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Hong Kong Exchanges and Clearing Limited, The Stock Exchange of Hong Kong Limited and Hong Kong Securities Clearing Company Limited take no
responsibility for the contents of this prospectus, make no representation as to its accuracy or completeness and expressly disclaim any liability whatsoever for
any loss howsoever arising from or in reliance upon the whole or any part of the contents of this prospectus.

A copy of this prospectus, having attached thereto the documents specified in Appendix VIII—“Documents Delivered to the Registrar of Companies and
Auvailable for Inspection” to this prospectus, has been registered by the Registrar of Companies in Hong Kong as required by Section 342C of the Companies
(Winding Up and Miscellaneous Provisions) Ordinance (Chapter 32 of the Laws of Hong Kong). The Securities and Futures Commission and the Registrar of
Companies in Hong Kong take no responsibility for the contents of this prospectus or any other document referred to above.

The Offer Price is expected to be fixed by agreement between the Joint Global Coordinators (on behalf of the Underwriters) and us (on behalf of ourselves
and the Selling Shareholders) on the Price Determination Date, which is expected to be on or around Wednesday, November 25, 2015 (Hong Kong time) and, in any
event, not later than Wednesday, December 2, 2015 (Hong Kong time). The Offer Price will be not more than HK$5.21 per H Share and is currently expected to be
not less than HK$4.75 per H Share. Investors applying for the Hong Kong Offer Shares must pay, on application, the maximum Offer Price of HK$5.21 per
Hong Kong Offer Share, unless otherwise announced, together with a brokerage fee of 1%, a Hong Kong Stock Exchange trading fee of 0.005% and a SFC
transaction levy of 0.0027%, subject to refund if the Offer Price is lower than HK$5.21.

The Joint Global Coordinators (on behalf of the Underwriters) may, with our consent (on behalf of ourselves and the Selling Shareholders),
reduce the number of Offer Shares being offered in the Global Offering and/or the indicative offer price range below that stated in this prospectus at
any time prior to the morning of the last day for lodging applications under the Hong Kong Public Offering. In such a case, a notice of the reduction in
the number of Offer Shares being offered in the Global Offering and/or the indicative offer price range will be published in the South China Morning
Post (in English) and the Hong Kong Economic Times (in Chinese) and on our website at www.qdccb.com and the website of the Hong Kong Stock
Exchange at www.hkexnews.hk not later than the morning of the last day for lodging applications under the Hong Kong Public Offering. For further
information, see “Structure of the Global Offering” and “How to Apply for Hong Kong Offer Shares”.

If, for any reason, the Offer Price is not agreed on or before Wednesday, December 2, 2015 between the Joint Global Coordinators (on behalf of the
Underwriters) and us (on behalf of ourselves and the Selling Shareholders), the Global Offering will not proceed and will lapse.

We are incorporated, and substantially all of our businesses are located, in the PRC. Potential investors should be aware of the differences in the legal,
economic and financial systems between the PRC and Hong Kong, and that there are different risk factors relating to investment in the PRC-incorporated
companies. Potential investors should also be aware that the regulatory framework in the PRC is different from the regulatory framework in Hong Kong, and
should take into consideration the different market nature of our Shares. Such differences and risk factors are set forth in “Risk Factors”, “Supervision and
Regulation,” Appendix IV—“Summary of Principal Legal and Regulatory Provisions” and Appendix V—“Summary of Articles of Association”.

The obligations of the Hong Kong Underwriters under the Hong Kong Underwriting Agreement are subject to termination by the Joint Sponsors and the
Joint Global Coordinators (on behalf of the Underwriters) if certain grounds arise prior to 8:00 a.m. on the Listing Date. Such grounds are set forth in
“Underwriting—Underwriting Arrangements and Expenses—Hong Kong Public Offering—Grounds for Termination™.

The Offer Shares have not been and will not be registered under the U.S. Securities Act of 1933, as amended and may only be offered, sold, pledged or
transferred (i) within the United States to QIBs in reliance on Rule 144A or in reliance on another exemption from registration requirements under the
U.S. Securities Act of 1933, as amended, or (ii) outside the United States in accordance with Regulation S.

*  Bank of Qingdao Co., Ltd. is not an authorized institution within the meaning of the Banking Ordinance (Chapter 155 of the Laws of Hong Kong), not
subject to the supervision of the Hong Kong Monetary Authority, and not authorized to carry on banking and/or deposit-taking business in Hong Kong.
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EXPECTED TIMETABLE

Latest time to complete electronic applications under White Form eIPO
service through the designated Website www.eipo.com.hk® ... ... ... ..

Application lists open® . ... ... L
Latest time to lodge WHITE and YELLOW Application Forms ...........
Latest time to give electronic application instructions to HKSCC® . ... ...

Latest time to complete payment of White Form eIPO applications by
effecting Internet banking transfer(s) or PPS payment transfer(s) .........

Application lists Close . ...

Expected Price Determination Date® . ........ ... ... ... ... ... ... .....
(1) Announcement of:

® the Offer Price;

® the level of applications in the Hong Kong Public Offering;

® the level of indications of interest in the International Offering;
and

® the basis of allotment of the Hong Kong Offer Shares

to be published in the South China Morning Post (in English) and the
Hong Kong Economic Times (in Chinese), and on the website of the
Hong Kong Stock Exchange at www.hkexnews.hk and the Bank’s
website at www.qdecb.com©@on ... ... L L

(2) Announcement of results of allocations in the Hong Kong Public
Offering (including successful applicants’ identification document
numbers, where appropriate) will be available through a variety of
channels (see “How to Apply for Hong Kong Offer Shares—I11.
Publication of Results”) from ............. ... .. ... ... .. ... ....

Results of allocations in the Hong Kong Public Offering will be available at
www.iporesults.com.hk with a “search by ID” function . .................

H Share certificates in respect of wholly or partially successful applications to
be dispatched onM®)

White Form e-Refund payment instructions/refund cheques in respect of
wholly or partially unsuccessful applications to be dispatched on or
before® 0

Dealings in H Shares on the Hong Kong Stock Exchange expected to
COMIMEIICE OIL .+« . v ettt ettt et e ettt e e e e e e et e e e e e

11:30 a.m. on Wednesday,
November 25, 2015

11:45 a.m. on Wednesday,
November 25, 2015

12:00 noon, on Wednesday,
November 25, 2015

12:00 noon, on Wednesday,
November 25, 2015
12:00 noon, on Wednesday,
November 25, 2015

12:00 noon, on Wednesday,
November 25, 2015

Wednesday, November 25, 2015

Wednesday, December 2, 2015

Wednesday, December 2, 2015

Wednesday, December 2, 2015

Wednesday, December 2, 2015

Wednesday, December 2, 2015

Thursday, December 3, 2015

(1) All times refer to Hong Kong local time, except otherwise stated. Details of the structure of the Global Offering, including conditions of

the Hong Kong Public Offering, are set forth in “Structure of the Global Offering”.

(2) You will not be permitted to submit your application through the designated website at www.eipo.com.hk after 11:30 a.m. on the last
day for submitting applications. If you have already submitted your application and obtained an application reference number from the
designated website prior to 11:30 a.m., you will be permitted to continue the application process (by completing payment of application
monies) until 12:00 noon on the last day for submitting applications, when the application lists close.

(3) If there is a tropical cyclone warning signal number 8 or above or a “black” rainstorm warning in force in Hong Kong at any time
between 9:00 a.m. and 12:00 noon on Wednesday, November 25, 2015, the application lists will not open on that day. See “How to
Apply for Hong Kong Offer Shares—10. Effect of Bad Weather on the Opening of the Application Lists”.
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Applicants who apply for Hong Kong Offer Shares by giving electronic application instructions to HKSCC should refer to “How to
Apply for Hong Kong Offer Shares—6. Applying by Giving Electronic Application Instructions to HKSCC via CCASS”.

The Price Determination Date, being the date on which the Offer Price is to be determined, is expected to be on or about Wednesday,
November 25, 2015, and in any event no later than Wednesday, December 2, 2015. If, for any reason, the Offer Price is not agreed on or
before Wednesday, December 2, 2015, the Global Offering (including the Hong Kong Public Offering) will not proceed and will lapse.
None of the websites or any of the information contained on the websites forms part of this prospectus.

No temporary documents of title will be issued in respect of the Offer Shares. H Share certificates will only become valid certificates of
title at 8:00 a.m. on Thursday, December 3, 2015, provided that (i) the Global Offering has become unconditional in all respects and
(ii) the Underwriting Agreements have not been terminated in accordance with their respective terms. Investors who trade H Shares on
the basis of publicly available allocation details prior to the receipt of share certificates or prior to the share certificates becoming valid
certificates of title do so entirely at their own risk.

Applicants who apply for 1,000,000 or more Hong Kong Offer Shares and have provided all required information may collect refund
cheques (where applicable) and H Share certificates (where applicable) in person from our H Share Registrar, Computershare
Hong Kong Investor Services Limited, at Shops 1712-1716, 17th Floor, Hopewell Centre, 183 Queen’s Road East, Wanchai,
Hong Kong, from 9:00 a.m. to 1:00 p.m. on Wednesday, December 2, 2015. Applicants being individuals who opt for personal collection
must not authorize any other person to make collection on their behalf. Applicants being corporations who opt for personal collection
must attend by their authorized representatives each bearing a letter of authorization from his corporation stamped with the corporation’s
chop. Both individuals and authorized representatives (if applicable) must produce, at the time of collection, evidence of identity
acceptable to Computershare Hong Kong Investor Services Limited. Uncollected refund cheques and H Share certificates will be
dispatched promptly by ordinary post to the addresses as specified in the applicants’ Application Forms at the applicants’ own risk. For
details of the arrangements, see “How to Apply for Hong Kong Offer Shares”.

Applicants who apply through the White Form eIPO service and paid their application monies through single bank accounts may have
refund monies (if any) dispatched to the application payment account, in the form of e-Refund payment instructions. Applicants who
apply through the White Form eIPO service and paid their application monies through multiple bank accounts may have refund monies
(if any) dispatched to the address as specified in their application instructions through the White Form eIPO service, in the form of
refund cheques, by ordinary post at their own risk.

(10) e-Refund payment instructions/refund cheques will be issued in respect of wholly or partially unsuccessful applications and in respect of

successful applications if the Offer Price is less than the price payable on application.

il



CONTENTS

This prospectus is issued by Bank of Qingdao Co., Ltd. solely in connection with the
Hong Kong Public Offering and the Hong Kong Offer Shares and does not constitute an offer
to sell or a solicitation of an offer to buy any security other than the Hong Kong Offer Shares
offered by this prospectus pursuant to the Hong Kong Public Offering. This prospectus may not
be used for the purpose of, and does not constitute, an offer or invitation in any other
Jjurisdiction or in any other circumstances. No action has been taken to permit a public offering
of the Offer Shares in any jurisdiction other than Hong Kong, and no action has been taken to
permit the distribution of this prospectus in any jurisdiction other than Hong Kong. The
distribution of this prospectus and the offering and sale of the Offer Shares in other
Jjurisdictions are subject to restrictions and may not be made except as permitted under the
applicable securities laws of such jurisdictions pursuant to registration with or authorization by
the relevant securities regulatory authorities or an exemption therefrom.

You should rely only on the information contained in this prospectus and the
Application Forms to make your investment decision. We have not authorized anyone to
provide you with information that is different from what is contained in this prospectus. Any
information or representation not made in this prospectus must not be relied on by you as
having been authorized by us, the Selling Shareholders, the Joint Sponsors, the Joint Global
Coordinators, the Joint Bookrunners, the Joint Lead Managers, the Underwriters, any of their
respective directors or supervisors, or any other person or party involved in the Global

Offering.

Expected Timetable . .. ... ... ... . i
COMEeNtS . . ... iii
SUMMALY . . . e 1
Definitions and Conventions . ........... ... . . . 12
Forward-Looking Statements . ............. .. ... . . e 24
Risk Factors . . ... ... . 25
Information about this Prospectus and the Global Offering .............. ... ... ... ........ 50
Waivers from Strict Compliance with the Listing Rules ........ ... .. ... .. .. ... .. .. ... 56
Directors, Supervisors and Parties Involved in the Global Offering ........................ ... 61
Corporate Information . . .......... ... . . . . . 67
Industry OVerview . .. ... 70
Supervision and Regulation .. ... ... ... . . e 78
Our History and Development . . . ... ... .. . . e 121
BusSinesS . ..o 128
Risk Management . ... ... ... ... . 186
Relationship with Connected Persons and Connected Transactions .. ...................... ... 214
Directors, Supervisors and Senior Management .. ............. .. .. ... .. .. .. .. . ..., 216
Substantial Shareholders . ...... .. .. .. 242

Share Capital . .. ... ... . e 246

il



CONTENTS

Assets and Liabilities ... ... ... ... . 250
Financial Information . . . ... ... . 293
Future Plans and Use of Proceeds ... ... ... ... ... . . . . i 352
Cornerstone INVestors . . . ... ... . e 353
Underwriting . ... ... .. 357
Structure of the Global Offering . .. ..... ... ... .. . . 366
How to Apply for Hong Kong Offer Shares .. ....... ... .. .. ... . . . . . . . . .. 375
Appendices

Appendix I—Accountants’ Report .. ...... ... ... I-1
Appendix II—Unaudited Supplementary Financial Information ............................. 1I-1
Appendix III—Unaudited Pro Forma Financial Information ................................ -1
Appendix IV—Summary of Principal Legal and Regulatory Provisions .................... ... Iv-1
Appendix V—Summary of Articles of Association ........... .. .. .. .. . . . i L. V-1
Appendix VI—Taxation and Foreign Exchange ........ .. ... ... .. ... ... ... ... ... ....... VI-1
Appendix VII—Statutory and General Information .. ............ .. ... ... .. ... ... ........ VII-1

Appendix VIII—Documents Delivered to the Registrar of Companies and Available for
InSpection . . .. ... e VIII-1

v



SUMMARY

This summary aims to give you an overview of the information contained in this
prospectus. As it is a summary, it does not contain all the information that may be important to
you. You should read the whole document before you decide to invest in the H Shares. There
are risks associated with any investment. Some of the particular risks in investing in the
H Shares are set out in “Risk Factors”. You should read that section carefully before you
decide to invest in the H Shares.

OVERVIEW

As of December 31, 2014, we were the largest City Commercial Bank in Shandong Province,
China, in terms of total assets, total loans, customer deposits and total equity. As of December 31,
2014, our total loans originated in Qingdao ranked 7th among all the banks in Qingdao with a market
share of 4.5% and our total deposits booked in Qingdao ranked 7th among all the banks in Qingdao
with a market share of 7.2%. We have developed a business model that is well aligned with the
regional economy. Leveraging our inherent advantages, we operate in a professional and specialized
manner to meet our target customers’ needs by providing quality and convenient financial products and
services. We seek to achieve sustainable growth and create value for our Shareholders.

In recent years, our business has seen rapid growth. As of June 30, 2015, we had total assets of
RMB169.4 billion with a CAGR of 23.9% from 2012 to 2014. In 2015, we ranked 434th among the
Top 1,000 World Banks in terms of total assets at the end of 2014, according to The Banker, a UK
magazine, up 40 positions as compared to the preceding year. From 2012 to 2014, our operating
income increased from RMB2,887 million to RMB4,365 million at a CAGR of 23.0%. During the
same period, our net profit increased from RMB920 million to RMB1,495 million at a CAGR of
27.5%, which was higher than the net profit CAGRs of all listed City Commercial Banks in China for
the same period. In addition, we have adhered to rigorous risk management to maintain stable
operations and sound asset quality. As of December 31, 2014, our non-performing loan ratio was
1.14%, which was significantly lower than the average of 1.86% for financial institutions in the
banking industry of Shandong Province and the average of 1.25% for commercial banks in China. As
of the same date, our allowance coverage ratio and allowance to gross loan ratio were 242.34% and
2.76%, respectively, significantly higher than the regulatory requirements.

Our distribution network expands across Shandong Province with Qingdao as our base. As of
June 30, 2015, we had 86 outlets in nine cities in Shandong Province, namely Qingdao, Ji’nan,
Dongying, Weihai, Zibo, Dezhou, Zaozhuang, Yantai and Binzhou, including one head office and
61 sub-branches in Qingdao. We plan to steadily expand our distribution network to all major cities in
Shandong Province. In addition, we provide convenient 24-hour online services to our customers
through electronic banking channels such as online banking, telephone banking, mobile banking,
WeChat banking and direct banking.

We have received a number of honors and awards from various authoritative institutions in
recognition of our excellent business performance and sound management. For example:

® From 2011 to 2014, we were awarded the Golden-dragon Award by the Financial News
(M) for four consecutive years, including the “Most Innovative Small and Medium
Bank of the Year” (fFEHEAIH/IH/MRIT) in 2011 and 2013, the “Best Small and
Medium Bank of the Year for Small and Micro Enterprises™ (4B e /M SRS /) NRAT)
in 2012 and the “Best Small and Medium Bank of the Year for Retail Banking”
(FFBE e 245 2605 P /MRAT) in 2014;
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From 2012 to 2014, we were awarded the “Research Achievement in Information
Technology on Risk Management in the Banking Industry”
(BRATEAS SR B BT 7T R 38) by CBRC for three consecutive years, including the
Class II Achievement Prize in 2013, which was the highest prize awarded to City
Commercial Banks that year;

In 2012, 2013 and 2014, we were awarded the “Best City Commercial Bank in Trade
Finance” (WIE®%&MMAE1T), the “Best Bank for Growth in Trade Finance”
(RIEE S EMEE#RTT) and the “Best City Commercial Bank in Trade Finance”
(RER 5 MR TTT), respectively, jointly by the Trade Finance ((¥ % #/)) magazine and
SINOTFE.COM (B 5 % it 48);

In 2012 and 2014, we were awarded the “Outstanding Trading Member” (#7555 i H)
and the “Most Influential Bank” (FH5#%714¢) in the interbank RMB market,
respectively, by the National Interbank Funding Center (% #R47 [H][7] SEFR{E 1),

In 2012 and 2014, we were awarded the “Outstanding Settlement Member” (#7555 i &)
in the national interbank bond market and the “Outstanding Market Dealer” (7% A% ) in
China’s bond market, respectively, by the China Central Depository and Clearing
Corporation Limited (B 8 70455 A IR FAE2 A); and

In 2013 and 2014, we were awarded the “Best Regional Commercial Bank for Online
Banking Customer Experience”  (H3PEpi 24T EIRATHF #2584%)  and  the
“Best Regional Commercial Bank for Mobile-banking Security” (I 3817
BAETFHRIT L 42E), respectively, by the China Financial Certification Authority
(H AR ),
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Our principal business lines include corporate banking, retail banking and financial market
businesses. As of June 30, 2015, our gross loans to customers (before taking into account related
allowance for impairment losses) amounted to RMB69,959 million, of which our corporate loans
amounted to RMBS51,444 million. Our loans to small and micro enterprises increased from
RMB14,899 million as of December 31, 2012 to RMB24,730 million as of June 30, 2015. As of June
30, 2015, our personal loans amounted to RMB18,515 million, representing 26.5% of our total loans to
customers, which increased from 24.6% as of December 31, 2012. As of June 30, 2015, our total
deposits from customers amounted to RMB101,971 million, of which our corporate deposits amounted
to RMB60,851 million and our personal deposits amounted to RMB40,933 million, representing 40.2%
of our total deposits from customers, which increased from 29.0% as of December 31, 2012. For the
six months ended June 30, 2015, our net fee and commission income amounted to RMB393 million,
representing 16.4% of our operating income for the same period. The table below sets forth the
contribution of each business line to our operating income for the periods indicated:

For the year ended December 31, For the six months ended June 30,
2012 2013 2014 2014 2015
(unaudited)
% of % of % of % of % of

Amount total Amount total Amount total Amount total Amount total

(in millions of RMB, except percentages)

Corporate banking

business ........... 2,008  69.6% 2,270  63.8% 2,460  56.4% 1,304  58.8% 1,307  54.5%
Retail banking

business ........... 453 15.7 660 18.6 882  20.2 435 19.6 501 20.9
Financial market

business ........... 408 14.1 593 16.7 986  22.6 479  21.6 583 243
Others® . ............ 18 0.6 33 0.9 37 0.8 (1) — 8 0.3

Total .............. 2,887 100.0% 3,556 100.0% 4,365 100.0% 2,217 100.0% 2,399 100.0%

(1) Consists primarily of income and expenses that are not directly attributable to any specific segment.

For details of our businesses, see “Business—OQOur Principal Business Lines” on pages 140 to
158 of this prospectus.

OUR COMPETITIVE STRENGTHS
Our principal competitive strengths include:

® Modernized corporate governance underpinned by our high quality and diversified
shareholding structure;

® A distinct “Interface Bank” supported by continuous investments in technology (“Interface
Bank” refers to the business model where our business platform is connected to the service
platforms of our partners, through which our partners fulfill their needs for financial
services and we secure the partnerships and obtain access to their customer base);

® A competitive retail bank founded on innovative customer acquisition model and
outstanding service capabilities;

® A rapidly growing financial market business in the new era of asset management driven by
our professional trading and asset allocation capabilities;

3
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Centralized risk management system, effective information collection measures and
proven execution capabilities; and

Beneficiary of the transformation and upgrade of Shandong Province’s economy, as well
as favorable policies such as “One Belt and One Road”.

For details of our strengths, see “Business—Our Competitive Strengths” on pages 129 to 137 of
this prospectus.

OUR BUSINESS STRATEGIES

Our strategic goal is to become a City Commercial Bank with distinct business features. To
achieve this goal, we will implement the following business strategies:

Continuously enhancing our distinct “Interface Bank” model;
Striving to become the most convenient retail bank;

Developing corporate banking core competitiveness in trade finance, public sector finance
and other selected sectors;

Expanding our financial market business through resources integration and financial
innovation; and

Continuously improving risk management to satisfy our business development and
innovation needs.

For details of our strategies, see “Business—OQOur Business Strategies” on pages 137 to 140 of
this prospectus.

RISK FACTORS

There are risks associated with any investment. Investment in our Shares involves certain risks
and uncertainties, including the following:

If we are unable to effectively maintain the quality of our loan portfolio, our business,
financial condition and results of operation may be materially and adversely affected;

We are subject to risks relating to our investments in non-standard credit assets;

Our current risk management systems may not adequately protect us against credit,
market, liquidity, operational and other risks;

We may have difficulties in meeting capital adequacy and other regulatory requirements in
the future;

We face uncertainties associated with national and local government policies and
initiatives which are adopted to promote local economic development, and we are also
exposed to risks due to our business and operational concentration in Qingdao;

We face increasingly intensive competition in China’s banking industry; and

Further development of interest rate liberalization may materially and adversely affect our
results of operation.

For details of risk factors relating to the investment in our Shares, see “Risk Factors” on pages
25 to 49 of this prospectus. You should carefully consider all of the information set forth therein before
making any investment in our Shares.
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SUMMARY HISTORICAL FINANCIAL INFORMATION

You should read the summary historical financial information set forth below in conjunction
with our financial information included in the Accountants’ Report set forth in Appendix I to this
prospectus, which are prepared in accordance with IFRS, and the sections entitled “Assets and
Liabilities” and “Financial Information” of this prospectus. The summary historical income statement
data for the years ended December 31, 2012, 2013 and 2014 and the six months ended June 30, 2014
(unaudited) and the six months ended June 30, 2015 and the summary historical statement of financial
position data as of December 31, 2012, 2013 and 2014 and June 30, 2015 set forth below are derived
from the Accountants’ Report set forth in Appendix I to this prospectus.

Summary Historical Income Statement Data

For the six months ended

For the year ended December 31, June 30,
2012 2013 2014 2014 2015
(unaudited)
(in millions of RMB, except earnings per Share)

Interest income® ... ... ... .. 4,501 6,119 7,595 3,724 4,247
Interest eXpense . ........oovninineen (1,894)  (3,031)  (3,999) (1,951) (2,297)
Netinterestincome ........................... 2,607 3,088 3,596 1,773 1,950
Fee and commissionincome ..................... 253 456 721 434 407
Fee and commission expense . ................... (17) (31) (32) (17) (14)
Net fee and commission income ................. 236 425 689 417 393
Nettrading gains .................ciiuinao.... 21 7 34 21 12
Net gains arising from investments . ............... 5 1 11 7 36
Other operating income .. ....................... 18 35 35 (1) 8
Operating income . ........................... 2,887 3,556 4,365 2,217 2,399
Operating eXpenses . ... .........c.eueeueeneenn.. (1,380)  (1,689)  (1,995) (839) (750)®
Pre-provision operating profit . ................... 1,507 1,867 2,370 1,378 1,649
Impairment losses .............. ..., (284) (348) (412) (181) (241)
Profitbeforetax .............................. 1,223 1,519 1,958 1,197 1,408
Income tax exXpense .. ...........ouueininenan... (303) (377) (463) (287) (334)
Netprofit .............. ... ... ... ... ........ 920 1,142 1,495 910 1,074
Basic and diluted earnings per Share (in RMB) ...... 0.36 0.45 0.59 0.36 0.36

(1) Consists of interest income from loans to customers, fixed income investments, deposits with central bank, deposits with banks and other
financial institutions, financial assets held under resale agreements and placements with banks and other financial institutions. See
“Financial Information—Results of Operation for the Six Months ended June 30, 2014 and 2015—Net Interest Income—Interest
Income” on pages 301 to 304 and “Financial Information—Results of Operation for the Years ended December 31, 2012, 2013 and
2014—Net Interest Income—Interest Income” on pages 317 to 320 of this prospectus.

(2) Our operating expenses for the six months ended June 30, 2015 reflected the impact of a non-recurring write-back from our supplemental
retirement benefits of RMB178 million. For details on the impact of such write-back on our operating expenses and our net profit, see
“Financial Information—Results of Operation for the Six Months Ended June 30, 2014 and 2015” on page 298 and “Financial
Information—Results of Operation for the Six Months Ended June 30, 2014 and 2015—Operating Expenses” on pages 310 to 311 of this
prospectus.

For details, see “Financial Information” on pages 293 to 351 of this prospectus.
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Summary Historical Statement of Financial Position Data

As of
As of December 31, June 30,
2012 2013 2014 2015
(in millions of RMB)
Assets
Cash and deposits with central bank . ........................... 20,072 20,871 23,610 21,552
Deposits with banks and other financial institutions . . ... ........... 3,586 2,481 2,019 3,012
Placements with banks and other financial institutions ............. 1,063 700 1,156 1,357
Financial assets at fair value through profitorloss................. 284 184 190 293
Financial assets held under resale agreements .................... 5,857 8,208 2,698 1,016
Loans to CUStOMEIS . . ..ottt 44,496 54,106 61,248 68,136
Financial investments()
Available-for-sale financial assets . ........................ 9,486 6,077 14,123 10,601
Held-to-maturity investments ......................ouu.... 13,363 18,906 19,721 21,729
Investments classified as receivables ....................... 562 20,470 27,209 37,342
Subtotal . ........ ... 23,411 45453 61,053 69,672
Property and equipment . ............... ... ... 607 759 866 861
Deferred tax assets .. .........c.iiit i 226 362 337 320
Other assets . . ...t 2,056 2,565 2,989 3,190
Total assets . ............... . i 101,658 135,689 156,166 169,409
Liabilities
Borrowings from central bank . .. ....... ... . o L — 1,024 1,004 1,042
Deposits from banks and other financial institutions ............... 2,817 12,553 20,362 20,044
Placements from banks and other financial institutions ............. 4,261 260 1,380 2,732
Financial assets sold under repurchase agreements ................ 10,248 10,130 10,069 8,949
Deposits from CuStomers . .. ..ot 75,648 96,284 101,734 101,971
Income tax payable ........... .. .. ... . 44 124 89 164
Debt securities issued . ........... .. — 4,987 8,335 17,508
Other liabilities .. ........... ... e 1,203 2,122 3,408 4,884
Total Liabilities ............. ... ... ... .. ... ........... 94,221 127,484 146,381 157,294
Equity
Share capital ........... ... . 2,556 2,556 2,556 3,112
Reserves . ... . 4,881 5,649 7,229 9,003
Total equity .......... ... ... . ... 7,437 8,205 9,785 12,115
Total liabilities and equity .............................. 101,658 135,689 156,166 169,409

(1) Consists of our holding of debt securities, asset management plans, trust fund plans, wealth management products issued by financial
institutions, beneficiary rights in margin financing, beneficiary certificates, investment funds, and equity investments.

For details, see “Assets and Liabilities” on pages 250 to 292 and “Financial Information” on
pages 293 to 351 of this prospectus, respectively. For details on our off-balance sheet commitments,
see “Financial Information—Off-balance Sheet Commitments” on page 340 of this prospectus.
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Selected Financial Ratios

For the six months
For the year ended December 31, ended June 30,

2012 2013 2014 20140 20150
Profitability indicators
Return on average total assets® . ........................ 1.03%  0.96%  1.02% 1.27% 1.32%
Return on average equity® . ........ ... ... ... 12.78% 14.60% 16.62% 21.04% 19.62%
Net interest spread® .. ... ... . . 2.86%  238%  2.25% 2.33% 2.13%
Net interest margin® . ......... .. ... .. . i 3.04%  2.54%  2.43% 2.50% 2.34%
Net fee and commission income to operating income . .. ... ... 8.17% 11.95% 15.78% 18.81% 16.38%
Cost-to-income ratio® . .. ... ... .. ... ... .. 41.57% 41.06% 39.61% 31.57% 25.14%
(1) On an annualized basis.
(2) Calculated by dividing net profit for the period by average balance of total assets at the beginning and the end of the period.

3)
“

(%)
(6)

Calculated by dividing net profit for the period by average balance of total equity at the beginning and the end of the period.

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

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

Calculated by dividing total operating expenses (excluding business tax and surcharges) by total operating income. Our operating
expenses for the six months ended June 30, 2015 reflected the impact of a non-recurring write-back from our supplemental retirement
benefits. For details on the impact of such write-back on our operating expenses, see “Financial Information—Results of Operation for the
Six Months Ended June 30, 2014 and 2015-Operating Expenses”.

The following table sets forth, as of the dates indicated, information relating to certain

regulatory indicators, calculated in accordance with the requirements of the PRC banking regulatory
authorities and applicable accounting standards.

As of December 31, As of June 30,

Regulatory

requirement 2012 2013 2014 2014 2015
Capital adequacy indicators
Calculated based on the Capital Administrative

Measures

Core tier-one capital adequacy ratio® ........ 27.5% N/AD  9.75%  9.72%  9.75% 10.10%
Tier-one capital adequacy ratio® ............ 28.5% N/AD  9.75%  9.72%  9.75% 10.10%
Capital adequacy ratio® ................... 210.5% N/A®D  10.88% 10.75% 10.87% 12.78%
Asset quality indicators
Non-performing loan ratio® ................ <5% 0.76%  0.75%  1.14%  0.90% 1.19%
Allowance coverage ratio® .. ............... 2150% 352.59% 365.47% 242.34% 310.69% 218.59%
Allowance to gross loan ratio? . ............. 22.5% 2.68%  2.74%  2.76%  2.80%  2.61%

(M

)

3)

“4)

(%)

(6)
(@)

As of December 31, 2012, our core capital adequacy ratio and capital adequacy ratio as calculated pursuant to the then effective Capital
Adequacy Measures was 12.89% and 13.70%, respectively, in compliance with the requirements under the then effective Capital
Adequacy Measures. The Capital Adequacy Measures has been replaced by the Capital Administrative Measures on January 1, 2013 and
is no longer applicable.

Calculated by dividing core tier-one capital, net of core tier-one capital deductions, by risk-weighted assets. For the components of core
tier-one capital, core tier-one capital deductions and risk-weighted assets under the Capital Administrative Measures, see “Supervision
and Regulation—Supervision over Capital Adequacy—Latest CBRC Supervisory Standards Over Capital Adequacy” and “Financial
Information—Capital Resources—Capital Adequacy”.

Calculated by dividing tier-one capital, net of tier-one capital deductions, by risk-weighted assets. For the components of tier-one capital,
tier-one capital deductions and risk-weighted assets under the Capital Administrative Measures, see “Supervision and Regulation—
Supervision over Capital Adequacy—Latest CBRC Supervisory Standards Over Capital Adequacy” and “Financial Information—Capital
Resources—Capital Adequacy”.

Calculated by dividing total capital, net of capital deductions, by risk-weighted assets. For the components of our total capital, capital
deductions and risk weighted assets under the Capital Administrative Measures, see “Supervision and Regulation—Supervision over
Capital Adequacy—Latest CBRC Supervisory Standards Over Capital Adequacy” and “Financial Information—Capital Resources—
Capital Adequacy”.

Calculated by dividing total non-performing loans by gross loans. For details on the year-on-year changes in our non-performing loan
ratio, see “Assets and Liabilities—Assets—Asset Quality of Our Loan Portfolio—Changes in Asset Quality of Our Loans”.

Calculated by dividing total allowance for impairment losses on loans to customers by total non-performing loans.

Calculated by dividing total allowance for impairment losses on loans to customers by gross loans to customers.
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OFFERING STATISTICS

The statistics in the following table are based on the assumptions that (i) the Global Offering is
completed and 990,000,000 H Shares are offered in the Global Offering, (ii) the Over-allotment Option
for the Global Offering is not exercised, and (iii) 4,011,532,749 Shares are issued and outstanding
following the completion of the Global Offering:

Based on an Offer Price Based on an Offer Price of
of HK$4.75 HK$5.21
Market capitalization of our Shares .................. HK$19,055 million HK$20,900 million
Unaudited pro forma adjusted net tangible assets per
Share . ... .. RMB3.83( (HK$4.66) RMB3.91(0) (HK$4.76®)

(1) The unaudited pro forma adjusted net tangible assets per share is arrived on the basis of 4,011,532,749 shares in issue assuming that the
Global Offering has been completed on June 30, 2015 and that the Over-allotment Option is not exercised.

(2) The unaudited pro forma adjusted net tangible assets per share is translated into Hong Kong dollars at exchange rate of RMB0.82134 to
HKS$1.00. No representation is made that the Renminbi amounts have been, could have been or may be converted to Hong Kong dollars
at that rate or at any other rate.

THE GLOBAL OFFERING
The Global Offering comprises:

(1) the Hong Kong Public Offering of 99,000,000 H Shares (subject to adjustment) in Hong
Kong as described in “Structure of the Global Offering—Hong Kong Public Offering”;
and

(i) the International Offering of 891,000,000 H Shares (subject to adjustment and the Over-
allotment Option) to qualified institutional buyers (as defined in Rule 144A) in the United
States according to the exemption from the registration requirements of the U.S. Securities
Act and to be offered outside the United States (including professional and institutional
investors in Hong Kong) in offshore transactions in reliance on Regulation S.

Investors may apply for H Shares under the Hong Kong Public Offering or apply for or indicate
an interest for H Shares under the International Offering, but may not do both.

References in this prospectus to applications, Application Forms, application monies or the
procedure for application relate solely to the Hong Kong Public Offering.

RESTRICTIONS ON SHARE PLEDGE

In November 2013, CBRC issued the CBRC Notice on Enhanced Management of Pledge of
Equity Interest in Commercial Banks (€t [Ed$5 & & B i s a0 4T R RLAE BV 1)), pursuant to
which commercial banks are required to clearly stipulate the following matters in their articles of
association:

(i) where a shareholder, who has a seat on the board of directors or the board of supervisors,
or directly, indirectly or jointly holds or controls more than 2% of share capital or voting
rights in the bank, pledges his equity interests in the bank, he shall make a filing to the
board of directors of the bank prior to the pledge and, upon the registration of pledge of
equity interests, the shareholders involved shall provide the bank with the relevant
information in relation to the pledge of equity interests in a timely manner; and
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(i1) where a shareholder pledges 50% or more of his equity interests in the bank, the voting
rights of such shareholder at the shareholders’ general meetings, as well as the voting
rights of the director(s) designated by such shareholder at board meetings, shall be subject
to restrictions.

For details of restrictions on the ability of a commercial bank’s shareholders to pledge their
shares, see “Supervision and Regulation—Ownership and Shareholder Restrictions—Restrictions on
Shareholders”.

DIVIDEND POLICY

We declared and distributed cash dividends of RMB179 million, RMB204 million and
RMB778 million with respect to the financial years 2012, 2013 and 2014, respectively. Dividends paid
in prior periods may not be indicative of future dividend payments. We cannot guarantee when, if and
in what form or size dividends will be paid in the future.

Pursuant to the approval of our Shareholders’ general meetings, our existing and new
Shareholders shall be entitled to the accumulated retained earnings prior to the Global Offering.
Pursuant to the PRC Company Law and our Articles of Association, all Shareholders have equal rights
to dividend distribution.

Our Board of Directors is responsible for submitting proposals (adopted by two-thirds majority)
in respect of dividend payments, if any, to the Shareholders’ general meeting for approval. The
determination of whether to pay dividends and the amount of such dividends is based on our results of
operation, cash flows, financial condition, capital adequacy ratios, future business prospects, statutory
and regulatory restrictions on the payment of dividends by us and other factors that our Board of
Directors considers relevant. Subject to our Articles of Association and the requirements related to
dividend distribution, our Board of Directors shall propose profit distribution plans to our
Shareholder’s general meetings and the profit distributed in cash shall not be less than 10% of the
distributable profit of the year.

Pursuant to our Articles of Association, we shall distribute dividends from our distributable
profits in accordance with the PRC GAAP or IFRS (or the accounting standards of the place where our
Shares are listed) (whichever is the lower).

INFORMATION ON SUBSTANTIAL SHAREHOLDERS

As of the Latest Practicable Date, Haier, ISP and Qingdao Conson, directly or indirectly, held
approximately 26.10%, 20.00% and 17.13% of our Shares, respectively. Immediately after the Global
Offering and assuming that the Over-allotment Option is not exercised, Haier, ISP and Qingdao
Conson would directly or indirectly hold approximately 20.25%, 15.51% and 12.64% of our Shares,
respectively (or approximately 19.59%, 15.01% and 11.98%, respectively, assuming that the Over-
allotment Option is fully exercised). For details of our substantial Shareholders, see “Substantial
Shareholders” on pages 242 to 245 of this prospectus.

FUTURE PLANS AND USE OF PROCEEDS

We intend to use the net proceeds from the Global Offering (after deduction of underwriting
commissions and estimated expenses payable by us in relation to the Global Offering) to strengthen
our capital base to meet the needs of the continuous growth of our business. For details of the planned

9



SUMMARY

use of proceeds from the Global Offering, see “Future Plans and Use of Proceeds” on page 352 of this
prospectus.

RECENT DEVELOPMENTS

Since June 30, 2015, we have obtained regulatory approval to open eight new sub-branches in
Qingdao, Jinan and Zibo, respectively.

On August 11, 2015, PBoC announced to improve the central parity quotations of RMB against
the U.S. dollar by authorizing market-makers to provide central parity quotations to the China Foreign
Exchange Trading Center with reference to the interbank foreign exchange market closing rate of the
previous day, the supply and demand for foreign exchange as well as changes in major international
currency exchange rates. On the same day, the central parity of RMB against the U.S. dollar
depreciated by nearly 2% as compared to August 10, 2015 and further depreciated by nearly 1.6% on
August 12, 2015 as compared to August 11, 2015. Substantially all of our assets and liabilities are
denominated in RMB. We believe such changes in the foreign exchange regime and depreciation of
RMB against the U.S. dollar will not have a material impact on our results of operation and financial
condition. See “Risk Factors—Risks Relating to the PRC—We are subject to PRC government
controls on currency conversion, and the fluctuation of the RMB exchange rate may materially and
adversely affect our business and our ability to pay dividends to holders of H Shares.”

On August 26, 2015, PBoC announced to lower the statutory deposits reserve ratio for all
deposit-taking financial institutions by 50 basis points (effective September 6, 2015), and to lower the
benchmark interest rates on RMB-denominated loans and deposits by 0.25 percentage points while
allowing financial institutions to set interest rates based on commercial considerations for RMB-
denominated time deposits with tenors of longer than one year, effective immediately. Effective
October 24, 2015, PBoC further lowered the statutory deposits reserve ratio for all deposit-taking
financial institutions by 50 basis points and further lowered the benchmark interest rates on RMB-
denominated loans and deposits by 0.25 percentage points, as well as removed the cap on interest rates
on deposits and allowed commercial banks in China to set interest rates on deposits based on
commercial considerations. Such changes in the benchmark interest rates may affect the yields on our
interest-ecarning assets and the costs of our interest-bearing liabilities, which in turn may affect our net
interest income. The continued interest rate liberalization may intensify competition in the PRC
banking industry, and thereby may affect our results of operation. We will continue to monitor and
manage the interest rate risks arising from changes in interest rates through matching the maturities of
our assets and liabilities portfolios and conducting interest rate gap analysis and duration analysis. We
believe such changes in the benchmark interest rates will not have a material adverse impact on our
operations and financial results.

Our operating income for the nine months ended September 30, 2015 was RMB3,625 million,
representing a 8.6% increase as compared to RMB3,337 million for the same period in 2014, primarily
due to an increase in our net interest income. Our net interest income increased by 8.3% to
RMB2,949 million for the nine months ended September 30, 2015 as compared to RMB2,722 million
for the same period in 2014, primarily attributable to an increase in interest income from our
investment securities and other financial assets as well as loans to customers, which was partially
offset by an increase in interest expenses on debt securities issued and deposits from banks and other
financial institutions. Our net fee and commission income increased by 3.5% to RMB593 million for
the nine months ended September 30, 2015 as compared to RMBS573 million for the same period in
2014, primarily attributable to an increase in our wealth management service fees.
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Our total assets amounted to RMB176,560 million as of September 30, 2015, representing a
4.2% increase from RMB169,409 million as of June 30, 2015, primarily attributable to an increase in
investment securities and other financial assets. Our total loans to customers (before taking into
account the related allowance for impairment losses) amounted to RMB68,539 million as of
September 30, 2015, representing a 2.0% decrease from RMB69,959 million as of June 30, 2015,
primarily due to a decrease in our corporate loans, which was partially offset by an increase in our
personal loans. Our total investment securities and other financial assets (before taking into account the
related allowance for impairment losses) amounted to RMB77,170 million as of September 30, 2015,
representing a 10.2% increase from RMB70,035 million as of June 30, 2015, primarily due to our
increased holding of debt securities as well as wealth management products issued by financial
institutions. Our total deposits from customers amounted to RMB108,675 million as of September 30,
2015, representing a 6.6% increase from RMB101,971 million as of June 30, 2015, primarily
attributable to an increase in our personal deposits, reflecting our continued efforts to grow our retail
banking business. Our total equity amounted to RMB12,672 million as of September 30, 2015,
representing a 4.6% increase from RMB12,115 million as of June 30, 2015, primarily attributable to an
increase in our retained earnings.

The unaudited financial information as of and for the nine months ended September 30, 2015
has been derived from our interim financial statements as of and for the nine months ended
September 30, 2015, which have been reviewed by our reporting accountants in accordance with the
Hong Kong Standard on Review Engagement 2410 “Review of Interim Financial Information
Performed by the Independent Auditor of the Entity” issued by the Hong Kong Institute of Certified
Public Accountants.

As of September 30, 2015, our core tier-one capital adequacy ratio, tier-one capital adequacy
ratio and capital adequacy ratio as calculated pursuant to the Capital Administrative Measures was
10.44%, 10.44% and 13.15%, respectively, all in compliance with the CBRC requirements.

Our Directors have confirmed that, since June 30, 2015 and up to the date of this prospectus,
there has been no material adverse change in our financial or trading position.

LISTING EXPENSES

We incur expenses in connection with the Listing, which include professional fees,
underwriting commission and other fees. Listing expenses to be borne by us are estimated to be
approximately RMB137 million. None of the listing expenses were reflected in our statements of profit
or loss and other comprehensive income during the Track Record Period. After June 30, 2015,
approximately RMB32 million is expected to be charged to our statements of profit or loss and other
comprehensive income, and approximately RMB105 million is expected to be accounted for as a
deduction from equity. The listing expenses above are the latest practicable estimate for reference only,
and the actual amount may differ from this estimate. Our Directors do not expect such expenses to
have a material adverse impact on our results of operation for the year ending December 31, 2015.
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DEFINITIONS AND CONVENTIONS

the meanings set out below.

In this prospectus, unless the context otherwise requires, the following terms shall have

“Application Form(s)”

“Articles of Association” or
“Articles”

“ATM(S)”

6‘Bank,7’ “We” OI' €Gus”

b

“Banking (Disclosure) Rules’

“Banking Ordinance”

“Basel 111

“Board” or “Board of Directors”

“Brilliance Ratings”

“building ownership certificates”

“Business Day”

“CAGR”
“Capital Adequacy Measures”

WHITE, YELLOW and GREEN application form(s) or,
where the context so requires, any of them, relating to the Hong
Kong Public Offering

our articles of association, the version of which was adopted by
our Shareholders at the annual general meeting on April 10,
2015 and was approved by CBRC Qingdao Office on May 18,
2015 which will become effective upon the Listing, as the same
may be amended, supplemented or otherwise modified from
time to time

automated teller machine(s)

Bank of Qingdao Co., Ltd. (5 &84T MHA A H), a joint stock
company incorporated on November 15, 1996 in Qingdao,
Shandong Province, China with limited liability in accordance
with PRC laws, and, if the context requires, includes its
predecessors, branches and sub-branches

the Banking (Disclosure) Rules, Chapter 155M of the Laws of
Hong Kong, as amended, supplemented or otherwise modified
from time to time

the Banking Ordinance, Chapter 155 of the Laws of Hong
Kong, as amended, supplemented or otherwise modified from
time to time

the revised Basel Capital Accord promulgated in December
2010

our board of Directors, as described in Appendix V—
“Summary of Articles of Association”

Shanghai Brilliance Credit Rating & Investors Service Co.,
Ltd., a PRC credit rating agency

building ownership certificates in the PRC

(Fh#E N RN J5 )2 B A )

any day (other than a Saturday, Sunday or public holiday) on
which banks in Hong Kong are generally open for normal
banking business

compound annual growth rate

the Measures on the Administration of Capital Adequacy
Ratios of Commercial Banks (F3E8UTE AT AT L)
promulgated by CBRC on February 23, 2004, effective as of
March 1, 2004 and amended on July 3, 2007, which was later
abolished by the Capital Administrative Measures on
January 1, 2013
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“Capital Administrative Measures”

“CBRC”

“CBRC Qingdao Office”

“CCASS”

“CCASS Clearing Participant”

“CCASS Custodian Participant”

“CCASS Investor Participant”

“CCASS Participant”

“China” or “PRC”

“CIRC”

“City Commercial Banks”

“Classification Standards of Small
and Medium Enterprises”

“commercial banks”

the Administrative Measures for the Capital of Commercial
Banks (Trial) (FIsEsRiTEAE ML (47)) promulgated by
CBRC on June 7, 2012 and effective on January 1, 2013

the China Banking Regulatory Commission (HBIR1T3
EREEEA®)

the China Banking Regulatory Commission Qingdao Office
(FESRITEEEERZEGTBEER)

the Central Clearing and Settlement System established and
operated by HKSCC

a person admitted to participate in CCASS as a direct clearing
participant or a general clearing participant

a person admitted to participate in CCASS as a custodian
participant

a person admitted to participate in CCASS as an investor
participant who may be an individual or joint individuals or a
corporation

a CCASS Clearing Participant, a CCASS Custodian Participant
or a CCASS Investor Participant

the People’s Republic of China, but for the purpose of this
prospectus only and except where the context requires,
excluding Hong Kong, Macau and Taiwan

the China Insurance Regulatory Commission (FEIfRER

I )

city commercial banks established with the approval of CBRC
and other regulatory authorities pursuant to the PRC Company
Law and the PRC Commercial Banking Law

the Classification Standards of Small and Medium Enterprises
(Fh/h 2B TR HERT E) jointly promulgated by the PRC Ministry
of Industry and Information Technology, NBS, NDRC and
MOF on June 18, 2011, which classifies SMEs in 16 industries
into medium, small and micro enterprises with consideration of
the nature of the industry in terms of number of employees,
operating income, and total assets

all of the banking institutions in the PRC, other than policy
banks, which includes the Large Commercial Banks, the
Nationwide Joint-stock Commercial Banks, City Commercial
Banks and urban credit cooperatives, rural cooperative financial
institutions, foreign banks and other banking institutions

13



DEFINITIONS AND CONVENTIONS

“Companies Ordinance”

“Companies (Winding up and
Miscellaneous Provisions)
Ordinance”

“Core Indicators (Trial)”

“Corporate Governance Guidelines”

“CSRC”

“Director(s)”

“Domestic Shares”

‘GGDP”
C‘GFA”
“Global Offering”

“Green Application Form(s)”

“Haier”

“H Share Registrar”

“H Shares”

the Companies Ordinance (Chapter 622 of the Laws of Hong
Kong), as amended, supplemented or otherwise modified from
time to time

the Companies (Winding up and Miscellaneous Provisions)
Ordinance, Chapter 32 of the Laws of Hong Kong, as amended,
supplemented or otherwise modified from time to time

the Core Indicators for the Risk Management of Commercial
Banks (Trial) (FiZE8R17ERR BE 0488 (547)), as promulgated
by CBRC on December 31, 2005 and effective on January 1,
2006, as amended, supplemented or otherwise modified from
time to time

the Guidelines on Corporate Governance of Commercial Banks
(P17 A FIR B4R S]), as promulgated by CBRC on July 19,
2013 and effective on the same date, as amended,
supplemented or otherwise modified from time to time

the China Securities Regulatory Commission (‘P&
EREHEAT)

our director(s)

ordinary shares issued by our Bank, with a nominal value of
RMBI1.00 each, which are subscribed for or credited as paid up
in RMB

gross domestic product
gross floor area
the Hong Kong Public Offering and the International Offering

the application form(s) to be completed by the White Form
elPO Service Provider, Computershare Hong Kong Investor
Services Limited

Qingdao Haier Collective Asset Management Association
(FHEMEREETHRE), Haier  Group  Corporation
(s AE 422 7)), each established or incorporated in the PRC, and
their respective subsidiaries. For details of their shareholdings
in our Bank, see “Our History and Development” and
“Substantial Shareholders”

Computershare Hong Kong Investor Services Limited

our ordinary shares in the share capital with a nominal value of
RMB1.00 each, which are to be subscribed for and traded in
Hong Kong Dollars and are to be listed on the Hong Kong
Stock Exchange
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“HK$” or “HKD” or “Hong Kong

Dollars”

“HKMA”

“HKSCC”

“HKSCC Nominees”

“Hong Kong” or “HK”

“Hong Kong Offer Shares”

“Hong Kong Public Offering”

“Hong Kong Stock Exchange”

“Hong Kong Underwriters”

“Hong Kong Underwriting

Agreement”

“IFRS”

“International Offer Shares”

“International Offering”

Hong Kong Dollars, the lawful currency of Hong Kong

the Hong Kong Monetary Authority

the Hong Kong Securities Clearing Company Limited, a
wholly-owned subsidiary of Hong Kong Exchanges and
Clearing Limited

HKSCC Nominees Limited, a wholly-owned subsidiary of
HKSCC

the Hong Kong Special Administrative Region of the PRC

the 99,000,000 H Shares initially offered by the Bank (subject
to adjustment) pursuant to the Hong Kong Public Offering

the offer for subscription of the Hong Kong Offer Shares
(subject to adjustment) by the public in Hong Kong at the Offer
Price and on, and subject to, the terms and conditions of this
prospectus and the Application Forms, as further described in
“Structure of the Global Offering—The Hong Kong Public
Offering”

The Stock Exchange of Hong Kong Limited, a wholly-owned
subsidiary of Hong Kong Exchanges and Clearing Limited

the underwriters of the Hong Kong Public Offering listed in
“Underwriting—Hong Kong Underwriters”

the underwriting agreement dated November 19, 2015 entered
into by, among others, the Hong Kong Underwriters and us
relating to the Hong Kong Public Offering, as further described
in “Underwriting”

International Financial Reporting Standards and International
Accounting Standards (“IAS”), which include the related
standards, amendments and interpretations issued by the
International Accounting Standards Board (“IASB”)

the 891,000,000 H Shares initially offered by the Bank and the
Selling Shareholders pursuant to the International Offering
together, where relevant, with any additional H Shares that may
be issued or sold pursuant to any exercise of the Over-allotment
Option, subject to adjustment as described in “Structure of the

Global Offering”

the conditional placing of the International Offer Shares by the
International Underwriters with professional and institutional
investors for cash at the Offer Price, in the United States to
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“International Underwriters”

“International Underwriting
Agreement”

“ISP”

“Joint Bookrunners” and “Joint
Lead Managers”

B

“Joint Global Coordinators’

“Joint Sponsors”

“Large Commercial Banks”

“Large Enterprises”

“Latest Practicable Date”

QIBs in reliance on Rule 144 A and outside the United States in
offshore transactions in accordance with Regulation S, as
further described in “Structure of the Global Offering”

the group of underwriters who are expected to enter into the
International Underwriting Agreement to underwrite the
International Offering

the underwriting agreement relating to the International
Offering, which is expected to be entered into among, among
others, our Bank, the Selling Shareholders and the International
Underwriters, as further described in “Underwriting”

Intesa Sanpaolo S.p.A., a company incorporated in Italy and
one of our substantial shareholders. For details of its
shareholding in our Bank, see “Our History and Development”

Goldman Sachs (Asia) L.L.C., AMTD Asset Management
Limited, CLSA Limited, Haitong International Securities
Company Limited, ABCI Capital Limited (as to Joint
Bookrunner only), ABCI Securities Company Limited (as to
Joint Lead Manager only), China Merchants Securities (HK)
Co., Limited, Guosen Securities (HK) Capital Company
Limited, CCB International Capital Limited, Guotai Junan
Securities (Hong Kong) Limited, BNP Paribas Securities (Asia)
Limited and BANCA IMI S.p.A (in relation to the International
Offering only)

Goldman Sachs (Asia) L.L.C., AMTD Asset Management
Limited and CLSA Limited

Goldman Sachs (Asia) L.L.C. and CITIC CLSA Capital
Markets Limited

Industrial and Commercial Bank of China Limited, Agricultural
Bank of China Limited, Bank of China Limited, China
Construction Bank Corporation, and Bank of Communications
Co., Ltd., collectively

enterprises other than those classified as medium, small or
micro enterprises under the Classification Standards of Small
and Medium Enterprises. For example, industrial enterprises
with 1,000 or more employees and operating income of
RMB400 million or more shall be classified as large enterprises

November 13, 2015, being the latest practicable date for the
purpose of ascertaining certain information contained in this
prospectus prior to its publication
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DEFINITIONS AND CONVENTIONS

“Listing”

“Listing Date”

“Listing Rules”

“Mandatory Provisions”

“medium enterprises”

“micro enterprises”

“MOF”

“NAFMIT”

“NAO”

“Nationwide Joint-stock Commercial
Banks”

the listing of our H Shares on the Hong Kong Stock Exchange

the date, expected to be on or about Thursday, December 3,
2015, on which dealings in the H Shares first commence on the
Hong Kong Stock Exchange

the Rules Governing the Listing of Securities on The Stock
Exchange of Hong Kong Limited, as amended, supplemented
or otherwise modified from time to time

the Mandatory Provisions for Articles of Association of
Companies to be Listed Overseas (FI#E5h E 28w B AL L4 1HX),
which were promulgated by the former Securities Commission
of the State Council and the former State Restructuring
Commission on August 27, 1994, effective on the same date, as
amended, supplemented or otherwise modified from time to
time

the enterprises classified as medium enterprises based on the
number of their employees, operating income, and total assets
under the Classification Standards of Small and Medium
Enterprises. For example, industrial enterprises with fewer than
1,000 employees or operating income of less than RMB400
million shall be classified as SMEs, among which those with
300 or more employees and operating income of RMB20
million or more shall be classified as medium enterprises

the enterprises classified as micro enterprises based on the
number of their employees, operating income, and total assets
under the Classification Standards of Small and Medium
Enterprises. For example, industrial enterprises with fewer than
20 employees or operating income of less than RMB3 million
shall be classified as micro enterprises

the Ministry of Finance of the PRC (3 A R LA B 1 B E)

The National Association of Financial Market Institutional
Investors (' BIERAT ] T 5558 5 7 i &)

the National Audit Office of the PRC (% A R IL A0 % 51 2)

China CITIC Bank Corporation Limited, China Everbright
Bank Co., Ltd., Huaxia Bank Co., Limited, China Guangfa
Bank Co., Ltd., Ping An Bank Co., Ltd. (formerly named as
Shenzhen Development Bank Co., Ltd.), China Merchants
Bank Co., Ltd., Shanghai Pudong Development Bank Co., Ltd.,
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DEFINITIONS AND CONVENTIONS

“NBS”

“NDRC”

“non-performing loans” or “NPL”

“non-performing loan ratio” or
“NPL ratio”

‘GNSSF”

“Offer Price”

“Offer Shares”

“Over-allotment Option”

“PBoC”

“PRC Commercial Banking Law”

Industrial Bank Co., Ltd., China Minsheng Bank Corp., Ltd.,
Evergrowing Bank Co., Ltd., Zheshang Bank Co., Ltd. and
China Bohai Bank Co., Ltd., collectively

the National Bureau of Statistics of the PRC
(hEE N R AL A0 B B K St JAr)

the National Development and Reform Commission of the PRC
(N RN B R 8 AN B )

for the purposes of this prospectus, is used synonymously with
“impaired loans and advances” in Note 19 to the Accountants’
Report in Appendix I to this prospectus

the percentage ratio calculated by dividing non-performing
loans by total loans

the National Council for Social Security Fund of the PRC
(BRI g RS R E)

the final price per Offer Share in Hong Kong Dollars (exclusive
of brokerage fee of 1%, SFC transaction levy of 0.0027% and
Hong Kong Stock Exchange trading fee of 0.005%) at which
the H Shares are to be subscribed for and issued pursuant to the
Global Offering. For details, see “Structure of the Global
Offering”

the Hong Kong Offer Shares and the International Offer Shares
together, where relevant, any additional H Shares to be issued
and sold pursuant to the exercise of the Over-allotment Option

the option to be granted by our Bank and the Selling
Shareholders to the International Underwriters exercisable by
the Joint Global Coordinators on behalf of the International
Underwriters pursuant to which our Bank and the Selling
Shareholders may be required to allot and issue or sell up to an
aggregate of 148,500,000 additional H Shares (representing
approximately 15% of the initial Offer Shares), at the Offer
Price, solely to cover over-allocations in the International
Offering, if any, details of which are described in
“Underwriting—The International Offering”

The People’s Bank of China (B A R4R17), the central bank of
the PRC

the  Commercial Banking Law of the PRC
(hE A R MBI P 28R 171%), which was promulgated by the 13th
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DEFINITIONS AND CONVENTIONS

“PRC Company Law”

“PRC GAAP”

“PRC PBoC Law”

“PRC Banking Supervision and
Regulatory Law”

“Price Determination Date”

“QIBS”

“Qingdao Conson”

“Qingdao Metro Group”

“Qingdao Port”

session of the Standing Committee of the 8th National People’s
Congress on May 10, 1995 and became effective on July 1,
1995, as amended, supplemented or otherwise modified from
time to time

the Company Law of the PRC (+#: ARILAIE 22 7i%), as enacted
by the 5th session of the Standing Committee of the 8th
National People’s Congress on December 29, 1993 and became
effective on July 1, 1994, as amended, supplemented or
otherwise modified from time to time

the PRC Accounting Standards for Business Enterprises
(B4 EEHER) promulgated by MOF and its supplementary
regulations, as amended, supplemented or otherwise modified
from time to time

the Law of the People’s Bank of China of the PRC
(hEE N RIEREY P A R ER4T35), which was promulgated by the
3rd session of the 8th National People’s Congress on March 18,
1995 and became effective on the same date, as amended,
supplemented or otherwise modified from time to time

the Banking Supervision and Regulatory Law of the People’s
Republic of China ('# A RILRIE 81726 BB #12%), which was
promulgated by the 6th session of the Standing Committee of
the 10th National People’s Congress on December 27, 2003
and became effective on February 1, 2004, as amended,
supplemented or otherwise modified from time to time

the date, expected to be on or around Wednesday,
November 25, 2015, but in any event no later than Wednesday,
December 2, 2015, on which the Offer Price is fixed for the
purposes of the Global Offering

qualified institutional buyers as defined in Rule 144A

Qingdao Conson Industrial Co., Ltd. (F&EEHEARAF), a
company incorporated in the PRC and one of our substantial
shareholders. For details of its shareholding in our Bank, see
“Our History and Development”

Qingdao Metro Group Co., Ltd. (4 & i85k [ A FR A )

Qingdao Port (Group) Co., Ltd. (F 55 (5£H) ARAR)
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DEFINITIONS AND CONVENTIONS

“Regulation S”

“Related Party” or “Related Parties”

“Related Party Transaction(s)”

“RMB” or “Renminbi”

“Rothschilds”

“Rule 144A”

“SAFE”

“SAIC”

“Sale Shares”

“SASAC”

€CSAT”

Regulation S under the U.S. Securities Act

has the meaning ascribed to it under the Administrative
Measures for the Related Party Transactions between the

Commercial Banks and their Insiders or Shareholders
(7 SR T B PR 38 A JSe S B 52 2 i BLUTE) promulgated by CBRC

has the meaning ascribed to it under the Administrative
Measures for the Related Party Transactions between the
Commercial Banks and their Insiders or Shareholders
promulgated by CBRC

Renminbi, the lawful currency of the PRC

Rothschilds  Continuation Holdings AG, a company
incorporated in Switzerland and one of our shareholders. For
details of its shareholding in our Bank, see “Our History and
Development”

Rule 144 A under the U.S. Securities Act

the State Administration of Foreign Exchange of the PRC
(FhEE N\ B IL N [ 2 S A L))

the State Administration for Industry and Commerce of the
PRC (3 A RN B0 K TR A7 B BELARUR))

the 90,000,000 H Shares to be sold by the Selling Shareholders
in the Global Offering (assuming the Over-allotment Option is
not exercised); and, where relevant, any additional H Shares
which may be sold by the Selling Shareholders pursuant to the
exercise of the Over-allotment Option; for more information,
see “Share Capital—Transfer and Sale of State-owned Shares”.
The Selling Shareholders will convert an equal number of
Domestic Shares held by them to be offered for sale as the Sale
Shares, subject to any adjustments as provided in “Structure of
the Global Offering—Selling Shareholders”; references to
“Sale Shares” shall include, where the context requires, the
Domestic Shares from which the Sale Shares are converted

the State-owned Assets Supervision and Administration
Commission of the State Council
(e N RIL AN RS Be I A B R B

the State Administration of Taxation of the PRC
(F i AR A0 I [ 5 D)
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DEFINITIONS AND CONVENTIONS

“Selling Shareholders”

ccchn

€CSFO”

“Shanghai-Hong Kong Stock
Connect”

“Shares”

“Shareholder(s)”
“SHIBOR”

“small enterprises”

“SMES”

“Special Regulations”

18 selling shareholders whose names and their respective
number of Sale Shares are further described in “Information
about this Prospectus and the Global Offering—Selling
Shareholders”

the Securities and Futures Commission of Hong Kong

the Securities and Futures Ordinance (Chapter 571 of the Laws
of Hong Kong), as amended, supplemented or otherwise
modified from time to time

a securities trading and clearing links program developed by
the Hong Kong Stock Exchange, Shanghai Stock Exchange,
HKSCC and the China Securities Depository and Clearing Co.,
Ltd. for the establishment of mutual market access between
Hong Kong and Shanghai, including Southbound Trading and
Northbound Trading

our ordinary shares in the share capital with a nominal value of
RMB1.00 each

the holder(s) of the Shares
the Shanghai Interbank Offered Rate

the enterprises classified as small enterprises based on the
number of their employees, operating income, and total assets
under the Classification Standards of Small and Medium
Enterprises. For example, industrial enterprises with fewer than
300 employees or operating income of less than RMB20
million shall be classified as small or micro enterprises, among
which those with 20 or more employees and operating income
of RMB3 million or more shall be classified as small
enterprises

the enterprises classified as micro enterprises, small enterprises
and medium enterprises based on the number of their
employees, operating income, and total assets under the
Classification Standards of Small and Medium Enterprises. For
example, industrial enterprises with fewer than 1,000
employees or operating income of less than RMB400 million
shall be classified as SMEs

the Special Regulations of the State Council on the Overseas
Offering and the Listing of Shares by Joint Stock Limited
Companies (255 B B B 347 R w358 S0 55 B fy B BT AS HIBLE),
which was promulgated by the State Council on August 4,
1994, as amended, supplemented or otherwise modified from
time to time
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DEFINITIONS AND CONVENTIONS

“Stabilizing Manager”
“State Council”
“Supervisor(s)”

“Track Record Period”

“Underwriters”

“Underwriting Agreements”

“Unlisted Foreign Shares” or
“Foreign Shares”

“US$”, “USD” or “U.S. dollars”

“U.S. Securities Act”

“White Application Form(s)”

“White Form e[PO”

“White Form eIPO Service Provider”

“Yellow Application Form(s)”

Goldman Sachs (Asia) L.L.C.
the State Council of the PRC (% A RILAIEL B F5 i)
our supervisor(s)

the three years ended December 31, 2012, 2013 and 2014 and
the six months ended June 30, 2015

the Hong Kong Underwriters and the International
Underwriters

the Hong Kong Underwriting Agreement and the International
Underwriting Agreement

unlisted ordinary shares issued by our Bank, with a nominal
value of RMB1.00 each, which are held by ISP and Rothschilds
prior to the Listing

United States dollars, the lawful currency of the United States
of America

the United States Securities Act of 1933, as amended, and the
rules and regulations promulgated thereunder

the application form(s) for use by the public who require(s)
such Hong Kong Offer Shares to be issued in the applicant’s
own name

the application for Hong Kong Public Offer Shares to be issued
in the applicant’s own name by submitting applications online
through the designated website of White Form eIPO Service at
www.eipo.com.hk

Computershare Hong Kong Investor Services Limited

the application form(s) for use by the public who require(s)
such Hong Kong Offer Shares to be deposited directly into
CCASS

Certain amounts and percentage figures included in this prospectus have been subject to

rounding adjustments. Accordingly, figures shown as totals in certain tables may not be an arithmetic
aggregation of the figures preceding them.

