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NTRODUGTION

China’s banking sector: Performance of listed banks and hot
topics is a quarterly publication from KPMG China that
provides its readers with analysis of important topics and key
performance indicators in China's banking industry. It aims to
track the latest developments in the sector and provides
commentary on issues affecting the future direction of the
industry. This publication also gathers considerable data to
assess the financial performance of China's listed banks and
combined with KPMG China's professional experience helps
readers better grasp the current environment in China's
banking sector.

This issue focuses on important recent trends including the
impact of full-blown VAT reform on the banking sector, the
effects of Notice No. 82 from the China Banking Regulatory
Commission (CBRC) on the transfer of the income right to
credit assets and strategies for disposal of non-performing
assets (NPLs) such as debt-to-equity swaps. These topics
are receiving more and more attention in the banking industry
and we hope that our discussion will help our readers firmly
understand these issues. Furthermore, this issue provides an
overview of the financial position and performance of listed
banks in the first quarter of 2016, which will allow readers to
better understand the overall performance of the sector.

For more information, please do not hesitate to contact any of
the KPMG China professionals listed in the ‘contact us’
section.
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JIdataanalysis

In the first quarter of 2016, the Chinese government led efforts in the face of
the economic slowdown to help transition China's economy towards more
balanced growth. It strived to push for supply-side structural reform and
expand domestic demand. Thanks to these efforts, the Chinese economy was
able to record continued sound growth, ushering in a favourable start to the
new year.

In terms of demand, fixed asset investment grew steadily in the first quarter of
2016, while consumption increased slightly even though the price of consumer
goods rose. Import and export trade fell year-on-year, while household income
increased steadily as the economy continued to improve. The services sector
accounted for 56.9% of overall GDP. In terms of supply, agricultural and
industrial production remained stable. The government has strengthened its
efforts to advance supply side-reform in order to maintain a medium to high
rate of economic growth and to achieve moderate to high income levels for its
citizens.
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Source: National Bureau of Statistics of the People’s Republic of China and Wind Info

e GDP growth slowdown in the first quarter: based on preliminary calculations, China’s
GDP in the first quarter of 2016 was RMB 15.8526 trillion, a YoY increase of 6.7% at
comparable prices. In terms of sectors, the value added by the primary, secondary and
tertiary sectors was RMB 880.3 billion, RMB 5.951 trillion and RMB 9.0214 trillion
respectively, representing an increase of 2.9%, 5.8% and 7.6% YoY. China’s GDP in the
first quarter of 2016 increased by RMB 985.1 billion at 2015 prices, RMB 22.2 billion more
than during the same period in the previous year.

e Dropinimportand export trade: inthe first quarter of 2016, the total volume of import
and export trade amounted to RMB 5.2144 trillion, a YoY decrease of 5.9%. Exports
reached RMB 3.0123 trillion, down 4.2%, while imports reached RMB 2.2021 trillion, down
8.2%. The trade balance provided China with a surplus of RMB 810.2 hillion. The total
export and import volume in March was RMB 1.9056 trillion, a YoY increase of 8.6%.
Exports were RMB 1.0501 trillion, up 18.7%, while imports were RMB 855.5 billion, down
1.7%.

e  Steady growth of consumption: in the first quarter of 2016, total retail sales of consumer
goods reached RMB 7.8024 trillion, a nominal increase of 10.3% (9.7% in real terms without
the price impact). This was 0.4% lower than the growth rate of the previous year but 0.1%
higher than the growth rate between January and February this year.
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Monetary expansion and national economic outpuL

Money supply and inflation rate
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M2 balance CPI Index

. The Consumer Price Index (CPI) grew 2.1% YoY in the first quarter of 2016. It
increased by 2.1% in urban areas and 2% in rural areas.

. Specifically, food, tobacco and liquor prices increased by 5.1% YoY, clothing
prices by 1.7%, house prices by 1.3%, prices for household equipment and
maintenance services by 0.4%, prices for educational and entertainment products
and services by 1.3%, prices for medical and healthcare products by 2.9% and
prices for other products and services by 0.6%, while prices for transportation
and communication fell by 2%.

. In the first quarter of 2016, the broad money (M2) balance was RMB 144.6
trillion, a YoY increase of 13.4%. The RMB loan balance was RMB 98.6 trillion
and the RMB deposit balance was RMB 141.1 trillion. The RMB loan increment
amounted to RMB 4.6 trillion, representing a YoY increase of RMB 0.9 trillion,
while the RMB deposit increment was RMB 5.4 trillion, representing a YoY
increase of RMB 1.3 trillion.

Xapu] |dD

Source: National Bureau of Statistics of the People’s Republic of China and the People’s Bank of China
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. At the end of March 2016, the narrow money (M1) balance was RMB 41.2

trillion, a YoY increase of 22.1%. The balance of money in circulation (MO) was
RMB 6.5 trillion, a YoY increase of 4.4%.

. In the first quarter of 2016, the overall financing increment reached RMB 6.6

trillion, a YoY decrease of RMB 1.9 trillion compared with the same period for
the previous year, representing an historical high. The financing increment in
March amounted to RMB 2.3 trillion, RMB 1.5 trillion more than the previous
month and RMB 1.1 trillion more than the same period for the previous year.

. Structurally, RMB loans and direct financing to the real economy increased

significantly with both registering historical highs. Off-balance-sheet financing
also recorded a noticeable increase.
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Jperating performance

China manufacturing PMI
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. Overall, China’s economy expanded within an appropriate range in the first
quarter of 2016. Many key indicators posted positive results, although concerns
over the global economy and the effect this has had on China still exist.

. In the first quarter of 2016, China’s manufacturing Purchasing Manager Index
(PMI) fell before increasing. Affected by supply-side reform and the slowdown in
the economy, PMI in the first two months of 2016 declined. In March 2016, PMI
experienced a noticeable recovery to 50.2%, 1.2% higher than the previous
month and above the 50% break-even mark for the first time in eight months.
This was mostly due to the effects of the Spring Festival, changes in
macroeconomic policy, the improved performance of property markets in firstand
second tier cities and an improved external economic environment. The PMI of
large enterprises was 51.5%, 1.6% higher than the previous month and well
above the break-even mark. The PMI of medium-sized enterprises was 49.1%,
0.1% higher than the previous month but still below the break-even mark. The
PMI of small enterprises was 48.1% having recovered by 3.7% compared with
the previous month.

Source: National Bureau of Statistics of the People’s Republic of China

China manufacturing PMI sub-index
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Lead time Fresh order
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In March 2016, out of the five sub-indexes that make up the manufacturing PMI,
the production, fresh orders and lead time indexes were above the break-even
mark, while the employment and raw materials inventory indexes were below
this threshold.

The production index was 52.3%, up 2.1% compared with the previous month.
This was again above the break-even mark, indicating accelerated growth of
manufacturing production.

The fresh orders index was 51.4%, up 2.8% compared with the previous month.
It recovered to the improvement range, indicating that demand for manufacturing
products improved.

The employment index was 48.1%, up 0.5% compared with the previous month
but still below the break-even mark, indicating that the number of workers
employed by manufacturing enterprises continued to fall at a slower rate.

The raw materials inventory index was 48.2%, up 0.2% compared with the
previous month but still below the break-even mark, indicating that the raw
materials inventory used by manufacturing enterprises has been declining at a
slightly slower rate.

The lead time index was 51.3%, above the break-even mark, indicating that the
delivery of raw materials by suppliers accelerated.

© 2016 KPMG Huazhen LLP, a special general partnership in China, is member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative (“KPMG International”), a Swiss entity. All rights reserved.
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Operating performance (continued)

Industrial production YoY growth of accumulative operating income from principal activities
and total profits
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Industrial Value Added: MonthlyYoY —#— Power generation: Monthly YoY

. The value added by the above-scale industry in March 2016, net of price factors,
increased by 6.8% in real terms, up 1.4% compared with January and February
and up 0.6% compared with the previous month. In the first quarter of 2016, the
added value of the above-scale industry increased by 5.8% YoY. In terms of the
type of companies, state-owned and state-held enterprises, collective enterprises,
joint-stock enterprises, and foreign-invested and Hong Kong, Macau and Taiwan
invested enterprises grew by 3.2%, 0.2%, 7.6% and 4.8% respectively in March
2016.

. With regards to specific industries, the value added by the mining, manufacturing
and the electricity, heating power, gas and water production and supply industries
grew in March 2016 by 3.1%, 7.2% and 4.8% respectively. As for specific regions,
the value added by the eastern, central and western regions increased by 7.3%,
7.8% and 8% respectively, while the north-east region decreased by 0.2%. In
March 2016, the sales to output ratio of above-scale industrial enterprises
reached 97.1%, flat compared with the same period for the previous year.

. In March 2016, power generation amounted to 477.9 billion kWh, a YoY increase
of 4%.

Source: National Bureau of Statistics of the People’s Republic of China and Wind Info

—— Growth on operating income from principle actvities(%) Growth on total profit(%)

In the first quarter of 2016, operating income from the principal activities of
above-scale industrial enterprises was RMB 24.66596 trillion, a YoY increase of
2.4%. Operating costs from these principal activities was RMB 21.05528 trillion,
a YoY increase of 2%, indicating that operating income grew slightly faster than
operating costs. Above-scale industrial enterprises realised total profits of RMB
1.34215 trillion, a YoY increase of 7.4%. The profit rate of operating income from
principal activities was 5.4%, in other words for every RMB 100 of operating
income from principal activities, the operating costs were RMB 85.4. The income
arising from every RMB 100 of assets was RMB 102.4.

On the other hand, in terms of industries, the mining industry recorded total
losses of RMB 5.41 billion, an improvement of RMB 63.35 billion compared with
the previous year, while the manufacturing industry realised total profits of RMB
1.21999 trillion, a YoY increase of 14.6% and the electricity, heating power, gas
and water production and supply industry realised total profits of RMB 127.57
billion, an increase of 4.6%.
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Jynamics of money and bond market Interest rates

Money market rate
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—— Weighted repo rate: 7 days
SHIBOR: 3 months
Yield to maturity of central bank bills:1 year

. Overall, the financial markets were stable in the first quarter of 2016. Based on
data published by the People’s Bank of China (PBOC), the total turnover of the
currency markets in the first quarter of 2016 amounted to RMB 154.2 trillion, a

YoY increase of 106.7%. In March, the total turnover of the currency markets

amounted to RMB 62.1 trillion, a YoY increase of 104.2% and a month-on-month

increase of 59.2%.

. At the end of the first quarter of 2016, the yield to maturity of one-year central

bank bills fell significantly compared with notes issued in the same period in the
previous year. At the end of March 2016, average yields were down 2.37%, 112

basis points lower compared with the previous year and down 1 basis point
compared with the end of the previous year.

. Compared with early 2016, the overnight Shanghai Interbank Offered Rate

(Shibor) increased slightly by 2.6 basis points and closed at 2.017% at the end of

March 2016, seven-day Shibor fell slightly by 3 basis points and closed at
2.3250% and one-month Shibor fell by 19.50 basis points closing at 2.8070%.

Source: Wind Info and the People’s Bank of China

Printed in China.

Bond yields
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— Yield to maturity of fixed-rate treasury bonds traded in an exchange: 1 year
Yield to maturity of fixed-rate treasury bonds traded in an exchange: 5 years

— Yield to maturity of corporate bonds traded in an exchange (AAA): 1 year

— Yield to maturity of corporate bonds traded in an exchange (AAA): 5 years

In the first quarter of 2016, global macroeconomic data was weaker than
expected and China’s economy experienced a noticeable dip, while trading
volumes experienced a YoY decline. As a result, the yield curve of all bonds
retreated.

In the first quarter of 2016, the accumulated turnover of the inter-bank bond
market was RMB 26.6 trillion, representing a YoY increase of 111.1%. In March,
the turnover of the inter-bank bond market was RMB 11.3 trillion, a YoY increase
of 105.3% and a MoM increase of 46.8%. At the end of March, the total inter-
bank index was 173.26, up 1.08 basis points or 0.6% from the end of the
previous month.
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AndlysIS of the commaodity price Index

China commodity price index (general index)
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China Commodity Price Index ( General Index )

In the first quarter of 2016, the China commodity price index (CCPI) recorded a
noticeable increase but was still low when compared with the same period for the
previous year.

In March 2016, the CCPI continued to rise. Statistics show that the CCPI average
in March was 91.41 points, up 7.5 points or 8.9% from the previous month. The
growth rate was 5.9% higher than that of the previous month. The CCPI recorded
growth in two consecutive months and was 11.9 points or 11.6% lower than it
was during the same period in the previous year and 9.9 points or 12.2% higher
than at the beginning of the year.

China commodity price index (by type)
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Mar-16 China Commodity Price Index (by type)

Commodity prices by type: compared with the same period for the previous year,
price indices of livestock and sugar increased by 24.6% and 13.2% in March
respectively, while price indices of the seven other major commaodities
decreased. Price indices of energy, rubber, nonferrous metal, steel, agricultural
products, mineral products and oil and grease declined by 26.1%, 13.2%, 10%,
7.4%, 7.1%, 5.1% and 3.4% respectively.

Compared with the beginning of the year, the price index of agricultural products
decreased by 1.1% in March, while price indices of the other eight commodities
all increased. Price indices of mineral products, steel, energy, rubber, nonferrous
metal, livestock, oil and grease and sugar increased by 20.4%, 18.3%, 17.9%,
12.8%, 5.6%, 4.6%, 4.3% and 2.6% respectively.

Sources: E-circulation.cn
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Residentia housing

Growth of saleable area, floor space completed and new floor space
under construction
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—— New floor space under construction: cumulative YoY growth
—a— New floor space completed: cumulative YoY growth
New house sales area:cumulative YoY growth

. In the first quarter of 2016, real estate investment amounted to RMB 1.7677
trillion, a nominal YoY increase of 6.2% (excluding the 9.1% growth in prices
during the same period) and an overall increase of 5.2 percent from the previous
year. Out of this total, residential housing investment increased by 4.6%. The
new floor space under construction was 282.81 million m2, a YoY increase of
19.2%, while the new floor space under construction for residential housing
increased by 14.8%.

. The saleable area of commodity housing amounted to 242.99 million m2, a YoY
increase of 33.1%, while the saleable area of residential housing increased by
35.6%. Commodity housing totaled RMB 1.8524 trillion, a YoY increase of 54.1%,
while sales of residential housing increased by 60.3%. The area of land acquired
by real estate developers was 35.77 million m2, a YoY decrease of 11.7%.

. At the end of March, the available-for-sale areas of commodity housing amounted
to 735.16 million m2, a YoY increase of 13.1%. The capital of real estate

development enterprises in the first quarter was RMB 3.1992 trillion, a YoY
increase of 14.7%.

Source: National Bureau of Statistics of the People’s Republic of China and Wind Info
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Housing price indexes of 100 cities
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—o— First-tier cities: year on year
Second-tier cities: year on year
—a— Third-tier cities: year on year
. In the first quarter of 2016, the price of new commaodity housing and second-

hand residential housing sustained a slight MoM growth, while the number of
cities building new commodity housing in March increased compared with the
previous month. At the same time, house prices continued to surge. Compared
with last month, there were 15 more cities experiencing higher MoM prices for
their new commodity housing and 8 fewer cities experiencing flat MoM prices.
As for second-hand residential housing, there were 20 more cities experiencing
higher MoM prices and five fewer cities experiencing flat MoM prices. In March,
among 70 large and mid-sized cities, the average increase of new commodity
and second-hand residential housing MoM was 0.6% and 1.2% respectively.
The rapid increase in house prices was mostly felt by first tier cities along with a
handful of popular second tier cities. Other second and third tier cities
maintained stable house prices.

. The price of new commodity and second-hand residential housing grew YoY as

more cities experienced an increase in prices. In March, 40 cities experienced
an increase in the price of new commodity housing, while 46 cities experienced
an increase in the price of second-hand residential housing, representing a MoM
increase of eight and five cities respectively. All of the cities that experienced an
increase in the price of new commodity housing also saw a MoM increase in
prices, while 43 out of the 46 cities that experienced a YoY increase in the price
of second-hand residential housing also saw a MoM increase in prices.
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sovernment finance

Monthly fiscal balances (RMB 100 million)
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mmmm Fiscal balance of payments: Public fiscal revenue:
value of the current month value of the current month
. In the first quarter of 2016, public fiscal revenue amounted to RMB 3.8896 trillion

at the national level, a YoY increase of 6.5% and an increase of 0.7% in terms of
YoY growth. The general budgetary revenue of the central government reached
RMB 1.5666 trillion, a YoY increase of 1.2% and the general budgetary revenue
of local governments reached RMB 2.3230 trillion, a YoY increase of 10.4%.
Taxes raised by central government amounted to RMB 3.2954 trillion, a YoY
increase of 7.8%. In summary, the fall in imports along with changes to vehicle
purchase tax led to a decline in central government tax revenue, whereas local

government tax revenue grew due to the increase in property sales in some
areas.

