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Definitions

In this annual report, unless the context otherwise requires, the following terms shall have the meaning set out below.

“The Bank” or “Huishang Bank”
“CBRC”

“CSRC”

“CBRC Anhui Office”

“Domestic Shares”

“Hong Kong”

“Hong Kong Stock Exchange”
“Hong Kong Listing Rules”
“Listing”

“Listing Date”

“Non-green Industries”

“Three Dimensional Rural Issues”
“PBOC"

“China” or “PRC"

“Yuan” or “RMB”

“HKS$"” or “Hong Kong dollars”

means Huishang Bank Corporation Limited, including its subsidiaries and branches
means the China Banking Regulatory Commission (1 BI$R{T X EEBEEEESR)
means the China Securities Regulatory Commission (T HHF 5 EBEHEES)

means the China Banking Regulatory Commission Anhui Office (FEI$R1TXEEEE
ZEELTREER)

means the ordinary shares issued by the Bank in the PRC, with a nominal value of
RMB1.00

means Hong Kong Special Administrative Region of the PRC

means The Stock Exchange of Hong Kong Limited

means the Rules Governing the Listing of Securities on the Hong Kong Stock Exchange
means the listing of H shares of the Bank on the Hong Kong Stock Exchange

means the date on which dealings in the H shares of the Bank first commenced on the
Hong Kong Stock Exchange, i.e. 12 November 2013

means the heavily-polluting, highly energy-consuming and over-capacity industries
abbreviation for issues related to agriculture, rural areas and farmers

means the People’s Bank of China

means the People’s Republic of China

means Renminbi, the lawful currency of China. Unless otherwise specified herein, the
currency used in this report shall be Renminbi

means Hong Kong dollars, the lawful currency of Hong Kong
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Chapterl Corporate Information

CORPORATE INFORMATION

1.1.1

Notes

Statutory Chinese name: I RITIRDER LT’

Statutory English name: Huishang Bank Corporation Limited

Statutory representative: Li Hongming

Authorized representatives: Wu Xuemin, Ngai Wai Fung
Board of Directors secretary: Yi Feng’

Company secretary: Ngai Wai Fung

Registered and business office: Block A, Tianhui Building, 79 Anging Road, Hefei, Anhui Province, PRC

Contact address: Block A, Tianhui Building, 79 Anging Road, Hefei, Anhui Province, PRC
Tel: +86-0551-62667787

Fax: +86-0551-62667787

Post code: 230001

Bank’s website: www.hsbank.com.cn

E-mail: djp@hsbank.com.cn

Principal place of business in Hong Kong: 18/F, Tesbury Centre, 28 Queen'’s Road East, Wanchai, Hong Kong

Certified public accountants: PricewaterhouseCoopers
22/F, Prince’s Building, Central, Hong Kong

Legal advisor as to PRC laws: King & Wood Mallesons
Legal advisor as to Hong Kong laws: Latham & Watkins
Compliance Advisor: Guotai Junan Capital Limited

Domestic shares trustee agency: China Securities Depository and Clearing Corporation Limited
H share registrar : Computershare Hong Kong Investor Services Limited

1 Huishang Bank Corporation Limited is not an authorized institution within the meaning of the Banking
Ordinance (Chapter 155 of 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.

2 The Bank convened a Board meeting on 17 February 2015 and designated Mr. Yi Feng, assistant to the President,
to perform the duties as the Board Secretary during the vacancy of the Board Secretary. The Bank convened a
Board meeting on 26 March 2015 and appointed Mr. Yi Feng as the Board Secretary of the Bank. His tenure is
the same as the term of the third session of the Board of Directors. Mr. Yi's position as the Board Secretary will
become effective from the date of approval of his qualification as Board Secretary by the PRC banking regulators.
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1.2

COMPANY PROFILE

Headquartered in Hefei, Anhui Province, Huishang Bank is the first regional joint stock commercial bank in the PRC
established through the merger and reorganization of city commercial banks and urban credit cooperatives with the
approval of the CBRC. The Bank was incorporated on 4 April 1997, and changed its name to Huishang Bank Corporation
Limited on 30 November 2005. On 28 December 2005, the Bank officially merged with 5 city commercial banks of
Wuhu, Ma’anshan, Anging, Huaibei and Bengbu and 7 urban credit cooperatives of Lu’an, Huainan, Tongling, Fuyang
Technology, Fuyang Xinying, Fuyang Yinhe and Fuyang Jinda in Anhui Province. The Bank officially opened for business
on 1 January 2006. On 12 November 2013, the Bank was listed on the Main Board of the Hong Kong Stock Exchange. The
Bank holds a financial institution license numbered B0162H234010001 from the CBRC Anhui Office and a legal entity
business license numbered 340000000026144 from the Anhui Provincial Administration of Industry and Commerce. The
registered address is Block A, Tianhui Building, 79 Anqging Road, Hefei, Anhui Province, PRC. At the end of 2014, the total
registered capital of the Bank was RMB11.05 billion.

The Bank’s principal activities include the taking of deposits from corporate and retail customers, granting of loans with
the use of deposits received, and conducting of capital business in the PRC, which encompass money market activities,
investment and trading activities and transactions on behalf of customers. As of 31 December 2014, Huishang Bank
had 6,697 on-the-job employees. Apart from its headquarters, the Bank had 17 branches, 250 front offices (including 8
branches of business departments and 242 sub-branches) and 498 self-service areas. The Bank also has two subsidiaries,
Jinzhai Huiyin Rural Bank Co., Ltd and Wuwei Huiyin Rural Bank Co., Ltd and owns equity interests in Chery HuiYin Motor
Finance Service Co., Ltd.

By maintaining its market position as a bank “serving the local economy, serving small and medium enterprises (“SME(s)"),
serving the general public”, the Bank has continuously experienced a relatively fast growth in business development, has
gradually strengthened its comprehensive strength, has steadily improved its operation and management standards,
and has achieved a synergic development of scale, quality and efficiency, thus building up a good social image of “local
bank”, “people’s bank” and “SME bank”, and becoming a regional commercial bank that is more well-known and that has
considerable influence in Anhui Province and even in the banking industry across China. With the full recognition and
widespread praise from all sectors of society, the Bank was named one of the top 200 in the “Top 1000 World Banks” by
The Banker, a UK magazine, with the ranking at No. 194, 85 places up from that in 2013.



ANNUAL REPORT 2014
Huishang Bank Corporation Limited

13

Chapterl Corporate Information

AWARDS FOR 2014

During 2014, the Bank has won numerous accolades and rewards in contests organized by domestic authorities and
organizations:

2 In January, the Bank was awarded the “Best City Commercial Bank of Trading and Finance in 2013" by the Third
China Trade and Finance Annual Conference.

2 In January, the Bank was awarded the “2013 Gold Medals for Chinese Financial Institution - Small and
Medium-Sized Bank with the Best Potential Growth of the Year” by the Financial Times.

2 In January, the Bank was awarded the First Prize in “Non-Tax Agency Work of Provincial Government in 2013" by
the Anhui Provincial Department of Finance and the Hefei Central Sub-branch of PBOC.

2 In March, the Bank was awarded the “Outstanding Dealers in China’s Bond Market” in the selection of Outstanding
Members in China’s Bond Market in 2013 organized by China Central Depository & Clearing Co. Ltd.

2 In March, the Bank was awarded the“Excellent Trader in Inter-bank Local Currency Market in 2013” as well as
the individual awards of “Outstanding Trading Supervisor” and “Outstanding Trader” by the national inter-bank
lending center.

2 In April, the Bank was recognised as an “A-class Institution of the Underwriting Institutions of Saving Bonds in
2013" by the Hefei Central Sub-branch of PBOC.

L 2 In May, the Bank was awarded the “First Prize in Business Performance Evaluation of Support on Local
Development in 2013” by Anhui provincial government.

2 In July, the Bank was recognised as an “Advanced Banking Enterprise Providing Financial Services to Small and
Micro Enterprises in Anhui in 2013” by the CBRC Anhui Office.

2 In August, the Bank was awarded the “Best Corporate Business” and the “Best Financial Information Technology
Security” in the Third Best Medium and Small Banks Selection.

L 2 In September, the Bank was awarded the First Prize (Group) and the “Best Organization” in the Second RMB
Management Business Competition for Anhui Banking and Financial Institutions.

2 In November, the Bank was awarded the “Best Innovative Mobile Banking” in the “Comprehensive Evaluation of
Anhui Financial Industry in 2014” by Sina Anhui.

2 In November, the Bank was awarded the “Best Bank of Cash and Treasury Innovation in 2014” by the 2014 Annual
Conference of China Cash and Treasury Management.

L 2 In November, the Bank was awarded the prizes of “Excellent Service and “Valuable Contribution” in the “Selection
of Excellent Customer Service Center in the PRC Banking Industry” by the China Banking Association.

2 In December, the Bank ranked the “First Place in Banking” in the “Resident Satisfaction Survey of Top 10 Service
Industries in Anhui Province”.

In January 2015, the Bank was awarded “2014 Excellent Enterprise of Corporate Social Responsibility in China” by the 7th
China Corporate Social Responsibility Summit and the 4th White Paper on Chinese CSR Report (2014) Presentation.
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2.1

MAIN FINANCIAL INFORMATION

Unit: in millions of RMB

Year-on-year

Results of operation 2014 2013 changes +/(-)%
Net operating income” 12,748 10,173 25.32%
Profit before income tax 7,411 6,399 15.81%
Net profit attributable to shareholders of the Bank 5,673 4,926 15.15%
Unit: RMB

Year-on-year

By per share 2014 2013 changes +/(-) %
Basic earnings attributable to shareholders of the Bank 0.51 0.58 -12.07%
Diluted earnings attributable to shareholders of the Bank 0.51 0.58 -12.07%
Net closing assets attributable to shareholders of the Bank 3.29 2.86 15.10%

31 December

Unit: in millions of RMB

31 December

Year-on-year

Scale indicators 2014 2013  changes +/(-) %
Total assets 482,764 382,109 26.34%
Including: Total loans and advances 219,396 195,449 12.25%
Total liabilities 446,211 350,437 27.33%
Including: Total deposits from customers 317,870 272,798 16.52%
Equity attributable to shareholders of the Bank 36,374 31,625 15.02%

Note: (1)

income from investment in securities, dividend income, and other operating income.

Net operating income comprises net interest income, net fees and commission income, net trading income, net
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FINANCIAL RATIOS

Unit: %
Year-on-year

Profitability indicators” 2014 2013 changes +/(-)
Return on average assets (“/ROAA”")
attributable to shareholders of the Bank after tax 1.31 1.39 -0.08
Return on average equity (“ROAE")
attributable to shareholders of the Bank after tax 16.68 18.91 -2.23
Net interest spread 2.47 244 0.03
Net interest margin 2.74 2,63 0.11
Unit: %
Year-on-year
Proportion of net operating income 2014 2013 changes +/(-)
- Net interest income 89.60 94.40 -4.80
- Net non-interest income® 10.40 5.60 4.80
Cost-to-income ratio (including business
tax and surcharges)® 33.08 33.29 -0.21
Unit: %

31 December

31 December

Year-on-year

Asset quality indicators 2014 2013 changes +/(-)
Non-performing loan ratio 0.83 0.54 0.29
Allowance to non-performing loan ratio 255.27 396.61 -141.34
Allowance to loans 2,13 213 0.00

Unit: %

31 December

31 December

Year-on-year

Capital adequacy indicators 2014 2013 changes +/(-)
Core tier | capital adequacy ratio 11.50 12.60 -1.10
Capital adequacy ratio 13.41 15.19 -1.78
Total equity to total assets"” 7.57 8.29 -0.72

Notes: (1)  The ratios are annualized;

(2)  Net non-interest income in this indicator comprises of net fees and commission income, net trading income,
net income from investment in securities, dividend income and other net operating income, but excludes net
income from investment by joint ventures and associates;

(3)  Cost-to-income ratio = Operating expenses/Operating income;

(4)  Equity includes minority interests.
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FIVE-YEAR FINANCIAL SUMMARY

2014 2013 2012 2011 2010

Results for the year (RMB’000)
Net operating income"”’ 12,748,053 10,172,509 9,234,965 7,651,124 6,270,057
Operating expenses (4,216,671) (3,386,435) (3,132,268) (2,500,374) (2,203,049)
Assets impairment loss (1,197,245) (435,365) (457,715) (578,853) (578,375)
Profit before income tax 7,410,514 6,398,744 5,680,038 4,603,647 3,502,073
Net profit attributable to

shareholders of the Bank 5,672,735 4,926,202 4,306,393 3,492,610 2,702,353
By per share (RMB)
Dividends 0.156 0.10 0.10 0.10
Basic earnings 0.51 0.58 0.53 0.43 0.33
Diluted earnings 0.51 0.58 0.53 0.43 0.33
Closing net assets attributable

to shareholders of the Bank 3.29 2.86 2.51 2.09 1.76
At year end (RMB’000)
Paid-in capital stock 11,049,819 11,049,819 8,174,819 8,174,819 8,174,819
Equity attributable to shareholders

of the Bank 36,374,220 31,625,121 20,480,924 17,083,526 14,357,293
Total liabilities 446,211,390 350,437,158 303,743,433 239,898,030 194,618,855
Deposits from customers 317,870,043 272,798,242 239,543,123 203,579,704 159,582,006
Total assets 482,764,314 382,109,090 324,224,357 256,981,556 208,976,148
Net loans and advances 214,734,236 191,280,398 159,941,475 133,922,883 114,058,443
Key financial ratios
ROAA attributable to shareholders of

the Bank after tax 1.31% 1.39% 1.48% 1.50% 1.46%
ROAE attributable to shareholders of

the Bank after tax 16.68% 18.91% 22.93% 22.22% 19.89%
Cost-to-income ratio® 33.08% 33.29% 33.92% 32.68% 35.14%
Non-performing loan ratio 0.83% 0.54% 0.58% 0.48% 0.60%
Core Tier 1 capital adequacy ratio 11.50% 12.60% 10.30% 10.87% 11.19%
Capital adequacy ratio 13.41% 15.19% 13.54% 14.68% 12.06%
Notes: (1) In order to ensure consistence with the disclosure contents of that part in the precious years, that part does not

include share of profits of associates;

(2) Cost-to-income ratio = operating expenses / operating income.
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2014 was the first financial year after the Listing of the H shares of Huishang Bank and also an important year during which
breakthroughs were made in reform, innovation, transformation and upgrading. Facing a complex and changing operating
environment, the Bank actively implemented reforms for overall development and promotion of transformation and upgrade.
It continued to push forward the optimization and adjustment of client portfolio, business and income structures, and to
strengthen risk prevention and control. The Bank has achieved excellent operating results and presented a satisfactory report to
our shareholders, investors and all sectors of society in the first financial year after the Listing.