Unless the context otherwise requires, the terms including “associate(s)”, “close associate(s)”,
“connected person(s)”, “‘connected transaction(s)” and ‘“substantial shareholder(s)” shall have the
meanings ascribed to them under the Listing Rules.
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DEFINITIONS AND CONVENTIONS

Assets under management of the financial market business referred to in this prospectus
include deposits with banks and other financial institutions, placements with banks and other financial
institutions, financial assets measured at fair value and the change to which is included in the current
profits and losses, financial assets held under resale agreements, financial investments and balance of
non-principal-protected wealth management products.

For the ease of reference, in this prospectus, unless otherwise indicated, we use the terms
“loans and advances to customers”, “loans” and “loans to customers” synonymously.

If there are any inconsistencies between the Chinese names of entities or enterprises
established in China and their English translations, the Chinese names shall prevail.
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FORWARD-LOOKING STATEMENTS

This prospectus contains certain forward-looking statements and information relating to us that
are based on the beliefs of, assumptions made by and information currently available to our
management. When used in this prospectus, the words “aim”, “anticipate”, “believe”, “could”,
“predict”, “potential”, “continue”, “expect”, “going forward”, “intend”, “may”, “ought to”, “plan”,
“project”, “seek”, “should”, “will”, “would” and the negative forms of these words and other similar
expressions, as they relate to our Bank or our management, are intended to identify forward-looking
statements. Such statements reflect the current views of our Bank’s management with respect to future
events, operations, liquidity and capital resources, some of which may not materialize or may change.
These statements are subject to certain risks, uncertainties and assumptions, including the other risk
factors as described in this prospectus. You are strongly cautioned that reliance on any forward-looking
statements involves known and unknown risks and uncertainties. The risks and uncertainties facing our
Bank which could affect the accuracy of forward-looking statements include, but are not limited to, the
following:

®  our operations and business prospects, including our development plans for our existing
and new products;

® our business development strategies and initiatives to implement these strategies;

® general economic, market and business conditions in Qingdao, Shandong Province or the
PRC and any changes thereto;

®  our existing risk management system and our ability to improve such system;

®  our dividend policy;

®  our financial condition, results of operation and performance;

® the amount and nature of, potential for and future development of, our business;

® future developments, trends and conditions in the industry and markets in which we
operate;

® changes to the regulatory environment and general outlook in the industry and markets in
which we operate;

® the products, actions and developments of our competitors;
® general political and economic conditions; and

®  capital market developments.

Subject to the requirements of applicable laws, rules and regulations, we do not intend to
update or otherwise revise the forward-looking statements in this prospectus, whether as a result of
new information, future events or otherwise. As a result of these and other risks, uncertainties and
assumptions, the forward-looking events and circumstances discussed in this prospectus might not
occur in the way we expect, or at all. Accordingly, you should not place undue reliance on any
forward-looking information. The forward-looking statements in this prospectus are qualified by
reference to the cautionary statements set out in this section.
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RISK FACTORS

You should carefully consider all of the information in this prospectus, including the
risks and uncertainties described below, before making an investment in our H Shares. Our
business, financial condition and results of operation could be materially and adversely
affected by any of these risks. The trading price of our H Shares could significantly decrease
due to any of these risks, and you may lose part or even all of your investment. You should also
pay particular attention to the fact that we are a PRC company and are governed by a legal and
regulatory system which in some respects may differ from those prevailing in other countries.
For more information concerning the laws and regulatory systems of the PRC and certain
related matters discussed below, see “Supervision and Regulation”, Appendix IV— “Summary
of Principal Legal and Regulatory Provisions” and Appendix V— “Summary of Articles of
Association”.

RISKS RELATING TO OUR BUSINESS

If we are unable to effectively maintain the quality of our loan portfolio, our business, financial
condition and results of operation may be materially and adversely affected.

Our gross loans and advances to customers were RMB45,723 million, RMB55,630 million,
RMB62,988 million and RMB69,959 million as of December 31, 2012, 2013 and 2014 and June 30,
2015, respectively. As of the same dates, our NPL ratio was 0.76%, 0.75%, 1.14% and 1.19%,
respectively. Our financial condition and results of operation will be affected by our ability to maintain
or improve the quality of our loan portfolio. We cannot assure you that the quality of our loans to
customers will not deteriorate. Deterioration in the overall quality of our loan portfolio may occur due
to a variety of reasons, including a slowdown of the PRC and Shandong Province economies, other
adverse macroeconomic developments in China and other regions and outbreak of disasters, all of
which may adversely affect the businesses, operations or liquidity of our borrowers or their ability to
service their debt. Any deterioration in our asset quality may lead to significant increases in our
non-performing loans, allowance for impairment losses and loans written off due to impairment, which
may materially and adversely affect our business, financial condition and results of operation.

Our allowance for impairment losses on loans may not be sufficient to cover the actual losses on
our loan portfolio in the future.

Our allowance for impairment losses on loans and advances to customers was RMB1,227 million,
RMB1,524 million, RMB1,740 million and RMB1,823 million as of December 31, 2012, 2013 and 2014
and June 30, 2015, respectively, and our allowance coverage ratio was 352.59%, 365.47%, 242.34% and
218.59%, respectively. Our allowance to gross loan ratio for our customer loans was 2.68%, 2.74%,
2.76% and 2.61%, respectively, as of the same dates. We made net provisions for impairment losses on
loans to customers of RMB283 million, RMB347 million and RMB360 million in 2012, 2013 and 2014,
respectively. For the six months ended June 30, 2015, we made a net provision of RMB220 million for
impairment losses on loans to customers. The amount of allowance for impairment losses is based on our
assessment of various factors affecting the quality of our loan portfolio under IAS 39. These factors
include our borrowers’ operational and financial condition, repayment ability and repayment intention,
the realizable value of any collateral and the ability of the guarantors of our customers to fulfill their
obligations, as well as China’s economic, legal and regulatory environment. Many of these factors are
beyond our control, and therefore our assessment and expectations on these factors may differ from their
future developments. In addition, our allowance for impairment losses may increase as a result of
changes in future regulatory and accounting policies, deviations in loan classification, or adoption of a
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RISK FACTORS

more conservative provisioning practice. Any of the above factors may significantly reduce our profit and
materially and adversely affect our business, financial condition and results of operation.

We face concentration risks from our credit exposure to certain industries and borrowers.

As of December 31, 2012, 2013 and 2014 and June 30, 2015, our corporate loans represented
75.4%, 75.7%, 74.3% and 73.5%, respectively, of our gross loans and advances to customers. As of
June 30, 2015, loans to the manufacturing industry and the wholesale and retail industry represented
37.6% and 14.8% of our corporate loans, respectively, and non-performing loans to the manufacturing
industry and the wholesale and retail industry accounted for 37.7% and 50.2% of our total non-
performing corporate loans, respectively.

Any deterioration in any of the industries in which our loans are highly concentrated or any
deterioration in the financial condition or results of operation of our borrowers in the relevant
industries could undermine the quality of our existing loans and our ability to grant new loans to
relevant industries, which in turn could materially and adversely affect our business, financial
condition and results of operation.

As of June 30, 2015, loans to our ten largest single borrowers totaled RMB6,110 million,
representing 40.31% of our regulatory capital, which were all classified as normal. At the same date,
our credit exposure to our ten largest group customers totaled RMB8,672 million, representing 57.22%
of our regulatory capital. If the quality of any of these loans deteriorates or becomes non-performing,
our asset quality could deteriorate significantly, and our financial condition and results of operation
could be materially and adversely affected.

The collateral or guarantees securing our loans and advances to customers may not be sufficient
or fully realizable.

As of June 30, 2015, 42.8%, 10.7% and 39.3% of our loans and advances to customers were
secured by mortgages, pledges and guarantees, respectively. The collateral securing our loans and
advances to customers primarily comprised land use rights, buildings and houses, machinery and
equipment, equity securities, bonds, certificates of deposit and other assets. The value of the collateral
securing our loans may fluctuate and decline due to various factors beyond our control, including
macroeconomic factors affecting China. For example, a slowdown in the PRC economy may lead to a
downturn in the real estate market, which may in turn result in declines in the value of the real estate
securing our loans to levels below the outstanding principal balance of such loans. In addition, we
cannot assure you that our assessment of the values of collateral will be accurate at all times. If our
collateral proves to be insufficient to cover the related loans, we may have to obtain additional
collateral from the borrowers and there is no assurance that we would be able to do so. Declines in the
price of our collateral or our inability to obtain additional collateral may result in additional allowance
for loan impairment, which may materially and adversely affect our business, financial condition and
results of operation.

In the PRC, the procedures for liquidating or otherwise realizing the value of collateral may be
time-consuming, the value of collateral may not be fully realized, and it may be difficult to enforce
claims in respect of such collateral. In addition, under certain circumstances, other claims may be
senior or prior to our claims to the collateral securing our loans. All of the foregoing factors could
adversely affect our ability to realize the value of the collateral securing our loans in a timely manner
or at all.
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RISK FACTORS

The guarantees under our guaranteed loans are generally not backed by collateral or other
security interests. In addition, some of the guarantees are provided by affiliates of the relevant
borrower, so that certain factors which result in a borrower’s inability to repay a guaranteed loan in full
and on time may also affect the guarantor’s ability to fully perform its guarantee obligations and,
therefore, expose us to additional risks. Furthermore, we are subject to the risk that a court or any other
judicial or government authority may declare a guarantee invalid or otherwise decline or fail to enforce
such guarantee. We are therefore exposed to the risk that we may not be able to recover all or part of
our guaranteed loans. If we are unable to dispose of assets of borrowers and guarantors or if the
guarantors fail to fully perform their guarantee obligations on a timely basis, our business, financial
condition and results of operation may be adversely affected.

As of June 30, 2015, unsecured loans accounted for 7.2% of our loans and advances to
customers. We grant such unsecured loans mainly based on our credit evaluation of such customers.
We cannot assure you that our credit assessments of such customers are or will be accurate at all times,
or that such customers will repay their loans in full and on time. As we only have general claims on the
assets of defaulting borrowers under unsecured loans, we are exposed to a relatively high risk of losing
the entire amounts outstanding under such loans, which may adversely affect our business, financial
condition and results of operation.

We are exposed to risks arising from loans granted to small and micro enterprises.

We are exposed to credit risks arising from loans granted to small and micro enterprises. As of
December 31, 2012, 2013 and 2014 and June 30, 2015, our corporate loans to small and micro
enterprises represented 43.2%, 41.3%, 48.6% and 48.1%, respectively, of our total corporate loans.
Small and micro enterprises are more vulnerable to macroeconomic fluctuations, as they may lack the
financial, management or other resources necessary to withstand the adverse effects brought by
economic slowdown or changes in the regulatory environment as compared with larger enterprises. In
addition, we may not be able to obtain all the information on small and micro enterprises which is
necessary for us to assess their credit risk. Our non-performing loans may increase significantly due to
the effects caused by the economic slowdown or unfavorable changes in the regulatory environment on
our small and micro enterprise customers, which may materially and adversely affect our business,
financial condition and results of operation.

Our asset quality, financial condition or results of operation may be materially and adversely
affected if the repayment ability of local government financing vehicles deteriorates or the
government policies affecting local government financing vehicles change.

Similar to other commercial banks in the PRC, we provide loans to local government financing
vehicles. Local government financing vehicles refer to corporate entities with independent legal
capacity established by local governments as well as other departments and institutions through fiscal
budget allocation or injection of assets such as land and equity, responsible for financing government-
invested projects. Our borrowers who are local government financing vehicles typically use loan
proceeds to make investments in infrastructure, relocation of residents from, and renovation of, old
districts and development of public interest projects, and repay us with operating cash flows generated
from such projects and local government budget. For example, Qingdao City Construction Investment
(Group) Company Limited (% Sl (M) HRFEILAF), one of our top ten group customers,
is one of the largest companies invested by the Qingdao Government, which is mainly engaged in
infrastructure construction in urban and rural areas as well as tourism. As of June 30, 2015, our loans
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to local government financing vehicles amounted to RMB3,698 million, representing 7.2% of our total
loans and advances to corporate customers. A majority of these loans were secured by collateral or
guarantees. In addition, as of June 30, 2015, none of our loans to local government financing vehicles
was non-performing. See “Risk Management—Credit Risk Management”.

Apart from extending loans to local government financing vehicles, we also provide financing
to local government financing vehicles through our investments in debt securities issued by corporate
issuers, trust fund plans and asset management plans. As of December 31, 2012, 2013 and 2014 and
June 30, 2015, our total credit exposure to local government financing vehicles amounted to
RMB4,027 million, RMB6,290 million, RMB14,793 million and RMB16,613 million, respectively,
representing 4.0%, 4.6%, 9.5% and 9.8%, respectively, of our total assets at the corresponding dates.
The following table sets forth a breakdown of our total exposure to local government financing
vehicles as of the dates indicated.

As of December 31, As of June 30,
2012 2013 2014 2015
(in millions of RMB)
L0ans .. 3,627 3,580 4,043 3,698
Bond Investments ... ....... ... — 510 1,010 980
Trustfund plans .......... ... 400 1,500 6,260 4,640
Asset management plans .. ........ ... — 700 3,480 7,295
Total exposure to local government financing vehicles . ............ 4,027 6,290 14,793 16,613

Pursuant to applicable PRC regulations, unless otherwise provided by laws and the State
Council, local governments and their departments, organizations, and institutions funded primarily by
fiscal budget are not permitted to provide guarantees for the financing activities of local government
financing vehicles by using fiscal income or state-owned assets of administrative institutions or
otherwise directly or indirectly. In addition, many projects sponsored by local government financing
vehicles are carried out primarily for public interest purposes and are not necessarily commercially
viable and, therefore, the operating cash flows generated from such projects may not be sufficient to
cover the principal of and interest on the relevant loans. As a result, the ability of a local government
financing vehicle to repay its loans may depend, to a significant extent, on its ability to receive
financing support from the government, whose support may not always be available due to the
government’s liquidity, budgeting priorities and other considerations. In recent years, the State
Council, CBRC and PBoC, together with several other PRC regulatory authorities, have promulgated a
series of notices, guidelines and other regulatory measures that direct PRC banks and other financial
institutions to improve and strengthen their risk management measures regarding loans to local
government financing vehicles. For further details, see “Supervision and Regulation—Regulations on
Principal Commercial Banking Activities”.

We have adopted measures both on our own initiative and in response to these regulatory
directives to control our risk exposure to local government financing vehicles, including strengthening
credit extension and monitoring mechanism and establishing risk alert systems for loans to local
government financing vehicles. For details of such measures, see “Risk Management—Credit Risk
Management”. Slowdown in macroeconomy, unfavorable changes in governmental policies,
deterioration in the financial condition of local governments and other factors may undermine the
repayment capabilities of relevant local government financing vehicles, which may in turn materially
and adversely affect our asset quality, financial condition and results of operation. We cannot assure
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you that the measures taken by us are sufficient to protect us against any default by local government
financing vehicle borrowers.

We are subject to risks relating to our investments in non-standard credit assets.

During the Track Record Period, we made investments in non-standard credit assets, including
trust fund plans, asset management plans, wealth management products issued by financial institutions,
beneficiary rights in margin financing business, and beneficiary certificates. For a detailed description
of these non-standard credit assets, see “Business—Our Principal Business Lines—Financial Market
Business—Investment Business”.

As of December 31, 2012, 2013 and 2014 and June 30, 2015, the balance of our investments in
non-standard credit assets with funds at our disposal amounted to RMB782 million, RMB20,293
million, RMB27,461 million and RMB37,619 million, respectively, representing 0.8%, 15.0%, 17.6%
and 22.2%, respectively, of our total assets at the corresponding dates. For the years ended
December 31, 2012, 2013 and 2014 and the six months ended June 30, 2015, interest income from our
investments in non-standard credit assets amounted to RMB11 million, RMB627 million, RMB1,391
million and RMBI1,040 million, respectively, representing 0.2%, 10.2%, 18.3% and 27.9%,
respectively, of our total interest income for those periods.

Income from these non-standard credit assets is generally fixed or determinable. The repayment
of principal of and returns on such assets is typically guaranteed by financial institutions in the PRC or
secured by collateral provided by ultimate borrowers, including properties, land use rights and
certificates of deposit. In order to control risks, we typically conduct due diligence investigations on
the ultimate borrowers and the financed projects underlying the trust fund plans for single beneficiaries
in accordance with our review and approval procedures for corporate loans, and assess the
creditworthiness and qualifications of the respective trust companies, securities companies and other
relevant financial institutions (where applicable) for other non-standard credit assets. See “Risk
Management—Credit Risk Management—Credit Risk Management for Our Financial Market
Business—Risk Management for Our Investments in Non-standard Credit Assets”. We may not be
able to receive repayment of principal of and returns on these non-standard credit assets as a result of
material and adverse changes to the financial conditions of the trust companies, securities companies or
the ultimate borrowers. We may not be able to rely on the guarantees, or liquidate or realize the value
of the collateral, provided by the ultimate borrowers, as such guarantees and collateral are provided to
the trust companies and securities companies instead of us.

Investments in non-standard credit assets carry certain credit risk. We make investment
decisions based on our own assessment of the issuers of these non-standard credit asset products and
the ultimate borrowers for such products to achieve the agreed-upon return rates. If the agreed-upon
return rates cannot be achieved or the principal of our investments cannot be repaid, we primarily rely
on the issuers to reduce our losses and exercise our rights under the related contracts and guarantees to
recover losses from the issuers and the guaranteeing financial institutions (if any). We do not have
direct recourse to the ultimate borrowers or their guarantors in the underlying transactions. In addition,
as non-standard credit assets are not traded on the PRC interbank market or stock exchanges, and there
has not yet been an active trading market for non-standard credit assets, their liquidity is limited. As a
result, we generally hold our non-standard credit assets to maturity.

Although PRC regulatory authorities do not currently restrict commercial banks from investing
in non-standard credit assets, there can be no assurance that future changes in regulatory policies will
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not restrict commercial banks in China, including us, from investing in non-standard credit assets. In
addition, adverse regulatory developments relating to these types of investments could cause declines
in the value of the investment portfolio held by us and, as a result, may adversely affect our business,
financial condition and results of operation.

We are subject to risks relating to wealth management products.

In recent years, we have increased the volume and expanded the range of wealth management
products offered to our customers. As of June 30, 2015, the outstanding balance of our principal-
protected wealth management products amounted to RMB3,825 million and the outstanding balance of
our non-principal-protected wealth management products amounted to RMB26,922 million.

We have invested the funds raised from our wealth management products in, among other
things, money market instruments, bonds, non-standard credit assets and equity products. Compared to
money market instruments and bonds, investments in non-standard credit assets may involve certain
risks that are beyond our control. For the years ended December 31, 2012, 2013 and 2014 and the six
months ended June 30, 2015, our investments in non-standard credit assets with funds raised from our
wealth management products amounted to RMB1,264 million, RMB3,470 million, RMB5,347 million
and RMB4,968 million, respectively, representing 22.3%, 34.0%, 21.9% and 16.2%, respectively, of
the outstanding balance of our wealth management products at the corresponding dates.

As most of the wealth management products issued by us are non-principal-protected, we are
not liable for any loss suffered by the investors in these products. However, to the extent the investors
suffer losses on these wealth management products, our reputation may be negatively affected and we
may also suffer a loss of business and customer deposits. Furthermore, we may eventually bear losses
for non-principal-protected products if the investors bring lawsuits against us and the court rules that
we are liable for inadequate disclosure or otherwise.

In addition, the tenors of wealth management products issued by us are often shorter than those
of their underlying assets. This mismatch subjects us to liquidity risk and requires us to issue new
wealth management products, sell the underlying assets or otherwise address the funding gap when
existing wealth management products mature. PRC regulatory authorities have introduced regulatory
policies to restrict the size of PRC commercial banks’ investments in non-standard credit assets with
funds raised from wealth management products. See “Supervision and Regulation—Regulations on
Principal Commercial Banking Activities—Wealth Management”. If PRC regulatory authorities
further restrict the wealth management business of PRC commercial banks, it could adversely affect
our business, financial condition and results of operation.

We mainly rely on customer deposits to fund our business.

As a commercial bank, customer deposits remain our primary funding source. We rely on the
growth in customer deposits to expand our loan business and meet other liquidity needs. Decreases in
customer deposits will reduce our funding sources, which, in turn, will reduce our ability to extend new
loans while meeting liquidity requirements. In recent years, our customer deposits have continued to
grow. Our total customer deposits amounted to RMB75,648 million, RMB96,284 million,
RMB101,734 million and RMB101,971 million as of December 31, 2012, 2013 and 2014 and June 30,
2015, respectively. However, there are various factors affecting the growth in our deposits, some of
which are beyond our control, such as economic and political conditions, the availability of alternative
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investment products and changes in customers’ preference for savings. As a result, we cannot assure
you that we will be able to maintain the growth in our customer deposits at a pace that is sufficient to
support our expanding business.

In addition, as of June 30, 2015, 85.6% of our total deposits from customers were demand
deposits or time deposits due within one year. At the same date, 58.9% of our gross loans to customers
were due within one year. There is a mismatch between the maturities of our liabilities and those of our
assets. Based on our experience, a substantial portion of our short-term customer deposits are rolled
over upon maturity, and these deposits have always represented a relatively stable source of funding.
However, due to the increased availability of wealth management products and other investment
products on the PRC financial markets as well as the financial disintermediation in recent years, certain
customers may withdraw their deposits and invest in alternative products.

If we are unable to maintain the growth rate of our customer deposits, or a substantial portion of
our customers withdraw their demand deposits or do not roll over their time deposits upon maturity,
our ability to meet capital and other liquidity requirements may be materially and adversely affected
and, as a result, we may need to seek funding from alternative sources, which may not be available on
commercially acceptable terms. As a result, our business, financial condition and results of operation
may be materially and adversely affected.

Our current risk management systems may not adequately protect us against credit, market,
liquidity, operational and other risks.

Our risk management capabilities are limited by the information, tools or technologies available
to us. For example, we may not be able to effectively monitor credit risk due to limited information
sources or tools. In recent years, we have undertaken various initiatives to strengthen our risk
management capabilities, including improving our internal credit rating mechanisms, operational risk
management, measurement tools to assess market risk and liquidity risk, legal risk management, and
reputational risk management and continually upgrading our information technology system. However,
our ability to successfully execute such mechanisms and operate such systems and to monitor and
analyze their effectiveness is subject to continuous testing and improvement. See “—Our business is
highly dependent on the proper functioning and improvement of our information technology systems.”

If we are not able to effectively improve our risk management and internal control policies,
procedures and systems, or if we are not able to achieve the intended results of such policies,
procedures or systems in a timely manner, our asset quality, business, financial condition and results of
operation may be materially and adversely affected.

We may have difficulties in meeting capital adequacy and other regulatory requirements in the
future.

We are subject to capital adequacy regulations set by CBRC. See “Supervision and
Regulation—Supervision over Capital Adequacy”. Pursuant to the requirements of PRC banking
regulatory authorities, our capital adequacy ratios of each tier shall remain no lower than the minimum
capital adequacy requirements under the Capital Administrative Measures during the transitional
period for the implementation thereof. Calculated in accordance with the Capital Administrative
Measures, as of June 30, 2015, our core tier-one capital adequacy ratio, tier-one capital adequacy ratio
and capital adequacy ratio was 10.10%, 10.10% and 12.78%, respectively, all of which satisfy the
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requirements of PRC banking regulatory authorities. CBRC may increase the minimum capital
adequacy requirements or change the methodology for calculating regulatory capital or capital
adequacy ratios or we may otherwise be subject to new capital adequacy requirements.

Our ability to satisfy the current regulatory capital adequacy requirements could be adversely
affected as a result of deterioration in our financial condition, including deterioration in the quality of
our assets, such as an increase in non-performing loans, and a decline in our profitability. If our growth
places capital demands on us in excess of what we are able to generate internally or raise in the capital
markets, we may need to seek additional capital through alternative means. However, we may not be
able to obtain additional capital on commercially acceptable terms in a timely manner or at all. Our
ability to obtain additional capital may also be restricted by a number of factors, including our future
business, financial condition, results of operation and cash flows, conditions prescribed by PRC law
and regulatory approvals, general market conditions for capital-raising activities by commercial banks
and other financial institutions, as well as economic, political and other conditions both within and
outside China. We may face increased compliance and capital costs as a result of these capital
requirements. Furthermore, as these capital adequacy requirements place restrictions on the ability of
banks to leverage on their capital to achieve growth in their loan portfolios, our results of operation
may be materially and adversely affected, and our capacity to further grow our business may be
constrained. If at any time in the future we fail to meet these capital adequacy requirements, CBRC
may take a series of measures upon us, including, for example, imposing restrictions on our lending
and investment activities, restricting the growth of our loans and other assets, declining our application
to launch new businesses or restricting our ability to declare or pay dividends. Such measures may
materially and adversely affect our business, financial condition and results of operation.

We may not be able to successfully manage the growth of our overall business.

Our operating income was RMB2,887 million, RMB3,556 million and RMB4,365 million in
2012, 2013 and 2014, respectively. Our operating income was RMB2,399 million for the six months
ended June 30, 2015, representing an increase of 8.2% from the same period in 2014. However, we
may not be able to successfully maintain our growth if we fail to offer new products or provide new
services to attract new customers, improve our marketing or expand our sales channels. We also may
not succeed in expanding our branch network to establish our brand name in new markets and reach
new customers. Our growth is closely related to the PRC economy as well as other macroeconomic
factors affecting the PRC (and Shandong Province in particular), such as GDP growth, the inflation
rate and changes in laws and regulations relating to the banking and financial industry. We may not be
able to successfully maintain our growth rates due to any unfavorable change in one or more of the
above factors or other factors.

In addition, the management of our growth requires, and will continue to require, substantial
managerial and operational resources. We may not be able to retain and attract qualified personnel to
satisfy our growth needs. See “—We rely on the continuing efforts of our key personnel and may not
be able to recruit or retain a sufficient number of qualified staff.” We may also need additional capital
in the future, and we may not be able to obtain such capital on commercially acceptable terms to
support the development of our business. Any occurrences of the above factors may materially and
adversely affect our business, financial condition and results of operation.
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We face uncertainties associated with national and local government policies and initiatives
which are adopted to promote local economic development, and we are also exposed to risks due
to our business and operational concentration in Qingdao.

We benefit from favorable policies adopted by the national and local governments to promote
the economic development of Shandong Province and Qingdao. In 2011, the State Council approved
the Plan for the Development of the Blue Economic Zone in the Shandong Peninsula
(CLBR B B 0 5637 15 55 J L)), which is the first strategy approved in the 12th Five-Year Plan of the
PRC government. Qingdao is one of the five cities specifically designated in China’s state plans
(7T #%517) and a major coastal city in the PRC. Recently, the PRC government announced a strategy
to grow economic activity and trade along the “Silk Road Economic Belt (#4812 B A1), the “21st
Century Maritime Silk Road (214 F##41.28)”, and the so-called “One Belt and One Road
(—#—B%)”, which joins in Shandong Province and Qingdao. Moreover, the West Coast New Area of
Qingdao has become the ninth national-level new district in the PRC, and the Development Plan of
Blue Silicon Valley of Qingdao ({5 5% #: (L %5 ¥ 4i#1)) has been approved by the State Council.

We believe these policies are instrumental in the economic growth of Shandong Province and
Qingdao, and expect our business to continue to benefit from these favorable government policies and
initiatives and the business opportunities presented in connection with local economic growth.
However, we cannot guarantee that the PRC government will maintain its favorable policies in
promoting the development of Qingdao. Any discontinuation or unfavorable change in such policies
may adversely affect our business, financial condition and results of operation.

Furthermore, our business and operations are primarily concentrated in Qingdao. As of June 30,
2015, 65.7% of our loans and 76.0% of our deposits were originated from our outlets in Qingdao.
Although our business originated outside of Qingdao has increased gradually, most of our business and
operations will remain in Qingdao and Shandong Province for the foreseeable future. Therefore, our
continued growth depends to a large extent on the continued growth of the economy of Shandong
Province and Qingdao and we are exposed to risks arising from concentration of credit in Shandong
Province and Qingdao in terms of distribution of customers and geographical coverage. The GDP
growth in the PRC and Shandong Province has experienced slowdowns in recent years. Any adverse
change in the economic development of or any significant natural disaster or catastrophic event
occurring in Shandong Province or Qingdao may materially and adversely affect our business,
financial condition and results of operation.

We will be exposed to various risks as we expand the range of our products and services and our
branch network.

We have continued to expand our offerings of products and services to our customers since our
establishment and we will continue to implement our expansion plan in the future. We rely to a great
extent on interest income. Net interest income has historically been the largest component of our
operating income, representing more than 80% of our operating income in 2012, 2013 and 2014 and
the six months ended June 30, 2015, respectively. As part of our growth strategy, we plan to introduce
more fee- and commission-based products and services, such as a direct sales banking platform, credit
cards and financial advisory services. We also proactively seek to pursue alliances with other financial
service providers in China to offer a broader range of financial products that complement our existing
products. Our expansion in our offerings of products and services has exposed and will continue to
expose us to new and potentially increasingly challenging market and operational risks. As of June 30,
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2015, we had 86 outlets in 9 cities in Shandong Province, including our head office and outlets. We
also plan to further expand our branch network. However, our business plan to further expand the
branch network may not be implemented successfully. If we fail to expand our business, our growth
rate, financial condition and results of operation may be affected.

We face various risk factors in terms of our business expansion:
®  our experience and expertise in managing new products and services;
®  our ability to recruit additional qualified staff;

®  our ability to provide satisfactory customer service, such as providing sufficient products
and service information and handling customer complaints;

® acceptance of new products by our customers;

®  our ability to establish an effective management team or to enhance our risk management
systems and information technology system to support a broader range of products and
services;

® our ability to identify and effectively manage all potential risks associated with our
products and services; and

® the actions of our competitors and other financial service providers.

If we are unable to offer more fee- and commission-based products and other non-interest
income products and services, we may continue to rely heavily on interest income, and may face
pressures resulting from greater competition among banks for interest income and lower net interest
margins from interest rate liberalization measures. See “—Risks Relating to the PRC Banking
Industry—Further development of interest rate liberalization may materially and adversely affect our
results of operation.” As a result, our business, financial condition and results of operation could be
materially and adversely affected.

Furthermore, if we are unable to obtain relevant regulatory approvals, or comply with relevant
banking regulations in the sales and marketing of our new financial products and services, we may be
subject to legal proceedings or regulatory sanctions, which in turn could lead to significant financial
losses and reputational damages.

We may not be able to detect and prevent fraud or other misconduct committed by our
employees or third parties, and we may be subject to other operational risks.

We are exposed to fraud or other misconduct committed by our employees or third parties,
which could subject us to financial losses, third party claims, regulatory actions or reputational
damages.

We cannot assure you that our internal control policies and procedures are effective and
sufficient to prevent, or that we can otherwise fully detect or deter, all incidents of fraud and
misconduct. In addition, improper acts of third parties against us, such as fraud, theft of customer
information for illegal activities, robbery and certain armed crimes, may also expose us to certain risks.
As a result, our business, financial condition and results of operation could be materially and adversely
affected.
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We rely on the continuing efforts of our key personnel and may not be able to recruit or retain a
sufficient number of qualified staff.

Our ability to maintain growth and meet future business demands is dependent upon the
continued services of our senior management and other key personnel. In particular, our future success
depends substantially upon the industry experience, experience in our business operations and sales
and marketing skills of our key personnel. The departure of any member of our key personnel may
have a material adverse effect on our business and results of operation. Moreover, we may face
increasing competition in recruiting and retaining qualified staff, including our senior management, as
other banks are competing for the same pool of qualified persons and our compensation packages may
not be as competitive as those of our competitors. In addition, our employees may resign at any time
and some of our employees are not subject to long-term employment contracts. There is no assurance
that we will be able to recruit staff in sufficient numbers or with sufficient experience, or that
competition in recruitment will not lead to increases in our employment costs. If we fail to recruit or
retain a sufficient number of qualified staff, our business, financial condition and results of operation
may be materially and adversely affected.

Our business is highly dependent on the proper functioning and improvement of our information
technology systems.

Our business is highly dependent on the ability of our information technology systems to
support our business development and accurately process a large number of transactions in a timely
manner. The proper functioning of our internal control, risk management, customer service and other
data processing systems, together with the communication networks between our various branches and
our main data processing centers, is critical to our business and our ability to maintain competitiveness.
For further information with respect to our information technology systems, see “Business—
Information Technology”. In order to reduce risks caused by system failure, we conduct real-time data
backup for our major systems and communications network and have established a disaster backup
structure consisting of “three centers in two cities”, which includes an operating center in Qingdao, a
disaster back-up center in Qingdao and an offsite disaster recovery center in Shanghai. We cannot
guarantee, however, that our operations will not be materially disrupted if there is a partial or complete
failure of any of these information technology systems. We are also subject to the risk of
telecommunication network or Internet breakdowns. Such failures could be caused by, among other
things, software bugs, computer virus attacks, conversion errors due to system upgrading, an
equipment provider’s failure to provide proper system maintenance, or natural disasters. Any security
breach caused by unauthorized access to information or systems, loss or corruption of data and
malfunction of software, hardware or other computer equipment could materially and adversely affect
our business, financial condition and results of operation.

In addition, our ability to remain competitive will depend in part on our ability to upgrade our
information technology system in a timely and cost-effective manner in order to respond to market
changes and other developments. Thus, any failure to improve or upgrade our information technology
systems or develop new systems effectively or on a timely basis may materially and adversely affect
our business, financial condition and results of operation.
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If we fail to fully comply with the various regulatory requirements applicable to us, our
reputation could be harmed and our business, financial condition and results of operation could
be materially and adversely affected.

We are subject to the regulatory requirements and guidelines set forth by various PRC
regulatory authorities, which include CBRC, PBoC, SAFE, CSRC, CIRC, MOF, NAO, SAIC and
SAT. These regulatory authorities carry out periodic supervision and spot checks of banks like us and
have the authority to impose penalties or remediation action based on their findings.

During the Track Record Period, we had incidents of failure to meet the requirements of the
core liabilities ratio and liquidity gap ratio requirements under the Core Indicators (Trial). For details
of such incidences, see “Supervision and Regulation—Other Operational and Risk Management
Ratios”. Effective March 1, 2014, the above referenced ratios ceased to be the regulatory indicators of
liquidity required to be maintained by commercial banks. As of the Latest Practicable Date, these
incidences of non-compliance had not resulted in any penalty against us or any material adverse effect
on us. However, we cannot assure you that we will be able to meet all the applicable regulatory
requirements and guidelines, or comply with all the applicable regulations at all times, or that we will
not be subject to sanctions, fines or other penalties in the future as a result of non-compliance. Any
failure to comply with applicable requirements, guidelines or regulations could have a material adverse
effect on our financial condition and results of operation, as well as damage our reputation and our
ability to grow our business.

We may not be able to detect money laundering and other illegal or improper activities on a
timely basis, or at all, which could expose us to reputational damages and additional legal or
regulatory liability risks.

We are required to comply with applicable PRC anti-money laundering and anti-terrorism laws
and regulations. These laws and regulations require us to adopt and enforce “know-your-customer”
policies and procedures and to report suspicious and large transactions to the relevant regulatory
authorities. In light of the complexity of money-laundering activities and other illegal or improper
activities, such policies and procedures may not completely eliminate the possibility that we may be
utilized by other parties to get involved in money laundering and other illegal or improper activities.
To the extent that we fail to fully comply with such laws and regulations, the relevant government
authorities may impose fines and other penalties on us. In addition, our business and reputation could
deteriorate if customers manipulate their transactions with us for money laundering or other illegal or
improper purposes. See “Risk Management—Legal and Compliance Risk Management—Anti-money
Laundering” and “Supervision and Regulation—Anti-money Laundering Regulation”.

We are subject to risks associated with off-balance sheet commitments.

We provide certain off-balance sheet commitments to our customers in the ordinary course of
business, consisting primarily of acceptances, guarantees, letters of credit and loan commitments. Such
arrangements are not reflected on our balance sheet but constitute contingent assets or contingent
liabilities. As of June 30, 2015, our off-balance sheet commitments totaled RMB25,904 million. See
“Financial Information—Off-balance Sheet Commitments”. We are subject to credit risks associated
with these off-balance sheet commitments and are required to provide funds when our customers are
unable to perform their obligations. If we are unable to recover payment from our customer, our
financial condition and results of operation may be materially and adversely affected.
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We have certain Shareholders that we have been unable to contact and register, which may lead
to potential disputes.

As of June 30, 2015, among our 2,272 existing Shareholders, we have not been able to confirm
certain of our Shareholders’ identities because we are unable to contact them or for other reasons. Such
unidentifiable Shareholders include 24 corporate shareholders and 84 individual shareholders. The
Shares held by such Shareholders represented an aggregate of approximately 0.17% of our total issued
share capital.

We cannot assure you that we will successfully contact and accurately record all holders of our
Shares or all persons who are entitled to our Shares. We have entrusted the Shares held by all of our
existing Shareholders, including such unidentifiable Shareholders, to the Equity Trust Center of Joint
Stock Enterprises in Qingdao Co., Ltd. (% &yt il & L h oA IR F]). With respect to cash
dividends payable in respect of the Shares with uncertain entitlements, we have kept such dividends in
a special account created for this purpose, which will be released upon the determination of
entitlements of the Shares. King & Wood Mallesons, our PRC legal advisor, is of the view that the
existence of the aforementioned unidentifiable Shareholders is not expected to have any material
adverse effect on our share capital, corporate governance and business operations. However, we cannot
guarantee that there will not be any disputes regarding equity interests raised by Shareholders, such as
disputes over the dilution of their shareholding, including the Shares held by you. Any of such disputes
or objections may result in negative publicity or reputational damage to us.

Issues related to land use right and building ownership may adversely affect our ability to
occupy and use certain properties owned by us and/or leased from third parties.

As of the Latest Practicable Date, we owned or occupied 46 properties with an aggregate GFA
of approximately 51,625 square meters, in China. We have not obtained the land use right certificate
and/or building ownership certificate for two properties with an aggregate GFA of approximately 2,166
square meters, accounting for approximately 4.2% of the aggregate GFA of our owned properties. We
are currently in the process of applying for land use right certificates and building ownership
certificates for these properties. However, we may not be able to obtain these title certificates,
therefore, our ownership rights may be adversely affected in respect of these properties. If we were
forced to relocate any of the operations we conduct on the affected properties, we may incur additional
costs as a result of such relocation.

As of the Latest Practicable Date, we leased 91 properties with an aggregate GFA of
approximately 78,002 square meters, which we mainly use as business premises. Among these
properties, 18 properties with an aggregate GFA of approximately 10,216 square meters were leased
from lessors who were not able to provide the title certificates. As a result, the validity of such leases
may be subject to legal challenge. In addition, we cannot assure you that we would be able to renew
such leases on terms acceptable to us upon their expiration or at all. If any of our leases is terminated
as a result of challenges by third parties or if we fail to renew them upon expiration, we may be forced
to relocate affected branches and sub-branches and incur additional costs associated therewith, and our
business, financial condition and results of operation may be adversely affected.

For details of our properties, see “Business—Properties”.
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We may be involved in legal and other disputes from time to time arising out of our operations.

We are involved in legal and other disputes from time to time for a variety of reasons, which
are generally the loan disputes or claims arising out of our banking business. See “Business—Legal
and Regulatory—Legal Proceedings”. We cannot guarantee that the outcome in any of the litigation in
which we are involved would be favorable to us and any future legal disputes we may confront could
result in damage to our reputation, additional operational costs and a diversion of resources and
management’s attention from our business operations.

RISKS RELATING TO THE PRC BANKING INDUSTRY
We face increasingly intensive competition in China’s banking industry.

The banking industry in China is becoming increasingly competitive. We face competition with
PRC or foreign commercial banks in all of our principal lines of business in the locations where we
have operations. We principally compete with commercial banks operating in Shandong Province,
including large commercial banks, joint stock commercial banks and other commercial banks. On
July 1, 2013, the General Office of the State Council issued the Guidance Letter Regarding Financial
Support for Promoting Economic Restructuring and Transformation
(RS e A 2 TR 7 < S R R A o B AL TR 3548 52)), or the Guidance Letter. The Guidance
Letter, among other things, encourages investment by private sector capital in financial institutions and
the establishment of privately-owned banks. The Guidance Letter provides a policy direction to the
increasing involvement by private sector capital in the financial industry in China. We may therefore
face competition from privately-owned banks in the future. Due to the market liberalization by the
PRC government, competition in the PRC banking industry will be further intensified.

We compete with our competitors for substantially the same customers on loans, deposits and
fee- and commission-based products and services. Such competition may materially and adversely
affect our business and future prospects by, for example, reducing our market share in our principal
products and services, reducing our fee and commission income, affecting the growth of our loan or
deposit portfolios and their related products and services, and increasing competition for soliciting
senior management talents and qualified professional personnel.

In addition to competition from other banks and financial institutions, we also face competition
from other forms of investment alternatives in China. In recent years, financial disintermediation,
which involves investors’ moving funds out of commercial banks and other financial institutions, to
direct investments, has increased in China due to the availability of new financial products, the further
development of the capital markets, the diversification of customer demand and other factors. Our
deposit customers may move their funds deposited with us to invest in stock, bonds and wealth
management products, which may result in a decrease in our customer deposits, the most important
source of funds available to us for our lending business, further impacting our net interest income. In
addition, due to the development of the capital markets, we may face competition from direct corporate
financing, such as the issuance of debt or equity securities in the domestic and international capital
markets. If a substantial number of our customers choose alternative ways of financing to meet their
funding needs, this may adversely affect our interest income. A decrease in the financing demand of
our corporate customers could materially and adversely affect our business, financial condition and
results of operation.

Furthermore, China’s traditional banking institutions are also facing new challenges from
innovations in financial products and technology, such as online wealth management products, third
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party online payment platforms and Internet financing service platforms. Third-party online payments
amounted to RMB7,400 billion in 2014, accounting for nearly 60% of all online payments. Similar to
other commercial banks, we also face competition from other types of Internet finance, such as P2P
lending and crowdfunding. We cannot assure you that we will successfully meet the challenges from
such Internet finance companies and, in the event that we were unable to effectively respond to the
changes in the competition environment of the PRC banking industry, our business, financial condition
and results of operation could be materially and adversely affected.

The PRC banking industry is highly regulated, and we are susceptible to changes in regulation
and government policies.

The PRC banking industry is highly regulated and our business could be directly affected by
changes in the policies, laws and regulations relating to the PRC banking industry, such as those
affecting the specific lines of business in which we operate, or the specific businesses for which we can
charge fees, as well as changes in other governmental policies. We are subject to various regulatory
requirements and guidelines set forth by the PRC regulatory authorities, which include but are not
limited to MOF, NAO, PBoC, SAT, CBRC, CSRC, SAFE and their respective local branches,
particularly in Qingdao and Shandong Province. Some of such regulatory authorities conduct periodic
and ad hoc inspections, examinations and inquiries on our business operations and compliance with the
laws, regulations and guidelines, and have the authority to impose sanctions, penalties or remediation
actions. These laws, regulations and guidelines impose regulatory requirements on, among others,
banking products and services, market entry, opening of new branches or institutions, tax and
accounting policy and pricing. CBRC, as the primary banking industry regulator, has promulgated a
series of banking regulations and guidelines aiming at improving the operations and risk management
of Chinese commercial banks.

Many of the policies, laws and regulations governing the banking industry or the interpretation
thereof may change in the future, and we may not be able to adapt to such changes on a timely basis or
at all. Failure to comply with new policies, laws and regulations may result in fines or restrictions on
our business, which could materially and adversely affect our business, financial condition and results
of operation.

The rapid growth of the banking industry in China may not be sustainable.

The PRC banking industry has experienced rapid growth along with China’s economic
development. Banks have historically been, and are likely to remain, the principal domestic financing
channel for corporates and the primary choice for savings. We expect the banking industry in the PRC
to maintain its growth as a result of the continued growth in the PRC economy and increases in
household income, among other factors.

Notwithstanding the significant growth in the banking industry in China, it is uncertain whether
the banking industry in China can sustain the current rates of growth. A slowdown in the growth of the
PRC economy, other unfavorable macroeconomic developments and trends in China and other parts of
the world could materially and adversely affect the banking industry in China. Due to the newly-
accumulated risks caused by overcapacity, local government debts and overall economic slowdown,
we cannot assure you that the banking industry in the PRC is free from systemic risks. The recent
slowdown in China’s economic growth has led to a rise in non-performing loans of the banking
industry. In the event that we cannot adapt to such changes, our business, financial condition and
results of operation could be materially and adversely affected.
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Change in the PRC interbank market liquidity and volatility in interest rates could significantly
increase our borrowing cost and materially and adversely affect our liquidity as well as our
financial condition.

We utilize short-term funding in the interbank market to satisfy some of our liquidity needs,
and any significant changes in the liquidity and interest rate in the PRC interbank market could have an
impact on our financing costs. A market rate system based on SHIBOR has been developed for the
PRC interbank market. However, due to the relatively short history of the PRC interbank market, there
may be significant volatility in market interest rates. We cannot assure you that SHIBOR interest rates
will not experience irregular fluctuations or will return to the normal range in the short term after
irregular fluctuations in such rates in the future. SHIBOR reflects changes in the interest rates, which
may materially affect our cost of borrowing of short-term funds in the interbank market. Any
significant volatility in interest rates on the interbank market may have a material and adverse effect on
our cost of borrowing short-term funds and our liquidity.

In addition, severe volatility in market interest rates may also have a significant impact on the
value of our assets. For example, a significant increase in market interest rates may lead to a significant
decrease in the fair value of our fixed income debt securities, which will have a material and adverse
effect on our financial condition and results of operation.

Further development of interest rate liberalization may materially and adversely affect our
results of operation.

Similar to most PRC commercial banks, our results of operation depend, to a large extent, on
our net interest income, which accounted for more than 80% of our operating income for the years
ended December 31, 2012, 2013 and 2014 and for the six months ended June 30, 2015.

Our net interest income is sensitive to adjustments in the benchmark interest rates set by PBoC.
In recent years, PBoC has adjusted the benchmark interest rates several times. See “Supervision and
Regulation—Pricing of Products and Services—Interest Rates for Loans and Deposits”. Adjustments
by PBoC to the benchmark interest rates on loans or deposits or changes in market interest rates may
affect our financial condition and results of operation in different ways. For example, changes in the
PBoC benchmark interest rates could affect the average yield on our interest-earning assets to a
different extent than the average cost on our interest-bearing liabilities and, therefore, may narrow our
net interest margin. This would lead to a decrease in our net interest income, which in turn may
materially and adversely affect our results of operation and financial condition.

Interest rates in China have been gradually liberalized in recent years. Effective June 8, 2012,
PBoC allowed financial institutions to set interest rates on RMB-denominated deposits at up to 110%
of the PBoC benchmark rates. Effective July 20, 2013, PBoC liberalized the floor rates for RMB-
denominated loans (excluding interest rates on residential mortgage loans) and allowed financial
institutions to set interest rates based on commercial considerations. Effective November 22, 2014,
PBoC allowed financial institutions to set interest rates on RMB-denominated deposits at up to 120%
of the PBoC benchmark rates, which was raised to 130% and then 150% of the PBoC benchmark rates,
effective March 1 and May 11, 2015, respectively. Effective August 26, 2015, PBoC removed the cap
on the interest rates on RMB-denominated time deposits with tenors of longer than one year while the
cap on the interest rates on RMB-denominated demand deposits and time deposits with tenors up to
one year remain unchanged. Furthermore, effective October 24, 2015, PBoC removed the cap on
interest rates on deposits and allowed commercial banks in China to set interest rates on deposits based
on commercial considerations. Interest rate liberalization may intensify competition in the PRC

40



RISK FACTORS

banking industry as China’s commercial banks seek to make loans and take deposits with more
attractive interest rates, which could narrow the net interest margin of Chinese commercial banks,
thereby materially and adversely affecting our results of operation. We cannot assure you that we will
be able to promptly diversify our businesses, adjust the mix of our assets and liabilities and change our
pricing to effectively respond to further liberalization of interest rates.

The Deposit Insurance Regulation came into effect on May 1, 2015. The Deposit Insurance
Regulation insures each depositor of a failed bank in an amount up to RMB500,000. Banks are
required to pay premiums for the deposit insurance program, which will increase our operating costs
and may therefore adversely affect our financial condition and results of operation. It is still uncertain
whether the Deposit Insurance Regulation will have a positive or negative impact on the banking
industry in China.

We also conduct trading and investment activities involving certain financial instruments. Our
income generated from these activities is subject to volatility caused by, among other things, changes
in interest rates and foreign exchange rates. For example, increases in interest rates generally cause the
value of our fixed income securities portfolio to drop, which may materially and adversely affect our
results of operation and financial condition. In addition, the derivatives market in the PRC is still in the
early stages of development. As a result, we may not be able to effectively hedge such market risks.

The effectiveness of our credit risk management is affected by the quality and scope of
information available in China.

Although national credit information databases developed by PBoC have been put into use,
national credit information databases in China are generally under-developed, and such databases are
not able to provide complete credit information on certain credit applicants. Without complete,
accurate and reliable information and until the full implementation and effective operation of
comprehensive national credit databases with respect to corporate and individual borrowers, we have
to rely on other publicly available information and our internal resources, which may not be effective
to assess the credit risk associated with a particular customer. Moreover, customary loan contracts in
China may not contain the same types of financial and other covenants as other countries or regions,
which would not allow us to effectively monitor changes to the credit standing of our customers in a
timely manner. As a result, our ability to effectively manage our credit risk may be limited, which
could materially and adversely affect our business, financial condition and results of operation.

Investments in commercial banks in China are subject to a number of restrictions that may
adversely affect the value of your investment.

Investments in commercial banks in China are subject to a number of restrictions. For example,
prior approval from the regulatory authorities for the PRC banking industry is required for any person
or entity to hold 5% or more of the total capital or total shares of a commercial bank in China, unless
otherwise required by the approval authorities. If a shareholder of a commercial bank in China
increases its shareholding above the 5% threshold without obtaining prior approval from the regulatory
authorities for the PRC banking industry, such shareholder may be subject to sanctions by the
regulatory authorities for the PRC banking industry, which includes correction of such misconduct,
confiscation of illegal gains or fines. In addition, under the PRC Company Law, we may not extend
any loans that use our Shares as collateral. Furthermore, pursuant to the Corporate Governance
Guidelines and our Articles of Association, a Shareholder must notify our Board of Directors before
pledging our Shares as collateral for itself or others. In addition, Shareholders who have outstanding
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loans from us exceeding the audited net value of our Shares held by them at the end of the previous
financial year are not permitted to pledge our Shares. Our Shareholders (especially the major
shareholders) and our Directors designated by them are restricted from voting in Shareholders’ general
meetings and Board meetings, respectively, if such Shareholders fail to repay outstanding borrowings
when due. Changes in shareholding restrictions imposed by the PRC government or as provided for in
our Articles of Association in the future may materially and adversely affect the value of your
investment.

IFRS 9 and its amendments as well as their application may require us to change our
provisioning practice for impairment on financial assets.

We currently assess the impairment of our loans and investment assets under IAS 39. The
determination of impairment requires our management to exercise significant judgment and discretion.
See “Financial Information—Critical Accounting Estimates and Judgments”. The International
Accounting Standards Board (“IASB”), which is responsible for developing and revising international
accounting standards, issued IFRS 9 and its amendments in November 2009, October 2010 and July
2014, which will replace the accounting standards relating to the classification, measurement and
derecognition of financial assets and financial liabilities under IAS 39, and give rise to substantial
changes in the classification and measurement of financial assets and financial liabilities. These
standards will take effect on January 1, 2018. We may change our current provisioning practice in the
future in accordance with IFRS 9 and its amendments, and any other future amendments to IAS 39 or
similar standards, including any authoritative interpretive guidance on the application of such new or
revised standards, which may in turn materially affect our business, financial condition and results of
operation.

Our loan classification and provisioning policies may be different in certain respects from those
applicable to banks in certain other countries or regions.

We classify our loans using a five-category loan risk classification system in accordance with
the guidelines set forth by CBRC. The five categories are normal, special mention, substandard,
doubtful and loss. In making relevant assessments, we determine and recognize provisions by using the
concept of impairment under IAS 39. For single substantial corporate loans classified as substandard or
lower categories, we make assessment on an individual basis. For single non-performing corporate
loans which are not material, performing corporate loans and for all of our personal loans, we make a
collective assessment based on our historical loss experience in similar portfolios and on current
economic conditions. Our loan classification and provisioning policies may be different in certain
respects from those for banks incorporated in certain other countries or regions. As a result, our loan
classification as well as our allowance for impairment losses, as determined under our loan
classification and provisioning policies, may differ from those reported were we incorporated in those
countries or regions.

The applicable PRC regulations impose certain limitations on the products in which we may
invest and our ability to seek higher investment returns and diversify our investment portfolio is
limited.

Investment by commercial banks in China is subject a number of restrictions. The investment
assets of PRC commercial banks traditionally consist primarily of debt securities issued by MOF,
PBoC, PRC policy banks, PRC commercial banks and corporates. In recent years, additional
investment products have been introduced to the market, such as trust fund plans, asset management
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plans, wealth management products issued by financial institutions, investment funds, asset-backed
securities, beneficiary rights in margin financing and beneficiary certificates, as a result of changes to
the regulatory regimes and market conditions. However, investments in equity products by commercial
banks are still subject to strict restrictions. Restrictions on the ability to diversify the investment
portfolio of commercial banks in China (including us) may limit our ability to seek optimal returns.

RISKS RELATING TO THE PRC

China’s economic, political and social conditions, government policies, as well as the global
economy may continue to affect our business.

All of our businesses, assets, operations and revenues are located in or derived from our
operations in the PRC and, as a result, our business, financial condition and results of operation are
subject, to a significant degree, to the economic, political, social and regulatory environment in the
PRC. The PRC government regulates the economy and the industries by imposing industrial policies
and regulate the PRC’s macroeconomy through the fiscal and monetary policies.

Our performance has been and will continue to be affected by China’s economy, which in turn
is influenced by the global economy. The uncertainties relating to the global economy as well as the
political environment in various regions of the world will continue to impact China’s economic
growth.

We are unable to predict all the risks and uncertainties that we face as a result of current
economic, political, social and regulatory developments and many of these risks are beyond our
control. All such factors may adversely affect our business and operations as well as our financial
performance.

The legal protections available to you under the PRC legal system may be limited.

