animal

husbandry and fishery 4,103.7 1.6% 240.7 5.87% 4,834 2.2% 76.7 1.79%
Accommodation and catering 3,271.3 1.3% 110.3 3.37% 3,223.1 1.6% 80.8 2.51%
Education 2,920.5 1.1% 12.9 0.44% 22704 1.1% 195 0.86%
Health, social security and social

welfare 2,471.7 1.0% - 0.00% 1,705.0 0.9% 8.0 0.47%
Mining 2,157.8 0.9% 15.8 0.73% 23848 1.2% 50 0.21%
Transportation, storage and postal

services 2,122.3 0.8% 116.3 548% 20847 1.0% 135 0.65%
Others 1,464.8 0.5% 17 0.80% 1,899.3 1.0% "7 0.62%
Total corporate loans 130,280.9 51.2%  4,649.5 3.57%  112,849.6 56.7% 2,586.8 2.29%
Total personal loans 105,170.5 41.4%  1,083.3 1.03% 739311 37.2% 1,085.7 1.43%
Discounted bills 18,918.8 7.4% 4740 251% 12,1222 6.1% - 0.00%
Total 2543702 100.0%  6,206.8 244% 198,902.9 100.0% 36425 1.83%
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Note: Non-performing loan ratio of an industry is calculated by dividing the balance

of non-performing loans of the industry by the balance of loans granted to the
industry.

As of December 31, 2018, the non-performing corporate loans of the Bank mainly
concentrated in the manufacturing industry, wholesale and retail industry and
agriculture, forestry, animal husbandry and fishery industry, with non-performing loan
ratio of approximately 7.53%, 6.11% and 5.87%, respectively, of which:

(i)

(if)

(iiif)

the balance of non-performing loans in the manufacturing industry increased
by approximately RMB868 million compared with the end of last year, with an
increase of approximately 3.21 percentage points in non-performing loan ratio,
which was mainly attributable to the inclusion of all loans overdue more than 90
days into non-performing loans as the Bank implemented more prudent five-
category loan classification system at the year end, as well as the increase of
non-performing loan ratio in the industry as a result of production and operation
difficulties in the traditional manufacturing industry and a weakened repayment
capacity after being affected by the economic downturn.

the balance of non-performing loans in the wholesale and retail industry
increased by approximately RMB537 million compared with the end of last year,
with an increase of approximately 3.15 percentage points in non-performing
loan ratio, which was mainly attributable to the inclusion of all loans overdue
more than 90 days into non-performing loans as the Bank implemented more
prudent five-category loan classification system at the year end, as well as the
effect of prolonged trade receivables cycle and slowdown of recollection on the
capital turnover, and worsen operating conditions in the wholesale and retalil
industry after being significantly affected by the slowdown of the PRC economy
development.

the balance of non-performing loans in the agriculture, forestry, animal
husbandry and fishery industry increased by approximately RMB164 million
compared with the end of last year, with an increase of approximately 4.08
percentage points in non-performing loan ratio, which was mainly attributable to
the inclusion of all loans overdue more than 90 days into non-performing loans as
the Bank implemented more prudent five-category loan classification system at
the year end, as well as the increase of non-performing loan ratio in the industry
as a result of production and operation difficulties in the agriculture, forestry,
animal husbandry and fishery industry and a weakened repayment capacity
after being affected by the economic downturn.
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6.4 Distribution of Loans and Non-Performing Loans by Collateral

The following table sets forth, as of the dates indicated, the distribution of the
Bank’s loans and nonperforming loans by collateral.

As of December 31, 2018 As of December 31, 2017
Loan NPL Loan NPL
amount %oftotal  Amount  NPL ratio amount % of fotal Amount  NPL ratio
(in millions of RMB, except percentages)

Unsecured loans 22,309.8 8.7% 158.0 0.71% 92024 4.6% 333 0.36%
Guaranteed loans 81,392.5 32.0% 3,177.0 3.90% 74,2737 37.3% 2,150.9 2.90%
Collateralised loans 115,649.2 45.5% 2,348.5 203% 89,6328 45.1% 1,387.0 1.55%
Pledged loans 35,018.7 13.8% 523.3 149%  25,794.0 13.0% 7.3 0.28%
Total 254,370.2  100.00% 6,206.8 244% 1989029 100.0% 3,642.5 1.83%

Note: Calculated by dividing non-performing loans in each product type secured by
each type of collateral by gross loans in that type of collateral.

As of December 31, 2018, the balance of our guaranteed non-performing
loans increased by approximately RMB1,026 million from the end of last year,
representing an increase in non-performing loan ratio of approximately 1
percentage points, primarily because (i) the Bank implemented more prudent
five-category loan classification system at the year end with the inclusion of
all loans overdue more than 90 days into non-performing loans; (ii) borrowers
of the Bank’s guaranteed loans are mostly small and medium enterprises
which are vulnerable to risks under current economic situations, the decline
in their operations resulted in the decrease in contractual performance
ability; (iii) the weak guarantee capacity of the guarantors and their failure
to repay loans on time resulted in the increase in the volume and ratio of our
guaranteed non-performing loans.

As of December 31, 2018, the balance of our collateralised non-performing
loans increased by approximately RMB962 million from the end of last year,
representing an increase in non-performing loan ratio of approximately 0.48
percentage points, primarily because (i) the Bank implemented more prudent
five-category loan classification system at the year end with the inclusion of
all loans overdue more than 90 days into non-performing loans; and (ii) with
the relatively high proportion of loan customers of the Bank were small and
medium enterprises, those enterprises experienced decline in operations and
were exposed to risks under the current economic situation, which resulted in
an increase in collateralised non-performing loans.
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6.5 Borrowers Concentration

As of December 31, 2018, the balance of loans to any single borrower of the
Bank did not exceed 10% of the Bank’s net capital.

The following table sets forth, as of December 31, 2018, the loan balance of
the top ten single borrowers (excluding group borrowers) of the Bank.

As of December 31, 2018
% of total
Industry Balance loans % of net capital
(in millions of RMB, except percentages)

Borrower A Leasing and commercial 1,428.0 0.7% 2.1%
services

Borrower B Manufacturing 1,387.2 0.5% 2.1%

Borrower C Accommodation and catering 1,192.2 0.5% 1.8%

Borrower D Real estate 1,163.0 0.5% 1.7%

Borrower E Real estate 1,139.0 0.4% 1.7%

Borrower F Real estate 988.2 0.4% 1.5%

Borrower G Leasing and commercial 887.5 0.3% 1.3%
services

Borrower H Leasing and commercial 850.0 0.3% 1.3%
services

Borrower | Real estate 828.2 0.3% 1.1%

Borrower J Leasing and commercial 780.0 0.3% 1.1%
services

Total 10,643.3 4.2% 15.7%

As of December 31, 2018, the loan balance of the largest single borrower of
the Bank was approximately RMB1,428 million, accounting for approximately
0.7% of the total amount of loans of the Bank, and the total amount of loans
to the top ten single borrowers was approximately RMB10,643 million,
representing approximately 4.2% of the total amount of loans of the Bank.
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6.6 Overdue loans

The following table sets forth, as of the dates indicated, the distribution of the
Bank’s loans to customers by maturity.

As of December 31, 2018 As of December 31, 2017
Amount % of total Amount % of total
(in millions of RMB, except percentages)

Current loans 243,455.4 95.71% 188,348.9 94.69%
Overdue loans

Up to 3 months 4,798.9 1.89% 2,496.9 1.26%
Over 3 months up to 1 year 2,702.5 1.06% 4,218.3 2.12%
Over 1 years up to 3 years 2,628.9 1.03% 3,569.1 1.79%
Over 3 years 784.5 0.31% 269.7 0.14%
Sub-total 10,914.8 4.29% 10,554.0 5.31%
Total loans 254,370.2 100.00% 198,902.9 100.00%

Note: Representing the principal amount of the loans on which principal or interest is
overdue.

As of December 31, 2018, the amount of overdue loans totaled approximately
RMB10,915 million, representing an increase of approximately RMB361
million as compared with the end of last year. Overdue loans accounted
for approximately 4.29% of the total loans, representing a decrease of
approximately 1.02 percentage points as compared with the end of last year.

7. BUSINESS OPERATION SEGMENT REPORT

The table below sets forth the Bank’s total operating income by business segments
for the periods as indicated.

As of December 31, 2018 As of December 31, 2017
Amount % of total Amount % of total
(in millions of RMB, except percentages)

Corporate banking business 9,733.1 58.0% 8,380.7 65.4%
Retail banking business 5,027.0 30.0% 3,173.9 24.7%
Financial markets business 1,937.4 11.5% 1,279.9 10.0%
Other businesses 86.1 0.5% (19.0) (0.1%)
Total operating income 16,783.6 100.0% 12,8155 100.0%
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8. ANALYSIS ON CAPITAL ADEQUACY RATIO

The Bank continued to optimize its business structure and strengthen its capital
management. As of December 31, 2018, the capital adequacy ratio, tier-one capital
adequacy ratio and core tier-one capital adequacy ratio of the Bank were 14.37%,
11.49% and 9.44% respectively, representing an increase of 1.22 percentage
points, and a decrease of 0.67 percentage points and 2.71 percentage points
respectively, compared to the numbers at the end of the preceding year, which
fulfilled the requirements provided in the Administrative Measures for the Capital of
Commercial Banks (Provisional) issued by CBRC. The changes in capital adequacy
ratio were mainly due to the issue of RMB10.00 billion tier-two capital instruments
and USD 1,395 million preference shares by the Bank.

In accordance with Administrative Measures for the Capital of Commercial Banks
(Provisional) issued by CBRC, the capital adequacy ratio of the Bank was as

follows:

As of December As of December

31, 2018 31, 2017
(in millions of RMB, except
percentages)

Share capital 20,075.0 20,075.0
Valid portion of capital reserve 14,605.8 13,5635.5
Surplus reserve 1,500.6 1,258.1
General reserve 7,884.3 6,386.3
Retained earnings 783.4 4,014.0
Valid portion of minority interests 373.3 301.4
Total Core tier-one capital 45,222.4 45,570.3
Core tier-one capital deductions (709.2) (676.3)
Net core tier-one capital 44,513.2 44.894.0
Other tier-one capital 9,682.6 39.9
Net tier-one capital 54,195.8 44.933.9
Net tier-two capital 13,581.9 3,635.1
Net capital base 67,777.7 48,569.0
Total risk-weighted assets 471,779.0 369,459.2
Core tier-one capital adequacy ratio 9.44% 12.15%
Tier-one capital adequacy ratio 11.49% 12.16%
Capital adequacy ratio 14.37% 13.15%
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9. BUSINESS REVIEW
9.1 Corporate Banking Business

The Bank adhered to the three key development strategies to implement the
overall work requirements of “quality improvement, efficiency enhancement
and sustainable development”, focusing on “Internetization and Ruralization
of Banking Services (E# T 45)” and “digital transformation” (BF{L&E%)). The
Bank concentrated and united all efforts and captured the opportunities to
strive for success, and to maintain healthy, fast and reasonable development
all along.

9.1.1 Corporate deposits

The Bank continued to leverage the advantages of bank-government
cooperation, and focused on establishing its internal growth
mechanism for corporate settlement deposits, thereby optimizing
the corporate liabilities business structure. The Bank continued to
improve the competitiveness of its corporate deposit business by
providing corporate customers with corporate demand deposits,
corporate time deposits, corporate call deposits, corporate agreement
deposits, negotiated deposits, corporate intelligent deposits, as well
as other innovative corporate deposit products and services, such as
Growth with Profit (AX &%), Daily Average Profit Increase (H¥H1EH)),
Quanquan Mutual Benefit (BBl & #) and group interest optimization.

As of December 31, 2018, the Bank’s corporate deposit balance
was RMB198,481 million, with an increase of RMB16,524 million
compared to the beginning of the year. The corporate deposits grew
by 9.1% in terms of time-point increment, representing 5.6 percentage
points higher than the average market growth rate. Daily balance of
the corporate deposit was RMB187,507 million, with an increase of
RMB24,780 million or 15.2% compared to the beginning of the year. The
market share of corporate deposits increased by 0.39% compared to
the beginning of the year, ranking 4th among peers in terms of market
share increment, and ranked 2nd in the industry of Henan in terms of
time-point increment.
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9.1.2

9.1.3

Corporate loans

The Bank strengthened its strategic execution and innovation
leadership, seized market opportunities, and expanded its loan sources
through multiple measures. It promoted the marketing of key projects,
key customers and key regions, deepened the strategic cooperation
among banks, the government and enterprises, strengthened the
strategic partnership with 18 regions or cities, having signed strategic
cooperation agreements with the provincial civil affairs department and
Zhongyuan Asset Management Co., Ltd.. The Bank actively carried
out financial businesses such as direct financing, equity financing
and cross-border financing, and gave more support on green and
innovation and entrepreneurship industries. In 2018, a total of 309 new
major projects with an amount exceeding RMB50 million each were
implemented, aggregating to RMB63,220 million in total.

As of December 31, 2018, the Bank’s corporate loan balance was
RMB130,281 million, with an increase of RMB17,431 million or 15.4%
compared to the beginning of the year.

Corporate customers

Basing on the economic development reality of Henan Province, the
Bank insisted on “returning to original sources and breaking away from
virtual economy to real economy”, served to the implementation of
national strategies and supported the development of the real economy.
The Bank adhered to the customer-oriented approach, developed
the customer segmentation operating approach, and adopted
customized service model and operating strategies tailored for different
customer groups. The Bank developed the segmentation operating
approach by providing layered services to institutional customers,
strategic customers, transaction banking customers and small and
micro enterprise customers. It continued to deepen the cooperation
relationship among banks, the government and enterprises, in order to
explore new ways for supporting the small and medium size enterprises,
thereby pushing ahead the Bank’s transformation and development.

As of December 31, 2018, corporate clients of the Bank reached
193,000, representing an increase of 17,000 as compared with that of
the beginning of the year.
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9.1.3.1 Strategic customers

The Bank actively implemented the segmentation operating
approach on corporate customers and differentiated marketing
policies towards strategic customers. Through cross-line inter-
connective marketing and internal and external coordination
mechanisms, the Bank improved the level of customer marketing
management and realized in-depth development and intensive
cultivation of strategic customers. As of December 31, 2018,
the Bank’s head office-level strategic customer coverage was
77.22%, representing an increase of 8.70% from the beginning
of the year. The balance of credit assets accounted for 28.95%
of the total assets, increasing by 8.95% from the beginning of the
year, of which, the strategic customers’ average daily corporate
deposit balance increased by 20.68% compared with the
beginning of the year.

9.1.3.2 Institutional customers

The Bank proactively expanded its institutional business coverage
to foster new growth points of the business, and seized business
opportunities in key segments of the institutions, enhanced the
commitments in technological marketing, to improve the vertical
service capabilities for institutional customers. As of December
31, 2018, the average daily balance of institutional deposits of
the Bank was RMB114,906 million, representing an increase of
RMB28,506 million as compared to the beginning of the year. The
number of institutional business agency qualification increased
by 305 compared with the beginning of the year.




ZHONGYUAN BANK CO., LTD. 2018 ANNUAL REPORT 59
Chapter 5 Management Discussion and Analysis

9.1.3.3 Small and micro customers

As to its small and micro customers, the Bank adheres to the
concept of “professional and robust”, broadening customer base,
building model, establishing brand, and utilizes new technologies
and means to strengthen the integration of private small and
micro finance with “Internet+”. The Bank adopts big data tools
to enrich the means of obtaining customers, and makes full use
of new channels, such as online banking and mobile banking, to
provide efficient and convenient financial services for small and
micro enterprises. As of December 31, 2018, the Bank served
more than 29,600 private small and micro enterprises, and the
loan balance of private small and micro enterprises reached
RMB112,201 million, accounting for 44.11% of the Bank’s loans.
The balance of the Bank’s small and micro loans increased by
RMB34,361 million, representing an increase of RMB7,307 million
compared with the beginning of the year. The annual completion
rate of small and micro credit programs was 120%, and small and
micro customers increased by 28,000, representing an increase
of 300 compared with the beginning of the year. The Bank
completely fulfilled the task to achieve the increment in both small
and micro enterprises.

9.1.34 Bank’s products

In 2018, in order to improve customer service capabilities, the
Bank actively promoted the construction of its product system,
with continuous contributions to intensify product innovation and
further improve the customer experience.

As regards to liability products, the Bank took an initiative to
introduce structured deposits in May 2018, further enriching the
Bank’s liability products. In terms of customer settlement services
and liquidity management, the cross-border bilateral RMB cash
pool business has been implemented. Four products, namely
Group interest optimization, Quanquan Mutual Benefit (BB & #)),
Daily Average Profit Increase (H#33&#]) and Growth with Profit
(A=A F), were newly developed, of which Quanquan Mutual
Benefit (BIBE#|) and Growth with Profit (BX&ERF]) were first
issued in the industry. The Bank’s innovation in cash management
products has been among the forefront of the industry, and has
been widely recognized by the industry and customers.

In respect of intermediate services, in 2018, the Bank launched
new trust plan custody and account fund supervision services,
showing its capability in more abundant service content and
service means. :
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In respect of financing products, products such as debt financing
plans and onshore guarantees for offshore Loans business have
made breakthroughs, further expanding the varieties of financing
products.

While widening the series of products constantly, the Bank has
expedited the pace of its line products and services turning
online. The bill pool business realized functions such as online
custody and online lending; and completely online products
such as “Tax Bill Loan (fi&E)” and “Government Procurement
Loan (B3R E)” were successfully launched. The Bank’s business
processing is more convenient, which significantly improves
the customer experience, and accordingly further enhances
the competitiveness of its products, which effectively supports
the Bank’s banking business. In December 2018, the Bank
won the “2018 China E-banking Gold List Award-2018 Regional
Commercial Bank Best Online Banking User Experience Award
(2018 B EFR1TR1EE-2018F RIF M AR RITREM LRITHP
B284%) “for its innovative breakthroughs and practices in the field
of e-banking.

9.1.4 Investment banking

Based on the steady operation of investment banking businesses such
as structured financing, equity financing and financial advisory service,
the Bank strongly promoted the transformation from a traditional
investment bank to an integrated service investment bank by enriching
investment banking business products and increasingly developing
new ideas and channels, and thereby offer its clients with higher quality
and comprehensive services.
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The Bank has issued RMB1.50 billion green financial bonds
and RMB1.50 billion financial bonds supporting innovative and
entrepreneurship enterprises, successively. By this way, the Bank
continuously exerted innovation in the investment banking business
and supported the development of green finance and innovation and
entrepreneurship enterprises. At the same time, the Bank actively
carried out bond underwriting business. As of the end of the Reporting
Period, the Bank’s debt financing programs underwriting business
ranked 1st in terms of its size in the province, and the cumulative debt
financing programs registered amounted to RMB14.7 billion, with the
completion of listing and offering of RMB5.86 billion. Cooperating
with institutions and organizations such as the regional equity trading
center in the province and the Henan Small and Medium Enterprise
Development Fund (LP) (AEEF/NEEERES(ERE%)), and by
means of convertible bonds and “investment and lending linkage (%
Bt &))", etc., the Bank developed new equity financing approaches
to continue to support small and medium-sized enterprises in the
province. Through the perpetual debt-like business, while providing
financing for customers in the province, the Bank effectively optimized
corporate debt structure. It actively expanded the asset securitization
business to cater for the needs of asset securitization financing of
high-quality enterprises inside and outside the province. Acting as an
independent lead underwriter, the Bank successfully issued China’s
first receivables debt financing program product with the property fee as
basic asset; as a joint promotion agency, it participated in the issuance
of China’s first gas billing rights asset securitization product. The Bank
promoted overseas debt issuance and financial advisory services
for enterprises on their being listed in Hong Kong. By establishing a
cross-border investment and financing collaboration platform, the Bank
strengthened its “friend circle” of cross-border business cooperation,
laying a solid foundation for the development of the cross-border
investment and financing business.
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9.1.5 Transaction banking

The Bank adhered to its future business layout and promoted the digital
strategic transformation by further establishing the online system for
transaction banking, and realized the operation of key businesses with
in-depth industry research. In 2018, the Bank actively consolidated
resources by leveraging on financial technology and the advantages
of extensive geographical coverage, developed transaction banking
business such as cash management, bills pool, supply chain finance
and trade finance, thereby deepened the upstream and downstream
cooperation with the core enterprises, expanded the customer base
and extended the industrial chain. Consequently, in September 2018,
the Bank was successfully selected as one of the national first batch
pilot enterprises in the supply chain finance application and innovation,
which was jointly determined by eight ministries and commissions
including the Ministry of Commerce.

9.1.5.1 Corporate online banking

The Bank continued to develop new applications for corporate
online banking, aiming for improvement in customer experience.
It reduced its internal and external costs, effectively diverted
and mitigated counter pressures of branches, enhanced the
service capability of the online corporate banking business, and
built a one-stop financial service platform for enterprises. As
of December 31, 2018, the aggregated number of the Bank’s
corporate online banking customers was 112,600, representing
an increase of 27,800 customers compared to the number at
the beginning of the year. The aggregated transaction amount
increased by RMB1,782,355 million compared to the amount
at the beginning of the year, and the total transaction volume
increased by 6,928,000 transactions compared to the number
at the beginning of the year, accounting for 89.87% of the
total number of transactions conducted by corporate banking
customers during the same period.
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9.1.5.2 Cash management

Through independent research and development and product
innovation, Zhongyuan Bank has established a relatively
complete cash management product system, which can provide
standardized and personalized cash management service
solutions for enterprises, governments and public institutions.
In June 2018, the Bank’s cash management won the “Ten Best
Financial Product Innovation Award (+1£& BE S AI#88)” (for
corporate business) at the China Financial Innovation Forum with
its innovative design concept and excellent service experience.

As of December 31, 2018, there were 2,522 cash management
customers, representing a year-on-year increase of 267.10%; the
aggregated time-point balance of RMB deposits was RMB35,083
million, representing a year-on-year increase of 38.72%; the
average daily balance was RMB35,228 million, representing a
year-on-year increase of 58.42%; the total transaction amount of
the cash management business reached RMB762,635 million.
Zhongyuan Bank has become a major cooperative bank for more
customers in light of its comprehensive and all-around product
system and service capabilities in cash management.

9.1.56.83 Supply chain financing

The Bank continues to be customer-centric and actively push
forward the supply chain finance business to become online,
digitized, scenarios and platform oriented. Product construction
adheres to the scientific concept of promoting development
with flexibility with the goal of excellence. The Bank strives
for perfection in the process of building an industrial finance
ecosystem, to provide tail-made, professional and online supply
chain financial services for customers from different industries
and sectors. During the Reporting Period, the aggregated number
of supply chain finance customers was 383, with an aggregate
amount of RMB12,611 million during the year. In particular, a
total of 2,531 loans were granted through the online supply chain,
amounting to RMB4,232 million.
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9.1.5.4 Trade finance

During the Reporting Period, the Bank obtained the qualification
to jointly handle forward foreign exchange settlement and
sales, and implemented the business successfully. It launched
the cross-border bilateral RMB cash pool business, onshore
guarantees for offshore loans business, and has achieved
business breakthroughs. The Bank achieved full coverage of the
main business types of capital accounts; fully promoted system
construction and became the first bank in China to have realized
domestic licenses six-in-one (& 754 —), which reduced business
operation time, improved customer experience, and boosted the
transaction banking business.

As of December 31, 2018, the transaction amount of the Bank’s
trade finance services reached RMB34,573 million, representing
an increase of RMB26,256 million compared to 2017; the Bank’s
aggregated amount of international settlement transactions was
USD3,004 million, representing an increase of USD1,950 million
compared to 2017. As of December 31, 2018, the Bank has
established cooperation relationship in trade finance services
with 714 corporate banking customers and has established
agency relationship with 246 domestic and foreign banks.

9.1.5.5 Bills pool

In 2018, the Bank's bills pool business experienced constant
upgrades and optimization, which was able to promptly respond
to customers’ needs and complete the system iteration and
operation. While helping customers to reduce the custodian risk
of bills, lower down financing costs, and improve the liquidity
of bill assets, the Bank has created the functions of electronic
bill custody and online lending, with services concentrating on
increasing customer experience and catering for customers’
needs. The Bank firmly satisfied various needs of customers
subject to the digitized and smart development guidance. During
the Reporting Period, the total number of customers in the bills
pool was 702, representing an increase of 546 over the previous
year. The accumulated amount raised for the year was RMB4,638
million, representing an increase of RMB2,112 million compared
to 2017. Upon launch of the online financing of the bills pool
in July 2018, the total number of loan granted was 122 with a
financing amount of RMB285 million.
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9.2

Retail Banking Business

During the Reporting Period, in view of the complex and ever-changing
external environment, the Bank’s retail line fully implemented the “three major
development strategies” and continuously promoted the implementation
of work requirements of “three stresses and one persistence (Z#l—&
)" (stressing demolition, agency issue and ecosystem construction, and
persistence in customer management). Riding on the strong momentum
of agile and digital transformation, the Bank continued to promote a shift
in the business-driven model from traditional price, product, relationship,
resource input to higher level of data, scenarios and ecology. The mode
for the head office to manage branches shifted from mainly relying on
assigning indicators, holding competitions and focusing assessment to
formulating strategies, improving capabilities, developing hot-sale products
and proactively screening customer groups. Through all of the above, the
Bank’s various indicators performed well, witnessing initial results achieved in
segmental transformation.

9.2.1 Retail Deposits

During the Reporting Period, the Bank actively seized market
opportunities to focus on both customer management and innovative
products, increasing the scale of retail deposits. Through various
targeted activities, the Bank provided a combination of online
and offline, financial and non-financial services, and continuously
deepened customer management by stratification and group. The
Bank endeavored to accelerate product creation and design, adhered
to the principle of expanding the scale of main category products
and highlighting occasional products, for the purpose of sustainably
increasing product competitiveness. The Bank continuously introduced
new products, optimize channels, and innovate product purchase and
sales models, ensuring stableness with steady increment of savings
deposits, and enhancing customer loyalty, so as to realize customers
management by stratification and group.

As of December 31, 2018, the balance of the Bank’s personal deposits
amounted to RMB147,708 million, representing an increase of
RMB22,957 million.
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9.2.2 Retail Loans

During the Reporting Period, the Bank took multiple measures to
continuously promote the steady growth of retail loans business with
highlights. Keeping an eye on the assigned tasks, the Bank continuously
strengthened the marketing of key channels, expanded and explored
target customers; continued to optimize the retail loans business
structure; actively improved the retail loans pricing mechanism,
enhancing its product pricing advantages. The Bank always adheres
to the concept of equal emphasis on inorganic and organic growth,
customer development and customer management, and continues to
market customers and beef up comprehensive operations. The Bank
values customer experience, paying equal attention to financial services
and non-financial services. On the one hand, it continuously develops
and innovates to optimize business processes; on the other hand, it
provides more non-financial services to customers through various
forms of online gift-giving activities; continues to enhance customer
stickiness coupled with varieties of offline value-added services.

As of December 31, 2018, the balance of the personal loans on the
balance sheet reached RMB105.171 billion, increased by RMB31,239
million; interest income from personal loans reached RMB5,604 million,
representing a year-on-year increase of 62.3%. In particular, a total of
33,800 loans were granted under Yong Xu Dai (K& E), with the amount
reaching RMB33,879 million, representing an increase of RMB14,916
million in 2018.
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9.2.3 Personal customers

As of December 31, 2018, the Bank’s personal customers reached
12,380,000 in total, representing an increase of 2,020,000 compared
with the beginning of the year, of which 2,697,700 were active
customers, representing an increase of 547,900 compared with the
beginning of the year.

9.2.3.1 Mass customers

As of December 31, 2018, the number of mass customers was
2,501,600, representing an increase of 356,200 over the previous
year; the size of assets under management (including savings)
was RMB135,580 million, representing an increase of RMB27,259
million over the previous year; the amount of savings deposits
was RMB109,119 million, representing an increase of RMB18,907
million compared to last year.

9.2.32 Wealth management & private banking customer groups

As of December 31, 2018, the number of wealth management
& private banking customers was 19,500, representing an
increase of 9,400 over the previous year; the amount of assets
(including savings) was RMB47,248 million, representing an
increase of RMB8,530 million compared to the previous year,
of which the savings deposits of wealth management & private
banking customers increased by RMB2,716 million. The number
of customers with a balance exceeding RMB3 million was 3,337,
representing an increase of 578, or 20.95% than the previous
year. The balance of off-balance sheet assets was RMB6,466
million, representing an increase of RMB2,583 million or 66.52%
compared to last year; the sales of trust amounted to RMB305
million.
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9.2.4 Scenario development and operation

In October 2018, the Bank set up a scenario development and
operation segment, and successively established six panels, including
community, campus, xiaowei (/)\M), foodie map and Zhongyuan wallet,
provident fund, inactive customer improvement and data application.
With continuous market research, customer survey and value
argumentation, the Bank has explored the ecological circle construction
model, and the results acquiring customers through scenarios have
begun to bear fruit.

As for the foodie map, as of December 31, 2018, the foodie map served
a total of 13,900 food merchants, attracting about 250,000 customers.
The online transaction number was 219,600, with the amount of
RMB5,088,900, and the number of offline transactions was 1,319,800,
with the amount of RMB150 million.

As for the campus card, as of December 31, 2018, the Bank had 18
cooperative schools and 142,000 cards issued in bulk. The number
of teachers for agency issuance was 12,000, issuing an amount of
RMB47.02 million on monthly basis. Specifically, we newly entered into
cooperation with five schools in 2018, with a number of cards issued in
bulk of 34,600, and 3,158 teachers for agency issuance had a monthly
issuance of RMB27.66 million. The joint marketing deposits amounted
to RMB240 million.

In terms of improvement in inactive customers, the Bank has conducted
a comprehensive data analysis on inactive customers, classified them
according to customer sources, basic characteristics, transaction
attributes, etc., and intended to reach, awaken and activate those
customers through scenarios by grading them based on the difficulty of
improvement in different types of customers.
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9.2.5 Wealth management and private banking business

The Bank is committed to establishing high-quality private banking
business, focusing on wealth management and private banking
customer management, completing institutional transformation,
improving financial and non-financial product service systems, and
pursued to improve the overall customer service.

The Bank has specially set up a wealth and private banking segment,
including four panels, i.e. wealth customer group, private banking
customer group, non-financial products and value-added services and
high-net-worth products. At the same time, the Bank has established
regional wealth center and wealth team at branch level to build a
reasonable and efficient organizational structure, thereby promote
sustainable business development.

Through the establishment of abroad financial business system, the
Bank continued to acquire customers by means of scenario-oriented
approach; provided high-end customers with comprehensive value-
added services by organizing high-end customer maintenance
activities and setting up high-end hotel reservation platforms. The Bank
maintained the practice of “customer-oriented creation of products”,
and continuously developed agile, efficient and rapid iteration
products, as to optimize the high-net-worth exclusive product system
and complete “3+1” high-net-worth exclusive product system planning.
The Bank organized diamond financial planner competitions, financial
manager CFP vocational skills training, etc., to foster and increase
the abilities of account managers’ professional quality, to build a full-
service circle of account managers, and to continue on professional
deployment of customer assets.

During the Reporting Period, a total of 6 high-end customer
maintenance activities at the head office level were held, bringing assets
under management of RMB1,269 million, of which the savings deposits
increased by RMB1,015 million.
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9.2.6 Farmers-benefiting business

During the Reporting Period, the Bank continued to innovate financial
services, improved its service capabilities, and implemented the “going
of ideas, funds, channels, products and services to village (325 T »
BT RETN - Em N AR TIT)", developing new standards
for the construction of rural financial services featuring “indoor services,
in-village withdrawal, outlet per village, credit per household (BR#H
FI -~ BRI - N ERE - PRERE)".

The Bank has established the “three-in-one (=i —§&)” channel service
system, namely “sourcing at county sub-branches, implementing at
township sub-branches, and extending at farmers-benefiting outlets
(BB THURSE - MEZTIEN - BERBEIMNEM)", boasting of
119 county-level sub-branches in operation and 37 new township sub-
branches, with 3,600 farmers-benefiting service points spread over
rural areas, which benefitted more than 10 million county and rural
residents.

Riding on the farmers-benefiting service points and in the way of
financial auditorium, drama performance in countryside, financial night
school, etc., the Bank impacted the knowledge of financial products,
payment settlement as well as risk prevention and anti-counterfeit
money to customers in rural areas. Through on-site explanation,
hanging of banner ads and propaganda posters, distribution of
poster foldouts and other forms, the Bank popularized basic financial
knowledge in the vast rural areas, improved the mass villagers’
awareness of payment settlement, thus improving the financial literacy
of rural residents. As of December 31, 2018, the Bank held more than
10,000 lectures on various types of financial knowledge in rural areas,
with nearly 1,000,000 participants, which has been widely praised by
farmers.

The Bank constantly enhanced the supply of financial services and
products in rural areas using “Internetization (_E#9)“thinking to resolve
the traditional problem of “Ruralization of Banking Services (T 4§)”,
and improved the four major farmers-benefiting products system of
“Yuan Beneficial Loans, Yuan Beneficial Savings, Yuan Beneficial
Wealth Management and Yuan Beneficial Fast Settlement (REE * &
217 REA - FEIR). The Bank developed APP of farmers-benefiting
products to realize the “online + offline” customer operation model,
with “financial + non-financial” services as core, improved the new
standards of farmers-benefiting financial services and built a rural
financial service ecosystem. It helped accurate poverty alleviation, and
got access to the “last one kilometer” of inclusive finance. The Bank
helped to resolve the unbalancing and insufficient problems of rural
financial services, effectively improving the coverage, availability and
satisfaction of financial services.

e e
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9.2.7 Credit card business

During the Reporting Period, the Bank’s credit card business witnessed
a rapid development, the number of users continued to expand, with
the total number of cards issued exceeding 1,000,000. The Bank has
successively launched 18 cities’ impression cards, and with furthering
penetration in the region, it strived to establish its credit card brand
image in short time in various cities in the province. With the hot selling
ETC credit cards, it quickly acquired customers as car owners, and
enhanced its competitiveness of the credit card in the market. The
implementation of large amount instalment business enabled the Bank
to quickly develop channels in the industry with leading T+0 lending
model, which was widely praised by customers. Through cooperation
with Jingdong Finance, 51 Credit Card, Tencent, Ctrip, Vipshop and
other large scenarios and customer group Internet platforms, the Bank
acquired more customers steadily. While developing new products
and expanding new channels, the Bank’s credit card business also
combined online and offline means to accurately market and enhance
customer contribution. In addition, resources such as big data platforms
were used to establish approval model, accurately identify customer
profiles, for the sake of improving the level of risk control.

As of December 31, 2018, a total of 1,028,800 cards were issued, of
which 980,000 were newly issued in 2018, ranking 1st among regional
banks in terms of the increment and growth rate. A total of 782,200
cards were activated, with an activation rate of 76.03%; the transactions
totaled 10,441,100 with an amount of RMB16,418 million, which was
8.5 times of the annual transaction volume in 2017. The total income
was RMB100.2816 million, which was 7.87 times of the annual income
in 2017. The total credit card facilities were RMB13,707 million, with
the loan balance of RMB4,367 million, representing a utilization rate of
31.86%. Among them, the revolving loan was RMB3,951 million, and the
balance of installment loans was RMB416 million.




72 2018 ANNUAL REPORT ZHONGYUAN BANK CO., LTD.
Chapter 5 Management Discussion and Analysis

9.2.8 Direct marketing banking

The Bank’s direct marketing banking business adheres to the
positioning of “China’s best housing-secured loans financial technology
platform” and has embarked on a development path of “three lights,
three emphases (=8 =5)" (light capital, personnel and system;
emphases on online, technology and intelligence), exploring the use of
technology to help the development of inclusive finance. After nearly a
year of practice, the Bank has formed business models such as “four
major service levels” and “eight major system tools”. The four service
levels include management consulting, risk control model, system tool
and on-site guidance; eight major system tools include video interview
component, online signing component, mobile marketing APP, video
verification component, Zhongyuan Bank online platform, risk control
model, data analysis platform and account authentication, which
provide all-round technical support for the technology output with
‘component + APP + model + platform”.

The Bank launched “Zhongyuan Bank Online” credit management
platform, as well as “Instant Processing (BlZI##)” (a mobile marketing
tool) and “Pedometer” (a credit factory management tool) exclusively
for cooperative banks. The customer experience of “Zhongyuan direct
marketing banking” loan was continuously improved, under which, the
application amount was RMB79,000 million, and the average number
of housing price evaluations was 969. The Bank launched the “Hao Dai
Yi Jia ((fE—X)” APP to explore interbank lending platform. Yong Xu
Dai (k£ &) has fully realized online processing, which, coupled with
the introduction of several external data sources, increased the risk
control capability and continually optimized the business process. With
the launch of phase | of 360-degree customer imaging, the customer
imaging are fully upgraded to better guide the account manager to
implement in-depth operation.
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9.3 Financial market business
9.3.1 Treasury operation

During the Reporting Period, the Bank actively responded to and
implemented various regulatory measures of the regulatory authorities,
further expanding the financial market business horizontally and
vertically, and enhancing market influence on the premise of ensuring
business compliance. On the basis of ensuring liquidity, the Bank
strengthened investment and research capabilities, and widened carry
trade while grasping the market opportunities. As of December 31,
2018, the balance of the Bank’s deposits and placements with banks
and other financial institutions as well as financial assets held under
resale agreements was RMB42,241 million, accounting for 6.81% of the
Bank’s total assets. The balance of the Bank’s deposits and placements
from banks and other financial institutions as well as financial
assets sold under repurchase agreements was RMB107,059 million,
accounting for 18.96% of the Bank’s total liabilities.

During the Reporting Period, the Bank actively adjusted its investment
strategies, optimized its investment structure, and continuously
enriched and adjusted its business development strategies by
increasing study on capital markets, external regulatory policies, and
macroeconomic conditions. Meanwhile, the Bank continued to widen
varieties of its investment business, strengthen business innovation,
and actively expand potential investment channels when risks are
controllable, and increase investment spreads.
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9.3.2 Interbank business

Under the overall guiding ideology of “quality improvement, efficiency
enhancement and sustainable development” set by the Bank at the
beginning of the year, it insisted on returning to the origin of the
interbank business, performed well in liquidity adjustment, exerted asset
adjustment functions, and flexibly adjusted the asset-liability structure,
to made its customers nationwide and operating results outstanding.

During the Reporting Period, the scale of interbank liabilities remained
stable, asset allocation was gradually optimized, product innovation
capability was significantly increased, business development
mechanism was continuously improved, and risk prevention and control
capabilities were significantly enhanced. Through further and deepened
cooperation with the Shanghai Commercial Paper Exchange, the foreign
exchange trading center and other nationally approved exchanges in
the system construction, commercial paper assets trading capacity and
interbank liability management capability were effectively improved.

9.3.3 Asset management

During the Reporting Period, the transformation of the Bank’s net worth
wealth management products achieved initial results. The private equity
net worth product “Qian Jing (¥25)” series and the first net worth cash
management product “Zhongyuan Xian Jin Bao (FRIZEE)" were
successfully issued, providing consumers with more investment options.
During the Reporting Period, the Bank’s existing wealth management
products totaled 501, with a size of RMB52,218 million, representing an

increase of RMB6,149 million from the beginning of 2018.

During the Reporting Period, the Bank’s Dingsheng (£25%) fortune series
wealth management products operated steadily, generating stable
income for customers. During the Reporting Period, the Bank issued
a total of 1,175 wealth management products with a total amount of
RMB156,632 million.

During the Reporting Period, the Bank’s Dingsheng (£22%) wealth series
wealth management products were awarded the “City Commercial
Banks Wealth Management Excellence Award of the Year (&
REITEN £ 48)”, at the selection of “2018 SSN 9th ‘Golden Wealth
Management (£281)” campaign held by Shanghai Securities News.
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9.4 Distribution channels

9.4.1

9.4.2

Physical distribution channels

As of the end of 2018, there are 18 branches and 2 direct sub-
branches, and 457 outlets in total, including 301 urban branches, which
covered all 18 prefectures and cities in the Henan province, and 156
county-level sub-branches, which covered 89% of 105 counties in the
Henan province.

Self-service banking channel

The Bank’s self-service equipment includes automatic teller machine,
self-service deposit and withdrawal machine, smart teller machine,
smart cash counters, VTM, multimedia inquiry machine, mobile PAD,
self-service receipt printer, etc. Those machines provide customers
with a variety of convenient services such as deposit and withdrawal,
account opening and account services, self-service contracting
services, investment and wealth management, living payment, credit
card business, and receipt printing. Pursuing customer needs-centric,
the Bank continuously develops and upgrades new functions of self-
service devices. The business functions of self-service equipment are
continuously expanded, effectively diverting the counter business and
reducing the pressure on the counter.

As of December 31, 2018, the Bank’s self-service equipment has
reached 4,978 units in total. Among them, there were 1,534 ATMs and
CRSs, 763 smart teller machines, 331 smart cash counters, 50 VTM
equipment, 1,237 multimedia inquiry machines, 958 mobile PADs, 105
self-service receipt printers. A total of 61,434,300 transactions are
processed via offline self-service channels, involving an amount of
RMB652,435 million.
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9.4.3 E-banking channel
9.4.3.1 Personal online banking

During the Reporting Period, the Bank’s personal online banking
attracted 145,100 new users, with a cumulative transaction
volume of 3,272,300, representing a year-on-year increase of
65.5% as compared to last year. The newly added transactions
amounted to RMB146,715 million, representing a year-on-year
increase of 42.6% as compared to last year. As of December
31, 2018, the number of personal online banking users totaled
594,600.

9.4.3.2 Mobile finance

In 2018, the Bank’s personal mobile banking continued to develop
rapidly, and it is committed to building the best omni-channel
customer experience bank among regional banks. The number of
mobile banking contracted customers increased by 1,473,600. By
the end of 2018, the total number of mobile banking contracted
customers reached 3,969,900, the total number of transactions
was 2,191 million, the average daily transaction volume was
6,003,700, the cumulative transaction amount was RMB422,931
million, and the replacement rate of electronic banking was
90.95%.

During the Reporting Period, the Bank’s mobile banking focused
on building an ecological circle to develop Zhongyuan foodie
map, which effectively expanded the service ecosystem of small-
amount high-frequency living scenarios, and provided users with
better Internet financial services. Mobile development framework
with independent intellectual property rights were continuously
optimized and evolved to achieve fast access to the business
module page in milliseconds, effectively improving the user
interaction experience.

WeChat Banking is one of the important areas for the Bank’s
brand promotion and marketing activities, whose functional
construction has basically reached the industry average level.
During the Reporting Period, there were 410,000 new followers
and 328,000 users who connected their cards with WeChat
Banking. As of December 31, 2018, WeChat Banking had a total
of 1,985,000 followers and 942,000 card-connected customers.
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9.5

Information technology

The Bank continues to promote information technology work as a key task
Bank-wide by accelerating financial technology innovation, strengthening
external ecological cooperation, and injecting new impetus into operation
management and business innovation.

Firstly, the Bank sets up a data banking department and data team, realizes
online closed-loop management of big data applications, supports the
construction and promotion of retail marketing cases, and improves the
big data-based technology service system. Secondly, an agile center is
set up to organize and promote agile work methods, capacity building
and implementation of concept and culture. Thirdly, the Bank promotes
the construction of two-speed IT, and completes the modular decoupling
of core, electronic channel, credit and other systems, supporting the agile
iterative development of the tribe; a new generation of credit system is
launched, unifying the construction of development platform and WeChat
service platform, to help transform the technology architecture. Fourthly, by
integrating Internet thinking and big data technology, the Bank innovates
and launches “Zhongyuan foodie map (FF/RZEHE), “Miao Dai (¥ E)“and
other products, increasing its market influence. Fifthly, the Bank increases
investment in technology, explores the output of technical capabilities with the
concept of open and sharing, actively arranges scientific and technological
cooperation, providing comprehensive, multi-level and integrated services to
customers. Sixthly, the Bank vigorously expands talent attracting channels
and technical teams, continuously enhances its proprietary control over core
technologies, such as technology platform development, quality testing and
big data applications.
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9.6 Subsidiaries Business

For details of the Bank’s subsidiaries, please refer to note 22 to the financial
statements of this annual report.

9.6.1 County banks

9.6.1.1 Percentage of shareholding of the Bank in county banks

Percentage of

shareholding of

Name the Bank

Linzhou Defeng County Bank Co., Ltd. (#iM{ZERERTERA ) 51.00%

Qixian Zhongyuan County Bank Co., Ltd. (K& RFTERTER D7) 51.00%
Henan Xinxiang Xinxing County Bank Co., Ltd.

(T BN ERTERAA) 78.46%
Puyang Zhongyuan County Bank Co., Ltd.

(R RNERTAERLRR) 51.00%
Lushi Zhongyuan County Bank Co., Ltd. (EXFRREFTERAF) 51.00%
Xiangcheng Huipu County Bank Co., Ltd.

(EREHHERTERLRA) 41.00%
Xinyang Pinggiao Zhongyuan County Bank Co., Ltd. (EF &+ R

RFTERARA) 51.72%
Xiping Caifu County Bank Co., Ltd. (BT B EHTERL ) 43.69%
Suiping Zhongyuan County Bank Co., Ltd.

(F P RAERTERLRR) 51.02%

9.6.1.2 Business development during the Reporting Period

The nine county banks provide local enterprises and retail
banking customers with a broad range of financial products
and services, including commercial and consumer loans, bill
discounting, deposits from customers and fee-based and
commission-based products and services, such as settlement
services, remittance services and bank card services. We
intend to incorporate the nine county banks into the Bank’s
comprehensive service offering channels, to take advantage of
their existing local market position and customer base, thereby
allowing us to further penetrate our services and enhance the
Bank’s brand awareness.

The nine county banks adhered to their market positioning of
serving “agriculture, rural areas and farmers (=&)” and “small
and micro enterprises (/M#)” and extended credit following the
principles of “micro, mobile and disperse (/'\&&. W&, 28"
Their size of assets kept expanding with the structure of deposits
and loans approaching rational, along with intensified support
to agriculture and small and micro enterprises. As of December
31, 2018, the total assets amounted to RMB10,959 million,




ZHONGYUAN BANK CO., LTD. 2018 ANNUAL REPORT 79
Chapter 5 Management Discussion and Analysis

representing an increase of RMB1,672 million, or 18.0%, as
compared to the beginning of the year. The balance of deposits
(excluding accrued interest) amounted to RMB8,845 million,
representing an increase of RMB1,432 million, or 19.3%, as
compared to the beginning of the year. The total loans (excluding
accrued interest) amounted to RMB6,820 million, representing
an increase of RMB483 million, or 7.6%, as compared to the
beginning of the year.

9.6.2 Consumer finance company

The registered capital of consumer finance company established by
the Bank was RMB800 million, and the Bank held 78.13% of its shares.
During the Reporting Period, Consumer Finance Company adhered to
the development strategy of “one body, two wings (—8 )" (creating
value for users as “body (%8)”, establishing proprietary user ecological
group and building multi-channel open platform as “two wings (FZE)").
Taking advantages of Zhongyuan Bank’s Shareholders, it consolidated
its position in Henan, penetrated to other regions in the PRC, rooted
in areas and actively explored development models of consumer
finance company.. As of December 31, 2018, the total amount of loans
extended by Consumer Finance Company reached RMB23,737 million,
and the loan balance (excluding accrued interest) was RMB8,654
million, with the aggregated number of loans transactions exceeding
5.69 million. The amount of operating revenue recorded in aggregate
was RMB522 million, providing consumer finance services for 2,040,100
clients.

In terms of risk control, Consumer Finance Company enhanced
the popularity of risk concept, persisted the bottom line of risks,
strengthened data analysis and application capabilities, established a
scenario-based anti-fraud management system, gradually establishing
a comprehensive, risk independent and mutually constrained risk
management system with integration of pre-lending, lending, and post-
lending operation.

In terms of information technology, Consumer Finance Company
attaches great importance in research and application of technologies
such as big data analysis, data mining, cloud computing, and biological
information collection, aiming to create a technological, intelligent,
digital, and refined information technology system.

In terms of operation management, Consumer Finance Company set
up an intelligent payment platform, established a real-time abnormal
monitoring system, and built a visual process operation platform t
realize a smart digital operation mode by means of monitoring repo
and real-time data calculation and display.
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RISK MANAGEMENT

In 2018, the Bank adhered to the risk concept of actively managing risks and
creating value using risks, continued to promote the construction of overall
risk management system in line with its robust risk preferences, improved risk
management techniques and management tools, focused on strengthening refined
management to further enhance the forward-looking and effective risk management.
During the Reporting Period, the Bank has not experienced any major risk incidents,
and has achieved good results in its risk management work.

10.1 Credit Risk Management

During the Reporting Period, the Bank actively responded to severe and
complicated internal and external situations, and further improved system
and process in accordance with the guiding ideology of “reducing stocks,
managing increments, controlling variables, and improving quality”. We
strictly implemented credit policies, and vigorously carried out the task of
reducing old and controlling new. Risk investigation was organized while
system construction was strengthened, steadily intensifying the credit
management foundation, and strictly controlling credit risk.

Improve risk management system. Taking into account its actual situation, the
Bank has established scientific and rigorous credit approval and authorization
management mechanism, review and management equally focused risk
control system, as to reduce old and controlling new linkage measures. By
continuously strengthening the control over key personnel, major areas and
key links, we increased efforts in broadcasting policies to branches to ensure
the independence of credit approval.

Solidify risk management foundation. We continuously optimized the review
and approval process, improved forward-looking research capabilities and
refined management, implemented the “check-rectification-accountability-
enhancement” management mechanism, standardized pre-lending
investigations and reviews, strengthened risk screening and post-loan
management, and enhanced the effectiveness of risk prevention and control.

Optimize credit business structure. In terms of industry, the Bank actively
offered more credit resources toward new material, new technology, new
energy, health and care for the aged, modern agriculture and other industries
that are in line with the adjustment of industrial structure; implemented
national policies and requirements to strictly constrain new credit grants to
overcapacity and polluting industries. In terms of region, we highlighted the

= e e
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granting of credit to major areas such as Henan free trade zone, Zhengzhou
airport port area, Zheng-Bian-Luo new district and Zhongyuan city cluster.
On customer side, we adhered to the positioning of approaching citizens and
serving citizens, and provided diversified and personalized service solutions
among consumption and service industries for emerging consumption
scenarios such as education, tourism, care for the aged and culture. In
terms of product, driven by the goal of building a first-class commercial bank
and guided by the “light asset” business model, the Bank devoted itself to
providing personalized, comprehensive and one-stop financial services.

Strengthen asset quality control. We continued to reduce old credit and
control new credit, strictly controlled new credit extension, and established
a credit re-inspection mechanism to re-inspect and monitor new business of
branches. We constantly proceed with the collection and elimination of non-
performing assets and high risk credits, so as to optimize the asset quality
assessment system, and resolved internal and external non-performing assets
issues by employing multiple approaches, thereby to ensure the stable
operation of the Bank’s asset quality.

Improve digital risk control. The Bank actively adopted big data risk control
technology, deployed retail big data risk decision model, and initiated non-
zero decision model. We promoted online credit management by launching
and applying mobile online projects for post-lending and troubled loans
management, and continuously improved early warning system function, thus
propelling the quality and efficiency of risk management.

10.2 Market risk management

During the Reporting Period, the Bank continued reinforcing the construction
of market risk management system to construct a market risk management
system, which contributed to a series of systems and programs such as
market risk limit management, metering and stress test, so as to improve the
refined management of market risk.

Establish market risk policy system. We continued to boost the construction of
the market risk management system and further improved the Bank’s market
risk management framework and management processes.

Enhance market risk control mode. We further facilitated the construction of
the market risk management system to explore a market risk management
model suitable for the Bank’s development, thereby impelling market risk
management and control become institutional, standardized and systematic.
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Build market risk management system. The Bank set up a market risk
management data platform and system engine to achieve market risk
identification, measurement and monitoring. In order to prevent the tail
loss of measurement, pressure measurement, return inspection and other
measurements were used as supplemental methods.

Emphasis market risk monitoring and reporting. The Bank continuously
monitored and reported trading account positions, risk exposure, and limits to
improve the timeliness and effectiveness of market risk control.

10.3 Operational risk management

During the Reporting Period, the Bank actively conducted inspections of
various businesses, strengthened assessment of compliance regulations,
carried out case prevention and control, strengthened employee behavior
management, promoted system construction and the Bank’s compliance
awareness. Overall, each business was regulated and operated in order.

Form “three lines of defense” of operational risk management. Each
department and branch and sub-branch, acting as the first line of defense
against operational risk, is directly responsible for the management of
operational risk involved. The compliance department, the risk management
department and the departments in charge of operational risk of each
branch, acting as the second line of defense against operational risk,
checks, supervises and guides operational risk management of the first line
of defense within its management authority, to ensure the consistency and
effectiveness of operational risk management within the Bank. The audit
department acts as the third line of defense against operational risks, and is
responsible for independent review and objective evaluation with respect to
the effectiveness and adequacy of operational risk management.

Improve operational risk system. The management process of operational
risk identification, assessment, monitoring and early warning processing
was constructed and further improved, and the integration of platforms for
internal control management, compliance management and operational risk
management was completed, so that the operational risk management system
covering the entire links of the Bank was improved.

Enhance operational risk management capabilities. Through the
informationization and automation of operational risk, internal control and
compliance management, the Bank ensured the continuity and effectiveness
of internal control compliance and operational risk management, which
enhanced the Bank’s refined management capabilities of operational risk.
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10.4

10.5

Regulate compliance risk supervision and inspection. We regulated
compliance management at an early stage with focus on details, to make
pre-compliance review, compliance check and post-compliance assessment
become a normal practice. We stressed compliance management of critical
links, and keeping a close eye on key systems, key positions, key personnel,
as well as weak links of internal control compliance, improved the operational
risk management.

Liquidity risk management

During the Reporting Period, the Bank established a liquidity risk
management system that matches the scale, nature and complexity of the
business. The overall liquidity was relatively abundant, and major liquidity
regulatory indicators meet the regulatory requirements.

Improve liquidity risk management system. The Bank strengthened the
construction of liquidity risk management procedures and mechanisms to
ensure timely and effectively handle the liquidity risk. We enhanced the
management capabilities of liquidity gaps and the coordination of the Bank,
and expanded financing channels to achieve multi-channel supply of liquidity.

Establish liquidity risk monitoring indicator system. We monitored liquidity risk
in a comprehensive, continuous and rigorous manner to provide timely and
accurate information for liquidity risk management. We established a sound
liquidity risk early warning system pursuant to regulatory requirements and
various liquidity indicators. The Bank added liquidity management tools and
improved the liquidity risk monitoring and analysis reporting system.

Maintain mobility security in the region. The Bank strengthened mutual
assistance of inter-bank liquidity at key time-points, promoted the running
of the liquidity mutual assistance mechanism of the city commercial banks
in Henan Province, and contributed to the liquidity mutual assistance
management of city commercial banks in the province.

Information technology risk management

During the Reporting Period, the Bank continued to inspect its information
technology risk, optimized the organizational management process, and
further improved the information technology risk management.
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10.6

Establish hierarchical information technology risk management structural
system. Based on the three lines of defense, with the information technology
risk management policy as the core, the Bank formulated the information
technology risk management system by tiers and regularly re-examined the
system. It conducted information technology risk control self-assessment,
information technology key risk indicators monitoring, information technology
risk loss (event) database collection and other related work, establishing an
effective risk management process system that supports risk identification,
assessment, control/release, monitoring/reporting.

Steadily push forward transformation towards agile organization. Focusing
on strategic goals, we initiated agile ability improvement consulting projects,
and push forward the planning and construction of agile management
mechanisms, process and methods and capacity systems.

Improve information technology risk management structure. We carried out
information technology risk monitoring and evaluation, improved the disaster
recovery system and emergency plans, and took a series of measures to
ensure business continuity, so as to improve the information technology risk
management.

Deepen information security management. By strengthening the construction
of technology risk monitoring mechanism, deepening information security
management, enhancing information technology outsourcing management
and information technology team building, we further increased our
information technology risk management capabilities.

Reputational risk management

During the Reporting Period, the Bank conscientiously conducted reputational
risk prevention and control work, improved the reputational risk management
system, optimized the reputational risk disposal mechanism and enhanced
the effectiveness of reputational risk management. The Bank centralized the
management of information release and journalistic work, and incorporated
reputation risk management into the comprehensive risk management system.
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Combine prevention and disposal. Following the principles of “plan for
hazards in peaceful days, take preventive and governance measures on
collective basis”, “centralized leadership, hierarchical management and
control”, “respond quickly, tackle problems together” and “perform duties
and comply with discipline, investigate accountability”, we enhanced the
capabilities and efficiency of preventing reputational risk and resolving
reputational incidents.

Step up positive publicity efforts to enhance brand reputation. Monitoring and
alerts on daily public opinions were strengthened, in-depth investigations
on reputational risk factors were conducted, and a daily reporting system
for reputational risk information was established to handle various types of
reputational risk incidents properly.

Cultivate reputational risk management culture. Emergency drills were
organized to handle reputational risk, trainings on reputational risk were
organized to enhance the awareness of staff on reputational risk and their
capabilities to handle reputational risk incidents.

10.7 Exchange rate risk management

The Bank seeks to maintain the adverse effects of exchange rate changes
within a tolerable range by adopting various measures. The Bank has put
in place corresponding policies and operational procedures regarding the
Bank’s foreign exchange businesses, such as foreign exchange settlement,
sales and payment and foreign exchange trading, so as to ensure that our
various measures are effectively implemented. The Bank has set various
monitoring indicators including overnight limits for foreign currency exposure,
and continually checked the position of respective foreign currencies held by
it in the daily management, effectively monitoring various indicators such as
exposure and limit.

11. OPERATING STRATEGIES AND PROSPECTS

The Bank always adheres to digital transformation by focusing on the “Internetization
and Ruralization of Banking Services (\E# T#F)", strives to realize three major
strategies of “offering featured products in traditional banking business,
accomplishing break-through by innovation and taking first-mover advantage in
developing future banking (B MEFE, BIFTEMINER, RKRFEITREE)”, and
finally achieves leapfrog development riding on technology capabilities to build
operation edges.
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We will adhere to our market positioning to offer featured products in traditional
banking business. The Bank has always adhered to the positioning of “approaching
citizens, serving small and micro enterprises, supporting agriculture, rural areas
and farmers and promoting regional economic development (BiiimR. BR&/)
M., TEH=ZF HEIHEELEZERE) in the market. While consolidating its ability to
control risks, the Bank intends to focus on “three major priorities (= KE2)” (key
areas, key industries, key customer groups) to serve the real economy, deepen the
“customer group + product + service model” operation, and offer featured products
in traditional banking business. Focusing on key areas, the Bank intends to cater
for the construction needs of “three districts, one city (=& —3¥£)” and “sub-central
city” by continuously serving key urban areas for their construction and planning.
Focusing on key industries, based on Henan’s development in 12 key industries
in the four major areas in the next decade, we would innovate the omni-channel
service system to create a one-stop financial service ecosystem for enterprises.
Focusing on key customer groups, we have confirmed four key customer groups,
namely urban residents, small and micro enterprises, agriculture, rural and farmer
customers and institutional customers, and with mobile application as the priority,
we can create a omni-channel customer service model with online and offline
experience consistency. With customer experience as the core, we will innovative
customer-specific products to acquire bulk customers and manage key customer
groups in depth.

We would deepen the “Internetization and Ruralization of Banking Services (&
# T4 to find breakthroughs in innovative business. Vigorously implement the
construction of “Internetization (_E49)“. We have set goals of “product, customer,
employee, management” ongoing development. As of the end of the Reporting
Period, we have basically achieved the online processing of standardized
products, omni-channel customer services, online operation of self-developed
employee APP, online management of risk control, compliance, operations and
other mid- and back-office support systems, laying a solid foundation for realizing
digital and intelligent operation. Further promote the strategy of “Ruralization of
Banking Services (F#8)”. Promoting “Ruralization of Banking Services (~N#F)”
through “Internetization (L=48)”, the Bank aims to enhance sustainable development
of the farmers-benefiting business. We intend to improve the rural financial
service system, and develop new rural financial products to support provincial
key construction projects and leading enterprises; deepen Henan'’s agricultural
development to cultivate featured agricultural industries. As the Bank continues
growing its business, it also upgrades rural financial risk control capabilities by
building “online + offline + third party + liaison” four-in-one risk prevention and
control system, thereby enhance the overall risk prevention capabilities. Meanwhile,
to cater to farmers’ production and living needs, the Bank intends to build a rural
financial ecosystem, which, by means of developing APP of farmers-benefiting
products and building a platform for cross-industry alliances, the Bank can provide
financial + non-financial services for farmers, which in turn would broaden special
customer groups.
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Promote digital transformation to allow us enjoy a leading edge in the future.
Focusing on the “customer-centric” service concept, we have defined our
development vision of “data banking, technology banking” to implement digital
transformation. The first is to complete top-level design of digital transformation. The
Bank intends to formulate five major strategic initiatives of “one horizontal and four
vertical” digital transformation, with a three-year three-step plan to implement them.
The second is to steadily promote agile transformation. The Bank will complete
agile transformation of the retail line, actively promote the agile transformation of
its transaction banking line, and by establishing an agile center, implement the
construction of authorization mechanism, incentive mechanism, communication
mechanism, decision-making mechanism and branch and sub-branch sales system
under the new organizational structure. The third is to further consolidate the
foundation of financial technology development. Through the improvement of the
technology management structure, we accelerate the construction of two-speed
IT, enhance the strength of the technical team, and strengthen the application
of financial technology results, providing a strong platform that can support the
digital transformation of the Bank. The fourth is to forge big data application
capabilities. We have established the data banking department to establish data
governance organizational structure and major institutional processes and to
advance case-driven critical data governance. We have realized online closed-
loop management of big data applications, and implemented four data use cases
such as the expiration of wealth products at branches and the prevention of loss of
mass customer groups, reflecting that data-driven marketing effects have begun
to appear. We continue to promote data integration across the Bank, improve data
dimensions, and build six basic platforms for data collection and exchange, offline
computing, and data visualization, to meet diverse data processing demands and
enhance the autonomy of big data applications.

The Bank is committed to creating longer-term real value for the broadest range of
stakeholders. In the future, the Bank will strive to become a technology company
with finance attributes. Based on the layout and application of big data algorithms,
cloud platform construction and blockchain technology, the Bank is confident
in embracing financial technology and building an agile bank in the aspect of
corporate culture, organizational structure, system and mechanism.
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1. Changes in Ordinary Shares of the Bank during the Reporting period

There was no change in share capital of the Bank during the Reporting Period. As
at the end of the Reporting Period, the total issued share capital of the Bank was
20,075,000,000 shares, including 3,795,000,000 H shares and 16,280,000,000

domestic shares.

