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China Merchants Securities joins hands

with you to create a brilliant future

STATEMENT OF HUO DA, CHAIRMAN,
FOR THE 2019 ANNUAL REPORT

2019 marked the 70th anniversary of the founding of the People’s Republic of China, and was also a critical year for building a moderately
prosperous society in all respects and achieving the first centenary goal. The capital market focused on the major theme of intensifying financial
supply-side structural reform, with twelve initiatives on fully intensifying reform implemented to shape a new market layout. China Merchants
Securities endeavored to accomplish new goals and create a new landscape, and turned external pressure into strategic focus, reform momentum
and innovation vitality, thereby achieving outstanding results.

We have always upheld the concept of dynamic and balanced development of quality, efficiency and scale, and achieved significant growth
in operating results. Our total revenue and other income for the year and profit of the year attributable to shareholders of the Company amounted
to RMB25.659 billion and RMB7.282 billion, respectively, both achieved the second highest results in the Company's history. Our ranking rose to
one of the highest levels in the past decade, continued to outpace the market in general and outperform our industry peers, making a good start
on accomplishing the strategic goal of “being admitted as one of the top five enterprises in terms of overall competitiveness”. The Company has
been granted the “AA" regulatory rating under the “A" category for securities firms by the CSRC for 12 consecutive years, demonstrating its stable
operation and controllable risks.

We have coordinated human resources and capital to inject vitality into the Company’s long-term development. With the support of
all parties, the Company’s program package of “A+H shares rights issue, share repurchase and employee stock ownership scheme” achieved
significant breakthroughs. The share repurchase and employee stock ownership scheme have been completed, and the rights issue plan will soon be
implemented. These will further enrich the Company’s capital strength and effectively support the Company’s principal business segments to become
better and stronger. The Company’s key employees and the Company’s development have been closely connected together, and the inherent
momentum will be further activated, consolidating the fundamental force of the Company’s long-term development.

We have intensified transformation and reform, and injected momentum to our high-quality development. Leveraging on the SOE reform
of “Double Hundred Actions” and the quality and efficiency enhancement projects, the Company further optimized the organizational structure,
improved the mechanism of “staff can get in and out; cadre can go up and down; salary can be high and low”, and improved the management
standard. The Company launched two major consulting projects, namely process reform and data governance, created three profiling (company
profiling, customer profiling and product profiling), and fully speeded up digital transformation. The Company launched the “Gazelle Program” to
develop inclusive financing and leverage the synergy of “investment banking + investment + R&D", in order to provide small, medium and micro
enterprises with financial services covering the full life cycle in all aspects.

Since the beginning of 2020, the novel coronavirus pneumonia epidemic have brought shock and impact on the global economy, financial
markets and people’s livelihood. The Company has endeavored to undertake the missions on epidemic prevention and control as well as resumption
of work and production. In line with the spirit of “contributing to the development of China and catching up with the times”, the Company has
proactively fulfilled its social responsibilities, and is the first in the industry to make donation for epidemic prevention and control, with a total
donation amount of RMB11.162 million. The Company also took the initiative to reduce or waive the rent of self-owned properties for non-state-
owned tenants in the amount of RMB1.57 million. In the new year, the Company will continue to accomplish its fundamental mission with even
stronger determination. 2020 is the concluding year for building a moderately prosperous society in all respects and implementing the “Thirteenth
Five-Year” Plan. The new “Securities Law"” has opened up a new era of industry development. The new five-year strategic plan of China Merchants
Securities has also entered its second year. We are at the starting point of a new round of higher-level competition. We will further intensify
reform, forge ahead, operate with integrity, develop steadily and create better results with practical actions to reward our shareholders, customers,
employees and the community for their trust and support to us.

With arduous adventure ahead, setting sail together, China Merchants Securities joins hands with you to create a brilliant future!

2019 Annual Report
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Executive Director,
President
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Striving to build the best investment ban

with top-tier results

STATEMENT OF XIONG JIANTAO, PRESIDENT,
FOR THE 2019 ANNUAL REPORT

In 2019, adhering to the principle of “seizing the moment with foresights”, China Merchants Securities focused on production and operation
on the one hand, and reform and innovation on the other hand. We successfully achieved our annual operating target of “outperforming the
market and striving for a higher position”. Our total revenue and other income for the year and profit of the year attributable to shareholders of
the Company amounted to RMB25.669 billion and RMB7.282 billion, representing a year-on-year increase of 42% and 65%, respectively. ROE was
9.51%, representing a year-on-year increase of 3.93 percentage points. These three core indicators all surpassed the estimation at the beginning of
the year and achieved the second highest results in the Company’s history. The Company has been granted the “AA" regulatory rating under the
“A" category for securities firms for 12 consecutive years.

Looking back to 2019, the Company’s principal business segments all achieved breakthroughs. Firstly, the customer service business
continued to be the backbone for the Company’s stable revenue. The market share and ranking of the retail brokerage business rose steadily, and
the market share in terms of net income from agency trading business hit a record high. For wealth management, the number of high-net-worth
customers, clients and AUM increased substantially year-on-year. The custody and outsourcing business continued to maintain its industry leading
position. The investment banking business effectively made use of its value-leading function, achieving a year-on-year increase of 36% in terms of
net fee income. Secondly, the capital intermediary trading business achieved stable growth in scale and income while effectively preventing risks. The
balance of margin financing and securities lending as at the end of the year increased by 33% from the end of 2018, and the market share in terms
of interest income from stock pledge business increased by 12% year-on-year. Thirdly, the capital investment business grown substantially, becoming
a powerful driving force for the growth of annual revenue of the Company. Revenue from the investment and trading business segment increased
by 352% year-on-year, and in particular, the amount of bond investment and investment income both hit a record high. Fourthly, the income-
generating ability of each subsidiary continuously enhanced, becoming an important diversified source of income for the Company. Fifthly, the
Company solidly promoted transformation and reform. Leveraging on the opportunity of the SOE Reform “Double-hundred Action” and the quality
and efficiency improvement program, the Company achieved significant progress in the promotion of A+H shares rights issue, share repurchase and
employee stock ownership scheme, and continuously promoted key reforms such as the mechanism of “staff can get in and out; cadre can go up
and down; salary can be high and low”, data governance, process reengineering and the “Gazelle Program”, injecting momentum to the Company’s
long-term development.

2020 is a critical transitional year for the Company’s new five-year development strategy, and is also an important year for continuously
promoting the SOE Reform “Double-hundred Action” and the quality and efficiency improvement program. The novel coronavirus pneumonia
epidemic that occurred at the beginning of the year has brought certain uncertainties to the macroeconomic and financial situation and industry
development, and exerted greater pressure on securities firms for resuming operation and production and stabilizing and increasing income. China
Merchants Securities will endeavor to engage in epidemic prevention and control, strive to resume operation and production and aim at achieving
the annual target, so as to minimize the impact of the epidemic and successfully complete the tasks for achieving annual target. We believe that,
with the strong support and care of all shareholders and all sectors of the society, under the guidance of the Board and through the joint efforts of
all employees, we will continue to maintain the momentum for business development and aim at building the best investment bank in China with
international competitiveness!
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Important Notice

I. The Board, the Supervisory Committee, Director(s), Supervisor(s) and senior management of
the Company undertake that the information in this annual report is true, accurate and complete
and contains no false record, misleading statement or material omission, and assume joint and
several liabilities to the information in this report.

Il. All Directors of the Company attended the Board meeting.

I1l. Deloitte Touche Tohmatsu Certified Public Accountants LLP and Deloitte Touche Tohmatsu
have issued standard unqualified auditor’s reports for the Company.

IV. HUO Da, officer in charge of the Company, ZHAO Bin, officer in charge of accounting
matters of the Company, and HE Min, officer in charge of the accounting office of the Company
(head of accounting department), hereby warrant that the financial statements contained in this
report are true, accurate and complete.

V. Proposal on profit distribution or capitalization of common reserve for the Reporting Period
considered and approved by the Board

As the Company is currently promoting issues related to the rights issue, pursuant to Article 18 of the
Administrative Measures for Securities Issuance and Underwriting of the CSRC, in the situation that the
proposals on profit distribution or capitalization of common reserve have not been submitted for approval
at the shareholders’ general meeting or have been approved but not yet executed, listed companies should
issue securities after the execution of the aforementioned proposals. If the Company implements the rights
issue after the 2019 annual general meeting and profit distribution, the Company’s capital and working
capital will not be increased and replenished in time, which will directly affect the current profit and long-term
development of the Company.

Considering comprehensive factors such as the interests of shareholders and the development of the
Company, the Company will not make profit distribution in 2019, nor will it capitalise its capital reserve.

The Company will distribute profits as soon as possible upon the completion of the rights issue in
accordance with the requirements of relevant regulatory authorities and the provisions of the Articles of
Association.

VI. Risks Statement relating to forward-looking statements

Forward-looking statements, such as future plans and development strategies, contained in this annual
report do not constitute any substantive commitments of the Company to investors. Investors should be aware
of the investment risks.

VII. Whether there is appropriation of the Company’s funds by the controlling shareholder and
its associates for non-operating purposes

No

VIIl. Whether there is provision of guarantee by the Company in favour of any third party in
violation of the prescribed decision-making procedures

No

China Merchants Securities Co., Ltd.
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Important Notice

IX. The Company prepared this report in both English and Chinese versions. In the event of any
discrepancy in the interpretation between the English version and Chinese version of this report,
unless otherwise specified, the Chinese version shall prevail.

X. Warning on material risks

The business, financial position and operating results of the Company may be susceptible to the general
economic and market conditions in China and other regions where the relevant businesses are operated in
various aspects.

The Company is primarily exposed to the following risks: securities industry is highly regulated and
relevant rules and regulations could be revised from time to time based on the development of the securities
markets. New rules and regulations, and changes in the interpretation or enforcement of the existing rules
and regulations, may directly impact our business strategies and prospects, or could result in limitations on
the business areas that we may conduct, modifications to our business practices or additional costs, which
may adversely affect our ability to compete with other institutions that are not affected in the same way. If we
are unable to fulfill the applicable laws, regulations and regulatory requirement in a timely manner, we may
be exposed to legal and compliance risks; we are subject to credit risk associated with economic loss caused
by the failure of the borrower or the counterparty to fulfill their contractual obligations; we face market
risk arising from the losses on our portfolio due to adverse changes in relevant markets; we are exposed to
operational risks arising from imperfect or defective internal procedures, employees and systems or external
events; we face liquidity risk that we might not be able to get timely capital injection at reasonable costs to
repay debts that are due, fulfill other payment obligations or satisfy other capital needs for normal business
operation; we are subject to reputational risk arising from the negative publicity against the Company from
stakeholders due to the operation, management or other acts of the Company or external events; and we are
exposed to foreign exchange rate risks due to the operation of international business.

To cope with the above risks, the Company has adopted preventive measures in respect of the
organisational structure, systems, indicators, risk management culture and IT system, and streamlined the
business processes. For details, please see “Potential risks” of this report.

2019 Annual Report

7




Contents

Chapter 1 Definitions 9
Chapter 2 Corporate Profile and Key Financial Indicators 11
Chapter 3 Summary of Operation 29
Chapter 4  Report of the Board of Directors 31
Chapter 5 Major Events 84
Chapter 6 Changes in Ordinary Shares and Shareholders 111
Chapter 7 Directors, Supervisors, Senior Management and Employees 127
Chapter 8 Corporate Governance Report 161
Chapter 9  Corporate Bonds 197
Chapter 10 Financial Report 212
Chapter 11 Documents Available for Inspection 366
Chapter 12 Information Disclosure of a Securities Company 367

China Merchants Securities Co., Ltd.

8




Chapter 1: Definitions

I. Definitions

In this report, unless the context otherwise requires, the following terms and expressions have the
meanings set forth below:

Common terms and expressions

“Company Law”

“Securities Law”

"Articles of Association”

“CSRC”

"SFC"
“CSRC Shenzhen Office”

“SASAC”

“Exchanges”
“SSE”
"SZSE"

“SSE website”

IICSDC "
“Hong Kong Stock Exchange”

“Hong Kong Stock Exchange
website”

“Company", "

noou

“Group”,

our Company”,

“Company’s website”
“China Merchants Group”

“CM Finance Investment”

“Jisheng Investment”

“China Ocean Shipping”
“China Merchants Bank”

“CMS International”

“China Merchants Futures”

our Group”, “China
Merchants Securities” or “Issuer”

the Company Law of the PRC ({(FFZEAREFBEI A FIE))
the Securities Law of the PRC ({FFZE A R L FEEHFIL))

the Articles of Association of China Merchants Securities Co.,
Ltd.

China Securities Regulatory Commission (FEIESFEBEEL 8
)

the Securities and Futures Commission of Hong Kong

the Shenzhen office of the CSRC

State-owned Assets Supervision and Administration Commission
of the State Council (BI%EBEEEEEBEELZE®)

the Shanghai Stock Exchange and the Shenzhen Stock Exchange
the Shanghai Stock Exchange (L)% 5 5 F)
the Shenzhen Stock Exchange (FRIIIEH X 5 F)

http://www.sse.com.cn, the website of the Shanghai Stock
Exchange

China Securities Depository and Clearing Corporation Limited
The Stock Exchange of Hong Kong Limited
http://www.hkexnews.hk, the website of The Stock Exchange of
Hong Kong Limited

China Merchants Securities Co., Ltd. ((FBEZEHFRMD AR A7)
and its controlled subsidiaries

http://www.cmschina.com, the website of China Merchants
Securities Co., Ltd.
China Merchants Group Limited (& BEBE AR A 7))

China Merchants Finance Investment Holdings Co., Ltd. (&Il
R BT RERAR])

Shenzhen Jisheng Investment Development Co., Ltd. (R &%
KREZERARAQF])

China Ocean Shipping Co., Ltd. (Bl FiE@ABR A7)
China Merchants Bank Co., Ltd. (FBERITAXMD AR A 7))

China Merchants Securities International Company Limited (FA%

BHEBRBRAA)
China Merchants Futures Co., Limited (RIS AR A al)

2019 Annual Report
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Chapter 1: Definitions

Common terms and expressions

“CMS Investment” Chlna Merchants Securities Investment Co., Ltd. ( FHEGER

“Bosera Funds” Bosera Asset Management Co., Limited (BRESEEERA
“ECT” E-Capital Transfer Co., Ltd. (FBFBRMDER A

Cex|” China Chengxin International Credit Rating Co., Ltd. (F#{= B
REREREER

"Huatai United Securities” Huatai United Securities Co., Ltd. CERB S FHAREETA

“China Galaxy” China Galaxy Securities Co., Ltd. (FBRAEFIRDBRA 7))

the Rules Governing the Listing of Securities on The Stock
Exchange of Hong Kong Limited (as amended from time to time)

"SEQ" the Securities and Futures Ordinance (Chapter 571 of the Laws of
Hong Kong)

overseas-listed foreign share(s) in the ordinary share capital of
“H Share(s)"” our Company with a nominal value of RMB 1.00 each, which are
listed on the Hong Kong Stock Exchange (stock code: 6099)

“Hong Kong Listing Rules”

“H Shareholder(s) holders of H Shares
“Previous Period” from January 1, 2018 to December 31, 2018

China Merchants Securities Co., Ltd.
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Chapter 2: Corporate Profile and Key Financial Indicators

Corporate Information

Abbreviation HREES

Abbreviation CMS

General manager of the Company XIONG Jiantao

Registered Capital and Net Capital of the Company

Unit: Yuan Currency: RMB

As at the end of the As at the end of
Reporting Period Last Year
Net capital 48,651,440,529.94 52,815,746,346.60

Business Qualifications of the Company

The Company is a member of the Securities Association of China (Membership code: 185053), SSE

(Membership code: 0037) and SZSE (Membership code: 000011). Qualifications of each of the business lines
are as follows:

Lead market maker of the CSI 300 ETF options SZSE December 2019
Sale and settlement of foreign exchange business ~ State Administration of Foreign Exchange August 2019

The Securities and Fund Institution Supervision
Department of the CSRC

Lead market maker of listed funds business February 2019

Market maker of crude oil futures Shanghai International Energy Exchange October 2018

2019 Annual Report

Market maker of treasury bond futures May 2019
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Chapter 2: Corporate Profile and Key Financial Indicators

Market maker of copper options Shanghai Futures Exchange September 2018

Market maker of Bond Connect “Northbound
Trading”

National Association of Financial Market
Institutional Investors

National Association of Financial Market
Institutional Investors

Trading authority for access to Southbound
20 Trading business under Shenzhen-Hong Kong SZSE November 2016
Stock Connect

Approval for financing through exercising
incentive share options of listed companies

China Foreign Exchange Trading Center July 2018

16 Core dealer of credit risk mitigation instruments

January 2017

18 Qualification to issue credit-linked notes January 2017

SZSE March 2015

Licence for providing payment services for China Securities Investor Protection Fund
March 2015
customers' funds Corporation Limited
% Llcence.for markgt-makmg business for SSE 50 B ey 2015
ETF options trading
28 Licence for options settlement [@Y]e January 2015
Licence for pilot online securities business Securities Association of China November 2014

Ordinary member of Interbank Market Clearing
32 House Co., Ltd. for centralised settlement of RMB  Interbank Market Clearing House Co., Ltd. June 2014
interest rate swaps

China Merchants Securities Co., Ltd.
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Chapter 2: Corporate Profile and Key Financial Indicators

Licence for OTC options trading business Securities Association of China February 2014

Qualification for agency business of securities
pledge registration

38 Authority for stock-pledged repo SZSE June 2013

April 2013 (latest

The Custody Department of CSDC July 2013

China Insurance Regulatory Commission

Permit for conducting insurance agency sl e i Sk 2 e certificate

businesses obtained in April
Regulatory Commission) 2019)

Licence for OTC trading business Securities Association of China February 2013

China Insurance Regulatory Commission
(currently the China Banking and Insurance January 2013
Regulatory Commission)

Qualification of lead underwriting debt financing ~ National Association of Financial Market

Licence for special institutional client business of
insurance companies

instruments of non-financial enterprises Institutional Investors A
Licence for margin and securities refinancing China Securities Finance Co., Ltd. August 2012
Licence for stock repurchase business CSRC May 2012
Qualification for third-party custodian services for CSRC Shenzhen Office June 2011

one customer — multiple bank services

Licence for direct investment business CSRC August 2009

2019 Annual Report
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Chapter 2: Corporate Profile and Key Financial Indicators

Category A clearing participant of CSDC [@Y]e February 2008

Primary dealer on the integrated e-platform for
fixed income securities of the SSE July 2007

60 Clearing participant of CSDC [@Y]e March 2006
o SIS e e
62 Qualification for quote transfer business Securities Association of China January 2006

I ST e s
Qualification for operation of foreign shares CSRC September 2002
business

I e e e
Qualification for trusted investment management CSRC May 2002

business

General Administration Department of the
People’s Bank of China SEIBINIGET TEEE

Licence for starting foreign exchange business SSFAE CHiEE 6o St AT e October 1996
Foreign Exchange

Licence for starting proprietary business Shenzhen Securities Management Office August 1993

68 Qualified member of interbank market

China Merchants Securities Co., Ltd.
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Chapter 2: Corporate Profile and Key Financial Indicators

Qualifications of CMS International, a wholly-owned subsidiary of the Company, are as follows:

Licence for advising on futures contracts June 2014

Licence for dealing in securities February 2009

6 Licence for advising on corporate finance SFC February 2009

Qualifications of China Merchants Futures, a wholly-owned subsidiary of the Company, are as follows:

m Qualification Approval authority Date of approval

Member of Shanghai
International Energy Exchange

Shanghai International Energy Exchange May 2017

Licence for OTC derivatives business China Futures Association April 2017

- leence forvarhouse ecoptsenicss ChrsFuwres Asociton - December 016
Filing for entry of the interbank bond market The People’s Bank of China July 2016

- lenceforasamaagenent - CRC Mehon
Licence for futures investment consultancy CSRC August 2011

- Menberof Daan Commodiy Bctange Dl Commodiyicterge - December 2009
Member of Zhengzhou Commodity Exchange Zhengzhou Commodity Exchange March 2009

Clearing and Settlement Member of China
Financial Futures Exchange

*Note: In December 2018, China Merchants Futures renewed the Securities and Futures Business Licence ({£

BEFPERBFAE)).

12 China Financial Futures Exchange Co., Ltd. December 2007

2019 Annual Report
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Chapter 2: Corporate Profile and Key Financial Indicators

Qualification of CMS Zhiyuan, a wholly-owned subsidiary of the Company, are as follows:

Date of
n Qualification Approval authority
approval

Qualifications of CMS Asset Management, a wholly-owned subsidiary of the Company, are as follows:

Date of
m Qualification Approval authority
approval

Qualification for securities asset
2 management business and CSRC January 2015
qualified domestic institutional investors

Contact Persons and Contact Methods

Secretary to the Board Representative of Securities Affairs

Correspondence No. 111, Fuhua Yi Road, Futian Street, Futian No. 111, Fuhua Yi Road, Futian Street, Futian

address District, Shenzhen District, Shenzhen
0755-82944669 0755-82944669

Joint Company Secretaries

Correspondence No. 111, Fuhua Yi Road, Futian Street, Futian ~ 40/F, Sunlight Tower, 248 Queen’s Road East,
address District, Shenzhen Wan Chai, Hong Kong

China Merchants Securities Co., Ltd.
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Chapter 2: Corporate Profile and Key Financial Indicators

IIl. Basic Information

Postal code 518046

Postal code 518046

Company’s website http://www.cmschina.com

IV. Information Disclosure and Place of Document Inspection

Website designated by the CSRC for annual
report publication

Place for inspection of the Company’s annual No. 111, Fuhua Yi Road, Futian Street, Futian
reports District, Shenzhen

http://www.sse.com.cn

V. Information on the Company’s Shares

Information on the Company’s Shares
Exchange at which the Stock Previous stock
Classes . L Stock code o
shares are listed abbreviation abbreviation

Hong Kong Stock
Exchange

H Shares CMS 6099 —

2019 Annual Report
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Chapter 2: Corporate Profile and Key Financial Indicators

VI. Other Information

() History of the Company, including the reform and reorganization, capital increase and share
capital enlargement in previous years

The predecessor of the Company is the Securities Department of China Merchants Bank. On August
3,1991, with the approval of The People’s Bank of China (Shenzhen branch) pursuant to the Notice on the
Approval for Trial Operation of the Securities Department of China Merchants Bank ([1991] Shen Ren Yin
Fa Zi No.140) KRR ERABRITEFFHHAEZNEHI) ((19911F AR EF F 1405%)), the Securities
Department of China Merchants Bank was incorporated upon registration with the Shenzhen Administration
for Industry and Commerce.

On August 1, 1993, with the approval of The People’s Bank of China (Shenzhen branch) pursuant to
the Approval for the Granting of Level 2 Legal Person Qualification to All Securities Business Department in
Shenzhen (Shen Ren Yin Fu Zi [1993] No. 394) KBAR A EM T HRNNEHFEBL _REAEBROHLE)(RA
8878 7[1993]53945%)), the Securities Department of China Merchants Bank was permitted by the Shenzhen
Administration for Industry and Commerce to be incorporated as a legal person and became a level 2 legal
person under China Merchants Bank with a registered capital of RMB25 million.

On August 26, 1994, with the approval of The People’s Bank of China pursuant to the Approval for
the Incorporation of CMB Securities Company (Yin Fu [1994] No.161) ((BIRARKZBERE S A IMHLTE ) (R
#%[1994] 1615%)) and the permission by the Shenzhen Administration for Industry and Commerce, China
Merchants Bank, building on its Securities Department, established Shenzhen CMB Securities Company with a
registered capital of RMB 150 million. On September 28, 1994, the Shenzhen Administration for Industry and
Commerce permitted Shenzhen CMB Securities Company to change its name to CMB Securities Company (18
R85 A)).

On November 6, 1998, with the approval of The People’s Bank of China pursuant to the Approval for the
Reformed Structure and Capital Increase of CMB Securities Company (#BIREH 72 7)) (Yin Fu [1997] No.529)
(BN BRBEH D RIE A HI AL E ) (BRE[1997] 5295%)) and the CSRC pursuant to the Approval for the
Reformed Structure and Capital Increase and Change of Name of CMB Securities Company (FBIEFE 52 7))
(Zheng Jian Ji Gou Zi [1998] No. 27) (KEER A B BIRFESF AL E ] - ERAHE) GBEMET[1998] 27
%)) and with the permission of the Shenzhen Administration for Industry and Commerce, CMB Securities
Company introduced 11 new shareholders for the purpose of capital increase and structure reform, and
changed its name to Guotong Securities Limited Liability Company (BBES AR E LA F)). Its registered
capital increased from RMB 150 million to RMB 800 million. China Merchants Bank contributed to the capital
by means of the net assets of CMB Securities Company while the 11 new shareholders contributed to the
capital by means of cash.

On August 31, 2000, with the approval of the CSRC pursuant to the Approval for the Capital Increase of
Guotong Securities Limited Liability Company (CSRC Ji Gou Zi [2000] No.15) ({ R Z EBBEE A AR ETA
A3 & AR AL )(FE ESHFE 5£[2000] 155%)) and the permission of the Shenzhen Administration for Industry
and Commerce, Guotong Securities Limited Liability Company (El#8:& %A R E1E/A 7)) increased its capital.
With a total of RMB 1.4 billion capital injection made by 12 shareholders including China Merchants Bank, the
registered capital of the Company increased to RMB 2.2 billion.

From 2000 to 2001, Guotong Securities Limited Liability Company underwent various equity transfers,
and the number of its shareholders increased from 12 to 40.

China Merchants Securities Co., Ltd.
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Chapter 2: Corporate Profile and Key Financial Indicators

On December 26, 2001, being approved by the Ministry of Finance of the PRC pursuant to the Approval
for the Relevant Issues on State-owned Shares Management by Guotong Securities Co., Ltd. (EIBEHRHH
PR A 7)) (Cai Qi [2001] No. 723) KR ElABE SR AR AR (B) BAKREEES EREMNILE )@ 1[2001]
7235%)), the CSRC pursuant to the Approval for the Change of Guotong Securities Limited Liability Company
(RBEHABMRETAT]) to aJoint Stock Limited Company (Zheng Jian Ji Gou Zi [2001] No. 285) (B[R =
BlRFESFBREMTARNH ARNDERAGNILE) FEEMET[2001] 2855%)), the Municipal Government
of Shenzhen pursuant to the Approval for Shareholding Structure Reform by Guotong Securities Co., Ltd. (B
BEZBNARATF]) (Shen Fu Gu [2001] No. 49) (BN EEAAER L BIBEFKND AR ARNILE) (RIF
[%[2001] 4957%)), and the Shenzhen Administration for Industry and Commerce, Guotong Securities Limited
Liability Company (B85 5 G R E (L2 7)) reformed its company structure and changed its name to Guotong
Securities Co., Ltd. (BBFEHBRMD AR A F]). The 40 shareholders of Guotong Securities Limited Liability
Company, as the promoters, converted the audited net asset of Guotong Securities Limited Liability Company
as at December 31, 2000 on a 1:1 basis into the capital of the joint-stock company comprising a total of
2,400,280,638 shares, forming a registered capital of RMB 2,400,280,638. The domicile was at 8/F-11/F,
Block East, Huagiang Jiahe Building, No. 34 Shennan Central Road, Futian District, Shenzhen.

On June 28, 2002, being approved by the CSRC pursuant to the Reply on the Filing of Guotong Securities
Co., Ltd. for the Changes of Name and Business Address (Ji Gou Bu Bu Han [2002] No. 120) (B E&E >
BNBRABES - BUH BN EHEZREE ) (A E8EEK[2002] 1209F)) and the Shenzhen Administration
for Industry and Commerce, Guotong Securities Co., Ltd. (BB 1H B A 7)) was renamed as China
Merchants Securities Co., Ltd. (HBiE@E FH KM BR A F]) and the domicile was changed to 38/F-45/F, Block A,
Jiangsu Building, Yitian Road, Futian District, Shenzhen.

In 2006, being approved by the CSRC pursuant to the Approval for the Reduction of Shares and Capital
Increase of China Merchants Securities Co., Ltd., (Zheng Jian Ji Gou Zi [2006] No. 179) KR BRAZEER L E
R A B4R I 1 E I R HE B ) GE ES#E 52[2006] 17955%)) and the Shenzhen Administration for Industry and
Commerce, the Company conducted share reduction and capital increase. Based on the audited net assets
as at December 31, 2005, the total share capital was reduced from 2,400,280,638 shares to 1,726,915,266
shares. Following the reduction, seven shareholders subscribed the newly issued 1.5 billion shares, which
increased the share capital and the registered capital of the Company to 3,226,915,266 shares and RMB
3,226,915,266, respectively.

On November 17, 2009, being approved by the CSRC pursuant to the Approval for the Initial Public
Offering of China Merchants Securities Co., Ltd., (Zheng Jian Xu Ke [2009] No. 1132) ((BR % R mE =5
B BRABERNAFREITIRENLLTE ) (FFEFFAI[2009] 11325%%)) and the SSE pursuant to the Notice on
the Listing and Trading of RMB Ordinary Shares of China Merchants Securities Co., Ltd., (Shang Zheng Fa Zi
[2009] No. 18) KERAREFKRMNBERARTARE EBREE LR SHBA) (LF#HF[2009] 185F)), the
Company launched its initial public offering of 358,546,141 A Shares on the SSE, among which 286,837,000
shares and 71,709,141 shares were subscribed and settled online and offline, respectively. With an offer
price of RMB 31 per share, the Company raised a total of RMB 11.115 billion and received a net proceeds
of RMB 10.883 billion after deducting offering expenses of RMB 232 million. Following the completion of
the offering, the total share capital of the Company increased from 3,226,915,266 shares to 3,585,461,407
shares.

In July 2011, the Company converted its capital reserve into shares on the basis of three shares for
every ten shares, through which the total share capital of the Company increased by 1,075,638,422 shares to
4,661,099,829 shares from 3,585,461,407 shares.
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In May 2014, being approved by the CSRC pursuant to the Approval for the Private Placement of Shares
of China Merchants Securities Co., Ltd., (Zheng Jian Xu Ke [2014] No. 455) ({BAZ ERBEE SR O AR A
AIIE AT ERN LT ) (BEEFFAI[2014] 4555%)), the Company issued 1,147,035,700 shares (A Shares)
at RMB 9.72 each by way of private placement, raising a total of RMB 11,149,187,004.00 and receiving
a net proceeds of RMB 11,101,736,135.93 after deducting the offering expenses of RMB 47,450,868.07.
The new shares were registered and deposited with Shanghai office of the CSDC on May 27, 2014. On
October 15, 2014, the Company completed the registration for the increase of the registered capital to RMB
5,808,135,529.

On October 7, 2016, the Company completed the public issuance of overseas-listed foreign shares (H
Shares) at an offer price of HK$12.00 per share, raising total proceeds of HK$10,695,285,600.00. After
deducting the offering expenses, the net proceeds amounted to RMB 8,947,439,178.14. On the same
day, being approved by the Hong Kong Stock Exchange, the Company issued 891,273,800 overseas-listed
foreign shares (H Shares) for the listing and trading on the Main Board of the Hong Kong Stock Exchange.
Following the offering, the total share capital of the Company has increased from 5,808,135,529 shares to
6,699,422,311 shares. Due to a change in the shareholding by Liaoneng Holdings, an original state-owned
shareholder of the Company, the deregistration for 12,982 A Shares which should have been transferred by
it has not yet completed.

On March 27, 2017, deregistration for 12,982 A Shares held by Liaoneng Holdings, an original state-
owned shareholder of the Company, was completed. Total share capital of the Company was changed to
6,699,409,329 shares. For details, please see the Announcement on the Replenishment of State-owned
Shares for Fulfilment of Transfer Obligation by Liaoneng Holdings, an Original State-owned Shareholder ({3
REEERREZFEEXBRACHREBITERARERFEEHNA%)) of the Company dated March 27,
2017 published on the SSE website. On May 17, 2017, the Company completed the increase of its registered
capital to RMB 6,699,409,329.

In November and December 2018, the registered address and office address has been changed to
“No.111, Fuhua Yi Road, Futian Street, Futian District, Shenzhen (R iEH R EMAEBREE—K1115%)".
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(I) Corporate organizational structure

As at the end of the Reporting Period, our corporate organizational structure was as follows:
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Associated Companies
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Exchange Co., Ltd.

Bosera Funds

China Merchants Fund

CMS Investment

CMS Zhiyuan

(@ Management

CMS International

hlllll

Departments and Offices
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Shanghai Pilot Free
Trade Zore Branch

Guangdong Branch
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Shandong Branch
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Jiangsu Branch

Qingdao Branch

Guangxi Branch

Shanghai Branch

Beijing Branch

Shenzhen Branch

258 securities branches
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Date of Registered
Company name Address . Capital (RMB JPerson in charge| Contact number
Incorporation
ten thousand)

China Mercharts 9/F Unit 9-15, 7/F Unit 1-8 and Unit 22-26, W Zonaiun
2 Duty Free Building, No. 6 Fuhua Yi Road, January 4, 1993 63,000 o %
=

Futures
Futian District, Shenzhen

Room 201, Block A, Comprehensive Office Building
of Qianhai Shenzhen-Hong Kong Cooperation Zone,

0755-82943666

4 CMS Investment 1 Liyumen Street, Qianwan 1st Road, December 2, 2013 310,000 ZITI,/\A_O fin 0755-82943666
o : ()
Qianhai Shenzhen-Hong Kong Cooperation Zone,
Shenzhen

() The number and distribution of securities branches of the Company

As at the end of the Reporting Period, the Company has opened 258 securities branches, and there
is another 1 branch which have been approved for preparation but have not commenced operation. The
distribution of those operating securities branches is as follow:

Regional Distribution Number of branches

Yangtze River Delta: Shanghai, Jiangsu and Zhejiang 50
Other cities 118
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(IV) Amount of other branches and their distribution

As at the end of 2019, the Company had 12 branches, the basic information of which is as follows:

Date of
incorporation

Person-in-

Contact number
charge

Name of the branch Place of business

Shanghai Branch of China Merchants Room 3008, Orient Building, SHEN Yun
Securities Co., Ltd. (BEZEFMRHE  February 12,2010 No.1500 Century Avenue, Pudong ) 021-68407177
RO LEARE) New District, Shanghai =

Guangxi Branch of China Merchants 3/F, Shidailidu Mansion, No.38- HUYi
Securities Co., Ltd. (AEZERRHE  May 25, 2011 1 Jinhu Road, Qingxiu District, () 0771-5596333
RARRAA D) Nanning, Guangxi

Jiangsu Branch of China Merchants o MURONG
Securites Co, Ltd. (REZAKAE %ﬁgmbe' B ;ﬁzgiﬁlﬂnﬂf’{;‘é dNTJj;'?n Xinyao 025-52868366
RATTHALA) ! e #5EH)

Shandong Branch of China Merchants
Securities Co, Ltd. (BBEFRAER  January 9, 2013
RAWRARAR)

3/F, Huang Ting Complex, No.15 LI Hongying

Quancheng Road, Lixia District, Jinan ~ (£413) 03167885777

Guangdong Branch of China
Merchants Securiies Co., Ltd. (7%  May 16, 2013
FROERATERARR)

Room 11018, No.5 Huasui Road, YU Jinbiao
Tianhe District, Guangzhou (RIFE)

—
o

020-38394801

Shanghai Pilot Free Trade Zone
Branch of China Merchants
Securities Co., Ltd. (BEZEARNE
RARLEREHBREAAR)

Room 603, 6/F, 68 Bohang Road,
January 3,2017  China (Shanghai) Pilot Free
Trade Zone

WANG Jinbao

2 T48)

021-23519186
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VIL.

Other Relevant Information

Name Deloitte Touche Tohmatsu

35th Floor, One Pacific Place, 88 Queensway, Hong

International accounting firm Office address
Kong

appointed by the Company

Names of the signing CHEN Hemei (B(FI1Z)

accountant
Name Clifford Chance
International legal adviser -
appointed by the Company Office address 27th Floor, Jardine House, One Connaught Place,

Central, Hong Kong

Name Computershare Hong Kong Investor Services Limited

H Share Registrar . 17M Floor, Hopewell Centre, 183 Queen’s Road East,
Office address .
Wanchai, Hong Kong
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VIil. Key Accounting Data and Financial Indicators in the Past Three Years
() Key accounting data

Unit: Thousand Currency: RMB

Year-on year
increase/
decrease
Key accounting data 2018 (%) 2017

Profit of the year attributable to

shareholders of the Company 7,282,381 4,424,986 64.57 5,785,956
Net cash from operating activities -1,149,490 36,690,925 -103.13 -27,311,295

Year-on year

increase/
As at the end As at the end decrease As at the end
of 2019 of 2018 (%) of 2017
Total liabilities 296,644,038 224,138,351 32.35 206,309,851
Total equity 85,127,851 80,792,354 79,333,704
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() Key financial indicators

Year-on year
increase/
decrease

2018 (%)

Key financial indicator

Diluted earnings per share

(RMB per share) 78.93
Weighted average return Increased by 3.93
on net assets (%) 5.58 percentage points
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() Net capital and risk control indicators of the parent company

Unit: Yuan Currency: RMB

As at the end of As at the end of
Items the Reporting Period Last Year
Netcapital  48,651,440,529.94 52,815746346.60
Net assets 78,190,124,913.63 75,518,016,192.53
Sum of risk capital provisions  20,227,306,973.01  17,090,060,265.22
Total assets on- and off-balance sheet 309,933,814,118.10 251,421,719,027.43
Riskcoverageratio (%) 24052 30904
Capital leverage ratio (%) 13.44 15.52
lquidity coverage ratio (%) 22267 27730
Net stable funding ratio (%) 157.77 159.64
Netcapitabnetassets(%) 222 6994
Net capital/liabilities (%) 22.26 31.77

Value of proprietary equity securities and its
derivatives/net capital (%) 32.50 22.27

(IV) Key financial data and indicators for the last five years
1. Earnings

Unit: Million  Currency: RMB

Total expenses 17,767 13,540 12,998 12,728 21,906
Profit for the year

— attributable to shareholders

of the Company 7,282 4,425 5,786 5,403 10,909
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2. Assets

Unit: Million  Currency: RMB

December 31, | December 31, | December 31, | December 31, | December 31,
Items 2019 2018 2017 2016 2015

Total liabilities 296,644 224,138 206,310 183,143 243,224
Equity attributable to
shareholders of the Company 85,048 80,723 79,230 59,826 48,351

3. Key financial indicators

2019 2018 2017 2016 2015

Diluted earnings per share

(in RMB)
Gearing ratio (%) 73.40 68.44 66.18 65.86 76.13

Note: Gearing ratio = (Total liabilities — Accounts payable to brokerage clients)/(Total assets — Accounts
payable to brokerage clients)

IX. Discrepancies in Financial Data between Domestic and International Accounting
Standards

There was no difference between the net profit for 2019 and 2018 and net assets as of December 31,
2019 and December 31, 2018 as set out in the consolidated financial statements prepared in accordance
with the China Accounting Standards for Business Enterprises and in the consolidated financial statements
prepared in accordance with the International Financial Reporting Standards.
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I. Principal Business and Operating Models of the Company and Relevant
Industry Condition during the Reporting Period

() Principal business and operating models of the Company during the Reporting Period

Operating with a client-oriented approach, the Group offers diverse and comprehensive financial
products and services to individual, institutional and corporate clients, and engages in investment and trading.
Its principal business lines comprise the following:

Wealth management and institutional business: the Company trades stocks, funds, bonds, futures
and other derivatives on behalf of our clients and provides them with other value-added services such as
investment consultancy, investment portfolio recommendation, sales of products, account assessment and
assets allocation in return for fees and commissions. The Company also provides capital-based intermediary
services (including margin financing and securities lending as well as stock pledge repo) to clients and earns
interest income. In addition, the Company provides investment research, sales and trading, prime brokerage
and other services for a variety of institutions such as funds and insurance companies in order to gain fees and
commissions.

Investment banking: the Company provides one-stop domestic and international investment banking
services to its corporate clients, including domestic and international equity financing, debt financing,
structured financing, over-the-counter (OTC) listing, financial advisory and other services. In return, it earns
underwriting and sponsorship fees and financial advisory fees.

Investment management: the Company provides investment management services, including collective
asset management, separately managed account, specialized asset management, equity investment fund
management, and earns management fees and performance fees.

Investment and trading: the Company engages in proprietary trading and market-making business in
relation to equity and fixed-income securities, commodities, alternative investment and other derivatives as
well as OTC financial products to earn investment income. It also adopts advanced investment and trading
strategies and techniques for mitigating investment risks and boosting returns.

() Development of the industry and market where the Company operates during the Reporting
Period

During the Reporting Period, the average daily turnover of stocks and funds in the SSE and the SZSE was
RMB 542.661 billion, representing a year-on-year increase of 38.71%. The CSI 300 Index, the ChiNext Index
and the ChinaBond Composite Total Return Index (Total Value) rose by 36.07%, 43.79% and 4.59% vyear-
on-year, respectively. The amount of financing through IPO in the primary market was RMB 253.367 billion,
representing a year-on-year increase of 84.28%. The amount of refinancing (excluding share issuance for
asset acquisition, same for below) was RMB 675.279 billion, representing a year-on-year increase of 50.69%.
Bonds (excluding central bank bills and interbank deposit certificates) issued totaled RMB 26.93 trillion,
representing a year-on-year increase of 18.82%. As at the end of the Reporting Period, the balance of margin
financing and securities lending on the SSE and the SZSE amounted to RMB 1,019.285 billion, representing
a year-on-year increase of 34.88%. The balance of stock pledge repo amounted to RMB 431.146 billion,
representing a year-on-year decrease of 30.25%. The total principal amount of custodian funds of brokerage
management amounted to RMB 12.29 trillion, representing a year-on-year decrease of 12.90%.
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According to the statistics from the Securities Association of China, in 2019, the operating income
of 133 securities firms (data from unaudited financial statements) amounted to RMB 360.483 billion,
representing a year-on-year increase of 35.37%. Net profit amounted to RMB 123.095 billion, representing
a year-on-year increase of 84.77%. As at the end of the Reporting Period, the total assets of the securities
industry amounted to RMB 7.26 trillion, representing a year-on-year increase of 16.10%. Net assets amounted
to RMB 2.02 trillion, representing a year-on-year increase of 6.96%. Net capital amounted to RMB 1.62
trillion, representing a year-on-year increase of 3.01%.

Il. Analysis on Core Competitiveness during the Reporting Period

The Company, under the control of China Merchants Group, is the largest securities firm of the SASAC.
Over years of development, the Company has built up significant competitive advantages. First, the Company
adheres to continuous stable operations. It has been granted the highest “AA" rating for securities firms
for 12 consecutive years, which represents a strong pillar for the Company to rely on when seeking policy
support, seizing significant opportunities for new pilot projects, making responses to the volatile capital
market and facing peer competition in the future. Second, our service capability with a full-service platform
that covers a whole industrial chain, a balanced business structure and a solid development foundation
will help the Company develop the business with its own features, differentiate its edges and facilitate the
provision of one-stop services to customers, thereby paving a sound foundation for development. Third, the
brokerage business of Company has a solid foundation with increasingly strengthened competitiveness. It has
strong capability in providing comprehensive services to institutional clients and maintains stable performance
in respect of providing whole industry chain services to corporate clients. It also stands out in certain business
segments. Fourth, the Company enjoys the strong brand name of “China Merchants” and its shareholders
background as well as good reputation in the market.

During the Reporting Period, the Company's total revenue and other income amounted to RMB 25.659
billion, representing a year-on-year increase of 42%, and net profit attributable to the parent company
amounted to RMB 7.282 billion, representing a year-on-year increase of 64.57%. According to the statistics
from the Securities Association of China, in terms of net income from agency trading (including leasing of
trading seats), interest income from margin financing and securities lending, interest income from stock
pledge, net income from investment banking and net income from agency sale of financial products, the
Company ranked seventh, sixth, seventh, sixth and eighth, respectively. According to the statistics from the
Asset Management Association of China and Wind, in terms of number of private and mutual funds under
custody, scale of assets under management, average monthly active private AUM by securities firms in the
fourth quarter and net income from asset management, the Company ranked first, fourth, fourth and ninth,
respectively. According to the statistics from Wind (using issue date as statistics caliber), in terms of overall
scale of domestic equity and bond lead underwriting, equity lead underwriting (excluding share issuance for
asset acquisition) and bond lead underwriting, the Company ranked fifth, seventh and fifth, respectively.
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I. Operation Discussion and Analysis

In 2019, the global economy showed a downturn with increasing risks and challenges emerged. The
Sino-US trade friction became the biggest threat to global economic growth. While the domestic macro
economy faced significant downward pressure, the economy remained stable and structural adjustment
advanced steadily. Regulators continued to focus on intensifying financial supply-side structural reform
to prevent systemic financial risks and speed up the two-way opening-up of the financial industry. The
stock market recovered as compared to 2018. As at the end of 2019, the SSE Composite Index and SZSE
Component Index rose 22.37% and 44.08% year-on-year, respectively; core market data such as the amount
of financing in the primary market, the average daily trading volume of stocks and funds in the secondary
market and the scale of margin financing and securities lending achieved positive growth year-on-year; and
the operating income and net profit of the securities industry also achieved positive growth year-on-year.

In 2019, the Company seized the moment with foresights, reinforced its confidence and successfully
implemented its reform strategy. First, revenue increased substantially and operating results for the
current period improved significantly. The total revenue and other income and net profit attributable to
shareholders of the parent company for the year amounted to RMB 25.659 billion and RMB 7.282 billion,
representing a year-on-year increase of 42% and 64.57%, respectively. ROE was 9.51%, representing a
year-on-year increase of 3.93 percentage points. The Company’s operating income and net profit both
achieved the second highest results in history, and profitability and comprehensive competitiveness were
further enhanced. Second, the Company solidly advanced transformation and reform and continuously
strengthened its sustainable development capability. Leveraging on the opportunity of the SOE Reform
“Double-hundred Action” and the quality and efficiency improvement program of China Merchants Group,
the Company launched and intensively promoted key reforms, such as the mechanism of “staff can get in
and out; cadre can go up and down; salary can be high and low”, data governance, process reengineering
and the “Gazelle Program”. In March 2020, the Company’s employee stock ownership scheme was officially
implemented, which was conducive to fully motivating the employees and further promoting the long-term,
sustainable and sound growth of the Company. Third, the Company comprehensively improved the level of
internal control and continued to maintain compliance and sound operation. Facing strict regulation, the
Company continuously strengthened risk prevention and control and comprehensively improved compliance
management. There was no occurrence of non-compliance incidents with major risks during the year, and
various types of risk losses remained at a low level. The Company has been granted the “AA" regulatory rating
under the “A" category for securities firms for 12 consecutive years. In addition, the Company participated
in international credit rating for the first time in 2019 and has been granted Baal rating by Moody'’s,
representing a stable outlook. This will be beneficial to the Company in saving overseas financing costs and
improving its capability for integrated cross-border services.
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Il. Operating Results of Major Businesses for the Reporting Period
() Analysis of principal businesses

The Company provides a full range of financial products and services to individual, institutional and
corporate clients. The Company’s business is principally divided into four segments: wealth management and
institutional business, investment banking, investment management as well as investment and trading.

Unit: RMB 100 million

Year-
on-year
Business segment Percentage Percentage change

Wealth management and institutional

business 119.68 46.64% 113.53 62.83% 5.41%
Investment banking 18.80 7.33% 16.00 8.86% 17.47%
Investment management 18.74 7.30% 13.81 7.64% 35.64%
Investment and trading 73.59 28.68% 33.62 18.60% 118.90%
Others 26.40 10.29% 4.34 2.40% 507.61%

Revenue from wealth management and institutional business segment recorded a year-on-year increase
of 5.41% and its percentage of the total revenue and other income decreased by 16.19 percentage points.
Revenue from investment banking business segment recorded a year-on-year increase of 17.47% and its
percentage of the total revenue and other income decreased by 1.53 percentage points. Revenue from
investment management business segment recorded a year-on-year increase of 35.64% and its percentage
of the total revenue and other income decreased by 0.34 percentage points. Revenue from investment and
trading business segment recorded a significant year-on-year increase of 118.90% and its percentage of the
total revenue and other income increased by 10.07 percentage points. Revenue from other business segments
recorded a significant year-on-year increase of 507.61% and its percentage of the total revenue and other
income increased by 7.88 percentage points.

1. Wealth management and institutional business

The wealth management and institutional business of the Company mainly includes brokerage and
wealth management, capital-based intermediary business and institutional client integrated services.

In 2019, the Company established a new wealth management and institutional business department,
which strongly supported the Company’s strategy of building specialized institutional and wealth
management business, in order to meet the challenges brought by the decline in brokerage commission rates
and the transformation of brokerage business.
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(1) Brokerage and wealth management

In 2019, the one-way trading volume of stocks and funds in the A share market amounted to RMB
132.41 trillion, representing a year-on-year increase of 39.28%. The average net commission rate of the
industry decreased by 9.29% year-on-year to 0.279%., which showed a continuous downward trend over the
past years.

During the Reporting Period, the market share of trading volume of stocks and funds and the market
share of net income from agency trading of the Company both increased year-on-year. Among which, the
market share of net income from agency trading reached 4.42%, ranked seventh in the industry. Adhering
to a customer-oriented philosophy and principally driven by Fintech and big data, the Company enhanced
multiple core service scenarios of the Zhiyuan Yi Hu Tong (& —F i) APP, launched the “Smart Family”
series, enhanced post-investment analysis of big data and further broadened the diversity of the Zhiyuan Yi Hu
Tong APP. In 2019, the Company’s APP recorded a monthly active user of 3.021 million, representing a year-
on-year increase of 27.8%.

The Company steadily promoted the transformation of its brokerage business to wealth management.
On the basis of meeting client’s trading and investment demand, the Company provided asset allocation
services to optimize client’s asset structure, reduce asset fluctuations generated by market cycles, achieve
steady growth of client’s assets and achieve income stability. In terms of meeting client’s trading demand,
through the continuous upgrade of the “Zhiyuan Wealth Management” wealth management plan, leveraging
on the Company’s internal research resources and industry-leading technological system, the Company
provided five categories of service packages, namely Zhifu (£'&), Zhixun (&), Zhiying (&), Zhirui (&
&) and Zhizun (& ). In respect of financial product allocation services, leveraging on the research edges as
a securities firm, the Company provided market analysis, investment advice on asset allocation, investment
portfolio recommendations under different customer risk assessments and introduction of key financial
products to continuously explore client’s wealth management needs. The Company improved product
introduction and customization efficiency, enhanced the customer experience of the wealth management
column of the Zhiyuan Yi Hu Tong APP, strengthened the marketing efforts of its branches, improved after-
sales service support of products and gradually built a specialized wealth management model. In 2019, the
Company’s agency sales of financial products amounted to RMB 834.685 billion, representing a year-on-year
increase of 10.68%.
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_ Major operational data of wealth management

Year-on-year
Operating indicators change

Trading volume of stocks and funds

(unit: RMB 100 million) (note 1) 108,420.56 75,046.07 44.47%
Market share of the trading volume of Increased by 0.14
stocks and funds 4.09% 3.95% percentage points

Ranking in terms of net revenue from
agency securities trading 7 7 —

Number of eligible accounts

(unit: 10,000) (note 2) 1,186.62 1,024.72 15.80%

Number of new accounts opened in the year

(unit 10,000) 133.54 143.69 -7.07%

Number of branches (note 3) Increased by
258 249 9 branches

Number of wealth management advisors 859 820 4.76%

Number of accumulated clients under
wealth management plans (unit: 10,000) 269.68 264.37 2.01%

Trading volume under clients of
wealth management plans (unit: RMB 100 million) 16,658.46 13,202.26 26.18%

Total sales of wealth management products
(unit: RMB 100 million) (note 4) 8,346.85 7,541.19 10.68%

Net revenue from the agency sales of
financial products (unit: RMB 10,000) 19,651 17,515 12.20%

Source: SSE and SZSE, Securities Association of China, internal statistics of the Company
Note: 1.  Transaction volume of stocks and funds of the Company represents bilateral transaction volume.
2. Eligible accounts refer to capital accounts which are not dormant or unqualified.

3. Asat the end of 2019, the Company has opened 258 securities branches, and there is another
1 branch which has been opened in February 2020.

4.  Total sales of wealth management products include mutual funds, private investment funds,
collective asset management products of the Company (including subscription for and subsequent
purchase of margin management products), trust products and products of fund subsidiaries.

In respect of options brokerage business, on 23 December 2019, three new stock index options, namely
the SSE and SZSE’s “CSI 300 ETF options” and the CFFEX's “CSI 300 stock index options”, were launched
simultaneously, which was a milestone in the Chinese capital market and brought major development
opportunities to the stock options business. During the Reporting Period, the Company’s brokerage stock
options business developed actively, ranking sixth in terms of market share of aggregate trading volume. As at
the end of 2019, the Company’s market share of aggregate number of customers was 8.88%, continued to
rank first in the industry. In 2019, the Company was awarded “Top 10 Options Broker” for the second session
by the SSE.
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In respect of futures business, in 2019, as affected by the further resumption of normal trading of stock
index futures market, increase in futures and options variety and additional capital, the trading volume and
value of the Chinese futures market increased by 30.81% and 37.85% year-on-year, respectively. Meanwhile,
due to the decline in fee rates and adjustment of exchange policies, the revenue of the futures industry only
achieved slight growth. During the Reporting Period, China Merchants Futures accelerated the transformation
of its brokerage business, enhanced its services and support for IB business, strengthened the collaboration
and development of institutional business and vigorously developed commodity business. The Company’s
industry ranking in terms of operating income, net profit and customer’s equity steadily improved.

In respect of overseas market, as at the end of 2019, the Hang Seng Index closed at 28,189.8 points,
representing an increase of 9%, and the average daily stock turnover in the Hong Kong market amounted
to HK$87.2 billion, representing a year-on-year decrease of 19%. During the Reporting Period, CMS
International actively expanded its products and channels in the equities business, launched a new version
of the US stock trading system, introduced algorithmic trading, explored stock swap business and actively
studied the feasibility of high-frequency trading.

(2) Capital-based intermediary services

The Company’s capital-based intermediary services mainly include margin financing and securities
lending as well as stock pledge repo.

In 2019, the scale of margin financing and securities lending business in the securities market steadily
expanded. As at the end of the Reporting Period, the balance of margin financing and securities lending
business in the industry amounted to RMB 1,019.285 billion, representing a year-on-year increase of 34.88%;
the scale of stock pledge repo continued to shrink, and the risks were gradually mitigated. The STAR Market
was successfully launched in July, which not only made great breakthroughs in trading mechanism and
securities refinancing mechanism, but also played an important role in activating the market and boosting the
income of securities firms.

During the Reporting Period, the Company proactively responded to changes in market situation.
While prudently controlling risks, the Company continued to strengthen the compliance of the capital-
based intermediary business, the comprehensiveness of due diligence and the effectiveness of continuous
management, so as to achieve a balanced development in terms of quality, scale and efficiency. As at the
end of 2019, the balance of the Company’s margin financing and securities lending amounted to RMB
51.459 billion, representing a year-on-year increase of 33.03%, and the overall maintenance coverage ratio
was 308.66%. The balance of stock pledge repo amounted to RMB 30.285 billion, and the overall collateral
coverage ratio was 294.68%. Of which, contribution from self-owned capital was RMB 21.088 billion,
representing a year-on-year decrease of 7.66%, and the collateral coverage ratio was 344.22%. In addition,
the Company was one of the first pilot brokerages for market-oriented securities refinancing of the STAR
Market, and actively established a win-win model of cooperation with lending institutions such as mutual
funds, so as to increase the supply of securities, while vigorously compete for securities lending customers and
expand the scale of securities lending business of the Company.
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Capital-based intermediary business

Year-on-year
Operating indicators change

Balance of margin financing and

securities lending (unit: RMB 100 million) 514.59 386.81 33.03%
Market share of margin financing and Decreased by 0.07
securities lending 5.05% 5.12%  percentage points

Balance of stock pledge repo
(unit: RMB 100 million) 302.85 388.07 -21.96%

Source: SSE and SZSE, internal statistics of the Company

In the overseas market, in April 2019, the SFC introduced new financing rules that impose more
regulatory requirements on margin business, in particular illiquid collateral, which has restricted the
development of business scale to a certain extent. As at the end of 2019, the balance of margin business of
CMS International was HK$ 4.371 billion.

(3) Institutional client integrated services

The integrated service system for institutional clients is based on investment research, trading and
custody services, and provides value-added services such as product sales, margin financing and securities
lending, market making, operation outsourcing and fund incubation. An integrated service system that
provides a full package of solutions for institutional clients has been initially established.

@ Institutional integrated services

In 2019, the Company continued to place equal emphasis on research services and product allocation
to continuously enhance its competitiveness in institutional integrated services. The Company enhanced and
improved the research service methods for public offering funds and specialized private funds, promoted
diversified research resources and comprehensively enhanced the satisfaction of institutional clients. With
customers as the focus, excellent public offering and private fund products were introduced. The Company
fully explored the marketing potential of the brokerage branches, improved the product conversion rate
of customer assets and speeded up its wealth management transformation. The Company strengthened
the settlement model of brokerage firm and the cooperation in fund market-making business, securities
refinancing business and other relevant businesses to meet the diversified service needs of institutional clients.
The Company strengthened the capabilities of capital introduction, incubation and investment, and further
improved its market competitiveness in terms of comprehensive services to institutional clients. The Company
has continuously optimized the “integrated institutional services” platform, so as to develop specialized edges
for its institutional client business.
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@ Research

During the Reporting Period, the Company actively promoted research transformation, strengthened
new economy and new industry research capabilities and focused on the support for the Company’s core
businesses such as investment banking, wealth management, institutional business and investment, while also
provided full support for the Gazelle Program of the Company, exploring high-quality target customers for
the "investment plus investment banking” business of the Company. The Company continued to improve the
standard of research services for mutual fund clients and increase the market share of the Company’s fund
trading volume. In 2019, mutual fund trading volume of the Company accounted for 4.58%. The Company's
research covers macroeconomic analysis, investment strategy, sector and company research, fixed-income
products and derivatives, etc.. As at the end of 2019, the Company’s stock research involves 1,252 listed
companies in 18 industry sectors and 72 categories on the CSRC, covering 89% of the total market
capitalization of CSI 300 Index constituent stocks and 84% of the total market capitalization of ChiNext
Index constituent stocks, and the Company takes the leading positions in the research of a wide variety of
areas, including food and beverage, environmental protection, paper and light industry, electronic household
appliances, communications, media, macro-economy, quantization, electronics, automobiles, electric devices,
as well as new energy, military industry, small and mid-cap, fixed income, coal, petrochemical, finance, real
estates, etc..

In respect of overseas research, CMS International achieved remarkable results. In Asia Money’s ranking
in 2019, the Company’s overseas research ranked top five in the categories of China H shares, Red-Chips,
P-Chips (private enterprise shares) and Hong Kong (local).

® Custody and outsourcing

In 2019, the development of the asset management industry made progress amidst stability. As at the
end of 2019, the overall AUM of mutual and private funds was RMB 14.8 trillion and RMB 13.74 trillion,
representing a year-on-year increase of 12.98% and 7.51%, respectively. The private fund industry continued
to lessen its restrictions on foreign investment. As at the end of the Reporting Period, 23 well-known WFOEs
(wholly foreign owned enterprises) successfully registered as private investment fund managers. Meanwhile,
one new custody securities firm and eight new fund outsourcing service institutions were established during
the year, resulted in more intense industry competition.

During the Reporting Period, the Company’s custody and outsourcing business continued to transform
to integrated financial services. The Company has focused its efforts on strengthening its collaboration
with customers, and improved the quality and efficiency through Fintech. Meanwhile, the Company actively
expanded the scope of fund outsourcing services, and maintained steady growth of asset custody and
fund outsourcing business by providing value-added services such as financial engineering modeling and
development and performance evaluation. As at the end of 2019, the number of custody and outsourcing
products (including asset management subsidiaries) of the Company was 20,586, representing a year-on-year
increase of 11.49%, and the size was RMB 2,239.9 billion, representing a year-on-year increase of 13.12%.
The Company carried out a series of marketing activities focusing on key customers such as large-scale private
funds, large-scale key SOEs, WFOEs, mutual funds and bank wealth management, with leading edges in
serving large-scale private fund managers and foreign private funds.
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According to the statistics from the Asset Management Association of China, in 2019, the number of
private funds products under our custody accounted for 25.03% of the brokerage custody industry. We
ranked first in the brokerage industry in terms of number of private fund products and mutual fund products
under custody for six consecutive years, and ranked first in the industry in terms of number of custody and
outsourcing service products of WFOEs. In addition, the Company is also the only institution in the industry
to provide operational outsourcing for mutual funds, the first to provide “custody plus outsourcing” services
for bank wealth management products, and the first to provide services for “private asset allocation fund
products”. In 2019, the Company’s custody and outsourcing business was awarded the “Best Private Funds
Custody Broker” of the China Fund Yinghua Award and the “Most Influential Custodian Broker of the Year”
of the Golden Tripod Awards of National Business Daily.

2. Investment banking business

Investment banking business of the Company includes equity underwriting, debt underwriting and
financial advisory businesses.

In 2019, the Company established an investment banking business synergy committee to integrate
resources from the Company to promote the coordinated development of investment banking business,
while also vigorously promoted the industrial specialization of investment bank and the layout of key regions,
further improving customer service capabilities.

(1) Equity underwriting

In 2019, the approval rate for issuance of IPO rebounded significantly, and the overall IPO approval
rate rose from 65.29% in 2018 to 92.86% (excluding those cases of which reviews have been cancelled
and approvals were deferred). Meanwhile, the A Share equity financing market recovered, benefiting from
the rapid implementation of the registration-based IPO system of the STAR Market and the loosening of
refinancing regulatory policies. According to the statistics from Wind, the total amount of equity financing in
the A Share market (excluding share issuance for asset acquisition, same for below) was RMB 928.646 billion,
representing a year-on-year increase of 58.58%. A total of 202 IPOs were completed in the A Share market,
with a financing size of RMB 253.367 billion, representing a year-on-year increase of 84.28%, of which, a
total of 72 IPOs on the STAR Market were completed, with a financing size of RMB 84.007 billion. The total
proceeds raised from refinancing amounted to RMB 675.279 billion, representing a year-on-year increase of
50.69%.

During the Reporting Period, the Company seized business opportunities arising from the STAR Market
and consolidated its edges in the IPO business. According to the positioning and requirements of the STAR
Market, the Company closely focused on high-quality science and technology innovation enterprises in
high-tech and strategically emerging sectors such as new generation information technology, biomedicine,
advanced equipment and new materials, and carried out continuous targeted marketing and actively
increased project reserves on the STAR Market. Through establishing efficient and collaborative business
process and mechanism within the Company, the Company ensured the smooth application and issuance of
projects under the STAR Market. The Company vigorously promoted the industrial specialization of investment
banks. Through the optimization and adjustment of organizational structure, the Company established nine
industry departments and strengthened the professional service capabilities by using customer list system
and comprehensive performance assessment. The Company further strengthened the key regional layouts
and set up regional offices in certain key cities (regions) to enhance regional marketing service capabilities. In
addition, the Company continued to strengthen the collaboration between industrial and financial companies
in each business sector of China Merchants Group, and vigorously explored business opportunities for key
SOEs and large-scale customers, comprehensively consolidating service capabilities for key customers.
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According to the statistics from Wind, in 2019, the Company ranked seventh and eighth in the
industry in terms of the amount of A Share projects underwritten and the number of projects underwritten,
respectively, and the number of projects underwritten was up by 1 position from last year. Of which, the
Company ranked fourth in terms of the value of IPO underwritten, up by 1 position from last year. In respect
of the STAR Market, the value of IPO underwritten amounted to RMB 2.865 billion (average calculation based
on the number of lead underwriters), ranking seventh in the industry, and three projects were underwritten,
ranking eighth in the industry. The number of refinancing projects underwritten ranked eighth in the industry.
According to the statistics from the CSRC and the SSE, as at the end of 2019, the number of IPO projects
pending approval was 23 (including approved projects to be offered, and excluding IPO on the STAR Market),
ranking fourth in the industry. The number of projects under review by the STAR Market was 6 (including
those projects approved to be offered by the STAR Market Listing Committee of SSE), ranking fourth in the
industry.

In 2019, the Company completed a series of projects with market influence, including the STAR Market
IPO of Espressif Systems (among the first batch of IPO projects listed on the STAR Market), the re-listing of
Nanjing Tanker Corporation (the first re-listing project in the A share market), the IPO of Hualin Securities (the
first brokerage IPO listing project in the Tibet Autonomous Region) and the public offering project of Topstar
(first public offering project on ChiNext). In addition, the Company also completed large-scale financing
projects such as the IPO of Bank of Suzhou, the IPO of Qingdao Rural Commercial Bank, the convertible bonds
of China Merchants Expressway and the non-public offering of shares of Muyuan Foods. The Company was
awarded various honors, including the title of “Excellent Member of the STAR Market” by the SSE, the “Best
Local Investment Bank” of the 13th New Fortune award and the “2019 China IPO Investment Bank Junding
Award"” by the Securities Times.

_ Amount and number of equity underwriting _

Lead Lead
underwriting underwriting Year-on-year
amount amount change in
(RMB100 Number of (RMB100 Number of | underwriting
million) projects million) projects amount
IPOs 141.96 12 78.76 8 80.24%
Refinancing 128.60 12 102.71 7 25.21%
Total 270.57 24 181.46 15 49.11%

Source: Statistics from Wind, using issue date as statistics caliber

Note:  Refinancing excludes share issuance for asset acquisition
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(2) Bond underwriting

In 2019, the Chinese government strengthened its countercyclical policy adjustments to maintain
macroeconomic resilience. The liquidity of the bond market loosened moderately and the volatility of bond
market yield increased. Interest rates gradually returned to the level at the beginning of the year. The overall
scale of domestic bond financing grew steadily. The total bonds (excluding central bank bills and inter-bank
deposit certificates) issued amounted to RMB 26.93 trillion, representing a year-on-year increase of 18.82%.
Of which, the total credit bonds (excluding treasury bonds, local government bonds, central bank bills, inter-
bank deposit certificates and policy bank bonds) issued amounted to RMB 14.58 trillion, representing a year-
on-year increase of 28.25%. Sub-categories of bonds such as exchangeable bonds, corporate bonds and
enterprise bonds maintained a relatively strong growth momentum.

During the Reporting Period, the Company continued to enhance the underwriting capabilities and
constantly consolidated the market position of asset-backed securities and other advantageous products.
The bond underwriting business continued to maintain strong market competitiveness. According to the
statistics from Wind, in 2019, the amount of bonds underwritten was RMB 410.092 billion, ranking fifth in the
industry. Of which, the amount of ABS underwritten was RMB 233.682 billion, ranking second in the industry
with a market share of 13.03%. The total amount of credit ABS underwriting ranked first in the market for
five consecutive years. The Company continued to consolidate the cooperative relationship with key customer
groups such as financial and real estate companies, and provided financial bond underwriting, corporate
bond underwriting and asset securitization services to major commercial banks and real estate enterprises.
Meanwhile, on the basis of maintaining our strong capability in bond underwriting business, the Company
continued to enhance business innovation, and actively respond to the Belt and Road Initiative proposed by
the state, while promoting the “Internationalization” of RMB bonds and further accelerating the opening-up
of the bond market.

In 2019, the Company successfully completed a number of representative bond projects, including the
public issuance of “Belt and Road” corporate bonds of GLP China Holdings Limited to qualified investors in
2019, “Hecui 2019 Phase | Non-performing Asset-Backed Securities” (the first domestic non-performing asset
securitization product that was invested by foreign investors), “Hangying 2019 Phase | Personal Residential
Mortgage-Backed Securities” (the first credit ABS project of urban commercial bank in the domestic market
invested by foreign investors through “Bond Connect”) and “Hexin 2019 Phase | Auto Loan ABS” (the first
retail asset securitization project in the domestic market with the approval of “green certification”). The
Company was awarded the title of 2019 “Excellent Corporate Bond Underwriter” by the SZSE.
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_ Amount and number of bonds underwriting _

Lead Lead Year-on-year

underwriting underwriting change in

amount Number of amount Number of underwriting

(RMB100 million) issuance | (RMB100 million) issuance amount

Enterprise bonds 20.00 2 19.00 2 5.26%

Corporate bonds 44279 86 680.77 106 -34.96%

Financial bonds 1,007.97 59 1,288.48 47 -21.77%
Short-term

commercial papers 44.85 14 51.58 16 -13.05%

Medium-term notes 88.07 27 74.90 15 17.58%

Private placement notes 87.22 27 89.18 24 -2.20%

Exchangeable bonds 45.50 3 28.57 1 59.26%

Asset-backed securities 2,336.82 400 2,328.80 323 0.34%

Others 27.70 253 70.76 175 -60.85%

Total 4,100.92 871 4,632.05 709 -11.47%

Sources:Statistics from Wind, using issue date as statistics caliber

Note: Bond underwriting include debt securities issued as a principal; others include municipal bonds,
international institutional bonds and government-backed institutional bonds.

(3) Financial advisory

In 2019, despite the loosening of M&A regulatory policy, continuous improvement of M&A transaction
approval process and further enrichment of M&A business payment methods, due to the increase in
uncertainty in domestic and overseas economy, the M&A market weakened, and the size of cross-border
M&A also declined significantly. According to the statistics from Wind, in 2019, the number of transactions
announced by the Chinese M&A market was 10,163, with a transaction value of RMB 2.30 trillion,
representing a year-on-year decrease of 17.32%. The number of transactions completed in the Chinese M&A
market was 8,243, with a transaction value of RMB 1.68 trillion, representing a year-on- year decrease of
3.96%.

During the Reporting Period, the Company insisted on serving the real economy, closely focused
on economic structural transformation and upgrade as well as the opportunities from SOE reform, while
also coordinated with enterprises within China Merchants Group to promote the orderly implementation
of projects. According to the statistics from Wind, the total M&A transaction amount as disclosed by the
Company was RMB 187.827 billion, ranking second in the industry, up by 7 positions from last year. The
number of M&A transactions as disclosed was 11, ranking ninth in the industry. In 2019, the landmark
projects completed by the Company include the listing of A shares of the merger of Sinotrans Air
Transportation Development Corporation Limited by Sinotrans Limited through share exchange, the listing of
the core special steel assets of CITIC Group and the restructuring listing of the property management assets
of China Merchants Group.
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(4) Overseas investment banking

In respect of overseas investment banking, in 2019, the aggregate equity underwritten scale in the
Hong Kong market amounted to HK$452 billion, representing a year-on-year decrease of 17%. The size of
IPOs underwritten amounted to HK$312.9 billion, representing a year-on-year increase of 9%. The amount
raised from G3 bonds in the Asian market (except Japan) amounted to USD338.1 billion, representing a year-
on-year increase of 27%. According to the statistics from Bloomberg, in 2019, the Company underwrote
7 equity projects in the Hong Kong market and 1 equity project in the US market, of which financing size
of IPOs sponsored in the Hong Kong market amounted to USDO0.75 billion, ranking fourth among Chinese
brokers. The Company successfully completed the sponsoring and underwriting of high-profile listing projects,
including China Tobacco HK, China Feihe and Venus Medtech (Hangzhou). The Company completed a total
of 8 bond underwriting projects with an underwriting amount of USD0.34 billion.

3. Investment management

The Company engages in securities asset management business and private equity investment fund
business through its wholly-owned subsidiaries, namely CMS Asset Management Co., Ltd. and CMS Zhiyuan
Capital Investment Co., Ltd.. The Company engages in fund management business through its associates,
namely Bosera Funds and China Merchants Fund.

(1) Asset management

In 2019, as affected by industry “channel reduction”, the asset management scale of securities
companies declined. As at the end of 2019, the total principal amount of custodian funds of the industry
amounted to RMB 12.29 trillion, representing a decrease of 35% as compared to RMB 18.76 trillion during
the peak period. It is expected that the “channel reduction” and active management transformation will
remain as the major development direction of the asset management industry, and active management
capabilities will become the core competitiveness of asset management institutions.

During the Reporting Period, CMS Asset Management actively transformed towards active management.
The scale and number of new product launched both achieved new highs in recent years, and the
average monthly scale of funds under active management achieved historic high. The Company seized the
opportunities arising from STAR Market and launched the first batch of IPO shares subscription product
and strategically placing products on the STAR Market in the industry. Meanwhile, it actively promoted
the transformation of massive collective asset management to mutual funds and completed a number of
preliminary tasks such as organizational structure adjustment and personnel and system preparation. It fully
enriched the unique product portfolio and the fixed-income and asset securitization businesses have scaled
new heights. It enhanced the capacity of investment research and gradually strengthened asset allocation
capability. In addition, the Company’s channel construction achieved breakthroughs, and multi-channel
agency sales and institutional customization rapidly advanced.
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As at the end of 2019, the AUM of CMS Asset Management was RMB 687.207 billion, representing a
year-on-year decrease of 3.68%, ranking fourth in industry in terms of scale. The AUM of active management
was RMB 216.205 billion, representing a year-on-year increase of 23.81%. According to the statistics from
the Asset Management Association of China, in the fourth quarter, the average monthly private AUM of active
management of CMS Asset Management ranked fourth in the industry, up by 8 positions from 2018.

AUM and revenue of
securities asset management business of the Company

Net revenue from asset
AUM (RMB 100 million) management (RMB 100 million)
Category

IT) T 2019] 2018

Collective asset

management 1,325.86 1,317.75 7.35 8.27
Separately managed

account 4,866.62 5,249.80 2.83 2.53
Specialized asset

management 679.59 567.10 0.31 0.13
Total 6,872.07 7,134.65 10.49 10.93

Source: Internal statistics of the Company

(2) Private equity funds

As at the end of 2019, the Asset Management Association of China registered 14,882 private equity and
venture capital fund managers, managed 36,468 funds with AUM of RMB 9.74 trillion.

In 2019, China’s private equity industry saw both opportunities and challenges. On the one hand, the
fierce competition in the industry, coupled with the impact of the declining domestic economy and regulatory
policies such as new asset management regulations, posed severe challenges to the development of the
private equity industry. On the other hand, the opening of the STAR Market, launch of the NEEQ Select Tier,
reform of the IPO registration system and loosening of refinancing also brought opportunities. According to
the statistics from Zero2IPO Group, in 2019, the total size of funds raising in China’s equity investment market
was RMB 1.24 trillion, representing a year-on-year decrease of 6.6%. There were 8,234 investment cases
made, totaling RMB 763.094 billion, representing a year-on-year decrease of 17.8% and 29.3%, respectively.
There were approximately 2,949 successful exit cases, representing a year-on-year increase of 19%. Overall,
the fundraising and investment markets encountered challenges, and the exit of market brought changes.
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During the Reporting Period, CMS Zhiyuan formulated its future development strategy based on the
Company's new five-year development plan. The major content includes: strengthening the establishment of
fundraising system and promoting the raising of funds with special features; vigorously exploring investment
opportunities and strengthening project quality control; optimizing business process and improving the
efficiency of operation and management; seizing market opportunities and realizing the multi-channel
exit of projects; leverage upon the franchise between the various business platforms of China Merchants
Group to achieve win-win cooperation. In 2019, CMS Zhiyuan initiated fundraising of 8 projects of which
4 had made substantial progress. Meanwhile, it fully utilize the advantages of securities firms in terms of
wealth management, research and investment banking, so as to grasp investment opportunities in high-end
manufacturing, biotechnology, consumption and other industries. CMS Zhiyuan exited a total of more than
RMB 2 billion of projects in 2019, some of which achieved high investment returns.

In the overseas market, CMS International actively positioned in leading companies in the new economy
in the past two years, including Tencent Music, SenseTime, Ksyun, JD Logistics and Grail, and achieved
favorable growth in overall book value.

(3) Fund management
@® Bosera Funds

The Company holds 49% of the equity of Bosera Funds. In 2019, Bosera Funds fully implemented
the working principles of “leading by innovation, embracing changes, clinging to targets and striving for
superiority”, and spared no efforts to make progress and seek innovation. It achieved stable growth in
management scale and profit. The Company’s strength and brand was continuously enhanced, achieving
a balanced development of quality, efficiency and scale. As at the end of the Reporting Period, the AUM
of Bosera Funds was RMB 1,066.8 billion (excluding the assets managed by subsidiaries), of which assets
managed under mutual funds (excluding feeder funds) was RMB 621.7 billion. According to the statistics from
Wind, as at the end of 2019, Bosera Funds ranked second in the industry in terms of AUM of non-monetary
mutual funds.

®@ China Merchants Fund

The Company holds 45% of the equity of China Merchants Fund. In 2019, China Merchants Fund
had stable and favorable operation and development, and achieved advancement in its core business.
The core position of the “public offering business” continuously consolidated, the “pension business”
achieved remarkable results, and the “multi-asset allocation business” achieved initial results. The
construction of “active investment, customer orientation, technologicalization and internationalization” was
comprehensively promoted. Of which, “active investment” achieved favorable results; “customer orientation”
was steadily advanced; the “technologicalization” plan was fully implemented; and the construction of
“internationalization” achieved breakthroughs. As at the end of the Reporting Period, the AUM of China
Merchants Fund was RMB 555.3 billion (excluding the assets managed by subsidiaries), of which assets
managed under mutual funds (excluding feeder funds) was RMB 379 billion. According to the statistics from
Wind, as at the end of 2019, China Merchants Fund ranked tenth in the industry in terms of AUM of non-
monetary mutual funds.
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4. Investment and trading

Investment and trading business includes the investment and trading of equity and fixed-income
products and other financial products.

At the beginning of 2019, the Company established the financial market investment department and
formulated proprietary investment strategies with asset allocation as the focus.

In 2019, the A Share market performed well. At the beginning of the year, under the stimulation of the
comprehensive reduction of reserve requirement ratio and the easing of Sino-US trade fiction, the A Share
market underwent rapid valuation recovery. Along with the introduction of a series of rules and regulations in
the STAR Market, the pilot registration system was smoothly implemented, leading to a structural bull market
in technology and consumption. On the other hand, the opening-up of the financial market accelerated, and
the process of increasing overseas funds allocation to A Shares speeded up, bringing liquidity to the market.
The bond market fluctuated within a narrow range. The ChinaBond Composite Total Return Index (Total
Value) rose by 4.59%, which is at the average level of the past decade. The size of bond defaults reached a
record high, resulting in a huge exposure to credit risks.

