O

0 O o

{10 0o

] ] - 0 0

o 0 o

:u o Dol 0o

||I|““"II U00oDo O T
TILL OO0o0ooono :
I O000o0on

noanng Oo00oooao

oy Oooooon

Mgy On0oooo

O 2 42 /5
‘,ﬁkmégzﬂ

SHENGJING BANK
Shengjing Bank Co., Ltd.”

(A joint stock company incorporated in the People's Republic of China with limited liability)
Stock Code: 02066

2017 Annual Report



gunnit
guanni

|vopnnn

N LTI
Ohnggg

ﬂﬂn"
0
N 0

1 e o e e [ A"

_
—

ocoooC—Cc—7)

L]

OoooooooocCcC/——7

O

—
-

™
|

{em—

=N I =] 7)

—
-

| S

00O




Contents

1. Company Information 2 8. Directors, Supervisors, 80
2. Financial Highlights 4 Senior Management and
Employees
3. Chairman’s Statement 8 9. Corporate Governance Report 100
4. Honours and Awards 9 10. Report of the Board of 130
5. Management Discussion and 11 Directors
Analysis 11. Report of the Board of 142
5.1 Environment and 11 Supervisors
Prospects 12. Social Responsibility Report 146
5.2 Development Strategies 12 13. Internal Control 149
5.3 Business Review 13 14. Report of the Independent 151
5.4 Financial Review 14 Auditors
5.5 Business Overview 47 15. Financial Statements 160
5.6 Risk Management 57 16. Notes to the Financial 169
5.7 Analysis on Capital 67 Statgments
Adequacy Ratio 17. Unaudited Supplementary 327
6. Significant Events 69 Fmam@l ITEiEen
7. Change in Share Capital and 72 18 Qrgamsaﬂonal Clre el
Shareholders 19. List of Branches 333
20. Definition 343

* Shengjing Bank Co., Ltd. is not an authorised 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 authorised to

carry on banking and/or deposit-taking business in Hong Kong.



COMPANY INFORMATION

Legal Name in Chinese

Abbreviation in Chinese

Legal Name in English

Abbreviation in English

Legal Representative

Authorised Representatives

Secretary to the Board of Directors

Joint Company Secretaries

Registered and Business Address

Contact Number

Website

Principal Place of Business in Hong Kong

Website of the Hong Kong Stock Exchange
on which the H Share Annual Report
is Published

Place of Maintenance of the Annual Report

Stock Name

Shengjing Bank Co., Ltd.

BRRITIRDBER AR

BRIRTT

Shengjing Bank Co., Ltd.

SHENGJING BANK

ZHANG Qiyang

ZHANG Qiyang and ZHOU Zhi

ZHOU Zzhi

ZHOU Zhi and KWONG Yin Ping Yvonne

No. 109 Beizhan Road, Shenhe District, Shenyang,
Liaoning Province, the PRC

86-24-22535633
www.shengjingbank.com.cn

Units 08-09, 18/F, Office Tower,
Convention Plaza, 1 Harbour Road,

Wanchai, Hong Kong

www.hkexnews.hk

Office of the Board of Directors of Shengjing Bank

Shengjing Bank



COMPANY INFORMATION (CONTINUED)

Stock Code 02066
H Share Registrar and Computershare Hong Kong Investor Services Limited
its Business Address Shops 1712-1716, 17th Floor, Hopewell Centre,

183 Queen’s Road East, Wanchai, Hong Kong

Legal Advisor as to PRC Laws and Tian Yuan Law Firm
its Business Address 10/F, China Pacific Insurance Plaza
28 Fengsheng Hutong
Xicheng District
Beijing, the PRC

Legal Advisor as to Hong Kong Law Freshfields Bruckhaus Deringer
and its Business Address 55th Floor, One Island East, Taikoo Place
Quarry Bay, Hong Kong

Auditor and its Business Address KPMG
8th Floor, Prince’s Building
10 Chater Road
Hong Kong

Annual Report 2017



FINANCIAL HIGHLIGHTS

Year-on-year

change
between
(Expressed in thousands of 2017 and
Renminbi, unless otherwise stated) 2017 2016 2016 2015 2014 2013
Rate of
change
(%)
Operating Results
Interest income 42,277,528 36,055,533 17.3 31,479,529 25,415,004 18,038,013
Interest expense (30,201,911)  (22,837,867) 322  (19,530,998)  (15,513,832)  (10,193,830)
Net interest income 12,075,617 13,217,666 (8.6) 11,948,531 9,901,172 7,844,183
Net fee and commission income 1,612,758 1,913,907 (15.7) 1,204,189 1,368,431 770,141
Net trading gains/(losses), net
gains/(losses) arising from
investments, Net foreign
exchange gains/(losses),
other operating income (438,692) 982,303 (144.7) 1,031,436 (64,840) 291,470
Operating income 13,249,683 16,113,876 (17.8) 14,184,156 11,204,763 8,905,794
Operating expenses (3,617,442) (3,730,598) (3.0) (4,102,162) (3,211,887) (2,445,727)
Impairment losses on assets (1,403,284) (3,675,411) (61.8) (1,955,377) (934,151) (171,860)
Operating profit 8,228,957 8,707,867 (5.9) 8,126,617 7,058,725 6,288,207
Share of profits of associates - - - - 2,338 19,719
Profit before taxation 8,228,957 8,707,867 (5.5) 8,126,617 7,061,063 6,307,926
Income tax expense (654,818) (1,829,575) (64.2) (1,902,790) (1,637,225) (1,419,125)
Net profit 7,574,139 6,878,292 10.1 6,223,827 5,423,838 4,888,801
Net profit attributable to equity
shareholders of the Bank 7,580,055 6,864,520 10.4 6,211,334 5,404,933 4,865,531

Shengjing Bank Co., Ltd.




FINANCIAL HIGHLIGHTS (CONTINUED)

Year-on-year

change
between
(Expressed in thousands of 2017 and
Renminbi, unless otherwise stated) 2017 2016 2016 2015 2014 2013
Change
Calculated on a per share basis
(RMB)
Basic and diluted earnings per
share 1.31 1.18 0.13 1.07 1.25 1.31
Dividend per share 0.18 0.25 (0.07) 0.28 0.275 0.10
Rate of
change
(%)
Major indicators of assets/
liabilities
Total assets 1,030,617,431 905,482,647 138 701,628,500 503,370,514 355,432,167
Of which: net loans and advances
to customers 271,782,787 228,880,732 18.7 191,531,735 155,946,864 131,557,892
Total liabilities 978,361,775 859,108,021 139 659,913,547 467,237,029 333,961,729
Of which: deposits from
customers 473,580,808 415,246,159 140 402,379,086 315,943,789 262,912,728
Share capital 5,796,680 5,796,680 - 5,796,680 5,646,005 4,096,005
Equity attributable to equity
shareholders of the Bank 51,681,375 45,794,429 12.9 41,268,528 35,699,553 21,055,411
Total equity 52,255,656 46,374,626 12.7 41,714,953 36,133,485 21,470,438
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FINANCIAL HIGHLIGHTS (CONTINUED)

Year-on-year

change
between
(Expressed in thousands of 2017 and
Renminbi, unless otherwise stated) 2017 2016 2016 2015 2014 2013
Change
Profitability Indicators (%)
Return on average total assets!” 0.78 0.86 (0.08) 1.03 1.26 1.46
Return on average equity® 15.36 15.62 (0.26) 15.99 18.83 27.06
Net interest spread® 1.36 1.65 (0.29) 2.00 2.07 217
Net interest margin® 1.50 1.75 (0.25) 2.14 2.32 2.39
Net fee and commission income to
operating income 12.17 11.88 0.29 8.49 12.21 8.65
Cost-to-income ratio® 26.22 19.31 6.91 19.04 19.06 19.01
Change
Asset quality indicators (%)
Non-performing loan ratio® 1.49 1.74 (0.25) 0.42 0.44 0.46
Allowance to non-performing
loans™ 186.02 159.17 26.85 482.38 387.42 306.12
Allowance to total loans® 2.77 278 (0.01) 2.01 1.70 1.41
Change
Capital adequacy indicators (%)
Core Tier-one capital adequacy
ratio® 9.04 9.10 (0.06) 9.42 11.04 10.07
Tier-one capital adequacy ratio® 9.04 9.10 (0.06) 9.42 11.04 10.07
Capital adequacy ratio® 12.85 11.99 0.86 13.03 12.65 1117
Total equity to total assets ratio 5.07 512 (0.05) 5.95 7.18 6.04
Other indicators (%)
Loan-to-deposit ratio™ 59.02 56.69 2.33 48.58 50.21 50.75

BN shengiing Bank Co., Ltd.



FINANCIAL HIGHLIGHTS (CONTINUED)

Note:
@) Calculated by dividing the net profit by the average of total assets at the beginning and at the end of the period.

(2) Representing the net profit during the period as a percentage of the average balance of total equity at the

beginning and the end of the period.

(3) Calculated by deducting the average interest rate of interest-bearing liabilities from the average return rate of

interest-earning assets.
(4) Calculated by dividing net interest income by the average interest-earning assets.
(5) Calculated by dividing operating expenses (less business tax and surcharges) by operating income.
(6) Calculated by dividing the balance of non-performing loans by total balance of loans and advances to customers.
(7) Calculated by dividing the balance of provision for impairment on loans by the balance of non-performing loans.

(8) Calculated by dividing the balance of the provision for impairment on loans by the total balance of loans and

advances to customers.

9) Core Tier-one capital adequacy ratio, core capital adequacy ratio and capital adequacy ratio were calculated in

accordance with the latest guidance promulgated by the CBRC (effective from 1 January 2013).

(10)  The loan-to-deposit ratio is calculated by dividing the total balance of loans and advances to customers by total

deposits from customers.
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CHAIRMAN’S STATEMENT

The banking industry experienced profound changes in the business environment in 2017. While the
economic growth continued to slow down, the supply-side reform was further deepened, the financial
regulatory requirements was tightened in all respects and the competition among peers become increasingly
fierce, we adhered to the overall approach of achieving progress while maintaining stability, planning
advance, formulating forward-looking strategies and implementing policies from an integrated perspective.
We also proposed a strategic goal of developing ourselves into a comprehensive, diversified and quality
joint-stock commercial bank with a leading position among banks of the same type, we established a
business network of “One Headquarters and Two Centers” and made intensive efforts in carrying out strategic
measures for the “light assets and light capital” business. As we unswervingly promoted structural adjustment
and transformation, there was a trend showing that in overall the Bank made progress steadily with a positive
and persistent growth momentum. As at the end of 2017, the total assets of the Bank exceeded RMB1 trillion,
and its net profit maintained a double-digit growth on a year-on-year basis. The non-performing loan ratio
decreased as compared with that at the beginning of the year and the assets/liabilities structure was further
optimised. These reflect that we have achieved an initial success in our transformation and we have also

reached a new level for our overall competitiveness.