2. Shareholdings of Top 10 Non-Overseas Listed Domestic Shareholders
of the Bank
Approximate
percentage of the
total issued share
Number of Shares  capital of the Bank
held at the end of the at the end of the
No.  Name of Shareholders Nature of Shareholders  Reporting Period Reporting Period
1 Henan Investment Group Co., Ltd. State-owned 1,407,285,479 7.01%
(TRRESEERL) Legal Person Shares
2 Yongcheng Coal and Electricity Holding Group Co., Ltd. State-owned 1,156,751,425 5.76%
(KHRERREEERAR) Legal Person Shares
3 Henan Shengrun Holdings Group Co., Ltd. Privately-owned 753,000,000 3.75%
(TREEEREEERAR) Legal Person Shares
4 Henan Guangcai Group Development Co., Ltd. Privately-owned 568,000,000 2.83%
(TELVEEERERLA) Legal Person Shares
5 Henan Xingda Investment Co., Ltd. Privately-owned 566,395,712 2.82%
(TERERERRAR) Legal Person Shares
6 Zhengzhou Kanggiao Real Estate Development Co., Ltd. Privately-owned 474,836,916 2.31%
(INFRELEREERALLA) Legal Person Shares
7 Xinxiang City Finance Bureau State-owned Shares 337,492,544 1.68%
(MBTHER)
8 Southern Henan Highway Investment Co., Ltd. Privately-owned 327,637,129 1.63%
(TEEREREREBRAR) Legal Person Shares
9 Henan Aike Industrial Development Co., Ltd. Privately-owned 300,000,000 1.49%
(TEEERE£ERRRAA) Legal Person Shares
10 Xuchang City Finance Bureau State-owned Shares 252,020,004 1.26%
(FFETHER)
Total 6,143,419,209 30.60%
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3. Interests and Short Positions of Substantial Shareholders under Hong
Kong Regulations

As of December 31, 2018, so far as is known to the Bank and the Directors,
substantial shareholders of the Bank and other persons (other than Directors,
Supervisors and chief executive officers of the Bank) who had interests and short
positions in the Shares and underlying Shares of the Bank which were required to
be notified to the Bank or the Hong Kong Stock Exchange under Divisions 2 and 3
of Part XV of the SFO, or which were recorded in the register required to be kept by
the Bank under Section 336 of the SFO were as follows:

Approximate
percentage of
the total issued ~ Approximate
share capital ~ percentage of
of the relevant  the total issued
Number of class of the  share capital of

Name of Shareholders Class of Shares Nature of interests Shares"" Bank (%)® the Bank (%)”

Henan Investment Group Co., Ltd.  Domestic Shares Beneficial owner 1,407,285,479 (L) 8.64 7.01
(MARESERRAA)

Yongcheng Coal and Electricity Domestic Shares Beneficial owner 1,156,751,425(L) 7.1 5.76

Holding Group Co., Ltd.
(KL ERREBERAT)"

Domestic Shares Interest in controlled 54,695,401(L) 0.34 0.27
corporation
Henan Energy and Chemical Group ~ Domestic Shares Interest in controlled 1,299,627 447 (L) 7.98 6.48
Co., Ltd. corporation
(MEAE TEBEBAT)®
China Create Capital Limited H Shares Beneficial owner 342,682,000(L) 9.03 171
CMB International Finance Limited ©  H Shares Held Security Interest ~ 214,168,000(L) 564 1.07
in Shares
China Merchants Bank Co., Ltd. ®  H Shares Interest in controlled 214,168,000(L) 5.64 1.07
corporation
Zhong Sheng Capital H Shares Beneficial owner 214,168,000(L) 5.64 1.07
(Hongkong) Co., Limited
TIAN KUN INVESTMENT LIMITED ™ H Shares Beneficial owner 1,001,000,000(L) 26.38 499
YINGCHUANG INTERNATIONAL H Shares Interest in controlled 1,001,000,000(L) 26.38 499
INVESTMENT LIMITED" corporation
Zhongchuang Investment (Holdings)  H Shares Interest in controlled 1,001,000,000(L) 26.38 499
Limited @ corporation
Ruipei Investment (Shanghai) Co., ~ H Shares Interest in controlled 1,001,000,000(L) 26.38 499

Ltd (RITRE (L) AR AR) 0 corporation
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Approximate
percentage of
the total issued ~ Approximate
share capital  percentage of
of the relevant  the total issued
Number of class of the  share capital of

Name of Shareholders Class of Shares Nature of interests Shares"" Bank (%)® the Bank (%)
China Minsheng Investment Group ~ H Shares Interest in controlled ~ 1,001,000,000(L) 26.38 499
Futurelife Co., Ltd. corporation
(PEARBREEERAA) D
China Minsheng Investment Group ~ H Shares Interest in controlled 1,001,000,000(L) 26.38 499
(PERERERAERAR) " corporation
AMTD Group Company Limited © H Shares Interest in controlled 482,288,000(L) 12.71 240
corporation
L.R. Capital Management Company ~ H Shares Interest in controlled 482,288,000(L) 12.71 240
(Cayman) Limited © corporation
NEW MERIT GROUP LIMITED H Shares Beneficial owner 573,964,000(L) 15.12 2.86
Guangzhou Rural Commercial Bank ~ H Shares Held Security Interest ~303,000,000(L) 7.98 1.51
Co., Lid. in Shares
GOLD LEADING CAPITALLIMITED  H Shares Held Security Interest ~ 573,964,000(L) 15.12 2.8
in Shares
CITIC Securities Company Limited ™ H Shares Interest in controlled 221,593,927(L) 584 110
corporation
H Shares Interest in controlled 221,593,927(S) 584 1.10
corporation
Notes:
1. (L) represents the long position, (S) represents short position.
2. As of December 31, 2018, the number of total issued Shares of the Bank was
20,075,000,000, including 16,280,000,000 Domestic Shares and 3,795,000,000 H
Shares.

3. Henan Investment Group Co., Ltd. (I &S EFR A A]) is wholly-owned by the
Henan Provincial Development and Reform Commission (AR & EENNELZES).
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4. Yongcheng Coal and Electricity Holding Group Co., Ltd. GkIUEBEREEEGR A
A]) directly holds 1,156,751,425 Domestic Shares of the Bank (long positions) and
indirectly holds 54,695,401 Domestic Shares of the Bank (long positions) through
its controlled corporations, including 23,146,265 Domestic Shares of the Bank (long
positions) directly held by Yongcheng Jingchuang Industry Co., Ltd. Gk AEEIE 2
ARAF]), 9,961,851 Domestic Shares of the Bank (long positions) indirectly held by
Yongcheng Coal and Electricity Group (Kaifeng) Tower Investment Co., Ltd. (sk3k &
BEEFIH)HIBIREFMR AT through Kaifeng Iron Tower Rubber (Group) Co., Ltd.
(FAEEEERB(EE)BR2RAA]) and 21,587,285 Domestic Shares of the Bank (long
positions) directly held by Shanggiu Tianlong Investment Co., Ltd. (AEXZEHZEBR
2 7]), respectively. Therefore, by virtue of the SFO, Yongcheng Coal and Electricity
Holding Group Co., Ltd. (CkIBEEZFREER 2 A]) is deemed to be interested in the
Domestic Shares (long positions) held by Yongcheng Jingchuang Industry Co., Ltd. (3K
WASAIE % E R A 7], Kaifeng Iron Tower Rubber (Group) Co., Ltd. (F¥EIE%RB (EE)
ABR A &]) and Shanggiu Tianlong Investment Co., Ltd. (L XEXLEBR R F]).

5. Henan Energy and Chemical Group Co., Ltd. (@RIt TEB AR AR is wholly-
owned by the State-owned Assets Supervision and Administration Commission of
Henan Provincial People’s Government (A& ARBNEEEEEEEIELZE ).
Henan Energy and Chemical Group Co., Ltd. (A seR{Lt TEBAR A 7)) indirectly
holds 1,299,627,447 Domestic Shares of the Bank (long positions) through its
controlled corporations, including 1,211,446,826 Domestic Shares of the Bank (long
positions) directly and indirectly held by Yongcheng Coal and Electricity Holding
Group Co., Ltd. Gk EIEREB AR A A, 23,548,264 Domestic Shares of the Bank
(long positions) directly held by Anyang Chemical Engineering Group Co., Ltd. (%[5
BT EEERETAT), 15,621,486 Domestic Shares of the Bank (long positions)
directly held by Henan Energy and Chemical Engineering Group Finance Co., Ltd.
Cme Rt TE BB AR AR and 49,010,871 Domestic Shares of the Bank (long
positions) indirectly held by Henan Energy and Chemical Construction Group Co.,
Ltd. (A aERL TR EB AR A A]) through its controlled corporation, namely Henan
Guolong Mineral Construction Co., Ltd. (AR EfEREZER AR AT, respectively.
Therefore, by virtue of the SFO, Henan Energy and Chemical Group Co., Ltd. (A
mEERIE THEBEBRAR]) is deemed to be interested in the Domestic Shares (long
positions) held by Yongcheng Coal and Electricity Holding Group Co., Ltd. k&S
R = E AR A A]), Anyang Chemical Engineering Group Co., Ltd. (ZB{tET ¥ 5£E
AR EE AT, Chemical Engineering Group Finance Co., Ltd. (A f 48R/ T £ @B 7%
AR A7) and Henan Guolong Mineral Construction Co., Ltd. (A R EERERZ R AR D
A).

6. China Merchants Bank Co., Ltd., through its controlled corporations, namely CMB
International Capital Holdings Corporation Limited and CMB International Capital
Corporation Limited, is indirectly interested in 214,168,000 H Shares of the Bank
(long positions) held by CMB International Finance Limited in the capacity of a person
having a security interest in shares. Therefore, by virtue of the SFO, China Merchants
Bank Co., Ltd., CMB International Capital Holdings Corporation Limited and CMB
International Capital Corporation Limited are deemed to be interested in the H Shares
of the Bank (long positions) held by CMB International Finance Limited in the capacity
of a person having a security interest in shares.
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i China Minsheng Investment Group (FFEIR A& &R H B MR AF]), through its controlled
corporations, namely China Minsheng Investment Group Futurelife Co., Ltd. (PR %
IR EE AR A F)), Ruipei Investment (Shanghai) Co., Ltd. (WM& (E/) AR
Al), Zhongchuang Investment (Holdings) Limited and YINGCHUANG INTERNATIONAL
INVESTMENT LIMITED, is indirectly interested in 1,001,000,000 H Shares of the Bank
(long positions) held by TIAN KUN INVESTMENT LIMITED. Therefore, by virtue of the
SFO, each of China Minsheng Investment Group (FBERAKRERH AR 2 7]), China
Minsheng Investment Group Futurelife Co., Ltd. (FRARRITEREEER A RF]), Ruipei
Investment (Shanghai) Co., Ltd. (#1%& (/&) BBR2AR]), Zhongchuang Investment
(Holdings) Limited and YINGCHUANG INTERNATIONAL INVESTMENT LIMITED is
deemed to be interested in the H Shares of the Bank (long positions) held by TIAN
KUN INVESTMENT LIMITED.

8. L.R. Capital Management Company (Cayman) Limited, through its controlled
corporations, namely L.R. Capital Financial Holdings Limited, AMTD Group Company
Limited and AMTD Asia (Holdings) Limited, indirectly holds 482,288,000 H Shares of
the Bank (long positions) held by AMTD Asia Limited. Therefore, by virtue of the SFO,
each of L.R. Capital Management Company (Cayman) Limited, L.R. Capital Financial
Holdings Limited, AMTD Group Company Limited and AMTD Asia (Holdings) Limited
is deemed to be interested in the H Shares of the Bank (long positions) held by AMTD
Asia Limited.

9. CITIC Securities Company Limited, through its controlled corporations, namely CITIC
Securities International Company Limited, CLSA B.V. and CITIC CLSA Global Markets
Holdings Limited, indirectly holds 221,593,927 H Shares of the Bank (long positions)
and 221,593,927 H Shares of the Bank (short positions) directly held by CSI Capital
Management Limited and CSI Financial Products Limited, respectively. Therefore,
by virtue of the SFO, each of CITIC Securities Company Limited, CITIC Securities
International Company Limited, CLSA B.V. and CITIC CLSA Global Markets Holdings
Limited is deemed to be interested in the H Shares of the Bank (long positions) and
H Shares of the Bank (short positions) held by CSI Capital Management Limited and
CSI Financial Products Limited, respectively. CITIC Securities Company Limited
holds underlying Shares of the Bank (long positions and short positions) in derivative
interests, including the underlying 221,593,927 H Shares (long position) derived from
listed derivatives of the convertible instruments, and the underlying 221,593,927 H
shares (short positions) derived from cash-settled non-listed derivatives.

Save as disclosed above, none of the substantial Shareholders or other persons
had, as of December 31, 2018, any interests or short positions in the Shares or
underlying Shares of the Bank as recorded in the register required to be kept under
Section 336 of the SFO.

4. Shareholders Holding 5% or More of the Total Ordinary Share Capital of

the Bank

Please refer to the relevant sections 6.2-6.3 for details of the Shareholders with an
interest in 5% or more of the share capital of the Bank.
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5. Substantial Shareholders as Stipulated in the Interim Measures for the
Administration of Equity Interest in Commercial Banks

According to the Interim Measures for the Administration of Equity Interest in
Commercial Banks (EEXIR{TIREEIEE{T9H%)) issued by the CBRC, in addition
to the three Shareholders, namely Henan Investment Group Co., Ltd. (A& &EE£E
APBR2A7A]), Yongcheng Coal and Electricity Holding Group Co., Ltd. (ki/EE L% %
B AR AA]) and TIAN KUN INVESTMENT LIMITED mentioned above, the following
four Shareholders are also the substantial Shareholders of the Bank.

(1)  Henan Shengrun Holdings Group Co., Ltd. (A FE & EERERER A F]),
which holds 753,000,000 domestic Shares of the Bank. The company was
incorporated in Jinshui District, Zhengzhou City, Henan Province on October
24, 2001 with a registered capital of RMB850 million. The company’s business
scope includes investment and investment service management; information
technology consulting services; enterprise planning management; project
planning management; electronic network engineering services (excluding
items subject to state approval). During the Reporting Period, Mr. LI Xipeng
(ZEHA), a non-executive Director of the Bank, was the chairman and legal
representative of the company. The company was actually owned by Mr. LI
Xipeng and his wife, Ms. SHU Pujuan (&73&18).

(2) Henan Guangcai Group Development Co., Ltd. (AR X EEBERBR R R]),
which holds 568,000,000 domestic Shares of the Bank. The company was
incorporated in Zhengdong New District, Zhengzhou City, Henan Province
on July 21, 2003 with a registered capital of RMB365 million. The company’s
business scope includes investment in highways, bridges, transportation,
energy, electricity, chemicals, high-tech industries, medicine, education
industry; sales of building materials; housing leasing, car leasing. During
the Reporting Period, Mr. ZHAO Ming (i#887), the Shareholder representative
Supervisor of the Bank, was the legal representative and executive director of
the company.

(3) Zhengzhou Kanggiao Real Estate Development Co., Ltd. (¥ FEBEHE
FEBRE T AR, which holds 474,836,916 domestic Shares of the Bank.
The company was incorporated in Erqgi District, Zhengzhou City, Henan
Province on January 20, 2010 with a registered capital of RMB100 million.
The company’s business scope includes real estate development and sales;
housing leasing. During the Reporting Period, Ms. LI Weizhen (Z&H), the
Shareholder representative Supervisor of the Bank, was the chief accountant
of the company.
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(4)

Henan Zongheng Gas Pipeline Co., Ltd. (A m#tBEMRREBBRE D F),
which holds 200,000,000 domestic Shares of the Bank. The company was
incorporated in Luolong District, Luoyang City, Henan Province on November
4, 2005 with a registered capital of RMB300 million. The company’s business
scope includes the construction and operation of natural gas long-distance
pipelines; research, development, construction and operation of LPG
and other oil and gas utilization projects. (If the above scope needs to be
approved, it shall not be operated before approved). During the Reporting
Period, Mr. LI Wanbin (Z&J&), the Shareholder representative Supervisor
of the Bank, was the de facto controller of the company. Henan Wanzhong
Group Co., Ltd. (AE&REB B R A A]), which is actually controlled by Mr. LI
Wanbin, holds 207,657,871 domestic Shares of the Bank.

6. Equity pledge and freezing

As of the end of the Reporting Period, as far as is known to the Bank, the Bank’s
6,672,784,706 domestic Shares have a pledge, accounting for 33.24% of the total
number of the issued ordinary Shares (of which, the domestic Shares pledged by
the Bank’s substantial Shareholders accounted for 11.76% of the total number of
the issued ordinary shares). In addition to that, there are still 644,490,115 domestic
Shares which are judicially frozen (of which, the domestic Shares of the Bank’s
substantial Shareholders frozen judicially accounted for 0.6742% of the total
number of the issued ordinary Shares).

71

Non-public Issuance of Offshore Preference Shares

The Issuance and Listing of Offshore Preference Shares

To supplement the Bank’s capital for diversification, further enhance the
Bank’s capital strength and enhance its ability to resist risks, according to
the approvals of China Banking Regulatory Commission Henan Supervision
Bureau (Yu Yin Jian Fu [2018] No. 120) and the China Securities Regulatory
Commission (Zheng Jian Xu Ke [2018] No. 1343), the Bank issued USD1,395
million non-cumulative perpetual Offshore Preference Shares on November
21, 2018.The Offshore Preference Shares were listed on the Hong Kong
Stock Exchange on November 22, 2018 (stock name: ZYBNK 18USDPREF,
stock code: 04617).The Offshore Preference Shares will have a par value of
RMB100 each with an issuance price of USD20 each. The total number of the
Offshore Preference Shares that have been issued is 69,750,000,and will be
issued fully paid in U.S. dollars.
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Based on the CNY Central Parity Rate published by the China Foreign
Exchange Trading System on November 21, 2018, the gross proceeds from
the offering of the Offshore Preference Shares will amount to approximately
RMB9,688 million. The proceeds raised from the issuance of the Offshore
Preference Shares (after deducting the issuance expenses) were all used to
replenish the Bank’s additional Tier 1 capitals as of the end of the Reporting
Period, to increase the Bank’s Tier 1 capital adequacy ratio and optimize the
capital structure, which is consistent with the specific use disclosed earlier.

For the issuance terms and relevant details of the Offshore Preference
Shares, please refer to the announcement of the Bank published on the
website of Hong Kong Stock Exchange (www.hkex.com.hk) and the official
website of the Bank (www.zybank.com.cn).

7.2 Number of Offshore Preference Shareholders and Particulars of
Shareholding

At the end of the Reporting Period, the Bank had one offshore preference
shareholder.

The shareholdings of the top 10 offshore preference shareholders (or proxies)
of the Bank are set out in the table below (the following data are based on the
register of offshore preference shareholders as at December 31, 2018):

Increase/ Number
decrease of shares Number of
during the subject to pledged or
Nature of Reporting ~ Shareholding Total ~restrictions locked-up
Name of shareholder sharcholder ~ Type of shares Period  percentage shareholdings on sales shares
(Shares) (%) (hares) (Shares) (Shares)
The Bank of New York Foreign legal ~ Offshore 69,750,000 100% 69,750,000 - Unknown
Depository (Nominees) person preference
Limited shares

Notes:

1. The number of Offshore Preference Shares held by the shareholder was
recorded according to the register of holders of the Offshore Preference Shares
of the Bank.

2. As the Offshore Preference Shares were issued through a private offering in the

overseas market, information of nominees of the allotted investors was recorded
on the register of holders of the Offshore Preference Shares.
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7.3

7.4

Profit Distribution of the Offshore Preference Shares

Dividends of preference shares would be paid in cash by the Bank to
preference shareholders. Each dividend will be payable annually in arrear on
the dividend payment date. The first dividend payment date will be November
21, 2019. During the Reporting period, the Offshore Preference Shares issued
by the Bank were not yet due for dividend distribution, and no dividends
on Offshore Preference Shares have been distributed. Announcement on
payment of a dividend for the Offshore Preference Shares will be published
by the Bank separately as and when appropriate.

Other Information on the Offshore Preference Shares

During the Reporting Period, no Offshore Preference Shares have been
repurchased, converted into ordinary shares or had their voting rights
restored. And there was no experience of any trigger event in which the
Offshore Preference Shares need to be coercively converted into H Shares.

In accordance with Accounting Standards for Enterprise No. 22 — Recognition
and Measurement of Financial Instruments, Accounting Standards for
Enterprise No. 37 — Presentation of Financial Instruments and Rules on
the Differences between Financial Liability and Equity Instruments and
Relevant Accounting Treatment promulgated by the Ministry of Finance of
the PRC, as well as International Accounting Standards No. 39 - Financial
Instruments: Recognition and Measurement and International Accounting
Standards No. 32 — Financial Instruments: Presentation formulated by the
International Accounting Standards Board, the provisions of the issued and
existing Offshore Preference Shares conform to the requirements as equity
instruments, and will be calculated as equity instruments.
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1 Basic Information of Directors, Supervisors and Senior Management

1.1

Basic Information of Directors

Starting Time
Month and of Term Shareholding

Name Gender year of birth Positions of Office or not

DOURongxing  Male  March 1963 Executive Director, March 2018 No
(BXE) chairman of the Board

WANG Jiong Male  June 1968 Executive Director, March 2018 No
(£M) president

LI Yulin Male March 1966 Executive Director, May 2018 No
(EEH) executive vice president

WEI Jie Male  August 1963 Executive Director, vice May 2018 Yes
(B chairman of the Board

LI Qiaocheng Male  January 1963 Non-executive director March 2018 No
(FEH)

LI Xipeng Male  November 1963 Non-executive director March 2018 No
(FEM)

MI Hongjun Male  February 1971 Non-executive director May 2018 No
(BXE)

PANG Hong Female  April 1955 Independent non-executive  March 2018~ No
(BE4T) director

LI Hongchang Male December 1948  Independent non-executive  March 2018 No
(X%8) director

JIA Tingyu Male  August 1942 Independent non-executive  March 2018~ No
(BEE) director

CHAN Ngai

Sang Kenny Male November 1964  Independent non-executive  March 2018 No
(RRE) director

Note: the appointment of Mr. WEI Jie as the Director has been approved by the
relevant banking regulatory authorities in the PRC on May 9, 2018, and the
appointment of Mr. WEI Jie as the vice chairman of the Board has been
approved by the relevant banking regulatory authorities in the PRC on July 26,
2018.
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1.2 Basic Information of Supervisors

Starting Time
Month and of Term Shareholding

Name Gender year of birth Positions of Office or not
HAO Jingtao Male  June 1971 Employee representative ~ March 2018 No

(HEE) Supervisor, Chairman of the

Board of Supervisors

JIA Jihong Female  September Employee representative ~ March 2018 Yes

(BH#M) 1963 Supervisor, Vice Chairman

of the Board of Supervisors
ZHANG Yixian Male October 1967 Employee representative ~ March 2018 No

(R&EX) Supervisor

LI Weizhen Male  June 1965 Shareholder representative  March 2018 No
(ZRE) Supervisor

LI Wan Bin Male December 1971  Shareholder representative  March 2018 No
(FEW) Supervisor

LI Xiaojian Male August 1954 External Supervisor March 2018 No
(Fg)

Han Wanghong ~ Male March 1954 External Supervisor March 2018 No
(BHA)

SUN Xuemin Male  April 1963 External Supervisor March 2018 No
(24

Note: Mr. HAO Jingtao, an executive Director of the first session of the Board, has
resigned as an executive Director, the executive vice president, and a member
of the Strategy Development Committee, the Related Party Transactions Control
Committee, the Risk Management Committee and the Executive Committee
under the Board of the Bank with effect from January 20, 2018. On March
6, 2018, Mr. HAO Jingtao and Ms. JIA Jihong were elected as an employee
representative Supervisor by the meeting of employee representatives of the
Bank. On March 28, 2019, Mr. HAO Jingtao was elected as the Chairman of
the second session of Board of Supervisors of the Bank by the 7th meeting
of the second session of the Board of Supervisors of the Bank and Ms. JIA
Jihong was elected as the Vice Chairperson of the Board of Supervisors at
the 7th meeting of the second session of Board of Supervisors of the Bank.
On January 17, 2019, Mr. ZHAO Ming (#8), the shareholder representative
Supervisor of the Bank, resigned as a shareholder representative supervisor
and a member of the supervision committee under the Board of Supervisors of
the Bank as he intended to concentrate on other business commitments. On the
same day, the Bank held the sixth meeting of the second session of the Board
of Supervisors, at which Mr. PAN Xinmin (E¥7R) was elected as a candidate
of external Supervisor of the Bank and the proposed election was submitted to
the general meeting of the Bank for approval. For details, please refer to the
announcements dated December 26, 2017, January 20, 2018, March 6, 2018,
January 17, 2019 and March 28, 2019 of the Bank.
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1.3 Basic Information of Senior Management

Month and year Date of Shareholding

Name Gender of birth Positions appointment  or not

WANG Jiong Male  June 1968 President March 2018 No
(T/)

LI Yulin Male March 1966 Executive vice president  March 2018 No
(FEH)

LIU Kai Male March 1971 Vice president March 2018 No
(2I5)

ZHAQ Weihua Male March 1977 Vice president, chief risk ~ May 2018 No
(HEE) officer

ZHOU Litao Male November 1979  Vice president May 2018 No
(BEE)

LIU Qingfen Male  March 1970 Assistant to the president  June 2018 No
(2E%)

ZHANG Ke Male  QOctober 1977 Secretary to the Board March 2018 No
(%)

ZHANG Yi Female March 1973 General manager of the September 2015 No
(%fR) planning and financing

department

ZHANG Yixian ~ Male  October 1967 General manager of the December 2017 No
(K& %) audit department
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Changes of the Directors, Supervisors and Senior Management

2.1

2.2

Changes of the Directors

On January 20, 2018, Mr. HAO Jingtao (%)%) resigned as an executive
Director, the executive vice president, and a member of the Strategy and
Development Committee, the Related Party Transactions Control Committee,
the Risk Management Committee and the Executive Committee of the Bank.
Please refer to the announcement dated January 20, 2018 of the Bank for
details.

The second session of the Board of the Bank has been elected at the 2018
first extraordinary general meeting of the Bank held on March 16, 2018
with Mr. DOU Rongxing, Mr. WANG Jiong, Mr. LI Yulin and Mr. WEI Jie as
executive Directors, Mr. LI Qiaocheng, Mr. LI Xipeng and Mr. Ml Hongjun
as non-executive Directors, and Ms. PANG Hong, Mr. LI Hongchang, Mr.
JIA Tingyu and Mr. CHAN Ngai Sang Kenny as independent non-executive
Directors. Meanwhile, the Board elected Mr. DOU Rongxing as the chairman,
and Mr. WEI Jie as the vice chairman of the second session of the Board. The
appointment of Mr. WEI Jie, Mr. LI Yulin and Mr. Ml Hongjun as directors have
been approved by the relevant banking regulatory authorities in the PRC on
May 9, 2018, and the appointment of Mr. WEI Jie as the vice chairman of the
Board has been approved by the relevant banking regulatory authorities in
the PRC on July 26, 2018. Please refer to the announcements dated January
20, 2018, March 16, 2018, May 14, 2018 and August 3, 2018 of the Bank for
details and the circular dated February 22, 2018.

On March 16, 2018, Ms. HU Xiangyun ceased to act as the vice chairman of
the Board, the executive director, a member of the Strategy and Development
Committee, the Related Party Transactions Control Committee and the
Executive Committee of the Bank due to her retirement upon the expiry of her
term in the first session of the Board of Supervisors of the Bank. Please refer
to the announcement dated March 16, 2018 of the Bank for details.

Changes of Supervisors

On March 6, 2018, Mr. HAO Jingtao, Ms. JIA Jihong and Mr. ZHANG Yixian
were elected as employee representative supervisors of the second session
of the Board of Supervisors of the Bank. Please refer to the announcement
dated March 6, 2018 of the Bank for details. On March 28, 2019, Mr. HAO
Jingtao and Ms. JIA Jihong were elected as the Chairman and Vice Chairman
of the second session of the Board of Supervisors of the Bank by the seventh
meeting of the second session of the Board of Supervisors. Please refer to
the announcement dated March 28, 2019 of the Bank for details.
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The 2018 first extraordinary general meeting of the Bank held on March
16, 2018 re-elected Mr. ZHAO Ming, Ms. LI Weizhen and Mr. LI Wanbin
as shareholder representative Supervisors, Mr. LI Xiaojian, Mr. HAN
Wanghong and Mr. SUN Xuemin as external Supervisors. Please refer to the
announcement dated March 16, 2018 of the Bank for details and the circular
dated February 22, 2018.

Since March 16, 2018, Mr. MA Guoliang, due to his retirement, and Mr.
S| Qun, due to his work arrangement, no longer acted as the employee
representative Supervisors upon the expiry of their term in the first session of
the Board of Supervisors of the Bank. And Mr. MA Guoliang has also resigned
as the chairman of the Board of Supervisors since March 16, 2018. Please
refer to the announcement dated March 16, 2018 of the Bank for details.

On January 17, 2019, Mr. ZHAO Ming, the shareholder representative
Supervisor of the Bank, resigned as a shareholder representative supervisor
and a member of the supervision committee under the Board of Supervisors
of the Bank as he intended to concentrate on other business commitments.
On the same day, the Bank held the sixth meeting of the second session
of the Board of Supervisors, at which Mr. PAN Xinmin was elected as a
candidate of external Supervisor of the Bank and the proposed election was
submitted to the general meeting of the Bank for approval. Please refer to the
announcement dated January 17, 2019 of the Bank for details.

2.3 Changes of Senior Management

On January 20, 2018, Mr. HAO Jingtao, due to his work arrangement,
resigned as the executive vice president of the Bank.

On March 16, 2018, the Bank’s first meeting of the second session of the
Board appointed Mr. WANG Jiong as the president, Mr. LI Yulin as executive
vice president, Mr. LIU Kai as vice president, Mr. ZHAO Weihua as vice
president and chief risk officer, Mr. ZHOU Litao as vice president, Mr. LIU
Qingfen as assistant to the president and Mr. ZHANG Ke as the secretary
to the Board of the Bank. On May 14, 2018, CBRC Henan Office approved
the qualification of Mr. ZHAO Weihua as vice president and chief risk officer
and Mr. ZHOU Litao as vice president of the Bank. On June 11, 2018, CBRC
Henan Office approved the qualification of Mr. LIU Qingfen as assistant to the
president of the Bank.
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Biography of Directors, Supervisors and senior management

3.1

Directors

Mr. DOU Rongxing (£ 4 ) born in March 1963, Chinese. Mr. Dou
Rongxing is an executive Director and the chairman of the second session
of the Board of the Bank, primarily responsible for the overall management,
strategic planning and business development of the Bank. Mr. Dou has over
30 years of experience in banking business management. In addition to his
role as the chairman of the Board, Mr. Dou is also the secretary to the party
committee of the Bank. Mr. Dou’s primary work experience prior to joining
the Bank includes: (i) serving as the deputy chief (director-of-bureau level)
and a member of the party group of the Office of Financial Service of Henan
Government (A A BN € RAREHAE) from December 2013 to December
2014, during which period he also served as the executive director of the
Leading Group Office of the Reform and Reorganization of Certain City
Commercial Banks in Henan Province (A RA S oMM RITHEETHT
{E); (ii) the Director of the wholesales business and the general manager of
the corporate banking department of China CITIC Bank from June 2013 to
December 2013; (iii) the secretary to the party committee and the president
of the Zhengzhou Branch of China CITIC Bank from January 2005 to June
2013. He worked as the vice president of the Zhengzhou Branch of China
Merchants Bank from September 2002 to January 2005. Mr. Dou held several
positions successively at the Henan Branch of the China Construction Bank
from July 1985 to August 2002, including: (i) an officer, the deputy chief of
the investment research institution; (ii) the deputy chief of funds planning
department, (iii) the deputy general manager of finance department, (iv) the
deputy chief and the chief of the inspection and audit department, (v) the
chief of the planning and finance department, (vi) the secretary to the party
committee and the president of the Xinxiang Branch, and (vii) the chief of
asset preservation department and the president of the Jinyuan Sub-branch.
Mr. Dou was recognized as the “Outstanding Contribution Entrepreneur on
the 40th Anniversary of Reform and Opening Up (RERMIU+BFERS
BAEEXK)” by “The 8th Hong Kong International Finance Forum cum China
Securities Golden Bauhinia Award” in December 2018. Mr. Dou is a member
of the 13th National Committee of the Chinese People’s Political Consultative
Conference. Mr. Dou received a bachelor’s degree in infrastructure finance
and credit from Hubei College of Finance (#1bBI4&£B7) (currently known as
Zhongnan University of Economics and Law (B & BUEAE)) in July 1985,
a master’s degree in investment finance from Zhongnan University of Finance
(RE BT AE) (currently known as Zhongnan University of Economics and
Law) in June 1995 and a doctor’'s degree in management science and
engineering from Huazhong University of Science and Technology (ZEF &I
AE) in December 2005. Mr. Dou is a senior economist accredited by China
Construction Bank in December 1997.
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Mr. WANG Jiong (E /), born in June 1968, Chinese. Mr. Wang Jiong is an
executive Director and the president of the Bank, primarily responsible for
the daily operation and management and in charge of the human resource
department, strategic development department, information technology
department and data banking department of the Bank. Mr. Wang has more
than 20 years of experience in banking business operations and management.
Mr. Wang served as the secretary to the party committee and the president
of the Haikou Branch of China CITIC Bank from May 2012 to December 2014,
and was in charge of the planning group of the Haikou Branch of China
CITIC Bank from November 2011 to May 2012. Prior to that, he successively
held several positions in the Zhengzhou Branch of China CITIC Bank from
March 2001 to November 2011, including the deputy general manager and
the general manager of the planning and financing department, the assistant
to the president, and the vice president. Mr. Wang's work experience also
includes serving as the deputy manager, the manager, and the assistant
to the general manager of the business department, the assistant to the
general manger and the deputy general manager of the financial accounting
department of the Zhengzhou Branch of China Guangfa Bank from December
1995 to March 2001. Before that, he worked at the Zhengzhou Railway Branch
of China Construction Bank from August 1993 to November 1995 and at the
human resources department of Zhengzhou College of Industry (51 T £f57)
from July 1990 and August 1993. Mr. Wang is a deputy of the 13th National
People’s Congress of Henan Province. Mr. Wang received a bachelor’s
degree in applied physics from Wuhan University (E/ZKXE) in July 1990,
a secondary bachelor’s degree in ideological and political education from
Xi'an Jiaotong University (FA& 23 AK2) in July 1994, and a doctor's degree
in economics from Zhongnan University of Economics and Law in June 2009.
Mr. Wang is a senior accountant accredited by the Review Committee of
Senior Professional and Technical Positions of Accounting Professions of
Henan Province (A F& &5t ZIm R FERMBIEETE ) in April 2000.

Mr. LI Yulin (ZEM), born in March 1966, Chinese. Mr. Li Yulin is an
executive director and executive vice-president of the Bank, in charge of the
general office, planning and finance department, accounting and operation
department, rural banking management department and subsidiaries. Prior to
that, Mr. Li had served as a vice president of the Bank from October 2016 to
March 2018.
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Prior to joining the Bank, Mr. Li’s primary work experience includes serving
as the vice president of the Changsha Branch of China Merchants Bank (3
ERTRA 9 17) from March 2016 to May 2016. Mr. Li held various positions
successively in the Zhengzhou Branch of China Merchants Bank (BT
N 5>17) from August 2002 to February 2016, including the assistant to the
office chief, the vice general manager of the business department, the vice
general manager of the planning group of the Sub-branch Il, the president
of the Huayuan Road Sub-branch (FEE#&3Z1T), the general manager of the
corporate banking department |, assistant to the president, the assistant
to the president and the president of the Luoyang Branch (&% % 17), the
member of party committee and the vice president. He served as the vice
president of the Huayuan Road Sub-branch of the Henan Branch of Industrial
and Commercial Bank of China Limited (FEB TEEITAIEE D TEEE X 17)
from March 2000 to August 2002. Prior to that, Mr. Li served successively as
an accountant, a facility reviewer, the office chief and the vice president of
the Railway Sub-branch of the Henan Branch of Industrial and Commercial
Bank of China Limited(P B TR RIT/A M & D 1T#EEZ1T) from July 1989 to
February 2000. Mr. Li completed his undergraduate education in finance at
Zhengzhou University(Zf 1 KX 22) in June 1989.

Mr. WEI Jie (Z2f%), born in August 1963, Chinese, is an executive director
and vice-chairman of the Bank, in charge of the Audit Department, Regional
Audit Department | and Regional Audit Department Il. Prior to that, Mr. Wei
had served as an assistant to the president of the Bank from December 2014
to March 2018.




ZHONGYUAN BANK CO., LTD. 2018 ANNUAL REPORT 105

Chapter 7 Directors, Supervisors,
Senior Management, Employees and Institutions

Mr. Wei’'s primary work experience prior to joining the Bank includes serving as
the chairman and the secretary to the party committee of Shanggiu Bank from
December 2009 to December 2014, the chief, the deputy secretary and the
secretary to the party committee, and the Director and the general manager
of Shanggiu City Credit Union Co., Ltd. from January 2003 to December
2009. Mr. Wei held several Positions successively at the Shangqgiu Branch of
China Construction Bank from April 1992 to December 2002, including the
deputy chief of facility department, the vice president, the president and the
secretary to the party group of the Yongxia Mine District Sub-branch, and
the president, the secretary to the party group and the secretary to the party
general branch of the Liangyuan Sub-branch. He served as the chief of the
construction economics section of the former Shangqgiu Sub-branch of China
Construction Bank from February 1987 to April 1992, and the member of the
construction section and the deputy secretary to the communist youth league
of the former Shanggiu District Central District of China Construction Bank
from August 1983 to February 1987. Mr. Wei received a technical secondary
school diploma from School of Finance and Trade of Kaifeng (AE M &
E#7) in July 1983. Mr. Wei completed college education in fundamental
construction economics at the Correspondence College of Renmin University
of China in June 1988 and completed undergraduate education in finance
and investment at Henan University in July 1995.
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Mr. LI Qiaocheng (Z£%FX), born in January 1963, Chinese. Mr. Li Qiaocheng
is currently a non-executive Director of the Bank. Mr. Li has been the
deputy general accountant and a director of Henan Energy and Chemical
Engineering Group Co., Ltd. (A EaR{L TEBABR A F]) since April 2016
and May 2016, respectively. Prior to that, Mr. Li’'s primary work experience
includes serving as: (i) a member of the standing party committee, the
Director, the vice general manager of Henan Energy and Chemical
Engineering Group Hemei Investment Co., Ltd. (ARt TEBEBERE
BIR/A7]) and a researcher at the vice general manager level of Hebi Coal
(Group) Co., Ltd. (BSEEE % (@) AR E £ 7]) successively from November
2012 to April 2016, (ii) the deputy general accountant, the chief of the finance
department and the general accountant of Jiaozuo Coal (Group) Co., Ltd.
(EEE % (EB)ARELAQA) from May 2009 to November 2012, (iii) the
Director of finance of Yongcheng Coal and Electricity Group Co., Ltd. (k¥
HELB AR EMTAA) and Yongmei Group Co., Ltd. GKEEBRRMD AR A 7))
successively from May 2007 to May 2009, and (iv) the vice general manager
and the Director of finance of Henan Zhenglong Coal Co., Ltd. (A [ERER %
BFRA7]) successively from December 2003 to May 2007. Prior to that, Mr.
Li worked at Beilutian Mine of Yima Mining Bureau (& 5% B EXHE) from
December 1982 to January 1994. In addition, Mr. Li worked as an accountant
at the Yima Mining Bureau Middle School (& 5% 2+ &) from August 1981
to November 1982. Mr. Li received a technical secondary school diploma in
finance and accounting from Zhengzhou Coal Technical School (EN &k T %
E#?) in July 1981 and a college diploma in corporate operation management
from Henan Radio and Television University (7l m E#EER AE) in July 1986.
He is a senior accountant accredited by Henan Government in September
2012.

Mr. LI Xipeng (ZZff), born in November 1963, Chinese. Mr. Li Xipeng is
currently a non-executive Director of the Bank. Mr. Li has been the chairman
of the board of directors of Henan Shengrun Holdings Group Co., Ltd. (A
BEEREBBR AT (formerly known as Henan Shengrun Venture Capital
Management Co., Ltd. (R EEIZEIREE R AR A A])) (“Henan Shengrun
Group”) since October 2001, a director of Zhongyuan Trust Company Limited
(P RIEFER D ABR A A)) since January 2012 and a director of Fanxian Rural
Commercial Bank Co., Ltd. (“Fanxian Rural Commercial Bank”) since
January 2017. Mr. Li received a Master of Business Administration degree for
senior management from Cheung Kong Graduate School of Business (/L&
E2fE) in March 2006.




ZHONGYUAN BANK CO., LTD. 2018 ANNUAL REPORT 107

Chapter 7 Directors, Supervisors,
Senior Management, Employees and Institutions

Mr. Ml Hongjun (58/£), born in February 1971, Chinese. Mr. Mi Hongjun is
a non-executive Director of the Bank. Mr. Mi is the Director of finance to the
Board of China Minsheng Investment Group (FEBIRE&RERMHER A F]). He
served as the Director of finance and secretary to the board of directors of
Minsheng Royal Fund Management Co., Ltd. (RAEMBESERHFR A 7)) from
February 2012 to June 2014, the chief financial officer and the chief executive
officer of Digital Diligent Knowledge (Beijing) Information and Technology
Co., Ltd. (BFEH LR E BFMAR2AF]) from February 2009 to December
2011, the chief financial officer of Beijing Hinge Software Co., Ltd (1t = #1
FEFRMTARAF]) from September 2007 to January 2009, the Director of
finance of Dayang Technology Development Inc. (FRIAFRIERERMD A
R 7)) from March 2004 to August 2007, and the Director of finance of Ec-
Founder Company Limited (77 IE2U#EABR A 7]) from March 2001 to February
2004.

Mr. Mi obtained an Executive Master of Business Administration degree
from Tsinghua University (jBZAZ) in 2012 and was accredited as a senior
accountant.

Ms. PANG Hong (FE4TL), born in April 1955, Chinese. Ms. Pang Hong is
an independent non-executive Director of the Bank. Ms. Pang has been a
professor in the School of Finance of Renmin University of China (FEBI AR X
BB & B 2T) since August 2010. Prior to that, she held several positions
at Renmin University of China from December 1996 to August 2010, including
the deputy secretary to the party committee in the School of Finance from
January 2007 to August 2010, a deputy professor from July 2001 to August
2010, and a lecturer from December 1996 to July 2001. She also worked
as a teacher in the School of Finance of Central University of Finance and
Economics (PRI KRB SR ZEFT) from September 1982 to December
1996. Ms. Pang was awarded the prize of “Innovation Pilot of Education in
Beijing (It R # B 8I¥7112 £ 14¥)” by the Education Legal Union of Beijing
Municipality for the year from 2003 to 2004 and was named the “Teacher of
the Year ((E&2A12€)” by Baosteel Education Foundation (Bl BEHELE) in
November 2003. Ms. Pang was also awarded the title of the “Top 10 Pilot in
Education (T AZZ4Z&)” by Renmin University of China in September 2002
and the title of the “Excellent Ideological and Political Workers in Beijing (1t
RESEBEEUATIIES)” by the People’s Government of Beijing Municipality
and the Communist Party of China Beijing Municipal Committee (1 #d4tx
MZ) in March 1991. Ms. Pang received a bachelor’'s degree in economics
from Central Institute of Finance and Banking (FF &8 & B E2FR) (currently
known as Central University of Finance and Economics) in August 1982
and a master’'s degree in economics from Central University of Finance and
Economics in March 2001.
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Mr. LI Hongchang (£ &), born in December 1948, Chinese. Mr. Li
Hongchang is an independent non-executive Director of the Bank. Mr. Li has
served as a professor and the dean of Zhengzhou College of Finance (E5/M &4
#Efr) from September 2013 to September 2018. Prior to that, Mr. Li served
as a professor at Henan University of Economics and Law (/A & B 4R BUE A E2)
from December 2008 to December 2011. In addition, Mr. Li successively held
several positions at Henan College of Finance (A & Bf 4 E2B5%) (currently known
as Henan University of Economics and Law) from July 1985 to December
2008, including the vice chief and the chief of the finance department, the
assistant to the dean, the vice dean and the dean researcher. Mr. Li received
a master’s degree in economics from Zhongnan University of Finance in
November 1985. Mr. Li is a professor in economics accredited by the Review
Committee of Senior Positions of College Teachers of Henan Province (JAIFE%&
SR = ABEFTZEE) in November 1993 and was awarded the title of “Top
Expert in Henan Province (A& EFEHZK)" by Henan Government and the
Communist Party of China Henan Provincial Committee (FF #AEAZ) in July
1995.

Mr. JIA Tingyu (E% %), born in August 1942, Chinese. Mr. Jia Tingyu is an
independent non-executive Director of the Bank. Mr. Jia has served as an
independent non-executive director of Hang Seng Bank (China) Limited since
January 2010, and a member of the audit committee and the chairman of the
risk committee under the board of Hang Seng Bank (China) Limited since
May 2010 and April 2010, respectively. Prior to that, he concurrently served
as the risk consultant, the deputy chief of the facility approval committee, the
deputy chief of the audit committee, and a member of the assets and liability
management committee of China CITIC Bank from January 2005 to September
2009. He served as the general manager of the risk control department, the
deputy chief of the facility approval committee, and a member of the expert
panel of China Merchants Bank successively from March 2000 to December
2004. Additionally, he served as the vice president and the president of the
Chengdu Branch of China Merchants Bank successively from July 1997
to March 2000, and the deputy general manager of the facility approval
department and the general manager of the department of planning and
capital at China Merchants Bank successively from February 1992 to June
1997.
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Mr. CHAN Ngai Sang Kenny (ff3: ), born in November 1964, Chinese
(Hong Kong). Mr. Chan Ngai Sang Kenny is an independent non-executive
Director of the Bank. Mr. Chan has over 20 years of experience in accounting,
taxation, auditing and corporate finance. He is a partner and the funder of
Kenny Chan & Co., a firm of Certified Public Accountants (Practicing). In
addition, Mr. Chan has served on several tribunals and committees of the
Government of Hong Kong, which includes the Mandatory Provident Fund
Schemes Appeal Board (&l A#E£5E LFZEZE®), the Occupational
Retirement Schemes Appeal Board (BZRIKsrE LFFZE ), and the
Organizing Committee of the Hong Kong Youth Cultural & Arts Competitions
Committee (2B F2ELBEREMRELZEE), where he has served as the
chairman. He was a member of the Youth Program Coordinating Committee
of the Commission on Youth of the Home Affair Bureau (R EHKREFELE
SEFEHHREZEE) from April 2015 to March 2017. Mr. Chan has been an
independent non-executive director of several listed companies, including
Combest Holdings Limited (HK.8190) from January 2002 to February 2018,
Convoy Global Holdings Limited (HK.1019) since April 2015, WLS Holdings
Limited (HK.8021) since April 2015, TSC Group Holdings Limited (HK.206)
since October 2005, Amco United Holding Limited (HK.630) since June 2015,
Sing On Holding Limited (HK.8352) since November 2016, and Minsheng
Education Group Co., Ltd. (HK.1569) since March 2017. Mr. Chan is a
member of the Institute of Chartered Accountants of New Zealand since
March 1998, the Association of International Accountants since October 1998,
the Hong Kong Society of Accountants (BB E5TAIAE) (currently known as
the Hong Kong Institute of Certified Public Accountants) since February 1992,
and the Hong Kong Institute of Directors (B8 EE2 %) since October 2016.
Mr. Chan is also a member of the Taxation Institute of Hong Kong (&/& 1%
B&) since August 1998 and the Australian Society of Certified Practicing
Accountants since February 1989. Mr. Chan received a bachelor’s degree in
commerce (accounting and finance) from the University of New South Wales
in Australia in October 1988.
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3.2 Supervisors

Mr. HAO Jingtao (##%%), born in June 1971, Chinese. Mr. Hao Jingtao
is the Chairman of the Board of Supervisors of the Bank. He served as the
deputy secretary of the party committee of the Bank from January 2018
and employee representative Supervisor of the Bank from March 2018,
the executive vice president of the Bank from April 2015 to January 2018
and an executive director of the Bank from December 2014 to January
2018. Mr. Hao has more than 20 years of experience in banking business
operations and management. Prior to joining the Bank, Mr. Hao’s major work
experience includes: serving as the vice president of the Hefei Branch of
China Minsheng Banking Corp., Ltd. (FBIRARITEESTT) from December
2013 to December 2014; serving as a member of the party committee and
the vice president of the Guiyang Branch of China CITIC Bank (F1{ER17T&
[%917) from September 2011 to December 2013. He served successively
as the deputy head of the planning group, vice president, secretary of the
party committee and the president of the Luoyang Branch of China CITIC
Bank(F 15 iR1T/&F5 9 17) from December 2007 to September 2011. In addition,
he served successively as the general manager of corporate banking
department of the Zhengzhou Branch of China CITIC Bank (FF{Z3E1TE 5
77) and the president of the Information Mansion Sub-branch (12 8 AE X 1T)
of the Zhengzhou Branch. His work experience also includes serving as the
deputy president of the Zhengzhou Chengdong Sub-branch of Bank of China
(R EIER1TER MM R 2 1T) from December 2003 to February 2005, the president
of the Xinmi Sub-branch of Bank of China (FREIR{T#H ZE ™ X 17) from June
2001 to December 2003, the deputy head of accounting department of the
Zhengzhou Sub-branch of Bank of China from July 1999 to June 2001. He
worked at the Zhengzhou Branch of Bank of China from July 1994 to July
1997. Mr. Hao received a bachelor’'s degree in statistics from Zhongnan
University of Finance (currently known as Zhongnan University of Economics
and Law (FREBEBUEARE) in July 1994 and a master’s degree in applied
economics (financial engineering) from Renmin University of China (B AR
AE) in January 2012. Mr. Hao is an accountant accredited by the Ministry of
Finance of the People’s Republic of China in May 1998.
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Ms. JIA Jihong (E#4T), born in September 1963, Chinese. Ms. Jia Jihong is
an employee representative supervisor and the Vice Chairman of the Board
of Supervisors of the Bank. She has more than 30 years of experience in
banking business operations and management. Prior to joining the Bank,
Ms. Jia’s major work experience includes: serving as the president, legal
representative and the deputy secretary to the party committee of Nanyang
Bank from December 2011 to December 2014 and serving as the president,
legal representative and the deputy secretary to the party committee of
Nanyang Commercial Bank Co., Ltd from May 2005 to November 2011.
Ms. Jia held several positions in the Nanyang Branch of Agricultural Bank
of China, including vice president and the deputy secretary to the party
committee from December 1996 to May 2005, the deputy section chief and
the section chief of the information computer successively from September
1989 to November 1996. Before that, Ms. Jia served as an accountant, a
facility reviewer, the office chief, the vice president and the chairman of the
labor union of the Sheqi County of Agricultural Bank of China successively
from Febuary 1981 to September 1987. Ms. Jia received a bachelor’s degree
in management from the Party School of the Central Committee of the
Communist Party of China in December 1995, a master’s degree in literature
from Henan University in October 2001 and an Executive Master in Business
Administration degree from Tsinghua University in July 2009. She studied
at Wuhan Management Cadres College of Agricultural Bank of China (F [
BERITHREBEHIZER) from September 1987 to July 1989. Ms. Jia is a
certified senior consultant accredited by the Henan Science and Technology
Committee (AIEARIZ2FMEZE®) in January 1999, a senior economist
accredited by Agricultural Bank of China in December 2001 and received the
basic qualification certificate for insurance agent from the CIRC in July 2002.
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Mr. ZHANG Yixian (5% %), born in October 1967, Chinese. Mr. Zhang
Yixian is an employee representative Supervisor and the general manager
of the audit department of the Bank. Mr. Zhang’s major working experience
in the Bank: worked in the audit department of the Bank since July 2017 and
served as the general manager of the audit department since December
2017. He also served as the general manager of the monitoring and guardian
department of the Bank from January 2015 to June 2017. Prior to joining the
Bank, Mr. Zhang’ major work experience includes: serving as the president
of the Yellow River Road Sub-Branch from May 2013 to January 2015, the
general manager of the audit department of the Zhengzhou Branch from
August 2012 to May 2013, the vice president of Luoyang Branch from August
2011 to August 2012, the deputy general manager of the monitoring and
guardian department of Zhengzhou Branch from July 2007 to August 2011,
the vice president of Zhengzhou Weisan Road Sub-Branch (=& 17)
from July 2005 to July 2007, and the assistant to the general manager of
accounting department of Zhengzhou Branch from July 2002 to July 2005.
Mr. Zhang worked at the finance department of the Xinxiang Branch of China
Construction Bank (2 IEFTHE 2 77) from September 1993 to July 2002 and
the finance department of Xingxiang State-owned 103 Factory (¥T48E 4103
g 81 7 E6) from July 1990 to September 1993. Mr. Zhang received a college
diploma in finance and accounting from Zhengzhou University of Aeronautics
(BB AR ZE TEEHEERT) in July 1990, and is a mid-level accountant.
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Ms. LI Weizhen (Z{H), born in June 1965, Chinese. Ms. Li Weizhen is
a Shareholder representative Supervisor of the Bank. Ms. Li has been the
deputy chief of Henan Mingrui Accounting Firm (7 = BA £ & =t Aib & %5 Fr)
since November 2015 and the general accountant of Zhengzhou Kanggiao
Real Estate Development Co. Ltd (ESNRBEHEMRZEERE T AR since
December 2009. Ms. Li's work experience also includes serving as the
general manager of Henan Chenghe Accounting Firm (7] = 55 Al & 516 = 75
Fir) from June 2008 to November 2015 and the deputy chief accountant of
Asia Pacific (Group) CPAs (ZE X (S E)Z5HAIEFT) from October 1993 to
June 2008. Ms. Li has been an independent non-executive director of several
listed companies, including Zhengzhou Coal Industry and Electric Power
Co., Ltd. (ENEERMH AR A7) (SH.600121) since May 2016, Henan Tongli
Cement Co., Ltd. CRIEEAKERMDBRAR]) (S2.000885) since February
2016 and Zhongyuan Environment protection Co., Ltd. (R RRERD B R
2 7]) (SZ.000544) since July 2013. Ms. Li completed her undergraduate
education in planning and statistics in the department of economics at
Zhengzhou University (B8 X2) in July 1987 and received a master’s degree
in accounting from Zhengzhou University in June 1999. Ms. Li received the
qualification as a PRC certified public accountant from the Chinese Institute
of Certified Public Accountants (Bl &A% E) in December 2008 and
was accredited as a senior accountant by the Senior Review Committee
of Accounting Professions of Henan Province (A @& €T &5 S €) in
November 2002.

Mr. LI Wanbin (Z&J#), born in December 1971, Chinese. Mr. Li Wanbin is
a Shareholder representative Supervisor of the Bank. Mr. Li has been the
chairman of the board of directors of Henan Wanzhong Group Co., Ltd. (A
BREBAR AR since March 2011. Before that, Mr. Li worked as a director,
the vice president, the general manager, the vice chairman of the board of
directors and a member of the party committee of Henan Blue Sky Group Co.,
Ltd. O EREE AR A F]) successively from July 2003 to August 2008. In
addition, Mr. Li served as the chairman of the board of directors of several
companies, including Henan Zongheng Gas Pipeline Co., Ltd. (o] FE#4tiE 1R
REBER A A from August 2008 to March 2011, Southern Henan Highway
Investment Co., Ltd. (AEE &REmERKZEFRAF) from October 2003 to
October 2004, and Southern Henan Gas Co., Ltd. (A @& BEARAER A
A]) from September 2000 to December 2002. Mr. Li was also a director and
the executive vice general manager of Henan Zhongyuan Gas and Chemical
Engineering Investment Co., Ltd (A EHRRR(IETEREABR A A from June
1999 to April 2001, and a sales personnel, the vice general manager and
the general manager of Zhumadian Middle Distillate Co., Ltd. (5 55 /5 %
HEBMRAA]) successively from July 1994 to June 1999. Mr. Li received
an Executive Master of Business Administration degree from Hong Kong
University of Science and Technology (B8 EHZAE) in June 2012.
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Mr. LI Xiaojian (Z/ &), born in August 1954, Chinese. Mr. Li Xiaojian is
an external Supervisor of the Bank. Mr. Li’'s primary work experience prior
to joining the Bank includes serving as the principal of Henan University of
Economics and Law from September 2010 to September 2015, the principal
of Henan College of Finance from October 2003 to September 2010, the vice
principal of Henan University from September 2001 to October 2003, and the
dean of the school of environment and planning of Henan University from April
1994 to September 2001. Mr. Li received a bachelor’s degree in geography
from Henan Normal University (R FERM#3K2) in January 1982. He received
a doctor’s degree in economical geography from Nankai University (5 & X
) in June 1990 and completed a doctorate program at Australian National
University in March 1990, respectively. Mr. Li is a professor accredited by
Henan Government in November 1993.

Mr. HAN Wanghong (¥8HL41), born in March 1954, Chinese. Mr. Han
Wanghong is an external Supervisor of the Bank, currently a professor, a
Ph.D. supervisor, and the deputy director of the Investment Study Centre of
Zhongnan University of Economics and Law, as well as the vice president of
the Committee of the Construction of the Investment Major of the Investment
Association of China (FEIREHERESREREZE ). Before that, he
held various other positions at Zhongnan University of Economics and Law,
including the head of the investment department from September 2004 to
December 2011, and a lecturer and a deputy professor successively from
September 1987 to August 2002. Mr. Han received a bachelor’'s degree in
economics from Hubei College of Finance in July 1982, a master’'s degree
in economics from Zhongnan University of Finance in November 1985 and
a doctor’s degree in industrial economics from Zhongnan University of
Economics and Law in December 2008.
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Mr. SUN Xuemin (FZZ8), born in April 1963, Chinese. Mr. Sun Xuemin is
an external Supervisor of the Bank. Mr. Sun currently holds several positions
at Zhengzhou University, including a professor in the business department
since November 2001, the chief of the Strategic Research Centre of the
Development of Modern Industry and Enterprises (BRRE¥EPEEREE
BEHE 5T+ L)) since April 2010 and the chief of the Corporation Research
Centre (2% #fFE# 1)) since April 2004. Mr. Sun’s work experience also
includes serving as an independent non-executive director of Jindan Rusuan
Technology Co., Ltd. (A E & fH BRI ZRMHBRAR]) (a company listed on
the National Equities Exchanges and Quotations in the PRC, stock code:
832821) since April 2011, the legal representative and the executive director
of Zhengzhou Jiebang Management Consulting Co., Ltd. (Ep/NEEFE R A
BBR/AF]) since April 2005, the Director of Zhengzhou High-Tech Valley of
Technology Development Co., Ltd. (BN aIREHEEMAZEERAR]) since
July 2015, the legal representative and executive director of Zhengzhou
Zhengda Yunchuang Technology Co., Ltd. (BB EBRZAIRHE B R A F]) since
December 2015. Mr. Sun served as a member and the deputy chief of the
“Expert Committee for Small and Medium Enterprises in Zhengzhou” (E5M
/NP EERIRIEE) from December 2010 to May 2014. Mr. Sun received a
doctor’s degree in western economy from Huazhong University of Science
and Technology in June 2008.
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3.3

Senior Management

For biographical details of Mr. WANG Jiong (E/[) and Mr. LI Yulin (ZEE#),
please see “7.3 Biography of Directors, Supervisors and Senior Management
— 1. Directors” in this chapter. For the biographical details of Mr. ZHANG
Yixian (R#&E 5t), please see “7.3 Biography of Directors, Supervisors and
senior management — 2. Supervisors” in this chapter.

Mr. LIU Kai (2/5l), born in March 1971, Chinese. Mr. Liu Kai is the vice
president of the Bank. Mr. Liu has served as a vice president of the Bank
since December 2014. Mr. Liu has more than 20 years of experience in
banking operations and management. Mr. Liu’s primary work experience
prior to joining the Bank includes serving as: (i) a member of the Leading
Group Office for the reform and restructuring of some city commercial banks
in Henan province from December 2013 to December 2014, (ii) the assistant
to the head of the Bureau of Financial Market of PBoC from August 2011 to
November 2013, (iii) the president and the secretary to the party committee
of PBoC Anyang Central Sub-branch and the head of the Anyang Central
Sub-bureau of the State Administration of Foreign Exchange (BZX4/MNEE 12
BZ ) from May 2007 to August 2011. He served successively as a
chief section member, the deputy chief and the chief of the office of the party
committee and the manager of the office of legal affairs of PBoC Zhengzhou
Central Sub-branch from January 1999 to April 2007. Prior to that, Mr. Liu
served successively as an officer and a section member of the finance
management department and a deputy chief section member and a chief
section member of the office of the Henan Branch of PBoC from July 1994 to
January 1999. He worked at PBoC Tanghe County Sub-branch from July 1993
to July 1994. Mr. Liu received a bachelor’s degree in the science of law from
Zhengzhou University in June 1993, and a master’s degree in liberal arts from
Henan University in June 2007. Mr. Liu received a certificate for passing the
lawyer’s qualification exam from the Department of Justice of Henan Province
(A4 BIVAEE) in May 1995 and is a senior economist accredited by the
PBoC in May 2005.
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Mr. ZHAO Weihua (##7%), born in March 1977, Chinese. Mr. Zhao Weihua
is the vice president and the chief risk officer of the Bank. Prior to that, Mr.
Zhao was the president and the chief risk officer of the Bank from December
2014 to May 2018. Mr. Zhao has more than 15 years of experience in banking
operations and management. Prior to joining the Bank, Mr. Zhao served as a
member of the leading group office for the reform and restructuring of some
city commercial banks in Henan province from December 2013 to December
2014. Before that, Mr. Zhao held various positions in the Zhengzhou Branch of
China CITIC Bank from July 2009 to December 2013, including (i) the assistant
to the general manager of the risk management department and the retail
banking department, (ii) the deputy general manager, the general manager
of the risk management department and the manager of the credit approval
department. In addition, he served as the credit approval manager of the
Zhengzhou Branch of China CITIC Bank from July 2006 to February 2008. He
worked as the assistant to the president of the Zhengzhou Zijing Shan Road
Sub-branch of China CITIC Bank from February 2008 to July 2009. Prior to
that, Mr. Zhao served as an accountant, a credit administrator, a specialized
facility reviewer, the manager of the real estate facility department and the
deputy manager of the real estate finance business department of the Henan
Province Branch of China Construction Bank successively from August
1999 to August 2004. Mr. Zhao received a bachelor’'s degree in economics
from Shaanxi College of Finance (PRFGEF4E &%) (currently known as Xi’an
Jiaotong University (FAZRBAEZ)) in July 1999 and a Master of Business
Administration degree from Sun Yat-Sen University (FF1LUAZ2) in June 2006.
Mr. Zhao is a mid-level economist accredited by the Human Resources
Department of the PRC in November 2007.