As at the end of 2014, the Bank’s total assets were RMB482,764 million (in domestic and foreign currencies), with net assets of
RMB36,553 million. In 2014, the Bank recorded a net profit of RMB5,676 million, representing an increase of 15.24% as compared
with last year, with an average return on assets (ROA) of 1.31%, average return on equity (ROE) of 16.64%, capital adequacy ratio
of 13.41% and core tier 1 capital adequacy ratio of 11.50%. All of the various types of regulatory indicators were at leading levels
among the city commercial banks in China.

The macroeconomic development entered the new normal era last year. Under the dual pressure of an overall slowdown
in macroeconomic growth and structural adjustment this year, Huishang Bank proactively adapted to the new normal era,
conformed to new changes, accelerated reforms and innovations in systems and mechanisms and the operating model so as
to promote the “second entrepreneurship”. Having been market-oriented and customer-focused all along, the Bank seized
market opportunities to optimize its business structure and processes, which further enhanced its operational and management
efficiency and improved its market competitiveness. Hence, the Bank has managed to maintain its asset quality at a satisfactory
level among all peers in the banking industry while achieving good operating results.

Our good operating results achieved last year were attributable to the Bank's initiatives to push forward reforms and innovation
and implement the development of transformation and upgrade, the progressive hard work of our employees at all levels, as well
as the care, trust and support from all levels of government departments, regulatory authorities, domestic and foreign investors,
our customers and friends from all walks of life. On behalf of the Board of Huishang Bank, | extend my sincere thanks to them!

Being the 10th anniversary of Huishang Bank’s establishment, the year 2015 will mark the beginning of the implementation
of our new five-year strategic plan, and will also be a critical year for the development of transformation and upgrade.
Standing at this new starting point in history, and facing the new normal era, new development trends, new challenges and
new opportunities, Huishang Bank will stick closely to the strategic goal of “creating an all-round mainstream bank serving
the economic development of local communities and making itself become a first-tier city commercial bank”. Having been
market-oriented and customer-focused all along, the Bank will take advantage of any possible opportunities arising from the
macroeconomics trends and the development of banking industry to aggressively expand its business, constantly strengthen
the establishment of work ethics, talent pool and corporate culture, and comprehensively promote the development of
transformation and upgrade by adhering to the approach of “development driven by innovation and development guaranteed
by management improvement” to achieve the annual objective of “stable growth, structure adjustment, market exploration and
risk control”, with a view to rewarding the trust and support of our shareholders, investors and all sectors of society in us with
better operating results.

Li Hongming
Chairman
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The year 2014 was the first year after the Listing of the H shares of Huishang Bank, and also a year where the Bank pushed
forward various reforms comprehensively and accelerated transformation and upgrade. Faced with a complicated operating
environment, our employees at all levels closely followed the main theme of “stable growth, risk control, enhancing innovation,
promoting transformation, deepening reforms, and increasing vitality” in carrying out reforms and innovations and aggressively
expanding business. The operational and management levels of the Bank improved steadily, and businesses continued to grow
quickly. This not only resulted in steady growth in operating results for the year, but also provided more momentum for future
development.

As at the end of 2014, the Bank's total assets were RMB482,764 million in domestic and foreign currencies, representing an
increase of 26.34 % as compared with the beginning of the year. Total deposits were RMB317,870 million, representing an
increase of 16.52%; total loans were 219,396 million, representing an increase of 12.25%, with a non-performing loan ratio of
0.83%. Net profit for the year was RMB5,676 million, representing a year-on-year increase of 15.24%.

The Bank was committed to deepening reforms in 2014. The activities of “Reform Deepening Year” were carried out at all levels of
the Bank, with a view to making an overall development plan and promoting transformation and upgrading under the direction
of reforms. Through such activities, the concept of reform became deeply rooted among people, our systems and mechanisms
improved further , our operating model innovated effectively, our business process constantly optimized, and our management
system continuously improved.

The Bank was committed to transformation and upgrade in 2014. The Bank developed its corporate business based on the
concept of comprehensiveness and developed small and micro finance under the concept of professionalism, creating a financial
service platform for small enterprises, pushing forward pilot programs of inclusive finance, and strengthening retail cross sales
and coordinated marketing efforts to enhance network effectiveness. Emerging businesses, such as investment banking, peer
industry and fund custodianship, developed rapidly. Debt sources, assets utilization and income sources were further diversified,
and the pace of transformation and upgrade gradually accelerated.

The Bank was committed to risk control in 2014. The Bank carried out an asset quality “double control” special campaign by
implementing a “double” accountability system of risk prevention and control, and conducted risk investigations to strengthen
risk warning, mitigation and disposal by adhering to the principle of reducing old risks while controlling new risks, thus
maintaining our asset quality at a better level. The Bank continued to strengthen business continuity management and enhance
control of various risks, thus maintaining liquidity risk, market risk, operational risk and legal risk at a controllable level. No
reputational risk event occurred during the year.
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The Bank was committed to accelerating innovation in 2014. The Bank developed new businesses including credit asset
securitization and the issuance of interbank certificates of deposits, obtained qualifications for acting as a lead underwriter
of non-financial corporate debt financing instruments and fund custodian, etc., and became a founding member of the self-
regulated market interest rate pricing mechanism. Being market-driven and customer-oriented, the Bank carried out innovations
in business, product and services, with a view to gradually improving the product system and further enhancing customer

services.

The Bank was committed to improving management in 2014. The Bank devoted much efforts in improving and refining the
management of plans, performance appraisal, internal and external pricing, and financial costs to enhance the standardisation
and delicacy of management. The Bank improved and optimized its credit approval process and online small enterprise paperless
approval system. The Bank also improved its information technology governance structure, set up same city disaster recovery
centers, and promoted the construction and maintenance of information technology projects, which therefore contributed to
the further improvement of the levels of infrastructure management.

The Bank was committed to the establishment of branch outlets in 2014. The Bank enhanced the branch outlets by optimising
the distribution of branches, thus achieving a full coverage of branch outlets in the counties of the province. The Bank penetrated
its network into lower cities by setting up community and small and micro sub-branches and sub-branches at county and
township levels. As at the end of the year, the Bank had 250 branches capable of providing financial services and 498 self-services
branches, with its businesses involving internet finance, direct banking construction, online WeChat banking, initially forming a
multi-level, vertical and differentiated branch outlets system that integrates both physical and electronic branch outlets.

The Bank’s good operating results achieved in 2014 were attributable to the joint efforts made by our employees as well as the
great support from our customers, investors and all sectors of the community. On behalf of the Senior Management of the Bank, |
extend my sincere thanks to those friends who care and support the development of Huishang Bank!

2015 will mark the beginning of the implementation of the Bank's five-year strategic development plan, and will also be a critical
year for the Bank to accelerate the development of transformation and upgrade. With the focus particularly on the theme of
“steady growth, structural adjustment, market exploration, and risk control” and the close adherence to the two key approaches
of “development driven by innovation, and development guaranteed by management improvement”, the Bank will continue
to build up our work ethics, talent pool and corporate culture, and accelerate the development of transformation and upgrade
comprehensively, work hard to create an all-roud mainstream bank serving the economic development of local communities,

establish itself as a first-tier city commercial bank, as well as create greater returns for our shareholders and investors!

Wu Xuemin
President
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Chapter V. Management Discussion and Analysis

5.1

5.2

OVERALL BUSINESS REVIEW

In the face of the complex domestic and international situations and increasingly fierce competition among peer banks

in 2014, the Bank made efforts to overcome various adverse factors by focusing on quality and efficiency and shifting

its priorities towards transformational development and structural adjustment. All these led to a steady expansion of

our business scale and improved profitability, realizing steady growth in our various business segments and continuous

improvement in operation and management level.

ANALYSIS OF INCOME STATEMENT

5.2.1 Particular of financial performance

Unit: in millions of RMB

2014 2013
Net interest income 11,423 9,602
Net fee and commission income 856 540
Other netincome 469 30
Operating expenses 4,216 3,386
Share of profits of associates 76 48
Impairment losses on assets 1,197 435
Profit before income tax 7,411 6,399
Income tax 1,735 1,473
Net profit 5,676 4,926
Net profit attributable to shareholders of the Bank 5,673 4,926

In 2014, the Bank recorded a net profit attributable to shareholders of the Bank of RMB5,673 million, representing

an increase of 15.15% as compared with last year. The effective income tax rate was 23.40%, representing an

increase of 0.38 percentage point as compared with last year.
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5.2 ANALYSIS OF INCOME STATEMENT (Continued)

5.2.2

5.23

Net Operating Income

In 2014, the Bank had a net operating income (including share of profits of associates) of RMB12,824 million,
representing an increase of 25.48% as compared with last year, among which, net interest income accounted for
89.07%, representing a decrease of 4.88 percentage points from last year; net non-interest income accounted for
10.93%, representing an increase of 4.88 percentage points from last year.

The following table sets forth the year-on-year comparison of the net operating income for the recent three years:

Unit: %

2014 2013 2012

Net interest income 89.07 93.95 92.44
Net fee and commission income 6.67 5.28 4.27
Other net income 3.66 0.29 291
Income from investment in associates 0.60 0.48 0.38
Total 100.00 100.00 100.00

Note: Such analysis of net operating income in the table comprises income from investment in associates.

Net interest income

In 2014, the Bank’s net interest income amounted to RMB11,423 million, representing an increase of 18.95% from
last year. Such increase was mainly due to an expansion of the scale of interest-earning assets.

The following table sets forth the average balances of assets and liabilities, interest income/expenses and
annualized average yield/cost of the Bank for the period indicated. The average balances of interest-earning
assets and interest-bearing liabilities represented the daily average balances.

Unit: in millions of RMB except percentages

2014 2013
Average Interest Average Average Interest ~ Average
balance income yield (%) balance income  yield (%)
Interest-earning assets
Loans and advances 204,783 14,273 6.97 184,449 12,494 6.77
Bond investments 75,829 3,684 4.86 60,194 2,524 4.19
Balances with central bank 57,350 872 1.52 50,489 768 1.52
Deposits and placements from banks
and other financial institutions 78,756 4,228 5.37 69,529 3,071 4.42
Total interest-earning assets and
interestincome 416,718 23,057 5.53 364,661 18,857 5.17
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5.2

5.2.3 Netinterest income (Continued)

ANALYSIS OF INCOME STATEMENT (Continued)

Unit: in millions of RMB except percentages

2014 2013
Average Average
Average Interest costratio Average Interest  cost ratio
Item balance expenses (%) balance expenses (%)
Interest-bearing liabilities
Deposits from customers 278,013 6,361 2.29 241,728 4,927 2.04
Deposits and placements from banks
and other financial institutions 91,241 4,707 5.16 89,581 3,893 435
Debt securities in issue 10,752 566 5.26 7,871 434 5.52
Total interest-bearing liabilities
and interest expenses 380,006 11,634 3.06 339,180 9,254 2.73
Net interest income / 11,423 / / 9,603 /
Net interest spread / / 2.47 / / 244
Net interest margin / / 2.74 / / 2.63

In 2014, the net interest spread of the Bank was 2.47%, representing an increase of 0.03% as compared with last

year. The annualized average yield of interest-earning assets was 5.53%, while the annualized average cost ratio

of interest-bearing liabilities was 3.06%.

In 2014, the net interest margin of the Bank was 2.74%, representing an increase of 0.11% as compared with last

year.
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5.2 ANALYSIS OF INCOME STATEMENT (Continued)

5.2.3 Netinterest income (Continued)

The following table sets forth the distribution of changes in interest income and interest expenses caused by the

changes in scale and interest for the period indicated. The changes in scale were measured by the changes of

average daily balances; while the changes in interests were measured by changes in average interest rates. The

scale changes and interest rate changes caused changes in interest income and expenses, which is included in the

impact of interest changes in interest income and expense changes.

Unit: in millions of RMB

2014 vs.2013
Increase/(decrease) factors

Net increase

Scale Interest rate (decrease)

Assets
Loans and advances 1,377 402 1,779
Bond investments 656 504 1,160
Balances with central bank 104 - 104
Deposits and placements from banks and

other financial institutions 408 749 1,157
Changes in interest income 2,545 1,655 4,200
Liabilities
Deposits from customers 740 694 1,434
Deposits and placements from banks and

other financial institutions 72 742 814
Debt securities in issue 159 (27) 132
Changes in interest expenses 971 1,409 2,380
Changes in net interest income 1,574 246 1,820
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ANALYSIS OF INCOME STATEMENT (Continued)

5.24

Interest income

In 2014, the Bank realized an interest income of RMB23,057 million, an increase of 22.27% as compared with last

year. Such increase was mainly due to an expansion of the scale of interest-earning assets. Interest income from

loans and advances still form the largest component of the Bank’s interest income.