We are incorporated under the laws of the PRC. The PRC legal system is based on written
statutes. Prior court decisions may be adduced for reference but have limited precedential value. Since
the late 1970s, the PRC government has promulgated laws and regulations dealing with such economic
matters as the issuance and trading of securities, shareholders’ rights, foreign investment, corporate
organization and governance, commerce, taxation and trade, with a view towards developing a
comprehensive system of commercial law. However, as these laws and regulations are relatively new
and the development of products, investment instruments and environment in the PRC banking
industry continue to evolve, the effect of these laws and regulations on the rights and obligations of the
parties involved may involve uncertainty. As a result, the legal protections available to you under the
PRC legal system may be limited.

Our Articles of Association provide that, apart from disputes over the recognition of
Shareholders or register of Shareholders, disputes between holders of H Shares and us, our Directors,
Supervisors or senior management personnel or other Shareholders arising out of our Articles of
Association or any rights or obligations conferred or imposed thereupon by the PRC Company Law
and related laws and administrative regulations concerning our affairs are to be resolved through
arbitration by the China International Economic and Trade Arbitration Commission (“CIETAC”) or the
Hong Kong International Arbitration Center. Awards made by PRC arbitral authorities (including
CIETAC) recognized under the Arbitration Ordinance of Hong Kong can be enforced in Hong Kong
subject to provisions of the Arbitration Ordinance of Hong Kong. Hong Kong arbitration awards are
also enforceable in the PRC, subject to the satisfaction of certain PRC legal requirements. However,
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we cannot assure you that any action brought in the PRC by holders of H Shares to enforce a Hong
Kong arbitral award made in favor of holders of H shares would succeed.

You may experience difficulties in effecting service of legal process and enforcing judgments
against us and our management.

We are a joint stock company incorporated under the laws of the PRC with limited liability, and
substantially all of our assets are located in the PRC. In addition, a majority of our Directors,
Supervisors and all of our senior management personnel reside within the PRC, and substantially all
their assets are located within the PRC. As a result, it may not be possible to effect service of process
within the United States or elsewhere outside the PRC upon us or most of our Directors, Supervisors
and senior management personnel, including with respect to matters arising under the U.S. federal
securities laws or applicable state securities laws. Furthermore, the PRC does not have treaties
providing for the reciprocal enforcement of judgments of courts with the United States, the United
Kingdom, Japan or many other countries. In addition, Hong Kong has no arrangement for the
reciprocal enforcement of judgments with the United States. As a result, recognition and enforcement
in the PRC or Hong Kong of judgments of a court obtained in the United States and any of the other
jurisdictions mentioned above may be difficult or impossible.

On July 14, 2006, the Supreme People’s Court of the PRC and the government of the Hong
Kong Special Administrative Region entered into the Arrangement on Reciprocal Recognition and
Enforcement of Judgments in Civil and Commercial Matters by Courts of the Mainland and the Hong
Kong Special Administration Region Pursuant to Choice of Court Agreements between Parties
Concerned (BRI Py b B V5 48 U A B30 Laf 0k e A EL R T RNBUAT 6 S5 ot el P 0 RS S R R HI i 2 ) (the
“Arrangement”). Under the Arrangement, where any designated PRC court or any designated Hong
Kong court has made an enforceable final judgment requiring payment of money in a civil or
commercial case pursuant to a choice of court agreement in writing, any party concerned may apply to
the relevant PRC court or Hong Kong court for recognition and enforcement of the judgment. A choice
of court agreement in writing is defined as any agreement in writing entered into between parties after
the effective date of the Arrangement in which a Hong Kong court or a PRC court is expressly selected
as the court having sole jurisdiction for the dispute. Therefore, it is not possible to enforce a judgment
rendered by a Hong Kong court in the PRC if the parties in dispute have not agreed to enter into a
choice of court agreement in writing. In addition, the Arrangement has expressly provided for
“enforceable final judgement”, “specific legal relationship” and “written form”. A final judgement that
does not comply with the Arrangement may not be recognized and enforced in a PRC court and we
cannot assure you that a final judgement that complies with the Arrangement can be recognized and
enforced in a PRC court.

We are subject to PRC government controls on currency conversion, and the fluctuation of the
RMB exchange rate may materially and adversely affect our business and our ability to pay
dividends to holders of H Shares.

Substantially all of our revenue is denominated in RMB, which is currently not a fully freely
convertible currency. A portion of our revenues must be converted into other currencies in order to
meet our foreign currency obligations. For example, we need to obtain foreign currency to make
payments of declared dividends, if any, on our H Shares.

Under China’s existing laws and regulations on foreign exchange, following the completion of
the Global Offering, we will be able to make dividend payments in foreign currencies by complying
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with certain procedural requirements and without prior approval from SAFE. However, in the future,
the PRC government may, at its discretion, take measures to restrict access to foreign currencies for
capital account and current account transactions under certain circumstances. As a result, we may not
be able to pay dividends in foreign currencies to holders of our H Shares.

The value of the RMB against the U.S. dollar and other currencies fluctuates from time to time
and is affected by a number of factors, such as changes in China’s and international political and
economic conditions and the fiscal and foreign exchange policies prescribed by the PRC government.
On July 21, 2005, the PRC government adopted a more flexible managed floating exchange rate
system to allow the value of the RMB to fluctuate within a regulated band that is based on market
supply and demand and with reference to a basket of currencies. The PRC government has since
introduced further changes to the exchange rate system in 2012 and 2014. On August 11, 2015, PBoC
announced to improve the central parity quotations of RMB against the U.S. dollar by authorizing
market-makers to provide central parity quotations to the China Foreign Exchange Trading Center with
reference to the interbank foreign exchange market closing rate of the previous day, the supply and
demand for foreign exchange as well as changes in major international currency exchange rates. On the
same day, the central parity of RMB against the U.S. dollar depreciated by nearly 2% as compared to
August 10, 2015, and further depreciated by nearly 1.6% on August 12, 2015 as compared to
August 11, 2015. With the development of foreign exchange market and progress towards interest rate
liberalization and RMB internationalization, the PRC government may in the future announce further
changes to the exchange rate system.

We believe our current exposure to risk relating to fluctuations in exchange rates is limited. As
of June 30, 2015, 2.4% of our assets and 2.5% of our liabilities were denominated in foreign
currencies. However, our foreign currency business may expand and, therefore, any appreciation of the
RMB against the U.S. dollar or any other foreign currencies may result in a decrease in the value of our
foreign currency-denominated assets. Conversely, any devaluation of the RMB may adversely affect
the value of, and any dividends payable on, our H Shares in foreign currencies. As the instruments
available for us to hedge our exchange rate risk at reasonable cost are limited, we cannot assure you
that we will be able to fully hedge our exchange rate risk exposure relating to our foreign currency-
dominated assets. Any appreciation of the RMB against the U.S. dollar or any other foreign currencies
may materially and adversely affect the financial conditions of certain of our customers, particularly
those deriving substantial income from export related businesses. As a result, their ability to perform
their obligations to repay their debt to us may be adversely impacted. Furthermore, we are also
currently required to obtain approval from SAFE before converting large amounts of foreign currencies
into RMB. All of these factors could adversely affect our financial condition and results of operation.

Holders of H Shares may be subject to PRC taxation on dividends paid by us and gains realized
through their disposal of our H Shares.

Under applicable PRC tax laws, regulations and statutory documents, non-PRC resident
individuals and enterprises are subject to different tax obligations with respect to dividends received
from us or gains realized upon the sale or other disposition of our H Shares. Non-PRC domestic
resident individuals are generally subject to PRC individual income tax under the Individual Income
Tax Law of the PRC (Ch#EANRILABEAFr5H14)) at a rate of 20% unless specifically exempted by
the tax authority of the State Council or reduced or eliminated by an applicable tax treaty. We are
required to withhold such tax from dividend payments. According to relevant applicable regulations,
generally, domestic non-foreign-invested enterprises issuing shares in Hong Kong may, when
distributing dividends, withhold individual income tax at the rate of 10%. There remains uncertainty as

45



RISK FACTORS

to whether gains realized upon disposal of H Shares by non-PRC domestic resident individuals are
subject to PRC individual income tax.

Non-PRC resident enterprises that do not have establishments or premises in the PRC, or have
establishments or premises in the PRC but their income is not related to such establishments or
premises are subject to PRC enterprise income tax at the rate of 10% on dividends received from PRC
companies and gains realized upon disposal of equity interests in the PRC companies pursuant to the
Enterprise Income Tax Law of the PRC ((th#EANRILAE BZEFTHHIE)) and other applicable PRC tax
regulations and statutory documents, which can be reduced or eliminated under special arrangements
or applicable treaties between China and the jurisdiction where the non-resident enterprise resides. As
of the Latest Practicable Date, there are no specific rules about how to levy tax on gains realized by
non-resident enterprise holders of H Shares through the sale or transfer by other means of H Shares.

There remains uncertainty as to how the PRC tax laws, regulations and statutory documents are
interpreted and implemented by the PRC tax authorities. PRC tax laws, regulations and statutory
documents may also change. If there are any unfavorable changes to applicable tax laws or
interpretations or application with respect to such laws, the value of your investment in our H Shares
may be materially affected.

See Appendix VI—“Taxation and Foreign Exchange” to this prospectus.

Payment of dividends is subject to restrictions under PRC laws.

Under PRC law and our Articles of Association, dividends may be paid only out of
distributable profits. Our profit distribution plan is subject to approval by a Shareholders’ general
meeting. In addition to the financial statements prepared in accordance with PRC accounting standards
and regulations, we will also prepare financial statements in accordance with IFRS. Our profit after tax
available for distribution for a particular financial year shall be the lower of profit after tax as shown in
the financial statements prepared under either of the two accounting standards mentioned above. We
are prohibited from paying dividends for a given year out of our profit after tax to our Shareholders in
proportion to their respective shareholdings before making up any accumulated losses of previous
years and making appropriations to the statutory surplus reserve and general reserve as well as
discretionary reserve as approved by our Shareholders’ meeting. As a result, we may not have
distributable profits to make dividend distributions to our Shareholders, including in respect of periods
where we have recorded an accounting profit. Any distributable profits not distributed in a given year
may be retained and available for distribution in subsequent years. In addition, CBRC has discretion to
restrict dividend payments and other distributions by any bank that has failed to meet statutory capital
adequacy ratio requirements or that has violated certain other PRC banking regulations. For details, see
“Supervision and Regulation—Supervision over Capital Adequacy—CBRC’s Supervision of Capital
Adequacy”.

Natural disasters, epidemics, acts of war or terrorism or other factors beyond our control may
have a material adverse effect on our business operations, financial condition and results of
operation.

Natural disasters, epidemics, acts of war or terrorism or other factors beyond our control may
adversely affect the economy, infrastructure and livelihood of the people in the regions where we
conduct our business. These regions may be under the threat of flood, earthquake, sandstorm,
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snowstorm, fire or drought, power shortages or failures, or are susceptible to epidemics, potential wars
or terrorist attacks. Serious natural disasters may result in a tremendous loss of lives and injury and
destruction of assets and disrupt our business and operations. Severe communicable disease outbreaks
could result in a widespread health crisis that could materially and adversely affect the economy and
financial markets. Acts of war or terrorism may also injure our employees, cause loss of lives, disrupt
our business network and destroy our markets. Any of these factors and other factors beyond our
control could have an adverse effect on the overall business sentiment and environment, cause
uncertainties in the regions where we conduct business, cause our business to suffer in ways that we
cannot predict and materially and adversely impact our business, financial condition and results of
operation.

RISKS RELATING TO THE GLOBAL OFFERING

There has been no prior public market for our H Shares, an active trading market for our
H Shares may not develop, and their trading price may fluctuate significantly.

Prior to the completion of the Global Offering, no public market has existed for our H Shares.
The initial Offer Price range to the public for our H Shares is the result of negotiations between us on
behalf of ourselves and the Selling Shareholders and the Joint Global Coordinators on behalf of the
Underwriters, and the Offer Price may differ significantly from the market price for our H Shares
following the Global Offering. There can be no assurance that an active trading market for our H
Shares will develop following the Global Offering or, if it does develop, that it will be sustained or that
the market price for our H Shares will not decline below the initial Offer Price.

The trading volume and market price of our H Shares may be volatile, which could result in
substantial losses for investors who purchase our H Shares in the Global Offering.

The price and trading volume of our H Shares may be highly volatile. Factors, some of which
are beyond our control, such as variations in our revenue, earnings and cash flow, changes in our
pricing policy as a result of competition, the emergence of new technologies, strategic alliances or
acquisitions, the addition or departure of key personnel, changes in ratings by financial analysts and
credit rating agencies, litigation or fluctuations in the market prices and demand for our products or
services could cause large and sudden changes in the volume and price at which our H Shares will
trade. In addition, the Hong Kong Stock Exchange and other securities markets have, from time to
time, experienced significant price and volume fluctuations that are not related to the operating
performance of any particular company. These fluctuations may also materially and adversely affect
the market price of our H Shares.

Future offerings, sales, perceived sales or conversion of substantial amounts of Shares in the
public market (including any future conversion of unlisted Shares into H Shares) could
materially and adversely affect the prevailing market price of our H Shares and our ability to
raise additional capital in the future, or could result in dilution in shareholding of our H
Shareholders.

The market price of our H Shares could decline as a result of future offerings or sales of
substantial amounts of our Shares or other securities relating to our Shares in the public market, or the
issuance of new H Shares or other securities relating to our Shares or the perception that such sales or
issuances may occur. Future sales, or perceived sales, of substantial amounts of our securities,
including any future offerings, could materially and adversely affect the prevailing market price of our

47



RISK FACTORS

H Shares and our ability to raise capital in the future at a time and at a price which we deem
appropriate. In addition, our Shareholders would experience a dilution in their holdings upon the
issuance of additional securities for any purpose. If additional funds were raised through our issuance
of new equity or equity-linked securities other than on a pro-rata basis to existing Shareholders, the
ownership percentage of such Shareholders could be reduced and such new securities might confer
rights and privileges that take priority over those conferred by the H Shares.

Upon the completion of the Global Offering and the conversion of Unlisted Foreign Shares held
by our existing foreign Shareholders, we will have two classes of ordinary shares, H Shares and
Domestic Shares. All of our Domestic Shares are unlisted Shares which are not listed or traded on any
stock exchange. Assuming the Over-allotment Option is not exercised, there will be 1,711,136,980
H Shares representing 42.66% of our enlarged share capital and 2,300,395,769 Domestic Shares
representing 57.34% of our enlarged share capital. Our unlisted Shares may be converted into
H Shares, and such converted H Shares may be listed or traded on an overseas stock exchange,
provided that prior to the conversion and trading of such converted Shares, any requisite internal
approval processes shall have been duly completed and the approval from the relevant regulatory
authorities, including CSRC, shall have been obtained in accordance with the regulations of the State
Council’s securities regulatory authorities as well as regulations, requirements and procedures of
relevant overseas stock exchanges. The listing of such converted Shares on the Hong Kong Stock
Exchange will also require the approval by the Hong Kong Stock Exchange. No class shareholder vote
is required for the conversion of such Shares and the listing and trading of the converted Shares on an
overseas stock exchange. Future sales, or perceived sales, of the converted Shares may adversely affect
the trading price of H Shares.

Because the Offer Price of our H Shares is higher than our net tangible book value per Share,
purchasers of our H Shares in the Global Offering will experience immediate dilution upon such
purchase.

The Offer Price of our H Shares is higher than our net tangible book value per Share of the
outstanding Shares issued to our existing Shareholders as of June 30, 2015. Therefore, purchasers of
our H Shares in the Global Offering will experience an immediate dilution in pro forma net tangible
book value and our existing Shareholders will receive an increase in the pro forma adjusted
consolidated net tangible asset value per Share of their Shares. In addition, holders of our H Shares
may experience a further dilution of their shareholding percentage if the Joint Global Coordinators on
behalf of the International Underwriters exercise the Over-allotment Option or if we obtain additional
capital in the future through equity offerings.

Dividends distributed in the past may not be indicative of our dividend policy in the future.

We declared and distributed cash dividends of RMB179 million, RMB204 million and
RMB778 million with respect to the financial year of 2012, 2013 and 2014, respectively. Dividends
paid in prior periods may not be indicative of future dividend payments. We cannot guarantee when, if
and in what form or size dividends will be paid in the future. The determination of whether to pay a
dividend and in what amount is based on our results of operation, cash flows, financial condition,
capital adequacy ratios, future business prospects, statutory and regulatory restrictions on the payment
of dividends by us and other factors that our Board of Directors deems relevant. We may not have
sufficient or any profits for dividend distributions in the future, even if our financial statements indicate
that our operations have been profitable. See “Financial Information—Dividend Policy”.
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We cannot assure you of the accuracy of facts, forecasts and statistics derived from official
government publications contained in this prospectus with respect to China, its economy or its
banking industry.

Facts, forecasts and statistics in this prospectus relating to the PRC, the PRC economy and the
PRC and global banking industries, including our market share information, are derived from various
governmental sources and information published by various government authorities and departments,
such as PBoC, CBRC, the International Monetary Fund, the Statistics Bureaus of Shandong Province
and other provinces, or other public sources. We believe that these sources of information are
appropriate sources for such information and have taken reasonable care in extracting and reproducing
such information. We have no reason to believe that such information is false or misleading or that any
fact has been omitted that would render such information false or misleading. The information has not
been independently verified by us, the Joint Global Coordinators, the Joint Sponsors, the Joint
Bookrunners, the Joint Lead Managers or their respective directors or any other person involved in the
Global Offering, and no representation is given as to its accuracy. In addition, these facts, forecasts and
statistics may not be consistent with information available from other sources, and may not be
complete or up to date. As a result, you should not place undue reliance on such information.

You should rely only on this prospectus, and not place any reliance on any information contained
in press articles or other media, in making your investment decision.

We have not authorized anyone to provide you with information that is not contained in, or is
different from what is contained in, this prospectus. Prior or subsequent to the publication of this
prospectus, there has been press and media coverage regarding us and the Global Offering, in addition
to marketing materials published by us in compliance with the Listing Rules. We have not authorized
any such press and media reports, and the financial information, financial projections, valuations and
other information purportedly about us contained in such unauthorized press and media coverage may
be untrue and may not reflect what is disclosed in this prospectus. We make no representation as to the
appropriateness, accuracy, completeness, or reliability of any such information or publication, and
accordingly do not accept any responsibility for any such press or media coverage or the inaccuracy or
incompleteness of any such information. To the extent that any such information appearing in the press
and media is inconsistent or conflicts with the information contained in this prospectus, we disclaim it,
and accordingly you should not rely on any such information. In making your decision as to whether to
purchase our H Shares, you should rely only on the information included in this prospectus and the
Application Forms.
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DIRECTORS’ RESPONSIBILITY FOR THE CONTENTS OF THIS PROSPECTUS

This prospectus, for which the Directors collectively and individually accept full responsibility,
includes particulars given in compliance with the Companies (Winding Up and Miscellaneous
Provisions) Ordinance, the Securities and Futures (Stock Market Listing) Rules (Chapter 571V of the
Laws of Hong Kong) and the Listing Rules for the purpose of giving information to the public with
regard to us. The Directors, having made all reasonable inquiries, confirm that, to the best of their
knowledge and belief, the information contained in this prospectus is accurate and complete in all
material respects and not misleading or deceptive, and there are no other matters the omission of which
would make any statement herein or this prospectus misleading.

CSRC AND CBRC APPROVALS

We obtained approvals from CBRC Qingdao Office and CSRC for the Global Offering and the
application to list our H Shares on the Hong Kong Stock Exchange, on July 2, 2015 and September 25,
2015, respectively. In granting such approvals, neither CBRC Qingdao Office nor CSRC accepts any
responsibility for our financial soundness, or for the accuracy of any of the statements made or
opinions expressed in this prospectus or in the Application Forms.

UNDERWRITING AND INFORMATION ON THE GLOBAL OFFERING

This prospectus is published solely in connection with the Hong Kong Public Offering which
forms part of the Global Offering. For applicants under the Hong Kong Public Offering, this
prospectus and the Application Forms contain the terms and conditions of the Hong Kong Public
Offering.

The listing of our H Shares on the Hong Kong Stock Exchange is sponsored by the Joint
Sponsors. The Global Offering is managed by the Joint Global Coordinators. The Hong Kong Public
Offering is fully underwritten by the Hong Kong Underwriters pursuant to the Hong Kong
Underwriting Agreement. The International Underwriting Agreement relating to the International
Offering is expected to be entered into on or about the Price Determination Date, subject to
determination of the pricing of the Shares. For further details about the Underwriters and the
Underwriting Agreements, see “Underwriting”.

The H Shares are offered solely on the basis of the information contained and representations
made in this prospectus and the Application Forms and on the terms and subject to the conditions set
out herein and therein. No person is authorized to give any information in connection with the Global
Offering or to make any representation not contained in this prospectus, and any information or
representation not contained herein must not be relied upon as having been authorized by our Bank, the
Selling Shareholders, the Joint Sponsors, the Joint Global Coordinators, the Joint Bookrunners, the
Joint Lead Managers, the Underwriters, any of their respective directors, agents, employees or advisors
or any other party involved in the Global Offering.

Under any circumstances, neither the delivery of this prospectus nor any subscription or
acquisition made pursuant to this prospectus shall create any implication or representation that there
has been no change in our affairs since the date of this prospectus or that the information in this
prospectus is correct as of any subsequent time.
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DETERMINATION OF THE OFFER PRICE

The H Shares are being offered at the Offer Price which will be determined by the Joint Global
Coordinators (on behalf of the Underwriters) and us (on behalf of ourselves and the Selling
Shareholders) on or around Wednesday, November 25, 2015 or such later date as may be agreed upon
between the Joint Global Coordinators (on behalf of the Underwriters) and us (on behalf of ourselves
and the Selling Shareholders), and in any event no later than Wednesday, December 2, 2015. If the
Joint Global Coordinators (on behalf of the Underwriters) and us (on behalf of ourselves and the
Selling Shareholders) are unable to reach an agreement on the Offer Price on such date, the Global
Offering will not proceed and will lapse.

RESTRICTIONS ON OFFER AND SALE OF THE OFFER SHARES

Each person acquiring the Offer Shares will be required to confirm, or by his acquisition of the
Offer Shares will be deemed to confirm, that he is aware of the restrictions on offers of the Offer
Shares described in this prospectus.

No action has been taken to permit an offering of the Offer Shares other than in Hong Kong, or
the distribution of this prospectus in any jurisdiction other than Hong Kong. Accordingly, and without
limitation to the following, this prospectus may not be used for the purpose of, and does not constitute,
an offer or invitation for subscription in any jurisdiction or in any circumstances in which such an offer
or invitation for subscription is not authorized or to any person to whom it is unlawful to make such an
offer or invitation for subscription.

The distribution of this prospectus and/or the related Application Forms and the offering and
sales of the Offer Shares in other jurisdictions are subject to restrictions and may not be made except as
permitted under the applicable securities laws of such jurisdictions pursuant to registration with or
authorization by the relevant securities regulatory authorities or an exemption therefrom. The Offer
Shares have not been offered and sold, and will not be offered or sold, directly or indirectly, in the
PRC.

Each of ISP and Rothschilds has undertaken that they will not, and will procure their respective
associates not to, apply for or subscribe for any H Shares under the Global Offering. We have also
undertaken that ISP and Rothschilds will not subscribe for any H Shares under the Global Offering,
and the number of Shares to be issued by us to any one of the foreign Shareholders will not exceed
20% of our total Shares after the completion of the Global Offering, respectively.

SELLING SHAREHOLDERS

As our state-owned shareholders, the Selling Shareholders are required to reduce their state-
owned shareholding in our Bank upon the Global Offering in accordance with the requirements under
the laws and regulations of reducing state-owned shareholdings of the PRC. The details of the Selling
Shareholders are set out as follows.
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Number of Sale

Number of Sale Shares
Shares (assuming the
(assuming the  Over-allotment
Over-allotment Option is
Option is not exercised in
Name exercised) full)
1 Qingdao Huatong State-owned Capital Operation (Group) Co., Ltd. (5 5
HEEERAEAE S (M) AIRFEL ) (“Huatong Group”) (Note 1) 41,973,394 41,973,394
2 Qingdao Conson 25,961,337 36,151,545
3 Qingdao Enterprise Development & Investment Co., Ltd. (7 & i3
JEBUEA IR F)) 7,607,636 8,748,781
4  Guosen Securities Co., Ltd. (F15 & 7B A R 7)) 7,088,196 8,151,426
5 Qingdao Economic Development Investment Co., Ltd. (75 & T #8175 b 8%
POEA BRIAL A ) 5,204,430 5,985,095
6 Qingdao Development and Investment Co., Ltd. (& & B 3 £5 & A R 7]) 668,605 768,896
7 Etsong Tobacco (Group) Corporation Ltd. (B /E® (4H) AR ) 467,230 537,315
8 Qingdao Hainuo Investment and Development Co., Ltd.
(5 i h PGB R AT IR W) 282,729 325,138
9 Qingdao Shibei District Venture Capital Co., Ltd. (7 & i bl 8l 2E 1%
BT ) 218,272 251,013
10 Shangdong Foreign Economic Trade Services Company (Ll & ¥ 5h4E
L 5 IR 2 ) 167,151 192,224
11 Chengfa Investment Group Co., Ltd. (3% & 4 Ml A R 2 ) 141,594 162,833
12 Debt Service Centre of Finance Bureau in Shibei District, Qingdao
(77 55 T T I Lot B By A5 RS o) 58,076 66,788
13 Qingdao Public Housing Construction and Investment Company Limited
(T B A SAE 5 s A PR 7)) 43,337 49,838
14 Labor Affair Centre in Shinan District, Qingdao (7 & i Tl B i 25 ) F- 55
FRH ALY 38,204 43,934
15 Qingdao Chemical Research Institute (75 &1t THFFEBx) 27,641 31,787
16 China Jianyin Investment Limited (‘"B &2 8R40 E AT BRITAE 2 7)) 25,887 29,770
17 Qingdao Huajin Dadi Clothing Company Limited (75 & & K R AR 7l) 13,709 15,765
18 Top Eight Community Service Centers in Shinan District, Qingdao
(7 5 i T i D/ N K B A [ RS o) 12,572 14,458
Total 90,000,000 103,500,000

Note 1: Huatong Group reduced part of its shares on behalf of Qingdao Conson.

CERTAIN MATTERS RELATING TO THE HONG KONG PUBLIC OFFERING
Application for Listing on the Hong Kong Stock Exchange

We have applied to the Listing Committee of the Hong Kong Stock Exchange for the listing of,
and permission to deal in, our H Shares including: (i) any H Shares which may be issued by our Bank
pursuant to the Global Offering and upon the exercise of the Over-allotment Option; (ii) the H Shares
converted from Domestic Shares and to be sold under the Global Offering; and (iii) H Shares converted
from Unlisted Foreign Shares held by ISP and Rothschilds. Dealings in the H Shares on the Hong
Kong Stock Exchange are expected to commence on Thursday, December 3, 2015.

Except as otherwise disclosed in this prospectus, no part of our Shares or loan capital is listed
on or dealt in on any other stock exchange and no such listing or permission to list is being or proposed
to be sought in the near future.
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H Share Register and Stamp Duty

All of the H Shares issued or sold pursuant to applications made in the Hong Kong Public
Offering and the International Offering will be registered on our H Share register to be maintained in
Hong Kong. Our principal register of members will be maintained by us at our head office in the PRC.

Dealings in the H Shares registered in our H Share register will be subject to Hong Kong stamp
duty. See Appendix VI—*“Taxation and Foreign Exchange”.

Dividends Payable to Holders of H Shares

Unless determined otherwise by us, dividends payable in Hong Kong Dollars in respect of H
Shares will be paid to Shareholders as recorded in our H Share register, and sent by ordinary post, at
the H Share Shareholders’ own risk, to the registered address of holders of H Shares.

Professional Tax Advice Recommended

Applicants for the Hong Kong Offer Shares are recommended to consult their professional
advisors if they are in any doubt as to the taxation implications of subscribing for, purchasing, holding,
disposing of, dealing in, or the exercise of any rights in relation to, the H Shares. It is emphasized that
neither we nor the Selling Shareholders, the Joint Sponsors, the Joint Global Coordinators, the Joint
Bookrunners, the Joint Lead Managers, the Underwriters, nor their respective directors, officers,
employees, advisors, agents or representatives nor any other person or party involved in the Global
Offering accepts responsibility for any tax effects or liabilities of holders of H Shares resulting from
the subscription, purchase, holding, disposal of, dealing in, or exercise of any rights in relation to, the
H Shares.

Registration of Subscription, Purchase and Transfer of H Shares

We have instructed the H Share Registrar, and it has agreed, not to register the subscription,
purchase or transfer of any H Shares in the name of any particular holder unless and until such holder
delivers a signed form to the H Share Registrar in respect of those H Shares bearing statements to the
effect that the holder:

(i) agrees with us and each of our Shareholders, and we and each Shareholder also agree, to
observe and comply with the PRC Company Law, the Special Regulations and our
Articles of Association;

(ii) agrees with us, each of our Shareholders, Directors, Supervisors and senior management,
and we, acting for ourselves and for each of our Directors, Supervisors and senior
management and each of our Shareholders agree, to submit all disagreements and claims
arising from our Articles of Association or any rights or obligations conferred or imposed
by the PRC Company Law or other relevant laws, rules and regulations concerning our
affairs to arbitration in accordance with our Articles of Association, and any submission to
arbitration shall be deemed to authorize the arbitration tribunal to conduct hearings in open
session and to publish its award, which arbitration shall be final and conclusive;

(iii) agrees with us and each of our Shareholders that the H Shares are freely transferable by
the holders thereof; and
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(iv) authorizes us to enter into a contract on his behalf with each of our Directors, Supervisors
and senior management whereby such Directors, Supervisors and senior management
undertake to observe and comply with their obligations to our Shareholders as stipulated in
our Articles of Association.

Persons applying for or purchasing H Shares under the Global Offering are deemed, by their
making an application or purchase, to have represented that they are not associates (as such term is
defined in the Listing Rules) of any of our Directors or an existing Shareholder or a nominee of any of
the foregoing.

Procedure for Application for Hong Kong Offer Shares

The procedure for applying for Hong Kong Offer Shares is set forth in “How to Apply for
Hong Kong Offer Shares” and the Application Forms.

STRUCTURE OF THE GLOBAL OFFERING

For details of the structure of the Global Offering, including its conditions, see “Structure of the
Global Offering”.

OVER-ALLOTMENT AND STABILIZATION

For details of the arrangements relating to the Over-allotment Option and the stabilization, see
“Underwriting”.

H SHARES WILL BE ELIGIBLE FOR ADMISSION INTO CCASS

Subject to the granting of listing of, and permission to deal in, the H Shares on the Hong Kong
Stock Exchange and our compliance with the stock admission requirements of HKSCC, the H Shares
will be accepted as eligible securities by HKSCC for deposit, clearance and settlement in CCASS with
effect from the date of commencement of dealings in the H Shares on the Hong Kong Stock Exchange
or any other date as determined by HKSCC. Settlement of transactions between participants of the
Hong Kong Stock Exchange is required to take place in CCASS on the second Business Day after any
trading day. All activities under CCASS are subject to the General Rules of CCASS and CCASS
Operational Procedures in effect from time to time. Investors should seek the advice of their
stockbroker or other professional advisors for the details of the settlement arrangements as such
arrangements may affect their rights and interests. All necessary arrangements have been made for the
H Shares to be admitted into CCASS.

EXCHANGE RATE CONVERSION

Solely for your convenience, this prospectus contains translations of certain Renminbi amounts
into U.S. dollars and Hong Kong Dollars at specified rates. No representation is made that the amounts
denominated in one currency could actually be converted into another currency at the rates indicated or
at all. Unless we indicate otherwise, (i) the translation of Renminbi into U.S. dollars was made at the
rate of RMB6.3655 to US$1.00, the median rate set by PBoC for foreign exchange transactions
prevailing on November 13, 2015; (ii) the translation of Hong Kong Dollars into U.S. dollars was
made at the rate of HK$7.7509 to US$1.00, the noon buying rate in effect on November 13, 2015 as set
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forth in the H.10 weekly statistical release of the Federal Reserve Board; and (iii) the translation of
Renminbi into Hong Kong Dollars was made at the rate of RMBO0.82134 to HK$1.00, the median rate
set by PBoC for foreign exchange transactions prevailing on November 13, 2015. Any discrepancies in
any table between totals and sums of amounts listed therein are due to rounding.

LANGUAGE

If there is any inconsistency between this prospectus and the Chinese translation of this
prospectus, this prospectus shall prevail. Translated English names of Chinese laws and regulations,
governmental authorities, institutions, natural persons or other entities included in this prospectus and
for which no official English translation exists are unofficial translations for your reference only.

ROUNDING

In this prospectus, where information is presented in hundreds, thousands, ten thousands,
millions or hundred millions, certain amounts of less than one hundred, one thousand, ten thousand,
one million or a hundred million, as the case may be, have been rounded to the nearest hundred,
thousand, ten thousand, million or hundred million, respectively. Amounts presented as percentages
have, in certain cases, been rounded to the nearest tenth or hundredth of a percent. Any discrepancies
in any table or chart between totals and sums of amounts listed therein are due to rounding.
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WAIVER FROM HONG KONG FINANCIAL DISCLOSURE REQUIREMENTS

Rule 4.10 of the Listing Rules states that the information to be disclosed in respect of Rules
4.04 to 4.09 of the Listing Rules must be in accordance with the best practices under the Companies
Ordinance and Hong Kong Financial Reporting Standards, IFRS or China Accounting Standards for
Business Enterprises in the case of PRC issuers. In the case of banking companies, the “Financial
Disclosure by Locally Incorporated Authorized Institutions” (“FD-1") from the Supervisory Policy
Manual issued by HKMA must be complied with for disclosure.

The Banking (Disclosure) Rules issued by HKMA replaced, inter alia, FD-1 and are applicable
to relevant authorized institutions from the beginning of its first financial year commencing on or after
January 1, 2007. As we are engaged in banking activities, pursuant to Rule 4.10 of the Listing Rules,
the financial information to be disclosed in this prospectus should include information that is required
to be disclosed in respect of those specific matters under the Banking (Disclosure) Rules.

We are currently unable to fully comply with the disclosure requirements under the Banking
(Disclosure) Rules for the reasons described below. We believe the financial disclosure requirements
that we are unable to comply with are immaterial to potential investors of the Global Offering.

Our position in relation to disclosures under the Banking (Disclosure) Rules

Reason for a Waiver

Section Disclosure in Relation to the Expected Timing
Number Requirements®" Specific Disclosure Proposal for Disclosure for Full Compliance
47 Sector information We maintain a breakdown of For us, all loans and N/A

loans and advances to advances to customers are

customers by industry sector used in the PRC instead of in

as set out in the Hong Kong. We are subject

Classification and Codes of  to the supervision of CBRC

National Economic and maintain a breakdown of

Industries in our loans loans and advances to

system for the purpose of customers by industry sector

filing a return to CBRC. based on the classification

system as prescribed by
CBRC, e.g., loans are
categorized into corporate
loans and personal loans
which are further classified
into detailed sub-categories
by industry/nature. We have
disclosed loans and
advances to customers by
industry sector in
accordance with its
management reports based
on the CBRC classification
in Note 19(2) to the
Accountants’ Report as set
out in Appendix I of this
prospectus. We consider that
the current disclosure is
sufficient to serve HKMA’s
disclosure objectives.
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Disclosure
Requirements®"

Section
Number

Reason for a Waiver
in Relation to the
Specific Disclosure

Proposal for Disclosure

Expected Timing
for Full Compliance

50 An authorized
institution shall
disclose its non-HK$
CuIrency exposures
which arise from
trading, non-trading
and structural
positions in
accordance with the
return relating to
non-HKS$ currency
positions it
submitted to HKMA
in respect of the
annual reporting
period pursuant to
the requirements
under section 63 of
the Banking
Ordinance.

53-64  Additional annual
disclosure to be
made by an
authorized
institution using
STC approach to
calculate its credit
risk for non-
securitization
exposures.

103A  An authorized
institution that is a
category 1
institution must
disclose the average
value of its liquidity
coverage ratio and
related information
for each quarter in
each reporting
period ending after
December 31, 2014;
and make the
required disclosures
by using any
standard disclosure
template specified
by HKMA.

Our accounts are settled in
RMB, which means that we
only disclose non-RMB
currency exposures instead
of non-HKS$ currency
exposures.

The computation basis for
risks adopted by us is
promulgated by CBRC as set
out in the Core Indicators
(Trial).

Pursuant to the Rules on
Liquidity Risk Management
of Commercial Banks
(Provisional) (i 3E8RAT
LD P B A BRI (GUAT)))
issued by CBRC effective on
March 1, 2014, commercial
banks with total assets below
RMB200 billion are not
required to comply with the
regulatory requirements of
liquidity coverage ratio®.
As such, we are not required
by CBRC to calculate such
liquidity coverage ratio.

N/A

We can provide relevant
capital structure and

adequacy in accordance with

the disclosure requirements

from CBRC. We believe that
such requirements attempt to

address similar disclosure
objective of the
requirements under the
Banking (Disclosure) Rules.

We can provide relevant
ratios in relation to liquidity
risks, such as liquidity
ratio® and loan-to-deposit
ratio in accordance with the
disclosure requirements
from CBRC. In addition, we
will disclose the liquidity
coverage ratio and related
information in annual
reports, interim reports and
special quarterly
announcements after the
Listing.

N/A

N/A

We will disclose
the liquidity
coverage ratio
and related
information in
our annual
report for the
year ending
December 31,
2015.

(1) The relevant sections under the Banking (Disclosure) Rules for which we are currently unable to provide the required disclosures.

(2) Pursuant to Article 37 of the Rules on Liquidity Risk Management of Commercial Banks (Provisional), liquidity coverage ratio = (high-
quality liquid assets/ net cash outflow over the next 30 days) x 100%. High-quality liquid assets mean various assets that can be quickly
converted into cash at little or no loss of value in the financial market by sale or as collateral under the stress scenarios set for liquidity
coverage ratio (including the impact on the commercial bank itself and the systemic impact on the entire market). Net cash outflow
means the difference between the total expected cash outflow and the total expected cash inflow under the stress scenarios set for
liquidity coverage ratio over the next 30 days.
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(3) Pursuant to Article 38 of the Rules on Liquidity Risk Management of Commercial Banks (Provisional), liquidity ratio = current assets/
current liabilities x 100%. Current assets include cash, gold, surplus deposit reserve, net placement and deposits with banks and other
financial institutions due within one month, interest receivable and other receivables due within one month, qualified loans due within
one month, bond investments due within one month, debt securities that can be liquidated on the domestic or international secondary
markets at any time and other liquid assets due within one month (excluding the non-performing portion of such assets). Current
liabilities include demand deposits (excluding fiscal deposits), time deposits due within one month (excluding fiscal deposits), net
placements and deposits from banks and other financial institutions due within one month, issued bonds due within one month, interest
payable and all kinds of payables due within one month, borrowings from PBoC due within one month and other liabilities due within
one month.

Save for the above, as a financial institution incorporated and based in the PRC, we are required
to comply with the regulatory requirements issued by CBRC and PBoC. Certain provisions of the
Banking (Disclosure) Rules require disclosure in respect of our capital structure, capital base (in
particular, relating to our level of capital adequacy), cross-border claims, liquidity ratios, PRC non-
bank exposures and credit risks. We have maintained and compiled data relating to these matters in
accordance with the regulatory requirements of CBRC and PBoC. We believe that the CBRC and
PBoC requirements attempt to address similar disclosure considerations of the requirements under the
Banking (Disclosure) Rules and the differences between the above disclosure requirements under the
two regulatory regimes are minimal and immaterial. If we attempt to comply with such requirements
under the Banking (Disclosure) Rules in parallel with the CBRC and PBoC regulations, we would be
required, in our view, to carry out additional work to compile similar information already required and
maintained in accordance with the CBRC and PBoC regulations. As a result, we propose to disclose
information in compliance with the CBRC and PBoC regulations in this regard instead of strictly
following the disclosure regime provided for under the Banking (Disclosure) Rules, which will result
in the compilation of similar data. We are of the view that this prospectus will contain sufficient
information for investors to make their fully informed investment decision notwithstanding the
differences between the CBRC and PBoC requirements on the one hand, and the requirements under
the Banking (Disclosure) Rules on the other hand.

Based on the above, we have applied for, and the Hong Kong Stock Exchange has granted, a
waiver from strict compliance with the requirements under Rule 4.10 of the Listing Rules, such that we
will not fully comply with the requirements in respect of the financial disclosures provided for under
the Banking (Disclosure) Rules on the condition that we provide alternative disclosure in accordance
with the regulatory requirements of CBRC and PBoC.

WAIVER IN RELATION TO JOINT COMPANY SECRETARIES

Pursuant to Rules 3.28 and 8.17 of the Listing Rules, our company secretary must be an
individual who by virtue of his academic or professional qualifications or relevant experience is, in the
opinion of the Hong Kong Stock Exchange, capable of discharging the functions of company secretary.
The Hong Kong Stock Exchange considers the following academic or professional qualifications to be
acceptable.

® amember of The Hong Kong Institute of Chartered Secretaries;

®  a solicitor or barrister as defined in the Legal Practitioners Ordinance (Chapter 159 of the
Laws of Hong Kong); or

® a certified public accountant as defined in the Professional Accountants Ordinance
(Chapter 50 of the Laws of Hong Kong).
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We have appointed Ms. Lu Lan (“Ms. Lu”) as one of the joint company secretaries. Ms. Lu has
been the secretary to the Board since August 2010. Ms. Lu has extensive knowledge about our
business operations and corporate culture and has extensive experience in matters concerning the
Board and our corporate governance. However, Ms. Lu does not possess the specified qualifications
strictly required by Rule 3.28 of the Listing Rules. As a result, we have appointed Ms. Lai Siu Kuen
(“Ms. Lai”), who meets the requirements under Rule 3.28 of the Listing Rules, to act as the other joint
company secretary and to provide assistance to Ms. Lu for an initial period of three years from the
Listing Date so as to fully comply with the requirements set forth under Rules 3.28 and 8.17 of the
Listing Rules.

Ms. Lai will work closely with Ms. Lu to jointly discharge the duties and responsibilities as
company secretary and assist Ms. Lu to acquire the relevant experience as required under Rule 3.28 of
the Listing Rules. In addition, Ms. Lu will attend relevant trainings to enhance and improve her
knowledge of and familiarity with the Listing Rules and other relevant laws, rules and regulations.

We have applied for, and the Hong Kong Stock Exchange has granted, a waiver from strict
compliance with the requirements of Rules 3.28 and 8.17 of the Listing Rules, for an initial period of
three years from the Listing Date, on the condition that Ms. Lai is engaged as a joint company
secretary and provides assistance to Ms. Lu during this period. If Ms. Lai ceases to render assistance to
Ms. Lu during this period, the waiver will be immediately withdrawn. Upon expiry of the three-year
period, the Hong Kong Stock Exchange will conduct a further evaluation of the qualification and
experience of Ms. Lu to determine whether the requirements as stipulated in Rules 3.28 and 8.17 of the
Listing Rules can be satisfied. We and Ms. Lu would then endeavor to demonstrate to the Hong Kong
Stock Exchange’s satisfaction that Ms. Lu, having had the benefit of Ms. Lai’s assistance, would have
acquired the relevant experience within the meaning of Note 2 to Rule 3.28 of the Listing Rules.

WAIVER IN RELATION TO MANAGEMENT PRESENCE

Pursuant to Rules 8.12 and 19A.15 of the Listing Rules, we must have a sufficient management
presence in Hong Kong. This normally means that at least two of our executive Directors must be
ordinarily resident in Hong Kong. Since substantially all of our business operations are outside of
Hong Kong, and all of our executive Directors ordinarily reside in the PRC, we do not have, and for
the foreseeable future will not have, sufficient management presence in Hong Kong for the purpose of
satisfying the requirements under Rule 8.12 of the Listing Rules. Accordingly, we have applied for,
and the Hong Kong Stock Exchange has granted, a waiver from strict compliance with the
requirements under Rules 8.12 and 19A.15 of the Listing Rules on the condition of the following
arrangements for maintaining regular communication with the Hong Kong Stock Exchange.

(a) we have appointed Mr. Guo Shaoquan, our Chairman, and Ms. Lu Lan, our secretary to
the Board, as authorized representatives pursuant to Rule 3.05 of the Listing Rules to serve
as our principal channel of communication with the Hong Kong Stock Exchange. We have
provided the Hong Kong Stock Exchange with the contact details of these authorized
representatives, and they can be readily contactable to deal promptly with inquiries from
the Hong Kong Stock Exchange, and will also be available to meet with the Hong Kong
Stock Exchange to discuss any matters on short notice. As and when the Hong Kong Stock
Exchange wishes to contact the Directors on any matters, each of these authorized
representatives will have the means to contact all of the Directors promptly at all times;
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(b)

(©)

(d)

(e)

we have implemented such measures that (i) each Director must provide his or her mobile
phone number, office phone number, facsimile number and email address to these
authorized representatives; and (ii) in the event that a Director expects to travel or
otherwise be out of the office, he or she will provide the phone number of the place of his
or her accommodation to these authorized representatives;

we have provided the Hong Kong Stock Exchange with the contact details of each
Director (including their respective mobile phone number, office phone number, facsimile
number and email address) to facilitate communication with the Hong Kong Stock
Exchange. Furthermore, each Director who does not ordinarily reside in Hong Kong
possesses or is able to apply for valid travel documents to visit Hong Kong and is able to
meet with the Hong Kong Stock Exchange within a reasonable period;

we have appointed a compliance advisor, Somerley Capital Limited, pursuant to
Rule 3A.19 and 19A.05 of the Listing Rules to act as our additional channel of
communication with the Hong Kong Stock Exchange for the period commencing on the
Listing Date and ending on the date on which we issue our financial results for the first
full financial year commencing after the Listing Date. The compliance advisor will have
access at all times to our authorized representatives, the Directors and the other senior
management to ensure that it is in a position to provide prompt responses to any inquiries
or requests from the Hong Kong Stock Exchange in relation to us; and

we will also appoint other professional advisors (including legal advisors and accountants)
after the Listing Date to assist us in dealing with any questions or queries raised by the
Hong Kong Stock Exchange and to ensure that there will be efficient communication with
the Hong Kong Stock Exchange.
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DIRECTORS, SUPERVISORS AND PARTIES INVOLVED IN THE
GLOBAL OFFERING

DIRECTORS

Name Residential Address Nationality

Executive Directors
Mr. GUO Shaoquan (¥725%)
(Chairman) .................. 1-501, No.3 Building Chinese
No. 2 Yueyang Road
Shinan District
Qingdao, Shandong Province
PRC

Mr. WANG Lin (EB) ........... 4-1803, No.7 Zengcheng Road Chinese
Shinan District

Qingdao, Shandong Province
PRC

Mr. YANG Fengjiang (BI5T) ... .. 3-602, No.122 Minjiang Road Chinese
Shinan District

Qingdao, Shandong Province
PRC
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INDUSTRY OVERVIEW

This section contains information and statistics relating to the industry in which we
operate. We have extracted and derived such information, in part, from data relating to us
which were prepared in accordance with IFRS, and from various official or publicly available
sources derived from data prepared in accordance with PRC GAAP or other applicable GAAP
or accounting standards which may differ from IFRS in certain significant respects. In
addition, the information provided by the various official or publicly available sources may not
be consistent with the information compiled within or outside China by third parties.

We believe that the sources of this information are appropriate sources for such
information and have taken reasonable care in extracting and reproducing such information.
We have no reason to believe that such information is false or misleading or that any fact has
been omitted that would render such information false or misleading. The information has not
been independently verified by us, the Selling Shareholders, the Joint Sponsors, the Joint
Bookrunners, the Underwriters or any other party involved in the Global Offering and no
representation is given as to its accuracy. Accordingly, such information should not be unduly
relied upon. As of the Latest Practicable Date, our Directors confirm that, after taking
reasonable care, there has been no material adverse change in the market information
presented in this section.

OVERVIEW
China’s Economy

China is the second largest economy in the world. According to NBS, nominal GDP of China
from 2009 to 2014 grew at a CAGR of 13.0% from RMB34,563 billion to RMB63,614 billion. In the
meantime, the individual wealth has been boosted by the continuous economic growth of China, the
disposable income per capita increased at a CAGR of 10.9% from RMB17,175 in 2009 to RMB28,844
in 2014.

After rapid growth for three decades, the PRC economy is now entering into a stage of “New
Normal”, which is characterized by (i) shifting the focus of economic development from the pursuit of
high GDP growth to optimizing economic structure, and (ii) economic development through
innovation instead of investment. Furthermore, the PRC government has placed a great emphasis on
the cooperation with other countries and regions. With an aim to drive the economic growth of China
in the future, the government further opens its market through developing the “One Belt and One
Road” policy, which connects China and Europe through the “Silk Road Economic Belt
(AR 2 B 5EEAT)” via Central Asia and West Asia and connects China, Southeast Asia, Africa and
Europe through the “21st Century Maritime Silk Road (2 11t 42 b #3482 #%)”.

CAGR
2009 2010 2011 2012 2013 2014 (2009-2014)
Nominal GDP (in billions of RMB) ....... 34,563 40,890 48,412 53,412 58,802 63,014 13.0%
Actual GDP growthrate ................ 92% 10.6% 95% 77% 7.7%  73% N/A
Per capita disposable income of urban
households inRMB) ................ 17,175 19,109 21,810 24,565 26,467 28,844 10.9%
Per capita disposable income of urban
households growthrate ............... 88% 113% 14.1% 12.6% 7.7%  9.0% N/A

Source: Website of NBS, National Economic and Social Development Statistic Bulletin
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Shandong Province’s Economy

Shandong Province is the second largest in China in terms of population. The nominal GDP of
Shandong Province amounted to RMB5,942.7 billion in 2014, the third largest in China. The annual
growth rate of the actual GDP of Shandong Province from 2009 to 2014 was higher than that of the
nation. Automobile, shipbuilding, petroleum chemical, manufacturing of equipment, information
technology and other industries are well developed in Shandong Province. The total industrial value
added of Shandong Province from 2009 to 2014 ranked third among all provinces in China. In
addition, benefiting from the national strategy under the Plan for the Development of the Blue
Economic Zone in the Shandong Peninsula (CILIHESEE (AR EEEAIH])), Shandong Province
capitalizes on the advantages of its coastal area and integrates its marine resources to promote the
sustainable development of the marine economy. The “One Belt and One Road (—# —#)” strategy
promoted by China will facilitate the expansion in overseas markets and import and export businesses,
which in turn is expected to bring positive effects to the future development of Shandong Province
economy.

Qingdao is one of the five cities specially designated in China’s state plans (TLffzF#|551), and
the largest city in Shandong Province in terms of GDP contribution from 2009 to 2014. Leveraging its
advantage of being a major coastal city, Qingdao has developed several key industries including port
logistics, tourism, electronics and electrical appliance manufacturing and marine scientific research.
Qingdao is one of the major cities along the new economic belt connecting Asia and Europe as well as
a strategic location for marine cooperation under the “One Belt and One Road” strategy. Furthermore,
the West Coast area of Qingdao has become the ninth national-level new district, providing a valuable
opportunity for further development of the Blue Economic Zone.

The table below sets forth the GDP, value added of three major industries, total fixed asset
investment as well as total import and export volume of Shandong Province from 2009 to 2014.

For the year ended December 31,

CAGR
2009 2010 2011 2012 2013 2014  (2009-2014)

Nominal GDP (in billions of RMB) ............. 3,390 3917 4,536 5,001 5,523 5,943 11.9%
Value added of the primary industry (in billions of

RMB) ... 323 359 397 428 457 480 8.2%
Value added of the secondary industry (in billions

of RMB) ... . 1,890 2,124 2,402 2,574 2,744 2,879 8.8%
Value added of the tertiary industry (in billions of

RMB) ... 1,177 1,434 1,737 2,000 2,322 2,584 17.0%
Total fixed asset investments (in billions of

RMB) ... 1,903 2,328 2,677 3,126 3,679 4,250 17.4%
Total import and export volume (in billions of

USS) oo 139 189 236 246 267 277 14.8%

Source: Website of NBS

CHINA’S BANKING INDUSTRY
Overview

China’s banking industry has grown rapidly in the last decade, primarily driven by strong
macroeconomic growth in China. From 2009 to 2014, the aggregate RMB-denominated loans and
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deposits of China’s banking institutions grew at a CAGR of 15.4% and 13.8%, respectively. The table
below sets forth information on the aggregate RMB- and foreign currency-denominated loans and
deposits of China’s banking institutions as of the dates indicated:

CAGR
2009 2010 2011 2012 2013 2014 (2009-2014)
RMB-denominated bank loans (in billions
of RMB) ......... ... .. ... 39,968 47,920 54,795 62,991 71,896 81,677 15.4%
RMB-denominated bank deposits (in
billions of RMB) .................. 59,774 71,824 80,937 91,755 104,385 113,864 13.8%
Foreign currency-denominated bank loans
(in billions of US$) ................ 379 453 539 684 777 835 17.1%
Foreign currency-denominated bank
deposits (in billions of US$) ......... 209 229 275 406 439 573 22.3%

Source: PBoC

Banking institutions in the PRC are generally divided into six broad categories: Large
commercial banks, Joint stock commercial banks, City Commercial Banks, rural financial institutions,
foreign financial institutions and other banking financial institutions. The table below sets forth certain
information on banking institutions in China’s banking industry by type of banking institution for the
periods indicated:

Number of Total equity attributable to
institutions Total assets shareholders Profit after tax
Market CAGR Market CAGR Market CAGR

Amount  share (2009-2014) Amount share (2009-2014) Amount share (2009-2014)
(in billions of RMB, except the number of institutions and percentages)

Large commercial

banks.......... 5 71,014.1 412% 11.7%  5,300.6 43.1% 19.3% 889.8 46.2% 17.3%
Joint stock

commercial

banks.......... 12 31,380.1 182% 21.6% 1,916.1 15.6% 27.7% 321.1  16.7%  28.3%
City Commercial

Banks ......... 133 18,0842 10.5% 26.1% 1,247.0 10.1% 28.3% 186.0 9.6% 30.2%
Rural financial

institutions® . ... 2,350 21,3155 124% 19.8% 1,519.8 12.3% 28.7% 233.8  12.1% 35.5%
Foreign banks . .. .. 41 2,792.1 1.6% 15.7% 308.9 2.5% 13.0% 19.7 1.0%  25.0%
Other banking

institutions® . ... 1,550 27,7244 16.1% 199% 2,0183 164% 22.7% 2772  144% 32.3%
Total ............ 4,091 172,310.4 100.0% 16.7% 12,310.7 100.0% 22.6% 1,927.6 100.0% 23.6%

Source: CBRC'’s 2014 Annual Report

(1) Comprises rural credit cooperatives, rural commercial banks and rural cooperative banks.

(2) Comprises policy banks, new-type rural financial institutions, Postal Savings Bank of China, other non-banking institutions (including
financial asset management companies, Sino-German Bausparkasse, trust companies, finance companies of corporate groups, financial
leasing companies, money brokerage firms, auto financing companies, consumer finance companies, rural banks, lending companies and
rural cooperative financial institutions).

City Commercial Banks

According to CBRC’s 2014 Annual Report, as of December 31, 2014, there were 133 City
Commercial Banks in China. Leveraging on their understanding of the local market and relationship
with local customers, City Commercial Banks generally have better exposure to opportunities in the
local market. According to CBRC, the total assets of City Commercial Banks as a percentage of total
assets of the banking industry in China increased from 7.1% (RMBS5,680 billion) as of December 31,
2009 to 10.5% (RMB18,084 billion) as of December 31, 2014, representing a CAGR of 26.1%.
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The table below sets forth certain information relating to City Commercial Banks in China for
the years indicated:
CAGR

Market Market Market Market Market Market (2009-
2009 share® 2010 share® 2011 share® 2012  share® 2013  share® 2014  share® 2014)

(in billions of RMB, except percentages)

Total assets ......... 5,680  7.1% 7,853  8.2% 9,985 8.8% 12,347 9.2% 15,178 10.0% 18,084 10.5% 26.1%
Total liabilities . ... ... 5,321 7.1% 7,370  8.2% 9,320 8.8% 11,540 9.2% 14,180 10.0% 16,837 10.5% 25.9%
Total owners’ equity .. 359 8.1% 482 83% 664 92% 808 93% 997 9.8% 1,247 10.1% 28.3%
Profit aftertax ....... 50 7.5% 77 8.6% 108 8.6% 137 9.1% 164 9.4% 186  9.7% 30.2%

Source: CBRC'’s 2014 Annual Report
(1) Represent the relevant percentage to the total of all financial institutions in the banking industry of China

COMPETITIVE LANDSCAPE OF THE BANKING INDUSTRY IN SHANDONG AND
QINGDAO

With the stable economic growth in Shandong Province, the banking industry of Shandong
Province has recorded rapid expansion. According to the Shandong Office of CBRC, the total assets of
banking institutions in Shandong amounted to RMBS§,668.1 billion as of December 31, 2014,
representing a CAGR of 15.8% from 2009 to 2014. The total liabilities of banking institutions in
Shandong Province as of December 31, 2014 amounted to RMBS8,364.4 billion, representing a CAGR
of 15.1% from 2009. According to the CBRC Qingdao Office, as of December 31, 2014, the total
assets of banking institutions in Qingdao amounted to RMB1,635.9 billion, representing a 7.9%
increase from December 31, 2013, and the total customer loans and deposits of banking institutions in
Qingdao amounted to RMB1,053.3 billion and RMBI1,190.8 billion, respectively, representing
increases of 9.3% and 4.3%, respectively, from December 31, 2013.

As a City Commercial Bank based in Shandong Province, we mainly compete with other
commercial banking institutions with operations in Shandong Province. As of December 31, 2014, our
total assets, total deposits, total loans (net), total equity and net profits were approximately RMB156.2
billion, RMB101.7 billion, RMB61.2 billion, RMB9.8 billion and RMB1.5 billion, respectively.
According to the information disclosed by other City Commercial Banks in Shandong Province, as of
December 31, 2014, we ranked first among the City Commercial Banks in Shandong Province in terms
of total assets, total deposits, total loans, total equity and net profits. As of December 31, 2014, our
total loans originated in Qingdao ranked 7th among all the banks in Qingdao with a market share of
4.5% and our total deposits in Qingdao ranked 7th among all the banks in Qingdao with a market share
of 7.2%.

INDUSTRY TRENDS
Interest Rate Liberalization and Other Regulatory Changes

In recent years, China has implemented a series of policies and measures promoting the
liberalization of the financial system and, at the same time, strengthening the regulation and
supervision of the banking industry.

In the PRC, interest rates on RMB-denominated loans and deposits are set by commercial
banks with reference to the benchmark interest rates on loans and deposits published and adjusted from
time to time by PBoC. In recent years, the progress of interest rate liberalization in China gained
momentum. With effect from June 8, 2012, PBoC allowed financial institutions to set interest rates on
RMB-denominated deposits at up to 110% of the PBoC benchmark interest rates. On July 20, 2013,
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PBoC abolished floor interest rates on RMB-denominated loans (excluding interest rates on residential
mortgage loans) and allowed financial institutions to set interest rates on loans based on commercial
considerations. On November 22, 2014, PBoC allowed financial institutions to set interest rates on
RMB-denominated deposits at up to 120% of the PBoC benchmark interest rates, which was raised to
130% and then 150% of the PBoC benchmark interest rates effective March 1, 2015 and May 11, 2015,
respectively. Effective August 26, 2015, PBoC removed the cap on the interest rates on RMB-
denominated time deposits with tenors of longer than one year while the cap on the interest rates on
RMB-denominated demand deposits and time deposits with tenors up to one year remain unchanged.
Furthermore, effective October 24, 2015, PBoC removed the cap on interest rates on deposits and
allowed commercial banks in China to set interest rates on deposits based on commercial
considerations.

The Deposit Insurance Regulation ((ffFakfREz##1)) came into effect on May 1, 2015. This was
an important step in interest rates liberalization in China. Pursuant to the Deposit Insurance Regulation,
each depositor shall be compensated up to a maximum of RMB500,000 in the event of liquidation of a
bank. Each depositor is fully protected for deposits within the prescribed limit, including the principal
of, and accrued interests on, RMB and foreign currency denominated deposits.

Interest rate liberalization allows commercial banks to set interest rates on deposits and loans
more proactively, but may possibly intensify competition in China’s banking industry and could further
affect the banks’ (including us) net interest spreads, net interest margin and results of operation.

In addition, the PRC regulatory authorities have relaxed constraints on certain businesses,
products and financing channels of commercial banks, for example, limitations on asset securitization
have been relaxed in recent years, allowing commercial banks to issue interbank deposits in the
interbank market. This provides opportunities for the PRC banking industry to develop new businesses
and enrich financing channels.

