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Auditor’s Report

PwC ZT Shen Zi (2018) No. 25137
(Page10f 3)

To the Board of Directors of CITIC Corporation Limited,
Opinion
What we have audited

We have audited the accompanying financial statements of CITIC Corporation Limited (hereinafter
“CITIC Corporation”), which comprise:

the consolidated and company balance sheets as at 31 December 2017;

the consolidated and company income statements for the year then ended;

the consolidated and company cash flow statements for the year then ended;

the consolidated and company statements of changes in owners’ equity for the year then
ended; and

¢ notes to the financial statements.

Our opinion

In our opinion, the accompanying financial statements present fairly, in all material respects, the
consolidated and company’s financial position of CITIC Corporation as at 31 December 2017, and
their financial performance and cash flows for the year then ended in accordance with the
requirements of Accounting Standards for Business Enterprises (“CASs”).

Basis for Opinion

We conducted our audit in accordance with China Standards on Auditing (“CSAs”). Our
responsibilities under those standards are further described in the Auditor’s Responsibilities for the
Audit of the Financial Statements section of our report. We believe that the audit evidence we have
obtained is sufficient and appropriate to provide a basis for our opinion.

We are independent of CITIC Corporation in accordance with the Code of Ethics for Professional
Accountants of the Chinese Institute of Certified Public Accountants (“CICPA Code”), and we have
fulfilled our other ethical responsibilities in accordance with the CICPA Code.



PwC ZT Shen Zi (2018) No. 25137
(Page 2 0of 3)

Responsibilities of Management and Those Charged with Governance for the
Financial Statements

Management of CITIC Corporation is responsible for the preparation and fair presentation
of these financial statements in accordance with the CASs, and for such internal control as
management determines is necessary to enable the preparation of financial statements that
are free from material misstatement, whether due to fraud or error.

In preparing these financial statements, management is responsible for assessing CITIC
Corporation’s ability to continue as a going concern, disclosing, as applicable, matters
related to going concern and using the going concern basis of accounting unless
management either intend to liquidate CITIC Corporation or to cease operations, or have no
realistic alternative but to do so.

Those charged with governance are responsible for overseeing CITIC Corporation’s financial
reporting process.

Auditor’s Responsibilities for the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whether these financial statements
as a whole are free from material misstatement, whether due to fraud or error, and to issue
an auditor’s report that includes our opinion. Reasonable assurance is a high level of
assurance, but is not a guarantee that an audit conducted in accordance with CSAs will
always detect a material misstatement when it exists. Misstatements can arise from fraud or
error and are considered material if, individually or in the aggregate, they could reasonably
be expected to influence the economic decisions of users taken on the basis of these financial
statements.

As part of an audit in accordance with CSAs, we exercise professional judgment and maintain
professional scepticism throughout the audit. We also:

e Identify and assess the risks of material misstatement of the financial statements,
whether due to fraud or error, design and perform audit procedures responsive to
those risks, and obtain audit evidence that is sufficient and appropriate to provide a
basis for our opinion. The risk of not detecting a material misstatement resulting
from fraud is higher than for one resulting from error, as fraud may involve
collusion, forgery, intentional omissions, misrepresentations, or the override of
internal control.

e Obtain an understanding of internal control relevant to the audit in order to design
audit procedures that are appropriate in the circumstances, but not for the purpose
of expressing an opinion on the effectiveness of internal control.



PwC ZT Shen Zi (2018) No. 25137
(Page 3 of 3)

Auditor’s Responsibilities for the Audit of the Financial Statements (Cont’d)

e Evaluate the appropriateness of accounting policies used and the reasonableness of
accounting estimates and related disclosures made by management.

e Conclude on the appropriateness of management’s use of the going concern basis of
accounting and, based on the audit evidence obtained, whether a material
uncertainty exists related to events or conditions that may cast significant doubt on
CITIC Corporation’s ability to continue as a going concern. If we conclude that a
material uncertainty exists, we are required to draw attention in our auditor’s report
to the related disclosures in these financial statements or, if such disclosures are
inadequate, to modify our opinion. Our conclusions are based on the audit evidence
obtained up to the date of our auditor’s report. However, future events or conditions
may cause CITIC Corporation to cease to continue as a going concern.

e Evaluate the overall presentation, structure and content of the financial statements,
including the disclosures, and whether the financial statements represent the
underlying transactions and events in a manner that achieves fair presentation.

e  Obtain sufficient appropriate audit evidence regarding the financial information of
the entities or business activities within CITIC Corporation to express an opinion on
the consolidated financial statements. We are responsible for the direction,
supervision and performance of the group audit. We remain solely responsible for
our audit opinion.

We communicate with those charged with governance regarding, among other matters, the

planned scope and timing of the audit and significant audit findings, including any
significant deficiencies in internal control that we identify during our audit.

PricewaterhouseCoopers Zhong Tian LLP
Shanghai , the People’s Republic of China

28 March 2018



CITIC CORPORATION LIMITED

CONSOLIDATED BALANCE SHEET
AS AT 31 DECEMBER 2017

(All amounts in thousands of Renminbi Yuan unless otherwise stated)

[English translation for reference only]

Assets Note | 31 December 2017 | 31 December 2016
(Restated)
Cash and deposits 6(1) 747,606,800 810,389,375
Placements with banks and non-bank financial
institutions 6(2) 171,650,383 167,207,891
Financial assets at fair value through profit or loss 6(3) 75,855,420 69,609,531
Derivative financial instruments 6(4) 66,203,044 47,604,014
Trade and other receivables 6(5) 112,864,432 116,948,977
Inventories 6(6) 19,840,361 19,436,001
Financial assets held under resale agreements 6(7) 54,625,933 173,190,986
Loans and advances to customers and other parties 6(8) 3,115,806,170 2,807,157,088
Available-for-sale financial assets 6(9) 667,412,396 567,006,461
Held-to-maturity investments 6(10) 218,702,786 218,393,136
Investments classified as receivables 6(11) 538,985,157 1,043,289,575
Long-term equity investments 6(12) 58,631,339 52,022,970
Investment properties 6(13) 4,204,706 4,003,390
Fixed assets 6(14) 41,676,485 38,100,028
Construction in progress 6(15) 12,758,058 9,449,071
Intangible assets 6(16) 23,927,863 23,593,592
Goodwill 6(17) 8,286,807 8,377,578
Deferred tax assets 6(18) 23,921,974 14,578,545
Other assets 38,786,402 33,305,088

Total assets

6,001,746,516

6,223,663,387

Approved by the board of directors on 28 March 2018.

Legal Representative

The person in charge
of accounting affairs

The head of the
accounting department




CITIC CORPORATION LIMITED

CONSOLIDATED BALANCE SHEET (CONTINUED)
AS AT 31 DECEMBER 2017

(All amounts in thousands of Renminbi Yuan unless otherwise stated)
[English translation for reference only]

Liabilities and owners’ equity Note 31 December 2017 | 31 December 2016
(Restated)
Liabilities
Borrowing from central banks 6(19) 238,082,461 184,050,000
Placements from banks and non-bank financial institutions 6(21) 75,341,379 83,722,646
Derivative financial instruments 6(4) 65,295,254 45,068,448
Trade and other payables 6(22) 144,634,268 149,157,155
Financial assets sold under repurchase agreements 6(23) 134,499,933 120,342,029
Deposits from banks and non-bank financial institutions and
customers 6(24) 4,196,767,258 4,597,801,658
Employee benefits payables 6(25) 15,165,497 15,053,993
Taxes payable 4(3) 13,092,071 10,422,654
Bank and other loans 6(26) 43,420,072 47,539,959
Debt instruments issued 6(27) 488,817,567 432,353,847
Provisions 6(28) 2,705,096 1,489,976
Deferred tax liabilities 6(18) 2,204,279 1,964,803
Other liabilities 21,149,185 18,590,961
Total liabilities 5,441,174,320 5,707,558,129
Owners' equity
Paid-in capital 6(29) 139,000,000 139,000,000
Capital reserve 6(30) 39,485,307 40,329,661
Other comprehensive income 6(31) (6,985,379) 556,823
Surplus reserve 6(32) 7,392,237 5,982,516
General reserve 6(33) 36,617,842 36,105,518
Retained earnings 6(34) 154,070,403 118,631,997
Total equity attributable to owners of the Company 369,580,410 340,606,515
Non-controlling interests 190,991,786 175,498,743
Total owners' equity 560,572,196 516,105,258
Total liabilities and owners' equity 6,001,746,516 6,223,663,387

Approved by the board of directors on 28 March 2018.

The person in charge
of accounting affairs

Legal Representative

The notes on pages 12 to 184 form part of these financial statements.

The head of the

accounting department




CITIC CORPORATION LIMITED

COMPANY BALANCE SHEET
AS AT 31 DECEMBER 2017

(All amounts in thousands of Renminbi Yuan unless otherwise stated)

[English translation for reference only]

Assets Note 31 December 2017 31 December 2016
Cash and deposits 6(1) 19,201,006 15,857,709
Financial assets at fair value through profit or loss 6(3) 1,845,193 2,502,765
Trade and other receivables 6(5) 31,459,422 26,593,361
Loans and advances to customers and other parties 6(8) 8,865,759 11,044,002
Available-for-sale financial assets 6(9) 14,071,295 10,380,811
Long-term equity investments 6(12) 215,009,879 211,703,075
Fixed assets 6(14) 579,763 614,148
Intangible assets 2,567 -
Other assets - 2,495
Total assets 201,034,884 278,608,366

Liabilities and owners’ equity

Liabilities
Trade and other payables 6(22) 16,017,589 12,510,312
Taxes payable 4,166 6,209
Debt instruments issued 6(27) 42,811,165 41,240,807
Provisions 700,000 700,000
Deferred tax liabilities 6(18) 528,119 215,269
Other liabilities 2,110,299 2,044,926
Total liabilities 62,171,338 56,717,523
Owners' equity
Paid-in capital 6(29) 139,000,000 139,000,000
Capital reserve 6(30) 49,614,251 50,268,921
Other comprehensive income 6(31) 204,221 952,845
Surplus reserve 6(32) 7,392,237 5,982,516
Retained earnings 32,562,837 25,776,561
Total owners' equity 228,863,546 221,980,843
Total liabilities and owners' equity 201,034,884 278,608,366
Approved by the board of directors on 28 March 2018.
Legal Representative The person in charge The head of the

of accounting affairs accounting department

The notes on pages 12 to 184 form part of these financial statements.



CITIC CORPORATION LIMITED

CONSOLIDATED INCOME STATEMENT
FOR THE YEAR ENDED 31 DECEMBER 2017

(All amounts in thousands of Renminbi Yuan unless otherwise stated)

[English translation for reference only]

Note 2017 2016 (Restated)
Operating income 6(35) 267,804,649 246,718,817
Less: Total operating costs 6(37) 204,855,417 190,439,443
Including: Operating costs 6(36) 83,319,041 73,519,905
Taxes and surcharges 2,053,592 5,688,323
Selling and distribution expenses 2,056,594 2,710,390
General and administrative expenses 52,935,781 49,868,137
Financial expenses 6(38) 3,249,973 3,125,499
Impairment losses 6(39) 61,239,536 55,527,189
Add: (Loss)/gain from changes in fair value 6(40) (444,271) 183,350
Investment income 6(41) 8,774,707 13,288,776
(Including: Income from investments in
associates and joint ventures) 2,689,825 982,068
Assets disposal gain 6(42) 5,503 105,094
Other gain 501,139 -
Operating profit 71,786,310 69,856,594
Add: Non-operating income 1,190,499 1,755,819
Less: Non-operating expenses 419,581 1,012,964
Profit before income tax 6(37) 72,557,228 70,599,449
Less: Income tax expense 6(43) 12,623,269 15,837,423
Net profit for the year 59,933,959 54,762,026
Including: Net profit of the entity before business
combination under common control 6(55) 20,125 48,962
Attributable to:
Owners of the Company 43,105,451 39,757,293
Non-controlling interests 16,828,508 15,004,733
Continuing operations 59,933,959 54,762,026
Discontinued operations 6(54) - -
Other comprehensive income, net of tax 6(44) (11,113,340) (4,898,890)
Items that may be reclassified to profit or loss:
1. Share of other comprehensive income of the
equity-accounted investee 250,045 34,728
2. Gains or losses arising from changes in fair
value of available-for-sale financial assets (9,083,605) (7,511,503)
3. Effective hedging portion of gains or losses
arising from cash flow hedging instruments 525,396 523,900
4. Translation differences arising on translation of
foreign currency financial statements and others (2,805,176) 2,053,985
Total comprehensive income for the year 48,820,619 49,863,136
Attributable to:
Owners of the Company 35,563,249 37,050,132
Non-controlling interests 13,257,370 12,813,004
Approved by the board of directors on 28 March 2018.
Legal Representative The person in charge The head of the
of accounting affairs accounting department

The notes on pages 12 to 184 form part of these financial statements.