Interest income from loans

In 2014, the Bank’s interest income from loans and advances amounted to RMB14,273 million, representing an

increase of RMB1,778 million or 14.23% as compared with last year.

The following table sets forth the average balances, interest income and annualized average yields on each

component of the Bank’s loans and advances for the periods indicated.

Unit: in millions of RMB except percentages

2014 2013
Average Interest Average Average Interest Average
balance income yield (%) balance income yield (%)
Corporate loans 138,483 9,977 7.20 129,762 9,268 7.14
Retail loans 54,822 3,452 6.30 44,218 2,667 6.03
Discounted bills 11,478 844 7.35 10,469 559 5.34
Loans and advances 204,783 14,273 6.97 184,449 12,494 6.77
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5.2 ANALYSIS OF INCOME STATEMENT (Continued)

5.2.5

Interest expenses

In 2014, the Bank's interest expenses amounted to RMB11,634 million representing an increase of RMB2,380
million or 25.72% as compared with last year. Such increase was primarily due to the structure change and an
expansion of the scale of interest-bearing liabilities.

Interest expense on deposits from customers

In 2014, the Bank’s interest expense on deposits from customers recorded RMB6,361 million, representing an
increase of RMB1,433 million or 29.10% as compared with last year. Such increase was mainly due to an increase
in the average balance on deposits from customers by 15.01% from last year.

The following table sets forth the average balance, interest expenses and annualized average cost ratio of the
Bank’s corporate deposits and retail deposits for the periods indicated.

Unit: in millions of RMB except percentages

2014 2013

Annualized Annualized
Average Interest average Average Interest average
balance expenses yield (%) balance expenses yield (%)

Corporate deposits
Demand deposits 104,052 807 0.78 97,395 721 0.74
Time deposits 75,877 3,370 4.44 60,105 2,861 4.76
Sub-total 179,929 4,177 2.32 157,499 3,582 227

Retail deposits

Demand deposits 26,005 104 0.40 24,061 93 0.39
Time deposits 33,994 1,107 3.26 28,903 921 3.19
Sub-total 59,999 1,211 2,02 52,964 1,014 1.91
Others 38,085 973 2.56 31,265 332 1.06
Total deposits from customers 278,013 6,361 2.29 241,728 4,928 2.04
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ANALYSIS OF INCOME STATEMENT (Continued)

5.2.6

5.2.7

Net non-interest income

In 2014, the Bank realized a net non-interest income of RMB1,401 million, an increase of RMB783 million or
126.91% as compared with last year.

The following table sets forth the principal components of the Bank’s net non-interest income for the periods
indicated.

Unit: in millions of RMB

2014 2013

Fee and commission income 941 624
Less: Fee and commission expenses (85) (84)
Net fee and commission income 856 540
Other net non-interest income'" 545 78
Total net non-interest income 1,401 618

Note: (1) Comprises net trade income, net income from investment in securities, other net operating income, net
income from investment in associates and dividend income.

Net fee and commission income

In 2014, the Bank’s fee and commission income was RMB941 million, representing an increase of RMB317 million
or 50.94% as compared with last year. Such increase was primarily attributable to an increase in custodian and
other fiduciary service fees, bank card fees, settlement and clearing fees, as well as financial advisory services fees.

The following table sets forth the principal components of the Bank’s net fee and commission income for the
periods indicated.

Unit: in millions of RMB

2014 2013
Fee and commission income 941 624
Bank card fees 161 109
Settlement and clearing fees 98 85
Agency services commissions 31 31
Consultancy and advisory fees 154 121
Guarantee and commitment fees 38 42
Custodian and other fiduciary service fees 366 108
Others" 93 128
Fee and commission expenses (85) (84)
Net fee and commission income 856 540

Note: (1)  Mainly includes syndicated loan fees, domestic factoring fees and arrangement fees for international
trade financing.
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5.2 ANALYSIS OF INCOME STATEMENT (Continued)

5.2.8

5.2.9

Other non-interest net income

In 2014, the Bank’s other net non-interest income was RMB545 million, representing an increase of RMB467 million
or 598.18% as compared with last year. Such increase was mainly due to an increase in net income from investment

in securities and net trading income.

The following table sets forth the principal components of the Bank’s other net non-interest income for the periods
indicated.

Unit: in millions of RMB

2014 2013
Net income from investment in securities 255 (7)
Net trading income 64 (83)
Net income from investment in associates 76 48
Other net operating income 150 120
Dividend income" 0.36 0.32
Total other net income 545 78

Note: (1)  If the amount of dividend income is not kept in two decimal places, such amount cannot be shown after
rounding.
Operating expenses

In 2014, the Bank’s operating expenses were RMB4,216 million, representing an increase of 24.52% as compared
with last year. Such increase was primarily attributable to an increase in staff costs, business tax and surcharges,
depreciation and amortization and lease expenses to different extent because of the factors such as business
expansion and staff increase.

The following table sets forth the principal components of the Bank’s operating expenses for the periods indicated.

Unit: in millions of RMB

2014 2013
Staff costs 1,726 1,402
Business tax and surcharges 967 773
Depreciations and amortization 300 239
Lease expenses 187 150
Other general and administrative expenses 1,036 822
Total operating expenses 4,216 3,386
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ANALYSIS OF INCOME STATEMENT (Continued)

5.2.10 Assetimpairment losses

In 2014, the Bank'’s allowance to asset impairment losses recorded RMB1,197 million, representing an increase of

175.00% as compared with last year.

Unit: in millions of RMB

2014 2013
Loans and advances to customers
- collectively-assessed 603 267
- individually-assessed 375 168
Available-for-sale financial assets 219 -
Reversal of provision for impairment of foreclosed assets'” = 0.25

Note: (1) If the amount of reversal of provision for impairment of foreclosed assets is not kept in two decimal places,
such amount cannot be shown after rounding.

BALANCE SHEET ANALYSIS

5.3.1

Assets

As of 31 December 2014, the Bank’s total assets amounted to RMB482,764 million, representing an increase of

26.34% as compared with the end of 2013. The increase of total assets was primarily due to an increase in loans

and advances, investments, inter-bank loans and financial assets held under resale agreements.

31 December 2014

Unit: in millions of RMB
31 December 2013

Items Amounts % of the total Amounts % of the total
Total loans and advances 219,396 45.45% 195,449 51.15%
Provision for loan impairment (4,662) (0.97%) (4,169) (1.09%)
Net loans and advances 214,734 44.48% 191,280 50.06%
Investments 112,356 23.28% 60,271 15.77%
Cash 1,068 0.22% 956 0.25%
Balances with the central bank 75,353 15.61% 75,222 19.69%
Due from banks and other

financial institutions 11,352 2.35% 11,000 2.88%
Inter-bank loans and financial assets

held under resale agreements 62,434 12.93% 37,965 9.94%
Investments in associates 326 0.07% 335 0.09%
Fixed assets 1,415 0.29% 1,512 0.40%
Deferred income tax assets 956 0.20% 1,113 0.29%
Other assets 2,770 0.57% 2,454 0.64%
Total assets 482,764 100.00% 382,109 100.00%
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5.3 BALANCE SHEET ANALYSIS (Continued)
5.3.1 Assets (Continued)
5.3.1.1 Loans and advances

As of 31 December 2014, the Bank’s total loans and advances amounted to RMB219,396 million,
representing an increase of 12.25% as compared with the end of last year, and the total loans and
advances accounted for 45.45% of the Bank’s total assets, down 5.70 percentage points from the end of
last year.

Analysis of loans by product types

The following table sets forth information on the Bank’s loans and advances by product types as of the
dates indicated.

Unit: in millions of RMB

31 December 2014 31 December 2013
Items Amounts % of the total Amounts % of the total
Corporate loans 149,222 68.02% 136,856 70.02%
Discounted bills 13,580 6.19% 9,725 4.98%
Retail loans 56,594 25.79% 48,868 25.00%
Total loans and advances 219,396 100.00% 195,449 100.00%

Corporate loans

As of 31 December 2014, the Bank’s total corporate loans recorded RMB149,222 million, representing an
increase of 9.04% as compared with the end of last year, and accounted for 68.02% of the total loans and
advances of the Bank, which was down 2.00 percentage points from the end of last year. In 2014, in view
of the macroeconomic environment and regulatory requirements, the Bank reasonably adjusted and
controlled its total loan amount, adjusted its loan structure in great depth, and systemically prevented
various risks, which achieved simultaneous optimization of loan structure and risk return.

Discounted bills

As of 31 December 2014, the Bank’s total discounted bills amounted RMB13,580 million, representing an
increase of 39.64% as compared with the end of last year. Since 2014, according to business development
requirements and the customer financing demand, the Bank has flexibly adjusted the size of bill financing
and improved the comprehensive return of bill assets by optimizing the structure, accelerating the
turnover, and centralizing operation, etc.
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BALANCE SHEET ANALYSIS (Continued)

5.3.1

Assets (Continued)

5.3.1.1

5.3.1.2

Loans and advances (Continued)
Retail loans

As of 31 December 2014, the Bank’s total retail loans amounted to RMB56,594 million representing an
increase of 15.81% as compared with the end of last year, and accounted for 25.79% of the total loans
and advances, which was up 0.79 percentage point from the end of 2013. In 2014, the Bank adjusted the
direction of its business development, and gave guidance to branches for the strong development of retail
loan business through the adjustment of internal transfer pricing and the strengthening of the evaluation
system. During the year, retail loans grew faster than the corporate loans.

Unit: in millions of RMB

31 December 2014 31 December 2013
Items Amounts % of the total Amounts % of the total
Residential Mortgage Loans 40,070 70.80 34,790 71.19
Personal Business Loans 10,420 18.41 9,451 19.34
Others 6,104 10.79 4,626 9.47
Total retail loans 56,594 100.00 48,868 100.00

Investments

Investments of the Bank consist of Renminbi-denominated listed and non-listed securities, including
financial assets at fair value through profit or loss, available-for-sale investments, held-to-maturity

investments and investments classified as receivables.

The following table sets forth the components of the investment portfolio of the Bank according to the

accounting classification.

Unit: in millions of RMB

31 December 2014 31 December 2013

Amounts % of the total Amounts % of the total

Financial assets at fair value
through profit or loss 2,964 2.64 1,805 3.00
Available-for-sale investments 71,574 63.70 29,965 49.72
Held-to-maturity investments 30,021 26.72 27,772 46.08
Investment classified as receivables 7,797 6.94 724 1.20
Total investments 112,356 100.00 60,266 100.00
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BALANCE SHEET ANALYSIS (Continued)

5.3.1

Assets (Continued)

5.3.1.2 Investments (Continued)

Financial assets at fair value through profit or loss

The following table sets forth the components of financial assets at fair value through profit or loss of the
Bank.

Unit: in millions of RMB

31 December 31 December

2014 2013

Government bonds 532 275
PBOC bonds - 10
Financial bonds 1,883 598
Corporate bonds 549 922
Total financial assets at fair value through profit or loss 2,964 1,805

Available-for-sale investments

As of 31 December 2014, the Bank’s available-for-sale investments increased by RMB41,609 million over
the end of 2013, with an increase of 138.85%, which was mainly due to a significant increase in targeted
asset management schemes of brokers.

The following table sets forth the components of available-for-sale investments of the Bank.

Unit: in millions of RMB

31 December 31 December

2014 2013

Government bonds 10,590 6,963
Financial bonds 12,554 10,989
Corporate bonds 6,438 5,400
Asset management schemes by securities firms or trust companies 27,395 1,061
Interbank certificates of deposit 444 -
Equity securities 10 10
Other 14,362 5,542
Less: provision for impairment 219 -
Available-for-sale investments, net 71,574 29,965
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BALANCE SHEET ANALYSIS (Continued)
5.3.1 Assets (Continued)

5.3.1.2 Investments (Continued)

Held-to-maturity investments

As of 31 December 2014, net held-to-maturity investments held by the Bank increased by RMB2,249
million from the end of last year, with an increase of 8.10%. Held to maturity investments will be held in
the long run for our investment strategy. In 2014, based on the requirements of our bank account interest
rate risk management, the Bank increased the proportion of fixed-rate bonds when bond market yield was
high, and improved the earning level of investment portfolio.

Unit: in millions of RMB

31 December 31 December

2014 2013

Government bonds 12,356 12,017
Financial bonds 11,545 11,634
Corporate bonds 6,019 4,121
Interbank certificates of deposit 101 -
Total held-to-maturity investments 30,021 27,772

Loans and investments classified as receivables

Loans and investments classified as receivables are primarily the targeted asset management schemes of
brokers as invested by the Bank, and wealth management products issued by other commercial banks.
There is no open market for these investments. As of 31 December 2014, net investments classified as
receivables held by the Bank amounted to RMB7,797 million, an increase of RMB7,073 million from the
end of 2013.

Unit: in millions of RMB

31 December 31 December

2014 2013

Government bonds 113 130
Asset management schemes by securities firms or trust companies 2,405 -
Investment in wealth management products of other banks 3,045 594
Others 2,234 -
Total investments classified as receivables 7,797 724
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5.3 BALANCE SHEET ANALYSIS (Continued)
5.3.1 Assets (Continued)
5.3.1.2 Investments (Continued)
Carrying value and Market value

All financial assets at fair value through profit or loss and investment in securities classified as available-
for-sale investments are accounted for at market value or fair value.

The following table sets forth the carrying value and market value of the held-to-maturity investments and
investments classified as receivables in the Bank's investment portfolio as of the dates indicated.