(1) Equity investment

During the Reporting Period, the Company’s directional business increased investment strategies on
the basis of controlling risks. Aiming to achieve absolute returns, the Company adhered to the philosophy
of sound allocation and value investment, strengthened position management and actively participated in
the placement of new shares on the STAR Market. Through developing diversified investment strategies
and seizing structural opportunities, the Company’s directional business achieved a significant year-on-year
increase in investment income.

The Company actively engaged in market-neutral investment business by adopting quantifying and
hedging approaches and leveraging on its abundant strategies, in order to gain more-than-expected return
steadily with low-risk exposure. Meanwhile, the Company vigorously developed capital intermediary trading
business. The current business mainly includes market-making for listed options and futures, market-making
for funds and OTC derivatives trading. The Company continued to improve its competitiveness by optimizing
its trading strategies and IT systems for its listed options and futures market-making business, as well as
enlarging business scale and variety of underlyings. As at the end of 2019, the Company ranked first among
all brokers for the quantities of listed options and futures market-making qualifications. The Company was
the only broker that was rated as AA, the highest market-making rating, by the SSE in 2019. Besides business
channels broadening, the Company actively innovated OTC derivatives business models.
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(2) FICC

The Company’s bond proprietary business embraced the “large and stable” investment philosophy.
Against the backdrop of changing domestic and international macro situations, uncertain market trends and
high bond default rates, the Company strengthened macro research, market research and risk screening,
flexibly carried out range trading, actively seized investment opportunities by developing neutral strategies
and steadily expanded investment scale. During the year, the bond investment yield outperformed the
ChinaBond Composite Total Return Index (Total Value) and achieved good results. While further developing
the existing business, the Company actively prepared for innovative business and promoted its rapid
development. In 2019, the Company became one of the first batch of market-makers of treasury bond futures
in the market, and obtained the qualification for foreign exchange business. The Company became a full
license broker of FICC business. In 2019, the Company’s commodity derivatives business continued to develop
under its existing strategy, further diversified its business types, explored new business models and achieved
good results. The revenue from commodity derivatives business increased significantly.

(3) OTC products

In 2019, the Company successfully issued 129 beneficiary certificates products with an aggregate size of
RMB 14.485 billion. While fulfilling the financing goal, it satisfactorily met the allocation needs of retail and
corporate customers for low-risk assets.

5. Outlook for 2020

In 2020, the global economy still faces great uncertainty. China’s economic development is facing
increasing difficulties and challenges, especially the increasing downward economic pressure. The restrictions
on foreign shareholding ratio of securities firms, fund management firms and futures firms will be removed
and domestic institutions will face increased competition and challenges from international financial
institutions. As affected by the “zero commission” in US securities trading, the competition landscape and
growth model of China’s securities industry will face new impact and challenges. Meanwhile, the securities
industry still faces great historical opportunities. The capital market reform has been fully commenced and
further promoted. The role of the securities industry in serving the real economy has become more prominent.
The new Securities Law came into effect on 1 March 2020, further improving the fundamental system of
the capital market. On the basis of the pilot registration system of the STAR Market, the securities issuance
registration system is about to be rolled out. Reforms in respect of the NEEQ, refinancing and M&A are
speeding up. Financial derivatives as well as new commodity futures and options are expected to be listed one
after another. In addition, while the prevention and control work of the COVID-19 pandemic has achieved
positive progress and is proceeding in a good way, it is still facing complex and severe challenges, setting
higher requirements for the annual business development of the Company.
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2020 is the key year for the Company’s new five-year transformation strategy. The Company will
conscientiously formulate the Central Government’s policies on prevention and control work of the COVID-19
pandemic, minimize the effect of the outbreak and satisfactorily fulfill various annual targets and tasks.

Wealth management and institutional business: On the basis of continuously expanding the traditional
brokerage business, the Company will accelerate wealth management transformation and build a customer-
oriented ecosystem. The Company will strengthen product capacity building, establish an abundant and
sound product system. Taking customers as the focus, the Company will organize and select wealth
management products with customer asset value maintenance and appreciation as the primary goal and
measurement criteria. The Company will strengthen system building capability and extend further support to
online product marketing and offline asset allocation. Institutional client business will continue to improve its
comprehensive service capabilities and reinforce its leading position in the industry.

Investment banking: The Company will continue to seize the opportunities arising from the STAR
Market and ChiNext registration system, proactively capture business opportunities in the NEEQ Select
Tier, and increase the efforts in exploring high-quality IPO projects. The Company will enhance its revenue-
generating ability, further bring into play the value of investment banks, enhance the service capabilities
for key customers and professional services, and further optimize and improve business operation model of
“investment banking + investment”.

Investment management: CMS Asset Management will improve its three key capabilities on
product design, product investment and channel sales. By firmly grasping the strategic opportunity of
the transformation of massive collective asset management to mutual funds, it will gather and integrate
its resource advantages on channel and customers, so as to do a good job in system improvement and
mechanism construction in relation to mutual funds operations. CMS Zhiyuan will build up its special
fund-raising channel and specialized investment capability by leveraging on its core advantage of “SOEs +
transportation and logistics + investment banking”, in order to expand funds management scale.

Investment and trading: With the goal of pursuing absolute returns, the Company will vigorously
enhance investment and research capacity and improve investment returns. The Company will vigorously
develop neutral strategies and customer demand-driven businesses, and continue to increase the scale of
investment businesses with low risk and stable returns. The Company will vigorously strengthen its FICC
business, actively explore foreign exchange, commodities and derivatives business and create a new profit
model to increase multiple sources of income.

At the same time, the Company will continue to enhance the effort on the innovation and development
of financial technology, integrate business and technology, actively identify business scenarios, and accelerate
the promotion of key projects such as the three profiling (company profiling, customer profiling and product
profiling), data governance and centralized operation.
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(m

1.

2.

Analysis of financial statement

Details of changes related to profit and cash flows

Unit: RMB’000

Year-on-year
Item Current period | Previous period change

Total revenue and other income
Total expenses

Profit before income tax

Profit of the year

Profit of the year attributable to
shareholders of the Company

Net cash used in operating activities
Net cash used in investing activities

Net cash generated from
financing activities

Net increase (decrease) in cash and
cash equivalents

17,767,472

18,069,548 42.00%
13,539,536 31.23%
5,447,485 61.06%
4,446,261 64.48%
4,424,986 64.57%
36,690,925 -103.13%
-18,268,028 =
-21,082,665 -
-2,659,768 =

In 2019, the Company recorded total revenue and other income of RMB 25.659 billion, profit before
tax of RMB 8.774 billion and profit attributable to shareholders of the parent company of RMB 7.282 billion,
representing a year-on-year increase of 42.00%, 61.06% and 64.57%, respectively. Weighted average return
on net assets was 9.51%, representing a year-on-year increase of 3.93 percentage points.

Income

o] e | o] recerage| o] reeriee

42.91% 1,104,961 14.25%

Fee and commission income 8,858,493

Interest income 8,288,799
Net gain on investment 6,159,670
Other income and gains 2,352,139

Unit: RMB’000

45.31% 102,204 1.25%
11.73% 4,039,608 190.54%
0.05% 2,342,780  25,032.38%

Total revenue and
other income 25,659,101 100.00% 18,069,548 100.00% 7,589,553 42.00%
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In 2019, the recognized revenue and other income amounted to RMB 25.659 billion, representing a
year-on-year increase of RMB 7.590 billion, or 42.00%, among which:

Fee and commission income recorded a year-on-year increase of 14.25%, among which, the income
from securities and futures brokerage business recorded a year-on-year increase of 25.45%, mainly
attributable to the increase in average trading volume of A shares, partially offset by the decrease in
commission rate. The income from underwriting and sponsorship business recorded a year-on-year increase of
22.56%, mainly attributable to the increase in revenue from IPO business.

Interest income recorded a slight year-on-year increase of 1.25%. Of which, mainly due to the increase
in investment scale, interest income from debt instruments at fair value through other comprehensive income
increased by 44.18% year-on-year, partially offset by the decrease in interest income due to the decline in
daily scale of margin financing and securities lending and stock pledge repo business.

Net investment gains recorded a significant year-on-year increase of 190.54%, primarily due to the year-
on-year increase in securities investment gains and private equity investment gains.

3. Expenses

Unit: RMB’000

v revarsoe ]| moun] rerage| o] reenage

Depreciation and

amortization 530,908 2.99% 216,391 1.60% 314,517 145.35%
Staff costs 5,559,394 31.29% 3,850,480 28.44% 1,708,914 44.38%
Fee and commission

expenses 1,422,798 8.01% 1,305,055 9.64% 117,743 9.02%
Interest expenses 6,393,610 35.98% 6,340,505 46.83% 53,105 0.84%
Tax and surcharges 94,364 0.53% 88,223 0.65% 6,141 6.96%
Other operating expenses 3,670,815 20.66% 1,614,634 11.93% 2,056,181 127.35%
Credit impairment losses 92,027 0.52% 121,037 0.89% -29,010 -23.97%
Other impairment losses 3,556 0.02% 3,211 0.02% 10.74%

100.00% | 13539536 |  100.00% | 4,227,936 31.23%

In 2019, the total expenses of the Company amounted to RMB 17.767 billion, representing a year-on-
year increase of 31.23%, of which:

Fee and commission expenses amounted to RMB 1.423 billion, representing a year-on-year increase of
9.02%, primarily due to the increase in fee and commission expenses of securities and futures brokerage
business of RMB 0.244 billion along with the increase in income.

Interest expenses amounted to RMB 6.394 billion, representing a slight year-on-year increase of 0.84%,
mainly due to the increase in debt financing scale.

Staff costs amounted to RMB 5.559 billion, representing a year-on-year increase of 44.38%, primarily
due to the increase in performance-based remuneration as a result of the increase in income.

Other expenses mainly included depreciation and amortization, tax and surcharges, other operating
expenses and impairment losses. Credit impairment losses for the year were mainly impairment losses from
stock pledge repo.
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4. Segment revenues
4.1 Analysis of segment revenues and other incomes

Unit: RMB’000

Current period Previous period Increase/Decrease
Business segment Amount | Percentage m Percentage m Percentage

Wealth management and

institutional business 11,967,661 46.64% 11,353,355 62.83% 614,306 5.41% -16.19%
Investment

banking 1,879,777 7.33% 1,600,160 8.86% 279,617 17.47% -1.53%
Investment

management 1,873,773 7.30% 1,381,386 7.64% 492,387 35.64% -0.34%
Investment and

trading 7,358,834 28.68% 3,361,706 18.60% 3,997,128 118.90% 10.07%
Others 2,640,073 10.29% 434,498 2.40% 2,205,575 507.61% 7.88%

In 2019, the total revenue and other income of the Company amounted to RMB 25.659 billion, of which:

Revenue from the wealth management and institutional business segment recorded a year-on-year
increase of 5.41%, mainly due to the year-on-year increase of 39.28% in average trading volume of A shares
in 2019 and the year-on-year increase in fee and commission income, partially offset by the decrease in
commission rates.

Revenue from the investment banking business segment recorded a year-on-year increase of 17.47%,
mainly due to the increase in income from IPO business.

Revenue from the investment management business segment recorded a year-on-year increase of
35.64%, mainly due to the increase in income from private equity investment.

Revenue from the investment and trading business segment recorded a significant year-on-year increase
of 118.90%, mainly due to the substantial increase in income from equity investment and fixed income
investment.

Revenue from other business segments recorded a significant year-on-year increase of 507.61%, mainly
due to the increase in revenue from the commodity business.

In terms of revenue composition, the proportion of operating income from the investment and trading
business segment and other business segments increased by 10.07 and 7.88 percentage points, respectively,
and the proportion of operating income from the wealth management and institutional business segment,
investment banking business segment and investment management business segment decreased by 16.19,
1.53 and 0.34 percentage points, respectively.
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4.2 Analysis of segment expenses

Unit: RMB’000

Current period Previous period Increase/Decrease

Business segment Amount | Percentage Amount | Percentage Amount | Percentage

Wealth management and

institutional business 8,620,568 48.52% 8,698,045 64.24% -77,477 -0.89%
Investment

management 378,980 2.13% 482,112 3.56% -103,132 -21.39%
Others 3,074,970 17.31% 469,039 3.46% 2,605,931 555.59%

In respect of the expenses of various business segments, expenses of the investment and trading
business segment recorded a year-on-year increase of 75.86%, mainly attributable to the increase in interest
expenses due to the expansion of investment scale and the increase in performance-based remuneration due
to the increase in income. Expenses of other business segments increased by 555.59% year-on-year, mainly
due to the increase in cost of the commodity business.
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5. Cash flows

Unit: RMB'000
Amount Percentage
Current Previous increased/ increased/
Item period period decreased decreased
Net cash used in operating activities -1,149,490 36,690,925 -37,840,415 -103.13%
Net cash used in investing activities -1,799,098 -18,268,028 16,468,930 —

Net cash generated from
financing activities 4,760,169 -21,082,665 25,842,834 -

Net increase (decrease) in cash and
cash equivalents 1,811,581 -2,659,768 4,471,349 -

In 2019, the net increase in cash and cash equivalents of the Company was RMB 1.812 billion. Of which,
the net cash used in operating activities recorded a deficit of RMB 1.149 billion. The net cash used in investing
activities recorded a deficit of RMB 1.799 billion. The net cash generated from financing activities amounted
to RMB 4.760 billion. The effect of foreign exchange rate changes in cash amounted to RMB 219 million.

(1) Net cash used in operating activities recorded a deficit of RMB 1.149 billion, representing a
decrease of RMB 37.840 billion as compared to 2018, primarily due to the increase in advances
from financing customers of RMB 29.336 billion and the increase in financial assets at fair value
through profit or loss of RMB 14.318 billion, partially offset by an increase of RMB 8.547 billion in
financial assets sold under repurchase agreements.

(2) Net cash used in investing activities recorded a deficit of RMB 1.799 billion, representing an
increase of RMB 16.469 billion as compared to 2018, primarily due to the increase in the purchase
of debt instruments at fair value through other comprehensive income of RMB 15.774 billion
during the year.

(3) Net cash generated from financing activities amounted to RMB 4.760 billion, representing an
increase of RMB 25.843 billion as compared to 2018, primarily due to the year-on-year increase in
net proceeds from the issuance and repayment of bonds and short-term debt instruments of RMB
19.529 billion, and the increase in net proceeds from short-term borrowings of RMB 6.678 billion.
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Overview of consolidated statement of financial position

Non-current assets
Property and equipment
Right-of-use assets
Prepaid lease
Goodwill
Other intangible assets

Investment in associates

Equity instruments at fair value through
other comprehensive income

Debt instruments at amortised cost

Financial assets held under resale

agreements

Financial assets at fair value through

profit or loss
Deferred tax assets

Other non-current assets

Total non-current assets 27,016,473 71.08%

Current assets
Advances to customers

Current tax assets

Account and other receivables

Debt instruments at fair value through
other comprehensive income

Debt instruments at amortised cost

Financial assets held under

resale agreements

Financial assets at fair value through

profit or loss

Derivative financial assets

Deposits with Exchanges and
non-bank financial institutions

Clearing settlement funds

Cash and bank balances

Total current assets

1,540,746 0.40%
1,610,549 0.42%
9,671 0.00%
15,855 0.00%
8,833,586 2.31%
7,057,809 1.85%
1,424,662 0.37%
2,170,301 0.57%
2,708,857 0.71%
826,872 0.22%
817,565 0.21%

55,224,619 14.47%

180,145 0.05%
3,213,572 0.84%
45,734,307 11.98%
469,974 0.12%
33,509,524 8.78%

135,437,211 35.48%

1,805,819 0.47%
4,780,890 1.25%
12,471,616 3.27%
61,927,739 16.22%

354,755,416 92.92%

1,628,792 0.53%
431,685 0.14%
9,671 0.00%
19,121 0.01%
8,287,924 2.72%
6,722,607 2.20%
1,796,608 0.59%
5,271,749 1.73%
2,202,967 0.72%
868,510 0.28%
221,103 0.07%

42,976,430 14.09%

34,668 0.01%
3,263,335 1.07%
41,642,341 13.66%
47,587 0.02%
21,766,111 9.11%

97,921,779 32.11%

1,150,232 0.38%
1,431,420 0.47%
13,796,281 4.52%

47,433,784 15.56%
277,463,968 90.99%

Unit: RMB’000

December 31, 2019 December 31, 2018
o | Feartage | ooun | Fercnage | | orrage |

-88,046 -5.41%
1,610,549 -
-431,685 -100%

-3,266 -17.08%

545,662 6.58%
335,202 4.99%
-371,946 -20.70%
3,107,448 -58.88%

505,890 22.96%
-41,638 -4.79%
596,462 269.77%

-450,264 -1.64%
=R [ EeR]

12,248,189 28.50%
145,477 419.63%
-49,763 -1.52%

4,091,966 9.83%
422,387 887.61%

5,743,413 20.68%

37,515,432 38.31%
655,587 57.00%

3,349,470 234.00%
-1,324,665 -9.60%
14,493,955 30.56%
77,291,448 27.86%

381,771,889 100.00% | 304,930,705 100.00% | 76,841,184 25.20%
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As at the end of 2019, the total assets of the Company was RMB 381.772 billion, increased by RMB
76.841 billion, or 25.20%, as compared with the end of 2018. The total current assets amounted to RMB
354.755 billion and total non-current assets accounted to RMB 27.016 billion. Financial assets as at the end of
the period increased by RMB 43.155 billion as compared with the end of 2018, and the financial assets held
under resale agreements and advances to customers as at the end of the period increased by RMB 14.884
billion as compared with the end of 2018.

The Company has maintained satisfactory assets quality and liquidity. Net current assets as at the end
of 2019 amounted to RMB 113.168 billion, representing an increase of RMB 19.433 billion, or 20.73% over
last year, which was primarily due to growth in scale of financial assets and advances to customers. As at the
end of 2019, the Company’s cash and bank balances and clearing settlement funds, financial assets, advances
to customers, financial assets held under resale agreements and long-term equity investment accounted for
19%, 51%, 14%, 9% and 2% of the total assets, respectively. As compared with the end of last year, there
were smaller changes to the Company’s asset structure.
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Unit: RMB’000

December 31, 2019 December 31, 2018
i reerase | e | e | o reares

Short-term borrowings 3,103,673 1.05% 1,581,861 0.71% 1,521,812 96.20%

Current liabilities

Short-term debt instruments 33,098,616 11.16% 34,850,476 15.55%  -1,751,860 -5.03%

Placements from other
financial institutions 7,013,199 2.36% 3,519,000 1.57% 3,494,199 99.30%

Accounts payable to brokerage clients 61,724,220 20.81% 48,911,748 21.82% 12,812,472 26.20%

Accrued staff costs 5,042,877 1.70% 3,654,135 1.63% 1,388,742 38.00%

Other payables and accrued charges 6,847,972 2.31% 3,524,201 1.57% 3,323,771 94.31%

Current tax liabilities 57,064 0.02% 133,968 0.06% -76,904 -57.40%

Financial liabilities at fair value

through profit or loss 7,918,509 2.67% 7,124,452 3.18% 794,057 11.15%

Derivative financial liabilities 2,183,222 0.74% 1,305,685 0.58% 877,537 67.21%

Financial assets sold under

repurchase agreements 97,706,686 32.94% 61,267,557 2733% 36,439,129 59.48%

Lease liabilities 267,627 0.09% = - 267,627 =

Long-term borrowings due

within one year 1,144,880 0.39% - - 1,144,880 -

Bonds payable due within one year 15,478,614 522% 17,855,355 797%  -2,376,741 -13.31%
Net current assets 113,168,257 38.15% 93,735,530 41.82% 19,432,727 20.73%

Total assets less current liabilities 140,184,730 47.26% 121,202,267 54.07% 18,982,463 15.66%

Non-current liabilities

Accrued staff costs 525,040 0.18% 787,540 0.35% -262,500 -33.33%
Deferred tax liabilities 485,282 0.16% 148,764 0.07% 336,518 226.21%
Financial liabilities at fair value
through profit or loss 2,157,877 0.73% 2,404,123 1.07% -246,246 -10.24%
Deferred income 122,537 0.04% 125,734 0.06% -3,197 -2.54%
Lease liabilities 984,520 0.33% = - 984,520 -
Bonds payable 50,512,888 17.03% 35,563,737 15.87% 14,949,151 42.03%
Long-term borrowings 268,735 0.09% 1,380,015 0.62%  -1,111,280 -80.53%
Total non-current liabilities 55,056,879 18.56% 40,409,913 18.03% 14,646,966 36.25%

Total liabilities 296,644,038 | 100.00% m 100.00% | 72,505,687 |  32.35%
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As at the end of 2019, the total liabilities of the Company was RMB 296.644 billion, representing
an increase of RMB 72.506 billion, or 32.35%, as compared with the end of 2018. The current liabilities
amounted to RMB 241.587 billion and non-current liabilities amounted to RMB 55.057 billion. Accounts
payable to brokerage clients increased by RMB 12.812 billion as compared with the end of 2018. The balance
of financial assets sold under repurchase agreements as at the end of the period increased by RMB 36.439
billion; the balance of bonds payable as at the end of the period increased by RMB 12.572 billion; and the
balance of placements from other financial institutions as at the end of the period increased by RMB 3.494
billion.

In 2019, excluding the accounts payable to brokerage clients, the total assets of the Company amounted
to RMB 320.048 billion, increased by RMB 64.029 billion, or 25.01%, as compared with the end of 2018, and
the total liabilities of the Company amounted to RMB 234.920 billion, increased by RMB 59.693 billion as
compared with the end of 2018. The gearing ratio, after deducting accounts payable to brokerage clients, of
the Company was 73.40%, representing a rise of 4.96 percentage points as compared with the end of 2018.

Unit: RMB’000

December 31, 2019 December 31, 2018
moun [ rceage | moun | rerarase | moun ] rceage

Equity

Share capital 6,699,409 7.87% 6,699,409 8.29% - -
Other equity instruments 15,000,000 17.62% 15,000,000 18.57% - -
Capital reserve 27,533,939 32.34% 27,533,939 34.08% - -
Less: treasury shares 663,954 0.78% - - 663,954 -

Investment revaluation reserve —
financial assets at fair value through

other comprehensive income 542,629 0.64% 299,070 0.37% 243,559 81.44%
Foreign currency translation reserve 278,786 0.33% 172,076 0.21% 106,710 62.01%
General reserves 16,401,426 19.27% 13,864,963 17.16% 2,536,463 18.29%
Retained profits 19,256,086 22.62% 17,153,389 21.23% 2,102,697 12.26%
Equity attributable to

shareholders of the Company 85,048,321 99.91% 80,722,846 99.91% 4,325,475 5.36%
Non-controlling interests 79,530 0.09% 69,508 0.09% 10,022 14.42%

Total equity 85,127,851 100.00% | 80,792,354 | 100.00% | 4,335,497 5.37%

As at the end of 2019, the equity attributable to shareholders of the parent company was RMB 85.048
billion, representing an increase of 5.36% as compared with the end of 2018. Net profit attributable to the
parent company amounted to RMB 7.282 billion, partially offset by the dividends distributed to shareholders
of RMB 1.769 billion and interest payable for perpetual subordinated bonds of RMB 802 million.
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() Analysis of investment
1.  Analysis of total external equity investments

During the Reporting Period, the Company did not have any new external equity investment.

(1) Significant equity investments

Change
in equity
attributable to
Shareholding J| Shareholding Gain or loss the owner
as at the as at the during the during the
Initial |  beginning of end of Closing Reporting Reporting
investment the period the period E[EN Period Period
[nvestees (RMB0,000) (%) (%) (RMB0,000) (RMB0,000) (RMB0,000) | Accounting item
China Merchants
Fund Management Long-term equity ~ Promotion and
(o, Ltd. 85,084.45 45.00% 45,00% 262,48.69 36,118.03 42654 investment acquisition

Note 1:  The closing balance refers to the balance net of recognized provision for impairment as at the end
of the Reporting Period.

Note 2:  Gain or loss during the Reporting Period refers to the effect of investment on the consolidated net
profit of the Company during the Reporting Period.

Note 3:  Change in equity attributable to the owner during the Reporting Period does not take into account
of the effect of gain or loss during the Reporting Period.
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(2) Financial assets measured at fair value

Unit: RMB 10,000

As of the end of December 2019 January - December 2019

Initial
investment Investment
cost/nominal gains/interest Change in
Project amount Fair value income fair value
Financial assets held-for-trading 13,480,560.46  13,814,606.76 520,271.59 213,816.81
Other equity investments 688,253.00 705,780.93 45,184.47 33,520.26
Financial liabilities held-for-trading 999,507.41 1,007,638.63 -23,246.45 -4,887.76

(IV) Analysis of major subsidiaries and associated companies
1.  Analysis of subsidiaries

(1) China Merchants Securities Asset Management Co., Ltd. (a company incorporated in the
People’s Republic of China with limited liability)

CMS Asset Management is a wholly-owned subsidiary of the Company with a registered capital of RMB
1 billion. Its principal business is securities asset management.

Unit: RMB 10,000

For/as of For/as of
Item the end of 2019 the end of 2018

Total revenue and other income 119,597 123,315

Total assets 458,849 398,127
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(2) China Merchants Securities International Company Limited (a company incorporated in the
Hong Kong Special Administrative Region of the People’s Republic of China with limited
liability)

CMS International is a wholly-owned subsidiary of the Company and has a paid-up capital of
HK$4.104 billion. CMS International is principally engaged in securities and futures contracts brokerage,
custody services, listing sponsorship, financial advisory, corporate financing, investment management, asset
management, market researches and other businesses permitted by regulatory rules of the place where its
subsidiaries operate.

Unit: HK$10,000

For/as of For/as of
Item the end of 2019 the end of 2018

Total revenue and other income 120,796 111,925
Total assets 2,710,822 2,044,580

(3) China Merchants Futures Co., Limited (a company incorporated in the People’s Republic of
China with limited liability)

China Merchants Futures is a wholly-owned subsidiary of the Company with a registered capital of
RMB 630 million. Its principal businesses include commodity futures brokerage, financial futures brokerage,
futures investment consultation and asset management. As at the end of 2019, China Merchants Futures has
4 futures branches in Beijing, Guangzhou, Shanghai and Hangzhou and a wholly-owned risk management
subsidiary.

Unit: RMB 10,000

For/as of For/as of
Item the end of 2019 the end of 2018
Total revenue and other income 268,935 50,789
Total assets 813,958 526,566
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(4) China Merchants Zhiyuan Capital Investment Co., Ltd. (a company incorporated in the People’s
Republic of China with limited liability)

CMS Zhiyuan is a wholly-owned subsidiary of the Company with a registered capital of RMB 2.1 billion
and a paid-up capital of RMB 1.8 billion. CMS Zhiyuan mainly engages in private equity investment funds and
related consultancy and advisory services and other business as permitted by regulatory authorities.

Unit: RMB 10,000

For/as of For/as of
Item the end of 2019 the end of 2018

Total revenue and other income 64,834 5,821

Total assets 653,996 627,414

(5) China Merchants Securities Investment Co., Ltd. (a company incorporated in the People’s
Republic of China with limited liability)

CMS Investment is a wholly-owned subsidiary of the Company with a registered capital of RMB 3.1
billion and a paid-up capital of RMB 1.97 billion. It principally engages in alternative investment businesses
such as financial products and equity other than those listed in the “List of Securities Investments for
Proprietary Trading of Securities Companies”.

Unit: RMB 10,000

For/as of For/as of
Item the end of 2019 the end of 2018

Total revenue and other income 6,001

Total assets 223,382 134,358
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2. Analysis of associated companies
(1) Bosera Asset Management Co., Limited

The Company holds 49% equity interest in Bosera Funds. Bosera Funds was established on July 13, 1998
as one of the first five mutual fund management companies in mainland China. Its business scope includes
fund raising, sales of funds, asset management and other businesses approved by the CSRC.

The following table sets forth the major financial data of Bosera Funds during the Reporting Period:
Unit: RMB 10,000

For/as of For/as of
Item the end of 2019 the end of 2018

Operating income 348,590 316,536

Net profit 91,289 90,345

Net assets 482,168 419,299

(2) China Merchants Fund Management Co., Ltd.

The Company holds 45% equity interest in China Merchants Fund. China Merchants Fund was
established on December 27, 2002. Its business scope includes fund management, promotion and
establishment of funds, and other businesses approved by the CSRC.

The following table sets forth the general financial condition of China Merchants Fund during the
Reporting Period:

Unit: RMB 10,000
For/as of For/as of
Item the end of 2019 the end of 2018

Operating income 258,740 258,704

Net profit 80,262 89,391

Net assets 538,431 487,221
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(V) Structured entities controlled by the Company

As of December 31, 2019, the Group consolidated 12 structured entities, including mainly collective
asset management schemes, investment funds and limited partnership. Under the circumstance that
the Group is involved in a structured entity as manager and investor, the Group assesses whether its
potential variable returns will be significantly affected by the returns attributable to its investment and the
remuneration as a manager and whether the Group is a principal of the entity. As of December 31, 2019, the
total assets of the consolidated structured entities amounted to RMB 6.989 billion.

(VI) Financing
1. Financing channels

The Company has established financing channels in respect of equity and creditor’s rights, domestic and
overseas, multi-market and multi-variety. The Company is an A+H listed company, which can supplement its
capital strength through domestic and overseas rights issue and additional issuance. The Company can issue
debt financing instruments domestically and overseas in accordance with relevant laws and regulations. The
types of debt financing products include, but are not limited to, publicly or privately issued corporate bonds,
perpetual subordinated bonds, subordinated bonds, short-term corporate bonds, financial bonds, short-term
commercial paper, beneficiary certificates, margin trading rights as collateral financing, securities refinancing,
interbank borrowing and repurchase. Smooth and diversified financing channels provide a solid guarantee for
the Company’s stable operation.

Major financing activities during the year: in 2019, the Company publicly issued 1 tranche of corporate
bonds to qualified investors, raising a total of RMB 1.500 billion; privately issued 4 tranches of corporate
bonds, raising a total of RMB 20.300 billion; issued 3 tranches of margin loan receivables asset-backed
securities, raising a total of RMB 7.000 billion; issued 1 tranche of financial bonds, raising a total of RMB
5.000 billion; issued 19 tranches of commercial papers on rolling basis, raising a total of RMB 61.000 billion;
issued 129 tranches of beneficiary certificates, raising a total of RMB 14.485 billion.

2. Structure of liabilities

As of the end of 2019, the total liabilities of the Company amounted to RMB 296.644 billion. Excluding
the transaction settlement funds from customers, the liabilities amounted to RMB 234.920 billion. Liabilities
mainly included publicly or privately issued corporate bonds, subordinated bonds, financial bonds, commercial
paper, beneficiary certificates, bank borrowings, interbank borrowing and repurchase. As of the end of
2019, the balance of bonds payable amounted to RMB 65.992 billion, accounting for 28.09% of the
Company’s own liabilities. Long-term borrowings amounted to RMB 1.414 billion, accounting for 0.60% of
the Company’s own liabilities. The balance of short-term commercial paper payable amounted to RMB 33.099
billion, accounting for 14.09% of the Company’s own liabilities. The balance of financial assets sold under
repurchase agreements amounted to RMB 97.707 billion, accounting for 41.59% of the Company’s own
liabilities. Short-term borrowings amounted to RMB 3.104 billion, accounting for 1.32% of the Company’s
own liabilities. Interbank borrowings amounted to RMB 7.013 billion, accounting for 2.99% of the Company’s
own liabilities. Currently, the Company has no debts overdue. The solvency of the Company is strong and the
liquidity risk is controllable.
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3. Liquidity management

In respect of liquidity management, the Company aims to maintain the liquidity according to its business
strategies at a level such that it is adequate to settle the debts when they fall due and to expand business
when necessary. The liquidity should be sufficient to provide the Company with working capital without
the need of funds from disposal of assets. The Company also maintains sufficient liquid assets and available
facilities to meet unexpected financial needs.

With regular analysis of and monitoring on the size and structure of assets and liabilities, the Company
was able to maintain adequate premium liquid assets while keeping proper size and duration of its assets
and liabilities to support business development. The Company has an asset and liability management system
and has determined liquidity risk indicators for different levels of management to monitor the compliance of
limits of assets and liabilities. Such measures are taken to ensure the liquidity of the Company with reasonable
structure of assets and liabilities in terms of size and maturity. The Company has an internal capital pricing
system to regulate the capital flow. A real-time monitoring system and a quantified analysis model for
investment business have been established. Data are collected for sensitivity analysis, stress test, and VaR
analysis to keep track the liquidity risk of investment business. The management of the Company will be
alerted of any risks exceeding the liquidity alert level and any rapid deterioration of risks for remedial actions.
The Company has established an internal risk reporting system to promptly monitor the liquidity risk in the
operation of all businesses at each branch so that the Company could take measures to maintain the safety
and sustainability of its operations. The Company has a financing policy to secure funds when necessary.
It also explored financing channels and methods to satisfy its financial needs for operation. The Company
maintained high liquidity through effective asset allocation during the year.

(VIl) The innovative business and risk control profile during the Reporting Period
1. Business Innovation during the Reporting Period

In 2019, the Company proactively launched a series of innovations in Fintech and business, products and
services innovation in response to new needs arising from modernized economic system, various customer’s
demand, and new opportunities driven by science and technology revolution, and achieved rewarding results.

Firstly, we grasp innovation opportunities to serve for the real economy. We proactively
promoted the STAR Market business and submitted 12 projects in 2019. We completed 3 STAR Market
projects, namely Espressif Systems, Jiuri New Materials and bioPerfectus through share issuance. We launched
new product lines for the STAR Market included IPO share subscription product and strategic placing products
with characteristic of CMS Asset Management. We completed the first case of public issue of new shares on
ChiNext Board — the project of public issue of stocks for Topstar and completed various innovative products
for asset securitization, including, the first successful domestic issuance of asset-backed securities for the
whole-account assets of credit card, and the first non-performing asset securitization products invested by
foreign investors.
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Secondly, we explore new businesses vigorously. We were approved to be the first batch of
treasury bond futures market makers by CFFEX, with a competitive electronic market-making trading system.
We were the foremost industry player qualified for foreign exchange trading and foreign exchange settlement
and sales on behalf of customers, thus marking a breakthrough on operating foreign exchange business in
both domestic and international market. We persistently expanded market-making coverage towards more
underlyings. By the end of 2019, we ranked first among securities firms within mainland China, in terms
of quantities of market-making permissions for listed futures and options. We were the sole participant
that achieved tier AA for funds market-making, which was the highest grade approved by the SSE. CMS
International obtained the qualification as a member of London Stock Exchange to further provide more
comprehensive financial services to customers.

Thirdly, we empower the business with Fintech. The Company engaged IBM as its consultant to
further accelerate two major basic programmes comprising of process reform and data management, and
was committed to constructing “customer- focused” procedural organization, laying a solid foundation for
further transformational change and innovative development. The Company applied service model of business
partnership (ITBP) by designating technical staff to business team, so as to deepen integration between
technology and operation. The Company launched the Zhiyuan Yi Hu Tong App 7.0, with over 100 new
optimized innovative functions, and improved the precision of asset management service; we also launched
Geetek Institutional Transaction Service Platform to establish the industry-leading all-round solution for
institutional businesses; the Company accelerated the construction of technology-based investment banking
and fully implemented the intelligent investment bank platform, in order to facilitate the application of “entire
business management, enterprise risk management, big data, Al”; we continued to promote the incubation of
innovative projects on Fintech including wealth management, investment research, operation management,
risk management and compliance control and Al, so as to lead the reform and development of the Company
by the technological innovation.

2. Risk control of the innovative businesses

@ The Company has established a decision-making and management structure for its innovative
businesses. Relevant management systems were formulated to ensure that all innovative businesses
were carried out in compliance with laws and regulations and risks were well under control.

The Company has established an Innovative Development Committee which acts as the decision-
making organ for promotion of innovative businesses and related important matters. The Company
has established a Fintech Innovation Fund Committee which acts as the decision-making organ for
the fintech innovation fund. It has also established a technological innovation office to coordinate
technological innovation. The risk management department and legal and compliance department
of the Company will participate in the early stages of an innovative business such as proposal,
planning and review in order to identify risks, conduct stress tests and compliance examination to
prevent legal risks and to ensure the feasibility and overall quality of such innovative business. They
also guide the business departments to formulate and improve the policies and procedures under
the internal control system. Major innovative businesses shall be subject to specific approval of the
Risk Management Committee of the Company.
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@ The Company has established a risk monitoring and alert system for innovative businesses and
actively adjusted the monitoring indicators so as to maintain the risk exposure at an acceptable
level determined in accordance with its net capital and liquidity.

When carrying out innovative businesses, based on the risk characteristics of the innovative
businesses, the Company determined various monitoring indicators and risk limits for real-time
tracking of the risk exposure. When the risk indicators deviated from their normal levels, the
business departments will be promptly alerted to ensure that the risk exposure of the innovative
businesses remained at a level tolerable by the net capital and liquidity.

® The Company has established an auditing and examining mechanism in accordance with the
progress of innovative businesses in order to continuously improve the internal control and risk
response of the innovative businesses.

The audit department of the Company focused on the innovative businesses during audit process.
For problems identified during inspections, the management department of the innovative
businesses worked together with the internal control department to conduct analysis and
researches in respect of the progress of the innovative businesses. According to the review of
the internal control system for the innovative businesses, the two departments modified the
management systems, working procedures and control mechanisms for innovative businesses and
improved the contingency plans in order to ensure a healthy and stable growth of the innovative
businesses.

(Vi) Establishment and shutting down of branches during the Reporting Period

In 2019, pursuant to the Approval for Establishment of 16 Branches by China Merchants Securities Co.,
Ltd. from CSRC Shenzhen Office (Shen Zheng Ju Xu Ke Zi [2018] No. 43) ( CRIIIFEE BN X B E & H D
ERABFRMI6R D T HIBEBNHILE) (REBFFAIF[2018] 435%)), nine new securities branches have officially
commenced operation, while one has been under preparation but yet to open. The Company has a total of
258 securities branches in operation.

Ill. Discussion and Analysis of Future Development of the Company
() Industry landscape and trend

The securities industry has gone through a period of reshaping where supports are only offered to the
superior, the inferior are eliminated and the shuffling of industry is accelerated, with leading brokers gaining
more market share leveraging on their strong comprehensive capabilities, the Matthew effect of “the stronger
one stays sturdy and the powerful one holds the highest authority” within the industry is significant. At the
same time, with further opening up of the securities industry, more leading foreign financial instates will
speed up in entering the market, leading to intensified peer competition.

Looking forward, with the implementation of measures including implementation of new Securities
Law, implementation of registration-based system and reform of the NEEQ systems, the proportion of direct
financing in China will be raised gradually, further optimizing resources allocation function of capital market.
At the same time, with the acceleration in two-way opening-up of capital market, the depth and width of the
market will be gradually enhanced. In overall, the development of China’s securities industry remains at an
crucial period for strategic opportunities.
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(1) Development strategies of the Company
1. Opportunities for the Company

China’s securities industry remains in the era of significant opportunities. Firstly, the domestic economy
transits form a stage of rapid growth to a stage of high-quality development, with the continuous reform
of the capital market, there are fertile soil for the securities industry to maintain a long-term, healthy and
sustainable growth. Secondly, given the fast accumulation of residents’ wealth, together with the growing
demand for financial consumption, investment and wealth management services, domestic and overseas
institutional investors will gradually become leading players in the market and generate more diversified
business demands and more profitable models for the securities companies. Thirdly, as the reform of state-
owned enterprise speed up and the implementation of national strategies including innovation-driven tactics
underway, business development opportunities such as the M&A and restructuring, equity investment in high-
tech industries and bonds financing will arise for the securities industry. Fourthly, with availability of more
financial instruments, improvement and speeding up of the operating systems and trading mechanism and
the two-way opening-up reaching a new level, there is a prosperous prospect for cross-market investment and
trading without restriction in time and space.

2. Challenges faced by the Company

Firstly, the rapid increase in customers’ demand will drive for the transformation of the business model
of securities companies into integrated and digitalized operation, which poses huge challenges to capabilities
of the securities companies in organization and operation as well as comprehensive risk management
capabilities. Secondly, new technologies including mobile internet, big data, cloud computing, blockchain and
artificial intelligence expedites the reconstruction of the ecosystem for financial industry. Thirdly, there is an
irresistible trend for the securities industry to remain under comprehensive and strict monitoring and control,
while the business model and organization and operation models are in urgent need of upgrade and reform.
Fourthly, the opening up of the securities industry is enhanced and the international financial institutions
will leverage on global resources, mature customer services model and the flexible and rapid innovation
capabilities, which impose direct impacts to the relatively traditional business management system and the
customer services model of China’s securities industry.
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3. Development strategies of the Company

From 2019 to 2023, the Company will uphold its strategic vision of “being customer-oriented to
become the best investment bank in China with international competitiveness” and comply with the overall
requirements of “advocating quality first, prioritizing efficiency, maintaining moderate scale” so as to
accomplish the goals of “aiming the top five Chinese brokers in terms of all competitiveness”, implementing
the “reform strategies” and realizing high quality development and sustainable growth. In this regard,
the Company will focus on its customers’ needs and carry out five core strategies of “leading by the value
of investment banking business, establishing institutional customer business with special features and
advantages, building up wealth management business with distinctive edges, expanding consolidated
operating model with multi-channels and wide variety of products and strengthening the integration of cross-
borders business” during the planning period, so as to provide one-stop integrated services to customers
and persistently enhance our overall competitiveness. In the meantime, the Company will be more dedicated
in maintaining the “five” core capabilities, namely risk management, technologies, talents, synergies and
capital, in a bid to support the healthy growth of all business segments of the Company.

(1) Business plans

2020 marks the key to the Company’s new five-year strategy. The Company will adhere its strategic
goal of “aiming the top five Chinese brokers in terms of all competitiveness” and further implement the five
core strategies in order to maintain the favorable growth trend of operating income and net profit from each
business segment, and consolidate and improve operating income, net profit and ROE ranking continuously,
so as to “outperform the market and industry peers”. We aim to achieve a steady and rising comprehensive
competitiveness as compared to 2019.

Firstly, we will continue to strengthen strategic leadership and promote quality and efficiency
enhancement. We will focus on establishing our service business characteristics and core competitiveness,
strive to achieve the leap-forward development of wealth management business and build a customer-
oriented wealth management ecosystem; continue to improve the comprehensive service capabilities in our
institutional client business and reinforce our industry leading position; and continue to improve our revenue-
generating capabilities in terms of our enterprise client business and further leverage the value of investment
bank. We will continue to expand the depth and coverage of our capital utilization businesses and improve
our investment capabilities.

Secondly, we will further deepen key reforms and enhance sustainable development and
competitiveness. We will further strengthen the “customer-oriented” core business philosophy, continuously
deepen the implementation of the human resources mechanism of “staff can get in and out; cadre can go up
and down; salary can be high and low”, further strengthen the construction of coordination mechanism and
awareness, accelerate Fintech innovation, vigorously promote research transformation, and solidly promote
data governance and process reconstruction projects.

Thirdly, we will further strengthen internal management and risk control to maintain the AA regulatory
rating for securities firms in 2020. We will take risk management as an important support for the Company’s
core competitiveness; ensure the overall management of compliance; strengthen supervision and inspection
to mitigate problems in businesses and management in a timely manner; and safeqguard work safety to ensure
the stable, orderly and sustainable development of the Company businesses.
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(IV) Potential risks

During the Reporting Period, the Company adhered to the philosophy of “taking the lead in innovation
with controllable risk level” and continued to explore new risk management practices and approaches to
ensure its long-term and sustainable development. Details and relevant measures in relation to the risk
management profile and the market risk, credit risk, operating risk, liquidity risk and other risks during the
business operation of the Company are as follows:

1.  Risk management
(1) Risk management structure

Since inception, the Company has been committed to establishing an innovative and insightful
risk management system which can align with its operation strategies and cover its core business lines
comprehensively. Sound corporate governance and effective risk management and internal control system
have been put in place to cope with the risks in the market faced by the Company.

In accordance with the Guidelines for Internal Control of Securities Companies ({F& %A 7] A ZBIE 4
#551)) and Enterprise Risk Management Standard of Securities Companies ((FEA AR ZEEREEIFEH))
and taking into account our operational needs, the Company has taken the lead in establishing a five-level
risk management structure, consisting of strategic arrangements of the Board, supervision and inspection of
the Supervisory Committee, risk management decision of the senior management and the Risk Management
Committee, risk control and supervision of relevant departments in charge of risk management and the direct
management of other departments, branches and wholly-owned subsidiaries.
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The chart below sets out our risk management organizational structure:
Risk Management
Organizational Structure

Maximize interest of shareholders

Strategic arrangement and
risk appetite approval

Supervision and Inspection

Risk Management Decisions

HEEEE

Before Trading: Post Trading:
Self-governed Control During Trading: Independent Risk Management Supervision

The risk management responsibilities of each department and their positions in the risk management
organizational structure of the Company are as follows:

@ The Board and its Risk Management Committee are primarily responsible for reviewing and
approving the risk management system, the risk appetite, risk tolerance and various risk limit
indicators of the Company, considering and approving the allocation plan of economic capital
of the Company, convening quarterly meetings to review quarterly risk reports and thoroughly
assessing the risk management of the Company.

@ The Supervisory Committee is responsible for supervising and examining the overall operation of
the risk management system of the Company.
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®  The senior management is responsible for the overall risk management in the Company’s business
operations. They regularly review risk assessment reports, formulate risk management measures
and establish risk limit indicators. The Risk Management Committee are set up under the senior
management, which serves as the highest risk management decision-maker at the operation
level. The Company has also appointed a Chief Risk Officer to oversee the formation of the
overall risk management system, monitor, evaluate and report the overall risk level, and provide
risk management advice for business decision-making of the Company. In addition, Securities
Investment Committee, Credit Risk Committee, Valuation Committee and Underwriting Committee
were set up under the Risk Management Committee, which are responsible for making collective
decisions based on experts’ suggestions on issues relating to securities investment, credit risk,
securities evaluation and underwriting risks within their respective scopes of authorization. The risk
management of subsidiaries is managed by the enterprise risk management system of the Company
through vertical management approach. The person-in-charge of risk management of subsidiaries
shall be nominated, appointed, removed and appraised by the Chief Risk Officer of the Company.

@  As a department to coordinate market, credit and operating risks management of the Company,
the Risk Management Department is responsible for managing the market risks and credit risks,
as well as assisting and guiding other business departments in managing operational risks of
the Company. As a department in charge of the liquidity risk management of the Company, the
Capital Management Department is responsible for managing liquidity risks and the formation
of the liquidity risk management system. The Legal and Compliance Department is responsible
for managing the compliance and legal risks of the Company and assisting the Chief Compliance
Officer in reviewing, supervising and examining the compliance of both the business operations of
the Company and the employees’ practices and behaviours. The General Office, together with the
Risk Management Department and other relevant departments, are responsible for managing the
reputation risks of the Company. The Audit Department is responsible for auditing and examining
the effectiveness and execution of the risk management procedures of the Company as well as
conducting an overall evaluation of the internal control system of the Company at least once a year.

® Each of the business departments, branches and wholly-owned subsidiaries of the Company
are directly responsible for risk management and supervision of their respective business and
management fields.

The Company has established a “three lines of defense” system of risk management to identify, assess,
address, monitor, inspect and report risks. The first line of defense is set up by departments and branches
which conduct effective self-governed risk management; the second line of defense is set up by departments
in charge of risk management issues which focus on implementing professional risk management measures;
and the third line of defense is set up by the Audit Department which focuses on inspecting and assessing risks
after they occur.

(2) Risk management system

Led by the Enterprise Risk Management System of China Merchants Securities ({18 75 % 2 M [E[{ E 12
#IZ)), and the Working Rules for Risk Management Committee Meeting of the Board of Directors ( EE &
R ERZEZ EE TIEHRERI)), the Company has established a comprehensive risk management system which
covers various risk exposures including market, credit, operational, liquidity and reputation risks and specifies
the boundaries and general principles of each risk category.
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(3) Quantitative risk management indicator system

The Company has established a quantitative risk management indicator system covering risk appetite,
risk tolerance, economic capital and risk limit, so as to prioritize businesses with higher risk-adjusted returns
for resources allocation. This approach has effectively improved the risk management and the corporate value
of the Company.

@

Coherent risk appetite and tolerance indicators: Risk appetite framework establishes the
fundamental attitude of the Board and the senior management towards the balance between
risk and return based on the analysis of various risk exposures of the Company. Risk tolerance is
a quantitative limit indicator that reflects the effectiveness of risk management. According to the
risk appetite, the Company has set risk tolerance indicators for each specific business line based on
its characteristics to specify the maximum tolerance of the risk management. After years of effort,
the Company has developed clear risk appetite descriptions covering five major risk types, namely
overall risk, market risk, credit risk, operational risk and liquidity risk, based on which a risk appetite
indicator system and a risk tolerance indicator system were established. The Company sets its
targets of risk appetite and risk tolerance at the beginning of each year and determines economic
capital budget and business authorization accordingly. The Company monitors and reports risk
appetite and risk tolerance on a monthly basis, and continuously reviews the risk management
based on the results.

Scientific economic capital management model: The Company took the lead to introduce
an economic capital management model in the PRC securities industry in 2006, and kept on
optimizing the methodologies on economic capital measurement and improving the economic
capital management process. Our economic capital management covered market risk, credit risk
and operational risk. The Company has developed an internal model to measure market risk and
credit risk of the economic capital which is sufficiently sensitive to risk and practically sound. It
measured operational risks according to the standards under the Basel Accords. The measurement
of economic capital is generally used in risk monitoring, quantitative assessment and performance
assessment.

Business authorization management system with the core of risk limits: Within the statutory
business scope, the Company granted business authorization at different levels based on the
risk rating of the business. The Company granted authorization prudently based on the risk
management capability, implementation of business authorization and actual risk management
results of each business department, so as to improve decision-making efficiency while keeping the
risks under control. Unauthorized operations were strictly prohibited. Authorized persons at each
level must exercise their power and conduct business activities only within the authorized scope.

2019 Annual Report

71



Chapter 4: Report of the Board of Directors

@ Comprehensive stress testing mechanism: The Company established the Administrative
Measures for Stress Testing (& J7)8] & & ¥ ## % ) ). It specifies the division of duties among
departments in stress test. It has also determined the methods and procedures of stress test. The
Company conducts routine or ad hoc stress test on liquidity risk, credit risk and market risk, as well
as net capital and other risk limit indicators, based on business and market development. With this
approach, the Company can effectively evaluate changes in the operation and risk profiles under
extreme circumstances.

(4) Risk management culture

With “effective risk control” integrated into its corporate culture, the Company aimed at efficient risk
control, strict compliance with minimum requirements and appropriate risk bearing for reasonable returns.
The Company adhered to the dynamic balance between business and risk control by maintaining risk exposure
within the approved limits. The “advanced internal control management system and risk management
ability” are considered important elements in the strategic planning of the Company and are the essence of
its core competitiveness. A comprehensive internal control system covering all stages in advance of, during
and after an event is incorporated in our operation to ensure the effective performance of functions of
management and services in order to maintain the healthy and sustainable development of the businesses
of the Company, prevent any material risks and safequard its reputation. Operational risk manual is updated
annually in accordance with the operation of the Company to foster the active risk management awareness
of the employees. The Risk Management Department constantly advocates risk management culture, and
comprehends and promotes regulatory policies to all staff through internal journal, provides employees
with systematic risk management trainings, as well as shares and enhances knowledge of risk management.
Every year, new employees are provided with risk control and compliance trainings by the Risk Management
Department and the Legal and Compliance Department to promote the risk management culture.
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(5) Risk management IT system

The Company fully understands the importance of IT system in the modern risk management and has
facilitated the setting up of different types of systems. In 2019, the Company upgraded the risk data collection
so as to provide comprehensive and reliable underlying risk data for risk management. Besides, the Company
optimized each of the risk management system, and improved the efficiency and analytical abilities of risk
management IT systems. The Company aligned with the risk appetite management system of China Merchants
Group to refine the establishment and systematization of risk appetite indicator system of the Company,
achieving the management goal of aligning with China Merchants Group while monitoring risk data and
indicators of wholly-owned subsidiaries. The new smart monitor platform for credit risk information aimed to
establish a risk monitoring and evaluation platform with dynamic monitoring and intelligent analysis based on
the big data, so as to enhance the credit rating, risk identification and early-warning capacity of credit business.
A relatively comprehensive risk management IT system has been established covering the acquisition of daily real-
time market information, monitoring of business risks, quantified risk analysis and measurement and risk reports
from multiple dimensions, layers and perspectives. The system has been continuously updated to include more
data and business types. An efficient and comprehensive risk monitoring and analysis have been established for
all types of businesses of the parent company and its subsidiaries at home and abroad in an effort to effectively
identify, measure, monitor, assess and report various risks. A net capital monitoring mechanism has been
established according to the Administrative Measures for Risk Control Indicators of Securities Companies ({F& %5
NEIRBRIEHIEIZEIEPHE)) issued by the CSRC to effectively monitor various risk indicators for net capitals.
Based on the mechanism, a monitoring system of consolidated risk control indicators has been developed to
further strengthen the risk management of the Group. The Company has established a comprehensive risk
management portal system, a market risk management system, credit risk management system, operational
risk management system, liquidity risk management system and an economic capital management system.
Among them, the comprehensive risk management portal system has integrated the business functions of
all risk management systems, therefore it can comprehensively display risk status of the Company. Market
risk management system has following functions such as automatic generation of periodic reports, quota
management, analysis and reporting of various risks and departmental risks. Credit risk management system has
following functions including customer information management and the management for the same customer,
credit management, default management, warning management, core statistics and inquiry. Operational risk
management system has following functions including risk and control self-assessment (RCSA), key risk indicators
(KRI), and loss data collection (LDC), etc. Liquidity risk management system includes liquidity monitoring
statement, liquidity gap management, analysis on assets and liabilities, scenario analysis and pressure tests
and model for realization of financial assets. Economic capital management system has the functions of daily
calculation and summary display of market risks, credit risks, operational risks and economic capitals.
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2. Market risk and corresponding measures
(1) Profile

The market risk of the Company is the risk of losses on its investment portfolio due to adverse changes
in market conditions. The investment portfolio of the Company mainly includes proprietary investment,
market-making for clients and other investment activities, while changes in investment portfolio are mainly
from strategic trading activities in proprietary investment and the clients’ market-making requirements. The
portfolio is measured by using fair values, which are subject to daily fluctuations due to market conditions and
changes in the portfolio. Major market risks of the Company include:

@  equity risk: attributable to portfolio risk exposure to changes in prices and volatility of equity
securities such as stocks, stock portfolio and stock index futures;

@ interest rate risk: attributable to portfolio risk exposure to yield curve of fixed-income investment,
interest rate movements and credit spreads;

® commodity risk: attributable to portfolio risk exposure to changes in spot commodity prices,
forward commodity prices and volatility;

@  exchange rate risk: attributable to portfolio risk exposure to changes in spot exchange rate, forward
exchange rate, current prices and volatility.

(2) Market risk management approaches

In order to manage the market risk, the Company has adopted the following measures:
@  a comprehensive, multi-currency and cross-market risk management system;
@ generic and specific market risk management methods.

Through these measures, the Company has robustly controlled the market risk. However, the usage
and effectiveness of such measures are subject to certain limitations and various factors, such as hedging
effectiveness, changes in market liquidity, and relevance of hedging prices. Therefore, based on market
development and changes in the portfolio as well as real-time and accurate assessment of market risk, the
Company has continuously improved and adjusted the risk management measures to actively manage market
risk.
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(3) Responsibilities of market risk management

The Company collectively allocates the economic capital in accordance with the risk preference and
risk tolerance indicators set by the Board. By considering the risk and return associated with each type of
investment and for the purpose of relevance and diversification, the Company diversifies the overall risk
limitation to different business departments and business lines and formulates corresponding business
authorization. Directly confronted with the market risk, the front-office business departments are responsible
for market risk management as the first line of defense. The person in charge and the investment manager
conduct trades and the front-line risk management within the scope of authorization by virtue of their
extensive experience and in-depth knowledge in the relevant markets and products. They dynamically
control the market risk exposures to the securities held by the Company and actively take risk management
measures to reduce or hedge against such risks. The Risk Management Department, which is independent
from the business departments and is headed by the Chief Risk Officer, uses professional risk management
tools and methods for controlling, evaluating and managing different levels of market risk from investment
strategies, business departments and business lines and the Company. Different risk reports and analysis and
assessment reports are delivered on a daily, monthly and quarterly basis to the responsible officers of the
business departments and business lines of the Company. When a risk indicator is approaching or exceeds
the threshold values, the Risk Management Department will warn the operation management as well as
the responsible officers of the relevant business departments and business lines in advance. Based on the
review opinions from leaders of the Company and committee, the business departments will be urged to
take corresponding measures. The Risk Management Department will continuously communicate with the
respective business departments and business lines with regard to the latest market conditions, the current
risk exposures, and possible losses in extreme situations.

(4) Measurement of market risk

The Company uses a series of risk measurement approaches to measure and analyze potential market
risk losses under different market situations. The Company mainly employs VaR as the risk management
instrument to measure potential losses from regular fluctuation in the short-term market. Stress test is also
used to assess possible losses under extreme circumstances.

@ VaR

The Company employs VaR, a common instrument used by international financial institutions, as
its major tool for risk measurement. VaR analysis is a statistical technique that estimates the potential
losses that could occur in portfolio positions due to movements in market prices over a specified time
period and at a given level of confidence. The Company uses a VaR with a confidence level of 95% and
a holding period of one day as a major indicator measuring the market risk. Historic market data is used
in the VaR model. It also takes into account the impact of relevant risk factors in various risk types such
as equity, interest rate, commodity and foreign exchange on the portfolio position of the Company. In
this way, movement in the market risk arising from changes in securities prices, interest rate, commodity
prices and exchange rate, etc. can be measured and the diversified effects of the portfolio are also
considered.
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With an ongoing expansion of the businesses, the Company continues to refine the VaR model,
including adding risk factors in the new market and optimizing the computation. In addition, the
Company examines the accuracy of the VaR computation through methods such as a backtesting.

For certain particular investment portfolio of the Company, such as equity investment of the
Company including equity direct investment, equity funds investment and structured equity investment,
VaR may not be considered as the most effective measures for risk calculation due to the lack of liquidity
and other reasons. Accordingly, the Company has followed the industry practice to forecast the potential
effect by assuming that the value of assets invested drops for a certain percentage.

@  Stress test

Stress test is an integral and complementary instrument in the VaR risk measurement. Potential
losses on the portfolio position under extreme circumstances were evaluated through stress test.
Potential losses from a single risk factor or specific stressful circumstance were also assessed. Through
analysis of risks and return, the Company examined the compliance of various key regulatory indicators
as well as the bearing on the Company. For non-linear futures portfolios, the Company established a
stress test matrix based on the subject and the fluctuation ratio and conducted daily stress test so as to
control significant tail risks.

@  Sensitivity analysis

The Company has conducted sensitivity analysis on certain risk factors, including interest rate and
exchange rate, to analyse their potential effects by measuring the possible changes in the assets and
liabilities portfolio when the specific risk factor is assumed to have changed by a certain rate while all
other factors remain constant.

(5) Market risk limit management system

The Company has already established relevant risk limit management system in departments, business
lines and even trading strategies, in order to control the fluctuation of profit and loss and market risk
exposure. The risk limit of the Company is determined with reference to the risk appetite and risk tolerance
after taking into account the investment features, risks and effects on overall risk exposures of different
operations. The risk limit is adjusted based on the market environment, business development and risks of the
Company.

The risk limit of the Company mainly comprises size, concentration ratio, quantitative risk value
(including VaR and Greeks), stop-loss and other indicators. The Company has implemented classified review
system and respective sub-limit indicators within the risk limit are applied to business departments, business
lines and investment managers. The operation management is able to effectively manage the overall risk
exposure of the Company with overall risk indicators at the company level. Business departments, business
lines and investment managers are able to enter into transactions effectively within the scope of sub-limit
indicators. Sub-risk limit indicators, therefore, do not serve as risk tolerance of business but a mechanism
which reports any increasing risks in risk management when certain conditions are fulfilled.
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The Risk Management Department independently monitors each risk limit of the Company on a daily
basis. The department will warn the operation management, relevant business departments and business
lines in a timely manner if the risk limit is reached or exceeded. Such business departments and lines will
issue analysis reports and propose appropriate measures to reduce risk exposures based on the situation, or
authorizing approval authorities to increase the risk limit.

The Company has continuously optimized the risk limit system and enriched risk limit system for the
Company, business departments, business lines and trading strategies based on the business development
and risk management of the Company. Specific rules or guidelines have been set up and the limit system was
further optimized.

3. Credit risks and corresponding measures
(1) Profile

The credit risk of the Company refers to the risk of economic loss caused by the failure of a borrower
or counterparty to fulfill their contractual obligations. Our credit risk arises primarily from the following four
businesses:

@ financing businesses such as securities lending, securities-backed lending, stock repurchase
business, margin financing and leveraged financing in which clients breach the contract and cannot
repay the debts owed to us;

@ investment in bonds, trusts or other credit products in which the issuer or the borrower breaches
the contract, generating the risk that the principal and the interest cannot be paid;

®  OTC derivatives business such as an equity return swap, interest rate swap, OTC option or forward
contract in which the counterparties fail to fulfill their payment obligation;

@ loss arising from brokerage business in which clients default after brokers trade and settle
securities, futures and other financial products on behalf of the clients due to their lack of funds on
the settlement date.

(2) Management of credit risk

In order to effectively control credit risk, we have adopted the following measures:

@  Prudent and proactive credit risk management culture;

An institutional system covering all stages and a risk policy system based on risk limits;
Industry-leading credit risk management quantitative tools;

An internal credit rating system with the best practice in the industry;

©@ ® 0 0

Full coverage of the substantive assessment of credit risk.
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The Company has adopted the following measures including credit risk limit, internal credit rating,
guantitative management of collaterals and credit risk measurement model to manage credit risk:

@  Credit risk limit

The Company has adopted a classified credit risk limit system to control risk exposure. In accordance
with the risk appetite and risk tolerance set by the Board of the Company, the Risk Management Department
has monitored, reported and issued warning on the implementation of each limit indicator, including business
scale limit, low-risk bonds investment ratio, the value of margin financing granted to a single customer and
the market value of a single collateral to total market value ratio, which were formulated based on credit
features and subject to relevant adjustments based on market condition, business development needs and risk
profile of the Company.

@ Internal credit rating

The Company has developed several internal credit rating models and comprehensive internal credit
rating systems based on the characteristics of different industries and target customers, to rate the credit
standings of borrowers or bond issuers and their debts. Internal credit rating results are gradually employed in
business authorization, limit forecast, limit approval, risk monitoring, asset quality management, and etc. The
internal credit rating has become an important instrument for credit business decisions and risk management.

®  Quantitative management of collaterals

The Company has paid great attention to how the quality of collateral guarantees can protect our rights
as a creditor. We have strengthened collateral management by establishing negative list models for collaterals
and collateral conversion rate models as well as adjusting collateral types and conversion rate periodically to
protect the security of our rights as a creditor. The adjustment mechanism on conversion rate is determined
based on adjustment in intrinsic value (reflected in financial statements) and market factors which include
market price fluctuation, increase, and etc. The Company has also founded a centralized collateral monitoring
mechanism and key collaterals assessment mechanism.

@  Credit risk measurement model

The Company has taken into account each credit transaction with factors such as client mix, single
liability amount, duration of borrowing, collateral coverage ratio and concentration of collaterals when
conducting credit rating, borrower qualification assessment and collateral quantitative management on its
counterparties. The aforementioned factors will be reflected as parameters such as probability of default (PD),
loss given default (LGD) and maturity (M) to calculate the possible default loss for each credit transaction.
Hence, the credit risk measurement model reflects the aggregate credit risk of the Company and is adjusted
based on risk calculation by stress testing and sensitivity analysis.
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(3) Responsibility for managing credit risk

The Risk Management Committee of the Board is responsible for the review and approval of credit
risk appetite. The Risk Management Committee of the Company is responsible for the review of overall risk
management on credit business and development of major high-risk and innovative credit business. The Risk
Management Committee of the Company and its Credit Risk Committee are responsible for the approval
for the loan provision policy and high-risk credit business. All business departments of the Company are
responsible for the particular operation, management and monitoring of credit-related business. The Risk
Management Department of the Company is responsible for the research and establishment of credit risk
management system, the determination of credit risk management preference and tolerance, formulation of
loan provision policy of the Company and independent monitoring and warning system on credit risk.

(4) Credit risk management on principal businesses

In respect of financing businesses such as margin financing and securities lending, securities-backed
lending, and stock pledge repo business, the Company has established a multi-faceted business approval
management system and a sound full-process risk management system covering all stages in advance of,
during and after an event by virtue of client due diligence, credit approval, post-loan evaluation, approval of
and dynamic adjustment to collaterals, mark-to-market system, forced liquidation and disposal on default.

For bond investment business, the Company has developed an internal credit rating system to assess
the credit rating of issuers and counterparties. The Company kept track of credit ratings of issuers and
counterparties by means of minimum rating requirements for various types of investments and counterparties
through a business authorization system, concentration limits, monitoring and risk examination, etc. Risky
bonds were enhanced through subsequent monitoring to manage the credit risk of bond investment business.

For OTC derivatives trading business, the Company has formulated a set of management measures and
rules in relation to the appropriateness of investors, client due diligence, credit extension to counterparties,
conversion rate of securities, effective monitoring of gearing ratio, management of collaterals and follow-
up on default of clients, in order to strengthen the management before, during and after trading through a
multi-faceted management mechanism and supporting facilities.

For brokerage business, the securities trading for domestic customers of whom we are an agent are
settled by margin in full. With regard to the trading of securities and other financial products for overseas
customers, we have effectively controlled the relevant credit risk by strengthening the management over
credit grant and customer deposits.
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(5) Risk exposure of the Company’s investment in domestic and overseas bonds at the end of the
Reporting Period

Unit: RMB 10,000

Issuers in Mainland China

PRC sovereign bonds 5,487,568 5,093,946
AAA 7,522,352 3,648,018
AA+ 817,432 725,546
AA 252,896 122,226
AA- = =
Below AA- 899 1,554
A-1 30,722 55,336
Non-rated 57,026 2,320,709
Sub-total 14,168,895 11,967,335
Overseas bonds

PRC sovereign bonds 267 974
A 95,175 10,291
B 459,871 95,656
C _ _
D — —
Non-rated 7,440 19,785
Sub-total 562,753 126,706

Note1: The above data is provided on a consolidated basis;

Note2: PRC sovereign bonds represent the rating of bonds issued by the government of PRC. AAA~AA- and
below AA- rating represent the bonds with maturity over 1 year, which AAA rating is representing the
highest rating. A-1 rating represents the highest-rated bonds with maturity within 1 year. Non-rated
represents that the bonds are not rated by independent rating agencies.

Credit rating of the bonds issued in Hong Kong and other regions were derived from the lowest of
Moody'’s, Standard & Poor’s and Fitch Rating, if any. The bonds, which are not rated by the above agencies,
are classified as NR. Including in A rating are the bonds comprising Aaa~A3 rating of Moody’s, AAA~A- rating
of Standard & Poor’s and AAA~A- rating of Fitch; and including in B rating are the bonds comprising Baa1~B3
rating of Moody’s, BBB+~B- rating of Standard & Poor’s and BBB+~B- rating of Fitch; including in C rating are
the bonds comprising Caa1~C rating of Moody's, CCC+~C rating of Standard & Poor’s and CCC+~C rating
of Fitch; and including D rating are the bonds comprising D rating of Moody’s, and D rating of Fitch.
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4. Operational risk management and corresponding measures
(1) Overview

Operational risk refers to the risk arising from imperfect or problematic internal procedures, employees,
systems or external events.

Operational risk events mainly include the following 7 categories: internal fraud; external fraud;
employment policy and safety of working environment, customers, products and business activities; damage
of physical assets; interruption of business operation and shutdown of IT system; execution, settlement and
process management.

(2) Operational risk management

Operational risk management has been the focus among all types of risk management. Through
development of mechanisms such as prior coordination, whole process monitoring and information collection
after loss from operational risks, a refined operational risk management cycle has been established. In order
to effectively manage operational risk, the Company has adopted the following measures:

@  We have established comprehensive systems for operational risk mitigation and management in
accordance with the New Basel Accord and our strategic development needs, and we effectively
lead the operation of various businesses through measurement and allocation of operational risk
based economic capital;

@ We have established an integrated, scientific and hierarchical system on the basis of operational
risk appetite, tolerance and management policy. We improved the operational risk governance
structure in a dynamic way by conducting gap analysis on the basis of continuous tracking and
assessment of the current management status;

® We have utilized operational risk management tools in a scientific and refined way by using
operational risk and self-assessment management tools, progressively establishing a structure
categorizing procedures, operational risks and control measures, and applying quantitative and
qualitative operational risk exposure assessment methods;

@  We have actively implemented risk identification and self-assessments throughout the Company.
With procedure rationalization as the focus and with each department or branch as a unit,
targeting on the inherent risks, residual risks of all the businesses of the Company and building
sustainable assessments mechanism by adopting plan of risk alleviation, an operational risk manual
has been formulated to pinpoint the importance of identification and assessments beforehand;

®  We have continued to set up a system of key indicators of risks to further enhance risk monitoring
and warning based on risk-prone areas of different business features and operations by formulating
risk management standards and conducting management by classification;

® By using operational risk events and loss data collection management tools, we collected and
summarized the important internal and external operational risk events encountered by each of our
businesses, analyse reasons of the events and formulate alleviation measures, as well as strengthen
the following-up of and improvements in the operational risk events;
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@ Based on the established operational risk system, we have further improved and deepened the
system-level application of the three major management tools for operational risks, including the
systematic application of the whole process of risk identification, assessment, control, monitoring
and risk reporting, so as to effectively improve the efficiency and level of the Company’s
operational risk management;

We improved the standard measurements for risk capital. Measurement and verification procedures
for operational risk-based economic capital which were applicable for the current risk tolerance
level were established. Through controlling the total amount of operational risk-based economic
capital, we ensured a reasonable balance between the scale of various business and their respective
risk tolerance capability;

©® We paid great attention to the training and promotion of culture relating to operational risk
management. We emphasized the importance of conducting risk identification and control before
introducing innovative products and innovative businesses, and continuous identification and
investigation of potential risks in the business operation procedures. Through various kinds of
trainings and promotions, operational risk management covers all the departments and branches
in our front, middle and back offices, and in turn effectively strengthens all the staff’s ability to
control in advance, monitor during and improve after the occurrence of such events.

5. Liquidity risks and corresponding measures
(1) Overview

The Company's exposure to liquidity risk mainly arises from failure to obtain sufficient funds at
reasonable costs and in a timely manner to repay due debts, perform other payment obligations and satisfy
other capital needs for normal business operation. If there are material and adverse changes in operating
condition in the future and the Company is not able to maintain its gearing ratio at a reasonable level, and its
operation experiences unusual changes, it may not be able to repay the principal of, or interest on, relevant
debts in full when due.

Possible liquidity risk events and factors of the Company include cash flow strains, persistent high
financing costs, downgraded regulatory rating, blocked financing channels and difficulties in servicing
concentrated mature debts.
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(2) Duties of liquidity risk management

The Operating Management of the Company is responsible for reviewing and making decisions on
major liquidity risk management matters of the Company. A treasure operating mechanism for centralized
management and control of liquidity risk has been established, and the Capital Management Department is
responsible for developing the daily liquidity management of the Company. The Company, after thorough
consideration of the status of liabilities, business development, market situation, etc., implements dynamic
management of the use of fund of all business segments of the Company and sets up financing initiatives.

(3) Management measures for liquidity risk

In order to prevent liquidity risk, the Company has adopted the following measures:

@

The Company has established high-quality current asset reserves and a minimum excess reserve
guota system. It has formulated liquidity contingency plans to store minimum excess reserve in the
capital plan and reserved treasury bonds, policy financial bonds and other highly liquid assets which
can be liquidated at any time under extreme circumstances to cover unexpected expenses;

The Company has actively developed management for financing gaps. By using management tools
such as a cash flow gap, sensitivity analysis and stress testing, it can identify potential risks at an
early stage and to arrange financing or adjust the pace of fund usage for business purposes in
advance so as to effectively manage the payment risk;

The Company has continuously expanded its financing channels and balanced the distribution of
debt maturity so as to avoid the payment risk caused by a single financing channel or servicing
mature debts;

The Company has established an internal risk reporting system to promptly monitor the liquidity
risk in the operation of each business and at each branch. In addition, it has taken measures to
promote the safety, soundness and sustainability of the aforementioned operations.
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I. Proposals on Profit Distribution for Ordinary Shares or Conversion of
Capital Reserve

() Formulation, implementation or adjustment of cash dividend policy

While striving to achieve sustainable growth and development, the Company also attached great
importance to provide reasonable, steady and constant returns to investors, and has implemented a
continuous and stable profit distribution policy.

The Company may distribute its profits in the form of cash, shares or a combination of cash and
shares, and may distribute its profit by way of cash dividend as priority. The specific distribution ratio will be
determined by the Board according to the operating status of the Company and the relevant requirements
of CSRC, subject to the approval at the shareholders’ general meeting. Under the premises that both the
profit and risk control indicators of the Company have met the regulatory requirements, and after taking into
account the operation and long-term development needs of the Company, the Company has adopted profit
distribution in the form of cash.

The profit distribution of the Company complies with the following requirements:

1. profits distributed by the Company in cash each year shall be no less than 10% of distributable
profits realized in that year, and for any three consecutive years, profits accumulatively distributed
by the Company in cash shall be no less than 30% of annual average distributable profits realized
for such three years;

2. the Company may not distribute profits beyond the scope of accumulative distributable profits and
shall ensure that, after the implementation of the profit distribution plan, all risk control indexes
comply with the standard warning requirements set out in the Measures for the Risk Control
Indexes of Securities Companies;

3. the Company shall in principle distribute profits once each year, but the Board may suggest the
Company make the interim cash dividend distribution according to its profitability and funding
requirements and on relevant conditions; and

4. where the Company maintains the consistency of share capital expansion with business
development and performance growth on the premise of complying with the provisions concerning
cash dividend distribution contained in (1) above and ensuring the reasonable scale of share capital
of the Company, it may distribute dividends in shares or by other means.

During the Reporting Period, the Company formulated and implemented the 2018 annual profit
distribution plan in accordance with the requirements on the policy, decision-making process and
arrangement of dividend under the Plan on Shareholders Returns of China Merchants Securities Co., Ltd.
(2018-2020) ((BEFEHR M AR A B EL MR E(20184-20204F))) and the Articles of Association of
China Merchants Securities Co., Ltd. ({(HBEEHFRDBR AR ER)).

China Merchants Securities Co., Ltd.

84




Chapter 5: Major Events

The proposal on profit distribution for 2018 is as follows:

Based on the total share capital of 6,699,409,329 shares, a cash dividend of RMB 2.64 (tax inclusive) will
be distributed to every 10 shares. The actual total cash dividend distributed for the period amounted to RMB
1,768,644,062.86, representing 39.97% of the net profit attributable to the owners of the parent company
for 2018 according to the consolidated financial statements.

The profit distribution plans were reviewed by the Company’s independent Directors and were approved
by the Board before they were submitted to the shareholders’ general meeting for approval. The proposals
were considered and passed by the shareholders’ general meeting, where the votes by minority shareholders
were counted separately.

The profit distribution policy adopted by the Company is in compliance with laws and regulations as
well as stipulations of the Plan on Shareholders Returns of China Merchants Securities Co., Ltd. (2018-2020)
(BB BHFBROBRARRERRRE(20184-20204))) and the Articles of Association. The dividend
distribution standard and ratio were specified and clear, and the relevant decision-making process
and arrangement are complete. The independent Directors of the Company have fully performed their
responsibilities in the course of profit distribution and the legitimate rights and interests of minority
shareholders were safeguarded.

The 2018 annual profit distribution plan of the Company was implemented on August 27, 2019.

() Plan or proposal for distribution of dividend for ordinary shares or conversion of capital
reserve into share capital of the Company for the last three years (including the Reporting
Period)

The 2019 annual profit distribution plan of the Company is as follows:

Unit: Yuan  Currency: RMB

Net profit
attributable

to holders of
ordinary shares
of the listed

Percentage of net
profit attributable
to holders of
ordinary shares of
the listed company

Bonus share
for every

Dividend for
every 10 shares

Conversion into
share capital for

company for the
year as stated

as stated in
the consolidated

10 shares (RMB) every 10 shares Cash dividends | in the consolidated financial

(share) (tax inclusive) (share) (tax inclusive) [financial statements statements (%)

2019 0 0 0 0 7282,380,829.33 0
2018 0 2.64 0 1768,644,062.80  4,424,985940.97 39.97
2017 0 346 0 2317995627.83  5,785955,137.26 40.06
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() The inclusion of shares repurchased through cash offer in cash dividend

Unit: Yuan Currency: RMB

Amount of
Year of cash dividend cash dividend Percentage (%)

2019 663,895,568.36 9.12

According to the “Opinions on Supporting the Repurchase of Shares by Listed Companies” (£
P EMRAFIEERMDEER)), where listed company repurchases its shares by means of offer or
centralized auctions with the consideration in cash, it shall be deemed as cash dividend of the listed
company and be counted in the calculation of relevant proportion of cash dividend. On May 20, 2019,
the Company convened the first extraordinary general meeting for 2019, the first A Shares class general
meeting for 2019 and the first H Shares class general meeting for 2019 and considered and approved the
Resolution in respect of Repurchase of A Shares of the Company by Centralized Auctions. On December
26, 2019, the Company convened the twenty-eighth meeting of the sixth session of the Board and
considered and approved the Resolution on the Advanced Completion of A Share Repurchase of the
Company, agreeing to complete the repurchase of the Company’s A shares ahead of schedule, and the
total amount of repurchase was RMB 663,895,568.36 (excluding transaction fee). In summary, the total
amount repurchased by the Company through centralized auctions in 2019 shall be included in cash
dividend of that year.
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(IV) Profits made during the Reporting Period and the parent company’s profits distributed to
ordinary shareholders are positive. However, if the proposal on distribution of cash profit of
ordinary shares is unavailable, the Company shall disclose in detail the causes thereof as well
as purpose and utilization plan of the undistributed profit

Reason for profits made during the Reporting
Period and the parent company’s profits
distributed to ordinary shareholders being
positive, but the proposal on distribution
of cash profit of ordinary shares being Purpose and utilization plan of the
unavailable undistributed profit
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(V) Tax reduction
1. A Shareholders

Pursuant to the Notice on Issues Regarding the Implementation of Differentiated Individual Income Tax
Policy for Dividends and Bonuses of Listed Company (Cai Shui [2012] No. 85) ({ER & s £ A B I BALFIZ=
FMEEAFTSFHBUR B BB BA) (B5[2012] 855%%)) and the Notice on Issues Regarding Differentiated
Individual Income Tax Policy for Dividends and Bonuses of Listed Company (Cai Shui [2015] No. 101) (<8
R EMRARKRELANMZERMEBEAFFGEREE B BRENBA) (F5[2015] 10158)) issued by the Ministry
of Fmance, the State Administration of Taxation and the CSRC, for the dividend and bonus received by
individual investors from a listed company, from the date when the individual investors acquire the shares
of the Company to the date of equity registration, if the term of shareholding is over one year, temporarily,
the dividend and bonus are exempted from individual income taxes, and if the term of shareholding is within
one year (inclusive), the listed company, temporarily, shall not withhold or pay any individual income taxes on
behalf of the individual investors, and shall make corresponding adjustments in accordance with the above
notification requirements when the individual investors transfer the shares.