CITIC CORPORATION LIMITED

COMPANY INCOME STATEMENT

FOR THE YEAR ENDED 31 DECEMBER 2017

(All amounts in thousands of Renminbi Yuan unless otherwise stated)

[English translation for reference only]

Note 2017 2016
Operating income 6(35) 17,283,948 15,400,087
Less: Total operating costs 2,588,461 2,021,628
Including: Taxes and surcharges 8,186 64,088
General and administrative expenses 626,304 670,749
Financial expenses 6(38) 2,055,731 2,244,860
Impairment losses (101,760) (58,069)
Add: Assets disposal gain/(loss) 6(42) 1,064 (340)
Operating profit 14,696,551 12,478,119
Add: Non-operating income 17 -
Less: Non-operating expenses 3,880 -
Profit before income tax 14,692,688 12,478,119
Less: Income tax expense 6(43) 595,485 (165,175)
Net profit for the year 14,097,203 12,643,294
Other comprehensive income, net of tax 6(44) (658,624) (129,024)
Items that may be reclassified to profit or loss:
1. Share of other comprehensive income of the
equity-accounted investee 216,430 (270,630)
2. Gains or losses arising from changes in fair
value of available-for-sale financial assets (875,054) 141,606
Total comprehensive income for the year 13,438,579 12,514,270
Approved by the board of directors on 28 March 2018.
Legal Representative The person in charge The head of the
of accounting affairs accounting department

The notes on pages 12 to 184 form part of these financial statements.



CITIC CORPORATION LIMITED

CONSOLIDATED CASH FLOW STATEMENT
FOR THE YEAR ENDED 31 DECEMBER 2017

(All amounts in thousands of Renminbi Yuan unless otherwise stated)
[English translation for reference only]

of accounting affairs

accounting department

Note 2017 | 2016 (Restated)
Cash flows from operating activities:
Cash received from sale of goods and rendering of services 98,445,772 80,567,660
Net decrease in deposits with banks and non-bank financial
institutions - 6,211,026
Net increase in deposits from customers - 452,263,450
Net decrease in deposits with central banks 14,351,497 -
Net increase in borrowing from central banks 54,032,461 146,550,000
Net decrease in investments classified as receivables 504,061,935 71,430,892
Net increase in placements from banks and non-bank
financial institutions - 33,746,946
Interests, fee and commission received 285,121,037 267,515,796
Net decrease in placements with banks and non-bank financial
institutions 10,896,172 -
Net increase in financial assets sold under repurchase agreements 14,161,850 49,171,739
Net decrease in financial assets held under resale agreements 118,565,054 -
Net decrease in financial assets at fair value through profit or loss 15,743,520 -
Refund of taxes 991,769 712,376
Cash received from other operating activities 18,136,110 61,239,085
Sub-total of cash inflows from operating
activities 1,134,507,177 1,169,409,870
Cash paid for goods and services (82,479,754) (69,111,446)
Net increase in loans and advance to customers and other parties (368,180,230) (363,525,884)
Net increase in deposits with central banks - (45,765,730)
Net decrease in deposits from customers (202,636,881) -
Net decrease in deposits from banks and non-bank financial
institutions (182,881,011), (87,179,111)
Net increase in deposits with banks and non-bank financial
institutions (7,237,671), -
Net increase in placements with banks and non-bank financial
institutions - (49,367,803)
Net decrease in placements from banks and non-bank
financial institutions (6,755,696) -
Net increase in financial assets held under resale agreements - (34,583,175)
Net increase in financial assets at fair value through profit or loss - (36,012,670)
Interests, fee and commission paid (105,081,756) (97,411,510)
Cash paid to and on behalf of employees (34,537,974) (31,656,178)
Cash paid for various taxes (29,306,741) (33,212,120)
Cash paid for other operating activities (37,289,353) (79,755,341)
Sub-total of cash outflows from operating activities (1,056,387,067) (927,580,968)
Net cash flow from operating activities 6(45)(a) 78,120,110 241,828,902
Approved by the board of directors on 28 March 2018.
Legal Representative The person in charge The head of the



CITIC CORPORATION LIMITED

CONSOLIDATED CASH FLOW STATEMENT(CONTINUED)

FOR THE YEAR ENDED 31 DECEMBER 2017
(All amounts in thousands of Renminbi Yuan unless otherwise stated)
[English translation for reference only]

Note 2017 2016 (Restated)
Cash flows from investing activities:
Cash received from disposal of financial investments 1,043,170,924 586,045,138
Cash received from returns on investments 5,229,820 3,098,209
Net proceeds from disposal of fixed assets, intangible assets
and other long-term assets 60,294 407,225
Net cash received from disposal of associates and joint ventures 1,715,728 120,212
Net cash received from disposal of subsidiaries 6(45)(d) 341,757 -
Cash received from other investing activities 3,577,653 4,667,656
Sub-total of cash inflows from investing activities 1,054,096,176 594,338,440
Cash paid for acquisition of fixed assets, intangible assets
and other long-term assets (12,905,832) (11,914,322)
Cash paid for acquisition of financial investments (1,179,546,177) (734,447,303)
Net cash payment for disposal of subsidiaries 6(45)(d) - (9,847,432)
Net cash payment for acquisition of subsidiaries (511,865) (1,393,189)
Net cash payment for acquisition of associates and joint ventures (2,758,644) (4,140,385)
Cash paid for other investing activities (4,277,809) (4,295,594)
Sub-total of cash outflows from investing activities (1,200,000,327) (766,038,225)
Net cash flows from investing activities (145,904,151) (171,699,785)
Cash flows from financing activities:
Cash received from capital contributions 354,500 546,526
(Including: Cash received by subsidiaries from non-controlling
interests) 354,500 546,526
Cash received from new banks and other loans 44,333,959 41,455,091
Cash received from issuance of new debt instruments 870,804,509 620,906,807
Cash received from issuance of preferred shares and other equity
instruments 1,153,544 39,432,685
Transactions with non-controlling interests 6(56) 7,824,467 -
Cash received from other financing activities 1,202,003 515,567
Sub-total of cash inflows from financing activities 925,672,082 702,856,676
Cash paid for repayment of banks and other loans and debt
instruments issued (852,672,400) (580,914,454)
Cash paid for dividends, profit distributions or interest (31,389,523) (34,095,480)
(Including: Dividends and profits paid by subsidiaries to
non-controlling interests) (6,330,712) (4,404,691)
Transactions with non-controlling interests - (5,325,922)
Cash paid for other financing activities (1,070,167) (2,586,869)
Sub-total of cash outflows from financing activities (885,132,090) (622,922,725)
Net cash flows from financing activities 40,540,892 79,933,951
Effect of foreign exchange rate changes on cash and cash
equivalents (7,797,331) 6,684,540
Net (decrease)/increase in cash and cash equivalents 6(45)(b) (35,040,480) 156,747,608
Add: Cash and cash equivalents at the beginning of the year 6(45)(c) 426,187,961 269,440,353
Cash and cash equivalents at the end of the year 6(45)(c) 391,147,481 426,187,961
Approved by the board of directors on 28 March 2018.
The person in charge The head of the

Legal Representative
of accounting affairs

The notes on pages 12 to 184 form part of these financial statements.

_7_

accounting department




CITIC CORPORATION LIMITED

COMPANY CASH FLOW STATEMENT
FOR THE YEAR ENDED 31 DECEMBER 2017

(All amounts in thousands of Renminbi Yuan unless otherwise stated)
[English translation for reference only]

Note 2017 2016
Cash flows from operating activities:
Interests, fee and commission received 684,883 2,180,723
Cash received from other operating activities 12,298,002 16,420,548
Sub-total of cash inflows from operating activities 12,982,885 18,601,271
Interests, fee and commission paid (657) (2,384)
Cash paid for various taxes (61,190) (1,215,204)
Cash paid for other operating activities (6,176,203) (6,815,183)
Sub-total of cash outflows from operating activities (6,238,050) (8,032,771)
Net cash flow from operating activities 6(45)(a) 6,744,835 10,568,500
Cash flows from investing activities:
Cash received from disposal of investments 6,770,945 29,149,766
Sub-total of cash inflows from investing activities 6,770,945 20,149,766
Cash paid for acquisition of investments (5,632,219) (25,852,198)
Cash paid for acquisition of fixed assets, intangible
assets and other long-term assets (3,950) (5,773)
Entrusted loans to subsidiaries (3,210,000) (552,870)
Sub-total of cash outflows from investing activities (8,846,169) (26,410,841)
Net cash flows from investing activities (2,075,224) 2,738,925
Cash flows from financing activities:
Cash received from issuance of new debt instruments 6,000,000 15,000,000
Cash received from new bank and other loans - 3,619,700
Sub-total of cash inflows from financing activities 6,000,000 18,619,700
Cash paid for repayment of bank and other loans and
debt instruments issued (4,500,000) (24,419,700)
Interest paid (2,042,100) (2,830,723)
Cash paid for dividends or profit distributions (3,539,000) (7,000,000)
Sub-total of cash outflows from financing activities (10,081,100) (34,250,423)
Net cash flows from financing activities (4,081,100) (15,630,723)
Effect of foreign exchange rate changes on cash and
cash equivalents (706) 16,331
Net increase /(decrease) in cash and cash equivalents 6(45)(b) 587,805 (2,306,967)
Add: Cash and cash equivalents at the beginning of the year 6(45)(c) 13,470,864 15,777,831
Cash and cash equivalents at the end of the year 6(45)(c) 14,058,669 13,470,864
Approved by the board of directors on 28 March 2018.
Legal Representative The person in charge The head of the

of accounting affairs

The notes on pages 12 to 184 form part of these financial statements.

accounting department




CITIC CORPORATION LIMITED

CONSOLIDATED STATEMENT OF CHANGES IN OWNERS’ EQUITY

FOR THE YEAR ENDED 31 DECEMBER 2017

(All amounts in thousands of Renminbi Yuan unless otherwise stated)

[English translation for reference only]

Attributable to owners of the Compan;

Other Non-
Paid-in Capital |comprehensive Surplus General Retained controlling
Item Note capital reserve income reserve reserve earnings Sub-total interests Total
Balance at 1 January 2017 (Previously
reported) 139,000,000 | 40,078,654 556,541 | 5,982,516 | 36,105,518 118,552,754 | 340,275,983| 175,093,953 | 515,369,936
Business combination under common
control 6(55) - 251,007 282 - - 79,243 330,532 404,790 735,322
Balance at 1 January 2017(Restated) 139,000,000 | 40,329,661 556,823 | 5,982,516 | 36,105,518 118,631,997 340,606,515 175,498,743 516,105,258
Movements for the year ended
31 December 2017
Total comprehensive income - - (7,542,202) - - 43,105,451 35,563,249 13,257,370 48,820,619
Capital contribution and withdrawal by owners
1. Capital contribution by owners - - - - - - - 354,500 354,500
2. Issue of other equity instruments by subsidiaries - - - - - - - 1,153,544 1,153,544
3. New subsidiaries - - - - - - - 116,955 116,955
4. Transactions with non-controlling interests 6(56) - 233,043 - - - - 233,043 7,564,344 7,797,387
5. Acquire a subsidiary under common control
through capital injection 6(55) - (460,011) - - - - (460,011) 460,011 -
6. Disposal of subsidiaries 6(45)(d) - - - - - - - (217,930) (217,930)
7. Disposal of an associate - (601,480) - - - - (601,480) - (601,480)
Profit distribution
1. Appropriation to surplus reserve 6(32) - - - 1,409,721 - (1,409,721) - - -
2. Appropriation to general reserve 6(33) - - - - 512,324 (512,324) - - -
3. Profit distribution to owners - - - - - (5,745,000) | (5,745,000) (6,966,607)  (12,711,607)
Others - (15,906) - - - - (15,906) (229,144) (245,050)
Balance at 31 December 2017 139,000,000 | 39,485,307 (6,985,379)| 7,392,237 | 36,617,842 154,070,403 | 369,580,410 190,991,786 560,572,196

Approved by the board of directors on 28 March 2018.