Unit: in millions of RMB
31 December 2014 31 December 2013
Carrying value  Fairvalue  Carrying value Fair value

Held-to-maturity investments 30,021 29,957 27,772 26,541
Investments classified as receivables 7,797 7,776 724 713

Subsidiaries and major companies in which the Bank has shareholdings

Number of
Initial sharesheldat  Carrying value
investment theendofthe  attheend of
amount  Percentage of period the period

(inthousands  shareholdings (in thousands (inthousands  Sources of

Name of RMB) (%) of shares) of RMB)  shares held Remark
Jinzhai Huiyin Rural 32,800 41 32,800 32800  Promotion Subsidiary
Bank Co, Ltd.
Wuwei Huiyin Rural 40,000 40 40,000 85513 Promotion Subsidiary
Bank Co, Ltd.
Chery HuiYin Motor Finance 100,000 20 200,000 325605  Promotion Associate

Service Co,, Ltd.
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BALANCE SHEET ANALYSIS (Continued)

5.3.2 Liabilities

As of 31 December 2014, total liabilities of the Bank amounted to RMB446,211 million, representing an increase

of 27.33% as compared with the end of last year. Such increase was mainly due to the steady growth of deposits

from customers, issuance of bonds, deposits from banks and other financial institutions and other liabilities, etc.

31 December 2014

Unit: in millions of RMB
31 December 2013

Items Amounts % of the total Amounts % of the total
Loans from central bank 107 0.02% - -
Deposits from banks and other

financial institutions 24,430 5.48% 17,433 4.97%
Placements from banks and other

financial institutions 1,682 0.38% 1,537 0.44%
Derivative financial liabilities 2 0.00% 5 0.00%
Financial assets sold under

repurchase agreements 72,481 16.24% 42,728 12.19%
Deposits from customers 317,870 71.24% 272,798 77.85%
Taxes payable 825 0.18% 376 0.11%
Issuance of bonds 18,751 4.20% 8,986 2.56%
Other liabilities 10,063 2.26% 6,573 1.88%
Total liabilities 446,211 100.00% 350,437 100.00%
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5.3 BALANCE SHEET ANALYSIS (Continued)
5.3.2 Liabilities (Continued)
Deposits from customers

The Bank has long focused on and actively expanded its deposit business. In 2014, despite an increasingly intense
competition among the peers, the Bank managed to maintain a steady growth of deposits from customers
through various effective measures. As of 31 December 2014, total deposits from customers of the Bank
amounted to RMB317,870 million, representing an increase of 16.52% from the end of 2013, and accounted for
71.24% of the total liabilities of the Bank.

The following table sets forth the Bank’s deposits from customers by product types and customer types as of the
dates indicated.

Unit: in millions of RMB

31 December 2014 31 December 2013

Amounts % of the total Amounts % of the total
Corporate Deposits
Demand deposits 114,346 35.97% 111,788 40.98%
Time deposits 94,699 29.79% 65,915 24.16%
Subtotal 209,045 65.76% 177,703 65.14%
Retail Deposits
Demand deposits 28,152 8.86% 24,914 9.13%
Time deposits 45,892 14.44% 37,530 13.76%
Subtotal 74,044 23.30% 62,444 22.89%
Others 34,781 10.94% 32,651 11.97%
Include: Pledged Deposits 34,427 10.83% 32,355 11.86%
Total deposits from customers 317,870 100.00% 272,798 100.00%

As of 31 December 2014, retail deposits of the Bank accounted for 23.30% of total customer deposits, representing
an increase of 0.41 percentage point from the end of 2013.

In 2014, deposits from customers of the Bank showed a regular trend. As of 31 December 2014, the Bank’s
demand deposits to total customer deposits ratio was 44.83%, a decrease of 5.28 percentage points from the end
of 2013. Among them, the proportion of demand deposits in corporate deposits was 54.70%, showing a decrease
of 8.21 percentage points over the end of 2013; while the proportion of demand deposits in retail deposits was
38.02%, showing a decrease of 1.88 percentage points over the end of 2013.
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BALANCE SHEET ANALYSIS (Continued)

5.3.3 Equity

Unit: in millions of RMB

31 December 31 December

Items 2014 2013
Share capital 11,050 11,050

Capital reserve 6,751 6,751
Surplus reserve 4,071 3,012
General risk provision 3,743 3,063
Investment revaluation reserve (109) (910)
Retained earnings 10,868 8,659
Total equity attributable to shareholders of the Bank 36,374 31,625
Non-controlling interest 179 47
Total equity 36,553 31,672

LOAN QUALITY ANALYSIS

5.4.1

Distribution of Loans by the Five-Category Classification

The following table sets forth the distribution of the Bank’s loans by the five-category classification as of the dates

indicated.

Unit:in 100 millions of RMB except percentages
31 December 2014 31 December 2013

Amounts % of the total Amounts % of the total
Pass 2,130.18 97.10 1,906.69 97.56
Special mention 45.52 2.07 37.29 1.91
Substandard 15.65 0.71 8.25 0.42
Doubtful 2.13 0.10 217 0.11
Loss 0.48 0.02 0.09 0.00
Gross loans and advances to customers 2,193.96 100.00 1,954.49 100.00
Total non-performing loans 18.26 0.83 10.51 0.54

Under the five-category classification system, the non-performing loans (“NPLs") of the Bank include loans of

substandard, doubtful and loss categories. In 2014, affected by the change of the external business environment,

the Bank’s asset quality faced a serious challenge. By focusing on risk prevention and speeding up the disposal

treatment, the Bank maintained stable quality of assets. As at the end of the reporting period, the non-performing

loan ratio (“NPL ratio”) of the Bank was 0.83%. Although it was 0.29 percentage point higher than that of the end

of last year, the Bank was still able to maintain an outstanding position among its peers.
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LOAN QUALITY ANALYSIS (Continued)

5.4.2 Distribution of loans and NPLs by product type

The following table sets forth the distribution of loans and NPLs by product type as of the dates indicated.

31 December 2014

Unit: in 100 millions of RMB except percentages

31 December 2013

Amount % of the NPLratio  Amount  %ofthe NPL ratio
of loans total NPLs (%)  ofloans total NPLs (%)
Corporate loans 1,492.22 68.02 15.38 1.03 136856 70.02 9.03 0.66
Working capital loans 858.01 39.11 7.69 0.90 833.90 4267 6.80 0.82
Fixed assets loans 577.03 26.30 0.00 0.00 479.17 2452 2.04 043
Trade finance 45.44 2,07 0.13 0.29 51.94 266 0.18 0.35
Others” 11.74 0.54 7.56 64.40 3.55 0.18 0.01 0.28
Discounted bills 135.80 6.19 - - 97.25 4.98 - -
Retail loans 565.94 25.79 2.88 0.51 488.68 25.00 148 0.30
Residential mortgages 345.04 15.72 0.48 0.14 301.35 15.42 047 0.16
Personal business loans 187.98 8.57 1.90 1.01 161.27 825 0.71 0.44
Credit card loans 25.03 1.14 0.39 1.56 17.18 0.88 0.12 0.70
Personal consumption loans 7.89 0.36 0.11 1.39 8.88 0.45 0.18 2.03
Total loans and advances
to customers 2,193.96 100.00 18.26 0.83 1,954.49 100.00 10.51 0.54
Note: (1)  Mainly include corporate mortgage loans
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5.4 LOAN QUALITY ANALYSIS (Continued)
5.4.3 Distribution of loans and NPLs by industry

The following table sets forth the distribution of loans and NPLs by industry as of the dates indicated.

Unit: in 100 millions of RMB except percentages

31 December 2014 31 December 2013
Amount % of the NPLratio  Amount  %ofthe NPL ratio
of loans total NPLs (%)  ofloans total NPLs (%)
Corporate loans 1,492.22 68.01 15.38 1.03  1,36856 70.02 9.03 0.66
Commerce and services 419.81 19.15 717 1.71 414.05 21.19 5.54 1.34
Manufacturing 409.46 18.66 4.63 1.13 410.55 21.01 3.09 0.75
Public utilities 196.00 8.93 - - 139.28 713 0.00 0.00
Real estate 165.08 7.52 - - 134.59 6.89 0.00 0.00
Construction 141.38 6.44 0.47 0.33 11271 5.77 0.16 0.14
Energy and chemical 34.48 1.57 0.10 0.29 4395 2.25 0.01 0.02
Transportation 62.82 2.86 2,79 4.44 44.89 2.30 0.01 0.02
Education and media 19.12 0.87 - - 21.76 111 0.15 0.69
Catering and travelling 15.48 0.71 0.09 0.58 21.82 1.12 0.02 0.09
Financial services 8.34 0.38 - - 9.84 0.50 0.00 0.00
Others 20.25 0.92 0.13 0.64 15.12 0.77 0.05 033
Discounted bill 135.80 6.19 - - 97.25 498 - -
Retail loans 565.94 25.80 2.88 0.51 488.68 25.00 1.48 030
Total loans and advances
to customers 2,193.96 100.00 18.26 0.83 1,954.49 100.00 10.51 0.54

Others: mainly include planting, forestry, livestock industry and fishery industry.

In 2014, our overall credit strategy was “practice green concept of credit business, optimize the allocation of credit
resources, actively support the development of the real economy, strengthen risk controls of key areas and key
industries, and adhere to the bottom risk line”. The Bank guided credit resources to better serve the real economy
and actively allocated credit resources to “small and micro” enterprises as well as developed green credit. The
Bank also implemented credit limit management over local government financing platforms, real estate and over-
capacity industries, and implemented industry risk prevention and control on the “Non-green Industries” such
as steel trade, PV and shipbuilding industries. During the reporting period, the increments of non-performing
corporate loans of the Bank were mainly from two sectors, namely manufacturing, commercial and services
sectors.
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54 LOAN QUALITY ANALYSIS (Continued)

5.4.4 Distribution of loans and NPLs by geographical segment

5.4.5

The following table sets forth the distribution of loans and NPLs by geographical segment as of the dates
indicated.

Unit: in 100 millions of RMB except percentages

31 December 2014 31 December 2013
Amount % of the NPLratio  Amount  %ofthe NPL ratio
of loans total NPLs (%) of loans total NPLs (%)
Anhui 2,038.80 92,93 17.53 0.86 1,804.37 9232 10.18 0.56
Jiangsu 155.16 7.07 0.73 0.47 150.12 7.68 033 0.22
Total loans and advances
to customers 2,193.96 100.00 18.26 0.83  1,954.49 100.00 10.51 0.54

The Bank has expanded its business into Nanjing, Jiangsu Province since the beginning of 2009. As at the end of
2014, total loans of Jiangsu Province accounted for 7.07% of the total loans and advances to customers, while
NPLs of Jiangsu Province accounted for 4.00% of the Bank'’s total NPLs.

Distribution of loans and NPLs by type of collateral

The following table sets forth the distribution of loans and NPLs by type of collateral as of the dates indicated.

Unit: in 100 millions of RMB except percentages

31 December 2014 31 December 2013

Amount % of the NPLratio  Amount  %ofthe NPL ratio

of loans total NPLs (%) of loans total NPLs (%)

Collateralized loans 1,166.98 53.19 8.86 0.76 1,009.43 51.65 5.94 0.59

Pledged loans 76.93 3.51 1.34 1.74 97.21 497 0.18 0.19

Guaranteed loans 697.02 31.77 6.03 0.87 620.73 31.76 197 0.32

Unsecured loans 117.23 5.34 2.03 1.73 129.87 6.64 242 1.86

Discounted Bills 135.80 6.19 - - 97.25 498 - -
Total loans and advances

to customers 2,193.96 100.00 18.26 0.83 195449 100.00 10.51 0.54

With the economic downturn, the Bank focused on the implementations of risk mitigation measures including
increasing collaterals to prevent and control risk. As at the end of the reporting period, both NPL and NPL ratio
of loans secured by collateral, loans secured by pledged assets and guaranteed loans increased as compared
with the end of last year due to the effect of an overall economic environment. The Bank has adopted other risk
mitigating measures such as improving its guarantee and assets preservation under litigation to handle NPL risk

in a timely manner.
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LOAN QUALITY ANALYSIS (Continued)

5.4.6 Loans of the top 10 borrowers

5.4.7

The following table sets forth the Bank’s loans of the top 10 borrowers as of the date indicated.

Unit: in millions of RMB

Amount of loans
as of 31 December

Top 10 borrowers Industry borrower belongs to 2014 % of net capital
A Public utility 1,500 3.54
B Real estate 1,199 2.83
C Commerce and services 1,100 2.60
D Manufacturing 1,058 2.50
E Manufacturing 1,000 2.36
F Commerce and services 994 235
G Commerce and services 960 2.26
H Manufacturing 885 2.09
| Financial services 831 1.96
J Manufacturing 826 1.95
Total 10,353 24.44

Distribution of loans and NPLs by overdue period

The following table sets forth the distribution of loans and NPLs by overdue period as of the dates indicated.

Unit: in millions of RMB

31 December

31 December

2014 2013
Total overdue customers loans and advances listed by duration:
Within 3 months 1,552 515
3 to 6 months 458 168
6 to 12 months 815 387
Over 12 months 349 442
Total 3,174 1,512
%
Within 3 months 48.91% 34.07%
3 to 6 months 14.42% 11.12%
6 to 12 months 25.69% 25.57%
Over 12 months 10.98% 29.24%
Total 100.00% 100.00%
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548

5.4.9

Restructuring loans

The Bank had no restructuring loan during the reporting period.

Change of allowances for loan impairment

The Bank reviews its loan portfolios to assess impairment loss on a periodic basis. In determining whether there is

an impairment loss, the Bank makes judgments on whether there is any observable data indicating that there is a

decrease in the estimated future cash flows from a portfolio of loans before the decrease can be identified within

an individual loan in that portfolio. For assets with similar credit risk characteristics and objective evidence of

impairment, the management made estimation on the future cash flows of such loan portfolio based on historical

loss experience for similar assets. The methodology and assumptions used for estimating both the amount and

timing of future cash flows are reviewed by the Bank regularly to reduce any differences between the estimated

impairment loss and the actual loss on loans.