For resident enterprise shareholders, income tax on their cash bonuses shall be paid by themselves.

For Qualified Foreign Institutional Investors (QFIl), pursuant to provisions in the Notice on Issues
Regarding Withholding and Payment of Corporate Income Taxes when PRC Resident Enterprises Distribute
Dividends, Bonuses and Interests to the QFIl (Guo Shui Han [2009] No. 47) (B B E R EmQFI
SAIRE AR FERMRBEEMEHABMERNEE) (BHHK[2009] 475%)) issued by the State
Administration of Taxation, corporate income taxes are withheld and paid by the listed company at the tax
rate of 10%. If the QFIl shareholder intends to claim the preferential treatment as stipulated in tax treaties
(arrangements) after obtaining dividend and bonus incomes, application for tax refund can be submitted to
the governing tax authority after obtaining such dividends and bonuses in accordance with the regulations.

Pursuant to the Notice on Tax Policy Regarding Shanghai-Hong Kong Stock Connect Pilot Programs
(Cai Shui [2014] No. 81) (KEAREERRTI5 5 B Hk B i I 5 B A B BR800 (B1755[2014] 815%))
issued by the Ministry of Finance, the State Administration of Taxation and the CSRC, for dividend and bonus
incomes obtained by investors (including enterprises and individuals) in the Hong Kong market from investing
in A Shares listed on the SSE, the implementation of differentiated taxation is suspended before Hong Kong
Securities Clearing Co., Ltd. meets the conditions of providing identification, term of shareholding and other
specific data of investors to the CSDC; the income taxes thereof are withheld and paid by the listed company
at the rate of 10%, which should be duly declared to the governing taxation authority. For Hong Kong
investors who are tax residents of foreign countries that have entered into a tax treaty with the PRC specifying
an income tax rate for dividend and bonus incomes below 10%, the investing enterprises or individuals may
by themselves or entrust a withholding agent on their behalf to apply to the governing tax authority of the
listed company to claim the preferential treatment as stipulated in such tax treaties. Upon the verification and
approval of the governing tax authority, taxes shall be refunded based on the discrepancy between the levied
taxes and the taxes payable pursuant to the tax rate of the tax treaty.

China Merchants Securities Co., Ltd.

88




Chapter 5: Major Events

2. H Shareholders

Pursuant to the Notice on Matters Concerning the Levy and Administration of Individual Income Tax after
the Repeal of Guo Shui Fa [1993] No. 045 (Guo Shui Han [2011] No. 348) ({BERA B F{2£[1993] 04557 S {4
IHEBBEAMSHEEMENBA) (BT EK[2011] 34855%)) issued by the State Administration of Taxation,
dividend and bonus income received by overseas resident individual shareholders who hold shares issued by
domestic non-foreign invested enterprises in Hong Kong is subject to the payment of individual income tax
according to the items of “interests, dividend and bonus income”, which shall be withheld and paid by the
withholding agents according to relevant laws. The overseas resident individual shareholders who hold shares
issued by domestic non-foreign invested enterprises in Hong Kong are entitled to the relevant preferential
tax treatment pursuant to the provisions in the tax agreements signed between the countries where they
reside and China and the tax arrangements between Mainland and Hong Kong (Macau). The tax rate for
dividends under the relevant tax agreements and tax arrangements is generally 10%, and for the purpose of
simplifying tax administration, domestic non-foreign invested enterprises issuing shares in Hong Kong may,
when distributing dividends and bonus, generally withhold individual income tax at the rate of 10%, and are
not required to file an application. If the tax rate for dividends is not equal to 10%, the following provisions
shall apply: (1) for citizens from countries which have entered into tax agreements stipulating a tax rate of
lower than 10%, the withholding agents can file applications on their behalf to claim the relevant agreed
preferential treatments, and upon approval by the governing tax authorities, the excess tax amounts withheld
will be refunded; (2) for citizens from countries which have entered into tax agreements stipulating a tax rate
of higher than 10% but lower than 20%, the withholding agents will withhold the individual income tax at
the agreed-upon effective tax rate when distributing dividends and bonus, and are not required to file an
application; (3) for citizens from countries without tax agreements or under other situations, the withholding
agents will withhold the individual income tax at 20% when distributing dividends and bonus.

Pursuant to the Circular on Questions Concerning Withholding of Enterprise Income Tax for Dividends
Distributed by Resident Enterprises in China to Non-resident Enterprises Holding H Shares of the Enterprises
(Guo Shui Han [2008] No. 897) (KR H EE R BERIBINMAIEE R ERFIRER ERTNRBEEME
HEBEERBEA) (B H[2008] 8975%)) issued by the State Administration of Taxation, a PRC resident
enterprise, when distributing dividends for 2008 and for the years afterwards to holders of H Shares who are
overseas non-resident enterprises, shall withhold and pay enterprise income tax at a flat rate of 10%.

Pursuant to the Notice on Tax Policy Regarding Shanghai-Hong Kong Stock Connect Pilot Programs
(Cai Shui [2014] No. 81) KEAREBRET 5 5 G Bk BB I S B A BT W E R 0@ m) (B155[2014] 815%))
and the Notice on Tax Policy Regarding Shenzhen-Hong Kong Stock Connect Pilot Programs (Cai Shui [2016]
No. 127) KR ABREMH X 5 G G BEKH A A BT KRBR B (B15[2016] 1275%)) issued by the
Ministry of Finance, the State Administration of Taxation and the CSRC, for dividend and bonus incomes
obtained by mainland individual investors from investing in H Shares listed on the Hong Kong Stock Exchange
via the Shanghai-Hong Kong Stock Connect or Shenzhen-Hong Kong Stock Connect, the individual income
taxes thereof are withheld and paid by the H Share company at the rate of 20%; for dividend and bonus
incomes obtained by mainland securities investment funds from investing in H Shares listed on the Hong
Kong Stock Exchange via the Shanghai-Hong Kong Stock Connect or Shenzhen-Hong Kong Stock Connect,
the individual income taxes are accrued and levied according to the same provision stated above; and for
dividend and bonus incomes obtained by mainland corporate investors from investing in H Shares listed on
the Hong Kong Stock Exchange via the Shanghai-Hong Kong Stock Connect or Shenzhen-Hong Kong Stock
Connect, the income taxes thereof shall be reported and paid by the investing enterprise on its own instead
of being withheld and paid by the H Share company, provided that where such dividend and bonus incomes
are obtained by the mainland resident enterprise after holding relevant H Shares for 12 consecutive months,
the enterprise income taxes thereof shall be exempted pursuant to law.

Under the current practice of the Inland Revenue Department of Hong Kong, no tax is payable in Hong
Kong in respect of dividends paid by the Company.

Shareholders of the Company shall pay the relevant taxes and/or be entitled to the tax relieves in
accordance with the above provisions.
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Il. Performance of Undertakings

() Undertakings of obligors, including the de facto controller, shareholders, related parties and
acquirer of the Company and the Company during or subsisting at the time of the Reporting
Period

Follow-up
actions, in
case of
undertakings
not
performed
in a timely
manner

Pursuant to the Non-competition
Undertaking Letter in favour of the
Company, China Merchants Group
has undertaken that it and the legal
entities beneficially controlled by it will
not establish new securities companies
or control other securities companies ; .

S offering and listing of
through acquisition in the PRC. For

. . " the A Shares of the
Undertaking related , , businesses of the same or similar nature
o Preventionof  China Merchants , Company, and as long
to the initial public

y to securities companies engaged by the .
. competition  Group y i .gg / as China Merchants
offering non-securities companies controlled by .
Group is the de facto

China Merchants Group, it will make

. . . controller of the
sufficient disclosure in accordance with

o .. Company.

laws upon the public offering and listing
of the shares of the Company. China
Merchants Group shall not harm the
interests of the Company and other
shareholders by virtue of its role of de
facto controller of the Company.
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Follow-up
actions, in
case of
undertakings
not
performed
in a timely
manner

Whether the
undertakings
have been
strictly
performed
in a timely
manner

Whether the
undertakings
havea
performance
deadline

Reason for
not
performed
in a timely
manner

Effective time and

validity period

No transfer of A Shares subscribed in the
non-public offering is allowed within 60
months from the date of completion of
the non-public offering of A Shares in
May 2014,

(M Finance

60 months
Investment

Yes Yes

CM Finance
[nvestment,
Jisheng
[nvestment,
Best Winner
Investment
Limited

They have undertaken to subscribe in full
for the shares available under the rights
issue plan in cash.

The right issue period

of the Company e
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Whether the
Whether the | undertakings
ki h
| | Effectve time and undertakings avelbeen
Background Type Party(ies) Details o have a strictly
validity period
performance | performed
deadline in a timely
manner

Reason for
not
performed
in a timely
manner

Follow-up
actions, in
case of
undertakings
not
performed
in a timely
manner

When there is unusual price movement
in the shares of the Company, they

Other undertakings China Merchants . " When there is unusual
o . will not reduce their shareholdings in ,
to minority Others Group, China the Company and will increase thei price movement in the  Yes Yes
shareholders Ocean Shipping pat) shares of the Company

shareholdings in accordance with laws
when appropriate.

Note: the restricted shares was traded on the market on May 27, 2019.
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Company’s Analysis and Explanation about the Reasons for and Impact of
Changes in Accounting Policy and Accounting Estimates or Correction to
Material Errors

Beginning from January 1, 2019 (the “Date of Initial Application”), the Group has adopted the

amendments to the Accounting Standards for Business Enterprises No. 21 — Lease (the “New Lease
Standards”) announced by the Ministry of Finance in 2018. The New Lease Standards had impact on
the opening balances of the Group’s financial statements for 2019, and resulted in the recognition of
lease liabilities in the amount of RMB 1,315,351,508.46 and right-of-use assets in the amount of RMB
1,234,653,727.83. The transition to the New Lease Standards resulted in a decrease in retained profits and
other liabilities of RMB 72,487,323.19 and RMB 8,210,457.44, respectively.

For details of the above change in accounting policies, please refer to “Changes in Key Accounting

Policies and Accounting Estimates” under “Chapter 11 Financial Report” of this report.

IV. Appointment and Removal of Accounting Firms

Unit: 10,000 Currency: RMB

Name of domestic accounting firm Deloitte Touche Tohmatsu
Certified Public Accountants LLP

Remuneration 209.50

Term of appointment 2 years

Name of international accounting firm Deloitte Touche Tohmatsu
Remuneration 108

Term of appointment 2 years

Accounting firm for internal control and  Deloitte Touche
auditing Tohmatsu Certified Public
Accountants LLP

During the year, there was no non-audit remuneration paid to the auditors.

In 2018, pursuant to the Administrative Measures for the Selection and Engagement of Accounting
Firms by Financial Enterprises (trial) (Cai Jin [2010] No. 169) (( &Rt > ¥ B &M B BIEZE BIA
(FH1T(EF4[2010] 1695%)) issued by the Ministry of Finance, as ShineWing Certified Public Accountants
LLP had been the Company’s auditors for annual audit for more than five years, the Company’s domestic
and overseas auditors have been changed to Deloitte (including Deloitte Touche Tohmatsu Certified
Public Accountants LLP and Deloitte Touche Tohmatsu, hereinafter referred to as “Deloitte”). In 2019,
the Company reappointed Deloitte as the auditor for financial reporting and internal control and
auditing for 2019.
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V. Material Litigations or Arbitrations

The Company had no material litigations or arbitrations during the year. For litigations involved in an
amount of RMB 50 million or above during the Reporting Period, please refer to the relevant announcements
published by the Company on the Hong Kong Stock Exchange website on January 23, June 18, July 31,
August 14, August 16 and November 21, 2019, respectively.

VI. Punishment and Remedial Measures on the Listed Company, its Directors,
Supervisors, Senior Management, Controlling Shareholders, De Facto
Controller and Acquirer

1. During the Reporting Period, CMS HK, a wholly-owned subsidiary of the Company, was subject to
disciplinary action by the SFC. For details, please refer to the relevant announcements published by
the Company on the Hong Kong Stock Exchange website on May 28 and May 31, 2019.

2. OnJuly 23, 2019, the Suzhou branch of the People’s Bank of China issued the “Administrative
Penalty Decision” to the securities office on Suzhou Huachi Street of the Company and relevant
individuals, considering that such office did not adopt the strengthened identification measure to
a high-risk customer in accordance with regulations. Administrative penalties were taken against
such office and the compliance officer of such office. The Company requested such office to rectify
the relevant issues in a timely manner.

3. On September 11, 2019, the CSRC Beijing Office issued the “Decision on Ordering Corrections
and Increasing Number of Compliance Inspections to the securities office on Beijing Chaowai of
the Company” to the securities office on Beijing Chaowai of the Company, stating that such office
had the following issues: 1) when opening an account for client’s margin financing and securities
trading, an employee made a mistake in linking the account to another client’s shareholder
account; and 2) during the agency sales of product, there was no trace of risk warning made by the
office to a customer. The CSRC Beijing Office ordered the office to make corrections and increase
the number of compliance inspections. Upon the receipt of such decision, the Company has
improved related businesses as required, and will increase the number of compliance inspections as
required.

4. On November 13, 2019, the Lanzhou branch of the People’s Bank of China issued the
“Administrative Penalty Decision” to the securities office on Lanzhou Qingyang Road of the
Company, considering that such office did not fulfill its client identity identification obligations in
accordance with regulations. Administrative penalties were taken against such office, the person in
charge of such office and two other personnel directly responsible for such matter. The office has
rectified the relevant issues as required.

5. On December 3, 2019, the Securities Association of China issued the “Decision on Self-regulatory
Measures against China Merchants Securities Co., Ltd.”. Due to issues such as inadequate
allocation of risk control personnel as at December 1, 2017, the Securities Association of China
imposed self-regulatory measures reminded by conversations to the Company. The Company has
attached great importance to risk management and recruited and supplemented risk management
personnel to effectively strengthen protection. Since August 2018, the staffing of the Company’s
risk management department has met the regulatory requirements.
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6. On December 16, 2019, the CSRC issued the “Decision on the Issuance of Warning Letter to China
Merchants Securities”. The Company was issued a warning letter by the CSRC for administrative
supervision due to the inadequate implementation of new regulations for compliance
management. The Company has attached great importance to such matter and formulated a
rectification plan to actively implement rectification through the following measures: (1) required
relevant departments and branches to employ compliance specialists in accordance with regulatory
requirements; (2) rectified the compensation guarantee scheme for compliance managers; (3)
amended the “Compliance Management System of China Merchants Securities Co., Ltd.” to
clearly specify that the compliance director has the right to participate in various types of Company
meetings; and (4) clarified the Company’s major decisions, new products and new businesses
and Company rules and regulations, and the principles and methods of compliance review by the
compliance director.

VIl. Integrity of the Company and Its Controlling Shareholders and De Facto
Controller during the Reporting Period

During the Reporting Period, the Company and its de facto controller were not subject to any
outstanding court order or large amount of overdue liabilities.
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VIil. Information about the Company’s Share Incentive Plan, Employee Stock
Ownership Plan or Other Employee Incentive Measures and Their Impacts

() Related share incentive events which were disclosed in the temporary announcements and
with no progress or change in subsequent implementation

Summary of event Reference
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IX. Connected Transactions

During the Reporting Period, the following continuing connected transactions of the Company were
subject to the reporting, annual review and announcement requirements under Chapter 14A of the Hong
Kong Listing Rules.

We entered into the Securities and Financial Products, Transactions and Services Framework Agreement
and Administrative Procurement and Property Leasing Framework Agreement (the “Framework Agreements”)
with China Merchants Group on May 21, 2019 for a term commencing from September 9, 2019 until
December 31, 2021 and May 21, 2019 until December 31, 2021, respectively. Pursuant to the Framework
Agreements, we and China Merchants Group and/or its associates agreed to conduct securities and financial
transactions with each another, and provide securities and financial products and financial services as well as
administrative procurement and property leasing services to each another, in their respective ordinary course
of business based on normal commercial terms and market practices at prevailing market prices or rates.

A. Securities and financial products and transactions
Reasons for the transactions

We conduct securities and financial transactions with China Merchants Group and/or its associates
in our ordinary course of business from time to time. We select the most suitable securities and financial
products provided by different suppliers (including China Merchants Group and/or its associates, which
are our connected persons, and independent third parties) based on our internal evaluation system and
procedures after taking into consideration various factors including the cost, market condition and our risk
exposure, business needs and development requirements. The estimated annual caps of the total inflow and
total outflow of the securities and financial products and transactions contemplated under the Framework
Agreement for the three years ending December 31, 2021 are as follows:

Securities and financial products and
transactions

Inflow 10,290 10,890 11,110
Outflow 8,440 10,840 14,940

(1) “Inflow” represents our total cash inflow from the sale of fixed income products and equity products to,
transactions of derivative products with and/or borrowing/repurchase from financing transactions with
China Merchants Group and its associates.

(2)  "Outflow"” represents our total cash outflow from the purchase of fixed income products and equity
products from, transactions of derivative products with and/or lending/resale from financing transactions
with China Merchants Group and its associates.
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Historical figures

The Group had securities and financial products transactions with China Merchants Group and/or its
associates, with a total cash inflow of RMB 3,134 million and a total cash outflow of RMB 2,245 million. Such
amounts did not exceed the caps for 2019.

Securities and financial products and transactions As at December 31, 2019

Inflow 3,133.7148
Outflow 2,245.0640

B. Financial services
Reasons for the transactions

In our ordinary course of business, we provide various financial services to our clients, which include
China Merchants Group and its associates. Due to their business needs and our expertise and professional
capabilities, we had been engaged by China Merchants Group and its associates to provide financial services
including (but not limited to) underwriting, sponsoring, financial advisory and financial products agency sale
services from time to time. The estimated annual caps of the financial services (insofar as an annual cap is
required to be set for that service) to be provided under the Framework Agreement for the three years ending
December 31, 2021 are as follows:

Income generated by us 230.11 231.22 232.39

China Merchants Securities Co., Ltd.

98




Chapter 5: Major Events

Historical figures

As at December 31, 2019, the Group provided securities and financial services to China Merchants
Group and/or its associates and generated income of RMB 165.0345 million, which was below the annual cap
of 2019. The figures are set out in the table below:

As at

December 31,

2019

Financial services RMB million
Total income generated by us 165.0345
Financial and insurance products agency sale services 3.1980
Leasing of trading seats 24.8916

Details of the above continuing connected transactions are set out in note 60 to the consolidated
financial statements in this report and the circular of the Company dated July 25, 2019.

C. Administrative procurement and property leasing
Reasons for the transactions

We conduct administrative procurement and property leasing with China Merchants Group, our
controlling shareholder, and its associates from time to time in our ordinary course of business. The estimated
annual caps of the administrative procurement and property leasing contemplated under the Framework
Agreement for the three years ending December 31, 2021 are as follows:

RMB million

2019 (since

the effective

date of the

Transactions agreement)

Administrative procurement
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Historical figures

As at December 31, 2019, the administrative procurement and property leasing between the Group and
China Merchants Group and its associates from time to time amounted to RMB 17.9022 million and RMB
19.1986 million, respectively, which was below the annual cap of 2019. The figures are set out in the table
below:

As at

December 31,

Transactions 2019
Administrative procurement 17.90
Property leasing 19.20

Confirmation of independent non-executive Directors

The independent non-executive Directors of the Company have reviewed the above continuing
connected transactions and confirmed that:

(1) the above continuing connected transactions are entered into during the ordinary course of the
business of the Company;

(2) the above continuing connected transactions are entered into on normal commercial terms or more
favorable terms; and

(3) the above continuing connected transactions are executed by agreements, and the terms of which
are fair and reasonable and are in the interests of the shareholders of the Company as a whole.

Confirmation of independent auditor

The independent auditor of the Company has reviewed the above continuing connected
transactions and confirmed that:

(1) they are not aware of any matters that would make them believe that the continuing
connected transactions disclosed have not been approved by the Board;

(2) in respect of the continuing connected transactions involving the provision of services by
the Company, they are not aware of any matters that would make them believe that the
transactions are not executed in accordance with the pricing policy of the Company in any material
aspects;

(3) they are not aware of any matters that would make them believe that the transactions are
not entered into in accordance with the relevant governing agreements in any material aspects;
and

(4) in respect of the aggregate transaction amount of each continuing connected transaction,
they are not aware of any matters that would make them believe that the continuing
connected transactions disclosed have exceeded the annual caps of value determined by the
Company.
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Save as disclosed above, there is no related party transaction or continuing related party transaction set
out in note 61 to the consolidated financial statements that falls into the connected transactions or continuing
connected transactions that need to be disclosed under the Hong Kong Listing Rules. Save as disclosed in this
report, during the Reporting Period, the Company has no connected transactions which are required to be
disclosed under Chapter 14A of the Hong Kong Listing Rules.

For details of other connected transactions subject to the listing rules for A Shares, please refer to the
Announcement on the Contemplated Ordinary Connected Transactions of the Company for 2020 ER A 7]
2020F ETEET A E BB 2 S M2 5E)) published by the Company on the SSE website, China Securities Journal,
Shanghai Securities News, Securities Times and Securities Daily.
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X. Material Contracts and Their Performance

Guarantees

Unit: 100 million Currency: RMB

Guarantees provided by the Company (excluding guarantees for subsidiaries)

Relationship
hetween the
guarantor | Guarantee

Date of
Amount of | guarantee
guarantee | (date of
agreement)

Effective
date of
guarantee

Total quarantees provided during the Reporting Period (excluding quarantees for subsidaries)

Balance of quarantees s at the end of the Reporting Period (A) (excluding guarantees
for subsidiaries)

Outstanding
Expiry date | Typesof J Completion | Guarantee | amountof § Counter-
of guarantee | guarantee Jof quarantee | overdue | guarantee | guarantee
overdue

Guarantee
for related | Relationship
parties

Guarantees for subsidiaries by the Company and its subsidiaries

Total quarantees for subsidiaries during the Reporting Period

Balance of quarantees for subsidiaries as at the end of the Reporting Period ()

191
4532

Total quarantees (including guarantees for subsidiaries)

Total quarantees (A+B)

Ratio of total quarantee to net assets of the Company (%)

Among which:

Guarantees for shareholders, de facto controller and their related parties (C)

Debt guarantee provided directly or indirectly for companies with gearing ratio over 70% (D)
Amount of quarantees in excess of 50% of the net assets (E)

Total amount of the above three types of quarantees (C+D+£)

Qutstanding quarantees subject to joint and several liabilties

Details of quarantees

China Merchants Securities Co., Ltd.

4532
533

0
0
0
0

1. On January 20, 2014, the provision of net assets quarantee of up to RMB 500 million for CMS Asset Management was approved
at the first extraordinary meeting of the fourth session of the Board in 2014. On September 27, 2016, the increase of net assets
quarantee in favour of CMS Asset Management by no more than RMB 3 billion in stages and authorization for the management of
the Company to perform in stages, or terminate, such net assets quarantee within the above imit based on the actual operating
condition of CMS Asset Management were approved at the 42th meeting of the fifth session of the Board. The balance of net
assets quarantee provided by the Company for CMS Asset Management as at the end of the Reporting Period amounted to RMB
35 bilion.

2. In September 2019, the second extraordinary mesting of the Company in 2019 considered and approved that the total
amount of financing guarantees provided by CMS International for its wholly-owned subsidiaries shall not exceed HK$6 billion
or equivalent; the business covered by the non-financing quarantee shall be managed in accordance with the provisions of the
Company. The term of validity of the mandate shall be from the date of approval at the shareholders' general meeting until the
date of the next annual general meeting. As at the end of the Reporting Period, the agreed amount of guarantee provided by
CMIS International for its wholly-owned subsidiaries was approximately RMB 4.631 bilion in total (with financing guarantees of
approximately RMB 2.050 billion). At the end of the year, the balance of the guarantee utilized and traded was approximately
RMB 1.032 billion in total.

3. The provision of quarantee in favour of the transaction counterparties under the respective ISDA Agreement, CSA Agreement
and other purchase and sales agreements entered into by China Merchants Securities Investment Management (HK) Co., Limited,
awholly-owned subsidiary of CMS International, was approved by the board of directors of CMS International between October
2013 to Apri 2018.

4. The provision of quarantees for China Merchants Futures (HK) and China Merchants Securities (UK) Limited, wholly-owned
subsidiaries of CMS International, under the Master Clearing Agreement was approved by the board of directors of CMS
International in April 2015,

5. The provision of guarantees for China Merchants Securities Investment Management (HK) Co., Limited, a wholly-owned
subsidiary of CMS International, under the TBMA/ISMA Global Master Repurchase Agreement was approved by the board of
directors of CMS International between May 2018 to August 2019,

6. The provision of guarantees in favour of CMS International for all obligations under the lease of office in Kwun Tong and
losses and indemnification obligations which may arise from the lease by CMS Interational and its subsidiaries was approved by
the board of directors of CMS International in 2018.

7. The provision of guarantees for China Merchants Securites Investment Management (HK) Co., Limited and China Merchants
Securities (UK) Limited, wholly-owned subsidiaries of the CMS International, under the Prime Brokerage Agreement was approved
by the board of directors of CMS International in January 2019,
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Xl. Other Major Events
() Changes in qualification of each line of business during the Reporting Period

For details of changes in qualification of each line of business during the Reporting Period, please see
“Business Qualifications of the Company” under “Chapter 2 Corporate Profile and Key Financial Indicators”
in this report.

(I) Changes in Directors and senior management

For details, please see “Changes in Directors, Supervisors and Senior Management” under “Chapter 7
Directors, Supervisors, Senior Management and Employees” under this report and the announcements of the
Company on the SSE website and the Hong Kong Stock Exchange website.

() Significant events after the Balance Sheet Date

For details, please see “Events after the Balance Sheet Date” in the 2019 Audit Report of the Company.

Xll. Fulfillment of Social Responsibilities
() Poverty alleviation
1. Targeted poverty alleviation

Poverty alleviation is one of the three critical missions established by the 19th National Congress
of the Communist Party, and is also a great cause which the securities industry should take the initiative
to implement. The Company continued to implement the “Decision of the PRC State Council on Poverty
Alleviation” (Zhong Fa [2015] No. 34) ({ff H A REIFFBAR T @A 8 W R EARTE) (R F[2015] 345%))
and the objectives of the working conference of the central committee on poverty alleviation through
development pursuant to the general working plan formulated by the Party Committee of the CSRC. In active
response to the appeal of the government and the CSRC, the Company has made full use of the characteristics
of the securities industry and carried out targeted poverty alleviation.

Basic strategy: institutionalizing poverty alleviation to create growth momentum and strengths, rather
than give external relieves, to impoverished counties.

General target: focusing on the two counties under our paired-up poverty alleviation program to help
impoverished countries realize “self-revitalization”, so as to redevelop the county by themselves, rebuild their
own strengths and lift them out of poverty.

Main tasks: adhering to the principle that “a man shall be taught how to fish instead of being given
fish”, the Company fully utilizes its professional edges in financial services and social resources to help
impoverished areas establish long-term poverty alleviation mechanism and model that are specific to
the realities of each region, through major assistance measures in the development of industry, finance,
consumption and education.
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Supporting measures: the Party Committee of the Company attaches great importance to poverty
alleviation by coordinating and deploying human and material resources, actively meeting demand from
poverty alleviation work, and promoting, monitoring and periodically inspecting the poverty alleviation work
of the Company with the aim to guarantee the implementation of poverty alleviation.

2. Summary of targeted poverty alleviation works of the year
(1) In respect of support to industry

(1) In 2019, the Company completed the IPO project of Hualin Securities, helping Hualin Securities
to become the first IPO listed private securities firm in the Tibet Autonomous Region. Hualin
Securities is one of the first batch of composite securities firms established in China, having paid
approximately RMB 0.5 billion of tax in Tibet in recent years and also actively fulfilled its social
responsibility and accomplished poverty alleviation in six poverty-stricken counties in the Tibet
Autonomous Region. As the sole sponsor and principal underwriter for the issuance and listing
of Hualin Securities, the Company upheld professional and rigorous attitude, together with our
diligent commitment and quality services in the course of implementing this project, successfully
escorting the issuance and listing of Hualin Securities and raising a total of RMB 977 million of
proceeds, not only helping Hualin Securities to transform into a specialized composite securities
firm in China, but also actively contributing to the economic and social development in Tibet.

(2)  The Company completed the non-public issuance of shares for Muyuan Foods Co., Ltd. in 2019
and raised proceeds of RMB 5 billion, and the proceeds raised was used in the expansion project
for enhancing pig breeding capability and the repayment of loans and interest-bearing liabilities
of financial institutions. By implementing this fundraising investment project, Muyuan Foods will
continue to maintain its leading position in the pig breeding industry and further promote its
principal business, so as to enhance the scale of assets and principal business, and improve its
profitability and sustainable development capability, thereby continuously driving the economic
growth in the Neixiang and related areas so to foster domestic employment.

(3) CMS Zhiyuan, a wholly-owned subsidiary of the Company, invested RMB 0.6 billion in Muyuan
Foods for joint collaboration in the construction of specialized pig farms. All the funding
was invested in the four breeding subsidiaries of Muyuan Foods, effectively improving the
standardization of the pig breeding process and the level of safety control and prevention,
and significantly reinforcing the development of the domestic pig breeding industry and its
complementary development while accelerating the rate of production resumption of the pig
industry. The investment had provided effective funding to guarantee the pig breeding of Muyuan
Foods, effectively combined poverty alleviation, livelihood improvement, supported private
enterprises and business expansion to carry out poverty alleviation by industry.
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(2) In respect of financial support

(1

2)

The business unit of Muyuan Foods set up by the Company in Neixiang County continued to carry
out financial backup works for enterprises at county level in various aspects, through on-site
visits, business training and due diligence, to provide answers to questions raised by enterprises
in Neixiang who wish to enter the capital market, thereby helping these enterprises to improve
their standard in capital operation. In 2019, the Company recommended one company in Neixiang
County to list successfully on the stock market, visited more than ten companies and identified
three companies which satisfied the listing requirements, one of which having clearly indicated its
plan to submit its listing application.

Under the leadership of the Party Committee of the Company, a research group formed by the
Company’s Youth League Committee, general office, investment bank department and research
and development centre was established. To implement corporate social responsibility through
practical actions, the research group went to Weining Autonomous County in Guizhou Province
and Shitai County of Chizhou City in Anhui Province respectively in September and November
2019 to carry out on-site research in a bid to assist local government departments in studying and
analyzing development plans, so as to help Weining County and Shitai County to alleviate poverty,
thereby contributing our efforts for targeted poverty alleviation.

(3) In respect of welfare for poverty alleviation

(1)

(2)

3)

We launched the “Program for University Tuition Subsidies for Students in Poverty”. To help
students who had been admitted by universities in 2019 to complete their university studies, the
Company organized its staff to donate RMB 90,000 to offer financial aids in the amount of RMB
3,000 to each of the 30 poor students from Shitai County whose files have been created.

We donated RMB 30,000 to the “Retired Soldiers Care Fund” of the Hubei Charity Federation, so
as to launch the care and assistance campaign to assist retired solders with financial difficulties and
people prioritized for receiving care.

In response to the call of the China Foundation for Poverty Alleviation, we actively organized a team
to participate in the “2019 Beijing Great Walker Fundraising Trekking Event” and donated more
than RMB 20,000 to the targeted poverty alleviation project for assisting the impoverished people
in Xi County.
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3. Effect of targeted poverty alleviation

Unit: 10,000 Currency: RMB

Indicators Amounts and details

Including: 1. Funds 60,011

3. Number of people under poverty alleviation with documentary
cards (person)

1. Industrial development

1.2 Number of projects (project)

1.4 Number of people under poverty alleviation with documentary
cards (person)

Including: 2.1 Subsidies to students in need

2.3 Investment for improving educational resources in
impoverished areas

Including: 3.1 Contributions to east-west poverty alleviation collaboration

3.3 Charity funds for poverty alleviation

The Company was awarded the Honorary Certificate for Active Participation and Donation for Poverty Alleviation issued
by the Securities Association of China and China Foundation for Poverty Alleviation.
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4. Subsequent plans on targeted poverty alleviation
(1) In respect of support to industry

Based on the actual situation of outstanding corporations in Neixiang County, Henan Province, we
will make business guidance for their IPO projects or listing on the NEEQ, respectively, assist them to utilize
financial instruments flexibly in the capital market, and offer them tailored, considerate and personalized
financing solutions during different strategic development stages, in order to help them realize sustainable
development and expansion.

(2) In respect of financial support

We will continue to take “supporting local economic development with financial services, and helping
localities eliminate poverty as soon as possible” as our own task by pairing up with and helping enterprises
at impoverished county level, actively conducting inclusive financial services and investor education, with the
aim to constantly offer listed companies and listed companies-to-be at county level with professional financial
support and make contribution to local economic development.

(3) In respect of consumption support

(1) Purchasing local agricultural products from impoverished counties in order to actively help
eliminate poverty by consumption support;

(2) Promoting local agricultural products from impoverished counties to employees and clients through
media by the Company to drive consumption.

(4) In respect of welfare support

Based on the poverty alleviation needs of two targeted counties, namely Neixiang County in Henan
Province and Shitai County in Anhui Province, we will deliver practical welfare support.

(1) Performance of social responsibilities

Please refer to the 2019 Corporate Social Responsibility Report of China Merchants Securities Co.,
Ltd. ((RAEFEHFKRHER A F2019F E+ & EEHE)) and Environmental, Social and Governance Report
published by the Company for the same period of this report on the SSE website and on the Hong Kong Stock
Exchange website, respectively.
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(I) Environmental protection
1. Companies other than key pollutant discharging units

Please refer to the 2019 Corporate Social Responsibility Report of China Merchants Securities Co.,
Ltd. KIBEFEHRMDERAA019FEEEFHHRE)) and Environmental, Social and Governance Report

published by the Company for the same period of this report on the SSE website and on the Hong Kong Stock
Exchange website, respectively.

Xlll. Other Disclosures
() Sufficiency of public float of H Shares

As at the date of this report, based on the information publicly available and to the best knowledge of
the Directors, the Directors believe that the public float of the Company complied with Rule 8.08 of the Hong

Kong Listing Rules and satisfied the minimum public float requirement prescribed by the Hong Kong Stock
Exchange.

() Directors’ and Supervisors’ interests in business competing with the Company

As at the date of this report, none of the Directors or Supervisors had any interests in another business
which has or may have direct or indirect conflict of interests with the business of the Company.

() Directors’ and Supervisors’ service contracts

None of the Directors or Supervisors had a service contract with the Company or its subsidiaries which
is not terminable by the employer within one year without payment of compensation (other than statutory
compensation).

(IV) Directors’ and Supervisors’ interests in transactions, arrangements or contracts of significance

During the Reporting Period, none of the Directors, Supervisors or any entity connected with any Director
or Supervisor of the Company had any material interests, whether directly or indirectly, in any transaction,
arrangement or contract of significance entered into by the Company or its subsidiaries.

(V) Permitted indemnity provision

A permitted indemnity provision for the benefit of the Directors is currently in force and was in force
throughout the Reporting Period. The Company has arranged appropriate insurance coverage for potential
legal actions and liabilities against the Directors, Supervisors and senior management.
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(VI) Pre-emptive share option arrangement

Pursuant to the PRC laws and Articles of Association, shareholders of the Company are not entitled to
any pre-emptive share option.

(VIl) Board’ responsibility statement of risk management, internal control and compliance
management

The Board shall assume ultimate responsibility of the risk management, internal control and compliance
management of the Group, and shall be responsible for assessing the effectiveness of such systems. Given
that the objectives of such risk management and internal control systems are to manage, rather than
eliminate, the risk of failure to achieve the business objectives, the Board may only provide reasonable instead
of absolute assurance that such systems and internal control can prevent any material misstatement or loss.

(VII)Remunerations to Directors and Supervisors

Details of remunerations to the Directors and Supervisors are set out in “Change in shareholdings and
remunerations of existing and resigned/retired Directors, Supervisors and senior management during the
Reporting Period” under “Chapter 7 Directors, Supervisors, Senior Management and Employees” of this
report.

(IX) Purchase, sale or redemption of securities of the Company

During the Reporting Period, the Company repurchased 40,020,780 A Shares, representing 0.5974%
of the total share capital of the Company, by way of centralized bidding transaction through the SSE trading
system. For details, please see “Changes in ordinary shares” under “Chapter 6 Changes in Ordinary Shares
and Shareholders” of this report.

(X) Qualification of accounts

According to the statistics of the internal data centre of the Company, as at December 31, 2019, there
were 6,073 unqualified capital accounts, 6,199 unqualified securities accounts, 1,078,329 dormant capital
accounts, 1,689,312 dormant securities accounts, 52 capital accounts under freezing order, 1,231 securities
accounts under freezing order, 570 risk disposal capital accounts (including dormant accounts of companies
to be disposed of), 2,761 risk disposal securities accounts (including dormant accounts of companies to be
disposed of) and 69,797 capital accounts under the A share capital accounts and securities accounts of the
Company.
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(XI) Investment in compliance and risk control as well as information technology

In 2019, the Company invested RMB 343 million for compliance and risk control, accounted for 3.79%
of the operating income of the Company (parent company) in 2018, and invested RMB 653 million for
information technology, accounted for 7.21% of the operating income of the parent company in 2018.

(XII) Use of net proceeds from H share issuance

According to the use of proceeds from the global offering described in the H share prospectus disclosed
on September 27, 2016 and the Proposal on Change of the Use of Some Proceeds from H Shares approved
by the first extraordinary general meeting of China Merchants Securities in 2019, the Company has used the
proceeds from the global offering as follows:

Approximately 25% for developing the brokerage and wealth management business of the Group. As
of December 31, 2019, the accumulated actual usage was approximately RMB 2,257 million (as affected by
exchange rate fluctuations, the accumulated actual usage was approximately RMB 20 million higher than the
committed usage) (As of December 31, 2018: approximately RMB 2,257 million);

Approximately 25% for expanding the institutional client services and investment and trading business
of the Group. As of December 31, 2019, the accumulated actual usage was approximately RMB 2,257 million
(as affected by exchange rate fluctuations, the accumulated actual usage was approximately RMB 20 million
higher than the committed usage) (As of December 31, 2018: approximately RMB 2,257 million);

Approximately 20.7% for contributing additional capital to CMS International to support its business. As
of December 31, 2019, the accumulated actual usage was approximately RMB 1,855 million (as affected by
exchange rate fluctuations, the accumulated actual usage was approximately RMB 2.5 million higher than the
committed usage) (As of December 31, 2018: approximately RMB 1,855 million);

Approximately 24.3% for contributing capital to the Company’s subsidiaries and associated companies,
as well as establishing new subsidiaries. As of December 31, 2019, the accumulated actual usage was
approximately RMB 2,174 million (As of December 31, 2018: approximately RMB 1,495 million); and

Approximately 5% for working capital and general corporate purposes. As of December 31, 2019, the
accumulated actual usage was approximately RMB 460 million (as affected by exchange rate fluctuations,
the accumulated actual usage was approximately RMB 13 million higher than the committed usage) (As of
December 31, 2018: approximately RMB 460 million).

As of December 31, 2019, the balance in the special account for the proceeds was HK$15,881,896.27
(As of December 31, 2018: approximately HK$354 million) and RMB 94,823,920.31 (As of December 31,
2018: approximately RMB772 million). Upon translation of HK dollar into Renminbi at the central parity rate
of HK dollar against Renminbi as of December 31, 2019, the sum of the above proceeds in HK dollar and
Renminbi was RMB 109,050,605.34. The actual uses of the proceeds were in line with the commitment
announced by the Company. The balance in the above account is the result of exchange rate changes in actual
foreign exchange settlement in recent years and interests accrued during the deposit period. As of December
31, 2019, the principal of the proceeds from the global offering of the Company has been fully utilized.
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I. Changes in Ordinary Share Capital
() Table of changes in ordinary shares

1. Table of changes in ordinary shares

Unit: share

2. Shares held by
Including: Shares held
Shares held by
1. RMB ordinary shares 4,903,699,507 73.20 — 815308642 815,308,642 5,719,008,149 85.37
4. Others

Before this change Increase/decrease after this change (+, -) After this change
Shares
Percentage | New shares converted Percentage
Number (%) issued ] Bonus shares Jfrom reserves Others Sub-total Number (%)
state-owned legal
by domestic
4. Shares held by foreign
Overseas natural

|. Restricted shares 815,308,642 1217 — 815308642 -815,308,642
person 815,308,642 1217 — 815308642 -815,308,642
non-state-owned
investors
person
2. Domestic listed foreign shares
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2. Changes in ordinary shares

On May 27, 2019, 815,308,642 restricted shares held by CM Finance Investment, a shareholder of the
Company, were listed and traded. For details, please refer to the relevant announcement published by the
Company on the Hong Kong Stock Exchange website on May 16, 2019.

At the 17th meeting of the sixth session of the Board held on March 12, 2019, resolutions such as the
“Resolution in respect of Repurchase of A Shares of the Company by Centralized Auctions” (B LA 5
BR5HAREAGARRED HZEMFEZE)) have been passed. On May 20, 2019, the above resolutions were
considered and approved at the first extraordinary general meeting for 2019, the first A Shares class general
meeting for 2019 and the first H Shares class general meeting for 2019 of the Company.

On November 8, 2019, the Company repurchased its A Shares for the first time through the SSE trading
system by way of centralized bidding. On December 26, the Company held the 28th meeting of the sixth
session of the Board, which considered and approved the “Proposal on the Advanced Completion of A Share
Repurchase of the Company”. According to the intention for subscription of the Company’s employee stock
ownership plan, and the mandate granted at the Company’s shareholders meeting and class shareholders
meeting, given that the Company’s repurchase amount has reached the minimum amount for such
repurchase, it was agreed to complete the Company’s A Share repurchase in advance. The total repurchase
amount was RMB 663,895,568.36 (excluding transaction fees). 40,020,780 A Shares, representing 0.5974%
of the Company’s total share capital, were repurchased. The actual implementation of the plan for repurchase
of A Shares is the same as the original plan for such repurchase, and the Company has completed the
repurchase in accordance with the disclosed plan.

For details, please refer to the relevant announcements published by the Company on the Hong Kong
Stock Exchange website on March 12, May 20, November 8 and December 26, 2019.

3. Other content that the Company deems necessary or required by the securities regulatory
authority for disclosure

At the 17th meeting of the sixth session of the Board held on March 12, 2019, resolutions such as the
“Resolution in respect of Right Issue for 2019" (R A E2019F E LI 7 ZE A5 5 )) have been passed. On
May 20, 2019, the above resolutions were considered and approved at the first extraordinary general meeting
for 2019, the first A Shares class general meeting for 2019 and the first H Shares class general meeting for
2019 of the Company.

On May 16, 2019, the SASAC issued the “Reply on Issues Concerning Rights Issues of China Merchants
Securities Co., Ltd.” (Guo Zi Chan Quan [2019] No. 252) (R REEH KM ER A R E BRI EMILE)
(B & ZE#E[2019] 2525%)) and agreed in principle to the Company's overall rights issue plan. On October 31,
the Company received the “Reply on the Approval of the Rights Issue of Overseas Listed Foreign Shares of
China Merchants Securities Co., Ltd.” (Zheng Jian Xu Ke [2019] No. 1946) (( BN B E B HB D R A 7
AN ETINE R AR ROHETE ) (FEBERT PI[2019] 19465%)) issued by the CSRC. The CSRC approved the placing
of not more than 294,120,354 overseas listed foreign shares by the Company to overseas listed foreign
shareholders. On November 4, the specific placement ratio and number of the Company’s 2019 rights issue
plan were considered and approved at the 27th meeting of the sixth session of the Board, and accordingly the
relevant content of the Company’s “Preliminary Plan for Public Offering of Rights Issue for 2019" was revised
and updated.

For details, please refer to the relevant announcements published by the Company on the Hong Kong
Stock Exchange website on March 12, May 17, May 20, October 31 and November 4, 2019.
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() Changes in restricted shares

Unit: share

Number of

Number of : Increase in Number of
restricted

restricted restricted restricted Expiry
Name of shares Reason for
shares at the shares ]shares at the o date of
shareholder o released . restriction o
beginning of . during the | end of the restriction
the year during the year year
year
Total 815,308,642 815,308,642 — - — —
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Il. Issue and Listing of Securities

() Issuance of securities during the Reporting Period

Currency: RMB

Dite of Transaction
Class of shares and their : Bond : Offer price (or Issuance Date of amount | Trading Date of
o o Trading code o completion | o : :
derivative securities abbreviation of stance interest rate) amount listing permitted for place (losing

listing

19 Ching Varch 20
Corporate bonds 155208 Merchants G March 8, 2019 359% 1.5 billon ' 1.5billion S March 8, 2022
2019
(193A7&Gt)
19 Ching
Privately issued corporate bonds 151114 Merchants F2 Jniay 7, 3.48% 35 billon Jniy ), 35bilion ~ SSE (caer 14,
2019 2019 2019
(197 8F2)
19 Ching
Privately issued corporate bonds 151413 Merchants 4 April 10, 2019 4.00% 36bilion  April 16,2019 36billion  SSE April 10, 2022
(197%8F4)
19 Ching
Privately issued corporate bonds 15149 Merchants F6~ April 25, 2019 4.28% 40bilion  May8, 2019 40bilion  SSE April 25, 2022
(193%F6)

19 China
Merchants January 10,

January 11, Interbank

' . " " .
Commercial paper 071900002 ool 01 298% 20 billon 0o 2.0 billon malet April 10,2019
(19%2P001)
19 China
. Merchants ~ March 15, . o Mach 18, o Interbank
Commercial paper 071900017 B9 S 281% 20 billon 0 2.0 billon et June 13,2019

FECP003)
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Transaction

Class of shares and their . Bond : Offer price (or Issuance Date of amount | Trading Date of
Trading code completion

Date of

derivative securities abbreviation : interest rate) amount listing permitted for place losing
of issuance .
listing
19 China
. Merchants . " o Interbank August 20,
Commercial paper 071900047 005 193 June 11,2019 3.03% 20bilion ~ June 12,2019 2.0 billion e 0
FCPO05)
19 China
Merchants
Conmerclpape OO0G8 CHOUBC 15,201 2% doblln Myl6MO  aghil et Ocoberll
market 2019
(1985
(PO078C)
19 China
Merchants
' Securities August 5, . o Augusto, . Interbank November 1,
Commercial paper 071900073 NCIS 201 2.74% 4.0 billion 0 4.0 billion malet 0o
lEr
(P009BC)
19 China
Merchants
. Securities September 6, . . September 9, . Interbank December 5,
Commercial paper 071900094 QNS 01 2.85% 4.0 billion 0o 4.0 billion malet 0
i
CPO118C)
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Dite of Transaction
Class of shares and their . Bond : Offer price (or Issuance Date of amount | Trading Date of
o . Trading code o completion | . o : .
derivative securities abbreviation : interest rate) amount listing permitted for place losing
of issuance o
listing
19 Ching
LA September 24 September 25 Interbank November 23
Commercial paper 071900107 CPO138C P ’ 285% 30blion 2 ' 3.0 billion '
2019 2019 market 2019
(19§78
CPO1380)
19 Ching
Merchants
Commercl per oo cos, e 3% 30bln| COEEL gy Btk flniay
2019 2019 market 2000
(19%%
CPO158()
19 China
Merchants
Commercil paper oo come O 0% | 30l | MBS i eIk bl 8
2019 2019 market 2000
(19§%7%
CPO178C)
19 China
Merchants
Commercl paper s g ente S I LN T R L E
2019 2019 market 2000
(197
(P0198C)

Issuance of securities during the Reporting Period (bonds with different interest rates within the effective
period shall be separately specified):
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1. Public issuance of corporate bonds to qualified investors

In April 2018, the Company received the Approval on the Public Offering of Corporate Bonds by China
Merchants Securities Co., Ltd. to Qualified Investors (Zheng Jian Xu Ke [2018] No. 612) ({BARZ &R E &
HFRMERARIMEREEEARBEITRAGESFIE) (FFEFFAI[2018] 6125%)) from the CSRC, pursuant
to which the CSRC approved the Company’s public offering of corporate bonds with total face value of no
more than RMB 11.8 billion to qualified investors. During 2019, the Company publicly offered one tranche of
corporate bonds to qualified investors based on this approval.

2.  Private issue of corporate bonds

In February 2018, the Company received the No Objection Letter for the Offer for Sale of Corporate
Bonds Privately Issued by China Merchants Securities Co., Ltd. (Shang Zheng Han [2018] No. 160) ({ B8R 48
R FRODERARIBEAFBITARBESE R EEEERA K (L7 H[2018] 1605%)) from the SSE, pursuant
to which the SSE has no objection to the offer for sale of corporate bonds privately issued by the Company
to qualified investors in the amount of no more than RMB 40 billion on the SSE. During 2019, the Company
issued one tranche of privately-offered corporate bonds based on this letter.

In March 2019, the Company received the No Objection Letter for the Offer for Sale of Corporate Bonds
Privately Issued by China Merchants Securities Co., Ltd. (Shang Zheng Han [2019] No. 523) (B H A5 35
FBRMHER AR ERARABITAREFE EEEER R K ) (EFK[2019] 52357)) from the SSE, pursuant to
which the SSE has no objection to the offer for sale of corporate bonds privately issued by the Company to
qualified investors in the amount of no more than RMB 45 billion on the SSE. During 2019, the Company
issued three tranches of privately-offered corporate bonds based on this letter.

3. Commercial papers

In May 2018, the Company received the Notice of the PBOC on Approval of the Maximum Outstanding
Balance of Commercial Papers of China Merchants Securities Co., Ltd. ((FFBI A RIR17TRE A% E i85 i 10
ERAREHBMESRFEERTEMNBA)). In June 2019, the Company received the Notice of the Financial
Market Department of the PBOC on the Maximum Outstanding Balance of Commercial Papers of China
Merchants Securities Co., Ltd. (Yin Shi Chang [2019] No. 129) ({(FREI ARIEITE& BT 5 sl R BEESKD
ERARGHRES T EESREABIEMNBAERTH[2019] 1295%)), pursuant to which the maximum
outstanding balance of commercial papers of the Company amounted to RMB 31.6 billion. During 2019, the
Company issued 19 tranches of commercial papers.
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4. Financial bonds

In June 2019, the Company received the Decision on Administrative Approval of the People’s Bank of
China (Yin Shi Chang Xu Zhun Yu Zi [2019] No. 101) ((FBIARBITAETFITEHADRAEE)BRMSFTETT
[2019]25101%5%)) from the People’s Bank of China, pursuant to which the People’s Bank of China approved
the issuance of financial bonds in the amount of no more than RMB 5 billion by the Company. During 2019,
the Company issued one tranche of financial bonds based on this approval.

() Total number of ordinary shares and changes in the shareholdings of the Company and
changes in assets and liabilities structure of the Company

During the Reporting Period, there was no change in the total number of the Company’s ordinary shares.

For details of the changes in the assets and liabilities structure of the Company, please refer to “Assets
and liabilities analysis” under “Chapter 4 Report of the Board of Directors” of this report.

I1l. Shareholders and De Facto Controller

(1) Total number of shareholders

Number of holders of the ordinary shares as of the end of the Reporting Period 102,861

Number of holders of the ordinary shares as of the end of the month preceding
the disclosure of the annual report 100,437
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() Shareholdings of the top ten shareholders and the top ten shareholders of tradable shares (or
holders of unrestricted shares) as of the end of the Reporting Period

Unit: share

Top ten shareholders

Number of Pledged or Iocked-up

Changes during shares held Number
the Reporting | at the end of Percentage |  of restrlcted Nature of
Name of shareholder (in full) Period the period (%) shares heId shareholders

Shenzhen Jisheng Investment

Development Co., Ltd. (\”ﬂl\?ﬁ State-owned
SRREERARAT — 1310719 19.56 —  legal person
China Ocean Shipping

Company Limited (hERTE State-owned
HERAN — 418,948,014 —  legal person
China Communications

Construction Company Ltd. (F State-owned
BRRRRRAERAR) — 209,399,508 313 —  legal person
Hong Kong Securities Clearing Overseas legal
Company Limited 62,379,709 107,575,327 1.61 person
Central Huijin Asset

Management Ltd. (R £[E$ & State-owned
EERARBLAT) — 77251600 1.15 - Nil —  legal person
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Top ten holders of unrestricted shares

of tradable
unrestricted
Name of shareholder shares held Class

Shenzhen Jisheng Investment Development RMB ordinary
Co., Ltd. (RINTTERREEFRARA 1,310,719,131 shares  1,310,719,131
China Ocean Shipping Company Limited RMB ordinary
(PREFEHER LA 418,948,014 shares 418,948,014

China Communications Construction

Company Ltd. (FEZBEEBRROHERA RMB ordinary

209,399,508 shares 209,399,508
Hong Kong Securities Clearing Company RMB ordinary
Limited 107,575,327 shares 107,575,327
Central Huijin Asset Management Ltd. (FF RMB ordinary
RESEEERFREMERT) 77,251,600 shares 77,251,600

Note:1.  HKSCC Nominees Limited is the nominee holder for the shares held by the non-registered H
Shareholders of the Company;

2. Given the fact that the shares of the Company are margin financing and securities lending targeted
securities, the number of shares held by the shareholders will be calculated based on the aggregate
number of shares and equities held in their ordinary securities accounts and credit securities
accounts.

China Merchants Securities Co., Ltd.

120



Chapter 6: Changes in Ordinary Shares and Shareholders

() Interests and short positions of the substantial shareholders and other persons in the shares

and underlying shares

As at December 31, 2019, to the best knowledge of the Directors having made reasonable enquiries, the
following persons (other than the Directors, Supervisors or chief executives of the Company) had interests or
short positions in the shares or underlying shares which would be required to be disclosed to the Company
pursuant to Divisions 2 and 3 of Part XV of the SFO and which were recorded in the register required to be
kept by the Company pursuant to Section 336 of the SFO:

Name of de facto controller and

substantial shareholders Shares

China Merchants Finance Investment A Shares

Holdings Co., Ltd. (RIITARR AR
RERAH)

4 China COSCO Shipping Corporation A Shares
Limied (¥ EE £ SERBRRAT
H Shares

(lass of

Long
positions’/
Percentage of short
total numberof | positions/
issued A Shares/ shares
H Shares of the | available for
Company (%) lending

Percentage of
total number of
issued shares of

the Company (%)

Number of shares

Nature of interest held (share)

Beneficial owner
and interest

of corporation
controlled by
substantial
shareholders®

2,886,027,221 . 5046 Long position

509,426,550 891 Long position

Interest held
by controlled
corporations’

Interest held 159,844,400 239 1630
by controlled

corporations®

Long position

PICC Life Insurance Company L|m|ted H Shares

FEARARREROERAA

Beneficial owner 333,300,000 3400 Long position

Best Winner Investment Limited H Shares

Beneficial owner 67,706,400 691 Long position
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1. China Merchants Group holds 100% of the equity interest in CM Finance Investment and Jisheng
Investment, and is deemed to be interested in the same number of A Shares which CM Finance
Investment (23.51%) and Jisheng Investment (19.56%) are interested in under the SFO.

2. China Merchants Group holds 100% of the equity interest in Best Winner Investment Limited, and is
deemed to be interested in the same number of H Shares which Best Winner Investment Limited (1.01%)
is interested in under the SFO.

3. China Merchants Finance Investment Holdings Co., Ltd. directly holds 23.51% of the shares of the
Company. China Merchants Finance Investment Holdings Co., Ltd. holds 100% of the equity interest in
Shenzhen Jisheng Investment Development Co., Ltd., and is deemed to be interested in the same number
of A Shares which Shenzhen Jisheng Investment Development Co., Ltd. (19.56%) is interested in under
the SFO. Thus, China Merchants Finance Investment Holdings Co., Ltd. holds, directly and indirectly, an
aggregate of 43.08% of the equity interest in the Company.

4. China COSCO Shipping Corporation Limited holds 100% of the equity interest in China Ocean Shipping
Company Limited (Bl 8 & AR 2 7)) and China Shipping (Group) Company (FE/E:E (£ )4
A 7]), and is therefore deemed to be interested in the same number of A Shares which China Ocean
Shipping Company Limited (6.25%), COSCO Shipping (Guangzhou) Co., Ltd. (Fi=/SE(EM)GRAQ
A]) (1.25%), a wholly-owned subsidiary of China Shipping (Group) Company, Guangzhou Sanding Oil
Products Transport Co., Ltd. (BEM™ =S mREBEH AR 2 F]) (0.01%), and COSCO SHIPPING Financial
Holdings Co., Limited (0.09%), a wholly-owned subsidiary of China Shipping (Group) Company, are
interested in under the SFO.

5. China COSCO Shipping Corporation Limited is deemed to be interested in the same number of H Shares
which COSCO SHIPPING Financial Holdings Co., Limited (2.39%), a wholly owned subsidiary of China
Shipping (Group) Company (1 Bl)&:8 (%£[& )42 7)), is interested in under the SFO.

6. A shareholder has a “long position” if it has an interest in shares, including interests through holding,
selling or issuing financial instruments (including derivatives) under which such shareholder has the
following obligations and liabilities: (i) it has a right to buy the underlying shares; (ii) it is under an
obligation to buy the underlying shares; (iii) it has a right to receive money if the price of the underlying
shares increases; or (iv) it has a right to avoid or reduce a loss if the price of the underlying shares
increases; and

7. A shareholder has a “short position” if it borrows shares under a securities borrowing and lending
agreement, or if it holds, sells or issues financial instruments (including derivatives) under which such
shareholder has the following obligations and liabilities: (i) it has a right to require another person to buy
the underlying shares; (ii) it is under an obligation to deliver the underlying shares; (iii) it has a right to
receive money if the price of the underlying shares decreases; or (iv) it has a right to avoid or reduce a
loss if the price of the underlying shares decreases.

Save as disclosed above, as at December 31, 2019, the Company was not aware of any other person
(other than the Directors, Supervisors and chief executives of the Company) who had interests or short
positions in the shares or underlying shares of the Company as recorded in the register required to be kept by
the Company pursuant to Section 336 of the SFO.
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IV. Details of Controlling Shareholders and De Facto Controller
() Details of controlling shareholder

1. About China Merchants Group Limited

Name China Merchants Group Limited

Person in charge or legal

[ %
representative LI Jianhong (F224T)

Date of incorporation October 14, 1986

Sea and land transportation and agency of goods, leasing and
agency of sea and land transportation tools and equipment,
investment in and management of port and warehouse
businesses; sea rescue, salvage, towing; manufacturing;
building, repair, inspection and sale of vessels and offshore
oil drilling equipment; repair and inspection of oil rigs and
containers; contracting and construction of and back office
services for sea and land construction projects and offshore
oil exploitation projects; procurement, supply and sale of sea
and land transportation equipment and relevant supplies;
import and export transportation businesses; investment in

Principal business and management of businesses in the financial, insurance,
trust, securities and futures industries; investment in and
management of businesses in the tourism, hotel, catering
and relevant services industries; real estate development and
property management and consultancy business; investment
in and management of petrochemical business; investment
in and operation of transportation infrastructure; operation
of offshore assets; development, operation and management
of Shekou Industrial Zone in Shenzhen and Zhangzhou
Development Zone in Fujian (operations that require prior
approvals according to laws can only be conducted after
obtaining approvals from the relevant authorities)
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Others

China Merchants Securities Co., Ltd.

124




Chapter 6: Changes in Ordinary Shares and Shareholders

2. Diagram of the ownership and controlling relationship between the Company and its
controlling shareholder

100%

100%

100%

—

1 49%

100%

100% 50% 1 50%

2351% |

The controlling shareholder of the Company is China Merchants Group. China Merchants Group
indirectly holds a total of 44.09% shares of the Company through its subsidiaries, namely China Merchants
Finance Investment Holdings Co., Ltd., Shenzhen Jisheng Investment Development Co., Ltd. and Best Winner
Investment Ltd..

1
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V. Other Corporate Shareholders Interested in 10% or more of the Shares of
the Company

Unit: 10,000 Currency: RMB

Person in " . . . L .
Name of corporate charae orlaal General Date of Unified social credit | Registered Principal business or
shareholder g g manager incorporation identifier capital operation
representative

Statement Jisheng Investment is a subsidiary of China Merchants Group, the controlling shareholder of the Company.
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I. Change in Shareholdings and Remunerations

() Change in shareholdings and remunerations of existing and resigned/retired Directors,
Supervisors and senior management during the Reporting Period.

Unit: share

Total
remuneration
No. of shares | No. of shares Changes from the .
Term - . Remuneration
N Term expiration held at the held at the (#H)in Reason for Company
Position (Notes) Gender commencement o . . from related
date beginning of end | shareholdings thanges during the '
date : o parties
the Year | ofthe Year | during the Year Reporting Period
(before tax)
(RMB 10,000)

SUMin

Non-executive Director Female 51 June 2016 May 2020 = = = = =

(Eeé)
XIONG Xanli

iy Non-executive Director Male 5 December 2014 May 2020 - - - - -
[%ER)
PENG lei

l Non-executive Director Female 4 August 2007 May 2020 - - - - -
HUANG Jian
& I Non-executive Director Male 50 August 2012 May 2020 - - - - -
WWANG Wen
&) Non-executive Director Male 50 July2019 May 2020 - - - - -
XIAO Houfa Independent Non-executive

(BEH Diecor 2 ly2017 May 2020 - _ B B ;
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Total
remuneration
No. of shares | No. of shares Changes from the :
Term o : Remuneration
" Term expiration held at the held at the (#)in Reason for Company
Position (Notes) commencement o . : from related
e date beginning of end | shareholdings changes during the s
{
the Year of the Year | during the Year Reporting Period :
(before tax)
(RMB 10,000)

HU Honggao Independent Non-executive
(#53) Diector

ZHOU Linda Lei Chairman of the Supervisory
(B Commitee

WANG Zhangwei ~ Shareholder Representative
(TER) Supervisor

FANG Xiaobing Shareholder Representative

65 Juy 2017 May 2020 - - = _

5 July 2014 May 2020 = = = = 4579 No

June 2017 Nay 2020 - - - = -

] July 2011 May 2020 - - - - -
g Supenisor gl Y o
Y1 Hongyan Employee Representative
Female 8 August 2007 May 2020 - - - - 1738 No
(R1I8) Supervisor . Y

XIONG Zh|gang Employee Representative

Male May 2017 May 2020 - - - - 1817 No
(B Supenisor
LI Zongjun
Vice President Mele July 2015 November 2021 = = = = 3520 Mo
(63E)
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Total
remuneration
No. of shares | No. of shares Changes from the :
Term o . Remuneration
. Term expiration held at the held at the (#-)in Reason for Company
Position (Notes) commencement o . : from related
e date beginning of end | shareholdings changes during the "
{
the Year of the Year | during the Year Reporting Period :
(before tax)
(RMB 10,000)

(Zﬁ;;? o Vice President Male 50 November 2018 November 2021 - = - - BE Mo
WG
& ;ngyan Vice President Male 50 February 2019~ November 2021 = - - - 346l Mo

CHEN Zhigang Non-executive Director
(R (Resigned)

Notes: 1. In June 2019, our Board of Directors received a written resignation report from an independent director,
Mr. WONG Ti. Due to his other work arrangements, Mr. WONG Ti applied to resign from his positions
as an independent non-executive director of the sixth session of the Board and a member of each of
the Audit Committee and the Remuneration and Appraisal Committee of the Board. According to the
relevant regulations, including among others, the Guidelines for Introducing Independent Directors to
the Board of Directors of Listed Companies ({BRE LT ARIE BV ESHENIEEER)) and the
Articles of Association of China Merchants Securities Co., Ltd., Mr. WONG will continue to perform his
duties until a new independent non-executive director is appointed by the Company.

Male 4 June 2017 May 2019 = = = = - I8

2. No share incentive scheme was implemented during the Reporting Period.

3. Payment of 40% of the annual performance-based bonus payable to the Directors, chairman of the
Supervisory Committee and senior management who worked full time for the Company shall be deferred
for a term of 3 years. The deferred payment of remuneration shall be divided equally.

4. The total remuneration before tax of Directors, chairman of the Supervisory Committee and senior
management who worked full time for the Company has not been confirmed yet. Further information
will be disclosed upon confirmation.

5. The Directors, chairman of the Supervisory Committee and senior management who worked full time for
the Company did not receive any non-cash remuneration.
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SU Min (Bx &%)

Ms. SU has served as our non-executive Director since June 2016. Ms. SU has
experience in managing finance-related and listed companies as well as financial
management. Specifically, she has been a standing vice chairman of the Execution
Committee of China Merchants Financial Services Business Unit since June 2018;
general manager of China Merchants Finance Investment Holdings Co., Ltd. since
December 2017; director of China Merchants Finance Holdings since December
2015; director of Bosera Fund from September 2018; non-executive director of
China Merchants Bank (listed on the SSE, stock code: 600036; listed on the Hong
Kong Stock Exchange, stock code 3968) since September 2014; general manager
of China Merchants Finance Holdings Co., Ltd. from September 2015 to February
2019; supervisor of China Merchants Capital Co., Ltd. from January 2016 to August
2018; director of China Merchants Innovation Investment Management Co., Ltd. from
November 2015 to August 2018; chairman of the board of China Shipping Leasing Co.,
Ltd from August 2013 to August 2015; non-executive director of COSCO SHIPPING
Development Co., Ltd. (listed on the SSE, stock code: 601866; listed on the Hong
Kong Stock Exchange, stock code: 2866) from June 2013 to December 2015; executive
director of COSCO SHIPPING Energy Transportation Co., Ltd. (listed on the SSE, stock
code: 600026; listed on the Hong Kong Stock Exchange, stock code: 1138) from May
2013 to August 2015; chairman of the board of China Shipping Finance Co., Ltd. from
May 2011 to July 2015; chief accountant of China Shipping (Group) Company from
March 2011 to August 2015; director of Huishang Bank Corporation Limited (listed on
the Hong Kong Stock Exchange, stock code: 3698) from December 2009 to May 2011;
director of Anhui Province Wenergy Company Limited (listed on the SZSE, stock code:
000543) from April 2008 to September 2011; and chief accountant and deputy general
manager of Anhui Province Energy Group Co., Ltd. from May 2007 to April 2011 and
from November 2010 to April 2011, respectively.

Ms. SU obtained a bachelor’s degree in finance from Shanghai University of Finance
and Economics in July 1990, and a master’s degree in business administration from the
University of Science and Technology of China in December 2002. She was granted
the qualifications of Certified Public Accountant, Certified Public Valuer and senior
accountant in June 1998, June 1999 and June 2008, respectively.
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Mr. SU has served as our non-executive Director since June 2017. Mr. SU has
experience in financial affairs and relevant management. Specifically, he has been head
of the finance department (property rights department) of China Merchants Group
since July 2017; non-executive director of Sinotrans Limited (listed on the SSE, stock
code: 601598; listed on the Hong Kong Stock Exchange, stock code: 0598) since June
2019; director of China Merchants Port Group Co., Ltd. (listed on the SZSE, stock code:
001872) since December 2018; director of China Merchants Expressway Network &
Technology Holdings Co., Ltd. (listed on the SZSE, stock code: 001965) since January
2018; executive director of China Merchants Port Holdings Company Limited (listed
on the Hong Kong Stock Exchange, stock code: 0144) since October 2017; director
of China Merchants Energy Shipping Co., Ltd. (listed on the SSE, stock code: 601872)
from August 2017 to January 2019. He served as deputy head (as the person in charge
at the grade of head) of the finance department (property rights department) of China
SU Jian (242) Merchants Group from January 2017 to July 2017. Mr. SU served as deputy general
manager of China Merchants Industry Holdings Co., Ltd. from May 2016 to January
2017; deputy head of the human resources department of China Merchants Group
Limited from February 2014 to May 2016; senior manager, assistant to the head and
then deputy head of the finance department of China Merchants Group Limited from
September 2009 to February 2014; senior manager of the finance department of China
Merchants Shekou Industrial Zone Company Limited from August 2008 to August
2009; head and senior manager of the finance department of China Merchants Group
from August 2002 to August 2008; and clerk, head and then financial manager of
China Merchants International Travel Service Co. Ltd. from July 1993 to August 2002.

Mr. SU obtained a bachelor’s degree in economics from Shanghai University of
Finance and Economics in 1993. Mr. SU obtained the qualifications as a non-practising
member of the Chinese Institute of Certified Public Accountants and an Intermediate
Accountant in 2000 and 2002, respectively.

Mr. XIONG has served as our non-executive Director since December 2014. Mr. XIONG
has experience in strategic management and research. Specifically, he has been director
of the research and development center of China Merchants Group and dean of China
Merchants Technology and Innovation Research and Development Institute (8% @%
B AIF 3 BT 75PE) since August 2018; head of the strategic development department
of China Merchants Group since March 2015. Mr. XIONG was head of the security and
supervision department of China Merchants Group from February 2017 to October
2018; head of information management department and research department from
March 2015 to September 2017; non-executive director of Sinotrans Limited (listed on
the SSE, stock code: 601598; listed on the Hong Kong Stock Exchange, stock code:
0598) since June 2019; executive director of China Merchants Port Holdings Company
Limited (listed on the Hong Kong Stock Exchange, stock code: 0144) since June 2018;

XIONG Xianliang ~ 9eneral manager (head) of the strategic research department of China Merchants

(BEER) Group from October 2011 to February 2015; and non-executive director of China
Merchants Bank (listed on the SSE, stock code: 600036; listed on the Hong Kong Stock
Exchange, stock code: 3968) from July 2012 to June 2014. Mr. XIONG worked at the
Research Office of the State Council from December 2004 to October 2011; at the
general group of the steering committee office of the Western Region Development of
the State Council (BI75Fe 7 2B F £ L8 &/ NMEHT A E47 & 48) from July 2003 to December
2003; at the Chongging Development and Planning Commission from December 2000
to December 2004; and at the Development Research Center of the State Council from
March 1994 to December 2000.

Mr. XIONG obtained a master’s degree and a doctoral degree in global economics
from Nankai University in June 1991 and December 1993, respectively. Mr. XIONG
was granted the title of Researcher by the Development Research Center of the State
Council in September 2000.
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Mr. XIONG has served as our executive Director since May 2017 and our President since
December 2018; and served as our Chief Information Officer since July 2019, and as
the director of CMS International since September 2015. Mr. XIONG has experience
in operation of securities companies and IT-based management. Specifically, he was
our Chief Operating Officer from May 2017 to December 2018; our Vice President
from December 2005 to December 2018; chairman of the board of directors of CMS
Asset Management from March 2015 to March 2019; chairman of the board of
directors of China Merchants Futures from March 2008 to March 2019. Mr. XIONG was
director of Bosera Funds from November 2014 to November 2017; and successively
acted as manager of our computer department, general manager of our computer
center, general manager of our IT center and our technical director from June 1995 to
XIONG Jiantao December 2005 (during such period he had been temporarily seconded by the CSRC
(BER1E) to be a member of the administrative take-over group of China Southern Securities).
Mr. XIONG was deputy manager of the information center in China Merchants Bank
(listed on the SSE, stock code: 600036; listed on the Hong Kong Stock Exchange, stock
code: 3968) from April 1993 to June 1995; and staff member of Shenzhen Shanxing
Electronics Co., Ltd. CRYIILEEFHR A A]) from May 1992 to April 1993.

Mr. XIONG obtained a bachelor’s degree in engineering majoring in
telecommunications engineering from Nanjing University of Posts and
Telecommunications (formerly Nanjing Institute of Posts and Telecommunications), a
master’s degree in engineering majoring in automatic instrumentation and installation
from Huazhong University of Science and Technology and a degree for executive
master of business management (“EMBA") from Fudan University in July 1989, June
1992 and June 2014, respectively.

Ms. PENG has served as our non-executive Director since August 2007. Ms. PENG
has relevant management and working experience via serving at management
and administrative positions of various securities and finance-related companies.
Specifically, she has been director of China Merchants Ping An Asset Management
Co. since December 2018; director of China Merchants Commerce Leasing Co.,
Ltd. (HERBEEMEREARBR2AA]) since August 2018; a standing member of the
Execution Committee of China Merchants Financial Services Business Unit since
June 2018; director of China Great Wall Securities Co., Ltd. (listed on the SZSE,
stock code: 002939) since June 2011; deputy general manager of China Merchants
Finance Holdings Co., Ltd. from April 2016 to February 2019; director of Morgan
Stanley Huaxin Fund Management Co., Ltd. from March 2015 to August 2019.

PENG Lei (£7) She was director of Bosera Funds from November 2017 to September 2018. Ms.
PENG successively served as deputy general manager of the general management
department, general manager of the audit department, general manager of the China
business department, general manager of the securities department and assistant to
the general manager of China Merchants Finance Holdings Co., Ltd. from October
2003 to April 2016. Ms. PENG was executive director of Union Asset Management
Company from May 2002 to October 2003.

Ms. PENG obtained a bachelor’s degree in economics majoring in business
management from Southwestern University of Finance and Economics and a master’s
degree in economics majoring in finance from Peking University in July 1994 and July
2010, respectively.
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HUANG Jian
(FHER)

Mr. HUANG has served as our non-executive Director since August 2012. Mr. HUANG
has finance-related management experience via serving in financial departments and
at administrative positions of various companies. Specifically, he has been general
manager of the capital operation department of China COSCO Shipping Corporation
Limited since September 2016; director of Shanghai Rural Commercial Bank Co., Ltd.
since June 2018; director of COSCO SHIPPING Captive Insurance Co., Ltd. since August
2017; director of Lanhai Medical Investment Co., Ltd. (listed on the SSE, stock code:
600896) since May 2017; non-executive director of COSCO SHIPPING Development
Co., Ltd. (listed on the SSE, stock code: 601866; listed on the Hong Kong Stock
Exchange, stock code: 2866) since June 2016; director of COSCO SHIPPING Technology
Co., Ltd. (listed on the SZSE, stock code: 002401) from December 2017 to March
2019. Mr. HUANG served as deputy general manager (person-in-charge) of the capital
operation department of China COSCO Shipping Corporation Limited from February
to August 2016; deputy general manager of the finance department of COSCO from
February 2012 to February 2016; chief financial officer and general manager of the
finance department of COSCO Americas Inc. from November 2006 to February 2012;
and vice president and general manager of the finance department of COSCO Logistics
(Americas), Inc. (FFE&E® R (FM) AR Q7)) (formerly known as Intermodal Bridge
Services Inc. (FiEEEAPEEZEH A A]) from September 2004 to November 2006. Mr.
HUANG worked at COSCO from July 1996 to September 2004, and the last position he
held was head of the capital management department of finance and capital division.
Mr. HUANG was staff member at the finance department of Shenzhen Ocean Shipping
Co., Ltd. from July 1993 to July 1996.

Mr. HUANG obtained a bachelor’s degree in economics majoring in auditing from
Capital University of Economics and Business (formerly known as Beijing Institute
of Finance and Trade) and a master’s degree in business management from Beijing
Institute of Technology in July 1992 and March 2002, respectively. Mr. HUANG
obtained the qualifications of accountant and senior accountant from the Ministry of
Finance in May 1997 and December 2015, respectively.
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WANG Wen
(EX0)

XIANG Hua
(FI%E)

Mr. WANG has served as our non-executive Director since July 2019. He has relevant
working experience in financial and insurance enterprises. Specifically, Mr. WANG
has served as the vice president of PICC Life Insurance Company Limited (FFEI AR
ASRBHAR AR since July 2017; director of China-US Insurance Advisory CO.,
LTD. (=B R HE RSB R E TR 7)) since May 2017; sales director of PICC Life
Insurance Company Limited from July 2015 to January 2017; leader of the preparatory
group, deputy manager (job leader) and general manager of the Beijing Branch of
PICC Life Insurance Company Limited since April 2005 to January 2017; assistant to
general manager and deputy general manager of the Beijing Branch of China Pacific
Life Insurance Co., LTD. (FFBIA ¥ ASRERD A R A 7l) from January 2001 to April
2005; assistant to manager and deputy manager of life insurance department, deputy
manager of domestic business department and manager of car insurance department
of the Beijing Branch of China Pacific Insurance Co., Ltd. from August 1995 to January
2001.

Mr. WANG obtained a bachelor’s and master’s degree majoring in law from Peking
University in July 1991 and July 2005, respectively.

Mr. XIANG has served as our independent non-executive Director since July 2017. Mr.
XIANG has experience in foreign exchange practices and capital market management.
Specifically, he has been chief executive officer of Turui Investment Management
Co., Ltd. (BIFRREEEHR A A]) since January 2018, and he was chief executive
officer and chief operating officer of Deepwater Capital Limited from October 2014
to November 2017; general manager of SAFE Investment Company Limited from July
2009 to February 2014; and head of the Central Foreign Exchange Business Center
of the State Administration of Foreign Exchange from March 2004 to July 2009. Mr.
XIANG successively acted as officer and deputy head of the Balance of Payments
Department and General Affairs Department of the State Administration of Foreign
Exchange from August 1994 to March 2004.