Mr. ZHOU Litao (/A% )E), born in November 1979, Chinese. Mr. Zhou Litao is
the vice president of the Bank, in charging of the financial market segment.
Before that, Mr. Zhou was the corporate business director of the Bank from
December 2014 to May 2018. Prior to joining the Bank, Mr. Zhou held several
positions, including serving as the general manager of the asset management
department of the investment banking division of the China CITIC Bank from
May 2013 to December 2014, the general manager of the strategic customer
department of the Zhengzhou Branch of China CITIC Bank (F{ZR1TEM 5 17)
from January 2013 to May 2013, the product manager, assistant to general
manager, deputy general manager and general manager of the investment
banking center of Zhengzhou Branch of China CITIC Bank successively from
March 2008 to January 2013, and the product manager of corporate banking
department of Zhengzhou Branch of China CITIC Bank from February 2006
to March 2008. He worked at the Henan Branch of the China Construction
Bank(F B R ERT1T A E £ 1T) from July 2001 to July 2003. Mr. Zhou received
a bachelor’s degree in business administration in July 2001 and a master’s
degree in business administration in February 2006, both from Xi’an Jiaotong
University. Mr. Zhou was recognized as an intermediate economist by t -
Ministry of Personnel of the People’s Republic of China in November 2007.
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Mr. LIU Qingfen (2/)§&), born in March 1970, Chinese. Mr. Liu Qingfen is an
assistant to the president of the Bank, in charging of the corporate business
segment. Before that, Mr. Liu served as the secretary to the party committee
and general manager of the head office of the Bank from December 2014
to July 2017 and the secretary to the party committee and president of the
Branch of the Bank(FRIRITEM 5 77) from July 2017 to February 2018. Mr.
Liu is the general manager of the corporate banking department of the Bank
since February 2018. Prior to joining the Bank, Mr. Liu held several positions,
including serving as a section member of the office of Zhengzhou Commercial
Bank(E8N T 28R 77) from July 1994 to July 1998, the vice president of
Zhengbian Road Sub-branch(Z}/~#& 2 1T) and Qiaojiamen Sub-branch (&%
¥ 17) of Zhengzhou Commercial Bank successively from July 1998 to March
2000, the deputy director of the office of Zhengzhou Commercial Bank from
March 2000 to November 2000, the deputy section chief and section chief
of the customer section of Zhengzhou Branch of Bank of Communications(32
FIRTTEN D 7T) from November 2000 to April 2004, the vice president and
president of the Weiwu Road Sub-branch(#& R ¥ 17) of the Zhengzhou
Branch of Bank of Communications successively from April 2004 to April
2006, the head of business expansion department of the Zhengzhou Branch
of China Industrial Bank(fZiR7TE/ 5 7T) from April 2006 to July 2007,
the president of the Dongdajie Sub-branch (XX 17)of the Zhengzhou
Branch of China Industrial Bank from July 2007 to July 2012, the Director
of the Dongdajie business department of the Zhengzhou Branch of China
Industrial Bank from July 2012 to January 2013, the deputy secretary to the
party committee and the president of Kaifeng Commercial Bank(Fa % & 3R
77) from January 2013 to December 2014. Mr. Liu graduated from Zhengzhou
University(Z81 K 2) with a bachelor’s degree in Chinese language and
literature in June 1994. Mr. Liu was awarded the intermediate economist in
November 1998.

Mr. ZHANG Ke (5557 ), born in October 1977, Chinese. Mr. Zhang Ke is the
secretary to the Board. Mr. Zhang has served as the secretary to the Board
of the Bank since December 2014. His primary work experience prior to
joining the Bank includes serving as a member of the Leading Group Office
for the reform and restructuring of some city commercial banks in Henan
province from December 2013 to December 2014, the general manager of
the accounting finance department, the chief accountant and a director of
Kaifeng Commercial Bank from April 2010 to December 2013, as well as a
business manager of the corporate planning department of Henan Investment
Group Co., Ltd. (A EEBE AR A7) from July 2007 to March 2010. Before
that, Mr. Zhang worked as a deputy chief officer in the accounting finance
section of the Central Sub-branch of Sanmenxia City of the PBoC from July
1999 to June 2007. Mr. Zhang received a bachelor’'s degree in management
from Henan University of Finance in June 1999 and a Master of Business
Administration degree from Xi’an University of Technology in April 2006. Mr.
Zhang is a senior accountant accredited in December 2008.
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Ms. ZHANG Yi (3k148), born in March 1973, Chinese. Ms. Zhang Yi is the
general manager of the planning and financing department of the Bank. Ms.
Zhang has served as the general manager of the planning and financing
department of the Bank since September 2015. Her primary work experience
prior to joining the Bank includes serving as a member of the leading group
office for the reform and restructuring of some city commercial banks in
Henan province from December 2013 to December 2014, the deputy general
manager of the planning and financing department from March 2011 to
December 2013, and an employee and the assistant to the general manager
of the planning and financing department of the Zhengzhou Branch of China
CITIC Bank (FR{Z$RTTEBM 97T) successively from June 2008 to March 2011.
Ms. Zhang worked as an employee in the finance and accounting department
at Henan Finance Securities Co., Ltd. (R F B B & % 2 7)) from August 2000 to
December 2001 and as an officer in the Government Procurement Department
of the Bureau of Finance of Henan Province (A& B BB fFEREEZ) from
January 1999 to August 2000. Ms. Zhang worked at Central China Securities
Co., Ltd. (F REBEHRMDBER A7) from January 2002 to June 2005. Prior to
that, Ms. Zhang was transferred from Henan Finance Securities Co., Ltd. to
serve as an officer in the Administrative Politics and Law Department of the
Bureau of Finance of Henan Province (A @4 B BEETTIBUEEE) from January
1995 to December 1998, and she served as an employee in the computer
department of Henan Finance Securities Co., Ltd. from August 1994 to
December 1994. Ms. Zhang received a bachelor’'s degree in economics from
Jiangxi Finance College (I A& ZFT) in July 1994, a Master of Business
Administration degree from Henan University in June 2004, and a doctor’s
degree in accounting from the Business School of Renmin University of China
in June 2008. Ms. Zhang is a senior accountant accredited in May 2005.

4. Confirmation of Independence of Independent Non-executive Directors
The Bank has received from each of its independent non-executive Directors the
annual confirmation of his independence and considered that all the independent

non-executive Directors are independent pursuant to the guidelines set out in Rule
3.13 of the Listing Rules.
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5. Securities Transactions by Directors, Supervisors and Relevant
Employees

The Bank has adopted the Model Code as the code of conduct for securities
transactions of the Bank by all Directors and Supervisors. The Bank has also put in
place guidelines in respect of dealings in securities of the Company, which terms
are no less exacting than those of the Model Code, for the relevant employees (as
defined in the Listing Rules). Having made specific enquiries to all Directors and
Supervisors regarding their compliance with the Model Code, each of the Directors
and Supervisors confirmed that those standards as provided thereunder have been
complied with for the twelve months period from January 1, 2018 to December 31,
2018. Having made specific enquiries to the relevant employees regarding their
compliance with the guidelines of dealing in securities of the Company, the Bank is
not aware of any incompliance with the guidelines.

6. Interests and Short Positions of Directors, Supervisors and Chief
Executive Officers in Shares, Underlying Shares and Debentures

As of December 31, 2018, the Directors, Supervisors and chief executive officers
of the Bank who had interests and short positions in the Shares, underlying Shares
and debentures of the Bank or any of its associated corporations (within the
meaning of Part XV of the SFO) which were recorded in the register required to
be kept by the Bank under Section 352 of the SFO, or which were required to be
notified to the Bank and the Stock Exchange pursuant to Divisions 7 and 8 of Part
XV of the SFO and the Model Code were as follows:

Interests in Shares of the Bank (Long Positions)

Approximate
percentage of the Approximate
total issued share  percentage of the
capital of the total issued share
relevant class of capital of the Bank

Name Class of Shares Nature of interests ~ Number of Shares ~ the Bank (%)" (%) ™

Mr. WEI Jie Domestic Shares Beneficial owner 500,000 0.00 0.00
Interest in controlled

Mr. LI Xipeng® Domestic Shares corporation 753,000,000 463 375

Ms. JIA Jihong Domestic Shares Beneficial owner 2412 0.00 0.00
Interest in controlled

Mr. LI Wanbin® Domestic Shares corporation 407,657,871 250 2.03

Interest in controlled
Mr. ZHAO Ming® ~ Domestic Shares corporation 568,000,000 349 283
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Notes:

e As of December 31, 2018, the number of total issued Shares of the Bank was
20,075,000,000, including 16,280,000,000 Domestic Shares and 3,795,000,000 H
Shares.

2. Mr. LI Xipeng and his spouse hold 100% equity interest in Henan Shengrun Holdings
Group Co., Ltd. (A BIZREBE BRAR]). Therefore, by virtue of the SFO, Mr. LI
Xipeng is deemed to be interested in the 753,000,000 Domestic Shares of the Bank
(long positions) directly held by Henan Shengrun Holdings Group Co., Ltd. (A 2%
EREERRLT).

3 Mr. LI Wanbin and his spouse directly and indirectly hold 100% equity interest in
Henan Wanzhong Group Co., Ltd. (A& REEBR 2 F]) and Henan Zongheng Gas
Pipeline Co., Ltd. (U E#4LEMR R EBER A F]). Therefore, by virtue of the SFO, Mr. LI
Wanbin is deemed to be interested in the 407,657,871 Domestic Shares of the Bank
(long positions) directly held by Henan Wanzhong Group Co., Ltd. (NE&FREEER
A7) and Henan Zongheng Gas Pipeline Co., Ltd. (A m4tERREEER A F).

4. Mr. ZHAO Ming holds 75.34% equity interest in Henan Guangcai Group Development
Co., Ltd. (AR X EEBEBEEAR A 7). By virtue of the SFO, Mr. ZHAO Ming is deemed
to be interested in the 568,000,000 Domestic Shares of the Bank (long positions)
directly held by Henan Guangcai Group Development Co., Ltd. (AR X T EBRES
FRA 7). On January 17, 2019, Mr. ZHAO Ming (#888), the shareholder representative
Supervisor of the Bank, resigned as a shareholder representative Supervisor and a
member of the supervision committee under the Board of Supervisors of the Bank
as he intended to concentrate on other business commitments. Please refer to the
announcement dated January 17, 2019 of the Bank for details.

7. Remuneration Information for Directors, Supervisors and Senior
Management

The Bank provide remuneration for Directors, Supervisors and Senior Management
according to the “Administrative Measures on the Remuneration of Directors and
Supervisors of Zhongyuan Bank Co., Ltd. ({FRIFFTRHERRFEE, BEEHME
Bi#E£A))”, “Administrative Measures on the Remuneration of Senior Management
of Head Office of Zhongyuan Bank Co., Ltd. ({(RRIFFTRHDER R FIRITEREE
ANBFHMEIEHE))", “Measures for Evaluating the Performance of Directors and
Senior Management of Board of Directors of Zhongyuan Bank Co., Ltd. ({FRiR
TRNDERAFESSHES. 5B ABBBAEME))", “Measures for Evaluating
the Performance of Directors, Supervisors and Senior Management of Board of
Supervisors of Zhongyuan Bank Co., Ltd. ((RRFETRNER A AIESSHE
= ER SEABBEFEIE)) and “Measures for the Administration of the
Performance Appraisal of Senior Management of Head Office of Zhongyuan Bank
Co., Ltd. in 2018 (P RIBITRHBRAFI2018F AT REBABBERIEREREN
ED).
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The specific remuneration plan of the Bank’s directors, supervisors and senior
management personnel shall be reviewed by the Nomination and Remuneration
Committee of the Board and submitted to the Board for final decision. The
remuneration system of directors, supervisors and senior management personnel
is determined based on the principles of power and responsibility consistent,
incentives (both short-term and medium- and long-term incentives are taken into
account) and constraints combination, promoting the marketization of the Bank’s
senior management income distribution.

Please refer to Note 10 to the financial statements for the remuneration of Directors
and Supervisors during the Reporting Period. During the year ended December 31,
2018, no emolument was paid by the Bank to any of the Directors, Supervisors or
the five highest paid individuals (including Directors, Supervisors and employees)
as an inducement to join or upon joining the Bank or as compensation for loss of
office.

Remuneration paid to the senior management (excluding the Directors and
Supervisors) by bands for the year ended December 31, 2018 is set out below:

No. of

employees

RMBO to RMB 1,000,000 0
RMB1,000,000 to RMB2,000,000 4
RMB2,000,000 to RMB3,000,000 2

Note: As of December 31, 2018, three senior management of the Bank were also Directors
or Supervisor, namely Mr. WANG Jiong (), Mr. LI Yulin (Z=E#) and Mr. ZHANG
Yixian (5k# %t). For details of the remuneration of Mr. WANG Jiong, Mr. LI Yulin and
Mr. ZHANG Yixian, please refer to note 10 to the financial statements of this annual

report.
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8. Employees and Human Resources Management
8.1 Information of Employees

As of December 31, 2018, we had 13,575 full-time employees in total, of
which 1,176 employees at our head office and 12,399 employees at our
branches and sub-branches. As of December 31, 2018, 9,922 employees or
73.09% had bachelor’s degrees or above, with the average age of 35.43. We
had 911 employees at village and township banks sponsored by the Bank
and 258 employees at Henan Zhongyuan Consumer Finance Corp., Ltd. (“/8

MPRBEETSREROBRAR).
8.2 Employees’ Remuneration Policies

The Bank’s remuneration policies aim to establish a well-developed, scientific
and effective incentive and restraint mechanism for realization of corporate
strategy and long-term shareholder value. The policy is conducive to the
implementation of strategic objectives, enhancement of competitiveness,
cultivation of talents and control of risks. The Bank established a position
evaluation-based and operating results-oriented remuneration distribution
mechanism and developed a professional serial review method for employees
to broaden the career development channels, which played an incentive and
restraint role.
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The Bank gave full play to the guiding role of remuneration in management
and risk control. In accordance with the principle of combining immediate
incentives with long-term incentives and combining effective incentives and
responsibility constraints and subject to the needs of risk management, the
Bank mitigates risks through deferred payment of performance compensation
of senior management with regard to the risk factors that are not reflected
currently, so as to promote the stable operation and sustainable development
of the Bank.

The relevant remuneration management system of the Bank should be
submitted to the Board of Directors, the Executive Committee of the Board
and the Nomination and Remuneration Committee for review. The Bank did
not have any share option incentive scheme or employee shareholding plan
during the Reporting Period.

8.3 Employees Training Programs

The Bank upholds a people-oriented management philosophy and takes
“implementing innovation-driven strategies and enhancing the quality and
efficiency of training on management” with focus on formulation of formulate
annual training plan, and provides training programs to its employees at
various levels, with high frequency. Through multiple channels and multiple
forms on the basis of its business development strategies and training plans,
the Bank aims to enhances the overall quality, professional capabilities
and management skills of its staff in a continuous and comprehensive
manner, to build up a professional team specialized in business operations
and management, and to drive the rapid and healthy development of
its businesses. The Bank manages its training programs based on the
mechanism of “standardized principles and planning, and hierarchical
management and implementation”, and establishes a three-tier training
system comprising “head office, branch, sub-branch (sector)”. During the
reporting period, the Bank organized 229 tier 1 training in various categories
in total, the planned completion rate is 100% with aggregated number of
staff trained of 38,182 and 2.8 trainings per head. 18 branches of the Bank
reported 2,383 tier 2 training programs at the beginning of the year and
completed 2,426 training programs with the training duration of 1,918.9 days
and aggregated number of staff trained of 127,604 and 10.45 trainings per
head. Our training has basically reached full staff coverage and provides
strong human resources protection for the business development of the Bank.

e e
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Information of Institutions under the Bank

As of December 31, 2018, there are 18 branches and 2 direct sub-branches, and
457 outlets in total, including 301 county-level branches and 156 township-level
sub-branches under the Bank. The following table sets out the branches and sub-

branches:
Name of the
No. Region Branch Business Address (China) Remarks
1 Zhengzhou, Headquarters ~ Zhongke Golden Tower, No. 23 Shangwu Directly in charge of 2 sub-branch
Henan Waihuan Road, Zhengdong New District institutions
CBD, Zhengzhou, Henan Province
2 Zhengzhou, Zhengzhou Shengrun International Plaza, 219 Jinshui In charge of one business department
Henan Road,Zhengzhou City,Henan Province and 33 sub-branch institutions
3 Kaifeng, Kaifeng No. 246, West Daliang Road, Kaifeng City, In charge of one business department
Henan Henan Province and 32 sub-branch institutions
4 Xinyang, Xinyang 1/F, Approval Centre, Xinshi Street, In charge of one business department
Henan Yangshan New District, Xinyang City, and 28 sub-branch institutions
Henan Province
5 Anyang, Anyang No. 11, Jiefang Avenue, Anyang City, Henan  In charge of one business department
Henan Province and 25 sub-branch institutions
6 Hebi, Henan Hebi 1/F, Finance Centre, Qishui Avenue, Qibin In charge of one business department
District, Hebi City, Henan Province and 16 sub-branch institutions
7 Luohe, Henan  Luohe Intersection of Huangshan Road and In charge of one business department
Songjiang Road, Yancheng District, Luohe and 19 sub-branch institutions
City, Henan Province
8 Nanyang, Nanyang No.6, Zhangheng Road, Nanyang City, In charge of one business department
Henan Henan Province and 42 sub-branch institutions
9 Pingdingshan, ~ Pingdingshan  Northwest Comner, Intersection of Zhongxing ~ In charge of one business department
Henan Road and Zhannan Road, Zhanhe District, and 11 sub-branch institutions
Pingdingshan City, Henan Province
10 Puyang, Puyang No.444, Shenglizhong Road, Puyang Ciry, In charge of one business department
Henan Henan Province and 22 sub-branch institutions
il Sanmenxia, Sanmenxia No. 64, Middle Xiaoshan Road, Sanmenxia In charge of one business department
Henan City, Henan Province and 26 sub-branch institutions
12 Shangqiu, Shangaiu Northeast Corner, Shangzi Plaza, Shangqiu In charge of one business department
Henan City, Henan Province and 47 sub-branch institutions
13 Xinxiang, Xinxiang No.599 Pingyuan Road, Honggi District, In charge of one business department
Henan Xinxiang City, Henan Province and 36 sub-branch institutions
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Name of the
No.  Region Branch Business Address (China) Remarks
14 Xuchang, Xuchang East Jianan Avenue, Xuchang City, Henan In charge of one business department
Henan Province(On the west to the Bureau of and 27 sub-branch institutions
Finance)
15 Zhoukou, Zhoukou MOCO New world Business Office Building, I charge of one business department
Henan 150m east of the intersection of Qingfeng and 26 sub-branch institutions
Road and Zhoukou Avenue, Zhoukou City,
Henan Province
16 Zhumadian, Zhumadian No. 168, Wenming Road, Zhumadian City, In charge of one business department
Henan Henan Province and 38 sub-branch institutions
17 Jiaozuo, Jiaozuo No.479, Renmin Road, Jiefang District, In charge of one business department
Henan Jiaozuo City, Henan Province and 6 sub-branch institutions
18 Jiyuan, Henan  Jiyuan No. 481, Middle Yellow River Road, Jiyuan In charge of one business department
City, Henan Province and 2 sub-branch institutions
19 Luoyang, Luoyang No.66, Changxing Street, Luolong District, In charge of one business department
Henan Luoyang City, Henan Province and one sub-branch institution
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1. Organizational Structure Chart of Corporate Governance
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2. Summary of Corporate Governance

The Bank pursues excellence in corporate governance and is committed to
continuously enhancing the transparency of corporate governance for safeguarding
shareholders’ interests and enhancing the corporate values.

The Bank has established a comprehensive corporate governance structure
in accordance with the requirements under the Hong Kong Listing Rules.
The compositions of the Board and its special committees complied with the
requirements under the Hong Kong Listing Rules. The responsibilities are clearly
split among the general meeting, the Board, the Board of Supervisors and the
senior management. The general meeting is the authority of the Bank, which
exercises its powers pursuant to the laws. The Board shall be accountable to the
shareholders’ general meeting, and our Bank currently has six special committees
under the Board. The special committees are operated under the leadership of the
Board, and provide advice on the decision-making of the Board. The Executive
committee under the Board is a standing organization of the Board. The Board
of Supervisors shall be accountable to the shareholders’ general meeting, with
the target of safeguarding the legitimate interests of the Bank, the Shareholders,
staff, creditors and other stakeholders, as well as supervising the stable and
compliance operation of the Bank and the performance of the Board and the senior
management. The senior management of the Bank work under the leadership of
the Board, which is responsible for the implementation of the resolutions of the
Board and the daily business operations of the Bank and is required to report to the
Board and the Board of Supervisors on a regular basis. The president of the Bank
shall be appointed by the Board and shall be accountable to the Board, which is
responsible for the overall business operation and management of the Bank.

As of the end of the Reporting Period, the Bank strictly complied with the code
provisions as stated in the Corporate Governance Code in Appendix 14 to the
Hong Kong Listing Rules and the listing rules in relation to the disclosure of insider
information. The Directors are not aware of any information which indicates that
the Bank has not complied with the code provisions as stated in the Corporate
Governance Code during the Reporting Period.

The Bank will continue to review and enhance corporate governance, for ensuring
that our corporate governance continues to comply with the requirements under
the Corporate Governance Code and to achieve a higher expectation from the
Shareholders and investors.
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Board Diversity Policy

The increasing diversity at the Board level is the key factor for the Bank to achieve
its sustainable development, fulfill its strategic objectives and maintain good
corporate governance.

The Board diversity policy of the Bank specifies that in designing the composition
the Board, board diversity shall be considered from several aspects, including but
not limited to gender, age, regional and industrial experiences, skills, knowledge
and educational background. All Board members’ appointment will be based on
both capability and integrity, and candidates will be considered against objective
criteria, with due regard given to the benefits of diversity of the Board. Selection
of candidates for the Board will be based on a range of diversity perspectives,
including but not limited to gender, age, regional and industrial experiences, skKills,
knowledge and educational background.

Members of the Board Age 40 to 49 Age 50to 59 Age above 60

Mr. DOU Rongxing

Mr. WANG Jiong

Mr. LI Yulin

Mr. WEI Jie

Mr. LI Qiaocheng

Mr. LI Xipeng

Mr. MI Hongjun 1
Mr. LI Hongchang 1
Ms. PANG Hong 1
Mr. JIA Tingyu 1
Mr. CHAN Ngai Sang Kenny 1

— 4 4 4 a4
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3. Information Regarding the Convening of the Shareholders’ General
Meetings

Four Shareholders’ general meetings were held during the Reporting Period,
including two shareholders’ class meetings.

On March 16, 2018, the Bank held the first extraordinary general meeting of 2018,
the first domestic shareholders class meeting of 2018 in Zhengzhou, Henan, and
the first H shareholders class meeting of 2018, at which eight proposals were
considered and approved, including “Proposal on the Election of Directors for the
Second Session of Board of Directors of Zhongyuan Bank Co., Ltd.”, “Proposal
on the Election of Non-employee Supervisors for the Second Session of Board of
Supervisors of Zhongyuan Bank Co., Ltd.” and “Proposal on Non-Public Issuance of
Offshore Preference Shares by Zhongyuan Bank Co., Ltd.”.

On May 16, 2018, the Bank held the 2017 annual general meeting in Zhengzhou,
Henan, at which 7 proposals were considered and approved, including “Proposal
on the Working Report of the Board of Directors of Zhongyuan Bank Co., Ltd. for
2017”7, “Proposal on the Working Report of the Board of Supervisors of Zhongyuan
Bank Co., Ltd. for 2017”, “Proposal on the Final Financial Accounts of Zhongyuan
Bank Co., Ltd. for 2017” and “Proposal on the Financial Budgets of Zhongyuan
Bank Co., Ltd. for 2018”.

The convening, notice, holding and voting procedures of the aforesaid
Shareholders’ general meetings were in compliance with the relevant laws and
regulations and the relevant requirements of the Articles of Association of the Bank.
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4, The Board

4.1

4.2

Operation of the Board

The Board of the Bank is responsible for the Shareholders’ general meetings,
and the directors are elected by the Shareholders’ general meetings with a
term of three years. The directors make decisions on the Bank’s development
strategy, experience plan and other matters mainly by form of board
meetings. The board meetings are divided into regular board meeting and
interim board meeting in accordance with the time of notice for convening.
The board meeting can be convened in the form of a physical meeting or in
the form of written resolutions, and regular board meeting shall be convened
in the form of a physical meeting. The Board shall hold at least four regular
meetings annually convened by the chairman of the Board. Notices of the
Board meetings shall be sent to all directors and supervisors in writing
fourteen (14) days before the meeting, and the meeting documents shall
be sent to all directors and supervisors five (5) days before the meeting.
The Board and the senior management have established a good and
communication mechanism. All proposals submitted to the Board for approval
are subject to careful review and active discussion by all Directors before
making a decision.

The Board has set up an office as its daily working organization which is
responsible for preparing the general meeting, the Board meetings and all
the meetings of special committees under the Board, and is responsible for
implementing all the matters assigned by the general meeting, the Board and
the special committees under the Board.

The Board and the senior management exercise their authority in accordance
with the requirements under our Articles of Association, and the Board of the
Bank performs regular discussion on risk management and internal control
system. The Board believes that the risk management and internal control
system established and implemented by the Bank is sufficient and effective.

Composition of the Board

As of the end of the Reporting Period, the Board consists of 11 Directors,
including 4 executive Directors, i.e. Mr. DOU Rongxing, Mr. WANG Jiong, Mr.
LI Yulin and Mr. WEI Jie; 3 non-executive Directors, i.e. Mr. LI Qiaocheng, Mr.
LI Xipeng and Mr. Ml Hongjun; and four independent non-executive Directors,
i.e. Ms. PANG Hong, Mr. LI Hongchang, Mr. JIA Tingyu and Mr. CHAN Ngai
Sang Kenny.
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4.3

Functions and Powers of the Board

The Board shall be accountable to the Shareholders’ general meeting and
shall exercise the following functions and powers:

1.

10.

convening Shareholders’ general meetings and reporting its
performance at the general meetings;

implementing resolutions of the Shareholders’ general meetings;

deciding on development strategies, operational plans and investment
programs of the Bank;

working out annual financial budget plans and final account plans of
the Bank;

formulating profit distribution plans and plans for recovery of losses of
the Bank;

formulating proposals for increases in or reductions of registered share
capital, issuance of bonds or other securities and listing plans of the
Bank;

formulating proposals for repurchase of the Bank’s shares, merger,
separation, change of the nature of the Bank and dissolution or
liquidation;

within the scope of authority of the Shareholders’ general meeting or
within the powers prescribed by our Articles of Association, considering
matters in relation to major equity investment and disposal with a single
amount representing more than five percent (exclusive) and less than
ten percent (inclusive) of the most recent audited net asset of the Bank;

within the scope of authority of the Shareholders’ general meeting or
within the powers prescribed by our Articles of Association, considering
matters in relation to major asset acquisition and disposal with a single
amount representing more than five percent (exclusive) and less than
ten percent (inclusive) of the most recent audited net asset of the Bank;

deciding on the establishment of the internal management structure of
the Bank;




1l

12.

13.

14.

15.

16.

17.

18.

19.
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appointing or removing senior management, including the president
and the secretary of the Board of Directors of the Bank; appointing or
removing senior management, including vice presidents, assistants
to the president and finance officers of the Bank, based on the
recommendations of the president; and deciding on matters relating to
their emoluments and awards or punishment;

establishing the basic management system of the Bank;
formulating proposals for any amendment to our Articles of Association;
managing the disclosure of information of the Bank;

proposing the appointment or replacement of accounting firms to the
Shareholders’ general meetings for the auditing of the Bank;

reviewing working reports of the president of the Bank and examining
the performance of the president;

formulating capital replenishment plans;

formulating medium and long term incentive plans, such as equity
incentive plans and employee stock ownership plans;

The Board of Directors shall establish a supervisory system to ensure
that the management will formulate a code of conduct and working
principles for the management staff and the business personnel at
all levels and that the regulatory documents will specifically require
employees at all levels to promptly report any possible conflict
of interests, provide detailed rules and establish corresponding
mechanism;
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4.4

20. The Board of Directors shall establish a reporting system to require
the senior management to report operational issues of the Bank to the
Board of Directors regularly. The following items shall be regulated
under this system:

(1) The contents and the basic standard of the information reported
to the Board of Directors;

(2) The frequency of the report;
(83) The form of the report;

(4) The responsible bodies of the report and the responsibilities for
delay or incompleteness of the report;

(5) The confidentiality of the report.

21. Exercising any other functions and powers prescribed by the laws,
administrative regulations, departmental rules or the Articles of
Associations and authorized by the shareholders’ general meetings

The Board is also responsible for performing the functions set out in the code
provision D.3.1 of the Corporate Governance Code. The Board reviewed
the Company’s corporate governance policies and practices, training and
continuous professional development of Directors and senior management,
the Company’s policies and practices on compliance with legal and
regulatory requirements, the compliance of the Model Code and Employee
Written Guidelines, and the Company’s compliance with the Corporate
Governance Code and disclosure in this report.

Director’s Responsibility for the Preparation of the Financial Statements

The Directors acknowledge that they are responsible for the preparation
of the financial statements of our Bank for the year ended December 31,
2018, which give a true and fair view of the state of affairs and results of the
Bank. In doing so, the Directors opted for suitable accounting policies and
applied them consistently and used accounting estimates as appropriate
in the circumstances. With the assistance of the accounting and finance
staffs, the Directors ensured that the financial statements of the Bank are
prepared in accordance with statutory requirements and appropriate financial
reporting standards. The statement of the external auditors with regard to
their reporting responsibilities on the Group’s financial statements is set out
on page 198 to page 210 in the Independent Auditors’ Report.
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Meetings of the Board of Directors and the Directors’ Attendance

During the Reporting Period, all Directors of the first session of the Board
have attended the first extraordinary general meeting of 2018, the first
domestic shareholders class meeting of 2018, and the first H shareholders
class meeting of 2018 of the Bank. LI Yulin, a Director, did not attend the
2017 annual general meeting due to other business, and all other Directors
of the second session of the Board have attended the 2017 annual general
meeting. During the Reporting Period, the chairman of the Bank held one
meeting with independent non-executive directors.

During the Reporting Period, our Bank held 10 board meetings, which
considered and approved 65 resolutions.

The details of the board meetings are set out below:

Session of meeting

Date of meeting

Form of meeting

The 23rd meeting of the first session of the Board

The 1st meeting of the second session of the Board
The 2nd meeting of the second session of the Board
The 3rd meeting of the second session of the Board
The 4th meeting of the second session of the Board
The 5th meeting of the second session of the Board
The 6th meeting of the second session of the Board
The 7th meeting of the second session of the Board
The 8th meeting of the second session of the Board
The 9th meeting of the second session of the Board

January 20, 2018
March 16, 2018
March 27, 2018
June 28, 2018
August 24, 2018
September 25, 2018
November 23, 2018
December 12, 2018
December 21, 2018
December 28, 2018

On-site
On-site
On-site
On-site
On-site
Circulation of written proposal
Circulation of written proposal
On-site
On-site
Circulation of written proposal

135



136 2018 ANNUAL REPORT ZHONGYUAN BANK CO., LTD.

Chapter 8

Corporate Governance Report

The attendance of each Director at the general meeting, board meeting and
meetings of special committees under the Board during the Reporting Period is
set out below:

Director

First
extraordinary - First general Annual Nomination Related Party ~ Consumer
general - meeting of ~ First general general Strategy and Risk and Transactions Rights
meetingof  Domestic meetingofH  meeting of Development  Management Audit Remuneration Control  Protection

2018 Shares of 2018 Shares of 2018 2017 Board  Committee  Committee ~ Committee ~ Committee  Committee  Committee

Executive Directors DOU Rongxing
HU Xiangyun '
WANG Jiong
HAO Jingtao !
LIYulin®
WEl Jig*

Non-executive Directors LI Qiaocheng
LI Xipeng
MI Hongjun ¢

Independent Non-

executive Directors LI Hongchang

PANG Hong
JIA Tingyu
CHAN Ngai
Sang Kenny

4 4 4 4 1010 1 = = 3 - -
4 4 v - 1 - - - - - -
4 v v 4 1010 n n = 3 88 20
4 4 4 4 Il - - - - - -
4 4 4 - i = 0t = = = i
4 v 4 4 mn = 0 = e m =
4 v 4 4 1010 n - - - - -
4 4 v 4 1010 n - - - - -
4 4 v 4 i = = = = = =
4 v 4 4 910 = n 3 3 88 2
4 4 4 9/10 = n 3 3 - -
4 4 4 1010 1 n 3 3 88 -
4 4 4 4 1010 = e 3 = S 2

Note:

On March 16, 2018, Ms. HU Xiangyun ceased to act as the Director and the vice
chairman of the Board due to her retirement; and Mr. HAO Jingtao resigned as
the Director of the Bank on January 20, 2018 and was elected as an employee
representative Supervisor by the meeting of employee representatives of the
Bank on March 6, 2018 and was elected as the Chairman of the second session
of the Board of Supervisors of the Bank by the seventh meeting of the second
session of the Board of Supervisors on March 28, 2019.

The qualification of Mr. LI Yulin as director has been approved by relevant
banking regulatory authorities in the PRC on May 9, 2018;

The qualification of Mr. WEI Jie as director has been approved by relevant
banking regulatory authorities in the PRC on May 9, 2018;

The qualification of Mr. MI Hongjun as director has been approved by relevant
banking regulatory authorities in the PRC on May 9, 2018.
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Independent Non-Executive Director

The Board of the Bank currently has 4 independent non-executive Directors
with a term of 3 years, which complies with the relevant requirements under
the Hong Kong Listing Rules.

Independent non-executive Directors of the Bank undertake the obligation to
observe the principle of good faith in accordance with the relevant applicable
laws and the Articles of Association, to safeguard the interests of the Bank
as a whole, and particularly ensure that the legitimate rights and interests
of depositors and minority shareholders of the Bank are not prejudiced.
Independent non-executive Director performs the duties and responsibilities
independently, without any interference by controlling shareholders of the
Bank, or other entities or individuals who have a material interest in the Bank.
The independent non-executive Directors of the Bank also attended the
annual general meeting of the Bank to listen to shareholders’ opinions. In
addition, they have also committed contribution positively in the development
of the Bank’s strategy and policies by providing independent, constructive
and informed advises.

The Bank has received from each of the independent non-executive Directors
an annual confirmation letter of independence pursuant to the requirements
under the Hong Kong Listing Rules, which confirmed their independence in
written, therefore, the Bank confirms that all the independent non-executive
Directors have complied with the requirements under the Listing Rules in
respect of their independence.

The independent non-executive Directors of the Bank have not raised any
objections to the resolutions passed at the Board meetings or other meetings
during the Reporting Period.
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4.7

Appointment, Re-election and Removal of Directors

The Bank’s appointment, re-election and removal of Directors are subject to
the requirements of the Hong Kong Listing Rules and the Bank’s Articles of
Association. The Nomination and Remuneration Committee of the Board of the
Bank conducts a preliminary verification of the qualifications and conditions of
candidates for the Board, and proposes the qualified candidates to the Board
of Directors for consideration. After the Board considered and approved, the
candidates for the Board will be presented to the general meeting by way of
written proposal. The Bank’s general meeting of shareholders may, through
ordinary resolutions, appoint relevant persons who meet the qualifications
as Directors. For independent Director candidates, the Nomination and
Remuneration committee of the Board will conduct qualification review before
the appointment, focusing on independence, expertise, experience and
ability.

The term of office of the Directors of the Bank is three years and Directors
can be re-elected and re-appointed upon expiration. The renewal term of
independent non-executive directors shall not exceed six years.

Subject to relevant laws and administrative regulations, the shareholders’
meeting may, in accordance with Articles 107 and 129 of the Bank’s Articles
of Association, remove any Directors whose term of office has not expired by
an ordinary resolution before the expiration of the term of the Directors.
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Committees Under the Board

As of the end of the Reporting Period, Our Bank currently has 6 special committees
under the Board, which are the Strategy and Development Committee, the
Audit Committee, the Related Party Transactions Control Committee, the Risk
Management Committee, the Nomination and Remuneration Committee and
Consumer Rights Protection Committee, and one standing committee, which is the
Executive Committee. Each special committee shall be accountable to the Board,
which provides professional opinions to the Board or makes decisions for the
professional matters as per the authorization of the Board.

5.1

Strategy and Development Committee

As of the end of the Reporting Period, the Strategy and Development
Committee consists of 7 Directors, being Mr. DOU Rongxing, Mr. WANG
Jiong, Mr. WEI Jie, Mr. LI Qiaocheng, Mr. LI Xipeng, Mr. Ml Hongjun and
Mr. JIA Tingyu. During the Reporting Period, Mr. HAO Jingtao and Ms. HU
Xiangyun ceased to serve as members of the committee on January 20,
2018 and March 16, 2018, respectively. Mr. LI Qiaocheng and Mr. JIA Tingyu
served as the members of the committee on March 16, 2018. Mr. WEI Jie and
Mr. MI Hongjun both served as members of the committee on May 9, 2018.
Mr. DOU Rongxing is the Chairman. The primary duties of the Strategy and
Development Committee include the following:

1. studying and providing advice on our mid-term and long-term
development strategies;

2. supervising, inspecting and evaluating the implementation of our
development strategies;

S providing advice on the adjustment of our development strategies
according to variations of operational environment;

4. supervising and inspecting the implementation of our annual operational
plans and investment plans;

o) studying and providing advice on the development of information
technology and other specialized development strategies of our Bank;

6. studying and formulating strategies and policies of the social
responsibilities of our Bank;

7. studying and implementing other significant matters relating to the
strategic development of our Bank.
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5.2

During the Reporting Period, the Strategy and Development Committee
of the second session of the Board has convened one meeting, Mr. DOU
Rongxing, Mr. WANG Jiong, Mr. LI Qiaocheng, Mr. LI Xipeng and Mr. JIA
Tingyu have participated on-site and considered the “Resolution on the 2017
Social Responsibility Report of Zhongyuan Bank Co., Ltd.”. Mr. WEI Jie and
Mr. Ml Hongjun did not attend the above meeting because their qualifications
of Directors had not obtained approval from relevant banking regulatory
authorities.

Audit Committee

As of the end of the Reporting Period, the Audit Committee consists of 4
independent non-executive Directors, being Mr. CHAN Ngai Sang Kenny, Ms.
PANG Hong, Mr. LI Hongchang and Mr. JIA Tingyu. Mr. CHAN Ngai Sang
Kenny is the Chairman. The primary duties of the Audit Committee include the
following:

1. conducting inspections on our compliance, accounting policies,
financial reporting procedures as well as our financial wellbeing;

2. publishing our annual audit work;
) advising on the engagement or change of external auditors;
4. judging the truthfulness, accuracy and completeness of the financial

reports during the audit process and submitting them to the Board of
Directors for review;

o conducting inspections on our internal control system;

6. performing other responsibilities in accordance with applicable laws
and regulations;

7. performing other responsibilities as authorized by our Board of
Directors.
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The Audit Committee continued to pay attention to the Bank’s risk
management and internal control through listening to reports and internal
and external audit discussions, and then actively put forward professional
opinions and suggestions to promote the continuous improvement in the
Bank’s risk control system. During the Reporting Period, the Audit Committee
has convened three meetings. All members have attended the three meetings
and considered 14 resolutions, including “Resolution on the Final Financial
Accounts for 2017”7, and met with external auditor for communication
and interaction in the absence of the executive Directors and the senior
management of the Bank. On March 26, 2019, the 4th meeting of the Audit
Committee of the second session of the Board has audited the audit financial
statement for the year ended December 31, 2018. This statement was
prepared pursuant to the international accounting standards and policies.

Related Party Transactions Control Committee

As of the end of the Reporting Period, the Related Party Transactions Control
Committee consists of 5 Directors, being Mr. LI Hongchang, Mr. WANG
Jiong, Mr. WEI Jie, Mr. JIA Tingyu and Mr. CHAN Ngai Sang Kenny. During
the Reporting Period, Mr. HAO Jingtao and Ms. HU Xiangyun ceased to serve
as members of the committee on January 20, 2018 and March 16, 2018,
respectively. Ms. PANG Hong ceased to serve as a member of the committee
on March 16, 2018. Mr. WANG Jiong and Mr. CHAN Ngai Sang Kenny served
as members of the committee on March 16, 2018. Mr. WEI Jie served as a
member of the committee on May 9, 2018. Mr. LI Hongchang is the Chairman.
The primary duties of the Related Party Transactions Control Committee
include the following:

1 managing our related party transactions and formulating internal
policies in accordance with relevant laws and regulations;

2. identifying our related parties and reporting to the Board and the Board
of Supervisors according to relevant laws and regulations;

£k defining and reviewing our related party transactions in accordance
with relevant laws and regulations;

4. submitting material related party transactions to the Board for approval,
and submitting related party transactions exceeding the authorization

of the Board to the Shareholders’ general meeting for approval;

5% reviewing disclosure of material related party transactions;

6. performing other responsibilities as authorized by the Board.
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5.4

During the Reporting Period, the Related Party Transactions Control
Committee has convened seven meetings, which considered 8 resolutions,
including “Resolution on the Special Report of the Related Party Transactions
of Zhongyuan Bank Co., Ltd. for the Year of 2017”. Among which, Mr. WEI
Jie did not attend the first meeting of the Related Party Transactions Control
Committee of the second session of the Board because his qualification
of Director had not obtained approval from relevant banking regulatory
authorities, and the other Directors all attended in person to consider the
above 8 resolutions.

Risk Management Committee

As of the end of the Reporting Period, the Risk Management Committee
consists of 6 Directors, including Mr. WANG Jiong, Mr. LI Yulin and Mr. WEI
Jie as executive Directors, and Mr. JIA Tingyu, Ms. PANG Hong and Mr. LI
Hongchang as independent non-executive Directors. During the Reporting
Period, Mr. HAO Jingtao ceased to serve as a member of the committee
from January 20, 2018. Both Mr. WEI Jie and Mr. LI Yulin served as members
of the committee on May 9, 2018. Mr. WANG Jiong ceased to serve as the
chairman of the committee from March 16, 2018. Mr. JIA Tingyu served as
the Chairman on March 16, 2018. The primary duties of the Risk Management
Committee include the following:

1. supervising our control over credit risk, market risk, liquidity risk,
operational risk, information technology risk, reputational risk, and legal
and compliance risk;

2. studying the macro-economic policies, analyzing market changes and
putting forward management proposals on industry risks;

&) conducting periodic evaluation upon our risk management policies,
management status as well as risk tolerance capabilities and advising
on our risk management and internal control improvement;

4. studying risk prevention solutions for significant risk events incurred in
our operation and management; and

5 performing other responsibilities as authorized by the Board of
Directors.
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During the Reporting Period, the Risk Management Committee has convened
one meeting, which considered 6 resolutions, including “Resolution on
the Comprehensive Risk Analysis Report of Zhongyuan Bank Co., Ltd. for
2017”.Among which, Mr. LI Yulin and Mr. WEI Jie did not attend the meeting
because their qualifications of Directors had not obtained approval from
relevant banking regulatory authorities, and the other Directors all attended in
person to consider the above 6 resolutions. The Risk Management Committee
reviews the Bank’s risk management system by regularly listening to senior
management’s report on risk management of the Bank, including credit
risk, market risk, operational risk, compliance risk, liquidity risk, information
technology risk and reputation risk. According to the changes in economic
development trends and macro-control policies, and through combination
with the actual situation of the Bank’s business development, the Bank put
forward opinions and advice on improving the risk management of the Bank,
and urged senior management to improve the risk management workflow.

Nomination and Remuneration Committee

As of the end of the Reporting Period, the Nomination and Remuneration
Committee consists of 5 Directors, including Mr. DOU Rongxing and Mr.
WANG Jiong as executive Directors, Ms. PANG Hong, Mr. LI Hongchang and
Mr. JIA Tingyu as independent non-executive Directors. Ms. PANG Hong
is the Chairman. The primary duties of the Nomination and Remuneration
Committee include the following:

Nomination Duties:

1. reviewing the structure, size, composition and diversity (including
skills, knowledge and experience) of the Board annually, and making
recommendations on any proposed changes to the Board of Directors
to complement the Bank’s corporate strategy;

2. formulating the criteria and procedures for selecting Directors and
senior management members, and making recommendations to the
Board;

) extensively identifying qualified candidates for Directors and senior

management members, and making recommendations to the Board;

4, conducting the preliminary examination of qualifications of candidates
for directorships and senior management positions, and making
recommendations to the Board on the selection; and

ok assessing the independence of independent non-executive Directors.
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6. developing and, where appropriate, reviewing Board diversity policies.
7. performing other responsibilities as authorized by our Board of
Directors.

According to Article 131 of the Articles of Associations of the Bank, the
general procedures for nominating and electing a director of the Bank
are as follows:

(

(1

(V)

The Nomination and Remuneration Committee of the Board
of Directors can nominate candidates for directors according
to the number of directors to be elected to the extent of the
number specified by the Articles of Associations; Shareholders
individually or jointly holding above 3% of the Bank’s total shares
in issue with voting rights can also nominate candidates for
directors to the Board of Directors;

The Nomination and Remuneration Committee of the Board of
Directors shall conduct preliminary verification on the qualification
and conditions of appointment of the candidates for directors,
and propose the qualified candidates to the Board of Directors
for consideration. The Board of Directors shall propose the
candidates for directors to the shareholders’ general meeting by
way of written proposal after they are considered and approved
by the Board of Directors;

The candidates for directors shall, before the convening of the
shareholders’ general meeting, make written undertakings,
expressing their consent to their nomination, confirming the
truthfulness and completeness of the publicly disclosed
information and undertaking that they will duly perform their
duties upon being elected;

The Board of Directors shall, before the convening of the
shareholders’ general meeting, disclose the detailed information
on the candidates for directors to the shareholders of the Bank
in accordance with law and regulations and the Articles of
Associations, so as to ensure that the shareholders will have
sufficient knowledge on the candidates when casting their votes;

Each candidate for director shall be voted for on a separate basis
at the shareholders’ general meeting;
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(VI) When an additional director is temporarily nominated, the
Nomination and Remuneration Committee of the Board of
Directors or the shareholders satisfying the conditions for making
such nomination shall propose a candidate to the Board of
Directors for consideration. The shareholders’ general meeting
elects or replaces the Director.

In accordance with the nomination policy adopted by the Bank,
the selection and appointment of Board members will be based
on a range of diversification criteria, taking into account the
diversity of Board members from a variety of measurable aspects,
including but not limited to gender, age, regional and industry
experience, skills, knowledge and educational background to
ensure Board members have the skills, experience and diverse
perspectives needed to meet the banking business and maintain
a balance of board views, qualifications and skills.

Remuneration and Appraisal Duties:

1. contemplating the criteria for appraising Directors and senior
management members, conducting the appraisal, and submitting
the appraisement reports to the Board;

2. reviewing the system and policy of our remuneration management,
contemplating and reviewing the policy and plan for all Directors’
and senior management’'s remuneration and contemplating
the establishment of a formal and transparent procedure for
developing remuneration policy, and making recommendations to
the Board which will finalize the remuneration packages;

o) reviewing and approving compensations payable to Directors and
senior management members for any loss or termination of office
or appointment to ensure that it is consistent with contractual
terms and is otherwise fair and not excessive;

4. reviewing and approving compensation arrangements relating to
dismissal or removal of any Director for his misconduct to ensure
that such arrangements are consistent with contractual terms and
are otherwise reasonable and appropriate.

During the Reporting Period, the Nomination and Remuneration
Committee has convened four meetings. All members have attended
the four meetings and considered 8 resolutions, including “Resolution
on the Report of the Board of Directors on the Performance Evaluation
of Directors and Senior Executives in 2017”. During the Reporting
Period, the Nomination and Remuneration Committee has reviewed
the occupations, education backgrounds, titles and experiences of the
relevant director candidates when nominated and nominated them
act as the directors of the Bank in accordance with the Board diver
policy and the procedures for nominating directors of the Bank, as

as recommended to shareholders for election at the general meeting
|

e i e L i
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5.6

The Consumer Rights Protection Committee

The Bank set up a consumer rights protection committee on March 16,
2018. As of the end of the Reporting Period, the Consumer Rights Protection
Committee consists of 4 Directors, being Mr. WANG Jiong, Mr. LI Yulin, Mr.
LI Hongchang and Mr. CHAN Ngai Sang Kenny. Mr. LI Yulin served as a
member of the committee on May 9, 2018. Mr. WANG Jiong is the Chairman.
The primary duties of the Consumer Rights Protection Committee include the
following:

1. to formulate the Bank’s strategies, policies and objectives of consumer
protection, to incorporate consumer protection into corporate
governance and business development strategies; and to guide the
senior management to reinforce in overall planning the construction of a
corporate culture enabling consumer protection;

2. to supervise the management to effectively implement relevant work
of consumer protection, to receive special reporting from the senior
management on the Bank’s consumer protection work on a regular
basis, to deliberate and adopt relevant special reports;

3 to supervise and evaluate the Bank’s consumer protection work
regarding its comprehensiveness, timeliness and effectiveness, and the
senior management’s performance of duties;

4. in accordance with the Bank’s overall strategy, to deliberate proposals
on consumer protection for the consideration of the Board of Directors,
and make recommendations to the Board of Directors;

o) to provide periodic reports to the Board;

6. other matters as required by laws and regulations, Articles of
Associations, and the Board of Directors.

During the Reporting Period, the Consumer Rights Protection Committee has
convened two meetings, which considered 2 resolutions, including “Resolution
on Administrative Measures for Consumer Rights Protection of Zhongyuan
Bank Co., Ltd.”. Among which, Mr. LI Yulin did not attend the above two
meetings because his qualification of Director had not obtained approval from
relevant banking regulatory authorities, and the other Directors all attended
the two meetings in person and considered the above 2 resolutions.
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Executive Committee

As of the end of the Reporting Period, the Executive Committee consists of
4 Directors, being Mr. DOU Rongxing, Mr. WANG Jiong, Mr. LI Yulin and Mr.
WEI Jie, and three senior management members (excluding those who are
also Directors), being Mr. LIU Kai, Mr. ZHAO Weihua and Mr. ZHOU Litao.
During the Reporting Period, Mr. HAO Jingtao and Ms. HU Xiangyun ceased
to serve as members of the committee on January 20, 2018 and March 16,
2018, respectively. Mr. WEI Jie and Mr. LI Yulin served as members of the
committee on May 9, 2018. Mr. DOU Rongxing is the Chairman, and Mr.
WANG Jiong is the Vice Chairman. The primary duties of the Executive
Committee include the following:

1. thoroughly implementing the Board’s decisions on our development
strategies, business plans, investment proposals and etc.;

2. considering any single significant equity investment or disposal of less
than 5% (inclusive) of our latest audited net asset value and handling
relevant matters;

f reviewing annual authorization plans relating to business, personnel,
and financial affairs, and reviewing our operational and management
systems and code of business conduct;

4. determining establishment of internal management organizations
under the Board’s authorization, formulating general layout plans, and
determining establishment of our branches according to the Board’s
decision;

5} reviewing appointment and dismissal proposals of heads of internal
management institutions and branches;

6. preparing and formulating our medium and long term incentive
schemes and implementation proposals, remuneration systems and
policies;

7. recommending senior executives of the Bank;

8. other responsibilities as stipulated by the Articles of Associations or

delegated by the Board.
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6. Board of Supervisors
6.1 Composition of Board of Supervisors

As at the end of the Reporting Period, the Board of Supervisors of the Bank
consists of 9 Supervisors, which shall include three employee representative
Supervisors, namely Mr. HAO Jingtao, Ms. JIA Jihong and Mr. ZHANG Yixian;
three external Supervisors, namely Mr. LI Xiaojian, Mr. HAN Wanghong and
Mr. SUN Xuemin; and three shareholder representative Supervisors, namely
Mr. ZHAO Ming, Ms. LI Weizhen and Mr. LI Wanbin.

The 5th meeting of the first employee representative meeting of the Bank
elected Mr. HAO Jingtao, Ms. JIA Jihong and Mr. ZHANG Yixian as employee
representative Supervisors of the second session of the Board of Supervisors
of the Bank on March 6, 2018 and elected Mr. HAO Jingtao and Ms. JIA
Jihong as the Chairman and Vice Chairman of the second session of the
Board of Supervisors of the Bank on March 28, 2019. The Bank’s first
extraordinary general meeting of 2018 re-elected Mr. ZHAO Ming, Ms. LI
Weizhen and Mr. LI Wanbin as Shareholder representative Supervisors; re-
elected Mr. LI Xiaojian, Mr. HAN Wanghong and Mr. SUN Xuemin as external
Supervisors on March 16, 2018. For details of the changes of relevant
Supervisors, please refer to the Bank’s announcements dated January 20,
2018, March 6, 2018 and March 16, 2018 and the circular date February 22,
2018.

On January 17, 2019, Mr. ZHAO Ming, a shareholder representative
Supervisor, resigned as a shareholder representative Supervisor and member
of the Supervision Committee of the Bank as he intended to concentrate
on other business commitments. On the same day, the Bank held the sixth
meeting of the second session of the Board of Supervisors, at which Mr.
PAN Xinmin was elected as a candidate of external Supervisor of the Bank
and the proposed election was submitted to the general meeting of the Bank
for approval. For details, please refer to the announcement published on
the website of the Hong Kong Stock Exchange (www.hkex.com.hk) and the
official website of the Bank (www.zybank.com.cn) on January 17, 2019.

During the Reporting Period, the Board of Supervisors fulfilled its duties
diligently, supervised the legal compliance of performance of duties by
Directors and the senior management. They also performed audit on the
executive Directors and the senior management as required. They audited
and supervised the financial activities, risk management and internal control
and investigated any abnormal operating activities of the Bank.

= e e



ZHONGYUAN BANK CO., LTD. 2018 ANNUAL REPORT 1 49
Chapter 8 Corporate Governance Report

6.2 Powers of Board of Supervisors
1. to examine our financial activities;

2. to supervise the behaviors of the Directors and senior management
personnel in their performance of their duties in our Bank and to
propose the removal of directors and senior management personnel
who have violated laws, administrative regulations, our Articles of
Association or resolutions of the Shareholders’ general meetings;

£x when the acts of a Director, president or senior management
personnel of the Bank are detrimental to its interests, to require the
aforementioned persons to correct these acts;

4, to examine financial information such as financial reports, business
reports and profit distribution plans proposed to be submitted to the
Shareholders’general meeting by the Board, to conduct investigations
if there are any doubts or irregularities in relation to the operation of the
Bank, and to engage professionals from accountant firms or law firms
etc. if necessary to assist its duties at the expenses of the Bank;

o) to negotiate with a Director or bring actions against a Director on behalf
of our Bank;
6. to propose the convening of extraordinary Shareholders’ general

meetings and to convene and preside over Shareholders’ general
meetings when the Board fails to perform the duty of convening and
presiding over Shareholders’general meetings under the PRC Company
Law;

7. to propose the convening of provisional board meetings and to submit
proposals to the Shareholders’ general meetings;

8. to exercise any other authorities as authorized by our Articles of
Association or the Shareholders’ general meetings.
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6.3

The Board of Supervisors of the Bank performs its duties mainly through,
including, convening regular Supervisors’ meetings, attending general
meetings and the Board meetings, to be in-attendance at the relevant
meetings of the senior management, reviewing various documents and
materials from the senior management, receiving the work report and project
report of the senior management, evaluating the annual performance of
Directors and the senior management, conducting study and research on
branch institutions, carrying out a variety of special investigations, etc.
Through the above work, the Board of Supervisors monitors and evaluates
our operation and management, risk management and internal control, as
well as the performance of Directors and the senior management. During the
Reporting Period, the Board of Supervisors supervised the performance of the
Board of Directors, the Directors, the senior management and their members
of the Bank in 2018, and gave feedback to the Board of Directors and the
senior management.

Meetings of the Board of Supervisors and Attendance of Supervisors

During the Reporting Period, the Bank has held six meetings of the Board of
Supervisors, which considered and approved 33 resolutions.

The following are the details of meetings of the Board of Supervisors:

Session of meeting Date of meeting  Form of meeting

The 15th meeting of the first session of the Board January 20, 2018 On-site
of Supervisors

The first meeting of the second session of the March 16, 2018 On-site
Board of Supervisors

The second meeting of the second session of the March 23, 2018 On-site
Board of Supervisors

The third meeting of the second session of the June 23, 2018 On-site
Board of Supervisors

The fourth meeting of the second session of the August 23, 2018 On-site
Board of Supervisors

The fifth meeting of the second session of the December 11, 2018 On-site

Board of Supervisors
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The attendance of each Supervisor at the meetings of Board of Supervisors
during the Reporting Period is set out below:

Required

Members of the Board attendance of Attendance in Attendance by
of Supervisors the meeting person proxy
Mr. MA Guoliang’ 1 1 0
Mr. HAO Jingtao? 5 5 0
Ms. JIA Jihong 6 5 1
Mr. SI Qun' 1 1 0
Mr. ZHANG Yixian? 5 5 0
Mr. ZHAO Ming?® 6 6 0
Ms. LI Weizhen 6 6 0
Mr. LI Wanbin 6 4 2
Mr. LI Xiaojian 6 6 0
Mr. HAN Wanghong 6 6 0
Mr. SUN Xuemin 6 6 0
Note:

1. Mr. MA Guoliang and Mr. SI Qun resigned as employee Supervisors of the Bank

on March 16, 2018.

2. Mr. HAO Jingtao and Mr. ZHANG Yixian were elected as employee Supervisors
of the second session of the Board of Supervisors of the Bank on March 6,
2018;

3 Mr. ZHAO Ming resigned as a shareholder representative Supervisor of the
Bank on January 17, 2019.

Attendance at general meetings during the Reporting Period

During the Reporting Period, all Supervisors attended the annual general
meeting and extraordinary general meetings of the Bank and supervised the
legal compliance of the procedures of meetings and the voting process on-

site.

Attendance at the meetings of the Board during the Reporting Period

During the Reporting Period, the Supervisors attended physical meetings
of the Board of Directors, and supervised legal compliance of the meetings
and procedures of voting as well as the attendance, speech and voting of
Directors.
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7. Committees under the Board of Supervisors
7.1 Nomination Committee

As of the end of the Reporting Period, there were a total of 6 members
in the Nomination Committee of the Board of Supervisors, including Mr.
HAN Wanghong, Mr. HAO Jingtao, Ms. JIA Jihong, Mr. ZHANG Yixian,
Mr. LI Xiaojian and Mr. SUN Xuemin. The chairman was acted by Mr. HAN
Wanghong, an external Supervisor. The major duties and responsibilities of
the Nomination Committee were:

1. making recommendations to the Supervisors on the scale and
composition of the Board of Supervisors;

2. studying into the standard and procedures of selection of Supervisors
and making recommendations to the Supervisors;

3 identifying extensively qualified candidates for supervisors;

4. conducting preliminary review on the qualification and conditions of
candidates proposed by Directors and making recommendations;

% studying and formulating the remuneration policy and plans of
Supervisors, and submitting to the Shareholders’ general meetings for

approval upon review by the Board of Supervisors;

6. any other matters authorized by the Board of Supervisors.

During the Reporting Period, the Nomination Committee convened a total of
3 meetings, at which four resolutions including the “Resolution on Change
of Session of the Board of Supervisors and Nomination of Candidates for
employee Supervisors of Zhongyuan Bank Co., Ltd.” were considered with all
the members present at the meeting of the Nomination Committee.
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Supervision Committee

As of the end of the Reporting Period, there were a total of 9 members in the
Supervision Committee, namely Mr. LI Xiaojian, Mr. HAO Jingtao, Ms. JIA
Jihong, Mr. ZHANG Yixian,Mr. HAN Wanghong, Mr. SUN Xuemin, Mr. ZHAO
Ming, Ms. LI Weizhen and Mr. LI Wanbin. The chairman was acted by Mr. LI
Xiaojian, an external supervisor. The major duties and responsibilities of the
Supervision Committee are:

1. formulating plans for supervision of financial activities of the Bank and
making relevant recommendations to the Board of Supervisors;

2. supervising the Board of Directors to adopt prudent business
philosophy and value standards and formulating development

strategies in line with the actual situation of the Bank;

£f monitoring and reviewing the operation strategy, risk management and
internal control of the Bank;

4. any other matters authorized by the Board of Supervisors.

During the Reporting Period, the Supervision Committee convened a total of
1 meeting, at which 7 resolutions in relation to the “2017 Comprehensive Risk
Analysis Report of Zhongyuan Bank Co., Ltd.” were considered with all the
members present at the meeting.
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8 Training and Research Of Directors And Supervisors During The
Reporting Period

Training and research of Directors:

Each Director has participated in continued professional development of the bank
through various means to develop and update his or her knowledge and skills.
During the Reporting Period, executive Directors of the Bank Mr. DOU Rongxing,
Mr. WANG Jiong, Mr. LI Yulin and Mr. WEI Jie, attended trainings about financial
technology development, risk and regulation, macro and policy orientation,
strategy and development direction. In addition, the Bank organized a training
named “the Latest Macro-economic Situation and Regulatory Focus Analysis &
Corporate Governance Practice, development Strategies Guidelines and Share
Option Incentive for Small and Medium Commercial Banks”, and independent
non-executive Directors Mr. LI Hongchang and Mr. JIA Tingyu participated in the
training. Independent non-executive Directors Ms. PANG Hong, Mr. CHAN Ngai
Sang Kenny, non-executive Directors Mr. LI Qiaocheng, Mr. LI Xipeng and Mr. Ml
Hongjun studied related books about industry and regulation.

During the Reporting Period, the Board conducted a research on branches in which
all of our Directors participated.

Training and research of Supervisors:

During the Reporting Period, the Bank organized a training named “the Latest
Macro-economic Situation and Regulatory Focus Analysis & Corporate Governance
Practice, development Strategies Guidelines and Share Option Incentive for Small
and Medium Commercial Banks”, and our Supervisors participated in the training.

During the Reporting Period, the Board of Supervisors conducted a research in
branches such as Nanyang branch in which our Supervisors participated.
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9 Senior Management

The senior management, as the executive body of the Bank, is accountable to the
Board and supervised by the Board of Supervisors. The Bank has one president
and several vice presidents and assistants to the president, who are appointed
or dismissed by the Board of Directors, and are responsible for implementing
the decisions of the Board of Directors and are required to report to the Board of
Directors of the Bank. The senior management has the powers as delegated and
authorized by our Board to manage our daily operations. The division of authority
between the senior management and the Board of Directors is carried out in
accordance with the corporate governance documents such as the Bank's Articles
of Association.