It was an uneasy path to success. The success was attributable to the guidance and assistance from the
government and regulatory authorities at all levels, and the trust and support from both the shareholders and
the general public, and also the wholehearted efforts of all staff in tackling difficulties and challenges, as well as
their dedication and hard work in pursuit of growth. I, on behalf of the Board of Shengjing Bank, would like to
take this opportunity to express my sincere gratitude to all of you.

In 2018, we will bring our new development concept to practice in all aspects and closely focus on our three
major goals, namely “serving the real economy, preventing and controlling risks, and deepening the reform”,
to thoroughly implement strategic transformation and business innovation, continuously promote optimal
adjustment to assets, liabilities, customers and business structure, vigorously promote the strategic network of
the “One Headquarter and Two Centers” and the establishment and development of specialised institutions,
further accelerate the transition to a business model of “light assets and light capital”’, and promote Shengjing
Bank to achieve high quality and sustainable development for a new chapter in its history. In the new round
of repositioning due to competition in the financial sector, we will strengthen our strategic management,
perfect our risk control system and strive to remain as a market leader among our peers in the hope of sharing
more and more fruitful results with our staff, rewarding our shareholders by achieving further outstanding
performance and fulfilling our social responsibilities as a public company through a more stable growth of the
Bank.

BN shengiing Bank Co., Ltd.



HONOURS AND AWARDS

Titles of Honour

Awarding Entity

Ranked 190th among the Top 1,000 World Banks for
2017 and 24th among all Chinese banks in the list;
selected as “2017 Top 500 Enterprises in China” and
“2017 Top 500 Service Enterprises in China”

Ranked 24th among the Top 100 Chinese Banks for 2017
“The Best City Commercial Bank” Award in connection
with the Comprehensive Wealth Management Ability

Evaluation of Commercial Bank

Best Listed Company and Best Investment Value Award
for 2017

The Most Competitive Small and Medium Bank for 2017

Social Responsibility Bank with Excellent Competitiveness
for 2017

Listed on the “Financial Inclusion List” in the “2017 China
Small and Medium Bank Pioneer List”

2017 Most Trustworthy Bank Award and 2017
Outstanding Small and Medium Bank Award

2016 Jinniu Wealth Management Product Award

Financial Technology and Service Excellence Innovation
Award of “2017 Fintech Best Practices — Innovative
Small and Medium Bank for Risk Management”

Interbank Local Currency Market Core Dealer for 2017
and Top 300 Interbank Local Currency Market Trader
for 2017

The Banker (Britain)

China Banking Association

China Banking Association

China Financial Market, a financial magazine in
Hong Kong

Financial News

China Business Journal

National Business Daily

Jinrongjie

China Securities Journal

Financial Computerization Magazine Press

National Interbank Funding Center
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HONOURS AND AWARDS (CONTINUED)

Titles of Honour

Awarding Entity

2017 Top 50 Interbank Foreign Exchange Market Award,

Best Foreign Currency Pair Membership Award

“Best Progress Underwriter”, “Outstanding Innovative
Underwriter”, “Outstanding Interbank Market
Underwriter” and “Outstanding Green Bond
Underwriter” for 2017

“Outstanding Underwriter” for 2017

2017 Excellent China Bond Member — Excellent
Proprietary Trader — City Commercial Bank

2017 Most Popular Banking Wealth Management
Product, Highest Customer Satisfaction Bank,
Financial Support to Real Economy Achievement
Award

Customer Satisfaction Enterprise in Liaoning Province
Awarded the Advanced Unit for 2017 in the Promotion
of Financial Knowledge in the Banking Industry in

Liaoning

Outstanding Contribution Unit for Employees’ Cultural
Construction in Shenyang City

China Foreign Exchange Trading System

China Development Bank

Agricultural Development Bank of China,

Export-Import Bank of China

China Central Depositary & Clearing Co., Ltd.

LiaoShen Evening NEWS

Liaoning Association of Quality

CBRC Liaoning Bureau

Shenyang Federation of Trade Unions

“Top 10 Best Employers in Shenyang” among 2017 China  Social Research Center of Peking University,

Best Employer

Shengjing Bank Co., Ltd.

Zhilian Zhaopin



MANAGEMENT DISCUSSION AND ANALYSIS

5.1 ENVIRONMENT AND PROSPECTS

The world economy is at present sustaining a mild recovery and is coming out of the shadow from
financial crisis step by step. It is, however, also undergoing a substantial adjustment in the landscape of
the international relations and a remarkable change in the international economic order. Domestically, as
the economy is changing from the stage of speedy growth to the stage of high quality development, it
is at the crucial period of changing its methods of development, optimising its economic structure and
transforming its growth momentum. In 2018, by following the principles determined during the Central
Economic Work Conference, China will continue to adhere to the general approach of work of making
progress while maintaining stability and will also uphold the new development philosophy. By following
the requirements on quality development, the Bank will also coordinate an array of works to facilitate a
stable growth, promote reform, adjust the relevant structures, bring benefits to the people’s livelihood
and prevent risks, resulting in broadening the economic development prospects and also bringing in
opportunities for the development of the financial industry.

There is also a remarkable change in both the market environment and the policy landscape that the
banking industry is exposed to. The trend of financial disintermediation and mixed business operation
has been further reinforced. With the accelerated growth in Internet and financial technology, together
with the continuous improvement in the regulatory framework governing the “Dual Pillars”, namely the
monetary policy and macroprudential policy, the regulatory policies tend to be more comprehensive,
coordinated, refined and stringent. In the future, the banking industry will grow in an orderly manner
under a competitive environment, optimise its customers and business structures on a continuous
basis, significantly enhance its risk control capability and improve from time to time the refined

management with an aim to maximise its contributions to the real economy.

With respect to the sustainability vision of the Bank, i.e. to develop itself into “a comprehensive,
diversified and quality joint-stock commercial bank with a leading position among banks of the same
type”, the Bank will further speed up the adjustment of its business structure and the transformation of
its profit-making model in order to improve the asset efficiency and investment returns. The Bank will
also continuously improve its corporate governance structure, deepen the reforms related to systems
and mechanisms, strengthen its risk control capability and team building and also create an excellent

corporate brand with an aim to fully improving our core competitiveness.

Annual Report 2017




MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)

5.2 DEVELOPMENT STRATEGIES

In the next two to three years, the Bank will proactively adapt to the new trend of economic
development. In following the sustainability vision of the Bank, i.e. to develop itself into a
comprehensive, diversified and quality joint-stock commercial bank with a leading position among
banks of the same type”, the Bank will seize the opportunities arising as a result of deepening the
economic reform by continuously optimising the ideas and methods to serve the real economy and
effectively improving the quality and effectiveness of risk management for the purpose of achieving a
win-win situation for both itself and the regional economy.

To achieve the above objectives, the Bank will adopt the following measures. First, the Bank will
vigorously develop its light capital and light asset business so as to achieve a stable growth of
operating profit with a higher asset efficiency rate and a lesser capital consumption. Second, the Bank
will create a development approach of “One Headquarters and Two Centers” under which the head
office in the northeastern region will be the headquarters while the Beijing-Tianjin-Hebei regions will
become a centre for investment banking and interbank business and the Yangtze River Delta River
region will become the financial transaction and product innovation centre, in the hope of setting up
the three major poles of growth with complementary advantages and synergies. Third, by positioning
our customer services as those featured with strong corporate strength, solid retail foundation and
extensive network coverage, the Bank will consolidate the quality customer base and deepen the
cooperation with strategic customers in order to improve the customer satisfaction and loyalty level.
Fourth, both the capital management capability and the financial cost control will be enhanced in order
to achieve a rationalised allocation of resources and to maximise profits under capital constraints
and also to effectively improve the level of refined management. Fifth, by adhering to the prudent
and stable risk management strategies, the Bank will continuously promote the development of a
comprehensive risk management system which accord with the regulatory requirements, growth
strategies and risk-related features. Sixth, the Bank will improve its information technology standard,
strengthen the support and guidance effects of information technology in promoting business growth,
and increase the level of smart operation and management throughout the Bank. Seventh, the Bank will
deepen the reforms related to systems and mechanisms, perfect its corporate governance structure,
facilitate the reform of its organisational structure, optimise the incentive and restraint mechanism and
provide additional inputs in team building. Eighth, we will vigorously cultivate the corporate culture and
proactively perform its social responsibilities with an aim to enhancing the competitiveness of the brand

and achieving a stable improvement of the corporate image.

Shengjing Bank Co., Ltd.



MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)

5.3 BUSINESS REVIEW

In response to the opportunities and challenges emerging from the economic and financial
environment, regulatory policies, market conditions and industry competition during 2017, Shengjing
Bank took the initiative in putting the new development philosophy into practice, establishing strategic
goals and business concepts on undergoing a transformational change and adjusting the business
strategy and management method, the Bank has been experiencing a trend of steady progress,

positive development and continuous improvement in its business operation.

As at 31 December 2017, the Bank had total assets of RMB1,030.617 billion, representing a year-
on-year increase of 13.8%; balance of loans and advances to customers of RMB279.513 billion,
representing a year-on-year increase of 18.7%; balance of total deposits from customers of
RMB473.581 billion, representing a year-on-year increase of 14.0%; net profit of RMB7.574 billion,
representing a year-on-year increase of 10.1%; and non-performing loan ratio of 1.49%, representing a

year-on-year decrease of 0.25 percentage point.