Mr. XIANG obtained a bachelor’s degree in economics from Beijing Normal University
and a master’s degree in economics from Renmin University of China in 1994 and
2001, respectively.
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Mr. XIAO has served as our independent non-executive Director since July 2017.
Mr. XIAO has experience in the practices and management of accounting firms.
Specifically, he has been principal partner of HuaPu TianlJian Certified Public
Accountants LLP (currently known as RSM China (B &I S (BHREREE))
since January 2014. Mr. XIAO served as chief accountant of HuaPu TianJian Certified
Public Accountants (Beijing) Co., Ltd. (EERE A EH AL REMR 2 A]) from

XIAO Houfa December 2008 to December 2013; chief accountant of Anhui HuaPu Certified Public
(HE%) Accountants (& & & ¥ € 51 i = % F7) from September 1999 to December 2008;

founder and deputy chief accountant of Anhui HuaPu Certified Public Accountants (%
BELS AN EAT) from January 1999 to August 1999; and staff member in Anhui
Certified Public Accountants (Z & & &t EI =5 P) from July 1988 to December 1998.

Mr. XIAO obtained a bachelor’s degree in accounting from Shanghai University
of Finance and Economics in July 1988. Mr. XIAO has received the title of senior
accountant and is a certified public accountant.

Mr. XIONG has served as our independent non-executive Director since August 2017.
Mr. XIONG has experience in conducting researches on economics and finance via
teaching at Princeton University since July 2000 where he has become professor of
economics in July 2007 and Trumbull-Adams Professor of Finance in July 2014; director
of Shenzhen Finance Institute, CUHK(SZ) since January 2016; academic dean of the

XIONG Wei School of Economics and Management at The Chinese University of Hong Kong,

(BEf2) Shenzhen since June 2015 and academic advisor at Hong Kong Institute for Monetary
Research since July 2012.

Mr. XIONG obtained a bachelor’s degree in physics from the University of Science
and Technology of China, a master’s degree in physics from Columbia University in
the United States and a doctoral degree in finance from Duke University in the United
States in July 1993, May 1995 and May 2001, respectively.

Mr. HU has served as our independent non-executive Director since July 2017. Mr.
HU has experience in conducting researches on and practising law. Specifically, Mr.
HU has been professor of law and doctoral advisor at Fudan University since January
2008, while concurrently serving as independent director of Shanghai Huaxin Stock
Co., Ltd (E/BEZRRM AR A7) (listed on the SSE, stock code: 600621) since May
2017; independent director of Shanghai Amarsoft Information & Technology Co.,
Ltd. (B8 LZEE BREMRMDERAR]) (listed on the SZSE, stock code: 300380) since

HU Hg_nggao March 2017; independent director of Perfect Group CORP., LTD (S 2 & E D AR

(B =) 72~ a]) (listed on the SSE, stock code: 603059) since June 2016; independent director
of Shanghai Tofflon Science and Technology Co., Ltd. (E/BR EER XM ER A R])
(listed on the SZSE, stock code: 300171) since March 2014. Mr. HU was vice dean,
professor of law and doctoral advisor of Fudan Law School at Fudan University from
January 2001 to December 2007; head, professor of law and doctoral advisor of faculty
of law at Fudan University from December 1996 to December 2000.

Mr. HU obtained a bachelor’s degree in law from Peking University in 1983.
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Mr. WONG has served as our independent non-executive Director since January 2018.
He has extensive experience in the operation and management of an accounting firm.
Specifically, Mr. WONG has been independent director of China International Fund
Management Co., Ltd. since April 2019; independent non-executive director of 51
Credit Card Inc. (listed on the Hong Kong Stock Exchange, stock code: 2051) since July
2018; independent director of Fosun United Health Insurance Co., Ltd. ({8 2B & R
RERA% D ABR A A]) since July 2017, the independent director of AsiaPacific Property &
Casualty Insurance Co., Ltd. since April 2016 and supervisor of Vivasolis Biotechnology

WONG Ti (F4)  Co., Ltd. (FEAEBREDRERMABRAF]) since August 2016. Mr. WONG was
also a partner of PricewaterhouseCoopers (PwC) China from 1998 to 2015, manager of
Coopers & Lybrand China (F{E7kB &5 RIEHFT) from 1990 to 1998, and auditor of
Coopers & Lybrand Los Angeles (F{57kiE & 5T RN EHFT) from 1987 to 1990.

Mr. WONG obtained a bachelor’s degree in accounting from the Department of
Business Administration of National Taiwan University in 1982 and a Master of Business
Administration (MBA) degree from University of California, Los Angeles in 1986. Mr.
WONG obtained a qualification as a certified public accountant in China in October
2002.

Ms. ZHOU has served as our Chairman of the Supervisory Committee since July 2014.
Ms. ZHOU was executive director of China Merchants China Direct Investments Limited
(listed on the Hong Kong Stock Exchange, stock code: 0133) from March 2008 to
September 2014 and from March 2002 to September 2005; managing director of
China Merchants China Investment Management Limited from February 2008 to
May 2014 and from February 2002 to July 2005; and independent director of China

7HOU Linda Lei  Merchants Fund from September 2007 to November 2013. Ms. ZHOU served as

(EEE) independent director of Jiangxi Selon Industrial Co., Ltd. (listed on the SZSE, stock
code: 002748) from May 2008 to May 2014; and supervisor of Industrial Bank Co., Ltd.
(listed on the SSE, stock code: 601166) from April 2008 to October 2013.

Ms. ZHOU obtained a bachelor’s degree in economics majoring in finance and
accounting from Renmin University of China and a master’s degree in business
administration from Sonoma State University of the California State University in July
1989 and January 1993, respectively.
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LI Xiaofei
(ZFEFE)

WANG Zhangwei
(EER)

Mr. LI has served as our Supervisor since July 2014. Mr. Li has been a standing member
of the Execution Committee of China Merchants Financial Services Business Unit since
June 2018; supervisor of China Greatwall Securities Co., Ltd. (listed on the SZSE,
stock code: 002939) since July 2015 and deputy general manager of China Merchants
Finance Holdings Co., Ltd. from November 2017 to February 2019. He was an assistant
to the general manager of China Merchants Finance Holdings Co., Ltd. from November
2014 to November 2017; general manager of the human resources department of
China Merchants Finance Holdings Co., Ltd. from May 2010 to September 2016;
senior manager of the human resources department of China Merchants Group from
October 2006 to May 2010; and manager of the administration and human resources
department and secretary to the board of directors of Grand Auto Park Company
Limited ORIITFEH/TER R AR AF]) from October 2003 to October 2006. Mr. LI
joined Shenzhen Nanyou (Holdings) Ltd. since July 1993, and has held such positions
as secretary (chief at section level) of the general manager office, deputy manager
of the planning and development department and deputy manager of the leasing
department.

Mr. LI obtained a master’'s degree in economics majoring in labour economics from
Renmin University of China in January 2004.

Mr. WANG has served as our Supervisor since June 2017. Mr. WANG has been the
chief auditor (E/ETEZE) of the Execution Committee of China Merchants Financial
Services Business Unit since April 2019; director of Shenzhen Yan Qing Investment and
Development Co. Ltd., Shenzhen Chu Yuan Investment and Development Co., Ltd.
and Shenzhen Jisheng Investment Development Co., Ltd. since November 2014; and
supervisor of China Merchants Finance Investment Holdings Co. Ltd. since September
2011. He was assistant to the general manager of China Merchants Finance Holdings
Co., Ltd. from May 2016 to April 2019; general manager of Shenzhen Yan Qing
Investment and Development Company Ltd. from November 2014 to August 2018;
general manager of Shenzhen Chuyuan Investment and Development Company Ltd.
from November 2014 to July 2018; general manager of Shenzhen Jisheng Investment
Development Co., Ltd. from November 2014 to July 2018. Mr. WANG was general
manager of the finance department of China Merchants Finance Holdings Co., Ltd.
from June 2014 to May 2016; general manager of finance department of China
Merchants Finance Holdings Co., Ltd. from June 2008 to June 2014; senior manager
of the audit department of China Merchants Group Limited from August 2002 to June
2008; manager of the finance department of China Merchants Technology Holdings
Co., Ltd. from May 2001 to August 2002; and manager of the audit department of
China Merchants Shekou Holdings Co., Ltd. from April 2000 to May 2001.

Mr. WANG obtained a bachelor’'s degree from Dongbei University of Finance and
Economics and an MBA degree from University of South Australia in July 1995 and April
2008, respectively. He is a certified public accountant in the PRC and an international
certified internal auditor.
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MA Yunchun
(BREH)

FANG Xiaobing
(B/Ix)

Mr. MA has served as our Supervisor since June 2017. Mr. MA has been director and
general manager of Hebei Port Group Investment Management Co., Ltd. (r[dEE O
EBEHREEEBR AR (currently known as Hebei Port Group Investment (Tianjin)
Management Co., Ltd. (Aldb/EASEIRE (K2)BEEBRAF)), and chairman of the
board of directors and general manager of Hebei Port Group Shanghai Investment
Management Company (] 3L O & B _E/§ % & A 7)) since January 2016. Mr. MA
served as manager of First Company of Qinhuangdao Port Co., Ltd. (REEBHAR R
Fl—7227\]) from June 2008 to January 2016; manager of First Company of Qinhuangdao
Port Co., Ltd. (RE&BO AR A F—2F]) from March 2008 to June 2014; manager of
Logistics Company of Qinhuangdao Port Co., Ltd. (R28&F AR QYR A F) from
September 2003 to March 2008; deputy manager of Sixth Company of Qinhuangdao
Port Co., Ltd. (RE2EBABRA AN E]) from April 2003 to September 2003; head
of the lading team of Sixth Company of Qinhuangdao Port Co., Ltd. (RE&EQH
[RARI7NAR]) from April 2001 to April 2003; vice head of the lading team of Sixth
Company of Qinghuangdao Port Co., Ltd. (RE 8B O BR A AN 7)) from May
1998 to April 2001; and cadre of the electromechanical division of Sixth Company of
Qinghuangdao Port Co., Ltd. (REBBAAFR A RS2 A]) from April 1994 to May
1998. Mr. MA worked in Shanhaiguan Bridge Works from July 1989 to September
1991.

Mr. MA obtained a bachelor’'s degree and a master’s degree in welding from Tianjin
University in July 1989 and April 1994, respectively.

Mr. FANG has served as our Supervisor since July 2011. Mr. FANG has been the
standing member of the Party committee and deputy general manager of China
Reform Holdings Corporation Ltd. (4 BB #7122 f% B IR & £ 2 7) since December 2019;
general manager of the financial management department of China Communications
Construction Company Ltd. (listed on the SSE, stock code: 601800; listed on the
Hong Kong Stock Exchange, stock code: 1800) since August 2014 to February 2020;
supervisor of Jiang Tai Insurance Brokers Co., Ltd. since October 2015; director of
CCCC Finance Company Limited (9 22 Bf % & R & &) since March 2016; director
of CCCC Fund Management (Beijing) Co., Ltd. since August 2016; supervisor of
Yellow River Property & Casualty Insurance Co., Ltd. since August 2017; a director of
CCCC Financial Leasing Co., Ltd. since May 2018. Mr. FANG once held the following
positions at China Communication Construction Company Limited: executive general
manager and chief financial officer of the overseas business department from July
2013 to August 2014; and chief accountant of the overseas business department from
December 2011 to July 2013. Mr. FANG served as general manager of the financial
funding department of China Communications Construction Group (Limited) from April
2011 to June 2012. Mr. FANG worked at China Harbor Construction (Group) Company
(FPEEEER(EE)4AQF)) between November 1994 and September 2005, and the
highest position he held was deputy general manager of the finance department.

Mr. FANG obtained a bachelor’s degree in engineering majoring in finance from
Changsha University of Science & Technology (formerly known as Changsha College of
Transportation), a master’s degree in business administration from Fordham University
in the U.S. and a doctoral degree in administration from Beijing Jiaotong University
in June 1993, February 2006 and June 2016, respectively. Mr. FANG was granted
the title of Official Senior Accountant in December 2015 by China Communications
Construction Company Limited.
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ZHANG Zehong
(RER)

YIN Hongyan
(FHiT %)

Mr. ZHANG has served as our Supervisor since July 2011. Mr. ZHANG has been vice
president of Shenzhen Huagiang Holdings Limited since August 2014; director of
Shenzhen Huagiang Industry Co., Ltd. (listed on the SZSE, stock code: 000062) since
June 2012; he has been director of Shenzhen Huagiang Electronic Commerce Co.,
Ltd. and holds concurrently the positions of director, general manager and supervisor
in various subsidiaries of Huagiang Holdings, including Shenzhen Huagiang Group
Finance Company Limited, Shenzhen Huagiang Asset Management Group Co., Ltd.,
Shenzhen Qianhai Huagiang Financial Holdings Co., Ltd., Kunyi Hengxin Venture
Capital Co., Ltd., Shenzhen Huagiang Supply Chain Management Company Limited
and Fantawild Holdings Inc. since April 2013. Mr. ZHANG served as general manager
of Huagiang Industry from June 2012 to August 2014; vice president of Huagiang
Holdings from November 2011 to June 2012; and concurrently assistant to the
president of Huagiang Holdings from January 2007 to November 2011; managing
director of Shenzhen Huagiang Dingxin Investment Co., Ltd. from December 2008 to
June 2012; and head of the auditing department, finance department, and settlement
center of Huagiang Holdings from October 2003 to October 2008.

Mr. ZHANG obtained a bachelor’s degree in economics majoring in accounting from
Xi'an Shiyou University (formerly known as Xi‘an Shiyou College) and a master’s degree
in economics majoring in accounting from Shaanxi Institute of Finance and Economics
(now merged into Xi‘an Jiaotong University) in June 1994 and July 1997, respectively.
Mr. ZHANG was granted the title of Intermediate Accountant by the Ministry of Finance
in May 1999.

Ms. YIN has served as our employee representative Supervisor since August 2007.
Ms. YIN has been general manager of our Human Resources Department since
August 2018. She was general manager of our Department of Retail Brokerage and
Department of Operations and Administration from August 2017 to August 2018. Ms.
YIN served as deputy general manager and then general manager of our Department
of Operations and Administration from April 2009 to August 2017; manager of our
Shenzhen Fumin Road securities branch from April 2007 to April 2009; assistant to
the general manager of our Private Customer Service Department from January 2006
to April 2007; deputy manager of our Shenzhen Fumin Road securities branch from
January 2005 to January 2006; and assistant to manager and head of the customer
service department of our Shenzhen Zhenhua Road securities branch from July 2000 to
February 2005.

Ms. YIN obtained a doctoral degree in law majoring in sociology from Nankai University
in June 2006.
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Ms. HE has served as our employee representative Supervisor since July 2009. Ms. HE
has been general manager of our Finance Department since February 2019; director of
CMS Asset Management since July 2019; director of China Merchants Futures and CMS
Zhiyuan since May 2019 and chairman of the supervisory committee of Bosera Funds
since April 2019. Ms. HE served as deputy general manager of our Finance Department
from April 2009 to February 2019, and assistant to the general manager of our Finance
Department from April 2006 to April 2009. Ms. HE started her service at our Finance
HE Min (fa] &) Department from July 1999.

Ms. HE obtained a bachelor’'s degree in economics majoring in accounting and
a master’'s degree in management majoring in accounting, both from Zhongnan
University of Economics and Law (formerly Zhongnan University of Finance and
Economics), in July 1996 and June 1999, respectively. Ms. HE was granted the
qualification of Certified Public Accountant in October 1999 by the Chinese Institute of
Certified Public Accountants.

Mr. XIONG has served as our employee representative Supervisor since May 2017.
He has served as director and general manager of CMS Asset Management since
December 2019. He was supervisor of CMS Asset Management from May 2019 to
December 2019, general manager of our Audit Department from December 2017 to
December 2019 and supervisor of CMS Investment from December 2017 to December
2019. Mr. XIONG was chief compliance officer, chief risk officer and secretary to the
board of directors of China Merchants Securities Asset Management Co., Ltd. from
May 2015 to December 2017. He worked for the preparatory panel of China Merchants
Securities Asset Management Co., Ltd. from October 2014 to April 2015. Mr. XIONG

XIONG Zhigang  served as officer and deputy head of the CSRC Shenzhen Office from September 2003

(BeE4H) to August 2014; and financial manager of the financial management department of
Huawei Technologies Co., Ltd. from July 2000 to August 2003.

Mr. XIONG obtained a bachelor’s degree in economics majoring in auditing from
Nankai University and a master’s degree in finance from Peking University in June 2000
and July 2007, respectively. Mr. XIONG was granted the qualifications of Certified
Public Accountant by the Chinese Institute of Certified Public Accounts, Internal
Auditor by the China Institute of Internal Audit, International Internal Auditor (lIA) by
the Institute of Internal Auditors as well as the title of Intermediate Accountant by the
Ministry of Finance of the PRC in December 2004, November 2001, November 2001
and May 2004, respectively.
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DENG Xiaoli
=)

LI Zongjun
(FRE)

Ms. DENG has served as our Vice President since November 2005. She has been
chairman of the board of directors of CMS Asset Management since March 2019;
and chairman of the board of directors of CMS Zhiyuan since January 2019. She also
served as our Chief Risk Officer from August 2014 to December 2018; and has been
director of China Merchants Fund since November 2006; vice chairman of the board of
directors of China Merchants Fund since November 2013. She was a director of CMS
International from January 2006 to January 2019; secretary to the Board from August
2014 to December 2014; and deputy general manager and then general manager
of our Risk Management Department from March 2002 to March 2006 (during such
period she had been seconded by the CSRC to be a member of the administrative
take-over group of China Southern Securities). Ms. DENG was senior analyst in the risk
management department of Citigroup Inc. from August 1998 to October 2001; and
senior risk analyst of Providian Financial Corporation from June 1997 to August 1998.

Ms. DENG obtained a bachelor’'s degree in science majoring in management science
from Shandong University, a master’s degree and a doctoral degree in economics from
the State University of New York in July 1989, December 1993 and December 1996,
respectively. Ms. DENG was granted the title of Senior Economist (Finance) in December
2013.

Mr. LI has served as our Vice President since July 2015. Mr. LI has been chairman of the
board of directors of China Merchants Futures since March 2019, director of E-Capital
Transfer Co., Ltd. since January 2019. He served as chairman of the board of directors
of CMS Zhiyuan from January 2015 to January 2019; assistant to the President from
December 2014 to July 2015; deputy general manager of China Merchants Food Supply
Chain Management Co., Ltd.* (BERRGEEEEE AR A E]) from January 2014
to September 2014; deputy general manager of China Merchants Capital Investments
Co., Ltd. from April 2013 to January 2014; deputy general manager of the corporate
planning department of China Merchants Group from February 2006 to April 2013;
assistant to general manager of China Merchants Holdings (International) Company
Limited from March 2003 to February 2005; deputy manager of the overseas listing
department of COSCO’s asset management center from September 1997 to April
1999; and assistant to the general manager of COSCO Finance Co., Ltd. (formerly
COSCO Group Finance Co., Ltd.) and general manager of its Beijing securities
department from March 1994 to October 1997.

Mr. LI obtained a bachelor’s degree in economics and a master’s degree in economics,
both from Nankai University, in July 1987 and April 1990, respectively. Mr. LI was
granted the qualification of senior economist by the Ministry of Transport in October
1998.
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WU Huifeng
(RE&)

ZHAO Bin (#43)

Mr. WU has served as our Vice President since November 2018 and our Secretary to
the Board since December 2014. Mr. WU served as assistant to the President from May
2014 to March 2015; co-general manager of the Board office from June 2014 to June
2015; our Supervisor from July 2007 to May 2014; and our Director from May 2004 to
July 2007. Mr. WU held the following positions in China Merchants Finance Holdings
Co., Ltd.: deputy general manager from September 2013 to May 2014; assistant to the
general manager from July 2008 to September 2013; general manager of the human
resources department from June 2008 to May 2010; and general manager of the
finance and audit department from June 1999 to June 2008. Mr. WU served as deputy
manager of the finance department of Shanghai Nanshan Real Estate Development
Co., Ltd. (E/8mILEHEMEABR QA (formerly Shanghai Chengnan Real Estate
Development Company (/8 E #E %2 7)) from August 1998 to June 1999;
and employee and head of the settlement center of China Nanshan Development
(Group) Co., Ltd. from June 1996 to August 1998.

Mr. WU obtained a bachelor’s degree in economics majoring in accounting from the
Shanghai University of Finance and Economics and a master’s degree in economics
majoring in finance from Peking University in June 1996 and January 2012,
respectively. Mr. WU was granted the qualification of accountant in May 1998 by the
Ministry of Finance of the PRC.

Mr. ZHAO has served as our Vice President since November 2018. He has been working
as executive director of CMS Investment since January 2019; chief compliance officer
of CMS Asset Management since January 2018 and chairman of the supervisory
committee of China Merchants Fund since September 2017. He served as our Chief
Compliance Officer from January 2016 to December 2018; director of CMS Asset
Management from July 2015 to May 2019; a director of China Merchants Futures from
July 2008 to May 2019. Mr. ZHAO served as general manager of our Department of
Retail Brokerage from April 2008 to January 2016, and during such period, he also
served as general manager of our Channel Management Department from April 2013
to January 2014. Mr. ZHAO was our employee representative Supervisor from July
2007 to May 2011; general manager of our Private Customer Service Department from
January 2006 to April 2009; manager of our Shenzhen Nanshan Nanyou Road securities
branch from August 2001 to January 2006; deputy manager (person-in-charge) of our
Shenzhen Longgang securities branch from August 1999 to August 2001; and assistant
to the general manager of our Brokerage Business Department from January 1999 to
August 1999. Mr. ZHAO had held the following positions in the securities department
of China Merchants Bank: assistant to the manager and manager of Haikou branch
from March 1996 to December 1998; head of Futian branch from May 1995 to March
1996; and staff member of the securities department from July 1992 to May 1995.

Mr. ZHAO obtained a bachelor’s degree in economics majoring in international
finance from Shenzhen University and a master’s degree in science majoring in project
management from the University of Greenwich in June 1992 and December 2010,
respectively.
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Mr. HU has been the compliance officer and chief risk officer since December 2018.
From August to November 2018, he was the deputy head of capital operation
department of China Merchants Group. He served as the member of CPC Committee
and the secretary of Disciplinary Committee of Guangdong Bureau of the China
Securities Regulatory Commission from November 2016 to July 2018. From February
2015 to October 2016, he was the member of CPC Committee and the secretary
of Disciplinary Committee of Hainan Bureau of the China Securities Regulatory
Commission. He served as the deputy principal staff member of Department of
Policy and Regulations, the principal staff member of Department of Intermediary

HU Yu (#5) Supervision, the deputy officer and director of Office of the Party Committee as well
as the director of No.1 Inspection Office of Shenzhen Bureau of the China Securities
Regulatory Commission from July 1996 to January 2015. He has taught at the foreign
language teaching and research office of Jiangxi Medical College from July 1989 to
August 1994. From September 1981 to August 1985, he was a teacher in Xishan
Middle School (7L A E2).

Mr. HU obtained a Bachelor of Arts degree from Jiangxi Normal University (/T 75 Al &3k
) and a Master’s degree in Finance from Graduate School of People’s Bank of China
in July 1989 and July 1996, respectively.

Mr. WU has served as our Vice President since February 2019. He has been the
chairman of the board of directors of CMS International since December 2018; general
manager of our Department of International Business since November 2018. He served
as assistant to the President from July 2018 to February 2019; general manager of
CMS Asset Management from April 2015 to August 2019; and general manager of
our Assets Management Department from January 2014 to April 2015. He also served
as general manager of our Private Customer Service Department from April 2009
to January 2014; deputy general manager (person-in-charge) of our Operations and
Administration Department from January 2008 to April 2009; person-in-charge for

WU Guangyan the operation department for credit card business department of the headquarter of
(2% 18) Ping An Bank from April 2007 to January 2008; the general manager of Technology

Department of the Shenzhen branch of China Guangfa Bank from August 2002 to
April 2007; technology manager of information technology center of the head office of
China Merchants Bank from June 1995 to April 2002 and engineer of Radio Electronics
Research Institute in Wuhan City from June 1988 to September 1992.

Mr. WU obtained a bachelor’'s degree in automatic control majoring in testing
technology and instrument (B Eh#5 &l 2R3 iT M 2 ¥ 21 2(7) and a master's
degree majoring in pattern recognition and intelligent control (1= 3% 5l #2 %8 gE 42 | =5
F¥ME 1 E7) from Huazhong University of Science and Technology in June 1988 and
June 1995, respectively.
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XIE Jijun (F#£=E)

CHEN Zhigang
(BRAEMI)

Mr. XIE has served as our Vice President since March 2019 and has been general
manager of the head office of Investment bank since April 2008. He served as
managing director of the head office of our Investment bank from April 2008 to
February 2019; executive director (person-in-charge) of the head office of our
Investment bank from June 2007 to April 2008; and successively acted as team head,
deputy general manager and executive director of the head office of our Investment
bank from June 2000 to June 2007; senior manager and assistant to general manager
of department of investment bank of China Southern Securities Limited from October
1996 to June 2000 and held the position of officer of the corporate management
department of Shenzhen Navigation Group Co., Ltd. from July 1994 to October 1996.

Mr. XIE obtained a bachelor’'s degree in Naval Architecture and Ocean Engineering
majoring in thermal engineering from South China University of Technology in July
1994, a master’s degree in economics majoring in international economics and trade
from Nankai University and Flinders University in Australia (B A 38 #KEHTAE) in
October 2004 and an EMBA degree from China Europe International Business School in
September 2011. Mr. XIE was among the first batch of candidates registered as sponsor
representatives in China in 2004.

Mr. CHEN has served as our non-executive Director from June 2017 to May 2019.
Mr. CHEN has working experience in various financial and insurance enterprises.
Specifically, he has been chairman of the supervisory committee, secretary to discipline
inspection commission office and member of the party committee of PICC Pension
Company Limited since August 2018; executive director and legal representative of
PICC Health Pension Management (Guangzhou) Co., Ltd (AMRf2EEEEE(EMN)E
[R A R]) since August 2018; secretary to the board of directors of PICC Life Insurance
Company Limited from February 2018 to August 2018; executive director of PICC Life
Insurance Company Limited from January 2018 to August 2018; vice president of PICC
Life Insurance Company Limited from January 2017 to August 2018; and vice president
of PICC Health Insurance Company Limited from April 2011 to January 2017. Mr. CHEN
served as assistant to the president of PICC Health Insurance Company Limited from
September 2009 to April 2011; and successively held position in the People’s Bank of
China, the Financial Committee of the CPC Central Committee (TR & & T %) and the
China Banking Regulatory Commission from July 1993 to August 2009, including the
position of deputy director (deputy at the bureau level) of the training center of the
China Banking Regulatory Commission.

Mr. CHEN obtained a bachelor’s degree in economics from Hangzhou University (now
known as Zhejiang University), a master’s degree in economics from the Chinese
Academy of Social Sciences and a doctoral degree from Renmin University of China in
July 1993, July 1999 and July 2005, respectively. He was granted the qualification of
senior economist in November 2003.
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Il. Positions of Incumbent Directors, Supervisors and Senior Management and
Those Resigned during the Reporting Period

(I) Positions in shareholders

Date of DETEN
Appointment Termination

Name of shareholder Position

WANG Wen
(EX)

PICC Life Insurance Company Limited  Vice president July 2017 to date

General manager

FANG Xiaobing China Communications Construction  of the financial
August 2014 Feb 2020
(B ) Company Ltd. management ugus ebruary
department

(I1) Positions in other companies

o Date of DETENG
Name of company Position : S
Appointment Termination

Standing vice officer

China Merchants Financial Services

. } of the Execution June 2018 to date
Business Unit .
Committee

. September
Bosera Funds Director 5018 to date

SU Min (B:8) China Merchants Finance Holdings . December
Co., Ltd. Director 2015 to date
China Merchants Bank Director ;grﬁzmber to date

China Merchants Finance Holdings September

General manager February 2019

Co., Ltd. 2015
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o Date of Date of
Name of company Position . o
Appointment Termination

Director of
China Merchants Group development research ~ August 2018 to date
center
China Merchants Technology and
Innovation Development Institute Dean August 2018 to date
=1 PA=] > | Pl
YIONG Xianliang RPBHH R B B RHSIR)
(RER) Head of strategic
China Merchants Group development March 2015 to date
department
Sinotrans Limited Non-executive Director  June 2019 to date
Cliine) RErEnEn(s Fort felmgs Executive Director June 2018 to date

Company Limited
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Name of compan Date of Date of
= Appointment Termination

Standing member
of the Execution

China Merchants Group Committee of China June 2018 to date
Merchants Financial
Services Business Unit
China Merchants Ping An Asset Director December to date
Management Co. 2018
PENG Lei (¥%) Eehalgizé\/lg(r)chﬁ?és Sellees Director August 2018 to date
Etféma Great Wall Securities Co., Director June 2011 to date
Egmitl(\j/lerchants Finance Holdings ?ﬂzal;’ge?eneral April 2016 February 2019
mg;%ag’;;t::t""’cyoH“ﬂ’g” P Director March 2015 August 2019
Execution Committee of China Standing member
Merchants Financial Services of the Execution February 2019 to date
Business Unit Committee
China Merchants Financial
Technology Co., Ltd. General manager ?(cygmber to date
GAO Hong (%ﬁ%ﬁﬂﬁl’&ﬁl@(i\\ﬂ)
(BR) Deputy general
China Merchants Life Insurance manager (Chief
Company Limited Technology Officer FEOUEL) 2007 | T e
(CTO))
gg|nitl(\j/lerchants Finance Holdings g?}:ie;:'(zg_}%c;logy s 20T | Eeer 2000
?;angtf(ljal Rural Commercial Bank Director June 2018 to date
. _ General manager
China CO.SCO. Sh|pp|ng of capital operation Sl to date
Corporation Limited q 2016
epartment
COSCO SHIPPING Captive .
HUANG Jian s Co, 1) P Director August 2017 to date
=2 Lanhai Medical |
L'?c? allkledicalinvestmentCor Director May 2017 to date
ESSCL%SHWP'NG Dietis lojginer Non-executive director  June 2016 to date
E’SSCO SHIPPING Technology Co., Director 2Dg$$mber March 2019
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o Date of Date of
Name of company Position . o
Appointment Termination

WANG Wen China-US Insurance Advisory Chairman of the board y 2017 .
(FX) Co., LTD. of directors

RSM China
XlAZ Houfa (R EETRVESFT (R EME  Principal partner January 2014 to date
(HE%) %))
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o DETENG DETENG
Name of company Position : S
Appointment Termination

Professor of law, January 2008 to date
doctoral advisor

Shanghai China Fortune Co., Ltd. Independent director May 2017 to date

Fudan University

HU Honggao Shanghai Tofflon Science and
(tA%=) Technology Co., Ltd.

Shanghai Amarsoft Information &
Technology Co., Ltd.

Independent director March 2014 to date

Independent director March 2017 to date

Perfect Group Corp., Ltd Independent director June 2016 to date

Standing member
of the Execution

China Merchants Group Committee of China June 2018 to date
Merchants Financial
LI Xiaofei Services Business Unit
g =

(FHF) China Great Wall Securities Co., .
Ltd. Supervisor July 2015 to date
China Merchants Finance Holdings  Deputy general November
Co., Ltd. manager 2017 Feloriczny 2012

Hebei Port Group Investment
(Tianjin) Management Co., Ltd. Director, general

CtAEOSEIRE(RKE)ERE  manager
MA Yunchun ABRAT)

January 2016 to date

(B&EE)
. . Chairman of the board
Hebei Port Group Shanghai .
of directors, general January 2016 to date
Investment Management Company manager
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o Date of Date of
Name of company Position : S
Appointment Termination

Shenzhen Huagiang Holdings

Limited Vice president August 2014 to date
Erdenzhen Huagiang Industry Co., Director June 2012 to date
Shenzhen Huagiang Electronic .
Commerce Co., Ltd. Director July 2015 to date
Shenzhen Huagiang Group Finance
Limited Director May 2012 to date
(R EBEEREER L)

ZHANG Zehong  Shenzhen Huagiang Asset General manager,

‘o . 201

(RER) Management Group Co., Ltd. director June 2018 to date
Shenzhen Q|zj.1nha|. H.uaq|ang General manager, September
Finance Holding Limited . to date

director 2017

(RYIFTEERERIERERAF)

Kunyi Hengxin Entrepreneurship
Investment Limited Company Director May 2017 to date
(BEREFAIRREERLA)

Shenzhen Huagiang Supply Chain

N EEEE Co, L Director June 1994 to date

Fantawild Holdings Inc Supervisor April 2016 to date
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o DETENG DETENG
Name of company Position : S
Appointment Termination

Director, general December

CMS Asset Management manager 2019 to date
XIONG Zhigang . December
(BE3) CMS Asset Management Supervisor May 2019 2019

CMS Investment Supervisor ZDS?;mber Egigmber

China Merchants Futures Cha!rman of e Egerd March 2019 to date
of directors

| Zingjun E-Capital Transfer Co., Ltd Director January 2019 to date
(FTRE)

Chairman of the board
of directors

CMS Zhiyuan January 2015 January 2019

WU Guangyan China Merchants Securities Chairman of the board  December to date
(R¥E4E) International Company Limited of directors 2018

Statement of
positions in Nil
other companies
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Ill. Remuneration of Directors, Supervisors and Senior Management

Decision-making procedures of remuneration of
Directors, Supervisors and senior management

Basis for determination of remuneration of
Directors, Supervisors and senior management

Remuneration paid to Directors, Supervisors and
senior management

Aggregate remuneration payable to Directors,
Supervisors and senior management as of the end of
the Reporting Period

Non-executive directors and external supervisors of
the Company shall not collect remuneration from
the Company, and independent non-executive
directors shall receive the allowance of independent
directors according to the resolutions of the
Company’s shareholders’ general meeting. The
Remuneration and Appraisal Committee considers
and reviews the remuneration policy, standard
and proposal for the Directors, chairman of the
Supervisory Committee and senior management
who worked full time for the Company, and makes
recommendations to the Board on the formulation
of official and transparent procedures for
determining the remuneration policy. Remuneration
of the Directors, chairman of the Supervisory
Committee and senior management who worked
full time for the Company shall be considered and
determined by the Remuneration and Appraisal
Committee under the Board.

Remuneration of the Directors, chairman of the
Supervisory Committee and senior management
who worked full time for the Company shall be
determined by the Remuneration and Appraisal
Committee under the Board with reference to the
principal duties of relevant managerial positions,
the results of performance assessment as well as the
remuneration level in the market, according to the
Company's pilot scheme of Management Methods
of the Remuneration of Senior management.

ul

Please refer to Change in Shareholdings and
Remunerations” of this chapter.

Remunerations before tax received by Directors,
Supervisors and senior management from the
Company during the Reporting Period totaled RMB
45.0132 million, of which a total of RMB 35.2344
million was for senior executives/executive Directors,
a total of RMB 8.7788 million was for Supervisors,
and a total of RMB 1 million was for independent
non-executive Directors. Please refer to “I. Change
in Shareholdings and Remunerations” of this
chapter.
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IV. Changes in Directors, Supervisors and Senior Management

CHEN Zhigang

Non-executive Director Resigned May 31, 2019 Resignation

lL:\

Wu Guangyan Appomted by the

Vice president Appointed February 15, 2019
(B5¢58) p pp y
X|ONG J|antao Chief Information Officer Appointed July 22, 2019 Appointed by the

Board

From the beginning of the year to the date of this report, there was no change in the Supervisors of the
Company. For details of changes in Directors and senior management of the Company, please refer to the
relevant announcements published by the Company on the Hong Kong Stock Exchange website on February
15, March 13, June 3, June 10, June 28, July 12 and July 22, 2019 and January 15 and March 9, 2020.

V. Major Changes in Respect of Directors and Supervisors

For details of the changes in appointment of Directors and Supervisors of the Company from 2019 to the
date of this report, please see “Il. Positions of Incumbent Directors, Supervisors and Senior Management and
Those Resigned during the Reporting Period” in this chapter.

Save as disclosed above, before the date of this report, there was no other material change in relation
to the Directors and Supervisors that is required to be disclosed under Rule 13.51B of the Hong Kong Listing
Rules.
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Compositions of Special Committees under the Board

The Board of the Company has currently set up five special committees, namely the Strategy Committee,
the Risk Management Committee, the Audit Committee, the Remuneration and Appraisal Committee and the
Nomination Committee. The composition of each of the committee is as follows:

(1

()

3)

(4)

(5)

Strategy Committee comprises of 7 members (temporarily short of one member): HUO Da, XIONG
Xianliang, XIONG lJiantao, WANG Daxiong, CHEN Zhigang (resigned in June 2019), WANG Wen
(succeeded in July 2019), XIANG Hua, of which, HUO Da acts as the convener.

Risk Management Committee comprises of 7 members: SU Min, SU Jian, XIONG Jiantao, PENG Lei,
WANG Daxiong, CHEN Zhigang (resigned in June 2019), WANG Wen (succeeded in July 2019),
XIANG Hua, of which, SU Min acts as the convener.

Audit Committee comprises of 5 members: XIAO Houfa, SU Jian, HUANG Jian, HU Honggao,
WONG Ti (resigned in June 2019, and continued to perform his duties before a new independent
director took office), of which, XIAO Houfa acts as the convener.

Remuneration and Appraisal Committee comprises of 5 members: XIANG Hua, SU Min, PENG Lei,
XIONG Wei, WONG Ti (resigned in June 2019, and continued to perform his duties before a new
independent director took office), of which, XIANG Hua acts as the convener.

Nomination Committee comprises of 5 members (temporarily short of one member): XIONG Wei,
PENG Lei, XIAO Houfa, HU Honggao, of which, XIONG Wei acts as the convener.

The Company will fill the vacancies of members of the above special committees as soon as possible.

Interests and Short Positions in Shares, Underlying Shares and Debentures
of the Company and Its Associated Corporations of the Directors,
Supervisors and Chief Executives

As at December 31, 2019, the Company was not aware of any Directors, Supervisors or Chief Executives
having any interests or short positions in the shares, underlying shares or debentures of the Company or its
associated corporations which would be required to be notified to the Company and the Hong Kong Stock
Exchange pursuant to Divisions 7 and 8 of Part XV of the SFO (including interests or short positions which they
were taken or deemed to have under such provisions of the SFO), or interests or short positions which would
be required, pursuant to section 352 of the SFO, to be recorded in the register referred to therein, or required,
pursuant to the Model Code, to be notified to the Company and the Hong Kong Stock Exchange.
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VIll. Employees of the Parent Company and Major Subsidiaries

() Employees

Number of employees of the Company 8,021
Total number of employees 8,725

Classification by business function
e T )

Management and administration

Investment banking

Investment and trading

Legal and compliance, risk management and internal audit

Finance and accounting

L
Classification by education background

Education background Number (person)

Master 2,715

Below bachelor’s degree 1,533
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() Remuneration policy

The general remuneration policy of the Company is formulated by the Board mainly based on the
remuneration of benchmark companies as well as the performance of major indicators of the Company.
The management is responsible for allocating the total remuneration according to the market-oriented and
performance-based principles, which shall consist of competitive fixed remuneration determined based on
the market remuneration data provided by professional management consulting company and the ranking of
the Company among its major competitors, and bonus determined at the discretion of the Chairman and the
President mainly according to the achievement of key performance indicators of each department, strategic
tasks, and objectives in terms of innovation and synergy as well as the market rate.

(I Training

According to the reformative strategies and “Five major” core strategies, the Company closely aligned
with the requirements of business development, planned and implemented classified and specific training
programs in three aspects, including profession, management and general training programs, covering all
employees in order to support their growth and enhance the core competitiveness of the Company.

1. Profession training was conducted for all employees to raise their profession in securities and
innovation and reformation capability through 35 sessions of internal themed training covering
major investment banking, financial technology, procedure reformation, wealth management,
innovative businesses, technology, marketing and basic skills. In addition, an overseas training
program to Cambridge University has been launched to focus on developing international vision
and core competencies of key talents.

2. In respect of management training, new and current management members of the senior
management were provided with three special training sessions, covering financial leadership,
finance front-line business, reform promotion, digital transformation and economic thinking and
other knowledge and skills that the management need to tackle and to comprehend under the
new era. The reserved talents were provided with training camp in order to help improve their
management awareness and nurture their management capability.

3. General training was mainly provided for basic level employees to improve their professionalism
through various forms of online and offline training programs covering diversified subjects
including corporate culture, compliance and risk control, rules and systems, business procedures
and vocational skills through 25 sessions of trainings.
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(IV) Outsourced services

Hours of outsourced services 663,884.23 hours
Total remuneration paid for outsourced services RMB 40.8567 million
IX. Others

As of December 31, 2019, the Company entered into the securities agency contracts with 1,810 agents.

The Company adopted categorized and classified management on its agents. In respect of categorized
management, the headquarters of the Company is responsible for formulating centralized systems and
regulations on the recruitment, remuneration, performance assessment, training, compliance management
and routine code of conduct, while branch companies and branches shall determine their respective systems
on recruitment, profit sharing commission rate, training and assessment of the marketing personnel under
the framework formulated by the Company. In respect of classified management, the Company classifies
its marketing personnel into different grades according to their sales performance, education background,
professional qualifications, compliance with laws and regulations and general qualifications. Marketing
personnel are assigned with different remuneration package and scope of business according to their grades.
In particular, general marketing staff is mainly responsible for soliciting new customers, while those with
exceptional performance and higher qualifications is responsible for serving customers with a specific level of
assets.
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I.  Overview of Corporate Governance

The Company, being a company listed in Hong Kong and the PRC, manages its operation in strict
compliance with the laws, regulations and regulative documents of the, domestic and overseas, places
where its shares are listed, and strives to protect and enhance its market presence. The Company continues
to improve its corporate governance structure in compliance with the Company Law, Securities Law and
the regulations and requirements of the CSRC, SFC and the Hong Kong Stock Exchange. The corporate
governance of the Company complies with the applicable requirements of the laws and regulations. The
Company has established a corporate governance structure consisting of the shareholders’ general meeting,
the Board, the Supervisory Committee and the management with separate duties and effective checks and
balances in order to maintain regulated corporate governance and operation. The corporate governance
structure is sound and does not deviate from relevant requirements of the regulatory authorities from where
the Company’s shares are listed.

During the Reporting Period, the Company strictly complied with Corporate Governance Code under
Appendix 14 of the Hong Kong Listing Rules and Corporate Governance Report (hereinafter referred to as
the “Code and Report”). The Company satisfied all provisions and substantially all of the recommended best
practices under the Code and Report.

During the Reporting Period, the Company held, within the year, 5 shareholders’ general meetings to
consider 41 resolutions (double counting for same matters in class shareholders’ meeting and non- class
shareholders’ meeting), among which, one A share class meeting was held to consider 8 resolutions and
one H share class meeting was held to consider 8 resolutions; 13 Board meetings to consider 56 resolutions
and review 7 reports; 18 meetings of committees under the Board to consider 42 resolutions and review 13
reports; as well as nine meetings of the Supervisory Committee to consider 19 resolutions and review four
reports.

(1) Shareholders and shareholders’ general meetings

The shareholders’ general meeting is the highest institution of authority of the Company which allows
shareholders to exercise their powers. The Company convenes and holds shareholders’ general meetings in
strict compliance with the relevant rules, including the Articles of Association and the Rules of Procedures for
General Meetings to ensure all of the shareholders, especially the minority shareholders, are treated fairly to
fully exercise their rights.

The de facto controller of the Company exercises its rights according to the applicable laws, regulations
and the Articles of Association, and does not interfere directly or indirectly in the decision-making or
operating activities of the Company beyond the authority of the shareholders’ general meeting, occupy the
funds of the Company or request the provision of any guarantee from the Company in favour of itself or
other parties. The controlling shareholder of the Company is not involved in the personnel, assets, finance,
organisations and business of the Company.
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(1) Directors and the Board

The appointment and replacement of Directors of the Company are in strict compliance with the
Articles of Association, and the number of Directors and composition of the Board fulfil the requirement
of laws and regulations. The Board refines its rules of procedures from time to time and the convention,
holding and voting procedures of the Board meetings are legal and effective. The Board has set up five
committees, including the Strategy Committee, the Risk Management Committee, the Audit Committee, the
Remuneration and Appraisal Committee and the Nomination Committee, and formulated rules, clear division
of authorities of each committee, decision procedures and rules of procedures. The Company has set up a
work system of independent directors, which can protect the interests of the Company and shareholders
independently and objectively and ensure effective checks and balances during the decision-making process
of the Board. In addition, the Company has set up a system of secretary to the Board. The Secretary to the
Board is responsible for the preparation of the shareholders’ general meetings, Board meetings and meetings
of committees under the Board, the filing of minutes and documents of the meetings, information disclosure
and management of investor relations.

The Company believes the diversified composition of the Board is the key factor in achieving its
strategic targets and sustainable development. As such, the Company has formulated the Policy of Diversified
Composition of the Board ((ZEEgK E % L/L K )) which provides that the composition of the Board
shall be diversified in terms of gender, age, culture and education background, professional experiences,
skill, knowledge and term of office. The nomination of the members of the Board shall be carried out in
accordance with the principle of merit, and shall fully consider the diversity of the composition of the Board.
The Nomination Committee reports the diversity of the composition of the Board in each annual report. It
is also responsible for supervising the implementation of the Policy of Diversified Composition of the Board,
and review the same when necessary to ensure its effectiveness. The Nomination Committee will discuss any
necessary amendments to the Policy of Diversified Composition of the Board and the proposed amendments
will be considered and approved by the Board.

1. Composition of the Board

The Company have a board of directors accountable to the shareholders’ general meeting. According
to the Articles of Association, the Board consists of 15 directors. During the Reporting Period, as one director
resigned in 2018, the Board consists of 14 directors, two of whom are executive Directors, seven of whom
are non-executive Directors and five of whom are independent non-executive Directors. As at the date
of this report, the Board of the Company consists of 15 directors, two of whom are executive Directors,
eight of whom are non-executive Directors and five of whom are independent non-executive Directors. The
Company attaches great importance to Board diversity. The Board of the Company consists of two female
members. In terms of academic qualifications, there are eight members with a master’s degree and three
members with a doctorate degree. In terms of professions, the executive Directors have long been engaged
in the securities industry and have extensive management experience and professional capabilities. The non-
executive Directors have held important positions in companies in the financial, transportation, insurance
and other industries. The independent non-executive Directors have extensive experience in finance,
economics, auditing, law and other fields, thus can provide professional advice to the Company in respect of
different fields. The Directors are elected at shareholders’ general meetings and served for a term of three
years. Directors are eligible for re-elections upon expiry of their terms of office. Independent non-executive
Directors shall not hold office for more than six consecutive years. Please see “I. Change in Shareholdings and
Remunerations” in “Chapter 7 Directors, Supervisors, Senior Management and Employees” of this report for
the composition of the Board and the biographies of the Directors of the Company.
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The Board is in compliance with the requirement of the Hong Kong Listing Rules that the board of
directors shall comprise at least three independent non-executive directors, representing at least one-third
of the board of directors. The qualifications of the five independent non-executive Directors of the Company
fully comply with the requirements under Rules 3.10(1) and (2) and 3.10(A) of the Hong Kong Listing Rules. In
addition, the Company has received annual confirmation letters from each of the independent non-executive
Directors prepared according to Rule 3.13 of the Hong Kong Listing Rules with regard to their independence.
Therefore, the Company confirms that all independent non-executive Directors of the Company have fulfilled
the independence requirement under the Hong Kong Listing Rules.

2. Duties and responsibilities of the Board

The Board is the decision-making body of the Company and shall be accountable to the shareholders’
general meeting. According to the Articles of Association, the Board shall exercise the following major
functions and powers: to convene shareholders’ general meetings and to report to shareholders’ general
meetings; to implement the resolutions of the shareholders’ general meetings; to determine business
operation plans and investment plans of the Company; to formulate annual preliminary and final financial
budgets of the Company; to formulate the profit distribution plans and plans for recovery of losses of the
Company; to formulate proposals of the Company regarding increase or reduction of the registered capital,
issuance of bonds or other securities and listing; to formulate plans for any substantial acquisition by the
Company, repurchase of shares or merger, division, dissolution and change of form of the Company; to
determine the repurchase of the Company’s share in accordance with the circumstances stated in Article
31(11),(V) and (VI) of the Articles of Association; to decide on matters relating to the Company’s external
investments, acquisitions or disposal of assets, mortgage of assets, external guarantees, entrusted wealth
management and connected/related party transactions as authorized by the shareholders’ general meetings;
to decide on the establishment of the Company’s internal management structure; to appoint or dismiss the
Company’s general manager and secretary to the Board; based on the nominations of general manager,
to appoint or dismiss deputy general manager, chief finance officer, chief compliance officer and other
senior management and to determine their remuneration, rewards and penalties; to formulate the basic
management policies of the Company, including the basic compliance management system; to formulate
proposals for any amendments to the Articles of Association; to manage the disclosure of information of
the Company; to propose to shareholders’ general meetings the adjustment of the size and composition of
the Board; to propose to the shareholders’ general meetings the appointment or change of the accounting
firm acting as the auditors of the Company; to listen to the work report of the general manager of the
Company and examine on the general manager’s work; to review compliance reports regularly submitted
by the Company in accordance with regulatory requirements and evaluate the effectiveness of compliance
management of the Company; to ensure the independence of the chief compliance officer, guarantee the
independent communication between the chief compliance officer and the Board and safeguard the smooth
reporting between the chief compliance officer and the regulatory authority; other duties and powers granted
by the laws, administrative rules, departmental regulations and the Articles of Association.
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() Supervisors and the Supervisory Committee

The appointment and replacement of Supervisors of the Company are in strict compliance with the
Articles of Association, and the number of Supervisors and composition of the Supervisory Committee fulfil
the requirement of laws and regulations. The Supervisory Committee shall report to the shareholders’ general
meeting and is accountable to all shareholders. It is responsible for maintaining effective supervision on the
finance of the Company as well as the compliance of duty performance of the Board and management.
The Supervisory Committee shall perform their duties, including attending the meetings of the Supervisory
Committee, observing the meetings of the Board, reporting their work at the shareholders’ general meeting
and submitting the report of the Supervisory Committee, in accordance with the relevant requirements.

The Supervisory Committee consists of nine Supervisor, including six shareholder representative
Supervisors and three employee representative Supervisors. The shareholder representative Supervisors and
the employee representative Supervisors are democratically elected at the shareholders’ general meetings and
by employee representatives, respectively, for a term of three years and are eligible for re-election upon expiry
of their terms of office. For details of the composition of the Supervisory Committee and the biographies of
the Supervisors, see “l. Change in Shareholdings and Remunerations” in “Chapter 7 Directors, Supervisors,
Senior Management and Employees” of this report.

(IV) Senior management

The Company strictly complies with the Articles of Association in relation to the appointment and
replacement of senior management. The senior management of the Company shall be appointed based on
the procedures in compliance with the Company Law and Articles of Association. The general manager of
the Company shall be accountable to the board. The Strategy Execution Committee, the Risk Management
Committee, the IT Management Committee, the Innovative Development Committee, the Product
Committee, Investment Banking Synergy Committee and the Secrecy Committee that are set up under the
Operating Management of the Company to enhance the professionalism, compliance and scientificity of the
decision-making ability of the management.

According to the Articles of Association, the business management consists of the general manager,
the deputy general managers, the Secretary to the Board, the Chief Financial Officer, the Chief Compliance
Officer, the Chief Risk Officer and other personnel approved by the resolutions of the Board as senior
management. The general manager is in charge of the business management, and shall be accountable to the
Board and perform the following duties: to be in charge of the operation and management of the Company,
organize the execution of the resolutions of the Board and report his/her work to the Board; to prepare
and implement the annual operation plan and investment plan of the Company; to formulate the internal
management structure of the Company; to formulate the basic management system of the Company; to
formulate rules and regulations for the Company; to propose to the Board the appointment or dismissal of
the deputy general managers, Chief Financial Officer, Chief Compliance Officer, Chief Risk Officer and other
senior management (other than the Secretary to the Board); to appoint or dismiss management members
other than those required to be appointed or dismissed by the Board; to perform other duties delegated by
the Articles of Association or the Board.
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(V) Chairman and general manager

For the purpose of balancing power and authority, the roles of Chairman and general manager of the
Company shall be separated to enhance the independence of their duties, accountability, balanced division
of power and authority, and to fully exercise the decision makers’ extensive supervision and control over
the executive officers. There is clear division between the roles of Chairman and the general manager.
According to the Articles of Association, the Chairman shall be the legal representative of the Company who
is responsible for managing the operation of the Board to ensure that the Directors act in the best interests
of the Company. The Chairman shall also ensure the effectiveness and the performance of the duties of
the Board, and that the Board discusses all significant and appropriate matters such that the Directors can
obtain accurate, timely and clear information. The general manager shall be in charge of the daily work of
the Company, observe Board meetings, report to the Board, and exercise his power pursuant to the scope of
authorization of the general manager.

(VI) Liability insurances for Directors, Supervisors and senior management of the Company

As authorized in the sixth extraordinary general meeting of the Company for 2015, the Company has
maintained the liability insurance for the Directors, Supervisors and senior management and other relevant
personnel. Insurance coverage has been provided for the Directors, Supervisors and senior management of the
Company against potential liabilities to reasonably avoid management and legal risks faced by the Directors,
Supervisors and senior management of the Company and to facilitate the full discharge of duties by the
Directors, Supervisors and senior management.

(VIl) Party Committee

The Company has established a Party Committee. The Party Committee shall perform the leadership
functions to provide directions, manage overall situations and ensure implementation. The Party Committee
consists of one secretary, one vice secretary and other several members. The chairman of the Board of
Directors shall serve as the Party Committee secretary. Eligible Party Committee members may be appointed
as members of the Board of Directors, the Supervisory Committee and the management team of the
Company through legal procedures, while eligible Party members from the Board of Directors, the Supervisory
Committee and the management team of the Company may be appointed as members of the Party
Committee pursuant to relevant requirements and procedures. The Company has also established a Discipline
Inspection Commission in accordance with relevant regulations. The Company has established the working
organs of the Party, equipped them with sufficient staff to deal with Party affairs and provided them with
sufficient funds to operate the Party organization. The organic combination between the Party’s leadership
and the governance of the Company’s Board of Directors, the Supervisory Committee and shareholders’
general meeting has promoted the scientific decision-making and high-quality development of the Company.
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(Vi) Information disclosure and transparency

The Company has formulated several information disclosure systems, including Information Disclosure
System ({12 B & %/ E )), Material Information Internal Report System ({ & K15 B A & &/ & # [ )),
Confidentiality System of Inside Information ({15 BAREHIE )), Registration System for Persons with
Inside Information (( NE(Z B 1B A EHIE)), Investor Relations Management System (& & & BRERH|
JE)), Accountability System for Major Mistakes Disclosed in Annual Reports ((F Rz B BEEA=HEETE
F2HIE )), Annual Report Work System for the Independent Directors (B3 E EFHR T 1EHIE )) and Annual
Report Work Procedures for the Audit Committee Under the Board ((EE & HBH L8 FRITIEHRE)).
The Secretary to the Board is responsible for the information disclosure and investor relations. The Company
is able to truthfully, accurately, completely and promptly disclose information and ensure all shareholders
can have equal opportunities for obtaining information in accordance with the requirements of the laws,
regulations and the Articles of Association. The Company is also able to disclose the information of the
substantial shareholders and the changes in shareholding according to the related requirements. Other than
the information disclosure channels required by the laws, the Company mainly communicates with investors
by phone, email, internet platform, reception of visitors and participating in investor meetings.

(IX) Stakeholders

The Company fully respects and protects the rights and interests of the creditors, customers, employees
and other stakeholders. Efforts are also made to ensure the sustainable and healthy development of the
Company in pursuit of a win-win situation between the Company and its stakeholders as well as to maximise
the effectiveness of its social contribution.

Il. Shareholders’ General Meetings

Inquiry of index of

Date of
Date of designated website

Announcement
on Resolutions

meeting for the publication
of poll results

First 2019 Extraordinary General
Meeting, first 2019 A shareholders

May 20, 201 E i P
class meeting and first 2019 H ay 20, 2019 - | SSE website assed
shareholders class meeting
2018 Annual General Meeting June 28, 2019 SSE website Passed
Second 2019 Extraordinary September 9, .

. SSE websit Passed
General Meeting 2019 WEDSIEE ass€
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Ill. Duty Performance of Directors

() Attendance of Directors at Board meetings and shareholders’ general meetings

Attendance of
shareholders’
general

Whether an meeting

Attendance of Board meetings

Name of Director indelpendent Number of . Whethernot | Attendance of
Director Board Attendance Attendance attending in shareholders’

meetings in person L) by prox L erson for two eneral
g P correspondence Y proxy (times) P g

requiring (times) . (times) consecutive meeting
(times) . .
attendance meetings (times)

HUO Da (E3£) No

SU Jian (E2) No
XIONG Jiantao

No
(F“ﬂ”/ﬁ)

HUANG Jian (Z)  No

WANG Wen
€3
XIAO Houfa Yes
(HE%)
XONGWei(6E) Y - - - - - - -
HU Honggao Yes 13 13 No
(55
WONGT(EE) Ye - - - - - L -
CHEN Zhigang \o
(B (resigned)

Number of Board meetings convened in the year

Number of meetings convened by way of correspondence
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(I) Convening of Board meetings
: Date of : Voting Dateor
Meeting . Resolutions announcement
Meeting results :
on resolutions

Resolution in respect of repurchase of A shares of the Company
by centralized auctions; proposing to the General Meeting of the
Company to authorize the Board to handle all matters relating to
repurchase of A shares; fulfillment of conditions for rights issue;
rights issue of the Company for 2019; proposal of publicly issuing
securities by rights issue of the Company for 2019; feasibility
report on use of fund raised from the rights issue of the Company

March 12, in 2019; reminder of the risk of dilution of immediate returns by

2019 rights issue to existing shareholders, remedial measures and the
relevant parties” undertaking; proposing to the General Meeting
of the Company to authorize the Board to handle all matters
relating to rights issue; amendment on Articles of Association; use
of proceeds from last share issuance; change of the use of some
proceeds from H shares; amendment on Related Party Transactions
Decision Making Rules of the Company; determination of the date
of shareholders’ meeting
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: Date of
. DEICK : Voting
Meeting Mestin Resolutions results announcement
g on resolutions

19th meeting of
4 thesixth session of  April 25, 2019 First quarterly report of the Company for 2019 Passed April 25, 2019

the Board
21st meeting of
6 thesixth session of June 03,2019  Resolutions regarding changes in director Passed June 03, 2019

the Board

Resolutions regarding provision of guarantee by China Merchants
August 20, Securities International Company Limited in favour of its wholly-
2019 owned subsidiaries; by-election for members of special committees
under the sixth session of the Board

23rd meeting of
8  the sixth session of
the Board

August 21,

Passed 2019

Resolution regarding the consideration of Employee Stock
Ownership Scheme of China Merchants Securities Co., Ltd. (Draft)
and its summary; the proposing to the General Meeting of the

October 15, Company to authorize the Board to handle all matters relating

2019 to the Employee Stock Ownership Scheme of the Company;
the nomination of Mr. GAO Hong (&) as director candidates;
determination of the date of shareholders’ meeting; budget for
charity donations of the Company for 2019

25th meeting of
10 the sixth session of
the Board

October 15,

Passed 2019

Resolution regarding the determination of specific placement ratio

27th meeting of

12 the sixth session of November 04, and quantity of Rights issue of the Company for 2019; amendment Passed November 05,
2019 on proposal of publicly issuing securities by rights issue of the 2019
the Board
Company for 2019
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() Duty performance of independent Directors

For details of the duty performance of independent Directors of the Company, please see the Annual
Duty Report of Independent Directors of China Merchants Securities Co., Ltd. for 2019 ((BEEHFRD BR
NEETEE2019FE MR L)) published on the SSE website for the same period of this report.

(IV) Implementation of resolutions passed at shareholders’ general meetings by the Board

1. On May 20, 2019, the Resolution in respect of Repurchase of A shares of the Company by
Centralized Auctions was considered and approved in the first 2019 Extraordinary General
Meeting, first 2019 A shareholders class meeting and first 2019 H shareholders class meeting of
the Company. The Company completed the repurchase by centralized auctions during November
8, 2019 to December 19, 2019. A total of 40,020,780 A shares was repurchased, accounting for
0.5974% of the total share capital of the Company.

2. On May 20, 2019, the Resolution in respect of Right Issue for 2019 was considered and approved
in the first 2019 Extraordinary General Meeting, first 2019 A shareholders class meeting and first
2019 H shareholders class meeting of the Company. The rights issue of the Company has been
approved by the SASAC and the rights issue of H shares has been approved by the International
Department of CSRC. The rights issue of A shares has been accepted by the CSRC, which also
provided two feedbacks, and the Company have also responded to the feedbacks. For details,
please see the relevant announcements of the Company dated May 18, 2019, August 31, 2019,
November 8, 2019 and February 18, 2020. The Company will continue to facilitate the rights issues
and undertake its obligation of disclosure in the future.

3. OnJune 28, 2019, the Resolution regarding the Profit Distribution of the Company for 2018
was considered and approved in the 2018 annual general meeting of the Company. The profit
distribution plan was completed during the Reporting Period.

4. OnJune 28, 2019, the Resolution regarding the Budget for Proprietary Investment the Company for
2019 was considered and approved in the 2018 annual general meeting of the Company. Pursuant
to which, during the Reporting Period, the total proprietary amount of equity securities and
derivatives of the Company did not exceed (real time) 100% of its net capital. The total proprietary
amount of non-equity securities and derivatives did not exceed (real time) 500% of its net capital.
The Company’s relevant operational indicators were all kept within the scope of authorization by
the shareholders’ general meeting during the Reporting Period.

5. On June 28, 2019, the Resolution regarding Contemplated Ordinary Related Party Transactions of
the Company for 2019 was considered and approved in the 2018 annual general meeting of the
Company. On September 9, 2019, the Resolution in respect of entering into the securities and
financial products, transactions and services framework agreement by the Company and China
Merchants Group Limited was considered and approved in the second 2019 Extraordinary General
Meeting of the Company. For details of the actual implementation of the ordinary related party
transactions of the Company for 2019 (in accordance with A shares standard), please refer to the
“Actual amount for previous year” in the Announcement on the Contemplated Ordinary Related
Party Transactions of the Company for 2020 issued by the Company at the same time with this
report. Please see “Connected Transactions” in “Chapter 5 Major Events” of 2019 Annual Results
Announcement issued by the Company at the same time with this report on Hong Kong Stock
Exchange website for connected transactions under H share standard between the Company, China
Merchants Group and its associates.
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6. On June 28, 2019, the Resolution regarding appointment of Auditing Firm of the Company for
2019 was considered and approved in the 2018 annual general meeting of the Company. Pursuant
to which, the Company appointed Deloitte Touche Tohmatsu Certified Public Accountants LLP
and Deloitte Touche Tohmatsu as the auditors for the annual report and internal control of the
Company for 2019.

7. On September 9, 2019, the Resolution regarding Provision of Guarantee by China Merchants
Securities International Company Limited in favour of its wholly-owned subsidiaries was considered
and approved in the second 2019 Extraordinary General Meeting of the Company. Please see
“Guarantees” in “Chapter 5 Major Events” of this report and announcement of the Company
on the Hong Kong Stock Exchange website dated December 19, 2019 for the guarantee by CMS
International in favour of its subsidiaries during the Reporting Period.

1. Directors’ training

The Company places high emphasis on the continuous training of the Directors, persistently
improves internal workflow and builds up multi-layers information communication system so as to provide
information security for the duty performance of the Directors, and to ensure that the Directors have proper
understanding of the operation and business of the Company, as well as the duties and responsibilities as
conferred by the CSRC, the SSE, the Hong Kong Stock Exchange, the Articles of Association and relevant
laws and regulations. During the Reporting Period, through the “Correspondences to the Directors and
Supervisors” ((EEEi@:)) and the “Weekly Strategic Reports” ((EiR&E =1 /ER)), the Directors actively
participated regular trainings organized by regulatory authority and self-regulatory organizations and the
business studies arranged by the Company to keep abreast of the latest policies and regulations, industry
dynamics and the operation of the Company, update their expertise and skills and further enhance their
performance of obligations.
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During the Reporting Period, the specific time, means and content of training attended by the Directors
of the Company are as follows:

mm Time, means and content of training

He had participated a training on the development of
semiconductor industry under a series of scientific topic training
in September 2019; attended a training on biomedical technology

HUO Da Chairman of the Board, and the development of biomedical industry under a series of
(BE) Executive Director scientific topic training and the tenth session of 2019 training

workshop for Chairman and General Manager of listed companies
in December 2019; read Weekly Strategic Report and the Monthly
Correspondences to the Directors and Supervisors

She had joined a salon training regarding industrial and financial
innovation organised by China Merchants Group in October
2019; attended seminars regarding global economic and financial
outlook, new trend in Chinese economic and financial sector and

S;;é\;lm Non-executive director  new positioning of Hong Kong organised by the Bank of China
352 in December 2019; joined “2019 Special Training on Leadership”
organised by the China Merchants Group in December 2019; read
Weekly Strategic Report and the Monthly Correspondences to the
Directors and Supervisors
He had attended the fourth Executive Management Training of
Tsinghua University from September 2019 to November 2019;
SU Jian Non-executive director joined “2019 Special Training on Leadership” organised by the
(Ef#) China Merchants Group in December 2019; read Weekly Strategic
Report and the Monthly Correspondences to the Directors and
Supervisors
He had joined a salon training regarding industrial and financial
innovation organised by China Merchants Group in October 2019;
XIONG participated the seventh Special Training Course of 2019 for
Xianliang ~ Non-executive director  Directors and Supervisors of Listed Companies within the Territory
(RRER) held by the Beijing Bureau of Chinese Securities Regulatory
Commission in November 2019; read Weekly Strategic Report and
the Monthly Correspondences to the Directors and Supervisors
XIONG Executive Director, He had‘attended the tenth session of "[raining worklsho.p
Jiantao President. chief for Chairman and General Manager of listed companies in
e Al , N , December 2019; read Weekly Strategic Report and the Monthly
(RE®I) information officer , _
Correspondences to the Directors and Supervisors
She had participated a senior training course regarding disposal
of distressed assets, market analysis, diversified business model
PENG Lei : . and interpretation of relevant policies in August 2019; attended a
e Non-executive director . . . :
(%) senior training course regarding all asset management systems in

China in November 2019; read Weekly Strategic Report and the
Monthly Correspondences to the Directors and Supervisors
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Neme | Position | T

HUANG Non-executive director
Jian (m2)

WANG
Daxiong Non-executive director

(EXH)

WANG
Wen (£ Non-executive director

X)

XIANG Independent non-
Hua ([A1%E) executive director

XIAO Independent non-
aieli executive director
(HE%)

He had read Weekly Strategic Report and the Monthly
Correspondences to the Directors and Supervisors

He had attended the online specialized thematic courses
of facilitating high-quality development of state-owned
enterprise held by China E-learning Academy for Leadership in
December 2019; read Weekly Strategic Report and the Monthly
Correspondences to the Directors and Supervisors

He attended the third training course for new directors,
supervisors and senior management of insurance institutions in
2018 organized by the China Banking and Insurance Regulatory
Commission from February to March 2019; joined a training course
for 2019 regarding “economic reform and innovation of China in
new era” for director-general-level cadre of the Central and State
Government in April 2019; participated a senior management
training regarding “Management Policies and Practices for
Insurance Assets and Liabilities” organized by the Insurance Asset
Management Association of China in August 2019; attended the
training course for 2019 regarding the unification of investment
segment and insurance segment organized by the People’s
Insurance Company (Group) of China in November 2019; joined
training regarding management of assets and liabilities organised
by PICC Life, special training on IFRS17 and online specialized
thematic courses of facilitating high-quality development of state-
owned enterprise held by China E-learning Academy for Leadership
in December 2019; read Weekly Strategic Report and the Monthly
Correspondences to the Directors and Supervisors

He had participated the Goldman Asia Pacific Conference on
global macroeconomic environment in January 2019; read Weekly
Strategic Report and the Monthly Correspondences to the Directors
and Supervisors

He participated a seminar regarding audit quality of accounting
firm held by the Ministry of Finance in August 2019; attended
training workshop regarding internal governance and cultural
development of accountants as well as distance course on integrity
education organised by the Chinese Institute of Certified Public
Accountants in September 2019; joined 2019 audit training for
accounting firms with the qualifications for securities organised
by the Chinese Institute of Certified Public Accountants and
the Accounting Department of the CSRC in December 2019;
participated the seventh session of Tsinghua PBCSF course for
scientific entrepreneur organised by the PBC School of Finance,
Tsinghua University in December 2019; read Weekly Strategic
Report and the Monthly Correspondences to the Directors and
Supervisors
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m Time, means and content of training

He attended the 2019 fourth follow-up training seminar for
Hon 20 Independent non- independent directors of listed companies organised by SSE in
995 executive director October 2019; read Weekly Strategic Report and the Monthly
(BRI =) . .
Correspondences to the Directors and Supervisors

2. Term of office of non-executive Directors

As at the end of the Reporting Period, there were seven non-executive Directors (SU Min, SU Jian, XIONG
Xianliang, PENG Lei, HUANG Jian, WANG Daxiong, WANG Wen) and five independent non-executive Directors
(XIANG Hua, XIAO Houfa, XIONG Wei, HU Honggao, WONG Ti). For details of their terms of office, see “I.
Change in Shareholdings and Remunerations” in “Chapter 7 Directors, Supervisors, Senior Management and
Employees” of this report.

3. Diversity policy
(1) Purpose

This policy aims to set out the approach to achieve diversity on the Board of the Company.
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(2) Statements

@ The Board should have a balance of skills, experience and diversity of perspectives appropriate to
the requirements of the business of the Company. It should ensure that changes to its composition
can be managed without undue disruption. It should include a balanced composition of executive
and non-executive Directors (including INEDs) so that there is a strong independent element on the
Board, which can effectively exercise independent judgment. Non-executive Directors should be of
sufficient caliber and number for their views to carry weight.

@ When determining the composition of the Board, the Company will consider board diversity in
terms of, among other things, gender, age, cultural and educational background, races, expertise,
skills, know-how and length of services. All Board appointments will be based on merits, and
candidates will be considered against objective criteria, having due regard for the benefits of
diversity on the Board.

(3) Measurable objectives

Selection of candidates for Board membership will be based on a range of diversity perspectives,
including but not limited to gender, age, cultural and educational background, races, expertise, skills,
knowhow and length of services. The ultimate decision will be based on merit and contribution that the
selected candidates will bring to the Board. The Board’s composition (including gender, races, age, length
of service) will be disclosed in the Corporate Governance Report annually (Please see “Composition of the
Board” of this chapter).

(4) Monitoring and reporting

The Nomination Committee will disclose the composition of the Board in terms of diversity annually in
the Corporate Governance Report of the Company and monitor the implementation of this policy.

(5) Review of this policy

The Nomination Committee will review this policy, as appropriate, to ensure the effectiveness of this
policy. The Nomination Committee will discuss any revisions that may be required, and recommend any such
revisions to the Board for consideration and approval.

(6) Disclosure of this policy

@  This Policy will be published on the Company’s website for public information.

@ A summary of this Policy together with the measurable objectives set for implementing this Policy,
and the progress made towards achieving those objectives will be disclosed in the annual Corporate
Governance Report.
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4. Nomination policy

The Nomination Committee shall study the conditions, selection procedures and term of office of the
directors and senior management of the Company in accordance with applicable laws and regulations, the
Hong Kong Listing Rules and the Articles of Association as well as the actual circumstances of the Company,
and submit its decisions to the board of directors for approval.

Directors and senior management shall be elected through the following procedures:

(1) the Nomination Committee shall study the needs of the Company for directors and senior
management and record the same into written documents;

(2) the Nomination Committee may identify to a wide extent the candidates of directors and senior
management within the Company, its subsidiaries and the talent market;

(3) the Nomination Committee shall collect the information about the candidates in respect of
profession, education, job title, detailed work experience and part-time jobs and record the same
into written documents;

(4) the Nomination Committee shall obtain consent from the candidates on the nomination before
they are proposed as candidates of directors or senior management;

(5) the Nomination Committee shall convene a meeting to examine the qualifications of candidates in
accordance with the job requirements of directors and senior management;

(6) the Nomination Committee shall provide relevant materials of the candidates of director and senior
management for appointment before such appointment and shall submit its recommendation
of the removal of directors and senior management in accordance with the procedures of
shareholders’ meetings and the meetings of the board of directors;

(7) the Nomination Committee shall carry out subsequent work based on the decisions and feedbacks
of the board of directors.
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IV. Significant Opinions and Recommendations Proposed by the Special
Committees under the Board in Performing Their Duties during the
Reporting Period, Details Should be Disclosed If There Were Disagreements

The Company has established five committees under the Board, namely the Strategy Committee, the
Risk Management Committee, the Audit Committee, the Remuneration and Appraisal Committee and the
Nomination Committee in accordance with relevant PRC laws, regulations, the Articles of Association and the
corporate governance practice prescribed in the Hong Kong Listing Rules. The committees are accountable to
the Board and perform duties under the authorization of the Board. The decision-making procedures of the
Board are further refined by clear division of duties, powers and responsibilities and high operation efficiency
of the committees. The committees provide advice on the decisions of the Board and have made favourable
contribution when the Board makes major decisions for the Company.

For details of the composition of the committees as at the end of the Reporting Period, see
“Compositions of Special Committees under the Board” under “Chapter 7 Directors, Supervisors, Senior
Management and Employees” of this report.

During the Reporting Period, the special committees under the Board performed their duties earnestly
and actively put forward various opinions and recommendations on the Company’s risk management, internal
and external audit as well as improvement of internal control. During the Reporting Period, the special
committees under the Board did not have any disagreement.

() Strategy Committee

The main duties of the Strategy Committee of the Company include analysing, planning and providing
recommendations on the mid- and long-term development strategies of the Company; analysing and giving
suggestions on major investment projects which are required to obtain approval of the Board according to
the Articles of Association; analysing and providing recommendations on major strategic investments decision
and mergers and acquisitions of the Company; analysing and providing recommendations on major strategic
investment decisions and mergers and acquisitions of the Company which are required to obtain approval of
the Board according to the Articles of Association; analysing and providing recommendations on other major
matters affecting the development of the Company; organizing expert review committee(s) for the above
matters; monitoring the implementation of the above matters; and performing other duties as authorized by
the Board.

During the Reporting Period, the Strategy Committee has not held any meeting as the above matters are
still in the study process.
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() Risk Management Committee

The main duties of the Risk Management Committee of the Company include reviewing and providing
recommendations on the general goals and basic polices of risk management and compliance management
of the Company; reviewing and discussing with the management on the risk management system of the
Company to ensure that the management has fulfilled its duties and set up an efficient risk management
system; discussing issues such as the adequacy of resources, the experience of employees, the sufficiency
of training programmes for employees and relevant budget in respect of risk management; reviewing and
providing recommendations on the organizational deployment and the duties of risk management and
compliance management of the Company; evaluating and providing recommendations on the risks involved
in major decisions and the proposals in resolving the major risks; reviewing and providing recommendations
on the regular risk evaluation reports, compliance reports and economic capital management proposals;
analysing the results of major investigations and the response of the management on such investigations
in respect of risk management issues on its own or as designated by the Board; and handling other matters
required to be resolved by regulatory authorities or as authorized by the Board.

During the Reporting Period, the Risk Management Committee held a total of four meetings. The Risk
Management Committee gained comprehensive understanding of the risk and compliance situation of the
Company through reviewing its quarterly, interim and annual compliance reports and risk management
reports. It also conducted assessment on the risk profile and risk control capability of the Company on a
regular basis. The cooperation between various departments of the Company, such as compliance and risk
management departments, was enhanced to facilitate the establishment of a comprehensive risk prevention
system of the Company.

o | oemon | owe | ropost | g |

Risk evaluation report of the
Company for the fourth quarter of
2018; continuous compliance report
on risk control indicators like net
capital of the Company for the end

. . . Responding to the
. . of 2018; report on risk appetite, risk p . J
The ninth meeting tolerance and allocation of economic questions raised up at the

of the Risk . eighth meeting of the Risk
capital of the Company for 2019; 9 J .

Management March 27, budaet for propristary investment Management Committee

Committee of the 2019 9 prop y of the sixth session of

) : of the Company for 2019; report

sixth session of the : .p / . the Board and report on
on all-inclusive budget arrangement . .

Board relevant situation of Hong

for proprietary investment of the e

Kong subsidiaries
Company for 2019; amendment on
comprehensive risk management
system of China Merchants Securities
Co., Ltd.; compliance report of the
Company for 2018.
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The eleventh

meeting of the Risk evaluation report of the Company

3 Risk Management August 27, for the second quarter of 2019;
Committee of the 2019 compliance report of the Company for
sixth session of the the second quarter of 2019.
Board

During the Reporting Period, the attendance of meetings of the Risk Management Committee is as
follows:

Number of meetings attended/

Number of meetings held

2 SU Jian (&)

4 PENG Lei (7%

CHEN Zhigang (BR&Hl) (resigned in June 2019)

WANG Wen (£32) (becoming a member since July 2019)

2019 Annual Report

179




Chapter 8: Corporate Governance Report

(1) Audit Committee

The main duties of the Audit Committee of the Company include providing recommendations on
engaging or changing external auditors, supervising and assessing the performance of external auditors;
guiding internal auditing and supervising the internal audit system of the Company and its implementation;
coordinating the communication of the management, internal auditors and relevant departments with
the external auditors, and performing the role as a major representative of the Company to liaise with the
external auditors and supervise their relationships; supervising the internal control procedures and assessing
their effectiveness; reviewing the internal control of the Company and conducting daily monitoring and
examination of the responsible parties. The Audit Committee shall also be responsible for conducting prior
guidance, supervision throughout the whole process and subsequent review on the responsible parties of the
Company to strengthen the internal control system; and supervising and reviewing the performance, incidents
and implementation regarding compliance and risk control obligations of all departments and positions
on a daily basis and report to the Board regularly. The Audit Committee shall be responsible for keeping
track of the performance of compliance obligations of the senior management through regular meetings
with the compliance officers and other efficient methods; overseeing the financial reporting system of the
Company, reviewing its financial reports and giving opinions thereon; conducting audit on major related party
transactions; and ensuring and reviewing the arrangements of the Company which enable its employees to
be the whistle-blower in the event of any possible misconduct in financial reporting, internal control or other
aspects of the Company. The Audit Committee shall be responsible for ensuring that proper arrangements are
made for the Company to conduct fair and independent investigation on such matters and take appropriate
actions; dealing with other matters as delegated by the Board; considering other topics as identified by the
Board; and performing other duties required by the listing rules or laws and regulations of the places where
the Company is listed.