The senior management, with the president as its representative, perform their
duties in accordance with the terms of reference as stipulated in the Articles of
Association of the Bank, their main duties include manage operating activities of the
Bank, manage daily adminitration, business and finance works, and report regularly
to the Board with respect to the operating matters of the Bank.

9.1 Chairman and President

During the Reporting Period, the roles and duties of the Chairman and
the President of the Bank were taken up by different individuals and there
was a clear division of duties and responsibilities in compliance with the
recommendations of the Hong Kong Listing Rules.

As at the end of the Reporting Period, Mr. DOU Rongxing acted as the
Chairman and secretary of the party committee, and took charge of
administrative work of the Bank. Mr. WANG Jiong acted as the President of
the Bank, responsible for the general operation and management of the Bank,
and administered the human resources department, strategic development
department, information technology department, and data bank department.

10. Financial, Business and Family Relationship among Directors,
Supervisors and Senior Management

The Directors, Supervisors and senior management of the Bank do not have any
relationship, including financial, business, family and other material relations.

11. Company Secretary under the Listing Rules

The Bank appointed Mr. Zhang Ke and Ms. Leung Wing Han Sharon, a vice
president of SWCS Corporate Services Group (Hong Kong) Limited, as the joint
company secretaries. The major associate of Ms. Leung in the Bank is Mr. Zhang
Ke, the other joint company secretary. Both Ms. Leung Wing Han Sharon and Mr.
Zhang Ke have been in compliance with Rule 3.29 of the Listing Rules that theyu
received at least 15 hours of relevant professional training for the year end
December 31, 2018.
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12.

12.1

12.2

Communication with Shareholders

Investors Relationship

The Bank attaches importance to communication with Shareholders, for
which it formulated Measures on Management of Investors Relationship of
Zhongyuan Bank Co., Ltd., and seeks to improve mutual understanding
and enhance communication with Shareholders through various channels
including general meeting, roadshows, press conference, official website,
e-mail and telephone.

For enquiries to the Board, investors may contact: The Office of Board of
Directors and Supervisors of Zhongyuan Bank Co., Ltd.

Address: Room 2625, No. 23 Shangwu Waihuan Road, Zhengdong New
District, Zhengzhou, Henan Province, PRC

Telephone no: +86-371-85517898
Fax no.: +86-371-85517892

e-mail: Dongjianban@zybank.com.cn
Information Disclosure

The Board of Directors and senior management place great importance to
information disclosure. They rely on good corporate governance and internal
controls to ensure investors obtain information in a timely, accurate and fair
manner.

In accordance with the requirements of the Listing Rules, Measures for the
Information Disclosure of Commercial Banks and Measures for the Information
Disclosure of Zhongyuan Bank Co., Ltd., the Bank continuously improved the
timeliness, accuracy and completeness of the information to be disclosed.
During the Reporting Period, the full version of the relevant reports is available
for download on the website of the Bank. Meanwhile, the annual report and
interim reports are available for review by the investors and stakeholders in
The Office of Board of Directors and Supervisors and principal outlets of the
Bank.
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12.3 Shareholders’ Rights
Procedure for Shareholders to Convene Extraordinary General Meeting

The Bank strictly complies with the applicate laws and regulations, the
Hong Kong Listing Rules, the Articles of Associations of the Bank and the
corporate governance system, for practically safeguarding the rights of the
Shareholders. Pursuant to the requirements under the Articles of Associations
of the Bank and the rules of procedures of the general meeting: the
shareholders who individually or jointly hold more than 10% of the total voting
rights shares for at least 90 consecutive days may make a written request
to the Board to convene an extraordinary general meeting or class meeting,
and to illustrate the subject of the meetings. In respect of such proposal,
the Board shall, in accordance with the laws, administrative regulations
and the Articles of Association of the Bank, make a written response as to
whether or not it agrees to convene the extraordinary general meeting or
class meeting within 10 days of receiving the proposal. The shareholding of
the above Shareholders is based on their shareholdings on the date of such
request is proposed to the Board in writing. If the Board agrees to convene
an extraordinary general meeting or a separate class meeting, the Board
shall deliver a notice of convening a General meeting or a separate class
meeting within five days from the adoption of the resolution of the Board. Any
change to the original request contained in the notice shall be made with the
consent of relevant shareholders. Where the Board disagrees to convene an
extraordinary general meeting or a separate class meeting or fails to give
any feedback within ten days after the receipt of such request, shareholders
individually or jointly holding 10% or more of shares are entitled to propose
to the Board of Supervisors to convene an extraordinary general meeting
or a separate class meeting by submitting a request in writing. Where the
Board of Supervisors agrees to convene an extraordinary general meeting or
a separate class meeting, it shall, within five days after the receipt of such
request, deliver a notice of convening an extraordinary general meeting or
a separate class meeting. Any change to the original request in the notice
shall be made with the consent of relevant shareholders. In the event that the
Board of Supervisors fails to deliver such notice to convene an extraordinary
general meeting or a separate class meeting within the specified period,
the Board shall be deemed not to convene or preside over such aforesaid
meeting. Such shareholders individually or in aggregate holding 10% or more
of the Bank’s voting shares for at least 90 consecutive days may at their
discretion convene and preside over such aforesaid meeting. Shareholders
may refer to the Articles of Association of the Bank published on the websites
of the Hong Kong Stock Exchange and the Bank for further details.
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Procedure of Proposing a Resolution at the General Meeting

Shareholders individually or in aggregate holding 3% or more of the Bank’s
voting shares may propose an interim proposal and submit it to the convener
before ten days of the General meeting. The convener shall review such
proposal, issue a supplemental notice of the General meeting and announce
the proposal if it satisfies the provisions as otherwise specified in the Articles
of Association of the Bank within two days after receiving the proposal. If the
Hong Kong Listing Rules specifies otherwise, the procedures of submitting
a proposal to the General meeting shall follow such provisions. Except
as provided in the precedent paragraph, the convener shall not alter the
proposals in the notice of the General meeting or add new proposals after
the issuance of the notice of the General meeting. Shareholders may refer to
the Articles of Association of the Bank published on the websites of the Hong
Kong Stock Exchange and the Bank for further details.

Raise Enquiries to the Board of Directors

Shareholders have the right to supervise the operation of the Bank, and to
make suggestions or enquiries.

Shareholders are entitled to access relevant information in accordance
with the laws, administrative regulations, departmental rules, regulatory
documents, relevant provisions stipulated by the securities regulatory
authorities in the locality where the Bank’ shares are listed and the
requirements of the Articles of Association of the Bank, including audited
accounting reports, personal information of the Directors, Supervisors,
president and other senior management personnel, share capital of the
Bank, etc. Where a shareholder requests to inspect and read the relevant
information, this shareholder shall provide the Bank with written documents
evidencing the class and number of shares of the Bank they hold, and the
Bank shall provide such documentation as required by the Shareholders upon
verification of their identities.
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External Auditors and Auditor’s Remuneration

The Bank engaged KPMG and KPMG Huazhen LLP to act as domestic auditor
and international auditor for the year of 2018, respectively, at the 2017 annual
general meeting convened by the Bank on May 16, 2018, to carry out auditing in
accordance with the International Accounting Standards and China Accounting
Standards.

In 2018, the remuneration agreed to be paid by the Bank to KPMG Huazhen LLP
and KPMG for the audit of financial statements was RMB4.13 million in aggregate
(not including non-audit expense).

The Board and the Audit Committee under the Board agreed on the selection and
appointment of the external auditors of the Bank without any disagreement.

The accountants of the Bank have not changed in the past three years.
Amendments to the Articles of Association

On January 20, 2018, the Resolution on the Amendments to the Articles of
Association of Zhongyuan bank Co., Ltd for Issuance of Preferential Shares
Overseas, and the Resolution on the Amendments to the Articles of Association
of Zhongyuan bank Co., Ltd. were considered and approved at the 23rd meeting
of the first session of the Board of the Bank and were submitted to the 2018 first
extraordinary general meeting of the Bank for consideration. The amendments were
considered and approved at the general meeting on March 16, 2018. On May 9,
2018, the Bank received the approval from the CBRC Henan office for amendments
to the Articles of Association of the Bank.

The amended Articles of Association of the Bank has been published on the website
of Hong Kong Stock Exchange (www.hkex.com.hk) on May 14, 2018, November 21,
2018 and January 7, 2019, respectively, and are updated on the official website of
the Bank (www.zybank.com.cn).
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15. Risk Management and Internal Control
15.1 Risk Management

Procedures for identification, assessment and management of material
risks

Based on the Regulation Governing Capital of Commercial Banks (Provisional)
((IZERITEABEINE(ETT))) and its schedules issued by the CBRC, risks
and relevant terminology defined by the Basel Committee, practice of the
domestic and overseas peers as well as its own situation, the Bank identifies,
measures and controls various overall quantitative and non-quantitative risks
which may arise from the interaction between business strategies, product
portfolios, client demands and the macroeconomic environment. Taking into
account the capital occupancy based on risk types, risks of banks determined
by regulators and capital regulatory requirements together with results from
identifying and assessing risk events, the Bank collects and publishes risk
warnings, draws up risk event examples, identifies, collects and assesses risk
events and then determines material risks for the purpose of identifying its
material risks, which include credit risk, market risk, operational risk, liquidity
risk, interest risk in bank accounts, compliance risk, legal risk and reputation
risk, and subsequently making assessment and analysis on them with risk
measurement approaches and techniques.
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Risk management duties of the Board of Directors

In accordance with laws and regulations including the Overall Risk
Management Guidelines for Commercial Banks ({FEXRT2 AR E B
51)) and the Internal Control Guidelines for Commercial Banks ({FEZ5R1T
WEBHEHIFES1)) as well as relevant requirements of the Hong Kong Stock
Exchange, the Board of the Bank has formulated the Polices of Overall Risk
Management in Zhongyuan Bank ({(FRRIRTEEEREZEKE)), Measures
for Credit Exposure Management in Zhongyuan Bank ({& RR17#%{= & h
EEIEHL)), Basic Requirements for Internal Control of Measures for Risk
Limit Management in Zhongyuan Bank Co., Ltd. (R /RER1TA D B R A AR 3
THIEAARTED). It not only established and implemented risk management
and internal control system, but is also responsible for timely reviewing the
effectiveness of such rules and system. The Board of the Bank is of the
opinion that the risk management and internal control system established and
implemented by the Bank is adequate and effective. The risk management
and internal control system of the Bank is designed to manage the risk of
failing to meet business targets rather than eliminating such risk, and only
provides reasonable but not absolute assurance for not making material
misstatement and losses. The Board shall guarantee a review of internal
control and risk management system at least once a year. The Board ensures
that the resources, staff qualifications and experience, training programmes
and budget of the Company ' s accounting, internal audit and financial
reporting functions are adequate. The Bank evaluated the overall risk situation
on a quarterly basis and evaluated the quality of internal control on an annual
basis. The Bank’s risk management and internal control systems are scientific
and effective, which provides a safeguard for the stable operation of the
Bank.

15.2 Internal Control

Based on the principles of full coverage, checks and balance, prudence
and compatibility, the Bank has established a relatively scientific and
standardized internal control system in accordance with relevant laws and
regulations, such as the Commercial Banking Law of the PRC ({# & A R A0
Bl 2 8R77)4)) and the Internal Control Guidelines for Commercial Banks (&
¥ IRTTAREBIEHIFES])), and the relevant requirements of the Hong Kong Stock
Exchange, aiming to ensure the consistent compliance with relevant laws,
regulations and rules of the PRC, the application of the Bank’s development
strategies and the accomplishment of its operating objectives, the accuracy
and completeness of the Bank’s financial information and other management
information, and the effectiveness of the risk management of the Bank.
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The Bank has established its own internal control governance and
organisational structure, comprising the Board, the Board of Supervisors,
the senior management, the internal control management departments at
the bank’ s head office, internal audit department and other business line
management departments, with reasonable division of duties and clear
reporting lines. The Bank insists in and continues to optimize the defense
mechanism comprising of three lines for internal control. The first line of
defense consists of various branches and operating units, which are the
owners of, and are accountable for risks and controls, and have to undertake
self-risk control functions in the course of their business operation, including
the formulation and implementation of policies, business examination,
the reporting of control deficiencies and the organization of rectification
measures. The second line of defense consists of the internal control and risk
management departments at all levels, which are responsible for the overall
planning, organizing and implementing, and examining and assessing of
risk management and internal control. The third line of defense consists of
the audit and supervision departments, which are responsible for performing
internal audit on the adequacy and effectiveness of the internal control
and risk management, taking disciplinary actions against staff in violation
of regulations or disciplinary rules, carrying out case investigations and
promoting management accountability.

Following the principle of “prudential operation with risk-based supervision”,
the Bank continued to streamline its processes and risks, constantly
improved its internal control compliance and various management tools in
relation to operational risks, and developed and launched an integrated
management platform with highly integrated internal control, compliance
and operational risk management to achieve effective integration of internal
control management, compliance risk management and operational risk
management. The Bank continued to improve its rules and regulations
system. in accordance with its operational management and business
development needs, the Bank has established internal control systems
relating to various businesses and management activities, including credit
businesses, counter business, treasury business, financial accounting,
information system and intermediary business, and has established an
internal control system assessment mechanism, the Bank has been constantly
modified and improved such systems in accordance with changes of external
laws and regulations and regulatory requirements, ensuring compliance with
external laws and regulations, regulatory requirements, and providing basis
and assurance for the operation and management, business operation and
effective risk prevention and control of the Bank.
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The Bank continued to promote the culture building of internal control
compliance and actively organized compliance training courses
and campaigns for all of its staffs, with a view to refine its long-
term mechanism for compliance education and further strengthen its
effectiveness of internal control by organizing case study education and
compliance training courses and campaigns. The Board of the Bank is
of the view that there are no material uncertainties relating to events or
conditions that may cast significant doubt upon the Group ’ s ability to
continue as a going concern during the Reporting Period.

Internal Audit

In accordance with the requirements of the Guidelines on Internal Audit
of Commercial Banks, the Bank established a sound internal audit
operating mechanism. Firstly, an independent and vertical internal
audit management system was established. The Board of Directors is
the highest leader in terms of internal audit work, and bears ultimate
responsibility for the independence and effectiveness of internal audit.
The audit Committee of the Board shall perform its duties under the
authorization of the Board. The head office has established the audit
department, regional audit department | and regional audit department
[I. All branches have set up institutions to independently conduct
auditing business. The head of the audit department of the head office
is appointed and dismissed by the Board of Directors, and regularly
reports to the Board of Directors and its audit Committee and the
Board of Supervisors, and informs the senior management. Secondly, a
relatively mature internal audit system and audit model were established.
Based on the Articles of Association on Audit of Zhongyuan Bank Co.,
Ltd., a system comprising general standards, business standards
and work norms has been established. The audit model featuring a
combination of specific audits and regular audits, a combination of on-
site audits and off-site audits, and a combination of audit projects and
audit investigation projects has been formed. In accordance with the
laws and regulations of the PRC, regulations and rules of the Bank, the
Bank shall monitor, audit and assess the operation and management
activities, risk status and effectiveness of internal control of the Bank,
and track and verify the rectification of problems identified in the audit
and facilitate the implementation of rectification and implementation
results of the problems identified in the audit.
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During the Reporting Period, adhering to the audit philosophy of “risk-
oriented”, the Bank took the initiative to adapt to the current strict
regulatory environment, attahch importance to the regulatory focus of
“rectification of market disorder” and the work focus of the Bank ’s on
“quality and efficiency enhancement and sustainable development”,
coordinate the audit coverage requirements, reasonablely arrange
audit resources and orderly conduct audit projects. We will actively
innovate and improve the audit methods, step up off-site audits, and
provide accurate and clear directions for on-site audits; The Bank will
take a variety of means including supervision, tracking and verification,
and assessment to enhance the effectiveness of audit rectification,
fully leverage audit’'s advantages of professionalism, wide touch and
quick response, to identify potential risks in a timely manner and issue
warnings to prevent major risks.

15.4 Anti-Money Laundering

During the Reporting Period, the Bank met its anti-money laundering
obligations in accordance with the laws, held regular anti-money laundering
leadership group meetings to improve the construction of anti-money
laundering working mechanism, effectively carried out client identification,
storage of client identity information and transaction records, large-sum
transactions and suspicious transaction reporting work, strengthened staff
training, actively organized social promotions and strictly complied with
the defense lines of money laundering and terrorist financing risks. During
the year, 37 anti-money laundering business trainings were conducted,
12.59 million large-sum transactions were reported to the China Anti-
Money Laundering Monitoring and Analysis Center, and 3,500 suspicious
transactions were reported, 19 social promotion activities were organized,
safeguarding the Bank’s steady and compliant operation.
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Management of Inside Information

The Board of the Bank is responsible for disclosing information of the Bank,
which includes enacting standard procedures and methods in relation thereto
and reviewing information to be disclosed, and it also assumes liabilities for the
truth, accuracy and completeness of the information disclosed. The information
disclosure of the Bank is subject to the supervision of regulators and the Bank’s
Board of Supervisors. Chairman of the Board is the primary person responsible
for implementing the management measures for information disclosure, while the
Secretary of the Board is in charge of its execution and the Office of the Board and
the Board of Supervisors deals with the daily work thereof.

To ensure confidentiality of the Bank’s inside information, safeguard the fairness in
information disclosure and protect the legal rights of investors, the Bank enacted
the Measures for Information Disclosure Management in Zhongyuan Bank Co.,
Ltd. ((PRIBITIRDBER AR BREEEPE)) based on domestic and overseas
laws, regulations and other regulatory documents such as the Company Law of
the People’'s Republic of China (FZ A R Z£FMEIAFLZE), the Securities Law of the
People's Republic of China (F# ARZMEIF5)%), Measures for Information
Disclosure Management of Commercial Banks (BEBTEEHBEEIEN L), and
the Listing Rules. The Bank makes information disclosure and manages inside
information in strict compliance with the regulatory requirements and specifies the
principles, contents, management and procedures for information disclosure in the
Measures for Information Disclosure Management in Zhongyuan Bank Co., Ltd.,
which also provides for the coverage, insider limits and the security management
of inside information as well as punishment for divulging inside information, etc.
When relevant events or circumstances arise, the Bank would quickly assess the
possible impact on the stock price and consciously decide whether the events or
circumstances are inside information that should be disclosed and conduct the
relevant disclosure accordingly. During the Reporting Period, the Bank not only
stringently complied with the regulatory requirements of domestic and overseas
regulators, but also intensified its management rules and enhanced the security
measures of its inside information as well as disclosing relevant information timely
according to requirements.
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17.

Dividend Policy

Article 255 and Article 258 of the Articles of Association of the Bank specifies the
requirements for profit distribution:

The Bank may make profit distribution if it has distributable profits for each year
after making up for the losses, contributing to the statutory reserve, general reserve
and paying dividends to the preference shareholders provided that the capital
adequacy ratio of the Bank meets regulatory requirements. The Bank may distribute
dividend in the form of cash or share. The profit distribution of the Bank attaches
the emphasis on the reasonable return on the investment of investors. The Bank’s
profit distribution policy should maintain a certain continuity and stability, and the
Bank shall distribute dividends in the profitable year. The total profit distributed in
the form of cash dividends for the last three years shall not be less than 30% of the
average annual distributable profit of the Bank of the last three years, when making
profits distribution. Distribution of dividends in form of stock shall be approved by
general meeting of shareholders and subject to approval by the banking regulatory
authority of the State Council.

The payment of dividends on the preference shares of the Bank shall be made in
accordance with the laws, regulations, departmental rules, relevant regulations of
the securities regulatory authorities of the place where the shares of the Bank are
listed and the preference shares are issued or listed and the requirements of the
Articles of Association of the Bank. The dividend rate for the issued and outstanding
preference shares of the Bank consists of the benchmark rate and the fixed spread.
The dividend rate may be adjusted at different intervals. Preference shareholders
shall rank in priority to ordinary shareholders in terms of dividends distributed
in accordance with the agreed dividend rate and profit distribution terms. The
Bank paid dividends in cash to the preference shareholders. After the relevant
resolutions are approved at the general meeting, the Bank shall have the right to
cancel dividends in whole or in part that have been proposed to be distributed on
the interest payment date in the manner prescribed under the conditions.
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1. Principal Business
The Bank is primarily engaged in banking and related financial services, including
corporate banking, retail banking, treasury operation and other business in the
PRC.
2. Business Review and Outlook
2.1 Business Review of the Bank
The business review of the Bank during the Reporting Period was set out in
“Management Discussion and Analysis — 9. Business Review” of this annual
report.
2.2 Results
The results of the Bank for the year ended December 31, 2018 and the
financial position of the Group as at that date are set out in the financial
statements and notes section of this annual report.
3. Dividend
3.1 Dividends of preference shares
For dividends of preference shares during the Reporting Period, please refer
to “Changes in Share Capital and Information on Shareholders — 7.3 Profit

Distribution of Offshore Preference Shares”.

3.2 Dividends of ordinary shares

The Board of Directors has recommended the payment of a final dividend
of RMBO0.35 (including tax) per ten shares for the year ended December 31,
2018 in cash. The total amount paid is approximately RMB703 million. The
final dividend is subject to approval by shareholders at the upcoming 2018
annual general meeting of the Bank. If approved by the 2018 annual general
meeting of the Bank, the payment of the final dividend is expected to be
brought forward on June 28, 2019.
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4, Tax on Dividends
4.1 Holders of domestic Shares

Pursuant to Article 3 and Article 12 of the individual income tax Law of the
PRC, the Bank shall withhold and pay individual income tax at the rate of
20% on behalf of the individual shareholders in the PRC in respect of interest,
dividends and bonuses paid to the domestic individual shareholders.

4.2 Holders of H Shares
Withholding foreign non-resident enterprise income tax

Pursuant to the applicable provisions and the implementing regulations of the
Enterprise Income Tax of the PRC and the Notice of the State Administration
of Taxation on the Issues concerning Withholding the Enterprise Income Tax
on the Dividends Paid by Chinese Resident Enterprises to H-share Holders
Which are Overseas Non-resident Enterprises (Guoshuihan [2008] No. 897),
when distributing the final dividend to non-resident enterprise holders of H
Shares (including the H Shares registered in the name of HKSCC Nominees
Limited), the Bank will withhold enterprise income tax at the rate of 10%. In
case the relevant non-resident enterprise holders are actual beneficial-owners
who meet the requirements of the tax treaty (arrangement),the Bank will
follow the Notice of Tax to handle the application of the relevant tax benefits
on their behalf. The qualifying holders of H Shares are required to submit the
written authorization and all application materials to the H Share Registrar,
Computershare Hong Kong Investor Services Limited, in a timely manner; the
Bank will forward the provided documents to the competent tax authorities for
review, and if approved, thereafter the Bank will assist in handling the refund
of the extra withholding tax;

Withholding foreign non-resident individual shareholder’s individual
income tax

Pursuant to the applicable provisions and the implementing regulations of the
Enterprise Income Tax of the PRC and the Circular of the State Administration
of Taxation in relation to the Administrative Measures on Preferential
Treatment Entitled by Non-resident taxpayers under Tax Treaties (SAT
Circular [2015] No. 60) (the”Tax Treaty Circular”), the Bank will withhold and
pay individual income tax for holders of H Shares according to the follwing
arrangements.

= e e



ZHONGYUAN BANK CO., LTD. 2018 ANNUAL REPORT
Chapter 9 Report of the Board of Directors

For individual holder of H Shares who is a resident of Hong Kong, Macau or
other country/region who are resident of a country or region that has signed
a tax treaty with the PRC stipulating a dividend rate of 10%, the Bank will
withhold and pay individual income tax at the rate of 10% on behalf of such H
Shares individual holders when distributing the final dividend;

For individual holder of H Shares who is a resident of a country/region which
has signed a tax treaty with the PRC stipulating a dividend rate of lower than
10%, the Bank will temporarily withhold and pay individual income tax at the
rate of 10% on behalf of such holders of H Shares while distributing the final
dividend. In case the relevant holders of H Shares is to apply for refund of the
extra withholding tax, the Bank will follow the Tax Treaty Circular to handle the
application of the relevant tax benefits on their behalf. The qualifying holders
of H Shares are required to submit the written authorization and all application
materials as required in Tax Treaty Circular to the H Share Registrar,
Computershare Hong Kong Investor Services Limited, in a timely manner; the
Bank will forward the provided documents to the competent tax authorities for
review, and if approved, thereafter the Bank will assist in handling the refund
of the extra withholding tax;

For individual holder of H Shares who is a resident of a country/region who
has signed a tax treaty with the PRC stipulating a dividend rate higher than
10% but lower than 20%, the Bank will withhold and pay the individual income
tax at the actual rate stipulated in the relevant tax treaty while distributing the
final dividend;

For individual holder of H Shares who is a resident of a country/region which
has signed a tax treaty with the PRC stipulating a dividend rate of 20% or
has no tax treaty with China or otherwise, the Bank will withhold and pay the
individual income tax at the rate of 20% while distributing the final dividend.

The Bank will generally follow the above arrangements to withhold and pay
individual income tax on behalf of holders of H Shares, but if relevant tax
authorities require otherwise, the Bank will follow such requirements for
arrangements.
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5. Annual General Meetings

The Bank intends to convene the 2018 annual general meeting on Monday, May
20, 2019. In order to determine the shareholders who are entitled to attend and
vote at the 2018 annual general meeting, the register of members of the Bank
will be closed from Friday, April 19, 2019 to Monday, May 20, 2019 (both days
inclusive), during which period no transfer of shares will be effected. Shareholders
whose names appear on the register of members of the bank on Monday, May 20,
2019 are entitled to attend and vote at the annual general meeting. In order to be
eligible to attend and vote at the annual general meeting, all transfer documents
accompanied by the relevant share certificates and other appropriate documents
must be lodged for registration with the Board office of the Bank (for holders of
domestic Shares) at Zhongke Golden Tower, No. 23 Shangwu Waihuan Road,
Zhengdong New District CBD, Zhengzhou, Henan Province, PRC, or the H Share
Registrar of the Bank(for holders of H Shares), Computershare Hong Kong Investor
services Limited, at shops 1712-1716, 17th floor, Hopewell Centre, 183 Queen’ s
Road East, Wanchai, Hong Kong, no later than 4: 30 p.m. on Thursday, April 18,
2019. The Bank will despatch the notice and circular for the 2018 annual general
meeting in due course.

6. Exposure to Major Risks

Please refers to “Management Discussion and Analysis — 10. Risk Management” for
the major risks the Bank had been exposed to during the Reporting Period.

7. Future Development

A review of certain aspects of future development affecting the Bank is set out
in “Management Discussion and Analysis — 1. Past Economy and Financial
Environment and Future Prospects” in this annual report.
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Relationship between the Bank and its Major Employees, Customers
and Suppliers

The Bank has been promoting a market-oriented human resources system and
continually strengthen its incentive assessments, training, and other complementary
mechanisms, and has adopted a distinctive training system that could serve
different needs of various groups of employees, which is characterized with
a multiple-level training structure. As a result, it managed to cultivate a highly
qualified, aggressive and efficient workforce. The Bank also believes career
planning of individual employees to be of great importance and have developed a
clear career development path for different roles, which is believed could further
encourage its employees to endeavor to maximize his or her value. In addition, the
Bank’s concept of “people-oriented, performance-oriented (JAA B, EEE M)
exemplifies its corporate culture and best practice, creating an outlook and code of
conduct for all employees of the Bank to follow.

The Bank’s labor union represents the interests of the employees and works closely
with its management on labor-related issues. During the Reporting Period, the Bank
has not experienced any material labor disputes that have affected its operation
and the Bank believes that the relationship between its management and the labor
union has been satisfactory.

The Bank has established long-term strategic cooperative relationships with a
number of quality enterprises and medium and small enterprises focusing on

technology innovation.

Major Depositors and Borrowers

As at the end of the Reporting Period, the balance of the Bank’s loans to any single
borrower did not exceed 10% of the Bank’s net capital. The interest income from
the five largest customers of the Bank did not exceed 30% of the Bank’s total
interest income. None of the Directors of the Bank and their close associates or
any Shareholder which to the knowledge of the Directors own more than 5% of
the number of issued Shares of the Bank had any interest in the above five largest
customers.

i/
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10. Share Capital

For details of the Bank’s share capital, please refer to Chapter 6 “Changes in Share
Capital and Information on Shareholders”.

Pre-emptive rights
During the Reporting Period, pursuant to the Articles of Association of the Bank
and the relevant laws, the Bank did not stipulate any requirements for granting pre-
emptive right to shareholders.

11. Substantial Shareholders
Details of the Bank’s substantial Shareholders as at the end of the Reporting
Period are set out in Chapter 6 “Changes in Share Capital and Information on
Shareholders”.

12. Use of Proceeds
For details of issuance and listing of the Shares conducted by the Bank during
the Reporting Period and use of proceeds of the Bank, please refer to the section
headed “Significant Events”.

13. Property and Equipment
Details of the changes in property and equipment of the Bank for the year ended
December 31, 2018 are set out in the Note 23 of the financial statement in this
annual report.

14. Changes in the Reserves
For the year ended December 31, 2018, the details of changes in the reserves of
the Bank are set out in the Consolidated Statement of Changes in Equity in the
financial statement of the Bank.

15. Purchase, Sale and Redemption of the Listed Securities of the Bank

During the Reporting Period, the Bank or any of its subsidiary had not purchased,
sold or redeemed any listed securities of the Bank.

16. Retirement Benefits

Please refer to Note 33(b) in the financial statements in this annual report for details
of the retirement benefits provided to employees of the Bank.
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Connected and Related Party Transactions

In the ordinary and usual course of business, the Bank provides commercial
banking services and products to the public in China, including certain connected
persons such as Shareholders, Directors, Supervisors, President and/or their
respective associates. Pursuant to the Listing Rules, such transactions, being
conducted on normal commercial terms in the ordinary and usual course of the
business of the Bank, shall be exempt from reporting, annual review, disclosure and
independent Shareholders’ approval requirements under Chapter 14A of the Listing
Rules. The Bank has reviewed all its connected transactions and acknowledged
that it had complied with the requirements under Chapter 14A of the Listing Rules.

The details of the related party transactions conducted by the Bank in the ordinary
and usual course of business during the Reporting Period are set out in note 41 to
the financial statements. The definition of connected persons under Chapter 14A of
the Listing Rules is different from the definition of related parties under International
Accounting Standard, and its interpretations by the IASB. Certain related party
transactions set out in the notes to the financial statements also constitute
connected transactions or continuing connected transactions as defined under the
Listing Rules, but none of them constitutes any discloseable connected transaction
as defined under the Listing Rules.

Interests of Directors and Supervisors in Business in Competition with
the Bank

As of the date of this annual report, Mr. LI Xipeng, a non — executive Director,
indirectly held 9.88% of the equity interests in Fanxian Rural Commercial Bank, a
rural commercial bank established in Puyang, Henan Province, the PRC, through
Henan Shengrun Group Co., Ltd., and Mr. Li has been a director of Fanxian
Rural Commercial Bank since January 2017. Our Directors are of the view that,
there is no competition or only minimal potential competition between Fanxian
Rural Commercial Bank and our Bank arising from Mr. Li’s interests and position
in Fanxian Rural Commercial Bank for the following reasons: 1) Fanxian Rural
Commercial Bank conducts its business mainly within Puyang, Henan Province,
whereas the business of our Bank operates across all 18 provincial cities in Henan
Province. Furthermore, Fanxian Rural Commercial Bank, as compared to our
Bank, is of a smaller scale, thus the potential competition between Fanxian Rural
Commercial Bank and our Bank is minimal; 2) Mr. Li serves as a non-executive
director in both our Bank and Fanxian Rural Commercial Bank, and is not involved
in the daily management of either our Bank or Fanxian Rural Commercial Bank; and
3) our Bank has appointed four independent non-executive Directors, representing
more than one-third of the members of the Board to balance any potential conflict
of interest in order to safeguard the interests of our Bank and the Shareholders as a
whole.

Save as those disclosed in this annual report, none of the Directors or Supervis
of the Bank holds any interest in any business which competes or is likely t
compete, whether directly or indirectly, with that of the Bank.
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19.

20.

21.

22.

23.

24,

Directors

Please see the section “Directors, Supervisors, Senior Management and
Employees” for biographies of incumbent directors, as well as information on
changes of Directors during the Reporting Period.

Directors’ and Supervisors’ Service Contracts

During the Reporting Period, the Directors and Supervisors of the Bank did not have
service contracts which are not determinable by the Bank within one year without
payment of compensation (other than statutory compensation).

Permitted Indemnity Provisions

According to code provision A.1.8, the Bank shall maintain appropriate insurance
to cover the potential legal litigations initiated against the Directors of the Bank.
In order to comply with such code provision, the Bank has purchased appropriate
liability insurance for the Directors and to provide indemnity for their liabilities
incurred during the operations of the Bank for the year 2018.

Save as disclosed above, at no time during the Reporting Period and as of the date
of this annual report, there was or is, any permitted indemnity provision being in
force for the benefit at any of the Directors or Supervisors (whether made by the
Bank or otherwise) or the Directors or Supervisors of an associated corporation of
the Bank (if made by the Bank).

Directors’ and Supervisors’ Material Interests in Transactions,
Arrangements or Contracts

During the Reporting Period, the Bank or its subsidiary did not have any transaction,
arrangement or contract of significance in which the Directors or Supervisors (or
entities connected with the Directors or Supervisors) directly or indirectly were
materially interested.

Arrangements to Purchase Shares or Debentures
At no time during the Reporting Period was the Bank a party to any arrangements
to enable the Directors and Supervisors to acquire benefits by means of the

acquisition of shares in, or debentures of, the Bank or any other body corporate.

Management Contracts

Save for the service contracts entered into with the management of the Bank, the
Bank has not entered into any other contract with any individual, company or body
corporate in relation to the management or administration of the whole or any
substantial part of any business of the Bank.
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Directors’, Supervisors’ and Chief Executive’s Interest in Shares of the
Bank

As of the end of the Reporting Period, the Directors, Supervisors and the chief
executive of the Bank and their associates had interests and short positions
in the Shares, underlying Shares and debentures of the Bank or its associated
corporations (within the meaning of Part XV of the SFO) as recorded in the register
required to be kept under Section 352 of the SFO or as otherwise notified to
the Bank and the Hong Kong Stock Exchange pursuant to the Model Code for
Securities Transactions by Directors of Listed Issuers in Appendix 10 to the Hong
Kong Listing Rules (See “Directors, Supervisors and Senior Management and
Employees — 6. Interests and Short Positions of Directors, Supervisors and Chief
Executive Officers in Shares, Underlying Shares and Debentures” in chapter
7). Other than as disclosed above, none of the Directors, Supervisors, or chief
executive of the Bank or their associates had any interests or short positions in the
shares, underlying shares or debentures of the Bank or its associated corporations
as of December 31, 2018.

Corporate Governance

We are committed to maintaining high standards in corporate governance. Please
refer to the”Corporate Governance Report” in this annual report.

Public Float

Based on the information available in the public and so far as our directors
concerned, as of the date of this annual report, the Bank had maintained sufficient
public float in compliance with the minimum requirement of the Listing Rules and

the exemption granted by the Hong Kong Stock Exchange upon the Bank’s listing.

Auditors

Please refer to the section “Corporate Governance Report — 13. External Auditors
and Auditors’ Remuneration” for the information on the auditors of the Bank.

175




176 2018 ANNUAL REPORT ZHONGYUAN BANK CO., LTD.
Chapter 9 Report of the Board of Directors

29. Equity Linked Agreement

During the Reporting Period, the Bank did not enter into any other equity-linked
agreements except for the Offshore Preference Shares.

Upon approvals by the CBRC Henan Office and the CSRC, the Bank issued non-
cumulative perpetual Offshore Preference Shares in the amount of USD1,395
million on November 21, 2018 through an non-public offering on the overseas
market. Pursuant to regulations including the Measures on Capital Management
of Commercial Banks (Trial) and the Trial Administrative Measures on Preference
Shares, a commercial bank shall set up the provisions of coercive conversion of
preference shares into ordinary shares, under which the commercial bank shall
convert the preference shares into ordinary shares as contractually agreed in
case of a trigger event. Such trigger event happens when the common equity
tier 1 capital adequacy ratio has decreased to 5.125% (or below) and when the
CBRC determines that the Bank will not be able to exist if shares of the Bank are
not transferred or written down, or when relevant regulators determine that the
Bank will not be able to exist if there is no capital injection from public sectors or
supports with coordinative effects. The Bank, according to relevant regulations,
has formulated provisions of trigger events under which Offshore Preference
Shares shall be coercively converted into H Shares. If such trigger events happen
to the Bank and all Offshore Preference Shares need to be coercively converted
into H Shares in accordance with their initial conversion price, the total amount of
the Offshore Preference Shares which would be converted into H Shares will not
exceed 4,416,050,404 H Shares. During the Reporting Period, the Bank did not
experience any trigger event in which the Offshore Preference Shares need to be
coercively converted into H Shares.

30. Preference Shares Issuance

For the issuance terms and relevant details of the Offshore Preference Shares,
please refer to section “changes in Share capital and Shareholders — 7. offshore
non-public issuance of preference Shares”.
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Bond Issuance

On April 25, 2018, the Bank publicly issued the first tranche of green financial
bonds in the national inter-bank bond market with a size of RMB1.50 billion. The
face value of the bond is RMB100 with an issuance price of RMB100 each for a
term of three years at a coupon rate of 4.70%. In accordance with the approval
from the regulatory authorities, the proceeds will be fully used for lending to green
industry projects specified in the Green Bond Endorsed Project Catalogue prepared
by the Green Finance Committee of the China Society for Finance and Banking.

On May 23, 2018, the Bank publicly issued financial bonds in the national inter-bank
bond market with a size of RMB1.50 billion. The face value of the bond is RMB100
and issuance price is RMB100 each with a term of three years with a coupon rate
of 4.79%. The proceeds will be used for lending to innovation and entrepreneurship
enterprises(Z &J1>%) and innovation and entrepreneurship service enterprises (&
AlARFE %) in Henan Province.

On September 26, 2018, the Bank issued the Qualified Tier 2 Capital Instruments
in the aggregate principal amount of RMB10.00 billion in the national inter-bank
market. The type is fixed rate bonds for a term of 10 years with the coupon rate of
5.20% and the issuer is entitled to redeem the bonds at the end of the fifth year.
The proceeds from the issuance of the Qualified Tier 2 Capital Instruments will be
used to replenish the tier 2 capital of the Bank in accordance with the applicable
laws and the approvals of regulatory authorities.

For the issuance terms and relevant details of the bonds, please refer to the
announcements made by the Bank on the website of Hong Kong Stock Exchange

(www.hkex.com.hk) and the official website of the Bank (www.zybank.com.cn).

Donations

During the Reporting Period, the Bank made donations in a total amount of
RMB1,988,134, which mainly used for poverty alleviation and assistance in difficulty
of special groups and students.
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33. Environmental Policy

During recent years, the Bank has proactively borne social responsibility in relation
to environment policy. The Bank has sought to proactively develop business in
green credit in line with national economic policy and regulatory trends. The Bank
formulated the “Administrative Measures of Zhongyuan Bank Co., Ltd. for the
Proceeds Raised by Green Financial Bonds” ({(FRRIE1TIRMD BB A RLEERBES
HEESEEPHE)) and successfully issued green financial bonds.

In addition, the Bank has strictly implemented the management policies after
granting of credit and specialized environmental assessment reporting in relation
to some projects to identify environmental and social risks. At the same time, the
Bank has made efforts to push forward the development of electronic banking, and
actively implemented national policies to save energy costs. For more details of our
environmental policy and performance, please refer to the “Environmental, Social
and Governance Report” that the Bank would issue after the annual report.

34. Consumer Rights Protection

The Bank has always attached great importance to the protection of consumer
rights and has established and implemented the “customer-oriented” business
development philosophy to protect the legitimate rights and interests of consumers.
In 2018, the Bank initiated the construction of the consumer rights protection
system, institutional system, financial knowledge promotion, training and education,
inspection and rectification to enhance its consumer rights protection standard.

The Board of the Bank establishes the consumer rights protection Committee,
and senior management sets up a leading group for consumer rights protection,
coordinate and deploy the Bank’ s consumer rights protection work; A dedicated
department and professional personnel for consumer rights protection were
established to take charge of the protection of consumer rights of the Bank, and to
continuously improve the organization and working mechanism for consumer rights
protection.

The Bank has formulated and issued the Management Measures on Consumer
Rights Protection of Zhongyuan Bank Co., Ltd., the Administrative Measures on
Customer Complaints Handling of Zhongyuan Bank, the Administrative Measures on
Disposal of Consumer Rights Protection Emergency Incident of Zhongyuan Bank,
the Administrative Measures on Education of Financial Knowledge of Zhongyuan
Bank and other aspects of the consumer rights protection system, which cover the
organizational structure and operation mechanism of consumer rights protection,
management of products and services, customer information protection, emergency
plans, reporting of major events, complaints acceptance and handling procedures,
education on promotion of financial knowledge, assessment and evaluation,
. employee behavior management, etc., to achieve the standardized management of
i ' consumer rights protection of the Bank.
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The Bank continued to carry out promotion activities themed “3.15 Financial
Consumer Rights Day”,“Popularizing Financial Knowledge and Guarding
Your Money Bag”,“A Campaign for Spreading Financial Knowledge”,“One-
month Campaign for Spreading Financial Knowledge and Delivering Financial
Knowledge to Thousands of Families”, namely “Enhancement of Financial Quality
and Strive to be Good Financial Netizens”, anti-money laundering, prevention of
telecommunication fraud, prevention of illegal fund-raising, credit investigation
and information security, etc., to continuously improve consumers ' awareness of

financial risk prevention.

The Bank continuously conducts training on consumer rights protection to improve
the protection level and skills of consumer rights of its employees.

Compliance with Relevant Laws and Regulations

The Bank has adopted internal control measures to monitor ongoing compliance
with relevant laws and regulations, such as the Companies Ordinance (Chapter
622 of the laws of Hong Kong), the SFO, the Listing Rules and other rules and
regulations implemented in relevant jurisdictions. During the year, as far as the
Board is concerned, the Group has complied in material aspects with the relevant
laws and regulations that have a significant impact on the business and operation
of the Group during the financial year ended December 31, 2018. The bank has
continuously endeavoured to comply with all relevant laws and regulations.

Pledge of Significant Assets
During the Reporting Period, the Bank had not pledged any significant assets.

Distributable Reserves

The distributable reserves of the Bank as of December 31, 2018 were RMB783
million.
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38. Important events since the end of the Reporting Period

The Bank and Henan Wansong successfully bid for 100% shares of AB Leasing
through public listing-for-sale procedures conducted by Shanghai United Assets
and Equity Exchange. The Bank and Henan Wansong, as an Independent Third
Party, (as the Assignee) entered into the Equity Transaction Agreement in respect
of the Acquisition with CDRCB and AB Life Insurance (as the Assignor) after the
trading time on February 19, 2019, at a total consideration of RMB4,735 million,
RMB4,261.5 million and RMB473.5 million of which will be borne by the Bank and
Henan Wansong, respectively. Upon completion of the Acquisition, the Bank and
Henan Wansong will hold 2,700,000,000 and 300,000,000 shares of AB Leasing,
representing 90% and 10% of the share capital of AB Leasing, respectively. Upon
the acquisition, AB Leasing will become a non-wholly owned subsidiary of the Bank
and its accounts will be consolidated into the accounts of the Bank. For equity
exchange terms and related details about acquisition of AB Leasing, please refer
to the announcements published by the Bank on the website of Hong Kong Stock
Exchange (www.hkex.com.hk) and the official website of the Bank (www.zybank.
com.cn) on February 19, 2019.

The completion of the transaction is subject to (including but not limited to) whether
the acquisition has been approved by the relevant regulatory authorities and
the Bank of China Insurance Regulatory Commission or completed filing, so the
acquisition may not be proceeded.

Save as disclosed above, there were no important events affecting the Bank that
have occurred since the end of the Reporting Period.
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Other Matters

As far as the Board is aware, the Bank has complied in material respects with the
relevant laws and regulations that have a significant impact on the business and
operation of the Bank. In the meantime, the Bank is committed to the long term
sustainability of the environment and communities in which it operates. Acting in an
environmentally responsible manner, the Bank endeavours to comply with laws and
regulations regarding environmental protection and adopt effective measures to
achieve efficient use of resources, energy saving and waste reduction.

As at the date of this report, the Bank was not aware that any Shareholders had
waived or agreed to any arrangement to waive dividends.

As at the date of this report, none of the Directors waived or agreed to relevant
arrangement to waive remuneration.

The Bank will publish an environmental, social and governance report for the
Reporting Period, as and when appropriate, in compliance with the provisions under
the Environmental, Social and Governance Reporting Guide set out in Appendix 27
to the Listing Rules.

On behalf of the Board of Directors
Dou Rongxing
Chairman

Zhengzhou, China
March 28, 2019
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During the Reporting Period, the Board of Supervisors of the Bank performed its
duties with due diligence pursuant to the Company Law, the Guidelines on Corporate
Governance of Commercial Bank (B3 iR1TARAIETES])), the Guidelines on the Duties
of the Supervisory Board of Commercial Banks ((FEZ$R71TEESE 2 T {E4531)), the Articles
of Association of the Bank and the requirements of the rules and regulations of the Board
of Supervisors and played an active role in improving corporate governance, promoting
business development and strengthening risk control, and ensured the standard
operation and healthy development of the Bank.

l. Supervision on operating results of the Bank during the Reporting
Period

In 2018, faced with the complicated and changing economic and financial situation
and the arduous transformation and development tasks, the Bank, under scientific
decision of the Board and the unremitting efforts of the management, the Bank
insisted on complying with laws and regulations, conducted stable operation,
proactively participated in competition, actively planned for transformation, and
achieved good operating results, realizing a good opening for the growth of the
second three-years development. As at the end of 2018, the Bank had a total asset
of RMB620.444 billion, representing an increase of RMB98.455 billion or 18.9%
compared with the beginning of the year. The balance of proprietary deposits
(excluding accrued interest) amounted to RMB346.189 billion, representing an
increase of RMB39.481 billion or 12.9% compared to the beginning of the year.
The balance of all loans (excluding accrued interest) amounted to RMB254.37
billion, representing an increase of RMB55.467 billion or 27.9% as compared to
the beginning of the year; Net operating income amounted to RMB16.784 billion,
representing a year-on-year increase of 31.0%; the non-performing loan ratio of the
Bank was 2.44% : and achieved net profits of RMB2.365 billion.

Taking advantage of the outstanding operating results, Zhongyuan Bank has
witnessed a remarkable enhancement in its social influence and has been awarded
as “Ten Best City Commercial Banks” by Financial Times for four consecutive years,
“The Financial Science and Technology Innovation Bank Award” by China Times
for two consecutive years, “The Ten Best Iron-horse Banks Award” by the” Modern
Bankers”, “The Best Listed Company” Award in Golden Bauhinia Award of China
Securities, “Best Small and Medium Bank of the Year with Financial Tachnology
Value” in the 2019 Sustainable Development Financial Summit, namely Evergreen
Award granting ceremony of Caijing Magazine, etc. In the list of 1,000 world banks
for 2018 published by the Banker, the Bank ranked No. 196 in terms of total tier-one
capital, ranked No. 31 among PRC banks on this list.
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1l Major Works of the Board of Supervisors In 2018
() Improving duty performance efficiency by mastering work focuses

1. We convened meetings of the Board of Supervisors in accordance
with laws and regulations. In 2018, the Board of Supervisors convened
6 meetings, reviewed a total of 33 resolutions, debriefed 3 reports,
convened 4 meetings of special committees, considered 11 resolutions
covering various important aspects of profit distribution, performance
evaluation, financial budget and final accounts, system revision,
supervisor election, issuance of bonds and Offshore Preference
Shares, and conducted in-depth discussion on the annual business
performance report, internal control evaluation report, comprehensive
risk analysis report, rectification report of regulatory opinions and audit
report of Shareholders ’ related transactions. Supervisors brought into
full play their independent, professional and objective advantages, and
proactively put forward professional opinions and helped facilitate the
Bank ’ s key tasks.

2. We conscientiously conduct supervision on performance of duties.
Members of the Board of Supervisors effectively monitored the relevant
decision-making process and the performance of duties of the Board
through attending Board meetings; The Board of Supervisors carefully
listened to the content of the meeting and discussed and exchanged
with members of the Board when necessary and raised independent
supervision opinions and recommendations in due course. Meanwhile,
according to work requirements, representatives of the Supervisors also
attended various important meetings such as operating work meetings
and bank office meetings to keep abreast of the major issues in the
operation and management of the Bank and supervised the operation
managers’ implementation of Board resolutions, digital transformation
and risk management and control. In accordance with regulatory
requirements, the Board of Supervisors carried out supervision and
kept records in respect of Board of Directors and senior management’s
attendance of Board meetings, expression of independent opinions and
the submission of reports, etc. They prepared a comprehensive and
objective assessment report regarding the performance of duties after
conducting performance evaluation, so as to supervise the Directors
and senior management to perform due diligence and ensure the legal
operation of corporate governance.

e i e L i
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3. We continuously strengthen financial supervision. In 2018, by focusing
on the preparation and disclosure of the annual and interim financial
reports of the Bank as well as other significant financial activities, the
Board of Supervisors conducted in-depth supervision so as to promote
the continuous improvement of the financial management level of
the Bank. First, we participated in three-party conversations among
the Bank, Henan Office of CBIRC and KPMG on the audit of financial
statements for 2017, and provided independent and professional
advice on the improvement of the report. Secondly, we carefully
reviewed the financial statements for 2017, the profit distribution plan
for 2017 and the interim financial statements for 2018, and expressed
audit opinions on the truthfulness and completeness of the financial
statements and the profit distribution plan. Thirdly, we supervised the
preparation and reporting procedures of the 2017 annual report and the
decision-making process of the profit distribution plan.

4. We focused on enhancing risk prevention and control and internal
control. First, according to changes in domestic and overseas
economic conditions, we attach greater importance into preventing
and resolving systemic risks, further pay close attention to credit
risk, market risk, operational risk, liquidity risk and prevention and
control, in order to promote the implementation of risk management
responsibilities and risk management and control mechanism at the
corporate governance level. For the risk-prone aspect, we urge the
management personnel to strengthen the policy observation, improve
the risk system, deepen the research and application of big data and
strengthen the risk measurement, so as to promote the establishment of
a risk control network featuring the whole process, full coverage, online
and digitization. Secondly, the construction of internal control was
solidly carried out. In order to achieve clear information communication
channels and diversify duty performance measures and promote the
institutionalization and standardization of supervision, in 2018, the
Board of Supervisors focused on the research and consideration of
systems such as the Basic Rules for Internal Control of Zhongyuan bank
Co., Ltd., the Administrative Measures for the Evaluation of Internal
Control of Zhongyuan bank Co., Ltd., which further improved the
internal control system. We exchanged opinions with the management
on regulating the management process of internal control system and
improving the organizational structure of internal control compliance,
urged the formation of the internal control compliance and operational
risk management information system, and built an integrated working
platform for internal control compliance and management with high and
unified standards, management platform and information sharing and
analysis platform.

e e
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B. We implement and monitor the regulatory policies. First, we earnestly
conformed with the work requirements of the regulatory authorities in
relation to classification of assets and reduction of non-performing
assets, supervised the arrangement, implementation and effectiveness
of asset classification and rectification and disposal of non-performing
assets by way of hearing reports and on-site supervision, and conduct
research and coordinate significant problems and difficulties arising
from the non-performing loan reduction of business units to deal with it
in a timely manner; We strengthened communication and contacts with
regulatory authorities, issue a special report on classification of assets
and reduction of non-performing assets to regulatory authorities on a
regular basis, and work with the Board to supervise the fulfillment of
the goal of confirming the quality of credit assets by the management
in 2018. Second, We took the initiative to pay attention to and actively
promoted the “regulation and treatment of turmoils in banking market”,
“self-evaluation of consumer rights protection work”,“inspection of
employee behavior and operation risk”,“special rectification for illegal
fundraising” and established rectification supervision mechanism
to timely remind potential risks for the problems found in external
inspection, regulatory reporting, special governance and self-
inspection.

()  Enriching duty performance measures to improve ability of duty
performance

1. Proactively carry out on-site investigation.We will closely focus on
business development and risk prevention and control, strengthen
various types of work investigations and research through visiting
the community level and conducting off-site inspections, to provide
reference for our operation and development. In 2018, the Supervisors
emphasized on the development of online business, reduction and
control of non-performing assets, financial poverty alleviation and other
key work, conducted on-site investigation and research in the Nanyang
Branch, Xiasi Village of Baihe town in Song County and direct sales
banks, and listened reports from relevant departments of the branches
and the head office. The Supervisors organized staff meetings and
made selective investigation on operating units, comprehensively and
truly understand the actual problems and potential risks existing in
the operating units through tapping into grassroots level, put forward
pertinent opinions and suggestions, and feed back to the Board and
senior management on the difficulties, problems and suggestions
reflected by the grassroots level, thus facilitating in-depth study and
scientific decision-making process on issues.
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2. Strengthen cooperation with auditing institutions. On one hand, we
strengthened the communication with the external auditor, listened to
the audit’s opinion on the annual financial statements of the Bank by
KPMG and thoroughly discussed and supervised the financial activities
and financial condition of the Bank; On the other hand, we established
a connection mechanism between the Board of Supervisors and internal
auditors, and appointed members to participate in the audit projects,
completed audit and investigation works including senior management’s
economic responsibility audit, loan risk classification management
audit, related transaction audit, consumer rights protection audit and
employee behavior management audit, and conducted joint supervision
through information communication and sharing with the audit
department, which advanced a better performance of the audit as a
third defense line of internal control.

(ll1)  Strengthening self-construction and enhancing duty performance
guarantee

1. Satisfactory completion of election of the new session of the Board
of Supervisors. According to the relevant laws and regulations and
the relevant provisions of the Articles of Association of the Bank, the
election of the new session of the Board of Supervisors was completed
in the first half of 2018. In compliance with the requirements of
diversification, specialty and streamlining to achieve high efficiency,
and after consideration and approval at the fifth meeting of the first
session of the employee representative meeting, the 15th meeting of
the first session of the Board of Supervisors and the first extraordinary
general meeting in 2018, a total of 9 supervisors were elected, in which
3 employee Supervisors, 3 shareholder Supervisors and 3 external
Supervisors, who were professionals familiar with finance and economy.

2. Optimization of members of the committees. Upon consideration and
approval at the first meeting of the second session of the Board of
Supervisors, supervisory committee and nomination committee of
the second session of the Board of Supervisors were established,
consisting of 9 and 6 members respectively, and the chairmen of the
committees were both acted by external Supervisors, who provided
basic safeguard for the objective and independent duty performance of
the Board of Supervisors.
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). Active participation in training sessions. We invited Paul Hastings
and KPMG to conduct training for the Supervisors, and set a solid
foundation for carrying out supervision through continuous study on
various domestic and overseas regulatory systems and documents. We
also organized Supervisors to attend special meetings on corporate
governance, further strengthened their ability to predict the macro-
economic situation and interpretation ability on the regulatory focus,
reinforced their understanding of corporate governance operation to
small and medium commercial banks, and effectively improved their
duty performance ability and level. Meanwhile, we communicated with
Huishang Bank, Bank of Gansu, Guiyang Bank, Jincheng Bank, etc.
regarding the work of the board of supervisors to learn experience from
other peers.

Il Opinions of the Board of Supervisors on the Supervision and
Evaluation of Major Issues

() Compliance with laws and regulations in operations

In 2018, the Bank operated in a stable and well-managed manner. Its
operating activities in compliance with the requirements of the Company Law
of the PRC, the Commercial Banking Law and the Articles of Association of
Zhongyuan Bank Co., Ltd. The process of business decision making was
legitimate and the operating results were objective and true. No Directors
and senior management were found to have acts in violation of laws and
regulations and detrimental to the interests of the shareholders of the Bank.

(I)  Financial statement

The 2018 financial statement of the Bank truthfully and fully reflected the
financial position and operating results of the Bank, and was audited by
KPMG Huazhen LLP and KPMG engaged by the Board of Directors of the
Bank and a standard audit report with unqualified opinions was issued.
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(i) Related Party Transactions

In 2018, the Board of Supervisors supervised the management of our related
party transactions and considered that the management of our related party
transactions was relatively standardized, which formed a standardized
procedure for the management of related party transactions. With regard to
related party transactions, we adhered to the principle of fairness and did not
find any act that will damage the interests of our Bank and its shareholders.

(IV) Internal Control

The Bank emphasizes its internal control system and there were no significant
defects found in the internal control system or its implementation.

(V) Execution of resolutions of general meetings

During the Reporting Period, the Bank convened one general meeting, one
extraordinary general meeting, one domestic shareholder class meeting and
one H shareholder class meeting. The Board of Supervisors organized its
members to attend the meetings, and had no objection to the reports and
proposals submitted by the Board of Directors of the Bank to the general
meeting for consideration. The Board of Supervisors oversaw the execution
of the resolutions of the general meeting and considered that the Board of
Directors of the Bank was able to conscientiously implement the relevant
resolutions of the general meeting.
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The overall working thoughts of the Board of Supervisors in 2019

In 2019, taking into account the internal and external environment of the current
banking industry operation and development, the Board of Supervisors will
conscientiously adhere to the relevant provisions of the relevant laws and
regulations of the PRC, rules and regulations and the Articles of Association of the
Bank, take a responsible attitude to the general meetings, perform its duties of
protecting interests of listed companies and shareholders and effectively perform
its supervisory functions, further improve the efficiency of the Bank ' s operation
and management, and ensure the steady operation of various businesses.

(I)  Strictly perform duties and strictly comply with regulations and rules

1. Perform strict supervision on national macro policies. We will pay
close attention to the changes in the economic and financial situation,
and perform supervision works focusing on enhancing the quality
and efficiency for serving the real economy, enhancing financial risk
prevention and control capabilities, and undertaking the financial reform
task, facilitating the Bank to focus on its principal business. On the
one hand, we will strictly implement various resolutions of the general
meeting, support and cooperate with the Board and the management,
and offer constructive opinions to the Board and the management in
accordance with the macro policies of the PRC, and become more
initiative, forward-looking and independent in the supervision. On the
other hand, we will participate in all types of meetings and activities
of the “Three Boards and One Layer”, and convene meetings of the
Board of Supervisors in compliance with laws and regulations to ensure
smooth progressing of the meetings and scientific decision-making.
Meanwhile, we will attend the general meetings, Board meetings
and various meetings of the management to earnestly perform our
supervisory duties.
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2. Strictly supervise according to regulatory policies in the banking
industry. Compliance with laws and regulations is a prerequisite and
code for the operation and management of Zhongyuan Bank. In 2019,
the Board of Supervisors will further strengthen the communication
with banking regulatory authorities, timely understand regulatory
policies and regulatory focus, actively participate in regulatory
meetings, strive for more policy guidance and regulatory support, and
pertinently conduct supervision works taking into account the Bank’s
actual situation. Firstly, we will continuously improve our rules and
systems, refine the operational procedures and enhance the level and
effectiveness of our supervision and management work with reference
to the domestic and overseas new regulations. Second, we will pay
attention to the rectification and implementation of internal and external
inspections, debrief the rectification progress of regulatory reporting,
internal control review and risk audit, urge the establishment of
rectification ledger to improve the overall effectiveness of rectification.

£k Closely supervise according to the strategic direction determined
by the Board. The Board of Supervisors will participate in the
implementation of various arrangements based on the decisions made
by the Board of Directors, and strive to enhance the promotional effect
of supervision on the operation and business development. 2019 is the
last year of harvest for the Bank’s first medium and long-term strategic
development plan — “2015-2019 strategic development plan”, the
Board of Supervisors will conduct comprehensive assessment against
the process of implementation and the results of implementation of the
development strategies in due course and conduct supervision and
inspection of the implementation of the strategic planning objectives.
Meanwhile, we will closely track all areas of strategic execution and
risk management and control of the Bank, organize and conduct
special supervision, such as implementation of strategies, case
prevention and control, reduction of previous non-performing loans and
controlling of new ones, with an understanding of the real situation.
We will collect and sort out cases and discuss countermeasures and
recommendations.




ZHONGYUAN BANK CO., LTD. 2018 ANNUAL REPORT 1 91
Chapter 10 Report of the Board of Supervisors

4, Strictly supervise focusing on the work targets of the management.
Centering on the work targets and work measures formulated by
the management, we will continue to implement the research and
investigation plans covering 18 branches of the Bank, mainly focusing
on the implementation of strategies, the establishment of management
mechanisms, and the prevention and control of risks of the branches,
ensuring the same criteria and integrity of the Bank. Focusing on the
key areas of operation and risk-prone aspects, external supervisors
and relevant departments are engaged to conduct special inspections,
and constantly enhance the effectiveness of internal control compliance
management through measures such as enhanced supervision and
compliance rectification.

() Emphasis on overall effectiveness and implementation of scientific
supervision

1. Further diversify duty performance measures and build a
“‘comprehensive supervision landscape” with high efficiency and
synergy. Apart from intensifying regular supervision measures such
as reviewing reports, attending meetings and investigation, the Board
of Supervisors will comprehensively carry out supervision through
off-site monitoring, inspection, inquiries and interviews, to not only
supervise whether the Bank stepped into “prohibited areas “, but also
pay attention to whether the Bank duly perform its duties. The Board
of Supervisors will further enhance the network level of the supervision
works, strengthen the collection, study and analysis of various types
of information by virtue of audit information system, risk early warning
system, big data risk control model, strengthen the application and
transformation of results, give risk alerts in a timely manner, and
continue to improve the online risk control system featuring whole-
course and full coverage. Internal and external Supervisors will be
organised to strengthen the compliance supervision on key areas and
risk-prone areas. Multiple efforts in auditing, compliance and monitoring
will be integrated, so as to build an “comprehensive supervision
pattern” with high efficiency and synergy through information sharing
and overall linkage.
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2. We will enhance internal and external communication and cooperation
and focus on the overall effectiveness of the supervision of the Board
of Supervisors. We will give full play to the political core function of the
party organization, focus on party building, and facilitate the effective
performance of supervisory duties by the Board of Supervisors to
ensure the Board of Supervisors is properly carrying out its duties
without deviation. We will build a smooth communication channel
between the Board of Supervisors and the shareholders, strengthen
communication with the shareholders to safeguard the legal interests
of the shareholders, in particular the minority shareholders. We will
strengthen communication with peers, especially listed banks, to jointly
address key issues, such as the organization structure of the Board
of Supervisors, the position of responsibility, the methods of duty
performance and methods of supervision, with a view to constantly
improving the work of the Board of Supervisors.