Meanwhile, the regulatory authorities of the PRC banking industry have developed and further
refined the prudential regulatory regimes, and strengthened supervision over various aspects including
corporate governance, internal control, compliance and risk management. For instance, the regulatory
authorities of the PRC banking industry have promulgated a number of regulations to strengthen
capital regulation on commercial banks according to the development of Basel Accords, imposed strict
and prudential requirements and supervision on wealth management products, interbank business and
others, and enhanced information technology risk management. CBRC has also promulgated a series of
regulatory requirements on the real estate industry and local government financing vehicles, requiring
PRC commercial banks to strengthen risk control over each of these types of business.

For further information on regulation of the PRC banking industry, see “Supervision and
Regulation”.

Increasing Demands for Personal Financial Services

With rapid growth in the PRC economy, the disposable income of PRC residents has been
increasing continuously for the past three decades. According to information from NBS, per capita
disposable income of PRC urban households increased from RMB17,175 in 2009 to RMB28,844 in
2014, at a CAGR of 10.9%.
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The table below sets forth the per capita disposable income of PRC urban residents, the total
amount of RMB-denominated deposits of PRC urban and rural residents, the total amount of PRC
domestic personal RMB-denominated loans and their percentage of total domestic loans for the years
indicated:

For the year ended December 31,

CAGR
(2009-
2009 2010 2011 2012 2013 2014 2014)

Per capita disposable income of urban

households (RMB) . ..................... 17,175 19,109 21,810 24,565 26,467 28,844 10.9%
Total amount of RMB-denominated deposits of

urban and rural residents (in billions of

RMB) ..o 26,077 30,330 34,364 39,955 44,760 48,526 13.2%
Total amount of domestic personal RMB-

denominated loans (in billions of RMB) ... .. 8,179 11,254 13,601 16,130 19,850 23,141 23.1%
As a percentage of total domestic loans . ... ... 20.5% 23.5% 249% 25.7% 27.7% 28.4% N/A

Source: Websites of NBS, PBoC, National Economic and Social Development Statistics Bulletin

In recent years, personal wealth of PRC residents has continued to grow. According to the
China Private Wealth Report (2015) jointly issued by Bain & Company and China Merchants Bank,
the amount of personal investable assets held by PRC residents reached an aggregate of RMB112
trillion in 2014, at a CAGR of 16% from 2012 to 2014. The population of high-net-worth individuals
in the PRC who have investable assets of more than RMB10 million has increased every year. In 2014,
the population of high-net-worth individuals in the PRC exceeded 1 million for the first time, with a
CAGR of 21% from 2012 to 2014.

In view of the rapid growth in disposable income of PRC residents, an increasing amount of
individual investable assets and the growing demand from residents for banking services and wealth
management services, commercial banks in China continue to expand financial product and service
offerings to individual customers and extend coverage to services such as asset management, wealth
management and private banking. As the demands from residents for wealth protection, asset
appreciation and diversified asset allocation grow continuously, these financial services have high
growth potential in China. Meanwhile, along with increasing demand from individuals for diversified
financial services and rapid development in mobile technology, new personal financial products are
being introduced continuously and the channels in which financial services are provided by the PRC
banking industry are being expanded continuously.

Increasing Importance of Banking Services for Small and Micro Enterprises

In recent years, loans to small and micro enterprises have grown rapidly. According to the
National Small and Micro Enterprises Development Report (¢ZEd/NE A 358 BEH DL %)) published
by the SAIC, as of December 31, 2013, there were approximately 11.7 million small and micro
enterprises in China, representing 76.6% of the total number of enterprises in China. According to
statistics from the CBRC website, as of March 31, 2015, loans from commercial banks to small and
micro enterprises amounted to approximately RMB15.9 trillion in aggregate, representing 22.6% of the
total loans of commercial banks.

In recent years, the State Council, PBoC and CBRC have issued a number of policies and
measures to incentivize the development and offering of innovative financial products and credit
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services to small and micro enterprises and increase loans to them. These policies and measures
include the following:

® In March 2013, CBRC issued the Notice on Deepening Financial Services for Small and
Micro Enterprises (<R GAL/ MR 3G MIRF YR L)), urging commercial banks to improve
their service quality and expand financial product offerings, financing channels and
network coverage for small and micro enterprises. The notice also lifted certain
geographic restrictions on the opening of sub-branches of commercial banks whose credit
business for small and micro enterprises meets certain criteria.

® In August 2013, the General Office of the State Council issued the Implementation
Opinions on Financial Support to Developing Small and Micro Enterprises (<R
SR N AR ZE BRI 7)) and CBRC issued the Guiding Opinions on Further
Enhancing Financial Service Work for Small and Micro Enterprises (i
HE— A M S S RS AR ERE L)),  providing  policy  support to  service
innovations, credit enhancement and information services as well as direct financing
channels, and financial and tax support to small and micro enterprises, reinforcing the
requirements that (i) the growth rate of loans extended by each banking institution to small
and micro enterprises be no lower than the average growth rate of various types of loans;
and (ii) the incremental amounts of loans of each banking institution to small and micro
enterprises be no less than that of the previous year.

With the sustainable development of China’s capital market, large-scale enterprises and group
customers will resolve to satisfy some of their financing needs from the capital market instead of bank
borrowings, and consequently, small and micro enterprises will become an increasingly important
customer base for PRC commercial banks. Under the incentive policies of the PRC government and
active promotion by the PRC banking industry, it is expected that small and micro enterprise financial
services will become a more important business area of the PRC banking industry.

Development of China’s Capital Markets and Increase in Fee and Commission Income in
Commercial Banks

In recent years, China has launched a number of initiatives to further develop its capital
markets, including replacing the approval requirement with the registration procedures for offering
asset-backed securities, deregulating public offerings of corporate bonds, implementing a registration
system for private placements of bonds, introducing the Shanghai-Hong Kong Stock Connect, and
announcing the Mainland-Hong Kong Mutual Recognition of Funds.

These developments may affect the core business of the PRC banking industry. For example,
the deepening of China’s debt markets may affect the loan business of commercial banks, as certain
corporate borrowers may issue debt securities at lower costs, which may lessen the demand for bank
loans. In addition, the development of capital markets created opportunities for PRC commercial banks
to provide diversified financial products and services, in particular, promoting the rapid development
of fee- and commission-based businesses such as wealth management services, investment banking
business and distribution of funds. In addition, the development of China’s capital markets also
broadened the variety of investment securities for commercial banks, for instance, a number of
commercial banks have introduced new products such as asset-backed securities and interbank deposits
into their investment portfolios, which may offer higher yields than traditional bond investments.
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Challenges and Opportunities Arising for Traditional Banks from Internet Banking

In recent years, along with further development of online wealth management products, third-
party online payment platforms and Internet financing service platforms, PRC traditional banking
institutions have faced with new challenges from the innovation of financial products and technology.
For instance, third-party online payments totaled RMB7.4 trillion in 2014, accounting for almost 60%
of all online payments. Meanwhile, similar to other commercial banks, we also face with competition
from other types of Internet finance, such as P2P lending and crowdfunding.

Although the Internet-based financial services industry remains in its infancy, it has significant
growth potential. Faced with competition from the rapidly-growing Internet-based financial service
platforms, the PRC banking industry has capitalized on rapidly developing digital and mobile
technology to introduce new businesses, products and service platforms, including the establishment of
e-commerce platforms to provide financial services to customers and set-up of online sales platforms
for their financial products. Certain commercial banks have attempted to improve operating efficiency
and risk management by utilizing bulk data technology. In addition, certain PRC commercial banks
have launched direct banking services to provide customers with user-friendly and value-for-money
financial products and services through e-channels.

Trend Towards the Full-service Model of the PRC Banking Industry

With interest rate liberalization, the full-service model will become one of the trends of the
PRC banking industry in the future.

So far, PRC commercial banks are allowed to apply for licenses of, among others, trust, funds,
insurance and financial leasing. The transformation towards the full-service model will be a gradual
process, as the relaxation of financial licenses involves various changes in laws and regulations and
reform of the regulatory regimes. It is expected that investment banking, private equity and asset
management will become three major areas for full-service operations of the PRC banking industry.
Commercial banks will gain market share in capital market businesses by virtue of their strengths in
scale and resources and offer diversified and integrated financial services leveraging their large
customer base. As such, the full-service model will become a new way to improve the profitability of
PRC commercial banks and will significantly improve the ecosystem of the PRC financial industry.
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OVERVIEW

The banking industry in the PRC is highly regulated. The principal regulatory authorities in the
PRC banking industry include CBRC and PBoC. CBRC is responsible for supervising and regulating
banking institutions. PBoC, as the central bank of the PRC, is responsible for formulating and
implementing monetary policies. The principal laws and regulations relating to the PRC banking
industry are the PRC Commercial Banking Law, the PRC PBoC Law, the PRC Banking Supervision
and Regulatory Law, and the rules and regulations established thereunder.

HISTORY AND DEVELOPMENT OF THE REGULATORY FRAMEWORK

Established on December 1, 1948, PBoC was initially the primary regulator of the financial
industry in the PRC. In January 1986, the State Council issued the Interim Regulations of the PRC on
the Supervision of Banks ((h#E A RILAERATEHE1TH601)), which explicitly provided, for the first
time, that PBoC was the central bank of the PRC and the regulatory authority for the PRC financial
industry.

The current regulatory framework of the PRC banking industry began to emerge in 1995 when
the PRC PBoC Law and the PRC Commercial Banking Law were issued. The PRC PBoC Law, which
was issued in March 1995, provided for the scope of responsibilities and the organizational structure of
PBoC, and authorized PBoC to administer Renminbi, implement monetary policies and regulate and
supervise the PRC financial industry. The PRC Commercial Banking Law was enacted in May 1995
and set out the fundamental principles of operations for PRC commercial banks.

Thereafter, the regulatory regime of the PRC banking industry has undergone further
significant reform and development. CBRC was established in April 2003 and took over from PBoC its
role as the primary regulator of the PRC banking industry. In addition, CBRC was mandated to
implement reforms, minimize overall risks, promote stability and development and enhance the
international competitiveness of the PRC banking industry. In December 2003, the PRC Commercial
Banking Law and the PRC PBoC Law were amended and, on February 1, 2004, the PRC Banking
Supervision and Regulatory Law came into effect, which sets out the regulatory functions and
responsibilities of CBRC.

On August 29, 2015, the Standing Committee of the NPC promulgated the Decision of the Standing
Committee of the National People’s Congress on Amending the Commercial Banking Law of the People’s
Republic of China ((EEARMEREGHHZBGEIMED (hie N RIEME M ERTIE) MIRE)) and the
amended PRC Commercial Banking Law came into effect on October 1, 2015.

PRINCIPAL REGULATORS
CBRC
Functions and Powers

CBRC is the principal regulatory authority in the PRC responsible for the supervision and
regulation of banking institutions operating in the PRC, including commercial banks, urban credit
cooperatives, rural credit cooperatives, other deposit-taking financial institutions and policy banks, as
well as certain non-bank financial institutions. CBRC is also responsible for the supervision and
regulation of the entities established by domestic financial institutions outside the PRC and the
overseas operations of the above-mentioned banking and non-banking financial institutions. According
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to the PRC Banking Supervision and Regulatory Law (as amended in 2006) and relevant regulations,
CBRC’s primary regulatory responsibilities include:

® formulating and issuing regulations and rules governing banking institutions and their
activities;

® examining and approving the establishment, change and termination of banking
institutions and their scope of business, as well as granting banking licenses to commercial
banks and their branches;

® regulating the business activities of banking institutions, including their products and
services;

® approving and overseeing qualification requirements for directors and senior management
of banking institutions;

®  setting prudential operation rules for risk management, internal control, capital adequacy,
asset quality, allowance for impairment losses, risk concentration, related party
transactions and asset liquidity requirements for banking institutions;

® conducting on-site examinations and off-site surveillance of the business activities and risk
levels of banking institutions;

establishing emergency system with relevant authorities and formulating emergency plans;

imposing corrective and punitive measures for violations of applicable banking
regulations;

® preparing and publishing statistics and financial statements of national banking
institutions; and

® taking over or procuring the restructuring of a banking institution which may materially
impact the rights and interests of depositors and other customers when there is, or is likely
to be, a credit crisis.

Examination and Supervision

CBRC, through its headquarter in Beijing and its bureaus throughout the PRC, monitors the
operations of banks and their branches through on-site examinations and off-site surveillance. On-site
examinations generally include inspecting a banking institution’s business premises and electronic data
systems, interviewing its employees, senior management and directors for an explanation of significant
issues relating to its operations and risk management, as well as reviewing relevant documents and
data maintained by the banking institution. Off-site surveillance generally includes reviewing business
reports, financial statements and other reports regularly submitted by the banking institution to CBRC.

If a banking institution is not in compliance with an applicable banking regulation, CBRC is
authorized to impose corrective and punitive measures, including imposing fines, ordering the
suspension of certain business activities, withholding the approval for engaging in new businesses,
imposing restrictions on distribution of dividends and other incomes, and transfer of assets, ordering
the transfer of shares of the controlling shareholder(s) or the limitation of the rights of such
shareholder(s), ordering restructuring of the board of directors or senior management or imposing
restrictions on their rights, and withholding the approval for opening new branches. In extreme cases or
when a commercial bank fails to take corrective action within the time period specified by CBRC,
CBRC may order the banking institution to suspend operations for rectification and may revoke its
business license. In the event of existing or potential credit crisis within a banking institution, which
may materially impact the rights and interests of depositors and other customers, CBRC may take over,
or procure the restructuring of such banking institution.
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PBoC and Inter-departmental Coordination Joint Meeting for Financial Supervision

As the central bank of the PRC, PBoC is responsible for formulating and implementing
monetary policies and maintaining the stability of the PRC financial markets. According to the PRC
PBoC Law and relevant regulations, PBoC is empowered to perform the following primary duties:

®  issuing and implementing orders and regulations in relation to its duties;
formulating and implementing monetary policy in accordance with laws;
issuing Renminbi and administering its circulation;

supervising and regulating the interbank lending market and the interbank bond market;

implementing foreign exchange controls and supervising and regulating the interbank
foreign exchange market;

supervising and regulating the gold market;
holding, administering and managing the state foreign exchange reserve and gold reserve;
managing the national treasury;

safeguarding the normal operation of payment and clearing systems;

formulating and coordinating anti-money laundering initiatives in the financial industry
and taking responsibility for monitoring fund flow in respect of anti-money laundering;

® taking responsibility for the statistics, surveys, analyses and forecasts of the financial
industry; and

®  participating in international financial activities as the central bank of the PRC.

On August 15, 2013, the State Council issued the Reply of the State Council on the
Establishment of the Inter-departmental Coordination Joint Meeting System for Financial Supervision
(CIER55 g ) 28 2 7 < ol A6 Tt o) B0 PR 35 & k) O HEE)),  pursuant to which  an  Inter-departmental
Coordination Joint Meeting System was established under PBoC, with CBRC, CSRC, CIRC and SAFE
as the members. Other government departments such as NDRC and MOF may be invited to attend the
joint meetings, where necessary.

MOF

MOF, a ministry under the State Council, is responsible for state finance, taxation, accounting,
the management of state-owned financial assets and etc. MOF regulates the performance review and
remuneration mechanism of senior management of state-owned banks, and banks’ compliance with the
PRC Accounting Standards for Business Enterprises ((i226#&#1#E/I)) and the Financial Rules for
Financial Enterprise (¢35 1)), MOF’s primary responsibilities include:

® formulating and implementing financial and taxation strategies, plans, policies and reform

measures;

®  drafting laws and regulations concerning fiscal, financial and accounting management and
formulating department rules;

® managing state-owned financial assets, administering the appraisal of state-owned assets
and participating in drafting rules governing the management of state-owned financial
assets; and

® supervising the implementation of financial and taxation rules and policies, reporting
critical issues in the management of fiscal revenue and expenditure and managing the
financial supervision commissioners’ office.
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Other Regulatory Authorities

In addition to the above regulators, commercial banks in the PRC are also subject to the
supervision and regulation by other regulatory authorities, including SAFE, SAIC, CSRC, CIRC, NAO

and SAT.

LICENSING REQUIREMENTS

Basic Requirements

Currently, the establishment of a City Commercial Bank requires the approval and issuance of
an operating license by CBRC. Pursuant to the current regulatory requirements, in general, CBRC will
not approve an application to establish a City Commercial Bank unless certain conditions are satisfied,
including, amongst others:

® the articles of association are in compliance with the relevant requirements of the PRC
Company Law and the PRC Commercial Banking Law;

® the registered capital is equal to its paid-up capital, subject to a minimum of RMB100
million;

® the directors and senior management of the proposed commercial bank possess the
requisite qualifications and the proposed commercial bank has qualified practitioners who
are familiar with the banking business;

® the organizational structure and the management system are sound;

® the business premises, safety and security measures and other facilities satisfy the needs of
the business operation; and

® the information technology structure which satisfies the needs of the business operation
has been set up, the information technology system supporting the business operation is
necessary, safe and in compliance with the relevant laws and regulations, and possesses
the technologies and measures to ensure its effectiveness and safety.

Significant Changes

City Commercial Banks are required to obtain approval from CBRC or its branches to
undertake significant changes, including:

change of the name of headquarters or branches;

change of registered capital;

change of domicile of headquarters or branches;

change of business scope;

change of form of organization;

change of shareholders holding 5% or more of the bank’s total capital or shares;
investments in the equity interest in the bank by an overseas financial organization;
amendments to the articles of association;

establishment or termination of branches and sub-branches;

merger or division; and

dissolution, liquidation and etc.
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Establishment of Domestic Branches

To establish a local branch, a City Commercial Bank must apply to the relevant local office of
CBRC in its residence province (or autonomous regions or directly administered municipalities) where
it is registered for approval and issuance of a finance license.

On April 16, 2009, CBRC issued the Opinions on Adjusting the Licensing Policies for the
Establishment of Branch Outlets by Small- and Medium-Sized Commercial Banks (for Trial
Implementation) (CBIR H/NESESRAT I SR T ME A BOR B B A GAAT))), pursuant to  which, the
establishment of branches and sub-branches by City Commercial Banks is no longer subject to a
uniform standard of working capital requirement, instead the working capital requirement shall be
coordinated, adjusted and allocated by the relevant City Commercial Bank according to its business
development and capital management needs. The number of branches and sub-branches of a City
Commercial Bank within the province (or autonomous region or directly administered municipality)
where it is registered is no longer subject to any limit.

CBRC issued the Circular of the General Office of CBRC on Improving Rural Financial
Services on February 16, 2013 (<2 # 5 & e /2 BERR 1Ak 201 34F B2 A & IR B5 TAE 928 %0)), which allows
a City Commercial Bank to apply for the establishment of branches within its home jurisdiction and
adjacent regions with close economic connection but not beyond its residence province.

Scope of Business

Under the PRC Commercial Banking Law, commercial banks in the PRC are permitted to
engage in the following activities:

® taking deposits from the public;

extending short-term, medium-term and long-term loans;
effecting domestic and overseas payment settlements;
accepting and discounting instruments;

issuing financial bonds;

acting as the issuing agent, payment agent and underwriter of government bonds;
trading government bonds and financial bonds;
engaging in interbank lending;

trading foreign exchange as principal or agent;

engaging in bank card business;
providing letters of credit and guarantee services;
collecting and making payment as agents and acting as insurance agents;

providing safe deposit box service; and

other businesses approved by the banking regulatory authorities under the State Council.

Commercial banks in the PRC are required to set forth their scope of business in their articles
of association and submit their articles of association to CBRC or its branches for approval. Subject to
approval by SAFE or its relative branch, commercial banks may engage in settlement and sales of
foreign exchange.
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REGULATIONS ON PRINCIPAL COMMERCIAL BANKING ACTIVITIES

Lending

To control risks relating to the extension of credit, commercial banks are required to establish a
strict and centralized credit risk management system, to set up standard operation procedures for each
step in the extension of credit process and to appoint qualified risk control personnel.

CBRC and other relevant authorities have issued a number of regulations and guidelines
concerning loans and credit granted to certain industries and customers. For example:

the Guidelines on Project Finance Business (CHH @ #E2EH854651)), which requires banking
institutions to establish a comprehensive operational process and risk management system.
Banking institutions are required to fully identify and evaluate risks associated with the
project construction phase and operation phase, including policy risk, financing risk,
completion risk, product market risk, over-budget risk, raw material risk, operational risk,
exchange rate risk, environmental risk and other related risks. Banking institutions are also
required to focus on the assessment of the repayment ability of borrowers so that they can
evaluate risks associated with technology and financial feasibility as well as sources for
loan repayment. In addition, banking institutions must ensure that borrowers set up a
designated account to receive all revenues from the projects, and must monitor such
account and take actions in case of unusual movements.

according to the Interim Measures for the Administration of Fixed Asset Loans
(CHlE g S E B 1T EE)), banking institutions are required to improve their internal
control system, manage the entire lending process, fully understand their customers and
projects, establish a risk management system for fixed asset loans and an effective
mechanism for balancing different positions, clearly define the responsibilities of the
departments for loan management and establish an evaluation and accountability
mechanism for each person responsible for loan management. Commercial banks are also
required to strengthen the management of the use of loan and improve the management of
loan extension and repayment. In addition, banking institutions are required to agree with
borrowers on contractual terms that are material to controlling credit risks, and establish a
loan quality monitoring system and a loan risk alert system.

according to the Interim Measures for the Administration of Working Capital Loans
(CRENE & FFAE B ITHA)), banking institutions are required to establish effective
internal control mechanism and risk management system to monitor the use of working
capital loans and obtain comprehensive information from clients. They are also required to
reasonably estimate the borrower’s working capital demand and prudently determine
credit limits for working capital loans to the borrower and the amount of each loan.
Banking institutions cannot grant working capital loans that exceed the borrower’s actual
need. In addition, banking institutions are required to clearly specify in the loan agreement
the legal use of the loan. Working capital loans cannot be used for fixed asset or equity
investment, or for areas or purposes prohibited by the government.

the Interim Measures for the Administration of Personal Loans (CfEASEE B 1TH#E)),
which requires banking institutions to establish an effective end-to-end management
framework and risk management system for personal loans and specify certain conditions
for personal loan applications. The measures also require that the use of personal loans
shall comply with the relevant laws and policies. Banking institutions are prohibited from
extending personal loans without designated purpose.
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the Guidelines on the Risk Management of Risks of Credits Granted by Commercial
Banks to Group Borrowers (CPiSESRITAEE% P 1215368 a g #4E5])), which requires
commercial banks to establish a risk management policies to control the credits granted to
group borrowers and file these policies and procedures with the banking regulatory
authorities. If the credit balance of a commercial bank to a single group customers exceeds
15% of its net capital, the commercial bank is required to take remediation measures to
diversify risks through syndicated loans, loan participation and loan transfer. In line with
its prudential supervision requirement, the banking regulatory authorities may lower such
credit balance ratio.

the Guidelines on the Management of Risks of Real Estate Loans Granted by Commercial
Banks (CFiE87 5 s SRR 245 51)), which requires commercial banks to establish
criteria for the review and approval of real estate loans (including land reserve loans, real
estate development loans, personal residential mortgage loans, and commercial mortgage
loans) and to develop risk management and internal control systems to manage the market
risk, legal risk, and operational risk in the real estate loan market. Commercial banks are
not allowed to grant loans in any form to projects without state-owned land use right
certificates and relevant permissions. CBRC and its branches conduct periodic inspections
on the implementation of such guidelines.

the  Notice of  PBoC and  CBRC on  Issues Concerning  the
Improvement of Differentiated Housing Credit Policies
(CRBNRSRAT ~ B 4RAT 28 BB L B @ BHA 58 3% 22 L AR R 5 BEBOR AT B BUE R @ A1), which
requires commercial banks to suspend the extension of housing loans to families who have
three or more residential properties or to non-local residents who are unable to provide
evidence of payments of local tax or social security over one year. With respect to a first-
time purchaser of any residential property, the minimum down payment is set at 30%, while
the minimum down payment for buyers purchasing a second residential property is 50%
with the interest rate being no less than 110% of PBoC benchmark interest rates on loans.
On March 8, 2011, CBRC issued the Notice of the General Office of CBRC on Issues
Concerning the Improvement of Housing Financial Services and the Reinforcement of Risk
Management (€ 0S5 5 & A R B A e (1 7 < IR0 i o IRUB 15 2R A9 38 1)) which provides
that the minimum down payment for a second-time home buyer is raised to 60% for housing
loans granted after the issuance of the Notice of the General Office of the State Council on
Issues Concerning Further Enforcing the Regulation and Control of Real Estate Market
(SIS e 2 T B T A — 20 Al s M 7 85 42 TAF AT B D RER9%8%0)). On September 29, 2014,
PBoC and CBRC issued the Notice of PBoC and CBRC on
Further Improving Housing Financial Services
(PR N RSRAT ~ i BSRAT S BB A IR B e BRI — A A 5 IR B T AR A9 0D, which
sets the minimum down payment at 30% and the minimum interest rate at 70% of PBoC
benchmark interest rates on loans for a family purchasing a residential property for self-use
for the first time. The Notice further provides that banking institutions should apply the
policies for first time home buyers to families which already own a residential property not
subject to any outstanding mortgage, and are applying for a loan to purchase another
residential property to improve their living conditions. In cities which have lifted or have not
imposed any restrictions for property purchasing, where a family that owns two or more
residential properties and has repaid in full all relevant loans applies for a loan to purchase
another residential property, banking institutions shall undertake prudent assessment to
determine the down payment ratio and the interest rate, taking into account factors including
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the borrower’s ability to make repayment and credit standing. On March 30, 2015, PBoC,
Ministry of Housing and Urban-Rural Development of the PRC and CBRC released the
Circular on  Issues Concerning the Individual Home Loan  Policies
(CBRTA A AL B S BCRA B B8 R1)). The Circular provides that in respect of families
owning a residential property which is subject to outstanding mortgage, when they apply for
commercial individual home loans for the purchase of another residential property as their
second home to improve their living conditions, the minimum down payment required shall
not be less than 40%. The specific amount of the down payment and interest rate shall be
determined by the relevant banking institutions based on factors including the borrower’s
credit standing and repayment ability. In respect of working households that have
contributed to the housing provident fund, when they use the housing provident fund loans
to purchase a residential property as their first home, the minimum down payment shall be
20%. In respect of working households that have contributed to the housing provident fund
and have already owned a residential property which is not subject to any outstanding
mortgage, when they apply for the second time to use the housing provident fund loans to
purchase a residential property as their second home to improve their living conditions, the
minimum down payment shall be 30%. On August 27, 2015, the Ministry of Housing and
Urban-Rural Development of the PRC, MOF and PBoC jointly promulgated the Circular on
Revising the Percentage of the Minimum Down Payment for the Purchase of Residential
Properties with Housing Provident Fund
(CBRTA T REAT B3 S R 8 AT B B b5 Al S 3K L9 1)), The  Circular provides  that,
effective September 1, 2015, families owning a residential property with the corresponding
housing loans fully repaid, when reapplying for the housing provident fund for the purchase
of another residential property as their second home to improve their living conditions, are
subject to a minimum down payment of 20% (reduced from 30%). According to the Notice
on Issues Concerning the Further Improvement of Differential Housing Credit Policies
(CBRAHE— 2 58 E 22 HLAE R 5 BEOR A B I AEAD)  issued by PBoC and CBRC on
September 24, 2015, in cities where “purchase restrictions” have not been implemented, for
households which apply for commercial individual housing loans for the purchase of their
first housing, the minimum down payment is adjusted to not less than 25%.

the Notice of MOF, NDRC, PBoC and CBRC on Implementing Several Matters relating to
the Circular of the State Council on Relevant Issues Concerning Strengthening the
Administration of Local Government Financing Vehicles (CHEGH ~ BIZERMMEZR B
BN RERAT ~ r B SRA T SR B B 2 B B BRI 55 g ) A AR ey BURTR T 65 28 R A B B

FIEIR 3 A A B I3 1)), the Guiding Opinions of CBRC on Strengthening the Risk
Management of Loans to Financing Vehicles — (CH B8R E: & Bl o mh & 5 £
B E B R L)), the Notice of Further Implementation of Risk Control and
Management of Local Government Financing Vehicles in 2011 (KBIADIE L2011
A0 7 B R T B SRR B TAERE D) as well as the Guiding Opinions of CBRC on
Strengthening the Risk Control and Management of Loans to Local Financing Vehicles in
2012 (I SR B A 0 56 20 1 245 4 77 BUR Bl T B S0 VB B 995 2 0)),  which  require
that banking institutions strictly implement pre-lending investigation, examination at
lending and post-lending inspection systems for loans to Local Government Financing
Vehicles (the “LGFVs”), prudently grant loans to LGFVs and apply accurate
classifications, and implement dynamic adjustment to reflect and assess accurately the risk
profile of such loans. Banking institutions are also required to consider the indebtedness of
local governments and the potential risks and expected losses of loans to LGFVs. The
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various regulations provide that the allowance for impairment losses is to be provided
reasonably and the risk-weighting in calculating capital adequacy is to be determined by
full coverage, basic coverage, semi-coverage and non-coverage of cash flow of such loans.
The Guiding Opinions of CBRC on Strengthening the Risk Control and Management of
Loans to Local Financing Vehicles in 2013  (CHESRESRERME2013
AF M 7 B R T 5 B RR B BB 1R 5 L)) require that each bank to impose aggregate loan
limits on LGFVs and not to expand the scale of LGFVs, and also provide that, for the
LGFVs with a cash flow coverage ratio lower than 100% or an asset-liability ratio higher
than 80%, the proportion of their loans to total loans granted by the bank to vehicles
should not exceed that of the previous year, and that the bank shall take measures to
gradually reduce credit extension and actively collect such loans. Under the Opinions of
the State Council on Strengthening the Administration of Local Government Debts
(SIS g B 7 Jon o sty BORFPE B A B9 2 7)), financial — institutions  shall not provide
financing to or seek guarantee from local governments in violation of applicable laws or
regulations. Purchasing of bonds issued by local governments by financial institutions
shall be in compliance with regulatory requirements. When providing financing to
governments or enterprises with debts, financial institutions shall strictly regulate credit
management by enhancing risk identification and risk management. Financial institutions
shall undertake any loss incurred as a result of providing financing to governments in
violation of applicable laws or regulations while relevant authorities and person in charge
will be held accountable for their acts under the PRC Commercial Bank Law, PRC
Banking Supervision and Regulatory Law and other laws and regulations. The Circular on
Properly Solving Subsequent Financing Issues of the on-going projects of Local
Government Financing Vehicles issued by MOF, PBoC and
CBRC (CHFECES ~ NERERTT ~ SREE B 235 AR Db 7 BUR il 1 6 28 RAE 220 H AR ST G 8 7))
requires banking institutions to properly solve subsequent financing issues of the on-going
projects of local government financing vehicles through separating management of
existing customers and new customers and conducting financing in compliance with laws,
to facilitate economic growth and control financial risks. Banking institutions shall support
the existing financing needs of on-going projects of financing vehicles to ensure their
orderly development in accordance with the principle of “controlling the total amount and
exercising differentiated treatment”. Banking institutions shall strictly regulate credit
management and strengthen risk identification and risk control by taking into account both
development and risk prevention. For loans to on-going projects of financing vehicles,
banking institutions shall make their own decisions, take their own risk and optimize
follow-up financing management based on prudent estimation of the repayment ability of
financing vehicles, revenue from on-going projects of financing vehicles and the
repayment ability of the local government. Banking institutions shall be cautious when
reviewing loans and place their focus on supporting irrigation and water conservancy
facilities, affordable housing projects, urban rail transit and other areas of on-going
projects of financing vehicles to ensure that the loans are in line with industrial
development needs and industrial park development plans.

the Guiding Opinions on Further Supporting the Restructuring and Revitalization of Key
Industries and Curbing Overcapacity in Certain Industries through Financial
Services  (CBRTAME— 2 8l < Rl AR B 45 T 6 72 2 o R IR BRI i 8 047 6 78 BRI R 4 R L)),
which provides that banking institutions should, in compliance with the Notice of the State
Council on Ratifying and Forwarding the Several Opinions of the National Development
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and Reform Commission and Other Ministries on Curbing Overcapacity and Redundant
Construction in Certain Industries and Guiding the Sound Development of
Industries  (CEIHS Be B 5 fie ol 2o 46 A 1T R 400 o 28 2 7 2 7 M 8 R R o o s e | A s S f e
A FEAREA) ) and in response to the national industrial policy and financial control
requirements, extend credit based on the principle of differential treatment. For enterprises
and projects that revitalize key industries, meet market entry requirements and comply with
the bank’s lending policy, the regulations provide that credit extension should be made in a
timely and efficient manner. For those that fail to satisfy these conditions, the regulations
provide that credit should not be extended. For projects in industries with overcapacity, the
regulations provide that credit extension should be strictly examined prior to approval.

the Guidelines of Green Credit ((%k&f5$4551)), which requires banking institutions to
support energy saving, emission reduction and environment protection, and avoid the
environmental and social risks of their customers. Under these Guidelines, banking
institutions are required to effectively identify, measure, monitor and control environmental
and social risks in their credit business activities, and to establish relevant risk management
systems. Banks are also required to explicitly determine the objectives of and the major
industries to be supported by green credit, and to formulate specific guidelines for credit
extensions to industries which are under strict regulation of the government and those with
substantial environmental and social risks, carry out differential and dynamic credit
extension policies, and implement risk exposure management systems.

the Notice of CBRC on Advancing the Financial Services for Small Enterprises and
Micro Enterprises (CFEISRE & BRI/ DS E L)), the Guiding Opinion of
the General Office of State Council on Financial Support for Adjustment,
Transformation and Upgrading of Economic Structure (%5 B FERH I @l S fr
KRS AT B AN T 19 1 3 L)), the Implementation Opinion of the General Office of
State Council on Financial Support for the Development of Small Enterprises and Micro
Enterprises (BB BRI A <l S/ M 2E 8 R B i ) and the Guiding Opinion of
CBRC on Further Enhancing the Financial Service Work for Small Enterprises and Micro
Enterprises (€ E24R 5 & B — 25/ 35 e MBS TAERI84E 7)), which provide that
banking financial institutions shall adhere to the commercial sustainability principle and
give priority in providing financial support to those small and micro enterprises whose
businesses are in line with the national industrial and environmental policies, can create
more job opportunities and have the intention and capability to repay the loan. Banking
financial institutions shall be subject to commercial sustainability and effective risk control,
positively adjust the credit structure and make annual credit plans separately for small and
micro enterprises.

Foreign Exchange Business

Commercial banks are required to obtain approvals from SAFE or its local branch to conduct
the business of settlement and sales of foreign exchange, and are required to obtain approvals from
CBRC or its local branch to conduct the business of foreign exchange other than settlement and sales
of foreign exchange and new business in foreign exchange. Under the PRC’s anti-money laundering
laws and regulations, PRC financial institutions are required to report to the Anti-money Laundering
Monitoring and Analysis Center any large or suspicious foreign exchange transactions which they
encounter on a timely manner.
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Securities and Asset Management Businesses

Commercial banks in the PRC are generally prohibited from trading and underwriting equity
securities. Commercial banks in the PRC are permitted to:

® underwrite and deal in Chinese government bonds, financial institution bonds and
commercial bonds issued by qualified non-financial institutions;

® act as agents in transactions involving securities, including bonds issued by the Chinese
government, financial institutions and other corporate entities;

® provide institutional and individual investors with comprehensive asset management
advisory services;

® act as financial advisors in connection with large infrastructure projects, mergers and
acquisitions and liquidation restructuring; and

® act as custodians for funds, including securities investment funds and corporate annuity
funds.

Insurance Agency Business

Commercial banks in the PRC are not permitted to underwrite insurance policies, but are
permitted to act as agents to sell insurance products through their distribution networks. Commercial
banks that conduct agency sales of insurance products are required to comply with applicable rules
issued by CIRC. The Notice on Further Strengthening Compliant Sales and Risk Management of
Commercial Bank’s Bancassurance Business
(B SRAT SE B T 2 B B A — 20 T o 7 S ARAT AU R B S 3 R0 B BT B A B8 A1) issued by
CBRC on November 1, 2010 provides that each outlet of a commercial bank may, in principle,
cooperate with no more than three insurance companies to sell their insurance products. If the outlet
cooperates with more than three insurance companies, the outlet must report to the local branch of
CBRC. Pursuant to the Supervisory Guidance on the Insurance Agency Business of Commercial Banks
(PR T U IR BB B 15 51)) jointly issued by CIRC and CBRC on March 7, 2011, if a commercial
bank operates an insurance agency business, each of its business outlets is required to obtain the
requisite license issued by CIRC and authorization from the tier-one branch of the commercial bank
before operating such business.

On January 8, 2014, CIRC and CBRC jointly issued the Notice Concerning Further Regulation
of Agency Sales of Insurance Business Conducted by  Commercial Banks
(CHERPREE S ~ o B SR B B — 2D R A P S SR AT AR AR B SE 5 B 51T 4 78 1)), which  sets out  certain
specific requirements in respect of agency sales of insurance business conducted by commercial banks.
For example, it requires commercial banks to assess the demands and risk tolerance of the
policyholders, and recommend insurance products based on the assessment results. Each outlet of a
commercial bank may cooperate with no more than three insurance companies (counted by the number
of legal persons) in a fiscal year. In addition, the total premium received by a commercial bank from
agency sales of accident insurance, health insurance, term life insurance, whole life insurance, annuity
insurance with an insurance period of no less than 10 years, endowment insurance with an insurance
period of no less than 10 years, property insurance (excluding investment insurance offered by
property insurance companies), guarantee insurance and credit insurance shall be no less than 20% of
the total premium of its insurance agency business.
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Wealth Management

On September 24, 2005, CBRC issued the Interim Measures on Administration of the Wealth
management Services of Commercial Banks (P87 AP 2EH 4 PG AT H#%)), which requires
commercial banks to obtain CBRC’s approval to provide return-guaranteed wealth management plans,
new investment products with guaranteed investment return under personal wealth management
business and certain other personal wealth management businesses. For other personal wealth
management services, commercial banks only need to file a report with CBRC or its local branch.
Commercial banks are also subject to certain restrictions on personal wealth management products.
Under the Guidelines for the Risk Management of the Wealth management Services of Commercial
Banks (€ 244718 A B S5 B i 246 51 )) issued by CBRC on the same day, commercial banks are
required to establish an analyzing, auditing and reporting system in respect of their wealth management
services and to proactively communicate with the relevant authorities regarding major risk
management approach, risk calculation methods and standards and other material risk management
issues. To standardize and regulate the sales of wealth management products, CBRC issued the
Administrative Measures on the Sales of Wealth Management Products of Commercial Banks
(ST SESRAT BRI ZE i 8 B PEIR)) on August 28, 2011, which require commercial banks to prudently
operate and disclose their wealth management business to fully protect the interests of consumers in a
timely manner.

On July 6, 2009, CBRC issued the Notice on Further Regulation on the Administration of
Investments under Retail Wealth Management Business (<8R B8 Bl — 0 LG s SE AT A
B SE T 45 LA B Y 7@ RN)), requiring certain conditions to be met for banks to invest the funds
raised from issuing wealth management products into fixed income financial products, banks’ credit
assets, trust loans, portfolios of assets traded on public or non-public markets, financial derivatives or
structured products, or collective trust fund plans. In addition, the notice prohibits the funds raised
through wealth management products from being invested into equity securities publicly traded on
domestic secondary markets or securities investment funds relating to such equity securities.
Subscription of newly issued equity securities with funds raised through wealth management products
is required to comply with PRC laws, regulations and regulatory requirements. Funds raised through
wealth management products may not be invested into equity interests in unlisted enterprises or shares
of listed companies that are not publicly offered or traded. However, the above restrictions do not
apply to high-net-worth customers with relevant investment experiences and high risk tolerance levels,
whose investment needs may be catered to by commercial banks through private banking services.

On March 25, 2013, CBRC issued the Notice on the Regulation of the Investment and
Operation of Wealth Management Business by Commercial Banks
(CBRTA BLHE P SESRAT L s BUEEE A BB A3 H))  to  enhance the regulation of the wealth
management business of commercial banks. This notice requires commercial banks to clearly link each
wealth management product with its underlying investment asset. Commercial banks shall reasonably
control the total investment in non-standard debt-based assets by using funds under wealth
management business. The balance of wealth management funds invested by a commercial bank in
non-standard debt-based assets cannot exceed the lower of 35% of the balance of the commercial
bank’s wealth management products, and 4% of the commercial bank’s total assets as disclosed in its
annual audit report for the prior year.

On July 10, 2014, CBRC issued the Notice on the Matters in relation to Streamlining of Wealth
Management  Business  Structure and Management System of Commercial Banks
(CBRTA 5¢ 35 SR AT BB SE 5 AL AR A BB 2% A B R JELRO 28 A1), which requires commercial banks to streamline
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their wealth management business structure and management system. Commercial banks are required
to reform their independent audit, risk segregation, code of conduct and centralized management, and
establish a specialized wealth management department responsible for the centralized management of
wealth management business. The wealth management business of commercial banks shall comply
with the relevant regulatory requirements of the banking industry.

Interbank Business

On April 24, 2014, PBoC, CBRC, CSRC, CIRC and SAFE jointly issued the Circular on
Regulating Interbank Businesses of Financial Institutions (<EfiA#R %4 MR 263655198 71)) (Yin Fa
[2014] No.127) (“Circular 127”), which sets out certain requirements in connection with regulating
interbank business operations of financial institutions. For example, (i) the Circular defines and
regulates interbank investment and financing businesses, including interbank lending, interbank
deposits, interbank borrowing, interbank payments, financial assets held under resale agreements or
financial assets sold under repurchase agreements; and the Circular also required that interbank
businesses (with investment and financing being the core businesses) should be classified into different
categories in accordance with their substance, and should be managed based on the classification;
(i1) financial assets held under resale agreements and financial assets sold under repurchase agreements
shall only include bank acceptance bills, bonds, treasury bills and other financial assets with a
reasonable fair value and high liquidity that are traded on the interbank market or securities exchange
market; (iii) financial institutions that engage in the business of financial assets held under resale
agreements and financial assets sold under repurchase agreements and inter-bank investment business
shall not accept or provide any direct or indirect, explicit or implicit credit guarantee from or for any
third-party financial institutions, except as otherwise permitted by the central government;
(iv) financial institutions shall accurately measure risks and set aside capital and make provisions
pursuant to the principle of “substance over form” and according to the nature of the underlying assets
invested; (v) financial institutions shall determine the financing term in a reasonable and prudent
manner; and the term of interbank borrowing may not exceed three years and the term of other
interbank financings may not exceed one year, and such terms may not be extended upon their
maturity; (vi) the net balance of interbank funds (excluding interbank deposits for settlement purposes)
extended by a single commercial bank to another financial institution with legal person status after
deducting assets with zero risk weight may not exceed 50% of the bank’s tier-one capital; and the net
balance of interbank funds borrowed by a single commercial bank may not exceed one third of its total
liabilities; and (vii) financial institutions engaging in interbank businesses shall establish a sound risk
management system and internal control system and adopt correct accounting treatments.

On May 8, 2014, the General Office of CBRC issued the Notice on the Regulation of the
Management of Interbank Business Conducted by Commercial Banks
(CBRT BURE 3 S8R T A SE2EBIG B A1) (Yin Jian Ban Fa [2014] No.140) (“Circular 140), which
requires commercial banks to establish a management system for interbank businesses based on the
scale and complexity of the interbank businesses conducted, and conduct all interbank businesses
through specialized departments by the end of September 2014. For the interbank businesses which can
be conducted in the form of electronic transactions via financial trading markets, such as interbank
borrowing and lending, bonds held under resale agreements and bonds sold under repurchase
agreements and certificates of interbank deposits, specialized departments may not entrust other
departments or branches to handle them. For the interbank business which cannot be conducted in the
form of electronic transactions via financial trading markets, specialized departments may entrust other
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departments or branches to conduct operations such as marketing and inquiry, project initiation and
customer relationship maintenance. The specialized departments, however, must approve the
counterparty, amount, term, pricing and contract on a case-by-case basis, and shall be responsible for
centralizing accounting treatment and assuming full risk control accountability. Commercial banks
shall establish a sound management system for the license of interbank businesses, improve the credit
management policies and the counterparty entry system.

Upon the implementation of Circular 127 and Circular 140, we have been in compliance with
the relevant requirements thereunder in operating our interbank business. The implementation of
Circular 127 and Circular 140 has not resulted in any material adverse effect on our business operation
or financial condition.

Electronic Banking

In January 2006, CBRC issued the Administrative Measures Regulating the Electronic Banking
Business ((F THRATEBE L)) and Security Evaluation Guidelines on Electronic Banking
(BT HATE2FHETE5])) in an effort to enhance risk management and security standards in this sector.
Banking institutions are allowed to engage in electronic banking business upon the approval of CBRC.
All banking institutions applying to establish e-banking business are required to have sound risk
management and internal control systems and are not permitted to have any major accidents relating to
their primary information management and operations processing systems in the year immediately
prior to the submission of their application. In addition, all banking institutions conducting e-banking
business must adopt security measures to ensure the confidentiality of information and to prevent the
unauthorized use of e-banking accounts.

CBRC issued the Notice on Enhancing the Management of Customer Information of Electronic
Banking (CBHA R & 1447 % 5 (5 S 2 TAERE D) on August 9, 2011, which stresses the importance
of commercial banks to be committed to the work concerning the security and confidentiality of
customer information. Without customers’ authorization, commercial banks may not directly or
indirectly provide customers’ sensitive information to third-party organizations. A centralized
electronic banking management department shall be specified by commercial banks for the electronic
funds transfer and payment business in order to ensure the safe, stable and ongoing operations of the
business.

Proprietary Investments

In general, commercial banks in the PRC are prohibited from making domestic investments
other than in debt instruments issued by the Chinese government and financial institutions, short-term
commercial paper, medium-term notes and corporate bonds issued by qualified non-financial
institutions, and certain derivative products. Unless approved by the PRC government, commercial
banks in the PRC are prohibited from engaging in trust investment and securities businesses, or
investing in real property (other than for their own use) or non-banking financial institutions and
enterprises.

Financial Innovations

On December 5, 2006, CBRC issued the Guidelines on Financial Innovations of Commercial
Banks ((FESUTEMAIRTES])), the purpose of which is to encourage PRC commercial banks to
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prudently engage in financial innovation-related activities, including developing new businesses and
products and improving existing businesses and products, expanding their scope of business,
enhancing cost efficiency and profitability, and reducing their reliance on lending business for profits.
CBRC has indicated that it will streamline approval procedures for new financial businesses.

Internet Finance

On July 18, 2015, PBoC, CBRC, Ministry of Industry and Information Technology, and other
authorities jointly issued the Guiding Opinions on Facilitating the Healthy Development of Internet
Finance (CBliA (2 5048 5 Al i R 3 19 5 5 75 1)) to provide the following guidelines to promote the
financial reform and innovation and the healthy development of Internet finance: (i) to encourage
innovations and support the prudent development of internet finance; (ii) to specify the supervisory
responsibilities of different Internet finance activities; (iii) to establish a sound system to regulate the
Internet finance market.

Certificates of Deposit

On June, 2, 2015, PBoC promulgated the Provisional Measures on Management of Certificates
of Deposit (CREAFHEEIEITHE)) to standardize and regulate the development of certificates of
deposit business, expand the market pricing range of liabilities products issued by deposit-taking
financial institutions and promote the reform of liberalization of interest rates in an orderly manner. A
self-regulated pricing system shall be developed by banks to determine the interest rates of certificates
of deposit based on market conditions and the relevant rules. PBoC also promulgated the
Implementation Provisions of Management of Certificates of Deposit (CREfFHEBEIEAIND) on
June 2, 2015, which requires deposit-taking financial institutions (the “Issuer”) to fulfill the following
conditions: (i) the Issuer is a member of national self-regulating pricing system; (ii) the Issuer has
formulated the administrative measures for certificates of deposit and established a management
system for certificates of deposit business; (iii) such other requirements as promulgated by PBoC.
Deposit-taking financial institutions shall submit an annual issuance plan to PBoC before the issuance
of the first certificate of deposit every year. If there is change to the issuance plan, the deposit-taking
financial institutions shall file the same with PBoC. The Issuer shall register with the National
Interbank Funding Center in respect of the issuance amount of the year, which shall be consistent with
the amount stated in the annual issuance plan submitted to PBoC. The proposed issuance amount for a
certain period shall not exceed the annual approved amount. Certificates of deposit can be used for
pledge business, including but not limited to loans secured by pledges and financing secured by
pledges. Interest rates on certificates of deposit shall be determined by the market. Fixed interest rate is
calculated by using the annualized return rate while floating interest rate is calculated based on
SHIBOR.

PRICING OF PRODUCTS AND SERVICES
Interest Rates for Loans and Deposits

Interest rates for RMB-denominated loans and deposits were historically set by PBoC. In
accordance with the PRC Commercial Banking Law, each commercial bank is required to determine
both its loan rate within the maximum and minimum loan rate limits and its deposit rate within the
maximum and minimum deposit rate limits, in each case, as set by PBoC. In recent years, PBoC has
gradually liberalized its regulation of interest rates, allowing banks more flexibility to determine the
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interest rates for RMB-denominated loans and deposits. Effective July 20, 2013, interest rate for RMB-
denominated loans (except for personal residential housing loans) can be determined by commercial
banks at their own discretion. Effective October 24, 2015, commercial banks in China may set interest
rates for deposits based on commercial considerations. The evolution of the interest rate regulation in
China is summarized below.

From March 17, 2005 to August 18, 2006, interest rates for personal residential mortgage loans
were regulated in the same way as most other types of loans. On August 19, 2006, the minimum
interest rate for personal residential mortgage loans was adjusted to 85% of the PBoC benchmark
lending rate. On October 27, 2008, the minimum interest rate for personal residential mortgage loans
was adjusted to 70% of the PBoC benchmark lending rate. On April 17, 2010, the minimum interest
rates for the personal residential mortgage loans to second-time home buyers in China was adjusted to
110% of the PBoC benchmark lending rate. Effective July 20, 2013, PBoC removed the minimum
interest rate requirement for new loans provided by commercial banks, whereas the minimum interest
rates for new personal residential mortgage loans remained at 70% of the PBoC benchmark lending
rates. On September 29, 2014, PBoC and CBRC announced that the policies for first-time home buyers
should apply if a family already owned a residence, had fully repaid the relevant loan, and applied for a
loan to purchase another ordinary commercial residence to improve its living condition.

With effect from October 29, 2004, commercial banks in the PRC were allowed to set their own
interest rates of RMB-denominated deposits so long as such interest rates were not higher than the
relevant PBoC benchmark rates. With effect from June 8, 2012, commercial banks in the PRC were
allowed to set their own interest rates of RMB-denominated deposits up to 110% of the relevant PBoC
benchmark rates. With effect from November 22, 2014, commercial banks in the PRC were allowed to
set their own interest rates of RMB-denominated deposits up to 120% of the relevant PBoC benchmark
rates. With effect from March 1, 2015, commercial banks in the PRC were allowed to set their own
interest rates of RMB-denominated deposits up to 130% of the relevant PBoC benchmark rates. With
effect from May 11, 2015, commercial banks in the PRC have been allowed to set their own interest
rates on RMB-denominated deposits up to 150% of the relevant PBoC benchmark rates. The
restrictions on interest rates on RMB-denominated deposits do not apply to interest rates on negotiated
deposits, which are deposits by insurance companies of RMB30 million or more or deposits by social
security funds of RMBS500 million or more, in each case with a term of more than five years, or
deposits by Postal Savings Bank of China of RMB30 million or more with a term of more than three
years, or pension insurance funds of RMB500 million or more with a term of more than five years.
Effective August 26, 2015, PBoC removed the cap on the interest rates on RMB-denominated time
deposits with tenors of longer than one year while the cap on the interest rates on RMB-denominated
demand deposits and time deposits with tenors up to one year remain unchanged. Furthermore,
effective October 24, 2015, PBoC removed the cap on interest rates on deposits and allowed
commercial banks in China to set interest rates on deposits based on commercial considerations.

From 2011 to the Latest Practicable Date, PBoC has adjusted the benchmark rate for RMB-
denominated loans and the benchmark rate for RMB-denominated deposits 11 times.
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The table below sets out the PBoC benchmark rates for RMB-denominated loans since 2011.

Housing fund loans

Six Over six Over one Over three
months monthsup yearupto yearsupto Overfive Up tofive Over five
Date of adjustment orless tooneyear threeyears five years years years years
(interest rate per annum %)
February 9,2011 ................ 5.60 6.06 6.10 6.45 6.60 4.00 4.50
April 6,2011 ................... 5.85 6.31 6.40 6.65 6.80 4.20 4.70
July 7,2011 .. ... 6.10 6.56 6.65 6.90 7.05 4.45 4.90
June 8,2012 ... .. ... .. ... ... 5.85 6.31 6.40 6.65 6.80 4.20 4.70
July 6,2012 .. ... 5.60 6.00 6.15 6.40 6.55 4.00 4.50
November 22,2014 .............. 5.60 5.60 6.00 6.00 6.15 3.75 4.25
March 1,2015 .................. 5.35 5.35 5.75 5.75 5.90 3.50 4.00
May 11,2015 .................. 5.10 5.10 5.50 5.50 5.65 3.25 3.75
June 28,2015 ....... ... ... ... 4.85 4.85 5.25 5.25 5.40 3.00 3.50
August 26,2015 ................ 4.60 4.60 5.00 5.00 5.15 2.75 3.25
October 24,2015 . ............... 4.35 4.35 4.75 4.75 4.90 2.75 3.25

Source: PBoC

The table below sets out the PBoC benchmark rates for RMB-denominated deposits since 2011.

Time deposits

Demand  Three Six

Date of adjustment deposits months months Oneyear Two years Three years Five years
- (interest rate per annum %)

February 9,2011 ................... 0.40 2.60 2.80 3.00 3.90 4.50 5.00
April 6,2011 ...................... 0.50 2.85 3.05 3.25 4.15 4.75 5.25
July 7,201 .. ..o 0.50 3.10 3.30 3.50 4.40 5.00 5.50
June 8,2012 ........ . ... .. .. ... .. 0.40 2.85 3.05 3.25 4.10 4.65 5.10
July 6,2012 . ... 0.35 2.60 2.80 3.00 3.75 4.25 4.75
November 22,2014 ................ 0.35 2.35 2.55 2.75 3.35 4.00 N/AM
March 1,2015 ..................... 0.35 2.10 2.30 2.50 3.10 3.75 N/AM
May 11,2015 ... ... ... .. ..... 0.35 1.85 2.05 2.25 2.85 3.50 N/AM
June 28,2015 ....... ... ... ... ... 0.35 1.60 1.80 2.00 2.60 3.25 N/AM
August 26,2015 ....... ... ... ... .. 0.35 1.35 1.55 1.75 2.35 3.00 N/AM
October 24,2015 .................. 0.35 1.10 1.30 1.50 2.10 2.75 N/AM

Source: PBoC
(1) With effect from November 22, 2014, PBoC no longer publishes the benchmark interest rate on RMB-denominated deposits for a tenor
of five years.

Currently, commercial banks are permitted to negotiate and determine the interest rates on
foreign currency-denominated loans and deposits.

According to the Notice of the People’s Bank of China on Further Promoting the Liberalization
of Interest Rate (CHFEQARERAT BN ME— B HEER AT 5L MU 1978 7)) announced by PBoC in July 2013,
since July 20, 2013, commercial banks are permitted to determine the discount rate for their discount
bills.

Pricing for Fee- and Commission-based Products and Services

CBRC, PBoC and NDRC jointly issued the Notice on the Waiver of Some Service Charges of
Banking Institutions (CBEFASRAT 2 RS bR A Bs i 2 1938 H1)) on March 9, 2011, which requires
banking institutions to waive certain charging items in relation to RMB personal accounts starting from
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July 1, 2011. In an effort to further regulate banking institutions’ charging items, on January 20, 2012,
CBRC issued the Notice on Rectifying the Irregular Operations of Banking Financial Institutions
(CEBRT BEIR BRAT S 2 MU A L REAT 13 0)), which sets out certain prohibited operations in relation to
charging items for banking institutions’ credit business and enhances the transparency of pricing.
Under the Administrative Measures on Pricing of Commercial Banking Services
(CPaSERAT IR B fEAR B B )) jointly issued by CBRC and NDRC on February 14, 2014, other than
those services the pricing for which are guided or determined by the government, commercial banks’
services are priced based on market conditions. In the event that the commercial bank increases the
service fees or sets new service fees based on market conditions, the bank is required to make public
such fees at least three months prior to the implementation of such new fees in accordance with the
Administrative Measures on Pricing of Commercial Banking Services.

REQUIRED DEPOSIT RESERVE

Commercial banks are required to maintain a percentage of their total deposits as reserves with
PBoC to ensure they have sufficient liquidity to meet customer withdrawals. As of the Latest
Practicable Date, City Commercial Banks are generally required to maintain a deposit reserve of not
less than 15.0% of their total outstanding Renminbi deposits according to the relevant requirements of
PBoC.

The following table sets forth the historical RMB statutory deposit reserve ratios applicable to
our Bank since 2011. Throughout the Track Record Period, we have complied with the relevant
requirements of PBoC.

Statutory deposit

Date of adjustment reserve ratios (%)
January 20, 2011 . ..o 17.0
February 24, 2011 . . ..o 17.5
March 25, 2011 ..o 18.0
APril 21, 2011 Lo 18.5
May 18, 2011 .o 19.0
June 20, 2001 o e 19.5
December 5, 2011 . . ... e 19.0
February 24, 2012 . . ..o 18.5
May 18, 2012 .o 18.0
February 5, 2005 ... 17.5
ApPril 20, 2005 . oo 16.5
September 6, 2015 .. ... 16.0
October 24, 2015 ... . 15.0

Source: PBoC

SUPERVISION OVER CAPITAL ADEQUACY
Latest CBRC Supervisory Standards Over Capital Adequacy
Prior to March 1, 2004, commercial banks were required to maintain a minimum capital

adequacy ratio of 8% and a minimum core capital adequacy ratio of 4%.

On February 23, 2004, CBRC issued the Capital Adequacy Measures which became effective
on March 1, 2004 and was amended on July 3, 2007. We were required to comply with the Capital
Adequacy Measures before January 1, 2013. The Capital Adequacy Measures required commercial
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banks to maintain a minimum capital adequacy ratio of 8% and a minimum core capital adequacy ratio
of 4%. In addition, the Capital Adequacy Measures required commercial banks to make adequate
provisions for various impairment losses, including those associated with loans, before calculating
their capital adequacy ratios.

In accordance with the Capital Adequacy Measures, capital adequacy ratios were calculated
based on the following formulae in accordance with the CBRC requirements:

Capital adequacy ratio = Capital — capital deductions x 100%
Risk-weighted assets + 12.5 x capital
for market risk

Core Capltal adequacy ratlo = COI‘C Capltal — core Capital deductions X 100%
Risk-weighted assets + 12.5 x capital
for market risk

In the above formulae:
Capital Includes both core capital and supplementary capital.

Core Capital Includes paid-in capital or common shares, capital reserve,
surplus reserve, retained earnings and minority interests.

Supplementary Capital Includes up to 70% of the reserve for revaluation, general
provisions, preference shares, qualifying convertible bonds,
qualifying long-term subordinated debt, qualifying hybrid
capital bonds and changes in fair value.

(Any positive change of no more than 50% to the fair value of
available-for-sale bonds that have been included as part of the
owners’ equity interests may be calculated as supplementary
capital; and any negative change to the fair value shall be
deducted from supplementary capital in full. When a
commercial bank calculates its capital adequacy ratio, it shall
transfer the fair value of available-for-sale bonds that have been
included in the capital reserves from the core capital into the
supplementary capital.)

Capital deductions Include goodwill, capital investments in non-consolidated
financial institutions, and capital investments in non-banking
financial institutions and enterprises and capital investment in
real estate that is not for self-use.

Core capital deductions Include goodwill, 50% of capital investments in non-
consolidated financial institutions, 50% of capital investments
in non-banking financial institutions and enterprises and 50%
of capital investment in real estate that is not for self-use.
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Risk-weighted assets Refer to the assets calculated by multiplying the value of on-
and off-balance-sheet assets by their corresponding risk
weightings, after taking into account risk-mitigating factors.