The following table set forth the changes of allowances for impairment on loans to customers.

Unit: in millions of RMB

2014 2013
Balance at beginning of the year 4,169 3,853
Net allowances for impairment on loans to customers 978 435
Unwind of discount on allowance (35) (34)
Loans written-off (488) (87)
Loans collected 38 2
Balance at end of the year 4,662 4,169
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CAPITAL ADEQUACY RATIO

The Bank calculated the capital adequacy ratio in 2014 in accordance with the relevant requirements contained in
the “Administrative Measures for the Capital management of Commercial Banks (Trial)” issued by the CBRC. As of 31
December 2014, the Bank’s capital adequacy ratio was 13.41%, core Tier 1 capital adequacy ratio was 11.50%, and Tier
1 capital adequacy ratio was 11.51%. During 2014, affected by expansion of asset scale, the capital adequacy ratio of
various tiers has declined.

The table below shows information relating to capital adequacy ratios of the Bank as of the date indicated.

Unit: in millions of RMB
31 December

2014
Core Tier 1 capital 36,446
Including: Paid-up capital 11,050
Capital reserve 6,642
Total surplus reserve, general and statutory reserve 7,815
Retained earnings 10,868
Non-controlling interests 71
Regulatory deductions for Tier 1 Capital (98)
Total core Tier 1 capital, net of deductions 36,348
Other Tier 1 capital 10
Total Tier 1 capital, net of deductions 36,358
Tier 2 capital 6,030
Including: Tier 2 capital instruments and premium 3,194
Surplus loan loss provisions 2,817
Non-controlling interests 19
Regulatory deductions for Tier 2 capital =
Total capital, net of deductions 42,388
Credit risk-weighted assets 294,902
Market risk-weighted assets 807
Operational risk-weighted assets 20,288
Risk-weighted assets 315,997
Capital adequacy ratio 13.41%
Tier 1 capital adequacy ratio 11.51%
Core Tier 1 capital adequacy ratio 11.50%
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SEGMENT PERFORMANCES

Operating segments

The Bank provides services through four main business segments: corporate banking, retail banking, treasury and others.

The table below listed the performance of four operating segments as of the periods indicated.

Unit: in millions of RMB except percentages
Jan-Dec 2013

Jan-Dec 2014

Profit before Percentage Profit before Percentage

income tax (%) income tax (%)

Corporate banking 3,026 40.82% 3,427 53.56%
Retail banking 1,630 21.99% 1,837 28.71%
Treasury 2,544 34.34% 989 15.46%
Others 211 2.85% 146 2.27%
Total 7,411 100.00% 6,399 100.00%
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SEGMENT PERFORMANCES (Continued)

Geographical segments

Geographically, the Bank’s business is mainly in Mainland China. It has set up branches in Anhui Province and Yangtze

River Delta area. The table below listed the geographical segments performance as of the periods indicated.

31 December 2014

Unit: in millions of RMB except percentages

Anhui Yangtze Head
Province River Delta Office Offsets Total
Segment assets 295,770 23,614 262,973 (100,548) 481,809
Include: investments in associates / / 326 / 326
Deferred income tax assets / / / / 955
Total assets / / / / 482,764
Segment liability (205,522) (17,225) (324,012) 100,548 (446,211)
Profit before income tax 4,429 115 2,867 - 7,411
Unit: in millions of RMB except percentages
31 December 2013
Anhui Yangtze Head
Province River Delta Office Offsets Total
Segment assets 292,783 25,925 154,700 (92,412) 380,996
Include: investments in associates / / 335 / 335
Deferred income tax assets / / / / 1,113
Total assets / / / / 382,109
Segment liability (202,893) (19,113) (220,843) 92,412 (350,437)
Profit before income tax 5173 191 1,035 - 6,399

OTHERS

5.7.1 Off-balance sheet balances and important circumstances that may have significant impacts on the financial

position and operating results of the Bank

The off-balance sheet items of the Bank include letter of guarantee, letter of credit, bank acceptance and bank

commitment letters. Commitment letters include loans commitment, operating leases commitment, capital

commitment and certificate bond honor commitments. Loan commitment is the main component of the bank

commitment letters. Contingencies and commitments can be found in Note 39 of the financial statements.

5.7.2 Overdue outstanding debt

As of the end of 2014, the Bank had no overdue outstanding debt.
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INFLUENCE OF CHANGE IN OPERATING ENVIRONMENT AND MACRO POLICY AND THE FOCUSES OF
THE OPERATION

In 2014, China’s economy remained stable, with an annual GDP growth rate of 7.4%, which was in line with the
government'’s target level of “about 7.5%". China’s export growth was faster than before while consumption fell slowly.
However, investment was a major force dragging the economy. The year-on-year growth for total industry added value
was still declining amidst a weak demand. Although companies voluntarily cut down production, the inventory was
still increasing and the problem of overcapacity has not been solved. In 2014, the central bank of China continued to
implement prudent monetary policies while constantly providing innovative regulatory concept and methods to enrich
its monetary policy tools so as to provide appropriate and timely measures for pre-tuning and fine-tuning the economic
structure. It has also adopted asymmetric interest rate cuts to reduce social financing costs, expand the floating range of
deposits and promote market-oriented interest rate reform.

As China’s economy has entered the new normal era, there will be a change in the economic development and
adjustment in the economic structure. The banking industry is facing challenges such as declining growth rate, narrowing
interest spread, “double disintermediation” of assets and liabilities, and non-performing assets.

Uo Slowdown in the increase of the size and profit of the banking industry

In terms of the banking industry’s development trend, the speed of increase of the asset-to-debt ratio and the
profit of China’s banking industry is changing from rapid growth to medium-high growth, indicating a slowdown
of the development. By the end of 2014, the year-on-year growth of total banking assets was 13.6% while the
year-on-year growth of loan fell to 13.6%. A stable growth rate will become a long-term trend in the banking
industry. In addition, with the continuous liberalization of interest rate and the release of the draft deposit
insurance regulation to seek public input, the interest spread will be further narrowed down and the proportion
of non-interest income will continue to increase. The narrow-down of the interest spread and the changes in
income structure means that banks must adjust their profit model and look for new profit growth points.

2. Serious financial disintermediation

With the deepening of the financial reform and the rapid growth of internet finance, there are more and more
channels of financial disintermediation in China and the process of such disintermediation becomes much faster.
On the assets’ side, as more and more corporate customers began to issue stocks and bonds for direct financing,
the proportion of funds from the banking system for corporations is gradually declining. Looking at the social
financing structure, the proportion of bank loans in total social financing accounted for 92% by the end of 2002
but decreased to 59% by the end of 2014. Diversified customer financing channels not only reduced the demand
for loans, but also lowered the bargaining power of banks in lending loans. On the liabilities’ side, internet finance
such as third-party payment, YU'E Bao, P2P and Zhongchou has changed the awareness of residents on wealth
management, which has caused an obvious diversion from saving deposits with banks.

B Non-performing assets

Another challenge that the new normal economy brings to commercial banks is the asset quality problem. In
the process of economic slowdown and restructuring, operation problems of some enterprises become worse,
with declining repayment ability. The banking industry cannot be immune from such impact. For a period of time
from now on, there may be more and more conflicts and risk incidents. Financial risks in overcapacity, real estate,
shadow banking and other areas may continue to deteriorate, which will subject the asset quality of the banking
industry to even greater pressure.
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BUSINESS OPERATION

5.9.1

Wholesale Banking
Business overview

The Bank provides a full range of wholesale financial products and services to corporate, financial institutions
and government and institutional customers. During 2014, based on its characteristics as a city commercial
bank, the Bank continued to strengthen its advantage in the traditional wholesale business with municipal city
governments and institutional customers. It has further accelerated the innovation of its business and products,
restructured its business and promoted the fast and healthy development of the wholesale business. As of 31
December 2014, the Bank’s market share of domestic and foreign currency corporate deposit continued to rank
the first in Anhui Province for seven consecutive years and has further expanded its leading position. Its other
businesses, including investment banks, interbank bills, and supply chain finance and cash management, have all
achieved rapid growth and were widely recognized by the market.

During 2014, the Bank continued to expand in the local market of Anhui Province. In the meanwhile, it also
explored markets in cities like Nanjing that are outside of Anhui Province. It fostered new sources of business
growth and strengthened risk management and control to enhance the profitability of assets in a comprehensive
manner so as to promote the steady growth of interest income and a rapid increase in the proportion of non-
interest income.

In 2015, facing the new economic and financial situation, the Bank will continue to look for high-quality clients
and expand its business capacity. It will also continue its efforts in product innovation and service optimization,
enhancing professional service capabilities and accelerating restructuring and business transformation to achieve
sustainable and healthy development of the wholesale banking business.
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5.9 BUSINESS OPERATION (Continued)

5.9.1

Wholesale Banking (Continued)
Corporate loans

The Bank’s corporate loans include working capital loans, fixed asset loans, supply chain financing and other
loans. During 2014, the Bank, while operating its business in compliance with laws, adhering to the principle of
“taking protective or suppressive measures” and with reference to macro-economic policies of China, further
optimized the industry structure of corporate loans by prioritizing its support to structural upgrading industries,
traditional industries with competitive advantages and modern services industries. At the same time, the Bank
effectively controlled the growth of government financing platforms and loans to the “Non-green Industries”. As
of 31 December 2014, the Bank’s corporate loans (including discounted bills) balance was RMB162.803 billion,
increased by RMB16.222 billion from the beginning of the year.

During 2014, through small and micro financial reforms, the Bank continued to push forward professional,
process-oriented and standardized services to small enterprises. It endeavored to strengthen its ability in
marketing of its services and providing micro and small products specialization and risk management in order
to continually improve its comprehensive financial services ability and standard for small businesses. The main
approaches of its efforts are:

Firstly, improvement of products and services for micro and small enterprises to meet customer’s demand in
full scale. The Bank has successfully developed a small enterprise financial service platform and has become
the first among all city commercial banks to make breakthrough and transformation for cash management in
small enterprise financial services. The Bank has also made good attempt in exploring small enterprise asset
management. It has established a cross-department and integrated multiple-line product sales platform to
provide strong support for small enterprise financial services. It has also launched special products like Easy-
Revolving-Loan(5# &) and small micro loans and self-service which are designed specifically for small
enterprises. Such products effectively reduced the financing cost for micro and small enterprises and improved
the financing efficiency of the Bank. It has also taken the opportunity of the launch of the New Fourth Board
to develop an equity trading capital depository system through collaborating with the Anhui Equity Exchange
Center.

Secondly, the Bank continued its business development efforts in the trade circles and industrial chains to solicit
customers. It started from the trade circles, industrial chains, supply chains and industrial parks, and promoted
the connection between various marketing platforms, commencing the development of bulk marketing for a
bunch of micro and small enterprise clients. The Bank has also stepped up its efforts in chain marketing, selected
good industries and clients like large core manufacturers, good quality medium-sized customers and e-commerce
clients with strong foundation. The Bank has compiled chain marketing plans to further develop supply chain
financial customers comprehensively. It continued to maintain the leading position in Anhui Province for its
market share in micro and small enterprise business and has achieved better economic and social benefits.

Thirdly, the Bank further has improved its business model and operating system for micro and small business
finance, which effectively enhances its market competitiveness. Through the implementation of micro-loan
projects, the Bank’s Hefei Branch has conducted pilot micro-loan business. It has also established a sub-branch in
Ningguo City in cooperation with Mintai Commercial Bank as a pilot scheme for micro and small finance business.
Reforms on organizational setting, personnel deployment, performance appraisal and risk tolerance have been
launched in order to serve small enterprises. It has also set up a paperless operating system throughout the whole
process for small enterprises and has created an innovative business model with new advantages. The Bank
continues to promote professional business management system serving small enterprises. It has formed a multi-
level marketing management system consisting of Headquarter Small Enterprise Banking Department, Branch
Small Enterprise Operation Centers and Small Enterprise special Sub-branches.
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BUSINESS OPERATION (Continued)

5.9.1

Wholesale Banking (Continued)
Discounted bills

During 2014, based on the overall balance of assets size, liquidity, profitability and risk, the Bank actively
responded to changes in the operating environment, scientifically followed the pace of bill business
development, shortened turnover days of bills, enhanced the profitability of the bill business, and promoted the
healthy development of bill business according to law. As of 31 December 2014, the Bank’s balance of discounted
bills amounted to RMB13,580 million, representing an increase of RMB3,855 million as compared with the end of
last year.

Corporate deposits

While continuing its efforts to maintain current customers, the Bank focused on application and innovation of
its deposit product portfolios to improve the efficiency of corporate deposits. Through developing innovative
businesses such as investment banking, cash management and supply chain finance, the Bank has taken in a
substantial amount of low-cost corporate deposits by continuous improving the quality of marketing activities
and broadening the sources of deposits. During 2014, the scale of the Bank’s corporate deposits grew steadily.
As of 31 December 2014, the balance of corporate deposits amounted to RMB209,045 million, representing an
increase of RMB31,342 million from the previous year.

Cash management business

Cash management business was a new strategic corporate finance business of the Bank in response to the
challenge brought by interest rate liberalization. The Bank endeavored to provide customers with a variety of
comprehensive and integrated cash management services, such as account management, collection and payment
management, liquidity management, investment and financing services, risk management and information
services. In particular, the Bank, as an industry leader, has significant advantages in asset and cash management
solutions for the public sector. In 2014, the Bank was named the Best Bank of Cash and Treasury Innovation in
China again for its cash management business after it was named the Most Innovative Cash Management Bank in
2012 and the Best Regional Cash and Treasury Management Bank in 2013 by Treasury China.

Investment banking business

In the past 2014, the investment banking business of the Bank gained a leap forward and recorded an inter-bank
revenue of RMB272 million, representing an increase of 42.41% over 2013.