Legal Representative

The person in charge
of accounting affairs

The head of the accounting
department




CITIC CORPORATION LIMITED

CONSOLIDATED STATEMENT OF CHANGES IN OWNERS’ EQUITY(CONTINUED)

FOR THE YEAR ENDED 31 DECEMBER 2017

(All amounts in thousands of Renminbi Yuan unless otherwise stated)

[English translation for reference only]

Attributable to owners of the Compan

Other Non-
Paid-in Capital | comprehen Surplus General Retained controlling
Item Note capital reserve | sive income reserve reserve earnings Sub-total interests Total

Balance at 1 January 2016 (Previously

reported) 139,000,000 38,050,059 3,266,332 | 4,718,187 29,708,529 89,660,183 304,403,290 132,766,840 437,170,130
Business combination under common

control 6(55) - 251,005 (2,348) - - 55,839 304,496 375,971 680,467
Balance at 1 January 2016(Restated) 139,000,000 38,301,064 3,263,984 | 4,718,187| 29,708,529 89,716,022 304,707,786 133,142,811 437,850,597
Movements for the year ended

31 December 2016(Restated)
Total comprehensive income - - (2,707,161) - - 39,757,293 37,050,132 12,813,004 49,863,136
Capital contribution and withdrawal by owners

1. Capital contribution by owners - - - - - - - 565,676 565,676

2. Issue of preferred shares and other equity

instruments by a subsidiary - - - - - - - 39,458,433 39,458,433

3. New subsidiaries - - - - - - - 113,075 113,075

4. Termination of part of put options - 1,905,152 - - - - 1,905,152 - 1,905,152

5. Dilution of share of interests in associates - 120,736 - - - - 120,736 - 120,736

6. Transactions with non-controlling interests - (84,811) - - - - (84,811) (5,241,111) (5,325,922)

7. Disposal of subsidiaries 6(45)(d) - - - - - - - (915,227) (915,227)
Profit distribution

1. Appropriation to surplus reserve 6(32) - - -| 1,264,329 - (1,264,329) - - -

2. Appropriation to general reserve 6(33) - - - -| 6,396,989 (6,396,989) - - -

3. Profit distribution to owners - - - - - (3,180,000) (3,180,000) (4,404,691) (7,584,691)
Others - 87,520 - - - - 87,520 (33,227) 54,293
Balance at 31 December 2016(Restated) 139,000,000 40,329,661 556,823 | 5,982,516| 36,105,518 118,631,997 340,606,515 175,498,743 516,105,258
Approved by the board of directors on 28 March 2018.
Legal Representative The person in charge The head of the

of accounting affairs accounting department

The notes on pages 12 to 184 form part of these financial statements.
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CITIC CORPORATION LIMITED

COMPANY STATEMENT OF CHANGES IN OWNERS’ EQUITY

FOR THE YEAR ENDED 31 DECEMBER 2017

(All amounts in thousands of Renminbi Yuan unless otherwise stated)

[English translation for reference only]

Other
Paid-in Capital comprehensive Surplus Retained

Ttem Note capital reserve income reserve earnings Total
Balance at 1 January 2017 139,000,000 50,268,921 952,845 5,982,516 25,776,561 221,980,843
Movements for the year ended 31 December 2017
Total comprehensive income - - (658,624) - 14,097,203 13,438,579
Appropriation to surplus reserve 6(32) - - - 1,409,721 (1,409,721) -
Profit distribution to owners - - - - (5,745,000) (5,745,000)
Subsidiary diluted as associate - - - - (156,206) (156,206)
Disposal of associates and joint ventures - (654,670) - - - (654,670)
Balance at 31 December 2017 139,000,000 49,614,251 204,221 7,392,237 32,562,837 228,863,546
Balance at 1 January 2016 139,000,000 50,268,921 1,081,869 4,718,187 17,577,596 212,646,573
Movements for the year ended 31 December 2016
Total comprehensive income - - (129,024) - 12,643,294 12,514,270
Appropriation to surplus reserve 6(32) - - - 1,264,329 (1,264,329) -
Profit distribution to owners - - - - (3,180,000) (3,180,000)
Balance at 31 December 2016 139,000,000 50,268,921 952,845 5,982,516 25,776,561 221,980,843
Approved by the board of directors on 28 March 2018.
Legal Representative The person in charge The head of the

of accounting affairs accounting department

The notes on pages 12 to 184 form part of these financial statements.
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CITIC CORPORATION LIMITED

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2017

(All amounts in thousands of Renminbi Yuan unless otherwise stated)
[English translation for reference only]

1

General information

CITIC Corporation Limited (formerly known as “CITIC Limited” and herein referred to as
“the Company”) was jointly established by CITIC Group Corporation (“CITIC Group”) and
Beijing CITIC Enterprise Management Company Limited (a wholly-owned subsidiary of
CITIC Group, “CITIC Enterprise Management”) on 27 December 2011 and obtained a
business license (No. 100000000044124(4-1)) issued by the State Administration of
Industry and Commerce of the Peoples Republic of China (“PRC”). The Company’s head
office is located in Beijing and its registered address is 6 Xinyuannanlu, Chaoyang District,
Beijing. The legal representative of the Company is Chang Zhenming. The registered capital
of the Company is RMB139 billion.

CITIC Pacific Limited (“Former CITIC Pacific”) is incorporated in Hong Kong, the shares of
which are listed on the Main Board of the Stock Exchange of Hong Kong Limited. The
Company held 57.51% equity interests in Former CITIC Pacific through its overseas wholly-
owned subsidiaries. The Company’s overseas wholly-owned subsidiaries transferred their
shares of Former CITIC Pacific to certain overseas wholly-owned subsidiaries of CITIC
Group on 8 May 2014.

On 16 April 2014, CITIC Group, CITIC Enterprise Management and Former CITIC Pacific
entered into a share transfer agreement, pursuant to which Former CITIC Pacific acquired
100% equity interests in the Company from CITIC Group and CITIC Enterprise Management
(“the Acquisition”). The Acquisition was completed on 25 August 2014. Upon the completion
of the Acquisition, the name of the Company was changed from CITIC Limited to CITIC
Corporation Limited and the name of Former CITIC Pacific was changed from CITIC Pacific
Limited to CITIC Limited (“CITIC Limited”). The Company became a wholly-owned
subsidiary of CITIC Limited.

The Company and its subsidiaries (“the Group”) is principally engaged in financial services,

resources and energy, manufacturing activities, engineering contracting, real estate and
other businesses.
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CITIC CORPORATION LIMITED

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2017

(All amounts in thousands of Renminbi Yuan unless otherwise stated)
[English translation for reference only]

2

¢))

(2)

(3)

®
(@)

Basis of preparation of financial statements

The financial statements are prepared in accordance with the Accounting Standards for
Business Enterprises — Basic Standard, the specific accounting standards and other relevant
regulations issued by the Ministry of Finance on 15 February 2006 and in subsequent
periods (hereafter collectively referred to as “the Accounting Standard for Business
Enterprises” or “CAS”).

The financial statements have been prepared on the going concern basis.
Statement of compliance with the Accounting Standard for Business Enterprises

These financial statements of the Company for the year ended 31 December 2017 are in
compliance with the Accounting Standards for Business Enterprises, and truly and
completely present the consolidated and the Company’s financial position as at 31 December
2017, and of their financial performance, cash flows and other information for the year then
ended.

Accounting year
The accounting year of the Group is from 1 January to 31 December.
Functional currency and presentation currency

The Functional currency of the Company is Renminbi and these financial statements are
presented in Renminbi. Functional currency is determined by the Company and its
subsidiaries on the basis of the currency in which major income and costs are denominated
and settled. Some of the Company’s subsidiaries have functional currencies that are different
from the Company’s functional currency. Their financial statements have been translated
based on the accounting policy set out in Note 3(2).

Significant accounting policies and accounting estimates
Business combinations and consolidated financial statements
Business combinations involving entities under common control

A business combination involving entities under common control is a business combination
in which all of the combining entities are ultimately controlled by the same party or parties
both before and after the business combination, and that control is not transitory. The assets
acquired and liabilities assumed are measured based on their carrying amounts in the
consolidated financial statements of the ultimate controlling party at the combination date.
The difference between the carrying amount of the net assets acquired and the consideration
paid for the combination (or the total face value of shares issued) is adjusted against the
capital premium in the capital reserve with any excess adjusted against retained earnings.
Any costs directly attributable to the combination is recognised in profit or loss when
incurred. The combination date is the date on which one combining entities obtains control
of other combining enterprises.
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CITIC CORPORATION LIMITED

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2017

(All amounts in thousands of Renminbi Yuan unless otherwise stated)
[English translation for reference only]

3
®
(b)

@]

Significant accounting policies and accounting estimates (Continued)
Business combinations and consolidated financial statements (Continued)
Business combinations not involving entities under common control

A business combination not involving entities under common control is a business
combination in which all of the combining entities are not ultimately controlled by the same
party or parties both before and after the business combination. Where (1) the aggregate of
acquisition date fair value of assets transferred (including the acquirer’s previously held
equity interest in the acquiree), liabilities incurred or assumed, and equity securities issued
by the acquirer, in exchange for control of the acquiree, exceeds (2) the acquirer’s interest in
the acquisition date fair value of the acquiree’s identifiable net assets, the difference is
recognised as goodwill (Note 3(10)). If (1) is less than (2), the difference is recognised in
profit or loss for the current period. The costs of issuing equity or debt securities as a part of
the consideration for the acquisition are included in the carrying amounts of these equity or
debt securities upon initial recognition. Other acquisition-related costs are expensed when
incurred. Any difference between the fair value and the carrying amount of the assets
transferred as consideration is recognised in profit or loss. The acquiree’s identifiable asset,
liabilities and contingent liabilities, if the recognition criteria are met, are recognised by the
Group at their acquisition-date fair value. The acquisition date is the date on which the
acquirer obtains control of the acquiree.

Consolidated financial statements

The scope of consolidated financial statements is based on control and the consolidated
financial statements comprise the Company and its subsidiaries, as well as structured
entities controlled by the Group. Control exists when the investor has all of following: power
over the investee; exposure, or rights, to variable returns from its involvement with the
investee and has the ability to affect those returns through its power over the investee. When
assessing whether the Group has power, only substantive rights (held by the Group and
other parties) are considered. The financial position, financial performance and cash flows
of subsidiaries are included in the consolidated financial statements from the date that
control commences until the date that control ceases.

Where a subsidiary was acquired during the reporting period, through a business
combination involving entities under common control, the financial statements of the
subsidiary are included in the consolidated financial statements as if the combination had
occurred at the date that the ultimate controlling party first obtained control. The opening
balances and the comparative figures of the consolidated financial statements are also
restated. In the preparation of the consolidated financial statements, the subsidiary’s assets
and liabilities based on their carrying amounts in the financial statements of the ultimate
controlling party are included in the consolidated balance sheet, and financial performance
is included in the consolidated income statement, respectively, from the date that the
ultimate parent company of the Company obtains the control of the subsidiary to be
consolidated.
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2017
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3
®
(o)

Significant accounting policies and accounting estimates (Continued)
Business combinations and consolidated financial statements (Continued)
Consolidated financial statements (Continued)

Where a subsidiary was acquired during the reporting period, through a business
combination not involving entities under common control, the identifiable assets and
liabilities of the acquired subsidiaries are included in the scope of consolidation from the
date that control commences, based on the fair value of those identifiable assets and
liabilities at the acquisition date. For a business combination not involving entities under
common control and achieved in stages, the Group remeasures its previously-held equity
interest in the acquiree to its fair value at the acquisition date and recognises any resulting
difference between the fair value and the carrying amount as investment income for the
current period. In addition, any amount recognised in other comprehensive income that can
be reclassified to profit or loss, in prior reporting periods relating to the previously-held
equity interest, and any other changes in the owners’ equity under equity accounting (See
Note 3(5)(b)), are transferred to investment income in the period in which the acquisition
occurs.

Where the Company acquires a non-controlling interest from a subsidiary’s non-controlling
shareholders or disposes of a portion of an interest in a subsidiary without a change in
control, the difference between the amount by which the non-controlling interests are
adjusted and the amount of the consideration paid or received is adjusted to the capital
reserve (capital surplus) in the consolidated balance sheet, with any excess adjusted to
retained earnings.

When the Group loses control of a subsidiary due to the disposal of a portion of an equity
investment, the Group derecognises assets, liabilities, non-controlling interests and other
related items in owners’ equity in relation to that subsidiary. The remaining equity
investment is remeasured at its fair value at the date when control is lost. Any resulting
gains or losses are recognised as investment income of the current period.

Non-controlling interests are presented separately in the consolidated balance sheet within
owners’ equity. Net profit or loss attributable to non-controlling shareholders is presented
separately in the consolidated income statement below the net profit line item. Total
comprehensive income attributable to non-controlling shareholders is presented separately
in the consolidated income statement below the total comprehensive income line item.

When the amount of loss for the current period attributable to the non-controlling
shareholders of a subsidiary exceeds the non-controlling shareholders’ portion of the
opening balance of owners’ equity of the subsidiary, the excess is still allocated against the
non-controlling interests.