During the Reporting Period, the Audit Committee held a total of seven meetings. The Audit Committee
convened meetings, considered and made decisions on the relevant issues pursuant to the Working Rules of
the Audit Committee of the Board ((ZEEE%HE:Z B € L{EMAI)) of the Company so as to enhance work
efficiency and reasonable decision-making. In accordance with the Annual Report Work Procedures for the
Audit Committee under the Board ((EEEEFZEFHRLIERIE)), the Audit Committee performed its
duties in a prudent manner by participating in the preparation of the annual financial report, auditing and
disclosure. It also strived to uphold its audit independence. Its audit quality was also enhanced to safeguard
the interests of the Company and shareholders as a whole.

In accordance with the requirements of relevant laws and regulations, the Audit Committee and its
members fully discharged its audit and supervision obligations. Its diligent efforts were indispensable to the
optimization of the corporate governance structure and the audit quality.

After carrying out prudent audit and supervision on the financial position of the Company and reviewing
the financial statement prepared by the Company, the Audit Committee believes that the Company has a
stable financial system and satisfactory financial position. In addition, the Board is satisfied with the adequacy
of resources, staff qualification and experience for performing accounting and financial functions as well as
the sufficiency of staff training and relevant budget after conducting reviews through the Audit Committee.
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Final financial report of the Company for 2018; 2018

report on deposit and use of proceeds from issuance of

H Shares; appointment of auditing firm for 2019; the

contemplated ordinary related party transactions of the ~ Audit work for
March 27, Company for 2019; 2018 work performance report of  the 2018 annual
2019 Audit Committee of the Board; 2018 internal audit report  report of the

and 2019 internal audit program of the Company; 2018~ Company

internal control assessment report of the Company; 2018

Audit Report of the Company; 2018 audit report on

internal control of the Company

Entering into the securities and financial products,

The eleventh meeting of
2 the Audit Committee of the
sixth session of the board

The thirteenth meeting of transactions and services framework agreement as well
4 the Audit Committee of the May 21, 2019  as the administrative procurement and property leasing —
sixth session of the board framework agreement by the Company and China

Merchants Group Limited

2019 self-assessment program on internal control —

The fifteenth meeting of
6  the Audit Committee of the
sixth session of the board

During the Reporting Period, the attendance of meetings of the Audit Committee is as follows:

September 3,
2019

Number of meetings attended/
Number of meetings held

2 SU Jian (&) 717

4 HU Honggao (#87% 1) 7/7

2019 Annual Report

181



Chapter 8: Corporate Governance Report

(IV) Remuneration and Appraisal Committee

The main duties of the Remuneration and Appraisal Committee include: considering, reviewing and
providing recommendations on the remuneration policy, standard and proposal of the Directors and senior
management of the Company with reference to the principal scope of authorization, duties and importance
of the Directors and senior management as well as the remuneration package for similar positions of
comparable companies; making recommendations to the Board on the overall remuneration policy and
structure of the Directors and senior management of the Company and the formulation of official and
transparent procedures for determining the remuneration policy. The remuneration standard and proposal
include but are not limited to appraisal standard and procedures, major evaluation system, reward and
penalty proposals and systems. The Remuneration and Appraisal Committee is also responsible for reviewing
and approving the remuneration proposal for the management in accordance with the corporate missions
and targets determined by the Board; reviewing the overall remuneration policy of the Company and the
total amount of annual remuneration and examining the remuneration policy and the execution of annual
remuneration; making recommendation to the Board on the remuneration of executive Directors and senior
management (including salary, pension and compensation (including the compensation as to the loss or
termination of office or appointment)), as well as the remuneration of non-executive Directors; considering
salaries paid by comparable companies, time commitment and responsibilities and employment conditions
of other positions of the Company; reviewing and approving compensation payable to Executive Directors
and senior management for any loss or termination of office or appointment to ensure that it is consistent
with the terms of the employment contracts or is otherwise fair and reasonable; reviewing and approving
compensation arrangements relating to dismissal or removal of Directors for misconduct to ensure that they
are consistent with the terms of the employment contracts or are otherwise reasonable and appropriate;
ensuring that no Director or any of his associates is involved in deciding his own remuneration; examining
the appraisal standards of the Directors and senior management of the Company; reviewing and examining
the performance of the duties of the Directors and senior management, conducting annual performance
assessment and providing recommendations; overseeing the implementation of remuneration system of the
Company; performing other duties as authorized by the Board; and performing other duties as required by the
listing rules or laws and regulations of the places where the Company is listed.

During the Reporting Period, the Remuneration and Appraisal Committee held a total of three meetings,
at which review and appraisal on the performance of the senior management, special assessment on the
compliance of the Chief Compliance Officer of the Company, and review on the remunerations of senior
management were carried out.
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The eighth
meeting of the
Remuneration Mav 17 Remuneration adjustment of
2 and Appraisal y 1 several senior management —
. 2019
Committee of of the Company

the sixth session
of the Board

During the Reporting Period, the attendance of meetings of the Remuneration and Appraisal Committee
is as follows:

Number of meetings attended/
Number of meetings held

SU Min (&R8%)

XIONG Wei (B&{&)
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(V) Nomination Committee

The main duties of the Nomination Committee of the Company include: reviewing the structure,
number of members and composition (including skills, knowledge and experience) of the Board at least
once a year and making recommendations to any intended change to the Board in line with the strategies
of the Company; making recommendations to the Board as to its scale and composition based on the
business operations, asset scale and share structure of the Company; considering and formulating criteria
and procedures for selection of Directors and senior management to be approved by the Board; identifying
qualified candidates for Directors and senior management and giving opinions to the Board; assessing the
independence of independent non-executive Directors; reviewing and providing recommendations on the
appointment and dismissal of Directors and senior management; making recommendations to the Board
on the appointment or re-appointment of Directors, as well as the succession plan of Directors (particularly
the Chairman and the Chief Executive Officer); performing other duties as authorized by the Board; and
performing other duties as required by the listing rules or laws and regulations of the places where the
Company is listed.

During the Reporting Period, the Nomination Committee held a total of four meetings.

Tho | semon | oste | teouion | Report |

The fourth meeting

of the Nomination February
Committee of the sixth 15, 2019
session of the Board

Nomination of senior management for
the Company (WU Guangyan (R¥t48), —
Xie Jijun (Fi#£5))

The fifth meeting
of the Nomination June 3, : .
2 Committee of the sixth 2019 Change of director (WANG Wen (X)) —

session of the Board

The sixth meeting

3 of the Nomination July 22, Nomination of chief information officer
Committee of the sixth 2019 (XIONG Jiantao (RE®I/E))
session of the Board

The seventh meeting

of the Nomination September Nomination of candidates of board of
Committee of the sixth 30, 2019 directors (GAO Hong (/= 7))

session of the Board

During the Reporting Period, the attendance of meetings of the Nomination Committee is as follows:

Number of meetings attended/
Number of meetings held

T XIONG Wei (R&f&) (Convener) 4/4
2 PENG Lei (¥7) 4/4
3 XIAO Houfa (¥ E3%) 4/4
4 HU Honggao (R83%& =) 4/4
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V. Duty Performance of Supervisors

During the Reporting Period, the Supervisory Committee of the Company fully performed its duties in
corporate governance in accordance with the relevant laws and regulations such as the Company Law and
Securities Law and the related provisions regarding the responsibilities of the Supervisory Committee in the
Articles of Association. The Supervisory Committee supervised the Board and senior management in respect of
their implementation of resolutions of the shareholders’ general meetings, inspected the daily operation and
financial position of the Company, monitored the risk control and compliance of the Company, conducted
investigations and researches on frontline staff, actively provided advices and safeguarded the legal interests
of the Company, its shareholders and all investors and ensured regulated operation of the Company.

() Participation of Supervisors in the Supervisory Committee meetings and shareholders’ general
meetings

Attendance of
Attendance of meetings of the Supervisory Committee shareholders'
general meetings

Name of Position Number of Whether not

Supervisor meetings of Attendance attending in Attendance of

Attendance in Attendance b
the Supervisory I through . y Absence person in two shareholders’

. person . :
Committee held correspondence consecutive general meeting
during the year meetings

ZHOU Linda Lei Chairman of the Supenvisory
(BEH) Committee

WANG Zhangwei ~ Shareholder Representative
(X2A) Supenvisor

FANG Xiaobing Shareholder Representative

(FIE) Supenvisor
YIN Hongyan Employee Representative
Supervisor

(FIL)

XIONG Zhigang Employee Representative

No
(B8 Supervisor

Number of meetings of the Supervisory Committee convened

Number of meetings convened by way of correspondence
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() Convening of the meetings of the Supervisory Committee

In 2019, the Supervisory Committee convened a total of nine meetings, details of which are set out as
follows:

n Session

Date of

Date of Voting Announcement
' Proposal
meeting results on the

resolution

The tenth meeting of
2 thesixth session of the  March 4, 2019 e T Passed March 5, 2019
the former Vice President of the Company
Supervisory Committee
Work report of the Supervisory Committee of the Company for 2018;
annual report of the Company for 2018; 2018 operational report of
The twelfth meeting of the Company; internal control assessment report of the Company for
4 thesixth session of the ~ March 27,2019 2018; compliance report of the Company for 2018; social responsibilities  Passed March 29, 2019
Supervisory Committee report of the Company for 2018; report on the deposit and usage of

proceeds from issuance of H Shares in 2018; assessment report on the
effectiveness of the Company's compliance management for 2018

The fourteenth meetin . o .
. : ! 2019 Interim report of the Company; 2019 interim operational report of
of the sixth session

6 . August 27,2019 the Company; 2019 interim report on the deposit and use of proceeds  Passed August 29, 2019
of the Supervisory .
from issuance of H Shares

Committee

The sixteenth meeting
f the sixth sessi October 29 .

8 zfth: Zlupe::i::;n 202 90 ere The third quarterly report of the Company for 2019 Passed —
Committee
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(l) Supervision and inspection by the Supervisory Committee

In 2019, the Supervisory Committee of the Company fully performed its duties in corporate governance
in accordance with the relevant laws and regulations such as the Company Law and Securities Law and the
related provisions regarding the responsibilities of the Supervisory Committee in the Articles of Association.
The Supervisory Committee supervised the Board and senior management in respect of their implementation
of resolutions of the general meetings, inspected the daily operation and financial position of the Company,
monitored the risk control and compliance of the Company and conducted investigations and researches on
frontline staff, actively provided advices and safeguard the legal interests of the Company, its shareholders
and all investors and ensure regulated operation of the Company. The major supervision and inspection works
are as follows:

1. Completing assessment on the effectiveness of the Company’s compliance management in
2018 and formulating the work plan for 2019

The Supervisory Committee engaged Grant Thornton (“Grant Thornton”) to conduct an assessment on
the effectiveness of the Company’s compliance management in 2018. According to the Assessment Report
on the Effectiveness of the Compliance Management of China Merchants Securities Co., Ltd. in 2018 ({38
EEFROBRAF018FEEREEB BT EE)) issued by Grant Thornton, it is concluded that the
Company has developed and effectively implemented corresponding management systems for the businesses
and issues subject to assessment during the Reporting Period, and its targets for compliance management
were generally fulfilled. There was no material compliance risk found in all aspects. The above report was
delivered to and filed with the CSRC Shenzhen Office upon the approval of the twelfth meeting of the sixth
session of the Supervisory Committee.

The Company engaged Grant Thornton by means of quotation for the assessment on the effectiveness
of the Company’s compliance management in 2019.

2. Business investigations and assessments

The Supervisory Committee conducted one assessment on the business departments during the year:

Assessments were conducted by the Supervisory Committee on the operation of the business branches
in Ningbo, Zhejiang in November 2019. The business branches debriefed their overall business operation to
the Supervisory Committee. The supervisors had thorough communications and discussions with the frontline
staff of the business branches, and had provided specific advices or suggestions on various aspects such as
team building, expansion of integrated operation projects, transformation of wealth management business,
synergic selling of asset management product with wealth management product, adjustment in ranking, etc..

3. Completion of the audit work in respect of resignation of Mr. SUN Yizheng (% i#¥), the former
Vice President of the Company

The Company engaged SHINEWING by way of quotation and procurement to conduct a departure audit
of Mr. SUN Yizheng (f:), the former Vice President of the Company. The audit report was filed with CSRC
Shenzhen Office upon the approval by the tenth meeting of the sixth session of the Supervisory Committee.
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4. Completion of the performance appraisals on the Directors, senior management and
Supervisors of the Company in 2018

(IV) Independent opinions of the Supervisory Committee

In 2019, in accordance with the relevant laws and regulations such as the Company Law and Securities
Law and the relevant requirements of the Articles of Association, the Supervisory Committee duly performed
its duties with an aim to protect the interests of the Company and all shareholders. The Supervisory
Committee supervised and inspected the legal operation, major decisions and financial conditions as well as
related party transactions of the Company, and provided the following independent opinions:

1. Legal operation of the Company

In 2019, the Board and the management of the Company were able to operate legally in accordance
with the Company Law, Securities Law, Articles of Association, and other applicable laws, regulations
and rules. In 2019, as an A+H listed Company, the Company was able to maintain regulated operation in
respect of corporate governance, information disclosure and investor relations by adhering to the regulatory
policies in both the Mainland China and Hong Kong. The major operational decision-making procedures
of the Company were lawful and effective. The Company has continuously improved its risk management,
compliance management and internal control systems. All internal management systems were effectively
implemented. The Supervisory Committee has not identified any behaviour of the Directors and senior
management during their performance of duties that violated the relevant laws, regulations and the Articles
of Association or was detrimental to the interests of the Shareholders and the Company.

2. Inspection of the financial position of the Company

In 2019, the Supervisory Committee duly reviewed the financial statements and financial information of
the Company. The Supervisory Committee was of the view that the preparation of the financial statements of
the Company was in compliance with the relevant requirements of the Accounting Standards for Enterprises
and IFRSs. The 2019 financial statements of the Company were able to reflect the financial position, results of
operation and cash flows of the Company. The audit opinions contained in the standard unqualified auditor’s
report issued by Deloitte Touche Tohmatsu were objective and fair.

3. Examination of the implementation of resolutions of the shareholders’ general meetings

In 2019, the Supervisory Committee monitored the implementation of resolutions of the shareholders’
general meetings. The Supervisory Committee was of the view that the Board was able to duly enforce the
resolutions of the shareholders’ general meetings and had no such behaviours that were detrimental to the
interests of shareholders, in particular the minority shareholders.
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4. Related party transactions

In 2019, the review, voting, disclosure and implementation of the relevant related party transactions of
the Company were in compliance with the applicable laws, regulations and the provisions and requirements of
the internal management systems of the Company. The pricing of such transactions was fair and reasonable.
The Supervisory Committee has not identified any circumstances that were detrimental to the interests of the
Company.

5. Review of relevant reports

The Supervisory Committee reviewed the 2019 Annual Report of the Company ({2 F2019F E & )),
2019 Operational Report of the Company (A F]2019F F4£ & T EHR 5 )), Report on the Deposit and Use of
Proceeds from the Offering of H Shares of the Company in 2019 ((RARI2019FEHREEE S FMEF RIS
¥R )), Internal Control Assessment Report of the Company for 2019 ({2 8120194 & R S04 HIFHE R &),
Compliance Report of the Company for 2019 ((AF12019FE & MRS )) and Social Responsibility Report of
the Company for 2019 ((ARI2019FE & HE#HE)), and had no objection to such reports.

6. Enforcement of the registration and management system for inside information holders

In 2019, the Supervisory Committee supervised the enforcement of the Registration System for Persons
with Inside Information. The Supervisory Committee was of the view that the Company has formulated the
Registration System for Persons with Inside Information of China Merchants Securities Co., Ltd. ((FR & H %
HNABERABANEEBHMBAERLFIE)) in accordance with the Regulation on the Establishment of Registration
System for Persons with Inside Information by Listed Companies (R LM AREZNEEBNBEAZLERE
FIZHIFRE D), relevant laws and regulations and the Articles of Association. The Supervisory Committee has
not identified any violation of such policy.

7. Performance evaluation on Directors and management team of the Company

The Supervisory Committee of the Company convened the 18th meeting of the sixth session on March
26, 2020 to assess the performance evaluation of all Directors and senior management of the Company in
2019.

The content of the performance evaluation of the Directors by the Supervisory Committee included
attendance of meetings, making recommendation, participating trainings, maintaining the business
confidentiality of the Company, faithfully reporting connected transactions and timely declaring
shareholdings of the Company, etc. The Supervisors at the meeting concurred that in 2019 all the Directors of
the Company performed their duties thoroughly and diligently, seriously attended Board meetings and special
committee meetings as well as actively providing advices and propositions, paid close attention to the business
and compliance operation of the Company, keeping business confidentiality of the Company and faithful
declaration of conditions of connected transactions, so that quality professional opinions and suggestions
were provided to the board of directors of the Company for decision making
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The content of the performance evaluation of the Supervisory Committees of the management team
of the Company included attendance of meetings, respective management of various business segments,
commitments to the corporate strategy, compliance management, integrity and self-discipline. The
Supervisors at the meeting concurred that the entire senior managements had guided all staff of the Company
to actively implement the corporate strategy, the Company had attained better business performance and
continued to maintain steady compliance operations in 2019. There was no significant event regarding risk
compliance throughout the year while losses of various kinds of risk maintained at a relatively low level,
and therefore, the “AA" grade of Type A regulatory rating was maintained for 12th consecutive years. The
Supervisory Committee had high accreditation to the performance of the Directors and senior managements
of the Company during 2019.

During the Reporting Period, the Supervisory Committee had no objections to the matters under
supervision.

VI. Appraisal System of Senior Management and the Establishment and
Implementation of Incentive Mechanism during the Reporting Period

The remuneration of the senior management of the Company is determined based on their position
and performance. An annual performance bonus incentives system has been set up under the current
management framework, and the payment of performance-based bonus is determined by the Board with
reference to the operating results of the Company. The Chairman and senior management of the Company
are entitled to individual performance bonus based on the annual appraisal results. The distribution proposal
shall be confirmed after the Remuneration and Appraisal Committee under the Board issues written opinions
thereon.

VIil. Remuneration of the Directors, Supervisors and Senior Management

For the remunerations of the Directors, Supervisors and senior management of the Company, please
see “l. Change in Shareholdings and Remunerations” under “Chapter 7 Directors, Supervisors, Senior
Management and Employees” of this report.

VIIl. Disclosure of Self-Assessment Report of Internal Control

For details of the self-assessment report of internal control of the Company, please refer to the 2019
Internal Control Assessment Report of China Merchants Securities Co., Ltd (HBREZEHRH BR A R2019FE
A ER S FEE R4 )) which will be published on the SSE website on the same date of this report.

IX. Relevant Issues Based on the Audit Report on Internal Control

For details of the audit report on internal control of the Company, please refer to the 2019 Audit Report
on Internal Control of China Merchants Securities Co., Ltd. ((FBEFEFHEMD BR A 7120195 & N3P H |5t
¥ )) which will be published on the SSE website on the same date of this report.
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X. Responsibility Statement on Internal Control and Development of Internal
Control System

() Responsibility statement on internal control

The Board of the Company shall be responsible for establishing appropriate and effective internal
control based on the regulations of corporate internal control system, assessing its effectiveness and truthfully
disclosing the internal control assessment report. The Supervisory Committee shall supervise the internal
control established and implemented by the Board. The operation management shall be responsible for
coordinating and guiding the daily operation of internal control of the Company.

Internal control of the Company is designed to reasonably ensure the lawful operation and management,
security of assets and the authenticity and completeness of financial reports and relevant information, and
to improve the efficiency and results of operation so as to realise the development strategy. Due to inherit
limitations, internal control of the Company may only provide reasonable assurance for the above objectives.
In addition, due to changes of conditions, internal control may become inappropriate or the control policies
and procedures are less abided, the forecast on the effectiveness of future internal control based on the
internal control assessment results is subject to certain risks.

Based on the assessment on the internal control of the Company, the Board believes that the Company
has maintained an effective internal control on financial reporting in all material aspects pursuant to the
regulations of corporate internal control system and relevant requirement. As of the date of internal control
assessment report (December 31, 2019), the Company was not aware of any material deficiency in the
internal control for financial reporting and non-financial reporting aspects.

() Basis for development of internal control for financial reporting

Pursuant to the General Regulations for Corporate Internal Control ({{b2 R EBEHIEAEE)) and
Supplementary Guidelines for Corporate Internal Control (¥R EIZEHIBEFES])) jointly issued by the
Ministry of Finance of the PRC, CSRC, the National Audit Office, and China Banking and Insurance Regulatory
Commission (formerly known as China Banking Regulatory Commission and China Insurance Regulatory
Commission), the Guidelines for the Internal Control of Securities Companies ({Z& %A &l A= HI3E3]))
issued by the CSRC and the Guidelines for Internal Control of Listed Companies on the SSE ((_EXXFr ETA A
RERZEHI#ES])) issued by the SSE, the Company has set up an appropriate and effective internal control for
financial reporting based on its actual condition.

(l) Development of internal control system

The Company is committed to further improving the internal regulations, rules and management
systems. According to the corporate governance requirement, the Company has refined the top-down
systems to strengthen control over all business lines and management procedures. A series of comprehensive
internal control systems is implemented effectively. In the future, the Company will continue to promote its
internal control throughout the whole process of operation and development, and ensure the sustainable and
sound growth of the Company by improving and strengthening the implementation of systems with effective
supervision and evaluation.
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Xl. Development of Compliance Management System of the Company
() Development of compliance management system of the Company

In 2019, under its five-level compliance management structure comprising the Board, Senior
Management, Chief Compliance Officer, Legal and Compliance Department, and other departments,
branches and subsidiaries at all levels, and the three-line of compliance management framework consisting
of the shareholders’ general meeting, the Board and management, the Company duly performed its
compliance management duties and maintained proper compliance level. The Company fully promoted
the implementation of New Regulations on Compliance Management by interpreting the new regulations,
formulating plans of implementation, sorting out and publishing various business compliance flowcharts
and compliance control points, defining assessment points, conducting training for compliance officer and
implementing compliance check pursuant to requirements of New Regulations on Compliance Management
and the de facto situation of the Company. Meanwhile, the Company actively organized the relevant
departments to timely formulate internal rules and regulations, embedded the new regulations into various
business processes and sessions, and reviewed more than 100 new or revised internal laws and regulations
throughout the year, so as to ensure the implementation of requirements of various new regulations and
effectively enhance the Company’s internal control management. It revised several compliance management
policies, namely “Management Measures of Compliance Consultation and Review"”, “Management Measures
of Compliance Warning and Report”, “Management Measures of Compliance Risk Disposal”, “Measures
for Managing the Eligibility of Investors”, “The Policy on Managing Rules and Regulations”, continuously
improved the compliance management system, fully implemented the “Management Measures of Subsidiaries
for Compliance”, comprehensively standardized the principle of compliance management, the procedures
and the responsibilities of each responsible entity, strictly implemented the “Accountability Regulations” and
“Rules on Accountability Management” applicable to major and important violations and general violations,
and established a sound compliance accountability system.

() Compliance check during the Reporting Period

In 2019, the Company stepped up its compliance check by carrying out routine inspections and risk
incidents triggering tests, and expanding the scope of its preventive compliance inspection to all business
lines. In particular, the Company carried out preventive inspections which focused on high-risk areas, new
businesses and major regulatory concerns, and timely identified and controlled the potential compliance
risk and overall improvement. A total of 41 compliance inspections were carried out throughout the year. In
respect of the problems identified by compliance check and suggestions for rectification, the adoption rate
was 100%, and this ensured smooth execution of the business regulations.
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XIl. Progress of Audit

During the Reporting Period, the supervision of the audit department actively implemented and
promoted the “reform strategies” of the Company, continued to execute the transformation to dual emphasis
on “risk prevention” and “value adding”, focused on consolidating the three goals of “tightening the
control of the institutional system and operation mechanism”, “deepening the inspection of violations and
potential risks”, “forwarding proposals and making decisions to improve operational efficiency”, thereby fully
achieving “Quality and Efficiency Improvement” in business and management.

During the Reporting Period, the Company completed a total of 140 audit items of various types,
in which 27 were related to audit of the business or management of the headquarters and subsidiaries,
comprehensively covering the securities research business, IPO business, bond financing and issue business,
securities investment business, asset management structured finance business (subsidiary), private equity
business (subsidiary), global commodity business (subsidiary), connected transaction management (functional
management), information technology operation and maintenance management (functional management),
proprietary valuation management (functional management), etc.; 112 items of compulsory departure audit
and termination audit of the officers of branches (securities business department and branch offices); leading
the completion of the effective self-assessment of the Company's internal control project.

Through these internal audits and evaluation, the Company inspected the internal control systems of
the audit targets and the completeness and effectiveness thereof, and issued reminders on major risks, which
significantly supported the improvement of compliance and risk prevention awareness of the audit targets as
well as the enhancement of internal control of the Company.

Xlll. Miscellaneous
() Compliance with code on securities transactions

The Company has adopted the Model Code as the code of conduct regarding the transactions of
securities of the Company by all Directors and Supervisors. Having made specific inquiries, all Directors and
Supervisors of the Company have confirmed that during the Reporting Period, they have strictly complied with
the standards under the Model Code. According to the requirements of the CSRC, employees of the Company
shall be regarded as securities practitioners and shall be prohibited from dealings in shares. The Company is
not aware of any breach of the guidelines by the relevant employees. The Board will inspect the corporate
governance and its operation from time to time, in order to comply with the applicable requirements under
the Hong Kong Listing Rules and safeguard the interests of shareholders. Upon enquiry, all Directors,
Supervisors and senior management have confirmed they have strictly complied with the applicable
requirements under the Model Code and the Management Rules on the Shares and Changes of Shareholdings
of Directors, Supervisors and Senior Management in China Merchants Securities Co., Ltd. ({(BREZEERH B
RAFIES EENaABRASMFEAGRMNEKAZEEIRHGZ)). For details regarding the shareholdings
of the Directors, Supervisors and senior management in the Company, please see “I. Change in Shareholdings
and Remunerations” under “Chapter 7 Directors, Supervisors, Senior Management and Employees” of this
report.
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(1) Responsibilities of Directors for financial statements

The following responsibility statement of Directors regarding the financial statements shall be read in
conjunction with the responsibility statement of the certified public accountants included in the audit report
of this report, while each responsibility statement shall be interpreted separately.

The Board of the Company has confirmed that it took responsibility for the preparation of the annual
report for the year ended December 31, 2019 of the Group.

The Board of the Company is responsible for presenting a clear and well-defined assessment on the
interim and annual reports, stock price sensitive information, and other matters that need to be disclosed
according to the Hong Kong Listing Rules and other regulatory provisions. The management has provided
relevant and necessary explanation and information for the Board so that the Board could make informed
assessment on the financial data and position of the Group for examination and approval.

To the knowledge of our Directors, the Company does not face any events or situations of significant
uncertainty likely to give rise to the significant doubt of the Company’s capability of sustained operations. In
addition, the Company has arranged appropriate insurance cover for the legal actions and liabilities which the
Directors, Supervisors and senior management may be exposed to.

() Joint company secretaries

Mr. WU Huifeng and Ms. KWONG Yin Ping Yvonne are the joint company secretaries of the Company,
whose appointments were made in July 2015 and April 2016, respectively, and became effective in October
2016. Mr. WU Huifeng is the secretary to the Board and the main contact person within the Company.
Ms. KWONG Yin Ping Yvonne is a vice president of SWCS Corporate Services Group (Hong Kong) Limited.
According to Rule 3.29 of the Hong Kong Listing Rules, as of December 31, 2019, both Mr. WU Huifeng and
Ms. KWONG Yin Ping Yvonne have received over 15 hours of relevant professional trainings.

(IV) Interests of Shareholders

The shareholders’ general meeting is the organ of the highest authority of the Company, and the
shareholders exercise their rights through the shareholders’ general meeting. The Company convenes and
holds shareholders’ general meetings in strict compliance with the relevant provisions of the Articles of
Association and the Rules of Procedures for General Meetings to ensure the equal status of all shareholders,
in particular the minority shareholders, and enable them to exercise their rights completely.

The Company pays high attention to the shareholders’ opinions and advice, actively and regularly
carries out various investor relations activities to keep communication with shareholders and fulfil their
reasonable requests timely. The Company has formulated a series of thorough rules and regulations such
as the Administrative System Regarding Investor Relationship ((RE&EBEEEHIZ)), to manage investor
relationship in accordance with the standards, systems and procedures. The Company has formed a good
interaction and communication with the investors through various channels, such as investor service hotlines,
the special column for investor relations in the Company’s website and reception of on-site researchers.

The Board of the Company welcomes the shareholders’ advice and encourages shareholders to attend
the shareholders’ general meetings to ask the Board or management directly about any doubts they may
hold. Shareholders may convene extraordinary general meetings or submit temporary proposals to general
meetings according to the procedures set out in the Articles of Association, which has been published on the
SSE website, Hong Kong Stock Exchange website and Company’s website. The Company will arrange for the
Board and the Management to answer shareholders’ questions in its general meeting.
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(V) Auditor’'s remuneration

For details of auditor's remuneration of the Company, please refer to “Appointment and Removal of
Accounting Firms” of “Chapter 5 Major Events” of this report.

(V1) Relationship with investors

The Company is consistently committed to the responsibility of protecting the interests of investors and
strives to improve transparency in the day to day business process so as to enable investors and potential
investors to have a better understanding of the Company. During the Reporting Period, the Company
communicated with more than 700 domestic and foreign analysts and investors via means such as on-site
communications in shareholders’ general meetings, the 2019 online investors group reception day and
exchange meetings organized by domestic and foreign securities firms for reception of visits and researches,
SSE E-Interaction, telephone hotlines, email and WeChat. The Company proactively conducts in-depth
communications with domestic and foreign analysts and investors upon hot issues that are substantial to
the industry and Company. By summarizing, analyzing and giving feedback to the opinions and suggestions
of investors, we are able to create value through communications and interactions, thereby enabling the
Company to continuously improve the professionalism and standard of management of investor relations.

(vi) Risk management

For details of the risk management of the Company, please refer to the relevant content of “Potential
risks” under “Chapter 4 Report of the Board of Directors” of this report.

For details of the internal control of the Company, please refer to the “2019 Internal Control Assessment
Report of China Merchants Securities Co., Ltd.” FBEEF 7 B R A F120195F E R HIFHE RS ) which
will be published on the SSE website and the “Responsibility Statement on Internal Control and Development
of Internal Control System”, “Development of Compliance Management System of the Company” and
“Progress of Audit” under “Chapter 8 Corporate Governance Report” on the same date of this report.

2019 Annual Report

195




Chapter 8: Corporate Governance Report

(Vi) Management of inside information

The Company has formulated certain management systems for information disclosure and relevant
inside information and established an operating mechanism for managing inside information in accordance
with regulatory requirements. The confidentiality and registration of inside information are regulated based
on the Confidentiality System of Inside Information ((AE{E BRZHIE)) and the Registration System for
Persons with Inside Information ({(RHZ BA1BAZRHIE)) to enhance the level of confidentiality and the
management of insiders. According to the Information Disclosure System ({{Z 2 #|/E )) and the Material
Information Internal Report System ((EX{EERNHIREHIE)), the content, procedure, management and
responsibility of information disclosure are clarified, internal collection and management of major information
is refined through the appointment of contact persons for internal reporting of major information at each
of the departments, branches and subsidiaries and timely collection and standard management of the
Company’s significant inside information is safequarded. According to Investor Relations Management System
((HEEBEEESIE)), information disclosure shall be made on a fair basis. The operating mechanism for
managing inside information covers all key aspects of controlling inside information including the collection,
circulation, verification, confidentiality and fair disclosure. The Company ensures the effectiveness of such
mechanism by enhancing the training system, defining the duty requirements, upholding accountability and
improving the awareness of information disclosure.

(1X) Amendments to the Articles of Association

On May 20, 2019, the resolution regarding the amendments to the Articles of Association of the
Company was considered and approved at the first extraordinary general meeting for 2019 of the Company.
In October 2019, the Company received “Approval of CSRC Shenzhen Office on the Amendments to the
Important Provisions in the Articles Association of China Merchants Securities Co., Ltd.” from the CSRC
Shenzhen Office (Shen Zheng Xu Ke Zi [2019] No. 84) that the amendments to the Important Provisions in the
Article Association of the Company were approved.

For details, please refer to the relevant announcements issued on March 13, April 30, May 21 and
October 15, 2019.
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General Information of Corporate Bonds

Outstanding corporate bonds as at the date of approval for the publication of this annual report are as follows:

Unit: 100 million Currency: RMB
Issue
Abbreviation | Code |  completion
date

The 2012 Corporate Bonds of Chin Merchants Securites Co,, Ltd. 12 China

Payment of
principal and
interest

Triggeringand ~ Eligibility
implementation  of
of special terms ~ investors

Date of
expiry

Remaining J Interest

Trading

halance | rate (%) place

(10Year Moty (FEZSROBEATONEAARA0E  Mecans(3 120340 Mah5, 003 MachS 2003 § 505 Af”."“a‘ et N L
) 0EED) of interest investors
The 2017 Corporate Bonds second tranche) publicy issued by China 17 China Offering to
Merchants Securtes Co, Lid. to qualfied imestors (BEZ5RA  Merchants G2 143342 ;)Uc;t;ber B ;)(%her B 106 478 ﬁfn ir:lli:\rgsatyment SSE N qualified
RRORARSREREDRRINIFATER(528) (176 investors

The 2018 Corporate Bonds (first tranche) publily issued by China 18 China R Rl 5 J— Offering to
Merchants Securites Co, Ld. to qualfied imvestors (REZARA  Merchants 6T 143460 e 1% a0l b 194 B interepsty SSE N qualified
ERAAARARREADREMOBELAER(5-H) (187%5G1) investors

The 2018 Type Two Corporate Bonds (second tranche) publicly ' )
issued by China Merchants Securities Co., Lt to qualfied investors ;fe rccw::ts G B el N el 0 i Annual payment « A OLf:?infgiets
(REESRAERDEENARREAAREI08G DA ' ' ' of interest g
(5-8)(26-) (187763) investors

— A\ AR —)
The 2018 Type One Corporate Bonds (fourth tranche) publiclyissued ' )

i o o 18 China Offering to
by China Merchants Securites Co, L. to qualfed investors (#4% August8, Annual payment ' I
SRR AR AR E DTS (5 ?f;@%@‘ﬁfﬁ g AgsBIRl IR M Ll

8)(7E-)

The 2018 Corporate Bonds (seventh tranche) privately issued by 18 China Decerber — o p— OLf:Tinfgigg
Ctia Mecrars e Co, L (RERABARROGIGE  wlrnsio o0 o TP 5o imerepsty S N ?nstitutional
FORBOARRR(ELE) (184F10) i
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Issue
Code J completion

Payment of
principal and

Triggeringand  Eligihility

Date of Remaining | Interest . .
implementation  of

expiry balance § rate (%)

Trading

Abbreviation
place

date interest of special terms~~ investors
The 2019 Type One Corporate Bonds (second tranche) privately 19 China I p— OLf:?il}gi:g
sued by China Netchars Sectes Co, Lo (FBZSRAARD  MeransBy 15112 Aprl 10,209 Al 10,201 LA | Il S S
ANOEARRAAIRA(E28)(RE-) (19%75F3) inestors

The 2019 Type One Corporate Bonds (third ranche) privately issued 19 China i gament OLf:rllir}gi et(d)
by China Merchants Securites Co, Ltd, (REZARAERAT  MerchantsFS 151495 Aprl 25,2019 Aprl25, 2001 20 woo interepsty S 1] iqnsmuﬂonal
WIYEFARENAREHF=5)(2E-) (19FR7FS) investors

The 2019 Type Two Corporate Bonds (fourth tranche) privately 19 China il cament OLf:r||ir}giet§

sued by China Merchans Securles o, Lid. (REBSRIERA MechantsP8 151600 May29,2009  May29, 2021 ] o pty S Nl ,qﬂ ol

TR IRRA AR B (B e o et
st Offering to

The 2020 Type One Corporate Bonds (first tranche) privately issued 20 China Va1 payment of salified

by China Merchants Secuites Co,, Ltd, (REZSRAERAR  MerchanisFt 166206 o March 26, 2021 ] 265 pincpeland S N ?nsmuﬂonal

WNERAFEIARH(E-5)(5E-) (20 inteest upon e
expiry

The 2020 Type One Corporate Bonds (second tranche)
privately issued by China Merchants Securtes Co, Ltd ;
EERARGERATANGHIRRALTREE i - WOBME BB g i

Offering to

ey March 25, Annual payment qualified

166415

nvestors

~H)(&E-)
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o Issuel Date of Remaining | Interest ngrlnentof in T1|gger|ng a”.”' Eighity
Abbreviation | Code § completion : . principal and implementation  of
expiry balance § rate (%) : . :

date interest of special terms~~ investors

The 2017 perpetual subordinated bonds (second tranche) of China 17 China O

Merchants Securtes Co, L. (BEZAROBRANIENE  MechantsY2 145371 March3, 207 (Not5é12i ?nl:t‘atlultg;;
RBER(E28) (174 investors

The 2017 perpetual subordinated bonds (fourth tranche) of China 17 China UiE D

Merchants Securtes Co,, Lid. (RERARAARATNIEKE  Merchants¥4 145579 June 19,2017 N5'528 9”?"7'“"
T4z v e e

Note 1:  The foreign bonds issued during the period amounted to USD 300 million.

Note 2:  The coupon rate for the first five interest-bearing years (the first repricing cycle) of the perpetual
subordinated bonds is determined through bookkeeping and filing, and shall remain unchanged
during the first five interest-bearing years. Since the sixth interest-bearing year, the coupon rate
shall be re-determined every 5 years. The coupon rate for the repricing cycle is the benchmark
interest rate plus the initial spread plus 300 basis points. The initial spread is the difference between
the coupon rate and the benchmark interest rate in the first repricing cycle.
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Payment of interest and principal of corporate bonds

Payment of interest
and principal and
implementation of
special clause

Amount
Date of expiry (RMB 100
million)

Issue completion
date

The 2014 corporate bonds publicly issued by China Merchants 14 China Mercharts Pavment of interest in
Securities Co, Ltd. (REEFROERARNARET201452 122374 May 26, 2015 May 26, 2025 55 fuﬁ a5 scheduled

%) Bonds (141875 %)
The 2017 Corporate Bonds (second tranche) publicly issued by

China Merchants Securities Co., Ltd. to qualified investors (A 17 China Merchants Payment of interest in
EEARGARATENARGAEDREAOVELARS  GREG) | ow  OUobrZ20NT - OcoberZs, 2000 08 flasscheduleg

(£=8)
The 2018 Corporate Bonds (first tranche) publicly issued by

China Merchants Securities Co., Ltd. to qualified investors (8 18 China Merchants Payment of interest in
BREROERATERARRREOREMOSEIARE G iegEG) o0 TONSAE febnays 2 B flasscheduleg

(E-4)
The 2018 Type Two Corporate Bonds (second tranche) publicly

issued by China Merchants Securities Co., Ltd. to qualified 18 China Merchants Payment of interest in
; s 143627 12,2018 12,2021 10
investors (R EFROARATAMARTEEARET2018 63 (188HG3) June June full as scheduled

FARER(E2H)(RED))
The 2018 Type One Corporate Bonds (fourth tranche) publicly
30

Abbreviation

issued by China Merchants Securities Co., Ltd. to qualified 18 China Merchants
investors (AEEFROBRAFERARREEAHET018 66 (187G6)
ERRIER (BN (2E-))

Payment of interest in
full as scheduled

143392 August 8, 2018 August 8, 2021
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Payment of interest
and principal and
implementation of
special clause

Amount
(RMB 100

Abbreviation Date of expiry

million)

Issue completion
Code P
date

The 2017 subordinated bonds (first tranche) of China Merchants Payment of interest

Securities Co., Ltd. (ABEARHBRAR01TERRER (5 17 China Metchans 145899 November 27,2017 November 27, 2019 22 andprincipal in full a5
—#) CHITRACY) scheduled

The 2018 subordinated bonds (second tranche) of China 18 China Mercharts Payment of interest in
Merchants Securities Co, Ltd. (BEEFRABRAF018FK 150097 January 22, 2018 January 22, 2020 fuﬁ 2 scheduled

BERE=4)) Q (188EC)

145371 March3,2017 March 3, 2022

The 2017 perpetual subordinated bonds (fourth tranche) of 17 China Merchants e
China Merchants Securities Co., Ltd. (R &#RIAERAR 145579 June 19, 2017 June 19, 2022 ful{  schedued

TEAE R B WAELIE)
The 2018 Type Two Corporate Bonds (third tranche) privately 18 China Merchants

isstied by China Merchants Securities Co., Ltd. (BE&EHRHE 150302 April 19,2018 May 4, 2019

BAR0ISE RARE A ATRE (B=10) (G- (L)

18 China Merchants September 17,

=
&

The 2017 perpetual subordinated bonds (second tranche) of
China Merchants Securities Co., Ltd. (&R HERAA
WITEXERRES(E=H)

17 China Merchants
Y2 (1787Y2)

Payment of interest in
full as scheduled

v
i<}

N~
w

Payment of interest
and principal in full as
scheduled

w
[}

w
S

The 2018 Corporate Bonds (fifth tranche) privately issued by Payment of interest
and principal in full as

scheduled

China Merchants Securities Co., Ltd. (BREEARNERAA 150456
WIBFFRARENAAES E1H)

April 11, 2019
F (1837%F8) 2018 pritl,

The 2018 Corporate Bonds (seventh tranche) privately issued by 18 China Merchants Pavment of nterest n
China Merchants Securities Co., Ltd. (&R ER AR 150930 December5,2018  December 5, 2021 25 4
F10 (18%8F10) full as scheduled

WISEFARRTARERELH)

The 2019 Type Two Corporate Bonds (first tranche) privately 19 China Merchants Payment of interest

issued by China Merchants Securities Co., Ltd. (REE#RHE F2 (193%F) 151114 January 17, 2019 October14, 2019 35 and principal in full as
BRAR0IOFEARRTAER (E—H)(2E)) ’ scheduled
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Details of the issuance of other corporate bonds

In February 2018, the Company received the No Objection Letter for the Offer for Sale of Corporate
Bonds Privately Issued by China Merchants Securities Co., Ltd. (Shang Zheng Han [2018] No. 160) ({ER ¥43
BEFRNDAERARIEARBITARGHFEHEEEEE RN K )( -7 HK[2018] 1605%)) from the SSE, pursuant
to which the SSE has no objection to the offer for sale of corporate bonds privately issued by the Company to
qualified investors in the amount of no more than RMB 40 billion. From 2019 to the date of approval for the
publication of this report, the Company had issued one tranche of privately-offered corporate bonds pursuant
to the No Objection Letter and raised RMB 5 billion.

In March 2019, the Company received the No Objection Letter for the Offer for Sale of Corporate Bonds
Privately Issued by China Merchants Securities Co., Ltd. (Shang Zheng Han [2019] No. 523) (BRI 18r
BEBROHAERARBEARBITAREFHEEREEZZRNK)(_EFK[2019] 52358 )) from the SSE, pursuant
to which the SSE has no objection to the offer for sale of corporate bonds privately issued by the Company
to qualified investors in the amount of no more than RMB 45 billion. From 2019 to the date of approval for
the publication of this report, the Company had issued a total of five tranches of privately-offered corporate
bonds pursuant to the No Objection Letter and raised RMB21.8 billion.

In April 2018, the Company received the Approval on the Public Offering of Corporate Bonds by China
Merchants Securities Co., Ltd. to Qualified Investors (Zheng Jian Xu Ke [2018] No. 612) (R Z &R E 5
BRPEBERABIMEREEEAFETARIGERFHME)(FEFTAI[2018] 61258)) from the CSRC, pursuant to
which the CSRC approved the Company’s public offering of corporate bonds with total face value of no more
than RMB 11.8 billion to qualified investors. From 2019 to the date of approval for the publication of this
report, the Company had issued one tranche of corporate bonds pursuant to the approval and raised RMB 1.5
billion.

Il. Contact Person and Contact Details of the Trustees in Corporate Bonds and
Contact Details of the Credit Rating Agency

The table below sets forth the trustees and credit rating agencies in the outstanding corporate bonds as
at the date of approval for the publication of this annual report:

12 China Merchants 03 (12#8/%03) 122234 Huatai United Securities = Shanghai Brilliance
14 China Merchants Bonds (14387 1E) 122374  Everbright Securities Shanghai Brilliance
17 China Merchants G2 (1787 G2) 143342

17 China Merchants G3 (17#8/G3) 143369

18 China Merchants G1 (1838 G1) 143460

18 China Merchants G2 (18 G2) 143626

18 China Merchants G3 (18# 1 G3) 143627  Everbright Securities CCXI

18 China Merchants G5 (18 G5) 143712

18 China Merchants G6 (1838 G6) 143392

18 China Merchants G8 (184 G8) 143762

19 China Merchants G1 (19388/%G1) 155208
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Abbreviation Credit rating agency

18 China Merchants F10 (18#3F10) 150930
19 China Merchants F3 (1938 /%F3) 151412
19 China Merchants F4 (1938 F4) 151413
19 China Merchants F5 (1938 F5) 151495
19 China Merchants F6 (1938 F6) 151496  Essence Securities CCXI
19 China Merchants F8 (19¥3F8) 151600
20 China Merchants F1 (2038/F1) 166206
20 China Merchants F3 (20¥®F3) 166414
20 China Merchants F4 (2038 F4) 166415
17 China Merchants Y1 (1748/Y1) 145340
17 China Merchants Y2 (1748Y2) 145371
China Galaxy CCXI
17 China Merchants Y3 (1743/Y3) 145545
17 China Merchants Y4 (1748Y4) 145579

During the Reporting Period, none of the above bonds incurred any change to their trustees.

The original rating agency of the publicly issued corporate bonds “17 China Merchants G2", “17 China
Merchants G3”, “18 China Merchants G1”, “18 China Merchants G2"”, “18 China Merchants G3”, “18
China Merchants G5”, “18 China Merchants G6", “18 China Merchants G8” and “19 China Merchants G1”,
privately issued corporate bonds “18 China Merchants F10”, “19 China Merchants F3"”, “19 China Merchants
F4", "19 China Merchants F5”, “19 China Merchants F6” and “19 China Merchants F8” and perpetual
subordinated bonds “17 China Merchants Y1"”, “17 China Merchants Y2", “17 China Merchants Y3"” and
“17 China Merchants Y4" is CCXR. In February 2020, CCXR received the Approval for China Chengxin
International Credit Rating Co., Ltd. to Engage in Credit Rating Business in the Securities Market (Zheng Jian
Xu Ke [2020] No. 267) ( (FAR AT HEBRERATRBERETARINEZFMSE G REZHIE) (F
BEFFA] [2020] 267 5%) ) from the CSRC, pursuant to which CCXR ceased to engage in credit rating business
in the securities market with effect from February 26, 2020. The credit rating business in the securities market
undertaken by CCXR has been carried on by CCXI, its sole shareholder. The rating agency of the above bonds
has been changed to CCXI. The change in the rating agency mentioned above has no significant impact on
the Company’s solvency and the payment of principal and interest on the relevant bonds.
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The table below sets forth the contact person and contact details of the trustees in the Company’s bonds
and contact details of the credit rating agencies giving follow-up ratings to the bonds:

Name Everbright Securities Co., Ltd.

. 51/F & 53/F, Tower One, Hang Lung Plaza, No. 1266 West
Office address ; o, . .
Trustee Nanjing Road, Jing’an District, Shanghai

Contact person XUE Jiang (E#)T), HUANG Liang (F32), XING Yiwei (FB—HE)
Contact number  021-52523222, 021-52523023

Name China Galaxy Securities Co., Ltd.

. Level 2, Tower C, Corporate Square, No. 35 Finance Street,
Office address ) .
Trustee Xicheng District, Beijing

Contact person XU Jinjun (FFiE)
Contact number  010-66568061

Name China Chengxin International Credit Rating Co., Ltd.

Credit rating agency il
Office address 69191, Bu.|.I.d|ng 1, No. 2 Nanzhugan Hutong, Dongcheng
District, Beijing
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I1l. Use of Proceeds from the Issuance of Corporate Bonds

() Procedures for the supervision over and the use of proceeds from the issuance of corporate
bonds

As required by relevant laws and regulations, the Company centralizes the management of proceeds
from the issuance of corporate bonds, which practically ensures such proceeds to be used as prescribed in
relevant prospectus. The Company has established a sound capital management regime and an effective
internal financial control system, and formulated the “Administrative Measures for the Use of Proceeds from
Issuance of Corporate Bonds” ({(EEHFHEEEFEAEEPIE)) to govern the management and use of the
proceeds. The trustees and proceeds supervision banks fulfill their regulatory duties in respect of the use of
proceeds pursuant to regulatory provisions and contractual agreements.

Proceeds from the issuance of corporate bonds shall be used under the following approval procedures:

1. The Company files an application for using the proceeds according to the purposes of use
prescribed in relevant prospectus, and then after the application is approved by competent
approver in line with the authorization system described in the Rules on Authorization of
Proprietary Money Appropriation, the Company sends a proceeds transfer instruction to the
proceeds supervision bank;

2. The supervision bank examines the proceeds transfer instruction from the Company, and effect
the proceeds transfer if the use of proceeds is confirmed to be consistent with that prescribed in
relevant prospectus;

3. The supervision bank issues to the Company the automatic record and bank receipt regarding the
transaction involving the supervised account, and notifies the trustee.

() Use of proceeds from the issuance of corporate bonds

Currently, all proceeds from the issuance of corporate bonds have been utilized. The actual uses
of proceeds are consistent with that prescribed in relevant prospectuses, application plans and other
agreements. The details are as follows:

As prescribed in the prospectuses for the corporate bonds publicly issued by the Company, namely,
“12 China Merchants 01", “12 China Merchants 02" and “12 China Merchants 03", all proceeds from
the issuance of said bonds, after deducting the issuance expenses, shall be used for replenishment of the
Company's working capital. As at December 31, 2013, all such proceeds had been used by the Company for
replenishment of the Company’s working capital in accordance with relevant provisions of the prospectuses.

As prescribed in the prospectus for the corporate bonds publicly issued by the Company, namely,
“14 China Merchants Bonds”, all proceeds from the issuance of said bonds, after deducting the issuance
expenses, shall be used for replenishment of the Company’s working capital. As at December 31, 2015,
all such proceeds had been used by the Company for replenishment of the Company’s working capital in
accordance with relevant provisions of the prospectus.
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As prescribed in the prospectuses for the corporate bonds publicly issued to qualified investors by the
Company, namely, “17 China Merchants G1”, “17 China Merchants G2"”, “17 China Merchants G3” and
“18 China Merchants G1”, the proceeds from the issuance of the said bonds shall be used for “satisfaction
of the capital demand by the Company’s business operations, adjustment to the Company’s debt structure
and replenishment of the Company’s working capital”. As at the date of approval for the publication of this
report, the special account for the said proceeds from issuance of corporate bonds has been under normal
operation, and all such proceeds had been utilized as prescribed in accordance with relevant provisions of the
prospectuses. In breakdown, “17 China Merchants G1" raised RMB 4.5 billion, with RMB 3 billion used for
debt restructuring and RMB 1.5 billion used for replenishment of working capital; “17 China Merchants G2”
raised RMB 1.06 billion, all being used for replenishment of working capital; “17 China Merchants G3" raised
RMB 1 billion, with RMB 609 million used for debt restructuring and RMB 391 million used for replenishment
of working capital; “18 China Merchants G1" raised RMB 1.94 billion, with RMB 1.391 billion used for debt
restructuring and RMB 549 million used for replenishment of working capital.

As prescribed in the prospectuses for the corporate bonds publicly issued by the issuer, namely, “18
China Merchants G2”, “18 China Merchants G3”, “18 China Merchants G5”, “18 China Merchants G6",
“18 China Merchants G8” and “19 China Merchants G1”, all proceeds from the issuance of said bonds shall
be used for “replenishment of the Company’s working capital”. As at that date of approval for publication
of this report, the special account for the said proceeds from issuance of corporate bonds has been under
normal operation, and all such proceeds, after deducting the issuance expenses (if any), had been used by the
Company for replenishment of the Company’s working capital in accordance with relevant provisions of the
prospectuses.

As prescribed in the prospectuses for the securities companies short-term corporate bonds privately
issued by the Company, namely, “China Merchants 1401", “China Merchants 1501", “China Merchants
1502", “15 China Merchants D3” and “15 China Merchants D4", all proceeds from the issuance of said
bonds shall be used for “replenishment of the Company’s working capital”. As at the date of approval for
the publication of this report, all such proceeds, after deducting the issuance expenses (if any), had been
used for replenishment of the Company’s working capital in accordance with the relevant provisions of the
prospectuses.

As prescribed in the prospectuses for the subordinated bonds privately issued by the Company, namely,
“15 China Merchants 01", “15 China Merchants 02", “15 China Merchants 03", “15 China Merchants 04",
"15 China Merchants 05", “17 China Merchants C1", “18 China Merchants C1"” and “18 China Merchants
C2", the perpetual subordinated bonds privately issued by the Company, namely, “17 China Merchants Y1",
“17 China Merchants Y2”, “17 China Merchants Y3" and “17 China Merchants Y4", as well as the securities
companies short-term corporate bonds, namely “China Merchants 1601”, “China Merchants 1701"”, “China
Merchants 1702", “China Merchants 1703", “China Merchants 1704", “China Merchants 1706"”, “China
Merchants 1707", “China Merchants 1708"”, “China Merchants 1709”, “17 China Merchants D9", “17
China Merchants D10”, “17 China Merchants D11", “17 China Merchants D12"” and “17 China Merchants
D13", all proceeds from the issuance of said bonds shall be used for “replenishment of the Company’s
working capital”. As at the date of approval for the publication of this report, the special account for the said
proceeds from issuance of corporate bonds has been under normal operation, and all such proceeds, after
deducting the issuance expenses (if any), had been used for replenishment of the Company’s working capital
in accordance with the relevant provisions of the prospectuses.
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As prescribed in the prospectuses for the bonds privately issued by the Company, namely, “18 China
Merchants F1”, “18 China Merchants F2”, “18 China Merchants F3"”, “18 China Merchants F6"”, “18 China
Merchants F7", “18 China Merchants F8”, “18 China Merchants F9”, “18 China Merchants F10”, “19
China Merchants F1” and “19 China Merchants F2", all proceeds from the issuance of said bonds shall be
used for “replenishment of the Company’s working capital”. As at the date of approval for the publication
of this report, the special account for the said proceeds from issuance of corporate bonds has been under
normal operation, and all such proceeds, after deducting the issuance expenses (if any), had been used
for replenishment of the Company’s working capital in accordance with the relevant provisions of the
prospectuses.

As prescribed in the prospectuses for the bonds privately issued by the Company, namely, “19 China
Merchants F3”, “19 China Merchants F4”, “19 China Merchants F5”, “19 China Merchants F6"”, “19 China
Merchants F8"”, “20 China Merchants F1", “20 China Merchants F3” and “20 China Merchants F4", all
proceeds from the issuance of said bonds shall be used for “repayment of due corporate bonds and other debt
financing instruments”. As at the date of approval for the publication of this report, the special account for
the said proceeds from issuance of corporate bonds has been under normal operation, and all such proceeds,
after deducting the issuance expenses (if any), had been used for replenishment of the Company’s working
capital in accordance with the relevant provisions of the prospectuses.

IV. Rating of Corporate Bonds

During the Reporting Period, the Company was granted AAA credit ratings both as an issuer of bonds
and as an issuer of debt financing instruments in the PRC unanimously by credit rating agencies. None of
credit rating agencies conducted any irregular follow-up rating in respect of the Company and its bonds. The
regular follow-up ratings of the Company are as follows:

On March 15, 2019, CCXR issued the Follow-Up Rating Reports (2019) on the 2018 Corporate Bonds
(Fifth Tranche and Sixth Tranche) Privately Issued by China Merchants Securities Co., Ltd., and the overall
credit rating of the Company remained at AAA with stable outlook; the credit ratings of “18 China Merchants
F8” and “18 China Merchants F9” remained at A-1.

On April 25, 2019, Shanghai Brilliance issued the Follow-Up Rating Reports on China Merchants
Securities Co., Ltd. and its Corporate Bonds 12 China Merchants 03 and 14 China Merchants Bonds, and the
overall credit rating of the Company remained at AAA with stable outlook; the credit ratings of “12 China
Merchants 03” and “14 China Merchants Bonds” remained at AAA.
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On April 26, 2019, CCXR issued the Follow-Up Rating Reports (2019) on the 2017 Corporate Bonds (First
Tranche, Second Tranche and Third Tranche) and the 2018 Corporate Bonds (First Tranche) Publicly Issued by
China Merchants Securities Co., Ltd. to Qualified Investors, the Follow-Up Rating Reports (2019) on the 2018
Corporate Bonds (Second Tranche, Third Tranche, Fourth Tranche and Fifth Tranche) and the 2019 Corporate
Bonds (First Tranche) Publicly Issued by China Merchants Securities Co., Ltd. to Qualified Investors, the Follow-
Up Rating Reports (2019) on the 2018 Corporate Bonds (Third Tranche, Fourth Tranche and Seventh Tranche)
and 2019 Corporate Bonds (First Tranche) privately issued by China Merchants Securities Co., Ltd., the Follow-
Up Rating Reports (2019) on the 2019 Corporate Bonds (Second Tranche) privately issued by China Merchants
Securities Co., Ltd., the Follow-Up Rating Reports (2019) on the 2017 Perpetual Subordinated Bonds (First
Tranche, Second Tranche, Third Tranche and Fourth Tranche) of China Merchants Securities Co., Ltd., the
Follow-Up Rating Reports (2019) on the 2017 Subordinated Bonds (First Tranche) and the 2018 Subordinated
Bonds (First Tranche and Second Tranche) of China Merchants Securities Co., Ltd.. The overall credit rating
of the Company remained at AAA with stable outlook. The credit ratings of “17 China Merchants G1”, “17
China Merchants G2", “17 China Merchants G3”, “18 China Merchants G1", “18 China Merchants G2", “18
China Merchants G3”, “18 China Merchants G5”, “18 China Merchants G6", “18 China Merchants G8",
“19 China Merchants G1”, “18 China Merchants F6", “18 China Merchants F7”, “18 China Merchants F10",
“19 China Merchants F3” and “19 China Merchants F4" remained at AAA; the credit ratings of “19 China
Merchants F1” and “19 China Merchants F2” remained at A-1; and the credit ratings of “17 China Merchants
Y1”, “17 China Merchants Y2", “17 China Merchants Y3", “17 China Merchants Y4", “17 China Merchants
C1", 18 China Merchants C1" and “18 China Merchants C2"” remained at AA+.

Within the time limit on follow-up rating, credit rating agencies will complete the regular follow-up
rating for the year within two months after the bond issuer and bond guarantor (if any) release relevant
annual reports. When it comes to fixed income products due within one year, credit rating agencies will
announce the results and reports of regular follow-up rating in the sixth month after the official issuance of
relevant bonds. Corresponding follow-up rating reports will be published on the website of SSE. Investors are
advised to pay attention.

V. Credit Enhancement Mechanism, Debt Repayment Plans and Other Relevant
Information of the Corporate Bonds during the Reporting Period

As at the date of approval for the publication of this report, based on the credit enhancement
mechanism, the existing bonds were issued without any guarantees. According to the repayment plans, bonds
with original maturity over one and a half year shall pay interest annually during the duration of the bonds and
the last installment of interest payment shall be paid together with the principal. According to the repayment
plans, bonds with original maturity within one and a half year shall pay principal together with all interests
upon maturity.

During the Reporting Period, there was no change in the credit enhancement mechanism, debt
repayment plans and other repayment guarantee measures of the corporate bonds as compared with their
prospectuses. The Company had strictly complied with the requirements regarding repayment plans as
mentioned in the prospectuses and paid all interests and principal of the corporate bonds as scheduled and
disclosed relevant information on a timely basis in order to protect the legitimate interests of the investors.
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The Company set up special account of debt repayment deposit for each tranche of bonds issued by
the Company in exchange during the Reporting Period, which is independent from other accounts of the
Company. The account only serves the purposes of interest payment, collection of payable amounts and
reception of bond proceeds as well as deposit and transfer, to the exclusion of any other purposes. The
Company deposits all amounts payable or maybe payable as principal and interests of bonds to the special
account of debt repayment deposit pursuant to relevant prospectuses and regulatory requirement.

VI. Duty Performance of the Trustees of Corporate Bonds

During the Reporting Period, trustees in the bonds have carried out their duties according to the
requirements of relevant provisions of laws and regulations, as well as the provisions of the Bond Trusteeship
Management Agreement.

On April 29, 2019, Huatai United Securities issued the 2018 Trust Reports on the 2012 Corporate Bonds
(Type Three) of China Merchants Securities Co., Ltd..

On April 29, 2019, Everbright Securities issued the 2018 Trust Reports on the 2014 Corporate Bonds
Publicly Issued by China Merchants Securities Co., Ltd..

On June 12, 2019, Everbright Securities issued the 2018 Trust Reports on the 2017 Corporate Bonds
(First Tranche, Second Tranche and Third Tranche) and the 2018 Corporate Bonds (First Tranche) Publicly
Issued by China Merchants Securities Co., Ltd. to Qualified Investors and the 2018 Trust Reports on the 2018
Corporate Bonds (Second Tranche, Third Tranche, Fourth Tranche and Fifth Tranche) Publicly Issued by China
Merchants Securities Co., Ltd. to Qualified Investors.

On June 27, 2019, Essence Securities issued the 2018 Trust Reports on the 2018 Corporate Bonds (Sixth
Tranche and Seventh Tranche) Privately Issued by China Merchants Securities Co., Ltd..

On June 28, 2019, China Galaxy issued the 2018 Trust Reports on the Subordinated Bonds of China
Merchants Securities Co., Ltd. and the 2018 Trust Reports on the Perpetual Subordinated Bonds of China
Merchants Securities Co., Ltd.. Furthermore, trustees in the bonds has issued the provisional trust reports
according to the requirements of relevant provisions of laws and regulations, as well as the provisions of the
Bond Trusteeship Management Agreement. For details, please see the relevant announcement made by the
Company on the SSE website.
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VIl. Accounting Data and Financial Indicators in the Last Two Years as at the
End of the Reporting Period

Unit: 100 million Yuan Currency: RMB
Ch R f
Key indicators 2018 ange easons for
(%) the change

Current ratio -3.90

Gearing ratio (%) 73.40 68.44

Interest coverage ratio 28.38

EBITDA/interest 30.49 Due to the increase in
coverage ratio EBITDA

Interest payment ratio

100. 100. — —
(%) 00.00 00.00

VIll. Principal and Interest Payments for Other Bonds and Debt Financing
Instruments of the Company

During the Report Period, other debts financing instruments of the Company included commercial
papers, asset-backed special program and principal of structured notes, of which all principals and interests
were settled on schedule.

IX. Bank Credits of the Company during the Reporting Period

As at December 31, 2019, the Company had available credit lines from its major lending banks
amounting to RMB 274.0 billion, of which RMB 68.5 billion were utilized.

China Merchants Securities Co., Ltd.

210



Chapter 9: Corporate Bonds

X. Performance of Commitments or Undertakings by the Company in Respect
of Corporate Bonds According to the Prospectuses during the Reporting
Period

During the Reporting Period, the Company was in strict compliance with its commitments or
undertakings in respect of corporate bonds under the prospectuses and the proceeds were used in such
manner as stated in the prospectuses. The Company strictly performed its obligations of information
disclosure and made timely payments of bond interests in order to safeguard the legitimate interests of
investors. During the Reporting Period, the Company had no defaults on its principal and interest repayments
for the issued bonds. The Company had a sound operation and favourable profitability, and hence had not
identified any risks which might give rise to its inability to fulfill future payments on time.

Xl. Material Incidents of the Company and Their Effects on Operation and
Payment Ability

As at April 30, 2019, total cumulative new borrowings for the year of the Company were RMB 19.690
billion, representing 24.37% (over 20%) of net assets at the end of last year. As at June 30, 2019, the above
ratio fell below 20%. As at August 31, 2019, total cumulative new borrowings for the year of the Company
were RMB21.277 billion, representing 26.34% (over 20% for the second time) of net assets at the end of last
year. For details, please refer to the relevant announcements published by the Company on the SSE website
on May 11, 2019 and September 7, 2019, respectively.

For the details of other material incidents of the Company, please refer to “Material Litigations or
Arbitrations” and “Punishment and Remedial Measures on the Listed Company, Its Directors, Supervisors,
Senior Management, Controlling Shareholders, De Facto Controller and Acquirer” under “Chapter 5 Major
Events” of this report and “Changes in Directors, Supervisors and Senior Management” under “Chapter 7
Directors, Supervisors, Senior Management and Employees”. The Company had stable business operations,
good profitability, and it had paid principals and interests concerning all of its debts as scheduled. The said
matters will not exert adverse effect on the operation and solvency of the Company. Save as described above,
during the Reporting Period, the material incidents stated in Clause 45 of the Administrative Measures for
the Issuance and Trading of Corporate Bonds ({ R RIEHEITEHR ZEIRPE)) had not occurred, and the
Company had favorable business operations, strong overall solvency and low financial risks.

2019 Annual Report

211




Chapter 10: Financial Report

INDEPENDENT AUDITOR’S REPORT
TO THE MEMBERS OF CHINA MERCHANTS SECURITIES CO., LTD.
(incorporated in the People’s Republic of China with limited liability)

Opinion

We have audited the consolidated financial statements of China Merchants Securities Co., Ltd. (the
“Company”) and its subsidiaries (collectively referred to as the “Group”) set out on pages 218 to 365, which
comprise the consolidated statement of financial position as at December 31, 2019, and the consolidated
statement of profit or loss, consolidated statement of profit or loss and other comprehensive income,
consolidated statement of changes in equity and consolidated statement of cash flows for the year then
ended, and notes to the consolidated financial statements, including a summary of significant accounting
policies.

In our opinion, the consolidated financial statements give a true and fair view of the consolidated
financial position of the Group as at December 31, 2019, and of its consolidated financial performance and
its consolidated cash flows for the year then ended in accordance with International Financial Reporting
Standards (“IFRSs”) issued by the International Accounting Standards Board (the “IASB”) and have been
properly prepared in compliance with the disclosure requirements of the Hong Kong Companies Ordinance.

Basis for Opinion

We conducted our audit in accordance with International Standards on Auditing (“ISAs”). Our
responsibilities under those standards are further described in the Auditor’s Responsibilities for the Audit of
the Consolidated Financial Statements section of our report. We are independent of the Group in accordance
with the International Ethics Standards Board for Accountants’ Code of Ethics for Professional Accountants
(the “Code”), and we have fulfilled our other ethical responsibilities in accordance with the Code. We believe
that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our opinion.
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Key Audit Matters

Key audit matters are those matters that, in our professional judgment, were of most significance in
our audit of the consolidated financial statements of the current period. These matters were addressed in the
context of our audit of the consolidated financial statements as a whole, and in forming our opinion thereon,
and we do not provide a separate opinion on these matters.

Key audit matter How our audit addressed the key audit matter

1. Determination of consolidation scope of structured entities
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Key Audit Matters (Continued)

Key audit matter How our audit addressed the key audit matter

1t

2. Measurement of expected credit losses (“ECL") for financial assets of credit business
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Key Audit Matters (Continued)

Key audit matter How our audit addressed the key audit matter

3. Valuations of financial assets classified under the fair value hierarchy as Level 3

Other Information

The directors of the Company are responsible for the other information. The other information comprises
the information included in the annual report, but does not include the consolidated financial statements and
our auditor’s report thereon.

Our opinion on the consolidated financial statements does not cover the other information and we do
not express any form of assurance conclusion thereon.

In connection with our audit of the consolidated financial statements, our responsibility is to read
the other information and, in doing so, consider whether the other information is materially inconsistent
with the consolidated financial statements or our knowledge obtained in the audit or otherwise appears
to be materially misstated. If, based on the work we have performed, we conclude that there is a material
misstatement of this other information, we are required to report that fact. We have nothing to report in this
regard.
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Responsibilities of Directors and Those Charged with Governance for the
Consolidated Financial Statements

The directors of the Company are responsible for the preparation of the consolidated financial
statements that give a true and fair view in accordance with IFRSs issued by the IASB and the disclosure
requirements of the Hong Kong Companies Ordinance, and for such internal controls as the directors
determine is necessary to enable the preparation of consolidated financial statements that are free from
material misstatement, whether due to fraud or error.

In preparing the consolidated financial statements, the directors are responsible for assessing the
Group’s ability to continue as a going concern, disclosing, as applicable, matters related to going concern and
using the going concern basis of accounting unless the directors either intend to liquidate the Group or to
cease operations, or have no realistic alternative but to do so.

Those charged with governance are responsible for overseeing the Group’s financial reporting process.

Auditor’s Responsibilities for the Audit of the Consolidated Financial
Statements

Our objectives are to obtain reasonable assurance about whether the consolidated financial statements
as a whole are free from material misstatement, whether due to fraud or error, and to issue an auditor’s report
that includes our opinion solely to you, as a body, in accordance with our agreed terms of engagement, and
for no other purpose. We do not assume responsibility towards or accept liability to any other person for the
contents of this report. Reasonable assurance is a high level of assurance, but is not a guarantee that an audit
conducted in accordance with ISAs will always detect a material misstatement when it exists. Misstatements
can arise from fraud or error and are considered material if, individually or in the aggregate, they could
reasonably be expected to influence the economic decisions of users taken on the basis of these consolidated
financial statements.

As part of an audit in accordance with ISAs, we exercise professional judgment and maintain
professional skepticism throughout the audit. We also:

e Identify and assess the risks of material misstatement of the consolidated financial statements,
whether due to fraud or error, design and perform audit procedures responsive to those risks, and
obtain audit evidence that is sufficient and appropriate to provide a basis for our opinion. The risk
of not detecting a material misstatement resulting from fraud is higher than for one resulting from
error, as fraud may involve collusion, forgery, intentional omissions, misrepresentations, or the
override of internal control.

J Obtain an understanding of internal control relevant to the audit in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing an
opinion on the effectiveness of the Group’s internal control.

o Evaluate the appropriateness of accounting policies used and the reasonableness of accounting
estimates and related disclosures made by the directors.
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Auditor’s Responsibilities for the Audit of the Consolidated Financial
Statements (Continued)

J Conclude on the appropriateness of the directors’ use of the going concern basis of accounting
and, based on the audit evidence obtained, whether a material uncertainty exists related to events
or conditions that may cast significant doubt on the Group’s ability to continue as a going concern.
If we conclude that a material uncertainty exists, we are required to draw attention in our auditor’s
report to the related disclosures in the consolidated financial statements or, if such disclosures are
inadequate, to modify our opinion. Our conclusions are based on the audit evidence obtained up
to the date of our auditor’s report. However, future events or conditions may cause the Group to
cease to continue as a going concern.

. Evaluate the overall presentation, structure and content of the consolidated financial statements,
including the disclosures, and whether the consolidated financial statements represent the
underlying transactions and events in @ manner that achieves fair presentation.

o Obtain sufficient appropriate audit evidence regarding the financial information of the entities or
business activities within the Group to express an opinion on the consolidated financial statements.
We are responsible for the direction, supervision and performance of the group audit. We remain
solely responsible for our audit opinion.

We communicate with those charged with governance regarding, among other matters, the planned
scope and timing of the audit and significant audit findings, including any significant deficiencies in internal
control that we identify during our audit.

We also provide those charged with governance with a statement that we have complied with relevant
ethical requirements regarding independence, and to communicate with them all relationships and other
matters that may reasonably be thought to bear on our independence, and where applicable, related
safeguards.

From the matters communicated with those charged with governance, we determine those matters that
were of most significance in the audit of the consolidated financial statements of the current period and are
therefore the key audit matters. We describe these matters in our auditor’s report unless law or regulation
precludes public disclosure about the matter or when, in extremely rare circumstances, we determine that
a matter should not be communicated in our report because the adverse consequences of doing so would
reasonably be expected to outweigh the public interest benefits of such communication.

The engagement partner on the audit resulting in this independent auditor’s report is Chan Wo Mi.

Deloitte Touche Tohmatsu

Certified Public Accountants

Hong Kong
March 27, 2020

The independent auditor’s report and the accompanying consolidated financial statements and related
notes have been issued in English. The Chinese version is used as a translated version for reference only. In the
event of any discrepancy in the interpretation between the English version and Chinese version, the English

version shall prevail.
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Consolidated Statement of Profit or Loss
For the year ended December 31, 2019

(Expressed in thousands of Renminbi, unless otherwise stated)

_M ST T

Fee and commission income 8,858,493 7,753,532
Interest income 8 8,288,799 8,186,595
Investment gains or losses, net 9 6,159,670 2,120,062
Other income and gains or losses 2,352,139 9,359

-m
Depreciation and amortization (530,908) (216,391)
Staff costs 12 (5,559,394) (3,850,480)
Fee and commission expenses 13 (1,422,798) (1,305,055)
Interest expenses 14 (6,393,610) (6,340,505)
Tax and surcharges (94,364) (88,223)
Other operating expenses 15 (3,670,815) (1,614,634)
Impairment losses under expected credit loss model,
net of reversal 16 (92,027) (121,037)
Other impairment losses, net (3,556) (3,211)

Croateperses | | (rger.e)] (335539
Share of profits of associates 882,008 917,473

L R
Income tax expenses (1,460,354) (1,001,224)

Profit for the year - 7,313,283 4,446,261

Attributable to:

Shareholders of the Company and holders of other
equity instruments 7,282,381 4,424,986

Non-controlling interests 30,902 21,275

Earnings per share attributable to shareholders of
the Company (Expressed in RMB per share)

The accompanying notes form an integral part of these consolidated financial statements.
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Consolidated Statement of Profit or Loss and Other Comprehensive Income
For the year ended December 31, 2019

(Expressed in thousands of Renminbi, unless otherwise stated)

Year ended December 31,
Profit for the year 7,313,283 4,446,261

Other comprehensive income (expense):

Items that will not be reclassified subsequently to profit or loss:

Equity instruments designated as at fair value
through other comprehensive income

Net fair value changes during the year 335,203 (913,992)
Income tax impact (83,801) 228,498
Sub-total 251,402 (685,494)

Items that may be reclassified subsequently to profit or loss:

Debt instruments at fair value through other comprehensive income:

Net fair value changes during the year 153,397 758,923
Reclassification adjustment to profit or loss (183,740) 22,463
Impairment losses under expected credit loss model, net of reversal 3,314 (1,032)
Income tax impact 7,178 (195,089)
Sub-total (19,851) 585,265
Share of other comprehensive income of associates,
net of related income tax 12,008 326
Exchange differences arising from translation of foreign operations 106,710 286,813
Other comprehensive income for the period (net of tax) 350,269 186,910

Total comprehensive income for the period (net of tax) 7,663,552 4,633,171

Attributable to:
Shareholders of the Company and holders of other equity instruments 7,632,650 4,611,896
Non-controlling interests 30,902 21,275

The accompanying notes form an integral part of these consolidated financial statements.
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Consolidated Statement of Financial Position
As at December 31, 2019

(Expressed in thousands of Renminbi, unless otherwise stated)

Non-current assets
Property and equipment
Right-of-use assets
Prepaid lease payment
Goodwill

Other intangible assets
Interests in associates

Equity instruments at fair value through other comprehensive
income

Debt instruments at amortized cost

Financial assets held under resale agreements
Financial assets at fair value through profit or loss
Deferred tax assets

Other non-current assets

19
20

22

24
25
26
32
27

28

As at December 31,

1,540,746 1,628,792

1610549 0
— 431,685
9,671 9,671
15,855 19,121
8,833,586 8,287,924
7,057,809 6,722,607
1,424,662 1,796,608
2,170,301 5,277,749
2,708,857 2,202,967
826,872 868,510
817,565 221,103

Current assets

Advances to customers
Current tax assets

Accounts and other receivables

Debt instruments at fair value through other comprehensive
income

Debt instruments at amortized cost

Financial assets held under resale agreements

Financial assets at fair value through profit or loss
Derivative financial assets

Deposits with exchanges and non-bank financial institutions
Clearing settlement funds

Cash and bank balances

29

30

31
25
26
32
33
34
35

36

55,224,619 42,976,430
180,145 34,668
3,213,572 3,263,335
45,734,307 41,642,341
469,974 47,587
33,509,524 27,766,111
135,437,211 97,921,779
1,805,819 1,150,232
4,780,890 1,431,420
12,471,616 13,796,281
61,927,739 47,433,784

The accompanying notes form an integral part of these consolidated financial statements.
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Consolidated Statement of Financial Position (Continued)
As at December 31, 2019

(Expressed in thousands of Renminbi, unless otherwise stated)

Current liabilities

Short-term borrowings 38
Short-term debt instruments 39
Placements from banks and other financial institutions 40
Accounts payable to brokerage clients 41
Accrued staff costs 42
Other payables and accrued charges 43

Current tax liabilities

Financial liabilities at fair value through profit or loss 44
Derivative financial liabilities 33
Financial assets sold under repurchase agreements 45
Lease liabilities 46
Long-term borrowings due within one year 51
Bonds payable due within one year 53

Equity
Share capital 47
Other equity instruments 48

Capital reserve
Less: Treasury stock 47

Investment revaluation reserve of financial assets at fair value
through other comprehensive income 49

Foreign currency translation reserve
General reserves 50

Retained profits

As at December 31,

3,103,673
33,098,616
7,013,199
61,724,220
5,042,877
6,847,972
57,064
7,918,509
2,183,222
97,706,686
267,627
1,144,880
15,478,614

6,699,409
15,000,000
27,533,939

663,954

542,629
278,786
16,401,426
19,256,086

1,581,861
34,850,476
3,519,000
48,911,748
3,654,135
3,524,201
133,968
7,124,452
1,305,685
61,267,557

\

17,855,355

Total current liabilities - 241,587,159 | 183,728,438
Net current assets - 113,168,257 93,735,530
Total assets less current liabilities - 140,184,730 | 121,202,267

6,699,409
15,000,000
27,533,939

299,070
172,076
13,864,963
17,153,389

Equity attributable to shareholders of the Company - 85,048,321 80,722,846

Non-controlling interests

79,530

69,508

Total equity | | ss.127.851 | 80792354

The accompanying notes form an integral part of these consolidated financial statements.
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Consolidated Statement of Financial Position (Continued)
As at December 31, 2019

(Expressed in thousands of Renminbi, unless otherwise stated)

As at December 31,

Non-current liabilities

Accrued staff costs 42 525,040 787,540
Deferred tax liabilities 27 485,282 148,764
Financial liabilities at fair value through profit or loss 44 2,157,877 2,404,123
Deferred income 122,537 125,734
Lease liabilities 46 984,520 T
Long-term borrowings 52 268,735 1,380,015
Bonds payable 50,512,888 35,563,737
T I T IR

Total equity and non-current liabilities 140,184,730 | 121,202,267

The accompanying notes form an integral part of these consolidated financial statements.