Lead underwriting of debt financing instruments

In March 2014, the Bank obtained the lead underwriting qualification for non-financial corporate debt financing
instrument Class B, becoming the first batch of approved banks since the National Association of Financial
Market Institutional Investors released its lead underwriting qualifications. At the end of 2014, through co-lead
underwriting, the Bank registered three non-financial corporate debt financing instruments, of which one was
successfully issued in an amount of RMB700 million. This provides the Bank with a leading position among city
commercial banks in such business. The obtaining of the lead underwriting qualification and the commencement
of business have laid down the foundation for the Bank to transform business and develop investment banking
business, and provided a solid guarantee to the Bank for the rapid development of the direct financing business
as well as the business transformation of the whole bank.
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5.9 BUSINESS OPERATION (Continued)

5.9.1

Wholesale Banking (Continued)
Credit asset securitization

To accelerate business transformation, the Bank has actively explored all kinds of new business development
opportunities. In September 2014, the Bank successfully tendered for the issue of Huishang Bank 2014 First
Tranche Credit Asset Securitization Trust Asset-backed Securities, with a total amount of RMB3,086.9 million.
The interest rate for the issue of A tranche was 5.13%, which is the lowest rate in the same tranche among city
commercial banks in the same period. Conducting credit asset securitization business will help revitalize the
Bank’s stock assets, improve asset liquidity, lower its loan-deposit ratio, and enhance the flexibility of the Bank’s
operations.

International Business

By utilizing the platform created by the product “Zhi Hui 360", the Bank is able to share business resources with
corporations and small enterprises and complement each other’s advantages. The Bank has launched more
than 40 foreign exchange products in 7 categories, including international settlement, trade financing, foreign
exchange funds, derivative products, account services, correspondent banking, and cross-border RMB business,
which provides customers with comprehensive, multi-level financial services in settlement, financing, wealth
management, and hedging.

The Bank'’s international business strives to serve the local economy and promote corporate development by
gradually expanding a broad customer base and actively expanding its service channels to enhance its cross-
border service capabilities. By the end of 2014, there were 2,422 international business customers, representing
an increase of 12.55% compared to the beginning of the year and a market share of over 40% for import
and export enterprises in Anhui Province. Throughout 2014, the Bank handled a total of USD5,507 million in
international settlement for its customers, representing a year-on-year increase of 11.19%. The foreign exchange
settlement amounted to USD3,689 million, representing a year-on-year increase of 13.09%. The total international
trade financing amounted to USD1,511 million, representing a year-on-year increase of 28.6%. The domestic
letter of credit and financing under it accumulated to RMB6,975 million. In particular, the turnover of cross-border
foreign exchange receipts and payments for and on behalf of customers and the amount of foreign exchange
settlement were both ranked in the top five among the 25 financial institutions in Anhui Province. In 2014, the
Bank has strengthened its new product development efforts in international business, with a yearly cross-border
RMB settlement of RMB2,098 million and a year-on-year increase of 115%. The Bank has conducted derivatives
business (including forward foreign exchange settlement, forward foreign exchange trading, foreign exchange
swaps, and RMB foreign exchange swaps) amounting to a total of USD332 million. The Bank’s annual international
intermediary business income was RMB84.2289 million, representing a year-on-year increase of 23.81%.

At the end of 2014, the Bank has established correspondent banking relationship with 760 banks in more than 80
countries and regions across six continents and has set up 16 overseas clearing accounts for the main settlement
currencies. This increasingly improved overseas network and the convenient and smooth clearing channels fully
meet customers’ demand for clearing and settlement services.
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BUSINESS OPERATION (Continued)

5.9.2 Retail banking business

Business overview

In 2014, through enhancing market expansion, providing innovative financial products and services, accelerating
business channel and team building, the Bank actively built wealth management systems, promoted services
designed for different client groups and marketing activities. These efforts have helped to lay down a solid
foundation for retail business development of the Bank and improve the performance indicators and regional
competitiveness of its retail business.

In 2014, the Bank’s active customer base maintained a steady growth, among which the number of high-value
customers grow faster than others. Services for some inactive and low-end customers have been terminated.
Customer structure was further optimized, and the number of high-value customers continued to increase. As of
the end of December 2014, the number of customers with assets of RMB500,000 or above amounted to 21,182,
with an increase of 38.7% from the beginning of the year. The number of customers with assets over RMB2
million increased by 42.4% from the beginning of the year. Wealth management business maintained a rapid
growth rate. Apart from the significant increase in the sales of wealth management products (WMPs), sales of
non-principal-guaranteed WMPs were also promoted. Debt sales were in a leading position in the province. Retail
customer deposits and loans expanded continuously. New index of savings deposits recorded its historical high.
Meanwhile, the three indexes, namely the market share of retail deposits in Anhui Province, retail deposits and
personal loans, kept rising for three consecutive years. Moreover, the growth rate of retail business deposits also
exceeded the average growth rate of Anhui Province.

Bank card fees amounted to RMB161.41 million from January to December 2014, compared to RMB109.34 million
from January to December 2013, representing a year-on-year increase of RMB52.07 million or 47.62%, which
were primarily led by a rapid growth in the income generated from the promotional campaigns of bank card
consumptions and credit card installments.

In 2015, with the acceleration of interest rate liberalization, the strong impact from Internet finance and the
further deepening of financial reform, the retail business will suffer more pressure than before. The Bank, through
improving the retail business philosophy, management, innovation and technology, will strengthen the retail
business talent pool, improve the capabilities of outlets, broaden wealth management product line, improve
service quality and strengthen its ability to use data to conduct marketing activities. At the same time, the Bank
will accelerate the speed to build up a series of infrastructural work, such as establishment of inclusive finance,
wealth centers and community branches, setting up of consumer finance companies as well as promotion of
optimization of sales capacity of outlets. The Bank continues to maintain a rapid and healthy growth in each
of the retail business, aiming to keep the deposit and loan growth rate above the market average and industry
average so as to compressively improve the overall competitiveness of retail businesses and contribution to the
entire business.
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5.9 BUSINESS OPERATION (Continued)
5.9.2 Retail banking business (Continued)
Wealth management business

The Bank’s personal wealth management business primarily includes personal wealth management services,
agency services for sales of funds, agency services for insurance products and agency services for sales of PRC
treasury bonds. Of which:

In 2014, personal wealth management business of the Bank has raised RMB41,638 million in aggregate,
representing an increase of 34% as compared with the same period of the last year. Meanwhile, ownership
volume of personal wealth management products amounted to RMB15,863 million, representing an increase
of 73% as compared with the same period of the last year. Also, sale of open-end funds amounted to RMB3,373
million, representing an increase of 214.35% as compared with the same period of the last year. The ownership
volume of open-end funds amounted to RMB617 million, representing an increase of 118.02% as compared with
the same period of the last year. Furthermore, agency services for insurance products was RMB24.1713 million,
representing a decrease of RMB4.2278 million or 14% as compared with the same period of the last year, whereas
the agency services for sales of PRC treasury bonds amounted to RMB996 million, representing a decrease of
RMB338 million as compared with the same period of the last year, while its ownership volume was RMB2,145
million, representing a decrease of RMB193 million as compared with the same period of the last year, primarily
attributable to the decrease in number of tranche issuance of national saving bonds and being affected by other
wealth management products.

In 2014, intermediary personal wealth management business income of the Bank amounted to RMB62.6024
million, representing an increase of RMB15.2676 million or 32% as compared with the corresponding period of
the last year. Among those, personal wealth management business achieved an intermediary business income of
RMB52.7211 million, representing an increase of 45%, whereas agency sales of funds achieved an intermediary
business income of RMB1.2407 million, representing an increase of 115% as compared with the same period of
the last year. Also, agency sales of insurance products achieved an intermediate business income of RMB3.0225
million, a decrease of 3% over the corresponding period of the last year. Moreover, sales of government bonds
achieved an intermediary business income of RMB5.6138 million, representing a decrease of 23% as compared
with the corresponding period of the last year.
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BUSINESS OPERATION (Continued)

5.9.2 Retail banking business (Continued)

Bank card business
One card

In 2014, the Bank further deepened and expanded the customer base of retail business. In adherence to the
customer-centric business philosophy and with an aim to cater for the customers’ needs, through launching
different types of co-branded cards, the Bank vigorously promoted the circulation of financial IC cards, enhanced
the resource integration with preferential merchants, proactively carried out various kinds of marketing activities,
constantly cultivated the habits for using cards by customers and further enhanced its customer loyalty, so as to
achieve a continuous and stable growth in transactions using Huangshan Debit Cards. As of 31 December 2014, a
total of 7.0777 million cards were issued by the Bank. Total deposits of the cards amounted to RMB27,943 million,
accounted to 37.74% of total retail deposits. Deposit per card amounted to RMB3,900. Throughout the year, the
Bank has realized a POS trading volume of RMB52,974 million, an increase of 26.71% over the corresponding
period of the last year.

Credit card

In 2014, by strengthening its business management and risk control, the Bank improved its products’ functions
and services with an aim to establish an influential credit card brand in the Anhui Province. During the reporting
period, the Bank used its corporate and retail business customer base to enhance the coordination between
various business lines and actively carry out cross-marketing, significantly improving marketing results. By actively
innovating product functions and optimizing product structure, the Bank introduced various consumer credit
products and services such as Preferred Gold Card (2= £ ), Huishang Agricultural Credit Card (B 2E R ),
decoration installments and garage installments. Meanwhile, the Bank improved its installment functions such as
automatic installments and transfer installments so as to meet the needs of customers of different types. While
improving services and trying to promote services designed for different client groups, the Bank further improved
customer experience and customer services ability by actively utilizing e-channels such as Huishang Bank’s
WeChat account and mobile terminals.

As of the end of the reporting period, the Bank issued a total of 297,642 credit cards, of which 275,799 were valid
cards. The number of credit cards newly issued during the reporting period was 121,389. Throughout 2014, the
transaction amount of credit cards was RMB14,692 million; the monthly average transaction amount of valid cards
was RMB11,205. The outstanding overdraft amount was RMB2,503 miillion, representing an increase of RMB785
million as compared with the end of last year. Credit card interest income amounted to RMB42.9409 million,
representing an increase of 57.66% as compared to the same period of the last year. Credit card non-interest
income amounted to RMB100.6111 million, representing an increase of 102.70% as compared to the same period
of the last year. As of 31 December 2014, credit cards NPL ratio was 1.56%, representing an increase of 0.86
percentage point from the last year.
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5.9.2 Retail banking business (Continued)

Bank card business (Continued)
Retail loans

In 2014, the Bank increased its effort to develop the personal loan business market, steadily promoted the
development of personal business loans and continued to expand the operating scale. At the meantime, it
kept improving the pricing capability for personal loans to enhance profitability. Due to the macro-economic
downturn, the creditworthiness and solvency of certain individual customers deteriorated, resulting in the
increase of non-performing loans. However, the asset quality of personal loans was generally good and the level
of NPL ratio was relatively lower. Meanwhile, given that the vast majority of such new NPLs was fully secured by
collaterals, the possibility of sustaining eventual losses on such loans is slim. As of 31 December 2014, personal
loans (excluding outstanding overdraft) of the Bank amounted to RMB54,091 million, representing an increase
of RMB6,941 million or 14.72% as compared with the end of last year, while it accounted for 24.65% within the
industry, with an increase of 0.53 percentage point from the beginning of the year. Among those, balance of
personal business loans amounted to RMB18,798 miillion, representing an increase of RMB2,671 million or 16.56%
as compared with the end of last year. Personal loans NPL ratio of the Bank was 0.51%, with an increase of 0.21
percentage point from the end of the last year.

Retail customer deposits

In 2014, the Bank experienced substantial development of interest rate liberalization, diversification of customer
financial needs, diversion effect of heating-up of capital market on customer deposits, and intense competition
in the industry. The Bank, by adhering to customer-oriented business philosophy, focus on customer wealth
management, customer needs on demand payment settlement and loan financing, through product innovation,
marketing innovation and multi-channel interaction model, achieved rapid growth in customer deposits. As of 31
December 2014, the Bank’s retail customer deposits amounted to RMB74,044 million, with an increase of 18.58%
as compared with the end of last year. As of 31 December 2014, the market share of the Bank’s retail deposits in
Anhui Province reached 4.76%, representing an increase of 0.16 percentage points from the beginning of the
year. Retail deposits of the year were characterized with a fast and steady growth with low cost and optimized
structure.
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BUSINESS OPERATION (Continued)

5.9.3 Financial market business

Business strategy

In 2014, based on accurate judgment on the movements of domestic bond market, the Bank timely adjusted
investment strategies and made innovations in investment philosophy so as to maximize bond portfolio returns
under the premise of avoiding interest rate risk. In respect of traditional bonds, the Bank continued to optimize its
product portfolio, and increase its investment on various emerging products. Meanwhile, the Bank strengthened
the market research and analysis, and put greater efforts on selective investment on interest rate instruments. In
respect of OTC investments, the Bank increased its investments with the focus on wealth management products
and asset management schemes, aiming to increase continuously the returns on its investment portfolio. As of
the end of reporting period, the average duration of the RMB bond investment portfolio was 3.10 years. Portfolio
annual yield was 5.11%, taking into account of the yield of interest income after tax rebate on treasury bonds of
5.48%.

Business development

In 2014, the Bank promoted its healthy growth in the financial markets by optimizing the Bank’s asset portfolio
structure, strengthening business innovation, creating varieties of business and strengthening the study of
the market. For asset management business, the Bank issued a total of 625 financial products during 2014,
with proceeds of RMB85,031 million, representing an increase of RMB30,799 million or 56.79% as compared
to the same period of the last year. Balance of wealth management products amounted to RMB32,245 million,
representing an increase of RMB20,953 million or 185.56% as compared to the same period of the last year.
Besides, average daily balance for the year amounted to over RMB18,000 million, which was twice as much as the
corresponding amount in previous year. As at the end 2014, the Bank’s proprietary investments was RMB112,356
million, representing an increase of 86.43% as compared with the end of the last year.
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5.9.4 Distribution channels

The Bank uses a variety of distribution channels to provide products and services. The Bank’s distribution channels
are mainly divided into physical distribution channels and electronic banking channel.