When the accounting period or accounting policies of a subsidiary are different from those
of the Company, the Company makes necessary adjustments to the financial statements of
the subsidiary based on the Company’s own accounting period or accounting policies. Intra-
group balances and transactions, and any unrealised profit or loss arising from intra-group
transactions, are eliminated when preparing the consolidated financial statements.
Unrealised losses resulting from intra-group transactions are eliminated in the same way as
unrealised gains, unless they represent impairment losses that are recognised in the
financial statements.
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3
(2)

(3)

4
(@)

Significant accounting policies and accounting estimates (Continued)
Translation of foreign currencies

Foreign currency transactions are, on initial recognition, translated by applying the foreign
exchange rates ruling at the transaction dates. Monetary items denominated in foreign
currencies are translated at the foreign exchange rates ruling at the reporting date, the
resulting exchange differences are recognised in profit or loss. Non-monetary items that are
measured in terms of historical cost in a foreign currency are translated using the exchange
rates ruling at the transaction dates. Non-monetary items that are measured at fair value in
a foreign currency are translated using the foreign exchange rates ruling at the dates the fair
value was determined. The exchange differences are recognised in profit or loss, except for
the differences arising from the translation of available-for-sale equity investments, which is
recognised in other comprehensive income.

The financial statements of the Group’s subsidiaries with a foreign functional currency are
translated into Renminbi for the preparation of the Group’s consolidated financial
statements. The assets and liabilities in these financial statements are translated into
Renminbi at the foreign exchange rates ruling at the reporting date. The equity items,
except for “retained earnings”, are translated to Renminbi at the foreign exchange rates at
the dates on which such items arose.

Income and expenses in the profit or loss are translated into Renminbi at the foreign
exchange rates or the rates that approximate the foreign exchange rates at the transaction
dates. The resulting exchange differences are presented as “Other comprehensive income”
in the consolidated balance sheet within the shareholder’s equity.

Upon disposal of a foreign operation, the cumulative amount of the translation differences
recognised in shareholders’ equity which relates to that foreign operation is transferred to
profit or loss in the period in which the disposal occurs.

Cash and cash equivalents

Cash and cash equivalents include cash in hand, deposits held at call with banks, other
short-term highly liquid investments with original maturities of three months or less. Bank
overdrafts that are repayable on demand and form an integral part of the Group’s cash
management are also included as a component of cash and cash equivalents for the purpose
of the cash flow statement.

Inventories

Manufacturing, resources and energy segments

Inventories of the manufacturing, and resources and energy segments are carried at the
lower of cost and net realisable value.

Cost is calculated using the first-in first-out, specific identification or weighted average cost
formula as appropriate, and comprises all costs of purchase, costs of conversion and other
costs incurred in bringing the inventories to their present location and condition.

Net realisable value is the estimated selling price in the ordinary course of business less the
estimated costs of completion and the estimated costs necessary to make the sale.
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4
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Significant accounting policies and accounting estimates (Continued)
Inventories (Continued)
Manufacturing, resources and energy segments (Continued)

When inventories are sold, the carrying amount of those inventories is recognised as an
expense in the period in which the related revenue is recognised. The amount of any write-
down of inventories to net realisable value and all losses of inventories are recognised as an
expense in the period the write-down or loss occurs. The amount of any reversal of any
write-down of inventories is recognised in profit or loss in the period in which the reversal
occurs.

Real estate segment

Inventories in respect of property development activities under the real estate segment are
carried at the lower of cost and net realisable value. Cost and net realisable values are
determined as follows:

- Property under development

The cost of properties under development comprises specifically identified cost, including
the acquisition cost of land, aggregate cost of development, materials and supplies, wages
and other direct expenses, an appropriate proportion of overheads and borrowing costs
capitalised (See Note 3(21)). Net realisable value represents the estimated selling price less
estimated costs of completion and costs to be incurred in selling the property.

- Completed property held for sale

In the case of completed properties developed by the Group, cost is determined by
apportionment of the total development costs for that development project, attributable to
the unsold properties. Net realisable value represents the estimated selling price less costs
to be incurred in selling the property.

The cost of completed properties held for sale comprises all costs of purchase, costs of

conversion and other costs incurred in bringing the inventories to their present location and
condition.
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Significant accounting policies and accounting estimates (Continued)
Long-term equity investments
Investments in subsidiaries

In the Group’s consolidated financial statements, investments in subsidiaries are accounted
for in accordance with the principles described in Note 3(1)(c).

In the Company’s separate financial statements, investments in subsidiaries are measured
as follows:

. The initial cost of a long-term equity investment acquired through a business
combination involving entities under common control is the Company’s share of
the carrying amount of the subsidiary’s equity in the consolidated financial
statements of the ultimate controlling party at the combination date. The difference
between the initial investment cost and the carrying amounts of the consideration
given is adjusted to the share premium in the capital reserve, with any excess
adjusted to retained earnings.

o For a long-term equity investment obtained through a business combination not
involving entities under common control, the initial cost comprises the aggregate of
the fair value of assets transferred, liabilities incurred or assumed, and equity
securities issued by the Company, in exchange for control of the acquiree. For a
long-term equity investment obtained through a business combination not
involving entities under common control and achieved in stages, the initial cost
comprises the carrying value of the previously-held equity investment in the
acquiree immediately before acquisition date, and the additional investment cost at
the acquisition date.

. An investment in a subsidiary acquired otherwise than through a business
combination is initially recognised in accordance with the principles described in:
at the amount of cash paid if the company acquires the investment by cash or at the
fair value of the equity securities issued if an investment is acquired by issuing
equity securities.

In the Companys separate financial statements, long-term equity investments in
subsidiaries are accounted for using the cost method. Except for cash dividends or profit
distributions declared but not yet distributed that have been included in the price or
consideration paid in obtaining the investments, the Company recognises its share of the
cash dividends or profit distributions declared by the subsidiary as investment income in
the current period. The investments in subsidiaries are stated in the balance sheet at cost
less impairment losses (Note 3(13)(b)).

Investments in joint venture and associates
Joint ventures are the investees over which the Group is able to exercise joint control

together with other venturers. Associates are the investees that the Group has significant
influence on their financial and operating policies.
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Significant accounting policies and accounting estimates (Continued)
Long-term equity investments (Continued)
Investments in joint venture and associates(Continued)

An investment in a joint venture or an associate is initially recognised in accordance with
the following principles: at the amount of cash paid if the Group acquires the investment by
cash or at the fair value of the equity securities issued if an investment is acquired by
issuing equity securities.

An investment in a joint venture or an associate is accounted for using the equity method,
unless the investment is classified as held for sale (Note 3(11)).

Under the equity method:

o Where the initial cost of a long-term equity investment exceeds the Group’s interest
in the fair value of the investee’s identifiable net assets at the date of acquisition, the
investment is initially recognised at cost. Where the initial investment cost is less
than the Group’s interest in the fair value of the investee’s identifiable net assets at
the date of acquisition, the investment is initially recognised at the investor’s share of
the fair value of the investee’s identifiable net assets, and the difference is recognised
incharged to profit or loss.

. After the acquisition of the investment, the Group recognises its share of the
investee’s profit or loss and other comprehensive income, as investment income or
losses and other comprehensive income respectively, and adjusts the carrying
amount of the investment accordingly. Once the investee declares any cash dividends
or profit distributions, the carrying amount of the investment is reduced by that
amount attributable to the Group. Changes in the Group’s share of the investee’s
owners’ equity, other than those arising from the investee’s net profit or loss, other
comprehensive income or profit distribution (“other changes in owners’ equity”), is
recognised directly in the Group’s equity, and the carrying amount of the investment
is adjusted accordingly.

. In calculating its share of the investee’s net profits or losses, other comprehensive
income and other changes in owners’ equity, the Group recognises investment
income and other comprehensive income after making appropriate adjustments to
align the accounting policies or accounting periods with those of the Group based on
the fair value of the investee’s identifiable net assets at the date of acquisition.
Unrealised profits and losses resulting from transactions between the Group and its
associates or joint ventures are eliminated to the extent of the Group’s interest in the
associates or joint ventures. Unrealised losses resulting from transactions between
the Group and its associates or ventures are eliminated in the same way as
unrealised gains but only to the extent that there is no impairment.

. The Group discontinues recognising its share of further losses of the investee after
the carrying amount of the long-term equity investment and any long-term interest
that in substance forms part of the Group’s net investment in the joint venture or
associate is reduced to zero, except to the extent that the Group has an obligation to
assume additional losses. If the joint venture or associate subsequently reports net
profits, the Group resumes recognising its share of those profits only after its share
of the profits equals the share of losses not recognised.

The Group makes provision for impairment of investments in joint ventures and associates
in accordance with the principles described in Note 3(13)(b).
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Significant accounting policies and accounting estimates (Continued)
Investment properties

Investment properties are interests in buildings and/or land which are held to earn rentals
or for capital appreciation or both. These include land held for a currently undetermined
future use. Land held under operating leases is classified and accounted for as investment
property when the rest of the definition of investment property is met.

Investment properties are stated in the balance sheet at fair values which are reviewed
annually. Any gain or loss arising from a change in fair value or from the retirement or
disposal of an investment property is recognised in profit or loss.

Fixed assets and construction in progress

Fixed assets represent the tangible assets held by the Group for use in the production of
goods, supply of services, for rental to others or for administrative purposes with useful
lives over one year.

Fixed assets are stated in the balance sheet at cost less accumulated depreciation and
impairment losses (Note 3(13)(b)). Construction in progress is stated in the balance sheet at
cost less impairment losses (Note 3(13)(b)).

The cost of a purchased fixed asset comprises the purchase price, related taxes, and any
directly attributable expenditure for bringing the asset to working condition for its intended
use. The cost of self-constructed assets includes the cost of materials, direct labour,
capitalised borrowing costs (Note 3(21)), and any other costs directly attributable to
bringing the asset to working condition for its intended use. Costs of environmental
protection and ecological restoration arising from obligations incurred when fixed assets
are disposed of are included in the initial cost of fixed assets.

Construction in progress is transferred to fixed assets when it is ready for its intended use.
No depreciation is provided against construction in progress.

Where the parts of an item of fixed assets have different useful lives or provide benefits to
the Group in a different pattern, thus necessitating use of different depreciation rates or
methods, each part is recognised as a separate fixed asset.

Any subsequent costs including the cost of replacing part of an item of fixed assets are
recognised as assets if the criteria to recognise fixed assets are satisfied, and the carrying
amount of the replaced part is derecognised. The costs of the day-to-day servicing of fixed
assets are recognised in profit or loss as incurred.

Gains or losses arising from the retirement or disposal of an item of fixed asset are
determined as the difference between the net disposal proceeds and the carrying amount of
the item and are recognised in profit or loss on the date of retirement or disposal.

The cost of fixed asset, less its estimated residual value and accumulated impairment losses,

is depreciated using the straight-line method over their estimated useful lives, unless the
fixed asset is classified as held for sale (See Note 3(11)).
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3 Significant accounting policies and accounting estimates (Continued)
(7) Fixed assets and construction in progress (Continued)
The estimated useful lives and residual rates of each class of fixed assets are as follows:
Estimated
useful life Residual rate
Plant and buildings 20-34 years 5%
Machinery and equipment 5-22 years 5%
Office equipment and other equipment,
vehicles and vessels 5-10 years 5%
Others 3-10 years 5%
Useful lives, residual value and depreciation methods are reviewed at least at each year-
end.
8) Operating lease charges

Leases which do not transfer substantially all the risks and rewards of ownership to the
lessee are classified as operating leases.

Where the Group leases out assets under operating leases, the assets are included in the
balance sheet according to their nature and, where applicable, are depreciated in
accordance with the Group’s depreciation policies, as set out in Note 3(7) except where the
asset is classified as an investment property. Impairment losses are accounted for in
accordance with the accounting policy as set out in Note 3(13). Revenue arising from
operating leases is recognised in accordance with the Group’s revenue recognition policies,
as set out in Note 3(18).

Where the Group has the use of assets held under operating leases, payments made under
the leases are charged to profit or loss in equal instalments over the accounting periods
covered by the lease term, except where an alternative basis is more representative of the
pattern of benefits to be derived from the leased asset. Lease incentives received are
recognised in profit or loss as an integral part of the aggregate net lease payments made.
Contingent rentals are charged to profit or loss in the accounting period in which they are
incurred.

The cost of acquiring land held under an operating lease is amortised on a straight-line

basis over the period of the lease term except where the property is classified as an
investment property (See Note 3(6)).
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Significant accounting policies and accounting estimates (Continued)
Intangible assets

Intangible assets are stated in the balance sheet at cost less accumulated amortisation
(where the estimated useful life is finite) and impairment losses (See Note 3(13)(b)).

Amortisation of intangible assets with finite useful lives is charged to profit or loss over the
assets’ estimated useful lives. The following intangible assets are amortised from the date
they are available for use as follows:

- Land use rights Over the estimated useful lives of 10-50 years
- Roads operating rights Over the estimated useful lives of 30 years
- Mining assets Over the estimated useful lives of the mines in

accordance with the production plan of the
entities concerned and the proven probable
reserves of the mines using the unit-of-
production method

Both the period and method of amortisation are reviewed annually.