. In the first quarter of 2016, national public expenditure reached RMB 3.7958
trillion, a YoY increase of 15.4%. The central government spent RMB 505.0
billion, a YoY increase of 4.3%, while local governments spent RMB 3.2908
trillion, a YoY increase of 17.4%.

Source: National Bureau of Statistics of the People’s Republic of China and Wind Info
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Fiscal revenue and GDP (RMB 100 million)
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GDP Central government revenue —=— Local government revenue

GDP amounted to RMB 15.8526 trillion in the first quarter of 2016, representing
a YoY increase of 6.7% calculated by comparable prices. In term of sectors, the
value added by the primary, secondary and tertiary sectors was RMB 880.3
billion, RMB 5.9510 trillion and RMB 9.0214 trillion respectively, which
represented an increase of 2.9%, 5.8% and 7.6%. When compared with last
year, GDP grew in the first quarter of 2016 by RMB 985.1 billion, an increase of
RMB 22.2 hillion compared with the same period for the previous year.

The proportion of national fiscal revenue to GDP stabilised at around 25% in the
first quarter of 2016, which is similar to the corresponding period for 2015.
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-0reign trade and exchande rate

Import and export trade (USD hundred million) Bank valet exchange settlement and sale and

exchange rate
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Monthly surplus of bank valet settlement and sale of the payment exchange
—=— Monthly bank valet settlement of payment in exchange of the month
Trade balance:value of —&— Value of exports :value of Value of imports:value of —4&— Monthly bank valet sale of payment in exchange of the month
the current month the current month the current month Average exchange rate of USD to RMB
. In the first quarter of 2016, the total volume of import and export trade was USD . In the first quarter of 2016, bank valet exchange settlements added up to USD

802.1 billion, which represents a YoY decline of 5.9%. 350 billion, a YoY decline of 21.3% excluding the effects of foreign exchange.

Bank valet exchange sales reached USD 474.7 billion, a YoY decline of 5.2%.
Settlement and sales accounted for a deficit of USD 124.8 billion, down 14.6%
compared with the fourth quarter of 2015.

. The volume of export trade reached USD 463.9 billion, a decline of 4.2% and the
volume of import trade was USD 338.2 billion, a decline of 8.2%. The trade
surplus was USD 125.7 billion.

. Compared with the fourth quarter of 2015, RMB depreciated against USD in the
first quarter of 2016. The monthly average exchange rate of USD to RMB rose
from 6.4476 to 6.5064.

. In March 2016, the total volume of import and export trade reached USD 291.8
billion, a YoY increase of 8.6%. Exports accounted for USD 160.8 billion, up
18.7% and imports accounted for USD 131.0 billion, down 1.7%.

Source: National Bureau of Statistics, Wind Info and State Administration of Foreign Exchange
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LONdItions Of asseLs — Asset scale and qualty

In the first quarter of 2016, the assets and liabilities of the banking sector continued
to expand. Banks placed more emphasis on balancing capital, risk and income and
further optimising their asset allocation structures. While striving to expand interest-
bearing assets, they also intensified risk control efforts. As non-credit assets
became increasingly important, banks started to take an active stance on their
liability businesses and tried to diversify the risk though their bond, interbank
deposits and asset securitisation businesses.

In the first quarter of 2016, securities investment took up an increasing share of
banks’ total assets. Affected by the exposure to bill risks in early 2016 and
narrowed gains from interest arbitrage resulting from stronger regulations in the
interbank market, interbank assets declined in the first quarter of 2016, while
securities investment increased. Bank deposits grew at a slower rate and saw no
significant change in their share in banks’ asset structures. Optimisation of liability
structures continued to be an ongoing process for listed banks.

In the midst of the economic slowdown, credit demand remained sluggish.
Interest-bearing assets grew at a slow but steady rate. Buoyed by destocking
policies, property markets across the country recovered, which led to an increase
in real estate loans and a significant increase in loans to small businesses and
consumers to buy property. With an increase in credit risk, listed banks saw an
increase in total non-performing loans (NPLs) and most recorded an increase in
NPL ratios.

© 2016 KPMG Huazhen LLP, a special general partnership in China, is member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative (“KPMG International”), a Swiss entity. All rights reserved.
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LoNditions 0f asseLs — Asset scale and structu
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In the first quarter of 2016, the total asset size of all listed banks expanded, mainly due
to increased securities investment as well as loans and advances to customers.

Compared with the five major state-owned banks, some of the joint-stock commercial
banks were more aggressive in their pursuit of expansion. The total asset size of BON
increased by 20%, which represented the largest increase out of the listed banks. This
was mainly due to the growth in its securities investment and loans and advances to
customers. The total asset sizes of NBCB and CEB, the banks that experienced the
next largest expansion, increased by 14% and 10% respectively.

Sources: The banks’ 2015 annual reports and 2016 Q1 reports; KPMG China research
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The asset structures of the listed banks also changed when compared with the end of
last year. The ratio of securities investment increased by 0.73%, the ratio of loans and
advances to customers increased by 0.21%, the ratio of other assets increased by
0.2% and the ratio of cash on hand and deposits with central bank increased by
0.12%, while the ratio of amounts due from banks and other institutions fell by 1.26%.

Following the slowdown in China’s economy and heightened credit risk, listed banks
sought to mitigate any risk through measures such as raising the credit threshold for
borrowers and reducing their lending to industries or sectors with high risk. At the
same time, banks also tried to lower their risk exposure by adjusting the direction of
loans being approved towards different industries and optimising asset structures.
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LONdItons Of assets — Asset structure
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Sources: The banks’ 2015 annual reports and 2016 Q1 reports; KPMG China research

Compared with the end of 2015, the average
ratio of loans and advances to customers among
10 listed banks increased in the first quarter of
2016 with CMB recording the highest growth rate
with 2.16%. Among the four major state-owned
banks, only CCB saw its ratio of loans and
advances to customers fall. The ratio of
securities investment among most listed banks
increased with the ratios of CNCB and PAB
growing 2.6% and 2.9% respectively.

Meanwhile, compared with the end of 2015, the
average ratio of amounts due from banks and
other institutions to 14 listed banks decreased
with the highest decline recorded by CMB with
3.37% followed by CNCB with 3.06%.

In the first quarter of 2016, the banking sector
remained supportive of China's real economy,
strengthened risk management and control
functions and adjusted loan structures
accordingly.

Meanwhile, with tougher regulations, interbank
assets increasingly served the purpose of
liquidity management. Amid internal structural
adjustments to interbank assets, changes in risk
weighting reduced the gains banks were able to
make from interest arbitrage, resulting in a
decline in the growth of the share of interbank
assets in banks’ total assets.
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Londitions 0f assets — Totalloans

Credit assets

RMB Billion
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In the first quarter of 2016, the total scale of credit assets of listed banks was RMB

63.19 trillion, which represents a YoY increase of 10.8%.

Since the beginning of 2016, China's government has begun to make progress with its

economic reforms and the central bank has continued to pursue prudent monetary
policies. Under these circumstances, demand for loans has risen and while listed

banks expanded their lending, they also engaged in asset restructuring and
strengthened their risk control efforts.

Sources: The banks’ 2015 annual reports and 2016 Q1 reports; KPMG China research
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In the first quarter of 2016, the growth rate of credit assets among listed banks began
to slow even though the credit assets of 16 banks still increased compared with the
end of last year.

Some of the smaller banks recorded higher than average growth rates such as BON,
CMBC and CEB. BON’s new loans were mostly granted to support the development
of the real economy, small and micro businesses and San Nong (agriculture, farming
and rural areas) and livelihood projects. CMBC's loans were more targeted towards
supporting the growth of consumption, while CEB’s loans were used for the benefit of
a number of large projects as well as small and micro businesses.
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LoNditions 0f assets — Loan qualty
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Sources: The banks’ 2015 annual reports and 2016 Q1 reports; KPMG China research

In the first quarter of 2016, NPL ratios among
most listed banks increased when compared
with the end of 2015 with the ratio for 11 listed
banks exceeding 1.5%. This meant that the
average NPL ratio was 1.51% compared with
1.47% during the previous year. NBCB recorded
the lowest NPL ratio with 0.85%, which
represents an increase of 0.02% compared with
the end of last year. ABC recorded the highest
NPL ratio with 2.39%, which was the same as
last year.

When compared with international banks, the
allowance provided by domestic banks to offset
losses arising from NPLs remains high. However,
rising NPL ratios mean that allowance to NPL
ratios increased among eight listed banks. BON
recorded the highest allowance to NPL ratio with
447.33%.

The allowance to total loans ratio of listed banks
varied between 2.13% and 3.80% with the
exception of ABC, which had a ratio of 4.31%.
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LONdItions 0f assets — Loan-lo-aeposit ratio
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In the first quarter of 2016, the loan-to-deposit ratio (LDR) for most listed banks increased compared with the end of 2015. The overall deposit amounts increased during this same
period along with the growth rate when compared with the same period for the previous year. According to statistics published by the PBOC, deposit rates rose by 2.9%, while the
growth rate for loans rose by 0.7% compared with the same period for the previous year. The widening disparity between the growth rate of deposits and loans resulted in an increase in
LDR. CIB experienced the biggest growth in LDR, posting an increase of 12.16%. CIB increased the size of its loan book to support the development of the real economy. As a result, its

growth rate for deposits was lower than its growth rate for loans. NBCB experienced the sharpest decrease with its ratio falling 9.55%.

Sources: The banks’ 2015 annual reports and 2016 Q1 reports; KPMG China research
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LONCItons Of aSSeLs — Securtlies investment
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Sources: The banks’ 2015 annual reports and 2016 Q1 reports; KPMG China research

During the first quarter of 2016, listed banks
increased the scale of their securities investment
within their asset structures. Overall investment
increased by an average rate of 6.67%
compared with the end of 2015.

As for general securities investment structures,
held-for-trading financial assets and investments
classified as receivables took up a larger share
compared with the end of last year, while
available-for-sale financial assets and held-to-
maturity investments recorded a smaller share.
The held-for-trading financial assets to securities
investment ratios of ABC, BCM, CCB and ICBC
all hovered around 8%.

In the first quarter of 2016, securities investment
structures of listed banks differed. The five major
state-owned banks still held a high percentage of
held-to-maturity investments, while other
commercial banks increased the proportion of
their investments classified as receivables and
available-for-sale financial assets to varying
degrees.
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Lonaitions of lanilties — Liabiity structure
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bonditions of laiities — Liaiity Structure (continued
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RISK management — Capital adequacy ratio and tier 1 capital adequacy ratio
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Sources: The banks’ 2015 annual reports and 2016 Q1 reports; KPMG China research

As of 31 March 2016, the average capital
adequacy ratio of listed banks was 12.79%, an
increase of 0.05% compared with the end of
2015. Half of the listed banks saw their capital
adequacy ratios increase with the highest
increases recorded by CMB and HXB with
1.37% each. This is explained by the fact that
the growth rate of average risk-weighted assets
was significantly lower than the growth rate of
net capital.

As of 31 March 2016, the average tier 1 capital
adequacy ratio of listed banks was 10.63%, an
increase of 0.12% compared with the end of
2015. BON posted the sharpest decrease with
its ratio falling 1.32%, due to the fact that the
growth rate of its average risk-weighted assets
was higher than the growth rate of its tier 1 core
capital.
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Proftanity — AnalysiS

During the first quarter of 2016, net profits among listed banks increased YoY, albeit at a
slower rate as the central bank released a lower benchmark loan rate. This assisted listed
banks in their asset re-pricing, resulting in narrower net interest margins.

The expansion of interest-bearing assets and non-interestincome along with cost reducations
has been the main driver of listed banks’ net profits. In the first quarter of 2016, interest-bearing
assets grew steadily. Thanks to banks’ intensified efforts to adjust income structures in 2016,
non-interestincome was growing at a fast rate. Banks also strengthened cost management
initiatives, resulting in an improvement in their cost to income ratios.

At the same time, banks’ NPL ratios continued to rise with credit costs hovering at a high level.
Accrued allowances remained high and have become a major drag on net profits.

>
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Profitaniity — Operating iIncome and Income Sructure analysis
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The total operating income of listed banks increased by 10.56% YoY in the first quarter of 2016.
Components of operating income during the first quarter of 2016 were as follows:

* netinterestincome accounted for 64.33%, declining by 6.87% YoY,

» netfee and commission income accounted for 23.29%, increasing by 1.58% YoY,

* investmentincome accounted for 3.2%, increasing by 1.84% YoY,

« other operating income accounted for 9.18%, increasing by 3.45% YoY. Other operating income mainly consists of gains from changes in fair value,
foreign exchange and other operating income.

Sources: The banks’ 2015 annual reports and 2016 Q1 reports; KPMG China research
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Profitapiity — Operating income and Income Structure analysis (continued)

2016 Q1 operating income structure
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In the first quarter of 2016, net interest income
among listed banks accounted for 67.65% of
operating income on average, while net fee and
commission income and investmentincome
accounted for 24.64% and 4.11% respectively.

Compared with the first quarter of 2015, the
average ratio of net interest income among listed
banks declined, mainly due to listed banks
adjusting their income structures and reducing
their reliance on interest income against the
backdrop of tightening net interest spreads and
net interest margins.

In the first quarter of 2016, the average ratio of
net fee and commission income for listed banks
increased by 2.55% YoY, mainly due to the
increase in income sourced from consulting,
wealth management, agency and commission
and bank card services.

In the first quarter of 2016, the average ratio of
investment income for listed banks increased by
2.54%, while other operating income increased
by 1.46% YoY. CCB and BCM had the highest
proportion of other operating income among the
listed banks with 19% and 19.92% respectively.



Profitapiity — Operating income and Income Structure analysis (continued)
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In the first quarter of 2016, many listed banks
experienced an increase in operating income
compared with the same period for the previous
year. This was due to the increase in net interest
income and net commissionincome. BON
enjoyed the largest increase with 55%, while
NBCB posted an increase of 38%. In addition,
the operating income of joint-stock banks grew
significantly faster than that of the four major
state-owned banks.

In the first quarter of 2016, the big four banks
experienced a decline in net interest income YoY,
mainly due to narrower interest margins. Many
joint-stock banks saw their net interest income
increase compared with the same period in the
previous year. In the context of accelerating
interest rate liberalisation, the increase in net
interest income was mainly derived from the
continued growth of interest-bearing assets. The
net interest income of BON and PAB increased
by 42% and 21% respectively compared with the
same period for 2015.

In the first quarter of 2016, all listed banks
experienced an increase in net commission
income compared with the same period for last
year. In spite of stricter monitoring of fee policy,
new financial shocks and intense market
competition, China’s banks took proactive steps
to adjust their income structures, promote
financial innovation, diversify profit-making
sources and reduce their reliance on traditional
businesses. At the same time, they were
responsible for a significantincrease in
investment banking, bank card and custody
business, gold leasing and other intermediary
business. As a result, NBCB's net commission
income increased by 89% and that of BON and
SPDB increased by 78% and 68% respectively.
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Proftanity —Netinterest margin
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In the first quarter of 2016, the average net interest margin was 2.38%, down from the same period for 2015. Affected by the ongoing process of
interest rate liberalisation and the impact of a lowered benchmark interest rate in 2015 on re-pricing in early 2016, net interest margins narrowed for the
16 listed banks. However, thanks to improved asset-liabilities structures and re-pricing management, some joint-stock commercial banks, such as PAB
and SPDB, recorded a slight YoY increase in their net interest margins.

Sources: The banks’ 2015 annual reports and 2016 Q1 reports; Wind info; KPMG China research
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Profitaniity — Cost contrals — Operating expenses and cost-loHncome ratio
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The operating costs of all listed banks increased
in the first quarter of 2016. The increase in asset
impairment and the expansion of business scale
drove the increase in their operating expenses.
BON, NBCB and BOB experienced the highest
growth rates of 74%, 64% and 41% respectively.
The main reason for this was the increase in
asset impairment provision for loans and
advances among all three banks.

In the first quarter of 2016, the average cost-to-
income ratio among listed banks was 23.99%, a
decline of 1.26% compared with the same period
for the year prior. PAB and BON experienced the
sharpest decline, falling 4.03% and 3.29%
respectively. This was caused by optimisationin
cost control.

Given the increasing rigour of external
regulations along with banks’ need to remain
competitive through continual innovation with
respect to products and services, whether or not
this low cost-to-income ratio can be sustained
will be a key challenge affecting listed banks’
profitability going forward.