Market risk capital Refers to the capital that a bank is required to provide for the
market risks relating to its assets. Commercial banks with total
trading book positions greater than 10% of the bank’s total on-
and off-balance sheet assets or over RMBS,500 million are
required to make provisions for market risk capital.

On June 7, 2012, CBRC announced the Capital Administrative Measures, which have been in
effect since January 1, 2013. The Capital Administrative Measures required commercial banks to
maintain a minimum core tier-one capital adequacy ratio of 5% and a minimum tier-one capital
adequacy ratio of 6% and a minimum capital adequacy ratio of 8%. The Capital Administrative
Measure amended the risk weighting of various assets and adjusted the components of capital. In
addition, the Capital Administrative Measures require commercial banks to make adequate provision
for various impairment losses, including those associated with loans, before calculating their capital
adequacy ratios. These changes resulted in a more stringent capital adequacy requirement.

Under the Capital Administrative Measures, capital adequacy ratios are calculated according to
the following formulae in accordance with the CBRC requirements:

Capital adequacy ratio = Total Capital — corresponding capital deductions  y  100%

Risk-weighted assets

Tier-one capital adequacy ratio = Tier-one capital — corresponding capital deductions « 100%
Risk-weighted assets

Core tier-one capital adequacy ratio = Core Tier-one capital — corresponding capital deductions y 100,
Risk-weighted assets

In the preceding formulae:

Total Capital Includes core tier-one capital, other tier-one capital and tier-two
capital.

Tier-one Capital Includes both core tier-one capital and other tier-one capital.

Core Tier-one Capital Includes paid-in capital or common shares, capital reserve, surplus

reserve, general reserve, retained earnings and applicable portions
of minority shareholders’ capital that may be included.

Other Tier-one Capital Includes both other tier-one capital instrument as well as its
premium and applicable portions of minority shareholders’ capital
that may be included.

Tier-two Includes both tier-two capital instrument as well as its premium,
excess allowance for loss and portions of minority shareholders’
capital that may be included.
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Corresponding capital deductions Items that should be deducted correspondingly when commercial
banks calculate the capital adequacy ratio at each tier.

Risk-weighted assets Includes credit risk-weighted assets, market risk-weighted assets
and operational risk-weighted assets. Commercial banks may
adopt the weighted method or the internal ratings-based approach
to measure credit risk-weighted assets.

Market risk-weighted assets are measured by multiplying the required capital for market risk by
12.5. Calculation of market risk capital should cover the interest rate risk and stock risk associated with
the commercial banks’ trading accounts as well as all exchange rate risk and commodity risk.
Commercial banks may adopt the standardized method or the internal model method to measure the
required capital for market risk.

Operational risk-weighted assets are measured by multiplying the required capital for
operational risk by 12.5. Commercial banks may adopt the basic indicator method, the standardized
method or the advanced measurement method to measure the required capital for operational risk.

The following table sets forth risk weightings for various assets when adopting the weighted
method to measure credit risk-weighted assets under the Capital Administrative Measures.

Risk
Items weightings
a. Cash
1. Cashandcashequivalents ........ ... .. . i 0%
b. Claims on central government and central bank
i.  Claims on the PRC central government . ............... .. ...ttt enannenan.. 0%
il. Claims on PBoC ... . 0%
iii. Claims on central governments or central bank of other countries or jurisdictions where the
ratings for such countries or jurisdictions are AA- (including AA-) or higher® . .......... 0%
iv. Claims on central governments or central bank of other countries or jurisdictions where the
ratings for such countries or jurisdictions are between AA- and A- (including A-)» .. ... .. 20%
v. Claims on central governments or central bank of other countries or jurisdictions where the
ratings for such countries or jurisdictions are between A- and BBB- (including BBB-)() . . .. 50%
vi. Claims on central governments or central bank of other countries or jurisdictions where the
ratings for such countries or jurisdictions are between BBB- and B- (including B-)®» . ... .. 100%
vii. Claims on central governments or central bank of other countries or jurisdictions where the
ratings for such countries or jurisdictions are below B-() . ... ... ... o o oL 150%
viii.Claims on central governments or central bank of other countries or jurisdictions without
TALINES .« oottt e e 100%
c. Claims on public-sector entities of the PRC . ... ... .. ... ... . . . . . . . . 20%
d. Claims on domestically incorporated financial institutions
i. Claims on policy banks (not including subordinated bonds) ............................ 0%
ii. Claims on financial asset management companies invested by the PRC central government
1. Claims on debts issued by financial asset management companies by way of private
placements for purposes of acquiring non-performing loans of state-owned banks . . . . .. 0%
2. Other claims on financial asset management COMPANIes . ..................ouumunnn.. 100%
iii. Claims on domestically incorporated commercial banks (not including subordinated bonds)
1. With an original maturity of three monthsorless ........ ... ... ... ... .. .. .. ..., 20%
2. With an original maturity of over three months . ............. .. .. .. ... .. .. ... ..... 25%
iv. Claims on subordinated bonds issued by domestically incorporated commercial banks (part not
deducted) .. ..o 100%
v. Claims on other domestically incorporated financial institutions .. ....................... 100%
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Items

e. Claims on financial institutions and public-sector entities incorporated in other countries or

509

1.

1i.

iii.

V.

vi.

jurisdictions
Claims on commercial banks or public-sector entities where the ratings for such countries or
jurisdictions are AA- (including AA-) or higher®™ .. ...... .. ... ... ... .. ... ........
Claims on commercial banks or public-sector entities where the ratings for such countries or
jurisdictions are between AA- and A- (including A-)(D . ... .o L
Claims on commercial banks or public-sector entities where the ratings for such countries or
jurisdictions are between A- and B- (including B-)(D .. ... .. ...
Claims on commercial banks or public-sector entities where the ratings for such countries or
jurisdictions are below B-(D) . . ..
Claims on commercial banks or public-sector entities without ratings for such countries or
JUIISAICHIONS . . o\ ot ettt e e e
Claims on multilateral development banks, the Bank of International Settlement and the
International Monetary Fund . ....... ... .. .. .. . .

vii. Claims on other financial institutions . .............. .. ... ...
Claims on ordinary enterPriSES . ... ..o . vttt ettt e e et ettt

1.
ii.

il

. Claims on qualified small and micro enterprises . . .. ... ....c.euntun et
. Claims on individuals

Residential mortgage 1oans ... ... ...
The supplementary part of a supplementary financial facility secured by the reevaluated net

value of a mortgaged residence before the purchaser has paid up all the loans ............

. Other claims on individuals . .. ... ..

The balance of rental @sSEts . . .. ... ittt
Equity

1.
il
il

Equity investments in financial institutions (part not deducted) . .........................
Passive equity investments in business enterprises . . .. ... ....vuuetneet e e

. Equity investment in business enterprises for policy reasons upon the extraordinary approval
of the State Council ... ... .. .

iv. Other equity investments in business enterprises ... ... ... ....c.ueineeneennennennenn .

i.

ii.

. Real estate not for own use

Real estate not for own use, obtained by practicing mortgage rights within the lawful
disposition Period . ... ... .
Other real estate NOt fOr OWN USE . . . ... .ottt e

Other assets

1.
il

Net deferred tax assets in reliance on the bank’s future profit (part not deducted) ...........
Other assets on balance sheet ... ........ .. .. .. . . i

(1) These ratings refer to credit ratings of Standard & Poor’s or the equivalent thereof.

Regulatory Requirements in respect of Capital Adequacy Ratios

Risk
weightings

25%
50%
100%
150%
100%
0%
100%
100%
75%
50%
150%
75%
100%

250%
400%

400%
1250%
100%
1250%

250%
100%

Regulatory requirements in respect of the capital adequacy ratios of commercial banks include
the minimum capital requirement, capital conservation buffer requirement, countercyclical capital
buffer requirement, additional capital requirement for systematically important banks and capital
requirement under the second pillar.

The capital adequacy ratio of commercial banks at each tier must meet the following minimum

requirements:

® capital adequacy ratio shall not be lower than 8%;
® tier-one capital adequacy ratio shall not be lower than 6%; and

®  core tier-one capital adequacy ratio shall not be lower than 5%.
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Commercial banks are required to calculate and set aside their capital conservation buffer after
meeting the minimum capital requirements. The capital reservation buffer is required to be equal to
2.5% of risk-weighted assets and is to be fulfilled by core tier-one capital. Under certain circumstances,
commercial banks are required to calculate and set aside capital for meeting countercyclical capital
buffer requirements in addition to meeting the minimum capital requirements and the capital
reservation buffer requirements. The countercyclical capital buffer is required to be in the range of 0%
to 2.5% of risk-weighted assets and to be fulfilled by core tier-one capital.

In addition, the systematically important banks in the PRC are required to calculate and set
aside additional capital in an amount equal to 1% of their risk-weighted assets, which is to be fulfilled
by core tier-one capital. If a PRC bank is recognized as a global systematically important bank, the
additional capital requirement applicable to it cannot be less strict than those requirements generally
provided for by the Basel Committee on Banking Supervision. As of the Latest Practicable Date, the
PRC regulator had issued no standards for determining, and no list of, such systematically important
banks.

Furthermore, CBRC has the right to impose more prudent capital requirements under the
second pillar framework in order to ensure adequate risk coverage, including:

® specific capital requirements in respect of certain asset portfolios on the basis of risk
assessment; and

®  specific capital requirements on an individual bank according to the results of supervisory
inspections.

Time Limit for Meeting the Requirements

The Capital Administrative Measures provide that commercial banks are required to meet the
regulatory requirements on capital adequacy ratios as set forth in those measures by the end of 2018,
and commercial banks are encouraged to meet the requirements ahead of schedule. In accordance with
the Notice Regarding the Arrangement of Transition Period of Implementation of the Administrative
Measures for the Capital of Commercial Banks (Trial), the core tier-one capital adequacy ratio, tier-one
capital adequacy ratio and capital adequacy ratio of such banks other than systematically important
banks are required to be no lower than 7.5%, 8.5% and 10.5% respectively by the end of 2018. We had
met the aforesaid capital adequacy ratio requirement while our capital adequacy ratio during the
transitional period shall maintain the above-mentioned required level according to relevant
requirements as indicated by the banking regulatory authorities.

In addition, if the regulatory authorities require commercial banks to set up countercyclical
capital buffer requirements or impose capital requirements on an individual bank under the second
pillar, commercial banks subject to such additional requirements are required to meet the relevant
deadlines.

Issuance of Capital Instruments to Replenish Capital

On June 17, 2004, PBoC and CBRC jointly issued the Measures for Administration on Issuance
of Subordinated Bonds of Commercial Banks (P87 AR 757 85174 2L D), pursuant to which PRC
commercial banks are permitted to issue bonds which are subordinated to the banks’ other liabilities
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but are senior to the banks’ equity capital. Upon approval by CBRC, PRC commercial banks may
include such subordinated bonds in their supplementary capital.

On June 7, 2012, CBRC issued the Capital Administrative Measures which redefined the
capital of a commercial bank from core capital and supplementary capital under the Capital Adequacy
Measures to core tier-one capital, other tier-one capital and tier-two capital. Also, the Capital
Administrative Measures proposed the concept and criteria for inclusion of tier-two capital
instruments, which differ from that of subordinated debt, subordinated bonds and hybrid capital bonds.
Pursuant to the Capital Administrative Measures, unqualified tier-two capital instruments issued by a
commercial bank before September 12, 2010 may be included in regulatory capital before January 1,
2013, but, from January 1, 2013, such instruments are to be decreased by 10% each year and, from
January 1, 2022, such instruments are no longer allowed to be included in regulatory capital. For a tier-
two capital instrument issued by a commercial bank between September 12, 2010 and January 1, 2013,
if the instrument has no write-down or share conversion clause but meets the other criteria for inclusion
of the relevant capital instruments, it may be included in regulatory capital before January 1, 2013, but,
from January 1, 2013, such instruments are to be decreased by 10% each year and, from January 1,
2022, such instruments are no longer allowed to be included in regulatory capital.

The Guiding Opinions on Capital Instrument Innovation of Commercial Banks
(CBRA P S8R T EA THADK AR EE L)) issued by CBRC on November 29, 2012 allow and encourage
commercial banks to innovate capital instruments (including tier-two capital instruments) which
comply with the Capital Administrative Measures. Pursuant to the guiding opinions, other tier-one
capital and tier-two capital instruments issued by a commercial bank after January 1, 2013 must
contain a provision that requires such instruments to either be written down or converted into common
stock upon the occurrence of a triggering event. A triggering event for other tier-one capital
instruments occurs when the core tier-one capital adequacy ratio of the commercial bank falls to
5.125% or below. A triggering event for tier-two capital instruments occurs upon the earlier of (i) a
decision of write-down or share conversion, without which the commercial bank would become non-
viable, as determined by CBRC; or (ii) the decision to make a public sector injection of capital, or
equivalent support, without which the commercial bank would have become non-viable, as determined
by relevant authorities.

On October 30, 2013, CSRC and CBRC jointly promulgated the Guiding Opinions on the
Issuance of Corporate Bonds by Commercial Banks for Capital Replenishment
(CERAA P SRAT AT 2 R B R E A48 2 1)), which provided that the listed or pre-IPO commercial
banks proposing to issue written-down bonds to supplement capital shall design the relevant terms of
the corporate bonds appropriately, formulate a feasible issuance plan, which shall be submitted to
CBRC for the confirmation of the nature of capital according to the relevant regulations. CBRC shall
then issue a regulatory opinion on such issuance plan.

On April 3, 2014, CBRC and CSRC jointly issued the Guidelines on the Issuance of Preference
Shares by Commercial Banks for Tier-one Capital Replenishment
(CBRTA P SEERAT BEA T B SE A 72— A E A A58 51)), which allows commercial banks to issue preference
shares to replenish tier-one capital. The issuance of preference shares by commercial banks shall
comply with the requirements of the State Council and CSRC and fulfill the conditions regarding the
capital replenishment instruments of CBRC. In addition, the core tier-one capital adequacy ratio shall
meet the regulatory requirements of CBRC. The issuance of preference shares by commercial banks
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shall comply with the Capital Administration Measures and meet the standard requirements regarding
other tier-one capital instruments of the Guidelines on Capital Instrument Innovation of Commercial
Banks. Commercial banks shall apply to CBRC (or its local offices) for the issuance and apply to
CSRC after obtaining the approval of CBRC. CSRC will review the application according to the
Administrative Measures on the Pilot Scheme of Preference Shares ((HESEHGEURE HIH#L)) and other
regulations. Non-listed commercial banks shall apply for the listing of the preference shares on the
National Equities Exchange and Quotations System for public trading under the supervision of non-
listed public companies in accordance with the requirements of CSRC.

CBRC’s Supervision of Capital Adequacy

CBRC is responsible for supervising the capital adequacy of banking institutions in the PRC. It
reviews and evaluates banking institutions’ capital adequacy through both on-site examination and off-
site surveillance. Commercial banks are required to report to CBRC their unconsolidated capital
adequacy ratios on a quarterly basis and their consolidated capital adequacy ratios on a semi-annual basis.
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Under the Capital Administrative Measures, commercial banks are classified into four
categories based on their capital adequacy, and CBRC adopts corresponding actions to these banks, the
details of which are as follows:

Categories

Capital adequacy

CBRC actions

GradeI ....

GradeIl .. ..

Commercial banks which meet all
the capital requirements for capital
adequacy ratio, tier-one capital
adequacy ratio and core tier-one
capital adequacy ratio.

Commercial banks which fail to
meet the second pillar capital
requirements but meet all other
capital requirements for capital
adequacy ratio, tier-one capital
adequacy ratio and core tier-one
capital adequacy ratio.
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to require the commercial bank to
improve the analysis and forecast of
the reasons for the decrease of its
capital adequacy ratios;

to require the commercial bank to
formulate a practicable capital
adequacy ratio management plan;
and

to require the commercial bank to
improve its risk control capability.

to adopt the regulatory measures for
Grade I banks;

to hold talks on prudent practice
with the board of directors and the
senior  management of  the
commercial bank;

to issue a regulatory opinion, which
must include the  problems
identified  with  the  capital
management of the commercial
bank, the proposed measures for
rectification and the opinion on
meeting the requirements within the
prescribed time limit;

to require the commercial bank to
formulate a practicable capital
replenishment plan and the plan for
meeting the requirements within the
prescribed time limit;

to increase the frequency of
supervision and inspection of the
capital adequacy of the commercial
bank; and

to require the commercial bank to
take risk-mitigation measures for
specific risk areas.
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Categories

Capital adequacy

CBRC actions

Grade IIT . ..

Grade IV ...

Commercial banks which meet all
the minimum capital requirements
for capital adequacy ratio, tier-one
capital adequacy ratio and core tier-
one capital adequacy ratio but fail
to meet other capital requirements.

Commercial banks which fail to
meet the minimum  capital
requirement for any of capital
adequacy ratio, tier-one capital
adequacy ratio and core tier-one
capital adequacy ratio.
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to adopt the regulatory measures for
Grades I and II banks;

to restrict the commercial bank from
distributing dividends and other
income;

to restrict the commercial bank from
granting any form of incentives to
directors and senior management;

to restrict the commercial bank from
making equity investments or
repurchasing capital instruments;

to restrict the commercial bank from
incurring major capital expenditure;
and

to require the commercial bank to
control the growth of risky assets.

to adopt the regulatory measures for
Grade I, 1T and III banks;

to require the commercial bank to
significantly downsize risky assets;

to order the commercial bank to
suspend all  high-risk  asset
businesses;

to restrict or prohibit the
commercial bank from establishing
new institutions or launching new
businesses;

to require the commercial bank to
write  down tier-two  capital
instruments or convert them into
ordinary shares;

to order the commercial bank to
change its directors or senior
management or restrict their rights;

to lawfully take over the
commercial bank or procure the
institutional reorganization of, or
even dissolve, the commercial bank;
and

to consider other external factors
and take other necessary measures
in order to solve the problems faced
by Grade IV commercial banks.
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Introduction of the New Leverage Requirements

On January 30, 2015, CBRC issued the revised Administrative Measures on the Leverage Ratio
of Commercial Banks (CPAESMRATREM R HHRL)) (the “Current Practice of Leverage Ratios”) which
came into effect on April 1, 2015. This requires commercial banks to maintain a leverage ratio not
lower than 4% irrespective of whether the financial statements are consolidated or not. The formula for
calculating the leverage ratio is as follows:

Tier-one capital — Tier-one capital deductions x 100%

Leverage ratio

Balance of Adjusted on- and off-balance sheet assets

Commercial banks are required to report to CBRC and its local offices their consolidated
leverage ratios on a semi-annual basis and their unconsolidated leverage ratios on a quarterly basis. For
a commercial bank which fails to meet the minimum leverage ratio, CBRC and its local offices may
take disciplinary actions, including requiring the commercial bank to: (i) supplement its tier-one capital
within a specified period; (ii) control the growth of its on- and off-balance sheet assets; and (iii) reduce
the size of its on- and off-balance sheet assets. If the commercial bank fails to remediate its non-
compliance within the specified period, or its behavior has seriously endangered its sound operation or
jeopardized the legitimate interests of depositors or other customers, CBRC and its local offices may
take the following actions pursuant to the PRC Banking Supervision and Regulatory Law at their
discretion, including: (i) ordering the commercial bank to suspend certain business and withhold
approval for the commencement of new business; (ii) restrict the distribution of dividends and other
incomes; (iii) withhold approval for the establishment of new branches; (iv) order the controlling
shareholders to transfer interest or restrict their rights; (v) ordering restructuring of the board of
directors or senior management or imposing restrictions on their rights; and (vi) other actions as
permitted by laws. In addition to the above measures, CBRC may also impose an administrative
penalty on the commercial bank.

The above measures also provide that systematically important banks are required to meet the
minimum requirements before April 1, 2015 when the Administrative Measures becomes effective,
while non-systematically important banks are required to meet such requirements before the end of
2016. We have met the standards as required by such Administrative Measures.

Basel Accords

The Basel Capital Accord, or Basel I, was introduced by the Basel Committee on Banking
Supervision, or the Basel Committee, in 1988. Basel I is a capital measurement system for banks that
provides for the implementation of a credit risk measurement framework with a minimum capital
standard of 8%. Since 1998, the Basel Committee has issued certain proposals for Basel II, to replace
Basel I. Basel II retained the key elements of Basel I, including the general requirement for banks to
hold total capital equivalent to at least 8% of their risk-weighted assets, but sought to improve the
capital framework in various key respects, including: (i) establishment of the ‘“three pillars”
framework, namely the first pillar “minimum capital standard”, the second pillar “supervision and
regulation by regulatory authorities” and the third pillar “information disclosure”; and (ii) introducing
material changes to the calculation of capital adequacy. In response to the deficiencies in financial
regulation revealed by the 2008 financial crisis, the Basel Committee on Banking Supervision started
to advance the global financial regulatory reform in an effort to further strengthen the regulation,
supervision and risk management of the banking industry. In such circumstances, Basel 11l was drafted
and then endorsed by G20 Leaders at their November 2010 Seoul summit. On December 16, 2010,
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Basel III was officially issued by the Basel Committee on Banking Supervision. Basel III enhances
micro-prudential regulation and supervision and adds a macro-prudential overlay. These two
approaches to supervision are complementary as greater resilience at the individual bank level reduces
the risk of system-wide shocks. In summary, Basel III: (i) strengthens capital adequacy in capital
resources, risk-weighted assets and capital ratios by requiring banks to hold more higher-quality capital
against more conservatively calculated risk-weighted assets; (ii) introduces a new leverage ratio as a
backstop to the risk-based requirement, which is aimed at promoting the build-up of capital that can be
drawn down in periods of stress; and (iii) introduces two new global liquidity standards, which aim to
ensure that adequate funding is maintained in case of crisis.

On February 23, 2004, CBRC promulgated the Capital Adequacy Measures, which was
amended on July 3, 2007. CBRC has advised that the Capital Adequacy Measures are based on Basel I,
while also taking into consideration certain aspects of Basel II. In March 2009, China officially joined
the Basel Committee and participated in the establishment of international standards for banking
supervision, which is conducive to the upgrading of supervision techniques and supervision levels in
China’s banking industry.

In line with the reform of Basel Accords and the implementation of Basel III, on April 22,
2011, CBRC promulgated the Guiding Opinions on the Implementation of New Regulatory Standards
in China’s Banking Industry (< EI8R1T 3€ BE A 2 B & B BUSRAT ST BT B A PR E RV 4545 1)), which
set out the key targets and principles for the reform of China’s capital regulatory framework. On
June 1, 2011, CBRC promulgated the Administrative Measures on the Leverage Ratio of Commercial
Banks (CPiSEERAT R A BLA)). On June 7, 2012, CBRC issued the Capital Administrative Measures.
The Capital Administrative Measures came into effect on January 1, 2013 and superseded the Capital
Adequacy Measures. On July 19, 2013, CBRC issued the following four policy documents to
complement the Capital Administrative Measures: the Measurement Rules for Risk Exposure Capital
of Central Counterparties ((PIRZ 5% T aFR TR EAFEMNAD); the Supervisory Requirements
Concerning Information Disclosure on the Capital Composition of Commercial Banks
(CBRS P SEERAT B A LA 2 R 1Y B 25K)); the Supplemental Supervisory Requirements Concerning
the Implementation of Internal Ratings-based  Approach by Commercial Banks
(KBRS P S A T Bt oA 38 7 45325 9 4 FE B2 225K )); and the Queestions and Answers Regarding the Capital
Supervisory Policy (CEA B A BUR %)) in an effort to enhance the effectiveness of capital supervision,
improve the risk management of commercial banks and strengthen the regulation functions of market
forces.

In January 2013, the Basel Committee issued the Third Basel Accords on Liquidity Coverage
Ratio and the Liquidity Risk Monitoring Standard (€ = W 2 ZE 70 T e L
PEBE 25 A0 B PR B AR HE D). On January 17, 2014, CBRC promulgated the Administrative Measures
on the Liquidity Risk of Commercial Banks (Trial) (<FiZE8R17 i Eh P ml b B (3017))) to amend the
liquidity regulatory requirements. On September 2, 2015, CBRC issued the Administrative Measures
on the Liquidity Risk of Commercial Banks (Provisional) (<FiZ&se7 s m g #RL (U1T))), which
came into effect on October 1, 2015 and provides that the loan-to-deposit ratio will cease to be the
regulatory indicator of liquidity risk control and management and the requirement that the loan-to-
deposit ratio must not exceed 75% was cancelled. In January 2014, the Basel Committee promulgated
Basel III  Accords on Leverage Ratio Framework and Disclosure Requirement
(€6 = i E ZE 100 fop s AR SR AE ZE A0 % 225K)) to amend the international standards for leverage ratio. CBRC
promulgated the Current Practice of Leverage Ratios to amend the Measures for Management of
Leverage Ratios of Commercial Banks promulgated in June 1, 2011 according to the Basel
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Committee’s new regulations on leverage ratio in 2015 to implement a more specific and stringent
requirements for the disclosure of leverage ratios of commercial banks.

Issuance of Special Financial Bonds for Small and Micro-Enterprise Loans

In May 2011, CBRC issued the Notice on Supporting Commercial Banks to Further Improve
the Financial Services Offered to Small Enterprises (eI 2 55 TR A SR 7
SESRATIE P o/ M e MBS B AD), which provides that CBRC will prioritize its support for
commercial banks with the outstanding loans to small enterprises reaching a certain proportion of its
total outstanding loans to enterprises, when fulfilling the prudent regulatory requirements, to have the
priority to support the financial bonds they issued specifically for loans to small businesses. On
October 24, 2011, CBRC issued the Supplementary Notice on Supporting Commercial Banks to
Further Improve the Financing Services Offered to Small and micro businesses
(eI S R S 7 6 AR T A — AP O NV R S B RUIRBS O M SR RT)),  which  sets  out  further
provisions for the issuance of special financial bonds for small and micro business loans by
commercial banks.

LOAN CLASSIFICATION, ALLOWANCES AND WRITE-OFFS
Loan Classification

On July 3, 2007, CBRC issued the Guidelines of Risk-based Classification of Loans
(CEFERR 848 51)), which requires banks in the PRC to classify loans under a five-category loan
classification system to estimate the likelihood of full repayment of principal and interest by debtors on
time. The five categories are “normal”, “special mention”, “substandard”, “doubtful” and “loss”. The
primary factors for evaluating the likelihood of repayment include the borrower’s cash flow, financial
conditions and other non-financial conditions affecting the ability of repayment.

Loan Loss Allowance

According to the Guidelines of Risk-based Classification of Loans, a loan classified as
substandard, doubtful or loss is considered to be non-performing, and commercial banks are required to
make allowance based on a reasonable estimate of the probable loss on a prudent and timely basis.

On April 2, 2002, CBRC promulgated the Guidelines on Bank Loan Loss Allowance
(CRATEFARIMEMFHEHESD)), which requires the allowance for impairment losses consists of a general
allowance, a specific allowance and a special allowance. General allowance refers to the allowance for
all unidentified but possible losses, which are made based on certain percentages of the balance of total
outstanding loans; specific allowance refers to the allowance made for specific losses in connection
with an individual loan based on its categorization under the Guiding Principles on Risk Classification
of Loans (CEEFn 85 E5H1D); and special allowance refers to the allowance made for the risks
specifically related to certain countries, regions, industries, or certain types of loans. Commercial
banks should make a general allowance on a quarterly basis and to have a general allowance of not less
than 1% of the total loans outstanding as of the end of the year. The guidelines provide additional
guidance on the proportion of specific allowance for each loan category: 2% for special mention loans;
25% for substandard loans; 50% for doubtful loans and 100% for loss loans. Allowance for losses of
substandard and doubtful loans may be set aside within a floating range of 20%. Commercial banks
may make special allowance on a quarterly basis on its own in accordance with special risk factors
(including risks in association with certain industries and countries), probability of losses and historical
experience.

On July 27, 2011, CBRC issued the Administrative Measures for Loan Loss Allowance of
Commercial Banks (CPESRATEFIRLEM T HARL)), which requires the regulatory authorities of the
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banking industry to establish the loan provision ratio and provision coverage ratio to assess the
adequacy of loan loss allowance of commercial banks, the benchmarks of which are 2.5% and 150%,
respectively. The higher of the two ratios will be taken to be the supervisory standard. The boards of
directors of commercial banks are required to assume ultimate responsibility for the management of
loan loss allowance. Systematically important banks are required to reach the standard before the end
of 2013. Non-systematically important banks are required to reach such standard before the end of
2016 and those failing to reach the standard before the end of 2016 are required to formulate a plan on
how to reach such standard and submit the same to CBRC and reach such standard by the end of 2018
at the latest.

CBRC’s Supervision of Loan Classification and Loan Loss Allowance

Commercial banks are required to formulate detailed internal procedures that clearly define the
responsibilities of each relevant department with respect to loan classification, approval, review and
related matters. In addition, commercial banks are required to report to CBRC information regarding
loan classification and loan loss allowance on a regular basis via quarterly report and annual report.
Based on the review of these reports, CBRC may require commercial banks to explain significant
changes in loan classification and loan loss allowance levels, or to carry out further inspections. In
accordance with the Administrative Measures for Loan Loss Allowance of Commercial Banks, CBRC
can issue risk notices to a commercial bank and require rectifications to be made accordingly if the
commercial bank fails to meet the relevant minimum loan loss allowance standards for consecutive
three months; CBRC has the power to take further regulatory actions pursuant to the PRC Banking
Supervision and Regulatory Law if such non-compliance lasts for consecutive six months.

Loan Write-offs

Under the regulations issued by CBRC, PBoC and MOF, commercial banks are required to
establish a strict audit and approval process to write off loan losses. In order to be written off, a loan
needs to meet the standards set by MOF. Losses realized when writing off loans are deductible for tax
purposes, but such deduction shall be examined and approved by the tax authorities.

Bulk Transfer of Non-performing Assets

Pursuant to the Administrative Measures for Bulk Transfer of Non-performing Assets of
Financial Enterprises ((fild:36A K& EHE#FE L)) issued by MOF and CBRC on January 18,
2012, financial enterprises may carry out bulk transfer of their non-performing credit assets and non-
credit assets generated from their business operations, including loans in the substandard, doubtful and
loss categories recognized according to statutory processes and standards; written-off book assets;
assets for the offsetting of debt and other non-performing assets.

Allowance and Statutory General Reserve for Impairment Losses

On March 30, 2012, MOF issued the Administrative Measures for the Provisioning for
Reserves of Financial Institutions (CEmib3EMEMEFHEERNE)), which requires that the general
statutory reserve shall be no less than 1.5% of the risk-bearing assets at the balance sheet date.
Financial institutions that have adopted the standardized approach to calculate the statutory general
reserve should temporarily use the following standard risk weightings for credit assets: 1.5% for
normal loans, 3% for special mention loans, 30% for substandard loans, 60% for doubtful loans and
100% for loss loans. If the level of general reserve of a financial institution fails to reach 1.5% of the
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aggregate amount of risk-bearing assets at the balance sheet date, the financial institution is allowed to
achieve compliance within a certain period of time not exceeding five years in principle.

DEPOSIT DEVIATION AND DEPOSIT INSURANCE SYSTEM
Deposit Deviation

On September 11, 2014, the General Office of the CBRC, General Office of MOF and General
Office of PBoC jointly issued the Notice on Issues Concerning Strengthening Management of Deposit
Deviation of Commercial Banks (BN i 38077 77l B2 48 BEAT B - IHRYE D). A deposit deviation
indicator is set up to prevent banks from “scrambling to meet regulatory deposit level” and prevent and
mitigate risks. Commercial banks are not allowed to increase their deposits through illegal and
fraudulent methods such as attracting deposits by high interest rates, illegally attracting deposits
through offering kickbacks, attracting deposits through third-party intermediary agencies, delaying
payment, converting loans into deposits, converting loans into bills, deposits through wealth
management products and interbank business. In addition, commercial banks shall enhance the
stability of deposits and refrain from “scrambling to meet regulatory deposit level” at the end of a
month. The deposits at the end of each month shall not be higher or lower than the monthly average by
more than 3%. CBRC and its branches shall monitor the daily statistics and the fluctuation of deposits
of commercial banks and shall impose corresponding rectifications and penalties according to severity.

Deposit Insurance System

Pursuant to the Regulations on Deposit Insurance by the State Council which came into effect
on May 1, 2015, deposit-taking banking institutions established in the PRC including commercial
banks, rural commercial banks and rural credit cooperatives (which are referred as the “Insured
Institution”, except for branches established by the Insured Institution outside PRC and branches
established by foreign banks in the PRC) shall insure their deposits as required. Insured deposits
include deposits denominated in both Renminbi and foreign currencies of the Insured Institutions,
except for interbank deposits of financial institutions, deposits of senior management of the Insured
Institutions and other deposits which cannot be insured in accordance with the requirements of deposit
insurance management authority. The maximum compensation per depositor is currently
RMB500,000. PBoC and the relevant departments of the State Council may adjust the amount
according to factors such as the economy, changes in deposit structure and financial risk upon the
approval of the State Council. Deposits protected under the scheme, including principal and interest, of
the same depositor in a same Insured Institution within the cap will receive full compensation. Any
excess shall be recovered from the liquidation assets of the Insured Institution. The Insured Institution
shall pay insurance premium every six months in accordance with the requirements of deposit
insurance management authority. The deposit insurance fund shall only be (i) deposited with PBoC;
(ii) invested in government bonds, central bank notes, high-rated financial bonds and other high-rated
bonds; and (iii) used in other forms approved by the State Council.
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OTHER OPERATIONAL AND RISK MANAGEMENT RATIOS

The Core Indicators (Trial) issued by CBRC became effective on January 1, 2006.

The table below sets out our ratios as of December 31, 2012, 2013 and 2014 and June 30, 2015,
calculated in accordance with the required ratios as provided in the Core Indicators (Trial), other
relevant regulatory requirements and applicable accounting standards. For details on our capital
adequacy ratio, please see “Financial Information—Capital Resources—Capital Adequacy”.

Risk level

Risk Level
Liquidity risk .. ...

Creditrisk ........

Marketrisk .......

Risk Cushion
Profitability . ... ...

Allowance
Adequacy ......

As of or
for the
six months
As of or for the year ended ended
December 31, June 30,
Primary indicators Secondary indicators Requirement 2012 2013 2014 2015
(%)
Liquidity ratio(® RMB >25 49.70  41.04 — —
Foreign currency 92.44 110.53 — —
Domestic and
foreign currency — — 4557 4697
Core liabilities
ratio® >60 55.46 52.46 — —
Liquidity gap
ratio® >(10) 1.78 (17.94) — —
Loan-to-deposit
ratio® <75 59.57 56.79 5554 63.16
Non-performing
asset ratio® <4 0.36 0.34 0.60 0.63
Non-performing
loan ratio(® <5 0.76 0.75 1.14 1.19
Credit exposure to
a single group
customer(?) <15 6.93 749 11.32 8.92
Loan
concentration to a
single customer® <10 4.98 5.87 6.16 6.33
Total credit
exposure to
Related Parties® <50 6.02 3.56 8.14 1.52
Cumulative
foreign currency
exposure ratio% <20 1.98 1.58 1.92 2.04
Cost-to-income
ratioD <45 41.57 41.06 39.61 25.1404
Return on
assets(12) >0.6 1.03 0.96 1.02 1.3204
Return on
equity(1? >11 12.78 14.60 16.62  19.6209
Allowance
adequacy ratio for
asset losses(15) >100 471.41 643.63 328.96 —
Allowance
adequacy ratio for
loan losses(10) >100 47290 648.60 329.94 —
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Calculated as follows:

(1) Liquidity ratio = current assets/current liabilities x 100%. Current assets include cash, gold, surplus deposit reserve, net placement and
deposits with banks and other financial institutions due within one month, interest receivable and other receivables due within one
month, qualified loans due within one month, bond investments due within one month, debt securities that can be liquidated on the
domestic or international secondary markets at any time and other liquid assets due within one month (excluding the non-performing
portion of such assets). Current liabilities include demand deposits (excluding fiscal deposits), time deposits due within one month
(excluding fiscal deposits), net placements and deposits from banks and other financial institutions due within one month, issued bonds
due within one month, interest payable and all kinds of payables due within one month, borrowings from PBoC due within one month
and other liabilities due within one month.

(2) Core liabilities ratio = core liabilities/total liabilities x 100%. Core liabilities refer to the total of time deposit with remaining maturities of
three months or longer, issued debt securities and 50% of demand deposits. Total liabilities refer to total liabilities on the balance sheet
prepared under PRC GAAP.

(3) Liquidity gap ratio = liquidity gap/on- or off-balance sheet assets with maturities of 90 days or less x 100%. Liquidity gap refers to the
balance of on- or off-balance sheet assets with maturities of 90 days or less minus the balance of on- or off-balance sheet liabilities with
maturities of 90 days or less.

(4) Loan-to-deposit ratio = loans/deposits x 100%. On June 30, 2014, CBRC released the Notice on Adjusting the Calculation of Loan-to-
Deposit Ratio for Commercial Banks (€12 $ #: € B 58 5 i 224047 /7 S L RHR D AS 948 AT)) to adjust the rules for calculating the
loan-to-deposit ratio beginning from July 1, 2014. On August 29, 2015, the Standing Committee of the NPC promulgated the Decision of
the Standing Committee of the National People’s Congress on Amending the Commercial Banking Law of the People’s Republic of
China ((EBIARMRERGHHZBGRMEN ChiE A\RIGRIBIR AT BIPUE)) (the “Decision™). According to the Decision, with
effect from October 1, 2015, the maximum loan-to-deposit ratio of 75% stipulated under the PRC Commercial Banking Law was
revoked and relevant provisions on the penalties for non-compliance with the aforementioned loan-to-deposit ratio imposed by the
banking regulatory authorities of the State Council were also abolished.

(5) Non-performing asset ratio = non-performing assets subject to credit risk/assets subject to credit risk x 100%. Non-performing credit risk
assets include non-performing loans and other credit assets classified as non-performing. The classification of non-loan credit risk assets
is in accordance with relevant CBRC regulations.

(6) Non-performing loan ratio = (substandard loans + doubtful loans + loss loans)/ total loans x 100%. Loans are classified into five
categories in accordance with the Guidelines on Risk-based Classification of Loans and relevant regulations. Loans refer to assets
financed by the banking financial institutions to borrowers in the form of monetary fund, which mainly include loans, trade finance, bill
financing, financial leasing, assets acquired from non-financial institutions under resale agreements, overdrafts and all kinds of advances.

(7) Credit exposure to a single group customer = total credit granted to the largest group customer/net capital x 100%. Largest group
customer refers to the single group customer granted with the highest credit limit at the end of the relevant period.

(8) Loan exposure to a single customer = total loans to the largest customer/net capital x 100%. Largest customer refers to the customer with
the highest balance of loans at the end of the relevant period.

(9) Total credit exposure to Related Parties = total granted credit limit to all Related Parties/net capital x 100%. Related Parties refer to
parties defined under the Administrative Measures on Related Party Transactions with Insiders and Shareholders of Commercial Banks
(TS BRATT BEL A 0 AT B A B 6 5 2 6 B D) and relevant regulations. Total granted credit limit to all Related Parties refers to total
credit balance granted to such parties minus the total security deposit from the Related Parties and bank deposits and PRC government
bonds pledged.

(10) Cumulative foreign currency exposure ratio = balance of cumulative foreign currency exposure/net capital x 100%. Cumulative foreign
currency exposure refers to exchange rate-sensitive foreign currency assets minus exchange rate-sensitive foreign currency liabilities.

(11) Cost-to-income ratio = (operating expenses — business taxes and surcharges)/operating income x 100%.

(12) Return on assets = net profit/average balance of total assets at the beginning and the end of the period x 100%.

(13) Return on equity = net profit/average balance of shareholders’ equity at the beginning and the end of the period for the period x 100%.

(14) On an annualized basis.

(15) Allowance adequacy ratio for asset losses = Actual amount of allowance for assets subject to credit risk/required amount of allowance for
assets subject to credit risk x 100%.

(16) Allowance adequacy ratio for loan losses = Actual amount of allowance for loans/required amount of allowance for loans x 100%.

In addition, the Core Indicators (Trial) sets out guidance on other ratios, including ratios
relating to interest rate sensitivity, operational risk and loan migration but without detailed instructions.
CBRC may formulate regulatory requirements regarding these ratios in the future.

As of December 31, 2012 and December 31, 2013, our core liabilities ratio was 55.46% and
52.46%, which did not meet the relevant core liabilities ratio requirement under the Core Indicators
(Trial). Our liquidity gap ratio as of December 31, 2013 was -17.94%, which did not meet the liquidity
gap ratio requirement under the Core Indicators (Trial). As advised by King & Wood Mallesons, our
PRC legal advisor, the Core Indicators (Trial) have not set out any penalties for non-compliance of the
required core liabilities ratio and liquidity gap ratio. As set forth in the Core Indicators (Trial), the core
indicators do not constitute the direct basis for administrative penalties, unless otherwise specified in
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laws, administrative regulations and regulatory rules. In addition, failing to satisfy these two ratios
does not necessarily lead to any direct and material liquidity risks. Pursuant to the Administrative
Measures on the Liquidity Risk of Commercial Banks (Trial) (CFE8RATHE)VEmER A B (017)))
issued by CBRC on January 17, 2014, which became effective on March 1, 2014, core liabilities ratio
and liquidity gap ratio are no longer treated as regulatory indicators.

CORPORATE GOVERNANCE AND INTERNAL CONTROLS
Corporate Governance

The PRC Company Law, the PRC Commercial Banking Law and other laws, regulations and
regulatory documents provided specific requirements for corporate governance. On July 19, 2013,
CBRC issued the Guidelines on Corporate Governance ((ARIGHES])). Commercial banks are
required to establish a sound corporate governance system and a clear governance structure, with
management and supervisory powers, functions and responsibilities being clearly split among the
board, the supervisory board and the senior management. The guidelines also require commercial
banks to abide by the principles of independent operation, effective checks and balances, mutual
cooperation and coordinated running, and establish reasonable incentive and restraint mechanisms in
order to achieve reasonability and efficiency in decision-making, execution and supervision.

As for the composition of the board of directors, according to Guidelines on the Duties of the
Board of Directors of Joint Stock Commercial Banks (Provisional)
(B A3 il o SESRAT FE 3 € I 51 5U1T))) issued by CBRC, a commercial bank with a registered capital
exceeding RMBI1 billion is required to have at least three independent directors. As for the
composition of the supervisory board, according to the Guidelines on the Functioning of Supervisory
Board of Commercial Banks ((Fiz84T B9 & TAE551)) issued by CBRC, the proportion of employees
representative supervisors or that of external supervisors cannot be less than one-third of the
supervisory board. In addition, the Guidelines on Independent Directors and External Supervisors of
Joint Stock Commercial Banks (/B3 il 7 28047 7 % A1 SN B S ) £ 46 51)) require that the board of
directors of a commercial bank should have at least two independent directors and the supervisory
board should have at least two external supervisors. According to the Measures for Evaluating the
Performance of Directors of Commercial Banks (Provisional) (K38R17# S ERFHEBRL (:17))),
commercial banks are required to evaluate the performance of their directors in accordance with
applicable laws, regulations and rules. According to the Supervisory Guidelines on Sound
Compensation in Commercial Banks (<FiZESR1TTRMEHM 515 51)), commercial banks are required to
establish a compensation mechanism in line with the cultivation of talents and risk control.

Internal Controls

On September 12, 2014, CBRC promulgated the amended Internal Control Guidelines for
Commercial Banks (CFiZE8ATMRREERITE5]1)). Commercial banks are required to establish internal
controls to ensure effective risk management for their business activities. Commercial banks should
put in place operational and organizational structures of internal control with reasonable and clear
assignment of responsibility and reporting relationship between board of directors, board of
supervisors, senior management, internal control, internal auditing and operational departments.
Commercial banks should also designate specialized department as function department of internal
control management, take a leading role in coordinating and organizing internal control systems and in
evaluating the systems.
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On June 27, 2006, CBRC issued the Guidelines on Internal Audit for Banking Financial
Institutions (CERAT & MBEAE N FRF 7HE51)). Commercial banks are required to establish an audit
committee of the board with at least three members, a majority of whom must be non-executive
directors. Banks are also required to have an Internal Audit Department with employees who meet
professional qualifications, which shall in principle represent 1% of the bank’s total number of
employees. The guidelines set forth the required scope of the Internal Audit Department. Banks are
required to evaluate the risk of each business unit at least once per year and conduct internal audit of
each business unit at least once every two years.

On May 22, 2008, the Basic Rules on Enterprise Internal Control ({13 R HI A B#)) were
issued jointly by MOF, CBRC, NAO, CSRC and CIRC. The rules require enterprises to establish and
implement internal control systems, utilize information technology to strengthen internal control and
establish information systems addressing their operational and management needs, among other
matters.

In addition, the Guidelines on the Corporate Governance require commercial banks to establish
an accountability system for a sound internal control environment. Under this system, the board of
directors and senior management are required to maintain their respective accountability for the
effectiveness of internal control and are required to be liable for material losses caused by a breakdown
in internal control. The supervisory board is required to perform its supervisory obligations by
supervising the board of directors and senior management, and refining the system and rules of internal
control. Commercial banks are required to establish an independent department for effectively
supervising and evaluating internal control, which reports directly to the board of directors, supervisory
board and senior management on the progress of developing the internal control system and its
enforcement.

Information Disclosure Requirements

Pursuant to the Measures for the Information Disclosure of Commercial Banks
(CPasEsRAT(5 BB ML) and the Guidelines on Corporate Governance ({2 RIAEEFES])) issued by
CBRC on July 3, 2007 and July 19, 2013, respectively, a PRC commercial bank is required to issue an
annual report (including an audited financial report) within four months of the end of each financial
year disclosing its financial position and operational results. The board of directors of the commercial
banks shall be responsible for the disclosure of information. Disclosure documents include periodical
reports, interim reports and other relevant materials. The commercial banks shall disclose information
via annual reports, website or other methods to facilitate timely access to the disclosed information by
the shareholders and other stakeholders. The listed commercial banks shall also disclose information in
compliance with the relevant provisions promulgated by the securities regulatory authority.

Related Party Transactions

The Administrative Measures on Related Party Transactions with Insiders and Shareholders of
Commercial Banks (P84T B oA 8 A A SR Bl 22 2 B BR#I% ) issued by CBRC on April 2, 2004,
which provided stringent and detailed requirements on the Related Party Transactions of PRC
commercial banks, require PRC commercial banks to adhere to the principles of honesty and fairness
in conducting Related Party Transactions. PRC commercial banks are not allowed to grant unsecured
loans to Related Parties. Under PRC laws and regulations, Related Party Transactions of commercial
banks are required to be based on commercial principles and on terms no more favorable than similar
transactions with non-related parties. These measures set out detailed provisions on the definition of a
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Related Party, the form and content of a Related Party Transaction as well as the procedures and
principles which must be followed for Related Party Transactions. Pursuant to these measures,
commercial banks must submit to CBRC, on a quarterly basis, status reports regarding their Related
Party Transactions, and must disclose information relating to Related Parties and Related Party
transactions in the notes to their financial statements. Furthermore, the board of directors of
commercial banks is required to report specifically on the implementation of the management of
Related Party Transactions and such Related Party Transactions annually to the shareholders’ general
meeting. CBRC has the power to take actions against the bank and/or the Related Parties, including
ordering rectification of the non-compliance, imposing limitations on shareholders’ rights, ordering
transfer of shares, ordering change of directors or senior management and imposing fines.

RISK MANAGEMENT

Since its inception, CBRC has published, in addition to guidelines concerning granting loan and
credit to certain specific industries and customers and measures in respect of the implementation of
Basel Accords, numerous risk management guidelines and rules in an effort to improve the risk
management of PRC commercial banks, including operational risk management, market risk
management, compliance risk management, liquidity risk management, information technology risk
management and a supervisory rating system. For the guidelines concerning loans and credit to certain
specific industries and customers and measures in respect of the implementation of Basel Accords, see
“—Regulations on Principal Commercial Banking Activities—Lending” and “—Supervision over
Capital Adequacy—Introduction of the New Leverage Requirements—Basel Accords”. CBRC also
issued the Core Indicators (Trial) as a basis of supervising the risk management of PRC commercial
banks. CBRC established requirements for certain ratios relating to risk levels and risk provisions in
the Core Indicators (Trial) and is expected to establish requirements for certain ratios relating to risk
mitigation for the purpose of evaluating and monitoring the risks of PRC commercial banks. See
“—Other Operational and Risk Management Ratios”. CBRC periodically collects data through off-site
surveillance to analyze such indicators and evaluate and issue early warnings of the risks on a timely
basis.

Operational Risk Management

On March 22, 2005, CBRC issued the Circular on Strengthening Control of Operational Risk
(SRR s i S 4 JRUBg T4 J1 BZ 9% 1)) to further strengthen PRC commercial banks’ ability to identify,
manage and control operational risks. The Circular sets out detailed requirements relating to, among
other things: establishing a system under which officers at junior level responsible for business
operations are required to rotate on a regular basis and have compulsory leave; establishing a system to
encourage employees to fully comply with applicable regulations and internal rules and policies;
improving the regular checking of account balances between PRC commercial banks and their
customers; improving the timely checking of the banks’ internal accounting; segregating persons
responsible for bookkeeping from those responsible for account reconciliation; and establishing a
system to strictly control and manage the use and keeping of chops, specimen signatures and evidential
vouchers.

On May 14, 2007, CBRC issued the Guidelines on Operational Risk Management of
Commercial Banks (CFisERITHAFEBRE H4E51)) to enhance the risk management abilities of the PRC
Commercial banks. As required by the guidelines, a commercial bank shall establish an operational
risk management system suitable for its nature, scale and complexity of activities so as to effectively
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identify, assess, monitor and control/mitigate operational risks. The operational risk management
system shall include at least the following basic functions: the supervision and controls of the board of
directors, responsibilities of senior management, proper organizational structure, and operational risk
management policies, approaches, procedures and rules in relation to capital requirement for
operational risks of provisions. Policies and procedures for operational risk management of
commercial banks are required to be submitted to CBRC for filing. Commercial banks shall submit
reports related to operational risks to CBRC or its local offices in accordance with the provisions. If a
significant operational risk occurs and the commercial bank fails to adopt effective corrective measures
within a specified period, CBRC has the power to take relevant regulatory measures.

Market Risk Management

On December 29, 2004, CBRC promulgated the Guidelines on the Market Risk Management of
Commercial Banks (CFi¥R17T5EMEE5])) to strengthen the market risk management of PRC
commercial banks. These guidelines address: (i) the responsibilities of the board of directors and the
senior management in supervising market risk management; (ii) the policies and procedures for market
risk management; (iii) the detection, quantification, monitoring and control of market risk; (iv) the
responsibilities for internal control and conducting external audits; and (v) appropriate capital
allocation mechanism for market risks. Under these guidelines, commercial banks are required to have
official policies and procedures in writing in respect of the management of market risks which apply to
the whole bank.

In addition, the Capital Administrative Measures provide for the basic criteria, approval
procedure and other requirements pursuant to which commercial banks may adopt the internal model to
measure their market risk capital.

Compliance Risk Management

On October 20, 2006, CBRC promulgated the Guidelines on Compliance Risk Management of
Commercial Banks ((Fi2RIT4HUEMREIET)) in order to strengthen the compliance risk
management of commercial banks and maintain the safety and stability of the operations of PRC
commercial banks. These guidelines have clarified the responsibilities of the board of directors, the
board of supervisors and the senior management of a PRC commercial bank with respect to
compliance risk management, standardized the organizational structure for compliance risk
management and set out the regulatory mechanisms for a bank’s risk management.

Liquidity Risk Management

On January 17, 2014, CBRC issued the Administrative Measures on the Liquidity Risk of
Commercial Banks (Trial) (CPs€sRATIRE)MEE R E ML i417))) which mainly introduced: (i) the
liquidity risk management responsibilities of a commercial bank’s board of directors and its special
committees, senior management, board of supervisors and the specialized internal department in
charge of liquidity risk management; (ii) the strategy, policy and procedure of liquidity risk
management; (iii) the identification, measurement, supervision and control of liquidity risk; and
(iv) the calculation methods of liquidity coverage ratio, loan-to-deposit ratio and liquidity ratio, and it
is also stated that the PRC commercial banks’ liquidity coverage ratios must reach 100% by the end of
2018. However, the regulatory requirement of liquidity coverage ratio does not apply to commercial
banks with assets of less than RMB200 billion. According to the Administrative Measures on the
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Liquidity Risk of Commercial Banks (Trial) (<P 3€8RAT SN ML i BLHkL (5147))), CBRC should apply
regulatory requirement indicators and monitoring reference indicators in its supervision and
management of the liquidity risk level and liquidity risk management of commercial banks. In
particular, liquidity coverage ratio, loan-to-deposit ratio and liquidity ratio are regulatory requirement
indicators for liquidity risk. On June 30, 2014, CBRC released the Notice on Adjusting the Calculation
of Loan-to-Deposit Ratio for Commercial Banks (€085 &€ Bl 77 5 B v S 8047 42 55 HURHI D€ R0 @A) to
adjust the rules for calculating the loan-to-deposit ratio beginning from July 1, 2014.

On August 29, 2015, the Standing Committee of the NPC promulgated the Decision of the Standing
Committee of the National People’s Congress on Amending the Commercial Banking Law of the People’s
Republic of China (ZHARMREREGHHEZBGFRMESR (hHEARIMEFESERTE WRE))  (the
“Decision”). According to the Decision, with effect from October 1, 2015, the maximum loan-to-deposit
ratio of 75% stipulated under the PRC Commercial Banking Law was revoked and relevant provisions on
the penalties for non-compliance with the aforementioned loan-to-deposit ratio imposed by the banking
regulatory authorities of the State Council were also abolished. On September 2, 2015, CBRC issued the
Administrative ~ Measures on the Liquidity Risk of Commercial Banks (Provisional)
(CPaSESRAT IR BY 1 8 Fan A B (347T))), which came into effect on October 1, 2015 and provides that the
loan-to-deposit ratio will cease to be the regulatory indicator of liquidity risk control and management and
the requirement that the loan-to-deposit ratio must not exceed 75% was cancelled.

Information Technology Risk Management

On March 3, 2009, CBRC issued the Guidelines on Information Technology Risk Management
in Commercial Banks. The guidelines have explicit requirements on information technology
governance, information technology risk management, information security, information technology
system development, test and maintenance, information technology operation, business continuity
management, outsourcing, internal and external audit. It also provides that the objectives of
information technology risk management shall be the identification, measurement, monitoring and
control information technology risks of commercial banks by setting up effective measures to enhance
safe, continual and steady operation of commercial banks, to facilitate business innovation, to promote
the use of information technology and to improve their core competitiveness and sustainable
development.

On February 16, 2013, CBRC issued Regulatory Guidelines for Information Technology
Outsourcing Risk of Banking Institutions (($R47 3 MG ERHMIRRR B E1551)) to further regulate
the information technology outsourcing activities of banking institutions, so as to reduce the
information technology outsourcing risk.

On September 3, 2014, CBRC issued the Guiding Opinions on the Use of Secure and
Controllable Technology by Banking Institutions to Strengthen Internet Security and Information
System  Construction  (CBHIAME %2l #0E BEM @ sRAT A 2 25 BAL @R E R)).  The
Opinions require banking institutions to (i) improve information technology governance structure, (ii)
strengthen information system structure, (iii) prioritize the use of secure and controllable technology,
(iv) promote the independent development capability of information technology, (v) actively
participate in the research and development of secure and controllable technology, and (vi) strengthen
intellectual property rights protection.
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Management of Other Risks

In addition to the above, CBRC has issued guidelines in relation to several other risks,
including the Guidelines on Reputational Risk Management of Commercial Banks
(PR B E B #4550)), the Guidelines on Bank Account Interest Risk Management of
Commercial Banks (CPsESRATSRATIR AR #4550)), the Guidelines on the Management of
Outsourcing Risks of Banking Financial Institutions (CSRAT3&mBEMIMITFREITES1)) and the
Guidelines on  Country Risk  Management of Banking  Financial Institutions
(CERATE SR B 7 J b A #2445 51)), all in an effort to strengthen commercial banks’ risk management
capacity in relevant fields.

Supervisory Rating System

On December 30, 2005, CBRC issued the Internal Guidelines on Supervisory Ratings for
Commercial Banks (Tentative) (CPis&eATEERFARRIES] (R1T) )). All commercial banks legally
incorporated in China (not applicable to newly established commercial banks) are subject to evaluation
by CBRC based on a provisional supervisory rating system. Under these guidelines, the capital
adequacy, asset quality, management quality, profitability, liquidity and exposure to market risk, etc.,
of commercial banks are evaluated and scored by CBRC on a continuous basis. Each bank is classified
into one of six supervisory rating categories based on the scores. The results of ratings will serve as the
basis for the regulatory authorities to implement their classified supervision and supervisory measures.
Such supervisory rating system has not been disclosed to the public.

OWNERSHIP AND SHAREHOLDER RESTRICTIONS
Regulations on Equity Investment in Banks

Unless otherwise required by the approval authority, prior approval from CBRC is required for
any natural or legal person to purchase 5% or more of the total shares of a commercial bank. If a
shareholder of a commercial bank increases its shareholding above the 5% threshold without obtaining
prior approval from the regulatory authority for the PRC banking industry, such shareholder may be
subject to sanctions by the regulatory authority for the PRC banking industry, which includes (but is
not limited to) correction of such misconduct, confiscation of illegal gains (if any) or fines.

On June 5, 2015, CBRC issued the amended Measures for the Implementation of
Administrative  Licensing  Matters  Concerning  Chinese-funded =~ Commercial ~ Banks
(CHE P ESRATATELRT v SHE B %)), An application of a City Commercial Bank for modifying the
shareholders that hold 5% or more of its total amount of capital or shares, or an application of an
overseas financial institution for making investments or buying shares shall be subject to the
acceptance, examination and decision of the local offices of CBRC. If shareholders holding more than
1% but less than 5% of the total amount of capital or shares of a City Commercial Bank, the relevant
City Commercial Bank shall report to the local offices of CBRC within 10 days after the share
transfer.

In addition, under the Measures for the Administration of the Investment and Shareholding in
Chinese-funded Financial Institutions by Foreign Financial Institutions
(CHEA R B B E S R B )), no single foreign financial institution may own 20% or
more of the equity interest of such a bank. If foreign investment in aggregate arrives or exceeds 25% of
the total equity interest in a non-listed PRC commercial bank, such bank will be regulated as a foreign-

117



SUPERVISION AND REGULATION

invested bank. Listed PRC commercial banks are regulated as PRC banks even if foreign investment in
the aggregate arrives or exceeds 25% of their total equity interest.

Restrictions on Shareholders

The Guidelines on Corporate Governance impose additional requirements on shareholders of
commercial banks. For example, shareholders, especially substantial shareholders, are required to
support the capital planning formulated by the board of directors of the commercial bank so that the
capital of the bank can meet the regulatory requirements on an on-going basis. If the capital of a
commercial bank fails to meet the regulatory requirements, it is required to develop a capital
replenishment plan to increase capital adequacy ratio to meet regulatory requirements within a
specified period of time, and capital is required to be replenished by means of increasing core capital.
Under such circumstances, substantial shareholders cannot obstruct the capital injection moves by
other shareholders or the participation of new qualified shareholders. If shareholders of a PRC
commercial bank fail to repay outstanding loans when due, their voting rights will be restricted for the
period during which the relevant loan is overdue.

In addition, the PRC Company Law and relevant CBRC provisions impose certain restrictions
on the ability of a commercial bank’s shareholders to pledge their shares. For example, a commercial
bank may not accept its own shares as collateral. The Guidelines on Corporate Governance stipulate:
(1) any shareholder of a commercial bank must give prior notice to the board of directors of the bank if
it wishes to pledge its shares as collateral; and (ii) where the balance of loans extended by a
commercial bank to its shareholder exceeds the audited net value of his or her equity for the preceding
year, the shareholder cannot use his or her stake in the bank as pledge. In November 2013, CBRC
issued the CBRC Notice on Enhanced Management of Pledge of Equity Interest in Commercial Banks
(eI S S A7 o i 2 SR RA T P M 41 LK) 48 R0 )), pursuant to which commercial banks are required to
clearly stipulate the following matters in their Articles of Associations in addition to those as stipulated
in the foresaid Guidelines on Corporate Governance of Commercial Banks: (i) where a shareholder,
who has a seat on the board of directors or the board of supervisors, or directly, indirectly or jointly
holds or controls more than 2% of share capital or voting rights in the bank, pledges his equity interests
in the bank, he shall make a filing to the board of directors of the bank prior to the pledge. The filing
shall state the basic information of the pledge, including the reasons for the pledge, the number of
shares involved, the term of pledge and the particulars of the pledgees. Where the board of directors
considers the pledge to be materially adverse to the stability of the bank’s shareholding structure, the
corporate governance as well as the control of risk and related party transactions, the filing shall not be
accepted. The director(s) nominated by a shareholder proposing to pledge his shares in the Bank shall
abstain from voting at the meeting of the board of directors at which such proposal is considered;
(i1) upon the registration of pledge of equity interests, the shareholders involved shall provide the Bank
with the relevant information in relation to the pledge of equity interests in a timely manner, so as to
facilitate the Bank’s risk management and information disclosure compliance; and (iii) where a
shareholder pledges 50% or more of his equity interests in the bank, the voting rights of such
shareholder at the shareholders’ general meetings, as well as the voting rights of the director(s)
designated by such shareholder at board meetings, shall be subject to restrictions.