Physical distribution channels

The Bank distribution networks are mainly in the cities and rural areas of Anhui Province and Nanjing, Jiangsu
Province, China. As of 31 December 2014, the Bank has 17 branches and 250 front offices (including 8 branches
of business department and 242 sub-branches), 498 self-service banks, including 256 off-bank self-service banks
(including single-point), 242 in-bank self-service banks, 1,515 bank self-service terminal including: 1,076 cash
self-service equipment (of which there are 579 ATMs and 497 cash recycle system) and 439 self-inquire machines.

Electronic banking channels

By expanding our product offerings and enhance service capabilities, the Bank further promoted the use of the
Bank’s electronic banking services, effective diversified the pressure of sales network. In 2014, the trading via
alternative electronic channel accounted for 71.52%, the trading of retail alternative electronic channel accounted
for 73.77%, the trading of alternative corporate electronic channel accounted for 54.56%, representing an increase
of 6.56 percentage points, 6.33 percentage points, and 6.26 percentage points, respectively.

Online banking

The Bank’s retail online banking business continued to grow rapidly in 2014, due to the substantial growth of
customer base and the increasing trading activities of customers. As of 31 December 2014, the total number
of retail online banking customers amounted to 1.3152 million. Alternative trading accounts transactions
of online banking accounted for 36.29%. The transactions of retail online banking accumulated to 79.7538
million, representing a year-on-year increase of 32.03%. The transaction amount accumulated to RMB867,341
million, representing a year-on-year increase of 26.35%. Of which, the accumulative number of online payment
transactions was 6.7263 million, representing a year-on-year increase of 296.13%. The accumulative total
transaction value amounted to RMB4,377 million, representing a year-on-year increase of 538.98%.

In recent years, the corporate online banking platform of the Bank experienced a comprehensive and rapid
development, customer base continued to consolidate, and channel efficiency continued to improve. As of 31
December 2014, the coverage of enterprise online banking reached 66.24%. The transactions of enterprise online
banking accumulated to 30.4022 million, representing an increase of 20.61% as compared with the corresponding
period of the last year. The amounts of enterprise online banking accumulated to RMB1,369,892 million,
representing an increase of 13.47% as compared with the corresponding period of the last year.

Mobile banking

The mobile banking service of the Bank continued to maintain a rapid growth in 2014. In addition to vigorously
developing mobile banking business, the Bank put greater efforts to develop mobile payment business through
cooperation with telecommunications operators, such as China UnionPay and China Financial Computerization
Corporation. The Bank completed its connection with MTPS platform of the central bank and TSM platform of
UnionPay, and realized near field communication payment over the air through NFC-SIM mode. In 2014, the
Bank successfully launched its “WeChat Bank” to expand its online financial services into daily communication
application with higher customer viscosity and provide an easy and convenience channel for business handling.
Such service is widely appreciated by the customers. As of 31 December 2014, the number of mobile banking
customers reached 326.5 thousand. The trading transactions amounted to 3.5955 million, representing a
year-on-year increase of 362.58%. The accumulated transaction amount was RMB4,491 million, representing a
year-on-year increase of 396.79%.
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5.9.5 Subsidiaries and major companies in which the Bank has shareholdings

Subsidiaries
Jinzhai Huiyin Rural Bank Co., Ltd.

Jinzhai Huiyin Rural Bank Co., Ltd. commenced its business on 28 June 2013 with its registered address at Jinzhai
County, Lu’an City and registered capital of RMB80 million. It is jointly established by the Bank and Anhui GuoYuan
Investment Co., Ltd, along with other enterprises and individuals. Huishang Bank invested RMB32.8 million,
accounted for 41% of total shares. The principal scope of business includes: (1) taking deposits from the public; (2)
issuing short-term, medium-term and long-term loans; (3) domestic settlement as agents; (4) bill acceptance and
discounting; (5) engaging in inter-bank lending; (6) engaging in banking card business; (7) issuing, redemption
of and underwriting government bonds as agents; (8) acting as agent for collection and payments and bank
assurance business; (9) other businesses approved by the banking regulatory institution of the State Council.

Since establishment, with the support from shareholders, Jin Zhai Huiyin Rural Bank has upheld its original goal
to set up a foothold in Jinzhai County to deal with the “Three Dimensional Rural Issues”. Its mission is to promote
comprehensive financial reform in the rural villages and accelerate the economic and social development in Jin
zhai County. It has focused its business on agricultural credit, deposit growth, channel development, and risk
prevention and control and has achieved good business development and received recognition from customers,
local government and regulatory authorities. The Nan Xi sub-branch and Gu Bei sub-branch which were set
up on 19 July 2014 and 31 July 2014, respectively, are the bank’s second and third sales network in Jinzhai
County, respectively. As of the end of 2014, the total assets and total liabilities of Jin Zhai Huiyin Rural Bank
were respectively RMB545 million and RMB460 million. Loans and deposits were respectively RMB349.36 million
and RMB452.91 million. In 2014, it recorded a net profit of RMB6.14 million and zero NPL ratio. Its various major
operation indicators were in line with regulatory standards.

Wuwei Huiyin Rural Bank Co., Ltd.

Registered in Wuwei County of Wuhu City, Wuwei Huiyin Rural Bank Co., Ltd. commenced its business on 8
August 2010. Its registered capital was RMB100 million, of which the Bank invested RMB40 million, accounting
for 40% shareholding. Other major shareholders are local enterprises and individual shareholders in Wuwei.
Its principal scope of business include: (1) taking deposits from the public; (2) issuing short- term, medium-
term and long-term loans; (3) handling domestic settlement; (4) handling bill acceptance and discounting; (5)
engaging in interbank lending; (6) engaging in banking business; (7) acting as agent in issuing, redemption of and
underwriting government bonds; (8) acting as agent in collection and payment and bank insurance business; (9)
other businesses as approved by the banking regulatory authorities under the State Council.

Since opening, Wuwei Huiyin Rural Bank has been adhering to the business philosophy of Huishang Bank, which
is to support the economy with regard to the “Three Dimensional Rural Issues”, individual businesses and SMEs
by upholding the scientific concept of development, establishing presence in Wuwei County and utilizing the
rural village resources for expansion. In accordance with the business philosophy of “Be close to towns, dealing
with the “Three Dimensional Rural Issues”, the bank leverages fully on the comprehensive governance, sound
internal control mechanism, advanced management and strong brand image of its parent bank. Under the
premise of effective risk control, the bank made innovations on a variety of loans with different nature and
operation processes. These loans and processes are tailored to provide flexible, high quality and efficient financial
services to the customers in relation to the “Three Dimensional Rural Issues” in supporting the county’s economic
development. The bank strives to extend its services to the wider rural areas by providing financial support to
farmers in agricultural production. The sub-branch at Shijian was officially opened on 26 December 2014. It is
the bank’s fourth outlet in Wuwei County, also the bank’s second sub-branch set up in rural towns. As of the end
of 2014, the bank’s total assets and total liabilities were respectively RMB2,107 million and RMB1,894 million.
Deposit balance was RMB1,725 million, and loan balance was RMB1,213 million. In 2014, it recorded a net profit of
RMB38.0058 million and zero NPL ratio. Various major operation indicators were in line with regulatory standards.
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5.9.5 Subsidiaries and major companies in which the Bank has shareholdings (Continued)

Major companies in which the Bank has shareholdings
Chery Huiyin Motor Finance Service Co., Ltd.

Chery Huiyin Motor Finance Service Co., Ltd., which was established on 13 April 2009, is China’s first independent
brand auto finance company, jointly set up by the Bank and Chery Automobile Co., Ltd. The company was
registered in Wuhu City with a registered capital of RMB500 million, of which the Bank invested RMB100 million,
accounting for 20% shareholding, while Chery Automobile Co., Ltd. invested RMB400 million, a funded ratio of
80%. According to the resolution of 2011 shareholders’ meeting, the company’s registered capital was increased
from RMB500 million to RMB1,000 million in January 2013, of which RMB167.70 million in shareholder dividends
was converted to increased capital, and the remaining RMB332.30 million were funded in cash by the Bank and
Chery Automobile Co., Ltd. according to the proportion of the original shareholding. In September 2013, it was
unanimously agreed and resolved in writing by the shareholders that Chery Automobile Co., Ltd. will transfer its
31% stake in the company to Chery Holding Co., Ltd. (hereinafter referred to as “Chery Holding”). As of this day,
the equity structure of Chery Huiyin Motor Finance Service Co., Ltd. remains: the Bank invested RMB200 million,
accounting for 20% shareholding; Chery Automobile Co., Ltd. invested RMB490 million, accounting for 49%
shareholding; and Chery Holding invested RMB310 million, accounting for 31% shareholding.

In 2014, the company has completed its shareholding reform, and on 30 September 2014, the company name was
changed from “Chery Huiyin Motor Finance Service Limited” to “Chery Huiyin Motor Finance Service Co., Ltd.” On
25 September 2014, the company'’s registered address was moved from Fortune Plaza, Wanjiang, Jiujiang District,
Wuhu City to Dianxin Avenue (Ankang Road) East, Shenxiang County, Wuhu City, Anhui Province.

Approved by CBRC, the company’s principal scope of business include:(1) accepting time deposits of three
months or more from domestic shareholders; (2) accepting loan security deposits for the purchase of vehicles
from auto dealers and car rental deposits from lessees; (3) upon approval, issuing financial bonds; (4) engaging in
interbank lending; (5) obtaining loans from financial institutions; (6) providing car loans; (7) providing car loans to
auto dealers for the purchase of vehicles and loans for operating facilities, including showroom construction loans
and spare parts and maintenance equipment loans; (8) providing car financing and leasing business (excluding
after-sale leaseback); (9) selling or repurchasing auto loan receivables and auto finance lease receivables to
financial institutions; (10) handling the sale and disposal of rental car for residual value; (11) engaging in auto
financing related consulting and agency business; (12) upon approval, engaging in auto finance related financial
institution equity investment business. At the end of 2014, the Company’s total assets and total liabilities were
RMB16,421 million and RMB14,737 million, respectively. In 2014, the Company recorded operating incomes of
RMB851 million and net profit of RMB306 million.
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In 2014, the Bank kept a close eye on macroeconomic situation and policy changes, with adherence to a “prudent,
rational and stable” risk preference in promoting the comprehensive risk management system. Guided by the annual risk
management policy, the Bank consistently devoted itself to the optimization of its risk management structure, policy,
procedures and tools in the hope of striking a balance among “capital, risk and profit”, while continuously keeping the
regulatory indicators and overall risk condition stable under the pressure of the economic downturn and the rebound of
NPL.

5.10.1 Credit Risk Management

Credit risk represents the potential loss that may arise from the failure of a debtor or counterparty to meet its
obligation or commitment to the Bank. The Bank’s credit risk primarily comes from loan business, interbank
lending, investment business and off-balance sheet business.

Risk Management Committee under the Board of Directors together with Risk Management and Internal Control
Committee are the highest decision-making body of the Bank’s credit management. They consider and make
decision on significant credit risk management policies within the risk preferences, strategies, policies and
authority framework approved by the Board. The Bank sets up a “business, risk and monitoring “three lines of
defense “system, placing credit risk management controls over every aspect of the credit business. Business sector
as the first line of defense keeps the balance between risks and benefits, strictly screens and evaluates customers,
develops appropriate risk control schemes. Risk management department as the second line of defense is
independent from the Bank’s business units, setting risk management standard for risk identification, monitoring,
measuring, early warning, risk reporting and disposal, and etc., assesses the reasonableness of asset allocation, the
ability to achieve risk management objectives set by the Board. Compliance, audit and other oversight authorities
as the third line of defense, monitor the effectiveness and adequacy of various types of risk management
policies, systems, methods, procedures and processes. In addition, the Bank has developed and standardized
lending policies and procedures, as well as customer credit rating system. The Bank is also in compliance with the
regulatory requirements. Based on the borrower’s ability and will to repay, together with the guarantor, mortgage
and pledge status, as well as overdue period and the five-category classification, the Bank refines the risk assets
classification and strengthens the security of assets management.

In 2014, the Bank strengthened its control in key areas to reinforce credit risk management. The Bank continued
with its quota management of high-risk industries such as government financing platform, real estate
development industries, etc., to enhance the monitoring and analysis of credit risks. The Bank conducted stress
tests on government financing platforms, real estate enterprises and their upstream and downstream enterprises
to evaluate the quality and potential losses of loans granted in extreme scenarios. The Bank paid greater attention
to centralizing control of customers by including group customers into comprehensive credit management
while strengthening related party transaction control in which significant related party transactions should be
submitted for approval by Related Party Transaction Control Committee. Risk screening was also conducted by
the Bank, from the level of portfolio risk management to enhance higher level of asset control ability. Holding to
macroeconomic control policies, the Bank adopted scientific allocation of credit resources, reinforced portfolio
risk management featuring stricter credit authorization guidance for high-risk industries and withdrawal
management for industries suffering from overcapacity. Therefore, the Bank optimised its credit structure while
providing support to real economy. During the reporting period, the Bank’s non-performing loan balance has
increased. Thanks to the timely and effective risk mitigation, recovery and disposal, accelerated loan writing
off and other measures, asset quality remained stable. Please refer to section 5.4 “Loan Quality Analysis” of this
annual report for distribution structure.