Profitapiity — Cost contrals — General and administrative expenses and impairment I0SSes
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In the first quarter of 2016, most listed banks
saw an average increase of 12% in general and
administrative expenses. NBCB and BOB
experienced the highest growth rates, reporting
increases of 45% and 37% respectively. This
was mainly due to the expansion in business
scale, establishment of new outlets, adjustments
to business strategies and stricter control over
expenditure for business management.

In the first quarter of 2016, due to the effects of
the economic slowdown, accelerated industrial
restructuring and other factors, the banking
sector faced continued pressure in relation to
asset quality with credit risk remaining at a high
level. In order to remain prepared for risks,
banks made more asset impairment provision
with an average growth rate of 34%. NBCB,
BON, PAB, HXB and CNCB led the way with a
YoY increase of over 100%.



Profltaniity — Net profit attributanie to equity holders of the parent company
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Overall, net profit attributable to parent company
equity holders increased in the first quarter of
2016 but the growth rate was slower than it was
for the same period in 2015, falling from 3.22%
t0 2.81%.

SPDB enjoyed the fastest growth rate with 24%
and BON posted a growth rate of 19%.The
increase in net profit recorded by SPDB, BON
and other joint-stock commercial banks was
mainly due to an increase in net interest income
and net fee and commission income.



Profitaniity — FHnancidl performance Indicators
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In the first quarter of 2016, most listed banks
experienced flat earnings per share (EPS).
SPDB’s EPS was RMB 0.1 higher than that for
the same period during the previous year. This
was due to significantly higher income in the
current period compared with the same period
for the previous year.

In the first quarter of 2016, the return on
weighted average equity (ROE) among listed
banks decreased by 1.99% YoY, mainly due to
the flat-lining of the increase in net profit as net
assets increased in line with the expansion of
banking business. The ROE of CMBC and BON
fell by 3.7% and 3.76% respectively.



Proftapiity — Hnancial performance indicators (continued)
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HoL topIc one: The Impact of Tull-blown VAT reform on the banking sector

Background to the VAT reforms

For many years, China’s indirect tax system has been characterised by the presence of two taxes: the
value-added tax (VAT), generally imposed on industries engaged in the production and sale of
commodities, and the business tax on service industries, which is levied on the services sector including
banking. This dual taxation system has created many barriers for the manufacturing and services
industries and discouraged specialised cooperation and division of work. As the business tax is imposed
on total revenue, double taxation becomes an importantissue as more intermediate processes are
involved in circulation.

Beginning in 2012, the Chinese government has been pressing ahead with various taxation reforms that
aim to phase out business tax in favour of VAT. During the pilot programmes that form part of the
reforms, different tax policies were trialled in different provinces for certain industries. The government
recently expanded these policies nationwide and has been making steady progress with its supply-side
reform.

At the opening ceremony of the fourth Session of the 12th National People’s Congress on 5 March 2016,
Chinese Premier Li Kegiang announced further plans to phase out business tax in favour of VAT. Starting
from 1 May, the real estate & construction, financial services and consumer markets industries will be
incorporated into the pilot programme for VAT reform.

Out of the 160 countries that have already adopted VAT (or a similar system), China will have the most
extensive VAT tax base once the reforms are implemented. VAT in China applies to practically all
services carried out in banking including interest income, which is unique to China. China’s efforts to
impose VAT on its banking sector have caught the eyes of many countries in the world and if these efforts
prove successful, other countries may follow suit and adopt similar tax policies to China's.

On 24 March 2016, the Ministry of Finance and the State Taxation Administration jointly issued
Announcement No. [2016] 36, clarifying VAT tax and specific policies applicable to the real estate &
construction, financial services and consumer markets industries. On 29 April 2016, the two authorities
jointly issued Announcement No. [2016] 46, providing further clarification on relevant policies related to
the VAT pilot programmes in the financial services sector.

VAT policies for the banking sector

Businesses on which VAT is imposed mainly include lending services, financial services with direct charges, transfer of financial products, financial agency services and purchase and sale of
general merchandise. Business tax is imposed on interest income from general loans, fee and commission income and other taxable income at a rate of 5%. Following the VAT reforms, the
banking industry will be subject to a VAT rate of 6%. When comparing the VAT rate with business tax, it is worth keeping in mind the fact that input tax is deductible in the case of VAT, whereas
total business turnover is taxable for business tax purposes. Specific VAT treatment is as follows:
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HOL topic one: The impact of Tulkiown VAT reform on the banking Sector (continued)

VAT policies for the banking sector (continued)
Definition of taxable service VAT policies Previous business tax treatment

Transfer of financial products

Financial services with direct charges

Transfer of financial products refers to the
transfer of ownership of foreign exchange,
negotiable securities, non-commodity
futures and other financial products.
Transfer of other financial products refers
to the transfer of asset management
products and financial derivatives of
various kinds including funds, trusts and
wealth management products.

Financial services with direct charges
refers to any business activity in which
services related to monetary and fund
financing and other financial businesses
are provided. These services include
currency conversion, account

management, e-banking, credit cards, L/C,

financial guarantees, asset management,
trust management, fund management,
financial trading floor (platform)
management, fund settlement, fund
liquidation and financial payment.

In the case of transfer of financial
products, a sales turnover is the
difference between the selling and
buying price.

The balance is the sales turnover and a
negative balance can be carried forward
to the next tax period and offset against
the sales turnover. However, if the
resulting balance is still negative at the
end of the year, this cannot be carried
forward to the next accounting period.
A VAT special invoice will not be issued
for the transfer of financial products.

In the case of financial services with
direct charges, a sales turnover refers
to the processing fee, commission,
reward, administrative fee, service fee,
brokerage, activation fee, transfer fee,
settlement fee, custody fee and other
fees that are charged commission
income and is also subject to VAT.
The input tax on financial services with
direct charges purchased by a taxpayer
can be deducted from the output tax.

Starting from 1 December 2013, an
offset of negative differences against
positive differences of financial products
of various types within the same year is
subject to business tax.

A business tax rate of 5% is imposed on
fee income.
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HOL topic one: The impact of Tulkiown VAT reform on the banking Sector (continued)

VAT policies for the banking sector (continued)

Definition of taxable service VAT policies Previous business tax treatment

Lending services

Financial agency services

Lending services refer to any business
activity where funds are provided in the
form of loans to others and accrue interest.
Income from occupied or borrowed funds is
subject to VAT as income from lending
services including income from interest paid
before or on the maturity date of financial
products (principal guaranteed income,
rewards, fund occupancy fees,
compensations, etc.), interest income from
credit card overdrafts, financial assets
purchased under resale, margin trading and
short selling and income from businesses
such as sale and leaseback financing,
documentary credit, penalty interest,
discounted bills and re-lending. Fixed profit
or guaranteed profit from monetary
investment is subject to VAT as income
from lending services.

Various brokerage, intermediary and
agency services related to financial
services such as insurance agency
services.

A sales turnover is the total interest
income and income that is of the same
nature as interest from lending services.
Input tax on lending services accepted
by a taxpayer and investment and
financing advisery fees, processing fees
and consulting fees paid by a lender
that are directly related to the loan in
question shall not be deducted from
output tax.

The balance of total payments and non-
price charges minus government
managed funds or administrative and
institutional fees charged to an
entrusting party and paid on behalf of
such a party is the sales turnover. A
VAT special invoice will not be issued
for government managed funds or
administrative and institutional fees
charged to an entrusting party.

Interest income from financial
intermediary businesses provided by
domestic banks is subject to a business
tax rate of 5% based on total interest
income (including non-price charges)
and cannot be used for deduction
purposes with regards to turnover tax
on corresponding cost and
expenditures.

In addition, where a borrower or lender
is located within China, interest income
shall be taxed in China for business tax
purposes.

The balance of all payments and non-
price expenses charged to an
entrusting party minus deductible
amounts allowed by prevailing tax
policies is the taxable turnover.
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HOL [OpIC one: The Impact of fulFolown VAT reform on the banking Sector (continued)

Previous business tax

Definition of taxable service VAT policies treatment
Purchase and sale of  This business includes * Subject to VAT in accordance with rules under ‘General Taxation'. « Currently within the scope of VAT
general merchandise  precious metal trading, debt- taxation.

repaid asset trading and
disposal of fixed assets.

Interbank transactions  Fund transactions between e Free tax on interest income from interbank transactions. « Income from interbank
financial institutions. * Interbank transactions eligible for tax exemption include: transactions are exempt from
- fund transactions between a financial institution and the PBOC including business tax.

loans provided by the PBOC to general financial services institutions and
rediscounts offered by the PBOC to commercial banks,

- intra-bank transactions: fund transactions between branches of a bank,

- fund transactions between financial services institutions - short-term, non-
guaranteed financing (one year or less) through a nationwide interbank
network between financial services institutions permitted by the PBOC to
enter the interbank market,

- transfer of discounts between financial services institutions,

- financial assets purchased with pledges under resale: a short-term financing
business with bonds and other financial products as pledges of rights,

- policy financial bonds held: bonds issued by development-oriented and
policy-based financial institutions.

Cross-border Borrowers within China borrow = A withholding model will be used. Service users within China pay VAT on the « As long as the borrower is within
borrowing from overseas banks. service fees paid but input tax on interest expenses is not deductible. China, an overseas bank should
pay business tax on interest
income obtained.
Cross-border lending  Banks within China lend to » According to current VAT policy, financial services provided for overseas entities . |nterest income from financial
overseas borrowers. are subject to VAT except for financial services with direct charges provided for services provided by banks within
monetary financing and other financial businesses between overseas entities China to overseas entities is
and insurance services for export goods. subject to business tax at a rate

of 5%.
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HOL [OpIC one: The Impact of fulFolown VAT reform on the banking Sector (continued)

Firstly, as part of the financial services sector, banks enjoy limited deductible input tax. According to
Announcement No. 36, input tax on interest expenses as well as investment and financing advisery fees,
processing fees and consulting fees paid by a taxpayer to a lender in relation to a loan shall not be deducted from
output tax. This means that input tax on loans as the main source of banks’ profit is not deductible. In addition,
labour costs, welfare expenses, transportation expenses and hospitality expenses that take up a large proportion
of banks’ business related expenses are not eligible for input tax deduction. As banks only have limited leeway in
subjecting their output items to VAT through improved efficiency, the VAT burden is usually borne by banks
themselves. As a result, banks that are not engaged in the purchase of large value fixed assets and immovable
properties for the current period may face a larger tax burden following the VAT reforms.

Secondly, the complexity and difficulties involved in the implementation of the VAT reforms will exceed enterprises’
expectations. The difficulties are unprecedented, especially for large banks with enormous scale, complex
organisational structures, complex business types and large trading volumes. The VAT reforms will also impact the
operating model of all business lines and internal procedures in the banking sector. Before the reforms, banks’
business procedures were designed to deal with business tax. But with VAT banks need to put in place
significantly more risk controls to satisfy VAT policies and regulatory requirements compared with business tax.
We have noticed that some banks have already made adjustments to businesses that are not in line with VAT
requirements.

Thirdly, the VAT reforms are by no means simply about replacing one tax with another. Rather, the reforms will
bring disruptive changes to most of the key departments within banks. These reforms affect not only work carried
out in financial departments such as accounting, budget management, financial reporting, tax filing and invoice
management but also frontline businesses and middle and back office work such as business procedure
management, marketing plan management, key account management, supplier management, procurement
management, contract management and IT systems management. For instance, the business department may
need to adjust pricing strategies in a timely fashion in accordance with changes in tax policies. The procurement
department may need to organise supply materials and determine procurement procedures. The legal department
may need to review or modify contractual terms. As a result, responses to the VAT reforms not only need the
support of the human and material resources of the financial departments but also call for concerted efforts of
various departments from front to back offices. Experience from other industries shows that as the VAT reforms
are being implemented, how to achieve effective cross-departmental communication and redefine and differentiate
departmental responsibilities is a major obstacle to be overcome.

b
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HOL topic one: The impact of Tulkiown VAT reform on the banking Sector (continued)

How to respond to the VAT reform

As not much time is reserved between the
formulation of the policy and its
implementation, enterprises in the financial
services sector need to give priority to their
VAT work so that they can accurately
calculate prices, record accounts, issue
invoices and file taxes for VAT compliance
purposes. Based on our experience in
assisting numerous large financial
institutions in adopting VAT practices, we
suggest the following timetable for VAT
work:

From the release date of the VAT policy to
its effective date (1 May 2016):

Before the effective date of the VAT policy,
banks should formulate VAT accounting
methods, separate prices from taxes for
businesses with VAT impacts, connect the
financial system to the tax system,
purchase and properly deploy tax control
equipment, conduct VAT general taxpayer
registration, determine the number of
invoices purchased and received, organise
customers and suppliers, review contracts
and update contractual modules in
accordance with the new policy.

Many large banks currently have already
completed the work above. But as there is
only a 40-day gap between the release of
the policy and its implementation, updates
and fine-tuning will be required. The VAT
system needs to be optimised and
developed for the specific needs of a bank.

From the release of the policy to the first
filing period:

Banks will file tax returns on a quarterly
basis and the first filing period is expected
to occur on 15 July therefore banks will
need to establish connection between the
financial system and the tax system.
Alternatively, banks may file tax returns
either through a tax filing system or do so
manually on a temporary basis.

Local tax filing policies are not yet clear.
According to tax filing policies already
released in some areas, three tax filing
methods may be applied to the banking
sector: withholding tax, tax quotas
calculated based on the proportion of the
taxable sales turnover of a head office and
its branches in relation to total sales
turnover in a particular province and direct
tax returns not subject to withholding tax.
Different provinces may take different
approaches. In addition, local tax
authorities may have different filing
requirements for some special businesses.
These businesses include the sale of
precious metals, leasing and sale of
immovable properties and the sale of fixed
assets already used. Banks are advised to
communicate with local tax authorities to
obtain a better understanding of applicable
tax filing policies.

Banks should also build and execute
internal management procedures and
relevant risk controls in relation to VAT
invoice management and VAT risk
management, provide targeted training to
employees of the financial, operating, tax,

legal and IT departments and prepare a
VAT manual to institutionalise VAT
treatment plans and practices already
implemented and updated in real time.

After the first filing period:

At the early stage of VAT reform, how tax
policies are understood and executed may
differ between banks and tax authorities
and between the tax authorities of different
provinces. According to the VAT law,
banking businesses are classified into the
following types: lending services, financial
services with direct charges, transfer of
financial products, financial agency
services and purchase and sale of general
merchandise. With the growth of banking
businesses, new innovative products will
keep emerging. As many businesses may
be complex in nature and have overlapping
characteristics that defy a clear-cut
classification, the inability to render an
accurate judgment with respect to
classification for VAT purposes may have
profound implications as tax treatment
differs for each type of business. In addition,
the scope of tax exemption policies
applicable to the banking sector is hard to
grasp. One of the key tasks therefore for
banks preparing to transition to a VAT
regime is to make inquiries, exercise
judgment, obtain confirmation and receive
feedback with respect to specific VAT
policies.

Both taxpayers and tax authorities need
time to understand and assimilate the new
VAT policy during which time financial and
tax authorities may or may not unveil a

series of application guidelines. Therefore,
financial institutions are advised to prepare
themselves for some unexpected
developments. If VAT policies for the
financial services sector are updated,
banks should make corresponding changes
to their VAT manuals and procedures.
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How to respond to the VAT reform (continued)
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It is worth noting that due to limited preparation time, most financial services enterprises made small changes to their financial tax systems and this only
constitutes a transition or contingency plan. As policies are made clearer, enterprises need to organise and analyse their business procedures and income
and, if necessary, make front-end modifications to their business systems and affect optimised VAT chain management.

In addition, banks also need to consider whether their business models need to be adjusted following the VAT reforms. Currently, many enterprises have
designed multiple business models to minimise their business tax burden. Following the implementation of the VAT reforms, they need to reconsider their
business models to maximise the effect of preferential policies and circumvent tax risks.

The above observations show that the VAT reforms are not simply about replacing one tax with another. How to respond to the reforms does not just fall on
the shoulders of the financial departments of banks but rather calls for the active participation, collaboration and execution of all departments within the
organisation. Therefore, banks need to strengthen communication lines between the financial and tax departments as well as with the tax authorities and
understand VAT developments in the industry. They should form a special VAT team to formulate the objectives and execution plans for VAT programmes
and, if necessary, introduce agencies with VAT experience to provide assistance in facilitating VAT progress.