ANTI-MONEY LAUNDERING REGULATION

The PRC Anti-Money Laundering Law ((FF#ARILAE Pt E21%)), which became effective on
January 1, 2007, sets out the responsibilities of the relevant financial regulatory authorities regarding
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anti-money laundering, including participating in the formulation of the anti-money laundering rules
and regulations for financial institutions and requires financial institutions to establish sound internal
control systems regarding anti-money laundering. On November 14, 2006, PBoC issued the Anti-
Money Laundering Regulations for Financial Institutions (<&@t JEE#E)). Commercial banks are
required to establish an internal anti-money laundering procedure and either establish an independent
anti-money laundering department or designate a relevant department to implement their anti-money
laundering procedures. On the same day PBoC issued the Administrative Measures for the Financial
Institutions’ Report of  Large-Sum Transactions and Doubtful Transactions
(€ PR RS 2 AN A BE A2 5 i i A BUBEL D). PRC commercial banks are required to report the
transactions to the Anti-money Laundering Monitoring and Analysis Center upon the detection of any
suspicious transactions or transactions involving large amounts. Where necessary and pursuant to
appropriate judicial proceedings, PRC commercial banks are required to cooperate with government
authorities in preventing money laundering activities and in freezing assets. PBoC supervises and
conducts on-site examinations of commercial banks’ compliance with its anti-money laundering
regulations and may impose penalties for any violations thereof in accordance with the PRC Anti-
Money Laundering Law and Anti-Money Laundering Regulations for Financial Institutions. On June
21, 2007, PBoC, CBRC, CSRC and CIRC jointly promulgated the Measures on the Administration of
Client Identity Identification and Materials of Transaction Recording of Financial Institutions
(CEERBERE & Bl A% 5 B 0y R K22 By e sk IRAF A B ). Commercial banks are required to
establish a customer identification system, record the identities of all customers and the information
relating to each transaction, and keep personal transaction records and documents. On November 15,
2014, PBoC issued the Measures for the Supervision and Administration of the Anti-money
Laundering Operations by Financial Institutions (for Trial Implementation)
(CERBER UL B E RS (l1T) D). PBoC is required to establish a regular AML information
reporting system for financial institutions and financial institutions are required to report AML work
related information to PBoC and actively cooperate with PBoC and its branches in supervisory
inspections.

OTHER REQUIREMENTS
Use of Funds

Under the PRC Commercial Banking Law, commercial banks are not permitted to engage in
trust investment or securities activities, or invest in real property other than for their own use, or invest
in non-banking financial institutions and enterprises, unless otherwise approved by the relevant
government authorities or otherwise stipulated by relevant laws and regulations. The use of funds by
commercial banks is limited to the following:

®  short-term, medium-term and long-term loans;
® acceptance and discounts on instruments;

® interbank loans;

® trading of government bonds;

® trading of bonds issued by financial institutions;
® investment in banking institutions; and

®  other uses as may be approved by the relevant government authorities.
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Upon approvals by CBRC and other relevant authorities, commercial banks may invest their
funds in domestic insurance companies, fund management companies and financial lease companies.

Requirements for Regular Submission of Relevant Reports

On October 20, 2006, CBRC issued the Notice of China Banking Regulatory Commission on
the  Official  Operation of  Off-site  Regulatory  Information System in 2007
(CBRA IR BUS B (5 B 248 2007 AFIERUEITHEAD). Banking institutions are required to regularly submit
to the banking regulatory authorities relevant statements, including basic financial information, credit
risk, liquidity risk, capital adequacy ratio and such other information as required under such notice. In
the statements required to be submitted by our Bank: the statistical statement of balance sheet items,
the supervisory checklist of liquidity ratio and other similar information are required to be submitted
monthly; the table of financial derivative business, the profit statement and other similar information,
quarterly; the table of interest rate re-pricing risk, semi-annually; the statement of profit distribution
and the table of credit quality migration and other similar information, annually.

REGULATORY AND SHAREHOLDERS’ APPROVAL

We have obtained our Shareholders’ approval for the proposed listing, see Appendix VII—
“Statutory and General Information—Further Information about our Bank—Resolutions of Our
Shareholders”.

We also obtained approvals from CBRC Qingdao Office and CSRC for the Global Offering and

the application to list our H Shares on the Hong Kong Stock Exchange, on July 2, 2015 and
September 25, 2015, respectively.
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OUR HISTORY

We were incorporated on November 15, 1996 under the name of Qingdao City Cooperative
Bank Co., Ltd. (% SMH&1ESRITRA AR A]). With the approval of the head office of PBoC and
through the merger of 21 urban credit cooperatives in Qingdao, we had both of the original
shareholders of 21 urban credit cooperatives and four new investors as our promoters. Key milestones
in our history are summarized below.

November 1996 We were officially incorporated under the name of Qingdao
City Cooperative Bank Co., Ltd. (% B3l & F8AT B A FRA ).

June 1998 We were renamed as Qingdao Commercial Bank Co., Ltd.
(75 B TIP3 ZESRAT IR AT B 7)),

July 2001 Six subsidiaries of Haier invested in our Bank. Haier is
currently our largest shareholder.

March 2004 Our SilverLake integrated banking service system went online,
and we became the first bank in the PRC to adopt the IBM and
SilverLake integrated solution for small and medium financial

institutions.
December 2005 Qingdao Conson invested in our Bank.
July and August 2007 We introduced ISP and Rothschilds as our foreign investors

and have entered into a strategic cooperation agreement with
ISP. The procedures related to the capital increase was
completed in 2008.

2008 We were renamed as Bank of Qingdao Co., Ltd.
(5 R ERAT IR A PR 2 7)),

July 2008 Our first branch outside Qingdao, Ji’nan Branch, commenced
business.

March 2011 We launched our wealth management center and private bank
services.

June 2012 We became the global partner and the sole cooperation bank of

the 2014 Qingdao International Horticultural Exposition.

March 2013 We successfully issued special financial bonds for small and
medium enterprises in the amount of RMBS billion.

April 2013 We launched our first service brand Qing Xin (5 %).
June 2013 Our information security system passed the [SO27001

international standard certification.
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October 2014

October 2014

We successfully issued the first tranche of collateralized loan
obligations (CLOs) in the amount of RMB2,833 million.

We established the charity fund “Dream and Love Fund of
Bank of Qingdao (H#% % 0HE)” for providing financial
assistance to students in impoverished regions.

Changes in Registered Capital

Upon incorporation, our registered capital was RMB247.44 million, to which the shareholders
of 21 urban credit cooperatives contributed with net assets of the urban credit cooperatives and the four
new investors (Note 1) contributed in cash. The changes in our registered capital are summarized as

follows.

1997 — 1999

2001

2005

2007

2008

2011

2014

In 1997, certain urban credit cooperatives which participated in our establishment
were required to pay additional income tax. As such, our paid-up capital was
reduced to RMB229.91 million. In 1999, our after-tax profit of RMB28.20 million
for 1997 was credited as registered capital, among which RMB17.53 million was
used to make up the abovementioned capital shortfall and the remaining
RMB10.67 million was credited as additional registered capital. As a result, our
registered capital was increased to RMB258.11 million.

We issued a total of 510.70 million new Shares to six subsidiaries of Haier. Our
registered capital was increased to RMB768.81 million.

We issued a total of 340.00 million new Shares to Qingdao Conson. Our registered
capital was increased to RMB1,108.81 million.

We issued a total of 50.00 million new Shares to Qingdao Enterprise Development
& Investment Co., Ltd. (FHTEFEERLEHMRATF). Our registered capital was
increased to RMB1,158.81 million.

We issued a total of 330.00 million new Shares to eight investors including five
companies outside Shandong Province. Our registered capital was increased to
RMB1,488.81 million.

We issued a total of 495.74 million new Shares to ISP and Rothschilds (Note 2).
Our registered capital was increased to RMB1,984.55 million.

We issued approximately 571.43 million new Shares to 18 investors including two
new investors. Our registered capital was increased to RMB2,555.98 million.

From June 2014 to September 2014, we entered into various share subscription
agreements with 14 investors (including three new investors) (Note 3)
respectively, and agreed to issue approximately 555.56 million new Shares, raising
a total of RMB2,000.00 million to replenish our capital. The subscription proceeds
were received on January 22, 2015 and the issuance was completed in February
2015.

Following the above-mentioned share capital increases, our registered capital as of the Latest
Practicable Date was RMB3,111,532,749.
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(1) The four new investors were Qingdao Finance Bureau, Qingdao Jieneng Power Group Corporation (¥ SHEREE) /1% B A7), Qingdao
Yizhong Tobacco Group Corporation (5 & B * /B Fi 4L 5 /A H]), and Shandong Coal Industrial Joint Company in Qingdao Economic and
Technological Development Zone (& K& 745 ffif [ 5 I S50 321005 4 7)),

(2) Pursuant to the framework agreement entered into between ISP and us on July 12, 2007, ISP was entitled to certain special rights in our
Bank, including rights to restrict us from issuing shares to and entering into strategic cooperation with foreign financial institutions, to
maintain and increase holding of our equity interest, to negotiate with us on certain material events preferentially, to obtain our financial,
business, regulatory and shareholders’ information and to accredit representatives to our Board and special committees. Pursuant to the
subscription agreement entered into between Rothschilds and us on August 23, 2007, Rothschilds was entitled to certain special rights in
our Bank, including rights to maintain and increase holding of our equity interest and obtain our financial, business, regulatory and
shareholders’ information. Each of ISP and Rothschilds have undertaken to terminate the above special rights upon Listing. These
undertakings did not constitute new agreements between the respective parties to the above agreements.

(3) The 11 then existing Shareholders who subscribed for new Shares are Qingdao Haier Mold Co., Ltd. (7 5B AT EA LA ), Qingdao
Haier Tooling Development Co., Ltd. (& &1 f TR A A 1)), Qingdao Haier Robot Co., Ltd. (F Sl AT & AH PR ), Qingdao
Haier Co., Ltd. (75 551 @03 A B ), Qingdao Haier Air-Conditioner Co., Ltd. (7 &5 %2 9 & A FLAE A7), Qingdao Haier Special
Refrigerator Co., Ltd. (7 SHEFMFEEKIAMAR), ISP, Qingdao Conson, Shandong Sanliyuan Trading Co., Ltd.
(R =FIRAL A A 1)), Qingdao Hairen Investment Co., Ltd. (5 & E-HEA ML F), and Qingdao Biwan Marine Products
Co., Ltd. (5 HEEWGE AR ). The three new investors who subscribed for new Shares are Qingdao Jifa Group Co., Ltd.
(5 BRI M B A BLA ), Qingdao New Hongfang Group Co., Ltd. (F&HALAIEMA A, and Qingdao Weiao Railway
Material Manufacturing Co., Ltd (75 BB HUE R b #HE A LA /). Save as the shareholdings in the Bank, the 11 then existing
Shareholders and the three new investors and their respective associates are independent third parties to us.

Replacement of Non-Performing Assets

In 2002, the Qingdao Government replaced the non-performing assets we took over from urban
credit cooperatives when we were established. In 2003, 2004 and 2005, we entered into the 2003
Agreement on Replacement of Non-performing Assets of Qingdao Commercial Bank
(€2003 4F BE E e iy i SESRAT A R EE Whiki5)), the 2004 Agreement on Replacement of Non-performing
Assets of Qingdao Commercial Bank (€2004 4% B fisEMiT AR EEW#T)) and the 2005
Agreement on Replacement of Non-performing Assets of Qingdao Commercial Bank (2005
A RE BT SERAT A R EE WS )) with Qingdao Economic Development & Investment Co., Ltd.
(5 B AE B 55 42 7)), and completed the replacement of non-performing assets of RMB470 million,
RMB320 million and RMB610 million, respectively. In 2005, we also entered into the 2005
Agreement on Replacement of Non-performing Assets of Qingdao Commercial Bank (€2005
BT ERT AR EE T )) with Qingdao Conson and completed the replacement of non-
performing assets of RMB170 million in the year.

In 2007, we entered into the Agreement on Purchase of Non-performing Assets of Qingdao
Commercial Bank (CBA i 5 7 & 1 36407 A R & Z 191375 )) with Qingdao Enterprise Development &
Investment Co., Ltd.. The purchase of non-performing assets of RMB45 million was completed in the
same year. In 2008, upon approval from the Qingdao Government, fiscal fund of RMB150 million was
used by Qingdao Finance Bureau to replace our non-performing assets of an equal amount.

Issuance of Bonds

In March 2013, with the approval from CBRC and PBoC, we issued special financial bonds for
small and medium enterprises with an aggregate principal amount of RMBS5 billion, including three-
year-term financial bonds at a fixed interest rate of 4.60% and five-year-term financial bonds at a fixed
interest rate of 4.80%.

In October 2014, with the approval from CBRC and PBoC, we issued the first tranche of CLOs
in 2014 with an aggregate principal amount of RMB2,833 million on the interbank market. The
nominal interest rates of these securities in three tranches were 4.97%, 5.10% and 5.60%, respectively,
and the maturity date is January 17, 2022.
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In March 2015, upon approval from CBRC and PBoC, we issued tier-two capital bonds with an
aggregate principal amount of RMB2.2 billion with a fixed interest rate.

For details of special financial bonds for small and micro enterprises and tier-two capital bonds,
see “Assets and Liabilities—Liabilities and Sources of Fund—Other Components of Our Liabilities”.

OUR SHAREHOLDING AND CORPORATE STRUCTURE
Shareholding Structure

As of June 30, 2015, we had 137 corporate shareholders and 2,135 individual shareholders
holding in aggregate approximately 98.33% and 1.67% of our Shares, respectively. As of the Latest
Practicable Date, Haier, ISP and Qingdao Conson are interested in 5% or more of our Shares, holding
approximately 26.10%, 20.00% and 17.13% of our Shares, respectively. Haier holds our Shares
through nine corporate shareholders. Having made due and careful inquiries, Haier, ISP and Qingdao

Conson are independent from each other. For details on the above Shareholders, see “Substantial
Shareholders”.

As of June 30, 2015, we were unable to contact 24 corporate shareholders and 84 individual
shareholders, holding approximately 0.17% of our Shares in aggregate. Shares held by such
Shareholders whom we are unable to contact were deposited with the Qingdao Securities Depositary
Center for Joint Stock Companies (% & i By il 3£ £ 5L L), The existence of such Shareholders
whom we are unable to contact has no impact on our ability to carry out corporate actions such as
convening Shareholders’ general meetings and declaring dividends.

Immediately before the Global Offering

The following chart sets forth our shareholding structure as of the Latest Practicable Date and
immediately prior to the Global Offering.

Other corporate Individual
shareholders® shareholders®

Haier® Qingdao Conson® ISP® Rothschilds®

26.10% 17.13% 31.92% 1.67% 20.00% 3.18%

Our Bank®

D Shareholders holding Domestic Shares

I:' Shareholders holding Foreign Shares

(1) Haier holds our Shares through nine corporate shareholders and is our largest shareholder. The principal business of Haier covers
household appliances, communication, information technology and digital products, household commodities, logistics, financial, real
estate, bio-pharmaceuticals and other sectors.

(2) Qingdao Conson is wholly owned by Qingdao Conson Development (Group) Co., Ltd., a wholly state-owned company. Qingdao Conson
is one of our state-owned shareholders. The business of Qingdao Conson mainly includes (but not limited to) the management and
operation of state-owned capital and state-owned equity interests and the preservation and increase of the value of state-owned assets.

(3) 124 other corporate shareholders hold approximately 31.92% of our issued Shares in aggregate. The shareholding of each of these
corporate shareholders ranges from approximately 0.000000032% to 4.89%.

(4) 2,135 individual shareholders hold approximately 1.67% of our issued Shares in aggregate. The shareholding of each of these individual
shareholders ranges from approximately 0.0000035% to 0.22%.

(5) ISP is a banking group with its headquarters in Italy, and is our foreign shareholder. The business of ISP mainly includes retail and
corporate banking business and wealth management.
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(6) Rothschilds is a bank holding company incorporated in Switzerland, and is our foreign shareholder. Rothschilds, through its subsidiaries,

provides banking, treasury, investment banking, fund management, private banking and trust management services to governments,
corporations and individuals worldwide.

(7) For our principal organizational and management structure, see “—Organizational Structure”.

Immediately after the Completion of the Global Offering

The following chart sets forth our shareholding structure immediately following the completion
of the Global Offering, assuming no exercise of the Over-allotment Option and no change in
shareholding by each of the shareholders listed below after the Latest Practicable Date.

Other corporate Individual Other public H
Haier Qingdao Conson shareholders shareholders ISP | [Rothschilds®) P
. . . 2 Shareholders
20.25% 12.64% 23.17% 1.29% 15.51% 2.46% 24.68%

Our Bank

D Shareholders holding Domestic Shares

I:l Shareholders holding H Shares

(1) H Shares held by Rothschilds will form part of our public float after Listing.

The following chart sets forth our shareholding structure immediately following the completion
of the Global Offering, assuming full exercise of the Over-allotment Option and no change in
shareholding by each of the shareholders listed below after the Latest Practicable Date.

Other corporate Individual Other public H
Haier Qingdao Conson shareholders shareholders ISP | |Rothschilds®) P
. . . ” Shareholders
19.59% 11.98% 15.01% 238% 27.46%

Our Bank

Shareholders holding Domestic Shares

Shareholders holding H Shares

L

(1) H Shares held by Rothschilds will form part of our public float after Listing.
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Organizational Structure

The following chart sets forth our principal organizational and management structure as of
June 30, 2015.
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Corporate Governance Structure

We have established a corporate governance structure which comprises the Shareholders’
general meeting, the Board, the Board of Supervisors and the senior management.

Board

We have established a standardized structure for our Board, which consists of professionals
with diversified backgrounds and qualifications. The major responsibilities of our Board include
leading our strategic development, formulating development strategies, determining the annual risk
management and risk appetite indicators for our business, monitoring risk management of every
segment and providing supervisory opinions, formulating capital management policy and medium-and
long-term capital replenishment plans, leading short-term fundraising projects, and supervising the
performance of our senior management through annual performance appraisals. We have set up
mechanisms for decision-making, execution, evaluation, and review to ensure the independent and
effective operation of our Board. Our Board has established the Strategy Committee, Information
Technology Committee, Related Party Transactions Control Committee, Risk Management
Committee, Remuneration Committee, Audit Committee and Nomination Committee. Each committee
shall report to our Board. For details of the functions of each committee, see “Directors, Supervisors
and Senior Management— Committees under the Board”.
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Board of Supervisors

The Board of Supervisors is responsible for supervising the performance of the Board and the
senior management as well as our financial activities, risk management and internal control. The Board
of Supervisors adopts various supervisory measures such as periodic business investigation and
attending important meetings in order to understand our operation and management and provide
supervisory advice. It supervises the implementation of such advice from time to time. The Board of
Supervisors has established a Nomination and Evaluation Committee and a Supervision Committee.
Such committees shall report to the Board of Supervisors.

Senior Management

The senior management has the powers vested by our Board to manage our daily operations.
Our President is primarily responsible for carrying out the decisions made by our Board and shall
report to our Board. We have also appointed Vice Presidents and other senior management members to
work with our President and to perform their respective management responsibilities.
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OVERVIEW

As of December 31, 2014, we were the largest City Commercial Bank in Shandong Province,
China, in terms of total assets, total loans, customer deposits and total equity. As of December 31,
2014, our total loans originated in Qingdao ranked 7th among all the banks in Qingdao with a market
share of 4.5% and our total deposits booked in Qingdao ranked 7th among all the banks in Qingdao
with a market share of 7.2%. We have developed a business model that is well aligned with the
regional economy. Leveraging our inherent advantages, we operate in a professional and specialized
manner to meet our target customers’ needs by providing quality and convenient financial products and
services. We seek to achieve sustainable growth and create value for our Shareholders.

In recent years, our business has seen rapid growth. As of June 30, 2015, we had total assets of
RMB169.4 billion with a CAGR of 23.9% from 2012 to 2014. In 2015, we ranked 434th among the
Top 1,000 World Banks in terms of total assets at the end of 2014, according to The Banker, a UK
magazine, up 40 positions as compared to the preceding year. From 2012 to 2014, our operating
income increased from RMB2,887 million to RMB4,365 million at a CAGR of 23.0%. During the
same period, our net profit increased from RMB920 million to RMB1,495 million at a CAGR of
27.5%, which was higher than the net profit CAGRs of all listed City Commercial Banks in China for
the same period. In addition, we have adhered to rigorous risk management to maintain stable
operations and sound asset quality. As of December 31, 2014, our non-performing loan ratio was
1.14%, which was significantly lower than the average of 1.86% for financial institutions in the
banking industry of Shandong Province and the average of 1.25% for commercial banks in China. As
of the same date, our allowance coverage ratio and allowance to gross loan ratio were 242.34% and
2.76%, respectively, significantly higher than the regulatory requirements.

Our distribution network expands across Shandong Province with Qingdao as our base. As of
June 30, 2015, we had 86 outlets in nine cities in Shandong Province, namely Qingdao, Ji’nan,
Dongying, Weihai, Zibo, Dezhou, Zaozhuang, Yantai and Binzhou, including one head office and
61 sub-branches in Qingdao. We plan to steadily expand our distribution network to all major cities in
Shandong Province. In addition, we provide convenient 24-hour online services to our customers
through electronic banking channels such as online banking, telephone banking, mobile banking,
WeChat banking and direct banking.

We have received a number of honors and awards from various authoritative institutions in
recognition of our excellent business performance and sound management. For example:

® From 2011 to 2014, we were awarded the Golden-dragon Award by the Financial News
(&R )) for four consecutive years, including the “Most Innovative Small and Medium
Bank of the Year” (fFEERAIH/1/MRIT) in 2011 and 2013, the “Best Small and
Medium Bank of the Year for Small and Micro Enterprises™ (B fi /M A AR S th/NRAT)
in 2012 and the “Best Small and Medium Bank of the Year for Retail Banking”
(R R 2685 H/MRAT) in 2014,

® From 2012 to 2014, we were awarded the “Research Achievement in Information
Technology on Risk Management in the Banking Industry”
(BRAT A5 SR B T 7T iR 88) by CBRC for three consecutive years, including the
Class II Achievement Prize in 2013, which was the highest prize awarded to City
Commercial Banks that year;
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® In 2012, 2013 and 2014, we were awarded the “Best City Commercial Bank in Trade
Finance” (WAE® % &MIFETT), the “Best Bank for Growth in Trade Finance”
(RIER S &MRHIT) and the “Best City Commercial Bank in Trade Finance”,
respectively, jointly by the Trade Finance ((¥%4:fl)) magazine and SINOTF.COM
(T 5 < )

® [n 2012 and 2014, we were awarded the “Outstanding Trading Member” (#7525l R)
and the “Most Influential Bank” (BHE 5528 )14%) in the interbank RMB market,
respectively, by the National Interbank Funding Center (& E#R77 [H][7] SEFR & H0);

® In 2012 and 2014, we were awarded the “Outstanding Settlement Member” (#7545 i &)
in the national interbank bond market and the “Outstanding Market Dealer” (#7 H &) in

China’s bond market, respectively, by the China Central Depository and Clearing
Corporation Limited (/S 56 Gl 45 5 A IR B A2 7)),

® In 2013 and 2014, we were awarded the “Best Regional Commercial Bank for Online
Banking Customer Experience” (3P SEMAT I ERATHF #2585%)  and  the
“Best Regional Commercial Bank for Mobile-banking Security” (I3 SE8 AT
RIETHMAT%24E), respectively, by the China Financial Certification Authority
(P AR RE ).

OUR COMPETITIVE STRENGTHS

Modernized Corporate Governance Underpinned by Our High Quality and Diversified
Shareholding Structure

Our diversified shareholding structure is a prime example of the mixed ownership structure for
Chinese financial institutions. We have a balanced shareholding structure with no single controlling
shareholder holding more than a 30% stake, and the aggregate shareholding of our foreign and non-
state-owned shareholders exceeds 75% of our total Shares. Our major Shareholders have remained
stable. Moreover, our major Shareholders have made capital contributions to all of our capital increases
since 2008.

With in-depth knowledge of the capital markets and the financial industry, our major
Shareholders have introduced sound corporate governance to our Board and aligned their interest to
support our sustainable development. Our major Shareholders support our investments in information
technology, branch network upgrade, brand building and talent acquisition, laying a solid foundation
for our long-term development. They have also endorsed our professional executive system, with our
management team trusted and adequately authorized by our Board to make decisions based on
professional judgment in response to market changes. They act in strict compliance with our Articles of
Association and have rarely entered into related party transactions and equity pledges.

Our top three Shareholders, Haier, ISP and Qingdao Conson, each a leader in their respective
sectors, provide strong support to our development.

®  Haier, our largest Shareholder, is one of the world’s leading providers of comprehensive
home appliance solutions. A public company since 1993, it has introduced best practices
in capital markets and corporate management to us, providing us with guidance on
business development and the building of differentiated brand and core competitiveness.
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® [SP, our second largest Shareholder, is a large international banking group with extensive
experience in areas such as retail banking, risk management and wealth management. Via
secondment of subject matter experts and provision of regular training programs, it has
helped to enhance our comprehensive financial service capabilities.

® Qingdao Conson, our third largest Shareholder, is a large state-owned investment group in
Qingdao. With an excellent reputation in Qingdao, it has supported our commitment to
serving the local economy, providing us with helpful advice on our development.

Our senior management has in-depth knowledge of the banking industry and market-oriented
management philosophies. Many members of our senior management are recruited via market-oriented
practices, including both our Chairman and President. Mr. Guo Shaoquan (¥$2%%), our Chairman,
previously served as the head of the Tianjin branch and Qingdao branch of China Merchants Bank and
the deputy head of the Qingdao branch of China Construction Bank. With nearly 35 years of
experience in the banking industry, including over 30 years of experience in Qingdao, he has in-depth
knowledge of the macroeconomy and the banking industry of Qingdao. Mr. Wang Lin (EEf), our
President, previously served as general manager of the corporate banking division at the head office of
China Merchants Bank and the head of its Ningbo branch. He has over 30 years of experience in the
banking industry. Our senior management team remained stable during the Track Record Period.

In order to attract and retain talents and maintain the competitiveness and stability of our
workforce, we have adopted a market-oriented recruitment approach and focused on our staff’s career
development. As of June 30, 2015, we had 2,590 employees, of whom 16.8% had postgraduate
education, and 75.6% had university-level education or above. During the Track Record Period, 26 of
our employees obtained the Certified Financial Planner (CFP) qualification and 100 of our employees
obtained the Chinese Registered Financial Analyst (CRFA) qualification. In 2014, we organized 137
seminars to train our management personnel of all levels, with approximately 15,000 in attendance
records. ISP, our strategic shareholder, also provides various overseas training annually for our mid-
level and senior management.

A Distinct “Interface Bank” Supported by Continuous Investments in Technology

In 2012, our Board proposed a strategic goal to develop us into an “Interface Bank”. Via our
management’s continued efforts in implementation, the strategy has yielded substantial results and
become a core competitive advantage of ours.

“Interface Bank” refers to the business model where our business platform is connected to the
service platforms of our partners, which include corporate customers, financial institutions and other
third parties. Through this business model, our partners fulfill their needs for financial services,
whereas we secure the partnerships and obtain access to their customer base.

Development of the “Interface Bank” model requires effective technology support. We have
elevated “excellence in technology” to a firmwide strategy and made significant investments in
information technology systems and teams. From 2012 to 2014, our total expenses on information
technology equipment, systems and relevant software and hardware amounted to approximately
RMB430 million. As of June 30, 2015, our information technology team grew to a size of 107,
equipping us with professional information technology service capabilities.

Our “Interface Bank” strategy has achieved significant progress with strong growth momentum.
For example, as a locally incorporated bank with prompt responsiveness and flexible decision-making,
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we established system connection with the fiscal non-taxation income systems of the governments of
Shandong Province and Qingdao, which allows us to secure stable sources of funding. As of June 30,
2015, transactions completed through the fiscal non-taxation income systems amounted to RMB13.8
billion, with a deposit balance of nearly RMB2 billion. We have established system connection with 15
enterprises that engage in industries serving the public such as utilities, public transportation and
mobile communication, allowing us to become a bank with one of the most comprehensive range of
payment services in Qingdao and to acquire retail customers in bulk while serving local residents. For
instance, in 2014, we processed 180,000 heating bill payments through our platform, with an aggregate
amount of over RMB300 million.

We have engaged in innovative cooperation with small and medium banks in Shandong
Province and provided them with various services such as liquidity support, agency sales of products,
agency issuance of bills, through which we extended the reach of our business. For example,
leveraging our outstanding asset management capability, we engage other small and medium banks to
distribute our wealth management products, thus helping them satisfy their customers’ demand while
growing our assets under management so as to achieve win-win cooperation. We also provide credit
enhancement to selected banks to earn fee income within well-controlled risk levels.

Mobile Internet technology has become an important channel for us to connect with customers,
deliver products and services, integrate resources and gain new sources of income. We have introduced
an e-commerce platform, a P2B online financial platform and direct banking. We are also continuously
improving our mobile and WeChat banking interfaces. As of June 30, 2015, 88.6% of our transactions
were conducted through electronic banking channels.

A Competitive Retail Bank Founded on Innovative Customer Acquisition Model and
Outstanding Service Capabilities

We focus on the development of our retail banking business and prioritize resources allocation
to this business. We are committed to serving the local markets and residents through an innovative
bulk customer acquisition model, comprehensive product offerings covering various life stages of our
customers as well as quality and pleasant services.

Leveraging our “Interface Bank” model, we have acquired retail customers in bulk through
partnerships with our corporate customers. We actively explore the opportunities of acquiring the
upstream and downstream customers of our corporate clients. For example, by serving prominent local
companies in the agricultural, livestock farming and retail industries, we provide deposit and loan
products to their upstream suppliers and downstream customers in bulk. We have established system
connection with a number of enterprises and public institutions, becoming a bank with one of the most
comprehensive range of payment services in Qingdao. We provide enterprises, government
departments and public institutions with payroll services covering salaries, benefits and allowances. In
2014, salaries, benefits and allowances paid through our payroll service platforms amounted to
RMB&,171 million. We are also one of the banks providing demolition and reallocation payment
services platforms for a number of major urban renewal projects in Qingdao. We believe our
diversified collection and payment services enable us to effectively reach local residents’ daily lives,
providing us with a stable source of personal deposits and increasing opportunities for cross-selling.

Catering to the different consumption needs of our customers in various life stages, we have
launched the “Happy Family Plan (3248 % &51#1)” platform, to offer tailored consumer finance products
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with respect to home purchases, renovations, car purchases, weddings and parenting. We proactively
grow our residential mortgage loan business with lower capital charges and a more manageable risk
profile. From 2012 to 2014, our residential mortgage loans increased at a CAGR of 42.4% and increased,
as a percentage of our personal loans, from 27.8% to 39.2%. Meanwhile, we closely follow our
residential mortgage loan customers’ demands for subsequent financial services and offer An Ju Dai
(%) £E) products, providing qualified customers with credit loans which are relatively higher yielding.

We are committed to developing all-in-one financial IC cards which integrates key functions
that meet people’s everyday and financial needs. We have introduced the all-in-one cards in closed-
loop areas including industrial parks, campuses and communities to acquire customers from such areas
in bulk. For example, we developed the all-in-one cards for the Qingdao National Hi-tech Industrial
Development Zone (# & B 5¢ ¥ filf & 2 82 i), providing functions such as payroll services, security
access and cafeteria and supermarket payments within the zone. We will also continue to promote the
convenient all-in-one cards for public transportation. We have entered into a comprehensive strategic
cooperation agreement with Qingdao Metro Group (% S84 M) and launched a financial IC card
metro payment system under the PBoC 3.0 standards. In November 2015, we issued IC cards with a
quick pass feature which can function as metro tickets. The payment for metro tickets is made from an
e-cash account of the financial IC cards, which is separate from the bank card’s settlement account to
ensure bank account security. We also plan to incorporate more payment functions for public
transportation fares and highway toll fees to the card. We will also establish outlets or self-service
machines at all key metro stations upon their completion.

We have a broad range of wealth management products under the “Hairong Wealth” (1)
brand, which now includes five major categories of products, namely, An Ying (%#), Wen Ying
(F3#), Chuang Ying (AI#t), Zun Xian (% %) and Qian Chao (#i#), catering to customers’ different risk
and return profiles. We have also launched open-ended products and night-time services to meet
customers’ diverse needs. From 2012 to 2014, the annual sales of our retail wealth management
products grew at a CAGR of 127.1%. As of June 30, 2015, we ranked first in Qingdao in terms of the
scale of our wealth management business, with the balance of our retail wealth management products
reaching RMB24,211 million. According to CnBenefit (& 11 &), we ranked fifth among PRC regional
banks in terms of overall wealth management capabilities in 2014.

We consider service quality to be a fundamental principle. We have a dedicated service
supervision center to centrally manage our customer service and registered the Qing Xin (¥ %) service
brand in 2012 to build up our brand image. We also focus on providing differentiated services for high-
end customers. We are the first City Commercial Bank in China to establish a private banking and
wealth management center. Leveraging the resources and brand recognition of our foreign
shareholders, we have also introduced a series of high-end services for our high-net-worth customers.

As a result of our innovative customer acquisition model and outstanding service capabilities,
our retail banking business has achieved rapid growth. From 2012 to 2014, our retail banking operating
income grew at a CAGR of 39.5%, and its contribution to our total operating income increased from
15.7% to 20.2%; specifically, net fee and commission income from retail banking grew at a CAGR of
84.4%. As of June 30, 2015, our retail customers’ financial assets held with us amounted to
RMB65,841 million, which was 2.4 times of the balance as of December 31, 2012.
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A Rapidly Growing Financial Market Business in the New Era of Asset Management Driven by
Our Professional Trading and Asset Allocation Capabilities

The asset management markets in China have tremendous growth potential. The new
regulations introduced since 2012 have eased the entry barriers to the asset management market.
Commercial banks are beginning to develop new businesses centered around wealth management and
are expected to play an important role in the new era of asset management by offering a variety of
products and services, including wealth management, trading and investment banking.

In response to the changing competitive landscape, we reorganized our financial market
department into a dedicated business unit in 2014, integrating interbank finance, wealth management,
investment and investment banking. We carry out specialized financial market business operations
with business development and internal control mechanisms characterized by clear divisions of
responsibilities and checks and balances among our front, middle and back offices. Our financial
market business unit has a highly experienced and qualified team, thus laying a solid foundation for the
rapid and innovative development of our financial market business. Of the 30 employees in our
financial market business unit, as of June 30, 2015, 19 possess master’s degrees or above and many
have been educated in prestigious universities overseas and had work experience in prominent large
Chinese and international financial institutions. A number of these employees have been awarded
various honors, including “Outstanding Traders (#7%%% 8)” and “Outstanding Head of Trading
(#7535 £4)” by the National Interbank Funding Center.

In response to the challenges from the liberalization of interest rates and disintermediation in
the financial markets, we have proactively expanded our interbank businesses. On the one hand, we
have expanded our business licenses. In addition to our qualification to underwrite financial bonds
issued by the three PRC policy banks, act as a bond settlement agent and participate in the
management of treasury cash in the form of commercial bank time deposits, we have also received
qualification to underwrite debt financing instruments issued by non-financial enterprises, act as a
standing member of the Committee for Self-regulated Market Interest Rates Pricing Mechanisms, act
as a probationary market maker on the interbank bond market and issue collateralized loan obligations
(CLOs) in 2014. On the other hand, in order to develop and retain interbank customers, we have
furthered our business cooperation with non-banking financial institutions such as securities firms,
funds, trust companies and insurance companies, while maintaining strong relationships with
commercial banks. As of June 30, 2015, the number of our interbank clients reached 808, laying a solid
foundation for the customer base of our interbank transactions, bond issuance and liquidity
management. In September 2015, the Shandong interbank strategic financial cooperation program
initiated by us was launched, with active participants consisting of 146 local financial institutions
incorporated in Shandong. We lead the coordination on general matters of the cooperation program to
promote efficient information sharing and strengthen the cooperation and communication among the
participants with an aim to achieve resources sharing, promote financial innovations and provide
mutual liquidity support.

Aiming at satisfying our customers’ asset management demands, we have adopted a prudent
and adaptive asset allocation strategy and developed competitive wealth management products to
provide comprehensive services to our customers. The aggregate amount of wealth management
products issued by us in 2014 exceeded RMB100 billion. From 2012 to 2014, the year-end balance and
aggregate amount of wealth management products issued grew at a CAGR of 107.7% and 121.2%,
respectively.
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Based on our in-depth analysis and knowledge of capital markets and adherence to the prudent
operational philosophies set by our Board, we have carefully formulated our investment plans with
respect to our own funds. We actively participate in the PRC interbank bond markets and have
received a number of accolades, demonstrating our influence and recognition in the industry. In 2014,
we were awarded the “Outstanding Market Dealer” in China’s bond markets by the China Central
Depository & Clearing Co., Ltd and the “Most Influential Bank™ by the National Interbank Funding
Center. In 2014, our trading volume in bonds amounted to RMB3,059.6 billion, ranking 11th among
City Commercial Banks in China. Our investment securities and other financial assets grew at a CAGR
of 60.8% from 2012 to 2014. As of June 30, 2015, the gross balance of our investment securities and
other financial assets reached RMB70.0 billion.

With our increasing understanding of businesses and products across different markets, we
have increased our investments in trust fund plans and asset management plans, subject to applicable
regulatory requirements and acceptable risk exposure limits. We also cooperate with qualified
securities companies with respect to products including beneficiary rights in margin financing,
beneficiary certificates issued by securities companies and equity capital markets related products to
expand our investment channels and increase our investment returns.

Assets under management of the financial market business grew at a CAGR of 52.8% from
2012 to 2014, with a balance of RMB102.3 billion as of June 30, 2015.

Centralized Risk Management System, Effective Information Collection Measures and Proven
Execution Capabilities

Adhering to rigorous risk management, we have streamlined our policies and procedures and
centralized our primary risk management functions at our head office and branches to minimize our
risk exposure and enhance our risk assessment capabilities. Our credit approval function, operated
under a tiered credit approval system, is independent from our credit extension function. Our credit
approvers and loan review committees are given respective authorizations based on the nature of the
business and risk profiles. We have granted credit approval authority to designated approvers in our
small enterprise financing department and trade finance business unit as well as certain sub-branches to
improve efficiency. We rigorously manage the authorization of credit to our branches through
comprehensive pre-authorization guidance and assessment and periodic post-authorization evaluation.
We also make timely adjustment to our authorizations in response to changes in local markets in order
to better align with the local credit profiles.

We have deployed a number of innovative and effective information collection measures to
proactively identify and mitigate potential risk exposures.

® We have implemented weekly on-site inspections by senior management for almost
five years. An inspection team led by the senior management of our head office conducts,
on a weekly basis, ad hoc on-site inspections of certain outlets in order to identify any
compliance and operational issues, lapses in our implementation of policies and
procedures, and potential risks. Results of the inspections are reported in weekly meetings
organized by our President at the head office to identify responsibilities and monitor
remediation. This practice enables our senior management to gather first-hand information
at its root to address the issues on a timely basis, thus enhancing our management
efficiency.
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® We have encouraged our employees to identify internal control lapses and have an
ongoing risk identification initiative in place among our employees. In 2014, we received
more than 700 recommendations covering various business lines and functions, which
provided us with valuable insights to improve our business processes and enhance our
internal control. We have also organized employee presentations on compliance at our
bank-wide weekly morning meetings to strengthen our compliance culture and heighten
our employees’ compliance awareness.

® We have adopted a compulsory leave system, under which a professional team organized
by our head office performs the duties of key positions in our outlets, such as sub-branch
managers, key management personnel and business operation personnel, on an ad hoc
basis while such personnel are placed on compulsory leave. This has enabled us to identify
potential issues in our business operations, effectively prevent operational risks and moral
hazards and standardize our business operation procedures on a bank-wide basis.

® Via quarterly internal control evaluation meetings, we conduct objective assessments on
the implementation of our policies and procedures and review major areas of significant
risk exposure in our business operations, in order to ensure the implementation of our
internal control procedures.

® We have focused on building our policies and procedures. We have designated the years
of 2012, 2013 and 2014 as “Year of Establishment” (HE&&4), “Year of
Implementation” (HilZ#474) and “Year of Assessment” (HlE#FE4F), respectively, and
organized activities to refine and supplement our policies and procedures.

We have been operating in Shandong Province for nearly 20 years and possess in-depth
understanding and knowledge of the markets, the economy and the customers in Shandong Province.
Our focus on risk management has allowed us to withstand various challenges and enabled us to
successfully avoid several significant risk incidents in the region. As a result, we have been able to
maintain sound asset quality. As of December 31, 2014, our non-performing loan ratio was 1.14%,
significantly lower than the average of 1.86% for financial institutions in the banking industry of
Shandong Province and the average of 1.25% for commercial banks in China. Brilliance Ratings gave
us an issuer credit rating of AA+ in 2015, demonstrating our excellence in risk management.

Beneficiary of the Transformation and Upgrade of Shandong Province’s Economy, as well as
Favorable Policies such as “One Belt and One Road”

Shandong is a major province in China, ranking second in terms of population as of the 2014
year end and third in terms of GDP in 2014. The development of the Blue Economic Zone in the
Shandong Peninsula became a national strategy in 2011. Shandong is strategically important to the
developed part of Eastern China and the country as a whole. Pursuant to our regional expansion
strategy, we have steadily expanded our distribution network to 86 outlets across nine cities in
Shandong Province, namely Qingdao, Ji’nan, Dongying, Weihai, Zibo, Dezhou, Zaozhuang, Yantai
and Binzhou, whose GDP in aggregate accounted for over 60% of Shandong Province’s GDP in 2014.
As of December 31, 2014, we were the largest City Commercial Bank in Shandong Province in terms
of total assets, total loans, customer deposits and total equity, demonstrating our competitive advantage
and leading position in Shandong Province. We believe we are well-positioned to capture the
opportunities arising from the development of the Blue Economic Zone given our extensive network
and leading position in Shandong Province’s banking industry.
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Qingdao is an important coastal city in Eastern China with substantial geographic advantages.
Qingdao is a starting point for four of the five ocean and inland routes proposed under China’s “One
Belt and One Road (—# —#)” strategy, making Qingdao a vital gateway in this strategy.

In September 2015, the “One Belt and One Road Financial Alliance” (““Alliance”) initiated
by us was formed. The Alliance currently has 23 financial institution members located in
the provinces and regions along the new Silk Road Economic Belt. Leveraging the
Alliance, we seek to cooperate with other members in trade finance, retail banking,
financial markets and other business lines to jointly expand business coverage and
customer base, thereby leveraging complementary advantages and achieving win-win
cooperation among the members and providing solid financial support to the
implementation of the “One Belt and One Road” national strategy.

We have established extensive strategic cooperation with Qingdao Port and set up a port
sub-branch. Apart from serving the port, the sub-branch also allows us to obtain first-hand
knowledge of the trade finance needs of the customers operating at the port, which helps
us formulate supply chain finance solutions and expand our product offerings, thereby
enabling us to provide comprehensive services to both the upstream and downstream
customers of Qingdao Port. For example, we introduced the “Customs Duty Guarantee
Pass (BifR#H)” service. With this system, trading companies are able to clear customs
before paying duty. The arrangement eased the financial burden of our corporate
customers and accelerated the clearance process. At the same time, this service helps us
attract deposits and generates fee income, thus resulting in a win-win outcome.

Qingdao has close trading relationships with Japan and South Korea due to its
geographical location, and it is also the city with the most South Korean companies in
China. We have entered into a strategic cooperation agreement with Hana Bank to fully
cooperate in trade finance, corporate banking and financial markets operations and have
completed the first RMB-denominated loan issued in South Korea by a Chinese bank. We
have also entered into a strategic financial cooperation agreement with another Korean
bank, Busan Bank, to cooperate in payment settlement, trade finance and financial markets
businesses to support the development of strategic customers of both parties. We believe
the progressive development of the China-Japan-South Korea Free Trade Zone will boost
the trading activities among the countries and bring further business opportunities.

We are one of the first City Commercial Banks in China to establish a dedicated business
unit to carry out trade finance business. The implementation of a specialized unit has led to
rapid growth in our trade finance business. Fee and commission income from the trade
finance and international settlement business grew at a CAGR of 30.9% from 2012 to
2014. We were awarded the “Best City Commercial Bank in Trade Finance”, the “Best
Bank for Growth in Trade Finance” and the “Best City Commercial Bank in Trade
Finance” jointly by the Trade Finance magazine and SINOTF.COM in 2012, 2013 and
2014, respectively. We believe that the implementation of the national strategy of “One
Belt and One Road” will further spur the growth of our trade finance business.

We have long been analyzing the economy and industrial chains in Shandong Province and
Qingdao. Through constant innovation, we have aligned our business development with the changing
structure of the local economy in order to capitalize on its growth. Although Shandong Province is
home to a large and robust economy, the value added from its financial industry accounted for less than
5% of its GDP in 2014. In addition, there are currently no banks listed on domestic or international
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stock exchanges in Shandong. As such, Shandong Province’s financial sector requires further
restructuring and transformation, signifying tremendous development potential. In particular, Qingdao
is a pioneer in the transformation of the financial industry in Shandong Province. In 2014, Qingdao
was approved as the Wealth Management Comprehensive Financial Reform Pilot Zone
(W EE S ARG UCE B E) by the State Council. We had formulated wealth management business
strategies ahead of the announcement of this policy, which allowed us to capture the opportunities
arising from the policy and the tremendous growth potential of the wealth management business.

OUR BUSINESS STRATEGIES

Our strategic goal is to become a City Commercial Bank with distinct business features. To
achieve this goal, we will implement the following business strategies:

Continuously Enhancing Our Distinct “Interface Bank” Model

We will further enhance our distinct “Interface Bank™ model to broaden our current strengths.
To enrich our “Interface Bank™ model, we will continue to develop its customer base, deepen the
integration of customer resources and conduct customer-related data collection and analysis. As a
result of the aforementioned, we believe “Interface Bank” will become one of our unique and core
competitive advantages. We plan to

® |everage on the “One Belt and One Road Financial Alliance” platform and our close
business relationship with the port and the customs to set up a channel to provide services
related to international logistics businesses in these regions and implement the national
“One Belt and One Road” strategy;

® cxplore “Public-Private Partnership” (“PPP”) and promote the marketization of the
government and society’s resources. By leveraging our strengths in information
technology and partnership with public sectors such as healthcare, education, civil
administration, social insurance and housing provident fund, we strive to further expand
our customer base;

® reproduce the successful model of online supply chain financial services and, through
partnering with our core corporate customers, such as Haier, to extend our financial
services to the enterprises in their upstream and downstream chains and expand our online
financial services;

® further utilize the customer and information resources of our public service partners. For
example, we plan to use big data analytics to carry out targeted marketing and proactively
extend credit to quality customers; and

® cxpand the scope and depth of our cooperation with other financial institutions. As the
lead bank of the Shandong interbank strategic financial cooperation program, we plan to
provide participants of this program with various financial solutions in respect of
financing, wealth management, trade finance and settlement services, thereby significantly
expanding our business coverage. We will also further expand our distribution network for
financial products through this program.

Striving to Become the Most Convenient Retail Bank

We plan to further develop our retail banking business in order to improve our business mix.
This will help us establish a stable and loyal customer base, allowing us to effectively respond to the
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challenges arising from the interest rate liberalization and to increase our fee and commission income.
We plan to target our services to communities and small and micro enterprises. By recognizing the
financial service needs of individuals, families and small and micro merchants with respect to their
consumption, businesses and investments, we strive to become a one-stop retail bank that provides
diverse products and convenient services. We plan to

® further refine our bulk customer acquisition model for communities, industrial parks and
campuses and provide the most convenient and attractive services. We will develop multi-
functional bank cards that can be integrated into the daily lives of individuals. Our
transportation cards will enable payments for metro, buses, highways and express rail,
while incorporating other features such as quick pass and special-shaped cards. We will
continue to provide a comprehensive range of collection and payment services;

® further integrate our online and offline service channels to offer more convenient financial
services to our retail customers. On the offline end, we will continue to establish extensive
community financial platforms. On the online end, we will improve mobile banking,
WeChat banking and direct banking. Collectively, these measures will enable us to adapt
to evolving customer behaviors and enhance customer experience;

® continue to establish a comprehensive consumer finance platform and refine our product
offerings by catering to our customers’ financial service needs at different life stages. We
will expand our network of merchant partners to enhance the service capabilities of our
consumer finance platform. We will focus on increasing the number of products sold to
each customer and family through in-depth marketing, thereby strengthening our customer
loyalty;

e fully utilize data gathered from our customer fund flows, POS terminals, and payroll
services. We will also actively cooperate with third parties in possession of large amounts
of data such as housing provident funds and the customs. We will strengthen our big data
analysis and application capability and acquire customers in bulk; and

® further enhance our service capabilities for high-end customers in addition to
strengthening our position in the mass market. Leveraging local residents’ wealth
accumulation and the commencement of the Qingdao Wealth Management
Comprehensive Financial Reform Pilot Zone, we aim to provide services such as overseas
investments, family trust and customized wealth management via partnerships with other
institutions. We will also continue to organize training programs for financial planners to
enhance their professional capabilities.

Developing Corporate Banking Core Competitiveness in Trade Finance, Public Sector Finance
and Other Selected Sectors

We have fully taken into account of our strengths and fundamentals when devising our
corporate banking business strategies. We focus on particular businesses with familiarity and expertise
such as trade finance, public sector finance and the sectors positioned to benefit from the regional
economic transformation. We are dedicated to becoming an expert in these areas and developing
greater strength and reputation. We plan to

®  cstablish a leading trade finance platform in China. Leveraging Qingdao’s prime location
as the gateway of the new Silk Road Economic Belt and its inherent geographical
advantages, we plan to enhance our strategic cooperation with the port and provide supply
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chain financing solutions for the sea-land intermodal transportation logistics network of
the port, meeting their corporate customers’ financing needs for procurement, production
and distribution. In May 2015, we were selected by the PRC General Administration of
Customs as the only City Commercial Bank among the five pilot banks to develop the
electronic customs duty guarantee system that is compatible with the customs’ new
clearance model. As such, we have first mover advantage to launch related businesses.
This will enable us to acquire a large number of trade finance customers, especially those
along the new Silk Road Economic Belt;

continue to develop public sector finance. We will further expand our customer base in the
public sector to increase their deposits and fund flow with us. Furthermore, we will
leverage big data accumulated from public sector finance to support our business
development and risk management; and

develop expertise in selected sectors. Building on the experience of our technology sub-
branch and port sub-branch, we will continue to strategically develop our business in key
industries and emerging industries that are positioned to benefit from the regional
economic transformation. For example, in light of the industry characteristics and
development potential of the Blue Economic Zone in the Shandong Peninsula, we are
committed to developing expertise in serving the Blue Economy.

Expanding Our Financial Market Business through Resources Integration and Financial

Innovation

China’s financial industry is currently undergoing a transformation towards a full service
model. We plan to actively expand our financial market business to overcome the general challenges
facing City Commercial Banks, including commoditized business and geographic restrictions. We will
continue to expand the scale of our financial market business and develop it into an important source of
our income. We plan to

further enhance our “Interface Bank™ model to systematically identify areas of potential
cooperation with other small and medium financial institutions;

strengthen the resources integration capabilities of our investment banking business. We
will optimize our employee incentive mechanisms in order to attract and cultivate talent
and build a professional investment banking team. We also aim to enhance our client
service and financial product development capabilities. This could help connect our
investment banking and corporate banking businesses and enable us to better serve the
investment and financing needs of our corporate customers, achieving synergistic
cooperation;

strengthen our research on the macroeconomy and markets and enhance our trading and
investment management capabilities. We will keep pace with innovations in capital
markets, obtain a wide range of licenses, and explore new products and models of asset
allocation to further meet our customers’ needs in wealth management and securities
investment. We will continue to focus on the security of our customers’ assets in our
wealth management business, while maximizing risk-adjusted returns from our securities
investment business; and

actively explore comprehensive financial operations. To the extent permissible under the
relevant regulations, we seek to opportunistically enter into areas of private equity, mutual
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fund and financial leasing, to enhance our comprehensive service capabilities for
corporates, individuals and other financial institutions, so as to satisfy their diverse needs
and strengthen customer loyalty.

Continuously Improving Risk Management to Satisfy Our Business Development and Innovation
Needs

China’s New Normal Economy and the accelerated opening up of its banking industry present
both challenges and opportunities to banks’ risk management. We will make continuous efforts to
improve our enterprise risk management system and enhance our risk management capabilities, to
adapt to the evolving business environment. We strive to achieve high quality and rapid business
growth within acceptable risk parameters. We plan to

®  adopt portfolio management tools to optimize our credit asset mix. We will refine a variety
of risk management tools, such as industry-specific credit policies, customer rating
systems, credit approval authorization and portfolio monitoring and pre-warning to
enhance our risk anticipation and the implementation of our credit policies;

®  continue to apply advanced risk management techniques. We will improve our business
processes and implement online management to reduce operational risk incidents. We will
also explore the application of remote risk monitoring techniques in managing outlets
outside of Qingdao;

® enhance our risk management strategic planning through better risk anticipation. We will
perform in-depth analysis on the economy, policies and market trends so as to update and
refine our mid-to-long-term risk management strategic planning on a timely basis; and

®  continue to develop our risk management culture and adhere to prudent risk appetite. We
strive to raise our employees’ awareness on the importance of enterprise risk management
and compliance. We will prioritize risk management in developing all new products and
new businesses.

OUR PRINCIPAL BUSINESS LINES

Our principal business lines include corporate banking, retail banking and financial market
businesses. The following table sets forth the contribution of each line of business to our total
operating income for the periods indicated.

For the year ended December 31, For the six months ended June 30,
2012 2013 2014 2014 2015
(unaudited)
% of % of % of % of % of

Amount total Amount total Amount total Amount total Amount total

(in millions of RMB, except percentages)

Corporate banking
business ............. 2,008  69.6% 2,270  63.8% 2,460  56.4% 1,304  58.8% 1,307  54.5%
Retail banking business . . . 453 15.7 660  18.6 882 202 435 19.6 501 209
Financial market
business ............. 408  14.1 593 16.7 986  22.6 479  21.6 583 243
Others® ............... 18 0.6 33 0.9 37 0.8 (1) 0.0 8 0.3
Total .............. 2,887 100.0% 3,556 100.0% 4,365 100.0% 2,217 100.0% 2,399 100.0%

(1) Consist primarily of income and expenses that are not directly attributable to any specific business segment.
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Corporate Banking Business
Overview

We provide our corporate customers with diversified financial products and services, including
corporate loans, trade finance and international settlement services, corporate deposits, and wealth
management services. Our corporate customers include industrial and commercial enterprises,
government agencies and public institutions. Corporate banking business is one of our most important
sources of operating income.

In 2012, 2013 and 2014, operating income from our corporate banking business accounted for
69.6%, 63.8% and 56.4% of our total operating income, respectively. For the six months ended
June 30, 2015, operating income from our corporate banking business accounted for 54.5% of our total
operating income.

We have established a corporate banking department, a trade finance business unit, a small
business financing department and a bill center at our head office to operate and manage our corporate
banking business. We provide differentiated products and services to meet the diverse needs of our
corporate customers. We seek to continue to build up and maintain long-term and full-service business
relationships with our core corporate customers. Furthermore, it is our strategy to leverage our core
corporate customers to further develop quality customers from their related entities as well as their
upstream suppliers and downstream distributors in the industry chain.

In recent years, in order to further strengthen our corporate banking business, we have
strategically established various featured and dedicated sub-branches to satisfy the specific financial
needs from certain industries and areas. For instance, we have established a technology sub-branch to
serve local technology enterprises, which is supported by the local government and its science and
technology department. Focusing on serving the port, the enterprises in the port area and their
customers, our port sub-branch provides comprehensive and integrated financial products and services
covering both domestic and international businesses to customers in both upstream and downstream
industries served by the port.

Our corporate loans increased steadily from RMB34,458 million as of December 31, 2012 to
RMB51,444 million as of June 30, 2015. Our corporate deposits increased from RMB53,431 million as
of December 31, 2012 to RMB60,851 million as of June 30, 2015. As of June 30, 2015, we had 2,309
corporate loan customers and 57,809 corporate deposit customers.

Corporate Loans

Corporate loans have been the largest component of our loan portfolio. As of December 31,
2012, 2013 and 2014 and June 30, 2015, our corporate loans amounted to RMB34,458 million,
RMB42,121 million, RMB46,769 million and RMB51,444 million, respectively, accounting for
75.4%, 75.7%, 74.3% and 73.5%, respectively, of our total loans to customers.
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We provide our corporate customers with loan products, including working capital loans, fixed
asset loans, import bill advance and export bill purchase, and discounted bills, in order to satisfy their
diverse financing needs. The following table sets forth our corporate loans by product type as of the
dates indicated.

As of December 31, As of June 30,
2012 2013 2014 2015

% of % of % of % of
Amount total Amount total Amount total Amount total

(in millions of RMB, except percentages)

Working capital loans .............. 22,281 64.6% 29,678 70.5% 33,138  70.8%36,788  71.6%
Fixed assetloans .................. 8,188 23.8 9,551 22.7 9,759 209 11,285 21.9
Import bill advance and export bill
purchase ....................... 2,176 6.3 1,429 34 1,034 2.2 253 0.5
Discounted bills ................... 1,752 5.1 1,400 33 2,552 5.5 2,784 54
Others®™ ... .. ... .. ... ... ...... 61 0.2 63 0.1 286 0.6 334 0.6
Total corporate loans . ......... 34,458 100.0% 42,121 100.0% 46,769 100.0%51,444 100.0%

(1) Consist primarily of advances under bank acceptances and letters of credit issued by us.

We also tailor our financial products and services to cater to the diverse needs of our corporate
loan customers of all sizes. The following table sets forth our corporate loans by the size of our
corporate banking customers as of the dates indicated.()

As of December 31, As of June 30,
2012 2013 2014 2015
% of % of % of % of
Amount total Amount total Amount total Amount total

(in millions of RMB, except percentages)

Large enterprises .. ................ 6,839 19.9% 9,496 22.5% 10,143 21.7% 11,391 22.1%
Medium enterprises .. .............. 12,720 369 15,242 36.2 13,878 29.7 15323 29.8
Small enterprises . ................. 10,729 31.1 13,939 33.1 19471 41.6 21,119 41.1
Micro enterprises . ................ 4,170 12.1 3,444 8.2 3,277 7.0 3,611 7.0
Total corporate loans ......... 34,458 100.0% 42,121 100.0% 46,769 100.0% 51,444 100.0%

(1) We classify our corporate loan customers into large, medium, small and micro enterprises in accordance with the Regulation on
Classification Standards of Small and Medium Enterprises.

Loans to Large and Medium Enterprises

Our large and medium corporate loan customers consist primarily of enterprises in the
manufacturing, wholesale and retail, and leasing and commercial services industries. The balance of our
loans to large and medium enterprises in these three industries generally accounted for more than 50%
of our total loans to large and medium enterprise customers. In recent years, we have increased loans to
large and medium enterprises in the public welfare industry, including enterprises providing water,
electricity, gas, heating, healthcare and public transportation services. We have also provided credit
support for the construction of large infrastructure projects in Qingdao, including the port and the
Qingdao Metro Group. As of December 31, 2012, 2013 and 2014 and June 30, 2015, our loans to large
and medium enterprises amounted to RMB19,559 million, RMB24,738 million, RMB24,021 million
and RMB26,714 million, respectively. As of June 30, 2015, we had 627 large and medium corporate
loan customers.
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Loans to Small and Micro Enterprises

We established a small enterprise financing department at our head office in 2009 to operate
our loan business for small and micro enterprises. This department is responsible for the development,
promotion and marketing of financing products, as well as review and approval of loan applications
from small and micro enterprises.