The consolidated financial statements on pages 218 to 365 were approved and authorized for issue by
the board of directors on March 27, 2020 and are signed on its behalf by:

HUO Da XIONG Jiantao
Executive Director, Chairman Executive Director, President
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Other
Share equity
capital | instruments

| o]

At January 1, 2018 6,699409 15,000,000

Profit for the year

Other comprehensive (expense) income
for the year

Total comprehensive (expense) income
for the year

Capital redemption by non- controling
shareholders

Appropriation o general reserve

Distrbution to holders of other equity
instruments (note 55)

Dividends recognized as istribution (note 55

At December 31, 2018 6,699,409

Efect of adoption of RS 16
Profit for the year
Other comprehensive income for the year
--
Appropriation to general reserves

Distrbution to holders of other equity
instruments (note 55)

Dividends recognized as listrbution (note 55)

Repurchase of ordinary shares
Others

At December 31, 2019 6,699,409

15,000,000

Consolidated Statement of Changes in Equity
For the year ended December 31, 2019

(Expressed in thousands of Renminbi, unless otherwise stated)

Equity attributable to shareholders of the Company

T
revaluation
reserve of
financial
assets at
fair value
through
other Non-
Capital Treasury Jcomprehensive | Translation General Retained controlling
TEServes income reserve TEServes profits Sub-total interests
I Y AN Y I
27,533,939 - 398973 (114737) 12,790,340 16,923,112 79,231,036 103,555 79,334,591
- - - - - 4,424,986 4424986 12715 4,446,261
- (99,903) 286,813 - 186,910 - 186,910
-- (99,903) 286,813 - 4,424,986 4,611,896 1205 4,633,171
- - - - - - - (11,998) (11,998)
- - - - 1,074,623 (1,074,623) - - -
- - - - - (802,090) (802,090 - (802,090)
- - (2,317,9%) (2,317,99) (43,34) (2,361,320)
o | -] wmoo ] mos | s | nmas | s sas0s | an7an354
- - (72,487) (12.487) - (12.487)
ome | -] mo|  ms | s | nome | sossoss msts | somme6r
- - 7,281,381 728,381 30902 7,313,283
- 213559 106,710 - 350,269 - 350,69
- 1,944,678 (1,944,678)
- - - - - (802,090) (802,090) - (802,090)
- - - - - (1,768,644) (1,768,644) (20,880) (1,789,524)
- (663,954) - - - - (663,954) - (663,954)
- 591,785 (591,785)
27,533,939

(663954 m et | taonas | tooseoss | a5 Tl
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Consolidated Statement of Cash Flows
For the year ended December 31, 2019

(Expressed in thousands of Renminbi, unless otherwise stated)

OPERATING ACTIVITIES

Profit before income tax 8,773,637 5,447,485
Adjustments for:

Interest expenses 6,393,610 6,340,505
Share of results of associates (882,008) (917,473)
Depreciation and amortization 530,908 216,391
Impairment losses, net 95,583 124,248
Losses on disposal of property and equipment, other intangible assets and

other non-current assets, net 2,754 1,230
Foreign exchange (gains) losses, net (30,189) 75,487
Net realized (gains) losses from disposal of financial assets at fair value

through other comprehensive income (183,740) 22,463
Dividend income and interest income on financial assets at fair value

through other comprehensive income (2,167,290) (1,808,581)
Unrealized fair value changes in financial instruments at fair value through

profit or loss (2,089,290) 680,300
Unrealized fair value changes in derivative financial instruments 66,027 (38,296)
(Increase) decrease in advances to customers (12,096,676) 17,239,589
Increase in other current assets (666,807) (674,903)
(Increase) decrease in financial assets held under resale agreements (2,788,974) 3,050,168

Increase in financial instruments at fair value through profit or loss, net (34,895,689) (20,577,688)

Increase in deposits with exchanges and non-bank financial institutions (3,349,470) (206,942)
Decrease in clearing settlement funds 1,757,796 143,640
(Increase) decrease in cash held on behalf of customers (12,895,839) 2,381,578
Increase (decrease) in accounts payable to brokerage clients 12,679,565 (2,183,587)
Increase (decrease) in accrued staff costs 1,126,242 (986,470)
Increase in other current liabilities 3,312,085 886,059
Increase in financial assets sold under repurchase agreements 36,364,189 27,817,631

Increase in placements from banks and other financial institutions 3,500,000 2,030,000

| Cashfromoperation | 2556424 39062834 |

Income taxes paid (1,381,980) (632,865)
Interest paid (2,323,934) (1,739,044)

NET CASH (USED IN) FROM OPERATING ACTIVITIES (1,149,490) 36,690,925
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Consolidated Statement of Cash Flows (Continued)
For the year ended December 31, 2019

(Expressed in thousands of Renminbi, unless otherwise stated)

INVESTING ACTIVITIES
Dividends and interest received from investments 2,422,525 1,900,175

Purchase of property and equipment,other intangible assets and other
non-current assets (241,338) (461,339)

Proceeds from disposal of property and equipment, other intangible assets
and other non-current assets 1,793 1,297

Net purchase or proceeds from disposal of debt instruments at fair value
through other comprehensive income (3,934,246) (19,708,161)

Net purchase or proceeds from disposal of debt instruments at amortized cost (47,832)

NET CASH USED IN INVESTING ACTIVITIES (1,799,098) | (18,268,028)

FINANCING ACTIVITIES

Dividends paid to shareholders and other equity instrument holders (2,591,614) (3,163,410)
Interest payment of bonds and short-term debt instruments (4,265,247) (4,157,576)
Interest payment of borrowings (115,555) (133,595)
Interest payment of lease liabilities (37,418) \
Repayment of bonds and short-term debt instruments (98,020,130) (87,200,340)
Proceeds from bonds and short-term debt instruments 109,284,840 78,935,720
Repayment of lease liabilities (278,287) \
Net repayment or proceeds from short-term borrowings 1,447,534 (5,230,149)
Net repayment or proceeds from long-term borrowings — (121,317)
Repurchase of ordinary shares (663,954) —
Other financing activities payments (11,998)

NET CASH FROM (USED IN) FINANCING ACTIVITIES 4,760,169 | (21,082,665)
NET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS 1,811,581 | (2.659,768)
CASH AND CASH EQUIVALENTS AT THE BEGINNING OF THE YEAR m 13,371,687

Effect of foreign exchange rate changes 219,040 431,200

CASH AND CASH EQUIVALENTS AT THE END OF THE YEAR 13,173,740 m

NET CASH FLOWS FROM OPERATING ACTIVITIES INCLUDE
Interest received 6,282,046 6,546,697
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Notes to the Consolidated Financial Statements
For the year ended December 31, 2019
(Expressed in thousands of Renminbi, unless otherwise stated)

1. CORPORATE INFORMATION

China Merchants Securities Co., Ltd (the “Company”) was formerly established as a securities
department of China Merchants Bank Co., Ltd.. On August 1, 1993, with the approval of People’s Bank of
China (Shenzhen branch) and Shenzhen Administration for Industry and Commerce, the Company was duly
established as the Securities Department of China Merchants Bank Co., Ltd. (R #R1TRE % 5 73F). On August
26, 1994, the Securities Department of China Merchants Bank Co., Ltd. was renamed as Shenzhen CMB
Securities Company AINFRIRFE AR F]). On September 28, 1994, Shenzhen CMB Securities Company (F3I|
HIRFEFH A 7)) further changed its name to CMB Securities Company ({385 % 2 7). On November 6, 1998,
with the approval of People’s Bank of China and China Securities Regulatory Commission, CMB Securities
Company (FRIRFE# A F]) increased its paid-in capital and changed its name to Guotong Securities Limited
Liability Company (RiBESBREE A F)).

After completion of registration with Shenzhen Administration for Industry and Commerce, Guotong
Securities Limited Liability Company (B3 7% % B R & (£ 2 7)) restructured and changed its name to Guotong
Securities Co., Ltd. (3@ 751 B R 2 R]) on December 26, 2001, with The Approval to The Resolution
about Managing The State-owned Shares of Guotong Securities Co., Ltd. (BEl#@ZEHKMHER QA (Cai Qi
[2001] No. 723) issued by the Ministry of Finance of the People’s Republic of China (“PRC"), The Approval
for Changing the Name of Guotong Securities Co., Ltd. (B3B8 FH AR D B R A 7)) (Zheng Jian Ji Gou Zi [2001]
No. 285) issued by the China Securities Regulatory Commission, and The Approval for Equity Restructuring
of Guotong Securities Co., Ltd. (B3@EHR M AR A F)) (Shen Fu Gu [2001] NO 49) iSSUGd by the l\/lunicipal
Government of Shenzhen. On June 28, 2002, Guotong Securities Co., Ltd. (BlBEFH B R A F]) was
renamed as China Merchants Securities Co., Ltd. ((FBEG B 5D B A 7).

On November 2, 2009, with the approval by China Securities Regulatory Commission ([2009] No. 1132),
the Company launched its initial public offering of 358,546,141 A shares. On November 17, 2009, the
Company started to be listed on the Shanghai Stock Exchange. The Company’s ultimate holding company is
China Merchants Group Limited (“CMG"). CMG is a PRC enterprise regulated and directly managed by the
State-Owned Assets Supervision and Administration Commission of the State Council and CMG is owned and
controlled by the PRC Government.

On October 7, 2016, with the approval by China Securities Regulatory Commission ([2016] No. 1735),
the Company issued RMB 891,273,800 H Shares, which were listed on the Main Board of The Stock Exchange
of Hong Kong Limited (the “Hong Kong Stock Exchange”).

As at December 31, 2019, the Company’s registered capital was RMB 6,699,409,329 and the Company
has a total of 6,699,409,329 issued shares of RMB 1 each.

The address of the registered office and principal place of business of the Company is No. 111, 1st
Fuhua Road, Futian District, Shenzhen, Guangdong, the PRC. The Company and its subsidiaries (collectively
referred to as the “Group”) are principally engaged in securities brokerage, securities financial advisory,
financial advisory relating to securities trading and securities investment activities, securities underwriting
and sponsorship, proprietary trading, asset management, margin financing and securities lending, securities
investment fund distribution, intermediary services to futures company, agency sales of financial products,
insurance agency and securities investment management.

The consolidated financial statements are presented in Renminbi (“RMB"), which is the same as
functional currency of the Company. All financial statements and notes to the consolidated financial
statements are presented in RMB and has been rounded to the nearest thousands, except when otherwise
indicates.
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Notes to the Consolidated Financial Statements (Continued)
For the year ended December 31, 2019
(Expressed in thousands of Renminbi, unless otherwise stated)

2. APPLICATION OF NEW AND AMENDMENTS TO INTERNATIONAL FINANCIAL
REPORTING STANDARDS (“IFRSs")

New and Amendments to IFRSs that are mandatorily effective for the current year.

The Group has applied the following new and amendments to IFRSs issued by the International
Accounting Standards Board (“IASB"”) for the first time in the current year.

IFRS 16 Leases

IFRIC 23 Uncertainty over Income Tax Treatments
Amendments to IAS 19 Plan Amendment, Curtailment or Settlement
Amendments to IAS 28 Long-term Interests in Associates and Joint Ventures
Amendments to IFRSs Annual Improvements to IFRSs 2015-2017 Cycle

Except as described below, the application of the new and amendments to IFRSs in the current year has
had no material impact on the Group's financial performance and positions for the current and prior years and
on the disclosures set out in these consolidated financial statements.

2.1 IFRS 16 Leases

The Group has applied IFRS 16 for the first time in the current year. IFRS 16 superseded IAS 17 Leases
("IAS 17"), and the related interpretations.

Definition of a lease

A contract is, or contains, a lease if the contract conveys the right to control the use of an identified asset
for a period of time in exchange for consideration.

The Group has elected the practical expedient to apply IFRS 16 to contracts that were previously
identified as leases applying IAS 17 and IFRIC 4 Determining whether an Arrangement contains a Lease and
not apply this standard to contracts that were not previously identified as containing a lease. Therefore, the
Group has not reassessed contracts which already existed prior to the date of initial application.

For contracts entered into or modified on or after the date of initial application, the Group assesses
whether a contract is or contains a lease based on the definition under IFRS 16 at inception or modification
date. Such contract will not be reassessed unless the terms and conditions of the contract are subsequently
changed.
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Notes to the Consolidated Financial Statements (Continued)
For the year ended December 31, 2019
(Expressed in thousands of Renminbi, unless otherwise stated)

2. APPLICATION OF NEW AND AMENDMENTS TO INTERNATIONAL FINANCIAL
REPORTING STANDARDS (“IFRSs") (Continued)

2.1 IFRS 16 Leases (Continued)
As a lessee

The Group has applied IFRS 16 retrospectively with the cumulative effect recognized at the date of initial
application, January 1, 2019.

As at January 1, 2019, the Group recognized additional lease liabilities and measured right-of-use assets
at the carrying amounts as if IFRS 16 had been applied since commencement dates, but discounted using the
incremental borrowing rates of the relevant group entities at the date of initial application by applying IFRS
16.C8(b)(i) transition. Any difference at the date of initial application is recognized in the opening retained
profits and comparative information has not been restated.

When applying the modified retrospective approach under IFRS 16 at transition, the Group applied the
following practical expedients to leases previously classified as operating leases under IAS 17, on lease-by-
lease basis, to the extent relevant to the respective lease contracts:

i. relied on the assessment of whether leases are onerous by applying IAS 37 Provisions, Contingent
Liabilities and Contingent Assets as an alternative of impairment review;

i. elected not to recognize right-of-use assets and lease liabilities for leases with lease term ends
within 12 months of the date of initial application;

iii. excluded initial direct costs from measuring the right-of-use assets at the date of initial application;

iv. applied a single discount rate to a portfolio of leases with a similar remaining terms for similar class
of underlying assets in similar economic environment; and

v. used hindsight based on facts and circumstances as at date of initial application in determining the
lease term for the Group’s leases with extension and termination options.

When recognizing the lease liabilities for leases previously classified as operating leases, the Group
has applied incremental borrowing rates of the relevant group entities at the date of initial application. The
lessee’s incremental borrowing rate ranged from 2.69% to 3.91% per annum.

At

January 1,

2019

Operating lease commitments disclosed as at December 31, 2018 955,091
Lease liabilities discounted at relevant incremental borrowing rates 882,241
Add: Extension options reasonably certain to be exercised 465,053
Less: Recognition exemption short-term leases (31,942)

Lease liabilities relating to operating leases recognized upon

application of IFRS 16 as at January 1, 2019 1,315,352
Analyzed as
Current 280,424
Non-current 1,034,928
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Notes to the Consolidated Financial Statements (Continued)
For the year ended December 31, 2019
(Expressed in thousands of Renminbi, unless otherwise stated)

2. APPLICATION OF NEW AND AMENDMENTS TO INTERNATIONAL FINANCIAL
REPORTING STANDARDS (“IFRSs") (Continued)

2.1 IFRS 16 Leases (Continued)

As a lessee (Continued)

The carrying amount of right-of-use assets as at January 1, 2019 comprises the following:

At
January 1,
2019
By class:
Land and buildings 1,234,654

The following adjustments were made to the amounts recognized in the consolidated statement of
financial position at January 1, 2019. Line items that were not affected by the changes have not been
included.

Carrying
amounts Carrying
previously amounts

reported at under IFRS 16
December 31, at January 1,
2018 | Adjustments 2019

Non-current assets

Prepaid lease payment 431,685 (431,685)

Lease liabilities 280,424 280,424

Equity

Non-current liabilities

Note:  For the purpose of reporting cash flows from operating activities under indirect method for the year
ended December 31, 2019, movements in working capital have been computed based on opening
consolidated statement of financial position as at January 1, 2019 as disclosed above.
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Notes to the Consolidated Financial Statements (Continued)
For the year ended December 31, 2019
(Expressed in thousands of Renminbi, unless otherwise stated)

2. APPLICATION OF NEW AND AMENDMENTS TO INTERNATIONAL FINANCIAL
REPORTING STANDARDS (“IFRSs”) (Continued)

New and revised IFRSs issued but not yet effective

The Group has not early applied the following new and amendments to IFRSs that have been issued but
are not yet effective.

IFRS 17 Insurance Contracts'
Amendments to IFRS 3 Definition of a Business?
Amendments IFRS 10 and IAS 28 Sale or Contribution of Assets between an Investor and its

Associate or Joint Venture?
Amendments to IAS 1 Classification of Liabilities as Current or Non-current®
Amendments to IAS 1 and IAS 8 Definition of Material*

Amendments to IFRS 9, IAS 39, Interest Rate Benchmark Reform#*
and IFRS 7

! Effective for annual periods beginning on or after January 1, 2021

2 Effective for business combination or asset acquisition for which the acquisition date is on or after the
beginning of the first annual period beginning on or after January 1, 2020

3 Effective for annual periods beginning on or after a date to be determined
4 Effective for annual periods beginning on or after January 1, 2020
5 Effective for annual periods beginning on or after January 1, 2022

In addition to the above new and amendments to IFRSs, a revised Conceptual Framework for Financial
Reporting was issued in 2018. Its consequential amendments, the Amendments to References to the
Conceptual Framework in IFRS Standards, will be effective for annual periods beginning on or after January 1,
2020.

The directors of the Company anticipate that the application of all the new and amendments to IFRSs will
have no material impact on the consolidated financial statement in the foreseeable future.
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Notes to the Consolidated Financial Statements (Continued)
For the year ended December 31, 2019
(Expressed in thousands of Renminbi, unless otherwise stated)

3. SIGNIFICANT ACCOUNTING POLICIES

The consolidated financial statements have been prepared in accordance with the following accounting
policies which conform with IFRSs. In addition, the consolidated financial statements include applicable
disclosures required by the Rules Governing the Listing of Securities on the Hong Kong Stock Exchange and
by the Hong Kong Companies Ordinance.

The consolidated financial statements have been prepared on the historical cost basis except for certain
financial instruments that are measured at fair values at the end of each reporting period, as explained in the
accounting policies set out below. Historical cost is generally based on the fair value of the consideration given
in exchange for goods and services.

Fair value is the price that would be received to sell an asset or paid to transfer a liability in an orderly
transaction between market participants at the measurement date, regardless of whether that price
is directly observable or estimated using another valuation technique. In estimating the fair value
of an asset or a liability, the Group takes into account the characteristics of the asset or liability if
market participants would take those characteristics into account when pricing the asset or liability at
the measurement date. Fair value for measurement and/or disclosure purposes in these consolidated
financial statements is determined on such a basis, except for leasing transactions that are accounted
for in accordance with IFRS 16 (since 1 January 2019) or IAS 17 (before application of IFRS 16), and
measurements that have some similarities to fair value but are not fair value, such as value in use in IAS
36 Impairment of Assets.

For financial instruments which are transacted at fair value and a valuation technique that unobservable
inputs is to be used to measure fair value in subsequent periods, the valuation technique is calibrated so
that at initial recognition the results of the valuation technique equals the transaction price.

For financial reporting purposes, fair value measurements are categorized into Level 1, 2 or 3 based on
the degree to which the inputs to the fair value measurements are observable and the significance of the
inputs to the fair value measurement in its entirety, which are described as follows:

o Level 1: Inputs are quoted prices (unadjusted) in active market for identical assets or liabilities that
the entity can access at the measurement date;

o Level 2: Inputs are inputs, other than quoted prices included within Level 1, that are observable for
the asset or liability, either directly or indirectly;

o Level 3: Inputs are unobservable inputs for the asset or liability.

The principal accounting policies are set out below.
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Notes to the Consolidated Financial Statements (Continued)
For the year ended December 31, 2019
(Expressed in thousands of Renminbi, unless otherwise stated)

3. SIGNIFICANT ACCOUNTING POLICIES (Continued)
Basis of consolidation

The consolidated financial statements incorporate the financial statements of the Company and entities
(including structured entities) controlled by the Company and its subsidiaries. Control is achieved where the
Company:

(@) has power over the investee;
(b) is exposed, or has rights, to variable returns from its involvement with the investee; and
(c) has the ability to use its power to affect its returns.

The Group reassesses whether or not it controls an investee if facts and circumstances indicate that there
are changes to one or more of the three elements of control listed above.

When the Group has less than a majority of the voting rights of an investee, it has power over the
investee when the voting rights are sufficient to give it the practical ability to direct the relevant activities of
the investee unilaterally. The Group considers all relevant facts and circumstances in assessing whether or not
the Group’s voting rights in an investee are sufficient to give it power, including:

e the size of the Group’s holding of voting rights relative to the size and dispersion of holdings of the
other vote holders;

o potential voting rights held by the Group, other vote holders or other parties;
o rights arising from other contractual arrangements; and

e any additional facts and circumstances that indicate that the Group has, or does not have, the
current ability to direct the relevant activities at the time that decisions need to be made, including
voting patterns at previous shareholders’ meetings.

Consolidation of a subsidiary begins when the Group obtains control over the subsidiary and ceases
when the Group loses control of the subsidiary. Investments in subsidiaries are stated at cost less accumulated
impairment loss, if any, in the Company’s statement of financial position. Specifically, income and expenses
of a subsidiary acquired or disposed of during the year are included in the consolidated statement of profit or
losses from the date the Group gains control until the date when the Group ceases to control the subsidiary.
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Notes to the Consolidated Financial Statements (Continued)
For the year ended December 31, 2019
(Expressed in thousands of Renminbi, unless otherwise stated)

3. SIGNIFICANT ACCOUNTING POLICIES (Continued)
Basis of consolidation (Continued)

Profit or loss and each item of other comprehensive income are attributed to the owners of the Company
and to the non-controlling interests. Total comprehensive income of subsidiaries is attributed to the owners of
the Company and to the non-controlling interests even if this results in the non-controlling interests having a
deficit balance.

When necessary, adjustments are made to the financial statements of subsidiaries to bring their
accounting policies into line with the Group’s accounting policies.

All intragroup assets and liabilities, equity, income, expenses and cash flows relating to transactions
between members of the Group are eliminated in full on consolidation.

Non-controlling interests in subsidiaries are presented separately from the Group’s equity therein, which
represent present ownership interests entitling their holders to a proportionate share of net assets of the
relevant subsidiaries upon liquidation.

Changes in the Group’s interests in subsidiaries that do not result in the Group losing control over
the subsidiaries are accounted for as equity transactions. The carrying amounts of the Group’s relevant
components of equity and the non-controlling interests are adjusted to reflect the changes in their relative
interests in the subsidiaries, including re-attribution of relevant reserves between the Group and the non-
controlling interests according to the Group’s and the non-controlling interests’ proportionate interests.

Any difference between the amount by which the non-controlling interests is adjusted and the fair
value of the consideration paid or received is recognized directly in equity and attributed to owners of the
Company. When the Group loses control of a subsidiary, it (i) derecognizes the carrying amount of any non-
controlling interests in the former subsidiary at the date when control is lost (including any components of
other comprehensive income attributable to them) and (ii) derecognizes the assets (including any goodwill)
and liabilities of the subsidiary at their carrying amounts at the date when control is lost. When assets and
liabilities of the subsidiary are carried at revalued amounts or fair values and the related cumulative gain or
loss has been recognized in other comprehensive income and accumulated in equity, the amounts previously
recognized in other comprehensive income and accumulated in equity are accounted for as if the Group
had directly disposed of the related assets and liabilities. The fair value of any investment retained in the
former subsidiary at the date when control is lost which is regarded as the fair value on initial recognition for
subsequent accounting under IFRS 9 or, when applicable, the cost on initial recognition of an investment in
an associate.
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3. SIGNIFICANT ACCOUNTING POLICIES (Continued)
Structured entities

The Group serves as the manager of collective asset management schemes, funds and partnerships.
These collective asset management schemes, funds and partnerships invest mainly in equities, debt securities,
cash and cash equivalents and securities-backed lending under resales agreements. The Group's proportion of
ownership in these structured entities can fluctuate from day to day according to the Group’s and third-party
participation in them. Where the Group is deemed to control such collective asset management schemes,
funds and partnerships, with control determined based on an analysis of the guidance in IFRS 10 Consolidated
financial statements, they are consolidated, with the interests of parties other than the Group being classified
as liabilities because there is a contractual obligation for the relevant group entity as an issuer to repurchase
or redeem units in such collective asset management schemes, funds and partnerships for cash. These are
presented as “Financial liabilities at fair value through profit or loss” in the consolidated statement of financial
position.

Business combinations

Acquisitions of businesses are accounted for using the acquisition method. The consideration transferred
in a business combination is measured at fair value, which is calculated as the sum of the acquisition-date fair
values of the assets transferred by the Group, liabilities incurred by the Group to the former owners of the
acquiree and the equity interests issued by the Group in exchange for control of the acquiree. Acquisition-
related costs are generally recognized in profit or loss as incurred.

At the acquisition date, the identifiable assets acquired and the liabilities assumed are recognized at their
fair value, except that:

(1) deferred tax assets or liabilities, and assets or liabilities related to employee benefit arrangements
are recognized and measured in accordance with IAS 12 Income taxes and IAS 19 Employee benefits
respectively;

(2) liabilities or equity instruments related to share-based payment arrangements of the acquiree or share-
based payment arrangements of the Group entered into to replace share-based payment arrangements
of the acquiree are measured in accordance with IFRS 2 Share-based payment at the acquisition date;
and

(3) assets (or disposal groups) that are classified as held for sale in accordance with IFRS 5 Non-current assets
held for sale and discontinued operations are measured in accordance with that standard.

(4) lease liabilities are recognized and measured at the present value of the remaining lease payments (as
defined in IFRS 16) as if the acquired leases were new leases at the acquisition date, except for leases for
which (a) the lease term ends within 12 months of the acquisition date; or (b) the underlying asset is of
low value. Right-of-use assets are recognized and measured at the same amount as the relevant lease
liabilities, adjusted to reflect favourable or unfavourable terms of the lease when compared with market
terms.
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3. SIGNIFICANT ACCOUNTING POLICIES (Continued)
Business combinations (Continued)

Goodwill is measured as the excess of the sum of the consideration transferred, the amount of any non-
controlling interests in the acquiree, and the fair value of the acquirer’s previously held equity interest in
the acquiree (if any) over the net of the acquisition-date amounts of the identifiable assets acquired and the
liabilities assumed. If, after re-assessment, the net of the acquisition-date amounts of the identifiable assets
acquired and liabilities assumed exceeds the sum of the consideration transferred, the amount of any non-
controlling interests in the acquiree and the fair value of the acquirer’s previously held interest in the acquiree
(if any), the excess is recognized immediately in profit or loss as a bargain purchase gain.

Non-controlling interests that are present ownership interests and entitle their holders to a proportionate
share of the entity’'s net assets in the event of liquidation may be initially measured either at fair value or at
the non-controlling interests’ proportionate share of the recognized amounts of the acquiree’s identifiable net
assets. The choice of measurement basis is made on a transaction-by-transaction basis.

When a business combination is achieved in stages, the Group’s previously held equity interest in the
acquiree is remeasured to fair value at the acquisition date (i.e. the date when the Group obtains control),
and the resulting gain or loss, if any, is recognized in profit or loss or other comprehensive income, as
appropriate. Amounts arising from interests in the acquiree prior to the acquisition date that have previously
been recognized in other comprehensive income and measured under IFRS 9 Financial Instruments would be
accounted for on the same basis as would be required if the Group had disposed directly of the previously held
equity interest.

Foreign currencies

When the Company receives capital in foreign currencies from investors, the capital is translated to
functional currency at the spot exchange rate on the date of receipt. Other foreign currency transactions
are, on initial recognition, translated to functional currency at the spot exchange rates or the rates that
approximate the spot exchange rates on the dates of the transactions.

A spot exchange rate is an exchange rate quoted by the “People’s Bank of China”, the State
Administrative of Foreign Exchange or a cross rate determined based on quoted exchange rates. A rate that
approximates the spot exchange rate is a rate determined under a systematic and rational method, normally
the average exchange rate of the current year.

Monetary items denominated in foreign currencies are translated to functional currency at the spot
exchange rate at the end of the year. The resulting exchange differences are recognized in profit or loss.
Non-monetary items denominated in foreign currencies that are measured at historical cost are translated
to functional currency using the foreign exchange rate at the transaction date. Non-monetary items
denominated in foreign currencies that are measured at fair value are translated using the foreign exchange
rate on the date the fair value is determined; the resulting exchange differences are recognized in profit or
loss.
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3. SIGNIFICANT ACCOUNTING POLICIES (Continued)

Foreign currencies (Continued)

The assets and liabilities of foreign operation are translated to presentation currency at the spot
exchange rate at the end of reporting period. The equity items, excluding “retained profits”, are translated to
presentation currency at the spot exchange rates at the transaction dates. The income and expenses of foreign
operation are translated to presentation currency at the rates that approximate the spot exchange rates. The
resulting translation differences are recognized in other comprehensive income and reclassified from equity to
profit or loss on disposal or partial disposal of the Company’s interests in associates.

Cash and cash equivalents

Cash and cash equivalents comprise cash on hand, demand deposits, and short-term, highly liquid
investments, which are readily convertible into known amounts of cash and are subject to insignificant risk of
change in value.

Goodwill

Goodwill represents the excess of:

(1) the aggregate of the fair value of the consideration transferred, the amount of any non-controlling
interest in the acquiree and the fair value of the Group’s previously held equity interest in the
acquiree; or

(2) the net fair value of the acquiree’s identifiable assets and liabilities measured as at the acquisition
date.

When (2) is greater than (1), then this excess is recognized immediately in profit or loss as a gain on a
bargain purchase.

Goodwill arising on an acquisition of a business is carried at cost as established at the date of acquisition
of the business (see the accounting policy above) less accumulated impairment losses, if any.

For the purposes of impairment testing, goodwill is allocated to each of the Group’s cash-generating
units (or groups of cash-generating units) that is expected to benefit from the synergies of the combination.
A cash-generating unit to which goodwill has been allocated is tested for impairment annually, or more
frequently when there is an indication that the unit may be impaired. For goodwill arising on an acquisition
in a reporting period, the cash-generating unit to which goodwill has been allocated is tested for impairment
before the end of that reporting period. If the recoverable amount of the cash-generating unit is less than
the carrying amount of the unit, the impairment loss is allocated first to reduce the carrying amount of any
goodwill allocated to the unit and then to the other assets of the unit on a pro-rata basis based on the carrying
amount of each asset in the unit. Any impairment loss for goodwill is recognized directly in profit or loss. An
impairment loss recognized for goodwill is not reversed in subsequent periods.

On disposal of the relevant cash-generating unit, the attributable amount of goodwill is included in
the determination of the amount of profit or loss on disposal. The Group’s policy for goodwill arising on the
acquisition of associates is described below.
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3. SIGNIFICANT ACCOUNTING POLICIES (Continued)
Interests in associates

An associate is an entity over which the Group has significant influence. Significant influence is the
power to participate in the financial and operating policy decisions of the investee but is not control or joint
control over those policies.

The results and assets and liabilities of associates are incorporated in the consolidated financial
statements using the equity method of accounting, unless it is classified as held for sale. The financial
statements of associates used for equity accounting purposes are prepared using uniform accounting policies
as those of the Group for like transactions and events in similar circumstances.

Under the equity method, an investment in an associate is initially recognized in the consolidated
statement of financial position at cost and adjusted thereafter to recognize the Group’s share of the profit
or loss and other comprehensive income of the associate. When the Group’s share of losses of an associate
exceeds the Group’s interest in that associate (which includes any long-term interests that, in substance, form
part of the Group’s net investment in the associate), the Group discontinues recognizing its share of further
losses. Additional losses are recognized only to the extent that the Group has incurred legal or constructive
obligations or made payments on behalf of the associate.

An investment in an associate is accounted for using the equity method from the date on which the
investee becomes an associate. On acquisition of the investment in an associate, any excess of the cost of the
investment over the Group’s share of the net fair value of the identifiable assets and liabilities of the investee
is recognized as goodwill, which is included within the carrying amount of the investment. Any excess of the
Group's share of the net fair value of the identifiable assets and liabilities over the cost of the investment, after
reassessment, is recognized immediately in profit or loss in the period in which the investment is acquired.

The Group assesses whether there is an objective evidence that the interest in an associate may be
impaired. When any objective evidence exist, the entire carrying amount of the investment (including
goodwill) is tested for impairment in accordance with IAS 36 Impairment as a single asset by comparing its
recoverable amount (higher of value in use and fair value less costs of disposal) with its carrying amount.
Any impairment loss recognized forms part of the carrying amount of the investment. Any reversal of that
impairment loss is recognized in accordance with IAS 36 to the extent that the recoverable amount of the
investment subsequently increases.

Upon disposal or partial disposal of the Group’s interest in an associate in which the Group lost
significant influence and discontinued the use of equity method, any retained interest that is within the scope
of IFRS 9 is measured at fair value on that date, the difference between the carrying amount of the associate
at the date, and the proceeds from disposing of such interest (or partial interest) in the associate and the fair
value of the retained interest is included in the determination of the gain or loss on disposal of the associate.
In addition, the Group accounts for all amounts previously recognized in their comprehensive income in
relation to that associate on the same basis as would be required if that associate had directly disposed of the
related asset or liabilities. Therefore, if a gain or loss previously recognized in other comprehensive income
by that associate would be reclassified to profit or loss on the disposal of the related assets or liabilities, the
Group reclassifies the gain or loss from equity to profit or loss.
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3. SIGNIFICANT ACCOUNTING POLICIES (Continued)

Interests in associates (Continued)

When the Group reduces its ownership interest in an associate but the Group continues to use the equity
method, the Group reclassifies to profit or loss the proportion of the gain or loss that had previously been
recognized in other comprehensive income relating to that reduction in ownership interest if that gain or loss
would be reclassified to profit or loss on the disposal of the related assets or liabilities.

When a group entity transacts with an associate of the Group (such as a sale or contribution of
assets), profits and losses resulting from the transactions with the associate are recognized in the Group’s
consolidated financial statements only to the extent of interests in the associate that are not related to the
Group.

When an investment in an associate is held by, or is held indirectly through, a group entity that is
a venture capital organization and similar entities, the Group may elect to measure investments in those
associates at fair value through profit or loss in accordance with IFRS 9.

Property and equipment and other non-current assets

Property and equipment including buildings and leasehold land (classified as finance leases) and other
non-current assets including leasehold improvement and deferred expenses for use in the supply of services,
or for administrative purposes (other than construction in progress) are stated in the consolidated statement
of financial position at cost less subsequent accumulated depreciation/amortization and subsequent
accumulated impairment losses, if any.

Depreciation/amortization is recognized so as to write off their costs, other than construction in
progress, less their residual values over their estimated useful lives, using straight-line method. The estimated
useful lives, residual values and depreciation/amortization method are reviewed at the end of each reporting
period, with the effect of any changes in estimate accounted for on a prospective basis.

Construction in progress is carried at cost, less any recognized impairment loss. Costs include
professional fees and, for qualifying assets, borrowing costs capitalized in accordance with the Group's
accounting policy. Such properties are classified to the appropriate categories when completed and ready
for intended use. Depreciation/amortization of these assets, on the same basis as other property assets,
commences when the assets are ready for their intended use.

An item of property and equipment and other non-current assets is derecognized upon disposal or when
no future economic benefits are expected to arise from the continued use of the asset. Any gain or loss arising
on the disposal or retirement is determined as the difference between the sales proceeds and the carrying
amount of the asset and is recognized in profit or loss.

If an item of property and equipment becomes an investment property because its use has changed as
evidenced by end of owner-occupation, the cost and accumulated depreciation of that item at the date of
transfer are transferred to investment property for subsequent measurement and disclosure purposes.
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3. SIGNIFICANT ACCOUNTING POLICIES (Continued)
Property and equipment and other non-current assets (Continued)

The estimated residual value rates and useful lives of each class of property and equipment and other
non-current assets are as follows:

Estimated

residual
Classes value rates Useful lives
Leasehold land and buildings 5% 30-50 years
Motor vehicles 5% 5 years
Electronic and communication equipment 5% 5 years
Office equipment 5% 5 years

Intangible assets
Intangible assets acquired separately

Intangible assets with finite useful lives that are acquired separately are carried at cost less accumulated
amortization and any accumulated impairment losses. Amortization for intangible assets with finite useful
lives is recognized on a straight-line basis over their estimated useful lives. The estimated useful life and
amortization method are reviewed at the end of each reporting period, with the effect of any changes in
estimates being accounted for on a prospective basis. Intangible assets with indefinite useful lives that are
acquired separately are carried at cost less any subsequent accumulated impairment losses (see the accounting
policy in respect of impairment on non-financial assets other than goodwill below).

The estimated useful lives of each class of intangible assets with finite useful life are as follows:

Classes Useful lives

Trading rights 10 years
Others 5 years
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3. SIGNIFICANT ACCOUNTING POLICIES (Continued)
Intangible assets (Continued)
Intangible assets acquired in a business combination

The intangible assets acquired in the business combination shall be separately recognized from the
goodwill, and shall be initially recognized based on the fair value at the acquisition date (as the cost of the
intangible assets). After the initial recognition, the intangible assets with limited useful lives obtained in the
business combination shall be presented on the same basis as the intangible assets obtained separately, and
shall be presented according to the cost minus accumulated amortization and any accumulated impairment
losses. Intangible assets with indefinite useful lives obtained in a business combination are stated at cost
less any subsequent accumulated impairment losses. (Please refer to the accounting policy related to the
impairment on non-financial assets other than goodwill below).

An intangible asset is derecognized when it is disposed of or it is expected that its use or disposal will
no longer generate future economic benefits. The gains or losses arising from derecognition of an intangible
asset are measured as the difference between the net disposal proceeds and the carrying amount of the asset,
and are recognized in profit or loss on derecognition of the asset.

Impairment on non-financial assets other than goodwill

At the end of the reporting period, the Group reviews the carrying amounts of its property and
equipment, right-of-use assets, investment property, intangible assets with finite useful lives, and other non-
current assets to determine whether there is any indication that those assets have suffered an impairment loss.
If any such indication exists, the recoverable amount of the asset is estimated in order to determine the extent
of the impairment loss, if any. When it is not possible to estimate the recoverable amount of an individual
asset, the Group estimates the recoverable amount of the cash-generating unit to which the asset belongs.
When a reasonable and consistent basis of allocation can be identified, corporate assets are also allocated
to individual cash-generating units, or otherwise they are allocated to the smallest group of cash-generating
units for which a reasonable and consistent allocation basis can be identified.

Intangible assets with indefinite useful lives are tested for impairment at least annually, and whenever
there is an indication that they may be impaired.

Recoverable amount is the higher of fair value less costs of disposal and value in use. In assessing value
in use, the estimated future cash flows are discounted to their present value using a pre-tax discount rate that
reflects current market assessments of the time value of money and the risks specific to the asset for which
the estimates of future cash flows have not been adjusted.

If the recoverable amount of an asset (or a cash-generating unit) is estimated to be less than its carrying
amount, the carrying amount of the asset (or the cash-generating unit) is reduced to its recoverable amount.
An impairment loss is recognized immediately in profit or loss.

Where an impairment loss subsequently reverses, the carrying amount of the asset (or the cash-
generating unit) is increased to the revised estimate of its recoverable amount, but so that the increased
carrying amount does not exceed the carrying amount that would have been determined had no impairment
loss been recognized for the asset (or the cash-generating unit) in prior years. A reversal of an impairment loss
is recognized immediately in profit or loss.
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3. SIGNIFICANT ACCOUNTING POLICIES (Continued)
Leases
Definition of a lease (upon application of IFRS 16 in accordance with transitions in note 2)

A contract is, or contains, a lease if the contract conveys the right to control the use of an identified asset
for a period of time in exchange for consideration.

For contracts entered into or modified or arising from business combinations on or after the date of
initial application, the Group assesses whether a contract is or contains a lease based on the definition
under IFRS 16 at inception, modification date or acquisition date, as appropriate. Such contract will not be
reassessed unless the terms and conditions of the contract are subsequently changed.

The Group as lessee (upon application of IFRS 16 in accordance with transitions in note 2)
Allocation of consideration to components of a contract

For a contract that contains a lease component and one or more additional lease or non-lease
components, the Group allocates the consideration in the contract to each lease component on the basis of
the relative stand-alone price of the lease component and the aggregate stand-alone price of the non-lease
components. Non-lease components are separated from lease component on the basis of their relative stand-
alone prices.

As a practical expedient, leases with similar characteristics are accounted on a portfolio basis when
the Group reasonably expects that the effects on the financial statements would not differ materially from
individual leases within the portfolio.

Short-term leases and leases of low-value assets

The Group applies the short-term lease recognition exemption to leases of buildings that have a lease
term of 12 months or less from the commencement date and do not contain a purchase option. It also applies
the recognition exemption for lease of low-value assets.

Lease payments on short-term leases and leases of low-value assets are recognized as expense on a
straight-line basis over the lease term.

Right-of-use assets

The cost of right-of-use assets includes:

e the amount of the initial measurement of the lease liability;

e any lease payments made at or before the commencement date, less any lease incentives received;
e any initial direct costs incurred by the Group; and

J an estimate of costs to be incurred by the Group in dismantling and removing the underlying assets,
restoring the site on which it is located or restoring the underlying asset to the condition required
by the terms and conditions of the lease.
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3. SIGNIFICANT ACCOUNTING POLICIES (Continued)
Leases (Continued)

The Group as lessee (upon application of IFRS 16 in accordance with transitions in note 2)
(Continued)

Right-of-use assets (Continued)

Right-of-use assets are measured at cost, less any accumulated depreciation and impairment losses, and
adjusted for any remeasurement of lease liabilities.

Right-of-use assets in which the Group is reasonably certain to obtain ownership of the underlying
leased assets at the end of the lease term is depreciated from commencement date to the end of the useful
life. Otherwise, right-of-use assets are depreciated on a straight-line basis over the shorter of its estimated
useful life and the lease term.

The Group presents right-of-use assets that do not meet the definition of investment property as a
separate line item on the consolidated statement of financial position.

Lease liabilities

At the commencement date of a lease, the Group recognizes and measures the lease liability at the
present value of lease payments that are unpaid at that date. In calculating the present value of lease
payments, the Group uses the incremental borrowing rate at the lease commencement date if the interest rate
implicit in the lease is not readily determinable.

The lease payments include:

J fixed payments (including in-substance fixed payments) less any lease incentives receivable;
J variable lease payments that depend on an index or a rate;

J amounts expected to be paid under residual value guarantees;

o the exercise price of a purchase option reasonably certain to be exercised by the Group; and

o payments of penalties for terminating a lease, if the lease term reflects the Group exercising the
option to terminate.

After the commencement date, lease liabilities are adjusted by interest accretion and lease payments.
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3. SIGNIFICANT ACCOUNTING POLICIES (Continued)
Leases (Continued)

The Group as lessee (upon application of IFRS 16 in accordance with transitions in note 2)
(Continued)

Lease liabilities (Continued)

The Group remeasures lease liabilities (and makes a corresponding adjustment to the related right-of-use
assets) whenever:

J the lease term has changed or there is a change in the assessment of exercise of a purchase option,
in which case the related lease liability is remeasured by discounting the revised lease payments
using a revised discount rate at the date of reassessment.

o the lease payments change due to changes in market rental rates following a market rent review
or expected payment under a guaranteed residual value, in which cases the related lease liability is
remeasured by discounting the revised lease payments using the initial discount rate.

The Group presents lease liabilities as a separate line item on the consolidated statement of financial
position.

Lease modifications

The Group accounts for a lease modification as a separate lease if:

o the modification increases the scope of the lease by adding the right to use one or more underlying
assets; and

J the consideration for the leases increases by an amount commensurate with the stand-alone price
for the increase in scope and any appropriate adjustments to that stand-alone price to reflect the
circumstances of the particular contract.

For a lease modification that is not accounted for as a separate lease, the Group remeasures the lease
liability based on the lease term of the modified lease by discounting the revised lease payments using a
revised discount rate at the effective date of the modification.

The Group as lessee (prior to 1 January)

Leases are classified as finance leases whenever the terms of the lease transfer substantially all the risks
and rewards of ownership to the lessee. All other leases are classified as operating leases.

Operating lease payments are recognized as an expense on a straight-line basis over the lease term.

In the event that lease incentives are received to enter into operating leases, such incentives are
recognized as a liability. The aggregate benefit of incentives is recognized as a reduction of rental expense on
a straight-line basis over the lease term.
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3. SIGNIFICANT ACCOUNTING POLICIES (Continued)
Leases (Continued)

The Group as lessors

Classification and measurement of leases

Leases for which the Group is a lessor are classified as finance or operating leases. Whenever the terms
of the lease transfer substantially all the risks and rewards incidental to ownership of an underlying asset to
the lessee, the contract is classified as a finance lease. All other leases are classified as operating leases.

Amounts due from lessees under finance leases are recognized as receivables at commencement date
at amounts equal to net investments in the leases, measured using the interest rate implicit in the respective
leases. Initial direct costs are included in the initial measurement of the net investments in the leases. Interest
income is allocated to accounting periods so as to reflect a constant periodic rate of return on the Group's net
investment outstanding in respect of the leases.

Rental income from operating leases is recognized in profit or loss on a straight-line basis over the term
of the relevant lease. Initial direct costs incurred in negotiating and arranging an operating lease are added to
the carrying amount of the leased asset, and such costs are recognized as an expense on a straight-line basis
over the lease term

Allocation of consideration to components of a contract

When a contract includes both leases and non-lease components, the Group applies IFRS 15 to allocate
consideration in a contract to lease and non-lease components. Non-lease components are separated from
lease component on the basis of their relative stand-alone selling prices.

Borrowing costs

Borrowing costs directly attributable to the acquisition, construction or production of qualifying assets,
which are assets that necessarily take a substantial period of time to get ready for their intended use or sale,
are added to the cost of those assets until such time as the assets are substantially ready for their intended use
or sale.

If the construction of qualifying assets have been suspended under abnormal circumstances, the
corresponding capitalization of the borrowing cost should be stopped accordingly. All other borrowing costs
are recognized in profit or loss in the period in which they are incurred.

Government grants

Government grants are not recognized until there is reasonable assurance that the Group will comply
with the conditions attaching to them and that the grants will be received.
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3. SIGNIFICANT ACCOUNTING POLICIES (Continued)
Government grants (Continued)

Government grants are recognized in profit or loss on a systematic basis over the periods in which the
Group recognizes as expenses the related costs for which the grants are intended to compensate. Specifically,
government grants whose primary condition is that the Group should purchase, construct or otherwise
acquire non-current assets are recognized as deferred income in the consolidated statement of financial
position and transferred to profit or loss on a systematic and rational basis over the useful lives of the related
assets.

Government grants that are receivable as compensation for expenses or losses already incurred or for
the purpose of giving immediate financial support to the Group with no future related costs are recognized in
profit or loss in the period in which they become receivable.

Employee benefits
Salaries and allowances

Salaries and allowances are measured on an undiscounted basis and are expensed as the related service
is provided. A liability is recognized for the amount expected to be paid under short-term cash bonus or profit-
sharing plans if the Group has a present legal or constructive obligation to pay this amount as a result of past
service provided by the employee, and the obligation can be estimated reliably.

Contributions to retirement benefits scheme

The Group participates in Central Provident Fund Scheme for its employees in the PRC organized by the
municipal governments of the relevant provinces. The Group also participates in the Mandatory Provident
Fund Scheme (the “MPF Scheme”) for its employees in Hong Kong under the Mandatory Provident Fund
Scheme Ordinance. The Group also sets up annuity scheme for qualified employees. Annuity contributions are
accrued based on a certain percentage of the participants’ total salary when employees have rendered service
entitling them to the contributions. The contribution is recognized in profit or loss.

Other social welfare

Social welfare expenditure refers to payments for employees’ social welfare system established by
the government of the PRC, including social pension insurance, health care insurance, housing funds and
other social welfare contributions. The Group contributes on a regular basis to these funds based on certain
percentage of the employees’ salaries and the contributions are recognized in profit or loss for the period
when employees have rendered service entitling them to the contribution. The Group’s liabilities in respect of
these funds are limited to the contribution payable in the reporting period.

Other long-term employee benefits
The Group's net obligation in respect of long-term employee benefits other than pension plans is the

amount of future benefit that employees have earned in respect of their services in the current and prior
periods.
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3. SIGNIFICANT ACCOUNTING POLICIES (Continued)
Taxation

Income tax expense represents the sum of the tax currently payable and deferred tax. Current tax and
deferred tax is recognized in profit or loss except to the extent that it relates to a business combination, or
items recognized directly in equity or in other comprehensive income.

Current tax

Current tax is the expected tax payable or receivable on the taxable profit or loss for the year, using tax
rates enacted or substantively enacted at the reporting date, and any adjustment to tax payable in respect of
previous years. Current tax payable also includes any tax liability arising from the declaration of dividends.

Deferred tax

Deferred tax is recognized in respect of temporary differences between the carrying amounts of assets
and liabilities for financial reporting purposes and the amounts used for taxation purposes.

Deferred tax is not recognized for:

J temporary differences on the initial recognition of assets or liabilities in a transaction that is not a
business combination and that affects neither accounting nor taxable profit or loss;

J temporary differences related to investments in subsidiaries and associates to the extent that the
Group is able to control the timing of the reversal of the temporary differences and it is probable
that they will not reverse in the foreseeable future; and

e  taxable temporary differences arising on the initial recognition of goodwill.

The measurement of deferred tax reflects the tax consequences that would follow the manner in which
the Group expects, at the end of the reporting period, to recover or settle the carrying amount of its assets
and liabilities.

Deferred tax is measured at the tax rates that are expected to be applied to temporary differences when
they reverse, using tax rates enacted or substantively enacted at the reporting date.

Deferred tax assets and liabilities are offset if there is a legally enforceable right to offset current tax
liabilities and assets, and they relate to taxes levied by the same tax authority on the same taxable entity, or
on different tax entities, but they intend to settle current tax liabilities and assets on a net basis or their tax
assets and liabilities will be realized simultaneously.
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3. SIGNIFICANT ACCOUNTING POLICIES (Continued)
Taxation (Continued)
Deferred tax (Continued)

A deferred tax asset is recognized for unused tax losses, tax credits and deductible temporary differences
to the extent that it is probable that future taxable profits will be available against which they can be utilized.
Deferred tax assets are reviewed at each reporting date and are reduced to the extent that it is no longer
probable that the related tax benefit will be realized.

For the purposes of measuring deferred tax for leasing transactions in which the Group recognizes
the right-of-use assets and the related lease liabilities, the Group applies IAS 12 Income Taxes requirements
to right-of-use assets and lease liabilities separately. Temporary differences on initial recognition of the
relevant right-of-use assets and lease liabilities are not recognized due to application of the initial recognition
exemption. Temporary differences arising from subsequent revision to the carrying amounts of right-of-use
assets and lease liabilities, resulting from remeasurement of lease liabilities and lease modifications, that are
not subject to initial recognition exemption are recognized on the date of remeasurement or modification.

Financial instruments

A financial instrument is defined as any contract that gives rise to a financial asset of one entity and a
financial liability or equity instrument of another entity.

(i) Recognition and derecognition of financial instruments

A financial asset or financial liability is recognized in the statements of financial position when the Group
becomes a party to the contractual provisions of a financial instrument.

The Group derecognizes a financial asset only when the contractual rights to the cash flows from the
asset expire, or when it transfers the financial asset and substantially all the risks and rewards of ownership
of the asset to another entity. If the Group neither transfers nor retains substantially all the risks and rewards
of ownership and continues to control the transferred asset, the Group recognizes its retained interest in the
asset and an associated liability for amounts it may have to pay. If the Group retains substantially all the risks
and rewards of ownership of a transferred financial asset, the Group continues to recognize the financial asset
and also recognizes a collateralized borrowing for the proceeds received.
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3. SIGNIFICANT ACCOUNTING POLICIES (Continued)

Financial instruments (Continued)
(i) Recognition and derecognition of financial instruments (Continued)

The Group derecognizes financial liabilities when, and only when, the Group’s obligations are
discharged, cancelled or have expired. The difference between the carrying amount of the financial liability
derecognized and the consideration paid and payable is recognized in profit or loss.

For non-substantial modifications of financial liabilities that do not result in derecognition, the carrying
amount of the relevant financial liabilities will be calculated at the present value of the modified contractual
cash flows discounted at the financial liabilities’ original effective interest rate. Transaction costs or fees
incurred are adjusted to the carrying amount of the modified financial liabilities and are amortized over the
remaining term. Any adjustment to the carrying amount of the financial liability is recognized in profit or loss
at the date of modification.

(ii) Classification of financial assets

The Group classifies financial assets as subsequently measured at amortized cost, fair value through
other comprehensive income or fair value through profit or loss on the basis of both the Group’s business
model for managing the financial assets and the contractual cash flow characteristics of the financial assets.

A financial asset shall be measured at amortized cost if both of the following conditions are met:

J the financial asset is held within a business model whose objective is to hold financial assets in
order to collect contractual cash flows; and

o the contractual terms of the financial asset give rise on specified dates to cash flows that are solely
payments of principal and interest on the principal amount outstanding.
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3. SIGNIFICANT ACCOUNTING POLICIES (Continued)
Financial instruments (Continued)
(ii) Classification of financial assets (Continued)

A financial asset shall be measured at fair value through other comprehensive income if both of the
following conditions are met:

o the financial asset is held within a business model whose objective is achieved by both selling and
collecting contractual cash flows; and

J the contractual terms of the financial asset give rise on specified dates to cash flows that are solely
payments of principal and interest on the principal amount outstanding.

A financial asset shall be measured at fair value through profit or loss unless it is measured at amortized
cost or at fair value through other comprehensive income as stated above. However the Group may make
an irrevocable election at initial recognition for particular investments in equity instruments that would
otherwise be measured at fair value through profit or loss to present subsequent changes in fair value in
other comprehensive income if that equity investment is neither held for trading nor contingent consideration
recognized by an acquirer in a business combination to which IFRS 3 Business Combinations applies.

A financial asset is held for trading if:
o it has been acquired principally for the purpose of selling in the near term; or

o on initial recognition it is a part of a portfolio of identified financial instruments that the Group
manages together and has a recent actual pattern of short-term profit-taking; or

o it is a derivative that is not designated and effective as a hedging instrument.

At initial recognition, the Group may irrevocably designate a financial asset as measured at fair value
through profit or loss if doing so eliminates or significantly reduces an accounting mismatch.

(iii) Financial liabilities and equity instruments
Classification as debt or equity

Debt and equity instruments are classified as either financial liabilities or as equity in accordance with the
substance of the contractual arrangements and the definitions of a financial liability and an equity instrument.

Financial liabilities

The Group classifies all financial liabilities as subsequently measured at amortized cost, except for:

J financial liabilities at fair value through profit or loss. Such liabilities, including derivatives that are
liabilities, shall be subsequently measured at fair value.

e  financial liabilities that arise when a transfer of a financial asset does not qualify for derecognition
or when the continuing involvement approach applies.

e  financial guarantee contracts and commitments to provide a loan at a below-market interest rate.
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3. SIGNIFICANT ACCOUNTING POLICIES (Continued)
Financial instruments (Continued)

(iii) Financial liabilities and equity instruments (Continued)
Equity instruments

An equity instrument is any contract that evidences a residual interest in the assets of an entity after
deducting all of its liabilities. Equity instruments issued by the Company are recognized at the proceeds
received, net of direct issue costs.

(iv) Embedded derivatives

An embedded derivative is a component of a hybrid contract that also includes a non-derivative host. An
embedded derivative and its host contract form a hybrid contract.

If a hybrid contract contains a host that is an asset within the scope of IFRS 9, the Group shall not
separate an embedded derivative from the host, but shall apply the requirements of IFRS 9 to the entire hybrid
contract.

(v) Reclassification of financial instruments

When, and only when, the Group changes its business model for managing financial assets it shall
reclassify all affected financial assets. The Group shall not reclassify any financial liability.

If the Group reclassifies financial assets, it shall apply the reclassification prospectively from the
reclassification date. The Group shall not restate any previously recognized gains, losses (including impairment
gains or losses) or interest.

o If the Group reclassifies a financial asset out of the amortized cost measurement category and
into the fair value through profit or loss measurement category, its fair value is measured at the
reclassification date. Any gain or loss arising from a difference between the previous amortized cost
of the financial asset and fair value is recognized in profit or loss.

J If the Group reclassifies a financial asset out of the amortized cost measurement category and
into the fair value through other comprehensive income measurement category, its fair value
is measured at the reclassification date. Any gain or loss arising from a difference between the
previous amortized cost of the financial asset and fair value is recognized in other comprehensive
income. The effective interest rate and the measurement of expected credit losses are not adjusted
as a result of the reclassification.
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3. SIGNIFICANT ACCOUNTING POLICIES (Continued)
Financial instruments (Continued)
(v) Reclassification of financial instruments (Continued)

o If the Group reclassifies a financial asset out of the fair value through other comprehensive income
measurement category and into the amortized cost measurement category, the financial asset
is reclassified at its fair value at the reclassification date. However, the cumulative gain or loss
previously recognized in other comprehensive income is removed from equity and adjusted against
the fair value of the financial asset at the reclassification date. As a result, the financial asset is
measured at the reclassification date as if it had always been measured at amortized cost. The
effective interest rate and the measurement of expected credit losses are not adjusted as a result of
the reclassification.

o If the Group reclassifies a financial asset out of the fair value through other comprehensive income
measurement category and into the fair value through profit or loss measurement category, the
financial asset continues to be measured at fair value. The cumulative gain or loss previously
recognized in other comprehensive income is reclassified from equity to profit or loss at the
reclassification date.

o If the Group reclassifies a financial asset out of the fair value through profit or loss measurement
category and into the amortized cost measurement category, its fair value at the reclassification
date becomes its new gross carrying amount.

o If the Group reclassifies a financial asset out of the fair value through profit or loss measurement
category and into the fair value through other comprehensive income measurement category, the
financial asset continues to be measured at fair value.

When reclassifying the financial assets, the Group determines effective interest rate based on the fair
value of the financial assets at the reclassification date.

(vi) Measurement of financial instruments

The Group initially recognizes a financial asset or financial liability at its fair value. Fair value is the
transaction price of a financial asset or financial liability. Transaction costs that are directly attributable to the
acquisition or issue of financial assets and financial liabilities (other than financial assets or financial liabilities
at fair value through profit or loss) are added to or deducted from the fair value of the financial assets or
financial liabilities, as appropriate, on initial recognition.

After initial recognition, the Group subsequently measure a financial asset at amortized cost, fair value
through other comprehensive income or fair value through profit or loss.

After initial recognition, the Group subsequently measure a financial liability at amortized cost or fair
value through profit or loss.
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3.

SIGNIFICANT ACCOUNTING POLICIES (Continued)

Financial instruments (Continued)

(vi) Measurement of financial instruments (Continued)

Interest income is calculated by using the effective interest method.

(vii) Impairment of financial instruments

The Group recognize a loss allowance for expected credit losses (“ECL") for the following items:

financial assets that are measured at amortized cost or debt instruments measured at fair value
through other comprehensive;

lease receivables;
contract assets;

loan commitments that are not measured at fair value through profit or loss.

ECL are defined as the weighted average of the credit losses of financial instruments with the respective
risks of default occurring as the weights.

The Group assesses whether the credit risk on a financial instrument has increased significantly since
initial recognition at the reporting date and recognizes the loss allowance for expected credit loss and its
movement.

The Group measures the loss allowance for a financial instrument at an amount equal to the
lifetime ECL if the credit risk on that financial instrument has increased significantly since initial
recognition. An impairment loss (gain) is recognized in profit or loss for the amount of ECL (or
reversal) needed to adjust the loss allowance at the reporting date to the required amount.

The Group always recognizes lifetime ECL for accounts receivable recognized under IFRS 15.
The ECL are assessed individually for debtors with significant balances and/or collectively using a
provision matrix with aging groupings.

Except for accounts receivable recognized under IFRS 15, the Group measure the loss allowance for
a financial instrument at an amount equal to the 12-month ECL if the credit risk on that financial
instrument has not increased significantly since initial recognition. An impairment loss (gain) is
recognized in profit or loss for the amount of ECL (or reversal) needed to adjust the loss allowance
at the reporting date to the required amount.
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3. SIGNIFICANT ACCOUNTING POLICIES (Continued)

Financial instruments (Continued)

(vii) Impairment of financial instruments (Continued)

A financial asset is credit-impaired when one or more events of default that have a detrimental impact on
the estimated future cash flows of that financial asset have occurred. Evidence that a financial asset is credit-
impaired includes the following observable events:

significant financial difficulty of the issuer or borrower;
a breach of contract, such as a default or past due event;

the lender(s) of the borrower, for economic or contractual reasons relating to the borrower’s
financial difficulty, having granted to the borrower a concession(s) that the lender(s) would not
otherwise consider;

it is becoming probable that the borrower will enter bankruptcy or other financial reorganization;
the disappearance of an active market for that financial asset because of financial difficulties; or

the purchase or origination of a financial asset at a deep discount that reflects the incurred credit
losses.

(viii) Profit of loss

A gain or loss on a financial asset or financial liability that is measured at fair value shall be recognized
in profit or loss unless:

it is a non-held for trading investment in an equity instrument that is designated as at fair value
through other comprehensive income and the entity has elected to present gains and losses on that
investment in other comprehensive income;

it is a financial liability designated as at fair value through profit or loss and the entity is required to
present the effects of changes in the liability’s credit risk in other comprehensive income;

it is a financial asset measured at fair value through other comprehensive income and the entity is
required to recognize some changes in fair value in other comprehensive income.

A gain or loss on a financial asset that is measured at amortized cost and is not part of a hedging is
recognized in profit or loss when the financial asset is derecognized, reclassified, through the amortization
process or in order to recognize impairment gains or losses. A gain or loss on a financial liability that is
measured at amortized cost and is not part of a hedging is recognized in profit or loss when the financial
liability is derecognized and through the amortization process.
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3. SIGNIFICANT ACCOUNTING POLICIES (Continued)
Financial instruments (Continued)
(ix) Estimation of fair value

If there is a principal market for the asset or liability, the fair value measurement represents the price in
that market.

If no active market exists for a financial instrument, a valuation technique is used to establish the fair
value. Valuation techniques include market approach, income approach and cost approach. Unobservable
inputs are acceptable in valuation technique only when observable inputs are not available.

The fair value of a liability reflects the effect of non-performance risk. Non-performance risk includes,
but may not be limited to, an entity’s own credit risk. Non-performance risk is assumed to be the same before
and after the transfer of the liability.

(x) Transfer and derecognize of financial assets

The Group derecognizes a financial asset only when the contractual rights to the cash flows from the
asset expire, or when it transfers the financial asset and substantially all the risks and rewards of ownership of
the asset to another entity.

On derecognition of a financial asset in its entirety, the difference between:
o the carrying amount (measured at the date of derecognition) and
J the consideration received is recognized in profit or loss.

If a part of a financial asset is transferred and the part transferred qualifies for derecognition in its
entirety, the previous carrying amount of the larger financial asset shall be allocated between the part that
continues to be recognized and the part that is derecognized, on the basis of the relative fair values of those
parts on the date of the transfer. The difference between:

o the carrying amount (measured at the date of derecognition) allocated to the part derecognized
and

o the consideration received for the part derecognized is recognized in profit or loss.

If a transfer does not result in derecognition because the Group has retained substantially all the risks
and rewards of ownership of the transferred asset, the entity shall continue to recognize the transferred asset
in its entirety and shall recognize a financial liability for the consideration received. In subsequent periods, the
entity shall recognize any income on the transferred asset and any expense incurred on the financial liability.

(xi) Derivative financial instruments

Derivative financial instruments are initially measured at fair value at the date a derivative contract is
entered into and are subsequently measured at fair value. Changes in fair value of these derivative financial
instruments other than those designed as hedge instrument are recognized in profit or loss. All derivatives
are recognized as assets when the fair value is positive and as liabilities when the fair value is negative. Fair
values are obtained from quoted market prices in active market or are determined using valuation techniques,
including discounted cash flow model and options pricing model as appropriate.
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3. SIGNIFICANT ACCOUNTING POLICIES (Continued)
Financial instruments (Continued)
(xii) Offsetting of financial instruments

Financial assets and financial liabilities are offset and the net amount is reported in the statements of
financial position when the Group has a legally enforceable right to set off the recognized amounts and
the transactions are intended to be settled on a net basis, or by realizing the asset and settling the liability
simultaneously.

Revenue from contracts with customers

The Group recognizes revenue when (or as) a performance obligation is satisfied, i.e. when “control” of
the goods or services underlying the particular performance obligation is transferred to the customer.

A performance obligation represents a good or service (or a bundle of goods or services) that is distinct
or a series of distinct goods or services that are substantially the same.

An entity shall account for a contract with a customer that is within the scope of this Standard only when
all of the following criteria are met:

o the parties to the contract have approved the contract (in writing, orally or in accordance with
other customary business practices) and are committed to perform their respective obligations;

e  the entity can identify each party’s rights regarding the goods or services to be transferred;
e the entity can identify the payment terms for the goods or services to be transferred;

e  the contract has commercial substance (i.e. the risk, timing or amount of the entity’s future cash
flows is expected to change as a result of the contract); and

e it is probable that the entity will collect the consideration to which it will be entitled in exchange
for the goods or services that will be transferred to the customer.

When a contract with a customer does not meet the criteria stated above and an entity receives
consideration from the customer, the entity shall recognize the consideration received as revenue only when
either of the following events has occurred the entity has no remaining obligations to transfer goods or
services to the customer and all, or substantially all, of the consideration promised by the customer has been
received by the entity and is non-refundable, otherwise the consideration received from a customer should be
considered as a contract liability.

Revenue is recognized over time by reference to the progress towards complete satisfaction of the
relevant performance obligation if one of the following criteria is met:

o the customer simultaneously receives and consumes the benefits provided by the Group’s
performance as the Group performs;

e  the Group's performance creates and enhances an asset that the customer controls as the Group
performs; or

J the Group's performance does not create an asset with an alternative use to the Group and the
Group has an enforceable right to payment for performance completed to date.
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3. SIGNIFICANT ACCOUNTING POLICIES (Continued)
Revenue from contracts with customers (Continued)

Otherwise, revenue is recognized at a point in time when the customer obtains control of the distinct
good or service. The Group shall consider indicators of the transfer of control, which include, but are not
limited to, the following:

J The Group has a present right to payment for the asset and a customer is presently obliged to pay
for an asset.

J The Group has transferred physical possession of the asset and the customer has obtained physical
possession of an asset.

e The customer has accepted the good for service.
J Other indicators of the transfer of control of the good or service to the customer.

For contracts that contain variable consideration, the Group estimates the amount of consideration to
which it will be entitled using either (a) the expected value method or (b) the most likely amount, depending
on which method better predicts the amount of consideration to which the Group will be entitled.

The estimated amount of variable consideration is included in the transaction price only to the extent
that it is highly probable that such an inclusion will not result in a significant revenue reversal in the future
when the uncertainty associated with the variable consideration is subsequently resolved.

At the end of each reporting period, the Group updates the estimated transaction price (including
updating its assessment of whether an estimate of variable consideration is constrained) to represent faithfully
the circumstances present at the end of the reporting period and the changes in circumstances during the
reporting period.

When another party is involved in providing goods or services to a customer, the Group determines
whether the nature of its promise is a performance obligation to provide the specified goods or services itself
(i.e. the Group is a principal) or to arrange for those goods or services to be provided by the other party (i.e.
the Group is an agent).

The Group is a principal if it controls the specified good or service before that good or service is
transferred to a customer.

The Group is an agent if its performance obligation is to arrange for the provision of the specified good
or service by another party. In this case, the Group does not control the specified good or service provided by
another party before that good or service is transferred to the customer. When the Group acts as an agent, it
recognizes revenue in the amount of any fee or commission to which it expects to be entitled in exchange for
arranging for the specified goods or services to be provided by the other party.

Details are as followed:
(i)  Fee and commission income

o Brokerage commission income is recognized at a point in time on a trade date basis at a
certain percentage of the transaction value of the trades executed.

o Handling and settlement fee income arising from brokerage business is recognized at a point
in time when the related services are rendered.

o Commission income of the agency custody of securities business is recognized over time as
the customers simultaneously receive benefits provided by the Group.

China Merchants Securities Co., Ltd.

256



Notes to the Consolidated Financial Statements (Continued)
For the year ended December 31, 2019
(Expressed in thousands of Renminbi, unless otherwise stated)

3. SIGNIFICANT ACCOUNTING POLICIES (Continued)
Revenue from contracts with customers (Continued)

o Underwriting and sponsors fees are recognized at a point in time when the relevant activities
are completed.

o Asset and fund management fee income is recognized as a performance obligation satisfied
over time as the customers simultaneously receive benefits provided by the Group.

(i) Interest income
Interest income from a financial asset is accrued on a timely basis using the effective interest method.
(iii)  Other income

Other income mainly comes from the bulk commodities trading of the Group’s commodities trading
subsidiaries. The revenue is recognized at a point in time when the Group fulfills its performance obligations
in the contract and the customer obtains the control of relevant bulk commodity goods.

Provision

Provisions are recognized when the Group has a present obligation (legal or constructive) as a result of
a past event, it is probable that the Group will be required to settle that obligation, and the amount of the
obligation can be reliably measured.

The amount recognized as provision is the best estimate of the consideration required to settle the
present obligation at the end of each reporting period, taking into account the risks and uncertainties
surrounding the obligation. Where a provision is measured using the cash flows estimated to settle the
present obligation, its carrying amount is the present value of those cash flows (when the effect of the time
value of money is material).

When some or all of the economic benefits required to settle a provision are expected to be recovered
from a third party, a receivable is recognized as an asset if it is virtually certain that reimbursement will be
received and the amount of the receivable can be measured reliably.

Segment reporting

Reportable segments are identified based on operating segments which are determined based on the
structure of the Group’s internal organization, management requirements and internal reporting system. Each
of the Group's operating segments represents a strategic business unit that offers services which are subject
to risks and returns that are different from the other operating segments.

Two or more operating segments may be aggregated into a single operating segment if the segments
have same or similar economic characteristics and are similar in respect of the nature of each products and
service, the nature of production processes, the type or class of customers for the products and services,
the methods used to distribute the products or provide the services, and the nature of the regulatory
environment. Financial performance is regularly reviewed by the Group’s management to make decisions
about resource to be allocated to the segment and assess its performance, and for which consolidated
financial statements regarding financial position, financial performance and cash flows is available.

Inter segment revenues are measured on the basis of actual transaction price for such transactions for
segment reporting, and segment accounting policies are consistent with those for the consolidated financial
statements.

2019 Annual Report

257



Notes to the Consolidated Financial Statements (Continued)
For the year ended December 31, 2019
(Expressed in thousands of Renminbi, unless otherwise stated)

3. SIGNIFICANT ACCOUNTING POLICIES (Continued)
Related parties

If a party has the power to control, jointly control or exercise significant influence over another party, or
vice versa, or where the Group and one or more parties are subject to common control or joint control from
another party, they are considered to be related parties. Related parties may be individuals or enterprises.
Enterprises with which the Group is under common control only from the State and that have no other related
party relationships are not regarded as related parties of the Group. Related parties of the Group include, but
are not limited to:

o the Company’s parent/de facto controller;

° the Company’s subsidiaries;

o enterprises that are controlled by the Company’s parent;

o investors that have joint control or exercise significant influence over the Group;

o enterprises if a party has control or joint control over both the enterprises and the Group;
e  joint ventures of the Group, including subsidiaries of joint ventures;

° associates of the Group, including subsidiaries of associates;

J principal individual investors of the Group and close family members of such individuals;
J key management personnel of the Group and close family members of such individuals;
o key management personnel of the Company’s parent;

J close family members of key management personnel of the Company’s parent;

J other enterprises that are controlled or jointly controlled by the principal individual investors, key
management personnel of the Group, and close family members of such individuals; and

o a post-employment benefit plan for the benefit of employees of the Group, or of any entity that is
a related party of the Group.
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4. CRITICAL ACCOUNTING JUDGMENTS AND KEY SOURCES OF ESTIMATION
UNCERTAINTY

In the application of the Group’s accounting policies, which are described in note 3, the directors of the
Company are required to make judgments, estimates and assumptions about the carrying amounts of assets
and liabilities that are not readily apparent from other sources. The estimates and associated assumptions are
based on historical experience and other factors that are considered to be relevant. Actual results may differ
from these estimates.

The estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to accounting
estimates are recognized in the period in which the estimate is revised if the revision affects only that period
or in the period of the revision and future periods if the revision affects both current and future periods.

Critical judgments in applying accounting policies

The followings are the critical judgments, apart from those involving estimations (see below), that the
directors of the Company have made in the process of applying the Group’s accounting policies and that have
the most significant effect on the amounts recognized and disclosures made in the consolidated financial
statements.

Determination of consolidation scope

All facts and circumstances must be taken into consideration in the assessment of whether the Group,
as an investor and/or as an investment manager, controls the investee. The principle of control sets out the
following three elements of control: (a) power over the investee; (b) exposure, or rights, to variable returns
from involvement with the investee; and (c) the ability to use power over the investee to affect the amount of
the investor’s returns. The Group reassesses whether or not it controls an investee if facts and circumstances
indicate that there are changes to one or more of the three elements of control listed above.

For collective asset management schemes, investment funds and limited partnerships where the Group
involves as manager and also as investor, the Group assesses whether the combination of investments it holds
together with its remuneration and credit enhancement creates exposure to variability of returns from the
activities of the collective asset management schemes, investment funds and limited partnerships that is of
such significance that it indicates that the Group is a principal. The collective asset management schemes,
investment funds and limited partnerships are consolidated if the Group has control.

Classification of financial assets

The classification and measurement of financial assets depend on contractual cash flow test and business
model test. The Group will consider all the relevant evidences in the business model test, including the way
the performance of financial assets are evaluated and reported to the key management, the risk affected
the performance of financial asset and how the risk are managed, as well as how the management are paid.
The Group also needs to judge whether the contractual cash flow generated by financial assets is only the
payment of the principal and interest based on the principal outstanding.
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4. CRITICAL ACCOUNTING JUDGMENTS AND KEY SOURCES OF ESTIMATION
UNCERTAINTY (Continued)

Key sources of estimation uncertainty

The following are the key assumptions concerning the future, and other key sources of estimation
uncertainty at the end of the reporting period that may have a significant risk of causing a material adjustment
to the carrying amounts of assets and liabilities within the next financial year.

Measurement of ECL
Significant increase in credit risk

Under ECL model, impairment provision equal to 12-month ECL is recognized for stage 1 financial assets
and impairment provision equal to lifetime ECL is recognized for stage 2 and stage 3 financial assets. The
Group will consider quantitative and qualitative forward-looking information with reasonable basis to assess
the credit risk increase.

Establishment of assets group with similar risk characteristics

When the expected credit loss is measured on group basis, the financial instruments are grouped by
similar characteristics of risk. The Group continuously assesses whether these financial instruments continue
to maintain similar credit risk characteristics, so as to ensure that once the characteristics of credit risk
change, the financial instruments will be appropriately reclassified. This may result in new assets group
or reclassification of assets to certain existing assets group, so as to better reflect the similar credit risk
characteristics of which category of assets.

Use of model and assumption

The Group adopts different models and assumptions to assess the fair value and expected credit loss
of financial assets. The Group determines the applicable model for each category of financial assets using
judgment so as to determine the assumptions used by such models, including assumptions relating to the key
drivers of credit risk.

Forward-looking information
In assessing the expected credit loss, the Group used reasonable forward-looking information with basis.

Such information is based on the assumption of future trend of different economic driving factors, and the
assumption of how these economic driving factors affect each other.

Probability of default
The probability is key input of expected credit risk. The probability of default is the estimates of
possibility of default in certain period of time. The calculation involves historical information, assumption and

expectation on future conditions.
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4. CRITICAL ACCOUNTING JUDGMENTS AND KEY SOURCES OF ESTIMATION
UNCERTAINTY (Continued)

Key sources of estimation uncertainty (Continued)
Measurement of ECL (Continued)
Loss given default

Loss given default is the estimate of loss arising from default. It is based on the difference between
contractual cash flows and the cash flows expected to be received by the borrower, and also considered the
cash flows from pledge assets and overall credit enhancement.

Details of above significant judgment and estimation on ECL are set out in note 62(2) and note 63.

Fair value of financial instruments

The Group uses valuation techniques to estimate the fair value of financial instruments which are not
quoted in an active market. These valuation techniques use observable inputs and data of the market. When
the market observable inputs are not available, the Group make estimate on the significant unobservable
inputs and data. Details of fair value measurement are set out in note 63.

Income taxes and deferred tax assets

There are certain transactions and activities for which the ultimate tax determination is uncertain during
the ordinary course of business. Where the final tax outcome of these matters is different from the amounts
that were initially estimated, such differences will impact the current income tax and deferred income tax in
the period during which such a determination is made.

The realization of a deferred tax asset mainly depends on whether sufficient future profits or taxable
temporary differences will be available in the future.

In cases where it becomes probable that sufficient profits or taxable temporary differences are expected
to be generated, deferred tax assets would be recognized in profit or loss in that period. On the contrary, if
sufficient profits or taxable temporary differences are not expected to be generated, deferred tax assets would
be reversed in profit or loss in that period. Details of the tax losses and deductible temporary differences are
disclosed in note 27 to consolidated financial statements. As those deferred tax assets can only be recognized
to the extent that it is probable that future taxable profit will be available against which the unused tax
credits can be utilized, management’s judgment is required to assess the probability of future taxable profits.
Management's assessment is constantly reviewed and additional deferred tax assets are recognized if it
becomes probable that future taxable profits will allow the deferred tax assets to be recovered.
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5. TAXATION

The Group’s main applicable taxes and tax rates are as follows:

Value added tax Based on taxable revenue 6%
City maintenance and construction tax Based on value added tax accrued 7%
. : 15%,16.5% (Note),
Enterprise income tax Based on taxable profits ° b 250}
(0]

Education surcharge Based on value added tax accrued 2%-3%

Under the Law of the PRC on Enterprise Income Tax (“EIT") and implementation regulation of the EIT
Law, the tax rate of the Company and its subsidiaries established in the PRC is 25% during the year, except
for as mentioned below.