It is expected that regulations for VAT practices in the financial services sector will be unveiled at some point. The regulations will provide clarification on
unclear matters in VAT policies for the financial services sector and help alleviate the tax burden facing some banks following the reforms. Banks should
pay close attention to the release of new regulations, refer to the practices of the sector, communicate with tax authorities and adjust VAT measures in a
timely manner.

After the implementation of the VAT reforms, banks need to consider what measures to take under the new tax climate to optimise their overall tax burden
and enhance tax risk control.
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Credit assets and s Impact on the banking sector

Evolution of regulatory requirements

According to the circular from the CBRC on

‘Further Regulating Transfer of Credit Assets of The circular on ‘Central Registration of
Banking Financial Institutions’ (CBRC Fa [2010] Transfer of Banking Credit Assets’ (No.
No. 102), issued in December 2010, financial 108), issued by the CBRC, requires
services institutions transferring credit assets financial services institutions to centrally
should follow the principle of truthfulness. Any register the transfer of their credit assets
untruthful transfer of assets is prohibited. No (the transfer of credit assets held and their
repurchase agreements may be entered into by corresponding beneficial rights).

the two participating parties to evade regulation.

The circular on ‘Regulation of Acquisition
of Non-performing Assets of Financial
Asset Management Companies’ (No. 56),
issued by the CBRC, prohibits asset

management companies from providing
channels for financial services institutions
to circumvent asset quality regulations
for the first time.

2009-12 2012-1 2015-8 2016-5

2010-12 2015-6

2015-8

The CBRC issued the circular on ‘Issues

Concerning Further Regulation of Cooperation The Ministry of Finance (MOF) and the In August 2015, the ‘Administrative Measures
between Banks and Trust Companies’, CBRC issued the circular, for Non-performing Assets Business
prohibiting the "investment of bank-trust ‘Administrative Measures for Batch Conducted by Financial Asset Management
company financial products in credit assets or Transfer of Non-performing Assets of Companies’ (Cai Jin [2015] No.56) was
commercial papers issued by the issuing bank Financial Institutions’ (Cai Jin [2012] issued by the MOF. This allows state-owned
of the financial products". This requirement is No. 6), providing guidelines on liquid asset management companies to acquire and
restricted to the cooperation between banks non-performing assets and non-credit dispose of the non-performing assets of non-
and trust companies and does not extend to assets of financial services institutions. financial services institutions.

others.

The circular on ‘Regulating Transfer of
Right to Receive Income from Credit
Assets of Banking Financial Institutions’

(No. 82), issued by the CBRC, aims to
promote the healthy and orderly
development of the income right transfer
business related to credit assets.
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CIedt assets and It Impact on the banking Sector (continued)

Analysis of the impact of No. 82 Circular:

1. Further specifying the regulatory guidelines for the development of financial
instruments: transparency principle, ‘sunniness’ and standardisation

2. The lack of recognition in financial statements does not lead to a reduction in
the required capital, which would eliminate opportunities for regulatory
arbitrage and put pressure on capital adequacy ratios.

3. Prohibiting the direct or indirect investment of the transferer’s funds in
the income right of its credit assets via various channels to reduce step-
in risk

4. Regulating the policy, risk management and information disclosure for the transfer of
income right, resulting in greater compliance pressure
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HO Lopic two: Understanding Notice No. 82 o the CorG on the transier of the income ngnt (o
CIedit assets and IS Impact on the banking Sector (contnued)

Regulatory requirements of No. 82 Circular and

interpretation of the provisions

No. 82 Circular Interpretation

In recent years, financial services institutions have been At present, the size of credit asset transfers conducted by financial services institutions is large and the structure of
conducting business related to the transfer of income transactions is complicated and diverse. Some banks engage in regulatory arbitrage via various channels. In some
rights of credit assets, which helps them to liquidate their income right transfers related to credit assets of banks, the transferer removes the loans from its financial statements,
assets and accelerate capital turnover. However, the while the transferee accounts for the income right as an investment. In this way, a loan is turned into an investment and
structure of transactions is irregular and opaque with the size of credit assets decreases as a result of such irregular accounting.

problems arising in relation to accounting treatment,
capital accrual and provision. To promote the healthy and
orderly development of the income rights transfer
business, the following provisions should be adhered to:

1. Income right transfer related to credit assets should Creditors’ right of credit assets is the basic right, which includes the right to mortgage and pledge, income right and file
comply with the requirements on “filing approach, ownership. Income right of credit assets are attached to the creditors’ rights. No. 82 Circular regulates the income right of
reporting of products and registration of transactions”. credit assets.

The major differences between the income right and creditors’ right include:

= transfer of income rights where the debtor continues to make payments to the original creditor when the creditor’s
rights are not transferred. Where the creditor’s rights are transferred, the debtor pays the full amount specified in the
original contracts to the transferee.

= transfer of income rights where uncertainties exist in assets, especially with respect to future creditor’s rights. The
debtor-creditor relationship is relatively clear in the transfer of creditors’ rights, especially in the transfer of well-defined
debtors’ rights receivables and credit assets.

= transfer of creditors’ rights facilitates the segregation of the creditors’ rights and transferer’s assets in the case of
bankruptcy. Some legal flaws exist in the transfer of income rights.
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CIedit assets and IS Impact on the banking Sector (contnued)

Regulatory requirements of No. 82 Circular and

interpretation of the provisions (continued)

No. 82 Circular Interpretation

@)

)

®)

Filing approach. Financial services institutions
should formulate policies to manage the transfer of
income rights of credit assets. The Credit Asset
Registration and Exchange Center (“CARE
Center”) should, based on CBRC requirements,
formulate and issue rules and procedures for this
business and promptly submit them to the CBRC
for filing purposes.

Reporting of products. The CARE Center should
formulate and issue product reporting procedures
and approval requirements according to CBRC
requirements. Financial services institutions should
submit the information for each transaction to the
CARE Center.

Registration of transactions. The transferer should
follow the requirements of the circular from the
General Office of CBRC on ‘Central Registration of
Transfer of Banking Credit Assets’ (CBRC Fa
[2015] No. 108) and promptly complete central
registration for the transfer of income rights of
credit assets with the CARE Center.

Given that No. 82 Circular aims at regulating deal structure, accounting treatment, capital accrual and provision, the
management policies of financial services institutions for the income right transfer business should specify asset
composition, deal structure, accounting treatment, capital accrual, provisioning and regulatory related requirements. In
addition, the transfer of non-performing credit assets and normal credit assets should be distinguished with appropriate
risk management policies formulated based on their risk characteristics.

Registered in June 2014, the CARE Center is responsible for the registration, custody, exchange and settlement of credit
assets and other financial assets, provision of agency principal and interest payment services, transaction management
and market monitoring as well as the provision of financial information and related advisery and technical services, etc.
As of the end of March 2016, the underlying assets recorded at the CARE Center were merely RMB 34 billion. Compared
with the size of the asset backed securitisation industry and businesses comprising other asset management channels,
there is ample room for development.

The submission of information for each transaction shows adherence to the transparency principle.

The disclosure of information may include debtors’ information (its industry, operations and credit rating, etc.),
mortgaged/pledged assets and risk disclosure statements. Based on the above, regulators may further standarise asset
types. Give registration permission to qualified assets and reject applications of unqualified assets.

No. 108 Circular requires financial services institutions to carry out the transfer of credit assets (the credit assets held and
their corresponding beneficial rights to be transferred) and to centrally register the transfer of their credit assets.

On the one hand, central registration gives non-standardised loans some standardised attributes, turning them into
financial assets with specific codes thus allowing trading parties to conduct more transparent and standardised
transactions; it supports the exclusion of these assets in the calculation of non-standardised assets. On the other hand, it
helps regulators obtain a true picture of the credit asset transfers of the banking industry and to keep track of items added
to or removed from the balance sheet. This makes off-balance sheet items more transparent and market-oriented like
asset backed securitisation and serves to drive regulated asset securitisation.
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HO Lopic two: Understanding Notice No. 82 o the CorG on the transier of the income ngnt (o
CIedit assets and IS Impact on the banking Sector (contnued)

Regulatory requirements of No. 82 Circular and

interpretation of the provisions (continued)

No. 82 Circular Interpretation

2.

@)

@)

©)

Income rights transfer related to credit assets
should comply with the law to effectively mitigate
associated risks.

The transferer should fully accrue capital based on
the amount of the original credit assets after the
transfer in accordance with the ‘Measures for
Managing Capital of Commercial Banks’ (Trial).

Transfer of income rights of credit assets should
be accounted for and recorded in accordance with
the ‘Accounting Standards for Business
Enterprises’. For the transfer of non-performing
assets in which the transferer has a continued
involvement after the transfer, the continued
involvement part should be included when
calculating the NPL balances, NPL ratios as well
as provision coverage ratios and other indicators.

In accordance with the ‘Measures for Managing
Loan Loss Provision of Commercial Banks,
Guidelines for Loan Loss Provision of Banks and
Measures on Managing Provisioning of Reserve
by Financial Institutions’ and other related
regulations, the transferer should make provisions
based on the actual risk exposure using
appropriate accounting treatment.

The risk capital for assets no longer recognised in financial statements should be accrued based on the original risk
weighting. Banks cannot decrease capital by removing credit assets from their balance sheets thereby reducing
opportunities for regulatory arbitrage and putting pressure on capital adequacy ratios.

In substance, this rule converges with the concept of step-in risk proposed by the Basel Committee. For unconsolidated
entities, banks exposed to step-in risk are required to accrue capital in accordance with specific rules even though the
assets are no longer recognised in the financial statements.

Accounting for the transfer of credit assets’ income rights should comply with the requirements of the accounting
standards by making judgment as to whether risk and reward are transferred.

NPLs seeing continuing involvement should be included in the calculation of NPLs to prevent banks from disguising loans
as investments.

Provisioning depends on accounting treatment and risk exposure. From the perspective of accounting treatment, the
continuing involvement part should be included in the scope of provisioning. From the perspective of actual risk exposure,
when the amount of inferior assets is lower than the risk exposure of credit assets (that is the recoverable amount is lower
than the share of priority assets), the good assets will suffer some losses. This means the total amount of provision will
decrease compared with provision remaining in the balance sheet.
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HO Lopic two: Understanding Notice No. 82 o the CorG on the transier of the income ngnt (o
CIedit assets and IS Impact on the banking Sector (contnued)

Regulatory requirements of No. 82 Circular and

interpretation of the provisions (continued)

No. 82 Circular Interpretation

(4) The transferer shall neither directly nor = In December 2009, the CBRC issued the ‘Circular on Issues Concerning Further Regulation of Cooperation between Banks and
indirectly invest in the income rights of Trust Companies’, which prohibited the “investment of bank-trust company financial products in credit assets or commercial
credit assets of the bank using its own papers issued by the issuing bank of the financial products”. This requirement is restricted to the cooperation between banks and
WMP nor shall it assume either explicitly trust companies and does not extend to others. In substance, No. 82 Circular keeps the spirit of the Circular. It shows that the
or implicitly any repurchase obligationin regulators have always been firmly committed to prohibiting the use of arbitrage, whether on or off balance sheet. In the wake of
any form. various types of channels emerging in recent years, No. 82 Circular has essentially prohibited the investment of the transferer’s

treasury funds in the income rights of credit assets through various channels (including fund subsidiaries, brokerage asset
management companies and fund accounts).

= No. 82 Circular agrees with the ‘Circular on Regulation of Acquisition of Non-performing Assets of Financial Asset Management
Companies’ (No. 56). No. 56 Circular prohibits banks from removing non-performing assets from their balance sheets via asset
management companies. This is designed to regulate imprudence and risk exposure associated with the acquisition of non-
performing assets in order to prevent related risks from remaining in the banking system and not being truly diversified.

(5) Investors of income rights of credit assets = Personal wealth management products cannot be invested in the income rights of credit assets.
should continue to meet the requirements = Uphold the transparency principle and prohibit direct or indirect participation by individual investors. Non-performing assets,

of regulators on qualified investors. The considered to be professional and risky, are not suitable for individual investors. Their risk level suits the needs of qualified
investment of income rights of non- institutional investors better.

performing assets is limited to qualified = Banks are expected to transfer existing business to corporate financial products. It is noteworthy that further clarification is
institutional investors and not available to required with regards to the definition of qualified institutional investors, the proportion of non-performing assets in the investment
financial products, trust plans and asset portfolio and the disclosure of financial information.

management plans in which personal
investors participate. The transparency
principle should apply to the funding
sources of institutional investors that are
not allowed to obtain direct or indirect
funding from individual investors using
embedded instruments.
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CIedit assets and IS Impact on the banking Sector (contnued)

Regulatory requirements of No. 82 Circular and

interpretation of the provisions (continued)

No. 82 Circular Interpretation

(6) The transferer and other related trading entities should prudently = The introduction of various third-party professional organisations is an arrangement to increase the
assess the quality of credit assets and associated risk and set market-oriented level and ‘sunniness’. It helps to improve the reliability and objectivity of judgement
reasonable prices based on the market-oriented principle. Third-party with respect to product pricing, accounting treatment, legal risk and other key areas. It supports the
organisations such as accounting firms, law firms, rating agencies and exclusion of the asset in the calculation of non-standardised assets.

valuers are engaged to provide their professional opinions on specific
matters where necessary.

(7) The transferer and other related trading entities should promptly » The focus is still on information disclosure. Contingency events could be overdue principal and
provide accurate and complete information on the credit asset whose interests, downgraded rating and involvement in significant litigations. In order to promptly disclose
income rights are to be transferred in accordance with the related significant contingency events, banks need to manage and monitor underlying assets. This poses
requirements. Contingency events with significantimpact on investors’ quite a challenge to the existing banking and management systems.

equity or investment income should be disclosed on a timely basis.

(8) Qualified investors that meet the above requirements and purchase = Income rights of credit assets meeting the requirements are excluded from the calculation of non-
income rights of credit assets invested by financial products should standardised credit assets. This can release some investment quota and contribute to market
complete the transfer and central registration at the CARE Center in expansion.

accordance with the related requirements. Such assets are excluded
from the calculation of non-standardised credit assets. They are
presented separately in the national banking financial information
registration system.
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CIedit assets and IS Impact on the banking Sector (contnued)

Regulatory requirements of No. 82 Circular and

interpretation of the provisions (continued)

No. 82 Circular Interpretation

3. CARE Center should strengthen market monitoring and
promptly report major developments

(1) Examination and approval of products, including but not = From the key point of the review of products' registration, banks should regulate the choice of assets, design of
limited to the composition of assets, deal structure, investor deal structure, assessment of investor suitability, information disclosure and risk controls from two dimensions:
suitability, information disclosure and risk controls. business management policy and product design.

(2) Strengthen market infrastructure by enhancing the relevant
functions of the platform for transfer of credit assets’
income right, improve software and hardware facilities to
ensure system stability and sustainability.

(38) Promptly report major developments. Banks should
regularly report the transfer of income right of credit assets
to the CBRC for filing, register transfer information and
related statistics and analyses. Contingency events should
also be promptly reported to the CBRC.
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HOL topic three: Strategies for the disposal of NPLS amid declining performance among banks

Over the past two years, in the midst of slower economic growth, China’s banking sector experienced slower growth of overall profitability and an increase in NPLs across nearly all
sectors. Currently, the banking sector is faced with two main tasks: strengthening asset risk control to curb the increase in NPLs and continuing to dispose of NPLs in order to remove
existing burdens and maximise asset recovery. NPLs are the result of various market factors and therefore proper disposal of them calls for a scientific methodology that combines
theories with practice as well as a set of effective and tailored disposal strategies that take into perspective China’s prevailing economic climate, financial trends and the periodic
fluctuations of the industries in which debtors operate.

|.The economic and financial backdrop behind the exponential growth of NPLs

Macroeconomic evolvement: in response to the international financial crisis in 2008 and the subsequent worldwide economic crisis, the government of the United States mobilised
hundreds of billions of US dollars to bail out the banks. In order to stabilise the economy, the Chinese government also launched an economic stimulus plan worth trillions of RMB. Under
this environment of looser monetary policy, considerable amounts of funding flowed into the manufacturing, real estate & construction and infrastructure sectors. Investment soared and
China’s GDP grew by almost 9% in 2009. However, as the price of raw materials and energy continued to rise, the inflation that followed made enterprises excessively optimistic about
the economy and many failed to take the opportunity to reorganise their businesses in light of the crisis. As a result, after the short-lived effects of the stimulus plan began to wear off,
growth started to slow. The steel, concrete, electrolytic aluminium and other low value added industries and traditional low-end manufacturing industries began to suffer from
overcapacity, characterised by excessive supplies, high stocks and low demand.