In the light of the three major goals, i.e. “serving the real economy, controlling financial risks and
deepening the financial reform”, the Bank was firmly determined to implement the structural adjustment,
innovation via reform as well as development via transformation. The Bank took the initiative adjusting
its corporate development strategy, enhanced its in-depth marketing efforts targeted at the basic
clientele and, for the purpose of optimising the resources allocation for the development of the real
economy, further improved the quality and efficiency of its services in promoting the development of the
real economy. The Bank was dedicated to manage its retail customers, to achieve business innovation
and also to optimise its functions with an aim to facilitating the expansion of its service channels and
improving its services as well as promoting a diversified development of its retail business. Under
the “One Headquarters and Two Centers” strategy and the professional operation system, the Bank
accelerated the transformation of its business into a “light asset and light capital” model, further

optimised the adjustment of its business structure and improved its business development results.

The Bank strengthened the comprehensive risk management system and multi-level compliance
management system. By insisting on implementing the differentiated risk control strategy, rigorously
controlling the emergence of additional risks and preventing the incurrence of existing risks, the Bank
carried out inspections of compliance risks and self-assessments of a full range of risks, resulting
in taking the advantage of the internal audit effectively and improving the comprehensive risk
management ability of the Bank continuously.
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MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)

5.4 FINANCIAL REVIEW

5.4.1 Analysis of the Income Statement

(Expressed in thousands

For the year ended 31 December

of Renminbi, unless Change in Rate of
otherwise stated) 2017 2016 amount change
(%)

Interest income 42,277,528 36,055,533 6,221,995 17.3
Interest expense (30,201,911) (22,837,867) (7,364,044) 32.2
Net interest income 12,075,617 13,217,666 (1,142,049) (8.6)
Net fee and commission

income 1,612,758 1,913,907 (301,149) (15.7)
Net trading (losses)/gains (1,121,332) 191,051 (1,312,383) (686.9)
Net gains arising from

investments 151,085 892,217 (741,132) (83.1)
Net foreign exchange

gains/(losses) 475,938 (151,337) 627,275 N/A
Other operating income 55,617 50,372 5,245 10.4
Operating income 13,249,683 16,113,876 (2,864,193) (17.8)
Operating expenses (3,617,442) (3,730,598) 113,156 (3.0)
Impairment losses on assets (1,403,284) (3,675,411) 2,272,127 (61.8)
Profit before tax 8,228,957 8,707,867 (478,910) (5.5)
Income tax expense (654,818) (1,829,575) 1,174,757 (64.2)
Net profit 7,574,139 6,878,292 695,847 10.1

In 2017, the Bank’s profit before tax was RMB8.229 billion, representing a year-on-year decrease
of 5.5%; net profit was RMB7.574 billion, representing a year-on-year increase of 10.1%.

Shengjing Bank Co., Ltd.



MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)

5.4.1.1 Net Interest Income

Net interest income constitutes the largest component of the operating income of the
Bank, accounting for 91.1% and 82.0% of the operating income of the year of 2017 and
2016, respectively. The following table sets forth the interest income, interest expense and
net interest income of the Bank for the years indicated:

For the year ended 31 December

(Expressed in thousands of Change in Rate of
Renminbi, unless otherwise stated) 2017 2016 amount change

(%)
Interest income 42,277,528 36,055,533 6,221,995 17.3
Interest expense (30,201,911)  (22,837,867) (7,364,044) 322
Net interest income 12,075,617 13,217,666 (1,142,049) (8.6)

The following table sets forth the average balances of interest-earning assets and interest-
bearing liabilities, the related interest income or expense and the related average yields
on interest-earning assets or the related average costs of interest-bearing liabilities for the
years indicated. The average balances of the interest-earning assets and interest-bearing
liabilities for the years of 2017 and 2016 are the average balances derived from the Bank’s
management accounts and have not been audited:

For the year ended 31 December 2017 For the year ended 31 December 2016
Interest Average Interest Average
(Expressed in thousands of Renminbi, Average income/ yield/ Average income/ yield/
unless otherwise stated) balance expense cost balance expense cost
(%) (%)
Interest-earning assets
Loans and advances to customers 236,549,440 15,259,589 6.45 196,890,632 13,387,183 6.80
Financial investments 446,531,087 23397440 524 395224238 18,284,081 463
Deposits with central bank 63,608,707 918,974 144 57,363,080 862,163 150
Deposits with banks and
other financial institutions 39,070,902 1983921 508 84,603,006 2,994,430 354
Financial assets held under
resale agreements 7332,192 272,859 3.72 11,467,239 245,107 2.14
Placements with banks and
other financial institutions 9,946,886 312,482 3.14 4,799,081 97,849 2.04
Financial assets at fair value through
profit or loss 4,350,424 132,263 3.04 6,130,902 184,720 301
Total interest-earning assets 807,380,638 42,277,528 524 756478178 36,095,533 477
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MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)

For the year ended 31 December 2017 For the year ended 31 December 2016
Interest Average Interest Average
(Expressed in thousands of Renminbi, Average income/ yield/ Average income/ yield/
unless otherwise stated) balance expense cost halance expense cost
(%) (%)
Interest-bearing liabilities
Borrowings from central bank 77,356,904 2311544 299 59,216,093 1,727 404 292
Deposits from customers 429,095,818 15,898,021 371 465,991,521 14,048,925 301
Deposits from banks and
other financial institutions 70,293,030 3,434,680 489 90,954,764 3568913 391
Financial assets sold under
repurchase agreements 49723687 1,649,460 33 17162711 373,281 217
Placements from banks and
other financial institutions 41570,271 916,807 2.21 15,481,803 240,440 155
Debt securties issued 110,529,949 5,991,399 542 83990402 2,888,904 344
Total interest-bearing liabilities 778,569,699 30,201,911 388 73797314 22,837,867 312
Net interest income 12,075,617 13,217,666
Net interest margin 1.36 165
Net interest yield® 150 175
Notes:

(1) Calculated as the difference between the average yield on total interest-earning assets and

the average cost on total interest-bearing liabilities.

2) Calculated by dividing net interest income by average balance of total interest-earning assets

on annualised basis.

Shengjing Bank Co., Ltd.



MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)

The following table sets forth the changes in the Bank’s interest income and interest

expense due to changes in volume and rates for the years indicated. Volume and rate

variances have been measured based on movements in average balances over these

years, and changes in interest rates have been measured based on daily average

interest-earning assets and interest-bearing liabilities. Variances caused by changes in

both volume and interest rate have been allocated to the interest rate.

For the year ended 31 December
2017 vs. 2016

Increase/

(Expressed in thousands of Renminbi, (decrease) Net increase/
unless otherwise stated) Volume Due to Rate @ (decrease) @
Interest-earning assets
Loans and advances to customers 2,696,799 (824,393) 1,872,406
Financial investments 2,375,507 2,737,852 5,113,359
Deposits with central bank 93,684 (36,873) 56,811
Deposits with banks and other financial

institutions (1,611,836) 601,327 (1,010,509)
Financial assets held under resale

agreements (88,490) 116,242 27,752
Placements with banks and other financial

institutions 105,015 109,618 214,633
Financial assets at fair value through profit

or loss (53,592) 1,135 (52,457)
Changes in interest income 3,617,087 2,704,908 6,221,995
Interest-bearing liabilities
Borrowings from central bank 529,712 54,428 584,140
Deposits from customers (1,110,561) 2,959,657 1,849,096
Deposits from banks and other financial

institutions (807,875) 683,642 (124,233)
Financial assets sold under repurchase

agreements 706,573 569,606 1,276,179
Placements from banks and other

financial institutions 404,371 271,996 676,367
Debt securities issued 912,960 2,189,535 3,102,495
Changes in interest income expense 635,180 6,728,864 7,364,044
Changes in net interest income 2,881,907 (4,023,956) (1,142,049)

Note:

(1 Represents the average balance for the period minus the average balance for the previous

period, multiplied by the average yield or cost for the previous period.

Annual Report 2017



MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)

(2) Represents the average yield or cost for the period minus the average yield or cost for the

previous period, multiplied by the average balance for the period.

(3) Represents interest income or expense for the period minus interest income or expense for

the previous period.

5.4.1.2 Interest Income

The following table sets forth the breakdown of the interest income of the Bank for the

years indicated:

For the year ended 31 December

(Expressed in thousands of Renminbi, 2017 2016
Lnless offienise stated) Amount of total Amount of total
(%) (%)

Loans and advances to customers

Corporate loans (including discounted bills) 14,759,973 34.9 13,031,884 36.1
Personal loans 499,616 1.2 355,299 1.0
Sub-total 15,259,589 36.1 13,387,183 37.1
Financial investments 23,397,440 55.4 18,284,081 50.7
Deposits with central bank 918,974 2.2 862,163 24
Deposits with banks and

other financial institutions 1,983,921 47 2,994,430 8.3
Financial assets held under

resale agreements 272,859 0.6 245107 0.7
Placements with banks and

other financial institutions 312,482 0.7 97,849 0.3
Financial assets at fair value through

profit or loss 132,263 0.3 184,720 05
Total 42,277,528 100.0 36,055,533 100.0

The Bank’s interest income increased by 17.3% from RMB36.056 billion for the year of
2016 to RMB42.278 billion for the year of 2017, primarily due to (i) an increase in the
volume of financial investments and (ii) an increase in the volume of loans and advances

to customers.
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MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)

1. Interest Income from Loans and Advances to Customers

Interest income from loans and advances to customers constitutes an important
part of the interest income, accounting for 36.1% and 37.1% of the interest income
for the years of 2017 and 2016, respectively. The following table sets forth the
average balances of the loans and advances to customers, related interest income
and the average yield of loans and advances to customers:

For the year ended 31 December

(Expressed in thousands of 2017 2016

Renminoi, Unless othervise Average Interest Average Average Interest Average

stated) balance income Yield balance income Yield
(%) (%)

Corporate loans (including

discounted bills) 229,991,638 14,759,973 6.42 190,208,831 13,031,884 6.8
Personal loans 6,557,802 499,616 762 6,681,801 355,299 53
Total 236,549,440 15,259,589 645 196,890,632 13,387,183 6.80
2. Interest Income from Financial Investments

Interest income from financial investments increased by 28.0% from RMB18.284
billion for the year of 2016 to RMB23.397 billion for the year of 2017, mainly due to
increase in the average balance and the average yield of our financial investments.

3. Interest Income from Deposits with Central Bank

Interest income from deposits with central bank increased by 6.6% from RMB862
million for the year of 2016 to RMB919 million for the year of 2017.