Upon the approval of the Regulation on the EIT Preferential Policies for the Development of Western
China by Ganzhou City (Trial) ((EEMMEATARISAFZECEMBRERECRERINE(FHT1T))), from January
1, 2012 to December 31, 2020, the Company is subject to a tax rate of 15%. The subsidiaries of the Group
incorporated in Ganzhou namely, Ganzhou China Merchants Zhiyuan No. 1 Fund Management Co., Ltd. and
Ganzhou Zhaoyuan Investment Management Co., Ltd. are subject to the above preferential tax rate of 15%
from January 1, 2012 to December 31, 2020.

In accordance with the “Circular regarding the Value-added Taxes Policies for Financial, Real Estate
Development and Education Ancillary and Other Services” (Cai Shui [2016] No. 140), the “Supplementary
Circular regarding Issues concerning Value-added Taxes Policies for Asset Management Products” (Cai
Shui [2017] No. 2) and the “Circular on the Relevant Issues concerning Value-added Tax Levied on Asset
Management Products” (Cai Shui [2017] No. 56), the Group shall pay VAT at rate of 3% for related asset
management taxable activities undertaken after January 1, 2018.

On March 21, 2018, the Hong Kong Legislative Council passed The Inland Revenue (Amendment) (No. 7)
Bill 2017 (the “Bill") which introduces the two-tiered profits tax rates regime. Under the two-tiered profits
tax rates regime, the first HK$2 million of profits of the qualifying group entity will be taxed at 8.25%, and
profits above HK$2 million will be taxed at 16.5%. The profits of group entities not qualifying for the two-
tiered profits tax rates regime will continue to be taxed at a flat rate of 16.5%.
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6. SEGMENT INFORMATION

(1) Operating segments

For management purposes, the Group’s operating businesses are structured and managed separately
according to the nature of their operations and the services they provide. Each of the Group’s operating
segments represents a strategic business unit that offers services which are subject to risks and returns
that are different from the other operating segments. Segment information is measured in accordance
with the accounting policies and measurement criteria adopted by each segment when reporting to the
board of directors, being the chief operating decision maker, which are consistent with the accounting and
measurement criteria in the preparation of the consolidated financial statements. The Group's operating
segments are as follows:

(i)

(i)

(iii)

(iv)

v)

Wealth management and institutional business segment engages in the trading of stocks and
futures contracts on behalf of clients. Moreover, the activities of providing margin financing,
securities lending and selling financial products and other wealth management products are
included in this segment;

Investment banking segment provides investment banking services to the Group’s institutional
clients, including financial advisory, equity underwriting, debt underwriting and sponsorship;

Investment management segment primarily engages in assets management, investing advisory
and deal execution services. Moreover, the investment income from private equity investment
management and alternative investment are included in this segment;

Investment and trading segment engages in trading equity securities, fixed-income securities,
derivatives, other financial products and market maker service; and

Others segment primarily includes head office operations, investment holding as well as interest
income and interest expenses incurred for generating working capital for general operation.

No operating segments above have been aggregated in presentation. Management monitors the
operating results of the Group’s business units separately for the purpose of resource allocation and other
operating decisions. Segment performance is measured consistently with operating profit or loss in the
consolidated financial statements except that income taxes are not allocated to operating segments.
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6.

(1

SEGMENT INFORMATION (Continued)
Operating segments (Continued)

The operating and reportable segment information provided to the chief operating decision maker

(hereinafter refer as “CODM") for the years ended December 31, 2019 and 2018 are as follows:

Wealth
management

and
institutional | Investment Investment | Investment
business banking | management | and trading Others | Elimination

For the year ended December 31, 2019

Segment revenue 11,955,926 1,878,151 1,844,837 7,358,833 330,232 (61,017) 23,306,962
| Sechhosdpmobss WS @5 A% 1 2w - 2mm
Segment revenue and other income 11,967,661 1,819,777 1,813,773 7,358,834 2,640,073 (61,017) 25,659,101
o Seteps B RN R GSIE) G0N 60T (D7)
Segment result 3,347,093 973,457 1,494,793 2,511,183 (434,897) — 7,891,629
ek - =4 e wE - w
Profit before income tax 3,347,093 973,457 1,499,730 2,578,572 374,785 = 8,773,637

Segment assets and liabilities

Segment liabilities (97,973,1860) (1,943,465  (5239,388) (180,830,833)  (16,785,934) 6,128,768  (296,644,038)

Amounts included in the measurement of
segment profit or loss or segment assets:

Interest expenses (2,930,793) (32,056) (80,894)  (3,397,041) (13,843) 61,017 (6,393,610)
Depreciation and amortization (294,240) (46,402) (7,777) (25,924) (156,565) — (530,908)

(i)  The interests in associates of Investment management segment, Investment and trading segment and
others segment was RMB33,150 thousand, 1,022,194 thousand and 7,778,242 thousand respectively.
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SEGMENT INFORMATION (Continued)

(1) Operating segments (Continued)

Wealth
management
and
institutional | Investment Investment | Investment
business banking | management | and trading Others | Elimination Total

Segment revenue and results

Segment other income and gains or losses 20,408 2,122 (13,730) 9,359

Segment expenses (8,698,045)  (1,195,330) (482,112) (2,756,567 (469,039) 61,557 (13,539,536)

Share of results of associates (i) 73,746 843,312 — 917,473

As at December 31, 2018

Segment assets 121,418,925 434,552 10,258,167 161,933,307 16,817,015 (5931,261) 304,930,705

Other segment information

Interest income 6,401,979 82,589 1,315,357 448,227 (61,557) 8,186,595

Capital expenditure (328,150) (13,599) (398) (15,008) (97,708) = (454,863)

Impairment losses (reversal) (125,280) 1,032 — (124,248)

(i) The interests in associates of Investment management segment, Investment and trading segment and
others segment was RMB28,213 thousand, 1,021,159 thousand and 7,238,552 thousand respectively.
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6. SEGMENT INFORMATION (Continued)
(2) Geographical segments

The Group has two major geographical operation in the PRC, namely Mainland China and Hong Kong,
which is also the Group’s revenue from external customers and the Group's assets located. The following
table sets out information about the geographical location of (i) the Group's revenue from external customers
and (ii) the Group's property and equipment, right-of-use assets, goodwill, other intangible assets, interests
in associates and other non-current assets (“specified non-current assets”). The geographical location of
customers is based on the location at which the services were provided. The geographical location of the
specified non-current assets is based on the physical location of the asset, in the case of property and
equipment, right-of-use assets and other non-current assets, they are based on the location of operation to
which they are allocated; in the case of goodwill and other intangible assets, they are based on the location
of operations.

Outside

Mainland Mainland
China China

For the year ended December 31, 2019

Segment Revenue

Revenue from external customers 22,263,080 1,043,882 23,306,962
Other income and gains or losses 2,325,776 26,363 2,352,139
24,588,856 1,070,245 25,659,101

For the year ended December 31, 2018

Segment Revenue

Revenue from external customers 17,339,582 720,607 18,060,189
Other income and gains or losses 18,091 (8,732) 9,359

Specified non-current assets

Outside

Mainland Mainland
China China Total

As at December 31, 2019
Specified non-current assets 12,603,357 224,615 12,827,972
As at December 31, 2018
Specified non-current assets 10,059,423 107,187 10,166,610
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6. SEGMENT INFORMATION (Continued)
(3) Information about major customers:

There were no customer (Year ended December 31 2018: no customer) for the year ended December 31,
2019 contributing over 10% of the total revenue of the Group.

7. FEE AND COMMISSION INCOME

_ T T

Securities and futures brokerage business 5,338,454 4,255,295
Underwriting and sponsorship business 1,585,454 1,293,606
Asset management and fund management business 1,051,671 1,212,667
Financial advisory business 295,080 338,933
Others® 587,834 653,031

(i)  Others mainly comprise of custodian fee income and consultancy fee income received or receivable by
the Group.

8. INTEREST INCOME

Year ended December 31,
Interest income from deposits with exchanges and financial

institutions 1,460,228 1,491,624
Interest income from advances to customers and securities Lending 3,467,704 3,693,823

Interest income from securities-backed lending and

stock repurchase agreements 1,430,115 1,678,565
Interest income from other financial assets held under resale

agreements 215,307 96,243
Interest income on debt instruments at amortized cost 100,522 100,545

Interest income from debt instruments at fair value through other
comprehensive income 1,614,923 1,120,066

Others — 5,729
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9. INVESTMENT GAINS OR LOSSES, NET

Year ended December 31,

Dividend and interest from financial assets at fair value

through profit or loss 4,127,170 3,020,205
Dividend from financial assets at fair value through other

comprehensive income 451,845 587,970
Net gains (losses) from disposals of debt instruments measured

at fair value through other comprehensive income 183,740 (22,463)
Net gains (losses) from financial assets at fair value

through profit or loss 3,213,714 (1,892,299)
Net losses from financial liabilities at fair value

through profit or loss (281,343) (324,741)
Net (losses) gains from derivative financial instruments (1,535,456) 751,390

10. OTHER INCOME AND GAINS OR LOSSES

Year ended December 31,

Income from commodity trading 2,188,370 3,318
Fee from tax withholding and remitting 46,206 40,843
Government grants® 44 498 18,130
Foreign exchange gains (losses), net 30,189 (75,487)
Rental income 11,112 8,501
Others 31,764 14,054

(i)  Government grants represent the unconditional grants received by the Group from local government and
are used for supporting the business at specific locations.
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11. DEPRECIATION AND AMORTIZATION

_ T T

Depreciation of property and equipment 172,621 143,691

Amortization of other non-current assets 91,240 71,785

Depreciation of right-of-use assets 267,047 \

Amortization of other intangible assets

12. STAFF COSTS

_ ST T

Salaries, bonus and allowances 4,725,812 2,974,992
Contributions to retirement benefits® 379,179 335,488
Other social welfare® 290,577 397,395
Others 163,826 142,605

5,559,394 3,850,480

M

@

The domestic employees of the Group in the PRC participate in state-managed retirement benefits plans,
operated by the relevant municipal and provincial governments. According to the relevant regulations,
the premiums and retirement benefit contributions borne by the Group are calculated and paid to
the relevant labour and social welfare authorities on a regular basis. These retirement benefits plans
are defined contribution plans and contributions to the plans are expensed as incurred. In addition
to the above retirement benefits plans, the Group also provides annuity schemes for certain qualified
employees in the PRC. The employees’ and the Group’s contributions for the annuity schemes are
calculated based on certain percentage of employees’ salaries and recognized in profit or loss as expense.
These annuity schemes are defined contribution plans.

The Group also operates the MPF Scheme for all qualified employees in Hong Kong. The Group
contributes certain percentage of relevant payroll costs to the scheme, and the contribution is matched
by employees but subject to a maximum amount for each employee. The assets of the scheme are held
separately from those of the Group, in funds under the control of trustees.

The domestic employees of the Group in the PRC participate in state-managed social welfare plans,
including social pension insurance, health care insurance, housing funds and other social welfare
contributions, operated by the relevant municipal and provincial governments. These social welfare plans
are defined contribution plans and contributions to the plans are recognized as expense as incurred.
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13. FEE AND COMMISSION EXPENSES

Securities and futures brokerage business
Underwriting and sponsorship business

Asset management and fund management business
Financial advisory business

Others

14. INTEREST EXPENSES

Bonds payable

Financial assets sold under repurchase agreements
Short-term financing bills payable

Structured notes

Short-term bonds payable

Accounts payable to brokerage clients

Placements from banks and other financial institutions
Margin and securities refinancing

Borrowings

Lease liabilities

Others

Year ended December 31,

1,345,527
58,925
9,401
8,656

289
1,422,798

1,101,053
175,696
10,801
10,479
7,026

Year ended December 31,

2,876,964
1,927,488
367,545
340,413
238,146
187,629
134,123
128,399
117,676
37,418
37,809

2,222,418
1,203,435
97,843
1,163,779
978,333
171,961
145,647
199,136
129,902

\

28,051
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15. OTHER OPERATING EXPENSES

Cost of commodity trading

Advertising and promotion expenses

Electronic equipment operation expenses
Postal and communications expenses

Business travel expenses

Rental and property management expenses®”
Stock exchange fees

General and administrative expenses

Securities and futures investor protection funds
Auditors’ remuneration

Sundry expenses

Year ended December 31,

2,186,800
283,689
202,086
158,938
142,084
138,855
111,162

82,143
69,892
3,525
291,641

3,318
259,651
178,560
150,837
165,066
418,765

85,716
102,677
48,588

3,100

198,356

(i)  Expense relating to short-term leases and other leases with lease terms end within 12 months of the date

of initial application of IFRS 16 is RMB 77,587 thousand.

16. IMPAIRMENT LOSSES UNDER EXPECTED CREDIT LOSS MODEL, NET OF

REVERSAL

Impairment loss on financial assets held under resale agreements
(note 26)

(Reversal of) Impairment loss on advances to customers (note 29)

Impairment loss (Reversal of Impairment loss) on accounts and
other receivables (note 30)

Impairment loss (Reversal of Impairment loss) on debt instruments
at fair value through other comprehensive income (note 31)

(Reversal of) Impairment loss on debt instruments at amortized cost
(note 25)

Year ended December 31,

132,605 58,935
(50,440) 59,038
9,233 (553)
3,314 (1,032)
(2,685) 4,649
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7. INCOME TAX EXPENSES

Year ended December 31

— PRC Enterprise Income Tax 1,122,244 1,005,895

Current tax:

— Hong Kong Profits Tax 38,693 17,948
T T sy | omse

Under (over) provision in respect of prior years:

— PRC Enterprise Income Tax 224 (4,091)

— Hong Kong Profits Tax (2,340)
I Y )

Deferred taxation

— Origination and reversal of temporary differences (note 27) 301,533 (18,528)

The reconciliation between the income tax expense at the statutory tax rate of 25% and the effective tax
rate is as follows:

_ T T

Profit before income tax 8,773,637 5,447,485

Tax at the income tax rate of 25% 2,193,409 1,361,871
Tax effect of share of result of associates (220,502) (229,368)
Tax effect of expenses not deductible for tax purpose 38,430 36,647
Tax effect of income that are not taxable (352,489) (194,168)
Effect of different tax rates of subsidiaries (26,181) (11,518)
Tax effect of tax losses not recognized 8,969 15,058
Utilization of tax losses previously not recognized (1,168) —
Over provision in respect of prior years: (2,116) (4,091)
Others® (177,998) 26,793

Income tax expense for the year 1,460,354 1,001,224
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17. INCOME TAX EXPENSES (Continued)

As at December 31, 2019, the estimated unused tax losses for the Group’s subsidiaries were RMB
84,514 thousand (December 31, 2018: RMB 77,301 thousand), no deferred tax assets had been recognized in
relation to such item in the consolidated statement of financial position due to the unpredictability of future
profit streams of the subsidiaries. In cases where the actual future profits generated are more than expected,
a material recognition of deferred tax assets may arise, which would be recognized in the consolidated
statement of profit or loss and other comprehensive income for the period in which such recognition takes
place.

Majority of the tax losses comes from the subsidiaries in Hong Kong which can be carried forward
indefinitely for offsetting against future taxable profits of the respective companies in which the losses arose.
These estimated tax losses have no expiry date but are subject to the approval of the Hong Kong Inland
Revenue Department.

According to the announcement on the corporate income tax policy of perpetual bonds (Announcement No.
64, 2019 of the Ministry of Finance and the State Administration of Taxation), when an enterprise issues perpetual
bonds that meet the specified conditions, the corporate income tax policy can be applied in accordance with the
bond interest, that is, the interest expense attributable to the current year of perpetual bonds paid by the issuer is
allowed to be deducted before the corporate income tax. According to the above provisions, the Company deducted
the interest expense of perpetual bonds in the current year when calculating the taxable income.

18. EARNINGS PER SHARE ATTRIBUTABLE TO SHAREHOLDERS OF THE COMPANY

The calculation of basic earnings per share attributable to shareholders of the Company is as follows:

_ T T

Earnings for the purpose of basic earnings per share:

Profit attributable to Shareholders of the Company

and holders of other equity instruments 7,282,381 4,424,986
Less: Profit attributable to holders of perpetual subordinated bonds (802,090) (802,090)
Sub-total 6,480,291 3,622,896

Number of shares:
Weighted average number of shares in issue (in thousand) 6,697,121 6,699,409
Earnings per share:
Earnings per share (RMB) 0.97 0.54

For the years ended December 31, 2019 and 2018, there were no potential ordinary shares in issue, thus
no diluted earnings per share is presented.
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19. PROPERTY AND EQUIPMENT

Leasehold Electronic and

land and Motor Jcommunication Office | Construction

buildings vehicles equipment equipment in progress Total
Cost
As at January 1, 2019 1,329,857 65,116 752,581 59,137 82,099 2,288,790
Additions — 3914 82,815 3,275 43,819 138,823
Disposals - (7,162) (26,794) (3,128) - (37,084)
Transfer — — 10,505 984 (11,489) —
Transfer to other non-current assets (note 28) - - - - (53,456) (53,456)
Exchange differences — 34 1,848 769 612 3,263
As at December 31, 2019 1,329,857 61,902 820,955 61,037 66,585 2,340,336
Accumulated depreciation and impairment
As at January 1, 2019 210,063 47,085 376,712 26,138 - 659,998
Charge for the year 34,877 6,885 123411 7,448 - 172,621
Disposals — (6,834) (24,887 (2,948) — (34,669)
Exchange differences — 28 1315 297 — 1,640
As at December 31, 2019 244,940 47164 476,551 30,935 - 799,590
Carrying values

T

Leasehold Electronic and

land and Motor Jcommunication Office | Construction

buildings vehicles equipment equipment in progress Total
Cost
As at January 1, 2018 390,881 64,730 696,293 59,797 1,185,068 2,396,769
Additions — 321 60,674 1,455 347,534 412,874
Disposals - (2,939) (20,362) (29,841) - (53,142)
Transfer 938,976 — 12,633 26,045 (1,410,254) (432,600)
Transfer to other non-current assets (note 28) - — - — (41,504) (41,504)
Exchange differences — 114 3,343 1,681 1,255 6,393
As at December 31, 2018 1,329,857 65,116 752,581 59,137 82,099 2,288,790
Accumulated depreciation and impairment
As at January 1, 2018 197,550 42,973 279,152 45,007 — 564,682
Charge for the year 12,513 6,875 114,307 9,996 — 143,691
Disposals - (2,860) (18,975) (29,708) - (51,543)
Exchange differences — 97 2,228 843 - 3,168
As at December 31, 2018 210,063 47,085 376,712 26,138 - 659,998
Carrying values

st | i | ] s | | s | ]
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19. PROPERTY AND EQUIPMENT (Continued)

As at December 31, 2019, included in leasehold land and buildings, there are carrying values of RMB
928,459 thousand (December 31, 2018: RMB 951,782 thousand), for which the Group is in the progress to
obtain the relevant land and building certificates. The directors of the Company consider that these will not
have significant impact on the consolidated financial statements for the year ended December 31, 2019.

As the lease payments included in the Group’s leasehold land and buildings cannot be allocated reliably
between the land and buildings, the entire leases are classified as finance lease and accounted for as property
and equipment.

The leasehold land and buildings of the Group are situated in the PRC and held under medium-term
lease.

20. RIGHT-OF-USE ASSETS

Land and Leasehold
buildings land Total

Cost

As at January 1, 2019 1,657,682 432,600 2,090,282
Additions 211,835 = 211,835
Disposals (5,281) — (5,281)
Exchange differences 3,505 — 3,505
As at December 31, 2019 1,867,741 432,600 2,300,341

Accumulated depreciation and impairment

As at January 1, 2019 423,028 915 423,943
Additions 256,072 10,975 267,047
Disposals (2,718) — (2,718)
Exchange differences 1,520 — 1,520
As at December 31, 2019 677,902 11,890 689,792

Carrying values

As at December 31, 2019 1,189,839 420,710 1,610,549

The Group leases offices for its operations. Lease contracts are entered into for fixed term of 13 months
to 12 years. Lease terms are negotiated on an individual basis and contain a wide range of different terms and
conditions. In determining the lease term and assessing the length of the non-cancellable period, the Group
applies the definition of a contract and determines the period for which the contract is enforceable.

For the year ended 31 December 2019, total cash outflow for leases amounted to RMB 393,292
thousand.

As at 31 December 2019, the lease agreements did not impose any covenants other than the security
interests in the leased assets that were held by the lessor. Leased assets may not be used as security for
borrowing purposes.
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21. INTERESTS IN CONSOLIDATED STRUCTURED ENTITIES

Structured entities consolidated by the Group stand for the asset management schemes, limited
partnerships and investment funds where the Group involves as a manager or as an investor, the Group
assesses whether the combination of investments it holds together with its remuneration creates exposure to
variability of returns from the activities of the structured entities to a level of such significance that it indicates
that the Group is a principal.

The financial impact of these structured on the Group’s financial position as at December 31, 2019 and
2018, and the results and cash flows for the years ended December 31, 2019 and 2018, though consolidated,
are not significant and therefore not disclosed separately.

As at December 31, 2019, the Group consolidated 12 (December 31, 2018: 13) structured entities. The
total assets of the consolidated structured entities are RMB 6,988,792 thousand (December 31 2018: RMB
6,625,393 thousand) within which are RMB 6,801,963 thousand of investments accounted for as financial
assets at fair value through profit or loss (December 31, 2018: financial assets at fair value through profit or
loss in total: RMB 6,363,118 thousand).

22. INTERESTS IN ASSOCIATES

As at December 31,

Cost of unlisted investments in associates 5,545,940 5,545,940
Share of post-acquisition profits and
other comprehensive income, net of dividends received 3,956,796 3,411,134

Impairment loss (669,150) (669,150)

China Merchants Securities Co., Ltd.

276



Notes to the Consolidated Financial Statements (Continued)
For the year ended December 31, 2019
(Expressed in thousands of Renminbi, unless otherwise stated)

22. INTERESTS IN ASSOCIATES (Continued)

The following list contains only the particulars of material associates, all of which are unlisted corporate
entities whose quoted market price is not available. All of the above associates are accounted for using the
equity method in the consolidated financial statements:

Equity interest held

by the Group

Place and date
December 31

of incorporation/
Name of associate establishment

China Merchants Fund Management
Limited

China Merchants Xiangjiang Industrial
Investment Management Co., Ltd.

Twenty-first Century Technology
Investment Co., Ltd.*®

PRC/December 27, 2002 45% 45%  Fund management

PRC/March 13, 2008 40% 40%  Investment management

PRC/June 19, 2000 23% 23%  Investment holding

* English name translated is for identification purpose only.

(i)  Guangdong Equity Exchange Center Co., Ltd. was recognized as an associate as one of the ten directors
of the company was appointed by the Group.

(i) This associate went into liquidation, and impairment losses have been fully recognized and written off.

2019 Annual Report

277



Notes to the Consolidated Financial Statements (Continued)
For the year ended December 31, 2019
(Expressed in thousands of Renminbi, unless otherwise stated)

22. INTERESTS IN ASSOCIATES (Continued)

Summarized financial information of the Group’s material associates, and reconciled to the carrying
amounts in the consolidated financial statements, are disclosed below:

Bosera Asset Management Co., Ltd.

As at December 31,

Total assets 7,396,384 6,713,006
Total liabilities (2,574,705) (2,520,017)
Net assets 4,821,679 4,192,989
Revenue 3,485,897 3,165,355
Profit for the year 912,889 903,445
Other comprehensive income (expense) 15,801 (1,747)
Total comprehensive income 928,690 901,698
Dividends declared by the associate attributable to the Group 147,000 98,000
Net assets of the associate attributable to the Group 4,821,679 4,192,989
The Group's share of net assets of the associate 2,362,623 2,054,565
— Goodwill 3,425,523 3,425,523
— Impairment loss recognized(iii) (669,150) (669,150)

Carrying amount in the consolidated financial statements 5,118,996 4,810,938

(iii)  As at December 31, 2014, the Company had recognized an impairment loss amounted to RMB 669,150
thousand to the interests in Bosera Asset Management Co., Ltd. The recoverable amounts of
RMB 3,763,141 thousand had been determined by Vocational International (Beijing) Asset Appraisal
Co., Ltd., a qualified valuer not related to the Group. The valuer determined the value-in-use by using
cash flow projections which is based on financial budgets covering a five-year period approved by
management. The pre-tax discount rates applied and growth rate used to extrapolate the cash flow
projections is 10.78% and 9.2% respectively. The growth rates beyond the five-year period is nil for the
forecast period. As at December 31, 2019, the Company reassessed the valuation of the investment and
determined no further impairment is needed at the end of the year.
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22. INTERESTS IN ASSOCIATES (Continued)

China Merchants Fund Management Limited

As at December 31,

Total assets 7,295,400 6,611,399
Total liabilities (1,911,085) (1,739,185)
Net assets 5,384,315 4,872,214
Revenue 2,587,395 2,587,041

Profit for the year 802,623 893,913

Other comprehensive income 9,479 2,638
Total comprehensive income 812,102 896,551

Net assets of the associate attributable to the Group 5,384,315 4,872,214
The Group'’s share of net assets of the associate 2,422,942 2,192,496
— Goodwill 199,545 199,545

Carrying amount in the consolidated financial statements 2,622,487 m

Aggregate information of associates that are not individually material:

_ T

The Group's share of profit for the year 73,512 72,524
The Group's share of other comprehensive income (expense) — (5)
The Group's share of total comprehensive income 73,512 72,519
Dividend declared by associates attributable to the Group 66,354 21,371

Aggregate carrying amount of the Group'’s
interests in these associates 1,084,944
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23. INTERESTS IN UNCONSOLIDATED STRUCTURED ENTITIES

The Group is principally involved with structured entities through financial investments. These structured
entities generally purchase assets through financing. The Group determines whether or not to consolidate
these structured entities depending on whether the Group has control over them. The interests held by the
Group in the unconsolidated structured entities are set out as below:

(1) Structured entities sponsored by the Group

Unconsolidated structured entities sponsored by the Group mainly include asset management schemes
and limited partnerships. The nature and aim of these structured entities is to manage investors’ assets
and collect management fees. Financing is sustained through investment products issued to investors. The
interests held by the Group in the unconsolidated structured entities mainly involve management fees and
performance fees collected by the Group.

As at December 31, 2019, the total assets of these unconsolidated structured entities sponsored by the
Group amounted to RMB 705,517,238 thousand (December 31, 2018: RMB 729,590,715 thousand).

The amount of fee income derived from these unconsolidated structured entities managed by the Group
are detailed in Note 7.

(2) Structured entities sponsored by third party institutions

The types of structured entities that the Group does not consolidate but in which it holds an interest
include funds, asset management schemes, trust schemes, and wealth management products issued by banks
or other financial institutions. The nature and purpose of these structured entities are to generate fees from
managing assets on behalf of investors. These vehicles are financed through the issue of units to investors.
The carrying amount of the related accounts in the consolidated statement of financial position is equal to the
maximum exposure to loss of interests held by the Group in the unconsolidated structured entities sponsored
by third party institutions as at December 31, 2019 and 2018, which are listed below:

As at December 31, 2019

Financial

assets at Financial

fair value assets at

through other fair value

comprehensive through
income | profit or loss Total
Funds — 16,127,666 16,127,666
Trust schemes — 1,239,484 1,239,484
Wealth management products — 432,920 432,920
Others 7,057,809 11,432,144 18,489,953

7,057,809 29,232,214 36,290,023
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23. INTERESTS IN UNCONSOLIDATED STRUCTURED ENTITIES (Continued)

(2) Structured entities sponsored by third party institutions (Continued)

Financial
assets at Financial
fair value assets at
through other fair value
comprehensive through
income | profit or loss Total

Funds — 20,774,943 20,774,943
Wealth management products — 459,694 459,694
Others 6,722,607 6,425,640 13,148,247

6,722,607 27,660,277 34,382,884

24. EQUITY INSTRUMENTS AT FAIR VALUE THROUGH OTHER COMPREHENSIVE
INCOME

_ ]

Special account® 7,057,809 6,722,607

(i)  The balance is an investment in a special account managed by China Securities Finance Corporation
Limited (“CSFCL"). The Company determines the fair value of the investment according to the valuation
report provided by CSFCL. The Company elected to designate this investment as measured at FVTOCI.
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25. DEBT INSTRUMENTS AT AMORTIZED COST

(1) Analyzed by nature

_ ]

Non-current

Bonds 1,425,818 1,797,953
Less: Expected credit losses (1,156) (1,345)
] s | s

Current

Bonds 375,587 —

Unsecured accounts receivable loan(i) 96,727 52,346
I BT BT

Less: Expected credit losses (2,340) (4,759)

| ] asw

(i)  As at December 31, 2019, customer loans receivable were charged at Libor plus 1.25% annually
(December 31, 2018: 2.75%).

(2) The movements of expected credit losses are as follows:

_ ]

At the beginning of the year 6,104 1,345
Expected credit losses recognized 25 4,649
Reversal of expected credit losses (2,710) —
Exchange differences 77 110
At the end of the year 3,496 6,104
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25. DEBT INSTRUMENTS AT AMORTIZED COST (Continued)

(2) The movements of expected credit losses are as follows: (Continued)

As at December 31, 2019
12 months (stage 1) Life time (stage 2) Life time (stage 3)

Principal and interest 1,898,132 1,898,132

As at December 31, 2018

12 months (stage 1) Life time (stage 2) Life time (stage 3)

Principal and interest 1,850,299 1,850,299

During the period, the reversal of expected credit losses of Stage 1 of the debt instruments at amortized
cost was RMB 2,608 thousand. There was no transfer between the stages of expected credit losses.
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26. FINANCIAL ASSETS HELD UNDER RESALE AGREEMENTS

(1) Analyzed by collateral type and market of financial assets held under resale agreements:

As at December 31,

Non-current

Analyzed by collateral type:

Stocks® 2,170,301 5,279,193
Analyzed by market:

Stock exchanges 2,170,301 5,279,193
Less: Allowance for expected credit losses (1,444)
Current

Analyzed by collateral type:
Stocks ® 18,939,491 17,602,330
Bonds 14,902,372 10,362,071

Analyzed by market:

Stock exchanges 28,417,983 19,787,735
Interbank bond market 5,423,880 8,176,666
[ sasetesa| 2n.96a401]
Less: Allowance for expected credit losses (332,339) (198,290)

(i)  The financial assets (pledged by stocks) held under resale agreements and securities back-lending are
those resale agreements which the qualified investors entered into with the Group with a commitment to
purchase the specified securities at a future date with an agreed price. As at December 31, 2019, the fair
value of securities of the Group which have been received as collateral were RMB 89,929,785 thousand
(December 31, 2018: RMB 69,527,116 thousand).
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26. FINANCIAL ASSETS HELD UNDER RESALE AGREEMENTS (Continued)

(2) Movements of allowances for expected credit losses is as below

_ ]

At the beginning of the year 199,734 140,799
Expected credit losses recognized 132,605 58,935

At the end of the year m 199,734

Details of expected credit losses and the fair value of the collateral of the repurchase agreements related

to stocks are as below:
As at December 31, 2019
12 months (stage 1) Life time (stage 2) Life time (stage 3)

Principal and interest 20,195,191 914,601 21,109,792
Expected credit losses 5,298 — 327,041 332,339
Collateral 71,220,184 = 1,443,388 72,663,572

As at December 31, 2018

12 months (stage 1) Life time (stage 2) Life time (stage 3)

Principal and interest 21,685,123 486,130 710,270 22,881,523
Expected credit losses 89,738 16,755 93,241 199,734
Collateral 56,974,299 755,158 840,518 58,569,975

(3) The following tables show reconciliation of loss allowances that has been recognized for
financial assets held under resale agreements.

Stage 2 Stage 3
Stage 1 | Lifetime ECL | Lifetime ECL

12 months (not credit- (credit-
ECL impaired) impaired)

At January 1, 2019 89,738 16,755 93,241 199,734

Changes in the expected
credit losses:

— Transfer to Stage 1 — — — —
— Transfer to Stage 2 — — — —
— Transfer to Stage 3 — — — —

— Charged to profit or loss (84,440) (16,755) 233,800 132,605

At December 31, 2019 0 327,041 332,339
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27. DEFERRED TAX ASSETS (LIABILITIES)

The following is an analysis of the deferred tax balances for financial reporting purposes:

As at December 31,

Deferred tax assets 826,872 868,510
Deferred tax liabilities (485,282) (148,764)

The followings are the major deferred tax assets (liabilities) recognized and movements thereon during
the year:

Financial
instruments ENE
at fair value instruments
through at fair value
profit through other
and loss/ Accrued Deferred | Impairment fcomprehensive | Property and
derivatives staff costs income | allowances income |  equipment Others Total
At January 1, 2018 (15,544) 667,892 . 61,857 (133372) (2,242) 57,825 667,916
Credit (charge) to
profit or loss 125,818 (103,734) (67) 26,894 — (1,126) (29,252) 18,533
Credit to other
comprehensive income — — — — 33,409 - — 33,409
Exchange differences — — — — - (108) (4) (112)
At December 31, 2018 110,274 564,158 31433 88,751 (99,963) (3,476) 28,569 719,746
(Charge) credit to
profit or loss (381,733) 58,173 (799) 20,796 - 1,077 1,033 (301,453)
Charge to other
comprehensive income - - - - (76,623) - — (76,623)
Exchange differences — — — — — (78) ?) (80)

At December 31, 2019 ’ 622,331 ] 109,547 ! ] 341,590
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28. OTHER NON-CURRENT ASSETS

(1) Analyzed by nature

As at December 31,

Leasehold improvements and deferred expenses 281,341 221,103

Prepayment for investment 536,224

(2) Movements of leasehold improvements and deferred expenses are as follows:

As at December 31,

At the beginning of the year 221,103 197,917
Additions 98,022 53,467
Transfer from construction in progress (note 19) 53,456 41,504
Amortization (91,240) (71,785)

29. ADVANCES TO CUSTOMERS

(1) Analyzed by nature

_ ]

Advances to customers 55,318,037 43,119,896

Less: expected credit losses in respect of advances to customers (93,418) (143,466)

55,224,619 42,976,430

The credit facility limits to margin clients are determined by the discounted market value of the collateral
securities accepted by the Group.

The majority of the advances to customers which are secured by the underlying pledged securities and
cash collateral as disclosed in note 41 are interest bearing. The Group maintains a list of approved stocks for
margin lending at a specified loan-to-collateral ratio. Any excess in the lending ratio will trigger a margin call
upon which the customers have to make up the difference.
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29. ADVANCES TO CUSTOMERS (Continued)

(2) Analyzed by fair value of collateral of margin financing and securities lending business

_ ]

Collateral measured at fair value:

Cash 7,086,437 5,123,777
Bonds 1,067,353 7,718,425
Equity securities 166,883,077 109,524,319
Funds 1,193,700 1,412

(3) The movements of allowance of impairment losses are as below

As at December 31,

At the beginning of the year 143,466 83,816
Expected credit losses recognized 1,386 59,038
Reversal of expected credit losses (51,826) —
Exchange differences 612

At the end of the year 93,418 143,466
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29. ADVANCES TO CUSTOMERS (Continued)

(3) The movements of allowance of impairment losses are as below (Continued)

As at December 31, 2019
12 months (stage 1) Life time (stage 2) Life time (stage 3)

Principal and interest 55,185,388 132,649 55,318,037

Expected credit losses 33,655 — 59,763 93,418

As at December 31, 2018

12 months (stage 1) Life time (stage 2) Life time (stage 3)

Principal and interest 42,885,536 185,446 48,914 43,119,896

Expected credit losses 89,902 16,058 37,506 143,466

The directors of the Company are of the opinion that the ageing analysis does not give additional value
in view of the nature of the securities margin financing business. As a result, no ageing analysis is disclosed.

The concentration of credit risk is limited due to the size and uncorrelated nature of the customer base.

(4) The following tables show reconciliation of expected credit losses that has been recognized for
advances to customers.

Stage 2 Stage 3

Lifetime ECL | Lifetime ECL
Stage 1 (not credit- (credit- Total
12m ECL impaired) impaired) ECL

As at January 1, 2019 89,902 16,058 37,506 143,466

Changes in the expected
credit losses:

— Transfer to Stage 1 — — — —
— Transfer to Stage 2 — — — —
— Transfer to Stage 3 (101) (6,870) 6,971 —

— (Credit) charged to profit or loss (56,146) (9,188) 15,286 (50,048)

As at December 31, 2019 m_ 59,763 93,418
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30. ACCOUNTS AND OTHER RECEIVABLES

(1) Analyzed by nature

As at December 31,

Accounts and other receivables from/related to:

Clearing houses, brokers and dealers 1,726,337 2,007,388
Fee and commission income 729,316 656,413
Other receivables 227,280 238,457
Dividends receivable 262,354 171,500
Prepayments 122,927 79,366
Others 158,280 113,824
T e | sasesns
Less: Expected credit losses of accounts and other receivables (12,922) (3,613)

(2) Analyzed by ageing

As at the end of the year, the ageing analysis of accounts receivables based on trade day, is as follows:

As at December 31, 2019 As at December 31, 2018
Expected Expected
Amount | credit losses credit losses

Within 1 year 740,361 (1,467) 689,262 (115)
Between 1 and 2 years 21,468 (3,463) 16,075 (381)
Between 2 and 3 years 8,922 (4,441) 3,176 —
After 3 years 2,757 (434) 449 —

773,508 (9,805) 708,962 (496)
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31. DEBT INSTRUMENTS AT FAIR VALUE THROUGH OTHER COMPREHENSIVE
INCOME

(1) Analyzed by type

_ ]

Current

Bonds issued by policy banks 12,767,751 11,970,815
Government bonds 12,026,576 11,964,323
Bonds issued by commercial banks and other financial institutions 278,496 4,005,409
Others® 20,661,484 13,701,794

(i)  Others mainly comprise of corporate bonds, enterprise bonds and medium term notes.

(2) Movements of allowances for expected credit losses is as below

As at December 31,

At the beginning of the year 6,185 7,217
Expected credit losses recognized 3,338 —
Reversal of expected credit losses — (1,032)

At the end of the year 9,523 6,185

As at December 31, 2019
12 months (stage 1) Life time (stage 2) Life time (stage 3)

Principal and interest 45,696,723 47,107 45,743,830

Expected credit losses 9,422 101 — 9,523

As at December 31, 2018
12 months (stage 1) Life time (stage 2) Life time (stage 3)

Principal and interest 41,648,526 41,648,526
Expected credit losses 6,185 — — 6,185
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31.

(2)

DEBT INSTRUMENTS AT FAIR VALUE THROUGH OTHER COMPREHENSIVE
INCOME (Continued)

Movements of allowances for expected credit losses is as below (Continued)

During the year, the increase of the expected credit losses of the debt instruments at fair value through

other comprehensive income was RMB 3,338 thousand, of which the increase of the stage 1 was RMB 3,270
thousand and the stage 2 was RMB 68 thousand. The expected credit losses in stage 1 was transferred to
stage 2 of RMB 33 thousand.

32.

FINANCIAL ASSETS AT FAIR VALUE THROUGH PROFIT OR LOSS

As at December 31

Current

Debt securities 99,782,134 67,139,386
Funds 16,125,036 20,750,896
Equity investments 11,517,173 6,840,221
Others® 8,012,868 3,191,276
Total 135,437,211 97,921,779

Non-current

Equity investments® 2,708,857 2,202,967

(i)  Others mainly represent investments in collective asset management schemes, bank financing products
and trusts.

(i) Equity investments comprise of unlisted equity investments and investments in limited partnerships. Fair
value of the Group’s financial assets at fair value through profit or loss are determined as described in
note 63.

As at December 31, 2019, the Group entered into securities lending arrangement with clients that

resulted in the transfer of equity securities at FVTPL with total fair values of RMB 1,054,100 thousand
(December 31, 2018: RMB 357,730 thousand) to clients. These securities continued to be recognized as
financial assets of the Group.
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33. DERIVATIVE FINANCIAL INSTRUMENTS

As at December 31, 2019 As at December 31, 2018
Notional Notional Fair Value

principal principal
amounts Liabilities amounts Assets Liabilities

Interest rate swaps’ 120,674,999 226,180 232,652 93,585,000 394,434 392,849

Interest derivative instrument

Bond futures” 10,781,605 = 332 7,997,256 = 1,655

Equity derivative instrument

Equity return swaps 260,660 182,909 — 1,152,517 210,192 19,477
Stock index futures® 5,617,793 — — 3,403,365 — 18
Options® 38,826,908 246,616 812,673 6,602,796 49,823 166,537

Credit derivatives
Credit default swap 123,000 534 5,413 50,000 489 1,123

Other derivative instrument

Commaodity futures” 39,138,422 1,120,349 1,105,762 9,555,315 446,665 446,316

Commodity swaps 3,818,084 16,373 2,972 2,782,782 10,486 264,023

Commodity 980,607 12,381 22,254 1,160,802 38,143 12,205

Forward contracts 1,082,416 477 1,164 98,172 — 1,482
819

(i) Under the daily mark-to-market and settlement arrangement, any gains or losses of the Group's position
in the PRC interest rate swaps, stock index futures, treasury bond futures and commodity futures
contracts were settled daily and the corresponding receipts and payments were included in “clearing
settlement funds”. Accordingly, the net onshore position of these contracts was nil at the year-end date.

(i) Options: Included in options are over-the-counter options, exchanged-traded options and embedded
derivatives of structure notes.
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34. DEPOSITS WITH EXCHANGES AND NON-BANK FINANCIAL INSTITUTIONS

_ ]

Deposits with stock exchanges and clearing houses:

China Securities Depository and Clearing Corporation Limited 803,393 446,899
Shanghai Clearing House 279,848 70,109
Hong Kong Securities Clearing Company Limited 76,942 44,169
Hong Kong Stock Exchange 1,948 1,507
China Beijing Equity Exchange 1,803 1,184

Deposits with futures and commodity exchanges and
financial institutions:

China Financial Futures Exchange 1,360,274 10,057
Intercontinental Exchange. 363,232 —
Pingan Futures Co., Ltd. 270,627 190,051
The London Metal Exchange 222,572 409,310
Huatai Futures Co., Ltd. 120,158 5,887
Jianxin Futures Co., Ltd. 115,422 22,889
CITIC Futures Co., Ltd. 109,641 59,549
Yongan Futures Co., Ltd. 107,114 129,879
Shanghai Gold Exchange 43,598 7,972
Nanhua Futures Co., Ltd. 25,813 11,913
Hong Kong Futures Exchange 9,673 15,913
Chicago Mercantile Exchange 3,488 3,432
Others 865,344 700
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35. CLEARING SETTLEMENT FUNDS

_ ]

Clearing settlement funds held with clearing houses for:
House accounts 4,346,364 3,913,233
Clients 8,125,252 9,883,048

These clearing settlement funds are held by the clearing houses for the Group and these balances carry
interest at prevailing market interest rates.

36. CASH AND BANK BALANCES

As at December 31,

House accounts 8,827,376 7,229,886

Pledged and restricted bank deposits

— Restricted bank deposit for purchase of bond, stock and

as risk reserves 60,040 59,414
Bank balances — house accounts 8,887,416 7,289,300
Cash held on behalf of customers 53,040,323 40,144,484

37. CASH AND CASH EQUIVALENTS

Cash and cash equivalents comprise the followings:

As at December 31,

Bank balances — house accounts (note 36) 8,887,416 7,289,300
Clearing settlement funds — house accounts (note 35) 4,346,364 3,913,233
Less: Pledged and restricted bank deposits (note 36) (60,040) (59,414)

13,173,740 11,143,119
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38. SHORT TERM BORROWINGS

As at December 31,

Current

Secured bank borrowings® 22,339 1,576,882
Unsecured bank borrowings® 3,078,825 —
Interest accrued 2,509 4,979

3,103,673 1,581,861

(i)  As at December 31, 2019, the Group pledged notes payable with market value amounting to RMB 2,300
million for these borrowings, the discount rate was 2.90%. (As at December 31, 2018, the Group
pledged securities with market value amounting to RMB 3,618.36 million, and the Group’s short-term
secured bank borrowings interest rates ranging from 1.25% to 4.90% per annum.)

(i) As at December 31, 2019, the Group's short-term unsecured bank borrowings floating interest rates
ranging from 1.65% to 5.81% (December 31, 2018: nil) per annum.

39. SHORT-TERM DEBT INSTRUMENTS

As at As at

January 1, Issuance/ December 31,

Coupon rate 2019 | Other Transfer Redemption 2019

Short-term bond payables” 9,000,000 5,000,000 14,000,000 —
Short-term financing bills payables' 2.90%—3.15% 5,000,000 61,000,000 46,000,000 20,000,000
Principals of structured notes' 2.80%-3.55% 20,051,050 14,484,840 21,620,130 12,915,760

Interest accrued \ 799,426 946,104 1,562,674 182,856
_ _ 34850476 | 81430944 | 83182800 | 33008616
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39. SHORT-TERM DEBT INSTRUMENTS (Continued)

As at
January 1,
Coupon rate 2018 | Transfer in Transfer | Redemption 2018

Short-term bond payables” 3.78%-5.30% 23,030,000
Short-term financing bills payables®  3.13%-3.15% —
Principals of structured notes' 3.00%-5.50% 24,015,670

Issuance/ As at

Other

December 31,

12,170,000 26,200,000 9,000,000
14,000,000 9,000,000 5,000,000

I/

28,535,720 32,500,340 20,051,050

Interest accrued \\ 663983 2233580 2,008,139 799,426
_- 47,045,670 663983 | 56939302 | 69,798.479 | 34,850,476

(i)

(i)

(iii)

Short-term bond payables

As at December 31, 2019, the Group had no short term bond payables. As at December 31, 2018, the
short-term bond payables interest rates ranging from 3.78% to 5.30% per annum.

Short-term financing bills payables

As at December 31, 2019, the short-term financing bill payables were bonds issued in the PRC Inter-Bank
market by the Group and interest rates ranging from 2.90% to 3.15% (December 31, 2018: 3.13% to
3.15%) per annum.

Principals of structured notes

As at December 31, 2019, the amount represents principals received from investors for subscription of
structured notes issued by the Group. The structured notes interest rates ranging from 2.80% to 3.55%
(December 31, 2018: 3.00% to 5.50%) per annum, or variable rates linked to certain stock index. The
principals and interest are repayable upon maturity within one year. The structured notes with variable
rate contain non-closely related derivative as their returns are linked to the fluctuation of stock index. For
those embedded derivatives, they are accounted for as derivatives in note 33 after being bifurcated from
their respective host contracts.

40. PLACEMENTS FROM BANKS AND OTHER FINANCIAL INSTITUTIONS

_ ]

Placement from banks® 2,500,000 1,500,000
Placement from other financial institutions 4,500,000 2,000,000
Interest accrued 13,199 19,000

(i)

(i)

As at December 31, 2019, the effective interest rates on due to banks were ranging from 2.73% to
3.25% (December 31, 2018: 3.00%) per annum. The amounts are repayable within seven days from the
end of the reporting period.

As at December 31, 2019, the effective interest rates on due to other financial institutions were ranging
from 3.25% to 3.50% (December 31, 2018: 4.80% to 5.10%) per annum. The amounts are repayable
within six months from the end of the reporting period.
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41. ACCOUNTS PAYABLE TO BROKERAGE CLIENTS

Clients’ deposits for margin financing and securities lending 7,086,437 5,123,777
Clients’ deposits for other brokerage business 54,637,783 43,787,971

61,724,220 48,911,748

Accounts payable to brokerage clients represent the money received from and repayable to brokerage
clients, which are mainly held at banks and at clearing houses by the Group. Accounts payable to brokerage
clients are interest bearing at the prevailing interest rate.

The majority of the accounts payable balances are repayable on demand except where certain accounts
payable to brokerage clients represent money received from clients for their margin financing activities under
normal course of business, such as margin financing and securities lending. Only the excessive amounts over
the required margin deposits and cash collateral stipulated is repayable on demand.

The directors of the Company are of the opinion that the ageing analysis does not give additional value
in view of the nature of these businesses. As a result, no ageing analysis is disclosed.

42. ACCRUED STAFF COSTS

As at December 31,

Non-current

Salaries, bonus and allowances 525,040 787,540
Current

Salaries, bonus and allowances 4,939,112 3,561,933
Short-term social welfare 52,054 52,054
Defined contribution plans® 1,416 729
Others 50,295 39,419

(i)  The defined contribution plans refer to social pension insurance plan and unemployment insurance plan
required by the government, and annuity scheme launched by the Group. The Group participates in
the social pension insurance plan and unemployment insurance plan pursuant to pertinent regulations
and contributes to the funds set up by the Government on a monthly basis. Besides, the group sets up
annuity schemes and MPF Scheme for qualified employees in the PRC and Hong Kong and contributes to
the schemes which are managed by third parties on an annual basis or on a monthly basis.

The total expense recognized in profit or loss of RMB 383,878 thousand (2018: RMB 340,465 thousand)
represents contributions payable to these plans by the Group at rates specified in the rules of the plans. As
at 31 December 2019, contributions of RMB 1,416 thousand due in respect of the year ended 31 December
2019 had not been paid over to the plans (31 December 2018: RMB 729 thousand). The amounts were paid
subsequent to the end of the year.
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43. OTHER PAYABLES AND ACCRUED CHARGES

As at December 31,

Settlement payables to brokers and clearing houses 3,149,435 1,560,595
Deposits of equity return swaps® 1,566,393 458,577
Dividends payables to holders of other equity instruments 592,196 592,196
Other tax payable 411,785 424,507
Commission and handling fee payable 98,083 109,498
Futures risk reserve 81,315 73,510
Notes payable 615,000 —
Others® 333,765 305,318

(i)  As at December 31, 2019 and 2018, the balance represents deposits received from investors for equity
return swaps which is refundable with the contract terms upon the expiry date. The deposit will be
mature within one year from the end of the reporting period. These instruments contain non-closely
related embedded derivatives as their returns are linked to the fluctuation of certain stock index or
specific stock price. For those embedded derivatives with significant fair values, they are accounted for in
these consolidated financial statements under note 33 after being bifurcated form their respective host
contracts.

(i) Others mainly represent payables of annual membership fees, investor protection fund, interest payables
and other payables arising from normal course of business.
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44. FINANCIAL LIABILITIES AT FAIR VALUE THROUGH PROFIT OR LOSS

Non-current

Financial liabilities designated at fair value through
profit or loss

— Structured entities 2,157,877 2,404,123

Current

Financial liabilities held for trading

— Equity securities 147,189 105,660
— Debt securities 6,922,046 6,839,015
— Gold 166,992 —
— Others 143,194 152,363

Financial liabilities designated at fair value through
profit or loss

— Structured entities 539,088 27,414

In the consolidated financial statements, the financial liabilities arising from consolidated structured
entities are designated at fair value through profit or loss by the Group, as the Group has the obligation to
pay other investors upon maturity dates of the structured entities based on net book value and related terms.

45. FINANCIAL ASSETS SOLD UNDER REPURCHASE AGREEMENTS

Current

Analyzed by collateral type:

Bonds 93,513,611 61,267,557
Gold 4,193,075 —

97,706,686 61,267,557

Analyzed by market:

Stock exchange 43,775,212 31,847,196
Interbank bond market 53,797,755 29,361,582
Over-the-counter 133,719 58,779
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45. FINANCIAL ASSETS SOLD UNDER REPRUCHASE AGREEMENTS (Continued)

Sales and repurchase agreements are transactions in which the Group sells a security as well as rights
and interests in margin loans and simultaneous agree to repurchase it (or an asset that is substantially
the same) at the agreed date and price. The repurchase prices are fixed and the Group is still exposed to
substantially all the credit risks, market risk and rewards of those securities sold. These securities are not
derecognized from the financial statements but regarded as “collateral” for the liabilities because the Group
retains substantially all the risk and rewards of these securities and margin loans.

As at 31 December 2019, the Group's pledged collateral in connection with its repurchase financing
business amounted to RMB 102,789 million (31 December 2018: RMB 96,094 million).

46. LEASE LIABILITIES

As at

December 31,

2019

Within 1 year 267,627
Within a period of more than 1 year but not more than 2 years 216,646
Within a period of more than 2 years but not more than 5 years 405,271
Within a period of more than 5 years 362,603

T s |

Less: Amount due for settlement within 12 months shown under current liabilities (267,627)
Amount due for settlement after 12 months shown under non-current liabilities 984,520

47. SHARE CAPITAL

All shares issued by the Company are fully paid common shares. The par value per share is RMB 1. The
Company’s number of shares issued and their nominal value are as follows:

_ ]

Registered, issued and fully paid ordinary shares of RMB 1 each:

— Domestic shares 5,719,009 5,719,009
— Foreign invested shares 980,400 980,400
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47. SHARE CAPITAL (Continued)

During the year, the Company repurchased its own ordinary shares and the number of shares and the
consideration paid are as follows:

Aggregate

No. of | consideration
ordinary shares paid

Month of repurchase

From November 2019 to December 2019 40,020,780 663,954

On March 12, 2019, the 17th Meeting of the Sixth Session of the Board of the Company was held to
consider and approve the A Share Repurchase Plan. On April 11, 2019, the Company issued an announcement
that it intended to use all the A Shares repurchased by means of centralized bidding transactions for use
of Employee Stock Ownership Scheme. On December 26, 2019, the Company issued an announcement of
Implementation Results and Share Changes of China Merchants Securities Co., Ltd. At the 28th meeting of
the sixth session of the Board held on December 26, 2019, the Company approved, the Proposal on Early
Completion of Repurchase A Shares of the Company. Pursuant to the subscription intention of the Company’s
Employee Stock Ownership Scheme and the authorization of the Company’s General Meeting and Separate
Class Meeting of Shareholders, the repurchase of the A shares of the Company will be completed in advance.
The aggregate number of A Shares repurchased by the Company through the centralized bidding was
40,020,780, accounting for 0.5974% of the Company’s total existing share capital and the aggregate amount
paid by the Company was RMB 663,895,568.36 (excluding transaction fees) recognized as treasury stock at
the consolidated statement of financial position. According to the Company’s A Share Repurchase Plan, all the
repurchased shares will be used as the source of the Company’s subsequent implementation of the Employee
Stock Ownership Scheme.

48. OTHER EQUITY INSTRUMENTS

_ ]

Perpetual subordinated bonds 15,000,000 15,000,000

The Company issued four batches of perpetual subordinated bonds with a total principal amount of RMB
4,000,000,000, RMB 5,000,000,000, RMB 3,700,000,000 and RMB 2,300,000,000 in February, March, May
and June 2017, with the initial interest rate of 5.18%, 5.15%, 5.65% and 5.58% per annum, respectively.
The interest rate for perpetual subordinated bonds are repriced every five years.

The perpetual subordinated bonds are unsecured, upon the maturity of every repricing cycle, the
Company has the option to extend the maturity of the bonds for another repricing cycle, or redeem the bonds
entirely.
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48. OTHER EQUITY INSTRUMENTS (Continued)

The Company has the option to defer interest payment, except in the event of mandatory interest
payments, so that at each interest payment date, the Company may choose to defer the interest payment
to the next payment date for the current year as well as all interest and accreted interest already deferred,
without being subject to any limitation with respect to the number of deferrals. Of which, mandatory interest
payment events are limited to dividend distributions to ordinary shareholders of the Company from the issuer
and reductions of registered capital.

The perpetual subordinated bonds issued by the Company are classified and presented as equity
instruments in the consolidated statement of financial position.

49. INVESTMENT REVALUATION RESERVE OF FINANCIAL ASSETS AT FAIR VALUE
THROUGH OTHER COMPREHENSIVE INCOME

As at December 31,

At the beginning of the year 299,070 398,973
Debt instruments at fair value through other comprehensive

income

Net changes in fair value for the year 153,397 758,923
Reclassification to profit or loss (183,740) 22,463
Income tax impact 7,464 (195,347)

Expected credit losses of debt instruments at fair value through
other comprehensive income

Net changes in fair value for the year 3,314 (1,032)
Income tax impact (286) 258
Equity instruments at fair value through other comprehensive

income

Net changes in fair value for the year 335,203 (913,992)
Income tax impact (83,801) 228,498

Share of fair value gain on financial assets at fair value through
other comprehensive income of associates 12,008 326

At the end of the year m 299,070
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50. GENERAL RESERVES

General reserves include statutory reserve, general risk reserve and transaction risk reserve.

Pursuant to the Company Law of the PRC and the Company’s articles of association, 10% of the net
profit of the Company, as determined under the relevant accounting rules and financial regulations applicable
to enterprises in the PRC, is required to be transferred to the statutory reserve until such time when this
reserve reaches 50% of the share capital of the Company. The reserve appropriated can be used for expansion
of business and capitalization. If the statutory reserve is capitalized into share capital, the remaining reserve is
required to be no less than 25% of the Company’s registered capital before capitalization.

In accordance with the “Financial Rules for Financial Enterprises”, the Company is required to
appropriate 10% of net profit derived in accordance with the People’s Republic of China Generally Accepted
Accounting Principles (“PRC GAAP") before distribution to shareholders as general risk reserve from
retained profits. And in accordance with the requirements of the guidance of China Securities Regulatory
Commission’s (“CSRC") about regulating financial institutions in the asset management business for collective
asset management business of securities, the subsidiary, China Merchants Securities Asset Management Co.,
Ltd. had appropriated of 10% of management fees from large-size collective assets management business as
general risk reserve since December 2018.

Pursuant to the Securities Law of the PRC, the Company is required to appropriate 10% of net profit
derived in accordance with PRC GAAP before distribution to shareholders as transaction risk reserve from
retained profits and cannot be distributed or transferred to share capital.

The movements of the general reserves are set out below:

As at December 31, 2019

At the
beginning At the end
of the year Addition of the year
Statutory reserve 4,662,350 573,798 5,236,148
General risk reserve® 4,669,075 1,069,738 5,738,813
Transaction risk reserve( 4,533,538 892,927 5,426,465

(i) The addition in general risk reserve included reclassification of RMB 347,595 thousand from general reserves.

(ii) The addition in transaction risk reserve included reclassification of RMB 244,190 thousand from general reserves.

As at December 31, 2018

At the
beginning At the end
of the year Addition of the year
Statutory reserve 4,306,384 355,966 4,662,350
General risk reserve 4,306,384 362,691 4,669,075
Transaction risk reserve 4,177,572 355,966 4,533,538
12,790,340 1,074,623 13,864,963
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51. LONG-TERM BORROWINGS DUE WITHIN ONE YEAR

_ ]

Unsecured bank borrowings 1,140,394

Interest accrued 4,486

e e [

As at December 31, 2019, the Group’s unsecured long-term bank borrowings due within one year bore
interest rates ranging from 4.014% to 4.066% (December 31, 2018: nil) per annum.

52. LONG-TERM BORROWINGS

_ T

Unsecured bank borrowings 268,735 1,380,015

As at December 31, 2019, the Group’s unsecured long-term bank borrowings bore floating interest rates
ranging from 3.711% to 3.893% (December 31, 2018: 3.445% to 3.876%) per annum. The above loan will
be repaid upon maturity within two years.

53. BONDS PAYABLE DUE WITHIN ONE YEAR

_ ]

Non-convertible bonds™ 7,060,000 14,200,000
Subordinated bonds? 6,790,000 2,200,000
Interest accrued 1,628,614 1,455,355
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53. BONDS PAYABLE DUE WITHIN ONE YEAR (Continued)

(1) The following table presents an analysis of non-convertible bonds

Value Maturity Coupon
date date rate

17CMG2 1,060,000 23/10/2017 23/10/2020 4.78%
17CMG3 1,000,000 31/10/2017 31/10/2020 4.85%
18CMG2 2,000,000 12/06/2018 12/06/2020 4.78%

GF Assets Management — China

Merchants Securities Capital

Lending Phase | Asset-backed

Special Plan 1,000,000 14/11/2018 14/05/2020 3.95%

GF Assets Management — China

Merchants Securities Capital

Lending Phase IV Asset-backed

Special Plan 2,000,000 29/11/2019 29/11/2020 3.32%

According to CSRC “Reply on Approval of China Merchants Securities Co., Ltd. to Publicly offer
Corporate Bonds to Qualified Investors” (Zheng Jian Xu Ke [2017] No. 1669), the Company is approved to
publicly offer corporate bond to qualified investors with total principal amount not exceeding RMB 8,500
million. In October 2017 and June 2018, the Company successively issued three batches corporate bonds.
Therein, phase Il bonds include type | and type I, i.e. 18CMG2 and 18CMG3, of which the issued amounts are
RMB 2,000 million and RMB 1,000 million with the interest rate of 4.78% per annum, the rest two batches
of corporate bonds are 17CMG2 and 17CMG3, of which the issued amounts are RMB 1,060 million and RMB
1,000 million, with the interest rates of 4.78% and 4.85% per annum, respectively. Therein, 18CMG3 is
disclosed in Note 54.

(2) The following table presents an analysis of subordinated bonds

Value Maturity Coupon

date date rate

18CMC1 1,640,000 12/01/2018 12/01/2020 5.56%
18CMC2 5,150,000 22/01/2018 22/01/2020 5.70%

According to Shanghai Stock Exchange “Letter of Consent on China Merchants Securities Co., Ltd.
Listing the Non-publicly Offered Subordinated Bonds for Transfer” (Shang Zheng Han [2017] No. 100), the
Company was approved to non-publicly offering subordinated bonds to qualified investors with total principal
amount not exceeding RMB 10,000 million. On January 12, 2018, and January 22, 2018, the Company
respectively issued two batches subordinated bonds with total issued amount of RMB 6,790 million, including
18CMC1 and 18CMC2, of which the issued amounts are RMB 1,640 million and RMB 5,150 million with the
interest rates of 5.56% and 5.70% per annum, respectively.
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54. BONDS PAYABLE

_ ]

Non-convertible bonds® 50,512,888 28,773,737

Subordinated bonds — 6,790,000

(i) The details of non-convertible bonds are as follows:

12CM03 5,500,000 05/03/2013 05/03/2023 5.15%
14CM bond 5,500,000 26/05/2015 26/05/2025 5.08%
18CMG1 1,940,000 05/02/2018 05/02/2021 5.35%
18CMG3 1,000,000 12/06/2018 12/06/2021 4.78%
18CMG5 2,500,000 18/07/2018 18/07/2021 4.38%
18CMG6 3,000,000 08/08/2018 08/08/2021 3.94%
18CMG8 1,800,000 07/09/2018 07/09/2021 4.23%
18CMF10 2,500,000 05/12/2018 05/12/2021 4.15%
19CMG1 1,700,000 08/03/2019 08/03/2022 3.59%
GF Assets Management — China

Merchants Securities Capital

Lending Phase Il Asset-backed

Special Plan 3,000,000 18/03/2019 18/03/2021 3.70%
19CMF3 1,700,000 10/04/2019 10/04/2021 3.85%
19CMF4 3,600,000 10/04/2019 10/04/2022 4.00%
19CMF5 2,000,000 25/04/2019 25/04/2021 4.08%
19CMF6 4,000,000 25/04/2019 25/04/2022 4.28%
GF Assets Management — China

Merchants Securities Capital

Lending Phase Il Asset-backed

Special Plan 2,000,000 25/04/2019 25/04/2022 4.20%
19CMF8 4,000,000 29/05/2019 29/05/2021 3.78%
19CM01BC 5,000,000 11/10/2019 11/10/2022 3.45%
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54. BONDS PAYABLE (Continued)
(i) The details of non-convertible bonds are as follows: (Continued)

According to CSRC “Reply on Approval of China Merchants Securities Co., Ltd. to Publicly offer
Corporate Bonds” (Zheng Jian Xu Ke [2013] No. 73), the Company was approved to publicly offer corporate
bonds with total principal amount not exceeding RMB 10,000 million. On 5 March 2013, the Company
issued corporate bonds amounting to RMB 10,000 million at Shanghai Stock Exchange, including 12CMO1
amounting to RMB 3,000 million with the interest rate of 4.45% per annum, 12CM02 amounting to RMB
1,500 million with the interest rate of 4.80% per annum, and 12CM03 amounting to RMB 5,500 million with
the interest rate of 5.15% per annum, respectively. In the current year, 12CM01 and 12CM02 was due on
March 5, 2018.

According to CSRC “Reply on Approval of China Merchants Securities Co., Ltd. to Publicly offer
Corporate Bonds” (Zheng Jian Xu Ke [2015] No. 512), the Company was approved to publicly offer corporate
bonds with total principal amount not exceeding RMB 5,500 million. On May 26, 2015, the Company
completed the issuance of 14CM bonds at Shanghai Stock Exchange, with total issued amount of RMB 5,500
million with the interest rate of 5.08% per annum and a term of 10 years.

According to CSRC “Reply on Approval of China Merchants Securities Co., Ltd. to Publicly offer
Corporate Bonds to Qualified Investors” (Zheng Jian Xu Ke [2018] No. 612), the Company was approved to
publicly offer corporate bond to qualified investors with total principal amount not exceeding RMB 11,800
million. On February 5, 2018, July 18, 2018, August 8, 2018, September 7, 2018 and March 8, 2019, the
Company respectively issued five batches corporate bonds at Shanghai Stock Exchange including 18CMGT,
18CMG5, 18CMG6, 18CMG8 and 19CMG1. The amounts of the five batches corporate bonds are RMB 1,940
million, RMB 2,500 million, RMB 3,000 million, RMB 1,800 million and RMB 1,700 million, with the interest
rates of 5.53%, 4.38%, 3.94%, 4.23% and 3.59% per annum, respectively.

According to Shanghai Stock Exchange “Letter of Consent on China Merchants Securities Co., Ltd.
Listing the Non-publicly Offered Corporate Bonds for Transfer” (Shang Zheng Han 2018 No. 160), the
Company was approved to non-publicly offering corporate bonds to qualified investors with total principal
amount not exceeding RMB 40,000 million, valid within 12 months since the date on which the letter of
consent is issued. In the current year, the Company successively issued six batches non-public corporate bond
with term of one and above years, including 18CMF10, 19CMF3, 19CMF4, 19CMF5, 19CMF6 and 19CMFS8,
of which the issued amounts are RMB 2,500 million, RMB 1,700 million, RMB 3,600 million, RMB 2,000
million, RMB 4,000 million and RMB 4,000 million, with the interest rates of 4.15%, 3.85%, 4.00%, 4.08%,
4.28% and 3.78% per annum, respectively.

According to Shenzhen Stock Exchange “Letter of Consent on Listing GF Assets Management — China
Merchants Securities Capital Lending Phase (I-X) Asset-backed Special Plan”, the Company was approved
to adopt the method of phased issuance with total principal amount not exceeding RMB 8,000 million. On
November 14, 2018, March 18, 2019, April 25, 2019, and November 29, 2019, the Company successively
established four phases of special asset support plans with the issued amounts are RMB 1,000 million, RMB
3,000 million, RMB 2,000 million and RMB 2,000 million, with the interest rates of 3.95%, 3.70%, 4.20%
and 3.32% per annum with the priority ratio of 95%, respectively. Therein, GF Assets Management — China
Merchants Securities Capital Lending Phase | Asset-backed Special Plan and GF Assets Management — China
Merchants Securities Capital Lending Phase IV Asset-backed Special Plan are disclosed in Note 53.
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55. DIVIDENDS TO THE SHAREHOLDERS OF THE COMPANY AND DISTRIBUTION
TO THE HOLDERS OF OTHER EQUITY INSTRUMENTS

_ T

Dividends recognized as distribution 1,768,644 2,317,996
Distribution to holders of other equity instruments 802,090 802,090

Pursuant to the resolution of the shareholders meeting held on June 28, 2019, the Company declared
cash dividends of RMB 2.64 for every 10 shares (tax included) based on 6,699,409,329 shares held amounting
to RMB 1,768,644 thousand in total for the year ended December 31, 2018.

Pursuant to the resolution of the shareholders meeting held on June 22, 2018, the Company distributed
cash dividends of RMB 3.46 for every 10 shares (tax included) based on 6,699,409,329 shares held amounting
to RMB 2,317,996 thousand in total for the year ended December 31, 2017.

As at December 31, 2019, dividend of the Group on perpetual bonds amounted to RMB 802,090
thousand.

56. TRANSFERS OF FINANCIAL ASSETS
(1) Repurchase agreements

The Group entered into repurchase agreements with certain counterparties to sell Group's securities
and interests in margin loans and the proceeds are presented as financial assets sold under repurchase
agreements. In accordance with the terms of the repurchase agreements, the legal title of those securities
and interests in margin loans are not transferred to the counterparties during the year and both parties
simultaneously agree to repurchase it (or an asset that is substantially the same) at the agreed date and price.
The repurchase prices are fixed and the Group is still exposed to substantially all the credit risks, market risks
and rewards of those securities and rights and interests in margin loans sold. These securities and margin
loans are not derecognized from the consolidated financial statements but regarded as “collateral” for the
liabilities because the Group retains substantially all the risks and rewards of these securities and rights and
interest in margin loans.
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56. TRANSFERS OF FINANCIAL ASSETS (Continued)

The following tables provide a summary of carrying amounts and fair values related to transferred
financial assets that are not derecognized in their entirety and the associated liabilities:

As at December 31, 2019

Debt
instruments
Financial assets Debt at fair value
at fair value instruments | through other Securities
through at amortized | comprehensive lending
profit or loss cost income arrangements Total
Carrying amount of transferred assets 62,642,843 459,778 31,677,046 5,255,033 100,034,700
Carrying amount of associated liabilities ,185,015 449,078 30,939,856 5,132,737 97,706,686

_ 1,457,828 10,700 737,190 122,29 2,328,014

As at December 31, 2018

Debt
instruments
Financial assets Debt at fair value
at fair value instruments | through other Securities
through at amortized | comprehensive lending
profit or loss cost income | arrangements Total
Carrying amount of transferred assets 32,208,680 459,271 22,850,421 6,870,858 62,389,230
Carrying amount of associated liabilities 31,629,612 451,014 22,439,602 6,747,329 61,267,557

579,068 ; 410,819 123,529 (A PARYE]

(2) Securities lending arrangements

The Group entered into securities lending agreements with clients to lend out its financial assets
classified as financial assets at fair value through profit or loss with carrying amount totaling RMB 855,997
thousand as at December 31, 2019 (December 31, 2018: RMB 357,074 thousand), which are secured by
client’s securities and deposits held as collateral. As stipulated in the securities lending agreements, the legal
ownership of these securities is transferred to the customers. Although the customers are allowed to sell these
securities during the covered period, they have obligations to return these securities to the Group at specified
future dates. The Group has determined that it retains substantially all the risks and rewards of these securities
and therefore has not derecognized these securities in the consolidated financial statements.
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56. TRANSFERS OF FINANCIAL ASSETS (Continued)
(3) Securities borrowing arrangements

The Group borrowed securities from interbank securities market platform used for the business of
financial assets sold under repurchase agreements and securities short selling, and simultaneously offers
bonds classified as financial assets at fair value through profit and loss, debt instruments at fair value through
other comprehensive income and debt instruments at amortized cost as collateral to the counterparties. As at
December 31, 2019 and 2018, the type and fair values of financial assets at fair value through profit or loss
to the Group borrowed from banks through interbank securities market trading platform for the purpose of

financial assets sold under repurchase agreements are as follows:
As at December 31,

Treasury bonds 5,547,770 4,988,382
Local government bonds 1,536,264 514,808
Policy bank debt 5,316,155 9,458,056

12,400,189 14,961,246

As at December 31, 2019, the above securities borrowing transactions are due before April 24, 2020. As
at December 31, 2018, the above securities borrowing transactions are due before May 16, 2019.

As at December 31, 2019 and 2018, the type and fair values of securities pledged for the Group's
securities borrowing arrangements are as follows:

_ ]

Bonds 11,036,469 12,252,789

57. CAPITAL COMMITMENTS

As of December 31, 2019 and 2018, the Group does not have any significant capital commitments.
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58. DIRECTORS’ AND SUPERVISORS’ EMOLUMENTS

The emoluments of directors and supervisors of the Company paid and/or payable by the Group for the
years ended December 31, 2019 and 2018 are set out below:

Year ended December 31, 2019

Executive directors:

Salaries, Retirement
allowances benefits

and benefits scheme Total
in kind | contributions Bonuses | emoluments

HUO Da — 2,024 263 2,868 5,155

XIONG Jiantao 2,022 257 2,868 5,147
Non-executive directors:

SU Min — — — —

XIONG Xianliang — — — —

SU Jian — — — —

PENG Lei = = = =

HUANG Jian = = = =

WANG Daxiong — — — —

WANG Wen® — — — —
CHEN Zhigang?

Independent non-executive

directors:
XIANG Hua 200 — — — 200
XIAO Houfa 200 — — — 200
XIONG Wei 200 — — — 200
HU Honggao 200 — — — 200
WANG Di 200 — — — 200

1,000 = = = 1,000
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58. DIRECTORS’ AND SUPERVISORS’ EMOLUMENTS (Continued)

Year ended December 31, 2019 (Continued)

Salaries, Retirement

allowances benefits
and benefits scheme Total
in kind | contributions Bonuses | emoluments

Supervisors:

ZHOU Linda Lei = 1,635 228 2,295 4,158
FANG Xiaobing — — — — —
ZHANG Zehong — — — — —
HE Min — 672 149 480 1,301
YIN Hongyan = 926 172 640 1,738
XIONG Zhigang — 710 172 700 1,582
LI Xiaofei — — — — —
WANG Zhangwei — — — — —
MA Yunchun = — — — —

3,943 721 4,115 8,779
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58. DIRECTORS’ AND SUPERVISORS’ EMOLUMENTS (Continued)

Year ended December 31, 2018

Executive directors:

Salaries, Retirement
allowances benefits

and benefits scheme Total
in kind | contributions Bonuses emoluments

HUO Da = 2,168 219 2,080 4,467
WANG Yan® = 1,601 149 = 1,750
XIONG Jiantao 1,817 201 1,664 3,682

Non-executive directors:
SU Min — = — — —
XIONG Xianliang — — = — —
SU Jian — — = — —
PENG Lei - — — — —
HUANG Jian — — — — —
WANG Daxiong — — = — —
CHEN Zhigang — = — — _

Independent non-executive

directors:
XIANG Hua 200 — — — 200
XIAO Houfa 200 — — — 200
XIONG Wei 200 — — — 200
HU Honggao 200 — — — 200
WANG Di®¥ 200 — — — 200
YANG Jun® — — — — —

1,000 - — — 1,000
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58. DIRECTORS’ AND SUPERVISORS’ EMOLUMENTS (Continued)

Year ended December 31, 2018 (Continued)

Salaries, Retirement

allowances benefits
and benefits scheme Total
in kind | contributions Bonuses emoluments

Supervisors:

ZHOU Linda Lei = 1,823 180 1,664 3,667
FANG Xiaobing — — — — —
ZHANG Zehong — — — — —
HE Min — 749 130 — 879
YIN Hongyan = 896 148 — 1,044
XIONG Zhigang — 811 148 — 959
LI Xiaofei — — — — —
WANG Zhangwei — — — — —
MA Yunchun = = — — —

- 4,279 606 1,664 6,549
175

1:

WANG Wen was appointed as non-executive director in July 2019.

)
2) CHEN Zhigang resigned in June 2019.
) WANG Yan resigned in August 2018.
4) Wang Di was appointed as independent non-executive director in January 2018.

5) Yang Jun resigned in January 2018.

The emoluments of executive directors and supervisors shown above were for their services in
connection with the management of the affairs of the Company and the Group. The non-executive directors’
emoluments shown above were for their services as directors of the Company and the subsidiaries, if
applicable.

As of the date of the issuance of these consolidated financial statements, the above compensation
packages including performance-based bonus for executive directors, non-executive directors and supervisors
for the year ended 31 December 2019 have not been finalized. Management of the Group believes that the
difference between the final emoluments and that disclosed above will not have significant impact on the
consolidated financial statements of the Group.

No directors of the Company waived or agreed to waive any emolument paid by the Group during the
year. No emoluments were paid by the Group to the directors of the Company as an incentive payment for
joining the Group or as compensation for resignation during the year.
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59. INDIVIDUALS WITH HIGHEST EMOLUMENTS

Of the five individuals with the highest emoluments, three (2018: three) were directors of the Company.
The emoluments of the remaining two individuals (2018: two) with the highest emoluments are as below:

As at December 31,

Basic salaries and allowances 1,794 3,070
Bonuses 6,652 3,120

Contributions to retirement benefit scheme

_m

Bonus was determined with reference to results of the Group and performance of individuals. No
emoluments were paid by the Group to these individuals as an incentive payment for joining the Group or as
compensation for resignation during the year.

The emoluments of the individuals (non-director) with the highest emoluments are within the following

bands:
As at December 31,

Emolument bands

HKD3,500,001 to HKD4,000,000 = 2
HKD4,000,001 to HKD4,500,000 1 —
HKD5,000,001 to HKD5,500,000 1 =

During the year of 2019, the emoluments paid by the Group to these non-director individuals were
based on the services provided to the Group by these individuals.

60. SIGNIFICANT RELATED PARTY TRANSACTIONS
(1) Relationship of related parties

(a) Major shareholders

Major shareholders include shareholders of the Company with 5% or above ownership. Share

As at December 31,

percentage in the Company:

China Merchants Finance Investment Holdings Co., Ltd. 23.51% 23.51%
Shenzhen Jisheng Investment Development Co., Ltd. 19.56% 19.56%
China Ocean Shipping (Group) Company 6.25% 6.25%
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60. SIGNIFICANT RELATED PARTY TRANSACTIONS (Continued)
(1) Relationship of related parties (Continued)
(b) Associates of the Group

The details information of the Group's associates is set out in Note 22.

(c) Other related parties

Other related parties can be individuals or enterprises, which include: members of the Board of Directors,
the Board of Supervisors and senior management, and close family members of such individuals.

The table below lists the Group’s other significant related parties:

Significant related legal entities The relationship with the Group

China Merchants Bank Co., Ltd. Significant influence by the ultimate controller

China Merchants Expressway Network
Technology Holdings Co., Ltd.

China Merchants Shekou Industrial Zone
Holdings Co., Ltd.

China Merchants Energy Shipping Co., Ltd.
China Merchants Port Group Co., Ltd.
China Merchants Property Co., Ltd.