) Strengthen self-construction and constantly improve the supervision
level of the Board of Supervisors. The Board of Supervisors will improve
its construction and enhance the scientificity and effectiveness of its
supervision through further summarizing its duties, fulfilling energy and
reinforcing learning. First, we will cooperate with professional consulting
institutions to comprehensively streamline the structure and system of
the Board of Supervisors, to determine the boundary of responsibility
and establish a standardized tool for the operational procedures of
the Board of Supervisors; we also cooperate with universities and
institutions to initiate research projects, explore the supervisory
work methodology of the Board of Supervisors, make diagnosis and
analysis on the work practices of the Board of Supervisors of the Bank
and propose the detailed optimization recommendations. Second,
we will actively assign supervisors to participate in various types of
training organized by regulatory authorities and the Bank, strengthen
supervisors ' study of regulatory policies and understanding of the

macroeconomic situation, and constantly improve the performance
capabilities and standard of supervisors. Third, strictly evaluating duty
performance and regulating the performance of duties by Supervisors;
the Board of Supervisors conducted self-evaluation and mutual
evaluation to further improve the effectiveness of its performance.
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(Il)  Promote innovative transformation and develop prudent tolerance

In 2019, the Bank will further promote the transformation of digitalization
and innovation will become a normal operation and management model
of the Bank. The Board of Supervisors will carry out a series of multi-level
and diversified compliance construction events in a planned and targeted
manner, invite external Supervisors, industry experts, domestic and overseas
lawyers and regulatory experts to conduct compliance training and marketing,
establish a normalized compliance education mechanism and create a
sound compliance cultural atmosphere for innovation and transformation. At
the same time, we will also further optimize the supervision philosophy and
supervision mode, properly grasp new situations and new problems emerging
in innovation and transformation, create a favorable environment that
encourages innovation, supports accountability, allows errors, and promote
the elimination of mind burden of being unwilling and dare not to innovate.

On behalf of the Board of Supervisors
HAO Jingtao
Chairman of the Board of Supervisors

Zhengzhou, China
March 28, 2019
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1. Use of Proceeds

On November 21, 2018, the Bank issued non-cumulative perpetual Offshore
Preference Shares of USD1,395 million. For details of the use of proceeds from
this issue of preference shares, please refer to “Changes in Share Capital and
Information on Shareholders — 7.1 The Issuance and Listing of Offshore Preference
Shares”.

2. Profits and Dividends

The income and financial position of the Bank for 2018 are set out in the annual
financial statements of this annual report. The Board has recommended the
payment of a final dividend in cash of RMBO0.35 (tax included) per ten shares for the
year ended December 31, 2018. The total amount paid is approximately RMB703
million. The final dividend is subject to approval by shareholders at the forthcoming
2018 annual general meeting of the Bank. Upon approval by the annual general
meeting of the Bank, the payment of the final dividend is expected to be brought
forward on June 28, 2019.

3. Material Connected Transactions

As of the end of the Reporting Period, there had not been any material connected
transactions entered into between the Bank and its connected persons.

4. Material Litigations and Arbitrations

4.1 Litigations against the Xinxiang branch in relation to alleged lending and
borrowing

As of December 31, 2018, the Group received 49 cases filed against
the Xinxiang branch for alleged lending and borrowing raised by 43
plaintiffs demanding the Xinxiang branch to repay alleged loan principal of
approximately RMB219.0 million with accrued interest. Among the 49 cases, 9
cases involved a claim over RMB10.0 million with an aggregate loan principal
of RMB123.9 million.

As of December 31, 2018, plaintiff’s claims had been rejected in 2 effective
judgements, and plaintiff has withdrew the suit of 2 cases, 11 cases had been
appealed upon receipt of first judgements, while 34 cases were still pending
for first judgements or under retrial.
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Litigation against the Puyang branch in relation to alleged lending and
borrowing

In July 2016, the plaintiff of the case filed a lawsuit against the Puyang
branch of the Bank for alleged lending and borrowing. On June 21, 2017,
the Puyang branch received the judgement of second instance from Puyang
Intermediate People’s Court, in which the court determining that, the Puyang
branch shall be liable for the compensations up to half of the principal and
accrued interest that the Borrower could not repay. The Puyang branch of
the Bank has applied for retrial before the Henan High People’s Court.As of
December 31, 2018, Henan High People’s Court has ruled that the case will
be arraigned.

Property rights dispute of Zhoukou Branch

In April 2016, the plaintiff of the case filed a lawsuit against the Zhoukou
Branch for property rights dispute. Zhoukou Intermediate People’s Court
determined that the ownership of the buildings at issue belonged to the
plaintiff and ordered the Zhoukou branch to return the property claimed
by the plaintiff. In September 2016, the Zhoukou branch appealed to the
Henan High People’s Court. In December 2017, Henan High People’s Court
quashed the judgment of first instance and remitted the case to the court of
first instance for retrial. In December 2018, Zhoukou Intermediate People’s
Court re-examined the ownership of the buildings at issue belonged to the
plaintiff and ordered the Zhoukou branch to return the property claimed by
the plaintiff. As of December 31, 2018, Zhoukou branch had once again
appealed to the Henan High People’s Court.
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4.4

Litigation against Lushi Zhongyuan County Bank Co., Ltd. in relation to
alleged lending and borrowing

Lushi Zhongyuan County Bank was sued in April 2015 and March 2017
respectively, for two cases regarding alleged lending and borrowing.

In April 2016, Luoyang Intermediate People’s Court rendered judgment of
first instance on the former case against the Lushi Zhongyuan County Bank,
which later appealed to Henan High People’'s Court. In May 2017, Henan
High People’s Court quashed the judgment of first instance and remitted
the case to the court of first instance for retrial. In December 2018, Luoyang
Intermediate People’s Court re-examined Lushi Zhongyuan County Bank to
repay the borrowings and the accrued interest. As of December 31, 2018,
Lushi Zhongyuan County Bank had once again appealed to the Henan High
People’s Court.

In the latter case, after the first-instance trial of the Luoyang Intermediate
People’'s Court, the plaintiff did not pay the litigation fees on time. In July
2018, the Luoyang Intermediate People’s Court ruled the case as plaintiff
withdrawal.

5. Penalties for Directors, Supervisors and Senior Management

During the Reporting Period, none of the Bank’s Directors, Supervisors or senior
management had been subject to any investigation, administrative penalty or public
criticism by the China Securities Regulatory Commission or any public censure by
any stock exchange or any punishment by any other regulatory authorities which
would have a material impact on the operation of the Bank.
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6. Performance of Commitments by the Bank and Shareholders with 5% or
more of Shares

The Bank’s major Shareholders, their related parties and persons acting in
concert have issued to the Bank a statement on the conditions and requirements
for investment in the Bank, a statement on the equity relationship, a statement
on the tax situation, a statement on the purpose of the shareholding and the
source of funds, a statement on non-occurrence of non-compliance related
party transactions, a statement on non-significant violations,a statement on the
authenticity of materials, a statement on compliance holdings, and a statement on
equity status and shareholder performance. They have also made commitment on
compliance with laws and regulations, the Bank’s Articles of Association and other
relevant provisions, legal exercise of rights and performance of obligations and
other matters.

7. Material Contracts and their Performance

No material contracts (including provision of relevant services) in relation to the
Bank’s business to which the Bank or its subsidiaries was a party and in which any
of the Directors, the Supervisors of the Bank or members of its management had a
material interest, whether directly or indirectly, subsisted at the end of the year or at
any time during the year.

8. Material Investment, Material Acquisitions and Disposals of Assets and
Business Mergers

The Bank was not engaged in any material investment, material acquisition or
disposal of assets or business mergers during the Reporting Period.

9. Profit Distribution During the Reporting Period

The 2017 profit distribution plan of the Bank was considered and approved at the
2017 annual general meeting of the Bank held on May 16, 2018, which decided to
distribute dividends in cash of RMBO0.71 (tax included) per ten shares to all of the
Shareholders. The 2017 final dividends has been distributed on June 29, 2018.

10. Audit Review

The financial statements for 2018 prepared by the Bank according to the IFRSs
has been audited by KPMG, Certified Public Accountants, and the auditor’s reports
were unqualified. The 2018 Annual Report of the Bank has been reviewed and
approved by the Audit Committee of the Board and the Board of Directors of the
Bank.
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Zhongyuan Bank Co., Ltd.
(A joint stock company incorporated in the People’s Republic of China with limited
liability)

Opinion

We have audited the consolidated financial statements of Zhongyuan Bank Co., Ltd.
(the “Bank”) and its subsidiaries (together, the “Group”) set out on pages 211 to 384,
which comprise the consolidated statement of financial position as at December 31,
2018, the consolidated statement of profit or loss and other comprehensive income, the
consolidated statement of changes in equity and the consolidated cash flow statement
for the year then ended and notes to the consolidated financial statements, including a
summary of significant accounting policies.

In our opinion, the consolidated financial statements give a true and fair view of the
consolidated financial position of the Group as at December 31, 2018 and of its
consolidated financial performance and its consolidated cash flows for the year then
ended in accordance with International Financial Reporting Standards (“IFRSs”) issued by
the International Accounting Standards Board (“IASB”) and have been properly prepared
in compliance with the disclosure requirements of the Hong Kong Companies Ordinance.

Basis of opinion

We conducted our audit in accordance with Hong Kong Standards on Auditing (“HKSAs”)
issued by the Hong Kong Institute of Certified (“HKICPA”). Our responsibilities under
those standards are further described in the Auditor’s responsibilities for the audit of
the consolidated financial statements section of our report. We are independent of the
Group in accordance with the HKICPA’s Code of Ethics for Professional Accountants
(“the Code”) together with any ethical requirements that are relevant to our audit of the
consolidated financial statements in the People’s Republic of China, and we have fulfilled
our other ethical responsibilities in accordance with these requirements and the Code.
We believe that the audit evidence we have obtained is sufficient and appropriate to
provide a basis for our opinion.

Key audit matters

Key audit matters are those matters that, in our professional judgement, were of most
significance in our audit of the consolidated financial statements for the current period.
These matters were addressed in the context of our audit of the consolidated financial
statements as a whole, and in forming our opinion thereon, and we do not provide a
separate opinion on these matters.
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Loss allowances of loans and financial investments measured at amortized cost

Refer to note 20 and 21 to the consolidated financial statements and the accounting

policies in note 2(9)(A)(ii).

The key audit matter

How the matter was addressed in our
audit

The Group has adopted IFRS 9 Financial
Instruments (“IFRS 9”) since 1 January
2018 and developed a new impairment
model for financial assets.

The determination of loss allowances
using the expected credit loss model is
subject to a number of key parameters and
assumptions, including the identification
of loss stages, estimates of probability of
default, loss given default, exposures at
default and discount rate, adjustments
for forward-looking information and other
adjustment factors. Management judgment
is involved in the selection of those
parameters and the application of the
assumptions.

In particular, the determination of the
loss allowances is heavily dependent on
the external macro environment and the
Group’s internal credit risk management
strategy. The expected credit losses for
corporate loans and financial investments
are derived from estimates including the
historical losses, internal and external
credit grading and other adjustment
factors. The expected credit losses
for personal loans are derived from
estimates whereby management takes
into consideration historical overdue data,
the historical loss experience for personal
loans and other adjustment factors.

Our audit procedures to assess loss
allowances of loans and financial
investments measured at amortized cost
included the following:

o understanding and assessing
the design, implementation and
operating effectiveness of key
internal controls of financial reporting
over the approval, recording and
monitoring of loans and financial
investments measured at amortized
cost, the credit grading process and
the measurement of provisions for
impairment;

o assessing the reliability of the
expected credit loss model used
by management in determining loss
allowances, including assessing
the appropriateness of the key
parameters and assumptions in the
expected credit loss model, including
the identification of loss stages,
probability of default, loss given
default, exposure at default, discount
rate, adjustments for forward-looking
information and other management
adjustments;
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Independent Auditor’s Report

Loss allowances of loans and financial investments measured at amortized cost

(Continued)

Refer to note 20 and 21 to the consolidated financial statements and the accounting

policies in note 2(9)(A)(ii). (Continued)

The key audit matter

How the matter was addressed in our

audit

Management also exercises judgement
in determining the quantum of loss given
default based on a range of factors. These
include available remedies for recovery,
the financial situation of the borrower,
the recoverable amount of collateral, the
seniority of the claim and the existence
and cooperativeness of other creditors.
The enforceability, timing and means of
realisation of collateral can also have
an impact on the recoverable amount of
collateral and, therefore, the amount of loss
allowances as at the end of the reporting
period.

We identified the impairment of loans
and advances to customers and financial
investments measured at amortized cost as
a key audit matter because of the inherent
uncertainty and management judgment
involved and because of its significance
to the financial results and capital of the
Group.

assessing the completeness and
accuracy of data used for the key
parameters in the expected credit
loss model. For key parameters
derived from internal data relating
to original loan agreements, we
compared the total balance of the
loan and financial investment list
used by management to assess the
allowances for impairment with the
general ledger, selecting samples
and comparing individual loan and
investment information with the
underlying agreements and other
related documentation to assess
the accuracy of compilation of the
loan and investment list. For key
parameters derived from external
data, we selected samples to
inspect the accuracy of such data
by comparing them with public
resources;

for key parameters involving
judgement, critically assessing input
parameters by seeking evidence
from external sources and comparing
to the Group’s internal records
including historical loss experience
and type of collateral. As part of
these procedures, we challenged
management’s revisions to estimates
and input parameters compared
with prior period and on transition
to the new accounting standard
and considered the consistency of
judgement.

e N
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Loss allowances of loans and financial investments measured at amortized cost

(Continued)

Refer to note 20 and 21 to the consolidated financial statements and the accounting
policies in note 2(9)(A)(ii). (Continued)

How the matter was addressed in our
The key audit matter audit

We compared the economic factors used
in the models with market information to
assess whether they were aligned with
market and economic development;

° for key parameters used in the
expected credit loss model which
were derived from system-generated
internal data, assessing the accuracy
of input data by comparing the
input data with original documents
on a sample basis. In addition, we
involved our IT specialists to assess
the logics and compilation of the
overdue information of corporate
customers for selected samples;

o evaluating the validity of
management’'s assessment on
whether the credit risk of the
loan has, or has not, increased
significantly since initial recognition
and whether the loan is credit-
impaired by selecting samples
in industries more vulnerable to
the current economic situation
and checking the loan overdue
information, making enquiries of the
credit managers about the borrowers’
business operations, checking
borrowers’ financial information and
researching market information about
borrowers’ businesses;
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Loss allowances of loans and financial investments measured at amortized cost
(Continued)

Refer to note 20 and 21 to the consolidated financial statements and the accounting
policies in note 2(9)(A)(ii).(Continued)

How the matter was addressed in our
The key audit matter audit

o for selected samples of loans
and advances to customers and
financial investments measured
at amortized cost that are credit-
impaired, evaluating management’s
assessment of the value of
any property collateral held by
comparison with market prices
based on the location and use
of the property and the prices of
neighbouring properties. We also
evaluated the timing and means of
realisation of collateral, evaluated
the forecast cash flows, challenged
the viability of the Group’s recovery
plans and evaluated other credit
enhancements that are integral to the
contract terms; and

o evaluating whether the disclosures
on impairment of loans and
financial investments measured at
amortized cost meet the disclosure
requirements in prevailing accounting
standards.
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Refer to note 44 to the consolidated financial statements and the accounting policies in

note 2(9)(D).

The key audit matter

How the matter was addressed in our
audit

Financial instruments carried at fair value
account for a significant part of the Group’s
assets. The effect of fair value adjustments
of financial instruments may impact either
the profit or loss or other comprehensive
income.

The valuation of the Group’s financial
instruments, carried at fair value, is based
on a combination of market data and
valuation models which often require a
considerable number of inputs. Many of
these inputs are obtained from active
market readily available data. For level
2 financial instruments in the fair value
hierarchy, the valuation techniques use
quoted market prices and observable
inputs.

The Group has developed its own models
to value certain financial instruments,
which also involve significant management
judgement.

We identified assessing the fair value of
financial instruments as a key audit matter
because of the degree of complexity
involved in valuing certain financial
instruments and because of the degree
of judgement exercised by management
in determining the inputs used in the
valuation models.

Our audit procedures to assess the fair
value of financial instruments included the
following:

o understanding and assessing
the design, implementation and
operating effectiveness of key
internal controls over the valuation,
independent price verification, front
office and back office reconciliations
and model approval for financial
instruments;

o involving our internal valuation
specialists to assist us in performing
independent valuations, on a sample
basis, of financial instruments and
comparing our valuations with the
Group’s valuations. Our procedures
included comparing the valuation
models of the Group with our
valuation methods, and developing
parallel models to revalue; and

° assessing whether the disclosures in
the consolidated financial statements
with reference to the requirements
of the related financial reporting
standards, and appropriately
reflected the Group’s exposure to
financial instrument valuation risk.

&
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Refer to note 38 to the consolidated financial statements and the accounting policies in

note 2(28).

The key audit matter

How the matter was addressed in our
audit

Structured entities are generally created
to achieve a narrow and well defined
objective with restrictions around their
ongoing activities. The Group may acquire
or retain an ownership interest in, or act
as a sponsor to a structured entity through
issuing a wealth management product, or
act as an investor to a structured entity
through investing in an asset management
plan, a trust plan or an asset-backed
security.

In determining whether a structured entity is
required to be consolidated by the Group,
management is required to consider the
power the Group is able to exercise over
the activities of the entity and the Group’s
exposure to and ability to influence its
own returns from the entity. In certain
circumstances the Group may be required
to consolidate a structured entity even
though it has no equity interest therein.

We identified the consolidation of
structured entities as a key audit
matter because it involves significant
management judgement to determine
whether a structured entity is required
to be consolidated by the Group or not
and because the impact of consolidating
a structured entity on the consolidated
statement of financial position and relevant
regulatory capital requirements could be
significant.

Our audit procedures to assess the
consolidation of structured entities included
the following:

° making enquiries of management
and inspecting documents relating to
the judgement process over whether
a structured entity is consolidated or
not to assess whether the Group has
a robust process in this regard;

o selecting significant structured
entities of each key product type and
performing the following procedures
for each entity selected:

— inspecting the related
contracts, internal
establishment documents and
information disclosed to the
investors to understand the
purpose of the establishment
of the structured entity and
the involvement the Group
has with the structured entity
and to assess management’s
judgement over whether
the Group has the ability
to exercise power over the
structured entity;
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Consolidation of structured entities (Continued)

Refer to note 38 to the consolidated financial statements and the accounting policies in
note 2(28). (Continued)

How the matter was addressed in our
The key audit matter audit

- reviewing the risk and reward
structure of the structured entity
including any capital or return
guarantee, provision of liquidity
support, commission paid
and distribution of the returns
to assess management’s
judgement as to exposure, or
rights, to variable returns from
the Group’s involvement in
such an entity;

- reviewing management’s
analyses of the structured
entity including qualitative
analyses and calculations of
the magnitude and variability
associated with the Group’s
economic interests in the
structured entity to assess
management’s judgement over
the Group’s ability to influence
its own returns from the
structured entity;

- assessing management’s
judgement over whether the
structured entity should be
consolidated or not;

° assessing the disclosures in the
consolidated financial statements
in relation to structured entities with
reference to the requirements of the
prevailing accounting standards.
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Transition adjustments and disclosures in relation to IFRS 9

Refer to note 2(3) to the consolidated financial statements.

The Key Audit Matter

How the matter was addressed in our
audit

The Group has adopted IFRS 9 since 1
January 2018.

IFRS 9 has amended the previous
classification and measurement framework
of financial instruments and introduced
a more complex expected credit loss
model to assess impairment. The Group
is required to retrospectively apply the
classification and measurement (including
impairment) requirements and recognise
any difference between the original
carrying amount and new carrying amount
at the date of initial application (1 January
2018) in the opening retained earnings or
other comprehensive income.

We identified the transition adjustments
and disclosures in relation to IFRS 9 as a
key audit matter, because of the complexity
of the transition process which involved
changes in internal controls of the financial
reporting process, accounting treatment,
application of new data and management
judgment.

Our audit procedures relating to the
transition to IFRS 9 included the following:

o understanding and assessing the
key internal controls of the financial
reporting process related to IFRS 9.

° evaluating the accuracy of the
classification of financial instruments.
We obtained information on
how management applied the
classification requirements of IFRS
9 and the classification results. On
a sample basis we assessed the
contractual cash flow characteristics
of the financial assets and relevant
documents in relation to the business
model.

o for financial assets that are measured
at fair value due to changes
in classification, we obtained
information on the valuation method
and key parameters used, selected
samples to evaluate the validity
of the valuation method and key
parameters with the involvement of
our internal valuation specialists and
in light of industry practice.

o assessing the reliability of the
expected credit loss model used
by management in determining
loss allowances on transition and
assessing the completeness and
accuracy of data used for the key
parameters in the expected credit
loss model.
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Transition adjustments and disclosures in relation to IFRS 9 (Continued)
Refer to note 2(3) to the consolidated financial statements. (Continued)

How the matter was addressed in our
The Key Audit Matter audit

o obtaining journal entries relating
to adjustments made on transition
to IFRS 9 and compared the list of
classification of financial instruments,
the original carrying amounts, the list
of journal entries and new carrying
amounts of the financial instruments
to assess if the journal entries have
been entirely put through the system
accurately. We selected samples to
assess if the accounting treatment is
in accordance with IFRS 9.

° selecting samples to recalculate
the new carrying amount of the
financial instruments and assessing
the accuracy of the opening balance
at the date of initial application (1
January 2018).

o assessing whether the relevant
disclosures in relation to transition
are in compliance with IFRS 9.

Information other than the consolidated financial statements and our
auditor’s report thereon

The directors are responsible for the other information. The other information comprises
the information included in the annual report but does not include the consolidated
financial statements and our auditor’s report thereon.

Our opinion on the consolidated financial statements does not cover the other information
and we do not express any form of assurance conclusion thereon.

In connection with our audit of the consolidated financial statements, our responsibility
is to read the other information and, in doing so, consider whether the other information
is materially inconsistent with the consolidated financial statements or our knowledge,

obtained in the audit or otherwise appears to be materially misstated. &
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If, based on the work we have performed, we conclude that there is a material
misstatement of this other information, we are required to report that fact. We have
nothing to report in this regard.

Responsibilities of the directors for the consolidated financial statements

The directors are responsible for the preparation of the consolidated financial statements
that give a true and fair view in accordance with IFRSs issued by the IASB and the
disclosure requirements of the Hong Kong Companies Ordinance, and for such internal
control as the directors determine is necessary to enable the preparation of consolidated
financial statements that are free from material misstatement, whether due to fraud or
error.

In preparing the consolidated financial statements, the directors are responsible for
assessing the Group’s ability to continue as a going concern, disclosing, as applicable,
matters related to going concern and using the going concern basis of accounting unless
the directors either intend to liquidate the Group or to cease operations, or have no
realistic alternative but to do so.

The directors are assisted by the Audit Committee in discharging their responsibilities for
overseeing the Group’s financial reporting process.

Auditor’s responsibilities for the audit of the consolidated financial
statements

Our objectives are to obtain reasonable assurance about whether the consolidated
financial statements as a whole are free from material misstatement, whether due to fraud
or error, and to issue an auditor’s report that includes our opinion. This report is made
solely to you, as a body, and for no other purpose. We do not assume responsibility
towards or accept liability to any other person for the contents of this report.

Reasonable assurance is a high level of assurance, but is not a guarantee that an
audit conducted in accordance with HKSAs will always detect a material misstatement
when it exists. Misstatements can arise from fraud or error and are considered material
if, individually or in the aggregate, they could reasonably be expected to influence
the economic decisions of users taken on the basis of these consolidated financial
statements.
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As part of an audit in accordance with HKSAs, we exercise professional judgement and
maintain professional scepticism throughout the audit. We also:

o Identify and assess the risks of material misstatement of the consolidated financial
statements, whether due to fraud or error, design and perform audit procedures
responsive to those risks and obtain audit evidence that is sufficient and
appropriate to provide a basis for our opinion. The risk of not detecting a material
misstatement resulting from fraud is higher than for one resulting from error, as
fraud may involve collusion, forgery, intentional omissions, misrepresentations or
the override of internal control.

o Obtain an understanding of internal control relevant to the audit 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 Group’s internal control.

o Evaluate the appropriateness of accounting policies used and the reasonableness
of accounting estimates and related disclosures made by the directors.

o Conclude on the appropriateness of the directors’ use of the going concern basis
of accounting and, based on the audit evidence obtained, whether a material
uncertainty exists related to events or conditions that may cast significant doubt on
the Group’s ability to continue as a going concern. If we conclude that a material
uncertainty exists, we are required to draw attention in our auditor’s report to the
related disclosures in the consolidated financial statements or, if such disclosures
are inadequate, to modify our opinion. Our conclusions are based on the audit
evidence obtained up to the date of our auditor’s report. However, future events or
conditions may cause the Group to cease to continue as a going concern.

o Evaluate the overall presentation, structure and content of the consolidated
financial statements, including the disclosures, and whether the consolidated
financial statements represent the underlying transactions and events in a manner
that achieves fair presentation.

o Obtain sufficient appropriate audit evidence regarding the financial information
of the entities or business activities within the Group to express an opinion on the
consolidated financial statements. We are responsible for the direction, supervision
and performance of the Group audit. We remain solely responsible for our audit
opinion.

e
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We communicate with those charged with governance regarding, among other matters,
the planned scope and timing of the audit and significant audit findings, including any
significant deficiencies in internal control that we identify during our audit.

We also provide the Audit Committee with a statement that we have complied with
relevant ethical requirements regarding independence and communicate with them
all relationships and other matters that may reasonably be thought to bear on our
independence and, where applicable, related safeguards.

From the matters communicated with the Audit Committee, we determine those matters
that were of most significance in the audit of the consolidated financial statements of
the current period and are therefore the key audit matters. We describe these matters
in our auditor’'s report unless law or regulation precludes public disclosure about the
matter or when, in extremely rare circumstances, we determine that a matter should not
be communicated in our report because the adverse consequences of doing so would
reasonably be expected to outweigh the public interest benefits of such communication.

The engagement partner on the audit resulting in this independent auditor’s report is Lee
Lok Man.

Certified Public Accountants
8th Floor, Prince’s Building
10 Chater Road

Central, Hong Kong

March 28, 2019
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Consolidated statement of profit or loss and
other comprehensive income

for the year ended December 31, 2018

(Expressed in thousands of Renminbi, unless otherwise stated)

Note 2018 2017
Interest income 25,241,459 2425 ONIc2
Interest expense (11,497,271) (9,048,914)
eIt s L - 13,744,158 puNEE TN
Fee and commission income 1,479,439 903,834
Fee and commission expense (199,206) (134,264)
Net fee and commission income . S ..........1280233 769,570
Net trading gains/(losses) 6 365,206 (379,285)
Net gains/(losses) arising from investment
securities 7 1,303,532 (375)
Other operating income .. | c . 90451 .. 224,284
Operating income 16,783,610 12,815,462
Operating expenses 9 (6,957,515) (5,759,025)
Impairment losses on assets 12 (6,851,545) (2,028,081)
Profit before tax 2,974,550 5,028,356
Income tax 13 (609,292) (1,122,678)
N 2:365,258 I e o8
Net profit attributable to:
Equity shareholders of the Bank 2,414,576 3,838,703
Non-controlling interests (49,318) 66,975
2,365,258 3,905,678
Basic and diluted earnings per share
(in RMB) 14 0.12 0.21

The notes on pages 220 to 384 form part of these financial statements.
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Consolidated statement of profit or loss and

other comprehensive income
for the year ended December 31, 2018
(Expressed in thousands of Renminbi, unless otherwise stated)

Note 2018 2017

Net profit for the year 2,365,258 3,905,678

Other comprehensive income
Other comprehensive income net of tax
attributable to equity shareholders of
the Bank
ltems that may be reclassified
subsequently to profit or loss:
—Available-for-sale financial assets:
net movement in the fair value
reserve - (364,051)
—Financial assets at fair value through
other comprehensive income: net
movement in the fair value reserve 35(a)(i) 488,339 -
—Financial assets at fair value through
other comprehensive income: net
movement in impairment losses 35(a)(ii) 285,908 -
Items that will not be reclassified
subsequently to profit or loss
—Remeasurement of net defined
benefit liability 35(a)(iii) (597) (1,514)

Other comprehensive income net of tax
attributable to non-controlling interests 1,398 -

Other comprehensive income, net of
tax 775,048 (365,565)

Total comprehensive income 3,140,306 3,540,113

Total comprehensive income
attributable to:

Equity shareholders of the Bank 3,188,226 3,473,138
Non-controlling interests (47,920) 66,975
3,140,306 3,540,113

The notes on pages 220 to 384 form part of these financial statements.
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Consolidated statement of financial position
as at December 31, 2018
(Expressed in thousands of Renminbi, unless otherwise stated)

Note 2018 2017
Assets
Cash and deposits with the central
bank 1B 64,544,522 64,369,403
Deposits with banks and other financial
institutions 16 15,863,539 8,923,751
Placements with banks and other
financial institutions 17 10,032,008 1,363,355
Derivative financial assets 18 43,096 -
Financial assets held under resale
agreements 19 16,345,184 12,988,617
Loans and advances to customers 20 246,551,689 191,708,835
Financial investments: 21
Financial investments at fair value
through profit or loss 43,869,291 9,865,812
Financial investments at fair value
through other comprehensive
income 43,693,209 -
Financial investments at amortised
cost 165,083,362 -
Available-for-sale financial assets - 94,558,846
Held-to-maturity investments - 23,735,307
Debt securities classified as
receivables - 98,764,236
Property and equipment 23) 4,115,409 4,606,622
Deferred tax assets 24 3,502,648 2,045,918
Goodwill 25 468,397 468,397
Other assets 26 6,331,915 8,590,727
Total assets 620,444,269 521,989,826

The notes on pages 220 to 384 form part of these financial statements.
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Consolidated statement of financial position

as at December 31, 2018

(Expressed in thousands of Renminbi, unless otherwise stated)

Note 2018 2017

Liabilities and equity
Liabilities
Borrowing from the central bank 9,247,544 1,322,887
Deposits from banks and other financial

institutions 28 60,801,955 39,650,832
Placements from banks and other

financial institutions 29 12,729,210 5,717,105
Derivative financial liabilities 18 228,084 -
Financial assets sold under repurchase

agreements 30 33,527,896 40,809,848
Deposits from customers 31 349,386,955 306,708,284
Income tax payable 1,054,847 984,900
Debt securities issued 32 93,277,576 74,128,630
Other liabilities 33 4,512,446 6,576,729
Total liabilities 564,766,513 475,899,215
Equity
Share capital 34 20,075,000 20,075,000
Other equity instruments

— Preference shares 87 9,632,791 -
Capital reserve 35(a) 14,981,317 13,535,519
Surplus reserve 35(b) 1,500,620 1,258,065
General reserve 35(c) 7,884,326 6,386,313
Retained earnings 36 783,400 4,014,023
Total equity attributable to equity

shareholders of the Bank 54,857,454 45,268,920
Non-controlling interests 820,302 821,691
Total equity 55,677,756 46,090,611
Total liabilities and equity 620,444,269 521,989,826

Approved and authorised for issue by the board of directors on March 28, 2019.

Dou Rongxing
Chairman of the Board
of Directors

Executive Director

Wang Jiong
President
Executive Director

Li Yulin
Vice President in charge of
accounting affairs

Zhang Yi
General Manager of the
Planning and Finance

(Company chop)

'i Department
- The notes on pages 220 to 384 form part of these financial statements.
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Consolidated statement of changes in equity
for the year ended December 31, 2018
(Expressed in thousands of Renminbi, unless otherwise stated)

Attributable to equity shareholders of the Bank

Non-
Share Otherequity ~ Capital ~ Surplus  General  Retained controlling

Note capital instruments  reserve  reserve  reserve  earnings  Subtotal interests Total
Balance at December
31,2017 20,075,000 - 13,535,519 1,258,065 6,386,313 4,014,023 45268920 821,691 46,090,611
Impact on initial
application of IFRS9 ~ 2(3) - - 836,027 - - (2,479,306) (1,643,279) - (1,643,279)
Balance at January
1,2018 20,075,000 - 14371546 1,258,065 6,386,313 1,534,717 43,625,641 821,691 44,447,332
Changes in equity for the
year:
Net profit for the year - - - - - 2414576 2,414,576 (49,318) 2,365,258
Other comprehensive
income - - 773,650 - - - 773,650 1,398 775,048
Total comprehensive
income - - 173,650 - - 24576 3,188,226 (47,920) 3,140,306
Capital invested by
other equity instrument
holders 37 - 9,632,791 - - - - 9,632,791 - 9,632,791
Capital contributed to
subsidiary - - (7,235) - - - (7,235) 7,235 -
Purchase of non-
controlling interests - - (156,644) - - - (156,644) 65,144 (91,500)
Appropriation to surplus
reserve 36 - - - 242,555 - (242,555) - - -
Appropriation to general
reserve 36 - - - - 1,498,013  (1,498,013) - - -
Appropriation to
shareholders 36 - - - - - (1,425,325) (1,425,325)  (25,848) (1,451,173)
Balance at December
31,2018 20,075,000 9,632,791 14,981,317 1,500,620 7,884,326 783,400 54,857,454 820,302 55,677,756

The notes on pages 220 to 384 form part of these financial statements.
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Consolidated statement of changes in equity
for the year ended December 31, 2018
(Expressed in thousands of Renminbi, unless otherwise stated)

Attributable to equity shareholders of the Bank

Non-
Share Capital  Surplus ~ General  Retained controlling

Note capital reserve reserve reserve  eamnings  Subtotal  interests Total
Balance at January 1,
L 16,626,000 710,27 4607 87,0655 1 S 0 S I I T e
Changes in equity for the
year:
Net profit for the year - - - - 3838703 3838703 66,975 3,905,678
Other comprehensive
income - (365,569) - - - (365,565) - (365,569)
Total comprehensive
B N L S 7. J08T08 341318 B6ITS 354013
Issue of H-shares 3,450,000 3,626,202 - - - 7,076,202 - 7,076,202
Purchase of non-controlling
interests - 416 - - - 416 (416) -
Appropriation to surplus
reserve 36 - - 381,002 - (381,002) - - -
Appropriation to general
reserve 36 - - - 1261537 (1,251,587) - - -
Appropriation to
shareholders 36 - - - - - - (24,343)  (24,343)
Balance at December 31,
2017 20,075,000 13535519 1258085 6,386,313 4,014,023 45268920 821,691 46,090,611

The notes on pages 220 to 384 form part of these financial statements.
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Consolidated cash flow statement
for the year ended December 31, 2018
(Expressed in thousands of Renminbi, unless otherwise stated)

2018 2017
Cash flows from operating activities
Profit before tax 2,974,550 5,028,356
Adjustments for:
—Impairment losses on assets 6,851,545 2,028,081
—Depreciation and amortization 845,271 722,491
—Depreciation of investment properties 7,470 8,358
—Unwinding of discount (82,039) (50,741)
—Unrealized foreign exchange (gains)/losses (49,912) 222,329
—Net gains on disposal of property and equipment (2,147) (14,778)
—Net trading (gains)/losses (316,307) 156,956
—Net losses arising from fair value of derivatives 1,013 -
—Net (gains)/losses on disposal of investment
securities (1,303,532) 375
—Interest expense on debts securities issued 3,153,731 2,589,377
12,079,643 10,690,804

Changes in operating assets
Net decrease/(increase) in deposits with the central

bank 3,140,315 (9,050,567)
Net increase in deposits with banks and other

financial institutions (9,381,327) (2,080,801)
Net decrease/(increase) in financial asset held for

trading 6,221,409 (5,815,698)
Net decrease in placements with banks and other

financial institutions - 300,000

Net increase in loans and advances to customers
Net increase in derivatives
Net increase in other operating assets

(59,860,670)
(440)
(991,715)

(34,918,467)

(1,494,331)

(60,872,428)

The notes on pages 220 to 384 form part of these financial statements.

(53,059,864)
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Consolidated cash flow statement

for the year ended December 31, 2018

(Expressed in thousands of Renminbi, unless otherwise stated)

2018 2017

Changes in operating liabilities
Net increase/(decrease) in borrowing from central

bank 7,837,009 (3,194,161)
Net increase/(decrease) in deposits from banks and

other financial institutions 20,736,652 (5,303,942)
Net increase/(decrease) in placements from banks

and other financial institutions 6,931,073 (4,682,895)
Net (decrease)/increase in financial assets sold under

repurchase agreements (7,301,680) 13,229,281
Net increase in deposits from customers 39,480,711 61,355,530
Income tax paid (1,996,075) (1,281,533)
Net increase/(decrease) in other operating liabilities 1,433,784 (16,807)
[ 67121474 60,105,473
Net cash flows generated from operating activities 18,328,689 17,736,413
Cash flows from investing activities
Proceeds from disposal and redemption of

investments 321,263,315 283,747,985
Proceeds from disposal of property and equipment,

intangible assets and other assets 270,004 81,522

Payments on acquisition of investments
Payments on acquisition of property and equipment,
intangible assets and other assets

(351,009,240)

(766,497)

(322,824,187)

(553,389)

Net cash flows used in investing activities

(30,242,418)

The notes on pages 220 to 384 form part of these financial statements.

(39,548,069)
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Consolidated cash flow statement
for the year ended December 31, 2018
(Expressed in thousands of Renminbi, unless otherwise stated)

Note 2018 2017

Cash flows from financing activities
Proceeds received from issuance of

H-shares - 7,076,202
Proceeds received from issuance of

preference shares 9,632,791 -
Proceeds from issued debt securities 133,825,208 128,341,495
Acquisition of non-controlling interests (91,500) -
Repayment of debts securities issued (114,855,345) (112,302,024)
Interest paid on debts securities issued (2,974,649) (1,887,976)
Dividends paid (1,148,997) (63,460)
Net cash flows generated from financing
coElee .. 24,387,508 2l Ien. 267
Effect of foreign exchange rate changes
__oncash and cash equivalents = 158,583 . (13839%)
Net increase/(decrease) in cash and cash

equivalents 40(a) 12,632,362 (661,254)
Cash and cash equivalents as at

January 1 43,080,066 43,741,320
Cash and cash equivalents as at

December 31 40(b) 55,712,428 43,080,066
Interest received 24,828,628 20,412,896
Interest paid (excluding interest expense on

debts securities issued) (7,277,866) (5,900,242)

The notes on pages 220 to 384 form part of these financial statements.

3 = - -
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Notes to the Consolidated Financial Statements

(Expressed in thousands of Renminbi, unless otherwise stated)

1 Background information

The Bank was established in Zhengzhou, Henan Province, the People’s Republic
of China (the “PRC”) on December 23, 2014 with the approval of the former China
Banking Regulatory Commission (the former “CBRC”). Prior to its establishment,
the banking business (the “Business”) was carried out by thirteen city commercial
banks (the “Predecessor Entities”), each being located in Henan Province.

Pursuant to the reorganization initiated by the People’'s Government of Henan
Province (the “Henan Government”), the Bank was established through the merger
and reorganization of the Predecessor Entities.

The Bank obtained its financial institution license No. B0615H241010001 from the
former CBRC, and obtained its business license No. 410000100034311 from the
State Administration for Industry and Commerce of the PRC. The Bank is regulated
by China Banking Insurance Regulatory Commission (the “CBIRC”) authorized by
the State Council.

In July 2017, the Bank’s H-shares were listed on the Main Board of the Stock
Exchange of Hong Kong Limited (Stock code: 01216).

As at December 31, 2018, the Bank has one head office and 18 branches across
Henan Province, 9 subsidiaries which are county banks and 1 subsidiary which is
consumer finance company. The principal activities of the Bank and its subsidiaries
(collectively referred to as the “Group”) are the provision of corporate and personal
deposits, loans and advances, settlement, financial market business and other
banking services as approved by the former CBRC.

2 Significant accounting policies
(1) Statement of compliance

These financial statements have been prepared in accordance with all
applicable International Financial Reporting Standards (the “IFRSs”), which
collective term includes all applicable individual International Financial
Reporting Standards, International Accounting Standards and Interpretations
issued by the International Accounting Standards Board (the “IASB”) and
the disclosure requirement of the Hong Kong Companies Ordinance. These
financial statements also comply with the applicable disclosure provisions
of the Rules Governing the Listing of Securities on The Stock Exchange of
Hong Kong Limited. Significant accounting policies adopted by the Group are
disclosed below.

e N
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Notes to the Consolidated Financial Statements

(Expressed in thousands of Renminbi, unless otherwise stated)

2 Significant accounting policies (Continued)

(1)

(2)

Statement of compliance (Continued)

The IASB has issued certain new and revised IFRSs that are first effective or
available for early adoption for the current accounting period of the Group.
Note 2(3) provides information on any changes in accounting policies
resulting from initial application of these developments to the extent that
they are relevant to the Group for the current and prior accounting periods
reflected in these financial statements.

Basis of preparation of the financial statements

The consolidated financial statements for the year ended December 31, 2018
comprise the Bank and its subsidiaries.

The preparation of financial statements in conformity with IFRSs requires
management to make judgements, estimates and assumptions that affect the
application of policies and reported amounts of assets, liabilities, income and
expenses. The estimates and associated assumptions are based on historical
experience and various other factors that are believed to be reasonable
under the circumstances, the results of which form the basis of making the
judgements about the carrying values of assets and liabilities that are not
readily apparent from other sources. Actual results may differ from these
estimates.

The estimates and underlying assumptions are reviewed on an ongoing basis.
Revisions to accounting estimates are recognized in the period in which the
estimate is revised if the revision affects only that period, or in the period of
the revision and future years if the revision affects both current and future
years.

Judgments made by management in the application of IFRSs that have a
significant effect on the financial statements and major sources of estimation
uncertainty are discussed in Note 2(28).

The measurement basis used in the preparation of the financial statements
is the historical basis, except that the financial instruments classified as fair
value through other comprehensive income (FVOCI) or at fair value through
profit or loss (FVTPL) and derivative financial instruments (see Note 2(9)(C))
are stated at their fair value as explained in the accounting policies.

The financial statements are presented in Renminbi (“RMB”), rounded to the
nearest thousand, which is the functional currency of the Group.
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Notes to the Consolidated Financial Statements

(Expressed in thousands of Renminbi, unless otherwise stated)

2

Significant accounting policies (Continued)

(3)

Changes in accounting policies

The IASB has issued a number of amendments to IFRSs that are first effective
for the current accounting period of the Group. The principal effects of new
and revised IFRSs (including International Accounting Standards (“IASs”)) are
as follows:

IFRS 15, “Revenue from contracts with customers”

The standard contains a single model that applies to contracts with customers
and two approaches to recognising revenue: at a point in time or over time.
The model features a contract-based five-step analysis of transactions to
determine whether, how much and when revenue is recognised.

IFRS 15 also introduces extensive qualitative and quantitative disclosure
requirements which aim to enable users of the financial statements to
understand the nature, amount, timing and uncertainty of revenue and cash
flows arising from contracts with customers. An entity may adopt IFRS 15 on a
full retrospective basis. Alternatively, it may choose to adopt it from the date
of initial application by adjusting opening balances at that date. Transitional
disclosures are different depending on the approach adopted by the entity.

The adoption will not have any material impact on the financial position and
the financial result of the Group.

IFRIC 22, “Foreign currency transactions and advance consideration”

The Interpretation provides guidance on how to determine “the date of
the transaction” when applying IAS 21, the effects of changes in foreign
exchange rates to situations where an entity receives or pays advance
consideration in a foreign currency and recognises a non-monetary asset or
liability.

The Interpretation clarifies that “the date of the transaction” for the purpose
of determining the exchange rate to use on initial recognition of the related
asset, expense or income (or part of it) is the date on which an entity initially
recognises the non-monetary asset or liability arising from the payment or
receipt of advance consideration. If there are multiple payments or receipts in
advance of recognising the related item, the entity should determine the date
of the transaction for each payment or receipt.

The Interpretation is expected to have no material impact on financial position
and financial performance of the Group.
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Notes to the Consolidated Financial Statements

(Expressed in thousands of Renminbi, unless otherwise stated)

2 Significant accounting policies (Continued)

(3)

Changes in accounting policies (Continued)
IFRS 9, “Financial instruments”

IFRS 9 Financial Instruments (“IFRS 9”) introduces new requirements
for classification and measurement of financial assets, including the
measurement of impairment for financial assets, hedge accounting and
disclosure. IFRS 9 is effective for annual periods beginning on or after
January 1, 2018 on a retrospective basis and includes an exception from the
requirement to restate comparative information.

Classification and measurement

IFRS 9 contains three principal classification categories for financial assets:
measured at (1) amortised cost, (2) fair value through profit or loss (FVTPL)
and (3) fair value through other comprehensive income (FVOCI):

° The classification for debt instruments is determined based on the
entity’s business model for managing the financial assets and the
contractual cash flow characteristics of the asset. On initial recognition
the Group may irrevocably designate a financial asset that otherwise
meets the requirements to be measured at amortised cost or at FVOCI
as at FVTPL. If a debt instrument is classified as FVOCI then interest
revenue, impairment, foreign exchange gains/losses and gains/losses
on disposal will be recognised in profit or loss.

° For equity securities, the classification is FVTPL regardless of the
entity’s business model. The only exception is if the equity security
is not held for trading and the entity irrevocably elects to designate
that security as FVOCI. If an equity security is designated as FVOCI
then only dividend income on that security will be recognised in profit
or loss. Gains and losses on that security will be recognised in other
comprehensive income without recycling.

The classification and measurement requirements for financial liabilities
under IFRS 9 are largely unchanged from IAS 39, except that IFRS 9 requires
the fair value change of a financial liability designated at FVTPL that is
attributable to changes of that financial liability’s credit risk to be recognised
in other comprehensive income (without reclassification to profit or loss).

&
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Notes to the Consolidated Financial Statements

(Expressed in thousands of Renminbi, unless otherwise stated)

2 Significant accounting policies (Continued)
(3) Changes in accounting policies (Continued)

IFRS 9, “Financial instruments” (Continued)
Impairment
The new impairment model in IFRS 9 replaces the “incurred loss” model
in IAS 39 with an “expected credit loss” model. Under the expected credit
loss model, it will no longer be necessary for a loss event to occur before an
impairment loss is recognised. Instead, an entity is required to recognise and
measure either a 12-month expected credit loss or lifetime expected credit
loss, depending on the asset and the facts and circumstances, which will
result in an early recognition of credit losses.

Disclosure

IFRS 9 will require extensive new disclosures, in particular about hedge
accounting, credit risk and expected credit loss.

Transition

The Group is required to adopt IFRS 9 from January 1, 2018. The Group
plans to use the exemption from restating comparative information and will
recognise any transition adjustments against the opening balance of net
assets at January 1, 2018.
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Notes to the Consolidated Financial Statements

(Expressed in thousands of Renminbi, unless otherwise stated)

2 Significant accounting policies (Continued)
(3) Changes in accounting policies (Continued)
IFRS 9, “Financial instruments” (Continued)
Transition (Continued)

The following financial assets has been reclassified and remeasured on
transition to IFRS 9 on January 1, 2018.

IAS 39 IFRS 9
December 31, January 1,
2017  Reclassification Remeasurement 2018
Assets
Cash and deposits with central
bank 64,369,403 - - 64,369,403
Deposits with banks and other
financial institutions 8,923,751 - (894) 8,922,857
Placements with banks and other
financial institutions 1,363,355 - (419) 1,362,936
Financial assets held under resale
agreements 12,988,617 - (1,302) 12,987,315
Loans and advances to customers 191,708,835 - (470,574) 191,238,261
Available-for-sale financial assets 94,558,846 (94,558,846) - -
Held-to-maturity investments 23,735,307 (23,735,307) - -
Debt securities classified as
receivables 98,764,236 (98,764,236) - -
Financial investments at fair value
through profit or loss 9,865,812 44,039,215 (55,607) 53,849,420
Financial investments at fair value
through other comprehensive
income - 36,032,339 16,448 36,048,787
Financial investments at amortised
cost - 136,986,835 (1,675,428) 135,311,407
Property and equipment 4,606,622 - - 4,606,622
Deferred tax assets 2,045,918 - 597,458 2,643,376
Goodwill 468,397 - - 468,397
Other assets 8,590,727 - - 8,590,727

Total assets 521,989,826 = (1,590,318) 520,399,508
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(Expressed in thousands of Renminbi, unless otherwise stated)

2

Significant accounting policies (Continued)

(3)

Changes in accounting policies (Continued)

IFRS 9, “Financial instruments” (Continued)

Transition (Continued)

IAS 39 IFRS 9
December 31, January 1,
2017  Reclassification Remeasurement 2018
Liabilities
Borrowing from the central bank 1,322,887 - - 1,322,887
Deposits from banks and other
financial institutions 39,650,832 - - 39,650,832
Placements from banks and other
financial institutions 5,717,105 - - 5,717,105
Financial assets sold under
repurchase agreements 40,809,848 - - 40,809,848
Deposits from customers 306,708,284 - - 306,708,284
Income tax payable 984,900 - - 984,900
Debt securities issued 74,128,630 - - 74,128,630
Other liabilities 6,576,729 - 52,961 6,629,690
Total liabilities 475,899,215 - 52,961 475,952,176
Equity
Share capital 20,075,000 - - 20,075,000
Capital reserve 13,535,519 - 836,027 14,371,546
Surplus reserve 1,258,065 - - 1,258,065
General reserve 6,386,313 - - 6,386,313
Retained earnings 4,014,023 - (2,479,3006) 1,534,717
Total equity attributable to equity
shareholders of the Bank 45,268,920 = (1,643,279) 43,625,641
Non-controlling interests 821,691 - - 821,691
Total equity 46,090,611 - (1,643,279) 44,447,332
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Notes to the Consolidated Financial Statements

(Expressed in thousands of Renminbi, unless otherwise stated)

2 Significant accounting policies (Continued)
(3) Changes in accounting policies (Continued)
IFRS 9, “Financial instruments” (Continued)
The following table shows the original measurement categories in accordance

with IAS 39 and the new measurement categories under IFRS 9 for the
Group’s impairment allowance balance as at January 1, 2018.

IAS 39 IFRS 9
December 31, January 1,
2017 Remeasurement 2018
Loans and advances to
customers 7,194,114 621,089 7,815,203
Available-for-sale financial
assets 1,018,444 (1,018,444) -
Debt securities classified
as receivables 704,488 (704,488) -
Financial investments at
fair value through other
comprehensive income - 21,472 21,472
Financial investments at
amortised cost - 4,232,749 4,232,749
Credit commitments - 52,961 52,961
Deposits with banks and
other financial institutions - 894 894
Placements with banks and
other financial institutions 19,027 419 19,446
Financial assets held under
resale agreements - 1,302 1,302
Total 8,936,073 3,207,954 12,144,027

The Group has not applied any new standard or interpretation that is not yet
effective for the current accounting period.
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(Expressed in thousands of Renminbi, unless otherwise stated)

2 Significant accounting policies (Continued)
(4) Subsidiaries and non-controlling interests

Subsidiaries are entities controlled by the Group. The Group controls an entity
when it is exposed, or has rights, to variable returns from its involvement with
the entity and has the ability to affect those returns through its power over the
entity. When assessing whether the Group has power, only substantive rights
(held by the Group and other parties) are considered.

An investment in a subsidiary is consolidated into the consolidated financial
statements from the date that control commences until the date that
control ceases. Intra-group balances, transactions and cash flows and any
unrealised profits arising from intra-group transactions are eliminated in full in
preparing the consolidated financial statements. Unrealised losses resulting
from intra-group transactions are eliminated in the same way as unrealised
gains but only to the extent that there is no evidence of impairment.

Non-controlling interests represent the equity in a subsidiary not attributable
directly or indirectly to the Bank, and in respect of which the Group has not
agreed any additional terms with the holders of those interests which would
result in the Group as a whole having a contractual obligation in respect
of those interests that meets the definition of a financial liability. For each
business combination, the Group can elect to measure any non-controlling
interests either at fair value or at the non-controlling interests’ proportionate
share of the subsidiary’s net identifiable assets.

Non-controlling interests are presented in the consolidated statement of
financial position within equity, separately from equity attributable to the
equity shareholders of the Bank. Non-controlling interests in the results of
the Group are presented on the face of the consolidated statement of profit
or loss and other comprehensive income as an allocation of the total profit or
loss and total comprehensive income between non-controlling interests and
the equity shareholders of the Bank.

Changes in the Group’s interests in a subsidiary that do not result in a loss
of control are accounted for as equity transactions, whereby adjustments
are made to the amounts of controlling and non-controlling interests within
consolidated equity to reflect the change in relative interests, but no
adjustments are made to goodwill and no gain or loss is recognised.
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2 Significant accounting policies (Continued)

4)

(5)

Subsidiaries and non-controlling interests (Continued)

When the Group loses control of a subsidiary, it is accounted for as a disposal
of the entire interest in that subsidiary, with a resulting gain or loss being
recognised in profit or loss. Any interest retained in that former subsidiary
at the date when control is lost is recognised at fair value and this amount is
regarded as the fair value on initial recognition of a financial asset or, when
appropriate, the cost on initial recognition of an investment in an associate or
joint venture (see Note 2(5)).

In the Bank’s statement of financial position, an investment in a subsidiary is
stated at cost less impairment losses (see Note 2(18)), unless the investment
is classified as held for sale (or included in a disposal group that is classified
as held for sale).

Associates and joint ventures

An associate is an entity in which the Group or the Bank has significant
influence, but not control or joint control, over its management, including
participation in the financial and operating policy decisions.

A joint venture is an arrangement whereby the Group or the Bank and other
parties contractually agree to share control of the arrangement, and have
rights to the net assets of the arrangement.

An investment in an associate or a joint venture is accounted for in the
consolidated financial statements under the equity method, unless it is
classified as held for sale (or included in a disposal group that is classified as
held for sale). Under the equity method, the investment is initially recorded at
cost, adjusted for any excess of the Group’s share of the acquisition-date fair
values of the investee’s identifiable net assets over the cost of the investment
(if any). Thereafter, the investment is adjusted for the post acquisition change
in the Group’s share of the investee’s net assets and any impairment loss
relating to the investment (see Note 2(18)). Any acquisition-date excess
over cost, the Group’s share of the post-acquisition, post-tax results of
the investees and any impairment losses for the year are recognised in
the consolidated statement of profit or loss, whereas the Group’s share of
the post-acquisition post-tax items of the investees’ other comprehensive
income is recognised in the consolidated statement of profit or loss and other
comprehensive income.
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2

Significant accounting policies (Continued)

(5)

Associates and joint ventures (Continued)

When the Group’s share of losses exceeds its interest in the associate or the
joint venture, the Group’s interest is reduced to nil and recognition of further
losses is discontinued except to the extent that the Group has incurred legal
or constructive obligations or made payments on behalf of the investee. For
this purpose, the Group’s interest is the carrying amount of the investment
under the equity method together with the Group’s long-term interests that in
substance form part of the Group’s net investment in the associate or the joint
venture.

Unrealised profits and losses resulting from transactions between the Group
and its associates and joint venture are eliminated to the extent of the Group’s
interest in the investee, except where unrealised losses provide evidence of
an impairment of the asset transferred, in which case they are recognised
immediately in profit or loss.

If an investment in an associate becomes an investment in a joint venture
or vice versa, retained interest is not remeasured. Instead, the investment
continues to be accounted for under the equity method.

In all other cases, when the Group ceases to have significant influence over
an associate or joint control over a joint venture, it is accounted for as a
disposal of the entire interest in that investee, with a resulting gain or loss
being recognised in profit or loss. Any interest retained in that former investee
at the date when significant influence or joint control is lost is recognised at
fair value and this amount is regarded as the fair value on initial recognition of
a financial asset (see note 2(9)).

In the Bank’s statement of financial position, investments in associates and
joint venture are stated at cost less impairment losses, unless classified as
held for sale (or included in a disposal group that is classified as held for
sale).
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2 Significant accounting policies (Continued)

(6)

()

- r -
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Goodwill
Goodwill represents the excess of

(i) the aggregate of the fair value of the consideration transferred, the
amount of any non-controlling interest in the acquiree and the fair value
of the Group’s previously held equity interest in the acquiree; over

(i)  the net fair value of the acquiree’s identifiable assets and liabilities
measured as at the acquisition date.

When (ii) is greater than (i), then this excess is recognised immediately in
profit or loss as a gain on a bargain purchase. Goodwill is stated at cost less
accumulated impairment losses. Goodwill arising on a business combination
is allocated to each cash-generating unit, or groups of cash generating units
that is expected to benefit from the synergies of the combination and is tested
annually for impairment (see Note 2(18)).

On disposal of a cash generating unit during the year, any attributable
amount of purchased goodwill is included in the calculation of the profit or
loss on disposal.

Translation of foreign currencies

When the Group receives capital in foreign currencies from investors, the
capital is translated to RMB at the spot exchange rate on the date of receipt.
Other foreign currency transactions are, on initial recognition, translated
to RMB at the spot exchange rates or the rates that approximate the spot
exchange rates at the dates of transactions.

A spot exchange rate is quoted by the PBOC, the State Administration of
Foreign Exchange, or a cross rate determined based on quoted exchange
rates. A rate that approximates the spot exchange rate is determined by a
systematic and rational method, normally the average exchange rate of the
current period.
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2 Significant accounting policies (Continued)
(7) Translation of foreign currencies (Continued)

Monetary items denominated in foreign currencies are translated to RMB at
the spot exchange rate at the end of each reporting period. The resulting
exchange differences are recognized in profit or loss. Non-monetary items
denominated in foreign currencies that are measured at historical cost are
translated to RMB using the foreign exchange rate at the transaction date.
Non-monetary items denominated in foreign currencies that are measured at
fair value are translated using the foreign exchange rate at the date the fair
value is determined; the exchange differences are recognized in profit or
loss, except for the exchange differences arising from the translation of non-
monetary financial investments at fair value through other comprehensive
income which are recognized in capital reserve.

(8) Cash and cash equivalents

Cash and cash equivalents comprise cash on hand, non-restricted balances
with central bank, short-term deposits and placements with banks and other
financial institutions, financial assets held under resale agreements and
highly liquid short-term investments which are readily convertible into known
amounts of cash and are subject to an insignificant risk of change in value.
Cash and cash equivalents are assessed for expected credit losses (ECL) in
accordance with the policy set out in note 2(9)(A)(ii).

(9) Financial instruments
(A) Policy applicable from 1 January 2018
(i) Recognition and measurement of financial assets and liabilities

A financial asset or financial liability is recognized in the
statements of financial position when the Group becomes a
party to the contractual provisions of a financial instrument.
The financial instruments are initially stated at fair value plus
directly attributable transaction costs, except for those financial
instruments measured at FVTPL for which transaction costs are
recognised directly in profit or loss. For an explanation of how the
Group determines fair value of financial instruments, see note 44.
These financial instruments are subsequently accounted for as
follows, depending on their classification.
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2 Significant accounting policies (Continued)
(9) Financial instruments (Continued)
(A) Policy applicable from 1 January 2018 (Continued)

(i) Recognition and measurement of financial assets and liabilities
(Continued)

Financial instruments other than equity investments

Non-equity financial instruments held by the Group are classified
into one of the following measurement categories:

- amortised cost, if the financial instrument is held for the
collection of contractual cash flows which represent solely
payments of principal and interest. Interest income from the
financial instrument is calculated using the effective interest
method (see note 2(23)(i)).

- fair value through other comprehensive income (FVOCI)
(recycling), if the contractual cash flows of the financial
instrument comprise solely payments of principal and
interest and the financial instrument is held within a
business model whose objective is achieved by both the
collection of contractual cash flows and sale. Changes in
fair value are recognised in other comprehensive income,
except for the recognition in profit or loss of expected credit
losses, interest income (calculated using the effective
interest method) and foreign exchange gains and losses.
When the financial instrument is derecognised, the amount
accumulated in other comprehensive income is recycled
from equity to profit or loss.

- fair value through profit or loss (FVTPL), if the financial
instrument does not meet the criteria for being measured
at amortised cost or FVOCI (recycling). Changes in the fair
value of the financial instrument (including interest) are
recognised in profit or loss.
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2 Significant accounting policies (Continued)
(9) Financial instruments (Continued)
(A) Policy applicable from 1 January 2018 (Continued)

(i)  Recognition and measurement of financial assets and liabilities
(Continued)

Equity investments

An investment in equity securities is classified as FVTPL unless
the equity investment is not held for trading purposes and
on initial recognition of the investment the Group makes an
election to designate the investment at FVOCI (non-recycling)
such that subsequent changes in fair value are recognised
in other comprehensive income. Such elections are made on
an instrument-by-instrument basis, but may only be made if
the investment meets the definition of equity from the issuer’s
perspective. Where such an election is made, the amount
accumulated in other comprehensive income remains in the fair
value reserve (non-recycling) until the investment is disposed of.
At the time of disposal, the amount accumulated in the fair value
reserve (non-recycling) is transferred to retained earnings. It is
not recycled through profit or loss. Dividends from an investment
in equity securities, irrespective of whether classified as at FVTPL
or FVOCI, are recognised in profit or loss.

(i) Credit losses and impairment of financial assets

The Group recognises a loss allowance for expected credit losses
(ECLs) on the following items:

- financial assets measured at amortised cost (including cash
and cash equivalents, loans and advances to customers,
and financial investments at amortised cost);

— debt securities measured at FVOCI (recycling);

- loan commitments issued, which are not measured at
FVTPL.

Financial assets measured at fair value, including units in bond

funds, equity securities measured at FVTPL, equity securities
T designated at FVOCI (non-recycling) and derivative financial
i assets, are not subject to the ECL assessment.
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Significant accounting policies (Continued)

(9

Financial instruments (Continued)

(A) Policy applicable from 1 January 2018 (Continued)

(i)
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Credit losses and impairment of financial assets (Continued)
Measurement of ECLs

ECLs are a probability-weighted estimate of credit losses. Credit
losses are measured as the present value of all expected cash
shortfalls (i.e. the difference between the cash flows due to the
Group in accordance with the contract and the cash flows that
the Group expects to receive).

For undrawn loan commitments, expected cash shortfalls are
measured as the difference between (i) the contractual cash
flows that would be due to the Group if the holder of the loan
commitment draws down on the loan and (ii) the cash flows that
the Group expects to receive if the loan is drawn down.

The expected cash shortfalls are discounted using the following
discount rates where the effect of discounting is material:

- fixed-rate financial assets, trade and other receivables and
contract assets: effective interest rate determined at initial
recognition or an approximation thereof;

- variable-rate financial assets: current effective interest rate;

- loan commitments: current risk-free rate adjusted for risks
specific to the cash flows.

The maximum period considered when estimating ECLs is the
maximum contractual period over which the Group is exposed to
credit risk.