4. Interest Income from Deposits with Banks and Other Financial Institutions
Interest income from deposits with banks and other financial institutions decreased
by 33.7% from RMB2.994 billion for the year of 2016 to RMB1.984 billion for the

year of 2017, mainly due to the sharp decrease in both the average balance and
the yield of the deposits with banks and other financial institutions.
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MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)

5. Interest Income from Financial Assets Held under Resale Agreements
Interest income from financial assets held under resale agreements increased by
11.3% from RMB245 million for the year of 2016 to RMB273 million for the year of
2017, mainly because SHIBOR has been on the rise since 2017, and the yield of
financial assets held under resale agreements followed the same trend.

5.4.1.3 Interest expense

The following table sets forth the principal components of the interest expense of the Bank
for the years indicated:

For the year ended 31 December

(Expressed in thousands of Renminbi, 2017 2016
unless otherwise stated) Amount of total Amount of total
(%) (%)

Borrowings from central bank 2,311,544 7.7 1,727,404 7.6
Deposits from customers 15,898,021 52.6 14,048,925 61.5
Deposits from banks and

other financial institutions 3,434,680 114 3,558,913 15.6
Financial assets sold under

repurchase agreements 1,649,460 5.5 373,281 1.6
Placements from banks and

other financial institutions 916,807 3.0 240,440 1.1
Debt securities issued 5,991,399 19.8 2,888,904 12.6
Total 30,201,911 100.0 22,837,867 100.0
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MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)

1. Interest Expense on Deposits from Customers

The following table sets forth the average balance, interest expense and average

cost for each of the components of the Bank’s deposits from customers:

(Expressed in thousands of  For the year ended 31 December 2017 For the year ended 31 December 2016
Renminbi, unless otherwise  Average Interest Average Average Interest Average
stated) balance expense Cost balance expense Cost
(%) (%)
Corporate deposits
Demand 80,004,431 767,596 096 75,399,260 679,883 0.90
Time 233,602,237 10,687,591 458 270,713,730 9,451,648 3.49
Sub-total 313,606,068 11,455,187 365 346112990 10,131,531 293

Personal deposits

Demand 14,197,540 57,369 040 13,331,088 55,221 041
Time 101,291,610 4,385,465 433 106,547,443 3,862,167 362
Sub-total 116,489,150 4,442,834 385 119,878,531 3,917,304 3.2

Total deposits from
customers 429,095,818 15,898,021 371 465991,521 14,048,925 3.01

Interest expense on deposits from customers increased by 13.2% from RMB14.049
billion for the year of 2016 to RMB15.898 billion for the year of 2017, primarily due
to the continued growth of the deposit business and higher proportion of time

deposits.
2. Interest Expense on Deposits from Banks and Other Financial Institutions
Interest expense on deposits from banks and other financial institutions decreased

by 3.5% from RMB3.559 billion for the year of 2016 to RMB3.435 billion for the year
of 2017, indicating a slight change.

Annual Report 2017




MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)

3. Interest Expense on Financial Assets Sold under Repurchase Agreements

Interest expense on financial assets sold under repurchase increased significantly
by 341.9% from RMB373 million for the year of 2016 to RMB1.649 billion for the
year of 2017, primarily due to the surge of average daily balance of financial assets
sold under repurchase agreements from RMB17.163 billion in 2016 to RMB49.724

billion in 2017 and a rise in average cost.
4. Interest Expense on Placements from Banks and Other Financial Institutions

Interest expense on placements from banks and other financial institutions
increased by 281.3% from RMB240 million for the year of 2016 to RMB917 million
for the year of 2017, mainly due to the increase of average daily balance of

placements from banks and other financial institutions and a rise in average cost.
5. Interest Expense on Debt Securities Issued

In 2017, the interest expense on the debt securities issued by the Bank amounted
to RMB5.991 billion, representing a significant increase of 107.4% as compared
to that in the same period of last year, which was mainly due to the issuance of
interbank deposits worth RMB485.3 billion in 2017.

5.4.14 Net Interest Spread and Net Interest Margin

Net interest spread is the difference between the average yield on the average balance
of the total interest-earning assets and the average cost of the average balance of the
total interest-bearing liabilities. Net interest margin is the ratio of net interest income to the

average balance of total interest-earning assets.

Net interest spread of the Bank decreased by 0.29% from 1.65% for the year of 2016
to 1.36% for the year of 2017, and the net interest margin of the Bank decreased from
1.75% for the year of 2016 to 1.50% for the year of 2017, primarily due to the rising costs
of interest-bearing liabilities on the ground that: (i) the yield of loans and advances to
customers with high returns decreased; (ii) SHIBOR increased in 2017 from the levels of
2016, and the capital cost grew higher, which led to a higher average cost of interest-
bearing liabilities as compared with 2016. Affected by these two factors, the net interest

spread recorded a decrease from the same period of last year.
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MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)

5.4.1.5 Non-interest Income

1. Net Fee and Commission Income
For the year ended 31 December
(Expressed in thousands of Change in Rate of
Renminbi, unless otherwise stated) 2017 2016 amount Change
(%)
Fee and commission income
Agency and custody services fees 1,679,156 1,930,858 (251,702) (13.0)
Settlement and clearing
services fees 155,666 156,658 (992) (0.6)
Bank card services fees 42,922 34,387 8,535 24.8
Fee and commission expense (264,986) (207,996) (56,990) 27.4
Net fee and commission income 1,612,758 1,913,907 (301,149) (15.7)

The Bank’s net fee and commission income decreased from RMB1.914 billion for
the year of 2016 to RMB1.613 billion for the year of 2017.

Fee and commission expense primarily include fees paid to third parties for the
provision of intermediary services that can be directly classified as expenses
related to the provision of such services. Fee and commission expense of the Bank
increased by 27.4% from RMB208 million for the year of 2016 to RMB265 million for
the year of 2017. The increase in fee and commission expenses was primarily due

to an increase in relevant fees of inter-bank transactions.
2. Net Trading (Losses)/Gains
For the year of 2017, the losses from the financial assets at fair value through profit

or loss amounted to RMB1.121 billion, mainly affected by the foreign exchange

swap derivatives with changes in the fair value.
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MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)

3. Net Gains Arising from Financial Investments

In 2017, the net gains arising from investments amounted to RMB151 million,
representing a decrease of 83.1% as compared with the same period in 2016. This
was mainly due to the fact that Shengjing Bank seized the opportunities of market
fluctuations and benefited from selling the bonds with floating profits held in the
account during in 2017, while relatively there was a drop in the premium income
from the disposal of bonds by the Bank in times of the upward trend of the yield
rate at the bond market in 2017.

For the year ended 31 December

(Expressed in thousands of Change in Rate of
Renminbi, unless otherwise stated) 2017 2016 amount change
(%)

Dividends from available-for-sale

equity investments 38,601 1,120 37,481 >100.0
Net gains on disposal of

available-for-sale financial assets 123,302 891,097 (767,795) (86.2)
Net losses on disposal of

held-to-maturity investments (10,818) - (10,818) N/A
Total 151,085 892,217 (741,132) (83.1)
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MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)

5.4.1.6 Operating Expenses

In 2017, the operating expense of the Bank amounted to RMB3.617 billion, representing a
year-on-year decrease of RMB113 million or 3.0%.

For the year ended 31 December

(Expressed in thousands of Renminbi, Change in Rate of
unless otherwise stated) 2017 2016 amount change

(%)
Staff costs 2,067,392 1,934,535 132,857 6.9
Business taxes and surcharges 143,641 618,822 (475,181) (76.8)
Depreciation and amortisation 371,278 328,020 43,258 13.2
Rental and property management expenses 246,688 215,007 31,681 14.7
Office expenses 296,697 298,349 (1,652) (0.6)
Other general and administrative expenses 491,746 335,865 155,881 46.4
Total operating expenses 3,617,442 3,730,598 (113,156) (3.0)
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MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)

1. Staff Costs

The following table sets forth the principal components of the staff costs of the Bank
for the years indicated:

For the year ended 31 December

(Expressed in thousands of Change in Rate of
Renminbi, unless otherwise stated) 2017 2016 amount change
(%)

- Salaries, bonuses and

allowances 1,541,573 1,442,776 98,797 6.8
- Pension and annuity 210,036 193,888 16,148 8.3
— Other social insurance 131,839 133,225 (1,386) (1.0)
- Housing allowances 83,604 74,377 9,227 124
- Supplementary retirement

benefits 973 3,268 (2,295) (70.2)
- Others 99,367 87,001 12,366 14.2
Total staff costs 2,067,392 1,934,535 132,857 6.9

In 2017, total staff costs of the Bank amounted to RMB2.067 billion, representing a
year-on-year increase of RMB133 million or 6.9%, primarily due to (i) an increase in
the number of staff of the Bank and (ii) an improvement in methods relating to the
assessment and distribution of performance-based remuneration.

2. Business Taxes and Surcharges

The business taxes and surcharges decreased by 76.8% from RMB619 million in
the year of 2016 to RMB144 million for the year of 2017, mainly due to a change in
policy by which the value-added tax was imposed in lieu of business tax effective
from 1 May 2016.

3. Office Expenses, Rental and Property Management Expenses

Office expenses, rental and property management expenses mainly include office
supplies, property rents, maintenance fees for electronic devices, security fees,
conference fees and postal, telecom and printing fees. Office expenses, rental
and property management expenses for the year of 2017 and 2016 were RMB543
million and RMB513 million, respectively.
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MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)

4. Depreciation and Amortisation

Depreciation and amortisation increased by 13.2% from RMB328 million for the
year of 2016 to RMB371 million for the year of 2017. The increase in depreciation
and amortisation was primarily due to the increase in the depreciation of fixed
assets resulting from expanded properties and equipment and the increase in the
long-term unamortised expenses of the Bank, in particular, the renovation costs of

leased properties and the expenses for opening operation outlets.

5. Other General and Administrative Expenses

Other general and administrative expense increased by 46.4% from RMB336
million in 2016 to RMB492 million in 2017.