Intangible assets are not amortised while their useful lives are assessed to be indefinite. Any
conclusion that the useful life of an intangible asset is indefinite is reviewed annually to
determine whether events and circumstances continue to support the indefinite useful life
assessment for that asset. If they do not, the change in the useful life assessment from
indefinite to finite is accounted for prospectively from the date of change and in accordance
with the policy for amortisation of intangible assets with finite lives as set out above.
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Significant accounting policies and accounting estimates (Continued)
Goodwill

Goodwill represents the excess of the consideration transferred, including the amount of
assets transferred (including the acquirer’s previously held equity interest in the acquiree),
liabilities incurred or assumed, and the equity securities issued by the acquirer at the date
of acquisition, over the fair value of the Group’s share of the identifiable net assets acquired,
when the excess is positive, otherwise it’s recognised directly in profit or loss.

Positive goodwill will be stated in the consolidated balance sheet as a separate asset or
included within joint ventures and associates at cost less accumulated impairment losses
and is subject to impairment testing at least annually. Impairment losses on goodwill are
not reversed. Negative goodwill is recognised in profit or loss immediately on acquisition.

Held for sale and discontinued operations

A non-current asset or a disposal group is classified as held for sale when all of the
following conditions are satisfied: (1) the non-current asset or the disposal group is
available for immediate sale in its present condition subject only to terms that are usual and
customary for sales of such non-current asset or disposal group; (2) the Group has entered
a legally enforceable sales agreement with other party and obtained relevant approval, and
the sales transaction is expected to be completed within one year.

Non-current assets (except for financial assets, investment properties measured at fair
value and deferred tax assets) that meet the recognition criteria for held for sale are
recognised at the amount equal to the lower of the fair value less costs to sell and the
carrying amount. Any excess of the original carrying amount over the fair value less costs to
sell is recognised as asset impairment losses.

Such non-current assets and assets and liabilities included in disposal groups classified as
held for sale are classified as current assets and current liabilities respectively, and are
separately presented in the balance sheet.

A discontinued operation is a component of the Group that either has been disposed of or is
classified as held for sale, and is separately identifiable operationally and for financial
reporting purposes, and satisfies one of the following conditions: (1) represents a separate
major line of business or geographical area of operations; (2) is part of a single coordinated
plan to dispose of a separate major line of business or geographical area of operations; and
(3) is a subsidiary acquired exclusively with a view to resale.

The net profit from discontinued operations in the income statement includes operating
profit or loss and disposal gains or losses of discontinued operations.
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Significant accounting policies and accounting estimates (Continued)
Financial instruments
Initial recognition

The Group classifies its financial instruments into different categories at inception,
depending on the purpose for which the assets were acquired or the liabilities were
incurred, and on the contractual terms of the financial instruments. The categories are:
financial assets or financial liabilities at fair value through profit or loss, loans and
receivables, held-to-maturity investments, available-for-sale financial assets and other
financial liabilities.

Financial instruments are measured initially at fair value, which normally will be equal to
the transaction price plus, in case of a financial asset or financial liability not held at fair
value through profit or loss, transaction costs that are directly attributable to the
acquisition of the financial asset or issue of the financial liability. Transaction costs on
financial assets and financial liabilities at fair value through profit or loss are expensed
immediately.

The Group recognises financial assets and financial liabilities on the date it becomes a party
to the contractual provisions of the instrument. A regular way purchase or sale of financial
assets and financial liabilities at fair value through profit or loss is recognised using trade
date accounting. Other financial assets and financial liabilities are recognised using
settlement date accounting. From these dates, any gains and losses arising from changes in
fair value of the financial assets or financial liabilities at fair value through profit or loss are
recorded.

Categorisation
Financial assets at fair value through profit or loss

This category comprises financial assets held for trading, and those designated at fair value
through profit or loss upon initial recognition, but excludes those investments in equity
instruments that do not have a quoted market price and whose fair value cannot be reliably
measured.

A financial asset is classified as held for trading if it is: (i) acquired principally for the
purpose of selling or repurchasing it in the near term; (ii) part of a portfolio of identified
financial instruments that are managed together and for which there is evidence of a recent
actual pattern of short-term profit-taking; or (iii) a derivative. Derivatives that do not
qualify for hedge accounting (See Note 3(22)) are accounted for as trading instruments.
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Significant accounting policies and accounting estimates (Continued)
Financial instruments (Continued)

Categorisation (Continued)

Financial assets at fair value through profit or loss (Continued)

Financial instruments are designated at fair value through profit or loss upon initial
recognition when:

e the assets are managed, evaluated and reported internally on a fair value basis;

o the designation eliminates or significantly reduces an accounting mismatch in the
gain and loss recognition arising from the difference in measurement bases of the
financial assets which would otherwise arise;

e the asset contains an embedded derivative that significantly modifies the cash flows
that would otherwise be required under the contract; or

e the separation of the embedded derivative(s) from the financial instrument is not
prohibited.

Financial assets under this category are carried at fair value. Changes in the fair value are
included in profit or loss in the period in which they arise. Upon disposal, the difference
between the net sale proceeds and the carrying value is included in profit or loss.

Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or determinable
payments that are not quoted in an active market, other than (a) those that the Group
intends to sell immediately or in the near term, which will be classified as held for trading;
(b) those that the Group, upon initial recognition, designates as at fair value through profit
or loss or as available-for-sale.

Loans and receivables mainly comprise loans and advances to customers and other parties,
deposits and placements with banks and non-bank financial institutions, financial assets
held under resale agreements, investments classified as receivables, and trade and other
receivables.

Loans and receivables are carried at amortised cost using the effective interest method, less
impairment losses, if any (See Note 3(13)(a)) Where the receivables are interest-free loans
made to related parties without any fixed repayment term or the effect of discounting would
be immaterial, the receivables are stated at cost less allowance for impairment of doubtful
debts.
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Significant accounting policies and accounting estimates (Continued)
Financial instruments (Continued)

Categorisation (Continued)

Held-to-maturity investments

Held-to-maturity investments are non-derivative financial assets with fixed or
determinable payments and fixed maturity for which the Group has the positive intention
and ability to hold to maturity, other than (a) those that the Group, upon initial recognition,
designates as at fair value through profit or loss or as available-for-sale; and (b) those that
meet the definition of loans and receivables.

Held-to-maturity investments are carried at amortised cost using the effective interest
method less impairment losses, if any (See Note 3(13)(a)).

If, as a result of a change in intention or ability, it is no longer appropriate to classify an
investment as held-to-maturity, it shall be reclassified as available-for-sale and remeasured
at fair value.

Available-for-sale financial assets

Available-for-sale financial assets are non-derivative financial assets that are designated as
available-for-sale or are not classified in any of the other three categories above. They
include financial assets intended to be held for an indefinite period of time, but which may
be sold in response to needs for liquidity or changes in the market environment.

Available-for-sale financial assets are carried at fair value. Unrealised gains and losses
arising from changes in the fair value are recognised in other comprehensive income and
accumulated separately in equity, except for impairment losses and foreign exchange gains
and losses on monetary items such as debt securities which are recognised in profit or loss.
Dividend income from equity securities and interest income from debt securities calculated
using the effective interest method are recognised in profit or loss in accordance with the
policies set out in Notes 3(18)(g) and 3(18)(a) respectively.

Investments in equity securities that do not have a quoted market price in an active market
and whose fair value cannot be measured reliably, and derivatives that are linked to and
must be settled by delivery of such unquoted equity securities are carried at cost less
impairment losses, if any (See Note 3(13)(a)).

When the available-for-sale financial assets are sold, gains or losses on disposal include the
difference between the net sale proceeds and the carrying value, and the accumulated fair
value adjustments which are previously recognised in other comprehensive income shall be
reclassified from equity to profit or loss.
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Significant accounting policies and accounting estimates (Continued)
Financial instruments (Continued)

Categorisation (Continued)

Financial liabilities at fair value through the profit or loss

Financial liabilities at fair value through the profit or loss include those classified as held for
trading, and those designated by the Group upon recognition as at fair value through the
profit or loss.

A financial liability is classified as held for trading if it is: (i) acquired or incurred
principally for the purpose of selling or repurchasing it in the near term; (ii) part of a
portfolio of identified financial instruments that are managed together and for which there
is evidence of a recent actual pattern of short-term profit-taking; or (iii) a derivative (except
for a derivative that is a financial guarantee contract or a designated and effective hedging
instrument).

Financial liabilities are designated at fair value through the profit or loss upon initial
recognition when: (i) the financial liabilities or are managed, evaluated and reported
internally on a fair value basis; (ii) the designation eliminates or significantly reduces an
accounting mismatch in the gain and loss recognition arising from the difference in
measurement bases of the financial liabilities; or (iii) a contract contains one or more
embedded derivatives, i.e. an entire hybrid (combined) contract, unless: (i) the embedded
derivative does not significantly modify the cash flows that otherwise would be required by
the hybrid (combined) contract; or (ii) it is clear with little or no analysis when a similar
hybrid (combined) instrument is first considered that separation of the embedded
derivative is prohibited.

Other financial liabilities

Financial liabilities, other than trading liabilities and those designated at fair value through
profit or loss, are measured at amortised cost using the effective interest method.

Other financial liabilities mainly comprise borrowing from central banks, deposits from
banks and non-bank financial institutions, placements from banks and non-bank financial
institutions, trade and other payables, financial assets sold under repurchase agreements
and deposits from customers, banks and other loans, and debt instruments issued.

De-recognition

A financial asset is derecognised when the contractual rights to receive the cash flows from
the financial asset expire, or where the financial asset together with substantially all the
risks and rewards of ownership, have been transferred.

The Group derecognises a financial asset, if the part being considered for de-recognition
meets one of the following conditions: (a) the contractual rights to receive the cash flows
from the financial asset expire; or (b) the contractual rights to receive the cash flows of the
financial asset have been transferred, and the Group transfers substantially all the risks and
rewards of ownership of the financial asset; or (c) the Group retains the contractual rights
to receive the cash flows of the financial asset, but assumes a contractual obligation to pay
the cash flows to the eventual recipient in an agreement that meets all the conditions of
derecognition of transfer of cash flows ("pass through requirements”) and transfers
substantially all the risks and rewards of ownership of the financial asset.
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Significant accounting policies and accounting estimates (Continued)
Financial instruments (Continued)
De-recognition (Continued)

Where a transfer of a financial asset in its entirety meets the criteria for de-recognition, the
difference between the two amounts below is recognised in the consolidated statements of
profit or loss:

o the carrying amount of the financial asset transferred

o the sum of the consideration received from the transfer and any cumulative gain or
loss that has been recognised directly in equity.

If the Group neither transfers nor retains substantially all the risks and rewards of
ownership and continues to control the transferred asset, the Group continues to recognise
the asset to the extent of its continuing involvement and recognises an associated liability.

As part of its operations, the Group securitises financial assets, generally through the sale of
these assets to structured entities which issue securities to investors. Further details on
prerequisites for de-recognition of financial assets are set out above. When the
securitisation of financial assets that qualify for de-recognition, the relevant financial
assets are derecognised in their entirety and a new financial asset or liabilities is recognised
regarding the interest in the unconsolidated securitisation vehicles that the Group
acquired. When the securitisation of financial assets that do not qualify for de-recognition,
the relevant financial assets are not derecognised, and the consideration paid by third
parties are recorded as a financial liability; when the securitisation of financial assets that
partially qualify for de-recognition, where the Group has not retained control, it
derecognizes these financial assets and recognizes separately as assets or liabilities any
rights and obligations created or retained in the transfer. Otherwise the Group continues to
recognize these financial assets to the extent of its continuing involvement in the financial
asset.

The de-recognition of financial assets sold on condition of repurchase is determined by the
economic substance of the transaction. If a financial asset is sold under an agreement to
repurchase the same or substantially the same asset at a fixed price or at the sale price plus
a reasonable return, the Group will not derecognise the asset. If a financial asset is sold
together with an option to repurchase the financial asset at its fair value at the time of
repurchase (in case of transferor sells such financial asset), the Group will derecognise the
financial asset.

The financial liability is derecognised only when: (a) the underlying present obligation
specified in the contracts is discharged/cancelled, or (b) an agreement between the Group
and an existing lender to exchange the original financial liability with a new financial
liability with substantially different terms, or a substantial modification of the terms of an
existing financial liability is accounted for as an extinguishment of the original financial
liability and recognition of a new financial liability. The difference between the carrying
amount of the financial liability derecognised and the consideration paid is recognised in
profit or loss.
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Significant accounting policies and accounting estimates (Continued)
Financial instruments (Continued)
Offsetting

Financial assets and financial liabilities are offset and the net amount is reported in the
balance sheet where there is a legally enforceable right to offset the recognised amounts
and there is an intention to settle on a net basis, or realise the asset and settle the liability
simultaneously.