Financial system: following looser credit policies between 2009 and 2010, China’s banking sector intensified lending. Seeking expansion and performance increases, some financial
services institutions even reduced their lending criteria to provide short-term loans based on a company's long-term projection of its own performance. Through the growth of wealth
management, asset management, shadow banking and other financial services institutions, the financial services sector has grown exponentially in the last few years. The additional
liquidity that this has created served to postpone the NPL cycle. Since 2011, commercial banks have started to reassess their lending criteria and reduce credit limits under macro-control
measures designed to prevent the economy from overheating. This has increased the risk for enterprises with highly leveraged operations. The growth in NPLs has led to heightened risk
in China’s financial system, which has been driven by the economic slowdown and the deterioration in credit quality among borrowers.

rve 10bilion  NPL balance of commercial banks from 2008 to 2015 In addition to various domestic factors, trade protectionism

advocated by some countries has also posed a challenge to
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China’s manufacturing and export industries, making the problems
of overcapacity and liquidity even worse.
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Against this backdrop, China’s economy unsurprisingly started to
slow. Since 2013, the slowdown has begun to affect other
industries aside from manufacturing. As of the fourth quarter of
2015, the cumulative NPL total among the 16 commercial banks
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listed on the A-share market was close to RMB 1 trillion, an
increase of RMB 325.9 billion from the beginning of the year.
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Source: Table of the CBRC of Key Regulatory Indicators for Commercial Banks
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HOU topic three: Strategies for the disposal of NPLS amid declining performance among banks

continued)

Il. Disposal of NPLs is a critical component in the
cycle of any market-oriented economy

Unlike previous NPL cycles over the past 30 years, this latest round has occured
after China embraced market-oriented reforms. Although NPLs are still growing at an
accelerated pace, these are simply the result of periodic market adjustments. Market
behaviours need to be addressed with market-oriented approaches and these
approaches have their own market rules.

The period under which the 13th Five-Year Plan takes place represents a critical
period for China as its economy will experience multiple structural adjustments. This
will see focus shift in government policy from a growth model emphasising scale and
speed to one emphasising quality and efficiency. As a driver for such change, the
market will inevitably go through many different cycles. This process is as important
as the production and manufacturing of physical assets and the allocation of
financial resources. It is an indispensable part of ensuring economic output,
improving growth quality and upgrading industrial structures. In addition, the very
presence of NPLs and the formulation of a mechanism for their disposal can play a
positive role in deepening China’s banking reform with respect to areas such as how
to revitalise stock assets and how to strengthen credit risk management.

lll. Disposal of NPLs will develop well under the
market environment in spite of a tough process

In spite of the complex situation involving NPL, we believe that difficulties often
coexist with opportunities and that the market economy will provide a good
environment for the disposal of NPLs. As the NPLs market is a capital and
technology intensive, disposal strategies should be developed in accordance with
Williamson’s Transaction Cost Economics, which proposed that effective market
roles and allocation of resources are mainly determined by two factors:
transaction liberty and transaction cost.

Those likely to participate in the disposal of NPLs can be divided into the following groups
based on their risk appetite and transaction characteristics:

@
@
©
@
G

Asset management institutions and investment banks: they prefer bulk transfers,
leverage asymmetric information about credit assets within an asset package to earn
price differences and carry out arbitrage trading. The bigger the bulk of loans acquired,

the higher the transfer cost will be. They will then liquidate the assets and make profits
by splitting large packages into smaller packages to be bought by a wider range of
potential buyers. In other words, they direct large assets to market players of different
types through economic capillaries.

Funds specialised in NPL disposals: they are able to liquidate NPLs through litigations,
reorganisations and disposals. They are usually well-informed about the background of
NPLs and the parties involved and are more willing to purchase and dispose of assets

from a specific region, industry or field.

Cyclical industrial funds: they have long-term funds and thanks to their unique
understanding of certain industries can hold NPLs on a long-term basis to properly
realise asset values through cyclical fluctuations. This approach places equal
considerations on strategy and value investment.

Large and medium-sized banks, trusts and other financial institutions with access to retail
capital: although it is difficult for them to have direct contact with NPLs, they can still act
as a good supporter in terms of capital for NPL disposal with their large funding scale
and minimal appetite for risk.

Industry groups and their subsidiary investment institutions: they are in urgent need of
expanding capacity and improving their branding. Purchasing high-quality projects that
had been poorly managed may be a better option than investing in brand new projects.

These type of market players may prefer NPLs with specific characteristics as they
place a greater emphasis on strategy.
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POT [tODiC ET]W(BB: strategies for the disposal of NPLS amid declining performance among banks
COntnue

* V. Building an informative environment for NPLs disposals

We should also be aware of the fact that with regards to NPL disposals, another major issue is the significant difference between buyers’ and sellers’ prices due to
asymmetrical information. The most effective way to solve various problems arising from such asymmetry is to allow various market players, especially investment banks,
accountants, deal advisers, lawyers, industry experts and other technical advisers to help identify asset risks, assess asset value, design disposal plans, build product
structures, expand sales channels and coordinate communications. The reputation of a well-known institution can help improve investor confidence and increase the chances
of a successful transaction.

—

Accounting firms: many small and medium-sized private enterprises incurring NPLs
have flawed historical financial data. Thanks to complex related party transactions, their
business backgrounds are hard to trace or verify. This makes it difficult for financial
institutions to ensure due diligence quality in the lending process. Accounting firms can
provide help by organising financial data professionally and reducing bias or
misjudgement caused by information asymmetry so that buyers and sellers can engage in
effective and open negotiations.

d

\
! \
Professional services firms : the complexity involved in the recovery of NPLs Law firms: complex issues arising resulting from the inherent legal flaws of NPLs
entails large uncertainties with respect to future cash flows and timing. and a large number of transaction parties are often to blame for barriers impeding
Professional services institutions boast specialised insights in specific types of the disposal of NPLs. Experienced lawyers can solve specific legal problems and
NPLs and can heip identify the relationship between disposal plans and the anticipate risks even at an early stage.
inherent value of assets in order to fairly present the likely recovery value.
\ /
\ /
Boutique advisery firms : numerous small advisers and independent advisery Investment banks: they act as investors in the NPL disposal process and also
institutions form a key part of the process of collecting information and channeling help bring together the different investors and funds. Leveraging various skills
resources. The NPL disposal market needs the participation of large, nationwide such as product structuring and loans bundling, they can help meet the cash flow
professional institutions as much as it needs the participation of flexible, efficient needs of investors with different appetites and improve asset valuations through

smaller institutions. the optimal allocation of resources.

-~
e ==

This shows that all agencies participating in the disposal of NPLs have their own strengths and play an important role provided they stay impartial and equitable throughout the
process. Collectively, they help increase the availability of financial services, reduce risk resulting from asymmetry of financial information and increase efficiency.
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continued)

» V. Revitalisation and reorganisation are the most economically beneficial modes of NPL disposal

There are currently two methods for dissolving
NPLs: (1) liquidation following litigation and (2)
reorganisation. Though commonly used by
traditional financial institutions, liquidation leads to
the winding down of the entity in question. The
human resources, manufacturing equipment and
all other things accumulated bit by bit over a long
period by the organisation will be completely
wiped out. In addition, when a large number of
creditors are involved, liquidation often takes a
long time to complete. For instance, the first ever
debt restructuring in China involved more than
1,000 trade creditors, 500 companies and 200
creditor banks and took over two years to
complete.

Restructuring is more commonly used in mature
market economies and is not necessarily realised
through unilateral compromises made by debtors
but through the rearrangement of existing
interests. This usually involves a change of the
right to income, whether through shareholders’
sale of equity or the lenders waiving a portion of
the principal and/or interest. If implemented
properly, this can allow companies subject to
disposal to resume operations in an effective
manner and avoid turning valuable assets into a
sunk cost. Examples of this can generally be
grouped into the following three scenarios:

Enterprises with normal operations and positive net profits that record negative net cash flows and experience a
temporary shortage of liquidity due to leverage: debt-to-equity swaps, absorption of M&A funds, transfers of equity by

original shareholders and other restructuring approaches can be carried out to let new management take over. This
allows for original assets to be kept intact and helps prevent any adverse consequences for the enterprise.

Enterprises whose severe losses and inadequate short-term cash flows are caused by high interests, taxes and
depreciation due to previous large-scale investments but which still record positive operating cash flows: creditors may be
subject to certain losses in restructuring such NPLs but after new management takes office, the overall value from
maintaining normal operations will surpass any benefits that can be to be gained from liquidation. The key to achieving this
is to find management willing to be taken over and provide new liquidity to help improve operations.

Enterprises facing overcapacity and intensified market competition and price pressure: affected by a rise in labour costs and
other factors, these enterprises fail to generate positive operating cash flows. Even under such circumstances, it is still
possible to opt for restructuring. These enterprises should look for both opportunities in the domestic market, particularly in

those areas with insufficient capacity, as well as overseas. In addition, information and communication technologies and
internet platforms can help improve sales and optimise operations.
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COntnue

* VI. Revitalisation and restructuring can benefit from the network « VII. Recommendations for handling
and knowledge advantages of large professional services firms NPLs
Banks’ NPLs are a matter of national financial stability. As
» NPL disposals are complex processes involving various parties of different types and sizes. During this process, NPLs continue to rise, methods to facilitate their quick
large professional services firms such as investment banks and accounting firms have unmatched advantages disposal are urgently needed. Based on KPMG China's

in terms of their network across the whole industrial chain from upstream to downstream. Leveraging this

. : X ! 1= - experience, we offer the following recommendations to
information can help reduce transaction costs and increase the likelihood of a positive outcome.

financial institutions with NPLs:

» Large international accounting firms have extensive service lines and a wide range of clients. A large » Firstly, building a network platform for NPL disposals and
multinational accounting firm usually works with different types of industrial groups and financial services forging stable relationships with different types of
institutions. By providing audit, advisery and other services on a long-term basis, these firms have usually
maintained a sound and trusting relationship with clients and have in place effective communication channels.
Boasting both an international network and outlook, these firms also operate for the purpose of providing
professional services to multinational corporations and are inherently structured to engage in cooperation with » Secondly, making proper use of intermediary institutions to
multiple parties. These firms’ branches typically have close relationships with local industrial groups, which draw upon their strengths in various fields can help.
translates into a strong network with wide coverage and flexibility. Such advantages are unmatched by other
institutions and can be leveraged to facilitate cross-border transactions.

organisations is important; improving communication
channels is also an important part of the disposal process.

Leveraging their information advantages to stay informed
about the latest and most comprehensive developments in

. . . o i . I the market is important.
» Large investment banks have branches in practically every major financial centre globally and their turnover is P

usually close to exceeding that of domestic financial institutions in their local markets. As the financial markets » Finally, building a network of external experts and creating
continue to become more open, large multinational investment banks are well-positioned to utilise their
extensive network to help organisations expand into China and also to help Chinese enterprises and investors
make forays into other markets. With regards to business lines, large multinational investment banks are
improving their M&A, asset management, financial consulting, risk control and other international businesses.

effective communication channels with specialists is crucial.

© 2016 KPMG Huazhen LLP, a special general partnership in China, is member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative (“KPMG International”), a Swiss entity. All rights reserved.
Printed in China. 56



HOL [op(C four: AnalysIS of anew wave of dept-[o-equity Swaps

In a classic debt-to-equity swap, a country or a commercial bank forms a financial asset management company (AMC) to acquire the bank’s assets in the form of loans and in so doing
transforms the creditor-debtor relationship between the bank and an enterprise as a borrower into an equity relationship in which the AMC is the controlling party or shareholder of the
enterprise. After the debt has been restructured into equity, the original obligation to pay principal and interest becomes an obligation to distribute share-based dividends.

I. Background

In recent years, as China’s economy has started to slow, many enterprises are faced with increasing debt costs and operating difficulties. As a source of debt financing for Chinese
enterprises, banks saw their NPL ratios rise significantly. Statistics from the CBRC show that as at the end of the fourth quarter of 2015, the NPL ratio of commercial banks amounted to
1.67%, 0.42 % higher than the ratio at the end of 2014. The Chinese government and China’s regulatory bodies attach great importance to the ratio of NPLs in the banking sector and
have been studying ways to contain such risk. Debt-to-equity swaps, which were used to solve structural problems a decade ago, are being considered once again.

Debt-to-equity swaps, both at home and overseas, comprise two main models:

1. Government-led debt-to-equity swaps

Corporate loans are transferred from commercial banks to third party institutions that will hold the equity. Under this model, as such third party institutions are often governed or financed
by governments, this type of NPL divestiture is mostly policy-oriented such as TRC in the United States, Japan’s bridge bank and China’s debt-to-equity practices in 1999. Unlike bank-
led debt-to-equity swaps, following the transfer of NPLs from commercial banks to third party institutions, commercial banks will benefit from a significantimprovement in asset quality
and at the same time, do not need to bear the risk of change in enterprises’ assets following swap execution. Third party institutions can increase the value of NPLs through asset
restructuring and operational improvements and benefit from price differences or share-based dividends according to their equity contributions.

Commercial banks AMCs Borrowing enterprises

(creditors) (no equity relationship) (CED)

Government-led debt-to-equity swaps

2. Bank-led debt-to-equity swaps

Corporate loans are directly transferred to equity held by banks. The rationale underlying this model is that state laws and regulations allow commercial banks to hold certain amounts of
equity in non-financial enterprises and this equity may be gained from the direct transfer of banks’ NPLs to these enterprises. The effect on enterprises is that they will see their debt
reduced, their capital increase and their equity diluted as the result of banks’ shareholdings. Banks, on the other hand, can make a distinction between the commercial banking business
and investment banking business based on the relationship banks have with the enterprises i.e. whether they are lenders and borrowers or parent companies and subsidiaries. The
investment banking business will be charged with directly managing corporate equity restructured from debt. Governments can share part of the liquidity risk and banks’ profit-making
pressure through capital contributions to banks but should keep banks’ decision-making power intact.

Commercial banks AMCs Borrowing enterprises

(creditors)

(subsidiaries)

(debtors)

Bank-led debt-to-equity swaps
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Il. Accounting and tax treatment of debt-to-equity swaps

1. Accounting treatment

According to Article 6 and Article 11 of ‘Accounting Standards for Business
Enterprises No. 12 — Debt Restructuring and Interpretations of Accounting
Standards for Business Enterprises', published in 2010, accounting treatment for
conversion of debt to capital is as follows:

(1) Debtors

The total carrying value of shares (or equity) held by creditors as a result of their
surrender of their rights should be recognised as share capital (or paid-in capital),
the difference between the total fair value of shares (or equity) and share capital
(or paid-in capital) should be recognised as share premiums (or capital surplus)
in capital reserve. The excess of the carrying value of restructured debt over the
total fair value of shares (or equity) should be recognised as gains from debt
restructuring through profit or loss.

For listed companies since their issued shares have market value, the market
value will be the fair value of the shares or equity. For other enterprises, as
shares or equity held by creditors as a result of their surrender of their rights may
not have market value, appropriate valuation techniques should be employed to
determine their fair value.

(2) Creditors

As creditors, banks should recognise the shares held by them as a result of their
surrender of their rights as investment to debtors based on the shares’ fair value.
The difference between the carrying value of restructured debt and the fair value
of the shares should be recognised through profit or loss. Taxes incurred should
be treated in accordance with standards pertaining to the recognition and
measurement of long-term equity investments or financial instruments. The
difficulty or uncertainty involved with the accounting treatment of debt-to-equity
swaps in the banking sector lies in how to deal with provisions that had been
made for impairment of loans and whether intermediate accounts should be set
up to account for and settle loans to customers such as issues related to whether
such provisions should be reversed when debt is converted to equity and
whether loans to customers should be settled through debt repaid assets.

2. Tax treatment
(1) Income tax

Pursuant to the ‘Measures for the Treatment of Income Tax in the Debt Restructuring of
Enterprises ‘(State Administration of Taxation Order No.6) and the ‘Notice of the Ministry of
Finance and the State Administration of Taxation on Several Issues Concerning Corporate
Income Tax Treatment for Enterprise Reorganization ‘(Cai Shui No. [2009] 59), debt-to-
equity swaps are treated for income tax purposes based on two approaches-general tax
treatment and special tax treatment:

Tax treatment of debt-to-equity swaps

General tax treatment Special tax treatment

Debtors Debtors should recognise the Debtors do not recognise the
excess of debt settlement concession made by creditors as gains
payments or the fair value of from debt restructuring on a temporary
shares over the tax base of debt as basis; other income tax matters remain
gains from debt restructuring. unchanged.

If recognised gains from debt-to-equity
swaps account for over 50% of debtors’
taxable income for the year, debtors
can distribute such gains from debt
restructuring evenly over each year for
up to a period of five tax years.