5.4.1.7 Impairment Losses on Assets

The following table sets forth the principal components of impairment losses on assets of
the Bank for the years indicated:

For the year ended 31 December

(Expressed in thousands of Renminbi, Change in Rate of
unless otherwise stated) 2017 2016 amount change

(%)
Loans and advances to customers 1,312,612 2,744,374 (1,431,762) (52.2)
Loans and receivables 134,000 646,000 (512,000) (79.3)
Others (43,328) 285,037 (328,365) (115.2)
Total 1,403,284 3,675,411 (2,272,127) (61.8)

5.4.1.8 Income Tax Expense

During the year of 2017, income tax expense of the Bank amounted to RMB655 million,
representing a decrease of RMB1,175 million or 64.2% compared with the previous
year. The effective tax rate of the Bank was 7.96%, representing a decrease of 13.05%
compared with the previous year.
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MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)

5.4.2 Analysis of the Statement of Financial Position
5421 Assets

Total assets of the Bank as at 31 December 2017 and 2016 were RMB1,030.617 billion
and RMB905.483 billion, respectively. The principal components of our assets are (i)
loans and advances to customers, (ii) financial investments, (iii) deposits with banks and
other financial institutions, and (iv) cash and deposits with central bank, which accounted
for 26.4%, 55.0%, 3.4% and 8.2%, respectively, of total assets of the Bank as at 31
December 2017. The following table sets forth the balances of principal components of
total assets of the Bank as at the dates indicated:

(Expressed in thousands of As at 31 December 2017 As at 31 December 2016
Renminbi,unless otherwise stated) Amount of total Amount of total
(%) (%)

Assets
Gross loans and advances to customers 279,513,418 271 235,416,650 26.0
Provision for impairment losses (7,730,631) (0.7) (6,535,918) (0.7)
Net loans and advances to customers 271,782,787 26.4 228,880,732 25.3
Financial investments ™ 566,365,837 55.0 463,365,698 51.2
Deposits with banks and

other financial institutions 35,414,260 3.4 90,789,790 10.0
Cash and deposits with

central bank 84,201,957 8.2 71,375,747 7.9
Financial assets held under

resale agreements 20,339,752 2.0 16,039,394 1.8
Placements with banks and

other financial Institutions 34,327,733 3.3 21,138,110 2.3
Derivative financial assets 429,386 0.0 276,546 0.0
Precious metal 274,310 0.0 - -
Other assets @ 17,481,409 1.7 13,616,630 15
Total assets 1,030,617,431 100.0 905,482,647 100.0

Notes:
(1) Includes held-to-maturity investments, receivables and available-for-sale financial assets, but

excludes financial assets at fair value through profit or loss for the period.

(2) Includes interest receivables, property and equipment, other receivables, deferred income
tax assets and other assets.
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MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)

Total assets of the Bank increased by 13.8% from RMB905.483 billion as at 31 December
2016 to RMB1,030.617 billion as at 31 December 2017. The growth in total assets of
the Bank was largely the result of the economic growth of Liaoning Province, which was
driven by the national strategy to revitalize the Northeast rustbelt, the implementation of
the Bank’s cross-region operations, the rapid growth of our customer base and various
business lines, and the increase in loans and advances to customers and financial

investments.

1. Loans and Advances to Customers

The total loans and advances to customers made by the Bank as of 31 December
2017 amounted to RMB279.513 billion with an increase of 18.7% compared with
the end of the previous year. The total loans and advances to customers accounted
for 27.1% of total assets with an increase of 1.1 percentage points compared with
the end of the previous year.

(Expressed in thousands of As at As at

Renminbi, unless otherwise 31 December 2017 31 December 2016

stated) Amount of total Amount of total
(%) (%)

Corporate loans
—Corporate loans 262,549,690 94.0 223,598,360 95.0
—Discounted bills 1,955,529 0.7 3,657,876 1.6

Personal loans

—Residential mortgage 9,227,270 & 4,519,168 1.9
—Personal consumption loans 3,988,457 14 2,502,220 11
—Credit cards 674,173 0.2 523,837 0.2
—Personal business loans 1,062,927 0.4 534,159 0.2
—Others 55,372 0.0 81,030 0.0

Total loans and advances
to customers 279,513,418 100.0 235,416,650 100.0
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MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)

The loans and advances to customers made by the Bank consist mainly of
corporate loans (including discounted bills) and personal loans. Corporate loans
constitute the largest component of the Bank'’s loan portfolio. The Bank’s corporate
loans as at 31 December 2017 and 31 December 2016 amounted to RMB264.505
billion and RMB227.256 billion, respectively, and accounted for 94.7% and 96.6%,
respectively, of total loans and advances to customers made by the Bank, mainly
attributable to (i) the Bank’s continuous focus on extending loans to enterprises in
key industries, such as the wholesale and retail industry, manufacturing industry
and renting and business activities; and (ii) increases in the relevant loan balance
as a result of the Bank’s continuous efforts to strengthen the business cooperation

with key quality corporate clients.

The personal loans of the Bank mainly include residential mortgage, personal
business loans, credit cards, personal business loans and other personal loans.
The balance of personal loans amounted to RMB15.008 billion, representing an
increase of RMB6.848 billion or 83.9% when compared to that at the end of the
previous year, and accounted for 5.3% of total loans and advances to customers.
Among personal loans, residential mortgage increased by RMB4.708 billion or
104.2% when compared to that at the end of the previous year, mainly driven by the
demand from the personal residential mortgage loan market; personal consumption
loans increased by RMB1.486 billion or 59.4% when compared to that at the end of
the previous year. Given China’s economic development and the growth of people’s
income and consumption demands, the Bank offered more personal consumption
loans and expanded the customer base via marketing network expansion, thereby

driving the growth of personal consumption loans.
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MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)

1) Loans by collateral

As at 31 December 2017 and 31 December 2016, loans secured by
mortgages, pledges or guarantees, in aggregate, represented 93.4% and
91.2% of total loans and advances to customers. If a loan is secured by more
than one form of collateral, the entire amount of such loan is allocated to the
category representing the primary form of collateral. The following table sets
forth the distribution of loans and advances to customers by collateral type as
at the dates indicated:

(Expressed in thousands As at As at

of Renminbi, unless 31 December 2017 31 December 2016

otherwise stated) Amount of total Amount of total
(%) (%)

Loans secured by

mortgages loans 109,919,300 393 101,776,176 432
Loans secured by pledges 25,017,254 9.0 19,358,290 8.2
Guaranteed loans 126,048,740 451 93,531,633 39.8
Unsecured loans 18,528,124 6.6 20,750,551 8.8

Total loans and advances
to customers 279,513,418 1000 235,416,650 100.0

The structure of collaterals of the Bank’s loans and advances to customers
is stable, and the Bank’s capability of mitigating risks is solid. As at 31
December 2017, the balance of loans secured by mortgages, pledges and
guarantee amounted to RMB260.985 billion, representing an increase of
RMB46.319 billion or 21.6% compared with that at the end of the previous
year, accounting for 93.4% of total loans and advances to customers, which
indicated a higher proportion than that at the end of the previous year; the
balance of unsecured loans was RMB18.528 billion, representing a decrease
of RMB2.222 billion when compared with that at the end of the previous
year, accounting for 6.6% of total loans and advances to customers, which

indicated a lower proportion than that at the end of the previous year.
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MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)

2) Changes in provision for impairment on loans and advances to customers

The following table sets forth the changes in the provision for impairment on
loans and advances to customers for the periods indicated:

As at 31 December 2017 As at 31 December 2016
Provisionfor ~ Provisionfor ~ Provision for Provisionfor ~ Provisionfor ~ Provision for
impairment  impaired loans  impaired loans impairment  impaired loans  impaired loans
onloansand  andadvances  and advances onloansand  andadvances  and advances
(Expressed in thousands of  advances which - which are - which are advances which - which are - which are
Renminbi, unless otherwise are collectively collectively individually are collectively collectively individually
stated) assessed assessed assessed Total assessed assessed assessed Total
Balance as at the
beginning of the year 4379900 102,589 2,053,429 6,935,918 3,612,734 29142 286,754 3,928,630
Charge for the year 1983,638 73543 472,843 2,530,024 1418847 86,892 2,000,914 3,506,653
Release for the year (857,152) (54972) (305,288) (1,217.412) (651,681) (13,186) (97,412) (762,219)
Disposals for the year - - - - - - - -
Unwinding of discount - - (110,278) (110,278) - - (43,380) (43,380)
Write-offs for the year - (8,866) - (8,866) - (281) (97,297) (97,578)
Recoveries for the year - 27 1218 1,245 - 22 3,850 3872
Balance as at the end
of the year 5,506,386 112,321 2,111,924 7,130,631 4,379,900 102,589 2,053,429 6,535,918

Provision for impairments on loans and advances to customers increased by
18.3% from RMB6.536 billion as of 31 December 2016 to RMB7.731 billion as
of 31 December 2017, mainly because the Bank properly increased the loan
provision ratio as a result of changes in the macro-economic conditions and

the relevant requirements of the regulatory authorities.
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MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)

2. Financial Investments

As of 31 December 2017 and 31 December 2016, the respective financial
investments (including loans and receivables, available-for-sale financial assets and
held-to-maturity investments, but excluding financial assets at fair value through
profit or loss) of the Bank amounted to RMB566.366 billion and RMB463.366 billion,

representing 55.0% and 51.2% of total assets of the Bank, respectively.

(Expressed in thousands of As at 31 December 2017 As at 31 December 2016
Renminbi, unless otherwise stated) Amount of total Amount of total
(%) (%)

Available-for-sale financial assets 103,729,104 18.4 46,328,907 10.0
- Bonds issued by policy banks 18,086,614 882 13,740,574 3.0
- Government bonds 2,579,626 0.5 25,235,064 54
- Bonds issued by banks and other

financial institutions 20,235,766 36 404,796 0.1
- Corporate bonds 7,661,698 1.4 6,564,448 1.4
- Wealth management products

issued by financial institutions 4,710,000 08 - -
- Investment funds 50,071,375 8.8 - -
- Equity investment 384,025 0.1 384,025 0.1
Held-to-maturity investments 224,536,165 39.6 171,504,761 37.0
- Bonds issued by policy banks 91,460,083 16.1 65,800,264 14.2
- Government bonds 107,016,384 18.9 75,012,016 16.2
- Bonds issued by banks and other

financial institutions 25,166,186 4.4 29,766,124 6.4
— Corporate bonds 893,512 0.2 926,357 0.2
Investments classified as

receivables 238,100,568 420  245532,030 53.0

- Investment management
products managed by securities

companies 137,276,867 242 156,798,192 339
- Investment management products

under trust scheme 99,736,701 17.6 69,940,838 151
- Wealth management products

issued by financial institutions 2,500,000 0.4 20,072,000 43
Less: Provision for loans and

receivables (1,413,000) (0.2) (1,279,000) (0.3)

Total 566,365,837 100.0 463,365,698 100.0
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MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)

The total financial investments of the Bank increased by 22.2% from RMB463.366
billion as of 31 December 2016 to RMB566.366 billion as of 31 December 2017.
Held-to-maturity investments increased by RMB53.031 billion as compared with

that at the end of the previous year. This was mainly due to increase in the liquidity

reserves of the Bank caused by the increase in the Bank’s holding of government

bonds and bonds issued by policy banks which are of high liquidity and low risks.