Currently, the impact of the new financial normal under the “superimposition of the three periods” on the
credit risk of commercial banks is becoming increasingly significant. The business operation in real estate, steel,
chemical, photovoltaic and other industries as well as SMEs remain difficult. The overall rising trend of credit risk
has not been fundamentally changed. Under this circumstance, the Bank will continue to be customer-centered,
market-oriented, it will accelerate the risk management mechanism reform to further establish and improve
overall risk management system compatible with the business development to further strengthen credit risk
management. It will speed up the establishment and application of risk measuring tools, accurately grasp the
risk trends and apply the risk prevention mechanism beforehand. The Bank will do its best to prevent regional or
systemic risk and ensure stable and controllable asset quality.
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5.10.2 Market Risk Management

Market risk is the risk of loss in respect of the Bank’s on- and off-balance sheet activities arising from movements
in interest rates, foreign exchange rates and other market factors. The Bank faces market risk with both trading
accounts and banking accounts. The primary market risk related to the banking account is interest rate risk and
exchange rate risk. The key market risk of trading accounts is from fluctuations in the market value of trading
positions, which is affected by changes in observable market variables such as interest rates, exchange rates, etc.

The Bank was committed to managing market potential losses and providing earnings stability within acceptable
range by independently identifying, assessing and monitoring inherent market risk existing in the ordinary
course of business. The Bank’s market risk management covers the whole process of identification, measurement,
control and reporting of market risk. It measures and monitors market risk through the use of sensitivity analysis,
exposure analysis, gap analysis, duration analysis, stress testing and VaR analysis, etc.

In 2014, PBOC continued to implement stable currency policy. It has been formulating innovative macro-control
ideas and measures, enriching its policies and optimizing policy portfolio. Focusing on significant problems
under economic cycle, PBOC conducted accommodative micro-control in a timely manner through structure
adjustment. It also conducted flexible open market operation, and implemented accommodative two-way
operation in a timely manner using short-term liquidity operations (SLO). PBOC formulated and commenced
the operation of medium-term lending facility (MLF), which lead the market interest rate and lower the social
financing costs while maintaining overall liquidity at a sufficient level. In general, the effects of various policies
have been reflected. There was sufficient liquidity in banking system, and the market interest rate has been
declined. The Bank strived to enhance market risk management tools, streamline market risk management
processes, and optimize treasury risk management systems for complex and changing external environment.
Aiming at better daily market risk management, the Bank made use of various analytical tools and means such as
cash flow analysis, sensitivity analysis, scenario analysis, VaR analysis and, stress testing to conduct quantitative
analysis on capital business investment, enhanced market risk quotas management, conducted stress test on
interest rate risk, further improved the risk control and measurement capacity so as to avoid market risk in an
effective way.
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5.10.3 Operational Risk Management

Operational risk refers to the risk of loss arising from inappropriate or problematic internal procedures, personnel,
IT systems, or external events. The operational risk of the Bank involves each business unit. The Bank has
established uniform operational risk assessment method to identify and assess the risk of every business line,
and set up and implemented continuous and effective operational risk monitoring, controlling and reporting

procedures.

In terms of operational risk management, the Bank further strengthened the operational risk management
system. On one hand, the Bank implemented operational risk management through hierarchical methods,
established operational risk management guidance to strengthen the operation monitoring, warning and control,
practiced two-way reporting system. The Bank also carried out a series of risk investigation activities, collecting
information of internal and external operational risk incidents and publishing classic cases of operational risk. On
the other hand, the Bank continued to improve operational risk management system, strengthened the capital
measurement research and relevant data analysis, commenced the establishment of the capital measurement
projects, and continued to improve operational risk management techniques. The Bank further strengthened
information technology risk management, taking various measures such as firewall, data encryption, intrusion
detection and real-time data backup technology, strengthening information security prevention and
management, and guaranteeing information systems security’s continuous service, strengthening business

continuity management and external risk management.

Facing the challenges of internal and external operational management, the Bank will continue to promulgate
the Board's risk appetite, improve risk management techniques, enhance monitoring and controlling operational
risk, with an aim to prevent and reduce operational risk losses.
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5.10.4 Liquidity Risk Management

Liquidity risk refers to the risk that the Bank is unable to satisfy its customers’ needs for repayment of liabilities
due, new loans and reasonable financing, or the risk of being unable to satisfy these needs at a reasonable cost.
The Risk Management Committee under the Board of the Bank and the Assets and Liabilities Management
Committee and the Risk and Internal Control Management Committee under the senior management share
joint responsibility for establishing policies and strategies on overall liquidity risk management. The Assets
and Liabilities Management Department of the Head Office is the leading executive department of liquidity
management for the entire bank. The Risk Management Department, the Financial Market Department, the
Financial Industry Department and the International Business Department and other relevant departments are
the major departments for the Bank’s liquidity management, and responsible for the full implementation of
various tasks as required by the Assets and Liabilities Management Committee.

The Bank'’s liquidity risk management aims at ensuring that whether in normal operation environment or under
pressure, the Bank has sufficient funds to deal with both expected and unexpected financial needs (including
loan growth, deposit withdrawal, debt maturity, and changes in off-balance sheet irrevocable commitments).
This helps provide a stable liquidity environment for continuing operations, rendering a positive interaction
between liquidity management and business development. The Bank makes reasonable adjustments to the size
and structure of assets and liabilities based on market conditions and business development needs. Under the
premise of ensuring liquidity, the Bank strives to pursue profit growth and value growth in maintaining “liquidity,
safety and profitability” of the Bank’s funds at the same time.

The Bank’s liquidity risk management insists on stable, prudent and rational principles. When it promotes
business development and profit growth, it emphasizes risk prevention and mitigation at the same time. It values
the importance of “ensuring adequate liquidity” and adopts a flexible approach to manage and control the most
efficient ratio of liquidity asset portfolio. Based on our own conditions and external market environment, the
Bank develops liquidity stress scenarios to ensure that there will be no liquidity risk in any stress scenarios or
within the prescribed shortest survival period. At the same time, contingency plans are put in place to prevent the
occurrence of potential liquidity crisis with effective emergency plans to control risk spreading in liquidity crisis

scenarios.

By closely monitoring macro-economic policies and capital market conditions, the Bank dynamically adjusts its
liquidity management strategies and financial operation tempo according to the Bank’s balance sheet business
development and liquidity position. The objective is to effectively deal with the impact of periodic, seasonal
factors on the Bank's liquidity and effectively improve the Bank’s ability to respond to liquidity risk.
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5.10.5

5.10.6

Interest Rate Risk Management

Interest rate risk is the risk of having an adverse effect on the financial condition of the Bank as a result of adverse
movements in interest rates. The main source of interest rate risk is the mismatch of the on- and off-balance sheet
assets and liabilities during the re-pricing period. Mismatch on the maturity or re-pricing dates may lead to net
interest income affected by the change of prevailing level of interest rates. In carrying out our daily borrowing
and lending, deposits and capital operations, the Bank faces interest rate risk.

The Bank controlled interest rate risk exposure of assets and liabilities priced in RMB by adjusting interest rate and
management maturity. The Bank carried out duration analysis on the debt investment in the investment portfolio,
assessed bond'’s potential price volatility by measuring its sensitivity to interest rates. The Bank uses interest
rate sensitivity analysis, stress testing and scenario analysis to measure potential interest rate exposure in the
investment portfolio.

Exchange Rate Risk Management

Exchange rate risk is the risk of loss in earnings of the Bank arising from the mismatch between over-bought and
over-sold current or forward position of a particular foreign currency and the term of non-RMB denominated asset
and liability due to adverse changes in exchange rate. The Bank’s foreign currency assets and liabilities are mainly
denominated in U.S. dollars, while the rest are denominated in Euros, Hong Kong dollars and Yen.

The Bank measured its exchange rate risk through qualitative and quantitative analysis. The major methods
included gap analysis, duration analysis, exposure analysis, sensitivity analysis, scenario analysis, VAR analysis,
stress test and post-inspection. In order to maintain its exchange rate risks at an acceptable level, the Bank
implemented strict limit management measures, primarily including trading limits, risk limits, foreign exposure
limits and stop loss limits.

The current and forward foreign exchange transactions of the Bank are mainly transactions on behalf of
customers, which implemented “back-to-back” position elimination. This avoided exchange rate risk to a great
extent. Under the new normal development of bilateral exchange rate fluctuation of RMB, the Bank is required
to maintain reasonable self-position exposure in accordance with the Bank’s limit management within the
consolidated exposure limits approved by SAFE. In addition, the Bank proactively utilized derivatives to avoid
exchange rate risk.
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5.10.7

5.10.8

Reputation Risk Management

In 2014, the Bank has effectively managed its reputation risk. There is no reputation risk incident occurred
throughout the year. The Bank maintained a good relationship with media, and media reviews provided favorable
feedback overall. There were also frequent exchanges with the media, where no negative public opinion was
found.

To control reputation risk, the Bank paid attention to the external role of positive marketing, and strengthened
its internal reputation risk management. To deal with misleading information, the Bank responded quickly,
communicated proactively, respected the fact and the freedom of media, established positive interaction with the
media, and effectively avoided reputational risk that may occur.

Looking forward, the Bank will focus on enhancing the techniques of directing external public opinion, integrating
the Bank’s media investing resources and fostering the culture of prevention of reputation risk. It also strives to
increase the brand name and reputation of the Bank through high-level public relations planning.

Compliance Risk Management

Compliance risk refers to the risks of commercial banks being subject to legal sanctions, regulatory punishments,
major financial losses, or reputation damage as a result of violation of the laws, rules and guidelines.

The Board of Directors of the Bank takes ultimate responsibility for the compliance of operating activities
and authorizes the Risk Management Committee under the Board of Directors to monitor compliance risk
effectively. The Board of Supervisors is responsible for the supervision of the Board of Directors, while the Senior
Management is responsible for the performance of compliance management functions. Senior Management is
responsible for managing compliance risks; submit compliance risk management reports to the Board annually.
The Bank have established a more robust compliance risk management system and organizational structure,
forming three interactive defense lines with foreground, middle-ground, background, and vertical dual reporting
system between headquarters and branches. The measures enable the Bank to achieve effective compliance risk
management and control through continuous improvement in working mechanism of risk management and

technique as well as procedures.

During the reporting period, centering on its strategies in relation to its operation development, the Bank strived
to implement its policy of prioritizing compliance issues. It aimed to build up the philosophy of facilitating
development through compliance, and enhance the vision and direction of compliance management. The Bank
fully implemented various requirements from external regulatory authorities, and strengthened the establishment
of internal control system. Hence, the compliance risk management mechanism operated effectively and has
obtained favorable review from external regulatory evaluation. The Bank reinforced its efforts to establish
compliance culture by launching special campaigns such as the “Compliance Establishment Year” and “Two First
Approvals (B —#t)". Moreover, the Bank continued to optimize internal rules and regulations, proactively focus
on and comprehensively implement latest regulatory requirements, optimize compliance risk identification and
assessment process, strengthen accountability system for non-compliance, and enhance the support on legal
compliance review and product innovation, thereby ensure the compliance operation of the Bank.
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5.10.9 Anti-money laundering Management

The Bank attaches great importance to anti-money laundering and strictly implements relevant laws and
regulations aiming at preventing and controlling money laundering activities, with sound measures vigorously
carried out across the Bank.

During the reporting period, the Bank has established a money-laundering risk warning mechanism. Based on
suspicious transaction reports, together with the distribution of external money laundering risk, the Bank has
strengthened its collection, analysis and application of data and information in order to timely issue risk warning.
Tackling the abnormal risk involved in account opening through agents, the Bank has issued the “Notice on
Further Strengthening the Risk Management on Individuals Acting as Agents in Handling Huangshan Debit
Cards”. This helps our employees to understand the new trends in money laundering activities, strengthen
our agency business management, build firewalls against money laundering risk and enhance our money
laundering risk identification mechanism. The Bank has organically integrated the internal control requirements
of anti-money laundering into our financial services procedures, making full use of the basic role of our customer
managers and front desk tellers in understanding our customers. It also guides our employees to pay more
attention on customers’ unreasonable or other suspicious circumstances based on the strict implementation of
regulatory requirements for identification of customers’ identity to enhance investigating suspicious activities and
creating money laundering risk investigation mechanism. According to the changes in money laundering risk, the
Bank makes timely adjustment on the monitoring of suspicious funds, screens the extracting of key monitoring
customer lists, and organizes the investigation of money laundering risks. With reference to the trading
background, customers’ funds flow and capital chain are traced back to analyze the matching of customers’
identity with their wealth, business and financial situation. Suspicious transactions for reporting are then
identified in enhancing the money laundering risk assessment mechanism. Adopting qualitative and quantitative
principles, the Bank has identified risk characteristics of different groups and has made estimation on the scoring
and weighting of different risks in establishing an assessment indicator system on customer money laundering
risk. Data exchange of monitoring systems on credit cards, online banking and accounting warning is set up,
expanding customer risk information sources to improve the applicability of the system scoring. Utilization of the
results on customer money laundering risk assessment is strengthened as a means of front line defense in money
laundering risk and implementing the money laundering risk control mechanism. Relying on our internal control
system, the Bank has sorted out money laundering risk areas of different products and established matching
of job posts, products, processes with money laundering risk areas and risk control measures. This serves as
a guideline for staff in different positions to effectively carry out anti-money laundering work. Management
and control of high-risk money laundering areas are strengthened. Risk control measures such as continuous
monitoring, periodic review, re-identification of customer identity, setting trading limits and closing online bank
transfer functions are implemented according to different circumstances.

The current international economic and financial situation is complicated and ever changing. Ways and means
of money laundering are becoming more subtle and diverse. As a result, anti-money laundering work is facing
an increasingly difficult test. The Bank will adhere to the principle of “risk-orientation, customer-centric, process
control as protection” and actively set up an improved anti-money laundering risk control system applicable to
standards for listed banks to continuously impro