(@ =hfilelsi N Creditors should recognise the Creditors do not recognise the

excess of debt settlement concession made for debtors as loss
payments received or the fair value from debt restructuring on a temporary
of shares over the tax base of debt basis and the tax base of equity

as loss from debt restructuring and  investment acquired by creditors is
determine the tax base of equity determined based on the tax base of
gained based on its fair value. the original debt.

Loss from debt restructuring arising

from debt-to-equity swaps can only

be deducted on a pre-tax basis

when approval of tax authorities is

obtained.
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HOL topic four- AnalysIS of @ new wave of dedt-to-equity swaps (continued)

lll. The implementation of debt-to-equity transfers in the banking sector

As debt-to-equity swaps are currently being studied by the authorities, any examples in China are rather rare at the moment. According to publicly available information, banks known to
be carrying out this business include Bank of China and Minsheng Bank.

1) Bank of China

On 8 March 2016, one of China's largest private shipmakers announced that it would issue up to 17.1 billion shares to its creditors (including 14.1 billion shares to 22 creditor banks and
3 billion shares to 1,000 creditor suppliers) to offset RMB 17.1 billion of debt. After the debt-to-equity swap, Bank of China, its largest creditor, will become its largest shareholder.

2) Other banks

In 2013, a number of creditor banks filed applications for property preservation with the courts, which paves the way for the bankruptcy and restructuring of a China headquartered
shipping company. According to the restructuring plan that was approved in September 2014, every RMB 100 of ordinary debt will be swapped into approximately 4.6 shares. Mingsheng
Bank, Bank of Communications (Hubei branch) and China Everbright Bank (Wuhan branch) with 2.91%, 1.97% and 1.75% of equity interest respectively rank fourth, seventh and tenth
among the company's top ten shareholders. The 2015 annual reports of Minsheng Bank show that its stake is accounted for as available-for-sale equity investment.

IV. The impact of debt-to-equity transfers on the banking sector

Our analysis of the impact of debt-to-equity swaps on the banking industry is based on the following assumptions:
1. Assumptions

Our analysis is based on the following assumptions:

1) the ratio of any debt-to-equity swap is 1:1, which is debt transaction equivalent equity,

2) there is no fixed dividend income for swapped equity of ordinary shares,

3) pursuant to Article 68 of the ‘Measures for Capital Management of Commercial Banks’ (Trial), the risk weighting for equity investments of commercial banks in industrial and
commercial companies is 400%,

4) net profitarising from any debt-to-equity swap is fully credited to net core tier 1 capital,

5) RMB 10 million is swapped from debt to equity, which is seen as either a swap of normal loans or non-performing loans. A simultaneous swap of both is not considered,

6) the swap of non-performing loans is fully provided for in provision. Thus the provision is reversed at the amount of the swapped amount (i.e. RMB 10 million),

7) interests are accrued on the balance sheet for normal loans but not for non-performing ones,

8) the impactof income tax, stamp duty and other related taxes is not considered.
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2. General impact on the banking industry

Based on the assumptions mentioned above and available data, our analysis of the impact
of debt-to-equity swaps for normal and non-performing loans on the banking industry is as
follows:

1) Swap of normal loans

When normal loans are converted into equity, the balance of normal loans decreases and
with all other variables held constant, no interest income is generated, resulting in a fall in
net profit, owners’ equity and total assets.

A decline in total loans with the NPL balance and provision for impairment remaining
unchanged results in higher NPL ratios and higher provision coverage ratios, while loan
provision ratios stay the same.

With respect to the impact on capital adequacy ratios, a fall in net profit leads to a decrease
in net core tier 1 capital. Risk-weighted assets increase as a result of additional investment
brought by debt-to-equity swaps and a risk weighting of 400%. The combined impact of the
two causes the adequacy ratio of core tier 1 capital to fall.

Major impacts:

. Impact on
Swap of normal Decrease in .
. . indicator of loan
loans interest income :
quality

e Decrease in

Decrease in core
tier 1 capital
adequacy ratio

balance of e Increase in NPL

normal loans ¢ Decrease in net ratio « Decrease in net
« NPL balance profit + Increase in loan core tier 1

remains « Decrease in provision ratio capital

unchanged owners’ equity e Provision e Increase in risk
»  Provision for « Decrease in coverage ratio weighted

impairment total assets remains assets

remains unchanged

unchanged

Detailed calculation:

h.
| Normalloans______|
_ Bg\zg After swap Impact
Totalloans PRI 2500 2490 10
Balance of loans  [EENe 2400 2390 10
Net core tier 1 capital | 1000 999.50 -0.50
Risk-weighted assets 8 10000 10040 40
Weight of additional

investment from debt-to- 0 400% 400%
equity swap

Additional investment from  §

TS % w0
Interestincome [ 12250 122.00 -0.50
n=k++m 12250 122.00 -0.50
Owners equity 8 12250 122.00 -0.50
p 122.50 122.00 -0.50
I - - 2.00% 201%  0.01%
| Provision coverage ratio B8 200% 200%  0.00%
Loan provision rato SR 4.00% 402%  0.02%
Core tier 1 capital adequacy

t:f/g 10.00% 9.96%  -0.04%

© 2016 KPMG Huazhen LLP, a special general partnership in China, is member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative (“‘KPMG International”), a Swiss entity. All rights reserved.
60

Printed in China.



HOL topic four- AnalysIS of @ new wave of dedt-to-equity swaps (continued)

2. General impact on the banking industry (continued)

2) Swaps of NPLs

When NPLs are converted into equity, the NPL balance decreases, having no impact on
normal loans. With all other variables held constant, interest income is not affected. The
need to reverse impairment provisions for NPLs causes impairment losses to decrease,
while net profit, owners’ equity and total assets increase.

A decline in total loans, NPL balance and provision for impairment results in lower NPLs
ratios, an increase in provision coverage ratios and a decline in loan provision ratios.

The impact on capital adequacy ratios is more complex. Debt-to-equity swaps affect the
numerator and denominator used to calculate the capital adequacy ratio, therefore specific
changes in the magnitude and trends depend on changes in the numerator and
denominator. In this example, an increase in profit leads to higher net core tier 1 capital.
Risk-weighted assets grow as a result of additional investment brought by debt-to-equity
swaps and a risk weighting of 400%. The combined impact of the two causes core tier 1
capital adequacy ratio to increase. Core tier 1 capital adequacy ratio may rise if the
magnitude of change is different from this example.

Major impacts:

Decrease in Impact on
Swap of NPLs . ) indicator of loan
impairment loss :
quality

e Balance of

Increase in core
tier 1 capital
adequacy ratio

e Decrease in

normal loans . ) )
. ¢ Increase in net NPL ratio e Increase in net
remains T ) il
unchanged ] ° Decreasg in core tier
. e Increase in loan provision capital
* Decrease in owners’ equity ratio | in risk
.
NPL balance . . ncrease in ris
) « Increase in total « Increase in weighted
e Decrease in .
assets provision assets

provision for

; ; coverage ratio
impairment

Detail calculation:

Unit: RMB 1 million

Total loans a=b+c
-Normal loans

-NPLs

Provisions for impairment

Balance of loans e=a+d
Net core tier 1 capital

Risk-weighted assets
Weight of additional
investment from debt-to-
equity swap

Additional investment from
debt-to-equity swa
Lending rate

—

Interest income k=b*j

Investment income (dividend)

Impairment loss m
Net profit
Owners’ equity
Total assets

o

NPL ratio g=cl/a
Provision coverage ratio r=d/c

Loan provision ratio s=d/a

Core tier 1 capital adequacy -
ratio B

o

f/g

Before
swap

A
2500
2450

50

-100
2400
1000

10000

0

5%
122.50
0

0
122.50
122.50
122.50
2.00%
200%
4.00%

10.00%

h.

After swap

B
2490
2450

40

2400
1010
10040

400%

10

5%
122.50
IND
10
132.50
132.50
132.50
1.61%
225%
3.61%

10.06%

- Normal loans

Impact

C=B-A

400%

10

IND

10

10

10

10
-0.39%
25.00%
-0.39%

0.06%
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V. Unclear matters of this wave of debt-to equity swaps in banking sector
As the latest round of debt-to-equity swaps have not yet been rolled out and laws and regulations pose many obstacles for commercial banks to
directly hold equity in industrial and commercial companies, many questions currently remain unanswered.

Target companies and scope

Most loans are presented as special mention or even normal loans instead of NPLs in banks' statements. ‘Zombie companies’ are expected to be
excluded from any swap exercises. The first round of any pilot programme will include only those companies with specified production capacities
and projects that are in line with the government's economic policies. These are mostly state-owned enterprises and their subsidiaries.In reality,
some zombie companies may be able to continue operating since the company's industry and size will be an important factor taken into
consideration and this may outweigh other factors.

Ordinary shares or preference shares

Commercial banks may be faced with two options when converting debt into equity: ordinary shares or preference shares. Both have their
advantages and disadvantages. Preference shares grant holders the right to receive fixed income payments (dividends) but not participate in the
daily operation and decision-making process. Preference shares are still being piloted and create more difficulties for banks potentially. Ordinary
shares give holders the right to participate in day-to-day operations and decision-making of the companies without receiving fixed income
payments. This better serves banks’ purpose and is easier for them to manage.

Operations

Commercial banks face two options when converting NPLs into equity. One option, as in 1999, is government-led debt-to equity swaps, which
involves the four major state-owned asset management companies. This round of debt-to-equity swaps is more likely to be led by the banks.
Banks may set up new asset management companies and equity investment funds to acquire bank debts. Equity investment funds will likely be
structured general partnerships or financial funds with limited partnership structures.

The pressure of use of bank capital

According to the ‘Measures for Capital Management of Commercial Banks’, the risk weighting for equity investments in industrial and
commercial companies passively held by commercial banks within the specified disposal period is 400%, the risk weighting for equity
investments in industrial and commercial companies held by commercial banks is 400% and the risk weighting for other equity investments by
commercial banks in industrial and commercial companies is 1250%.The proportion of capital used for equity investments is significantly higher
than that used for general lending. A balance of the two requires banks to perform detailed calculations.

Exit after debt-to-equity swaps

Channels for commercial banks to exit investments after debt-to-equity swaps are limited. The transfer or sale of equity interest involves
complicated pricing negotiations and can easily lead to losses. Methods to exit investments after swaps have been executed have yet to be
explored.
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Academic INSIgLs: studies on the mechanism of the financial Sector providing support for
SUPPIy-Side reform
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Supply-side structural reform
represents a major shiftin policy from
China's government. The reform is
designed to promote sustainable
economic growth and encourage the
efficient use of resources and their
rational allocation. As the financial
services industry serves as the
lynchpin of modern commerce,
financial reform plays a crucial role in
aiding the restructuring of China's
economy. This means that supply-side
structural reform is inseparable from
the deepening of financial reform and
innovation. How government can
speed up the pace of innovation in the
financial sector to fuel supply-side
reform has become an important
policy issue. For this reason, it is
important to study the issue in depth.
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Academic Insights: Studies on the mechanism of the financial Sectar providing support for
SUPDIy-Side reform (continued)

@

The Chinese government has sought to promote supply-side reform as the country's economy begins to adapt to the economic new normal. As the
core of the modern economy, the financial services sector plays a pivotal role in this process. According to the Chinese government when outlining the
five objectives of supply-side structural reform proposed during the Central Economic Work Conference in 2016 - cutting overcapacity, de-stocking, de-
leveraging, reducing costs and fixing shortcomings in the economy - reform of financial services will help support this process in the following ways:

Impact and meaning of providing financial support for supply-side structural reform

The first step is to improve macro-financial regulation and support cost
reduction and de-stocking. Supply-side structural reform requires a relatively
stable financial environment and the creation of a sound and efficient
financial regulatory system. Promoting reforms on interest and exchange
rates and allowing the price of various funds to play a decisive role in
allocating financial resources will eventually lead to a reduction in
investment and financing costs and aid de-stocking efforts.

The second step is to foster financial innovation and support efforts to
reduce overcapacity and de-leverage. The internationalisation of the
renminbi should help increase funding for Chinese enterprises and reduce
overcapacity. Besides, stronger capital markets will help financial product
innovation, particularly following corporate mergers and acquisitions.

The third step is to support internet finance and other emerging areas in the
financial services sector. The government will continue to regulate internet
finance and strengthen financial support for small and medium-size
enterprises and micro-enterprises, especially those working in the Fintech
sector.
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Academic Insights: Studies on the mechanism of the financial Sectar providing support for
SUPDIy-Side reform (continued)

(2 Research status in China and abroad

The relationship between supply and demand has always been a popular topic
among scholars studying the economy and supply-side economics is an established
academic field in its own right. This was developed in the United States in response
to the inflation caused by Keynesian economic policies. It aims to mobilise economic
activity through tax reductions and boost production and supply. At the same time, it
also emphasises technological innovation and investment in up-skilling workforces.

Chinese scholars have also made an important contribution to the study of supply-
side economics. In an article in 2013, Jia Kang first proposed the concept of new
supply-side economics. The article not only focuses on how governments can further
release supply potential including supply of factors of production and institutional
supply to promote a new round of economic reforms but also points out that China’s
current economic stagnation is caused by undersupply, not by lack of demand. Jia
Kang and Su Jingchun in 2014 put forward their concept of the ‘integration of five
dimensions’ based on traditional supply-side economics, institutional economics,
transition economics, development economics and information and behavioural
economics. Xiao Lin in 2016 further enhanced the theory of supply-side reform by
analysing its relationship with the ‘five concepts for development’. He argues that
supply-side structural reform is crucial based on China’s current stage of economic
development.

Wang Yiming has argued that it is important to expand aggregate demand modestly,
while at the same time accelerating supply-side structural reform. He believes that
reform should be utilised to correct the mismatch between supply and demand.

China has made supply-side structural reform a major part of its economic reforms
and discussion about providing financial support for these reforms has become a
widely debated topic. Guo Honghai has said that supply-side structural reform is
inseparable from discussions about financial services and reform of the financial
services industry is necessary if China's economy is to adapt. Wang Wenjian in 2016
also said that financial reform serves as the cornerstone of supply-side structural
reform and the that success of supply-side structural reform also depends on the
deepening of financial reform. Ji Min in 2016 said that the financial services industry
will inevitably play a crucial role in supply-side structural reform based on his analysis
of the effects of monetary policy and the industry's regulatory framework.

The emergence of supply-side economics within academia has provided the
theoretical basis for China’s supply-side reform programme. As China's economy
begins to transition from one dependent upon exports and manufacturing to one
reliant upon services and innovation, boosting the supply side is crucial, particularly
with regards to the financial services industry.
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SUpDlv-side reform (continued)

K

Comparison of international supply-side reform

As there may be some discrepancy between the perception and implementation of supply-side reform and the risk of lack of effective coordination
between government and market forces during the course of reform, it is important to learn from historical experience. The most well-known supply-side
reforms were the ones carried out under American President Reagan and British Prime Minister Margaret Thatcher and we can compare these two

examples to China’s current reform agenda.

Table 1 Comparison of Chinese and foreign supply-side reform

Severe inflation, economic
slowdown; decreased labour
productivity; declining
competitiveness among
traditional industries.

Regan revolution

owned enterprises were
Margaret Thatcher’s
reforms

was heavily distorted; high
spending on welfare created
pressures.

Economic slowdown; serious

China’s supply-side
structural reform

to modernise; personal and
corporate borrowing rose.

Background and issue

The economy was suffering from
recession and stagflation; state-

inefficient; labour unions were
powerful and the labour market

overcapacity; agriculture failed

Reform

Adjusted tax rates and reduced individual and
corporate income tax; reduced government’s
intervention in and regulation of enterprises; cut
government’s non-defence expenditure;
implemented tight monetary policy.

Anti-inflation; reform of state-owned enterprises;
the influence of labour unions declined and
regulation over the labour market was relaxed,;
market-oriented reforms of the welfare system were
carried out; adjustment of regional development
policies to adapt to regional conditions and issues.

Strengthened management of the coal and steel
industries; accelerated reform of state-owned
enterprises.

Results and hidden trouble

Inflation was curbed, the economy recovered and
science and technology benefited. However the
financial deficit and income inequality grew.

Economic growth resumed and inflation was
effectively curbed; privatisation has helped reduce
the deficit; greater economic freedom was achieved
and productivity improved; the influence of the unions
was curbed and the labour market became more
flexible. However, unemployment also increased
significantly.