Financial investments in relation to loans and receivables decreased by RMB7.431

billion compared with that at the end of the previous year, mainly attributable to the

maturity of the asset management plans of the Bank and some wealth management

products issued by financial institutions purchased by the Bank.

2.1

5.4.2.2 Liabilities

Changes in the provision for investments classified as receivables

As at As at

(Expressed in thousands of 31 December 31 December

Renminbi, unless otherwise stated) 2017 2016
Balance at the beginning

of the year (1,279,000) (633,000)

Provision for the year (134,000) (646,000)

Balance as at the end of the year (1,413,000) (1,279,000)

As of 31 December 2017 and 31 December 2016, the total liabilities of the Bank were
RMB978.362 billion and RMB859.108 billion, respectively. The Bank’s liabilities mainly

consisted of (i) deposits from customers; (ii) deposits from banks and other financial

institutions; (iii) debt securities issued; and (iv) financial assets sold under repurchase
agreements, accounting for 48.4%, 15.7%, 14.4% and 7.7%, respectively, with respect to
the Bank’s total liabilities as of 31 December 2017.
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MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)

The following table sets forth the components of the Bank’s total liabilities for the dates

indicated:
(Expressed in thousands of As at 31 December 2017 As at 31 December 2016
Renminbi, unless otherwise stated) Amount of total Amount of total
(%) (%)
Borrowings from central bank 48,160,000 49 118,800,000 13.8
Deposits from customers 473,580,808 48.4 415,246,159 48.3
Deposits from banks and
other financial institutions 153,651,596 15.7 143,378,530 16.7
Derivative financial liabilities 1,268,879 0.1 14,206 0.0
Financial liabilities at fair value
through profit or loss 18,553,887 1.9 - -
Financial assets sold under
repurchase agreements 75,623,265 7.7 40,285,591 4.7
Debt securities issued 140,920,240 14.4 87,289,181 10.2
Placements from banks and
other financial institutions 51,323,948 52 38,940,901 45
Other liabilities™ 15,279,152 1.7 15,153,453 1.8
Total 978,361,775 100.0 859,108,021 100.0
Note:
(1 Including interest payable, amounts in settlement accounts, staff’'s remuneration payable,

deferred income, tax payable, amounts in dormant accounts and other liabilities.
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MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)

1. Deposits from Customers

The Bank provides demand and time deposit products to corporate and personal
customers. The following table sets forth the Bank’s deposits from customers, and

product types as of the dates indicated:

(Expressed in thousands As at As at

of Renminbi, unless 31 December 2017 31 December 2016

otherwise stated) Amount of total Amount of total
(%) (%)

Corporate deposits

Demand deposits 114,625,939 24.2 74,575,104 17.9

Time deposits 172,364,434 36.4 165,133,167 39.8

Sub-total 286,990,373 60.6 239,708,271 57.7

Personal deposits

Demand deposits 14,551,352 3.1 14,398,743 35
Time deposits 127,528,837 26.9 111,842,098 26.9
Sub-toal M0t 00 wa0sd 04
Otterdeposit” _ 4026 94 _ w27047 119
Total 473,580,808 100.0 415,246,159 100.0
Note:

(1) Mainly including pledged deposits.
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MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)

As of 31 December 2017, the Bank’s total deposits from customers amounted to
RMB473.581 billion, with an increase of RMB58.335 billion or 14.0% as compared
with the number recorded at the end of the previous year. Total deposits from
customers accounted for 48.4% with respect to the total liabilities, representing an

increase of 0.1% as compared with the end of the previous year.

In 2017, the Bank’s deposits from customers maintained a steady growth, mainly
due to an increase in corporate deposits, of which, demand deposits and time
deposits from corporate customers increased by 53.7% and 4.4%, respectively as
compared with the end of the previous year. This was primarily due to the fact that
the Bank furthered its efforts in implementing the client-based marketing strategies,
optimised its service channels and promoted the development of its branch

network, resulting in attracting additional customers.

2. Debt Securities Issued

The following table sets forth the components of the Bank’s debt securities issued
for the dates indicated:

As at As at
31 December 31 December
(Expressed in thousands of Renminbi, 2017 2016
unless otherwise stated) Amount Amount
Tier 2 capital bond with fixed rate
maturing in May 2024 2,200,000 2,200,000
Tier 2 capital bond with fixed rate
maturing in December 2025 10,000,000 10,000,000
Tier 2 capital bond with fixed rate
maturing in December 2027 6,000,000 -
Financial fixed rate bonds
maturing in August 2019 5,000,000 5,000,000
Financial fixed rate bonds
maturing in August 2021 2,000,000 2,000,000
Interbank certificates of deposit issued 115,720,240 68,089,181
Total 140,920,240 87,289,181
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MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)

The Bank issued tier-two capital bonds of commercial banks in the aggregate of
RMB2,200 million in the national inter-bank bond market on 28 May 2014. The term
of maturity of such bonds is 10 years. The interest rate is calculated based on fixed
interest rate per annum. The coupon rate is interest-bearing fixed rate of 6.18%.
Interest on such bonds shall be paid once per year. Upon approval by the CBRC,
the Bank could choose to redeem the current bond in a lump sum at a whole or at
a portion per the face value on the last day of the fifth interest calculating year for

such bonds.

The Bank issued tier-two capital bonds of commercial banks in the aggregate of
RMB10 billion in the national inter-bank bond market on 4 December 2015. The
term of maturity of such bonds is 10 years. The interest rate is calculated based on
fixed interest rate per annum. The coupon rate is interest-bearing fixed rate of 4.57%.
Interest on such bonds shall be paid once per year. Upon approval by the CBRC,
the Bank could choose to redeem the current bond in a lump sum at a whole or at
a portion per the face value on the last day of the fifth interest calculating year for

such bonds.

The Bank issued tier-two capital bonds of commercial banks in the aggregate of
RMB6 billion in the national inter-bank bond market on 18 December 2017. The
term of maturity of such bonds is 10 years. The interest rate is calculated based on
fixed interest rate per annum. The coupon rate is interest-bearing fixed rate of 4.90%.
Interest on such bonds shall be paid once per year. Upon approval by the CBRC,
the Bank could choose to redeem the current bond in a lump sum at a whole or at
a portion per the face value on the last day of the fifth interest calculating year for

such bonds.

The Bank issued financial fixed rate bonds in the aggregate of RMB5 billion on
26 August 2016 with the term of maturity of 3 years and an annual coupon rate of
3.00%.

The Bank issued financial fixed rate bonds in the aggregate of RMB2 billion on

26 August 2016 with the term of maturity of 5 years and an annual coupon rate of
3.10%.
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MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)

In 2017, the Bank in total issued the fixed-rate interbank certificates of deposit with
a nominal value of RMB485.310 billion with the coupon rate of 3.75% to 5.55% with

one-off interest payment on a term all within one year.

As of 31 December 2017, the balance of interbank certificates of deposit issued by
the Bank was RMB115.720 billion.

54.2.3 Equity

The following table sets forth the components of the equity of the Bank as of the dates

indicated:
(Expressed in thousands of As at 31 December 2017 As at 31 December 2016
Renminbi, unless otherwise stated) Amount of total Amount of total
(%) (%)

Share capital 5,796,680 111 5,796,680 125
Capital reserve 11,855,505 22.7 11,855,505 255
Surplus reserve 5,352,502 10.2 4,666,968 10.1
General reserve 11,034,031 21.1 9,267,100 20.0
Investment revaluation reserve (335,375) (0.6) (92,044) (0.2)
Reserve on remeasurement of

defined benefit liability (6,076) (0.0) (5,468) (0.0)
Retained earnings 17,984,108 344 14,305,688 30.8
Non-controlling interests 574,281 1.1 580,197 1.3
Total equity 52,255,656 100.0 46,374,626 100.0
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MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)

5.4.3 Loan quality analysis
5.4.3.1 Breakdown of loans by the five-category classification
The following table sets forth the distribution of the Bank’s loans and advances to

customers by the five-category loan classification as of the dates indicated. The non-

performing loans of the Bank are classified as substandard, doubtful and loss.:

(Expressed in thousands of 31 December 2017 31 December 2016
Renminbi, unless otherwise stated) Amount of total Amount of total
(%) (%)
Normal 270,618,933 96.8 225,793,939 95.9
Special mention 4,738,655 1.7 5,516,390 2.3
Substandard 3,892,356 1.4 3,915,006 17
Doubtful 226,086 0.1 171,128 0.1
Loss 37,388 0.0 20,187 0.0

Total loans and advance to
customers 279,513,418 100.0 235,416,650 100.0

Non-performing loans 4,155,830 1.49 4,106,321 1.74

In 2017, the Bank continued to enhance its comprehensive risk management, to rigorously
manage the incurrence of any additional risk and to intensify its effects in preventing the
existing risks, and as a result there was a continuous improvement in the quality of our
credit assets. As of 31 December 2017, the balance of non-performing loans of the Bank
amounted to RMB4.156 billion and the non-performing loan ratio was 1.49%, representing
a decrease of 0.25 percentage point as compared to the ratio recorded at the end of the

previous year.
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MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)

5.4.3.2 Concentration of loans
1. Concentration by Industry and Distribution of Non-performing Loans
Corporate loans consist of loans to customers in a broad range of industries. The

following table sets forth the breakdown of loans and non-performing loans by the

industry as of the dates indicated:

(Expressed in thousands of 31 December 2017 31 December 2016
Renminbi, unless otherwise Non-performing  Non-performing Non-performing ~ Non-performing
stated) Loan amount of total loan amount loanratio  Loan amount of total loan amount loan ratio
(%) (%) (%) (%)