Derivatives

The Group uses derivatives to hedge its exposure on risks. The Group adopts hedge
accounting in accordance with Note 3(22) for derivatives designated as hedging
instruments if the hedge is effective. Other derivatives are accounted for as trading
financial assets or financial liabilities. Derivatives are recognised at fair value upon initial
recognition. The positive fair value is recognised as assets while the negative fair value is
recognised as liabilities. The gain or loss on re-measurement to fair value is recognised
immediately in profit or loss.

Embedded derivatives

An embedded derivative is a component of a hybrid (combined) instrument that includes
both the derivative and a host contract with the effect that some of the cash flows of the
combined instrument vary in a way similar to a stand-alone derivative. The embedded
derivatives are separated from the host contract and accounted for as a derivative when (a)
the economic characteristics and risks of the embedded derivative are not closely related to
the host contract; and (b) the hybrid (combined) instrument is not measured at fair value
with changes in fair value recognised in profit or loss.

When the embedded derivative is separated, the host contract is accounted for in
accordance with Note 3(12)(a) above.

Impairment of assets

Except for impairment of assets set out in Notes 3(4), impairment of other assets is
accounted for using the following principles:

Financial assets

The carrying amounts of the Group’s financial assets other than those measured at fair
value through profit and loss are reviewed at balance sheet date to determine whether there
is objective evidence of impairment. Objective evidence that financial assets are impaired
includes but not limited to one or more of the following loss events that occurred after the
initial recognision of the asset and has an impact on the future cash flows on the assets that
can be estimated reliably:
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Significant accounting policies and accounting estimates (Continued)
Impairment of assets (Continued)

Financial assets (Continued)

o significant financial difficulty of the issuer or borrower;

. a breach of contract, such as a default or delinquency in interest or principal
payments;

. the Group, for economic or legal reasons relating to the borrower’s financial

difficulty, granting to the borrower a concession that the Group would not
otherwise consider;

o it becoming probable that the borrower will enter bankruptcy or other financial
reorganisation; and

o disappearance of an active market for financial assets because of financial
difficulties;

. observable data indicating that there is a measurable decrease in the estimated

future cash flows from a group of financial assets since the initial recognition of
those assets, although the decrease cannot yet be identified with the individual
financial assets in the Group, including: adverse changes in the payment status of
borrowers in the Group, an increase in the unemployment rate in the geographical
area of the borrowers, a decrease in property prices for mortgages in the relevant
area, or adverse changes in industry conditions that affect the borrowers in the

Group;

o significant changes in the technological, market, economic or legal environment
that have an adverse effect on the issuer;

o a significant or prolonged decline in the fair value of an investment in an equity
instrument below its cost; and

o other objective evidence indicating there is an impairment of a financial asset.

If any such evidence exists, the carrying amount is reduced to the estimated recoverable
amount by means of a charge to profit or loss.

Impairment losses are written off against the corresponding assets directly, except for
impairment losses recognised in respect of loans and receivables and held-to-maturity
investments, which are measured at amortised cost, whose recovery is considered doubtful
but not remote. In this case, the impairment losses are recorded using an allowance
account. When the Group is satisfied that recovery is remote after all the necessary legal or
other proceedings are completed, the amount considered irrecoverable is written off
against loans and receivables or held-to-maturity investments directly and any amounts
held in the allowance account relating to that borrower/investment are reversed.
Subsequent recoveries of amounts previously charged to the allowance account are
reversed against the allowance account. Other changes in the allowance account and
subsequent recoveries of amounts previously written off directly are recognised in profit or
loss.

Loans and receivables

Impairment losses on loans and receivables are measured as the difference between the
asset’s carrying amount and the present value of estimated future cash flows discounted at
the asset’s original effective interest rate (i.e. the effective interest rate computed at initial
recognition of these assets). Receivables with a short duration are not discounted if the
effect of discounting is immaterial.

The total allowance for credit losses consists of two components: individual impairment
allowances, and collective impairment allowances.

_30_



CITIC CORPORATION LIMITED

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2017

(All amounts in thousands of Renminbi Yuan unless otherwise stated)
[English translation for reference only]

3
(13)
(@)

Significant accounting policies and accounting estimates (Continued)
Impairment of assets (Continued)
Financial assets (Continued)

The Group first assesses whether objective evidence of impairment exists individually for
financial assets that are individually significant, and collectively for financial assets that are
not individually significant. If the Group determines that no objective evidence of
impairment exists for an individually assessed financial asset, whether significant or not, it
includes the asset in a group of financial assets with similar credit risk characteristics and
collectively assesses them for impairment. Assets that are individually assessed for
impairment and for which an impairment loss is or continues to be recognised are not
included in a collective assessment of impairment.

The individual impairment allowance is based upon management’s best estimate of the
present value of the cash flows which are expected to be received discounted at the original
effective interest rate. In estimating these cash flows, management makes judgements
about the borrower’s financial situation and the net realisable value of any underlying
collateral or guarantees in favour of the Group. Each impaired asset is assessed on its own
merits.

In assessing the need for collective loan loss allowances, management uses statistical
modelling and considers historical trends of factors such as credit quality, portfolio size,
concentrations, and economic factors. In order to estimate the required allowance, the
Group makes assumptions both to define the way the Group models inherent losses and to
determine the required input parameters, based on historical experience and current
economic conditions.

The accuracy of the impairment allowances the Group makes depends on how well the
Group can estimate future cash flows for individually assessed impairment allowances and
the model assumptions and parameters used in determining collective impairment
allowances. While this necessarily involves judgement, the Group believes that the
impairment allowances on loans and advances to customers and other parties are
reasonable and supportable.

Any subsequent changes to the amounts and timing of the expected future cash flows
compared to the prior estimates that can be linked objectively to an event occurring after
the write-down, will result in a change in the impairment allowances on loans and
receivables and be charged or credited to the income statement. A reversal of impairment
losses is limited to the loans and receivables’ carrying amount that would have been
determined had no impairment loss been recognised in prior years.

When there is no reasonable prospect of recovery, the loan and the related interest
receivables are written off.

Loans and receivables with renegotiated terms are loans that have been restructured due to
deterioration in the borrower’s financial position and where the Group has made
concessions that it would not otherwise consider. Renegotiated loans and receivables are
subject to ongoing monitoring to determine whether they remain impaired or past due.
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Significant accounting policies and accounting estimates (Continued)
Impairment of assets (Continued)

Financial assets (Continued)

Held-to-maturity investments

Impairment on held-to-maturity investments is considered at both an individual and
collective level. The individual impairment allowance is measured as the difference between
the asset’s carrying amount and the present value of estimated future cash flows,
discounted at the asset’s original effective interest rate, where the effect of discounting is
material.

All significant assets found not to be individually impaired are then collectively assessed for
any impairment that has been incurred but not yet identified. Assets that are not
individually significant are then collectively assessed for impairment by grouping together
financial assets with similar risk characteristics.

If in a subsequent period the amount of an impairment loss decreases and the decrease can
be linked objectively to an event occurring after the impairment loss was recognised, the
impairment loss is reversed through the income statement. A reversal of impairment losses
shall not result in the asset’s carrying amount exceeding that which would have been
determined had no impairment loss been recognised in prior years.

Available-for-sale financial assets

When there is objective evidence that an available-for-sale financial asset is impaired, the
cumulative loss that had been recognised in the fair value reserve is reclassified to profit or
loss. The amount of the cumulative loss that is recognised in profit or loss is the difference
between the acquisition cost (net of any principal repayment and amortisation) and current
fair value, less any impairment loss on that asset previously recognised in profit or loss.

For unquoted available-for-sale equity securities that are carried at cost, the impairment
loss is measured as the difference between the carrying amount of the equity securities and
the estimated future cash flows, discounted at the current market rate of return for a
similar financial asset where the effect of discounting is material. Such impairment losses
are not reversed.

Impairment losses recognised in profit or loss in respect of available-for-sale equity
securities are not reversed through profit or loss. Any subsequent increase in the fair value
of such assets is recognised in other comprehensive income.

Impairment losses in respect of available-for-sale debt securities are reversed if the
subsequent increase in fair value can be objectively related to an event occurring after the
impairment loss was recognised. Reversals of impairment losses in such circumstances are
recognised in profit or loss.
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Significant accounting policies and accounting estimates (Continued)
Impairment of assets (Continued)
Impairment of other assets

The carrying amounts of the following assets are reviewed at each balance sheet date based
on the internal and external sources of information to determine whether there is any
indication of impairment:

Fixed assets

construction in progress
intangible assets

goodwill

long-term equity investments

If any indication exists, the recoverable amount of the asset is estimated. In addition, the
Group estimates the recoverable amount of intangible assets not ready for use at least
annually and the recoverable amounts of goodwill at each year-end, irrespective of whether
there is any indication of impairment. Goodwill is allocated to each asset group, or set of
asset groups, that is expected to benefit from the synergies of the combination for the
purpose of impairment testing.

An asset group is the smallest identifiable group of assets that generates cash inflows that
are largely independent of the cash inflows from other assets or asset groups. An asset
group is composed of assets directly relating to cash-generation. Identification of an asset
group is based on whether major cash inflows generated by the asset group are largely
independent of the cash inflows from other assets or asset groups. In identifying an asset
group, the Group also considers how management monitors the Group’s operations and
how management makes decisions about continuing or disposing of the Group’s assets.

The recoverable amount of an asset (or asset group, set of asset groups, same as below) is
the higher of its fair value (See Note 3(14)) less costs to sell and its present value of expected
future cash flows.

The present value of expected future cash flows of an asset is determined by discounting the
future cash flows, estimated to be derived from continuing use of the asset and from its
ultimate disposal, to their present value using an appropriate pre-tax discount rate.
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Significant accounting policies and accounting estimates (Continued)
Impairment of assets (Continued)
Impairment of other assets (Continued)

An impairment loss is recognised in profit or loss when the recoverable amount of an asset
is less than its carrying amount. A provision for impairment of the asset is recognised
accordingly. Impairment losses related to an asset group or a set of asset groups are
allocated first to reduce the carrying amount of any goodwill allocated to the asset group or
set of asset groups, and then to reduce the carrying amount of the other assets in the asset
group or set of asset groups on a pro rata basis. However, such allocation would not reduce
the carrying amount of an asset below the highest of its fair value less costs to sell (if
measurable), its present value of expected future cash flows (if determinable) and zero.

Once an impairment loss is recognised, it is not reversed in a subsequent period.
Fair value measurement principles

Fair value is the price that would be received to sell an asset or paid to transfer a liability in
an orderly transaction in the principal (or most advantageous) market at the measurement
date under current market conditions (i.e. an exit price) regardless of whether that price is
directly observable or estimated using another valuation technique.

If there is no publicly available latest traded price nor a quoted market price on a recognised
stock exchange or a price from a broker/dealer for non-exchange-traded financial
instruments, or if the market for it is not active, the fair value of the instrument is estimated
using valuation techniques that provide a reliable estimate of prices which could be
obtained in actual market transactions.

Where discounted cash flow techniques are used, estimated future cash flows are based on
management’s best estimates and the discount rate is based on the relevant government
yield curve as at the balance sheet date plus an adequate constant credit spread. Where
other pricing models are used, inputs are based on market data at the balance sheet date.
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Significant accounting policies and accounting estimates (Continued)
Employee benefits
Short-term employee benefits

Employee wages or salaries, bonuses, social security contributions such as medical
insurance, work injury insurance, maternity insurance and housing fund, measured at the
amount incurred or at the applicable benchmarks and rates, are recognised as a liability as
the employee provides services, with a corresponding charge to profit or loss or included in
the cost of assets where appropriate.

Post-employment benefits — defined contribution plans

Pursuant to the relevant laws and regulations of the PRC, the Group participated in a
defined contribution basic pension insurance in the social insurance system established and
managed by government organisations. The Group makes contributions to basic pension
insurance plans based on the applicable benchmarks and rates stipulated by the
government. Basic pension insurance contributions are recognised as part of the cost of
assets or charged to profit or loss as the related services are rendered by the employees.

The Group’s employees have joined its annuity scheme which was established by the Group
in accordance with policies regarding the state owned enterprise annuity policy. The Group
has made annuity contributions in proportion to its employees’ gross wages which are
expensed in profit or loss when the contributions are made.

The Group also operates defined contribution retirement schemes and Mandatory
Provident Fund schemes for certain subsidiaries operating in overseas. Contributions are
charged to profit or loss as and when the contribution fall due.

Termination benefits

When the Group terminates the employment with employees before the employment
contracts expire, or provides compensation under an offer to encourage employees to accept
voluntary redundancy, a provision is recognised with a corresponding expense in profit or
loss at the earlier of the following dates:

o When the Group cannot unilaterally withdraw the offer of termination benefits
because of an employee termination plan or a curtailment proposal;

o When the Group has a formal detailed restructuring plan involving the payment of
termination benefits and has raised a valid expectation in those affected that it will
carry out the restructuring by starting to implement that plan or announcing its
main features to those affected by it.
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Significant accounting policies and accounting estimates (Continued)
Income tax
Income tax for the year comprises current tax and deferred tax.