In measuring ECLs, the Group takes into account reasonable
and supportable information that is available without undue cost
or effort. This includes information about past events, current
conditions and forecasts of future economic conditions.
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2 Significant accounting policies (Continued)

(9) Financial instruments (Continued)

(A) Policy applicable from 1 January 2018 (Continued)

(i)

Credit losses and impairment of financial assets (Continued)
Measurement of ECLs (Continued)

ECLs are measured on either of the following bases:

= 12-month ECLs: these are losses that are expected to result

from possible default events within the 12 months after the
reporting date; and

- lifetime ECLs: these are losses that are expected to result

from all possible default events over the expected lives of
the items to which the ECL model applies.

For all other financial instruments (including loan commitments
issued), the Group recognises a loss allowance equal to 12-month
ECLs unless there has been a significant increase in credit risk of
the financial instrument since initial recognition, in which case the
loss allowance is measured at an amount equal to lifetime ECLs.

Significant increases in credit risk

In assessing whether the credit risk of a financial instrument
(including a loan commitment) has increased significantly
since initial recognition, the Group compares the risk of default
occurring on the financial instrument assessed at the reporting
date with that assessed at the date of initial recognition. In
making this reassessment, the Group considers that a default
event occurs when (i) the borrower is unlikely to pay its credit
obligations to the Group in full, without recourse by the Group
to actions such as realising security (if any is held); or (ii) the
financial asset is 90 days past due. The Group considers both
quantitative and qualitative information that is reasonable and
supportable, including historical experience and forward-looking
information that is available without undue cost or effort.
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Significant accounting policies (Continued)

(9

Financial instruments (Continued)

(A) Policy applicable from 1 January 2018 (Continued)

(i)
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Credit losses and impairment of financial assets (Continued)
Significant increases in credit risk (Continued)

In particular, the following information is taken into account when
assessing whether credit risk has increased significantly since
initial recognition:

- failure to make payments of principal or interest on their
contractually due dates;

- an actual or expected significant deterioration in a financial
instrument’s external or internal credit rating (if available);

- an actual or expected significant deterioration in the
operating results of the debtor; and

- existing or forecast changes in the technological, market,
economic or legal environment that have a significant
adverse effect on the debtor’s ability to meet its obligation
to the Group.

For loan commitments, the date of initial recognition for the
purpose of assessing ECLs is considered to be the date that
the Group becomes a party to the irrevocable commitment. In
assessing whether there has been a significant increase in credit
risk since initial recognition of a loan commitment, the Group
considers changes in the risk of default occurring on the loan to
which the loan commitment relates.

Depending on the nature of the financial instruments, the
assessment of a significant increase in credit risk is performed
on either an individual basis or a collective basis. When
the assessment is performed on a collective basis, the
financial instruments are grouped based on shared credit risk
characteristics, such as past due status and credit risk ratings.
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2 Significant accounting policies (Continued)
(9) Financial instruments (Continued)
(A) Policy applicable from 1 January 2018 (Continued)
(i) Credit losses and impairment of financial assets (Continued)
Significant increases in credit risk (Continued)

ECLs are remeasured at each reporting date to reflect changes in
the financial instrument’s credit risk since initial recognition. Any
change in the ECL amount is recognised as an impairment gain or
loss in profit or loss. The Group recognises an impairment gain or
loss for all financial instruments with a corresponding adjustment
to their carrying amount through a loss allowance account, except
for investments in debt securities that are measured at FVOCI
(recycling), for which the loss allowance is recognised in other
comprehensive income and accumulated in the fair value reserve
(recycling).

Basis of calculation of interest income

Interest income recognised in accordance with note 2(23)(i) is
calculated based on the gross carrying amount of the financial
asset unless the financial asset is credit-impaired, in which case
interest income is calculated based on the amortised cost (i.e. the
gross carrying amount less loss allowance) of the financial asset.

At each reporting date, the Group assesses whether a financial
asset is credit-impaired. A financial asset is credit-impaired
when one or more events that have a detrimental impact on the
estimated future cash flows of the financial asset have occurred.
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2 Significant accounting policies (Continued)

(9) Financial instruments (Continued)

(A) Policy applicable from 1 January 2018 (Continued)

(i)

Credit losses and impairment of financial assets (Continued)
Basis of calculation of interest income (Continued)

Evidence that a financial asset is credit-impaired includes the
following observable events:

- significant financial difficulties of the debtor;

- a breach of contract, such as a default or delinquency in
interest or principal payments;

- it becoming probable that the borrower will enter into
bankruptcy or other financial reorganisation;

- significant changes in the technological, market, economic
or legal environment that have an adverse effect on the
debtor; or

- the disappearance of an active market for a security
because of financial difficulties of the issuer.

Write-off policy

The gross carrying amount of a financial asset, lease receivable
or contract asset is written off (either partially or in full) to the
extent that there is no realistic prospect of recovery. This is
generally the case when the Group determines that the debtor
does not have assets or sources of income that could generate
sufficient cash flows to repay the amounts subject to the write-off.

Subsequent recoveries of an asset that was previously written off
are recognised as a reversal of impairment in profit or loss in the
period in which the recovery occurs.
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2

Significant accounting policies (Continued)

(9

Financial instruments (Continued)

(B) Policy applicable prior to 1 January 2018

(i)

Recognition and measurement of financial assets and liabilities

The Group classified financial assets and liabilities into different
categories at initial recognition based on the purpose of
acquiring assets or assuming liabilities: financial assets and
financial liabilities at fair value through profit or loss, loans and
receivables, held-to-maturity investments, available-for-sale
financial assets and other financial liabilities.

Financial assets and financial liabilities were measured initially at
fair value. For financial assets and financial liabilities at fair value
through profit or loss, any directly attributable transaction costs
were charged to profit or loss; for other categories of financial
assets and financial liabilities, any attributable transaction costs
were included in their initial costs.

Financial assets and financial liabilities were categorized as
follows:

o Financial assets and financial liabilities at fair value through
profit or loss (including financial assets or financial liabilities
held for trading).

A financial asset or financial liability was classified as at fair
value through profit or loss if it was acquired or incurred
principally for the purpose of selling or repurchasing in the
near term, a financial instrument managed in a pattern of
short-term profit taking, a derivative, or if it was designated
at fair value through profit or loss.
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2 Significant accounting policies (Continued)
(9) Financial instruments (Continued)
(B) Policy applicable prior to 1 January 2018 (Continued)

(i) Recognition and measurement of financial assets and liabilities
(Continued)

Financial assets and financial liabilities were designated at fair
value through profit or loss upon initial recognition when:

- the financial assets or financial liabilities were managed,
evaluated and reported internally on a fair value basis;

= the designation eliminates or significantly reduces the
discrepancies in the recognition or measurement of
relevant gains or losses arising from the different basis of
measurement of the financial assets or financial liabilities;

- the financial assets or financial liabilities contains an
embedded derivative that significantly modifies the cash
flows that would otherwise be required under the contract;
or

- the separation of the embedded derivatives from the
financial instrument was prohibited.

Subsequent to initial recognition, financial assets and financial
liabilities at fair value through profit or loss were measured at
fair value, without any deduction for transactions costs that may
occur on sale, and changes therein were recognized in profit or
loss.
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2 Significant accounting policies (Continued)
(9) Financial instruments (Continued)
(B) Policy applicable prior to 1 January 2018 (Continued)

(i) Recognition and measurement of financial assets and liabilities
(Continued)

o Held-to-maturity investments

Held-to-maturity investments were non-derivative financial
assets with fixed or determinable payments and fixed
maturity that the Group had the positive intention and ability
to hold to maturity, other than

(a) those that the Group, upon initial recognition,
designates at fair value through profit or loss or as
available-for-sale; or

(b) those that meet the definition of loans and
receivables.

Subsequent to initial recognition, held-to-maturity
investments were stated at amortized cost using the
effective interest method.

° Loans and receivables

Loans and receivables were non-derivative financial assets
held by the Group with fixed or determinable recoverable
amounts that were not quoted in an active market, other
than

(a) those that the Group intended to sell immediately or
in the near-term, which would be classified as held
for trading;

(b) those that the Group, upon initial recognition,
designated as at fair value through profit or loss or as
available-for-sale; or
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2 Significant accounting policies (Continued)
(9) Financial instruments (Continued)
(B) Policy applicable prior to 1 January 2018 (Continued)

(i) Recognition and measurement of financial assets and liabilities
(Continued)

o Loans and receivables (Continued)

(c) those where the Group might not recover substantially
all of its initial investment, other than because of
credit deterioration, which would be classified as
available-for-sale.

Loans and receivables mainly comprise loans and
advances to customers, debt securities classified as
receivables, deposits and placements with banks and
other financial institutions and financial assets held under
resale agreements. Subsequent to initial recognition, loans
and receivables were stated at amortized cost using the
effective interest method.

o Available-for-sale financial assets

Available-for-sale financial assets include non-derivative
financial assets that were designated upon initial
recognition as available-for-sale and other financial assets
which did not fall into any of the above categories.

Subsequent to initial recognition, available-for-sale financial
assets were measured at fair value, without any deduction
for transaction costs that may occur on sale and changes
therein, except for impairment losses and foreign exchange
gains and losses from monetary financial assets, were
recognized directly in other comprehensive income.
Investments in available-for-sale equity instruments that
did not have a quoted price in an active market and whose
fair value cannot be reliably measured, were measured at
cost less impairment losses, if any. When an investment
was derecognized, the cumulative gain or loss in other
comprehensive income was reclassified to the profit or loss.
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2 Significant accounting policies (Continued)
(9) Financial instruments (Continued)
(B) Policy applicable prior to 1 January 2018 (Continued)

(i) Recognition and measurement of financial assets and liabilities
(Continued)

° Other financial liabilities

Financial liabilities other than the financial liabilities at fair
value through profit or loss were classified as other financial
liabilities.

Subsequent to initial recognition, other financial liabilities
were measured at amortized cost using the effective
interest method.

(i) Credit losses and impairment of financial assets

The carrying amounts of financial assets other than those at fair
value through profit or loss were reviewed by the Group at the
end of each reporting period to determine whether there was
objective evidence of impairment. If any such evidence exists,
impairment loss was provided. Objective evidence of impairment
in the financial asset represents events that occur after the initial
recognition of the financial asset and had impact on the estimated
future cash flows of the asset, which could be estimated reliably.

Objective evidence included the following loss event:
- significant financial difficulty of the issuer or borrower;

- a breach of contract, such as a default or delinquency in
interest or principal payments;

- it is becoming probable that the borrower will enter
bankruptcy or other financial reorganization;

- disappearance of an active market for financial assets
because of financial difficulties;
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2 Significant accounting policies (Continued)
(9) Financial instruments (Continued)
(B) Policy applicable prior to 1 January 2018 (Continued)
(i) Credit losses and impairment of financial assets (Continued)

- significant changes in the technological, market, economic
or legal environment that have an adverse effect on the
borrower; and

- a significant or prolonged decline in the fair value of an
investment in an equity instrument below its cost.

° Loans and receivables

The Group used two methods of assessing impairment
losses: those assessed individually and those assessed on
a collective basis.

Individual assessment

Loans and receivables, which were considered individually
significant, were assessed individually for impairment. If
there was objective evidence of impairment of loans and
receivables, the amount of loss was measured as the
excess of its carrying amount over the present value of
the estimated future cash flows (exclusive of future credit
losses that have not been incurred) discounted at the
original effective interest rate. The impairment losses were
recognized in profit or loss.

It might not be possible to identify a single, discrete event
that caused the impairment but it might be possible to
identify impairment through the combined effect of several
events.

Cash flows relating to short-term loans and receivables
were not discounted when assessing impairment loss if the
difference between the estimated future cash flows and its
present value was immaterial.
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2 Significant accounting policies (Continued)
(9) Financial instruments (Continued)
(B) Policy applicable prior to 1 January 2018 (Continued)
(i) Credit losses and impairment of financial assets (Continued)
o Loans and receivables (Continued)
Individual assessment (Continued)

The calculation of the present value of the estimated future
cash flows of a collateralized loan or receivable reflected
the cash flows that might result from foreclosure less costs
for obtaining and selling the collateral.

Collective assessment

Loans and receivables which were assessed collectively
for impairment include individually assessed loans and
receivables with no objective evidence of impairment
on an individual basis, and homogeneous groups of
loans and receivables which were not considered
individually significant and not assessed individually.
Loans and receivables were grouped for similar credit risk
characteristics for collective assessment. The objective
evidence of impairment mainly included that, though it
is unable to identify the decrease of cash flow of each
individual asset, after collective assessment based on
observable data, there was observable evidence indicating
that there was a measurable decrease in the estimated
future cash flow from a group of financial assets since the
initial recognition of those assets.

Homogeneous groups of loans not considered individually
significant

For homogeneous groups of loans that were not considered

individually significant, the Group adopts a flow rate

methodology to collectively assess impairment losses.

This methodology utilized a statistical analysis of historical

trends of probability of default and amount of consequential

loss, as well as an adjustment of observable data that
T reflected the current economic conditions and judgment
i based on management’s historical experience.
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2 Significant accounting policies (Continued)
(9) Financial instruments (Continued)
(B) Policy applicable prior to 1 January 2018 (Continued)
(i) Credit losses and impairment of financial assets (Continued)
o Loans and receivables (Continued)

Individually assessed loans with no objective evidence of
impairment on an individual basis

Loans which were individually significant and therefore
had been individually assessed but for which no objective
evidence of impairment could be identified, either due to
the absence of any loss events or due to an inability to
measure reliably the impact of loss events on future cash
flows, were grouped together in portfolios of similar credit
risk characteristics for the purpose of assessing a collective
impairment loss. This assessment covered those loans and
advances that were impaired at the end of each reporting
periods but which would not be individually identified as
such until sometime in the future.

The collective impairment loss was assessed after taking
into account:

- historical loss experience in portfolios of similar credit
risk characteristics;

- the emergence period between a loss occurring and
that loss being identified; and

- the current economic and credit environments and the
judgment on inherent loss based on management’s
historical experience.

The emergence period between a loss occurring and its
identification was determined by management based on
the historical experience of the markets where the Group
operates.
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2 Significant accounting policies (Continued)
(9) Financial instruments (Continued)
(B) Policy applicable prior to 1 January 2018 (Continued)
(i) Credit losses and impairment of financial assets (Continued)
o Loans and receivables (Continued)

As soon as information was available that specifically
identifies objective evidence of impairment on individual
assets in a portfolio, those assets were removed from the
portfolio of financial assets. Assets that were individually
assessed for impairment and for which an impairment loss
was or continues to be recognized were not included in a
collective assessment for impairment.

The Group periodically reviewed and assessed the impaired
loans and receivables for any subsequent changes to the
estimated recoverable amounts and the resulted changes
in the provision for impairment losses.

If, in a subsequent period the amount of an impairment loss
decreased and the decrease could be related objectively
to an event occurring after the impairment loss was
recognized, the impairment loss was reversed through
profit or loss. The reversal should not result in a carrying
amount of the financial asset that exceeds the amortized
cost at the date of the reversal had the impairment not been
recognized.

When the Group determined that loans and receivables
had no reasonable prospect of recovery after the Group
had completed all the necessary legal or other claim
proceedings, the loans and receivables were written
off against its provision for impairment losses upon
necessary approval. If in a subsequent period the loans
and receivables written off were recovered, the amount
recovered was recognized in profit or loss through
impairment losses.
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2 Significant accounting policies (Continued)
(9) Financial instruments (Continued)
(B) Policy applicable prior to 1 January 2018 (Continued)
(i) Credit losses and impairment of financial assets (Continued)
o Loans and receivables (Continued)

Rescheduled loans were loans that had been restructured
due to deterioration in the borrower’s financial position to
the extent that the borrower was unable to repay according
to the original terms and where the Group had made
concessions that it would not otherwise consider under
normal circumstances. Rescheduled loans were assessed
individually and classified as impaired loans upon
restructuring. Rescheduled loans were subject to ongoing
monitoring. Once a rescheduled loan meeted specific
conditions, it was no longer considered as impaired.

o Held-to-maturity investments

The impairment loss was calculated based on the excess of
its carrying amount over the present value of the estimated
future cash flows (exclusive of future credit losses that
had not been incurred) discounted at the original effective
interest rate. All impairment losses were recognized in profit
or loss.

If, in a subsequent period the amount of an impairment loss
decreased and the decrease could be related objectively
to an event occurring after the impairment loss was
recognized, the impairment loss was reversed through
profit or loss. The reversal should not result in a carrying
amount of the financial asset that exceeds the amortized
cost at the date of the reversal had the impairment not been
recognized.
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2 Significant accounting policies (Continued)
(9) Financial instruments (Continued)
(B) Policy applicable prior to 1 January 2018 (Continued)
(i) Credit losses and impairment of financial assets (Continued)
o Available-for-sale financial assets

When an available-for-sale financial asset was impaired,
the cumulative loss arising from decline in fair value that
had been recognized in other comprehensive income was
reclassified to the profit or loss even though the financial
asset had not been derecognized.

The amount of the cumulative loss that was removed from
equity was the difference between the acquisition cost net
of any principal repayment and amortization and current
fair value, less any impairment loss on that financial asset
previously recognized in profit or loss.

If, after an impairment loss had been recognized on
available-for-sale debt instruments, the fair value of the
assets increases in a subsequent period and the increase
could be objectively related to an event occurring after
the impairment loss was recognized, the impairment loss
was reversed through profit or loss. An impairment loss
recognized for an equity instrument classified as available-
for-sale was not reversed through profit or loss but
recognized directly in other comprehensive income.

For investments in equity instruments measured at cost,
the amount of any impairment loss was measured as the
difference between the carrying amount of the financial
asset, and the present value of estimated future cash flows
discounted at the current market rate of return for a similar
financial asset and recognized in profit or loss. Impairment
losses for equity instruments carried at cost were not
reversed.
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2 Significant accounting policies (Continued)

(9) Financial instruments (Continued)

(€)

Derivative financial instruments

Derivative financial instruments are initially recognised at fair value
on the date on which a derivative contract is entered into and are
subsequently remeasured at fair value. Derivatives are carried as assets
when the fair value is positive and as liabilities when the fair value is
negative.

Certain derivatives embedded in financial instruments are treated as
separate derivatives when their economic characteristics and risks
are not closely related to those of the host contract and the hybrid
instrument is not carried at fair value through profit or loss. These
embedded derivatives are measured at fair value through profit or loss.

Any gains or losses arising from changes in fair value on derivatives
that do not qualify for hedge accounting are recognised directly in
profit or loss.

For less complex derivative products, the fair values are principally
determined by valuation models which are commonly used by
market participants. Inputs to valuation models are determined from
observable market data wherever possible, including foreign exchange
spot and forward rates and interest rate yield curves. For more complex
derivative products, the fair values are mainly determined by quoted
prices from dealers.
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Significant accounting policies (Continued)

(9) Financial instruments (Continued)

(D)

Fair value measurement principles

Fair value is the price that would be received to sell an asset or paid to
transfer a liability in an orderly transaction between market participants
at the measurement date in the principal or, in its absence, the most
advantageous market to which the Group has access at that date.

If there is an active market for a financial asset or financial liability,
the quoted price in the active market without adjusting for transaction
costs that may be incurred upon future disposal or settlement is used
to establish the fair value of the financial asset or financial liability. For
a financial asset held or a financial liability to be assumed, the quoted
price is the current bid price. For a financial asset to be acquired
or a financial liability assumed, it is the current asking price. The
quoted prices from an active market are prices that are readily and
regularly available from an exchange, broker, industry group or pricing
service agency, and represent actual and regularly occurring market
transactions on an arm’s length basis.

If no active market exists for a financial instrument, a valuation
technique is used to establish the fair value. Valuation techniques
include using recent arm’s length market transactions between
knowledgeable, willing parties; reference to the current fair value of
another instrument that is substantially the same; discounted cash
flow analysis and option pricing models. Where discounted cash
flow technique is used, future cash flows are estimated based on
management’s best estimates and the discount rate used is the
prevailing market rate applicable for instrument with similar terms and
conditions at the end of each reporting period. Where other pricing
models are used, inputs are based on market data at the end of each
reporting period.

In estimating the fair value of a financial asset and financial liability,
the Group considers all factors including, but not limited to, risk-free
interest rate, credit risk, foreign exchange rate and market volatility,
that are likely to affect the fair value of the financial asset and financial
liability.

The Group obtains market data from the same market where the
financial instrument was originated or purchased.
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2 Significant accounting policies (Continued)

(9) Financial instruments (Continued)

(E)

(F)

Derecognition of financial assets and financial liabilities

Financial assets (or a part of a financial asset or group of financial
assets) are derecognized when the financial assets meet one of the
following conditions:

- the contractual rights to the cash flows from the financial asset
expire; or

- the Group transfers substantially all the risks and rewards of
ownership of the financial assets or where substantially all
the risks and rewards of ownership of a financial asset are
neither retained nor transferred, the control over that asset is
relinquished.

If the Group neither transfers nor retains substantially all the risks and
rewards of ownership of the financial asset, but retains control, the
Group continues to recognize the financial asset and relevant liability to
the extent of its continuing involvement in the financial asset.

The financial liability (or part of it) is derecognized only when the
underlying present obligation (or part of it) specified in the contracts is
discharged, cancelled or expired. An agreement between the Group
and an existing lender to replace the original financial liability with a
new financial liability with substantially different terms, or a substantial
modification of the terms of an existing financial liability is accounted
for as an extinguishment of the original financial liability and recognition
of a new financial liability. The difference between the carrying amount
of the derecognized financial liability and the consideration paid is
recognized in profit or loss.

Offsetting

Financial assets and financial liabilities are offset and the net amount
is reported in the statements of financial position when the Group has
a legally enforceable right to set off the recognized amounts and the
transactions are intended to be settled on a net basis, or by realising
the asset and settling the liability simultaneously.

e
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2

Significant accounting policies (Continued)

(10)

(11)

Financial assets held under resale and repurchase agreements

Financial assets purchased under agreements to resell are reported not as
purchases of the assets but as receivables and are carried in the statements
of financial position at amortized cost. Financial assets held under resale
agreements are assessed for expected credit losses (ECL) in accordance
with the policy set out in note 2(9)(A)(ii).

Financial assets sold subject to a simultaneous agreement to repurchase
these assets are retained in the statements of financial position and measured
in accordance with their original measurement principles. The proceeds from
the sale are reported as liabilities and are carried at amortized cost.

Interest earned on reverse repurchase agreements and interest incurred on
repurchase agreements are recognized respectively as interest income and
interest expense over the life of each agreement using the effective interest
method.

Preference share

Preference shares or their components are initially recognised as financial
assets, financial liabilities or equity instruments according to the terms and
the economic substance combined with the definition of financial assets,
financial liabilities and equity instruments.

When the issued preference shares contain equity and liability components,
the Group follows the same accounting policy as for convertible bonds with
equity components. For the issued preference shares which do not contain
equity component, the Group follows the accounting policy as accounting for
the convertible bonds only with liability component.

For the issued preference shares that should be classified as equity
instruments, will be recognised as equity in actual amount received. Interest
and dividends payables are recognised as distribution of profits. Redemption
before maturity will write down equity as redemption price.
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2 Significant accounting policies (Continued)
(12) Investment in subsidiaries

In the Group’s consolidated financial statements, investments in subsidiaries
are accounted for in accordance with the principles described in Note 2(4).

In the Bank’s financial statements, investments in subsidiaries are accounted
for using the cost method. An investment in a subsidiary acquired other than
through a business combination is initially recognized at actual payment
cost if the Bank acquires the investment by cash. The investment is stated
at cost less impairment loss (Note 2(18)) in the statements of financial
position. Except for declared but not yet distributed cash dividends or
profits distribution that have been included in the price or consideration
paid in obtaining the investments, the Group recognizes its share of the
cash dividends or profit distribution declared by the investees as investment
income.

(13) Investment property

Investment property is a property held either for earning rental income or for
capital appreciation or for both. Investment property is accounted for using
the cost model and stated in the statements of financial position at cost less
accumulated depreciation and impairment loss (Note 2(18)). Investment
property is depreciated using the straight-line method over its estimated useful
life after taking into account its estimated residual value.

Estimated rate

Estimated of residual Depreciation
useful life value rate
Premises 20 years 3% 4.85%

(14) Property and equipment and construction in progress

Property and equipment are assets held by the Group for operation and
administration purposes with useful lives over one year.

Property and equipment are stated in the statements of financial position
at cost less accumulated depreciation and impairment loss (Note 2(18)).
Construction in progress is stated in the statements of financial position at
cost less impairment loss (Note 2(18)).
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2 Significant accounting policies (Continued)
(14) Property and equipment and construction in progress (Continued)

The cost of a purchased property and equipment comprises the purchase
price, related taxes, and any expenditure directly attributable to bringing the
asset into working condition for its intended use.

All direct and indirect costs that are related to the construction of property
and equipment and incurred before the assets are ready for their intended
use are capitalised as the cost of construction in progress. Construction
in progress is transferred to property and equipment when the item being
constructed is ready for its intended use. No depreciation is provided against
construction in progress.

Where the individual component parts of an item of property and equipment
have different useful lives or provide benefits to the Group in different
patterns thus necessitating use of different depreciation rates or methods,
they are recognized as a separate property and equipment.

The subsequent costs including the cost of replacing part of an item of
property and equipment are recognized in the carrying amount of the item if
the recognition criteria are satisfied, and the carrying amount of the replaced
part is derecognized. The costs of the day-to-day servicing of property and
equipment are recognized in profit or loss as incurred.

Gains or losses arising from the retirement or disposal of an item of property
and equipment are determined as the difference between the net disposal
proceeds and the carrying amount of the item and are recognized in profit or
loss on the date of retirement or disposal.

e g e
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2 Significant accounting policies (Continued)

(14) Property and equipment and construction in progress (Continued)
Property and equipment are depreciated using the straight-line method over
their estimated useful lives, after taking into account their estimated residual
values. The estimated useful lives, residual values and depreciation rates of

each class of property and equipment are as follows:

Estimated rate

Estimated of residual Depreciation
Asset category useful life value rate
Premises 20 years 3% 4.85%
Motor vehicles 4 years 3% 24.25%
Others 3-10 years 3% 9.70%-32.33%

Useful lives, residual values and depreciation methods are reviewed at least
at each year-end.

(15) Operating leases
Payments made under the leases are charged to profit or loss in equal
instalments over the accounting periods covered by the lease term.

Contingent rentals are charged to profit or loss in the accounting period in
which they are incurred.

- r -
R
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2

Significant accounting policies (Continued)

(16)

(17)

(18)

Intangible assets

The intangible assets of the Group have finite useful lives. The intangible
assets are stated at cost less accumulated amortization and impairment loss
(Note 2(18)). The cost of intangible assets less residual value and impairment
loss is amortized on the straight-line method over the estimated useful lives.

The respective amortization periods for intangible assets are as follows:

Land use rights 30 - 50 years
Computer software 5 years

Repossessed assets

Repossessed assets are physical assets or property rights obtained by the
Group from debtors, warrantors or third parties following the enforcement of
its creditor’s rights. The repossessed assets are initially recognised at fair
value, and are subsequently measured at the lower of the carrying value
and net recoverable amount. If the recoverable amount is lower than the
carrying value of the repossessed assets, the assets are written down to the
recoverable amount.

Provision for impairment losses on non-financial assets
The carrying amounts of the following assets are reviewed at the end of each

reporting period based on the internal and external sources of information to
determine whether there is any indication of impairment:

property and equipment;

- construction in progress;

- intangible assets;

- investment property measured using a cost model;
- investments in subsidiaries and associates; and

= goodwill.

If any indication exists that an asset may be impaired, the recoverable
amount of the asset is estimated.

e g e
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2 Significant accounting policies (Continued)
(18) Provision for impairment losses on non-financial assets (Continued)

A cash-generating unit (“CGU”) is the smallest identifiable group of assets
that generates cash inflows that are largely independent of the cash inflows
from other assets or asset groups. A CGU is composed of assets directly
relating to cash-generation. Identification of a CGU is based on whether major
cash inflows generated by the asset group are largely independent of the
cash inflows from other assets or asset groups. In identifying an asset group,
the Group also considers how management monitors the Group’s operations
and how management makes decisions about continuing or disposing of the
Group’s assets.

The recoverable amount of an asset or CGU, or a group of CGUs (hereinafter
called "asset”) is the higher of its fair value less costs to sell and its present
value of expected future cash flows. If there is any indication that an asset
may be impaired, the recoverable amount is estimated for the individual asset;
if it is not possible to estimate the recoverable amount of the individual asset,
the Group determines the recoverable amount of the asset group to which the
assets belongs.

An asset’'s fair value less costs to sell is the amount determined by the
price of a sale agreement in an arm’s length transaction, less the costs that
are directly attributable to the disposal of the asset. The present value of
expected future cash flows of an asset is determined by discounting the
future cash flows, estimated to be derived from continuing use of the asset
and from its ultimate disposal, to their present value using a pre-tax discount
rate that reflects expected future cash flows, the useful life and the discount
rate specific to the asset.

An impairment loss is recognized in profit or loss if the carrying amount of an
asset exceeds its recoverable amount. A provision for an impairment loss of
the asset is recognized accordingly.

If, in a subsequent period, the amount of impairment loss of the non-
financial asset decreases and the decrease can be linked objectively
to an event occurring after impairment was recognized, the previously
recognized impairment loss is reversed through the profit or loss. A reversal
of impairment loss is limited to the asset's carrying amount that would have
been determined had no impairment loss been recognized in prior periods.
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2 Significant accounting policies (Continued)

(19) Employee benefits

()

Short — term employee benefits and contributions to defined
contribution retirement plans

Salaries, annual bonuses, paid annual leave, contributions to defined
contribution retirement plans and the cost of non-monetary benefits are
accrued in the period in which the associated services are rendered
by employees. Where payment or settlement is deferred and the effect
would be material, these amounts are stated at their present values.

The defined contribution retirement plans of the Group include the
social pension schemes.

Social pension schemes

Pursuant to the relevant laws and regulations in the PRC, the Group has
participated in the social pension schemes for the employees arranged
by local government labour and security authorities. The Group makes
contributions to the retirement schemes at the applicable rates based
on the amounts stipulated by the government. The contributions are
charged to the profit or loss on an accrual basis. When employees
retire, the local government labour and security authorities are
responsible for the payment of the basic retirement benefits to the
retired employees.

Housing fund and other social insurances

In addition to the retirement benefits above, the Group has joined
social security contributions schemes for employees pursuant to the
relevant laws and regulations of the PRC. These schemes include a
housing fund, basic medical insurance, unemployment insurance,
injury insurance and maternity insurance. The Group makes monthly
contributions to the housing fund and other social insurances schemes
at the applicable rates based on the amounts stipulated by the relevant
government authorities. The contributions are charged to profit or loss
on an accrual basis.
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Significant accounting policies (Continued)

(19) Employee benefits (Continued)

(i)

- r -
R

Supplementary retirement benefits
Early retirement plan

The Group provides early retirement benefit payments to employees
who voluntarily agreed to retire early for the period from the date
of early retirement to the regulated retirement date. The benefit
is discounted to determine the present value based on certain
assumptions. The calculation is performed by a qualified actuary using
the projected unit credit method. Differences arising from changes in
assumptions and estimates of the present value of the liabilities are
recognised in profit or loss when incurred.

Supplementary retirement plan

The Group provides a supplementary retirement plan to its eligible
employees. The Group’s obligations in respect of the supplementary
retirement plan are calculated by estimating the present value of the
total amount of future benefits that the Group is committed to pay to
the employees after their retirement. The calculation is performed
by a qualified actuary using the projected unit credit method. Such
obligations were discounted at the interest yield of government bonds
with similar duration at the reporting date. The related service cost and
net interest from the retirement plan are recognised in profit or loss,
and the actuarial gains and losses arising from remeasurements are
recognised in other comprehensive income.

Early retirement plan and supplementary retirement plan thereafter
collectively referred to as “supplementary retirement benefits”. Except
for the above mentioned, the Group has no significant responsibilities
to pay any other retirement benefits to employees.
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Significant accounting policies (Continued)

(20)

Income tax

Income tax for the year comprises current tax and movements in deferred
tax assets and liabilities. Current tax and movements in deferred tax assets
and liabilities are recognized in profit or loss except to the extent that they
relate to items recognized in other comprehensive income or directly in
equity, in which case the relevant amounts of tax are recognized in other
comprehensive income or directly in equity, respectively.

Current tax is the expected tax payable on the taxable income for the year,
using tax rates enacted or substantively enacted at the end of the reporting
period, and any adjustment to tax payable in respect of previous years.

Deferred tax assets and liabilities arise from deductible and taxable
temporary differences respectively, being the differences between the
carrying amounts of assets and liabilities for financial reporting purposes and
their tax bases. Deferred tax assets also arise from unused tax losses and
unused tax credits.

Apart from certain limited exceptions, all deferred tax liabilities, and all
deferred tax assets to the extent that it is probable that future taxable profits
will be available against which the asset can be utilized, are recognized.
Future taxable profits that may support the recognition of deferred tax assets
arising from deductible temporary differences include those that will arise
from the reversal of existing taxable temporary differences, provided those
differences relate to the same taxation authority and the same taxable entity,
and are expected to reverse either in the same period as the expected
reversal of the deductible temporary difference or in periods into which a
tax loss arising from the deferred tax asset can be carried back or forward.
The same criteria are adopted when determining whether existing taxable
temporary differences support the recognition of deferred tax assets arising
from unused tax losses and credits, that is, those differences are taken into
account if they relate to the same taxation authority and the same taxable
entity, and are expected to reverse in a period, or periods, in which the tax
loss or credit can be utilized.

The limited exceptions to recognition of deferred tax assets and liabilities
are those temporary differences arising from goodwill not deductible for
tax purposes, the initial recognition of assets or liabilities that affect neither
accounting nor taxable profit (provided they are not part of a business
combination), and temporary differences relating to investments in
subsidiaries to the extent that, in the case of taxable differences, the Group
controls the timing of the reversal and it is probable that the differences will
not reverse in the foreseeable future, or in the case of deductible differences,
unless it is probable that they will reverse in the future.
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2 Significant accounting policies (Continued)

(20)

e

Income tax (Continued)

The amount of deferred tax recognized is measured based on the expected
manner of realization or settlement of the carrying amount of the assets and
liabilities, using tax rates enacted or substantively enacted at the end of the
reporting period. Deferred tax assets and liabilities are not discounted.

The carrying amount of a deferred tax asset is reviewed at the end of each
reporting period and is reduced to the extent that it is no longer probable
that sufficient taxable profits will be available to allow the related tax benefit
to be utilized. Any such reduction is reversed to the extent that it becomes
probable that sufficient taxable profits will be available.

Additional income taxes that arise from the distribution of dividends are
recognized when the liability to pay the related dividends is recognized.

Current tax balances and deferred tax balances, and movements therein,
are presented separately from each other and are not offset. Current tax
assets are offset against current tax liabilities, and deferred tax assets
against deferred tax liabilities, if the Company or the Group has the legally
enforceable right to set off current tax assets against current tax liabilities
and the following additional conditions are met:

- in the case of current tax assets and liabilities, the Company or the
Group intends either to settle on a net basis, or to realize the asset and
settle the liability simultaneously; or

- in the case of deferred tax assets and liabilities, if they relate to income
taxes levied by the same taxation authority on either:

- the same taxable entity; or

- different taxable entities, which, in each future period in which
significant amounts of deferred tax liabilities or assets are expected
to be settled or recovered, intend to realize the current tax assets
and settle the current tax liabilities on a net basis or realize and settle
simultaneously.

e
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Significant accounting policies (Continued)

(21) Financial guarantees, provisions and contingent liabilities

()

(ii)

Financial guarantees

Financial guarantees are contracts that require the issuer (the
“guarantor”) to make specified payments to reimburse the beneficiary
of the guarantee (“holder”) for a loss that the holder incurs because a
specified debtor fails to make payment when due in accordance with
the terms of a debt instrument. The fair value of the guarantee (being
the guarantee fees received) is initially recognized as deferred income
in other liabilities. The deferred income is amortized in profit or loss
over the term of the guarantee as income from financial guarantees
issued. Provisions are recognized in the statements of financial position
as stated in Note 2(21)(ii) if and when it becomes probable that the
holder of the guarantee will call upon the Group under the guarantee,
and the amount of that claim on the Group is expected to exceed the
carrying amount of the deferred income.

Other provisions and contingent liabilities

A provision is recognized for an obligation related to a contingency if
the Group has a present obligation that can be estimated reliably, and
it is probable that an outflow of economic benefits will be required to
settle the obligation. A provision is initially measured at the best estimate
of the expenditure required to settle the related present obligation.
Factors pertaining to a contingency such as the risks, uncertainties
and time value of money are taken into account as a whole in reaching
the best estimate. Where the effect of time value of money is material,
provisions are determined by discounting the expected future cash
flows.

For a possible obligation resulting from a past transaction or event
whose existence will only be confirmed by the occurrence or non-
occurrence of uncertain future events or a present obligation resulting
from a past transaction or event, where it is not probable that the
settlement of the above obligation will cause an outflow of economic
benefits, or the amount of the outflow cannot be estimated reliably, the
possible or present obligation is disclosed as a contingent liability.
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2 Significant accounting policies (Continued)

(22)

(23)

Fiduciary activities

The Group acts in a fiduciary activity as a manager, a custodian, or an agent
for customers. Assets held by the Group and the related undertakings to
return such assets to customers are recorded as off-balance sheet items as
the risks and rewards of the assets reside with customers.

The Group enters into entrusted loan agreements with customers, whereby
the customers provide funding (“entrusted funds”) to the Group, and the
Group grants loans to third parties (“entrusted loans”) under instructions of
the customers. As the Group does not assume the risks and rewards of the
entrusted loans and the corresponding entrusted funds, the entrusted loans
and funds are recorded as off-balance sheet items at their principal amount.
No provision for impairment loss is made for entrusted loans.

Income recognition
Revenue is the gross inflow of economic benefits arising in the course of the
Group’s ordinary activities when the inflows result in increase in shareholders’

equity, other than increase relating to contributions from shareholders.

For performance obligations being satisfied, revenue is recognised by the
Group when the customer obtains control of the relevant goods or services.

When one of the following conditions are met, the Group perform its
performance obligations over time, and otherwise, at a point in time:

- The customer simultaneously receives and consumes the benefits

provided by the Group’s performance as the Group performs;

- The Group’s performance creates and enhances an asset that the

customer controls as the Group performs; or

- The Group’s performance does not create an asset with an alternative

use to the Group and the Group has an enforceable right to payment
for performance completed to date.

For performance obligations performed over time, the Group recgonises
revenue over time according to the performance progress. When the
performance progress cannot be determined, The Group is expected to
be reimbursed for the costs already incurred and recognise the revenue
based on the costs already incurred until the performance progress can be

reasonably determined. ﬁ;
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Significant accounting policies (Continued)

(23)

Income recognition (Continued)

For performance obligations performed at a point in time, the Group
recognises revenue at the point when the customer obtains control of the
promised good or service. When judging whether the customer obtains
control of the promised good or service, the Group should consider the
following indications:

The Group has a present right to payment for the good or service;

The Group has transferred physical possession of the good to the
customer;

The Group has transferred legal title or the significant risks and rewards
of ownership of the good to the customer;

The customer has accepted the good or service.

The specific accounting policies related to the revenue of Group’s principal
activities are described below:

(i)

Interest income

Interest income for financial assets is recognized in profit or loss as it
is incurred, based on the time for alienation of right to use capital and
effective interest rates. Interest income includes the amortization of any
discount or premium or differences between the initial carrying amount
of an interest-bearing asset and its amount at maturity calculated using
the effective interest rate.
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2 Significant accounting policies (Continued)

(23) Income recognition (Continued)

(i)

(i)

(iii)

(iv)

Interest income (Continued)

The effective interest method is a method of calculating the amortized
cost of a financial asset and of allocating the interest income over
the year. 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. When calculating the
effective interest rate, the Group estimates cash flows considering all
contractual terms of the financial instrument (for example, prepayment,
call and similar options) but does not consider future credit losses.
The calculation includes all fees and points paid or received between
parties to the contract, transaction costs and all other premiums or
discounts that are an integral part of the effective interest rate.For
financial assets measured at amortised cost or FVOCI (recycling) that
are not credit-impaired, the effective interest rate is applied to the
gross carrying amount of the asset. For credit-impaired financial assets,
the effective interest rate is applied to the amortised cost (i.e. gross
carrying amount net of loss allowance) of the asset (see note 2(9)(A)(ii)).

Fee and commission income

Fee and commission income is recognized in profit or loss when the
corresponding service is provided.

Government grants

Government grants are recognised in the statement of financial
position initially when there is reasonable assurance that they will be
received and that the Group will comply with the conditions attaching
to them. Grants that compensate the Group for expenses incurred are
recognised as income in profit or loss on a systematic basis in the same
periods in which the expenses are incurred. Grants that compensate
the Group for the cost of an asset are deducted from the carrying
amount of the asset and consequently are effectively recognized
in profit or loss over the useful life of the asset by way of reduced
depreciation expense.

Other income

Other income is recognized on an accrual basis. i
¥
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Significant accounting policies (Continued)

(24)

(25)

(26)

Expenses recognition
(i)  Interest expenses
Interest expenses from financial liabilities are accrued on a time
proportion basis with reference to the amortized cost and the applicable
effective interest rate.
(iij)  Other expenses
Other expenses are recognized on an accrual basis.
Dividends
Dividends or distributions of profits proposed in the profit appropriation plan
which will be authorized and declared after the end of each reporting period
are not recognized as a liability at the end of each reporting period but
disclosed separately in the notes to the financial statements.

Related parties

(a) A person, or a close member of that person’s family, is related to
the Group if that person:

(i) has control or joint control over the Group;
(i)  has significant influence over the Group; or

(iii) is a member of the key management personnel of the Group or
the Group’s parent.

(b) An entity is related to the Group if any of the following conditions
applies:

(i) The entity and the Group are members of the same Group (which
means that each parent, subsidiary and fellow subsidiary is
related to the others).

(i)  One entity is an associate or joint venture of the other entity (or

an associate or joint venture of a member of a group of which the
other entity is a member).

e g e
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2 Significant accounting policies (Continued)
(26) Related parties (Continued)

(b) An entity is related to the Group if any of the following conditions
applies: (Continued)

(iii)  Both entities are joint ventures of the same third party.

(iv) One entity is a joint venture of a third entity and the other entity is
an associate of the third entity.

(v)  The entity is a post-employment benefit plan for the benefit of
employees of either the Group or an entity related to the Group.

(vi)  The entity is controlled or jointly controlled by a person identified
in (a).

(vii) A person identified in (a)(i) has significant influence over the
entity or is a member of the key management personnel of the
entity (or of a parent of the entity).

(viii) The entity, or any member of a group of which it is a part,
provides key management personnel services to the Group or to
the Group’s parent.

Close members of the family of a person are those family members who
may be expected to influence, or be influenced by, that person in their
dealings with the entity.

(27) Segment reporting

Operating segments are identified from the financial information provided
regularly to the Group’s most senior executive management for the purposes
of allocating resources to, and assessing the performance of the Group’s
various lines of business and geographical locations.

Individually material operating segments are not aggregated for
financial reporting purposes unless the segments have similar economic
characteristics and are similar in respect of the nature of products and
services, the nature of production processes, the type or class of customers,
the methods used to distribute the products or provide the services, and
the nature of the regulatory environment. Operating segments which are not
individually material may be aggregated if they share a majority of these
criteria.
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2 Significant accounting policies (Continued)
(28) Significant accounting estimates and judgements

The preparation of the financial statements requires management to make
estimates and assumptions that affect the application of accounting policies
and the reported amounts of assets, liabilities, income and expenses. Actual
results may differ from these estimates. Estimates as well as underlying
assumptions and uncertainties involved are reviewed on an ongoing basis.
Revisions to accounting estimates are recognised in the period in which the
estimate is revised and in any future periods affected.

Except for accounting estimates relating to depreciation and amortisation of
assets such as property and equipment and intangible assets (see Notes 23
and 26(b)) and provision for impairment of various types of assets (see Notes
16, 17, 19, 20, 21(b), 21(c), 21(d), 21(e), 21(f), 23, 25, 26). Other significant
accounting estimates and judgements are as follows:

- Note 24: Recognition of deferred tax assets;

- Note 33(b): Supplementary retirement benefits payable;

- Note 38: Equity in a structured entity not included in the consolidation
scope; and

- Note 44: Fair value measurements of financial instruments.
3 Taxes

The Group’s main applicable taxes and tax rates are as follows:

Tax type Tax basis Tax rate
Value-added tax Output VAT is calculated on product sales 3%—6%
(VAT) and taxable services revenue. The basis for

VAT payable is to deduct input VAT from the
output VAT for the period

City maintenance Based on VAT paid 5%—7%
and construction
tax

Corporate income  Based on taxable profits 25%
tax
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Net interest income

2018 2017

Interest income arising from
Deposits with the central bank 690,109 639,719
Deposits with banks and other financial

institutions 291,115 162,770
Placements with banks and other financial

institutions 215,151 74,684
Loans and advances to customers

— Corporate loans and advances 7,590,385 7,191,893

— Personal loans and advances 5,603,589 3,453,153

— Discounted bills 552,685 277,714
Financial assets held under resale agreements 392,752 221,991
Financial investments 9,905,673 9,228,258
Sub-total 25,241,459 21,250,182
Interest expenses arising from
Borrowing from the central bank (135,408) (62,438)
Deposits from banks and other financial

institutions (1,964,766) (1,705,406)
Placements from banks and other financial

institutions (377,505) (114,047)
Deposits from customers (5,283,759) (3,931,670)
Financial assets sold under repurchase

agreements (582,102) (645,976)
Debts securities issued (3,153,731) (2,589,377)
Subtotal (11,497,271) . (9,048,914)
Net interest income 13,744,188 12,201,268

Total interest income arising from financial assets that are not at fair value through
profit or loss for the year ended December 31, 2018 amounted to RMB25,241.46

million (2017: RMB20,838.40 million).

Total interest expense arising from financial liabilities that are not at fair value
through profit or loss for the year ended December 31, 2018 amounted to

RMB11,497.27 million (2017: RMB9,048.91 million).
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5 Net fee and commission income

2018 2017
Fee and commission income
Custodial services fees 421,780 230,598
Wealth management business fees 240,228 169,780
Underwriting fees 205,725 11518, 753
Settlement and clearing services fees 205,475 89,825
Agency services fees 103,196 93,102
Acceptance and guarantee services fees 99,022 60,724
Advisory and consulting fees 98,522 109,622
Bank card services fees 105,491 36,430
Subttotal . 1A79439 903,834
Fee and commission expense =~ | (199,206) (134,264)
Net fee and commission income 1,280,233 769,570
6 Net trading gains/(losses)
Note 2018 2017
Net gains/(losses) from debt
securities (a) 316,307 (156,956)
Fair value of derivatives (b) (1,013) -
Net foreign exchange gains/(losses) (c) 49,912 (222,329)
Net trading gains/(losses) 365,206 (879,285)

(a) Net gains/(losses) from debt securities include losses arising from the buying and
selling of, and changes in the fair value of financial assets held for trading.

(b) Fair value of derivatives include the fair value of interest rate swaps and foreign
exchange forwards.

(c) Net foreign exchange gains/(losses) mainly include gains from translation of foreign
currency monetary assets and liabilities into Renminbi.
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Net gains/(losses) arising from investment securities

Note 2018 201

Net gains of financial investments

at fair value through profit or loss (a) 1,241,703 -
Net gains of financial investments

at fair value through other

comprehensive income 63,775 -
Net losses on disposal of financial

investments at amortised cost (1,947) -
Net losses on disposal of available-

for-sale financial assets - (978)

Net gains on disposal of debt
securities classified as

receivables - 600
Others 1 3
Total 1,303,532 (375)

(a) Net gains of financial investments at fair value through profit or loss include the
investment income and fair value changes of financial investments at fair value
through profit or loss except for debt securities held for trading.

Other operating income

2018 2017

Government grants 32,169 134,748

Rental income 30,044 34,216
Net gains on disposal of property and

equipment 2,147 20,545

Others 26,091 34,775

Total 90,451 224,284
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9 Operating expenses

2018 2017
Staff costs
— Salaries, bonuses and allowances 2,736,777 2,343,946
— Employee education expenses and labor
union expenses 94,222 103,271
— Staff welfares 241,690 215,321
— Housing allowances 159,902 129,725
— Social insurance and annuity 516,937 376,986
— Supplementary retirement benefits 14,078 (1,229)
— Others 78,278 62,200
Sub-total 3,841,884 3,230,220
Office expenses 1,297,535 1,025,984
Taxes and surcharges 144,296 120,170
Rental and property management expenses 329,399 278,905
Depreciation and amortization 845,271 722,491
Other general and administrative expenses 499,130 381,255

Total 6,957,515 5,759,025
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10 Directors’ and supervisors’ emoluments

Directors’ and supervisors’ emoluments disclosed pursuant to section 383(1) of
the Hong Kong Companies Ordinance and Part 2 of the Companies (Disclosure of
Information about Benefits of Directors) Regulation are as follows:

2018
Contribution by
the employer
to social
insurance
and welfare Total ~ Ofwhich  Actual amount
Discretionary  plans, housing  emoluments ~ payment of remuneration
Note Fees  Salaries bonus allowance,etc.  beforetax  deferred paid (pre-tax)
Executive
directors
Dou Rongxing (1) - 375 1,631 307 2,313 1,290 1,023
Hu Xiangyun (2) - 201 44 81 326 - 326
Wang Jiong - 1,275 2,968 290 4,533 1,484 3,049
Wei Jie (3) - 735 1,290 273 2,298 645 1,653
Li Yulin (3) - 940 2,193 273 3,406 1,097 2,309
Non-executive
directors
Li Xipeng 65 - - - 65 - 65
Mi Hongjun (3) 3 - - - 3 - 3
Li Qiaocheng 62 - - - 62 - 62
Independent
non-executive
directors
Pang Hong 413 - - - 413 - 43
Li Hongchang a7 - - - 447 - 447
Jia Tingyu 47 - - - Iy - a7
Chan Ngai Sang 408 - - - 408 - 408
Supervisors
Ma Guoliang ) - 181 51 65 297 - 297
Hao Jingtao (3) - 940 1,724 273 2,937 862 2,075
Jia Jihong - 630 1,056 239 1,925 528 1,397
SiQun ) - 130 145 61 336 - 336
Zhang Yixian (3) - 353 1,087 220 1,660 435 1,225
Zhao Ming 70 - - - 70 - 70
Li Weizhen 70 - - - 70 - 70
Li Wanbin 65 - - - 65 - 65
Li Xiaojian - 250 - - 250 - 250
Han Wanghong - 250 - - 250 - 250
Sun Xuemin - 235 - - 235 - 235

Total 2,080 6,495 12,189 2,082 22,846 6,341
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10 Directors’ and supervisors’ emoluments (Continued)

2017
Contribution by
the employer to
social insurance
and welfare Total  Ofwhich  Actual amount
Discretionary  plans, housing ~ emoluments payment  of remuneration
Note Fees  Salaries bonus allowance, etc. ~ beforetax  deferred  paid (pre-tax)
Executive
directors
Dou Rongxing - 1,306 4207 234 5147 775 4972
Hu Xiangyun ) - 842 2,650 208 3,700 355 3,345
Wang Jiong - 1,212 3,699 225 5,09 587 4,509
Hao Jingtao ) - 960 2,950 208 4,118 465 3,653
Zhang Bin ) - 916 1,148 94 2,158 - 2,158
Non-executive
directors
Li Xipeng 45 - - - 45 - 45
Li Qiaocheng 15 - - - 15 - 15
Independent
non-executive
directors
Li Hongchang 439 - - - 439 - 439
Pang Hong 430 = = = 430 = 430
Jia Tingyu 3,351 - - - 3,351 - 3,351
Chan Ngai Sang 245 - - - 245 - 245
Supervisors
Ma Guoliang (2) - 950 2920 225 4,095 435 3,660
Jia Jihong - 614 1,09 183 1,892 220 1,665
Si Qun (2) - 521 1,167 191 1,869 374 1,49
Zhao Ming 50 - - - 50 - 50
Li Weizhen 60 - - - 60 - 60
Li Wanbin 45 - - - 45 - 45
Li Xiagjian - 240 - - 240 - 240
Han Wanghong = 245 = = 245 = 245
Sun Xuemin - 225 - - 225 - 225
Total 4,680 8,031 19,786 1,568 34,065 3,218 30,847
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Directors’ and supervisors’ emoluments (Continued)
Notes:

(1) The final remunerations for Dou Rongxing, the Chairperson of the Bank, are still
undergoing final confirmation.

(2) Zhang Bin resigned as executive director of the Bank from December 26, 2017. Hu
Xiangyun resigned as executive director of the Bank from March 16, 2018. Hao Jingtao
resigned as executive director of the Bank from January 20, 2018. Ma Guoliang
resigned as deputy Supervisor of the Bank from March 16, 2018. Si Qun resigned as
deputy Supervisor of the Bank from March 16, 2018.

(3) At the shareholders’ general meeting held on March 16, 2018, Li Yulin and Wei Jie
were elected as executive directors of the Bank, Mi Hongjun was elected as non-
executive director of the Bank. At the Bank’s employee representative assembly held
on March 6, 2018, Hao Jingtao and Zhang Yixian were elected as deputy supervisors
of the Bank.

There was no amount paid during the years ended December 31, 2018 and 2017 to
the directors in connection with their retirement from employment or compensation
for loss of office with the Group, or inducement to join the Group. There was no
arrangement under which a director or supervisor waived or agreed to waive any
remuneration during the years ended December 31, 2018 and 2017.

Individuals with highest emoluments

For the year ended December 31, 2018, the five individuals with highest
emoluments included 2 directors and 1 Supervisor of the Bank (2017: 4 directors
and 1 supervisor). Their emoluments are disclosed in Note 10. The emoluments for
the other highest paid individuals is as follows:

2018 2017

Salaries and other emoluments 1,880 -

Discretionary bonuses 4,287 -
Contribution by the employer to social insurance

and welfare plans, housing allowance, etc. 381 -

Total 6,548 -

The individual’s emoluments before individual income tax is within the following
bands:

2018 2017

RMB3,000,001-3,500,000 2 E;
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12 Impairment losses on assets

2018 2017
Loans and advances to customers 6,082,741 1,221,913
Financial investments 584,444 45,427
Credit commitments 33,177 -
Deposits with banks and other financial
institutions 560 -
Placements with banks and other financial
institutions 2,108 (634)
Financial assets held under resale agreements (445) -
Others 148,960 761,375
Total 6,851,545 2,028,081
13 Income tax
(a) Income tax:
Note 2018 2017
Current tax 1,631,809 1,517,671
Deferred tax 24(b) (1,022,517) (394,993)
Total 609,292 1,122,678

L e e



ZHONGYUAN BANK CO., LTD. 2018 ANNUAL REPORT

Notes to the Consolidated Financial Statements

(Expressed in thousands of Renminbi, unless otherwise stated)

13 Income tax (Continued)

(b) Reconciliations between income tax and accounting profit are as follows:

Note 2018 2017

Profit before tax 2,974,550 5,028,356
Statutory tax rate 25% 25%
Income tax calculated at

statutory tax rate 743,638 1,257,089
Non-deductible expenses

— Staff welfare expenses 4,829 9,193

— Others 14,511 6,850
Non-taxable income (i) (190,779) (150,241)
Changes in deductible

temporary differences or

deductible losses for which

no deferred tax assets was
_fecognized 37,093 (218)
Income tax 609,292 1,122,678

(i) The non-taxable income mainly represents the interest income from the PRC
government bonds.
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14 Basic and diluted earnings per share
Note 2018 2017
Net profit attributable to equity
shareholders of the Bank 2,414,576 3,838,703
Weighted average number of
ordinary shares (in thousands) (i) 20,075,000 18,151,301
Basic and diluted earnings per
share attributable to equity
shareholders of the Bank (in
RMB) 0.12 0.21
There is no difference between basic and diluted earnings per share as there were
no potentially dilutive shares outstanding during the year.
(i) Weighted average number of ordinary shares (in thousands)
2018 2017
Number of ordinary shares as at January 1 20,075,000 16,625,000
New added weighted average number of
ordinary shares - 1,526,301
Weighted average number of ordinary shares 20,075,000 18,151,301
15 Cash and deposits with the central bank
Note 2018 2017
Cashonhand e NAT3ATS 1,623,007
Deposits with the central bank
— Statutory deposit reserves (a) 37,215,816 40,374,116
— Surplus deposit reserves (b) 24,455,110 21,112,137
— Fiscal deposits 1,378,128 1,360,143
Subtotal e 63,049,054 2 ga0 sl
Accruedinterest 21,995 -
Total 64,544,522 64,369,403
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Cash and deposits with the central bank (Continued)

(a)

The Group places statutory deposit reserves with the PBOC in accordance with
relevant regulations. As at December 31, the statutory deposit reserve ratios
applicable to the Bank were as follows:

2018 2017
Reserve ratio for RMB deposits 11.00% 13.50%
Reserve ratio for foreign currency deposits 5.00% 5.00%

281

The statutory deposit reserves are not available for the Bank’s daily business. The
subsidiaries of the Bank are required to place statutory RMB deposits reserve at rates
determined by the PBOC.

(b) The surplus deposit reserves are maintained with the PBOC for the purpose of
clearing.

16 Deposits with banks and other financial institutions

Analyzed by type and location of counterparty

2018 2017

Deposits in mainland China

— Banks 10,057,066 4,366,639

— Other financial institutions 263,541 134,644
SUbotal e 10,320,607 4,501,283
Deposits outside mainland China
_—Banks ... 0884880 = 4,422,468
Total 15,805,287 8,923,751
Accrued interest 59,706 -
Less: Provision for impairment losses (1,454) -
Net carrying amount 15,863,539 8,923,751
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17 Placements with banks and other financial institutions

Analyzed by type and location of counterparty

2018 2017
Placements in mainland China
— Banks 1,370,266 669,768
— Other financial institutions 8,507,675 712,614
Total 28T 1,882,382
Accrued interest 175,621 -
Less: Provision for impairment losses (21,554) (19,027)
Net carrying amount 10,032,008 1,363,355

18 Derivative financial instruments

A derivative is a financial instrument, the value of which changes in response to
the change in a specified interest rate, financial instrument price, commodity price,
foreign exchange rate, index of prices or rates, credit rating or credit index, or other
similar variables. The Group uses derivative financial instruments mainly including
forwards and swaps.

The notional amount of a derivative represents the amount of an underlying asset
upon which the value of the derivative is based. It indicates the volume of business
transacted by the Group but does not reflect the risk.

Fair value is the price that would be received to sell an asset or paid to transfer a
liability in any orderly transaction between market participates at measured date.