Wholesale and retal 100,926,576 36.1 402,498 040 73,940,527 314 497,053 067
Renting and husiness

activities 43.369,518 15.6 4,991 0.01 34,912,668 148 - -
Manufacturing 40,540,165 145 3,251,045 8.02 36,474,375 155 2,821,607 7.75
Real estate 28,298,413 101 13922 0.05 30,306,590 129 309,062 102
Construction 10,241,283 37 286,594 2.80 7,430,303 32 303,900 409
Transportation, storage and

postal services 7,529,093 2.7 2,000 0.03 9,880,743 42 2,000 0.02
Production and supply of

electric power, heat,

gas and water 4,624 882 1.7 - - 4,315,242 18 - -
Mining 2,821,800 1.0 - - 2,183,200 09 - -
Culture, sports and

entertainment 2,521,612 09 10,000 040 2,876,880 12 - -
Accommodation and catering 6,151,850 22 8,760 0.14 5,622,820 24 8,820 0.16
Agriculture, forestry, animal

husbandry and fishery 2618419 09 58,000 2.22 2,098,825 09 47500 2.26
Household and other service 1,696,850 06 - - 3,045,3% 13 - -
Public administration and

social organisation 180,000 0.1 - - 398,000 02 - -
QOthers 11,023,229 39 4,988 0.05 10,112,792 43 2,300 0.02
Discounted hills 1955,629 0.7 - - 3,657,876 16 - -
Personal loans 15,008,199 53 113,032 0.75 8,160,414 34 108,079 132
Total 219513418 1000 4,155,830 149 235,416,650 1000 4,106,321 174

Note: Non-performing loan ratio of an industry is calculated by dividing the balance of

non-performing loans of the industry by the balance of loans granted to the industry.
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MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)

As of 31 December 2017, loans provided to customers in the industries of (i)
wholesale and retail, (ii) renting and business activities, (iii) manufacturing and (iv)
real estate represented the largest components of the Bank’s corporate loans. As
of 31 December 2017 and 31 December 2016, the balance of loans provided to
the corporate customers in the four industries mentioned above were RMB213.135
billion and RMB175.634 billion, respectively, accounting for 76.3% and 74.6%,
respectively, with respect to the Bank’s loans and advances to customers. The
wholesale and retail industry and the renting and business activities experienced
the greatest increase, by 36.5% and 24.2% or by RMB26.986 billion and RMB8.457
billion, respectively.

2. Concentration of Borrowers
Loans to the ten largest single borrowers
The following table sets forth the borrowing amounts of the ten largest single

borrowers as at 31 December 2017. As of the same date, all such loans were
classified as normal.

(Expressed in thousands of 31 December 2017
Renminbi, unless otherwise stated) Industry involved Amount of the total
(%)

Customer
Customer A Real estate 5,350,000 1.91
Customer B Renting and

business activities 5,161,000 1.85
Customer C Manufacturing 4,350,300 1.56
Customer D Wholesale and retall 3,900,000 1.40
Customer E Real estate 3,221,280 1.15
Customer F Water, environment

and public facilities

management 2,980,000 1.07
Customer G Manufacturing 2,700,000 0.97
Customer H Real estate 2,700,000 0.97
Customer | Wholesale and retall 2,540,000 0.91
Customer J Transportation, storage

and postal services 2,500,000 0.89
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MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)

3.

Distribution of Non-performing Loans by Product Type

The following table sets forth the loans and non-performing loans by product type as

of the dates indicated:

31 December 2017 31 December 2016

(Expressed in thousands of Non-performing - Non-performing Non-performing  Non-performing
Renminbi, unless otherwise stated) Loanamount  loan amount loanratio  Loanamount  loan amount loan ratio
(%) (%)

Corparate loans 264506219 4042798 153 221,256,236 3,998,242 176
Short-term loans 113812617 4,015,798 353 93534756 3781992 404
Medium and long term loans 148 737,073 27,000 002 130,063,604 216,250 017
Discounted bills 1,995,529 - 0.00 3,657,876 - 0.00
Personal loans 15,008,199 113,032 0.7 8160414 108,079 132
Residential morigage 9227210 56,170 0.61 4519168 52,262 116
Personal business loans 1,062,927 14332 13 534,159 28506 534
Personal consumption loans 3,988,467 19,564 049 2,502,220 11,500 046
Credit card overdrawn 674,173 22,266 330 523,837 15,711 3.00
Other 55312 700 126 81,030 100 0.12
Total 219513418 4,155,830 149 235416650 4,106,321 174

The non-performing loan ratio, defined as non-performing loans divided by the
Bank’s total loans and advances to customers, was 1.49% as of 31 December 2017
and 1.74% as of 31 December 2016.

As of 31 December 2017 and 31 December 2016, the non-performing loan ratio
of the Bank’s corporate loans (including discounted bills) was 1.53% and 1.76%,

respectively.

As of 31 December 2017 and 31 December 2016, the non-performing loan ratio of
the Bank’s personal loans was 0.75% and 1.32%, respectively.
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MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)

4. Overdue Loans and Advances to Customers

The following table sets forth the aging analysis of the Bank’s overdue loans and
advances to customers for the dates indicated:

(Expressed in thousands of 31 December 2017 31 December 2016
Renminbi, unless otherwise stated) Amount of total Amount of total
(%) (%)

Overdue within 3 months 1,244,158 23.4 2,261,976 36.7
Overdue more than 3 months

to 1 year 636,084 12.0 3,333,890 54.1
Overdue more than 1 year and

within 3 years 3,244,589 61.1 493,718 8.0
Overdue more than 3 years 187,423 8IS 76,751 1.2

Total overdue loans and
advances to customers 5,312,254 100.0 6,166,335 100.0

Note: Overdue loans and advances to customers include credit card advances.
5.4.4 Segment information
5.4.4.1 Summary of Geographical Segment
The Bank is mainly operating within China. It has 18 branches in five provinces and

municipalities directly under the Central Government. It has also established seven
subsidiaries in Liaoning Province, Shanghai and Zhejiang Province.

Operating income As at 31 December Non-current assets
(Expressed in thousands of
L ‘ 2017 2016 31 December 2017 31 December 2016

Renminbi, unless otherwise
stated) Amount Percentage Amount Percentage Amount Percentage Amount Percentage

(%) (%) (%) (%)
Northeast China 11,526,922 87.0 14,263,677 885 5,169,995 935 4,594,028 94
North China 1,294,866 98 1,247 406 7 327,394 59 353,087 71
QOthers 427,89 32 602,793 38 34121 0.6 24141 05
Total 13,249,683 100.0 16,113,876 1000 5531510 1000 4,971,256 1000
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MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)

54.42 Summary of Business Segment

The Bank manages its business by lines and geographical areas. Consistent with the way

in which information is reported internally to the Bank’s management for the purposes of

resource allocation and performance assessment, the Bank defines the following reporting

segments based on the operating segments:

As at 31 December

(Expressed in thousands of Renminbi, 2017 2016

unless otherwise stated) Amount of total Amount of total
(%) (%)

Operating in-come

Corporate banking 7,453,248 56.3 11,444,430 71.0

Personal banking 1,247,347 9.4 1,056,891 6.6

Treasury business 4,482 436 33.8 3,594,702 22.3

Others 66,652 05 17,853 0.1

Total 13,249,683 100.0 16,113,876 100.0

Annual Report 2017



MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)

5.4.5 Analysis of Off-balance Sheet Items

Credit commitments and other off-balance sheet items of the Bank mainly include bank

acceptances, issued letters of credit, issued letters of guarantee, unused credit card

commitments, operating lease commitments and capital commitments. Credit commitments

constitute the major component of off-balance sheet items, and consist of bank acceptances,

issued letters of credit, issued letters of guarantees, and unused credit card commitments.

Bank acceptances are commitments made to the payment for a bank draft issued by the

Bank’s customers. The letters of guarantees and the letters of credit are issued by the Bank to

guarantee the customer’s contractual performance for a third party. The following table sets forth

the Bank’s credit commitments, and other off-balance sheet items as at the dates indicated:

(Expressed in thousands of Renminbi,

31 December

31 December

unless otherwise stated) 2017 2016
Unused credit card commitments 2,246,054 2,146,488
Guarantees, acceptances and letters of credit 170,781,889 152,442,135
Operating lease commitments 670,345 653,877
Capital commitments 506,604 1,489,017
Pledged assets 230,677,111 162,656,903
Total 404,882,003 319,388,420
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MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)

5.5 BUSINESS OVERVIEW

5.5.1 Corporate Banking Business

(Expressed in thousands of For the year ended 31 December
Renminbi, unless otherwise stated) 2017 2016 Rate of change
(%)
External net interest income 3,074,065 5,276,840 (41.7)
Internal net interest income 3,263,264 4,641,628 (29.7)
Net interest income 6,337,329 9,918,468 (36.1)
Net fee and commission income 1,092,152 1,493,971 (26.9)
Other operating income 23,767 31,991 (25.7)
Impairment losses on assets (1,242,791) (2,965,388) (58.1)
Operating expenses (2,494,393) (2,556,271) (2.4)
—Depreciation and amortisation (272,077) (245,159) 11.0
—Others (2,222,316) (2,311,112) (3.8)
Profit before tax 3,716,064 5,922,771 (37.3)
Capital expenditure 682,966 668,133 2.2
(Expressed in thousands of As at 31 As at 31
Renminbi, unless otherwise stated) December 2017  December 2016 Rate of change
(%)
Segment assets 306,888,617 271,909,537 12.9
Segment liabilities 347,859,946 294,518,492 18.1
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MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)

5.5.1.1 Corporate Deposits

The corporate deposits showed a stable growth. The Bank actively enforced the
strategy of customer development, further implemented customer-oriented marketing
approaches, continuously improved the deposit contribution from strategic customers,
dug out potential fiscal capital, maintained a steady growth in basic customers and further
expanded the scale of cash collection from customers and agency settlement. As at 31
December 2017, the balance of corporate deposits of the Bank amounted to RMB286.99
billion, which accounted for 60.6% of the balance of total deposits, and led to an increase
of RMB47.282 billion or 19.7% compared to last year.