The balance sheet liability method is adopted whereby deferred tax is recognised in respect
of temporary differences between the tax bases of assets and liabilities and their carrying
amounts. However, the deferred tax is not accounted for if it arises from initial recognition
of an asset or liability in a transaction other than a business combination that at the time of
the transaction affects neither accounting nor taxable profit or loss; or in respect of those
temporary differences which arise either from goodwill not deductible for tax purposes, or
relating to investments in subsidiaries to the extent that the Group controls the timing of
the reversal and it is probable that the temporary differences will not reverse in the
foreseeable future, or in the case of deductible differences, unless it is probable that they
will reverse in the future.

Provision for withholding tax that will arise on the remittance of retained earnings is only
made where there is a current intention to remit such earnings.

Deferred tax assets are recognised to the extent that their future utilisation is probable.
Deferred tax arising from revaluation of investment properties is recognised on the
rebuttable presumption that the recovery of the carrying amount of the properties would be
through sale and calculated at the applicable tax rates.

Current tax assets and liabilities are offset, and deferred tax assets and liabilities are offset
when there is a legally enforceable right to offset current tax assets against current tax
liabilities and when the deferred tax assets and liabilities relate to income taxes levied by the
same taxation authority on either the taxable entity or different taxable entities where there
is an intention to settle the balances on a net basis.

Financial guarantees issued, provisions and contingent liabilities

Financial guarantees issued

Financial guarantees are contracts that require the issuer (i.e. the guarantor) to make
specified payments to reimburse the beneficiary of the guarantee (the “holder”) for a loss

the holder incurs because a specified debtor fails to make payment when due in accordance
with the terms of a debt instrument.
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Significant accounting policies and accounting estimates (Continued)
Financial guarantees issues, provisions and contingent liabilities (Continued)
Financial guarantees issued (Continued)

Where the Group issues a financial guarantee, the fair value of the guarantee is initially
recognised as deferred income within “other liabilities”. The fair value of financial
guarantees issued at the time of issuance is determined by reference to fees charged in an
arm’s length transaction for similar services, when such information is obtainable, or is
otherwise estimated by reference to interest rate differentials, by comparing the actual rates
charged by lenders when the guarantee is made available with the estimated rates that
lenders would have charged, had the guarantees not been available, where reliable estimates
of such information can be made. Where consideration is received or receivable for the
issuance of the guarantee, the consideration is recognised in accordance with the Group’s
policies applicable to that category of asset. Where no such consideration is received or
receivable, an immediate expense is recognised in profit or loss on initial recognition of any
deferred income.

The amount of the guarantee initially recognised as deferred income is amortised in profit
or loss over the term of the guarantee as income from financial guarantees issued. In
addition, provisions are recognised in accordance with Note 3(17)(c) if and when: (1) it
becomes probable that the holder of the guarantee will call upon the Group under the
guarantee; and (2) the amount of that claim on the Group is expected to exceed the amount
currently carried in other liabilities in respect of that guarantee i.e. the amount initially
recognised, less accumulated amortisation.

Contingent liabilities assumed in business combinations

Contingent liabilities assumed in a business combination which are present obligations at
the date of acquisition are initially recognised at fair value, provided the fair value can be
reliably measured. After their initial recognition at fair value, such contingent liabilities are
recognised at the higher of the amount initially recognised, less accumulated amortisation
where appropriate, and the amount that would be determined in accordance with Note
3(17)(c). Contingent liabilities assumed in a business combination that cannot be reliably
fair valued or were not present obligations at the date of acquisition are disclosed in
accordance with Note 3(17)(c).

Other provisions and contingent liabilities

Provisions are recognised for other liabilities of uncertain timing or amount when the
Group has a legal or constructive obligation arising as a result of a past event, it is probable
that an outflow of economic benefits will be required to settle the obligation and a reliable
estimate can be made. A provision is initially measured at the best estimate of the
expenditure required to settle the related present obligation. Factors pertaining to a
contingency such as the risks, uncertainties and time value of money are taken into account
as a whole in reaching the best estimate. Where the time value of money is material,
provisions are stated at the present value of the expenditure expected to settle the
obligation.
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Significant accounting policies and accounting estimates (Continued)
Provisions and contingent liabilities (Continued)
Other provisions and contingent liabilities (Continued)

Where it is not probable that an outflow of economic benefits will be required, or the
amount cannot be estimated reliably, the obligation is disclosed as a contingent liability,
unless the probability of outflow of economic benefits is remote. Possible obligations, whose
existence will only be confirmed by the occurrence or non-occurrence of one or more future
events are also disclosed as contingent liabilities unless the probability of outflow of
economic benefits is remote.

Revenue recognition

Revenue is measured at the fair value of the consideration received or receivable. Provided
it is probable that the economic benefits will flow to the Group and the revenue and costs, if
applicable, can be measured reliably, revenue is recognised in profit or loss as follows:

Interest income

Interest income arising from the use of entity assets by others is recognised in profit or loss
based on the duration and the effective interest rate. Interest income includes the
amortisation of any discount or premium or other differences between the initial carrying
amount of an interest bearing instrument and its amount at maturity calculated on an
effective interest rate basis.

The effective interest method is a method of calculating the amortised cost of financial
assets and liabilities and of allocating the interest income and interest expense over the
relevant period. The effective interest rate is the rate that exactly discounts estimated future
cash payments or receipts through the expected life of the financial instrument or, when
appropriate, a shorter period to the net carrying amount of the financial instrument. When
calculating the effective interest rate, the Group estimates cash flows considering all
contractual terms of the financial instrument (for example, call and similar options) but
does not consider future credit losses. The calculation includes all fees and interests paid or
received between parties to the contract that are an integral part of the effective interest
rate, transaction costs and all other premiums or discounts.

Interest on the impaired financial assets is recognised using the rate of interest used to
discount future cash flows (“unwinding of discount”) for the purpose of measuring the
related impairment loss.

Fee and commission income

Fee and commission income is recognised in profit or loss when the corresponding service
is provided.

Origination or commitment fees received/paid by the Group which result in the creation or
acquisition of a financial asset are deferred and recognised as an adjustment to the effective
interest rate. When a loan commitment is not expected to result in the draw-down of a loan,
loan commitment fees are recognised.
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Significant accounting policies and accounting estimates (Continued)
Revenue recognition (Continued)
Sales of goods and services

Revenue is recognised when goods are delivered at the customers’ premises which is taken
to be the point in time when the customer has accepted the goods and the related risks and
rewards of ownership. Revenue excludes value added tax or other sales taxes and is after
deduction of any trade discounts.

Service fee income is recognised when the services are rendered.
Sales of properties

Revenue from sales of properties is only recognised when the significant risks and rewards
of ownership have been transferred to the buyer. The Group considers that the significant
risks and rewards of ownership are transferred when the buildings contracted for sale are
completed and the relevant permits essential for the delivery of the properties have been
issued by the authorities.

Contract revenue

When the outcome of a construction contract can be estimated reliably, revenue from a
fixed price contract is recognised using the percentage of completion method.

The Group measured the stage of completion by reference to the percentage of contract
costs incurred to date to estimated total contract costs for the contract.

When the outcome of a construction contract cannot be estimated reliably, revenue is
recognised only to the extent of contract costs incurred that it is probable will be
recoverable.

Rental income from operating leases

Rental income receivable under operating leases is recognised in profit or loss in equal
instalments over the periods covered by the lease term, except where an alternative basis is
more representative of the pattern of benefits to be derived from the use of the leased asset.
Lease incentives granted are recognised in profit or loss as an integral part of the aggregate
net lease payments receivable. Contingent rentals are recognised as income in the
accounting period in which they are earned.

Dividend income
Dividend income from unlisted investments is recognised when the shareholder’s right to

receive payment is established. Dividend income from listed investments is recognised
when the share price of the investment goes ex-dividend.
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Significant accounting policies and accounting estimates (Continued)
Government grants

Government grants are non-reciprocal transfers of monetary or non-monetary assets from
the government to the Group except for capital contribution from the government in the
capacity as an investor in the Group. Specific transfers from the government, such as
investment grants that have been clearly defined in official documents as part of “capital
reserve” are also dealt with as capital contributions, rather than government grants.

A government grant is recognised when there is reasonable assurance that the grant will be
received and that the Group will comply with the conditions attaching to the grant.

If a government grant is in the form of a transfer of a monetary asset, it is measured at the
amount received or receivable. If a government grant is in the form of a transfer of a non-
monetary asset, it is measured at fair value.

Government grants related to assets refer to government grants which are obtained by the
Group for the purposes of purchase, construction or acquisition of the long-term assets.
Government grants related to income refer to the government grants other than those
related to assets.

Government grants related to assets are either deducted against the carrying amount of the
assets, or recorded as deferred income and recognised in profit or loss on a systemic basis
over the useful lives of the assets. Government grants related to income that compensate the
future costs, expenses or losses are recorded as deferred income and recognised in profit or
loss, or deducted against related costs, expenses or losses in reporting the related expenses;
government grants related to income that compensate the incurred costs, expenses or losses
are recognised in profit or loss, or deuducted against related costs, expenses or losses
directly in current period. The Group applies the presentation method consistently to the
similar government grants in the financial statements.

Government grants that are related to ordinary activities are included in operating profit,
otherwise, they are recorded in non-operating income or expenses.

For the policy loans with favourable interest rates, the Group records the loans at the actual
amounts and calculates the interests by loan principals and the favourable interest rates.
The interest subsidies directly received from government are recorded as a reduction of
interest expenses.
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Significant accounting policies and accounting estimates (Continued)
Special reserve

The Group recognises a safety fund in the specific reserve pursuant to relevant government
regulations, with a corresponding increase in the costs of the related products or expense.
When the safety fund is subsequently used for revenue expenditure, the specific reserve is
reduced accordingly. On utilisation of the safety production fund for fixed assets, the
specific reserve is reduced as the fixed assets are recognised, which is the time when the
related assets are ready for their intended use; in such cases, an amount that corresponds to
the reduction in the specific reserve is recognised in accumulated depreciation. with respect
to the related fixed assets. As a consequence, such fixed assets are not depreciated in
subsequent periods.

Borrowing costs

Borrowing costs incurred directly attributable to the acquisition, construction or production
of a qualifying asset are capitalised as part of the cost of the asset.

Other borrowing costs are recognised as financial expenses when incurred.
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Significant accounting policies and accounting estimates (Continued)
Borrowing costs (Continued)

During the capitalisation period, the amount of interest (including amortisation of any
discount or premium on borrowing) to be capitalised in each accounting period is
determined as follows:

o Where funds are borrowed specifically for the acquisition, construction or
production of a qualifying asset, the amount of interest to be capitalised is the
interest expense calculated using effective interest rates during the period less any
interest income earned from depositing the borrowed funds or any investment
income on the temporary investment of those funds before being used on the asset.

o To the extent that the Group borrows funds generally and uses them for the
acquisition, construction or production of a qualifying asset, the amount of
borrowing costs eligible for capitalization is determined by applying a capitalisation
rate to the weighted average of the excess amounts of cumulative expenditures on
the asset over the above amounts of specific borrowings. The capitalisation rate is
the weighted average of the interest rates applicable to the general-purpose
borrowings.

The effective interest rate is determined as the rate that exactly discounts estimated future
cash flow through the expected life of the borrowing or, when appropriate, a shorter period
to the initially recognised amount of the borrowings.

During the capitalisation period, exchange differences related to the principal and interest
on a specific-purpose borrowing denominated in foreign currency are capitalised as part of
the cost of the qualifying asset. The exchange differences related to the principal and
interest on foreign currency borrowings other than a specific-purpose borrowing are
recognised as a financial expense when incurred.

The capitalisation period is the period from the date of commencement of capitalisation of
borrowing costs to the date of cessation of capitalisation, excluding any period over which
capitalization is suspended. Capitalisation of borrowing costs commences when expenditure
for the asset is being incurred, borrowing costs are being incurred and activities of
acquisition, construction or production that are necessary to prepare the asset for its
intended use or sale are in progress, and ceases when the assets become ready for their
intended use or sale. Capitalisation of borrowing costs is suspended when the acquisition,
construction or production activities are interrupted abnormally for a period of more than
three months.

Hedging

Hedge accounting recognises the offsetting effects on profit or loss of changes in the fair
values of the hedging instrument and the hedged item. The Group assesses and documents
whether the financial instruments that are used in hedging transactions are highly effective
in offsetting changes in fair values or cash flows of hedged items attributable to the hedged
risks both at hedge inception and on an ongoing basis. The Group discontinues prospectively
hedge accounting when (a) the hedging instrument expires or is sold, terminated or
exercised; (b) the hedge no longer meets the criteria for hedge accounting; or (c) the Group
revokes the designation.
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Significant accounting policies and accounting estimates (Continued)
Hedging (Continued)
Cash flow hedge

Where a derivative financial instrument is designated as a hedge of the variability in cash
flows of a recognised asset or liability, or a highly probable forecast transaction, or the
foreign currency risk of a committed future transaction, the effective part of any gain or loss
on remeasurement of the derivative financial instrument to fair value is recognised in other
comprehensive income and accumulated separately in equity in the hedging reserve. The
ineffective portion of any gain or loss is recognised immediately in profit or loss.