2018
Notional Fair value
amount Assets Liabilities
Interest rate swaps 29,238,000 43,096 43,669
Foreign exchange forwards 3,437,750 - 184,415
Total 43,096 228,084
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19 Financial assets held under resale agreements

(a)

Analyzed by type and location of counterparty

2018 2017

In mainland China
— Banks 11,327,164 10,909,078
— Other financial institutions 5,009,446 2,079,539
Total 16,336,610 12,988,617
Accrued interest 9,431 -
Less: Provision for impairment losses (857) -
Net carrying amount 16,345,184 12,988,617

(b) Analyzed by type of security held

2018 2017
Debt securities 16,336,610 12,988,617
Accrued interest 9,431 -
Less: Provision for impairment losses (857) -
Net carrying amount 16,345,184 12,988,617
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20 Loans and advances to customers

(a) Analyzed by nature

2018

Loans and advances to customers measured at amortised

cost
Corporate loans and advances 130,175,627
Personal loans and advances

— Residential mortgage 50,865,672

— Personal consumption loans 29,032,224

— Personal business loans 20,905,941

— Others 4,366,661
Subtotal 105,170,498
Accrued interest 1,495,535
Less: Provision for loans and advances to customers
__________ measured at amortisedcost  (9,313,961)
Subtotal 227,527,699
Loans and advances to customers measured at fair value

through other comprehensive income
Corporate loans and advances 105,230
Discounted bills 18,918,760
Sub-total 19,023,990

Net loans and advances to customers 246,551,689
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20 Loans and advances to customers (Continued)

(a) Analyzed by nature (Continued)

2017
Corporate loans and advances . 112,849,592
Personal loans and advances
— Residential mortgage 39,977,289
— Personal business loans 20,208,988
— Personal consumption loans 13,494,014
— Others 250,847
SUD Ol e 13:981,188
Discountedbills o 2122219
Gross loans and advances to customers 198,902,949
Less: Provision for impairment losses
— Individually assessed (1,864,974)
— Collectively assessed (5,329,140)
Total provision for impairment losses (7,194,114)

Net loans and advances to customers 191,708,835
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20

Loans and advances to customers (Continued)

(b)

Analyzed by economic sector

2018
Loans and
advances
secured by
Amount Percentage collaterals
Manufacturing 29,135,108 11.45% 8,423,643
Renting and business activities 25,941,014 10.20% 11,763,228
Wholesale and retail trade 18,001,407 7.08% 7,734,830
Real estate 16,958,760 6.67% 13,764,111
Construction 9,885,250 3.89% 3,864,271
Water, environment and public
utility 7,473,606 2.94% 2,804,550
Production and supply of electric
power, gas and water 4,367,632 1.72% 1,082,464
Agriculture, forestry, animal
husbandry and fishery 4,103,726 1.61% 963,814
Accommodation and catering 3,271,273 1.29% 1,807,094
Education 2,920,534 1.15% 1,349,180
Mining 2,157,823 0.85% 262,491
Transportation, storage and
postal services 2,122,313 0.83% 1,029,095
Others 3,942,411 1.54% 1,166,488
Sub-total of corporate loans and
advances 130,280,857 51.22% 56,015,259
Personal loans and advances 105,170,498 41.35% 81,387,437
Discounted bills 18,918,760 7.43% 13,265,203
Gross loans and advances to
customers 254,370,115 100.00% 150,667,899
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20 Loans and advances to customers (Continued)

(b) Analyzed by economic sector (Continued)

2017
Loans and
advances
secured by
Amount  Percentage collaterals
Manufacturing 30,642,527 15.42% 8,059,591
Wholesale and retail trade 18,984,248 9.54% 8,908,906
Renting and business activities 16,556,287 8.32% 7,103,720
Real estate 11,424,047 5.74% 8,449,793
Construction 8,856,739 4.45% 3,318,807
Water, environment and public
utility 4,615,113 2.32% 2,014,040
Agriculture, forestry, animal
husbandry and fishery 4,283,426 2.15% 975,296
Production and supply of electric
power, gas and water 3,920,081 1.97% 1,177,357
Accommodation and catering 3,223,148 1.62% 1,719,112
Mining 2,384,758 1.20% 404,770
Education 2,270,378 1.14% 1,169,119
Transportation, storage and
postal services 2,084,724 1.05% 1,060,625
Others 3,604,116 1.82% 1,356,482
Sub-total of corporate loans and
advances 112,849,592 56.74% 45,717,618
Personal loans and advances 73,931,138 37.17% 59,973,753
Discounted bills 12,122,219 6.09% 9,735,446

Gross loans and advances to
customers 198,902,949 100.00% 115,426,817
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20 Loans and advances to customers (Continued)

(c) Analysed by type of collateral

2018
Unsecured loans 22,309,757
Guaranteed loans 81,392,459
Collateralised 115,649,217
Pledged 35,018,682
Gross loans and advances to customers 254,370,115
Accrued interest 1,495,535
Less: Provision for loans and advances to customers
measured at amortised cost (9,313,961)
Net loans and advances to customers 246,551,689
2017
Unsecured loans 9,202,443
Guaranteed loans 74,273,689
Collateralised 89,632,833
Pledged 25,793,984
Gross loans and advances to customers 198,902,949
Less: Provision for impairment losses
— Individually assessed (1,864,974)
— Collectively assessed (5,329,140)
Total provision for impairmentlosses | (7,194,114)
Net loans and advances to customers 191,708,835

e
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20 Loans and advances to customers (Continued)

(d) Overdue loans analyzed by overdue period

2018
Overdue Overdue
Overdue more than more than
within three  three months  one year to Overdue
months  tooneyear three years more than
(inclusive) (inclusive) (inclusive)  three years Total
Unsecured loans 341,175 145,091 5,280 1,656 493,202
Guaranteed loans 2,516,079 1,625,290 1,312,993 183,809 5,638,171
Collateralised 1,670,363 906,866 1,296,242 115,397 3,988,868
Pledged 271,262 25,300 14,356 483,616 794,534
Total 4,798,879 2,702,547 2,628,871 784,478 10,914,775
As a percentage of gross
loans and advances to
customers 1.89% 1.06% 1.03% 0.31% 4.29%
2017
Overdue Overdue
Overdue more than more than
within three  three months one year to Overdue
months to one year three years more than
(inclusive) (inclusive) (inclusive) three years Total
Unsecured loans 199,824 10,227 21,952 1,094 233,097
Guaranteed loans 1,466,103 2,705,975 1,426,981 173,440 5,772,499
Collateralised 801,001 1,471,694 1,382,734 95,142 3,750,571
Pledged 29,924 30,436 737,456 - 797,816
Total 2,496,852 4,218,332 3,569,123 269,676 10,553,983
As a percentage of gross
loans and advances to
customers 1.26% 2.12% 1.79% 0.14% 5.31%

Overdue loans represented loan, of which the whole or part of the principal or
interest were overdue for one day or more.
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20 Loans and advances to customers (Continued)
(e) Loans and advances and provision for impairment losses

(i) As at December 31, 2018, detailed information of Loans and advances
to customers and provision for impairment losses is as follows:

2018
Loans and Credit-
Loansand  advances that impaired
advances that  are not credit- loans and
are assessed  impaired and  advances that
for expected assessed  are assessed
credit losses for lifetime for lifetime
over the next expected expected
12 months credit loss credit loss Total
Total loans and advances
to customers measured
at amortised cost 219,650,701 9,933,139 5,762,285 235,346,125
Accrued interest 1,495,535 - - 1,495,535
Less: Provision for
impairment losses (3,198,320) (2,267,952) (3,847,689) (9,313,961)

Carrying amount of loans

and advances to

customers measured at

amortised cost 217,947,916 7,665,187 1,914,596 227,527,699
Carrying amount of loans

and advances to

customers measured at

fair value through other

comprehensive income 18,548,918 1,091 473,981 19,023,990

Total carrying amount of
loans and advances to
customers 236,496,834 7,666,278 2,388,577 246,551,689
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20 Loans and advances to customers (Continued)
(e) Loans and advances and provision for impairment losses (Continued)

(i)  As at December 31, 2017, detailed information of Loans and advances
to customers and provision for impairment losses is as follows:

2017
Impaired loans and advances Gross impaired
Loans and loans and
advances for for which for which advances as a
which provision  provision are  provision are percentage of
are collectively collectively individually gross loans and
assessed assessed assessed Total advances

Gross loans and advances to
customers 195,260,403 1,085,725 2,586,821 198,902,949 1.83%
Less: Provision for
impairment losses (4,498,017) (831,123) (1,864,974) (7,194,114)

Net loans and advances to
customers 190,762,386 224,602 721,847 191,708,835
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20 Loans and advances to customers (Continued)

(f) Movements of provision for impairment losses

(i) As at December 31, 2018, movements of provision for impairment of
loans and advances to customers measured at amortised cost:
2018
Loans and Credit-
Loansand  advances that impaired
advances that  are not credit- loans and
are assessed  impaired and  advances that
for expected assessed  are assessed
credit losses for lifetime for lifetime
over the next expected expected
12 months credit loss credit loss Total
As at January 1 1,774,462 1,004,139 4,886,086 7,664,687
Transferred:
- to expected credit losses
over the next 12 months 306,800 (63,528) (243,272) -
- to lifetime expected
credit losses: not
credit-impaired loans (194,699) 378,318 (183,619) -
- to lifetime expected
credit losses:
credit-impaired loans (47,604) (160,947) 208,551 -
Charge for the year 1,359,361 1,109,970 3,388,437 5,857,768
Transfer out - - (15,412) (15,412)
Recoveries - - 187,396 187,396
Write-offs - - (4,298,439) (4,298,439)
Unwinding of discount - - (82,039) (82,039)
As at December 31 3,198,320 2,267,952 3,847,689 9,313,961
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20 Loans and advances to customers (Continued)
(f) Movements of provision for impairment losses (Continued)
(i)  As at December 31, 2018, movements of provision for impairment of

loans and advances to customers measured at fair value through other
comprehensive income:

2018

Loans and Credit-

Loans and advances that impaired

advances that are not credit- loans and

are assessed impaired and advances that

for expected assessed are assessed

credit losses for lifetime for lifetime

over the next expected expected
12 months credit loss credit loss Total
As at January 1 8,321 1 142,194 150,516

Charge/(release) for the

year 11,682 (1) 213,292 224,973
As at December 31 20,003 - 355,486 375,489

(iii) As at December 31, 2017, movements of provision for impairment
losses is as follows:

2017
Provision for  Trovision for impaired loans and
loans and advances

advances which which are which are

are collectively collectively individually
assessed assessed assessed Total
As at January 1 4,106,671 833,971 1,400,604 6,341,246
Charge for the year 391,346 167,057 663,510 1,221,913
Recoveries - 5,181 99,019 104,200
Write-offs - (175,086) (247,418) (422,504)
Unwinding of discount - - (50,741) (50,741)
As at December 31 4,498,017 831,123 1,864,974 7,194,114

293




294

N

2018 ANNUAL REPORT ZHONGYUAN BANK CO., LTD.

otes to the Consolidated Financial Statements

(Expressed in thousands of Renminbi, unless otherwise stated)

20

21

Loans and advances to customers (Continued)
(g) Disposal of loans and advances to customers

In 2016, the Group disposed certain loans having credit enhancement
support from the Henan Government as part of the Reorganization with
gross amount of RMB8,623.80 million to asset management companies
and institutional investors at a consideration of RMB8,270.01 million. As
at December 31, 2018, the Group has received cash of RMB6,950.17
million, and the remaining consideration was recorded as other assets after

discounting based on the repayment schedule.

Financial investments
Note 2018 2017

Financial investments at fair value

through profit or loss (a) 43,869,291 9,865,812
Financial investments at fair value

through other comprehensive

income (b) 43,693,209 -
Financial investments at amortised

cost (c) 165,083,362 -
Available-for-sale financial assets (d) - 94,558,846
Held-to-maturity investments (e) - 23,735,307
Debt securities classified as

receivables (f) - 98,764,236
Total 252,645,862 226,924,201

e
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21

Financial investments (Continued)

(a) Financial investments at fair value through profit or loss
Note 2018 2017
Debt securities (i)
— Government 52,813 582,167
— Policy banks 420,676 952,922
— Banks and other financial
institutions 6,236,589 8,041,970
— Corporate 4,153 288,753
cllbdigial o .. 6,714,231 | Jee gz
Listed 56,968 601,796
Unlisted 6,657,263 9,264,016
Subtotal ] 6,714,231 9,865,812
Wealth management products
issued by financial
institutions 28,455,054 -
Investment management
products managed by
securities companies 5,998,555 -
Investment fund managed by
public fund manager 2,701,451 -
Total 43,869,291 9,865,812

(i) As at the reporting period, certain debt securities were pledged for repurchase
agreements (Note 27(a)). No other investment were subject to material
restrictions in the realization.
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21 Financial investments (Continued)

(b) Financial investments at fair value through other comprehensive income

Note 2018

Debt securities (i)

— Government 8,752,046

— Policy banks 14,634,462

— Banks and other financial institutions 10,148,454

— Corporate 5,321,131
Sub-total o ..........38,856,093
Listed 9,046,714
Unlisted 29,809,379
Sub-total o eeeo.........38,856,093
Investment portfolio managed by financial

institutions 4,115,759
Investment management products managed by

trust plans 154,564
SUD Ot e 4,270,323
Accrued interest 542,897
Equity investments (ii) 23,896
Total 43,693,209

(i) As at the reporting period, certain debt securities were pledged for repurchase
agreements (Note 27(a)). No other investment were subject to material
restrictions in the realization.

(ii) The Group designates non-trading equity investments as financial investments
at fair value through other comprehensive income. As at December 31, 2018,
the fair value of such equity investments was RMB23.90 million. The Group did
not dispose of any such equity investment, nor transfer any cumulative gain or
loss from other comprehensive income to retained earnings during the reporting
period.
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21 Financial investments (Continued)

(b) Financial investments at fair value through other comprehensive income
(Continued)

(iii)  As at December 31, 2018, movements of provision for impairment of financial
investments at fair value through other comprehensive income are as follows:

2018
Lifetime
Expected expected Lifetime
credit losses  credit losses expected
over the next not credit-  credit losses
12 months impaired credit-impaired Total
Balance at January 1 21,472 - - 21,472
Transfers:
- to lifetime expected
credit losses credit-
impaired (125) - 125 -
(Release)/charge for the
period (14,431) - 75,366 60,935

Balance at December 31 6,916 - 75,491 82,407
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21 Financial investments (Continued)

(¢) Financial investments at amortised cost

Note 2018

Debt securities (i)

— Government 19,818,153

— Policy banks 13,018,795

— Banks and other financial institutions 3,971,656

— Corporate 8,903,860
Subotal 45,712,464
Listed 19,448,305
Unlisted 26,264,159
SUBOtal 45,712,464
Investment management products managed by

trust plans 90,128,796
Investment fund managed by private fund

manager 18,321,803
Investment management products managed by

securities companies 5,444,414
Debt investment plans 5,685,000
Investment fund managed by financial

institutions 2,306,021
SUbOtal 121,886,034
Accrued interest 1,486,487
Less: Provision for impairment losses (ii) (4,001,623)
Total 165,083,362
(i) As at the reporting period, certain debt securities were pledged for repurchase

agreements (Note 27(a)). No other investment were subject to material
restrictions in the realization.

L e e
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21 Financial investments (Continued)

(¢) Financial investments at amortised cost (Continued)

(i) As at December 31, 2018, movements of provision for impairment of financial
investments at amortised cost are as follows:

2018
Lifetime Lifetime
Expected credit  expected credit expected
losses over the losses not credit losses
next 12 months  credit-impaired  credit-impaired Total
Balance at January 1 260,342 95,627 3,876,780 4,232,749
Transfers:
- to lifetime expected credit
losses not credit-impaired (2,415) 2,415 - -
- to lifetime expected credit
losses credit-impaired (2,953) (63,742) 66,695 -
(Release)/charge for the
period (7,836) 56,995 474,350 523,509
Write-offs - - (754,635) (754,635)

Balance at December 31 247,138 91,295 3,663,190 4,001,623
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21 Financial investments (Continued)

(d) Available-for-sale financial assets

Note 2017
Equity investments at cost
—unlisted . (M 23896
Debt securities
— Government 8,227,603
— Policy banks 13,121,945
— Banks and other financial institutions 15,130,459
— Corporates 5,974,810
Subtotal . 42454817
Listed 8,537,790
Unlisted 33,917,027
Subtotal 42 454 817

Investment management products managed by

securities companies and trust plans
— unlisted 11,177,367
Wealth management products issued by

financial institutions
— unlisted 31,471,850
Investment fund managed by private fund

manager
— unlisted (i) 4,691,463
Investment fund managed by financial

institutions 2,295,306
— unlisted
Investment portfolio managed by financial

institutions
— unlisted (iii) 2,444 147

Total 94,558,846
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21 Financial investments (Continued)

(d) Available-for-sale financial assets (Continued)

(i) Available-for-sale unlisted equity investments which do not have any quoted
price in an active market for an identical instrument and whose fair values
cannot otherwise be reliably measured are recognised in the statement of
financial position at cost less impairment losses.

(ii) The underlying assets of investment fund managed by private fund manager
are the beneficial rights of certain loans. The principal of the investment fund is
guaranteed by an asset management company in the PRC.

(iii)  Investment portfolio managed by financial institutions represented investments
in funds, bonds, trust schemes, and wealth management products.

(iv) As at December 31, 2017, certain available-for-sale financial assets were

pledged for repurchase agreements (Note 27(a)). No other investments were
subject to material restrictions on the realization.

(e) Held-to-maturity investments

Note 2017

Debt securities issued by the following
institutions in mainland China

— Government 12,504,577
— Policy banks 9,243,571
— Banks and other financial institutions 836,206
— Corporates 1,150,953
Total (i) 23,735,307
Listed 12,134,737
Unlisted 11,600,570
Total (i) 23,735,307
Fair value 22,874,827

(i) As at December 31, 2017, certain held-to-maturity investments were pledged as
security for repurchase agreements (Note 27(a)).

(ii) The Group did not dispose of material held-to-maturity debt investments prior to
their maturity dates for the year ended December 31, 2017.

&
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21 Financial investments (Continued)

(f) Debt securities classified as receivables

2017
Investment management products managed by trust plan 66,216,954
Investment management products managed by securities
companies 10,588,900
Investment management products managed by private fund
manager 19,985,954
Private debt financing plans 1,900,000
Debt securities funds managed by financial institutions 776,916
Total 99,468,724
Less: Provision for impairment losses (704,488)

Net carrying amount 98,764,236
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Investments in subsidiaries
The Group’s subsidiaries as at the end of the reporting period are as follows:

Note 2018 2017

Xiping Fortune County Bank Co., Ltd. (“F8F

MERERTROBRAF) (a) 176,686 176,686
Xinyang Pinggiao Zhongyuan County Bank

Co., Ltd. (“EF BT RAERITRNHER

RA]") (b) 38,341 38,341
Qixian Zhongyuan County Bank Co., Ltd. (&
FhRAAERTRO AR A" (c) 41,531 41,531

Henan Xinxiang Xinxing County Bank Co.,
Ltd. (/4 @R BN RRTROBRA

al") (d) 150,306 58,806
Linzhou Defeng County Bank Co., Ltd. (“#)!

EERBRTRHBRARD) (e) 29,771 29,771
Puyang Zhongyuan County Bank Co., Ltd.

(B RAERITROER A" (f) 30,736 30,736
Lushi Zhongyuan County Bank Co., Ltd. (“&E

KA RAERTROBERRA)") (9) 32,497 32,497
Xiangcheng Huipu County Bank Co., Ltd.

(‘BREBNERITRIDBRAF") (h) 28,250 28,250
Suiping Zhongyuan County Bank Co., Ltd.

(“BIRRAERTROERAA") (i 35,084 35,084
Henan Zhongyuan Consumer Finance Corp.,

Ltd. (TR REEERRNARAR") () 625,000 325,000

Total 1,188,202 796,702
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22 Investments in subsidiaries (Continued)
Notes:

(a) Xiping Fortune County Bank Co., Ltd. (“Xiping Fortune”) was incorporated on
December 17, 2009 at Zhumadian, Henan Province, with registered capital of
RMB208.52 million. The principal activities of Xiping Fortune are the provision of
corporate and retail banking services. The Bank holds 43.69% of equity interest of
Xiping Fortune as at December 31, 2018 (2017: 43.69%). According to the acting in
concert arrangement between the Bank and certain other shareholders with 23.95%
equity interest of Xiping, Xiping Fortune was deemed to be controlled by the Bank and
was a subsidiary of the Bank since 2014.

(b)  Xinyang Pinggiao Zhongyuan County Bank Co., Ltd. (“Xinyang Pingqgiao”, formerly
known as Xinyang Pinggiao Hengfeng County Bank Co., Ltd.) was incorporated on
December 13, 2010 at Xinyang, Henan Province, with registered capital of RMB83.52
million. The principal activities of Xinyang Pingqgiao are the provision of corporate and
retail banking services. The Bank holds 51.72% of equity interest and voting rights of
Xinyang Pingqgiao as at December 31, 2018 (2017: 51.72%).

(c) Qixian Zhongyuan County Bank Co., Ltd. (“Qixian Zhongyuan”, formerly known as
Qixian Heyin County Bank Co., Ltd.) was incorporated on December 23, 2010 at Hebi,
Henan Province, with registered capital of RMB50.00 million. The principal activities of
Qixian Zhongyuan are the provision of corporate and retail banking services. The Bank
holds 51% of equity interest and voting rights of Qixian Zhongyuan as at December
31, 2018 (2017: 51%).

(d) Henan Xinxiang Xinxing County Bank Co., Ltd. (“Xinxiang Xinxing”) was incorporated
on March 23, 2010 at Xinxiang, Henan Province, with registered capital of RMB130.00
million. The principal activities of Xinxiang Xinxing are the provision of corporate and
retail banking services. After purchased a portion of minority shareholders’ right and
interest amounting to RMB91.50 million in November 26, 2018, the Bank holds 78.46%
of equity interest and voting rights of Xinxiang Xinxing as at December 31, 2018 (2017:
31.54%). According to the acting in concert arrangement between the Bank and
certain other shareholders with 21.92% equity interest of Xinxiang Xinxing, Xinxiang
Xinxing was deemed to be controlled by the Bank and was a subsidiary of the Bank
since 2014, prior to the purchase of minority interests in 2018.

(e) Linzhou Defeng County Bank Co., Ltd. (“Linzhou Defeng”) was incorporated on
September 30, 2011 at Linzhou, Henan Province, with registered capital of RMB75.00
million. The principal activities of Linzhou Defeng are the provision of corporate and
retail banking services. The Bank holds 51% of equity interest and voting rights of
Linzhou Defeng as at December 31, 2018 (2017: 51%).
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22 Investments in subsidiaries (Continued)
Notes: (Continued)

(f) Puyang Zhongyuan County Bank Co., Ltd. (“Puyang Zhongyuan”, formerly known as
Puyang Heyin County Bank Co., Ltd.) was incorporated on March 16, 2012 at Puyang,
Henan Province, with registered capital of RMB58.75 million. The principal activities
of Puyang Zhongyuan are the provision of corporate and retail banking services.
The Bank holds 51% of equity interest and voting rights of Puyang Zhongyuan as at
December 31, 2018 (2017: 51%).

(9) Lushi Zhongyuan County Bank Co., Ltd. (“Lushi Zhongyuan”, formerly known as Lushi
Defeng County Bank Co., Ltd.) was incorporated on May 15, 2012 at Sanmenxia,
Henan Province, with registered capital of RMB60.00 million. The principal activities of
Lushi Zhongyuan are the provision of corporate and retail banking services. The Bank
holds 51% of equity interest and voting rights of Lushi Zhongyuan as at December 31,
2018 (2017: 51%).

(h) Xiangcheng Huipu County Bank Co., Ltd. (“Xiangcheng Huipu”) was incorporated on
October 27, 2011 at Xuchang, Henan Province, with registered capital of RMB61.00
million. The principal activities of Xiangcheng Huipu are the provision of corporate and
retail banking services. The Bank holds 41% of equity interest of Xiangcheng Huipu as
at December 31, 2018 (2017: 41%). According to the acting in concert arrangement
between the Bank and certain other shareholders with 10% equity interest of
Xiangcheng Huipu, Xiangcheng Huipu was deemed to be controlled by the Bank and
became a subsidiary of the Bank since 2015.

(i) Suiping Zhongyuan County Bank Co., Ltd. (“Suiping Zhongyuan”, formerly known
as Suiping Hengsheng County Bank Co., Ltd.) was incorporated on March 12, 2012
at Zhumadian, Henan Province, with registered capital of RMB56.15 million. The
principal activities of Suiping Zhongyuan are the provision of corporate and retail
banking services. The Bank holds 51.02% of equity interest of Suiping Zhongyuan as
at December 31, 2018 (2017: 51.02%).

(j) Henan Zhongyuan Consumer Finance Corp., Ltd. (“Consumer Finance”) was
incorporated on December 29, 2016 at Zhengzhou, Henan Province, with registered
capital of RMB500.00 million. After the capital injection of RMB300.00 million by the
Bank on February 9, 2018, the registered capital of Consumer Finance increases to
RMB800.00 million, and the Bank holds 78.13% of equity interest and voting rights of
Consumer Finance as at December 31, 2018 (2017: 65%).

e
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23

Property and equipment

Office
Investment  Electronic Motor  equipment Construction
Premises  properties equipments vehicles ~ &others in progress Total

Cost
At January 1, 2017 5,349,802 168,493 936,410 32,687 363,433 450,797 7,291,622
Additions 37,364 - 172,992 402 51,278 112,054 374,090
Disposals (34,008) (34,422) (14,626) (3,29) (1692) - (88,044)
Transfers out of construction in

progress - - - - - (13,457 (13,457)
sodptiereniien3 AU TSNS o3 SO R 20T P TR 2 o1 1 R o1 S0 11
Additions 8,280 - 136,838 1,458 67,422 168,133 382,131
Disposals (424,075) (51,181) (56,104) (6,579) (32,267) - (570,206)
Transfers out of construction in

progress - - - - - (97,454) (97,454)
helerere el 20 SRS 40706 SRR BRI T2 91D RSN 2 TR N 020 TSR 278 60
Accumulated depreciation
At January 1, 2017 (1,546,394) (68,777)  (639,150) (21,224)  (211,35%) - (2,492,900)
Additions (298,993) (8,358)  (148,146) (2,068) (37,343) - (494,908)
Disposals 12,733 17,927 8,245 3,033 1,327 - 43,265
AsatDecomber 81,2017~ (18326%4) (9208 (179061) ~ (62%9) (a1l o 2as)
Additions (288,492) (7470)  (172,908) (1611) (41,667) - (512,148)
Disposals 187,623 27,183 53,872 6,422 29,550 - 304,650
As at December 31, 2018 (1,933,523) (39,495  (898,087) (21,448)  (259,488) - (3,152,041)
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23 Property and equipment (Continued)

Office
Investment  Electronic Motor  equipment Construction

Premises  properties equipments vehicles  &others in progress Total
Impairment
At January 1, 2017 (8,476) - (2,463) (283) (2,032) - (13,254)
Disposals 92 - 60 54 2 - 208
dEETIe oG 0 T o I SEA G ey S5 008
Disposals 1,714 = 3 = 97 = 1,814
almaiera A Wl S - (29) (9% -
Net book value

As at December 31, 2017 3,512,120 64,863 313,322 3,30 163,618 549,394 4,606,622

As at December 31, 2018 2,997,170 33,395 275,023 2,995 186,753 620,073 4,115,409

The carrying amount of the premises with incomplete title deeds as December 31,
2018 was RMB919.58 million (2017: RMB1,061.60 million).The Group is still in the
progress of application for the outstanding title deeds for the above premises. The
directors of the Group are of the opinion that there would be no significant cost in
obtaining the title deeds.
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23 Property and equipment (Continued)

The net book values of premises as at December 31 are analyzed by the remaining
terms of the leases as follows:

2018 2017

Held in mainland China
— Long-term leases (over 50 years) 772,547 1,138,337
— Medium-term leases (10 — 50 years) 1,581,666 1,701,974
— Short-term leases (less than 10 years) 642,957 671,809
Total 2,997,170 3,512,120

The net book value of investment properties as at December 31 are analyzed by the
remaining terms of the leases as follows:

2018 2017

Held in mainland China
— Medium-term leases (10 — 50 years) 33,395 64,863

L e e
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24 Deferred tax assets

(a) Analyzed by nature

2018 2017
Deductible/ Deferred Deductible/ Deferred
(taxable) income (taxable) income
temporary tax assets/ temporary tax assets/
differences (liabilities) differences (liabilities)
Deferred income tax assets/
(liabilities):
Allowance for impairment losses 14,402,760 3,600,690 7,357,152 1,839,288
Accrued staff cost payable 1,060,780 265,195 849,284 212 321
Supplemental retirement
benefits 112,208 28,052 123,016 30,754
Fair value changes of financial
assets (613,856) (153,464) 1,369,184 342,296
Deferred income 589,376 147,344 429,832 107,458
Assets appraisal and related
depreciation (1,776,440) (444,110) (2,044,228) (511,057)
Others 235,764 58,941 99,432 24,858

Net balances 14,010,592 3,502,648 8,183,672 2,045,918
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24 Deferred tax assets (Continued)

(b) Movements of deferred tax assets

Allowance Assets
for Staff Supplemental ~ Change appraisal Net balance
impairment cost retirement infair  Deferred and related of deferred
losses  payable benefits value  income depreciation  Others fax assets
January 1, 2017 1,507,171 258,811 37136 208290 95070  (567,034) 20,130 1,529,574
Recognized in
profit o loss 332,117 (46,490) (6,382) 12,65 52,388 49717 4728 394,993
Recognized in other
comprehensive
income - - - 121,31 - - - 121,351

December 31,2017 1,839288 212,321 30,754 342296 107458  (511,057) 24858  2,045918
Impact on initial
application of

IFRS 9 788,748 - - (204531) - - 1324 597,458
January 1, 2018 2628036 212,31 30,754 137,765 107458 (511,057) 38,099 2,643,376
Recognized in

profit or loss 972,654 52,874 (2702) (127984) 39,886 66,947 20842  1,022517
Recognized in other

comprehensive

income - - - (163,245) - - - (163,245)

December 31,2018 3,600,690 265,195 28,052 (153464) 147,344 (444,110) 58,941 3,502,648

25 Goodwill

Goodwill

Cost:
At December 31, 2017 and 2018 468,397

Accumulated impairment losses:
At December 31, 2017 and 2018 =

Carrying amount:
At December 31, 2017 and 2018 468,397
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Goodwill (Continued)
Impairment testing on goodwill

For the purpose of impairment testing, goodwill has been allocated to three
individual cash generating units (CGUs), including corporate banking, retail
banking and financial markets business. The carrying amounts of goodwill at the
end of the reporting period allocated to these units are as follows:

2018 2017
Corporate banking 309,219 309,219
Retail banking 97,029 97,029
Financial markets business 62,149 62,149
Total 468,397 468,397

The recoverable amounts of corporate banking unit, retail banking unit and financial
markets business unit have been determined based on value-in-use calculations.
These calculations use cash flow projections based on financial budgets approved
by management covering a five-year period, and discount rate of 9.92% at
December 31, 2018 (2017: 13.05%). Cash flows beyond five-year period are
extrapolated using an estimated weighted average growth rate of 3%, which is
consistent with the forecasts included in industry reports. The cash flows are
discounted using a discount rate which is used are pre-tax and reflect specific risks
relating to the CGUs.

At the end of the reporting period, the directors of the Bank determine that there is
no impairment of any of its CGUs containing goodwill.

Management believes that any reasonably possible change in any of these
assumptions would not cause the carrying amount of each of these CGUs to exceed
its recoverable amount.

e
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26 Other assets

Note 2018 2017
Interests receivable (a) 363,811 3,516,149
Receivables from disposal of loans 20(g) 1,200,317 1,387,381
Intangible assets (b) 1,258,659 1,264,170
Repossessed assets 1,771,214 1,114,820
Leasehold improvements 569,133 464,401
Other receivables 1,168,781 843,806
Total 6,331,915 8,590,727
(a) Interests receivable

2018 2017

Interests receivable arising from:
Investments 138,629 2,236,107
Loans and advances to customers 293,357 1,188,808
Others - 91,234
Total 431,986 3,516,149
Less: Provision for impairment losses (68,175) -
Net carrying amount 363,811 3,516,149

As at December 31, 2018, Interest receivable only includes interest that has
been due for the relevant financial instruments but not yet received at the
balance sheet date. Interest on financial instruments based on the effective
interest method has been reflected in the balance of corresponding financial
instruments.
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26 Other assets (Continued)

(b) Intangible assets

Land use Computer
rights software Total

Cost

As at January 1, 2017 1,190,046 378,843 1,568,889

Additions 5,860 138,284 144 144

Disposals - (10,997) (10,997)

As at December 31, 2017 1,195,906 506,130 1,702,036

Additions 19 186,021 186,040

Disposals (3,896) (44,654) (48,550)
AsalDecember 31,2018 1192029 | 047,497 1839526
Accumulated amortization

As at January 1, 2017 (96,070) (226,701) (322,771)

Additions (34,449) (72,521) (106,970)

Disposals - 2,282 2,282

As at December 31, 2017 (130,519) (296,940) (427,459)

Additions (35,443) (151,993) (187,436)

Disposals 884 43,551 44,435
__AsatDecembersi, 2018 | (165,078) .. (405,382) .. (570,460)
Impairment

As at January 1, 2017 (9,097) (1,418) (10,515)

Disposals - 108 108

As at December 31, 2017 (9,097) (1,310) (10,407)

Disposals - - -
__AsatDecember3i 2018 (8097 (810 . (10,407
Net book value

As at December 31, 2018 1,017,854 240,805 1,258,659

As at December 31, 2017 1,056,290 207,880 1,264,17@&-
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27 Pledged assets
(a) Assets pledged as collateral

Note 2018 2017

For repurchase agreements
— Discounted bills 2,892,287 850,000
— Financial investments at
fair value through profit or
loss 21(a) 4,766,872 905,488
— Financial investments at
fair value through other

comprehensive income 21(b) 8,124,400 -
— Financial investments at

amortised cost 21(c) 18,832,927 -
— Available-for-sale financial

assets 21(d) - 22,442,936
— Held-to-maturity

investments 21(e) - 19,096,476

Total 34,616,486 43,294,900

Financial assets pledged by the Group as collaterals for liabilities which are
for repurchase agreements.

(b) Received pledged assets

The Group conducts resale agreements under the usual and customary
terms of placements, and holds collaterals for these transactions. As at
December 31, 2018, the carrying amounts of the received pledged assets is
RMB16,336.61 million (2017: RMB13,949.80 million).

2 e
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28 Deposits from banks and other financial institutions
Analyzed by type and location of counterparty
2018 2017

In mainland China

— Banks 10,838,827 26,028,927

— Other financial institutions 49,548,657 13,621,905
Sub-total 60,387,484 39,650,832
Accrued interest 414,471 -
Total 60,801,955 39,650,832

29 Placements from banks and other financial institutions
2018 2017

In mainland China

— Banks 12,177,156 5,085,684

— Other financial institutions 200,000 631,421
Sub-total 12,377,156 5,717,105
Outside mainland China

— Banks 271,022 -
Sub-total 12,648,178 5,717,105
Accrued interest 81,032 -
Total 12,729,210 5,717,105
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30

Financial assets sold under repurchase agreements

(a)

(b)

Analyzed by type and location of counterparty

2018 2017
In mainland China
— Banks 32,593,388 38,391,391
— Other financial institutions 914,780 2,418,457
Sub-total 33,508,168 40,809,848
Accrued interest 19,728 -
Total 33,527,896 40,809,848
Analyzed by collateral
2018 2017
Debt securities 30,617,816 39,960,202
Discounted bills 2,890,352 849,646
Sub-total 33,508,168 40,809,848
Accrued interest 19,728 -
Total 33,527,896 40,809,848
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31 Deposits from customers
2018 2017

Demand deposits

— Corporate customers 127,739,658 124,625,366

— Individual customers 40,566,809 48,355,209
Subttotal ] 168,306,467 172,980,575
Time deposits

— Corporate customers 38,988,002 31,998,949

— Individual customers 107,070,420 76,287,727
Subttotal ] 146,058,422 108,286,676
Pledged deposits . 31,633,015 | 29,098,429
Inward and outward remittances 191,001 342,604
Subtotal . .........346188,995 306,708,284
Accruedinterest 3197960 T
Total 349,386,955 306,708,284
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32 Debt securities issued

Note 2018 2017
Interbank deposits issued (a) 80,048,236 74,128,630
Financial bonds (b) 2,999,102 -
Tier-two capital bonds (c) 9,999,668 -
Sub-total 93,047,006 74,128,630
Accrued interest 230,570 -
Total 93,277,576 74,128,630

Notes:

(a) In 2018, the Bank issued a number of certificates of interbank deposit with total
nominal amount of RMB123,570.00 million and duration between 1-12 months. The
coupon rates ranged from 2.4% to 5.15% per annum (2017: the Bank issued a number
of certificates of interbank deposit with total nominal amount of RMB131,540.00 million
and duration between 1-12 months. The coupon rates ranged from 3.7% to 5.8% per
annum).

As at December 31, 2018, the fair value of interbank deposits issued was
RMB80,163.67 million (2017: RMB73,976.14 million).

(b) Fixed rate financial bonds of RMB1.5 billion with a term of three years was issued by
the Bank in May 2018. The coupon rate is 4.79% per annum.

Fixed rate green financial bonds of RMB1.5 billion with a term of three years was issued
in April 2018. The coupon rate is 4.70% per annum.

As at December 31, 2018, the fair value of financial bonds issued was RMB3,054.75
million (December 31, 2017: nil).

(c) Fixed rate tier-two capital bonds of RMB10 billion with a term of 10 years was issued
by the Bank in September 2018. The coupon rate is 5.2% per annum.

As at December 31, 2018, the fair value of tier-two capital bonds issued was
RMB10,148.39 million (December 31, 2017: nil).
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33 Other liabilities

Note 2018 2017
Interests payable (a) - 2,965,736
Payment and collection clearance
accounts 708,069 774,482
Accrued staff cost (b) 2,029,884 1,658,664
Other tax payable 393,461 274,380
Dividend payable 492,074 189,898
Provision (c) 112,104 25,966
Other payable 776,854 687,603
Total 4,512,446 6,576,729
(a) Interests payable
2017
Interests payable arising from:
Deposits from customers 2,544 173
Deposits and placements from banks and other financial
institutions 405,178
Repurchase agreements 16,318
Others 67
Total 2,965,736

As at December 31, 2018, Interest on financial instruments based on the
effective interest method has been reflected in the balance of corresponding

financial instruments.

(b) Accrued staff cost

Note 2018 2017

Salary, bonuses and

allowances payable 1,764,394 1,420,685
Social insurance payable 57,746 32,296
Housing allowances payable 1,013 3
Labor union fee, staff and

workers’ education fee 91,256 79,993
Supplementary retirement

benefits payable (1) 115,475 125,687
Total 2,029,884

1,658,66&
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33 Other liabilities (Continued)
(b) Accrued staff cost (Continued)
(1) Supplementary retirement benefits

The supplementary retirement benefits of the Bank include early
retirement plan and supplementary retirement plan. The early
retirement benefits is provided to employees who voluntarily agreed
to retire before the retirement age during the period from the date of
early retirement to the statutory retirement date. The supplementary
retirement plan is provided to the Bank’s eligible employees.

(i) The balances of supplementary retirement benefits of the Group
are as follows:

2018 2017

Present value of early retirement
plan 106,702 117,722
Supplementary retirement plan 8,773 7,965
Total 115,475 125,687

(ii)  The movements of supplementary retirement benefits of the
Group are as follows:

2018 2017

As at January 1 125,687 149,699

Benefits paid during the year (24,887) (24,297)
Defined benefit cost recognized in

profit or loss 14,078 (1,229)
Defined benefit cost recognized in

other comprehensive income 597 1,514

As at December 31 115,475 125,687
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33 Other liabilities (Continued)
(b) Accrued staff cost (Continued)
(1) Supplementary retirement benefits (Continued)

(iii) ~ Principal actuarial assumptions of the Group are as follows:

Early retirement plan 2018 2017
Discount rate 3.00% 3.75%
Annual increase rate of internal

salary 4.50% 4.50%
Supplementary retirement plan 2018 2017
Discount rate 3.75% 4.25%

(iv)  Sensitivity analysis:

2018 2017
Early retirement
plan Increase Decrease Increase Decrease

Discount rate
(1% movement) (4,102) 4,446 (4,762) 5171

2018 2017
Supplementary
retirement plan Increase Decrease Increase Decrease

Discount rate
(1% movement) (1,595) 2,109 (1,438) 1,901

Although the analysis does not take account of the full distribution
of cash flows expected under the supplementary retirement
benefits, it does provide an approximation of the sensitivity of the
assumptions shown.
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33 Other liabilities (Continued)

(c) Provisions

Note 2018 2017
Litigations and disputes provision 25,966 25,966
Credit commitments provision (i) 86,138 -
Total 112,104 25,966

(i) As at December 31, 2018, movements of credit commitments provision

is as follows:
2018
Lifetime Lifetime
Expected expected expected
credit losses  credit losses  credit losses
over the next not credit- credit-
12 months impaired impaired Total
Balance at January 1 51,149 1,806 6 52,961
Transfers:
- to expected credit losses over
the next 12 months 54 (49) (5) -
- to lifetime expected credit
losses credit-impaired - 4) 4 -
Charge/(release) for the year 34,595 (1,566) 148 33,177

Balance at December 31 85,798 187 153 86,138
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34 Share capital

Share capital of the Group as at December 31, 2018 and 2017 represented share
capital of the Bank, which is fully paid.

Note 2018 2017
Ordinary shares in Mainland China 16,280,000 16,280,000
Ordinary shares listed in Hong
Kong (H-share) (a) 3,795,000 3,795,000
Total 20,075,000 20,075,000
Note:

(a) On July 19, 2017, the Bank issued 3,000.00 million H-shares with a par value of RMB1
at an offering price of HKD2.45 per share (the “H-share offering”). On August 15,
2017, the Bank exercised the over-allotment option and issued 450.00 million H-shares
with a nominal value of RMB1.00 at HKD2.45 per share. The capital contribution was
verified by KPMG Huazhen LLP.

Immediately following the H-share offering, 345 million ordinary shares in Mainland
China shares held by the National Council and Social Security Fund were converted
to H-shares pursuant to the relevant PRC regulations relating to the reduction of state-
owned shares.

All the above H-shares have been listed on the Stock Exchange of Hong Kong Limited.
The H-shares rank pari passu in all respects with the existing ordinary shares in
Mainland China including the right to receive all dividends and distributions declared
or made.

R &
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35 Reserves
(a) Capital reserve

Note 2018 2017

Share premium 14,477,471 14,477,471
Changes in fair value

recognized in other

comprehensive income (i) 213,457 (938,921)
Impairment losses recognized

in other comprehensive

income (i) 457,896 -
Changes on remeasurement
of defined benefit liabilities (iii) (3,267) (2,670)

Changes in ownership
in subsidiaries without
changes in control (164,240) (361)

Total 14,981,317 118,535,519

(i) Investment revaluation reserve

2018 2017
As at January 1 (274,882) (574,870)
Changes in fair value recognised in
other comprehensive income 421,745 (839,722)
Transfer to profit or loss upon disposal 229,373 354,320
Less: deferred income tax (162,779) 121,351
Total 213,457 (938,921)
(ii) Impairment reserve
2018
As at January 1 171,988
Impairment losses recognized in other comprehensive
income 285,908
Total 457,896

ns
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35 Reserves (Continued)

(a)

(b)

(c)

Capital reserve (Continued)
(iii) Deficit on remeasurement of net defined benefit liability
Deficit on remeasurement of net defined benefit liability represents

actuarial gains or losses, net of tax, from remeasuring the net defined
benefit liability.

2018 2017

As at January 1 (2,670) (1,156)
Changes in fair value recognised in

other comprehensive income (597) (1,514)

Total (3,267) (2,670)

Surplus reserve

The surplus reserve at the end of reporting period represented statutory
surplus reserve fund and discretionary surplus reserve fund. Pursuant to
the Company Law of the PRC and the Article of Association of the Bank, the
Bank is required to appropriate 10% of its net profit as on an annual basis
determined under the PRC GAAP after making good prior year’s accumulated
loss, to statutory surplus reserve fund until the reserve fund balance reaches
50% of its registered capital.

The Bank appropriated an amount of RMB242.56 million to the statutory
surplus reserve fund for the year of 2018 (2017: RMB381.00 million).

The Bank may also appropriate discretionary surplus reserve fund in
accordance with the resolution of the shareholders.

General reserve

Pursuant to the “Measures on Impairment Allowances for Financial Enterprises
(Cai Jin [2012] No. 20)” issued by the Ministry of Finance, the Bank is
required to set aside a general reserve through profit appropriation which
should not be lower than 1.5% of the ending balance of its gross risk-bearing
assets on an annual basis. The balance of the general reserve amounted to
RMB7,884.33 million as at December 31, 2018 (2017: RMB6,386.31 million).

&
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36 Retained earnings
(a) Appropriation of profits
In accordance with the resolution of the Bank’s board of directors meeting
held on March 28, 2019, the proposed profit appropriations for the year

ended December 31, 2018 is listed as follows:

- Appropriation of statutory surplus reserve amounted to RMB242.56
million; and

- Appropriation of general reserve amounted to RMB1,498.01 million.

- Declaration of cash dividend of RMB0.35 per 10 shares before tax and
in aggregation amount of RMB702.63 million to all shareholders.

The profit appropriation resolution mentioned above has yet to be approved
by the Bank’s shareholders.

In accordance with the resolution of the Bank’s Annual General Meeting held
on May 16, 2018, the shareholders approved the profit distribution plan for
the year ended December 31, 2017:

- Appropriation of statutory surplus reserve amounted to RMB381.00
million;

- Appropriation of general reserve amounted to RMB1,251.54 million; and

- Declaration of cash dividend of RMBO0.71 per 10 shares before tax and
in aggregation amount of RMB1,425.33 million to all shareholders.

The surplus reserve represented statutory surplus reserve fund.
As at December 31, 2018, the consolidated retained profits attributable to

equity shareholders of the Bank included an appropriation of RMB44.03
million of surplus reserve made by subsidiaries (2017: RMB36.06 million).

2 e
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36 Retained earnings (Continued)
(b) Movements in components of equity

Details of the changes in the Bank’s individual components of equity for the
year 2018 and 2017 are set out below.

Other
Share equity Capital ~ Surplus  General  Retained
capital instruments  reserve  reserve  reserve  earnings Total

Balance at December 31,

2017 20,075,000 - 13,535,880 1,258,065 6,320,746 4,022,518 45,212,209
Impact on initial application

of IFRS 9 - - 836,027 - - (2,479,306) (1,643,279)
Balance at January 1, 2018 20,075,000 - 14371907 1,258,065 6,320,746 1,543,212 43,568,930
Changes in equity for the

year.

Net profit for the year - - - - - 2425547 2,425,547
Qther comprehensive

income - - 172,564 - - - 172,564
Total comprehensive income - - 712,564 - - 2425547 3,198,111
Capital invested by other

equity instrument holders - 9,632,791 - - - - 9,632,791
Appropriation to surplus

reserve - - - 242,555 - (242,555) -
Appropriation to general

reserve - - - - 1,480,802 (1,480,802 -
Appropriation to

shareholders - - - - - (1,425,325) (1,425,325)
Balance at December 31,

2018 20,075,000 9,632,791 15,144,471 1,500,620 7,801,548 820,077 54,974,507
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36 Retained earnings (Continued)

(b) Movements in components of equity (Continued)

Qther

Share equity Capital Surplus  General  Retained

capital  instruments reserve  reserve reserve  eamnings Total
Balance at January 1,
LI oo o 0052 BOR S0NTS M HES
Changes in equity for the
year:
Net profit for the year - - - - - 3810023 3,810,023
Qther comprehensive
income - - (365,565) - - - (365,569)
Total comprehensive
e SR - S o GO Sead
Issue of H-shares 3,450,000 = 3,626,202 = = - 7,076,202
Appropriation to surplus
reserve - - - 381,002 - (381,002) -
Appropriation to general
reserve - - - - 1239947 (1,239,947 -
Balance at December 31,

2017 20,075,000 - 13535880 1,258,065 6,320,746 4,022,518 45,212,209
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37 Other equity instruments

(a) Preference shares outstanding at the end of the year:

Dividend
Financial yield In original
instrument Time ratiofnterest Issue currency In Conversion
outstanding issued  Classifications rate price  Quantities million RMB million ~ Maturity ~ conditions

Offshore 21/11/2018 Equity 560% USD20/share 69,750,000 1,395 9,688 None  Mandatory
preference conversion
shares trigger events

Less: issuing cost (55)

Book valug 9,633

(b) Main clause
(i)  Dividend

Fixed rate for a certain period after issuance. Dividend reset every 5
years thereafter to the sum of the benchmark rate and the fixed spread.
The fixed spread will be equal to the spread between the dividend
rate at the time of issuance and the benchmark rate. The fixed spread
will remain unchanged throughout the term of the preference shares.
Dividends will be paid annually.

If the Bank has distributable after-tax profit after making up for previous
years’ losses and contributing to the statutory reserve and general
reserve, the Bank may pay dividends to the offshore preference
shareholders in accordance with the articles of association of the Bank,
provided that the capital adequacy ratio of the Bank meets regulatory
requirements.The offshore preference shareholders shall rank in priority
to the ordinary shareholders interms of dividend distribution.

Any declaration and payment of all of the dividends on the Offshore
Preference Shares by the Bank will be determined by the board in
accordance with the authorisation given by the general meeting. Any
cancellation of all or part of the dividends on the Offshore Preference
Shares shall be subject to the consideration and approval by the
general meeting. If the Bank cancels all or part of the distribution
of dividends on the Offshore Preference Shares, the Bank shall not
distribute any dividends to the ordinary shareholders from the next day
following the resolution being approved at the general meeting until the
resumption of payment of dividends in full.
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37 Other equity instruments (Continued)
(b) Main clause (Continued)
(ii)  Dividend accumulation

The dividends on the Offshore Preference Shares will be non-cumulative
(namely, in the event of any cancellation by the Bank of all or part of the
dividends on the Offshore Preference Shares, any amount of dividends
not paid to the offshore preference shareholders in full in the current
period will not be accumulated to the following dividend periods).

(iii) Distribution of residual profits

After receiving the dividends at the prescribed dividend rate, the
offshore preference shareholders shall not be entitled to any distribution
of residual profits of the Bank together with the ordinary shareholders.

(iv) Mandatory conversion trigger events

Upon the occurrence of an additional tier 1 capital trigger event
(namely, the core tier 1 capital adequacy ratio of the Bank falling to
5.125% or below), the Bank shall have the right to convert, without
the approval of the offshore preference shareholders, all or part of the
Offshore Preference Shares then issued and outstanding into H Shares
based on the aggregate value of such Offshore Preference Shares in
order to restore the core tier 1 capital adequacy ratio of the Bank to
above 5.125%. In case of partial conversion, the Offshore Preference
Shares shall be converted ratably and on the same conditions. Upon
conversion of the Offshore Preference Shares into H Shares, such
H Shares will not be converted backto preference shares under any
circumstances.

Upon the occurrence of a tier 2 capital trigger event, the Bank
shall have the right to convert, without the approval of the offshore
preference shareholders, all of the Offshore Preference Shares then
issued and outstanding into H Shares based on the aggregate value
of such Offshore Preference Shares. Upon conversion of the Offshore
Preference Shares into H Shares, such H Shares will not be converted
back to preference shares under any circumstances. A tier 2 capital
trigger event means the earlier of the following events:(1) the former
CBRC having concluded that without a conversion or write-off of the
Bank’s capital, the Bank would become non-viable, and (2) the relevant
authorities having concluded that without a public sector injection of
capital or equivalent support, the Bank would become non-viable.
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37 Other equity instruments (Continued)
(b) Main clause (Continued)
(v) Conditional redemption

From the fifth year following the date of issuance of the Offshore
Preference Shares, and subject to obtaining the approval of the
former CBRC or its affiliates and the compliance with the relevant
requirements, the Bank shall have the right to redeem all or part of
the Offshore Preference Shares. The redemption price of the Offshore
Preference Shares will be an amount equal to the issue price plus the
amount of dividend declared but unpaid for the current period.

38 Involvement with unconsolidated structured entities

(a) Structured entities sponsored by third party institutions in which the
Group holds an interest

The Group holds interests in certain structured entities sponsored by third
party institutions through investments in the units issued by these structured
entities. Such structured entities include investment management products
under trust scheme, investment management products managed by securities
companies and wealth management products issued by financial institutions.
The nature and purpose of these structured entities are to generate fees
from managing assets on behalf of third party investors. These vehicles are
financed through the issue of units to investors.

- r -
R
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38 Involvement with unconsolidated structured entities (Continued)

(a)

Structured entities sponsored by third party institutions in which the
Group holds an interest (Continued)

The following table sets out an analysis of the carrying amounts of interests
held by the Group in unconsolidated structured entities, as well as an analysis
of the line items in the consolidated statements of financial position in which

relevant assets are recognized as at December 31:

2018
Carrying Maximum
amount exposure
Financial investments at fair value through
profit or loss 37,155,060 37,155,060
Financial investments at fair value through
other comprehensive income 154,564 154,564
Financial investments at amortised cost 118,708,580 118,708,580
Total 156,018,204 156,018,204
2017
Carrying Maximum
amount exposure
Available-for-sale financial assets 49,635,986 49,635,986
Debt securities classified as receivables 98,764,236 98,764,236
Total 148,400,222 148,400,222

As at December 31, 2018 and 2017, the carrying amounts of the
unconsolidated structural entities are equal to the maximum exposures.
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38 Involvement with unconsolidated structured entities (Continued)

(b) Structured entities sponsored by the Group which the Group does not
consolidate but holds an interest in:

The types of unconsolidated structured entities sponsored by the Group
include non-principal guaranteed wealth management products. The nature
and purpose of these structured entities are to generate fees from managing
assets on behalf of investors. These structured entities are financed
through the issue of units to investors. Interest held by the Group includes
investments in units issued by these structured entities and fees charged by
providing management services. As at December 31, 2018 and 2017, the
carrying amounts of the investments in the units issued by these structured
entities and management fee receivables being recognized are not material
in the statement of financial positions.

As at December 31, 2018, the amount of assets held by the unconsolidated
non-principal guaranteed wealth management products, which are sponsored
by the Group, was RMB42,090.83 million (2017: RMB32,604.62 million).

(¢) Unconsolidated structure entities sponsored by the Group during the
years which the Group does not consolidate but have an interest in as at
December 31:

For the year ended December 31, 2018, the aggregated amount of the non-
principal guaranteed wealth management products sponsored and issued
by the Group after January 1, but matured before December 31 amounted to
RMB48,248.86 million (2017: RMB50,697.91 million).

39 Capital management

The Group’s capital management includes capital adequacy ratio management,
capital financing management and economic capital management, of which the
primary focus is on capital adequacy ratio management. The Group calculates the
capital adequacy ratio in accordance with guidelines issued by the former CBRC.
The capital of the Group is divided into core tier-one capital, other tier-one capital
and tier-two capital.

Capital adequacy ratio management is the key in capital management. The
capital adequacy ratio reflects the soundness of the Group’s operations and
risk management capabilities. The main objective in capital adequacy ratio
management is to set an optimal capital adequacy ratio that meets the regulatory
requirements by benchmarking against the capital adequacy ratio level of leading
peer banks with reference to its own business environment and conditions.
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39 Capital management (Continued)

The Group considers its strategic development plans, business expansion plans
and risk variables when conducting scenario analysis and stress testing and
executing other measures to forecast, plan and manage its capital adequacy ratio.

The Group calculates its capital adequacy ratios in accordance with “Regulation
Governing Capital of Commercial Banks (Provisional)” and other relevant
regulations promulgated by the former CBRC.

The former CBRC requires commercial banks to meet the requirements of capital
adequacy ratios by the end of 2018 in accordance with “Regulation Governing
Capital of Commercial Banks (Provisional)”. For non-systemically important
banks, the minimum ratios for core tier-one capital adequacy ratio, tier-one
capital adequacy ratio and capital adequacy ratio are 7.50%, 8.50% and 10.50%,
respectively.

The on-balance sheet risk-weighted assets are measured using different risk
weights, which are determined according to the credit, market and other risks
associated with each asset and counterparty, taking into account any eligible
collaterals or guarantees. Similar treatment is adopted for off-balance sheet
exposure, with adjustments made to reflect the more contingent nature of any
potential losses. Market risk-weighted assets are calculated using the standardised
approach. Operational risk-weighted assets are calculated using basic indicator
approach.

The capital adequacy ratios and related components of the Group illustrated below
are computed based on the Group’s statutory financial statements prepared in
accordance with PRC GAAP.
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39 Capital management (Continued)

The Group’s capital adequacy ratios as at December 31 calculated in accordance
with “Regulation Governing Capital of Commercial Banks (Provisional)” and relevant

requirements promulgated by the former CBRC are as follows:

2018 2017
Total core tier-one capital
— Share capital 20,075,000 20,075,000
— Qualifying portion of capital reserve 14,605,828 13,535,519
— Surplus reserve 1,500,620 1,258,065
— General reserve 7,884,326 6,386,313
— Retained earnings 783,400 4,014,023
— Qualifying portions of non-controlling
interests 373,274 301,440
Core tier-one capital deductions
— Goodwill (468,397) (468,397)
— Other intangible assets other than land use
rights (240,805) (207,880)
Net core tier-one capital 44,513,246 44,894,083
Other tier-one capital 9,682,561 39,828
Net tier-one capital 54,195,807 44 933,911
Tier-two capital
— Instruments issued and share premium 9,999,668 -
— Surplus provision for loan impairment 3,482,673 3,551,568
— Qualifying portions of non-controlling
interests 99,540 83,545
Net capital base 67,777,688 48,569,024
Total risk weighted assets 471,778,961 369,459,199
Core tier-one capital adequacy ratio 9.44% 12.15%
Tier-one capital adequacy ratio 11.49% 12.16%
Capital adequacy ratio 14.37% 13.15%

335




336 2018 ANNUAL REPORT ZHONGYUAN BANK CO., LTD.

Notes to the Consolidated Financial Statements

(Expressed in thousands of Renminbi, unless otherwise stated)

40 Notes to the consolidated cash flow statement

(a) Netincrease/(decrease) in cash and cash equivalents

2018 2017
Cash and cash equivalents as at
December 31 55,712,428 43,080,066
Less: Cash and cash equivalents as at
January 1 43,080,066 43,741,320
Net increase/(decrease) in cash and cash
equivalents 12,632,362 (661,254)
(b) Cash and cash equivalents
2018 2017
Cash on hand 1,473,473 1,523,007
Deposits with the central bank 24,455,110 21,112,137
Deposits with banks and other financial
institutions 12,163,833 6,792,950
Financial assets held under resale
agreements 16,335,753 12,988,617
Placement with banks and other financial
institutions 1,284,259 663,355

Total 55,712,428 43,080,066
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41 Related party relationships and transactions

(a) Relationship of related parties:

(i)

(i)

(iii)

Major shareholders
Major shareholders include shareholders of the Bank with direct or
indirect 5% or above shareholding, or with the right to appoint a

director in the Bank.

Shareholding in the Bank:

2018 2017

Henan Investment Group Co., Ltd. 7.01% 7.01%
Henan Energy and Chemical

Engineering Group Co., Ltd. (*) 6.48% 6.48%
Yongcheng Coal and Electricity

Holdings Group Co., Ltd. 5.76% 5.76%
Tian Kun Investment Co, Ltd. 4.99% 3.62%
Henan Shengrun Holdings Co., Ltd. 3.75% 3.75%
* As at December 31, 2018, the interest in the Bank owned by Henan

Energy and Chemical Engineering Group Co., Ltd. includes interests
owned by Yongcheng Coal and Electricity Holdings Group Co., Ltd.,
Henan Guolong Mineral Construction Co., Ltd., Yongcheng Jingchuang
Industry Co., Ltd., Shangqgiu Tianlong Investment Co., Ltd., Anyang
Chemical Engineering Group Co., Ltd., Henan Energy and Chemical
Engineering Group Finance Co., Ltd.,Kaifeng Tieta Rubber (Group) Co.,
Ltd..

Subsidiaries of the Bank
The detailed information of the Bank’s subsidiaries is set out in Note 22.
Other related parties

Other related parties can be individuals or enterprises, which include:
members of the board of directors and senior management, and close
family members of such individuals; entities (and their subsidiaries)
controlled or jointly controlled by members of the board of directors
and senior management, and close family members of such individuals;
and entities controlled or jointly controlled by the major shareholders of
the Bank as set out in Note 41 (a) or their controlling shareholders.
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41 Related party relationships and transactions (Continued)
(b) Related party transactions and balances:

(i) Transactions between the Bank and major shareholders:

2018 2017
Transactions during the year:
Interest income 77,587 88,365
Interest expense 852 1,764
2018 2017
Balances at end of the year:
Loans and advances to customers 300,596 1,100,000
Financial investments 847,704 1,726,710
Interests receivable - 10,752
Deposits from customers 86,753 194,900
Interests payable - 23

(ii) Transactions between the Bank and subsidiaries:

The subsidiaries of the Bank are its related parties. The transactions
between the Bank and its subsidiaries and among the subsidiaries are
eliminated on combination and therefore are not disclosed in this note.
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41 Related party relationships and transactions (Continued)
(b) Related party transactions and balances: (Continued)

(iii) Transactions between the Bank and other related parties:

2018 2017
Transactions during the year:
Interest income 258,241 192,389
Interest expense 117,469 89,516
Operating expense 9,538 8,053
2018 2017
Balances at end of the year:
Loans and advances to customers 3,694,991 2,703,434
Financial investment 2,483,920 2,327,500
Interests receivable - 8,757
Deposits from customers 4,354,197 3,610,435
Deposits from banks and other
financial institutions 1,849,884 870,338
Interests payable - 26,896
2018 2017
Balances of items off the consolidated
statement of financial position
outstanding as at end of the year:
Letters of credit 3,610,000 190,000
Bank acceptances 3,254,728 3,309,428
Letters of guarantees 1,500 -




340 2018 ANNUAL REPORT ZHONGYUAN BANK CO., LTD.

Notes to the Consolidated Financial Statements

(Expressed in thousands of Renminbi, unless otherwise stated)

41 Related party relationships and transactions (Continued)
(¢) Key management personnel
The key management personnel are those persons who have the authority and
responsibility to plan, direct and control the activities of the Group, directly or
indirectly, including members of the board of directors, the supervisory board

and executive officers.

(i) Transactions between the Bank and key management personnel

2018 2017
Transactions during the year:
Interest income 499 739
Interest expense 128 59
2018 2017
Balances at end of the year:
Loans and advances to customers 17,815 17,434
Interests receivable - 26
Deposits from customers 11,166 9,949
Interests payable - 12

(ii) Key management personnel compensation

The aggregate compensation of key management personnel is listed as

follows:
2018 2017

Salaries and other emoluments 13,542 17,282
Discretionary bonuses 23,620 36,753
Contribution by the employer to social

insurance and welfare plans, housing

allowance, etc. 3,621 2,991
Total 40,783 56,026
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Related party relationships and transactions (Continued)
(d) Loans and advances to directors, supervisors and officers

Loans and advances to directors, supervisors and officers of the Group
disclosed pursuant to section 78 of Schedule 11 to the new Hong Kong
Companies Ordinance (Cap. 622), with reference to section 161 of the
predecessor Hong Kong Companies Ordinance (Cap. 32), are as follows:

2018 2017
Aggregate amount of relevant loans
outstanding at the end of the year 17,788 17,434
Maximum aggregate amount of relevant
loans outstanding during the year 17,788 17,434

There were no amount due but unpaid, nor any impairment provision made
against the principal or interest on these loans at December 31, 2018 and
2017.

Segment reporting

The Group manages its business by business lines. Consistent with the way in
which information is reported internally to the Group’s most senior executive
management for the purposes of resource allocation and performance assessment,
the Group defines reporting segments based on the following operating segments:

Corporate banking

This segment represents the provision of a range of financial products and services
to corporations, government agencies and financial institutions. These products
and services include corporate loans and advances, trade financing and deposit
taking activities, agency services, consulting and advisory services, remittance and
settlement services and guarantee services.

Retail banking

This segment represents the provision of a range of financial products and
services to retail customers. These products and services include personal loans
and deposit taking activities, bank card business, personal wealth management
services and remittance services.
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42 Segment reporting (Continued)
Financial markets business

This segment covers the Group’s financial markets business operations. The
financial markets business enters into inter-bank money market transactions,
repurchases transactions and investments. It also trades in debt securities. The
financial markets business segment also covers management of the Group’s overall
liquidity position, including the issuance of debts.

Others

These represent assets, liabilities, income and expenses which cannot directly
attributable or cannot be allocated to a segment on a reasonable basis.

Measurement of segment assets and liabilities and of segment income, expenses
and results is based on the Group’s accounting policies.

Internal charges and transfer prices are determined with reference to market rates
and have been reflected in the performance of each segment. Interest income and
expense earned from third parties are referred to as “external net interest income/
expense”. Net income and expense arising from internal charges and transfer
pricing adjustments are referred to as “internal net interest income/expense”.