China Merchants (Shanghai) Investment
Co., Ltd*

Shenzhen Merchants Property Management Co.,
Ltd.*

China Merchants Shekou (Tianjin) Co., Ltd.*

China Merchants Real Estate (Beijing)
Co., Ltd.*

Sinotrans Limited
Nanjing Tanker Corporation

China Merchants Gangtong Development
(Shenzhen) Co., Ltd.*

Eureka Investment Company Limited

Shanghai Rural Commercial Bank Co., Ltd

Fellow subsidiary of the ultimate controller

Fellow subsidiary of the ultimate controller

Fellow subsidiary of the ultimate controller
Fellow subsidiary of the ultimate controller
Fellow subsidiary of the ultimate controller

Fellow subsidiary of the ultimate controller

Fellow subsidiary of the ultimate controller

Fellow subsidiary of the ultimate controller

Fellow subsidiary of the ultimate controller

Fellow subsidiary of the ultimate controller
Fellow subsidiary of the ultimate controller

Fellow subsidiary of the ultimate controller

Fellow subsidiary of the ultimate controller

The director of the Company acts as a director of

the entity

English name translated is for identification purpose only.
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60. SIGNIFICANT RELATED PARTY TRANSACTIONS (Continued)
(2) Related parties transaction and balances

(a) During the years ended December 31, 2019 and 2018, the Group’s major transactions and
balances with its associate are as below:

Transactions between the Group and the associate:

Fee and commission income

Balances between the Group and the associate:

Accounts and other receivables

(b) The Group’s major transactions and balances with its other related parties are as below:

Transactions between the Group and other related parties:

Year ended December 31,

2019 2018

Fee and commission income

— China Merchants Shekou Industrial Zone Holdings Co., Ltd. 65,057 24,321

— China Merchants Energy Shipping Co., Ltd. 1,683 9,434

— Sinotrans Limited 21,782

— China Merchants Gangtong Development (Shenzhen)
Co. Ltd.* 7,547

* English name translated is for identification purpose only.
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60. SIGNIFICANT RELATED PARTY TRANSACTIONS (Continued)
(2) Related parties transaction and balances (Continued)

(b) The Group’s major transactions and balances with its other related parties are as below:
(Continued)

Transactions between the Group and other related parties: (Continued)

Year ended December 31,

Interest income

Investment Income

Fee and commission expenses

Interest expenses of placement from banks

Interest expenses of bond lending business

Interest expenses of repurchase agreements business

— China Merchants Bank Co., Ltd. (3,717) (14,752)

— China Merchants Bank Co., Ltd. (62,017) (52,083)

— China Merchants Property Co., Ltd. (209,292) (3,318)

* English name translated is for identification purpose only.
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60. SIGNIFICANT RELATED PARTY TRANSACTIONS (Continued)
(2) Related parties transaction and balances (Continued)

(b) The Group’s major transactions and balances with its other related parties are as below:
(Continued)

The Group also has the following balances with its other related parties.

_ T

Accounts and other receivables

— Qingdao Asset Management Co., Ltd. 66,354

— China Merchants Real Estate (Beijing) Co., Ltd.* 436,224

— China Merchants Bank Co., Ltd. 23,249,531 14,591,303

— China Merchants Bank Co., Ltd. 449,082

— China Merchants Bank Co., Ltd. 700,272 1,500,625

— China Merchants Bank Co., Ltd. 625,807

* English name translated is for identification purpose only.

During the year ended December 31, 2019, the Group entered into two new lease agreements for
the use of buildings with China Merchants Bank Co., Ltd. for 5 years and 13 years respectively. The Group
has recognized additions of right-of-use assets amounted to RMB562 thousand and RMB38,378 thousand
respectively.

China Merchants Securities Co., Ltd.

320



Notes to the Consolidated Financial Statements (Continued)
For the year ended December 31, 2019
(Expressed in thousands of Renminbi, unless otherwise stated)

60. SIGNIFICANT RELATED PARTY TRANSACTIONS (Continued)
(3) Key management personnel

The remuneration of the key management personnel of the Group is as below:

As at December 31,

Short-term benefits:

— Salaries, allowance and bonuses 37,101 27,327
Post-employment benefits:

— Contribution to retirement schemes 2,292 1,760

39,393 29,087

(4) Other related parties transaction

In December 2015, China Merchants Shekou Industrial Zone Holdings Co., Ltd. issued A Shares for the
purpose to acquire China Merchants Property Development Co., Ltd. and issued A Shares to certain specific
targets for fund raising purpose. The Company subscribed 84,746 thousand shares of the non-public offering
of China Merchants Shekou Industrial Zone Holdings Co., Ltd. through the structured entity controlled
by China Merchants Zhiyuan Capital Investment Co., Ltd., a subsidiary of the Group. As at December 31,
2019, the fair value of the above shares was amounting to RMB 1,093,444 thousand (December 31,2018:
1,388,588 thousand).

During the year, China Merchants Investment Co., Ltd., a subsidiary of the Group, has signed
cooperation framework agreement with China Merchants Real Estate (Beijing) Co., Ltd. and China Merchants
Shekou (Tianjin) Co., Ltd. about the Beijing Yizhuang residential project and west green high-speed rail station
project in Tianjin. China Merchants Investment Co., Ltd will invest no more than RMB 500 million yuan and
RMB 200 million yuan respectively. As at December 31, 2019, China Merchants Investment Co., Ltd. has made
prepayment of RMB436.22 million and RMB100 million, respectively.
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61. FINANCIAL INSTRUMENTS

Categories of financial instruments

As at December 31,

Financial assets

Equity instruments at fair value through other

comprehensive income 7,057,809 6,722,607
Debt instruments at fair value through other

comprehensive income 45,734,307 41,642,341
Financial assets measured at amortized cost 175,647,017 143,790,198
Derivative financial assets 1,805,819 1,150,232
Financial assets at fair value through profit or loss 138,146,068 100,124,746

Financial liabilities

Derivative financial liabilities 2,183,222 1,305,685
Financial liabilities at fair value through profit or loss 10,076,386 9,528,575
Financial liabilities at amortized cost 276,487,697 208,713,652

288,747,305 | 219,547,912
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62. FINANCIAL RISK MANAGEMENT
(1) Risk management structure

Since its establishment, the Group has been developing an all-around, innovative and forward-looking
risk management system, which is aligned with its operation strategy and focuses on its frontier departments
at the business level. The structure of the risk management of the Company consists of five levels, including
the strategical arrangement by the Board of Directors, supervision and scrutiny by the Supervisory Committee,
or decision-making by the senior management and the Risk Management Committee, check-and-balance
and internal controls maintained of relevant risk management departments and direct management of other
departments, branches and its wholly-owned subsidiaries.

The Group adopts a three-level risk management organization structure system: the first level refers
to implementation of effective controls on risk management by all departments and branches themselves;
the second level refers to risk management and internal control measures implemented by relevant risk
management departments; the third level refers to post-event supervision and evaluation by the Audit and
Supervision Department.

The overall risk management duties of departments or posts under the risk management organization
structure are as follows:

(i)  the Board of Directors and Risk Management Committee are responsible for considering and
approving the Group’s risk appetite, risk tolerance and various risk limit indicators. They are
also responsible for considering and approving the Group’s economic capital allocation plan,
convening quarterly meetings, reviewing quarterly risk reports and reviewing the Group's overall
risk management;

(i)  the Supervisory Committee of the Group is responsible for supervising and examining the
operations of the comprehensive risk management system of the Group;

(iii) the senior management comprising the president and vice presidents of the Group is responsible
for the risk management of business operations, determining risk control measures and
formulating risk limit indicators on a regular basis by reference to the risk evaluation reports.
The Risk Management Committee set up by the senior management is the ultimate risk decision-
making body at operation level. The Chief Risk Officer of the Group is responsible for establishing
comprehensive risk management system, monitoring, evaluating and reporting the overall risk level
of the Group and providing risk management suggestion on business decisions;
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62. FINANCIAL RISK MANAGEMENT (Continued)

(1) Risk management structure (Continued)

(iv)

(v)

the Risk Management Department is the leading department in respect of management of market,
credit and operational risks of the Group. It is also responsible for managing market risk and credit
risk, assisting and guiding all units in performing risk management. The Capital Management
Department is responsible for managing liquidity risk, and facilitating the establishment of the
systems, rules and policies of liquidity risk management. Legal and Compliance Department is
responsible for leading the Group’s legal and compliance risk management, money laundering risk
management and assisting in the compliance director on reviewing, supervising and scrutinizing
compliance issues of the Group, promoting the implementation of anti-money laundering work.
The Administration Department together with the Risk Management Department and other
relevant departments promote the management of reputation risk of the company. Internal Audit
Department is responsible for monitoring the effectiveness and implementation of the Group’s risk
management process by audits, and responsible for initiating evaluation of entire internal control
system at least once a year;

All departments, branches and wholly-owned subsidiaries of the Company are responsible for
directly managing and supervising risks of their own businesses and management scopes.

(2) Creditrisk

The Group's exposure to credit risk represents the potential economic loss that may arise from the failure
of a debtor or counterparty to meet its obligation according to their contractual commitment. The Group
is primarily exposed to four types of credit risk: (a) risk arising from default of customers to repay debts in
businesses of margin financing and securities lending, securities-backed lending or stock repurchases; (b) risk
of losses of principal and interest for investments in debt securities, trust products and other credit products
due to default of the issuers or borrowers; (c) risk arising from default of a counterparty to meet its payment
obligation in trading of over the counter (“OTC") derivatives such as equity swaps, interest rate swap and OTC
futures; (d) risk arising from the default of customers in brokerage business in respect of trading of securities,
futures and other financial products, when there was shortfall of funds after liquidation of client’s accounts
on settlement dates.
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62. FINANCIAL RISK MANAGEMENT (Continued)
(2) Credit risk (Continued)

In respect of margin financing and securities lending, securities-backed lending, stock repurchase
business and other financing businesses, the Group has established a multi-level authorization system for
business management and a comprehensive risk management system covering the whole process through due
diligence of customers, approval of credit grant, post-loan evaluation, dynamic adjustment to collaterals, mark
to market system, mandatory liquidation and disposal on default.

For debt securities investment business, the Group has developed an internal credit rating mechanism
to control risks of default and down-grading of debt securities as well as default of counterparties. The
Group sets minimum rating requirements for various types of investments and counterparties by business
authorization system and minimizing the loss arising from different types of investments and default of
counterparties through diversification strategy.

For OTC derivatives trading business, the Group has formulated a set of management measures and rules
to determine eligibility of investors, due diligence of customers, grant of credit to counterparties, discount
rate of securities, effective monitoring of gearing ratio, management of collateral and follow-up measures on
default of customers, in order to strengthen the management before, during and after the transactions.

For brokerage business, the securities trading of domestic customers of whom the Group is an agent
are settled by full margin. With regard to the trading of securities and other financial products for overseas
customers, the Group has effectively controlled the relevant credit risk by strengthen the monitor on credit
grant and margin ratio.

Expected credit loss (ECL) measurement

The Group applies ECL model for financial assets at amortized cost, mainly including advances to
customers, financial assets held under resale agreements, debt instruments at amortized cost and debt
instruments at fair value through other comprehensive income.

The Group assesses whether the credit risk on a financial instrument has increased significantly since
initial recognition at the reporting date and recognizes the impairment loss allowance for expected credit loss
and its movements.

If the credit risk of the financial instrument has not increased significantly since its initial recognition, it is
classified as “Stage 1" and its impairment loss allowance is measured at an amount equivalent to the expected
credit loss of the financial instrument in the next 12 months. The increase or reversal of the impairment loss
allowance thus formed shall be included in the profit and loss as impairment losses under expected credit loss
model, net of reversal.

If a significant increase in credit risk (“SICR”) since initial recognition is identified, the financial
instrument is moved to “Stage 2” and its impairment loss allowance is measured at an amount equivalent to
the expected credit loss of the financial instrument over its lifetime. The increase or reversal of the impairment
loss allowance thus formed shall be included in the profit and loss as impairment losses under expected credit
loss model, net of reversal.
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62. FINANCIAL RISK MANAGEMENT (Continued)
(2) Credit risk (Continued)
Expected credit loss (ECL) measurement (Continued)

If the financial instrument is credit-impaired, the financial instrument is moved to “Stage 3”. and its
impairment loss allowance is measured at an amount equivalent to the expected credit loss of the financial
instrument over its lifetime. The increase or reversal of the impairment loss allowance thus formed shall be
included in the profit and loss as impairment losses under expected credit loss model, net of reversal.

The criteria for the three-stage division of ECL of the main financial assets are as follows:

Advances to customers: exposures with collateral coverage ratio less than 100% for more than 30 days
are considered to be credit impaired and recognized as Stage 3; exposures with collateral coverage ratio
less than 100% for less than 30 days are considered to be with significant increase in risk and recognized as
Stage 2; for exposures that do not have the above situations are considered to be credit risk not increased
significantly and recognized as Stage 1.

Financial assets under resale agreements: based on the obligors’ credit quality, contract maturity date,
the related collateral securities information, which including the sector situation, liquidity discount factor,
concentration, volatility and related information, the Group sets differentiable collateral coverage ratios
(generally not less than 160%) as triggering margin calls and force liquidation thresholds (collateral coverage
ratios generally not less than 140%) against different exposures related to these transactions. Exposures with
collateral coverage ratios fall below the pre-determined force liquidation thresholds for more than 30 days
or those past due for more than 30 days are considered to be credit impaired and recognized as Stage 3;
exposures with collateral coverage ratios fall below the pre-determined force liquidation thresholds for less
than 30 days or those past due for less than 30 days are considered to be with significant increase in credit
risks and recognized as Stage 2; for exposures that do not have the above situations are considered to be
credit risk not increased significantly and recognized as Stage 1.

For debt investment exposures, financial instruments with lower credit risk at the end of the reporting
period, or financial instruments with no significant increase in credit risk after initial recognition (Stage 1);
financial instruments with significantly increased credit risk since initial recognition, however, no credit loss
has occurred, that is, there is no objective evidence of a credit loss event for a financial instrument, and its
expected credit losses should be measured at an amount equivalent to the expected credit loss of the financial
instrument throughout its lifetime (Stage 2); purchased or originated credit-impaired financial instruments, or
non-purchased or originated financial instruments that have suffered credit impairment (Stage 3).
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62. FINANCIAL RISK MANAGEMENT (Continued)
(2) Credit risk (Continued)
Expected credit loss (ECL) measurement (Continued)

For financial assets classified as Stage 1, the expected credit loss is measured using the probability of
deault (“PD"), loss given default (“LGD") and exposure at default (“"EAD"), or loss ratio method. For financial
assets recognized as Stage 2 and Stage 3, the expected credit losses are measured by estimating the future
cash flows associated with the financial assets.

Measuring ECL — inputs, assumptions and estimation techniques

The Group uses expected credit loss model to measure the expected credit losses for applicable financial
assets. Factors considered in the assessment using the expected credit loss model mainly includes asset
categories, PD, LGD, whether there are SICR and judgment on low risk assets, and the impairment loss
allowance in respect of fixed-income financial assets is determined on the basis of the projected future cash
inflows.

For credit business, based on the obligors’ credit quality, contract maturity date, the related collateral
securities information, which including the sector situation, liquidity discount factor, concentration, volatility,
the amount of a single debt and the operation of issuers, the Group uses loss rate method to estimate loss
rate through the maintenance margin ratio, adopting the method of individual identification to identify each
transaction in order to measure the impairment loss allowance of high risk credit business.

On the basis of credit rating of counterparties, credit assessment on borrowers and the quantitative
management of collaterals, the Group fully considers the customer portfolio of each credit related transaction,
the amount of a single debt, the term of borrowing, the maintenance margin ratio and the degree of
collateral concentration, etc., and makes sure the above factors are reflected in parameters such as PD, LGD
and maturity of borrowers. The potential default losses of credit business are measured on a transaction-
to-transaction basis, then the Group’s overall credit risk exposures are aggregated, with stress tests and
sensitivity analysis as supplement for the measurement of credit risks.

For debt securities investments, the Group uses PD/LGD model to measure the expected credit losses for
applicable financial assets. Factors considered in the assessment using the PD/LGD model mainly includes asset
categories, PD, LGD, EAD, discount rate and adjustment factors.

PD will be adjusted in the light of macroeconomic environment and the specific situation of bonds,
and determined after considering forward looking adjustment factors and adjustment factors of specific
bonds. The forward looking adjustment factors are evaluated mainly based on analyzing the relationship
between the default rate and the long-term average default rate under different economic environments
(or macroeconomic factors) in China and other countries, and determined through forecasting economic
environment; the adjustment factors in respect of bonds depend on different industries, specific bonds and
risk mitigation measures, which will be adjusted based on different situations or changes.

LGD is estimated based on historical data and subject to a forward looking adjustment.
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62. FINANCIAL RISK MANAGEMENT (Continued)
(2) Credit risk (Continued)
Measuring ECL — inputs, assumptions and estimation techniques (Continued)

Corresponding loss rates for the Group’s credit business under the 3 stages were as follows:

Stage 1: According to the maintenance margin ratio, concentration and conditions of restriction on
trading, the loss rates on advances to customers range from 0.00% to 1.25%, the loss rates on financial
assets under resale agreements range from 0.00% to 3.78%.

Stage 2 and Stage 3: Loss rate is determined based on the estimated future cash flows associated with
the financial assets.

SICR

The Group uses the following criteria to determine significant increase in credit risks of debt securities
investments.

The credit rating of foreign bonds is lowered to a level below BBB- (not included), the credit rating of
domestic bonds is lowered to a level below AA (not included), or the original debt rating is below AA but
has not yet been identified as there is a significant increase in credit risks, but there is an external rating
downgrade.

Other events being identified as significant increase in credit risks, for example:

e  The significant adverse changes in the industry or policies, geographical environment of issuers, or
deterioration of the issuers’ own business operations;

e  The consolidated financial statements of issuers exhibit significant adverse changes in main
operations or financial indicators;

° The significant adverse changes (if any) in the effectiveness of credit enhancement measures;

o The issuers and the entities that provide credit enhancement are discredited by environmental
protection or safety production bureau, or other important situations, or occurrence of any event
that may affect debt repayment ability; the entities provide credit enhancement are delinquent or
refused to bear the liability arising from credit enhancement in other debts;

o Other significant important events identified by the Group.

According to the Guidance on Impairment of Financial Instruments of Securities Companies issued by
CSRC, criteria of low credit risks are as follows:

e International external rating of foreign bond investment is rated at BBB- or above;
J Domestic external rating of domestic bond investment is rated at AA or above.

For exposures of financial assets under resale agreements with collateral coverage ratios fall below the
pre-determined force liquidation thresholds or past due are considered to be with significant increase in credit
risks. Based on the obligors’ credit quality, contract maturity date, the related collateral securities information,
which including the sector situation, liquidity discount factor, concentration, volatility and related
information, the Company sets differentiable collateral coverage ratios and force liquidation thresholds.
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62. FINANCIAL RISK MANAGEMENT (Continued)
(2) Credit risk (Continued)
Forward looking information

For credit business, based on the analysis of characteristics of industries, the Group identifies specific
indicators related to the loss rate of credit business, that is, the concentration of client positions in margin
financing and margin trading business, the cumulative pledge ratio of stock pledge business, and the type
of collateral. By constructing the relationship between these specific indicators and the loss rate, forward-
looking adjustments are made to the expected credit loss of credit business.

For debt securities investments, the forward looking adjustment factors are firstly, evaluated mainly
based on analyzing the relationship between the default rate and the long-term average default rate under
different economic environments (or macroeconomic factors) in China and other countries, and determined
through forecasting economic environment.

The table below sets forth the Group’s maximum credit risk exposure as at the end of the reporting period,
which is the carrying amount of financial assets recognized without taking into account of the effect of
collaterals or other credit enhancements:

(a) Maximum credit risk exposure

Financial assets at fair value through profit or loss® 101,877,615 67,497,116
Derivative financial assets 1,805,819 1,150,232
Advances to customers 55,224,619 42,976,430
Financial assets held under resale agreements 35,679,825 33,043,860
Accounts and other receivables 3,667,692 3,264,229
Deposits with exchanges and non-bank financial institutions 4,780,890 1,431,420
Clearing settlement funds 12,471,616 13,796,281
Cash and bank balances 61,927,739 47,433,784
Debt instruments at amortized cost® 1,894,639 1,844,195
Debt instruments at fair value through other

comprehensive income 45,734,307 41,642,341

(i)  Financial assets at fair value through profit or loss subjected to credit risk represent the investment in
debt securities, trust products, equity securities lent to customers and asset-backed securities.

(i)  Debt instruments at amortized cost subjected to credit risk represent the investment in debt securities

and customer loans receivable.
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62. FINANCIAL RISK MANAGEMENT (Continued)

(2) Credit risk (Continued)

(b) Risk concentration

The Group’s maximum credit risk exposure without taking account of any collaterals and other credit
enhancements are categorized by geographical area as follows:

As at December 31, 2019

Financial assets at fair value through profit or loss
Derivative financial assets

Advances to customers

Financial assets held under resale agreements
Accounts and other receivables

Deposits with exchanges and non-bank
financial institutions

Clearing settlement funds
Cash and bank balances
Debt instruments at amortized cost

Debt instruments at fair value through other
comprehensive income

Mainland
China

96,542,607
649,150
51,302,490
35,679,825
1,759,101

4,101,323
11,900,495
53,499,838

1,800,034

45,441,799

Outside

Mainland
China

5,335,008
1,156,669
3,922,129

1,908,591

679,567
571,121
8,427,901
94,605

292,508

Total
101,877,615
1,805,819
55,224,619
35,679,825
3,667,692

4,780,890
12,471,616
61,927,739

1,894,639

45,734,307
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62.

(2)

(b)

FINANCIAL RISK MANAGEMENT (Continued)

Credit risk (Continued)

Risk concentration (Continued)

As at December 31, 2018

Outside
Mainland Mainland
China China Total
Financial assets at fair value through profit or loss 66,230,063 1,267,053 67,497,116
Derivative financial assets 654,938 495,294 1,150,232
Advances to customers 39,032,744 3,943,686 42,976,430
Financial assets held under resale agreements 33,043,860 — 33,043,860
Accounts and other receivables 1,188,083 2,076,146 3,264,229
Deposits with exchanges and non-bank
financial institutions 954,789 476,631 1,431,420
Clearing settlement funds 13,421,829 374,452 13,796,281
Cash and bank balances 39,257,531 8,176,253 47,433,784
Debt instruments at amortized cost 1,796,608 47,587 1,844,195
Debt instruments at fair value through other
comprehensive income 41,642,341 — 41,642,341
237,222,786 16,857,102 | 254,079,888
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62. FINANCIAL RISK MANAGEMENT (Continued)
(2) Credit risk (Continued)
(c) Credit rating analysis of financial assets

The carrying amounts of debt securities at the end of the year are categorized by rating distribution as
follows:

2019 ] 2018 |
Rating
Issuers in Mainland China
PRC sovereign bonds (Note) 54,875,682 50,939,463
AAA 75,223,521 36,480,181
AA+ 8,174,320 7,255,461
AA 2,528,962 1,222,258
AA- — —
AA- below 8,995 15,539
A-1 307,220 553,357
Non-rated 570,260 23,207,093
Sub-total 141,688,960 119,673,352

Issuers in Hong Kong and other regions

PRC sovereign bonds (Note) 2,670 9,740
A 951,750 102,910
B 4,598,707 956,562
C — —
D — —
Non-rated 74,388 197,842
Sub-total 5,627,515 1,267,054

Note: PRC sovereign bonds represent the rating of bonds issued by the government of PRC.AAA~AA-,
below AA- rating represents rating on bonds with maturity over 1 year, among which AAA rating
represents the highest rating. A-1 rating represents rating on bonds with maturity within 1 year. Non-
rated represents bonds which are not rated by any independent rating agency.

Credit rating of overseas bonds were derived from the lowest of Moody, Stand&Poor’s and Fitch, if any.
The bonds, which are not rated by the above agencies, are classified as non-rated. Included in A rating are
the bonds comprising Aaa~A3 rating of Moody's, AAA~A- rating of S&P and AAA~A- rating of Fitch; B rating
are the bonds comprising Baa1~B3 rating of Moody’s, BBB+~B- rating of S&P and BBB+~B- rating of Fitch; C
rating are the bonds comprising Caa1~C rating Moody's, CCC+~C rating of S&P and CCC~C rating of Fitch;
D rating are the bonds comprising D rating of S&P and D rating of Fitch.
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62. FINANCIAL RISK MANAGEMENT (Continued)
(3) Liquidity risk
(a) Origin and management of liquidity risk

The Group’s exposure to liquidity risk mainly arises from failure to obtain sufficient funds at reasonable
costs and in a timely manner to repay due debts, perform other payment obligations and satisfy funding
needs for normal business operation. If there is material and adverse changes in the operating condition of
the Group in the future and the Group is not able to maintain their gearing ratio at a reasonable level, and
the operations of the Group experiences unusual changes, the Group may not be able to repay the principal
or interest of relevant debts in full when due.

In order to prevent liquidity risk, the Group has established high-quality current asset reserves and
minimum excess reserve quota system. The Group has formulated liquidity emergency management plans to
store minimum excess reserve in the funding plan. The Group has reserved treasury bonds, PBOC bills and
other highly liquid assets which can be liquidated at any time under extreme circumstances for unexpected
expenses. In addition, the Group has actively developed management for funding gaps. By using management
tools of cash flow gap, sensitivity analysis and stress testing, the Group can identify potential risks as early
as possible to arrange financing and adjust the pace of fund usage for business purposes in advance to
effectively manage the payment risk. The Group has also continuously expanded their financing channels
and has a balanced distribution of debt maturities, so as to avoid the payment risk caused by single financing
channel or servicing debts when due. Besides, the Group has established internal risk reporting system to
promptly monitor the liquidity risk in the operation of each business and at each branch. Moreover, the Group
takes measures to promote the safe, sound and sustainable operation of each business and each branch.
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62.

(3)

(b)

FINANCIAL RISK MANAGEMENT (Continued)
Liquidity risk (Continued)

Undiscounted cash flows by contractual maturities

As at December 31, 2019

More than | More than | More than
1monthbut | 3 months | 1 year but
Carrying Less than | less than Jbut less than less than | More than

amount | On demand 1month | 3 months 1 year 5 years 5 years

Non-derivative financial liabilities

Short-term debt instruments 32,915,760 — 7,097,642 19227621 6,975,269 — 33300532
Bonds payable 64,348,043 — 1174734 496,390 9,001,158 49,129,380 5779400 71,581,062

Financial liabilities at fair value

through profit or loss 10,076,386 564,455 6,945,434 - 408620 2,157,877 — 10,076,386
Other payables and accrued charges 4,937,347 4,900,870 36,477 — 4937347

Lease liabilities = 22,107 44938 212,262 694,416 489,300 1,463,023

125,14
200,953,888 | 67,189,545 | 120,205,553 | 21,600,058 | 25588275 | 52,258,780 | 6,268,700 | 293,150,920

Derivative financial liabilities
— net settlement 2183222 1,367,051 480,062 173,073 163,036 — — 2183222
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62. FINANCIAL RISK MANAGEMENT (Continued)
(3) Liquidity risk (Continued)

(b) Undiscounted cash flows by contractual maturities (Continued)

As at December 31, 2018

More than | More than | More than

1monthbut | 3 months | 1 year but
Carrying Less than | less than Jbut less than less than | More than
amount | On demand 1month | 3 months 1 year 5 years 5 years

Non-derivative financial liabilities

Short-term debt instruments 34,051,050 — 8228219 17285090 9,642,401 — 35155770
Bonds payable 51,963,737 = 384,734 387,00 18,187,296 34048914 6,040,848 59,048,832

Financial liabilities at fair value
through profit or loss 9,528,575 2,888,048 6,640,527 — 9528575

Other payables and accrued charges — 2,240,19 11,935 28,260 — 2019
31

214360980 5,011,730 | 0100800 | 19171858 | 27868617 | 35,488,521 | 6,000,888 | 222,768,469

Derivative financial liabilities
- net settlement 1,305,685 1,120,668 40,500 58,653 85,364 — — 1,305,685
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62. FINANCIAL RISK MANAGEMENT (Continued)
(4) Market risk
(a) Origin and management of market risk

Market risks of the Group refer to the risks of loss resulting from adverse changes in the market.
Securities held by the Group are derived from the proprietary investment, market-making business and
other investment activities. Movements in securities holding primarily arise from the relevant strategies of
proprietary investments and needs of market-making. The securities of the Group are measured at fair values
which fluctuates daily according to the market factors and change in the portfolios of the securities. Market
risks of the Group primarily include: (i) equity price risk, which represents the exposures arise from fluctuation
in the spot price, future price and volatility of indices such as stocks, equity portfolio, commodities and stock
index futures; (ii) interest rate risk, which primarily represents the exposures arise from movements in the yield
curve of fixed income investment, fluctuation in interest rates and credit spreads; and (iii) commodity risk,
which represents exposures arise from changes in the spot price, future price and the relevant volatility; and
(iv) exchange rate risk, which represents the exposures arise from changes in the spot rate, future rate and
volatility of foreign currency exchange rates.

The Group collectively allocates economic capital in accordance with the risk preference and risk
tolerance indicators set by the directors of the Group. By considering the risk associated with each type
of investments and their interrelationship, the Group allocates the overall risk limits to different business
departments/business lines. The front-office business departments are responsible for market risk
management at the frontiers. The person in charge and investment manager shall utilize their extensive
experience and in-depth knowledge of the markets and products to conduct risk management in trading
transactions within their authorities and dynamically manages risk exposures to the securities held in open
position by taking initiative measures to mitigate or hedging these risks. Risk Management Department is
independent from other business departments and reports to Chief Risk Officer. By applying professional risk
management tools and methods, Risk Management Department aims to independently monitor, measure
and manage market risk at different levels, including investment strategies, business units/lines and the entire
Group. Reports of evaluation and risk analysis are generated and delivered to the responsible officers of the
business departments/business lines and management of the Group on a daily, monthly or quarterly basis to
facilitate decision making. When risk level is approaching or exceeds the threshold values, Risk Management
Department will warn against relevant management officers promptly, and the respective business
departments/business lines will implement measures according to the resolutions of the relevant committees.
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62. FINANCIAL RISK MANAGEMENT (Continued)
(4) Market risk (Continued)

(b) Price risk

Value at Risk (“VaR")

The Group adopts Value at Risk (“VaR") as the risk evaluation tool for measuring the market risk of the
entire securities investment portfolio which comprises various financial instruments. VaR analysis is a statistical
technique that estimates the potential maximum losses that could occur on risk positions due to movements
in interest rates, stock prices or currency rates over a specified time period and at a given level of confidence.

The analysis of the Group’s VaR (confidence level of 95% and a holding period of one trading day) by
types of risks is as follows:

Final
At December 31,
Market risk of equity price 175,609 191,994
Market risk of interest rate 36,248 51,405
Market risk of commodity price 4,475 6,491
Market risk of foreign exchange 61 157
Diversification effect (37,910) (58,517)
Highest
At December 31,
Market risk of equity price 254,416 255,080
Market risk of interest rate 42,714 52,076
Market risk of commodity price 7,191 5,707
Market risk of foreign exchange 1,026 792
Diversification effect (52,200) (73,445)

253,147 240,210
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62. FINANCIAL RISK MANAGEMENT (Continued)
(4) Market risk (Continued)
(b) Price risk (Continued)

Value at Risk (“VaR") (Continued)

At December 31,

Lowest
Market risk of equity price 170,724
Market risk of interest rate 39,697
Market risk of commodity price 2,619
Market risk of foreign exchange 147
Diversification effect (48,523)

162,207
48,540
6,045

(41,369)

Average

_ ]

Market risk of equity price 200,326
Market risk of interest rate 41,331
Market risk of commodity price 6,610
Market risk of foreign exchange 642
Diversification effect (42,378)

221,450

51,221
7,108
537
(61,484)

Note: The VaR of the market risk of equities includes the specific directional investment for 2015 market
stabilization measures and specific accounts in China Securities Finance Corporations. VaR value of

these investments calculated based on CSI 300.
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62. FINANCIAL RISK MANAGEMENT (Continued)
(4) Market risk (Continued)
(c) Interest rate risk

The tables below summarize the Group's interest-bearing financial assets and liabilities as at year and by
their remaining terms to repricing or contractual maturity date, whichever is earlier. Other financial assets and
liabilities not included below are not exposed to significant interest rate risk.

At December 31, 2019
Morethan | Morethan |  More than

1 month but | 3monthbut | 1 yearbut Non-
Less than less than less than less than |  More than interest
1 month 3 months 1 year 5 years 5 years bearing

Financial assets
Equity instruments at fair value through other

comprehensive income - - - - — 7,057,809 7,057,809
Debt instruments at fair value through other

comprehensive income 484,154 457366 10287960 28122253 6382574 — 45734307
Financial assets at fair value through profit or loss 2188318 6166520 46118538 33153688 12,021,687 38497317 138,146,068
Derivative financial assets - - - - - 1,805,819 1,805,819
Advances to customers 6,560,080 9,733,689 38,930,850 — - — 55,224,619
Financial assets held under resale agreements 16,507,344 1396,05 15,606,124 2,170,301 — — 35,679,825
Debt instruments at amortized cost 52,782 2,937 1,048,825 783,855 — 6,237 1,894,636
Accounts and other receivables - - — - — 763,703 763,703
Deposits with exchanges and non-bank financial

institutions 4,780,890 - - - - — 478089
Clearing settlement funds 12,471,616 - - - - — 12471616
Cash and bank balances 61,327,739 200,000 400,000 - - - 61927739
Sub-total 104372923 17,956,568 112,392,297 64230097 18404261 48130885 365,487,031
Financial liabilities

Borrowings 3,082,735 2,654 1,163,289 268,610 — — 4,517,288
Short-term debt instruments 7,091,848 19,106,627 6,900,141 - - — 33,098,616
Placements from banks and other financial institutions 2,501,976 505,444 4,005,779 - - — 7,013,199
Bonds payable 7,155,098 402360 7934637 45014924 5484483 — 65,991,502
Financial assets sold under repurchase agreements 93,353,772 1,300,596 3,052,318 - — — 97,706,686
Derivative financial liabilities - - - - - 82 18
Financial liabilites at fair value through profit or loss 6,945,434 - - - — 313092 10,076,386
Accounts payable to brokerage clients 61,724,220 - - - - — 61724200
Other payables and accrued charges - - - - — 4937060 4,937,060
Lease liabilities 21,502 43,524 202,601 621,917 362,603 — 125,147
Sub-fotal 181,876,585 21,361,205 23258765 45905451 5,847,086 10251234 288,500,326

Net position (77503,662) ] (3,404,637)| 89133532 | 18324,646 | 12557175 ] 37879651 | 76,986,705
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62.

(4)

(c)

FINANCIAL RISK MANAGEMENT (Continued)
Market risk (Continued)

Interest rate risk (Continued)

At December 31, 2018

Morethan |  Morethan |  More than
1 month but | 3month but |  1year but Non-
Less than less than less than lessthan | More than interest
1 month 3 months 1 year 5 years 5 years bearing

Financial assets

Debt instruments at fair value through other
comprehensive income 493,917 59354 2426175 32136852 6,526,043 — 4164381

Derivative financial assets — 1,150,232 1,150,232

Financial assets held under resale agreements 13923280 3343567 10445357 5,277,749 — 3298995

Accounts and other receivables - 708,466 708 466

Clearing settlement funds 13,796,281 — 13,796,281

Sub-total 85144511 13824047 62402218 64931050 20,668,703 41638490 288,609,019

Borrowings 1,576,882 700,960 679,055 = 2,956,897

Placements from banks and other financial institutions 2,500,000 1,000,000 - 3,500,000

Financial assets sold under repurchase agreements 60,749,277 459,391 — 61208778

Financial liabilities at fair value through profit or loss 6,640,527 — 20888048 9528575

Other payables and accrued charges — 1239908 224019

Net position (43,383,830) ]  (4,956,174)| 36,162,883 | 34,849,361 | 15,186,655 | 35083459 | 72,942,354
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62. FINANCIAL RISK MANAGEMENT (Continued)
(4) Market risk (Continued)
(c) Interest rate risk (Continued)
Sensitivity analysis

The Group conducts sensitivity analysis on interest rates to measure the impact of a reasonably possible
change in interest rates on the Group's profit and equity, assuming all other variables were held constant.
Assuming a parallel change in market interest rate and without taking into account of any possible risk

management activities that may be taken by the management to reduce interest rate risks, the Group’s
interest rate sensitivity analysis is as follows:

Sensitivity to profit

2019 2018

Increase by 100bps (1,814,227) (1,446,493)

Sensitivity to equity

2019 2018

Increase by 100bps (2,963,149) (2,659,049)
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62. FINANCIAL RISK MANAGEMENT (Continued)
(4) Market risk (Continued)
(d) Foreign currency rate risk

Foreign exchange rate risk represents the adverse changes in the financial position and cash flows of
the Group due to changes in foreign exchange rates. The Group conducts sensitivity analysis on foreign
exchange rates to measure its foreign exchange rate risks. The table below indicates the sensitivity analysis on
exchange rate changes in currencies that the Group has significant exposure, which calculates the impacts of
a reasonably possible change in the exchange rate of a foreign currency against Renminbi equity, assuming all
other variables were held constant. A negative amount reflects a potential decrease in equity, and a positive
amount reflects a potential increase in equity.

Sensitivity analysis of exchange rate

Change in exchange rate
Depreciation of USD by 3% (142,773) (85,780)
Depreciation of HKD by 3% (24,335) (65,878)

The table above indicates the impacts on the equity of a depreciation of 3% in USD and HKD against
Renminbi. There will be an opposite impact with the same amount as shown in the above table if the above
exchange rates appreciate by the same percentage.

(5) Operational risk

The Group's operational risks arise from imperfection or problematic internal processes, people and
systems or external events. The operational risk factors of the Group summarized into seven categories,
including: internal fraud, external fraud, employee policies and workplace safety, clients, products and
business activities, physical property damage, business interruption and IT system failures, execution,
settlement and process management.

The Group emphasized balance of business scale, profitability and risk tolerance level, adhering to
carrying out various operations with prudence, and will not sacrifice operational risk management and
controls. During the current year, the Group continued to strengthen operational risk management, and
established a sound operational risk management system gradually, which was commensurate with the
business nature, scale and complexity of the Group. The Group effectively improved the depth and breadth of
operational risk management, through implementation of the three management tools and their continuous
optimization and improvement, which are operational risk control and self-assessment, operational risk events
and loss data collection and key operational risk indicators, and through focus on the industry hot issues,
aimed at frequent and prone-to-occur areas of company operational risk to carry out all kinds of special comb
and screening.
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62. FINANCIAL RISK MANAGEMENT (Continued)

(6) Capital management

The Group’s objectives of capital management are:

To ensure the Group maintains sufficient capital strengthen and market competitiveness, oriented
by the corporate strategy;

Adequately manage its capital resource allocation to maximize the profit and capital return;

To actively explore the Group’s source of funding, optimize the Group’s assets and liabilities
structure to enhance the use of balance sheet financing;

To comply with the relevant capital requirements under the PRC, Hong Kong and overseas
regulations.

The Company is required to meet the following standards for risk indicators on a continual basis:

The ratio of net capital divided by the sum of its various risk capital provisions shall be no less than
100% (“Ratio 1");

The ratio of core net capital divided by on-balance-sheet and off-balance-sheet assets shall be no
less than 8% (“Ratio 2")

The ratio of high-quality liquidity assets divided by net cash outflows for the next 30 days shall be
no less than 100% (“Ratio 3");

The ratio of available amount of stable funds divided by required stable funds shall be no less than
100% (“Ratio 4");

The ratio of net capital divided by net asset shall be no less than 20% (“Ratio 5");
The ratio of net capital divided by liabilities shall be no less than 8% (“Ratio 6”);
The ratio of net asset divided by liabilities shall be no less than 10% (“Ratio 7");

The ratio of the value of equity securities and derivatives held divided by net capital shall not exceed
100% (“Ratio 8"); and

The ratio of the value of non-equity securities and derivatives held divided by net capital shall not
exceed 500% (“Ratio 9").

Net capital refers to net assets minus risk adjustments on certain types of assets as defined in the
Administrative Measures.

During the reporting period, both of the Company’s net capital and other risk control indicators,
comply with “Securities Company Management Guidelines” and “Securities Company Risk Control Indicators
Management Guideline”.
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62. FINANCIAL RISK MANAGEMENT (Continued)
(6) Capital management (Continued)

As at December 31, 2019 and 2018, the Company maintained the above ratios as follows:

Net assets 78,190,125 75,518,016

Total On-Balance-Sheet and Off-Balance-Sheet Assets 309,933,814 251,421,719

Ratio 2 13.44% 15.52%

Ratio 4 157.77% 159.64%

Ratio 6 22.26% 31.77%

Ratio 8 32.50% 22.27%

The above ratios are calculated based on the underlying financial statements prepared in accordance
with the relevant accounting standards and financial regulations applicable to enterprise in the PRC.

Certain subsidiaries of the Company are also subject to capital requirements under the PRC, Hong Kong
and overseas regulations, imposed by the CSRC, the Hong Kong Securities and Futures Commission and the
UK Financial Conduct Authority, respectively.
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63. FAIR VALUE OF FINANCIAL INSTRUMENTS

(1) Fair value of the financial assets and financial liabilities that are not measured on a recurring
basis

The fair value of financial assets and financial liabilities not measured at fair value on a recurring basis is
estimated using discounted cash flow method.

The directors of the Company consider that the carrying amounts of the financial assets and financial
liabilities not measured at fair value on a recurring basis (including financial liabilities included in the
consolidated statement of financial position of the Group at amortized cost) approximate their fair values as
at December 31, 2019 and 2018.

(2) Fair value of the financial assets and financial liabilities that are measured at fair value on a
recurring basis

If there is a reliable market quote for financial instruments, the fair value of financial instruments is
based on quoted market prices. If a reliable quoted market price is not available, the fair value of the financial
instruments is estimated using valuation techniques. Valuation techniques applied include reference to the
fair value of another instrument that is substantially the same, discounted cash flow analysis and option
pricing models. The inputs used in valuation techniques include risk-free and benchmark interest rates, credit
spreads and foreign exchange rates. Where discounted cash flow analysis is used, estimated cash flows are
based on management’s best estimates and the discount rate used is reference to another instrument that is
substantially the same.

Since the level 2 and level 3 of financial assets and liabilities are not quoted in an active market,
valuation technique is used to estimate the fair value. When estimating fair value using valuation technique,
observable inputs and data from the practical market (e.g. yield curve of interest rate products, foreign
currency exchange rate, implied volatility, etc.) are adopted. If the observable inputs in the market are not
available, the observable input data that are calibrated as closely as possible to the market observable data
are used for estimating the fair value. Meanwhile, the credit risk, volatility, correlation, etc. of the Group and
the counterparty are estimated by the management. The changing of these factors will affect the estimated
fair value of the financial instruments, therefore there were uncertainty of accounting estimation on the level
2 and level 3 of financial assets and liabilities.
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Notes to the Consolidated Financial Statements (Continued)
For the year ended December 31, 2019
(Expressed in thousands of Renminbi, unless otherwise stated)

63. FAIR VALUE OF FINANCIAL INSTRUMENTS (Continued)

The valuation techniques and input used in the fair value measurements of financial instruments are as

set out below:
Fair value as at o o
Significant Relationship of
December 31, . .
Fair value unobservable unobservable input to

Financial assets/financial liabilities 2019 2018 | hierarchy | Valuation technique(s) and key input(s) inputs fair value

1) Financial assets at fair value

through profit or loss

- Traded on stock exchanges 5,987,935 231,419 Level 1 Quoted closing prices in an active market.

- Traded on stock exchanges 399,999 - Level 3 Discounted cash flows with future cash flows ~ Expected future The higher the future
that are estimated based on contractual cash flows. cash flows, the higher
amounts and coupon rates, discounted the fair value.
at a rate that reflects the credit risk of Discount rates that

The lower the
discount rate, the
higher the fair value.

counterparty. correspond to the
expected risk level.

- Traded on interbank market 171,793 - Level 3 Discounted cash flows with future cash flows — Expected future The higher the future
that are estimated based on contractual cash flows. cash flows, the higher
amounts and coupon rates, discounted Discount rates that  the fair value. The
at a rate that reflects the credit risk of correspond tothe ~~ lower the discount
counterparty. expected risk level.  rate, the higher the

fair value.

- Unlisted 547,938 = Level 2 Measured at fair value based on broker VA N/A
quoted price

- Traded on stock exchanges 9,875989 4,526,005 Level 1 Quoted closing prices in an active market.
- Traded on stock exchanges 1031376 1,388,589 Level 2 Adjusted market prices.
- Traded National Securities Exchange 55,646 - Level 2 Bid prices or negotiated prices.

and Quotation System
- Traded National Securities Exchange - 82,561 Level3 Adjusted quoted prices. Liquidity discount. ~ The higher the

and Quotation System discount, the lower

the fair value.
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Notes to the Consolidated Financial Statements (Continued)
For the year ended December 31, 2019
(Expressed in thousands of Renminbi, unless otherwise stated)

63. FAIR VALUE OF FINANCIAL INSTRUMENTS (Continued)

Fair value as at o o
Dlec‘;ml;er 31, Significant Relationship of
Fair value unobservable unobservable input to

Financial assets/financial liabilities 2019 2018 | hierarchy | Valuation technique(s) and key input(s) inputs fair value

Equity investments (Continued)

- Unlisted Equity (subject to redemption 121,344 145,473 Level 3 The net asset value based on the fair value of ~ The fair value of The higher the

option) the underlying investments underlying assets ~ underlying assets
valuation, the higher
the fair value.
- Unlisted Equity 799,968 - Level3 Discounted amount based on simple Repurchase The higher the
repurchase interest rate. interest rate. interest rate, the
higher the fair value.
Funds
- Unlisted 13,969,157 20,207,795 Level 2 Based on the net asset values of the funds, N/A

determined with reference to observable
(quoted) prices of underlying investment
portfolio and adjustments of related expenses.

- Wealth management and trust 587,248 111,188 Level 1 Quoted closing prices in an active market. N/A
products and others
- Wealth management and trust 1,859,786 Level 2 Discounted cash flows with future cash flows ~  Discounted rate. The higher the
products and others that are estimated based on yield curves of discount, the lower
different products the fair value.

- Wealth management and trust 1658333 1,527,363 Level 3 Comparable companies analysis valuation Liquidity discount. ~~ The higher the
products and others discount, the lower
the fair value.

2019 Annual Report

347



Notes to the Consolidated Financial Statements (Continued)
For the year ended December 31, 2019
(Expressed in thousands of Renminbi, unless otherwise stated)

63. FAIR VALUE OF FINANCIAL INSTRUMENTS (Continued)

Fair value as at o o
Dlec\;ml;er 31, Significant Relationship of
Fair value unobservable unobservable input to

Financial assets/financial liabilities m 2018 | hierarchy | Valuation technique(s) and key input(s) inputs fair value

Bonds

- Traded on stock exchanges 21,330,163 20,790,141 Level 2 Discounted cash flows with future cash flows /A
that are estimated based on yield curves of
different securities.

- Unlisted 114,203 - Level 2 Measured at fair value based on broker
quoted price

- Special accounts 7,057,809 6,722,607 Level 2 Based on the net asset values of the
investment, determined with reference to
observable (quoted) prices of underlying
investment portfolio and adjustments of
related expenses.

- Interest rate swap - assets 226,180 394,434 Level 2 Discounted cash flows. Future cash flows are ~~ N/A

estimated based on forward interest rates
(from observable yield curves at the end of the
reporting period) and contracted interest rates,
discounted at a rate that reflects the credit risk
of various counterparties.

- Equity return swap - assets 182,909 210,192 Level 2 Calculated based on the difference between N/A N/A

the equity return of underlying equity
securities based on stock index and quoted
prices from stock exchanges in the PRC
and the fixed income agreed in the swap
agreements between the Company and the
counterparty.

- Stock index futures - liabilities Level 1 Quoted closing prices in an active market.
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Notes to the Consolidated Financial Statements (Continued)
For the year ended December 31, 2019
(Expressed in thousands of Renminbi, unless otherwise stated)

63. FAIR VALUE OF FINANCIAL INSTRUMENTS (Continued)

FeIRGIEESa Significant Relationship of
December 31, . :
Fair value unobservable unobservable input to
Financial assets/financial liabilities 2019 2018 | hierarchy | Valuation technique(s) and key input(s) inputs fair value

4)  Derivative financial instruments

(Continued)
- Commodity swap - liabilities 2972 264,023 Level 2 Calculated based on the difference between N/A N/A
the underlying commodity market price
and the reference price agreed by the
counterparty.
- Commodity futures - liabilities 1,105,762 446,316 Level 1 Quoted closing prices in an active market. VA
- Option - liabilities 370,568 116,966 Level 1 Quoted closing prices in an active market.
- Over-the-counter option - liabilities 442,105 = Level 3 Option pricing model Historical volatiity ~ The higher the
of the share prices ~ historical volatility, the
of the securities. higher the fair value.
- Over-the-counter option - liabilities - 49,571 Level2 Option pricing model
- Forward contract - liabilities 1,164 1,482 Level 2 Discounted cash flows. Future cash flows are
estimated based on forward interest rates
(from observable yield curves at the end of the
reporting period) and contracted interest rates,
discounted at a rate that reflects the credit risk
of various counterparties.
- Commodity - liabilities 22,254 12,205 Level 2 Calculated based on the difference between N/A NA

the underlying commodity market price and
the reference price agreed by the counterparty
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Notes to the Consolidated Financial Statements (Continued)
For the year ended December 31, 2019
(Expressed in thousands of Renminbi, unless otherwise stated)

63.

FAIR VALUE OF FINANCIAL INSTRUMENTS (Continued)

Fair value as at o o
Dlec:ml;er 3 Significant Relationship of
. Fair value unobservable unobservable input to

Financial assets/financial liabilities m 2018 | hierarchy | Valuation technique(s) and key input(s) inputs fair value

4)  Derivative financial instruments

(Continued)
- Credit default swap - asset - Level 2 Discounted cash flows with future cash flows ~~ N/A N/A
that are calculated based on the difference
between discounted cash flows with future
cash flows that are estimated based on
unsecured rates and secured rates

5)  Financial liabilities at fair value
through profit or loss

- Financial liabilities held for trading 570,635 258,023 Level 1 Quoted closing prices in an active market.
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Notes to the Consolidated Financial Statements (Continued)
For the year ended December 31, 2019
(Expressed in thousands of Renminbi, unless otherwise stated)

63. FAIR VALUE OF FINANCIAL INSTRUMENTS (Continued)

Analysis of financial instruments, measured at fair value at the end of the year, by level in the fair value
hierarchy into which the fair value measurement is categorized as follows:

As at December 31, 2019

Financial assets

Financial assets at fair value

through profit or loss 18,607,051 115,994,094 3,544,923 138,146,068
— Bonds 5,987,935 93,152,312 641,887 99,782,134
— Equity investments 9,875,989 1,968,405 1,240,163 13,084,557
— Funds 2,155,879 13,969,157 — 16,125,036
— Others 587,248 6,904,220 1,662,873 9,154,341

Derivative financial assets 1,233,743 438,320 133,756 1,805,819

Debt instruments at fair value
through other comprehensive
income 178,305 45,556,002 — 45,734,307

Equity instruments at fair value
through other comprehensive
income — 7,057,809 — 7,057,809

20,019,099 | 169,046,225 3,678,679 | 192,744,003
Financial liabilities

Financial liabilities at fair value
through profit or loss 570,635 9,505,751 — 10,076,386

Derivative financial liabilities 1,476,662 259,042 447,518 2,183,222

2,047,297 9,764,793 447,518 | 12,259,608
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Notes to the Consolidated Financial Statements (Continued)
For the year ended December 31, 2019
(Expressed in thousands of Renminbi, unless otherwise stated)

63. FAIR VALUE OF FINANCIAL INSTRUMENTS (Continued)

As at December 31, 2018

Financial assets

Financial assets at fair value

through profit or Loss 5,411,713 91,251,400 3,461,633
— Debt securities 231,419 66,856,911 51,056
— Equity investments 4,526,005 1,903,429 1,856,067
— Funds 543,101 20,207,795 —
— Others 111,188 2,283,265 1,554,510
Derivative financial assets 488,766 661,466 —

Debt instruments at fair value
through other comprehensive
income — 41,642,341 —

Equity instruments at fair value
through other comprehensive
income 6,722,607

100,124,746
67,139,386
8,285,501
20,750,896
3,948,963
1,150,232

41,642,341

6,722,607

Financial liabilities

Financial liabilities at fair value
through profit or loss 258,023 9,270,552 —

Derivative financial liabilities 564,955 740,730

9,528,575
1,305,685

There was no significant transfer of financial instruments measured at fair value between the first and

second levels of the Group during the year of 2019 and 2018.
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Notes to the Consolidated Financial Statements (Continued)
For the year ended December 31, 2019
(Expressed in thousands of Renminbi, unless otherwise stated)

63. FAIR VALUE OF FINANCIAL INSTRUMENTS (Continued)

Reconciliation of Level 3 fair value measurements

Financial Financial
assets liabilities

As at January 1, 2019 3,461,633

Gain or losses for the year 176,668 (210,825)
Additions 828,835 236,693
Sales and settlements (250,340) —

Transfers into level 3 — —
Transfers out of level 3 (538,117) —
As at December 31, 2019 3,678,679 447,518

Total gains or losses for the period included in profit or

loss for assets/liabilities held at the end of the reporting

period 212,251 (210,825)
I ]
assets liabilities
As at January 1, 2018 4,475,354
Gain or losses for the year 264,676 —
Additions 789,198 —
Sales and settlements (2,072,528) —
Transfers into level 3 23,137 —
Transfers out of level 3 (18,204) —
As at December 31, 2018 3,461,633 —

Total gains or losses for the period included in profit or

loss for assets/liabilities held at the end of the reporting
period 220,472
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Notes to the Consolidated Financial Statements (Continued)
For the year ended December 31, 2019
(Expressed in thousands of Renminbi, unless otherwise stated)

64. OFFSETTING FINANCIAL ASSETS AND FINANCIAL LIABILITIES

The Group offsets the following financial assets and financial liabilities since the Group currently has a
legally enforceable right to set off the balances, and intends either to settle on a net basis, or to realize the

balances simultaneously.

Type of financial assets

Advances to customers

Accounts receivable from clearing

houses, brokers and dealers

Derivatives instruments

Type of financial liabilities

Accounts payable to brokerage

clients

Derivatives instruments

liahilities

set off in the

Gross amounts consolidated
of recognize statement of
financial assets | financial position

55,224,619 =
1,468,716 (914,008)
1,814,628 (8,809)

58,507,963 (922,817)

Gross amounts

of recognized

financial assets

Gross amounts set off in the
of recognize consolidated
financial statement of
liabilities | financial position

(3,855,587) 914,008
(2,521,279) 338,057

China Merchants Securities Co., Ltd.

Net amounts of
financial assets
presented in the
consolidated
statement of
financial position

55,224,619

554,708
1,805,819
57,585,146

As at December 31, 2019

Gross amounts
of recognized
financial

Related amounts not set off
in the consolidated statement
of financial position

Financial
instruments Cash collateral Net amount
(48,138,182) (7,086,437) —
(354,157) — 200,551

1,805,819

(48,492,339) (7,086,437) 2,006,370

As at December 31, 2019

Net amounts of
inancial liabilities
presented in the
consolidated
statement of
financial position

(2,941,579)

2,183,222)

Related amounts not set off
in the consolidated statement
of financial position

Financial

instruments Cash collateral Net amount

(2,587,422)
2,183,22)

354,157 =

354




Notes to the Consolidated Financial Statements (Continued)
For the year ended December 31, 2019
(Expressed in thousands of Renminbi, unless otherwise stated)

64. OFFSETTING FINANCIAL ASSETS AND FINANCIAL LIABILITIES (Continued)

As at December 31, 2018

Gross amounts
of recognized
financial | Netamounts of

Related amounts not set off
in the consolidated statement
of financial position

liabilities | financial assets
setoffinthe | presented in the

Gross amounts consolidated consolidated
of recognized statement of statement of Financial
Type of financial assets financial assets | financial position | financial position instruments |  Cash collateral
Advances to customers 42,976,430 = 42,976,430 (37,852,653) (5,123,777) =
Accounts receivable from clearing
houses, brokers and dealers 5,063,182 (314,638) 4,748,544 (320,193) (4,141,261) 287,090
Derivatives instruments 1,329,371 (179,139) 1,150,232 1,150,232

_ 19,368,983 @ | assss | gs72.86) (9,265,038) 1437302
As at December 31,2018

Gross amounts
of recognized | Netamounts of
financial financial
assels labilities : Related amrfunts not set off
Gross amounts setoffinthe | presented in the 3 colnsolu?ated slt?tement
of recognized consolidated consolidated R
financial statement of statement of Financial

Type of financial liabilities liabilities | financial position [ financial position instruments |  Cash collateral
Accounts payable to
brokerage clients (6,331,318) (314,638) (6,645,956) (320,193) - (6,966,149)
Derivatives instruments (1,392,576) 86,891 (1,305,685) - — (1,305,685)

(7,723,894) (227,747) (7,951,641) (320,193) (8,271,834)
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Notes to the Consolidated Financial Statements (Continued)
For the year ended December 31, 2019
(Expressed in thousands of Renminbi, unless otherwise stated)

64. OFFSETTING FINANCIAL ASSETS AND FINANCIAL LIABILITIES (Continued)

The Group has entered into master netting arrangements with counterparties for the derivative
instruments, accounts receivable from dealer and broker and also with clearing house for un-settled trades.

The Group has entered into master netting arrangements with Hong Kong Securities Clearing Company
Limited for un-settled trades, net receivables and payables are settled on the same settlement date as the
company.

Except for the enforceable master netting arrangements and the offset-right of the financial assets under
the similar agreements disclosed above, the collateral of which, such as financial assets held under resale
agreement, financial assets sold under repurchase agreement, secured loan receivables and margin accounts
receivable, are disclosed in the corresponding notes, which are generally not on the net basis in financial
position. However, assuming the fair value of the collateral is presented on net basis, the risk exposure of
the corresponding accounts will be lowered accordingly. As at December 31, 2019 and 2018, due to the fair
value of the collateral is higher than the book value of the financial instruments, collateral net exposure after
offsetting and net amount is considered non-significant.

65. CONTINGENCIES

As at December 31, 2019 and 2018, the Group was not involved in any material legal, arbitration
or administrative proceedings that, if adversely determined, the Group expects that they would materially
adversely affect its financial position or results of operations.

66. PARTICULARS OF PRINCIPAL SUBSIDIARIES OF THE COMPANY

The following table only contains details of subsidiaries that have significant influence on the Group’s
performance, assets or liabilities. Unless otherwise stated, the type of shares held is ordinary share.

As at December 31

Unlisted investments, at cost 8,832,647 8,062,647
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Notes to the Consolidated Financial Statements (Continued)
For the year ended December 31, 2019
(Expressed in thousands of Renminbi, unless otherwise stated)

66. PARTICULARS OF PRINCIPAL SUBSIDIARIES OF THE COMPANY (Continued)

Proportion ownership

Place of ,
: : interest held
incorporation/ b the C
Type of establishment/ y the Lompany Issued and
: (As at December 31,) .
legal entity | date of fully paid
Name of subsidiary registered establishment share capital | Principal activities
China Merchants Securities Limited liability ~ PRC/luly 14, 1999 100% 100%  HK$4,103,627,390  Investment holding
International Company Limited company
China Merchants Futures (HK) Limited liability ~ PRC/January 19, 2001 100% 100%  HK$200,000,000  Futures brokerage
Co., Limited company
CMS Capital (HK) Co., Limited Limited liability ~ PRC/August 1, 2003 100% 100% HK$5,000,000  Assets management
company
China Merchants Limited liability ~ PRC/April 4, 1993 100% 100%  RMB630,000,000  Futures brokerage
Futures Co., Ltd.! company
Shenzhen China Merchants Limited liability ~ PRC/July 25, 2011 100% 100% RMB3,000,000  Consulting services
Zhiyuan Consultancy company

Services Co., Ltd.

Shenzhen China Merchants Limited liability ~ PRC/May 29, 2013 70% 70%  RMB15,000,000  Investment
Zhiyuan Equity Investment and company management
Funds Management Co., Ltd.

Ganzhou Zhaoyuan Investment Limited liability ~ PRC/October 14, 2013 100% 100%  RMB10,000,000  Investment
Management Co., Ltd. company management
Qingdao Guoxin Merchants Limited liability ~ PRC/February 6, 2015 65% 65%  RMB10,000,000  Investment
Private Equity Fund Investment company management

Management Co. LTD
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Notes to the Consolidated Financial Statements (Continued)
For the year ended December 31, 2019
(Expressed in thousands of Renminbi, unless otherwise stated)

66. PARTICULARS OF PRINCIPAL SUBSIDIARIES OF THE COMPANY (Continued)

Proportion ownership
interest held
by the Company
(As at December 31,)

Place of

incorporation/
Type of establishment/
legal entity | date of

Issued and
fully paid
Name of subsidiary registered establishment share capital | Principal activities

China Merchants Securities Limited liability ~ PRC/December 2, 2013 100% 100% RMB1,970,000,000  Investment holding

Investment Co., Ltd!! company

China Merchants Securities (UK) Limited liability ~ UK/October 25, 2013 100% 100%  US$22,000,000  Futures brokerage

Limited company

Anhui Zhiyuan Smart City Fund Limited liability ~ PRC/March 15, 2016 100% 100% RMB4,500,000  Equity fund

Management Co., Ltd. company management,
investment advisory

service, investment
management, financial

consultancy service
China Merchants Securities Limited fiability ~ PRC/August 8, 2016 100% 100%  RMB200,000,000  Financial services
Capital Investment Co., Ltd* company
Anhui Traffic Control China Limited liability ~ PRC/April 6, 2017 70% 70%  RMB15,000,000  Investment
Merchants Fund Management company management
Co., Ltd.
Chizhou Zhongan China Limited liability ~ PRC/November 4, 2015 72% 72%  RMB10,000,000  Investment
Merchants Equity Investment company management

Management Co., Ltd.

* English name translated is for identification purpose only.
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Notes to the Consolidated Financial Statements (Continued)
For the year ended December 31, 2019
(Expressed in thousands of Renminbi, unless otherwise stated)

66. PARTICULARS OF PRINCIPAL SUBSIDIARIES OF THE COMPANY (Continued)

(iii)

These subsidiaries are directly held by the Company.

The directors of the Company considered that none of the non-wholly owned subsidiaries is having
material non-controlling interests at the end of the year, therefore there are no further information

presented.

None of the subsidiaries had issued any debt securities during the current and prior year.

67. STATEMENT OF FINANCIAL POSITION AND RESERVES OF THE COMPANY

Non-current assets

Property and equipment
Right-of-use assets
Prepaid lease payment
Other intangible assets
Investments in subsidiaries
Interests in associates

Equity instruments at fair value through other comprehensive
income

Debt instruments at amortized cost

Financial assets held under resale agreements
Financial assets at fair value through profit or loss
Deferred tax assets

Other non-current assets

Total non-current assets

As at December 31,

1,446,004 1,533,317

1,440,760  T—u
T 431,685

3,000 3,000
8,832,647 8,062,647
7,778,241 7,238,551

7,057,809 6,722,607

1,424,662 1,796,608
2,170,301 5,277,749
41,710 50,000
752,103 686,505
267,280 208,463

31,214,517 32,011,132
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Notes to the Consolidated Financial Statements (Continued)
For the year ended December 31, 2019
(Expressed in thousands of Renminbi, unless otherwise stated)

67. STATEMENT OF FINANCIAL POSITION AND RESERVES OF THE COMPANY
(Continued)

Current assets

Advances to customers 51,318,915 39,032,744
Current tax assets 166,124 —
Accounts and other receivables 1,036,227 1,117,785
Amount due from a subsidiary 1,202,288 1,502,860
Debt instruments at fair value through other

comprehensive income 44,816,397 41,642,341
Debt instruments at amortized cost 375,372 —
Financial assets held under resale agreements 33,509,524 27,536,183
Financial assets at fair value through profit or loss 119,429,545 88,964,260
Derivative financial assets 648,870 654,938
Deposits with exchanges and non-bank financial institutions 2,244,260 1,089,030
Clearing settlement funds 11,959,758 11,849,317
Cash and bank balances 48,609,703 34,707,670

315,316,983 | 248,097,128
Total assets 346,531,500 | 280,108,260

Current liabilities

Short-term debt instruments 33,098,616 34,850,476
Placements from banks and other financial institutions 7,013,199 3,519,000
Accounts payable to brokerage clients 49,827,013 38,339,464
Accrued staff costs 4,728,782 3,282,057
Other payables and accrued charges 3,539,200 2,029,084
Current tax liabilities — 7,776
Financial liabilities at fair value through profit or loss 6,945,434 6,640,527
Derivative financial liabilities 1,048,823 577,866
Financial assets sold under repurchase agreements 94,035,285 60,911,667
Lease liabilities 224,986 \
Bonds payable due within one year 15,478,614 17,855,355

Total current liabilities m 168,013,272
Net current assets 99,377,031 80,083,856
Total assets less current liabilities 130,591,548 | 112,094,988

China Merchants Securities Co., Ltd.

360



Notes to the Consolidated Financial Statements (Continued)
For the year ended December 31, 2019
(Expressed in thousands of Renminbi, unless otherwise stated)

67. STATEMENT OF FINANCIAL POSITION AND RESERVES OF THE COMPANY
(Continued)

As at December 31,

Equity

Share capital 6,699,409 6,699,409
Other equity instruments 15,000,000 15,000,000
Capital reserve 27,460,042 27,460,042
Less: Treasury stock 663,954 —
Investment revaluation reserve of financial assets at fair value

through other comprehensive income 541,686 302,864
General reserves 15,579,632 13,858,238
Retained profits 13,573,310 12,197,463

Total equity 78,190,125 75,518,016

Non-current liabilities

Accrued staff costs 525,040 787,540
Deferred tax liabilities 394,322 99,961
Deferred income 122,537 125,734
Lease liabilities 846,636 \
Bonds payable 50,512,888 35,563,737

Total equity and non-current liabilities 130,591,548 | 112,094,988

Note: The Company has applied IFRS 16 since January 1, 2019 in accordance with transitional provision
stated in Note 2. Lease liabilities amounted to RMB 1,135,119 thousands and right-of-use
assets amounted to RMB 1,065,117 thousands were recognized on initial application of IFRS 16,

respectively.
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For the year ended December 31, 2019
(Expressed in thousands of Renminbi, unless otherwise stated)

67. STATEMENT OF FINANCIAL POSITION AND RESERVES OF THE COMPANY
(Continued)

The movements in the Company’s reserves are set out as below

Capital reserve

For the year ended December 31, 2019

At the

beginning At the end
of the year Addition of the year

Capital reserve 27,460,042 — 27,460,042

For the year ended December 31, 2018

At the

beginning At the end
of the year Addition of the year

Capital reserve 27,460,042 — 27,460,042

Investment revaluation reserve of financial assets at fair value through other comprehensive
income:

As at December 31,

At the beginning of the year 302,864 402,761

Debt instruments at fair value through other comprehensive income

Net changes in fair value for the year 149,813 758,923
Reclassification to profit or loss (183,740) 22,463
Income tax impact 8,482 (195,347)

Impairment of debt instruments at fair value through other
comprehensive income

Net changes in fair value for the year 1,144 (1,032)
Income tax impact (286) 258
Equity instruments at fair value through other comprehensive income
Net changes in fair value for the year 335,203 (913,992)
Income tax impact (83,801) 228,498
Share of fair value gain on financial assets at fair value through
other comprehensive income of associates 12,007 332

At the end of the year 541,686 302,864
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Notes to the Consolidated Financial Statements (Continued)
For the year ended December 31, 2019
(Expressed in thousands of Renminbi, unless otherwise stated)

67. STATEMENT OF FINANCIAL POSITION AND RESERVES OF THE COMPANY
(Continued)

The movements in the Company’s reserves are set out as below (Continued)

General reserves

For the year ended December 31, 2019

At the
beginning At the end
of the year Addition of the year
Statutory reserve 4,662,350 573,798 5,236,148
General risk reserve 4,662,350 573,798 5,236,148
Transaction risk reserve 4,533,538 573,798 5,107,336

For the year ended December 31, 2018

At the
beginning At the end
of the year Addition of the year
Statutory reserve 4,306,384 355,966 4,662,350
General risk reserve 4,306,384 355,966 4,662,350
Transaction risk reserve 4,177,572 355,966 4,533,538

Retained profits

The movements of retained profits of the Company are set out below:

At the end of prior year 12,197,463 12,898,816

Effects of initial application of IFRS 9 \ (73,031)
Effects of initial application of IFRS 16 (70,002) \

At the beginning of the year 12,127,461 12,825,785
Profit for the year 5,737,976 3,559,663
Appropriation to general reserves (1,721,393) (1,067,899)
Distribution to holders of other equity instruments (802,090) (802,090)
Dividends recognized as distribution (1,768,644) (2,317,996)
At the end of the year 13,573,310 12,197,463
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Notes to the Consolidated Financial Statements (Continued)
For the year ended December 31, 2019

(Expressed in thousands of Renminbi, unless otherwise stated)

68. LIABILITIES ARISING FROM FINANCING ACTIVITIES

The table below details changes in the Group’s liabilities arising from financing activities, including both
cash and non-cash changes. Liabilities arising from financing activities are those for which cash flows were or
future cash flows will be, classified in the Group’s consolidated statement of cash flows as cash flows from

financing activities.

Short-term
debt

Borrowings | instruments

At January 1, 20190
Cash changes

— Cash flow from financing
activities

- Dividends paid

- Cash flow from Operating
activities

Non-cash changes

- Financing cost incurred
- Dividends declared

- Additions of leases

- Disposal of leases

— Exchange differences

2,961,876 34,850,476

1,331,979 (2,697,964)

20,218 =

117,676 946,104

85,539

Lease Dividend
liabilities payable Total
1,315,352 592,196 93,138,992
(315,705) — 8,015,737

= (2,591,614)  (2,591,614)

= = 20,218

37,418 = 3,978,162
= 2,591,614 2,591,614

211,835 \ 211,835
(2,108) \ (2,108)

5,355 88,913

At December 31, 2019 4,517,288 | 33,098,616 | 65,991,502 1252147 105,451,749

Short-term
debt
Borrowings | instruments

At January 1, 20180
Cash changes

— Cash flow from financing
activities

— Dividends paid
Non-cash changes
- Financing cost incurred

— Dividends declared

- Exchange differences

At December 31, 2018

Lease Dividend
liabilities payable Total

8,061,342 47,709,653

(5,486,061)  (15,099,132)

133,595 2,239,955

253,000 =
2,961,876 | 34,850,476

\
<
T~ (163410)  (3,163410)
\
\
\
\

592,196 104,881,679

—  (17,907,257)

= 4,596,218
3,163,410 3,163,410
= 253,000
592,196 | 91,823,640

(i)  The interest accrued on debt instrument investments of the Group is included in the carrying amounts of
the corresponding financial liabilities.

(i) The cash flows represent the proceeds from and repayment of borrowings, short-term debt instruments,
bonds payable and interest paid in the consolidated statement of cash flows.
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Notes to the Consolidated Financial Statements (Continued)
For the year ended December 31, 2019
(Expressed in thousands of Renminbi, unless otherwise stated)

69. EVENTS AFTER THE REPORTING PERIOD
(1) Issuance of corporate bonds

On March 11, 2020, the Company issued the first tranche of non-public corporate bonds type | named
as “20CMF1"” in 2020. The total principal amount of 20CMF1 is RMB 3 billion with duration of 380 days and
the interest rate is 2.65% per annum.

On March 25, 2020, the Company issued the second tranche of non-public corporate bonds including
type | and type Il named as “20CMF3" and “20CMF4". The total principal amount of 20CMF3 is RMB2 billion
with duration of 385 days with the interest rate of 2.65% per annum. And the principal amount of 20CMF4
is RMB1.5 billion with duration of 2 years with the interest rate of 2.85% per annum.

(2) Issuance of offshore dollar bonds

On January 21, 2020, the Company issued a tranche of offshore dollar bonds. The total principal amount
of it is USD300 million with duration of 3 years and the interest rate is 2.625% per annum.

(3) Profit distribution

In accordance with the 2019 profit distribution plan approved by the board of directors on March 27,
2020, the Company would not propose profit distribution or transfer capital reserve to capital for the year
ended December 31, 2019. The proposal is subject to the approval of the Company’s shareholders at the
forthcoming annual general meeting.

(4) Repurchase and placement of shares

On January 15, 2020, the first extraordinary general meeting was held by the Company to consider
and approve the resolution in relation to the Company’s Employee Stock Ownership Scheme. The Company
hired China Merchants Securities Asset Management Co., Ltd. (“China Merchants Asset Management”) as
the management organization for this Employee Stock Ownership Scheme, and signed the Contract of China
Merchants Asset Management-China Merchants Securities No.1 Employee Stock Ownership Scheme Single
Asset Management Plan. On March 3, 2020, the Company completed the stock transfer formalities of the
Employee Stock Ownership Scheme. The Company’s Employee Stock Ownership Scheme held 40,020,780
A shares of the Company, accounting for 0.5974% of the Company’s total share capital. The number of
participants was 995. According to the “Employee Stock Ownership Scheme of China Merchants Securities
Co., Ltd. (Draft)”, from the date (March 6, 2020), when the Company announced that the target stock is
registered and transferred, the shares of the Company’s Employee Stock Ownership Scheme will be locked for
36 months.

(5) Impact of the Coronavirus Disease 2019

The outbreak of the 2019 Novel Coronavirus Disease 2019 (“COVID-19") across the country in January
2020 may have significant impact on the business operation of various industries in certain cities including
Hubei Province, as well as on the overall economy, in the short run. As a result, the financial performance
and financial position of the Group, particularly the quality and the return of the credit assets and financial
investments, would be affected unfavourably to a certain degree. The degree of the influence depends on
the situation of the pandemic preventive measures, the duration of the pandemic and the implementation of
macro-economic regulatory policies, etc.

The Group continues to pay close attention to the situation of the COVID-19, evaluate its impact on the
financial status and operating results of the Group, strengthen the epidemic prevention and resume work and
production actively and orderly.
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Chapter 11: Documents Available for Inspection

() Financial statements with signatures and seals of the authorized
representative of the Company, person-in-charge of accounting and the
head of accounting department.

Documents available
for inspection

(I} Original copies of all documents and announcements published by the
Company during the Reporting Period on the designated websites of the
place where the Company's securities are listed.

Chairman of the Board: HUO Da
Submission date approved by the Board: March 27, 2020

Documents available
for inspection
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Chapter 12: Information Disclosure of a Securities Company

I. Relevant Information on the Major Administrative Approvals of the
Company

Issuing : Date of
m authority

CSRC Shenzhen
Office

The Securities
and Fund
Institution
Supervision
Department of
the CSRC

SASAC

The Financial
Market
Department of
the People’s
Bank of China

The Securities
and Fund
Institution
Supervision
Department of
the CSRC

The People’s
Bank of China

CSRC Shenzhen
Office

State
Administration
of Foreign
Exchange

CSRC Shenzhen Office’s Approval
of Xie Jijun as a Managerial-level
Senior Management of a Securities
Firm (R 7E B /5 B8 1A i i 8
EFNARBEESREREASER
ERHHE)

Reply to the opinions on
Conducting Treasury Bond Futures
Market-making Business by China
Merchants Securities Co., Ltd.
ARERIEFROBERARIFE
REMEMTEFERE LB K)

Reply on Issues in Relation to Share
Allotment by China Merchants
Securities Co., Ltd. (AR B %5
I B R A FIBCAR A B B e 3t 78)

Notice of the Financial Market
Department of the People’s

Bank of China on the Maximum
Outstanding Balance of Short-
term Financing Bonds of China
Merchants Securities Co., Ltd.
(FELA RIS BT A BN R
EHEROARARGHME SRS
FIEERBAMEENBA)

Regulatory Advices on Issuance of
Financial Bonds by China Merchants
Securities Co., Ltd. (BIRHBRE %5
BIPERAFIZETERESNEE
BERE)

Decisions of the People’s
Bank of China on Approval of
Administrative License

(PEARBRITETITRFFAIRES)

CSRC Shenzhen Office’s Approval
of Wang Wen as a Director of a
Securities Firm (ZRIIE 2 RBEAR
BEEXFB SR EFERER
HHLTE)

Approval of the State
Administration of Foreign Exchange
on Qualification for Foreign
Exchange Settlement and Sales
Business of China Merchants
Securities Co., Ltd. (FIK/NEEE B
EREEERRNBRAFEEE
EBREERNPLE)

Shen Zheng Ju Xu
Ke Zi [2019] No. 16
(RE BRI F[2019]
165%)

March 12, 2019

Ji Gou Bu Han [2019]

No. 1024 (#E&BK  May 6, 2019
[2019] 10245%)

Guo Zi Chan Quan

[2019] No. 252 (E]& May 16, 2019

EEHE[2019] 2525%)

Yin Shi Chang [2019]
No. 129 (iR T35
[2019] 1295%)

June 20, 2019

Ji Gou Bu Han [2019]
No. 1581 (H##E =B 1K
[2019]5%15815%)

June 24, 2019

Yin Shi Chang Xu
Zhun Yu Zi [2019]
No. 101 (SR i5ErE
FF[2019]551015%)

June 28, 2019

Shen Zheng Ju Xu Ke
Zi [2019] No. 53 (%
& /Bt Al F[2019] 53
55%)

July 11, 2019

Hui Fu [2019] No. 30
(EE7E[2019] 30%%)

September 5,
2019
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Chapter 12: Information Disclosure of a Securities Company

Issuing : Date of
m authority

Approval of CSRC Shenzhen
Office on the Amendments to the Shen Zheng Ju Xu

Important Provisions in the Articles :
9 S%ECCeShenzhen Association of China Merchants F,szﬁ' [2019] No. 84

= -
Securities Co., Ltd. (FYIBERBER [ ai” RFAI7(2019]

October 9, 2019

B ERE LA AR A EEL 84T
HERE SRR E)

The Securities Reply to the opinions on
and Fund Conducting Stock Index Options -

1 Institution Market-making Business by China “0603%2[9] aé?%[‘g‘l%llg] December 17,
Supervision Merchants Securities Co., Ltd. [20'19] 3049%)” - 2019
Department of (FAREEESFRNERA R FRRK "
the CSRC EHREMTEBEERERNEX)

Il. Classification of the Company by the Regulatory Department

2019 AA (Class A)
2017 AA (Class A)
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Address: 111 Fuhua First Road,
Futian Street, Futian District, Shenzhen

Telephone: 0755-82943666

Fax: 0755-82943100
Postal code: 518046
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