Catering to the financing needs of our small and micro enterprise customers characterized by
“small, frequent and urgent”, we have adopted a “dual review and approval” mechanism for loans to
small and micro enterprises. The mechanism requires review and approval by two authorized credit
reviewers from the credit approval department and the small enterprise financing department,
respectively, of our head office. We have also set time limits for approving loans to small and micro
enterprises and reduced the loan approval steps in order to streamline the approval process. As such,
the efficiency of our loan approval process has improved. In addition, based on the operational
characteristics and risk profile of small and micro enterprises, we have set up a specific assessment
system. As compared with loans to large and medium enterprises, we emphasize on the analysis of
non-financial factors of small and micro enterprises, such as “three qualities” including their products,
credit worthiness and collateral, “three bills” including water and electricity bills and tax filings, and
“three flows” including inventory, information and cash flows, to effectively identify and prevent risks.
We believe that these evaluation approaches are more practical and allow us to assess the operating
conditions of small and micro enterprises more accurately compared to traditional approaches so as to
effectively prevent and control risks and increase operating efficiency.

Furthermore, we have also launched the “1+N” business model for bulk marketing of our
products to small and micro enterprises along the supply chain. While granting general secured loans
to our core large corporate customers, we also provide credit to various upstream and downstream
qualified small and micro enterprises related to such corporate customers.

We have developed seven major series and 41 loan products for small and micro enterprises to
cater to their diverse financial needs. For example, our Qing Yi Dai (%% %) product mainly aims to
provide financial support to young entrepreneurs in various industries and is a well-known service
brand in Shandong Province. In cooperation with relevant government agencies and guarantee
companies, our Ke Yi Dai (%) product aims to solve financing challenges that small and micro
innovative enterprises may face in operating their businesses.

As of December 31, 2012, 2013 and 2014 and June 30, 2015, our loans to small and micro
enterprises amounted to RMBI14,899 million, RMB17,383 million, RMB22,748 million and
RMB24,730 million, respectively, representing a CAGR of 23.6% from 2012 to 2014. As of June 30,
2015, we had 1,682 small and micro enterprises loan customers. Our financial services to small and
micro enterprises have received various awards and recognitions, including the “Outstanding Financial
Services Provider to Small and Micro Enterprises in the Banking Industry in Qingdao in 2013 (2013
LT S HRAT 2/ M S B IR B Se i BAT) by CBRC Qingdao Office.

Trade Finance and International Settlement Business

In August 2010, our international business department was renamed the trade finance business
unit. We believe we were the first City Commercial Bank in China to introduce a business unit
management model for trade finance business. We have formed professional teams performing
functions of specialized marketing, approval and business management, and have built a centralized
management system to achieve coordinated and balanced marketing and risk control.
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Our trade finance and international settlement business contributes a significant part of our fee
and commission income. In 2012, 2013 and 2014, our fee and commission income from trade finance
and international settlement business amounted to RMB196 million, RMB221 million and RMB336
million, respectively. For the six months ended June 30, 2015, our fee and commission income from
trade finance and international settlement business amounted to RMB132 million, representing 32.3%
of our fee and commission income. In 2012, 2013 and 2014, we were awarded “The Best City
Commercial Bank in Trade Finance” (HfE® % &fiikpi1T), “The Best Bank for Growth in Trade
Finance” (®MEHZ&MMREMRIT) and “The Best City Commercial Bank in Trade Finance”
(IR 5 & MIRTTT), respectively, jointly by Trade Finance magazine (®Z &/ M) and
SINOTF.COM (H B % 5 < i 4.

Products and Services

Our international settlement business has a well-developed product portfolio with settlement
accounts in multi-currencies, including U.S. dollar, Euro, Hong Kong Dollar and Australian dollar
accounts. As of June 30, 2015, we established agency bank relationships with more than 400 banks
overseas to facilitate international settlement services to our customers. In 2012, 2013 and 2014, our
international settlement transactions amounted to US$3,048 million, US$2,833 million and US$2,989
million, respectively. For the six months ended June 30, 2015, our international settlement transactions
amounted to US$830 million and as of June 30, 2015, we had approximately 660 international
settlement corporate customers.

In addition to offering traditional international settlement business products and services, we
have also introduced Mao Jin Tong (% 4:%f) to meet diverse financing needs of the entire supply chain,
a designated product brand covering six major product segments, including structured purchase order
financing, letters of credit for domestic trades, domestic and international factoring, inventory
financing, cross-border financing in Renminbi and letters of guarantee. As such, we have established a
comprehensive supply chain product portfolio with a leading position in the trade finance industry.

Leveraging on our relationships with core enterprises in the supply chain of different market
segments, we market our trade finance business to these enterprises’ upstream suppliers and
downstream distributors and assimilate our trade finance services into each segment of their supply
chains. We have launched an online supply chain finance platform based on factoring and inventory
finance modules, which enables us to standardize our operational procedures. The system also
generates risk alerts and assists us in monitoring collateral on an ongoing basis to improve our risk
management capabilities. Currently, we actively explore end-to-end online supply chain finance
models with a number of our large corporate customers in Shandong Province. For example, through
our access to Haier, we integrate our interbank payment and order financing business with its online
order placement and goods release activities and provide its suppliers with a broad range of online
financial services to support their order placement, financing, repayment and goods releases. This
online trade finance business model is seen to improve customer experience, ensure the truthfulness of
the underlying transactions and control our risks.

Strategic Cooperation

Leveraging on Qingdao’s geographical location as a coastal city, we have entered into strategic
cooperation with Qingdao Port, one of the largest ports in the world, since October 2013 to expand our
international customer base. We provide credit support to the port for its infrastructure construction.
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We have established a sub-branch in Qingdao Port to provide services to the port as well as its
upstream and downstream customers. We will launch our “Certified Warehouse Receipt” (B H4R1Y)
business jointly with Qingdao Port, through which we guarantee the payments against the warchouse
receipts issued by Qingdao Port, to further expand our international business customer base and
enhance our product innovation capability. This product facilitates Qingdao Port’s customers’ access to
bank financing and brings us fee income. Under our agreement with Qingdao Port, we will make
payment on the rejected warechouse receipts, for which we will claim reimbursement from Qingdao
Port. We will include our total exposure on these warehouse receipts in the overall credit line granted
to Qingdao Port. We will also implement rigorous post-guarantee management through regular visits
and close monitoring of Qingdao Port’s cargo supervision practices and the transfers of the warehouse
receipts guaranteed by us. In addition, we have formulated and strictly implemented policies,
procedures and operational manuals on pledges of warehouse receipts to prevent and control risks. Our
risk management has enabled us to successfully avoid certain significant risk incidents in the region.

To meet the needs of the customs and our customers, we launched our “Customs Duty
Guarantee Pass” (Bf#@) business, offering online customs verification of letters of guarantee so as to
resolve difficulties in authenticating letters of guarantee. In March 2015, with the approval of the PRC
General Administration of Customs, we launched “Bank-Customs Duty Pass” (SREIFi#%H), an
electronic payment platform for the settlement of customs duties and fees. In May 2015, we were
selected by the PRC General Administration of Customs as the only City Commercial Bank among the
five pilot banks to develop the electronic customs duty guarantee system that is compatible with the
new customs’ clearance model. As such, we have first-mover advantage to launch related businesses.
As Qingdao is a key city in the “One Belt and One Road” strategy, Qingdao Customs has been chosen
by the PRC General Administration of Customs to spearhead the “Unified Customs Clearance System
Along the Silk Road Economic Belt”. We seek to integrate our business into the logistics flows and
customs clearance system by leveraging on the local logistics system and new policies of the PRC
General Administration of Customs, which will help us grow our trade finance services for enterprises
along the Silk Road Economic Belt.

Upon the establishment of the “One Belt and One Road Financial Alliance”, we have opened
our electronic platform linked to the customs of the Alliance members, providing them with the
convenience of online customs clearance. We also issue guarantees to support the payment of the
customs’ levies and fees by the customers of the Alliance members. Such services not only allow these
customers to clear customs procedures more efficiently and improve their cash flows, but also help us
increase our fee and commission income and assist the Alliance members in serving their clients. In
addition, leveraging our strategic cooperation with the ports in Shandong Province, we are well-
positioned to provide efficient services at competitive prices to the customers of the Alliance members
in the various processes of their import and export business, including loading, unloading, logistics and
storage. Such services are expected to improve these customers’ loyalty to the Alliance members and
enhance the overall profitability and influence of the Alliance.
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Corporate Deposits

We offer our corporate customers time deposits and demand deposits in Renminbi and major
foreign currencies (including U.S. dollar, Hong Kong Dollar and Euro). We currently offer Renminbi-
denominated time deposits with a maximum tenor of five years in general. The following table sets
forth our corporate deposits by product type as of the dates indicated.

As of December 31, As of June 30,
2012 2013 2014 2015
% of % of % of % of
Amount total Amount total Amount total Amount total

(in millions of RMB, except percentages)

Demand deposits .................. 27,637  51.7% 32,135 50.2% 34,587  53.8%27,970  46.0%
Time deposits ..................... 25,794 483 31,905 498 29,678 462 32,881 54.0
Total corporate deposits .. ..... 53,431 100.0% 64,040 100.0% 64,265 100.0%60,851 100.0%

As of December 31, 2012, 2013 and 2014 and June 30, 2015, our corporate deposits amounted
to RMBS53,431 million, RMB64,040 million, RMB64,265 million and RMB60,851 million,
respectively, accounting for 70.6%, 66.5%, 63.2%, and 59.6%, respectively, of our total deposits.

Wealth Management Services

Our wealth management products are distributed to corporate, retail and interbank customers.
We provide customized wealth management products to corporate customers under our Su Jue Su
Sheng (it ) brand and provide value-added services. In 2012, 2013 and 2014, the total transaction
volume of our RMB-denominated wealth management products sold to corporate customers amounted
to RMB11,261 million, RMB27,193 million and RMB53,880 million, respectively. For the six months
ended June 30, 2015, the total transaction volume of our RMB-denominated wealth management
products sold to corporate customers amounted to RMB12,723 million. As of December 31, 2012,
2013 and 2014 and June 30, 2015, the balance of our RMB-denominated wealth management products
sold to corporate customers amounted to RMB1,205 million, RMB1,034 million, RMB2,992 million
and RMB2,366 million, respectively.

Customer Base

We have established a large and stable corporate customer base in Shandong Province,
especially in Qingdao. Our corporate customers consist primarily of various industrial and commercial
enterprises, government agencies and public institutions. As of June 30, 2015, we had 57,809 corporate
deposit customers and 2,309 corporate loan customers.

We have focused on developing business relationship with large corporate customers and
continued to expand and maintain our core customer base in Qingdao and other cities in Shandong
Province to further reinforce our business foundation. For example, we have established stable
business cooperation with Shandong Publication Group Co., Ltd. (L#HiEEARAT), Shandong
Dazhong Newspaper (Group) Co., Ltd. (Il RRHAE (4£H) AR A), Shandong University of Science
and Technology (IIRFHEKE), Qingdao Energy Group Co., Ltd. (5 5 fEl4EM), Qingdao Port and the
Affiliated Hospital of Qingdao University (75 & KK} & 5 5x).

We leverage the advantage of being a locally incorporated bank to provide our large corporate
customers with efficient financial services. We also seek to promote our retail banking business
through cross-selling.
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We also seek to develop quality small and micro enterprise customers in Shandong Province. In
addition to providing standardized financial services to small and micro enterprises, we also provide
financial service solutions tailored to the geographical characteristics of Shandong Province.

Retail Banking Business

We offer a wide range of products and services to our retail banking customers, including
loans, deposits, bank cards, and other fee- and commission-based services. Our retail banking business
has grown significantly in recent years. In 2012, 2013 and 2014, operating income from our retail
banking business accounted for 15.7%, 18.6% and 20.2% of our total operating income, respectively.
For the six months ended June 30, 2015, operating income from our retail banking business accounted
for 20.9% of our total operating income.

As of June 30, 2015, our personal deposits amounted to RMB40,933 million and our personal
loans amounted to RMB18,515 million. As of December 31, 2012, 2013 and 2014 and June 30, 2015,
our personal deposits accounted for 29.0%, 33.2%, 36.6%, and 40.2%, respectively, of our total
customer deposits, and our personal loans accounted for 24.6%, 24.3%, 25.7%, and 26.5%,
respectively, of our total customer loan balance. As of June 30, 2015, we had approximately 2.53
million retail customers, including 40,314 personal loans customers.

Personal Loans

We provide personal loans including personal business loans, residential mortgage loans and
person consumption loans, under our Qing Yin Hai Dai (% ## ) brand.

As of December 31, 2012, 2013 and 2014 and June 30, 2015, our personal loans amounted to
RMB11,265 million, RMB13,509 million, RMB16,219 million and RMB18,515 million, respectively,
representing 24.6%, 24.3%, 25.7% and 26.5% of our total loans to customers, respectively. The
following table sets forth our personal loans by product type as of the dates indicated.

As of December 31, As of June 30,
2012 2013 2014 2015
% of % of % of % of
Amount total Amount total Amount total Amount total

(in millions of RMB, except percentages)

Personal business loans . ............ 6,520 57.9% 17,754 574% 7,693 47.4% 7,044  38.0%
Residential mortgage loans .......... 3,131 27.8 3,951 29.2 6,351 392 9,089 49.1
Personal consumption loans ... ....... 1,084 9.6 979 7.3 1,217 7.5 1,443 7.8
Others® .. ... ... .. ............. 530 4.7 825 6.1 958 5.9 939 5.1
Total personal loans ........... 11,265 100.0% 13,509 100.0% 16,219 100.0%18,515 100.0%

(1) Consist primarily of personal commercial property loans and personal commercial automobile loans.

Personal Business Loans

We provide personal business loans for individual business owners and other retail customers
engaged in business activities. Personal business loans are offered according to the principle of
“industry white list, bulk marketing, standardized products and streamlined operation
(FT3EMEA > #HEBIEE > BUEILAE R - WAEILIRIF)”  with “one circle, two chains and one feature
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(—FE W —+5t)” as our target market (“one circle” refers to various business communities; “two
chains” refers to upstream and downstream industry chain and supply chain of our core customers;
“one feature” refers to distinct and competitive industries located in the regions of our outlets). First,
we conduct continuous research and closely monitor the potential markets so as to determine target
markets. Second, based on our big data analysis of the industries and operation models of our
customers, we have established unified customer onboarding criteria. We seek to improve our
efficiency through streamlined operation.

To better serve the needs of small and micro enterprises, we offer Huo Ban Dai (¥ ), a loan
product to those merchants located in the regions of our outlets, and Jie Suan Dai (4% %), a loan
product to our existing customers who maintain settlement accounts with us.

As of December 31, 2012, 2013 and 2014 and June 30, 2015, our personal business loans
amounted to RMB6,520 million, RMB7,754 million, RMB7,693 million and RMB7,044 million,
respectively, representing 57.9%, 57.4%, 47.4% and 38.0% of our total personal loans, respectively.

Residential Mortgage Loans

We provide our retail customers with residential mortgage loan products to finance their
purchases of new or second-hand residential properties. We have been focusing on residential
mortgage loans given their low capital charge and high growth potential of our customer base after the
government adjusted real estate related policies in 2014.

As of December 31, 2012, 2013 and 2014 and June 30, 2015, our residential mortgage loans
amounted to RMB3,131 million, RMB3,951 million, RMB6,351 million and RMB9,089 million,
respectively, representing 27.8%, 29.2%, 39.2%, and 49.1% of our total personal loans, respectively.
Our residential mortgage loans grew at a CAGR of 42.4% from 2012 to 2014.

Personal Consumption Loans

We provide our retail customers with a variety of personal consumption loan products to
support their personal and household consumption. We have built up consumer finance platforms,
which allow merchants to gain direct access to target customers and offer our customers with premium
goods at favorable prices, beneficial to all. For example, at the beginning of 2015, we introduced
Happy Family Plan (GE#%E5t#]) as our consumer finance brand, under which we have developed a
series of consumer finance products to meet customers’ consumption demands for home purchase,
house renovation, car purchase, wedding and parenting, in order to serve our customers at different
levels and various life stages. We have launched An Ju Dai (%)), a loan product providing packaged
financial solutions, such as purchases and renovations of houses, and purchases of parking lots and
home appliances. We have launched Xing Fu Dai (*:4#%) loan product, in collaboration with wedding
companies, which has enabled us to provide comprehensive financial services to wedding couples. We
also provide our customers with Che Yi Dai (%), an unsecured loan product with low down
payment.

As of December 31, 2012, 2013 and 2014 and June 30, 2015, our personal consumption loans
amounted to RMB1,084 million, RMB979 million, RMB1,217 million and RMB1,443 million,
representing 9.6%, 7.3%, 7.5% and 7.8% of our total personal loans, respectively.
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Personal Deposits

We offer retail banking customers a variety of demand deposit and time deposit products. The
following table sets forth our personal deposits as of the dates indicated.

As of December 31, As of June 30,
2012 2013 2014 2015
% of % of % of % of
Amount total Amount total Amount total Amount total

(in millions of RMB, except percentages)

Time deposits ............... 17,415 79.3% 26,666 83.5% 30,704 82.4% 33,073  80.8%
Demand deposits . ........... 4,544 20.7 5,278 16.5 6,553 17.6 7,860 19.2
Total personal deposits . . . . . .. 21,959 100.0% 31,944 100.0% 37,257 100.0% 40,933 100.0%

As of December 31, 2012, 2013 and 2014, and June 30, 2015, our total personal deposits
amounted to RMB21,959 million, RMB31,944 million, RMB37,257 million and RMB40,933 million,
respectively, accounting for 29.0%, 33.2%, 36.6% and 40.2% of our total deposits, respectively,
representing a CAGR of 30.3% from 2012 to 2014.

Bank Card Services

We issue Renminbi-denominated debit cards, Hai Rong Card (/i F), to retail customers who
maintain deposit accounts with us. We currently offer Hai Rong Card in six classes, including basic
card, gold card, platinum card, diamond card, wealth card and private banking card, based on the value
of their personal financial assets. For example, we issue private banking cards to our retail customers
with financial assets of more than RMB® million in accounts with us. As of December 31, 2012, 2013,
2014, and June 30, 2015, we had issued a total of approximately 1.04 million, 1.43 million, 2.05
million and 2.24 million debit cards, respectively.

We are committed to developing an industry-leading all-in-one IC card, which integrates the
key functionalities to meet people’s everyday and financial needs. To facilitate convenient
transportation, we have initiated the cooperation with Qingdao Metro Group and launched financial IC
cards under the PBoC 3.0 standards, which enables our bank cards with a quick pass feature to function
as metro tickets. The payment for metro tickets is made from an e-cash account of the financial IC
cards, which is separate from the bank card’s settlement account to ensure bank account security. We
also plan to include more payment functions for public transportation fares and highway toll fees to the
card. In addition, we introduced the financial all-in-one IC card in closed areas such as industry parks,
school campuses and communities to provide convenience and discounts to our customers so as to
expand our customer base and to enhance customer loyalty.

In terms of innovative payments, we introduced “Bank of Qingdao Mobile Wallet”
(7 H8ATFH884) in 2014. We are the first commercial bank in China approved by PBoC to launch
anonymous mobile e-cash wallets. In the same year, we also launched primary-account-linked mobile
wallets with near-field payments and all-in-one IC card functions. As a result, we are the first
commercial bank in China that has directly cooperated with telecommunication operators to provide
one-stop mobile wallet issuance services. In 2015, we were awarded “Best Ten Financial Innovation
Award for Online Banking” (T EG B &RAIHT5E) by The Chinese Banker (817%) for our innovative
mobile wallet products.

We obtained the qualification to issue public services cards in 2010. We are in the process of
applying for the qualification to issue credit cards. We have formulated a series of strategies and plans
to develop our credit card business. Our public services cards primarily target employees of
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government agencies and administrative and public institutions funded by the government. Our public
services cards have an overdraft function, which prepares us for our future credit card business. As of
December 31, 2012, 2013, 2014 and June 30, 2015, we had issued a total of 3,382, 9,424, 16,504 and
17,990 public services cards, respectively.

Other Fee- and Commission-based Retail Banking Products and Services

Our other fee- and commission-based retail banking products and services consist primarily of
wealth management and investment services and payroll and payment services.

Wealth Management and Investment Services

Our wealth management and investment services consist primarily of wealth management
services, agency services for PRC government bonds, agency services for financial products and other
investment services.

Wealth Management Services. We provide our retail customers with wealth management
products and services primarily under the Hai Rong Wealth (##1&) brand. We provide five major
categories of close-ended wealth management products, namely, An Ying (%W), Wen Ying (f8#),
Chuang Ying (RIW), Zun Xiang (*%) and Qian Chao (8i#). Both our An Ying and Wen Ying products
are low risk, principal-protected wealth management products, while the former is return-guaranteed
and the latter is return-variable. These products are suitable for customers with low risk tolerance. The
other three series of products are non-principal-protected with variable returns, mainly targeting
customers with medium risk tolerance and relatively high return expectations. We also introduced daily
redeemable open-ended products Tiantian Kaixin (KKF#) in 2014. We plan to further diversify our
product portfolio by introducing rolling products and net asset value products.

To provide customers with more convenient wealth management services, we introduced night-
time wealth management services in 2013. To meet our customers’ diverse needs, we introduced IPO
subscription products in 2015 and intend to introduce more equity-linked products.

Our retail wealth management business experienced rapid growth in recent years. In 2012, 2013
and 2014, the annual sales of our retail wealth management products reached RMB14,854 million,
RMB35,056 million and RMB76,592 million, respectively, representing a CAGR of 127.1%. For the
six months ended June 30, 2015, we sold retail wealth management products with a total transaction
volume of RMB46,084 million, representing an increase of 52.6% as compared with the corresponding
period of the previous year. As of June 30, 2015, the balance of the Renminbi-denominated wealth
management products we sold to our retail customers was RMB24,211 million. As of the same date,
we had approximately 150,000 retail wealth management customers.

Our wealth management service has become an important marketing platform to attract quality
customers and cross-sell other financial products and services. We estimate that there will be an
increasing demand from retail customers for comprehensive and personalized wealth management
services apart from traditional banking products and services in light of the economic growth in
Shandong Province and an increase in disposable income per capita.

Agency Services for PRC Government Bonds. We are a member of the underwriting syndicate
of treasury savings bonds of MOF and offer agency services to our retail customers in connection with
their purchase and redemption of PRC government bonds. In 2012, 2013 and 2014 and for the six
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months ended June 30, 2015, total sales of the PRC government bonds for which we acted as a sales
agent, was RMB617 million, RMB781 million, RMB878 million and RMB414 million, respectively.

Agency Services for Financial Products and Other Investment Services. Our agency services
for financial products and other investment services mainly include fund distribution, insurance agency
and precious metals trading services. As of June 30, 2015, we provided agency service for 318 fund
products and 108 life and property insurance products. We conduct agency sales of gold and silver
coins, gold bullion and handicrafts made in gold and silver mainly through cooperation with certified
professional entities. We also sell gold bullion to customers under our proprietary brand, “Hai Rong
Jin” (R

Payroll and Payment Agency Services

Payroll Services. We provide industrial and commercial enterprises, government agencies and
public institutions in Qingdao with agency services for their payment of salaries, benefits, allowances
and subsidies to their employees. Our payroll services have provided us with a stable source of
personal deposits, allowed us to grow our mid- and high-end retail customer base and offered us more
opportunities to cross-sell other products and services. We have participated in the distribution of
demolition and relocation payments in major urban renewal projects in Qingdao and we are one of the
major banks providing such payment agency services in the West Coast area of Qingdao, Shibei
District, Licang District and Jiaozhou City (county-level) in Qingdao.

Payment Agency Services. We provide bill payment services, including those for utility bills,
gas, heating, telephone bills, cable TV fees and bank card bills. We are one of the banks with the
widest range of payment agency services in Qingdao.

In 2012, 2013 and 2014, net fee and commission income of our retail banking business was
RMB15 million, RMB60 million and RMBS51 million, respectively, representing a CAGR of 84.4%.
For the six months ended June 30, 2015, net fee and commission income of our retail banking business
was RMB87 million, representing an increase of 278.3% from the same period in 2014.

Customer Base

We have an extensive retail banking customer base in Shandong Province. The customer base
of our retail banking business has expanded rapidly in recent years. As of December 31, 2012, 2013
and 2014 and June 30, 2015, we had approximately 1.58 million, 1.90 million, 2.36 million and 2.53
million retail banking customers, representing a CAGR of 22.2% from December 31, 2012 to
December 31, 2014.

While expanding our retail banking customer base, we also seek to cultivate and develop high-
end retail customers. As of December 31, 2012, 2013 and 2014 and June 30, 2015, we had 85, 1,993,
2,949 and 3,271 customers with personal financial assets of more than RMB2 million, including
private banking customers. As of the same dates, the total financial assets in their accounts amounted
to RMB1,426 million, RMB&,542 million, RMB12,667 million and RMB14,455 million, respectively,
representing a CAGR of 198.0% from December 31, 2012 to December 31, 2014.

Financial Market Business

In response to the challenges from the liberalization of interest rates and increasing financial
disintermediation in recent years, we have been proactively developing financial market business
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including money market, wealth management and investments segments. In 2014, we reorganized our
financial market department into a dedicated business unit for asset management, trading, investment
banking, research, risk control and operations.

Our financial market business has experienced significant growth in recent years. In 2012, 2013
and 2014, operating income from our financial market business amounted to RMB408 million,
RMB593 million and RMB986 million, respectively, representing a CAGR of 55.5%. For the six
months ended June 30, 2015, operating income generated from our financial market business amounted
to RMBS583 million, representing an increase of 21.7% from the same period in 2014.

We have obtained a broad range of licenses and qualifications in recent years, which has
enabled us to participate in various market transactions and innovate our financial products. For
example, we have obtained the qualification for underwriting financial bonds issued by the three policy
banks and debt financing instruments issued by non-financial enterprises on the interbank bond market.
We are a standing member of the Committee for Self-regulated Market Interest Rate Pricing
Mechanism, which enables us to issue certificates of deposit on the interbank market. We also have the
probationary market maker qualification on the interbank bonds market, enhancing our bond
investment management and pricing capabilities. In addition, we are the only City Commercial Bank in
Shandong Province with qualification for issuances of credit asset-back securities.

Money Market

We conduct the following money market transactions: (i) interbank lending, borrowing and
deposit taking and placement; (ii) repurchase and reverse repurchase transactions with other members
of China’s interbank market; and (iii) spot trades in various bonds.

As a member of the PRC interbank bond market, we are ranked among the top nationally in
terms of bond trading volume. In 2012, 2013 and 2014, our bond trading volume was RMB2,449.2
billion, RMB2,758.2 billion and RMB3,059.6 billion, respectively. In 2014, we ranked 36th among the
financial institutions in the PRC and ranked 11th among City Commercial Banks in the PRC. We were
awarded the “Top Settlement Member of the National Interbank Bond Market” for four consecutive
years from 2011 to 2014 and several other awards, including the “2014 Most Influential Bank on the
Interbank RMB Market” and the “Distinguished PRC Bond Market Dealer of the Year 2014”, for our
outstanding performance in the industry.

We have sought to be innovative in responding to interbank market trends and have maintained
our leading position among local City Commercial Banks in Shandong Province in terms of business
and product innovations. For example, we are one of the first banks in the PRC interbank market to
issue financial bonds to fund the business development of small and micro enterprises in Shandong
Province and the first City Commercial Bank in Shandong Province to issue CLOs.

Wealth Management

We have a well-known wealth management business. According to the 2014 Ranking of
Bank’s Capability in Wealth Management published by CnBenefit, a well-known online financial asset
management platform, we ranked Sth among regional banks in China. Since 2014, the asset
management division under our financial market business unit has been the designated department
responsible for the management and operation of our overall wealth management business. We have
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been in compliance with applicable regulatory requirements in operating our wealth management
business, including in the aspects of separate accounting, risk segregation, market conduct and
centralized management. Our wealth management products are developed by our financial market
business unit and distributed to corporate, retail and interbank customers. We seek to continue to
integrate our wealth management operations among our major business lines and promote cross-selling
by leveraging our broad customer base. See “—Corporate Banking Business—Wealth Management
Services” and “—Retail Banking Business—Other Fee- and Commission-based Retail Banking
Products and Services—Wealth Management and Investment Services”. We have been expanding our
distribution channels and diversifying our wealth management products and services. We began to
issue “Hai Ying” (##) RMB-denominated interbank wealth management products in 2015.

In 2012, 2013 and 2014 and the six months ended June 30, 2015, the average size of each
tranche of wealth management products we issued was approximately RMB45 million,
RMBS88 million, RMB124 million and RMB84 million, respectively. The following table sets forth
breakdowns, by size of each tranche, of accumulative total amounts of the wealth management
products issued by us during the periods indicated.

Six months ended

Year ended December 31, June 30,
2012 2013 2014 2015
Number of Number of Number of Number of
tranches tranches tranches tranches
issued Amount issued Amount issued Amount issued Amount

(in millions of RMB, except tranches)

Up to RMB10 million ....... 162 1,175 147 1,105 188 1,340 95 670
Over RMB10 million to

RMB50 million .......... 225 6,371 250 7,084 291 8,655 282 8,460
Over RMB50 million to

RMB100 million. ......... 154 11,944 135 11,537 205 17,304 208 17,156
Over RMB100 million to

RMB500 million ......... 39 6,626 162 31,024 381 85,373 161 28,358
Over RMB500 million . ...... — — 12 11,500 22 22,465 10 8,584
Total .................... 580 26,115 706 62,249 1,087 135,137 756 63,228

We invested the proceeds from our wealth management products mainly in money market
instruments, bonds, non-standard credit assets and equity products. The following table sets forth, as of
the dates indicated, the distribution of our wealth management products by use of funds.

As of December 31, As of June 30,
2012 2013 2014 2015
Amount % of total Amount % of total Amount % of total Amount % of total

(in millions of RMB, except percentages)

Money market instruments . ......... 1,749 30.9% 2,018 19.8% 4,903 20.1% 6,659 21.7%
Bonds .......................... 2,646 46.8 4,711 46.2 14,170 58.0 16,402 53.3
Non-standard credit assets .......... 1,264 22.3 3,470 34.0 5,347 21.9 4,968 16.2
Equity products .. ................. — — — — — — 2,718 8.8
Total ....................... 5,660 100.0% 10,200 100.0% 24,420 100.0% 30,747 100.0%

We classify the wealth management products issued by us into five categories based on their
risk levels according to the Measures for the Administration of the Sale of Wealth Management
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Products of Commercial Banks (8T EERF A &8 8 PUHE)) (CBRC Order [2011] No. 5)
promulgated by CBRC in 2011. Our wealth management products issued to retail customers during the
Track Record Period were classified as risk level 1 (principal-protected), risk level 2 (non-principal-
protected, low probability of default on principal repayment, however the receipt of expected rate of
return subject to uncertainty) and risk level 3 (non-principal-protected, relatively low probability of
default on principal repayment, however the receipt of expected rate of return subject to uncertainty).
Our wealth management products issued to corporate customers in 2012, 2013 and 2014, including
principal-protected and non-principal-protected products, were all classified as risk level 2. Starting in
2015, our wealth management products issued to corporate customers are classified as risk level 1
(principal-protected, with fixed rate of return), risk level 2 (principal-protected, with variable rate of
return) and risk level 3 (non-principal-protected, with variable rate of return). The following table sets
forth the breakdowns by risk level of accumulative total amounts of the wealth management products
issued by us during the periods indicated.

For the six
months ended
For the year ended December 31, June 30,
2012 2013 2014 2015
% of % of % of % of

Amount total Amount total Amount total Amount total

(in millions of RMB, except percentages)

Risk Level:
Level 1 ... ... ... ... ....... 9,262  35.5% 3,565 5.7% 2,466 1.8% 2,401 3.8%
Level2 ... .. . . 16,853  64.5 58,684 943 132,671 98.2 49,893 789
Level 3 ... .. .. ... . — — — — — — 10,934 173
Total ..................... 26,115 100.0%62,249 100.0%135,137 100.0%63,228 100.0%

We offer principal-protected and non-principal-protected wealth management products to our
customers. As of June 30, 2015, the balance of our principal-protected and non-principal-protected
wealth management products amounted to RMB3,825 million and RMB26,922 million, respectively.

During the Track Record Period and as of the Latest Practicable Date, all wealth management
products issued by us had been under normal operation, the payment of principal and interest had been
duly made without any default, and investors of our non-principal-protected wealth management
products had not suffered any losses.

In accordance with the CBRC’s requirements, we manage each of our wealth management
products independently through separate accounts and book-keeping, with each of our wealth
management products earmarked for its underlying investment. As of December 31, 2012, 2013 and
2014 and June 30, 2015, the tenors of the wealth management products we issued ranged from one
month to one year, with a majority ranging from one month to three months. We address the mismatch
between the maturities of our wealth management products and those of the underlying investments
through a variety of measures, including the issuance of wealth management products on a rolling
basis, financing from the markets and assets trading, to fund the redemption upon maturity of our
wealth management products and ensure the liquidity of the assets and liabilities of our wealth
management business.
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Investment Business
Investments in Bonds

We primarily invest in the PRC government bonds and debt securities issued by PRC policy
banks and other financial institutions as well as non-financial institutions. The PRC government bonds
in our investment portfolio include bonds issued by MOF and bonds issued by local governments. As
of December 31, 2012, 2013 and 2014 and June 30, 2015, our investments in bonds amounted to
RMB22,840 million, RMB25,261 million, RMB33,548 million and RMB32,332 million, respectively.

Investments in Other Debt Instruments Issued by Financial Institutions

We also invest in non-standard credit assets, including trust fund plans, asset management
plans, wealth management products issued by other PRC commercial banks, beneficiary rights in
margin financing and beneficiary certificates issued by securities companies. Non-standard credit
assets are credit assets not traded on the interbank markets or stock exchanges. As of December 31,
2012, 2013 and 2014 and June 30, 2015, the balance of our investments in non-standard credit assets
with funds at our disposal amounted to RMB782 million, RMB20,293 million, RMB27,461 million
and RMB37,619 million, respectively, representing 0.8%, 15.0%, 17.6% and 22.2%, respectively, of
our total assets at the corresponding dates. For the year-on-year changes in our investments in these
assets with funds at our disposal, see “Assets and Liabilities—Assets—Investment Securities and
Other Financial Assets”. For the risks relating to investments in non-standard credit assets, see “Risk
Factors—Risks Relating to Our Business—We are subject to risks relating to our investments in non-
standard credit assets.”

The following table sets forth, at the dates indicated, the breakdown of our investments in non-
standard credit assets with funds at our disposal by type of collateral or guarantee securing the
repayment of principal of and returns on the underlying assets.

As of December 31, As of June 30,
2012 2013 2014 2015
% of % of % of % of
Amount total Amount total Amount total Amount total

(in millions of RMB, except percentages)

Secured by collateral® .. ........ 400 51.2% 1,749 8.6% 10,008 36.4% 10,327 27.5%
Secured by guarantees .......... — 1,850 9.1 5,203 18.9 7,275 19.3
Unsecured .................... 48.8 16,694 82.3 12,250 44.6 20,017 53.2

382
Total .................... 782 100.0% 20,293  100.0% 27,461 100.0% 37,619 100.0%

(1) Consists of non-standard credit assets secured by mortgages or pledges.

For our risk management with respect to our investments in non-standard credit assets, see
“Risk Management—Credit Risk Management—Credit Risk Management for Our Financial Market
Business—Risk Management for Our Investments in Non-standard Credit Assets”.

Trust Fund Plans. Trust fund plans are trust plans sponsored by trust companies linked with
beneficiary rights. By investing in trust fund plans, we invest in stand-alone or collective trust schemes
operated by trust companies. The trust companies in turn provide funding raised through such stand-
alone or collective trust schemes to companies with financing needs, whose obligations to the trust
companies are secured by mortgages on, or pledges of, the assets financed by such funding or by
irrevocable joint and several guarantees provided by guarantors to the trust companies. Upon the
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maturity of the trust fund plans, companies with financing needs shall repay the principal and pay the
agreed-upon returns in accordance with the specified payment schedules. The following chart
illustrates the relationship among the parties involved in our investments in trust fund plans.

Investment in trust
Our fund plan - Trust Finance « | Financing
Bank “Settlement of principal company = Principal and party
of, and returns on, trust agreed-upon returns
fund plans T
Guarantee
Mortgages or pledges
Guarantor

As of December 31, 2012, 2013 and 2014 and June 30, 2015, the balance of our investments in
the trust fund plans amounted to RMB400 million, RMB1,500 million, RMB9,658 million and
RMB9,190 million, respectively. Please see “Assets and Liabilities — Assets — Investment Securities
and Other Financial Assets”. As of June 30, 2015, the investments with funds at our disposal in trust
fund plans were primarily used to finance the following types of financing parties: (i) approximately
33.1% of such funds were used to finance those in the real estate industry; (ii) approximately 25.0% to
finance those in the water, environment and public utility management industry; (iii) approximately
16.4% to finance those in the leasing and commercial services sector; (iv) approximately 7.9% to
finance those in the construction industry; (v) approximately 7.3% to finance those in the financial
industry; (vi) approximately 4.4% to finance those in the public administration, social security and
social organization sectors; (vii) approximately 3.2% to finance those in the culture, sports and
recreation industry; and (viii) approximately 2.7% to finance those in the manufacturing industry. In
2012, 2013 and 2014, interest income from these investments was RMB10.1 million, RMB89.7 million
and RMB336.5 million, respectively. For the six months ended June 30, 2015, interest income from
these investments was RMB315.6 million.

Asset Management Plans. We enter into directional asset management contracts, specifying the
investment scope of such asset management plans, with selected asset management companies or
securities companies that are qualified to conduct asset management business, and well-recognized in
relevant business segments. Pursuant to the terms and conditions of those contracts, we provide the
asset management companies or securities companies with written investment instructions, which set
out the terms of the products we plan to invest in, using our funds, such as the amount, tenor, interest
rate and bank of the negotiated deposits. The asset management companies or securities companies
then invest our funds in other banks’ negotiated deposits, bank acceptance bills, entrusted creditors’
rights or certain other underlying assets pursuant to our written instructions, through our designated
accounts with third-party custodian banks, in accordance with the terms and conditions of those
contracts. The banks taking negotiated deposits or accepting bank acceptance bills and the third-party
custodian banks are all required to meet our risk assessment criteria for interbank business
counterparties.

The asset management companies or the securities companies shall be responsible for our loss
resulting from their management of our entrusted funds if they fail to execute our investment
instructions or breach the terms and conditions of the directional asset management contracts. The
custodian banks shall be responsible for any losses incurred by the asset management companies or
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securities companies or us as a result of their failure to perform custody services in accordance with the
directional asset management contracts. The asset management companies or the securities companies
do not provide any guarantee in relation to the asset management plans they sponsor. In the event of
default of the banks issuing negotiated deposits or bank acceptance bills in which our asset
management plans invest, we would request the asset management companies or the securities
companies to take actions against the banks to mitigate our losses.

As of June 30, 2015, we entered into directional asset management contracts with six securities
companies and seven asset management companies, and the balance of our investments in asset
management plans was RMB19,857 million. As of June 30, 2015, the investments with funds at our
disposal in asset management plans were primarily used to finance the following types of financing
parties: (i) approximately 42.8% of such funds were used to finance those in the financial industry; (ii)
approximately 15.4% to finance those in the water, environment and public utility management
industry; (iii) approximately 14.4% to finance those in the leasing and commercial services sector; (iv)
approximately 10.0% to finance those in the construction industry; (v) approximately 6.6% to finance
those in the public administration, social security and social organization sectors; (vi) approximately
4.0% to finance those in the manufacturing industry; (vii) approximately 2.2% to finance those in the
wholesale and retail industry; (viii) approximately 2.0% to finance those in the culture, sports and
recreation industry; (ix) approximately 1.6% to finance those in the real estate industry; and
(x) approximately 1.0% to finance those in the transportation, warehousing and postal industry. For the
six months ended June 30, 2015, interest income from such investments amounted to RMB594.1
million. See “Assets and Liabilities—Assets—Investment Securities and Other Financial Assets”.

Wealth Management Products Issued by Other PRC Commercial Banks. We from time to time
make investments in certain wealth management products issued by other PRC commercial banks,
which invest proceeds raised through these wealth management products into financial assets such as
money market, negotiated deposits, and bonds. As of June 30, 2015, our holding of these wealth
management products amounted to RMB1,019 million, all of which are principal-protected wealth
management products issued by a PRC commercial bank. The following chart illustrates the
relationship among parties involved in our investments in wealth management products issued by other
PRC commercial banks.

Purchase of wealth Other PRC Investments in
Our management products commercial financial assets such as bonds,
~
Bank “Settlement of principal banks trust fund plans and asset
of, and returns on, wealth management plans
management products

Beneficiary Rights in Margin Financing and Beneficiary Certificates. We started investing in
beneficiary rights in margin financing and beneficiary certificates in 2015. Beneficiary rights in margin
financing refers to the income rights corresponding to the creditor’s right arising from securities
companies’ margin financing loans to their customers. The securities companies are obligated to
repurchase such income rights at a premium on a future date pursuant to the terms and conditions of
the forward repurchase agreements. Beneficiary certificates refer to the principal-protected debt
instruments issued by securities companies with agreed-upon returns. We grant credit lines to these
securities companies based on a number of factors, including their financial strengths, regulatory rating
and management capabilities. As of June 30, 2015, the balance of our beneficiary rights in margin
financing and beneficiary certificates was RMB7,553 million and our credit risk for the investments in
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these two types of products lies with the counterparties under these transactions, which are all qualified
securities companies that satisfy our credit review criteria.

The following table sets forth, as of June 30, 2015, the breakdown of our investments in non-
standard credit assets products with funds at our disposal by remaining maturity.

Beneficiary rights in

margin financing Wealth
and beneficiary management
Trust Asset certificates issued products issued
fund management by securities by other PRC % of
plans plans companies commercial banks Total total
(in millions of RMB, except percentages)
Due within 3 months ............ 1,160 3,777 2,029 1,019 7,985 21.3%
Due over 3 months up to
6months .................... 416 1,557 1,500 — 3,473 9.2
Due over 6 monthsup to 1 year .... 1,444 3,208 2,024 — 6,676  17.7
Due over 1 year up to 3 years ..... 3,300 5,435 2,000 — 10,735 28.6
Due over 3 year up to 5 years .. ... 2,580 5,400 — — 7,980  21.2
Due in more than 5 years ......... 290 480 — — 770 2.0
Total ........................ 9,190 19,857 7,553 1,019 37,619 100.0%

As of June 30, 2015, approximately 48.2% of the non-standard credit assets products in our
investment portfolio had remaining maturities of up to one year, indicating the relatively high liquidity
of these assets. In addition, we have formulated a liquidity risk contingency plan. Under extreme
circumstances where the disposal of non-standard credit assets does not provide sufficient liquidity
support, we will assess the impact of such circumstances on our overall liquidity and incorporate our
assessment into our liquidity risk alert system. We seek to adopt appropriate contingency measures
based on the severity of liquidity risks. To meet short-term liquidity needs, we generally use our
normal back-up funding sources and initiate relevant allocation procedures to bring the liquidity
indicators back to the adequate level. With respect to the adverse changes in our asset and liability mix,
our asset and liability management committee will review the potential impact to determine the
appropriate measures, including the control or suspension of certain new asset businesses and disposal
of certain liquid assets, which will enable us to alter our asset and liability mix to ensure the reliability
and sufficiency of our funding sources.

Bond Underwriting Business

We conduct bond underwriting business on China’s interbank bond market. We are a member
of the underwriting syndicates for financial bonds issued by the China Development Bank, the Export
and Import Bank of China and Agricultural Development Bank of China. Furthermore, in 2014,
NAFMII granted us with a qualification to underwrite non-financial enterprise debt financing
instruments. We were one of the first members of the underwriting syndicates for savings treasury
bonds. We also underwrite financial bonds and tier-two capital bonds issued by other banks and
financial institutions. We are also a member of the underwriting syndicates for CLOs. In 2012, 2013
and 2014 and for the six months ended June 30, 2015, the aggregate principal amount of bonds
underwritten by us was RMB2,380 million, RMB4,770 million, RMB3,855 million and RMB5,610
million, respectively.
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PRICING

Under the regulatory regime of the PRC banking industry, we have established a competitive
product pricing mechanism based on risk-adjusted returns. We take various factors into consideration
in determining or adjusting our prices, such as the benchmark interest rates and the permissible range
set by PBoC, the cost of funding, management cost, risk and expected returns. In addition, we also take
into consideration the overall market condition as well as prices on similar products and services
offered by our competitors. Our pricing strategy and the interest rates on our loans and deposits are
determined by the interest rate management committee at our head office, the members of which
consist of the heads of our financial planning department and all of our primary business departments.
The committee also coordinates and supervises all business lines on their pricing-related matters.

Loans

Prior to July 20, 2013, the interest rates we charged on RMB-denominated loans were generally
based on the PBoC benchmark rates. At that time, interest rates on RMB-denominated corporate loans
and personal loans should be no lower than 70% of the relevant PBoC benchmark rates. On July 20,
2013, PBoC removed restrictions on interest rates for loans offered by financial institutions except for
residential mortgage loans, and abolished the floor rates for RMB-denominated loans. Pursuant to the
current PBoC rules, we may set interest rates on loans other than residential mortgage loans through
commercial negotiations. With respect to interest rates on residential mortgage loans to finance retail
customers’ purchases of their first residential properties, under a notice issued by the State Council,
effective October 27, 2008, we may set interest rate at no lower than 70% of the PBoC benchmark
interest rate of the same tenor. Effective April 17, 2010, we may set interest rates on residential
mortgage loans to finance our customers’ purchase of a second residential property at no lower than
110% of the PBoC benchmark interest rates. See “Supervision and Regulation—Pricing of Products
and Services” for details.

When determining the price, we generally take into consideration factors such as the borrower’s
financial condition and credit rating, the nature and value of collateral provided, the maturity of the
loan and prevailing market conditions. We also consider, among other things, the funding cost, our
expected rates of return and the associated risks when pricing our products and services.

Deposits

Effective October 24, 2015, PBoC removed the cap on the interest rates on deposits and
allowed banks to set interest rates on such deposits based on commercial considerations. In addition,
commercial banks currently are permitted to negotiate and determine the interest rates on foreign
currency-denominated deposits.

See “Supervision and Regulation—Pricing of Products and Services” for details.

Fee- and Commission-based Products and Services

We set prices on fee- and commission-based products and services pursuant to the prices set by
the government, government guidance prices or market prices. Products and services subject to prices
set by the government and government guidance prices include, among other things, basic RMB
settlement business specified by CBRC and NDRC. We adjust prices on our fee- and
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commission-based products and services based on market conditions, costs of services and prices for
similar products and services offered by our competitors.

See “Supervision and Regulation—Pricing of Products and Services”.

SERVICE

We believe our quality service is one of our core competitive strengths. We seek to continue to
improve our customer service with a focus on providing refined and personalized services to
customers. We have registered the Qing Xin (&%) brand with the Trademark Office of the State
Administration for Industry and Commerce, established a good brand image and won several awards.
For example, our outlets were awarded “Top 1000 Outlets for Quality and Standardized Services in
China’s Banking Industry” (HE 847 3 SR SR 5 TR #85847) by the China Banking Association in
2012 and 2014 and the “Award for Innovative Excellence of Top 100 Model Units for Quality and
Standardized Services in China’s Banking Sector” ("Ex$R47 3 SCHIBIHERES 1 (/s #E AL Q) 2 5 42) by
the China Banking Association in 2013.

We established a service supervision center in 2010 to centrally manage our customer service.
In recent years, we have been upgrading our facilities at our branch and sub-branch premises to
improve our customers’ experience. Furthermore, in processing business transactions and marketing
and sales of our products, our customer managers seek to offer specialized and personalized services,
representing industry best practices. For example, we monitor and evaluate the quality of services
provided by our customer managers and other front office employees through on-site examinations and
off-site surveillance on our branches and sub-branches. We conduct in-depth analysis on customer
feedback records, customer service hotline (96588) and customer satisfaction surveys. We organize
service evaluation meetings at the head office, branch and sub-branch levels on a quarterly basis to
review and assess the quality of our customer services provided through business lines and outlets
during the respective period or in connection with certain selected products. Recommendations made
at these meetings are used to evaluate the operating quality and efficiency of our bank-wide customer
service system to assist us to continue improve our service.

MARKETING

We have established a refined marketing organizational structure. The business departments at
our head office collect market surveys and studies, overall business planning, set business targets and
formulate marketing guidelines and plans. Our back office product research and development
specialists are responsible for developing products and services to meet the needs of our target
customers. Our branches and sub-branches formulate specific marketing goals in accordance with these
guidelines and marketing activities. Through our front office customer managers, we provide quality
services to our customers. We seek to deploy our marketing resources effectively among our various
business lines and departments to optimize the allocation and utilization of our resources.

We seek to retain our existing customers by increasing our product coverage and increasing the
share of their financial assets with us. In addition, we seek to expand our customer base through
corporate and retail cross-selling and bulk marketing.

We have been focusing on building up our back office information technology infrastructure to
achieve targeted marketing through our CRM system and data warehouse. This enables us to conduct
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effective analysis on our customers’ preferences and demands to develop customized products and
services and implement differentiated marketing, improve our marketing efficiency and reduce our
marketing costs.

DISTRIBUTION NETWORK

We provide banking products and services through various distribution channels, including our
branches and sub-branches as well as electronic banking channels. As of June 30, 2015, our physical
distribution network consisted of 86 outlets, including our head office, branches and sub-branches, 74
self-service banks and 387 self-service facilities. We have also established online banking, telephone
banking, mobile banking and e-commerce platforms. Our outlets and electronic banking channels
enable us to deliver quality services to our customers in an effective way.

Outlets

While maintaining our key focus on Qingdao, we have rapidly grown our outlets in other
regions in Shandong Province. As of June 30, 2015, we had 86 outlets in nine cities in Shandong
Province, namely Qingdao, Ji’nan, Dongying, Weihai, Zibo, Dezhou, Zaozhuang, Yantai and Binzhou,
including our head office and 61 sub-branches in Qingdao. The following map indicates the
distribution of our outlets in Shandong Province as of June 30, 2015.

Bin- Dong.
zhou y|ng
(1) 3
Dezhou ®) Yantai Weihai
2) (1) 3)
Ji'nan .
(1) Z(';’)O Qingdao
(62)
Zaozhuang

(1)

The following table sets forth the number and distribution of our outlets by geographic location
as of the dates indicated below.

As of December 31, As of June 30,
2012 2013 2014 2015

Number % of Number % of Number % of Number % of
of outlets total of outlets total of outlets total of outlets total

Qingdao .......... . ... ... 46 90.2% 51 85.0% 60 78.9% 62 72.1%
Other municipalities in Shandong
Province ....................... 5 9.8 9 15.0 16 21.1 24 27.9
Total ....................... 51 100.0% 60 100.0% 76 100.0% 86 100.0%
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We believe that our outlet network is an important channel to develop our brand and provide
quality services to our customers.

® From a site selection perspective, we have established a strategic network in Qingdao by
opening outlets at premium locations with high customer flows and convenient
transportation, such as along major streets, and in commercial and residential
communities, to provide convenient services to our customers. In other regions in
Shandong Province, we aim to maintain a balanced network, with a focus on economically
developed regions as well as county areas with increasing demands.

®  For outlet refurbishment, we adopt standardized styles for new outlets and have continued
to upgrade and renovate existing outlets in order to provide our customers with
comfortable and pleasant settings.

We plan to continue expanding our outlet network to all major cities in Shandong Province to
further grow our distribution network.

Electronic Banking

Our electronic channels provide comprehensive financial services through online banking, self-
service banking, telephone banking and mobile banking in order to enhance customers experience. We
place strong emphasis on building up electronic channels to improve our capabilities to provide
diversified services. Since 2012, we have developed a multi-channel integrated platform (MCI),
enabling us to provide personalized and customized services to customers through data analysis. For
the six months ended June 30, 2015, the transaction processed through our electronic banking
accounted for 88.6% of the total number of customer transactions for the same period.

Online Banking

We provide online banking services to our corporate and retail customers though our website
(www.qdccb.com), which allows our customers to access their accounts and conduct transactions
around-the-clock. Our corporate online banking products and services mainly include account
management, collection and payment management, loan inquiry, international settlement, electronic
bills and payroll services. In addition, we provide bank-enterprise direct link services to our large
corporate customers to meet their needs for centralized liquidity management. Our retail online
banking products and services include account inquiry and management, fund transfer and remittance,
self-service payment, investment and wealth management, public services card and personal loan
inquiry and repayment. We also seek to provide our customers with personalized webpages to improve
customer experience. Our website also offers various functions, such as voice input, for the
convenience of customers with special needs. Our online banking business was awarded the “Best
Innovation Award for Online Banking Business among Regional Commercial Banks”
(IR PR S SRA T I (A _ESRATSEHAIRTAE) in 2012 by China Financial Certification Authority (CFCA)
(FE B @ESRE L), the “Best Retail Online Banking Customer Experience Award for Leading
Electronic Banks in China” (%fiH B T4 AT AL 5 #555%) in 2013 by JRJ.COM (&R#) and
Tsinghua University (iG# k%), and the “Best Product Innovation Award for Corporate Online
Banking” (MR EE MAHAE) by the fifth session of China Internet Banking Union
(AT EMMBERE) in 2014, As of June 30, 2015, we had approximately 560,000 online banking
customers, including approximately 46,000 registered corporate customers and approximately 516,000
registered retail customers.
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Self-service Banking

Our self-service banking facilities include ATMs, self-service deposit and withdrawal machines
and self-service terminals. Our self-service banking facilities are placed at the premises of our outlets,
providing customers with balance inquiry, cash deposit and withdrawal, fund transfer, payment of
utilities bills and certain other services. As of June 30, 2015, we had a total of 74 self-service banks
and 387 self-service facilities, including 111 ATMs, 179 deposit and withdrawal machines and 97 self-
service terminals.

Telephone Banking

We offer telephone banking services through our national customer service hotline “400-66-
96588” (direct line for Qingdao 96588) to both corporate and retail customers. Customers may access
an automated voice system or speak live to our customer service representatives. Our services include
information inquiry, account inquiry and management, emergency card lost reporting, money transfer,
bill payment, investment and wealth management advisory as well as handling of customer complaints.
We aim to upgrade our telephone banking services to a customer interaction center and provide value-
added services through our intelligent customer hotline to improve customer experience and enhance
our customers’ adherence.

Mobile Banking

We offer mobile banking services to our retail customers, which mainly include basic services
such as account management, money transfer and remittance, and investment and wealth management,
as well as services related to daily life such as bill payment and ticket booking. In addition, we also
provide SMS service to contracted customers, primarily including notification of account changes, risk
alerts and notices of wealth management products. Applications including Haihui Shenghuo (:E15)
and Qingxin Shenghuo (% &/£i%) can be downloaded on mobile phones, providing convenient services
to our retail customers. Our mobile banking platform also supports Near Field Communication (NFC)
based contactless customer identification and payment. As of June 30, 2015, we had 326,354
contracted mobile banking customers. In 2015, we were awarded the “Best Mobile Banking Security
among Regional Commercial Banks” (I 28047 e TR %2 8%) at the Electronic Banking
Annual Conference organized by China Financial Certification Authority, and the “2014 Most
Outstanding Mobile Banking Award” (20144 #4475 #i4%) at the 12th China’s Financial Annual
Champaign held by hexun.com.

WeChat Banking

We introduced WeChat applications to our retail customers in 2014. Our WeChat banking
offers multi-functional and user-friendly mobile phone applications, providing our customers with
account inquiry, wealth management information, locate nearby merchants and other services.

INFORMATION TECHNOLOGY

We believe the effective use of information technology is critical not only to the efficient
operation of our business but also our success in building our “Interface Bank”. The important
operational and management areas that rely upon information technology include transaction
processing, customer services, product management, risk management and financial management. The
application of advanced information technology systems has greatly improved, and will continue to
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improve, the efficiency of our services and management, our customer experience and our risk and
financial management capabilities. We will maintain our investment in upgrading and maintenance of
our information technology system. We have been focusing on the establishment of four major
categories of systems relating to our outlet network, online banking services, products and
management support. In 2012, 2013 and 2014, our total expenditure in the procurement and
maintenance of information technology equipment, systems and related software and hardware was
approximately RMB100 million, RMB160 million and RMB167 million, respectively.

Information Technology Management and Professional Team

We have established an Information Technology Committee under our Board and an
information technology management committee under our senior management. The Information
Technology Committee under our Board consists of five Directors, chaired by an independent director
with extensive experience in information technology infrastructure construction and management in
the banking industry. The Information Technology Committee under our Board is mainly responsible
for the research and evaluation of our information technology development strategy, providing
guidance and supervision on our information technology infrastructure and governance. This
committee reviews relevant reports on information technology, and provides recommendations to our
Board. The information technology management committee under our senior management consists of
our President, other senior management personnel, the heads of our primary business departments and
the information technology department, responsible for the centralized coordination, management and
supervision of information technology.

Our information technology department is responsible for formulating information technology
strategy in accordance with our business development, building up and improving our information
technology infrastructure and application systems and providing technology support for the secure and
stable operation of our bank-wide information system. Our information technology department
performs the function of research and development, maintenance, testing, project management,
technical support and business management with respect to our information technology systems.

We continue to expand and strengthen the training programs for our information technology
team. We also focus on the recruitment of talents. We have built up a comprehensive professional
development program covering recruitment, training, performance evaluation and appraisal, in order to
support and facilitate information technology development. In recent years, our information technology
team has expanded rapidly. As of June 30, 2015, our information technology team consisted of 107
information technology experts and professional staff, accounting for 4.1% of the total number of our
staff. Of our information technology professionals, 94.1% possess bachelor’s degree or higher,
including 44 with master degree, accounting for 41.5% of our information technology team.

Information Technology System

We have established an information technology application system to meet our business needs.
We have utilized virtualization and cloud computing technology to improve and consolidate our
information technology infrastructure and upgraded our application system based on the service-
oriented architecture (SOA), in order to improve our system and program adaptability, lower the costs
of development and maintenance of our information technology systems and enhance the utilization
efficiency of our information technology resources. Our information technology system provides
strong technical support to our banking business, operation and management, customer relationship
and the expansion of our customer base.
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Our information technology system is a critical component of our operation, particularly in
customer service, expansion of our distribution channels and management support. For customer
service, we have built an SOA structure to fully optimize and upgrade our bank-wide information
technology system in order to streamline business operation procedures and improve customer
experience. For channel expansion, we focus on the development of electronic channels, and have
upgraded our existing distribution channels including online banking, mobile banking, telephone
banking and the e-commerce platform. We also explore new distribution channels, such as direct sales
banking. In addition, we have increased our efforts on technology innovations to support our business
growth. We have set up a dedicated platform based on the analysis of transaction data and a data mart
for marketing. The integration of our marketing platform with our existing business platforms enables
us to achieve targeted marketing and bulk marketing on a real-time basis.

We generally retain ownership of the relevant intellectual property rights on outsourced
systems and the systems developed by us.

For details regarding our information technology risk management, see “Risk Management—
Operational Risk Management—Information Technology Risk Management”.

COMPETITION

Under the current macroeconomic environment and regulatory regime, the banking industry in
China is becoming increasingly competitive. Due to the introduction and changes of relevant policies
in the PRC in recent years, competition in certain lines of banking business has been further
intensified. See “Industry Overview—Industry Trends”. We compete primarily with commercial banks
operating business in Shandong Province. We compete with our competitors mainly on product service
offerings and prices, service quality, brand recognition, distribution network and information
technology capabilities. For information on the total assets and total liabilities of banking institutions in
Shandong Province, see “Industry Overview—Competitive Landscape of the Banking Industry in
Shandong and Qingdao”.

With the rapid development of the banking industry and capital markets in the PRC, we also
face increasing competition from other financial institutions.