According to the information provided by the Business Management Department of the
PBOC Shenyang Branch, as at 31 December 2017, the balance of Renminbi corporate
deposits with the Bank in Shenyang area amounted to RMB223.772 billion, ranking first
among the banks in Shenyang area for consecutive years. The Renminbi corporate
deposits with the Bank in Shenyang area represent a market share of 25%, increased by
8 percentage points from the end of last year.

5.5.1.2 Corporate Loans

In line with the development of the real economy, the Bank effectively seized the
opportunities brought by the transformation in the regional economic structure,
optimised the allocation of its credit resources, and increased credit granting to quality
industries and customers. As at 31 December 2017, the balance of our corporate loans
(excluding discounted bills) amounted to RMB262.550 billion, representing an increase of
RMB38.952 billion or 17.4% as compared to last year.

Firstly, the Bank adhered to serving the real economy and supporting the transformation
and upgrading of the local economy. The Bank actively involved itself in the practice of
regional economic transformation and development, and further enhanced the business
cooperation with key quality customers in the region. Secondly, the Bank made greater
effort to support small and medium-sized enterprises, effectively eased their financing
problems and actively provided finance services to small and medium-sized enterprises.
In addition, the Bank vigorously engaged in businesses such as receivables pledge,
share pledge, trademark right pledge, warehouse receipt pledge and patent right
pledge, so as to satisfy the customers’ financing demands in all respects. Thirdly, the
Bank increased its support to the supply side reform. We took initiative to assist the
equipment manufacturing industry and other traditional industries in their transformation
and upgrading, while providing great support to the development of emerging strategic
industries such as environment and information technology industries, and at the same
time took active measures to properly address the problem of surplus capacity of steel
and coal industries.
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MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)

5.5.2 Retail Banking

(Expressed in thousands of For the year ended 31 December

Renminbi, unless otherwise stated) 2017 2016 Rate of change
(%)

External net interest expense (3,943,219) (3,562,095) 10.7
Internal net interest income 4,680,749 4,208,432 11.2
Net interest income 737,530 646,337 141
Net fee and commission income 509,817 408,906 24.7
Other operating income - 1,648 (100.0)
Impairment losses on assets (26,493) (64,023) (58.6)
Operating expenses (758,728) (681,626) 1.3

—Depreciation and amortisation (84,447) (70,862) 19.2

—Others (674,281) (610,764) 10.4
Profit before tax 462,126 311,242 48.5
Capital expenditure 211,981 193,121 9.8
(Expressed in thousands of As at 31 As at 31

Renminbi, unless otherwise stated)

December 2017

December 2016

Rate of change

(%)
Segment assets 31,484,360 15,508,795 >100.0
Segment liabilities 149,457,550 132,016,734 13.2

5.5.2.1 Personal Deposits

The Bank further consolidated its traditional strength in payroll agency service and
agency collection and payment service. Focusing on customers’ requirements, we
improved our long chain financial construction and optimised customers experience in
electronic function. We also greatly pushed forward innovation in smart deposit products.
Through a series measures, including flexible deposit terms, interest payment methods
and product portfolios, we drove the growth of personal deposits. As at 31 December
2017, the balance of our personal deposits amounted to RMB142.080 billion, representing
an increase of RMB15.839 billion or 12.6% compared to the end of the previous year,
of which the balance of Shenyang area amounted to RMB117.715 billion, representing
17.8% of the balance of all financial institutions in Shenyang. The increase in our deposits
amounted to RMB11.142 billion, representing a share of 32.7% of the total increase of all
financial institutions in Shenyang. Both our balance of and increase in personal deposits
ranked the first in Shenyang.
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MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)

5.5.2.2 Personal Loans

By exploiting our advantages in “light capital” in retail business, the Bank made all
efforts to push forward the development of the retail credit business of the Bank through
implementing differentiated customer entry and pricing management, strengthening
interaction in supervising and incentive regime, focusing on product innovation and
channel construction, and speeding up credit granting. Personal loans (including
mortgage loans, personal consumption loans, credit cards, personal business loans and
other personal loans) increased by RMB6.848 billion or 83.9% to RMB15.008 billion as
compared to the end of the previous year, of which personal mortgage loans increased by
RMB4.708 billion to RMB9.227 billion compared to the end of the previous year; personal
consumption loans increased by RMB1.486 billion to RMB3.988 billion compared to the
end of the previous year; and personal business loans and other personal loans increased
by RMB503 million to RMB1.118 billion compared to the end of the previous year.

5.5.2.3 Bank Cards

The Bank vigorously promoted the function expansion and upgrading of bank card use,
such as easy payment through bank cards and account management, and continuously
improved customers card use experience, resulting in rapid increase in cards insurance.
As at 31 December 2017, the Bank has issued 11.6256 million debit cards in total,
representing an increase of 1.6987 million compared to the beginning of the year, with
total expenditures of RMB27.234 billion.

55.2.4 Wealth Management Business

Adhering to a prudent investment philosophy, the Bank actively expanded its investment
fields, deepened the cooperation of interbank business, intensified the autonomous
investment in primary market securities, and launched the first wealth management
scheme and direct financing tool among the urban commercial banks in northeast
China. Furthermore, we continuously innovated categories of perpetual open-end wealth
management products and lunched wealth management business transfer function. As a
result, our competitiveness in product category and business function was strengthened
greatly and the value of our wealth management products brand was enhanced steadily.
As at 31 December 2017, the Bank offered a total of 704 tranches of wealth management
products, amounting to RMB123.517 billion, with a renewed balance of RMB47.383
billion. The Bank gained an income of RMB494 million from wealth management, and was
awarded the “Best Urban Commercial Bank” for comprehensive abilities by the China
Banking Association, the “Taurus Wealth Management Product” by Xinhua News Agency,
and “Outstanding Urban Commercial Bank” by China Banking Wealth Management
Registration Center for wealth management information registration.
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MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)

(Expressed in thousands of Renminbi,

5.5.3 Capital Business and Investment Banking

For the year ended 31 December

unless otherwise stated) 2017 2016 Rate of change
(%)
External net interest income 12,944,771 11,502,921 12.5
Internal net interest expense (7,944,013) (8,850,060) (10.2)
Net interest income 5,000,758 2,652,861 88.5
Net fee and commission income 10,789 11,030 (2.2)
Net trading (losses)/gains (1,121,332 191,051 >100.0
Net gains arising from investments 112,484 891,097 (87.4)
Net foreign exchange gains/(losses) 475,938 (151,337) >100.0
Other operating income 3,799 - N/A
Impairment losses on assets (134,000) (646,000) (79.3)
Operating expenses (360,783) (488,418) (26.1)
—Depreciation and amortisation (14,754) (11,999) 23.0
—Others (346,029) (476,419) (27.4)
Profit before tax 3,987,653 2,460,284 62.1
Capital expenditure 37,036 32,700 13.3

(Expressed in thousands of Renminbi,

December 31

December 31

unless otherwise stated) 2017 2016 Rate of change

(%)
Segment assets 689,886,627 616,269,165 11.9
Segment liabilities 480,907,987 432,257,727 11.3
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MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)

5.5.3.1 Treasury Business

In 2017, the Bank ensured that its capital business operate in a steady way by responding
to the changing market and the stricter regulatory requirements in an effective way,
tapping potentials in the financial market and channel advantages, implementing
diversified strategic measures, insisting on the development of standardized products and
the operation with light capital, light assets, enhancing expansion of market channels and
customer-orientated marketing, strengthening integration of home and foreign currencies,
analysing the trend in capital market and promptly adjusting the investment strategies in

capital business, thus it effectively controlled the adverse effect caused by market risks.
1. Money Market Transactions

In 2017, as our financing channels were diversified upon being qualified to trading
in derivatives and precious metals, we expanded our financing business in foreign
currencies and formed a comprehensive financing mode with both home and
foreign currencies. As at 31 December 2017, the balance of the deposits and
placements from banks and other financial institutions and the financial assets sold
under repurchase agreements of the Bank was RMB280.599 billion, representing
28.7% of the total liabilities of the Bank; the balance of the deposits and placements
with banks and other financial institutions and the financial assets held under resale
agreements of the Bank was RMB90.082 billion, representing 8.7% of the total
assets of the Bank.

2. Investment in Securities and Other Financial Assets

The Bank seized market opportunities and formulated reasonable investment
strategies to optimise investment portfolio and maintain a diversified assets
structure. Firstly, we increased investment in standardized bonds, mainly
government bonds and financial bonds of policy banks; secondly, we diversified
investment types, increased investment in public funds and enhanced liquidity
and profitability of assets; thirdly, we diligently increased investment in beneficial
rights in trusts, adjusted development model and optimised business structure,
and continued to diversify our serving methods (by completing the first stock
pledged repurchase business and the PPP project, thus becoming the first urban
commercial bank to operate in business of direct financing for wealth management

in three northeastern provinces).

Shengjing Bank Co., Ltd.



MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)

1) Securities and other financial assets investment by holding purpose

(Expressed in

thousands of
Renminbi unless As at 31 December 2017 As at 31 December 2016
otherwise stated) Amount Accounted for Amount Accounted for
(%) (%)

Available-for-sale

financial assets 103,729,104 18.3 46,328,907 10.0
Held-to-maturity

investments 224,536,165 39.6 171,504,761 37.0
Loans and

receivables 238,100,568 421 245,532,030 53.0
Total 566,365,837 100.0 463,365,698 100.0

2) Securities and other financial assets investment by remaining maturity

(Expressed in

thousands of
Renminbi unless As at 31 December 2017 As at 31 December 2016
otherwise stated) Amount  Accounted for Amount  Accounted for
(%) (%)

Less than three

months (inclusive) 89,321,039 15.8 83,529,054 18.0
Between three months

and twelve months

(inclusive) 166,501,050 29.4 202,460,809 437
Between one and

five years

(inclusive) 221,666,104 39.1 140,434,816 303
More than five years 88,877,644 15.7 36,941,019 8.0
Total 566,365,837 100.0 463,365,698 100.0

As at 31 December 2017, the Bank’s securities investment with a remaining
maturity of less than 12 months decreased by RMB30.168 billion compared
to the end of the previous year, representing a decrease of 16.5% as to the
proportion to the total securities investment.

Annual Report 2017




MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)

5.5.4 Trade Finance

In 2017, as the government rolled out the “One Road One Belt” initiative and the supply-side
structural reform, by seizing lots of strategic opportunities under national development, such as
internationalization of Renminbi and “Going-out” o