There may be some discrepancy between the
perception and implementation of supply-side reform;
there is a risk of lack of effective coordination
between the government and market; speculation
may increase.
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K

» As Table 1 shows, even though the Reagan administration went through a short-term
economic crisis after taking office, economic growth was gradually restored with inflation
bottoming out. However, many problems arose. Firstly, the deficit was very large since the
government carried out massive tax cuts and increased spending on defence policy. In
order to boost liquidity and avoid deflation, the government had to raise debt. As a result,
the United States gradually became most indebted country in the world. Secondly, the
country's low savings rate made it impossible to make up for the huge deficit so it had to
keep interest rate levels low to attract foreign investment. High interest rates also led to the
appreciation of the US dollar and the country's trade deficit rose from USD 42.7 billionin
1982 to USD 144.6 billionin 1985 as a result. The US even lost its advantage in the export
of high technology products, which used to help balance its international trade. Finally,
during the Reagan administration, the gap between household incomes widened. There was
great disparity between the benefits that people from different strata derived from the
reforms to the tax system.The taxes paid by the top 10% of earners fell 6.4%, while the tax
burden of the bottom 10% rose 20%. The poor also received less subsidies after welfare
reforms.

Comparison of international supply-side reform (continued)

» The Thatcher government removed the controls over foreign exchange in the early stages of
monetary policy tightening, resulting in upward pressure for M3. In order to stabilise the
money supply, the UK Treasury was obliged to raise interest rates. A strong currently
considerably reduced the competitiveness of goods made in the UK, leading to fewer
employment opportunities. The unemployment rate remained at a high level meaning that
the government needed to pay more in unemployment benefits and government debts
increased as a result. Unemployment rates only ceased rising in 1986. The growth of the
UK economy during this period, including in the UK manufacturing industry, was achieved at
the cost of mass unemployment. The Thatcher government did not generate enough jobs to
restore the unemployed to work.

"ﬂ\
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-

1. Allocate financial
resources
appropriately to
promotethe
development of
emerging industries

Firstly, the financial
services industry should
focus its attention on the
key areas covered in
‘Made in China 2025’,
the main strategy for
China's manufacturing
sector that was outlined
by the government last
year, and broaden the
channels for serving
emerging industries.
Secondly, the banking
industry should dedicate
more resources to

roviding support for
echnological innovation
and start-ups. Thirdly,
different types of
financial institutions
need to identify their
approach in leveraging
private capital to serve
these industries. Finally,
the banking industry
should provide
customised services for
different types of
customers under the
guidance of the
government's supply-
side reforms.

2. Deepen financial
reform

The government will
continue to promote
interest rate
liberalisation, improve
market-based interest
rate formation, urge
financial institutions to
enhance their
capabilities for
independent pricing,
improve the market-
based exchange rate
formation system,
promote thé
development and
internationalisation of
the renminbi to open up
the country to the
foreign exchange
markets and continue to

promote the use of free
trade zones.

3. Provide diversified
financial services to
promotethe quradl_ng
of traditional industries

Firstly, the banking
industry should target
enterprises in traditional
industries and allow
enterprises to choose
from a variety of different
financial products based
on their circumstances.
They should also make
the provision of
guarantees easier and
improve the efficiency of
asset utilisation.
Secondly, banks should
help enterprises revitalise
their inventories and
reduce the cash flow
pressure resulting from
increasing inventories.
_Thll‘d|%/, the banking
industry should tide over
enterprises and provide
support for transforming
traditional production
capacities, particularly
those suffering from
excess capacity. Finally,
financial institutions
should help large
enterprises, promote
industrial optimisation _
and restructure, revitalise
availablefundsand
remove existing financing
bottlenecks.

4. Help alleviate
customised financing
difficulties faced by
innovative new start-
ups and entrepreneurs

Firstly, banks should
establish a smalland
micro enterprise credit
system in order to lay
the groundwork for
extending credit to small
and medium sized
companies. Secondly
banks should establish a
bespoke credit system
for eyaluatln?
applications for loans
from smaller enterprises
based on different
criteria for those used
for larger companies.
Thirdly, banks should
establish a reasonable
credit management
system for managing the
loan approval process.
Finally, related financial
institutions should clean
ug unreasonable
charges for financial
services as soon as

ossible to reduce the

urden on small and
micro enterprises.

Path for promoting supply-side reform through reform to the financial services sector

5. Dee?en capital
market reformsin
order to increase the
Propor_tlon of direct
inancing available

Firstly, banks should
open’up the channels
connecting the credit
and capital markets so
that the resources of
different types of
financial institutions are
better integrated.
Secondly, banks should
use the onortunltles
provided by the
government, which is
actively seeking to
stimulate the capital and
inter-bank bond markets,
by encouraging qualified
enterprises, particularly
those in emerging
industries, to raise funds
through bond and note
issuances. Thirdly,
financial institutions
should push for the
reform of the IPO
registration system to
help companies access
a wider range of funding
sources. Finally,
financial institutions
should aid private equity
investment in order to
make funding available
for entrepreneurial start-
ups.

6. Regulate the
development of
internet banking in
order to expand the
scope of financial
services

Expand the coverage of
internet payment and
settlements and expand
the range of services
involving Fintech
available to customers.
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Academic Insights: Studies on the mechanism of the financial Sectar providing support for
SUPDIy-Side reform (continued)

(5 Suggestions on policies for promoting the supply-side reform through reform of the financial services sector

(1) If the financial services industry is able to make headway in cutting excess
industrial capacity, destocking, deleveraging and lowering costs, it will have gone along
way towards ensuring that the policies of the central government are properly ~ . - T
implemented. Banks, securities companies, insurers and other financial institutions '
should recognise their respective advantages, provide financial support for new
industries and accelerate technological and product innovation based on their own
individual circumstances.

-

;

(2) It is important to maintain a suitable monetary environment in order to promote
structural reforms. In pursuing prudent monetary policies, banks should be flexible and
make use of a mix of tools such as interest rates, exchange rates, open market
operations and deposit reserve ratios to make sure that macro adjustments are carried
out on a reasoned basis. Monetary policy has become reasonably flexible in China and
banks should make sure to utilise these tools with aims of providing a reasonable
amount of liquidity and achieving a moderate growth in lending. At the same time,

'3 it
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ABRENdiX - Net profit atirbutanie [0 equity holders of the parent company

2016/01/01-2016/03/31 2015/01/01-2015/03/31

74,764 74,324 0.59%
67,952 67,005 1.41%
46,619 45,838 1.70%
54,688 54,116 1.06%
19,066 18,970 0.51%
18,350 17,220 6.56%
11,200 10,928 2.49%
13,706 13,377 2.46%
13,922 11,194 24.37%
15,700 14,790 6.15%
8,446 8,358 1.05%
4,431 4,136 7.13%
6,086 5,629 8.12%
5,275 4,986 5.80%
2,119 1,773 19.51%
2,030 1,752 15.87%
364,354 354,396 2.81%

Source: The banks’ 2015 Q1 & 2016 Q1 report, KPMG China research
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Appendix - Hnancial performance Indicator

I - I I T T
ICBC 17.12% 19.35% 0.21 0.21 5.00 4.80
CCB 18.53% 21.03% 0.27 0.27 6.04 5.78
BOC 14.77% 16.93% 0.15 0.16 4.24 4.09
ABC 18.72% 21.28% 0.16 0.17 3.64 3.48
BCM 14.40% 15.79% 0.26 0.26 7.25 7.00
CMB 19.84% 21.33% 0.73 0.68 15.03 1431
CNCB 13.94% 16.71% 0.23 0.23 6.72 6.49
CMBC 17.94% 21.64% 0.38 0.39 8.52 8.26
SPDB 18.00% 17.88% 0.70 0.60 15.96 15.29
CiB 21.24% 23.44% 0.82 0.78 15.95 15.10
CEB 16.25% 18.24% 0.18 0.18 4.55 4.36
HXB 14.80% 16.00% 041 0.39 13.29 11.01
PAB 14.01% 15.83% 043 041 11.71 11.29
BOB 18.48% 20.32% 042 0.39 9.61 8.81
BON 17.60% 21.36% 0.63 0.60 14.58 14.01
NBCB 19.68% 20.04% 0.52 0.45 10.87 10.30

17.21% 19.20% 041 0.39 9.56 9.02

Source: The banks’ 2015 Q1 & 2016 Q1 report, KPMG China research
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Appendix - Net interest margin

2016/01/01-2016/03/31 2015/01/01-2015/03/31

2.28% 2.60%
2.40% 2.72%
1.97% 2.22%
2.40% 2.85%
2.01% 2.29%
2.62% 2.90%
2.13% 2.32%
2.11% 2.37%
3.11% 3.04%
2.28% 2.50%
2.46% 2.63%
2.49% 2.80%
2.87% 2.73%
2.19% 2.38%
2.57% 2.58%
2.20% 2.44%
2.38% 2.59%

Source: The banks’ 2015 Q1 & 2016 Q1 report, KPMG China research
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RMB million Net interest income Net fee and commission income Other operating income Total operating income

2016/01/01

2016/03/31 651,988 236,024 32,446 93,063 1,013,521
2015/01/01-
2015/03/31 652,708 199,022 12,454 52,503 916,687

Net interest income Net fee and commission income Investment income Other operating income Operating income

RMB 2016/01/01-|2015/01/01-| Growt|2016/01/01- | 2015/01/01-| Growt|2016/01/01- | 2015/01/01- Growth | 2016/01/01- | 2015/01/01- Growth | 2016/01/01- 2015/01/01- va:ﬁ
million 2016/03/31 | 2015/03/31 h rate| 2016/03/31 | 2015/03/31 h rate | 2016/03/31 | 2015/03/31 rate 2016/03/31 | 2015/03/31 rate 2016/03/31 2015/03/31 rate
B 118,810 125,283 5% 43485 37,210 17% 1,998 3,666 -45% 29,596 15005  97% 193,889 181,164 7%
B 107,886 111,300 -3% 38376 33,928 13% 5972 416 1,336% 35710 16,723 114% 187,944 162,367 16%
ool 79536 81000 -2% 25727 24355 6% 4467 1379 224% 13,089 14706 -11% 122,819 121,440 1%

{0 101,704 109,442 -7% 28918 26978 7% 772 1,750 -56% 6,652 1,273 423% 138,046 139,443 -1%

34,028 35002 -3% 10,772 9,875 9% 72 248 -71% 11161 4280 161% 56,033 49,405 13%
34306 33579 2% 19,824 15446 28% 4598 1,709 169%  -476 13 -3,762% 58252 50,747 15%
27,562 24,053 15% 11,037 8184 35% 1987 675 194%  -107 80 -234% 40479 32,992 23%
24106 23152 4% 14,572 12,026 21% 4455  -54 -8350% -2999 906 -431% 40,134 36,030 11%
27,812 24679 13% 11618 6932 68% 1969 731 169% 792 649  22% 42,191 32,991 28%
29,581 26976 10% 7,673 6583 17% 3,903 1060 268%  -240 -412 -42% 40917 34,207 20%
16424 15574 5% 6902 6,653 4% 223 141  58% -9 -105 -91% 23,540 22,263 6%
12,068 11,368 6% 2949 1801 64% 85  -239 -136% 17  -54 -131% 15119 12,876 17%
18,398 15144 21% 8101 5387 50% 824 464  78% 209  -324 -165% 27,532 20,671 33%

SO 9375 8242 14% 3,071 2030 51% 249 200  25% 7 153  -95% 12,702 10,625 20%
5928 4,184 42% 1457 817 78% 447 187 139% 16 -124 -113% 7,848 5064 55%
4,464 3730 20% 1,542 817 89% 425 121  251%  -355  -266  33% 6,076 4,402 38%
| Jiil 651,988 652,708 0% 236,024 199,022 19% 32446 12454 161% 93,063 52,503  77% 1,013,521 916,687 11%

Source: The banks’ 2015 Q1 & 2016 Q1 report, KPMG China research
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Appendix - Operating Income Structure

s 2016 2015 2016 2015 2016 2015 2016 2015

61.28% 69.15% 22.43% 20.54% 1.03% 2.02% 15.26% 8.29%
57.40% 68.55% 20.42% 20.90% 3.18% 0.26% 19.00% 10.29%
BOC 64.76% 66.70% 20.95% 20.06% 3.64% 1.14% 10.65% 12.10%

ABC 73.67% 78.49% 20.95% 19.35% 0.56% 1.25% 4.82% 0.91%
60.73% 70.85% 19.22% 19.99% 0.13% 0.50% 19.92% 8.66%

58.89% 66.17% 34.03% 30.44% 7.89% 3.37% -0.81% 0.02%
B ssoo% 72.91% 27.27% 24.81% 4.91% 2.05% -0.27% 0.23%
| cmec 60.06% 64.26% 36.31% 33.38% 11.10% -0.15% -7.47% 2.51%
| spoB | 65.92% 74.81% 27.54% 21.01% 4.67% 2.22% 1.87% 1.96%
72.30% 78.86% 18.75% 19.24% 9.54% 3.10% -0.59% -1.20%

CEB 69.77% 69.95% 29.32% 29.88% 0.95% 0.63% -0.04% -0.46%

HXB 79.82% 88.29% 19.51% 13.99% 0.56% -1.86% 0.11% -0.42%
66.82% 73.26% 29.42% 26.06% 2.99% 2.24% 0.77% -1.56%
73.81% 77.57% 24.18% 19.11% 1.96% 1.88% 0.05% 1.44%
75.53% 82.63% 18.57% 16.14% 5.69% 3.69% 0.21% -2.46%
73.48% 84.75% 25.37% 18.57% 6.99% 2.76% -5.84% -6.08%
67.65% 74.20% 24.64% 22.09% 411% 1.57% 3.60% 2.14%

Source: The banks’ 2015 Q1 & 2016 Q1 report, KPMG China research

© 2016 KPMG Huazhen LLP, a special general partnership in China, is member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative (“KPMG International”), a Swiss entity. All rights reserved.
Printed in China. 75



Appendix - INtermedliate DUSINESS Income ratio

2016/01/01-2016/03/31 2015/01/01-2015/03/31

24.62% 22.48%
21.41% 21.59%
22.63% 21.62%
21.97% 20.07%
20.36% 21.45%
35.82% 32.25%
28.37% 26.06%
38.69% 35.61%
28.58% 21.97%
19.44% 20.11%
30.84% 31.32%
21.47% 16.11%
32.31% 28.87%
24.87% 20.08%
19.48% 16.79%
28.18% 20.46%
24.78% 23.06%

Source: The banks’ 2015 Q1 & 2016 Q1 report, KPMG China research
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Appendix - Operaling expenses

2016/01/01-2016/03/31 2015/01/01-2015/03/31

96,367 84,775 13.67%
100,425 75,860 32.38%
60,296 59,213 1.83%
69,162 70,408 -1.77%
BCM 31,393 24,933 25.91%

cMB 34,557 28,146 22.78%

25,738 18,347 40.28%
22,293 18,190 22.56%
23,758 18,305 29.79%
20,745 15,077 37.59%
12,419 11,248 10.41%
9,180 7,349 24.91%

9,968 8,473 17.64%

6,080 4,322 40.68%

| BN 5,014 2,878 74.23%
| nBeB 3,659 2,226 64.37%
531,054 449,750 18.08%

Source: The banks’ 2015 Q1 & 2016 Q1 report, KPMG China research
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Appendix - Cost Lo Income ratios

2016/01/01-2016/03/31 2015/01/01-2015/03/31

19.42% 20.96% -7.35%
20.57% 22.03% -6.63%
24.61% 23.97% 2.67%
27.94% 28.85% -3.15%
23.22% 24.48% -5.15%
21.68% 24.14% -10.19%
24.92% 28.04% -11.13%
23.76% 25.33% -6.20%
18.84% 19.65% -4.12%
CIB 18.03% 19.76% -8.76%

CEB 24.99% 24.58% 167%

34.94% 38.20% -8.53%
29.35% 33.38% -12.07%
21.57% 18.80% 14.73%
18.53% 21.82% -15.08%
31.52% 29.99% 5.10%
23.99% 25.25% -4.97%

Source: The banks’ 2015 Q1 & 2016 Q1 report, KPMG China research
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Appendix - General and administralive expenses

2016/01/01-2016/03/31 2015/01/01-2015/03/31

37,646 37,973 -0.86%
31,891 32,714 -2.52%
30,231 29,106 3.87%
ABC 38,573 40,227 -4.11%

BCM 12,812 11,892 7.74%

CMB 12,627 12,252 3.06%

10,088 9,350 7.89%
7,948 6,484 22.58%
CEB 5,882 5,472 7.49%

HXB 5,282 4,918 7.40%

PAB 8,080 6,901 17.08%

2,740 1,997 37.21%
1,454 1,105 31.58%
1,915 1,320 45.08%
224,008 217,376 3.05%

Source: The banks’ 2015 Q1 & 2016 Q1 report, KPMG China research
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Appendix - Imparment 10Sses