We believe that competition in the PRC banking industry will continue to intensify. The
principal competitive factors in the banking industry include capital, risk management capability,
talents, the coverage of distribution networks, customer base, brand recognition, quality and pricing on
products and services. In response to the increasingly competitive environment, we intend to improve
our capabilities in these areas and adopt such measures as expanding our distribution network,
enhancing our traditional businesses, developing new products and services and exploring new
business lines. We believe that these measures will help us strengthen our competitiveness to
differentiate ourselves from our competitors in Shandong Province and other areas where we intend to
launch our business operations in the future. We may, in the future, seek opportunities to expand our
business through strategic investments, subject to applicable PRC laws and regulations. We currently
have not identified any acquisition targets.
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EMPLOYEES

As of December 31, 2012, 2013 and 2014 and June 30, 2015, we had 1,840, 2,140, 2,558 and
2,590 full-time employees. All of our employees are based in Shangdong Province. The following
table sets forth the number of our full-time employees by function/department as of June 30, 2015.

As of June 30, 2015

Number of approximate
employees % of total

Corporate banking . . ... .. ... 472 18.2%
Retail banking . ... ... ... 466 18.0
Financial market business . ........ ... .. ... 25 1.0
Finance and accounting . . . ... it 203 7.8
Risk management ... ....... .. . 75 3.0
Internal audit . . ... ... 23 0.9
Legal and compliance .. ........ ...ttt 17 0.7
Information technology . .. ... ... i 107 4.1
ManaGeMENLt . .. .ottt e 224 8.6
Teller . oo 713 27.5
OtheTS . ottt 265 10.2
Total .. .. 2,590 100.0%

The following table sets forth the number of our full-time employees by age as of the date
indicated.

As of June 30, 2015

Number of approximate
employees % of total

Aged 20 — 35 1,663 64.2%
Aged 30— 45 670 25.9
Aged OVer A5 . .o 257 9.9
Total ... 2,590 100.0%

The following table sets forth the total number of our full-time employees by education as of
the date indicated.

As of June 30, 2015

Number of approximate
employees % of total

Postgraduate . ....... ... .. 435 16.8%
University-level . ... ..o 1,523 58.8
OtReTS . oot 632 24.4
Total ... 2,590 100.0%

During the Track Record Period, we recruited 960 employees with university-level or above
education background, including 754 with a bachelor’s degree, 202 with a master’s degree and four
with a Ph.D degree. In May 2014, we obtained government approval to become one of the first
institutes in Shandong Province for postdoctoral practice. As of the Latest Practicable Date, we had
three post-doctorate personnel. In June 2015, we submitted an application for establishing a
postdoctoral research institute. During the Track Record Period, 26 of our employees obtained the
Certified Financial Planner (CFP) qualification and 100 of our employees obtained the Chinese
Registered Financial Analyst (CRFA) qualification.

166



BUSINESS

We believe our sustainable growth depends on the outstanding capability and dedication of our
employees. We have invested substantial resources in recruitment and training of our employees. We
provide on-the-job training to our employees on service etiquette, corporate and retail banking
businesses, new products, new systems and inter-personal skills. During the Track Record Period, we
organized 694 training sessions to our employees, with 56,401 attendance records in aggregate totaling
223,196 training hours. In order to provide a solid talent pool to support our sustainable development,
we formulated a plan in 2012 to implement a “532 talent training program” with an aim to train and
promote 500 professionals, 300 manager-level professionals in various banking business lines and 200
mid-level and senior management personnel in around three years. In 2014, we organized 137 seminars
to train our management personnel of all levels, with approximately 15,000 attendance records. In
addition, ISP provides overseas training programs to us according to our cooperation agreement with
them. Three groups of mid-level to senior management teams of 60 personnel in total have participated
in the training programs at the National University of Singapore. We have also organized joint training
programs with Taiwan Academy of Banking and Finance since 2013. Two groups of mid-level to
senior management teams of 40 personnel in total have attended the training programs in Taiwan.

We have established a comprehensive performance evaluation and incentive system and offer
competitive compensation packages to our employees. We provide benefits to our employees in
accordance with the PRC laws and regulations on pension insurance, health insurance, unemployment
insurance, work-related injury insurance, maternity insurance and housing fund.

During the Track Record Period and as of the Latest Practicable Date, we did not experience
any strikes or other material labor disturbances affecting our operations. Our management, the labor
union and employees have maintained good relationship.

In addition to full-time employees, as of June 30, 2015, we also had 474 contract workers
retained through third-party human resources agencies. These contract workers are not our employees
and generally do not hold key positions with us. We do not enter into labor contracts with these
contract workers. Instead, they enter into labor contracts with the third-party human resources
agencies. We are not legally obligated to make social security contributions for these contract workers.
Instead, pursuant to the employment agreements between the third-party human resources agencies and
us, we make salary payments, social security contributions and other related payments for the contract
workers to these agencies. These agencies then handle salary payments to the contract workers and
make social security contributions to the relevant governmental agencies for the contract workers.

PROPERTIES

We are headquartered in Qingdao, Shandong Province. As of the Latest Practicable Date, we
owned or occupied 46 properties with an aggregate GFA of approximately 51,625 square meters in the
PRC. As of the Latest Practicable Date, we entered into purchase agreements with third parties to
acquire seven properties and also expect to acquire one additional property through compensation for
demolition and relocation. As of the Latest Practicable Date, we leased 91 properties with an aggregate
GFA of approximately 78,002 square meters in the PRC.
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Owned Properties

As of the Latest Practicable Date, we owned or occupied 46 properties with an aggregate GFA
of approximately 51,625 square meters, of which:

1.

for 44 properties with a GFA of approximately 49,458 square meters, accounting for
95.8% of the aggregate GFA of our owned properties, we have obtained building
ownership certificates and land use right certificates. For 40 of these 44 properties, we
have obtained land use rights for the area of land occupied by the buildings by means of
grant according to laws. For the remaining four of these 44 properties with a GFA of
approximately 1,243 square meters, accounting for 2.4% of the aggregate GFA of our
owned properties, we have obtained land use rights for the area of land occupied by the
buildings by means of allocation according to laws. As advised by King & Wood
Mallesons, our PRC legal advisor, as we have obtained the relevant land use right
certificates for the four properties with the land use rights obtained by means of allocation,
there are no material legal impediments for us to occupy and use those properties before
we complete the procedures for converting the land from allocated land to granted land.
However, we are still required to obtain approvals from the competent authorities and pay
land premium or land proceeds as well as other fees and charges when we transfer, lease,
create a mortgage over or otherwise dispose of such properties.

for one property with an aggregate GFA of approximately 1,030 square meters,
representing 2.0% of the aggregate GFA of our owned properties, we have obtained a
building ownership certificate, but have not obtained a land use right certificate for the
area of land occupied by the building primarily due to the loss of relevant original
documents of land use right. As advised by King & Wood Mallesons, our PRC legal
advisor, as we have obtained the relevant building ownership certificate, there are no
material legal impediments for us to occupy and use the property. However, we may not
freely transfer, create a mortgage over or otherwise dispose of the property before we
obtain the relevant land use right certificate.

for one property with an aggregate GFA of approximately 1,136 square meters,
representing 2.2% of the aggregate GFA of our owned properties, we have not obtained a
building ownership certificate and land use right certificate, primarily due to the loss of
original documents. As advised by King & Wood Mallesons, our PRC legal advisor, we
may not legally transfer, create a mortgage over or otherwise dispose of such property
before we obtain the relevant building ownership certificate and land use right certificate
for the property.

For the abovementioned properties with title defects, we are actively negotiating with the
competent authorities and applying for the relevant building ownership certificate and land use right
certificates. As of the Latest Practicable Date, the above-mentioned title defects did not have any
material adverse effect on our business operations. Our Directors are of the view that none of the
properties with title defects, whether individually or collectively, are crucial to our operation.

In the event that any third parties bring claims or legal proceedings against us for building
ownership rights of such buildings or land use rights of the land on which such buildings were located,
we may be required to immediately vacate the premises and relocate to alternative premises. Our
Directors believe that such relocation will not have any material effect on our operations and financial

condition.
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Leased Properties

As of the Latest Practicable Date, we leased 91 properties with an aggregate GFA of
approximately 78,002 square meters, which we mainly use as business premises.

For 18 of these 91 properties with an aggregate GFA of approximately 10,216 square meters,
the lessors have not provided us with the relevant building ownership certificates or other ownership
certificates or a consent letter from the owners to authorize the lessors to lease or sublease the
respective properties, but for 17 of the aforementioned properties with a GFA of approximately 9,956
square meters, the lessors have provided their written confirmation letters acknowledging their right to
lease out the properties and undertaking to indemnify us for losses arising from any title defects of
such leased buildings and units.

Of the 91 leased properties, we have completed the filing and registration formalities for the
lease agreements with the relevant PRC authorities for 53 properties with an aggregate GFA of
approximately 41,548 square meters. For the remaining 38 properties with respect to which we have
not completed the filing and registration formalities for the relevant lease agreements, the lessors of 33
properties with a GFA of approximately 30,354 square meters have provided us with confirmation
letters, undertaking that they will indemnify us in the event that we incur losses due to defects for such
unregistrered lease properties.

In addition, the lease agreements of three leased properties with a GFA of approximately 6,095
square meters have expired, which we are in the process of renewing.

Our PRC legal advisor, King & Wood Mallesons, is of the view that a lessor does not have the
right to lease the property if it does not have the ownership of such property and/or the authorization or
consent from the owner. In this case, if any third party raises an objection to the validity of the lease, it
may affect our ability to continue leasing such properties. However, we may still raise claims against
the lessor based on the leasing agreements or the written confirmation provided by the lessor. In
addition, we can be deemed as the legitimate tenant based on relevant judicial interpretations when the
lessor enters into two or more lease agreements with respect to the same property. According to the
relevant judicial interpretations, failure to register the lease agreements will not affect the validity of
such lease agreements but we may be subject to penalties imposed by the relevant PRC authorities.
Pursuant to the Administrative Measures on Leasing of Commercial Housing (<7 it 5 2 &4 BL##HL)),
for the unregistered leased properties, the competent authorities have authority to demand filing and
registration on the lease agreements within the specified time periods. Failure in filing and registration
within such time period may be subject to a fine between RMB1,000 and RMB10,000 per property
imposed by the competent authorities. As of the Latest Practicable Date, we were not subject to any
penalties imposed by the relevant housing administrative authorities for non-registration of lease
agreements. Our Directors believe that if the title defects to any such properties or the non-registration
of the lease agreements prevents us from continuing to lease any such properties and, therefore, our
relevant outlets need to be relocated, we can relocate our outlets to comparable alternative premises in
the relevant locations without any material adverse effect on our business and financial condition. In
addition, our Directors also believe that if the owner obtains the relevant building ownership
certificates, there will not be any material change in the rental costs of the abovementioned 18 leased
properties with potential title defects.
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Properties to be Acquired from Third Parties or Through Compensation for Demolition

As of the Latest Practicable Date, we had entered into seven purchase agreements with third
parties to acquire seven properties with an aggregate GFA of approximately 60,669 square meters, at
an aggregate price of RMB 1,623.91 million, which is paid out of our own funds. All of these
properties are used as our office and business premises. Of these seven properties, we have taken
possession of five properties with an aggregate GFA of approximately 7,169 square meters, which are
being refurbished or put in use, and we are in the process of obtaining property registration; one
property with an aggregate GFA of approximately 52,244 square meters is under construction, which is
expected to be completed by June 30, 2016; one property with an aggregate GFA of approximately
1,256 square meters is under construction, of which the completion time is yet to be determined due to
its location in the metro construction area. In addition, we expect to obtain an additional property with
an aggregate GFA of approximately 744 square meters being the compensation for one of our owned
properties which has been demolished pursuant to an approval by the local government. We are not
required to pay additional consideration for the new property. We plan to use this property as our office
and business premise.

Property Valuation

As of June 30, 2015, the maximum book value of our property interests was approximately
RMB129 million, representing less than 1% of our total assets. As a result, we are exempted from
compliance with the requirement of including a property valuation report under the Listing Rules
and the Companies (Winding Up and Miscellaneous Provisions) Ordinance. Pursuant to Rule 5.01A
of the Listing Rules, if the book value of the property business and non-property business of a
listing applicant are below 1% and 15% of its total assets, respectively, the prospectus will be
exempted from compliance with such requirement. In respect of the requirement under
section 342(1)(b) of the Companies (Winding Up and Miscellaneous Provisions) Ordinance and
paragraph 34(2) of the Third Schedule to the Companies (Winding Up and Miscellaneous Provisions)
Ordinance, similar waivers are also available under section 6(2) of the Companies (Exemption of
Companies and Prospectuses from Compliance with Provisions) Notice (Chapter 32L of the Laws of
Hong Kong).

INTELLECTUAL PROPERTY RIGHTS

We operate under the name “Bank of Qingdao” (5 %4##17). As of June 30, 2015, we owned 156
registered trademarks in the PRC. We are also the registered owner of the domain name
www.qdccb.com.

See Appendix VII—“Statutory and General Information—2. Further Information about Our
Business—B. Intellectual Property Rights” of this prospectus.

LEGAL AND REGULATORY
Licensing Requirements

As of the Latest Practicable Date, we had obtained necessary qualifications for operation of
our current businesses.

Legal Proceedings

We are involved in legal disputes in the ordinary course of our business, which mainly
include legal proceedings brought against borrowers for the recovery of loans. As of June 30, 2015,
we were not involved in any material pending lawsuits as defendant.
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As of the Latest Practicable Date, none of our Directors, Supervisors or senior management was
involved in any material lawsuits, arbitrations or administrative proceedings.

Regulatory Inspections and Proceedings
Administrative Penalties

We are subject to inspections and examinations by various PRC regulatory authorities,
including CBRC, PBoC, SAFE and SAT and their respective local offices. Administrative penalties
may be imposed as a result of the outcome of such inspections and examinations.

During the Track Record Period and as of the Latest Practicable Date, we were not subject to
any material fines or penalties due to violation of regulatory requirements.

Findings of Regulatory Examinations

Regulatory authorities including CBRC and PBoC conduct routine or ad hoc inspections on our
compliance with the relevant PRC laws and regulations, guidelines and regulatory requirements.
During the Track Record Period and as of the Latest Practicable Date, inspections of our head office,
branches and sub-branches conducted by regulatory authorities such as CBRC and PBoC involved risk
management, internal control, corporate governance, anti-money laundering and operations of various
business lines. Although the abovementioned inspections have not identified any substantial risk or
incidents of material non-compliance, findings of the inspections revealed certain deficiencies in our
business operations, risk management, internal control and other areas, primarily reflecting the
challenges from the evolving regulatory framework and the heightened regulatory requirements, as
well as our launching of new products and new business. We have promptly adopted rectification
measures in accordance with the findings and recommendations from the relevant regulatory
authorities and improved our risk management and internal control systems. Major findings of
inspections and examinations are summarized as follows.
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Regulatory Indicators of Liquidity

During the Track Record Period, we had incidents of failure to meet the requirements of the
core liabilities ratio and liquidity gap ratio requirements under the Core Indicators (Trial). For details
of such incidences, see “Supervision and Regulation—Other Operational and Risk Management
Ratios”. Effective March 1, 2014, the above referenced ratios ceased to be the regulatory indicators of
liquidity required to be maintained by commercial banks. As of the Latest Practicable Date, these
incidences of non-compliance had not resulted in any penalty against us or any material adverse effect
on us.

Employee Non-compliance

We investigate into non-compliance incidents involving our employees, customers and other
third parties from time to time. Such non-compliance incidents mainly include violation of our credit
approval procedures, teller operation procedures and internal rules on financial accounting. None of
our Directors and senior management has been involved in any non-compliance incidents. We believe
that such non-compliance incidents, individually or aggregately, will not have any material adverse
effect on our business, financial position and results of operation. During the Track Record Period, we
were not aware of any material non-compliance incidents involving suspected criminal conduct by any
of our employees.

Our Directors believe that, based on the findings of the regulatory authorities, there has been no
material deficiency in our business operation, internal audit, internal control and risk management.

Anti-Money Laundering

No material money laundering incidents had been identified or reported to the senior
management during the Track Record Period. For the details of our anti-money laundering measures,
see “Risk Management—Legal and Compliance Risk Management—Anti-Money Laundering”.
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OVERVIEW

The primary risks arising from our operations are credit risk, market risk, liquidity risk and
operational risk. We are also exposed to other risks, such as information technology risk, reputational
risk and legal and compliance risk.

Our Risk Management Objectives and Principles

Our risk management objectives are as follows:

to ensure compliance with all applicable PRC laws and regulations as well as our policies
and procedures;

to ensure effective implementation of our development strategies and achievement of our
business targets while controlling risks at an appropriate and acceptable level in line with
our objectives;

to ensure the timeliness, accuracy and completeness of our business records, financial
information and other management information;

to ensure the effectiveness of our risk management system and the establishment of
contingency plans in response to various significant risks to avoid substantial losses due to
risks arising from disasters or human errors; and

to develop a sound risk management culture and to raise staff’s awareness of risk
management.

Our risk management is principled on comprehensiveness, prudence, effectiveness and
independence.

Comprehensiveness: centralized risk management with prevention, control and
management covering all business processes as well as all operational procedures and all
departments and positions to prevent any omissions or loopholes in risk management;

Prudence: based on the principles of risk prevention and prudential operations, internal
control in our operations and management is our first priority. In particular, in opening
new branches and sub-branches and launching new businesses;

Effectiveness: clear division of responsibilities between different departments and
positions with effective checks and balances. Business operations and risk control shall be
appropriately segregated. Our risk management system is given high authority and
problems identified shall be promptly addressed and rectified; and

Independence: the departments responsible for supervision and assessment of risk
management are independent from other departments and have direct reporting lines to our
Board of Directors, Board of Supervisors and senior management.

Recent Risk Management Measures

In recent years, we have adopted various measures to further improve our overall risk
management, including the following:

We have implemented sound risk management strategies and established a risk management
framework with centralized management and effective operation. In particular,

we have established a risk management organizational structure with clear division of
responsibilities and effective checks and balances with clear reporting lines under our
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corporate governance structure, centered around Shareholders’ general meetings, the
Board of Directors, the Board of Supervisors and senior management;

we have implemented a comprehensive risk management framework, consisting of various
departments responsible for management of different risk types under the centralized
management of the Risk Management Committee and a risk management system covering
the management of credit risk, liquidity risk, market risk, operational risk and other risks;

we adhere to a prudent business philosophy and rigorous risk management principles,
maintain prudent risk preferences with strict risk limits, and ensure bank-wide
implementation of our risk management preferences and relevant measures to facilitate our
sustainable and sound operation;

we have established a set of rigorous and comprehensive risk management policies and
procedures. We have designated the years of 2012, 2013 and 2014 as the “Year of
Establishment” (#lE &), “Year of Implementation” (HIE#1T4F) and “Year of
Assessment” (HlEEFFE4F), respectively, and organized activities to refine and supplement
our policies and procedures covering the management of all risk types to ensure timely
adjustment in response to changes in our operating environment.

We have further refined and streamlined risk management procedures and mechanisms. In

particular,

we have implemented weekly on-site inspections by senior management. An inspection
team led by the senior management of our head office conducts, on a weekly basis, ad hoc
on-site inspections on certain outlets in order to identify compliance and operational
issues, lapses in our implementation of policies and procedures, and potential risks.
Results of the inspections are reported to the weekly meetings organized by our President
at the head office to identify responsibilities and monitor remediation;

we have adopted a compulsory leave system, under which a professional team organized
by our head office performs the duties of key positions of our outlets, such as sub-branch
heads, key management personnel and business operation personnel, on an ad hoc basis
while such personnel are placed on compulsory leave. This has enabled us to identify
potential issues in our business operations and effectively prevent operational risks and
moral hazards of employees;

we have strengthened our internal control evaluation system. We hold regular internal
control evaluation meetings at our head office and branches and conduct in-depth analysis
on specific issues identified during our day-to-day reviews of business operations for
accurate assessment and effective remediation. We also perform self-evaluations, risk
investigations and rectifications on the implementation of our risk management and
internal control policies and procedures;

we have established an effective incentive mechanism and accountability system. With the
application of such management tools such the Balanced ScoreCard, economic capital and
economic value added (EVA), we have set key indicators for risk management. We have
also established an incentive mechanism covering our head office, branches and
sub-branches and imposed strict disciplinary measures on non-compliance on a timely
basis; and
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we have engaged internationally renowned independent institutions to audit and review
our risk management and internal control in order to identify and remediate issues and
risks and to enhance our risk management capabilities.

We have strengthened and refined our risk management methodologies and measures. In

particular,

in respect of our credit business, our credit approval function, operated under a tiered
credit approval system, is independent from credit extension. A substantial portion of our
credit extension requires approval from our head office. Based on the nature and risk
profile of a transaction and the authorization limits of various credit approvers, we have
adopted different approval procedures where credit extensions are approved by dual
individual reviewers or by our loan review committee;

we have given credit approval authority to designated approvers in our small enterprise
financing department and trade finance business unit as well as certain special sub-
branches. We have also introduced chief reviewers in the credit approval process for our
personal loan business. These chief reviewers conduct compliance review on our personal
loan business and provide opinions, which form the basis for credit approval decisions by
our authorized credit approvers. We believe that the introduction of chief reviewers in our
personal loan business helped our branches and sub-branches improve their risk control
capability;

we have refined the mix of our existing asset portfolios and introduced a number of
portfolio management methodologies, including market entry criteria for various
industries, customer lists, customer ratings, approval authorization, performance
evaluation, portfolio monitoring and early warning. We have also improved the
effectiveness of implementation of our credit policy through such methodologies as
economic capital, the size of loans and differentiated provisioning;

our asset business is the essential part of our credit risk management, and we have
strengthened legal documentation management and operational compliance to ensure the
validity of our collateral to avoid asset losses;

we have utilized assets and liabilities information technology system and sound
measurement methodologies and models to assess our cash flows, and measure, monitor
and control our cash flows in an effective manner. We have conducted forward-looking
analysis on the liquidity risk profile and highly liquid assets in different time intervals
under different scenarios to effectively mitigate liquidity risk;

we have adopted continuous monitoring measures to prevent information technology risk,
ensure information security, develop our information technology systems and manage our
business continuity. We have formulated contingency plans for our application systems
and established application and data recovery centers in and outside Qingdao; and

we have further improved the methodologies and techniques to identify and assess various
risks and established relevant systems to identify, measure, monitor and control risks. We
have developed and applied various quantitative risk assessment methodologies and
models to accurately and effectively assess and identify various types of risks.
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ORGANIZATIONAL STRUCTURE OF RISK MANAGEMENT

As of the date of this prospectus, our risk management organizational structure is as follows:

Board of Directors

Board of Supervisors

. Related Part; .

Risk elated Tarty Information " .

Management Transactions Technology Audit Supervision
Control Committee Committee

Committee X Committee
Committee

Senior Management

Asset and Liability Risk Management Asset Risk Classification Loan Review Information Technology Investment Approval
Management Committee Committee Management Committee Committee Management Committee Committee
Credit Financial Financial
Management Planning Planning .
Department; Department; Department; All relevant General Legal and Information Audit
Credi ! Financial Financial departments Office Compliance Technology Department
redit Market Market Department Department P
Approval Business Business
Department Department Department

Sub-branches
Under head office

Branches

Sub-branches

Board of Directors and Board Committees

Our Board of Directors is ultimately responsible for risk management. It formulates our bank-
wide risk management policies and supervises their implementation, determines our overall risk
appetite, and reviews and approves our risk management objectives and strategies. Under the
supervision and monitoring of our Board of Directors, our senior management is responsible for
establishing the appropriate risk management framework. It sets exposure limits on our credit risk and
liquidity risk, and sets up our authorization hierarchy for market risk exposure limits. Our Board of
Directors also assesses the adequacy and effectiveness of our risk management and regularly reviews
the risk levels acceptable to us based on risk assessment results. It performs risk management functions
through the Risk Management Committee, the Related Party Transactions Control Committee, the
Information Technology Committee and the Audit Committee under the Board of Directors.

Our Board of Directors and the Risk Management Committee review reports on our credit risk,
anti-money laundering, information technology risk and reputation risk on an annual basis, reports on
market risk, compliance risk and operational risk on a semi-annual basis, and reports on liquidity risk
management and stress tests on a quarterly basis. Through regularly reviewing various risk
management reports, our Board of Directors assesses the effectiveness of risk management measures,
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provides requirements and guidance on the focus areas of risk management and monitors their
implementation on a regular basis.

Risk Management Committee

The Risk Management Committee is primarily responsible for reviewing our risk management
policies based on our overall strategy, monitoring and evaluating the implementation and effectiveness
of our risk management policies and providing recommendations to our Board of Directors
accordingly. In addition, this committee reviews our risk reports, conducts regular assessments on our
risk management policies and procedures as well as our risk profiles and risk tolerance levels. It
provides advice to our Board of Directors on how to improve our risk management and internal
control. It also supervises and evaluates our senior management’s risk control activities with respect to
credit risk, market risk, liquidity risk, operational risk, compliance risk, information technology risk
and other risks. The Risk Management Committee currently consists of five members and is chaired by
our President.

Related Party Transactions Control Committee

The Related Party Transactions Control Committee is primarily responsible for identifying
Related Parties and connected parties, as well as reviewing and approving Related Party Transactions
and connected transactions within the authorization granted by our Board of Directors, and reviewing
significant Related Party Transactions and connected transactions subject to approval by our Board of
Directors or our Shareholders Meetings and reporting to the Board of Directors. This committee also
assesses the status of our Related Party Transactions and connected transactions, and reviews the
control framework with respect to these transactions. The Related Party Transactions Control
Committee currently consists of five members and is chaired by an independent director.

Information Technology Committee

The Information Technology Committee is primarily responsible for developing our
information technology strategies to be submitted to our Board of Directors for review, as well as
overseeing our information technology risk management. It reviews information technology risk
management reports, business continuity management reports and reports on the implementation of our
strategic plans, and provides advice to our Board of Directors. The Information Technology Committee
currently consists of five members and is chaired by an independent director.

Audit Committee

The Audit Committee is responsible for reviewing our accounting policies, financial condition,
financial reporting procedures, our annual financial budgets, final financial reports and their significant
changes and adjustments, as well as our profit distribution policies and annual profit distribution plans.
It also advises our Board of Directors on the engagement of external auditors and supervises their
work, oversees and assesses our internal audit function and monitors our internal control. The Audit
Committee currently consists of five members and is chaired by an independent director.

For details of the functions and authorities of our Board of Directors, as well as the
responsibilities and compositions of the Risk Management Committee, the Audit Committee, the
Related Party Transactions Control Committee and the Information Technology Committee, see
“Directors, Supervisors and Senior Management—Committees under the Board” and Appendix V—
“Summary of Articles of Association” to this prospectus.
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Board of Supervisors and its Special Committee

Our Board of Supervisors oversees our Board of Directors and senior management on risk
management and monitors the compliance by us and our Board of Directors and senior management
with applicable laws and regulations as well as our risk management policies. The Supervision
Committee under our Board of Supervisors is primarily responsible for monitoring and supervising our
Board of Directors and senior management and evaluating the effectiveness of our bank-wide risk
management.

For a detailed description of the responsibilities of the Board of Supervisors, see “Directors,
Supervisors and Senior Management—Supervisors”.

Senior Management and Special Committees

The senior management of our head office is the most senior execution team in our risk
management organizational structure, responsible for implementing our risk management policies and
executing our risk management strategies, plans and policies as determined by the Board of Directors
and coordinating the work and operation of our risk management.

We have established the asset and liability management committee, the risk management
committee, the asset risk classification management committee, the loan review committee, the
information technology management committee, and the investment approval committee at the senior
management level. Each committee, generally consisting of our President, the Vice Presidents in
charge of the respective functions and the heads of the related business departments, is responsible for
organizing, coordinating and inspecting our risk management functions.

Asset and Liability Management Committee

The asset and liability management committee is responsible for reviewing and determining
assets and liabilities management related matters. Our President chairs this committee, and the
Vice President in charge of our financial planning acts as the vice-chair. Other members of this
committee consist of the heads of relevant business and functional departments.

Risk Management Committee

The risk management committee is responsible for our credit risk management, market risk
management, operational risk management and internal control.

Our President chairs this committee, and the Vice President in charge of risk management acts
as the vice-chair. The standing committee members include the heads of the financial planning
department, the legal and compliance department, the credit management department, the credit
approval department, the information technology department, the corporate banking department, the
trade finance business unit and the retail banking department.

Asset Risk Classification Management Committee

The asset risk classification management committee is responsible for the review of our bank-
wide credit asset classification policies and systems and makes decisions on significant matters in
respect thereof. The committee is also responsible for the approval of the classification results beyond
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the authorization of the credit management department of our head office and branches and the
classification of our assets under the “loss” category. This committee is chaired by our President and
consist of additional nine members, namely, the Vice President in charge of risk management and the
heads of the financial market business department, the corporate banking department, the trade finance
business unit, the retail banking department, the small enterprise financing department, the legal and
compliance department, the credit approval department and the credit management department.

Loan Review Committee

The loan review committee is responsible for the review and approval of credit applications
submitted by our branches and sub-branches as well as the relevant departments of our head office
pursuant to our credit approval system and authorizations. This committee is chaired by our Vice
President in charge of risk management. Other members consist of the experts from the credit
management department and from ISP, the head of the credit approval department and three senior
credit reviewers from the credit approval department.

Information Technology Management Committee

The information technology management committee is responsible for the planning on the
construction of our information technology infrastructures and information security management as
well as the review of important matters relating to our information technology systems. This committee
reports periodically to our Board of Directors and senior management on the implementation of our
strategic plans, our budgets and expenditures on information technology and our overall information
technology status. Our President chairs this committee, and our Chief Information Officer acts as the
executive chief. Other members of this committee consist of the heads of relevant business and
functional departments.

Investment Approval Committee

The investment approval committee is responsible for the review, decision-making and
management of our investment business (excluding our loan assets). This committee is chaired by our
President and consists of eight additional members, namely, the Vice President in charge of risk
management, the Assistant President in charge of retail banking business, and the respective heads of
the financial market business unit, the corporate banking department, the trade finance business unit,
the retail banking department, the credit approval department and the credit management department.

Risk Management Departments at Our Head Office

Our head office oversees all risk management activities and supervises the risk management
functions at our branches and sub-branches. We have established the following designated risk
management departments at our head office, each responsible for managing risks in its respective area:
the credit management department, the credit approval department, the financial planning department,
the legal and compliance department and the audit department. Their primary responsibilities are as
follows:

®  (Credit Management Department. The credit management department is responsible for our
credit risk management. It develops and updates our credit policies and guidelines and
formulates implementation procedures and operational standards. It conducts credit
classification of our credit assets based on the five category classification criteria under the
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applicable regulatory requirements. It is also responsible for the authorization management
of our credit business.

®  (Credit Approval Department. The credit approval department is primarily responsible for
reviewing and approving credit extensions to our customers.

® Financial Planning Department. The financial planning department is responsible for the
overall management of our assets and liabilities. It monitors various financial and
regulatory indicators and generates risk alerts. It is also responsible for the management of
our liquidity risk and market risk.

® [egal and Compliance Department. The legal and compliance department is responsible
for our bank-wide legal and compliance risk management. It coordinates and handles loan
collection and disposal processes and manages our legal and regulatory proceedings. It is
responsible for identifying, monitoring and reporting compliance risk and developing and
executing compliance programs. This department also oversees and coordinates our anti-
money laundering operations.

®  Audit Department. The audit department is responsible for the audit and evaluation of our
operations and management, business activities and financial performance. It reports to
our Board of Directors, and is subject to examination, supervision and evaluation of the
Audit Committee under our Board of Directors. It is also supervised by our Board of
Supervisors.

Risk Management Framework at Our Branches and Sub-branches

We have established risk management departments at our branches, responsible for
implementing risk management policies and procedures formulated by our head office. They are also
responsible for alerting and mitigating credit risk, operational risk and other risks of our various
businesses. Our branches oversee risk management of the sub-branches under their supervision. The
risk management department at each of our branches is required to report major risk events to the
branch management, as well as the functional departments at our head office responsible for managing
risk in the respective areas, and take remediation measures under the supervision of the respective
functional departments at our head office.

We have developed standard operation manuals covering authorizations and policies for credit
extension, credit review and approval procedures and credit classification standards, which our
branches are required to follow. We update the manuals from time to time and distribute them to our
branches on a timely basis. Our head office grants credit authorization limits to each branch based on
its business development capability, risk profile of its business and its internal control.

CREDIT RISK MANAGEMENT

Credit risk is the risk of loss from the failure by an obligor or counterparty to meet its
obligations in accordance with agreed upon terms. We are exposed to credit risk primarily through our
loan portfolio, investment portfolio, guarantees and various other on- and off-balance sheet credit risk
exposures.

We have built an end-to-end credit risk management infrastructure to cover our entire credit
business processes, with established policies and procedures to identify, assess, measure, monitor,
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mitigate and control credit risks. We have established a bank-wide standardized authorization and
credit extension management system. We seek to improve our overall credit risk management
capabilities through a variety of methods, including introducing additional quantitative measures to
measure credit risk, building up an internal rating system on customers, upgrading our credit risk
management information system, and further tightening credit review and monitoring.

Credit Policies

We seek to maintain a balance between our loan growth and a prudent risk management
culture. We have developed credit policies setting forth credit extension guidelines for various
industries, customer types and products, which are generally reviewed and updated on an annual basis,
and also adjusted upon changes in macroeconomic policies and industry policies. We implement credit
policies to limit exposure to high risk industries and customers, prioritize credit extensions to targeted
industries and customers with appropriate product offerings and adjust the composition of our loan
portfolio. Our credit policies are formulated and adjusted based on our analysis of the macroeconomic
environment and outlook, industry policies and our existing loan portfolio compositions in terms of
customer, industry, geographic location, collateral and maturity.

We have developed industry-specific corporate credit policies to divide our corporate
customers into four industry categories: “prioritize and support”, “support with caution”, “limit
exposure” and “reduce exposure or exit”. We have adopted credit exposure limits for certain high-risk
industries, such as the real estate industry, and seek to further control our exposure to the industries
with severe overcapacity, such as the steel and non-ferrous metal industries.

In addition, our credit policies differentiate among large corporates, SMEs and retail customers
and set different guidelines for various product types. For example, our credit policies strongly support
loans to SME customers and personal consumption loans to prioritize our credit extensions to small
and micro enterprises and retail customers with good credit profiles.
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Credit Risk Management for Corporate Loans

Our risk management procedures with respect to corporate loans include pre-loan investigation,
credit review and approval, loan disbursement and post-disbursement management. The following flow
chart illustrates the basic process of our corporate credit business:

Application for loan by customer

A 4

Customer Applications and
Pre-loan Investigation

Acceptance of loan application

Credit investigation by customer managers

\ 4

Approval by two loan reviewers

Credit Review and Approval v

Approval by loan review and approval
committee (where applicable)

4

Entry into loan agreement

A 4
Verification
on conditions precedent

Loan Disbursement

4

Loan disbursement

\ 4

Post-disbursement monitoring

\ 4 A 4

Risk alerts and solutions

Post-disbursement Management
Y

Loan classification

Non-performing loan management
and recovery

Customer Applications and Pre-Loan Investigation

We commence the pre-loan investigation process upon the submission of a corporate loan
application by the customer. The applicant is generally required to provide necessary supporting
documents, such as organizational documents and financial statements of the applicant and, where
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applicable, the guarantors. Upon our receipt of the application, we conduct pre-loan investigation and
review the applicant’s credit profile pursuant to our established procedures and criteria. Our customer
managers are required to collect customer information, review credit application materials and prepare
a credit investigation report. In order to control operational risk in the pre-loan investigation process,
we have adopted a “two-person investigation” policy. Under this policy, pre-loan investigation is
performed by two customer managers who are required to conduct on-site credit investigations by
checking the borrower’s business premises and manufacturing equipment and interviewing their
managers and staff, and prepare a credit investigation report.

We focus on the following information in conducting credit investigations: (i) the risk
associated with the industry in which a borrower operates; (ii) the borrower’s financial condition, such
as cash flows, income, total assets and sources for repayment; (iii) the competitiveness and growth
potential of the borrower’s business; (iv) the intended use of the loan proceeds; (v) the credit history of
the borrower; and (vi) creditworthiness of the guarantor(s) and the value of the collateral.

We seek to leverage our knowledge and experience in dealing with local customers to obtain
additional information for credit review. For example, for loans to SME customers, in addition to the
standard set of information required for a credit application, we also analyze various non-financial
factors, such as the business owners’ experience in starting up the business and other personal
experiences, in determining their risk profile.

Customer Credit Rating

We rate our corporate customers based on our internal credit rating criteria. We maintain a
11-grade credit rating system, namely, AAA, AA, AA-, A, A-, BBB, BB, B, CCC, CC and C, and
assign a rating to a customer based on quantitative and qualitative assessments of its creditworthiness.

We currently have two credit rating models for large and medium corporates and SMEs,
respectively. We rate the credit of our large and medium corporate customers using 9 industry-specific
scoring categories, containing both quantitative and qualitative indicators.

A credit rate is generated automatically by our credit rating system once a customer manager
enters the required financial and operating information of the borrower in the system. The customer
managers and loan reviewers may request a change to the credit rating generated by the system if they
have grounds, subject to approval by the authorized personnel at our head office and branches.

We generally re-rate each customer and guarantor on an annual basis. An immediate
adjustment to the credit rating of a borrower is triggered upon a significant change in the financial
condition or business operations of the borrower or the occurrence of any other events that may
materially and adversely affect its ability to repay our loan.

Customer credit rating results have been used in our credit review and approvals, loan pricing,
post-loan monitoring, loan classifications, loan loss provisioning and economic capital allocation.

Evaluation of Collateral and Guarantees

For loans secured by collateral, we conduct collateral appraisals prior to loan approval. The
value of collateral can be determined either by third-party appraisers approved by us or based on our
internal evaluation. We evaluate collateral based on its market value, expected returns and replacement
cost.
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Loans secured by collateral are generally subject to the following loan-to-value ratio limits,
depending on the type of collateral. During the Track Record Period, our loan-to-value ratios for
various types of collateral were within the respective limits as set forth below.

Maximum

Type of Collateral Loan-to-Value Ratio
Mortgages
Residential buildings . . ... ... 70%
Office buildings, commercial buildings, granted land use rights (including buildings on the

Jand) . .. 60%
Construction in progress, manufacturing equipment, vessels, aircrafts, and vehicles ........ 50%
Allocated land use rights (including buildings on the land) and other properties ........... 40%
Pledges
Cash and certificates of time deposit, PRC government bonds, gold, silver and other cash

eqUIVALENTS . . o 90 — 100%
Bank promissory notes, bank acceptance bills ... .......... .. ... ... L. 85 -100%
Financial bonds . ... ... 90%
Warehouse receipts, bills of lading, tangible assets .................. ... ... ... ...... 70%
Escrow accounts for export tax rebate .. ........... ... 55 -70%
Tradable stock, fund units and corporate/enterprise bonds ............... ... ... ...... 60%
Equity interest in non-listed companies . ................. .. 40%

We generally require regular reappraisal of collateral. Real properties are generally reappraised
on an annual basis upon the anniversaries of the loan disbursement. Tangible assets or other relevant
collateral are reappraised on a quarterly basis. We conduct daily mark-to-market on tradable stock and
commodities warehouse receipts and determine their values based on their market prices on each day.
Upon declines in market prices below the range set by the credit approval opinion (generally 5%),
additional collateral or security deposits are required to ensure the adequacy of our collateral.

In respect of a third-party guarantor, we assess the guarantor’s financial condition, credit
history and ability to meet its obligations to determine the appropriate guarantee amount.

Credit Review and Approval

Our credit approval function for corporate loans is performed by our head office and branches
in accordance with their respective authorizations.

At our head office, the credit approval department and the Vice President in charge of credit
risk management have credit approval authorizations. In addition, the trade finance business unit, the
small enterprise financing department and the Vice Presidents in charge of these two departments are
granted credit approval authorization within their respective businesses. Trade finance and small
business loans are reviewed by the credit approval officers in the respective department, who are
designated by the credit approval department, and are approved by the person in charge of such
department, within their respective authorizations; and in cases where the authorization limits of the
credit approval officers are exceeded, such trade finance and small business loans are submitted to the
Vice President in charge of the respective business or the loan review committee for approval in
accordance with their respective authorization limit.

At our branches, the branch heads are authorized by our head office to approve corporate credit
applications within their respective authorization limits.
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Our sub-branches generally do not have credit approval authority, with the exception of our
technology sub-branch under the direct supervision of our head office and a few selected sub-branches
with good credit performance, which are granted limited credit approval authority.

General Corporate Loans (Excluding Trade Finance and SME Loans)

Upon the receipt of the credit investigation report and supporting materials of the borrower, a loan
application is reviewed by the business head of the originating sub-branch before submission to the sub-
branch head for review. Loan applications originated from the sub-branches in Qingdao under direct
supervision of our head office are then passed on to the credit approval department of our head office,
depending on the types of loans involved. Loan applications originated from sub-branches under
supervision of our branches are submitted to the credit approval department of the supervising branch for
review.

Loan applications submitted to our credit approval departments at our branches are subject to
review by two credit approval officers. The first reviewer reviews and signs the loan application before
passing on to a senior credit approval officer acting as the principal loan reviewer.

Upon the completion of review by the credit approval department at the branch, the loan
application is submitted to the loan review committee at the branch for further review. A credit
approval can be granted by the branch head within his authorization limits based on the approval by the
loan review committee and endorsement by the responsible deputy branch head. Loan applications
exceeding the branch head’s authorization limits are submitted to the credit approval department of our
head office for review. Loan applications exceeding their authorization limits are submitted to the loan
review committee of our head office for review and approval.

Upon the review by credit approval officers at our head office, the loan application can be
approved by the head of the credit approval department if it falls within his authorization limit. Loan
applications exceeding such authorization limits are submitted to the respective responsible Vice
President of our head office or the loan review committee of our head office for review and approval.
An approval by the loan review committee of the head office can be vetoed by our President.

The loan review committee at our head office review loan applications through regularly held
meetings, which must be attended by at least six attendees. An approval requires more than four votes
in favor of the loan application and no more than two votes against the loan application. Our branches
have formulated the procedural requirements for their loan review committee meetings based on the
procedures of our head office.

Trade Finance and SME Loans

Trade finance and SME loans within the authorization limits of our branches are approved at
the originating branch following the same credit approval procedures as applicable to general corporate
loans. Trade finance and loans to SMEs exceeding the authorization limits of our branches are
submitted to the credit approval department, the trade finance business unit or small enterprise
financing department, as applicable, of our head office. Trade finance and SME loan applications
originated in the sub-branches in Qingdao under direct supervision of our head office are passed on to
the credit approval department, or the trade finance business unit or small enterprise financing
department, as applicable, of our head office for approval in accordance with their respective
authorization limits. Trade finance and SME loan applications submitted to the trade finance business
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unit or small enterprise financing department, as applicable, of our head office are reviewed by the
credit approval officers designated by the credit approval department of our head office. Credit
applications that have passed their review can be approved by the head of the trade finance business
unit or small enterprise financing department, as applicable, or the respective responsible Vice
President of our head office in accordance with their respective authorization limits. Loan applications
exceeding the authorization limit of the aforesaid credit reviewers are submitted to the loan review
committee of the head office for review and approval. Approval for loan applications by the loan
review committee can be vetoed by our President.

Loan Disbursement

Upon the approval of a corporate loan application, we enter into a loan agreement and ancillary
agreements with the borrower, setting forth the key terms of the loan and, where applicable, the
collateral. We have established a specialized team to be responsible for the review of the completeness
and truthfulness of the documents provided and to ensure that all conditions precedent specified in the
loan agreement are satisfied. Our loan disbursement center disburses the loan only upon the
confirmation of the compliance with the loan agreement and applicable regulatory requirements,
perfection of security interest in collateral and the completion of other required procedures for loan
disbursement.

Post-disbursement Management

Our post-disbursement management consists primarily of monitoring of the use of loan
proceeds, post-disbursement inspections, risk monitoring and alert, collateral management, loan risk
classification, overdue loan management, non-performing loan management and related reporting.

We closely monitor the use of the loan proceeds to ensure that the funds are being used for the
purposes specified in the loan agreement.

We conduct regular and ad hoc reviews on the financial and other conditions of our borrowers.
During regular on-site visits, we interview senior management of the borrowers, inspect inventories
and business premises and facilities, and review management accounts. The frequency of our
subsequent post-disbursement inspections varies depending on the classification of loans and the
customer type. We generally visit our borrowers on a three-month interval with certain exceptions. For
example, we visit the borrowers of loans classified as special mention or non-performing on a monthly
basis, and small enterprise borrowers to whom our credit exposure is below RMB3 million every six
months. We conduct ad hoc inspections and take risk mitigating measures upon our awareness of
significant risks in the borrower’s industry, material adverse changes in the borrower’s business or
other risk alerts identified through our on-site inspections or off-site monitoring.

To identify and mitigate credit risks at an early stage, we have established risk alert
mechanisms for our corporate loans at both our head office and branches. We classify credit risk alert
signals into general alerts and significant alerts based on the severity of the risk. The alert signals on
financial and quantitative indicators are assessed and generated by our credit risk management system,
and non-financial alerts are entered into our credit risk management system and initiated by the
responsible personnel. Our customer managers are required to check credit risk alerts on a daily basis
and report significant alerts within three days.
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With respect to collateral management, we have rolled out standardized procedures, tightened
the management of third-party appraisers and improved collateral documentation. Our business
departments are responsible for recording collateral information in our credit risk management system.
Our credit management department generally requires prompt disposal of the collateral, or requests
additional collateral or early repayment of the loan, upon indications of damage or declines in value of
the collateral.

Loan classification is an important part of our ongoing loan monitoring. For risk management
purposes, we have refined the five-category loan classification (normal, special mention, substandard,
doubtful and loss) as required by CBRC into 12 categories for corporate loans, which include four
categories of normal loans, three categories of special mention loans, two categories of substandard
loans, two categories of doubtful loans and one category of loss loans. We consider the loans in the
substandard, doubtful and loss categories as non-performing loans. The factors we consider when
classifying our loans include, among other factors, the borrower’s repayment ability, repayment
records, willingness to repay and default history, guarantees, collateral and the profitability of the
projects funded by the loan proceeds. Our credit management departments at the head office and
branches conduct loan classification under the supervision of our asset risk classification management
committee. Loans are classified at least on a quarterly basis and can be reclassified immediately
following our monthly loan monitoring.

We conduct on-site inspections or off-site monitoring of borrowers before their loans mature to
evaluate their repayment ability and repayment intention. We remind borrowers of timely payments
through telephone interviews, on-site visits and written notices one month prior to the maturity date of
their loans. We take risk mitigation measures against the borrowers whose repayment ability or
repayment intention is in question. Furthermore, we have formulated contingency plans to manage
significant non-performing loans of over RMB1 million.

We proactively manage non-performing loans to reduce credit risk and seek to improve our
recovery on disposals. We formulate strategies and disposal plans for each non-performing loan. We
seek to recover non-performing loans through multiple means, including cash collection, foreclosure
on collateral, legal proceedings and loan restructuring.

Credit Risk Management for Discounted Bill Business

Our discounted bill business is managed by our head office and branches. Our sub-branches are
responsible for marketing but have not been granted approval authority. We have promulgated
administrative measures and protocols for our bill discounting business, where the bill center at our
head office, in accordance with the authorization of our head office, approves bill discounting business
of our sub-branches in Qingdao that are under direct supervision of our head office, while our
branches, in accordance with the authorization of our head office, approve the bill discounting business
of the sub-branches under their respective supervision. We have implemented a policy to separate the
operation of the front desks from the middle and back offices in managing our bill discounting
business, and the bills are required to be examined by two reviewers. Our customer managers are
required to conduct on-site inspections on the corporate customers requesting bill discounting and
verify the truthfulness of the underlying transactions before submitting bill discounting applications
through our credit risk management system. The approving departments at our branches or the bill
center at our head office review the bill discounting applications and verify the authenticity of the bills.
Upon the completion of the review, funds are disbursed by our settlement department at the back

200



RISK MANAGEMENT

office. Prior to the maturity of the bills, our settlement department dispatches the bills to the acceptance
banks, requesting repayment in accordance with the terms of the bills. Our credit management
department classifies discounted bills based on the repayment status.

We accept discounted bills only from the customers who have clean credit histories and good
business relationships with us. We seek to verify the truthfulness of the underlying transactions of the
discounted bills and focus on the profitability, credit history and cash flows of the applicants.

Portfolio Management

We have established specific policies for credit risk management in key risk areas, including
loans to local government financing vehicles, loans to real estate developers and loans to corporates in
industries with overcapacity.

Credit Risk Management for Loans to Local Government Financing Vehicles

In accordance with the regulatory requirements of CBRC on credit risks arising from loans to
local government financing vehicles, we have imposed exposure limits and adopted differentiated
methods to manage loans based on their categories to mitigate risks. We have also developed a name
list of local government financing vehicles that can be onboarded or maintained as our customers. We
generally disburse loan proceeds to local government financing vehicles on installments and closely
monitor their sources of repayment.

We focus on the fiscal income, existing debt and investment plans of local governments and
seek to form reasonable assessments on local government financing vehicles’ repayment ability. With
respect to loans to local government financing vehicles, we focus on the customer onboarding criteria,
credit investigation, project evaluation, monitoring of fund flows and post-disbursement management.
We have tightened credit approval criteria and centralized credit approval authority for loans to local
government financing vehicles at the loan review committee of our head office. We only grant new
loans to borrowers with sufficient cash flows for full repayment and a gearing ratio lower than 80% as
well as sufficient collateral or guarantees. With respect to the existing loans to local government
financing vehicles, we seek to reduce our loan exposure to certain borrowers and replace them with the
entities whose creditworthiness is stronger. We have also increased our efforts to recover loans to local
government financing vehicles and ascertain their sources of funds in advance of repayment to prevent
overdues.

As of December 31, 2012, 2013 and 2014 and June 30, 2015, our total outstanding loans to
local government financing vehicles amounted to RMB3,627 million, RMB3,580 million, RMB4,043
million and RMB3,698 million, respectively, representing 10.5%, 8.5%, 8.6% and 7.2%, respectively,
of our total corporate loans at the respective dates. As of June 30, 2015, our loans to local government
financing vehicles was RMB3,698 million, including loans of RMB1,264 million to municipal
government financing vehicles (representing 34.2% of our loans to local government financing
vehicles) and loans of RMB2,434 million to district-level or county-level government financing
vehicles (representing 65.8% of our loans to local government financing vehicles). In terms of the cash
flow coverage ratio (cash flows of borrowers divided by the sum of principal of and accrued interests
on loans), loans extended to borrowers with sufficient cash flows for full repayment of the principal
and accrued interests amounted to RMB3,100 million, accounting for 83.8% of our loans to local
government financing vehicles; loans extended to borrowers with sufficient cash flows to repay 70% to
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100% of the principal of and accrued interests on loans amounted to RMBS598 million, accounting for
16.2% of our loans to local government financing vehicles. Loans extended to borrowers with
sufficient cash flow to repay 70% to 100% of the principal and accrued interests of loans are included
in the debt budget plans of the local governments or covered by the funds for working capital
replenishments that are regularly allocated to the borrowers under the local fiscal budget. We believe
that the principal and interests on such loans can be repaid in full. Of these loans, RMB2,982 million
was secured by collateral or guarantees, accounting for 80.6% of our total loans to local government
financing vehicles as of June 30, 2015. None of our loans to local government financing vehicles were
classified as non-performing at the same date.

Credit Risk Management for Loans to Real Estate Industries

We carefully study policies of the real estate industry and proactively collect market
information to assess risks arising from the real estate market. The credit risk underlying our loan to
the real estate industry mainly concentrated on our loans to the real estate developers. We have
imposed exposure limits for loans to real estate developers. Credit approval authority is centralized to
the loan review committee at our head office. In conducting credit review, we focus on the financial
strengths of the real estate developers, the location and purpose of the real estate development projects,
the status of the government approvals and permissions on the projects, and the adequacy of the initial
funding provided by the developers. In principle, we only grant loans to the developers with solid
ability to perform their obligations under the contracts.

We require all loans to real estate developers to be secured by land use rights on the projects to
be developed and the projects to be financed. We determine the value of the collateral by taking into
consideration the changes in market prices of the collateral. We closely monitor changes in the market
value of the collateral and conduct regular revaluations. We demand additional security, such as equity
pledges, third-party guarantees or other collateral, in case of a decline in the collateral’s value.

We generally require loans to be promptly repaid in proportion to the proceeds from sales of the
real estate and repayment in full before 70% of the real estate project is sold. In addition, pursuant to
CBRC’s requirements, we conduct stress tests on real estate loans at least on a quarterly basis.

As of June 30, 2015, our loans to the real estate industry were RMB3,222 million, accounting
for 6.3% of the outstanding balance of our corporate loans. None of our loans to real estate developers
were classified as non-performing.

Credit Risk Management for Loans to Industries with Overcapacity

The State Council, CBRC and the Shandong local government have promulgated policies to
restrict loans to industries with severe overcapacity, such as coal mining, steel, cement, plate glass,
vessels production, petroleum refinery, tire and electrified aluminum. In accordance with these policies
and the list of overcapacity industries that are regularly published by the relevant government
authorities, we seek to continue to reduce our risk exposure to such industries and prohibit all forms of
new credit extensions to the entities or projects not in compliance with China’s national industrial
policies or our customer onboarding criteria. We have also tightened post-loan credit risk management
on existing loans to borrowers in the industries with overcapacity. We closely monitor each borrower
and demand repayment when loans are due or advanced repayment in accordance with our loan
agreements should there be a breach of any covenants or undertakings by the borrower.
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Credit Risk Management for Personal Loans

Leveraging on our experience and local knowledge of the Shandong markets, we have
implemented clear strategies with respect to our credit risk management for personal loans. We seek to
control credit risk of our personal loan business through three lines of defense.

The first line of defense is to identify target customer groups. For instance, for personal
business loans, we have sought to onboard customers who are in the industries of which we have deep
understanding, or are closely related to the welfare of the general public, or less cyclical. We seek to
identify customer groups with lower risks and high quality through robust planning. Leveraging on our
understanding and investigation on different industries, including on their operational models and risk
exposure, we seek to reduce and minimize risks by taking reasonable and effective measures.

The second line of defense is to develop standardized personal loan products. After identifying
target customer groups, based on our analysis of their operational models and our big data analysis, our
head office formulates standardized customer onboarding criteria, product requirements and standard
operation procedures for personal loan products to guide our branches and sub-branches to identify,
and market our personal loan products to, target customers who meet the requirements. We have also
streamlined our business processes, and sought to offer standardized personal loan products only to
qualified customers identified through our automatic risk appraisal system, to enhance operational
efficiency and prevent operational risks.

The third line of defense is to control risk through our designated “chief credit reviewers”.
Since 2014, we have appointed “chief credit reviewers” responsible for compliance review of our
personal loans business. They issue preliminary review opinions to form the basis for decision-making
by the authorized credit approvers. The chief credit reviewers are not members of the marketing team
but are risk management personnel supervised by our head office. The chief credit reviewers are
required to be familiar with and be in strict compliance with applicable financial rules and regulations
as well as our policies and procedures, and have deep understanding of their duties and responsibilities
as well as credit risk management techniques. They are also required to have university-level or above
education background and five or more years of credit work experience. They can be appointed as
chief credit reviewers only after they have passed the relevant exams and review and obtained the
requisite qualification. The chief credit reviewers are generally appointed to our branches or sub-
branches, as members of the credit management departments of the respective branches or being the
sub-branch manager or deputy manager responsible for personal loan business or the retail banking
head of the sub-branch. We believe that review by these chief credit reviewers is an effective initiative
to strengthen our credit risk management for personal loans.

Our credit risk management procedures for personal loan business include pre-loan
investigation, credit review and approval, loan disbursement and post-disbursement management.

Customer Applications and Pre-loan Investigation

Our retail borrowers are required to complete a loan application and provide the relevant
information as requested, such as sources of income, employment status, bank accounts, use of the loan
proceeds and credit records. Our retail customer managers verify the information in the loan
application through examining supporting documents and interviewing the applicants. For personal
loans secured by collateral, an appraisal by a designated appraiser is required, and appraisal results are
reviewed by the credit reviewers.
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Credit Review and Approval

We have established an internal credit rating system for retail customers using score cards to
assess the borrower’s creditworthiness. We have developed different score cards for general retail
customers and private business owners. Our score cards incorporate both quantitative and qualitative
indicators, including, among others, the borrower’s age, income, marital status, employment status,
family assets and credit records for general retail customers and, additionally, net assets, annual sales,
return on net assets, industry and market prospects, legal proceedings, regulatory compliance status
and other indicators of the business owned for private business owners. Based on our score card
results, we assign a corresponding rating (AAA, AA, A, BBB, BB or B) to a retail customer.

Personal loan applications that have passed the compliance review by our chief credit reviewers
are generally approved by the heads of the originating branches or sub-branches within their respective
authorization limits. Personal loan applications exceeding the authorization limits of the branches or
sub-branches are submitted to the personal loan department of our head office. These loan applications
are reviewed by the designated credit approval officers at our head office and approved by the head of
the personal loan department in accordance with his authorization limits. Loan applications exceeding
his authorization limits are passed on to the responsible Vice President of our head office or the loan
review committee of our head office for review and approval.

Loan Disbursement and Post-disbursement Management

The disbursement procedures for personal loans are similar to those applicable to corporate
loans. Loans can be disbursed only upon the satisfaction of all conditions precedent.

The retail banking department at the loan originating sub-branch or branch is responsible for
post-loan management. Our retail customer managers conduct inspections regularly and maintain
communications with borrowers. We monitor loan repayment schedules and focus on material changes
in the borrower’s income and expenses. For overdue personal loans, we look into the reasons and
assess default risk. If we are of the view that the default risk is significant, we suspend further
drawdowns of the loan or require additional collateral.

Our personal loans are classified into five categories, namely normal, special mention,
substandard, doubtful and loss, automatically through our credit management system and adjusted on a
quarterly basis.

Credit Risk Management for Our Financial Market Business

Credit risk arising from our financial market business comes primarily from our interbank
placements, investments in non-standard credit assets, and investments in bonds issued by financial
institutions and corporates and other types of securities. We control the credit risk of our financial
market business primarily through managing credit ratings and credit lines for issuers of fixed income
products, post-investment management and risk appraisal. We assign an aggregate credit limit for all
the financial institutions and bond issuers. The loan review committee approves credit lines to other
banks and financial institutions, and makes adjustments in response to changes in risk profiles of those
entities. Our head office grants limited authorization to our financial market business department and
the Vice Presidents in charge of this business. Before we invest in securities or other financial assets,
we conduct due diligence on the issuers of such securities or other financial assets; upon review and
approval by our loan review committee, the issuers are whitelisted. We invest in securities or other
financial assets within the approved credit limits.
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RISK MANAGEMENT

Risk Management for Our Investments in Non-standard Credit Assets

We consider ourselves ultimately responsible for the results of credit risk control of the asset
quality of our investments in non-standard credit assets, regardless of whether we invest with funds at
our disposal or funds raised from wealth management products offered to our customers, from a
prudent risk control perspective. In order to minimize the risks, our credit risk management policies
with respect to non-standard credit assets are overall consistent with those applicable to our corporate
loans, including, among others, due diligence, risk assessment and post-investment risk management.
See “—Credit Risk Management for Corporate Loans”. We conduct due diligence on the ultimate
borrowers and the projects financed by the non-standard credit assets and, upon review and approval
by our loan review committee, our financial market business unit executes the investments. Our credit
management department is responsible for post-investment monitoring and management. Therefore,
our pre-investment investigation, review of investment and post-investment monitoring of non-
standard credit assets are conducted by different departments.

Compared to corporate loans, we have also taken certain additional measures to manage the
risks related to our non-standard credit assets, based on the nature of these assets, as follows:

Due Diligence. For our investments in trust fund plans with single beneficiaries, we conduct
due diligence investigations on the ultimate borrowers and the guarantees and collateral they provide,
and apply the same credit risk management policies and procedures for corporate loans to these non-
standard credit assets. Our due diligence on the ultimate borrowers covers their corporate governance
structure, operational condition, industry risks, project profiles, financial indicators, collateral and other
risk mitigation measures as well as their financing plans and the regulatory compliance of their use of
proceeds. For other non-standard credit assets, we conduct due diligence investigations on the
respective trust companies, securities companies and other financial institutions that we enter into
transactions with. Generally, we assess the creditworthiness and qualifications of the trust companies
and securities companies based on comprehensive evaluations on their rankings, transaction volume,
risk control measures and risk appetite.

Additional Controlling Measures. Investments in non-standard credit assets generally involve a
variety of transaction documents and numerous parties, based on the na