Segment income, expenses, assets and liabilities include items directly attributable
to a segment as well as those that can be allocated on a reasonable basis.
Segment income, expenses, assets and liabilities are determined before intra-group
balances and intra-group transactions are eliminated as part of the consolidation
process. Segment capital expenditure is the total cost incurred during the year
2018 and 2017 to acquire property and equipment, intangible assets and other
long-term assets.
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42 Segment reporting (Continued)

2018
Financial
Corporate Retail markets
banking banking business Others Total
Operating income
External net interest
income 10,508,427 2,773,755 462,006 - 13,744,188
Internal net interest
(expense)fincome  (1,747,008) 2,060,075 (313,067) - -
Net interest income 8,761,419 4,833,830 148,939 - 13,744,188
Net fee and
commission
income 945,360 192,596 142,277 - 1,280,233
Net trading gains 14,139 - 351,067 - 365,206
Net gains arising
from investment
securities 8,700 - 1,294,832 - 1,303,532
Other operating
income 3,488 543 296 86,124 90,451
Operating income 9,733,106 5,026,969 1,937,411 86,124 16,783,610

Operating expenses (3,289,683) (2,713,970) (635,911) (317,951) (6,957,515)
Impairment losses on
assets (4,648,661) (1,530,120) (602,755) (70,009) (6,851,545)

Profit/(loss) before tax 1,794,762 782,879 698,745 (301,836) 2,974,550
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42 Segment reporting (Continued)

2018
Financial
Corporate Retail markets
banking banking business Others Total
Segment assets 249,607,938 139,949,449 224,931,163 2,453,071 616,941,621
Deferred tax assets - - - 3,502,648 3,502,648
Total assets 249,607,938 139,949,449 224,931,163 5,955,719 620,444,269

Segment liabilities 200,695,973 152,124,134 210,359,239 1,587,167 564,766,513

Total liabilities 200,695,973 152,124,134 210,359,239 1,587,167 564,766,513

Other segment
information
- Depreciation and
amortization 511,642 213,685 116,478 3,466 845,271

- Capital
expenditure 463,961 193,770 105,623 3,143 766,497
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42 Segment reporting (Continued)

2017
Financial
Corporate Retail markets
banking banking business Others Total
Operating income
External net interest
income 9,238,695 1,294,505 1,668,068 - 12,201,268
Internal net interest
(expense)/
income (1,411,001) 1,838,681 (427,680) - -
Net interest income 7,827,694 3,133,186 1,240,388 - 12,201,268
Net fee and
commission
income 542,378 31,168 196,024 - 769,570
Net trading losses - - (156,956) (222,329) (379,285)
Net losses arising
from investment
securities - - (375) - (375)
Other operating
income 10,586 9,576 846 203,276 224,284
Operating income 8,380,658 3,173,930 1,279,927 (19,053) 12,815,462

Operating expenses (2,887,365) (2,077,522) (433,996) (360,142) (5,759,025)
Impairment losses on
assets (1,048,617) (663,663) (319,663) 3,862 (2,028,081)

Profit/(loss) before tax 4,444 676 432,745 526,268 (375,333) 5,028,356
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42 Segment reporting (Continued)

2017
Financial
Corporate Retall markets
banking banking business Others Total
Segment assets 238,398,082 98,362,094 180,670,467 2,513,265 519,943,908
Deferred tax assets - - - 2,045,918 2,045,918
Total assets 238,398,082 98,362,094 180,670,467 4,559,183 521,989,826

Segment liabilities 156,448,248 155,684,258 162,615,166 1,251,643 475,899,215

Total liabilities 156,448,248 155,684,258 162,615,166 1,251,643 475,899,215

Other segment
information
— Depreciation and
amortization 415,106 150,283 76,190 80,912 722,491

- Capital
expenditure 302,164 114,726 55,411 81,088 553,389
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Risk management

The Group has exposure to the following risks from its use of financial instruments:
credit risk, market risk, liquidity risk and operational risk.

This note presents information about the Group’s exposure to each of the above
risks and their sources, and the Group’s objectives, policies and procedures for
measuring and managing these risks.

The Group’s risk management policies were established to identify and analyze the
risks to which the Group is exposed, to set appropriate risk limits, and to design
relevant internal control policies and systems for monitoring risks and adhering
to risk limits. Risk management policies and relevant internal control systems
are reviewed regularly to reflect changes in market conditions and the Group’s
activities. The Internal Audit Department of the Group undertakes both regular
and ad hoc reviews of the compliance of internal control implementation with risk
management policies.

(a) Credit risk

Credit risk represents the potential loss that may arise from the failure of a
debtor or counterparty to meet its contractual obligation or commitment to
the Group. It arises primarily from credit and bond investment portfolios and
guarantees granted.

Credit business

The board of directors is responsible for setting the Group’s risk management
strategy and the overall risk tolerance level. The board also monitors the
Group’s risk management process and regularly assesses the Group’s
risk position and risk management strategies. The board gives advice on
internal controls relating to risk management. The responsible departments
for credit risk management include the Credit Approval Department, Credit
Management Department, and Risk Management Department. The Risk
Management Department is responsible for implementing the Group’s overall
risk management system. Besides risk monitoring and control, the Risk
Management Department is also responsible for formulating risk management
policies. To ensure the independence of credit approval, the Credit Approval
Department is independent from customer relationship and product
management departments. Front office departments of branches carry out
credit businesses according to the Group’s risk management policies and
procedures.
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43 Risk management (Continued)
(a) Credit risk (Continued)
Credit business (Continued)

The Group continuously improves the internal control mechanism and
strengthens the management of the credit business. The Group has
established comprehensive assessment and inquiry mechanisms, assigning
the credit management accountability to the relevant departments and
individuals.

For corporate and institutional businesses, the Group has established
industry-specific limits for credit approval. It has put in place continuous
monitoring mechanism, with regular reporting of credit exposures to the
board. The Group’s credit risk management covers key operational phases,
including pre-lending evaluations, credit approval, and post-lending
monitoring. With respect to pre-lending evaluations, the Group assesses
customer credit ratings and performs integrated analysis on the risk and
return of the loan. In the credit approval phase, all credit applications are
approved by designated credit officers. During the post-lending monitoring,
the Group continually monitors outstanding loans and other credit related
businesses. Any adverse events that may significantly affect a borrower’s
repayment ability are reported immediately, and actions are taken to mitigate
the risks.

For personal credit operation business, credit assessment of applicants
is used as the basis for loan approval. In the credit assessment, customer
relationship managers are required to assess the income level, credit history,
and repayment ability of the applicant. The customer relationship managers
then forward the application and their recommendations to the loan-approval
departments for further approval. The Group monitors borrowers’ repayment
ability, the status of collateral and any changes to their value during the post-
lending phase. Once a loan becomes overdue, the Group starts the recovery
process according to standardized loan recovery procedures.

The Group adopts a loan risk classification approach to manage its loan
portfolio risk. Loans are generally classified as normal, special mention,
substandard, doubtful and loss according to their levels of risk. Substandard,
doubtful and loss loans are considered to be impaired loans and advances.
They are classified as such when one or more events demonstrate that
there is objective evidence of a loss event. The impairment loss is assessed
collectively or individually as appropriate.
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43 Risk management (Continued)

(a)

Credit risk (Continued)

Financial markets business

The Group sets credit limits for financial markets business operations based
on the credit risk inherent in the products, counterparties and geographical
areas. Credit risk exposure is closely monitored on a systematic, real-time
basis, and credit risk limits are reviewed and updated regularly.

Credit risk management after adopting IFRS 9

After adopting IFRS 9 at January 1, 2018, the financial assets are categorised
by the Group into the following stages to manage its financial assets’ credit
risk:

Stage 1

Financial assets have not experienced a significant increase in credit risk
since origination and impairment recognised on the basis of 12 months
expected credit losses.

Stage 2

Financial assets have experienced a significant increase in credit risk since
origination and impairment is recognised on the basis of lifetime expected

credit losses.

Stage 3

Financial assets that are in default and considered credit-impaired.
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43 Risk management (Continued)
(@) Credit risk (Continued)
Credit risk management after adopting IFRS 9 (Continued)
Significant increase in credit risk
When one or more quantitative, qualitative standards or upper limits are
triggered, the Group assumes that credit risk on financial assets has

increased significantly.

If the borrower is listed in the watch list and one or more of the following
criteria are met:

— The credit spread increases significantly;

— Significant changes with an adverse effect that have taken place in the
borrower’s business, financial and economic status;

— Application of a grace period or debt-restructuring;

— Significant changes with an adverse effect in the borrower’s business
conditions;

— Less value of the collaterals (for the collateral loans and pledged loans
only);

— Early indicators of problems of cash flow/liquidity, such as late payment
of accounts payable/repayment of loans;

— The borrower is more than 30 days past due.

The Group uses watch lists to monitor credit risk of financial assets related
to loans and treasury operations, and conducts regular assessments at
the counterparty level. The standards used in determining whether credit
risk increases significantly are regularly monitored and reviewed by the
management for the appropriateness.

As at December 31, 2018, the Group has not considered that any of its
financial assets has lower credit risk and no longer compared the credit risk
at the balance sheet date with that at the initial recognition to identify whether
there was a significant increase in credit risk.
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Risk management (Continued)

(a)

Credit risk (Continued)

Credit risk management after adopting IFRS 9 (Continued)

Definition of “default” and “credit-impaired assets”

At each reporting date, the Group assesses whether a financial asset is
credit-impaired. A financial asset is credit-impaired when one or more events
that have a detrimental impact on the estimated future cash flows of the

financial asset have occurred.

Evidence that a financial asset is credit-impaired includes the following
observable events:

— significant financial difficulties of the debtor;

— a breach of contract, such as a default or delinquency in interest or
principal payments;

— it becoming probable that the borrower will enter into bankruptcy or
other financial reorganisation;

— significant changes in the technological, market, economic or legal
environment that have an adverse effect on the debtor;

— the disappearance of an active market for a security because of
financial difficulties of the issuer; or

— overdue more than 90 days.

The above criteria apply to all financial assets of the Group and they are
consistent with the definition of “default” adopted by the internal management
of credit risk.
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43 Risk management (Continued)
(@) Credit risk (Continued)
Credit risk management after adopting IFRS 9 (Continued)
Measurement of expected credit losses (“ECL”")

The Group adopts ECL model to measures provision for loss of financial assets
based on the stages categorised above.

The ECL is the result of the discounted product of probability of default (PD),
exposure at default (EAD) and loss given default (LGD). The definitions of
these terms are as follows:

— PD refers to the likelihood that a borrower will be unable to meet his
repayment obligations over the next 12 months or the remaining lifetime
of the loan;

— EAD is the amount that the Group should be reimbursed upon default of
an obligor over the next 12 months or the remaining lifetime of the loan;

— LGD refers to the expected degree of loss arising from the exposure
at default which is predicted by the Group. LGD varies according to
different types of counterparties, methods and priority of recovering
debts, and the availability of collaterals or other credit support.

The Group determines the ECL by estimating the PD, LGD and EAD of
individual exposure or asset portfolios in the future months. The Group
multiplies these three parameters and makes adjustments according to the
probability of their continuance (i.e. there is no prepayment or default at
an earlier period). By adopting this approach, the Group can calculate the
ECL for the future months. The results of calculation for each month are then
discounted to the balance sheet date and added up. The discount rate used
in the calculation of ECL is the initial effective interest rate or its approximate
value.
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Risk management (Continued)

(a)

Credit risk (Continued)
Credit risk management after adopting IFRS 9 (Continued)
Measurement of expected credit losses (“ECL”) (Continued)

The lifetime PD is deduced from using the maturity model or 12-month
probability of default. The maturity model describes the development rule of
the defaults of the asset portfolio over its lifetime. The model is developed
based on historical observational data and applicable to all assets in the
same portfolio with the same credit rating. The above method is supported by
empirical analysis.

The 12-month EAD and lifetime EAD are determined based on expected
repayment arrangements, which are different according to different types of
products.

The Group quarterly monitors and reviews assumptions related to the
calculation of expected credit losses, including the changes in PD and the
value of collaterals under the different time limits.

Both the assessment of the significant increase in credit risk and the
measurement of ECL involve forward-looking information. Based on the
analysis on historical data, the Group identified critical economic indicators
that affect the credit risk and ECL of all asset portfolios, including GDP,
industrial added value, CPI, etc.

There has been no significant changes in the valuation techniques and key
assumptions during the reporting period.

(i) Maximum credit risk exposure

The maximum exposure to credit risk is represented by the net carrying
amount of each type of financial assets as at the end of each reporting
period.
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43 Risk management (Continued)
(a) Credit risk (Continued)

(i)  Financial assets analyzed by credit quality are summarized as follows:

2018
Deposits/
Placements Financial
Loans and  with banks and assets held
advancesto  other financial  under resale Financial

customers institutions agreements  investments (*)

Balance of financial assets that are
assessed for expected credit losses
over the next 12 months
- Overdue but not credit-impaired 21,136 - - -
- Neither overdue nor credit-impaired 238,172,483 25,664,201 16,336,610 201,605,544

Sub-fotal 238,199,619 25,664,201 16,336,610 201,605,544

Balance of financial assets that are not
credit-impaired and assessed for
lifetime expected credit losses

- Overdue but not credit-impaired 4,651,373 - - 479,900
- Neither overdue nor credit-impaired 5,282,857 - - 114,500
Sub-total 9,934,230 - - 594,400

Balance of credit-impaired financial assets
that are assessed for lifetime expected
credit losses
- Overdue and credit-impaired 6,236,266 19,027 - 8,524,970
- Credit-impaired but not overdue - - - -

Swbolel 66206 10 R L
Accrued interest 1,495,535 235,327 9,431 2,029,384
Less: Provision for impairment losses (9,313,961) (23,008) (857) (4,001,623)

Net value 246,551,689 25,895,547 16,345,184 208,752,675
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43 Risk management (Continued)
(a) Credit risk (Continued)

(i) Financial assets analyzed by credit quality are summarized as follows:
(Continued)

2017
Deposits/
Placements
with banks and ~ Financial assets
Loansand  other financial held under resale Financial
advances institutions agreements  investments()

Impaired

Individually assessed gross amount 2,586,821 19,027 - 1,259,491

Provision for impairment losses (1,864,974) (19,027) - (236,434)
Sbdowl o TAase e T lmeT
Collectively assessed gross amount 1,085,725 - - -
Provision for impairment losses (831,123) - - -
Swolel o maee e S -
Qverdue but not impaired

Less than three months (inclusive) 2,486,554 - - -

Between three months and six months

(inclusive) 1,552,578 - - -
Between six months and one year
(inclusive) 1,715,538 - - -

More than one year 1,159,768 - - -
Gross amount 6,914,438 - - -
Provision for impairment losses (1,277 246) - = =
Sudotal . el S S -
Neither overdue nor impaired

Gross amount 188,345,965 10,287,106 12,988,617 226,345,302

Provision for impairment losses (3,220,771) - - (468,054)
Sub-total 185,125,194 10,287,106 12,988,617 225,877,248

Total 191,708,835 10,287,106 12,988,617 226,900,305
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43 Risk management (Continued)

(@) Credit risk (Continued)

(iiy  Financial assets analyzed by credit quality are summarized as follows:
(Continued)

*

As at December 31, 2018, Financial investments doesn’t include
financial investments at fair value through profit or loss and non-
trading equity investments designated as financial investments at
fair value through other comprehensive income.

As at December 31, 2018, the fair value of collaterals held against loans
and advances that are not credit-impaired and assessed for lifetime
expected credit losses amounted to RMB4,858.49 million. The fair value
of collaterals held against loans and advances that are assessed for
lifetime expected credit losses amounted to RMB1,175.66 million. The
collaterals mainly include land, buildings, machinery and equipment,
etc. The fair value of collaterals were estimated by the Bank based on
the latest external valuations available, adjusted in light of disposal
experience and current market conditions.

As at December 31, 2017, the fair value of collaterals held against
loans and advances overdue but not impaired and loans and advances
impaired amounted to RMB4,570.64 million and RMB462.90 million,
respectively. The collaterals mainly include land, buildings, machinery
and equipment, etc. The fair value of collaterals were estimated by the
Bank based on the latest external valuations available, adjusted in light
of disposal experience and current market conditions.

L e e
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43 Risk management (Continued)

(@) Credit risk (Continued)

(iii)

(iv)

Rescheduled loans and advances to customers

The Group has none of rescheduled loans and advances to customers
at December 31, 2018 and 2017.

Amounts due from banks and other financial institutions

The amounts due from banks and non-bank financial institutions
including deposits with banks and other financial institutions,
placements with banks and other financial institutions, and financial
assets held under resale agreements for which counterparties are
banks and non-bank financial institution. Neither overdue nor impaired
amounts due from banks and non-bank financial institutions are rated
with reference to major rating agencies accepted by the People’s Bank
of China.

2018 2017
Neither overdue nor impaired
Ratings
—A to AAA 31,364,424 20,350,998
—B to BBB - 2,924,725
—unrated 10,876,307 -

Total 42,240,731 23,275,723
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43 Risk management (Continued)
(@) Credit risk (Continued)
(v)  Debt securities

The Group adopts a credit rating approach in managing the credit risk
of the debt securities portfolio. Debt securities are rated with reference
to major rating agencies where the issuers of the securities are located.
The carrying amounts of debt securities investments analyzed by the
rating agency designations as at December 31 are as follows:

2018 2017
Neither overdue nor impaired
Ratings
—AAA 3,622,616 2,687,416
—AA —to AA+ 3,213,453 1,456,174
—unrated 85,577,823 71,912,346

Total 92,413,892 76,055,936
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43 Risk management (Continued)
(b) Market risk

Market risk is the risk of loss, in respect of the Group’s activities, arising from
adverse movements in market rates including interest rates, foreign exchange
rates, commodity prices, stock prices and other prices.

The board of directors is ultimately responsible for monitoring the Group’s
market risk to ensure that the Group has effectively identified, measured and
monitored all types of market risk. The Risk and Internal Control Management
Committee monitors the market risk management process within the scope
authorized by the board of directors, which include review and approval
of market risk management strategies, policies and procedures. The
Group is primarily exposed to market risk in its financial markets business.
The Financial Market Department is responsible for carrying out capital
investments and transactions. The Finance Management Department is
responsible for monitoring and managing the interest rate risk, the Trade
Finance Department is responsible for monitoring and managing the foreign
exchange risk on a daily basis. The Finance Management Department
is responsible for formulating the market risk management policies and
procedures, as well as identifying, measuring and monitoring the Group’s
market risk.

Sensitivity analysis is a technique which assesses the sensitivity of the
Group’s overall risk profile and its risk profile for each period with reference
to the interest rate risks for different maturities.

Scenario analysis is a multi-factor analysis method which assesses the impact
of multiple factors interacting simultaneously, taking into consideration of the
probabilities of various scenarios.

Foreign currency gap analysis is a technique which estimates the impact of
foreign exchange rate movements on the Group’s current profit or loss. The
foreign currency gap mainly arises from the currency mismatch in the Group’s
on/off-balance sheet items.

Sensitivity gap analysis is a technique which estimates the impact of interest
rate movements on the Group’s current profit or loss. It is used to work out
the gap between future cash inflows and outflows by categorizing each of
the Group’s interest-bearing assets and interest-taking liabilities into different
periods based on repricing dates.

The results of stress testing are assessed against a set of forward-looking
scenarios using stress moves in market variables. The results are used to
estimate the impact on profit or loss.

Effective duration analysis is a technique which estimates the impact of
interest rate movements by giving a weight to each period’s exposure
according to its sensitivity, calculating the weighted exposure, and
summarising all periods’ weighted exposures to estimate the non-linear
impact of a change in interest rates on the Group’s economic value. ﬁ
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43 Risk management (Continued)
(b) Market risk (Continued)
Interest rate risk

The Group is primarily exposed to interest rate risk arising from repricing risk
in its commercial banking business and the risk of financial markets business
position.

Repricing risk

Repricing risk, which is also known as “maturity mismatch risk”, is the most
common form of interest rate risk. It is caused by the differences in timing
between the maturities (related to fixed interest instruments) or repricing
(related to floating interest instruments) of assets, liabilities and off-balance
sheet items. The mismatch of repricing timing causes the Group’s income or
its inherent economic value to vary with the movement in interest rates.

The Finance Management Department is responsible for measuring,
monitoring and managing interest rate risk. The Group regularly performs
assessment on the interest rate repricing gap between the assets and
liabilities that are sensitive to changes in interest rates and sensitivity analysis
on the net interest income as a result of changes in interest rates. The primary
objective of interest rate risk management is to minimise potential adverse
effects on its net interest income or its inherent economic value caused by
interest rate volatility.

Trading interest rate risk

Trading interest rate risk mainly arises from the financial markets business’
investment portfolios. Interest rate risk is monitored using the effective
duration analysis method. The Group employs other supplementary methods
to measure its interest rate sensitivity, which is expressed as changes in the
investment portfolios’ fair value given a 100 basis points (1%) movement in
the interest rates.

e g e
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43 Risk management (Continued)

(b) Market risk (Continued)

(i) The following tables indicate the assets and liabilities as at December
31 by the expected next repricing dates or by maturity dates,
depending on which is earlier:

2018
Within three  Three monthsto  One yearto five ~ More than five Non-interest
months one year years years bearing Total

Assets
Cash and deposits with the

central bank 63,049,054 - - - 1,495,468 64,544,522
Deposits with banks and

other financial institutions 12,163,833 3,640,000 - - 59,706 15,863,539
Placement with banks and

other financial institutions 1,284,259 8,572,128 - - 175,621 10,032,008
Derivative financial assets 4,910 38,186 - - - 43,096
Financial assets held under

resale agreements 16,335,753 - - - 9,431 16,345,184
Loans and advances to

customers (Note (i)) 189,569,543 41,484,016 12,045,207 1,957,388 1,495,535 246,551,689

Financial investments 21,299,327 51,472,113 104,468,466 23,483,385 45,922,511 252,645,862

Others - - - - 14,418,369 14,418,369
s . 300706679 15206488  VGNSHTS  BMOTS  6ST6T0T 62044269
Liabilities
Borrowing from the

central bank 2,425,026 6,734,870 - - 87,648 9,247,544

Deposits from hanks and

other financial institutions 44,766,471 15,621,013 -
Placement from banks and

other financial institutions 6,915,574 5,732,604 -

414,471 60,801,955

81,032 12,729,210

Derivative financial liabilities 189,376 38,708 - - - 228,084
Financial assets sold under

repurchase agreements 33,508,168 - - - 19,728 33,527,896
Deposits from customers 208,323,343 71,870,839 59,426,076 6,712 3,759,985 349,386,955
Debt securities issued 29,891,305 50,156,931 2,999,102 9,999,668 230,570 93,277,576
Others - - - - 5,567,293 5,567,293
Total liabilities 326,019,263 156,154,965 62,425,178 10,006,380 10,160,727 564,766,513

Asset-liability gap (16,312,584) (50,948,522) 54,088,495 15,434,393 53,415,974 55,677,756
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43 Risk management (Continued)

(b) Market risk (Continued)

(i) The following tables indicate the assets and liabilities as at December
31 by the expected next repricing dates or by maturity dates,
depending on which is earlier: (Continued)

2017
Within three ~ Three monthsto ~ One yeartofive  More than five Non-interest
months one year years years bearing Total

Assets
Cash and deposits with the

central bank 62,846,396 - - - 1,523,007 64,369,403
Deposits with banks and

other financial institutions 6,792,950 2,130,801 - - - 8,923,751
Placement with banks and

other financial institutions 663,355 700,000 - - - 1,363,355
Financial assets held under

resale agreements 12,988,617 - - - - 12,988,617
Loans and advances to

customers (Note (i)) 142,246,905 39,894,905 8,840,719 726,306 - 191,708,835
Financial investments 54,605,033 56,135,528 80,351,359 35,808,385 23,8% 226,924,201
Others - - - - 15,711,664 15,711,664
Total assets 280,143,256 98,861,234 89,192,078 36,534,691 17,258,567 521,989,826
Liabilities
Borrowing from the

central bank 688,924 633,963 - - - 1,322,887
Deposits from banks and

other financial institutions 22,646,832 16,754,000 250,000 - - 39,650,832
Placement from banks and

other financial institutions 4,074,729 1,642,376 - - - 5,717,105
Financial assets sold under

repurchase agreements 40,809,848 - - - - 40,809,848
Deposits from customers 219,974,244 57,066,949 28,177,768 20,426 1,468,897 306,708,284
Debt securities issued 32,829,370 41,299,260 - - - 74,128,630
Others - - - - 7,561,629 7,561,629
Total liabilities 321,023 947 117,396,548 28,427,768 20,426 9,030,526 475,899,215
Asset-liability gap (40,880,691) (18,535,314) 60,764,310 36,514,265 8,228,041 46,090,611

Note:
(i) As at December 31, 2018, for loans and advances to customers, the

category “Less than three months” includes overdue amounts (net
of provision for impairment losses) of RMB5,990.55 million (2017:
RMB6,354.27 million).
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43 Risk management (Continued)

(b) Market risk (Continued)

(i)

Interest rate sensitivity analysis

The Group uses sensitivity analysis to measure the impact of changes
in interest rate on the Group’s net profit or loss and equity. As at
December 31, 2018, assuming other variables remain unchanged,
an increase in estimated interest rate of 100 basis points will cause
the Group’s net profit to decrease by RMB408.93 million (2017:
decrease by RMB409.65 million), and the Group’s equity to decrease
by RMB1,176.28 million (2017: decrease by RMB320.41 million); a
decrease in estimated interest rate of 100 basis points will cause the
Group’s net profit to increase by RMB408.93 million (2017: increase
by RMB409.65 million), and the Group’s equity to increase by
RMB1,176.28 million (2017: increase by RMB320.41 million).

The sensitivity analysis above is based on a static interest rate risk
profile of the Group’s assets and liabilities. This analysis measures only
the impact of changes in interest rates within one year, showing how
annualized net profit or loss and equity would have been affected by
repricing of the Group’s assets and liabilities within the one-year period.
The sensitivity analysis is based on the following assumptions:

— Interest rate movements at the end of each of the reporting period
apply to non-derivative financial instruments of the Group;

— At the end of each of the reporting period, an interest rate
movement of 100 basis points is based on the assumption of
interest rates movement over the next 12 months;
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43 Risk management (Continued)

(b) Market risk (Continued)

(i)

Interest rate sensitivity analysis (Continued)

— There is a parallel shift in the yield curve with the changes in
interest rates;

= There are no other changes to the assets and liabilities portfolio;

— Other variables (including exchange rates) remain unchanged;
and

= The analysis does not take into account the effect of risk
management measures taken by the management.

Due to the adoption of the aforementioned assumptions, the actual
changes in the Group’s net profit or loss and equity caused by an
increase or decrease in interest rates might vary from the estimated
results of this sensitivity analysis.




ZHONGYUAN BANK CO., LTD. 2018 ANNUAL REPORT

Notes to the Consolidated Financial Statements

(Expressed in thousands of Renminbi, unless otherwise stated)

43 Risk management (Continued)

(b)

Market risk (Continued)
Foreign currency risk

The Group’s currency risk mainly arises from foreign currency deposits with
banks and other financial institutions. The Group manages currency risk
by matching its foreign currency denominated assets with corresponding
liabilities in the same currencies.

The Group’s currency exposures as at the end of the reporting period are as
follows:

2018
USD (RMB HKD (RMB  Others (RMB  Total (RMB
RMB  Equivalent)  Equivalent)  Equivalent)  Equivalent)

Assets
Cash and deposits with the central

bank 64,460,865 82,122 259 1,276 64,544,522
Deposits with banks and other financial

institutions 9,132,037 5,224,801 1,493,346 13,355 15,863,539
Placement with banks and other

financial institutions 8,673,004 1,358,914 - - 10,032,008
Financial assets held under resale

agreements 16,345,184 - - - 16,345,184
Loans and advances to customers 244,394,350 2,157,339 - - 246,551,689
Financial investments 241,605,981 9,375,101 1,664,780 - 252,645,862
Derivative financial assets 43,096 - - - 43,096
Others 14,197,891 217,853 2,625 - 14,418,369
Total assets 598,852,498 18,416,130 3,161,010 14,631 620,444,269
Liabilities
Borrowing from the central bank 9,247,544 - - - 9,247,544
Deposits from banks and other financial

intitutions 59,773,200 1,022,624 53 6,078 60,801,955
Placement from banks and other

financial institutions 11,292,933 1,436,277 - - 12,729,210
Financial assets sold under repurchase

agreements 33,527,896 - - - 33,527,896
Deposits from customers 349,386,955 - - - 349,386,955
Debt securities issued 93,277,576 - - - 93,271,576
Derivative financial liabilities 228,084 - - - 228,084
Others 5,500,411 36,291 30,444 147 5,567,293
Total liabilities 562,234,599 2,495,192 30,497 6,225 564,766,513

Asset-liability gap 36,617,899 15,920,938 3,130,513 8,406 55,677,756
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43 Risk management (Continued)
(b) Market risk (Continued)
Foreign currency risk (Continued)
2017

USD (RMB HKD (RMB  Qthers (RMB Total (RMB
RMB Equivalent) Equivalent) Equivalent) Equivalent)

Assets
Cash and deposits with the central

bank 64,338,855 30,291 74 183 64,369,403
Deposits with banks and other financial

institutions 4,115,562 2,807,205 1,993,530 7,454 8,923,751
Placement with banks and other

financial institutions 1,200,000 163,355 - - 1,363,355
Financial assets held under resale

agreements 12,988,617 - - - 12,988,617
Loans and advances to customers 190,874,704 834,131 - - 191,708,835
Financial investments 224,179,020 2,410,684 334,497 - 226,924,201
Others 15,681,638 29,769 257 - 15,711,664
Total assets 513,378,396 6,275,435 2,328,358 7637 521989,826
Liabilities
Borrowing from the central bank 1,322,887 = = = 1,322,887
Deposits from banks and other financial

institutions 39,040,701 606,977 68 3,086 39,650,832
Placement from banks and other

financial institutions 4,955,000 762,105 - - 5,717,105
Financial assets sold under repurchase

agreements 40,809,848 = = = 40,809,848
Deposits from customers 306,708,264 - - - 306,708,284
Debt securities issued 74,128,630 - - - 74,128,630
Qthers 7,341,525 8,907 208,006 3,191 7,561,629
Total liabilities 474,306,875 1,377,989 208,074 6,277 475,899,215

Asset-liability gap 39,071,521 4,897,446 2,120,284 1,360 46,090,611
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43 Risk management (Continued)
(b) Market risk (Continued)

Foreign currency risk (Continued)

2018 2017
Increase/ Increase/
(decrease) (decrease)
Change in profit after taxation and equity
Up 100 bps change of foreign exchange rate 44,518 24,644
Down 100 bps change of foreign exchange
rate (44,518) (24,644)

The sensitivsity analysis mentioned above is based on a static foreign
exchange exposure profile of assets and liabilities and certain simplified
assumptions as set out below:

- The foreign exchange sensitivity is the gain and loss recognised as a
result of one hundred basis points fluctuation in the foreign currency
exchange rates against RMB based on the closing rate of reporting
date;

- The exchange rates against RMB for the US dollars and other foreign
currencies change in the same direction simultaneously;

- All the position will be held and keep unchanged after mature; and

- The analysis does not take into account the effect of risk management
measures taken by the Group.

Due to the assumptions adopted, actual changes in the Group’s net profit and
equity resulting from the increase or decrease in foreign exchange rates may
vary from the estimated results of this sensitivity analysis.

- r -
R
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43 Risk management (Continued)
(c) Liquidity risk

Liquidity risk is the risk that a commercial bank is unable to obtain funds on a timely
basis or obtain funds at a reasonable cost to sustain its asset business or meet
repayment obligations. This risk exists even if a bank’s solvency remains strong.
In accordance with liquidity policies, the Group monitors the future cash flows and
maintains an appropriate level of highly liquid assets.

The Asset and Liability Management Committee (“ALMC”) is responsible for
managing the Group’s overall liquidity risk. The ALMC is responsible for the
formulation of the liquidity policies in accordance with regulatory requirements and
prudential principles. Such policies include:

— Maintaining liquidity at a stable and sufficient level; establishing integrated
liquidity risk management system; ensuring the meeting on a timely basis of
liquidity requirements and the payment of assets, liabilities, and off-balance
sheet business, whether under a normal operating environment or a state
of stress; balancing the effectiveness and security of funds in an efficient
manner; and

— Making timely and reasonable adjustments to capital structure and scale in
response to market changes and business developments; pursuing profit
maximization and cost minimization to a modest extent while ensuring
appropriate liquidity; achieving the integration of the security, liquidity, and
effectiveness of the Bank’s funds.

The Finance Management Department takes the lead to execute liquidity
management policies and is responsible for formulating and revising the liquidity
management strategies, and for identifying, measuring, monitoring and releasing
the liquidity risk of the Bank. It is also responsible for managing and forecasting
the working capital on a regular basis and ensuring the liquidity of working capital
meets management requirements based on the liquidity strategies. The Finance
Market Department is responsible for performing the operation following the
instructions of the Finance Management Department. Significant disbursement or
portfolio changes must be reported to the ALMC on a timely basis.

A substantial portion of the Group’s assets are funded by deposits from customers.
These deposits from customers, which have been growing in recent years, are
widely diversified in terms of type and duration and represent a stable source of
funds.
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43 Risk management (Continued)
(c¢) Liquidity risk (Continued)

The Group principally uses liquidity gap analysis to measure liquidity risk.
Scenario analysis and stress testing are also adopted to assess the impact of
liquidity risk.

The following tables provide an analysis of assets and liabilities of the Group
into relevant maturity groupings based on the remaining periods to repayment
as at December 31:

2018
Betweenone  Between Between one
Indefinite  Repayable ~ Withinone  month and three months year and five  More than

Note (i) on demand month three months and one year years five years Total
Assets
Cash and deposits with the
central bank 38,593,944 25,928,583 21,995 - - - - 64,544,522
Deposits with banks and
other financial institutions - 3841430 5,882,109 2,500,000 3,640,000 - - 15,863,539
Placements with banks and
other financial institutions - - 1,439,292 20,588 8,572,128 - - 10,032,008
Derivative financial assets - - 715 4,195 38,186 - - 43,096
Financial assets held under
resale agreements - - 16,345,184 - - - - 16,345,184
Loans and advances to
customers 4473907 1,516,639 15,526,554 17,273,307 91,874,945 47,876,693 68,009,644 246,551,689
Financial investments 5,284,704 - 4865093 39,146,250 70,620,864 106,161,325 26,567,626 252,645,862
Others 10,915,721 - - 265,195 52,821 3,184,632 - 14,418,369
Total assets 59,268,276 31,286,652 44,080,942 59,209,535 174,798,944 157,222,650 94,577,270 620,444,269
Liabilities
Borrowing from the central
bank - 360,000 1,114,607 1,038,067 6,734,870 - - 9,247,544
Deposits from banks and
other financial institutions - 2,013,414 7,045,794 24,982,826 26,759,921 - - 60,801,955

Placements from banks and

other financial institutions - - - 6,959,801 5,769,319 - - 12,729,210
Derivative financial liabilities - - 66,660 122,716 38,708 - - 228,084
Financial assets sold under

repurchase agreements - - 33,527,896 - - - - 33,527,896
Deposits from customers - 176,913,402 13,934,004 19,983,040 78,604,284 59,945,510 6,715 349,386,955
Debt securities issued - - 5609396 24,281,909 50,387,501 2,999,102 9,999,668 93,277,576
Others - 1,146,029 479,732 1,060,473 2,095,605 769,075 16,379 5,567,293
Total lalites - 180432845 61778089 78428922 170,390,208 63,713,687 10022762 564,766,513
Long/(short) position 59,268,276 (149,146,193) (17,697,147) (19,219,387) 4,408,736 93,508,963 84,554,508 55,677,756

- r -
R
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43 Risk management (Continued)
(¢) Liquidity risk (Continued)

2017
Between one  Between three Between one

Indefinite Repayable on ~ Withinone  monthand months and year and five ~ More than
Note (i) demand month three months ~ one year years five years Total
Assets
Cash and deposits with the
central bank 41,734,259 22,635,144 - - - - - 64,369,408
Deposits with banks and
other financial institutions - 1808587 4,554,363 430,000 2,130,801 - - 8923751
Placements with banks and
other financial institutions - - 571,876 91,479 700,000 - - 1,363,3%
Financial assets held under
resale agreements - - 12,988,617 - - - - 12,988,617
Loans and advances to
customers 5,736,700 846,942 13,636,103 15,789,820 80,299,636 25,368,632 50,031,002 191,708,835
Financial investments 1,046,953 - 18777295 39754747 56,117,599 80,419,222 35,808,385 226,924,201
QOthers 10,149,596 - 232134 1401129 474613 1,358,985 - 15,711,664
Total assets 58,667,508 25290673 47,855,595 57,467,175 139,722,649 107,146,839 85,839,387 521,989,826
Liabilities
Borrowing from the central
bank - - 266,321 422,603 633,963 - - 1322887
Deposits from banks and
other financial institutions - 1,450,662 6,661,170 14,535,000 16,754,000 250,000 - 39,650,832
Placements from banks and
other financial institutions - - - 4074729 1,642,376 - - 5717105
Financial assets sold under
repurchase agreements - - 40,809,848 - - - - 40,809,848
Deposits from customers - 181298831 11418203 27,839,898 57,953,158 28,177,768 20,426 306,708,284
Debt securities issued - - 12228971 20,600,399 41,299,260 - - 74,128,630
Others - 703,943 880,550 1,837,638 3,022,198 1,099,219 18,081 7,561,629
Total liabilities - 183453436 72,265,063 69,310,267 121,304,955 29,526,987 38,507 475,899,215
Long/(short) position 58,667,508 (158,162,763) (24,409,468) (11,843,092) 18417694 77,619,852 85800880 46,090,611
Note:
(i) Indefinite amount of cash and deposits with the central bank represents the

statutory deposit reserves and fiscal deposits with the central bank. Indefinite
amount of loans and advances to customers includes all the credit-impaired/
impaired loans, as well as those overdue more than one month. Loans and
advances to customers with no impairment but overdue within one month are
classified into the category of repayable on demand. Indefinite amount of
investments represents credit-impaired/impaired investments or those overdue
more than one month. Equity investments is listed in the category of indefinite.

e
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43 Risk management (Continued)
(c) Liquidity risk (Continued)
The following tables provide an analysis of the contractual undiscounted

cash flow of the non-derivative financial liabilities and loan commitments as at
December 31:

2018
Contractual Betweenne Between three Between one
Carrying undiscounted ~ Repayable ~ Withinone  monthand monthsand yearandfive  More than
amount  cashflow  ondemand month three months one year years five years
Non-derivative financial
liabilities

Borrowing from the central bank 9,247,544 9,302,414 360,208  1,119506 1,044,875 6,777,735 - -
Deposits from banks and other

financial institutions 60,801,955 61,523,914 2013979 7,054,740 25146959 27,308,236 - -
Placements from banks and

other financial institutions 12,729,210 12,934,961 - - 6,970,004 5,964,867 - -
Financial assets sold under

repurchase agreements 33,527,806 33,538,131 - 33,538,131 - - - -
Deposits from customers 349,386,055 354,817,239 176,937,370 13,075,186 20,078,550 79,584,678 64,234,657 6,789
Debt securities issued 93,277,576 99,910,484 - 5620000 24,440,000 51,882,350 5,502,384 12,465,750

Total non-derivative financial
liahilities 558,071,136 572,027,143 179,311,647 61,307,563 77,680,487 171,517,866 69,737,041 12,472,539

Loan commitments - 934267 - 9,342,6M - - - -
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43 Risk management (Continued)

(c) Liquidity risk (Continued)

2017
Contractual Between one  Between three  Between one
Carrying  undiscounted ~ Repayable ~ Withinone ~ monthand ~ monthsand  year and five More than five
amount  cashflow  on demand month  three months one year years years
Non-derivative financial
liabilities
Borrowing from the central bank 1,322,887 1,335,242 - 267,813 425,194 642,235 - -
Deposits from banks and other
financial institutions 30650832 40254793 1451139 6675082 14660271 17,181,815 286,536 -
Placements from banks and
other financial institutions 517,106 5,759,545 - - 4078650  1,680,8% - -
Financial assets sold under
fepurchase agreements 40,809,848 40,989,547 - 40,989,547 - - - -
Deposits from customers 306,708,284  309,808229 181325158 11447897 28111093 58,637,389 30,265,724 20,973
Debt securities issued 74128630 75,598,722 - 12259909  20771,667 42,567,146 - -
Qther financial liabilities 2,965,736 2,965,736 128,062 258,064 648,731 1,200,666 7129947 266
Total non-derivative financial
liabilities 471303322 476,711,814 182904364 71898262 68695606 121,910,146 31,282,207 21,289
Loan commitments - 2710458 1,051,790 1,623,668 - 25,000 10,000 -

This analysis of the non-derivative financial liabilities by contractual
undiscounted cash flow might diverge from actual results.




ZHONGYUAN BANK CO., LTD. 2018 ANNUAL REPORT

Notes to the Consolidated Financial Statements

(Expressed in thousands of Renminbi, unless otherwise stated)

43 Risk management (Continued)

(d)

Operational risk

Operational risk refers to the risk of losses associated with internal processes
deficiencies, personnel mistakes and information system failures, or impact
from other external events.

The Group establishes a framework of policies and procedures to identify,
assess, control, manage and report operational risk. The framework covers all
business functions ranging from corporate banking, retail banking, trading,
corporate finance, settlement, intermediary business, asset management
and all supporting functions, including human resource management,
financial management, legal affairs, anti-money laundering and administration
management. The key elements of the framework are listed as below:

— A multi-level operational risk management framework with segregation
of duties between front and back offices under the leadership of senior
management;

— A series of operational risk management policies covering all
businesses on the basis of core operational risk management policy;

— An emergency plan and a business continuity system designed to deal
with emergent and adverse circumstances, including public relation
issues, natural disasters, IT system errors, bank runs, robberies, etc.;

— An evaluation system on the operational risk management as well as an
inquiry and disciplinary system on the non-compliance issues; and

— An independent risk assessment framework based on the internal audit
and the compliance review.
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44  Fair value
(@) Methods and assumptions for measurement of fair value

The Group adopts the following methods and assumptions when evaluating
fair values:

(i)  Debt securities and equity investments

The fair values of debt securities and equity investments that are traded
in an active market are based on their quoted market prices in an active
market at the end of each reporting period.

(ii) Investments and other non-derivative financial assets

Fair values are estimated as the present value of the future cash flows,
discounted at the market interest rates at the end of the reporting
period.

(iii) Debt securities issued and other non-derivative financial liabilities

Fair values of debt securities issued are based on their quoted market
prices at the end of the reporting period, or the present value of
estimated future cash flows. The fair values of other non-derivative
financial liabilities are valued at the present value of estimated future
cash flows. The discount rates are based on the market interest rates at
the end of the reporting period. The Group has established policies and
internal controls with respect to the measurement of fair values, specify
the framework of fair value measurement of financial instruments, fair
value measurement methodologies and procedures.

(iv) Debt securities issued and other non-derivative financial liabilities

The fair values of foreign currency forward contracts is determined
by the difference between the present value of the forward price and
the contractual price at the end of the reporting period, or is based
on quoted market prices. The fair values of interest rate swaps are
estimated as the present value of estimated future cash flows.
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44 Fair value (Continued)

(b) Fair value measurement

(i)

(ii)

- r -
R

Financial assets

The Group’s financial assets mainly consist of cash and deposits with
the central bank, receivables with banks and other financial institutions,
loans and advances to customers, and investments.

Deposits with the central bank and receivables with banks and other
financial institutions are mostly priced at market interest rates and due
within one year. Accordingly, the carrying amounts approximate the fair
values.

Loans and advances to customers are mostly priced at floating
rates close to the PBOC rates. Accordingly, the carrying amounts
approximate the fair values. The fair values of Loans and advances to
customers measured at fair value through other comprehensive income,
are based on valuation techniques.

Available-for-sale investments, financial investments at fair value
through other comprehensive income and financial investments at
fair value through profit or loss are stated at fair value. The carrying
amount and fair value of held-to-maturity investments are disclosed
in Note 21. Financial investments at amortised cost and the carrying
amounts of debt securities classified as receivables are the reasonable
approximations of their fair values because, for example, they are short-
term in nature or repriced at current market rates frequently.

Financial liabilities

The Group’s financial liabilities mainly include payables to banks and
other financial institutions, deposits from customers and subordinated
debt securities issued.

Financial liabilities designated at fair value through profit or loss
is presented with fair value. The book value and fair value of debt
securities issued is presented in Note 32. The carrying amounts of other
financial liabilities approximate their fair value.

375




376 2018 ANNUAL REPORT ZHONGYUAN BANK CO., LTD.

Notes to the Consolidated Financial Statements

(Expressed in thousands of Renminbi, unless otherwise stated)

44 Fair value (Continued)
(c) Fair value hierarchy

The following table presents the fair value of the Bank’s financial instruments
measured at the end of the reporting period on a recurring basis, categorised
into the three-level fair value hierarchy as defined in IFRS 13, Fair value
measurement. The level into which a fair value measurement is classified is
determined with reference to the observability and significance of the inputs
used in the valuation technique as follows:

Level 1: Fair value measured using only Level 1 inputs i.e. unadjusted
quoted prices in active markets for identical assets or liabilities at
the measurement date;

Level 2: Fair value measured using Level 2 inputs i.e. observable inputs
which fail to meet Level 1, and not using significant unobservable
inputs. Unobservable inputs are inputs for which market data are
not available; and

Level 3: Fair value measured using significant unobservable inputs

If there is a reliable market quote for financial instruments, the fair value of
financial instruments is based on quoted market prices. If a reliable quoted
market price is not available, the fair value of the financial instruments is
estimated using valuation techniques. Valuation techniques applied include
reference to the fair value of another instrument that is substantially the
same, discounted cash flow analysis. The inputs used in valuation techniques
include risk-free and benchmark interest rates, and credit spreads. Where
discounted cash flow analysis is used, estimated cash flows are based on
management’'s best estimates and the discount rate used is reference to
another instrument that is substantially the same.
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44 Fair value (Continued)
(c) Fair value hierarchy (Continued)

2018
Level 1 Level 2 Level 3 Total

Recurring fair value

measurements
Assets
Financial assets at

fair value through

profit or loss - 43,869,291 - 43,869,291
Derivative financial

assets - 43,096 - 43,096
Financial

investments

at fair value

through other

comprehensive

income - 43,693,209 - 43,693,209
Loans and

advances to

customers

measured

at fair value

through other

comprehensive

income - 19,023,990 - 19,023,990

Total - 106,629,586 - 106,629,586

Liabilities
Derivative financial
liabilities - 228,084 - 228,084
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44 Fair value (Continued)

(c) Fair value hierarchy (Continued)

2017
Level 1 Level 2 Level 3 Total
Recurring fair value
measurements
Assets
Financial assets at
fair value through
profit or loss
—debt
instruments - 9,865,812 - 9,865,812
Available-for-sale
financial assets
—debt
instruments - 42,454,817 - 42,454,817
—investment
management
products - 11,177,367 - 11,177,367
—wealth
management
products - 31,471,850 - 31,471,850
—others - 9,430,916 - 9,430,916
Total - 104,400,762 - 104,400,762

During the reporting period, there were no significant transfers among
instruments in Level 1, Level 2 and Level 3.

45 Entrusted lending business

The Group provides entrusted lending business services to customers. All entrusted
loans are funded by entrusted funds from these customers. The Group does not
take any credit risk in relation to these transactions. The Group acts as an agent to
hold and manage these assets and liabilities at the direction of the entrustor and
receives fee income for the services provided. The entrusted assets are not the
assets of the Group and are not recognized in the statement of financial position.
Surplus funding is accounted for as deposits from customers.
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Entrusted lending business (Continued)

2018 2017
Entrusted loans 29,033,871 37,950,480
Entrusted funds 29,033,871 37,950,480

Commitments and contingent liabilities
(a) Credit commitments

The Group’s credit commitments take the form of approved loans with signed
contracts, bank acceptances, letters of credit and financial guarantees.

The contractual amounts of loans commitments represent the amounts should
the contracts be fully drawn upon. The Group provides financial guarantees
and letters of credit to guarantee the performance of customers to third
parties. Acceptances comprise of undertakings by the Group to pay bills of
exchange drawn on customers. The Group expects most acceptances to be
settled simultaneously with the reimbursement from the customers.

2018 2017
Bank acceptances 36,986,944 30,413,732
Letters of credit 11,444,126 4,448,412
Loan commitments 9,342,671 2,710,458
Letters of guarantees 2,902,950 984,224
Total 60,676,691 38,556,826

The Group may be exposed to credit risk in all the above credit businesses.
Group Management periodically assesses credit risk and makes provision for
any probable losses. As the facilities may expire without being drawn upon,
the total of the contractual amounts shown above is not representative of
expected future cash outflows.
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46 Commitments and contingent liabilities (Continued)

(b)

(c)

(d)

(e)

Credit risk-weighted amount

2018 2017

Credit risk-weighted amount 29,522,574 22,340,500

The credit risk-weighted amount represents the amount calculated with
reference to the guidelines issued by the former CBRC.

Operating lease commitments

As at December 31, the Group’s future minimum lease payments under non-
cancellable operating leases for properties are as follows:

2018 2017

Within one year (inclusive) 238,730 245,302
After one year but within five years

(inclusive) 634,664 715,612

After five years 251,231 301,332

Total 1,124,625 1,262,246

Capital commitments

As at December 31, the Group’s authorized capital commitments are as
follows:

2018 2017
Contracted but not paid for 434,240 249,389
Approved but not contracted for 16,994 177,839
Total 451,234 427,228

Outstanding litigations and disputes

As at December 31, the Group was the defendant in certain pending litigation
and disputes with an estimated gross amounts of RMB842.30 million (2017:
RMB766.00 million). The Group recognised the related litigation provision,
which they believed to be reasonable and sufficient.
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47

Company-level statement of financial position
(Expressed in thousands of Renminbi, unless otherwise stated)

Note 2018 2017
Assets
Cash and deposits with the central
bank 63,496,853 63,502,414
Deposits with banks and other
financial institutions 16,336,149 7,864,074
Placements with banks and other
financial institutions 10,082,011 1,363,355
Derivative financial assets 43,096 -
Financial assets held under resale
agreements 16,095,184 12,988,617
Loans and advances to customers 231,672,644 182,748,192
Financial investments:
Financial investments at fair value
through profit or loss 43,535,087 9,865,812
Financial investments at fair value
through other comprehensive
income 43,419,177 -
Financial investments at
amortised cost 165,083,362 -
Available-for-sale financial assets - 94,530,342
Held-to-maturity investments - 23,735,307
Debt securities classified as
receivables - 99,660,276
Investments in subsidiaries 22 1,188,202 796,702
Property and equipment 3,995,797 4,517,499
Deferred tax assets 3,422,037 1,993,905
Goodwill 468,397 468,397
Other assets 6,105,079 8,393,865
Total assets 604,943,075 512,428,757

- r -
R
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47

Company-level statement of financial position (Continued)

2018 2017

Liabilities and equity
Liabilities
Borrowing from central bank 8,508,836 887,887
Deposits from banks and other financial

institutions 61,519,557 40,529,790
Placements from banks and other financial

institutions 7,038,791 4,182,105
Derivative financial liabilities 228,084 -
Financial assets sold under repurchase

agreements 33,527,896 40,809,848
Deposits from customers 340,434,351 299,295,508
Income tax payable 1,044,812 969,818
Debt securities issued 93,277,576 74,128,630
Other liabilities 4,388,665 6,412,962
Total liabilities 549,968,568 467,216,548
Equity
Share capital 20,075,000 20,075,000
Other equity instruments

—Preference shares 9,632,791 -
Capital reserve 15,144,471 13,535,880
Surplus reserve 1,500,620 1,258,065
General reserve 7,801,548 6,320,746
Retained earnings 820,077 4,022,518
Totalequity oo 54,974,507 ooz 2
Total liabilities and equity 604,943,075 512,428,757
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Subsequent events

On February 19, 2019, the Bank and Henan Wansong Construction Engineering
Co., Ltd., as an Independent Third Party, entered into the Equity Transaction
Agreement in respect of the acquisition of AB Leasing Co., Ltd. (*“AB Leasing”) with
Chengdu Rural Commercial Bank Co., Ltd. and Anbang Life Insurance Co., Ltd., at
a total consideration of RMB4,735 million. The Bank will hold 90% the share capital
of AB Leasing, at a consideration of RMB4,261.5 million. Upon the Acquisition, AB
Leasing will become a non-wholly owned subsidiary of the Group and its accounts
will be consolidated into the accounts of the Group.

As completion of the Acquisition is on the condition (including but not limited
to) that approvals from relevant regulatory authorities and China Banking and
Insurance Regulatory Commission or filings in relation to the Acquisition have been
obtained or made, the Acquisition may or may not proceed.

Except for the acquisition aforementioned, the Group had no other material
events for disclosure subsequent to December 31, 2018 and up to the date of this
Financial Statements.

Comparative figurers

The Group has initially applied IFRS 15 and IFRS 9 at January 1, 2018. Under the
transition methods chosen, comparative information is not restated. Further details
of the changes in accounting policies are disclosed in Note 2(3).

Possible impact of amendments, new standards and interpretations
issued but not yet effective for the year ended December 31, 2018

Up to the date of issue of these financial statements, a number of amendments, new
standards and interpretations are issued which are not yet effective for the year
ended December 31, 2018 and which have not been adopted in these financial
statements. These include the following which may be relevant to the Group.

Effective for

accounting
period beginning
on or after
IFRS 16, Leases January 1, 2019
IFRIC 23, Uncertainty over income tax treatments January 1, 2019
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50 Possible impact of amendments, new standards and interpretations
issued but not yet effective for the year ended December 31, 2018
(Continued)

IFRS 16, Leases

In January 2016, the IASB issued IFRS 16, “Leases” which replaces the current
guidance in IAS 17. The new standard requires the companies to bring leases on-
balance sheet for lessees. The new standard also makes changes in accounting
over the life of the lease, and introduces a stark dividing line between leases and
service contracts.

Under IFRS 16 there is no longer a distinction between finance leases and
operating leases so far as lessees are concerned. Instead, subject to practical
expedients, a lessee recognises all leases on-balance sheet by recognising a right-
of-use (ROU) asset and lease liability.

Lessor accounting is substantially unchanged — i.e. lessors continue to classify
leases as finance and operating leases. However, there are a number of changes
in the details of lessor accounting. For example, lessors apply the new definition
of a lease, sale-and-leaseback guidance, sub-lease guidance and disclosure
requirements.

The standard is expected to have no material impact on financial position and
financial performance.

IFRIC 23, Uncertainty over income tax treatments

This Interpretation provides guidance on how to apply IAS 12, Income taxes when
there is uncertainty over whether a tax treatment will be accepted by the tax
authority.

Under the Interpretation, the key test is whether it is probable that the tax authority
will accept the tax treatment.

If it is probable, then the entity should measure current and deferred tax
consistently with the tax treatment in its tax return.

If it is not probable, then the entity should reflect the effect of uncertainty in its
accounting for income tax by using the “expected value” approach or the “the
most likely amount” approach — whichever better predicts the resolution of the
uncertainty and in that case the tax amounts in the financial statements will not be
the same as the amounts in the tax return.

;3‘ The Interpretation is expected to have no material impact on financial position and
z financial performance.

e N



ZHONGYUAN BANK CO., LTD. 2018 ANNUAL REPORT 385

UNAUDITED SUPPLEMENTARY FINANCIAL
INFORMATION

(Expressed in thousands of Renminbi, unless otherwise stated)

The information set out below does not form part of the consolidated financial statements,
and is included herein for information purpose only.

1 Liquidity coverage ratio and leverage ratio

Average for
2018 2018

Liquidity coverage ratio (RMB and foreign
currency) 124.73% 140.35%

Average for
2017 2017

Liquidity coverage ratio (RMB and foreign
currency) 217.68% 210.77%

Pursuant to the Administrative Measures for Liquidity Risk Management of
Commercial Banks (Provisional), the liquidity coverage ratio of commercial banks
shall reach 100% by the end of 2018. During the transitional period, such ratio
shall reach 60%, 70%, 80% and 90% by the end of 2014, 2015, 2016 and 2017,
respectively.

Leverage ratio

2018 2017

Leverage ratio 8.05% 8.06%

Pursuant to the Leverage Ratio Management of Commercial Banks issued by the
former CBRC and was effective since April 1, 2015, a minimum leverage ratio 4% is
required.

The above liquidity coverage ratio and leverage ratio are calculated in accordance
with the formula promulgated by the former CBRC and based on the financial
information prepared in accordance with PRC GAAP.

-
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2  Currency concentrations

December 31 2018

US Dollars HK Dollars Others
(RMB (RMB (RMIB
equivalent) equivalent) equivalent) Total
Spot assets 18,416,130 3,161,010 14,631 21,591,771
Spot liabilities (2,495,192) (30,497) (6,225) (2,531,914)
Net position 15,920,938 3,130,513 8,406 19,059,857

December 31 2017

US Dollars HK Dollars Others

(RMB (RmMB (RMB
equivalent) equivalent) equivalent) Total
Spot assets 6,275,435 2,328,358 7,637 8,611,430
Spot liabilities (1,377,989) (208,074) (6,277) (1,592,340)
Net position 4,897,446 2,120,284 1,360 7,019,090

The Group has no structural position at the end of reporting periods.
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International claims

The Bank is principally engaged in business operations within Mainland China, and
regards all claims on third parties outside Mainland China as international claims.

International claims include amounts due from banks and other financial institutions
and financial investments.

A country or geographical area is reported where it constitutes 10% or more of
the aggregate amount of international claims, after taking into account any risk
transfers. Risk transfers are only made if the claims are guaranteed by a party in
a country which is different from that of the counterparty or if the claims are on an
overseas branch of a bank whose Head Office is located in another country.

December 31 2018

Banks and
other Non-bank
financial Public sector private
institutions entities sectors Total
Asia Pacific 7,640,569 - 8,388,540 16,029,109
North America 132,922 - - 132,922
Others 9,027 - - 9,027
7,782,518 - 8,388,540 16,171,058
December 31 2017
Banks and
other Non-bank
financial Public sector private
institutions entities sectors Total
Asia Pacific 3,709,490 - 661,425 4,370,915
North America 76,493 - - 76,493
Others 6,253 - - 6,253
3,792,236 - 661,425 4,453 661

e
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4 Gross amount of overdue loans and advances

December 31 December 31

2018 2017

Gross loans and advances which have been

overdue with respect to either principal or

interest for periods of

— between 3 and 6 months (inclusive) 720,577 1,667,179

— between 6 months and 1 year (inclusive) 1,981,970 2,551,153

—over 1 year 3,413,349 3,838,799
Total 6,115,896 8,057,131
As a percentage of total gross loans and

advances

— between 3 and 6 months (inclusive) 0.28% 0.84%

— between 6 months and 1 year (inclusive) 0.78% 1.28%

—over 1 year 1.34% 1.93%
Total 2.40% 4.05%

L e e



“Articles of Association”

“Bank”, “Our Bank”, “we”,
“us”, or “Zhongyuan Bank”

“Board” or “Board of Directors”

“Board of Supervisors”

“CBRC”

“CBRC Henan Office”

“CIRC”

“CSRC”

“China” or “PRC”

3

“Consumer Finance Company’

“Corporate Governance Code”

“Directors”

“Domestic Shares”

ZHONGYUAN BANK CO., LTD. 2018 ANNUAL REPORT

Definitions

The articles of association of the Bank as may be
amended, supplemented or otherwise modified from
time to time

Zhongyuan Bank Co., Ltd. (FRIBITRMDBR AR,
a joint stock company established on December 23,
2014 in the PRC with limited liability pursuant to the
relevant PRC laws and regulations, and, if the context
requires, includes its predecessors, branches and
sub-branches

the board of Directors of the Bank

the board of Supervisors of the Bank

China Banking Regulatory Commission

China Banking Regulatory Commission Henan Office

China Insurance Regulatory Commission

China Securities Regulatory Commission

the People’s Republic of China, but for the purpose of
this annual report only, excluding Hong Kong, Taiwan
and Macau Special Administrative Region of the PRC
Henan Zhongyuan Consumer Finance Co., Ltd. (04
AP EEBSRM AR AR, a joint stock company
established in the PRC on December 29, 2016 and a
subsidiary of our Bank

the Code on Corporate Governance and the Report
on Corporate Governance under Appendix 14 to the

Hong Kong Listing Rules

directors of the Bank

ordinary shares of RMB1.00 each in the share capital
of the Bank, which are subscribed for or credited as
paid up in Renminbi
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Definitions

“H Shares”

“Preference Shares” or

“Offshore Preference Shares”

"HKS’

“Hong Kong” or “HK”

“Hong Kong Listing Rules”

“Hong Kong Stock Exchange”

ordinary shares of RMB1.00 each in the share capital
of the Bank, which are listed on the Hong Kong Stock
Exchange

69,750,000 shares of non-cumulative perpetual
Offshore Preference Shares with a nominal value of
RMB100 each issued by the Bank and listed on the
Hong Kong Stock Exchange

the lawful currency of Hong Kong

the Hong Kong Special Administrative Region of the
PRC

the Rules Governing the Listing of Securities on The
Stock Exchange of Hong Kong Limited, as amended,
supplemented or otherwise modified from time to time

The Stock Exchange of Hong Kong Limited




“Listing Date”

“Lushi Defeng County Bank”

“Main Board”

“Model Code”

“Nine County Banks”

“PBoC” or “Central Bank”

“Prospectus”
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Definitions

July 19, 2017, the date on which dealings in the H
Shares commence on the Main Board of Hong Kong
Stock Exchange

Lushi Defeng County Bank Co., Ltd. (EKELZH IR
T EBR AR, a joint stock company established
in the PRC on May 15, 2012 and a subsidiary of our
Bank

the stock market operated by the Hong Kong Stock
Exchange (excluding the option market), independent
of and to be operated in parallel with the GEM Board
of the Hong Kong Stock Exchange

the Model Code for Securities Transactions by
Directors of Listed Issuers as set out in Appendix 10
to the Hong Kong Listing Rules

the nine county banks located in Henan Province,
the PRC, which are subsidiaries of the Bank, namely,
Xinyang Pinggiao Zhongyuan County Bank Co., Ltd.
(E/5 R RAERITIRH AR A F]), Linzhou Defeng
County Bank Co., Ltd., (MINELHEBITRHBRA
A]), Qixian Zhongyuan County Bank Co., Ltd. (E&
RATSEIRITRR D B R A 7)), Puyang Zhongyuan County
Bank Co., Ltd. (BB RMNERITROHBRAA),
Xiping Caifu County Bank Co., Ltd. (75 FEI E+I3EIR1T
&1 B BR A R]), Suiping Hengsheng County Bank Co.,
Ltd. (FFEAENERITRMDBRAF]), Lushi Defeng
County Bank Co., Ltd. (EXZEEMNERITRODERA
a]), Xiangcheng Huipu County Bank Co., Ltd. (E¥[&
ST SEERTTIZD BBR A A]) and Henan Xinxiang Xinxing
County Bank Co., Ltd. (A s #4837 BIAHRIRTTIRD B R
NI

The People’s Bank of China (B ARRTT), the
central bank of the PRC

the prospectus of the Bank dated June 30, 2017 in
connection with the public offering in Hong Kong, as
amended, supplemented or otherwise modified from
time to time
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Definitions

“Reporting Period”
“RMB” or “Renminbi”

“SFO”

“Shareholder(s)”

“Shares”

“Supervisors”

“AB Leasing”

“AB Life Insurance”

“CDRCB”

“Henan Wansong”

the 12 months ended December 31, 2018
the lawful currency of the PRC

the Securities and Futures Ordinance (Chapter 571
of the Laws of Hong Kong), as may be amended,
supplemented or otherwise modified from time to time

the holder(s) of the Shares

shares in the share capital of RMB1.00 each of the
Bank, including Domestic Shares and H Shares

the supervisors of the Bank

AB Leasing Co., Ltd. (FiEemBAERKBERAF),
a joint stock company incorporated in the PRC with
limited liability

Anbang Life Insurance Co., Ltd. (ZFASRERG
BRRR7]), a joint stock company incorporated in the
PRC with limited liability

Chengdu Rural Commercial Bank Co., Ltd. (FX#D
BENEERITRMABRAR), a joint stock company
incorporated in the PRC with limited liability

Henan Wansong Construction Engineering Co., Ltd.
OUTEEWMZERTIEBR2AR]), a company incorporated
in the PRC with limited liability
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