2016/01/01-2016/03/31 2015/01/01-2015/03/31

| icec 23,668 20,748 14.07%
26,701 20,005 33.47%
15,953 13,784 15.74%
18,168 20,088 -9.56%

BCM 6,901 5,923 16.51%

cMB 18,516 12,744 45.29%

| cneB 13,023 6,519 99.77%
| ovBc 9,990 6,376 56.68%
| spB 13,285 9,313 42.65%
10,040 5,569 80.28%
4,786 3,991 19.92%

2,854 1,429 99.72%

9,550 4,751 101.01%

| BB 2,593 1,592 62.88%
| BN 2,951 1,369 115.56%
| nBcB 1,423 647 119.94%
180,402 134,848 33.78%

Source: The banks’ 2015 Q1 & 2016 Q1 report, KPMG China research
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Appendix - [0ral assels

3,323,225
ool 2701506
2,246,584
2,661,987
883,002
SVl 595,289
XY 52208
S 428039
BN 450048
415,615
369,353
279,536

Dl 296,144
SOl 154452
89,910
72,761

3,059,633 12,056,705 11,652,812
2,401,544 10,560,189 10,234,523

2,269,434
2,587,057
920,228
584,342
511,189
432,831
481,157
417,911
326,735
264,094
291,715
153,182
78,780
66,189

9,272,248
8,861,208
3,798,965
2,835,496
2,603,911
2,157,006
2,259,817
1,825,057
1,589,781
1,087,671
1,230,985

793,549

269,735

265,083

8,935,195
8,506,675
3,634,568
2,739,444
2,468,283
1,997,625
2,171,413
1,724,822
1,475,424
1,041,937
1,186,872

747,917

242,227

248,399

5,275,444
4,364,240
3,593,852
4,806,986
1,787,899
1,452,458
1,952,003
1,063,456
2,057,997
2,780,505
1,027,113
388,075
713,650
443,996
531,461
425,814

5,009,963
4,271,406
3,595,095
4,512,047
1,661,100
1,427,841
1,692,127
913,562
1,883,327
2,597,027
903,871
357,075
594,803
419,104
424,149
360,200

15,549,659 14,846,021 61,467,406 59,008,136 32,664,949 30,622,697

Source: The banks’ 2016 Q1 report, KPMG China research

1,323,758
964,218
893,299

1,532,465
580,839
405,915
193,978
879,536
296,020
206,037
403,765
304,050
302,128
480,177

53,412
30,838

1,680,126
974,472
1,007,855
1,673,984
611,191
593,396
338,140
901,302
359,412
324,607
371,717
325,763
302,973
493,628
40,558
26,563

8,850,435 10,025,687

904,193
553,638
1,033,986
550,824
353,712
142,884
145,658
292,761
164,098
243,569
103,939
35,125
138,248
32,882
22,224
19,715
4,737,456

807,246
467,544
1,008,018
511,630
328,275
129,955
112,553
275,368
149,043
234,513
89,963
31,735
130,786
31,078
19,306
15,114
4,342,127

22,883,325
19,143,791
17,039,969
18,413,470
7,404,417
5,432,042
5,477,758
4,820,798
5,227,980
5,470,783
3,493,951
2,094,457
2,681,155
1,905,056
966,742
814,211

22,209,780
18,349,489
16,815,597
17,791,393
7,155,362
5,474,978
5,122,292
4,520,688
5,044,352
5,298,880
3,167,710
2,020,604
2,507,149
1,844,909
805,020
716,465

123,269,905 118,844,668
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Appendix - Tolal asset Structure

| icec | 14.52% 13.78%  52.69%  5247%  2306%  22.56%  578%  7.56%  395%  3.63%
14.11% 13.09%  5516%  5577%  2280%  2328%  504%  531%  289%  2.55%

13.19% 1350%  5441%  5314%  21.09%  2138%  524%  599%  607%  5.99%

14.46% 1454%  4812%  47.81%  2611%  2536%  832%  941%  299%  2.88%

11.92% 1286%  5131%  5080%  2415%  2321%  7.84%  854%  478%  459%
10.96% 1067%  5220%  5004%  2674%  2608%  747%  1084%  263%  237%
| ones | 10.63% 098%  47.54%  4819%  3563%  33.03%  354%  660%  266%  2.20%
| cmBc | 8.88% 057%  4475%  4419%  2206%  2021%  1824%  1994%  607%  609%
| spoB | 8.61% 054%  4322%  4305%  3937%  37.33%  566%  7.13%  314%  295%
7.60% 789%  3336%  3254%  5082%  4901%  377%  613%  445%  443%

| ces | 10.57% 1031%  4550%  4658%  2940%  28.54%  1156%  1173%  297%  284%
| x| 13.34% 1307%  5193%  5157%  1853%  17.67%  1452%  1612%  168%  157%
| PAaB | 11.04% 1164%  4591%  47.34%  2662%  2372%  11.27%  1208%  516%  522%
BOB 8.11% 830%  4164%  4054%  2331%  2272%  2521%  2676%  173%  168%
BON 9.30% 078%  27.90%  3009%  5498%  5269%  552%  504%  230%  240%
8.93% 924%  3256%  3467%  5230%  5027%  379%  371%  242%  211%
12.61% 1249%  49.86%  49.65%  2650%  2577%  718%  844%  385%  3.65%

Source: The banks’ 2016 Q1 report, KPMG China research
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Appendix - Scale o loan

12,345,706 11,933,466 3.45%
10,827,847 10,485,140 3.27%
9,474,727 9,135,860 3.71%
9,261,073 8,909,918 3.94%
3,889,728 3,722,006 4.51%
2,932,746 2,824,286 3.84%
2,665,723 2,528,780 5.42%
2,211,513 2,048,048 7.98%
2,342,499 2,245,518 4.32%
1,885,313 1,779,408 5.95%
1,629,339 1,513,543 7.65%
1,116,541 1,069,172 4.43%
1,262,786 1,216,138 3.84%
793,500 775,390 2.34%
280,415 251,198 11.63%
273,277 255,689 6.88%
63,192,733 60,693,560 4.12%

Source: The banks’ 2016 Q1 report, KPMG China research
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Appendix - Loan qualty

2016/03/31 2015/12/31 2016/03/31 2015/12/31 2016/03/31 2015/12/31

1.66% 1.50% 141.21% 156.34% 2.34% 2.35%
1.63% 1.58% 151.71% 150.99% 247% 2.39%
1.43% 1.43% 149.07% 153.30% 2.13% 2.62%
2.39% 2.39% 180.43% 189.43% 4.31% 4.53%
1.54% 1.51% 151.24% 155.57% 2.33% 2.35%
1.81% 1.68% 183.26% 178.95% 3.32% 3.00%
1.40% 1.43% 166.01% 167.81% 2.32% 2.39%
1.62% 1.60% 152.13% 153.63% 2.46% 2.46%
1.60% 1.56% 220.90% 211.40% 3.53% 3.30%
1.57% 1.46% 203.31% 210.08% 3.20% 3.07%
1.53% 1.61% 158.64% 156.39% 2.43% 2.52%
1.53% 1.52% 168.66% 167.12% 2.58% 2.55%
1.56% 1.45% 161.01% 165.86% 2.52% 241%
1.11% 1.12% 286.56% 278.39% 3.20% 3.11%
0.85% 0.83% 447.33% 430.95% 3.80% 3.57%
0.91% 0.92% 327.84% 308.67% 3.00% 2.85%
1.51% 1.47% 203.08% 202.18% 2.87% 2.84%

Source: The banks’ 2016 Q1 report, KPMG China research
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ABpendix - Liaoity

ICBC
CCB
BOC
ABC
BCM

CMB

CNCB
CMBC
SPDB

CiB
CEB

I

oy}
oy}

X

0
(o9)

A

vy}

O
BON
NBCB

17,038,081
14,582,213
12,234,691
14,389,805

4,638,570
3,579,090
3,368,747
2,836,851
3,001,159
2,363,274
2,126,783
1,352,576
1,854,365
1,050,687

630,683

450,823

85,498,398

16,281,939
13,668,533
11,729,171
13,538,360
4,484,814
3,571,698
3,182,775
2,732,262
2,954,149
2,483,923
1,993,843
1,351,663
1,733,921
1,022,300
504,197
355,686
81,589,234

2,377,744
1,714,766
1,841,825
1,369,812
1,498,126
851,805
1,263,601
1,147,928
1,081,543
2,018,308
730,630
333,025
312,850
389,524
132,062
150,222
17,213,771

Source: The banks’ 2016 Q1 report, KPMG China research

2,603,051
2,029,119
2,212,264
1,626,464
1,505,919
1,075,984
1,188,960
1,039,904
1,261,742
1,917,401
660,244
414,832
334,249
474,786
132,077
135,331
18,612,327

311,938 306,622 1,281,483
381,975 415,544 954,613
288,125 282,929 1,272,371
336,114 382,742 1,054,644
178,258 170,106 532,554
353,156 251,507 267,940
340,317 289,135 174,524
187,349 181,233 329,219
600,816 399,906 196,112
556,064 414,834 199,498
305,156 210,061 98,512
160,927 66,893 105,136
247,360 212,963 79,011
243,019 174,639 99,824
123,334 86,887 26,322
134,378 144,057 31,454
4,748,286 3,990,058 6,703,217

1,217,649
791,210
1,233,628
1,031,942
456,431
214,031
141,736
257,506
109,955
165,345
79,515
68,828
64,516
56,370
29,445
36,294

21,009,246
17,633,567
15,637,012
17,150,375
6,847,508
5,051,991
5,147,189
4,501,347
4,879,630
5,137,144
3,261,081
1,951,664
2,493,586
1,783,054
912,401
766,877

2016 2015 2016 2015 2016 2015 2016 2015 2016 2015

20,409,261
16,904,406
15,457,992
16,579,508
6,617,270
5,113,220
4,802,606
4,210,905
4,725,752
4,981,503
2,943,663
1,902,216
2,345,649
1,728,095
752,606
671,367

5,954,401 114,163,672 110,146,019
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ABpendix - fotdl labiity structure

O
(o9)

v}
@)

> W0
@)
0|0

| III ;
<
W | W 09)

W | @
o0
Z|m

81.10%
82.70%
78.24%
83.90%
67.74%
70.85%
65.45%
63.02%
61.50%
46.00%
65.22%
69.30%
74.37%
58.93%
69.12%
58.79%
68.51%

79.78%
80.86%
75.88%
81.66%
67.77%
69.85%
66.27%
64.89%
62.51%
49.86%
67.73%
71.06%
73.92%
59.16%
66.99%
52.98%
68.20%

Source: The banks’ 2016 Q1 report, KPMG China research

11.32%

9.72%
11.78%

7.99%
21.88%
16.86%
24.55%
25.50%
22.16%
39.29%
22.40%
17.06%
12.55%
21.85%
14.47%
19.59%
18.69%

12.75%
12.00%
14.31%

9.81%
22.76%
21.04%
24.76%
24.70%
26.70%
38.49%
22.43%
21.81%
14.25%
27.47%
17.55%
20.16%
20.69%

1.48%
2.17%
1.84%
1.96%
2.60%
6.99%
6.61%
4.17%
12.32%
10.83%
9.36%
8.25%
9.91%
13.62%
13.53%
17.52%
7.70%

1.50%
2.46%
1.83%
2.31%
2.57%
4.92%
6.02%
4.29%
8.46%
8.33%
7.14%
3.51%
9.08%
10.11%
11.55%
21.45%
6.59%

6.10%
5.41%
8.14%
6.15%
7.78%
5.30%
3.39%
7.31%
4.02%
3.88%
3.02%
5.39%
3.17%
5.60%
2.88%
4.10%
5.10%

2016 2015 2016 2015 2016 2015 2016 2015

5.97%
4.68%
7.98%
6.22%
6.90%
4.19%
2.95%
6.12%
2.33%
3.32%
2.70%
3.62%
2.75%
3.26%
3.91%
5.41%
4.52%
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Appencix - securties Investment structure

2016 2015 2016 2015 2016 2015 2016 2015 2016 2015

428,620 343,272 1,558,482 1,444,195 2,945,719 2,870,353 342,623 352,143 5,275,444 5,009,963
355,932 271,173 1,123,260 1,066,752 2,527,692 2,563,980 357,356 369,501 4,364,240 4,271,406

122,476 119,062 1,130,748 1,078,533 1,750,263 1,790,790 590,365 606,710 3,593,852 3,595,095

483,192 439,261 1,304,277 1,214,542 2,455,824 2,300,824 563,693 557,420 4,806,986 4,512,047

151,025 138,999 282,779 264,739 1,015,120 933,683 338,975 323,679 1,787,899 1,661,100

56,510 59,081 319,865 299,559 389,766 353,137 686,317 716,064 1,452,458 1,427,841

- 59,600 26,220 409,556 373,770 194,819 179,930 1,288,028 1,112,207 1,952,003 1,692,127
- 42,738 26,959 192,847 157,000 332,961 278,364 494,910 451,239 1,063,456 913,562
- 111,606 63,746 215,441 254,846 255,608 239,703 1,475,342 1,325,032 2,057,997 1,883,327
162,984 128,685 423,010 426,634 213,993 206,802 1,980,518 1,834,906 2,780,505 2,597,027
12,962 5,637 254,335 222,495 157,493 152,312 602,323 523,427 1,027,113 903,871
12,543 11,872 74,093 73,200 205,612 194,543 95,827 77,460 388,075 357,075

37,060 19,757 2,746 1,245 289,276 266,166 384,568 307,635 713,650 594,803

29,835 16,522 117,771 127,941 158,966 147,562 137,424 127,079 443,996 419,104

30,532 19,552 96,786 110,546 98,899 85,577 305,244 208,474 531,461 424,149

- 12,812 7,040 296,459 249,258 31,333 32,672 85,210 71,231 425,814 360,201

2,110,427 1,696,838 7,802,455 7,365,255 13,023,344 12,596,398 9,728,723 8,964,207  32,664949 30,622,698

Source: The banks’ 2016 Q1 report, KPMG China research
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Appendix - Loan-[o-deposit ratio

2016/03/31 2015/12/31

| icec | 72.46% 71.40%
74.25% 76.71%
77.44% 77.89%
64.36% 65.81%
83.86% 74.08%
CMB 81.94% 79.07%

[ cNeB 79.13% 79.45%
| cwBc | 77.96% 74.96%
| sepB 78.05% 76.01%
79.78% 67.62%
76.61% 73.59%
75.46% 75.29%
68.10% 69.01%
75.52% 75.85%
BON 46.46% 49.82%

[ NnecB 54.18% 63.73%
72.85% 71.89%

Source: The banks’ 2016 Q1 report, KPMG China research
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Appendix - Capital adequacy ratio and Tier T capital adequacy ratio

2016/03/31 2015/12/31 2016/03/31 2015/12/31

14.66% 15.22% 13.45% 13.48%
15.55% 15.39% 13.65% 13.32%
14.07% 14.06% 12.20% 12.07%
13.11% 13.40% 10.90% 10.96%
13.22% 13.49% 11.39% 11.46%
13.94% 12.57% 12.13% 10.83%
11.39% 11.87% 8.94% 9.17%
11.55% 11.49% 9.38% 9.19%
12.10% 12.29% 9.46% 9.45%
11.34% 11.19% 9.40% 9.19%
11.61% 11.87% 9.95% 10.15%
12.22% 10.85% 10.35% 8.89%
11.61% 10.94% 9.81% 9.03%
13.15% 13.11% 9.03% 10.35%
12.39% 13.29% 9.47% 10.12%
12.79% 12.74% 10.63% 10.51%

Source: The banks’ 2016 QL1 report, KPMG China research
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PBOC — People’s Bank of China

ICBC — Industrial and Commercial Bank of China
CCB — China Construction Bank

BOC - Bank of China

ABC — Agricultural Bank of China

BCM — Bank of Communications

CMB - China Merchants Bank

CNCB - China CITIC Bank

CMBC - China Minsheng Bank

SPDB — Shanghai Pudong Development Bank
CIB — Industrial Bank

CEB - China Everbright Bank

HXB — Hua Xia Bank Co.,Ltd

PAB — PingAn Bank Co., Ltd

BOB — Bank of Beijing Co., Ltd

BON — Bank of Nanjing Co., Ltd

NBCB — Bank of Ningbo Co., Ltd

Printed in China.

General terms

O 0000000

MOF — Ministry of Finance

CBRC - China Banking Regulatory Commission
CSRC — China Securities Regulatory Commission
SAFE - State Administration of Foreign Exchange
SSE - Shanghai Stock Exchange

SEHK- The Stock Exchange of Hong Kong
SHIBOR — Shanghai Interbank Offered Rate

NIM — Net interest margin
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