If the hedge of a forecast transaction subsequently results in the recognition of a non-
financial asset or non-financial liability, the associated gain or loss is reclassified from
equity to be included in the initial cost or other carrying amount of the non-financial asset
or liability.

If a hedge of a forecast transaction subsequently results in the recognition of a financial
asset or a financial liability, the associated gain or loss is reclassified from equity to the
profit or loss in the same period or periods during which the asset acquired or liability
assumed affects the profit or loss (such as when interest income or expense is recognised).

For cash flow hedges, other than those covered by the preceding two policy statements, the
associated gain or loss is reclassified from equity to profit or loss in the same period or
periods during which the hedged forecast transaction affects profit or loss.

When a hedging instrument expires or is sold, terminated or exercised, or the Group
revokes designation of the hedge relationship but the hedged forecast transaction is still
expected to occur, the cumulative gain or loss at that point remains in equity until the
transaction occurs and is recognised in accordance with the above policy. If the hedged
transaction is no longer expected to take place, the cumulative unrealised gain or loss is
reclassified from equity to profit or loss immediately.
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Significant accounting policies and accounting estimates (Continued)
Hedging (Continued)
Fair value hedge

A fair value hedge seeks to offset risks of changes in the fair value of recognised asset or
liability that will give rise to a gain or loss being recognised in profit or loss. The hedging
instrument is measured at fair value, with fair value changes recognised in profit or loss.
The carrying amount of the hedged item is adjusted by the amount of the changes in fair
value of the hedging instrument attributable to the risk being hedged. This adjustment is
recognised in profit or loss to offset the effect of the gain or loss on the hedging instrument.

When a hedging instrument expires or is sold, terminated or exercised, the hedge no longer
meets the criteria for hedge accounting, or the Group revokes designation of the hedge
relationship, any adjustment up to that point, to a hedged item for which the effective
interest method is used, is amortised to profit or loss as part of the recalculated effective
interest rate of the item over its remaining life.

Hedge effectiveness testing

In order to qualify for hedge accounting, the Group carries out prospective effectiveness
testing to demonstrate that it expects the hedge to be highly effective at the inception of the
hedge and throughout its life. Actual effectiveness (retrospective effectiveness) is also
demonstrated on an ongoing basis.

The documentation of each hedging relationship sets out how the effectiveness of the hedge
is assessed. The method which the Group adopts for assessing hedge effectiveness will
depend on its risk management strategy.

For fair value hedge relationships, the Group utilises the cumulative dollar offset method or
regression analysis as effectiveness testing methodologies. For cash flow hedge
relationships, the Group utilises the change in variable cash flow method or the cumulative
dollar offset method using the hypothetical derivative approach.

For prospective effectiveness, the hedging instrument must be expected to be highly
effective in achieving offsetting changes in fair value or cash flows attributable to the hedged
risk during the period for which the hedge is designated. For actual effectiveness, the
changes in fair value or cash flows must offset each other in the range of 80 percent to 125
percent for the hedge to be deemed effective.
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Significant accounting policies and accounting estimates (Continued)
Fiduciary activities

The Group acts in a fiduciary capacity as a custodian, trustee, or an agent for customers.
Assets held by the Group and the related undertakings to return such assets to customers
are excluded from the financial statement as the risks and rewards of the assets reside with
the customers.

Entrusted lending is the business where the Group enters into entrusted loan agreements
with customers, whereby the customers provide funding (the “entrusted funds”) to the
Group, and the Group grants loans to third parties (the “entrusted loans”) at the instruction
of the customers. As the Group does not assume the risks and rewards of the entrusted
loans and the corresponding entrusted funds, entrusted loans and funds are recorded as off-
balance sheet items at their principal amounts and no impairment assessments are made
for these entrusted loans.

Profit distributions

Distributions of profit proposed in the profit appropriation plan to be approved after the
balance sheet date are not recognised as a liability at the balance sheet date but are
disclosed in the notes separately.

Related parties

A person, or a close member of that person’s family, is related to the Group if that person:

. has control or joint control over the Group;
o has significant influence over the Group; or
. is a member of the key management personnel of the Group or the Group’s parent.
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Significant accounting policies and accounting estimates (Continued)

Related parties(continued)

An entity is related to the Group if any of the following conditions applies:

The entity and the Group are members of the same group (which means that each
parent, subsidiary and fellow subsidiary is related to the others).

One entity is an associate or joint venture of the other entity (or an associate or joint
venture of a member of a group of which the other entity is a member).

Both entities are joint ventures of the same third party.
One entity is a joint venture of a third entity and the other entity is an associate of
the third entity (one entity is an associate of a third entity and the Group is a joint

venture of the third party).

The entity is a post-employment benefit plan for the benefit of employees of either
the Group or an entity related to the Group.

The entity is controlled or jointly controlled by a person identified in (a).

A person identified in (a) has significant influence over the entity or is a member of
the key management personnel of the entity (or of a parent of the entity).

Close members of the family of a person are those family members who may be expected to
influence, or be influenced by, that person in their dealings with the entity.

Segment reporting

Reportable segments are identified based on operating segments which are determined
based on the structure of the Group’s internal organisation, management requirements and
internal reporting system. An operating segment is a component of the Group that meets
the following respective conditions:

engage in business activities from which it may earn revenues and incur expenses;
whose operating results are regularly reviewed by the Group’s management to make
decisions about resource to be allocated to the segment and assess its performance;
and

for which financial information regarding financial position, results of operations
and cash flows are available.
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Significant accounting policies and accounting estimates (Continued)
Segment reporting(continued)
Individually material operating segments are not aggregated for financial reporting

purposes unless the segments have similar economic characteristics and are similar in
respect of:

o the nature of each products and service;

o the nature of production processes;

o the type or class of customers;

. the methods used to distribute products or provide services; and
o the nature of the regulatory environment.

Inter-segment revenues are measured on the basis of actual transaction price for such
transactions for segment reporting, and segment accounting policies are consistent with
those for the consolidated financial statements.

Significant accounting estimates and judgements

Estimates and judgements are continually evaluated and are based on historical experience
and other factors, including expectations of future events that are believed to be reasonable
under the circumstances.

The Group makes estimates and assumptions concerning the future. The resulting
accounting estimates will, by definition, seldom equal the actual results. The estimates and
associated key assumptions are reviewed on an ongoing basis. Revisions to accounting
estimates are recognised in the period in which the estimates are revised and in any future
periods affected.

Note 6(13) and 6(17) contain information about the assumptions and their risk factors
relating to valuation of impairment of goodwill and the estimated fair value of investment
properties. Other key sources of estimation uncertainty are as follows:

Impairment losses on loans and advances to customers and other parties and investment
classified as receivables

Loans and advances to customers and other parties

The Group reviews its loans and advances to customers and other parties to assess
impairment on a periodic basis during the year. In determining whether an impairment loss
should be recognised in the consolidated income statement, the Group makes estimates and
judgements as to whether there is any observable data indicating that there is objective
evidence of impairment and the extent, if any, to which it will have a measurable decrease in
the estimated future cash flows related to individually assessed loans and advances or pools
of loans and advances to customers and other parties with similar risk characteristics, as
described in Note 3(13)(a) impairment of financial assets carried at amortised cost.
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Significant accounting policies and accounting estimates (Continued)
Significant accounting estimates and judgements (Continued)

Impairment losses on loans and advances to customers and other parties and investment
classified as receivables (Continued)

Loans and advances to customers and other parties (Continued)

Significant judgments are made in the determination of whether objective evidence of
impairment exists in individually assessed loans and advances to customers and other
parties or pools of loans and advances to customers and other parties with similar risk
characteristics. Among other things, objective evidence of impairment includes
deterioration in the financial condition of specific borrowers (or specific pools of borrowers)
affecting their ability to meet their loan payment obligations, overdue status, financial
position of guarantors, latest collateral valuations, concession the Group that would not
otherwise be granted to borrowers for economic or legal reasons relating to their financial
difficulties, as well as increasing industry sector over-capacity or obsolescence, or
deterioration in national or regional economic conditions that are correlated to increasing
loans and advances to customers and other parties defaults. These judgments are made
both during management’s regular assessments of credit quality of loans and advances to
customers and other parties and when other circumstances indicate the possibility that
objective evidence of impairment may exist.

Where it is determined that objective evidence of impairment exists, significant judgments
and estimates are made in estimating the adverse impact on future cash flows related to
individually assessed impaired loans and advances to customers and other parties. The
methodology and assumptions used for estimating both the amount and timing of future
cash flows are reviewed regularly to reduce any differences between loss estimates and
actual loss experience. Factors affecting these estimates include the availability and
granularity of information related to specific borrowers; the results of regulatory reviews
and the related portfolio analysis, and the clarity of the correlation between qualitative
factors, such as industry sector performance or changes in regional economic conditions
and loans and advances to customer’s defaults of related borrowers.

Corporate loans and advances to customers and other parties not identified as impaired
from individually assessments, together with all personal loans and advances to customers
and other parties are included in in homogenous groups with similar credit risks
characteristics for performance of impairment assessments on a collective basis. Migration
model is used for corporate loans and roll rate models are used for personal loans
considering the similarity of credit risks and applying key assumptions. Significant
judgments are applied to the calculation of assessed impairment using these models.
Critical factors affecting these judgments include modelling assumptions (e.g., loss given
default) and levels of correlation between qualitative factors and loans and advances to
customers and other parties default. The collective impairment loss is assessed after taking
into account: (i) historical loss experience in portfolios of similar credit risk characteristics;
(ii) the emergence period between a loss occurring and that loss being identified; (iii) high
risk products and geographic locations; and (iv) the current economic and credit
environments and whether in management’s experience these indicate that the actual level
of inherent losses is likely to be greater or less than that suggested by historical experience.
The Group considers the impact of the changes and uncertainty in the macro-economic
environment, in which the Group operates when assessing the methodologies and
assumptions used for loss estimation, makes adjustments where appropriate.
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Significant accounting policies and accounting estimates (Continued)
Significant accounting estimates and judgements (Continued)

Impairment losses on loans and advances to customers and other parties and investment
classified as receivables(Continued)

Investment classified as receivables

In determining whether an impairment loss should be recognised in the consolidated
income statement, the Group makes significant estimates and judgments as to whether
there is any observable data indicating that there is objective evidence of impairment and
the extent, if any, to which it will have a measurable decrease in the estimated future cash
flows related to individually significant investments classified as receivables by underlying
assets or groups of underlying assets with similar risk characteristics, as described in Note
3(13)(a) Impairment of financial assets carried at amortised cost.

Where it is determined that objective evidence of impairment exists, significant judgments
and estimates are made in estimating the adverse impact on future cash flows based on the
underlying assets related to individually significant impaired investment classified as
receivables.

Investments classified as receivables not identified as impaired from the individual
assessment are included in groups with similar credit risk characteristics by underlying
assets with the consideration of risk factors specific to different industries and different type
of underlying assets, and assessed for impairment collectively. Significant judgments are
applied to the calculation of collectively assessed impairment.

Impairment of available-for-sale equity investments

For available-for-sale equity investments, a significant or prolonged decline in fair value
below cost is considered to be objective evidence of impairment. Judgement is required
when determining whether a decline in fair value has been significant or prolonged. In
making this judgement, the Group considers historical data of market volatility and
historical share price of the specific equity investment as well as other factors, such as sector
performance, and financial information regarding the investee.

Provision for inventories

As described in Note 3(4), the Group reviews the carrying amounts of inventories at each
balance sheet date to determine whether the inventories are carried at lower of cost and net
realisable value. The Group estimates the net realisable value, based on the current market
situation and historical experience on similar inventories. Any change in the assumptions
would increase or decrease the amount of inventories write-down or the related reversals of
write-down. The change in the write-down would affect the Group’s profit or loss during the
year.

Impairment of non-financial assets
As described in Note 3(13)(b), assets such as fixed assets and intangible assets are reviewed
at each balance sheet date to determine whether the carrying amount exceeds the

recoverable amount of the assets. If any such indication exists, an impairment loss is
recognised.
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Significant accounting policies and accounting estimates (Continued)
Significant accounting estimates and judgements (Continued)
Impairment of non-financial assets (Continued)

The recoverable amount of an asset (asset group) is the greater of its fair value less costs to
sell and its present value of expected future cash flows. Since a market price of the asset (the
asset group) cannot be obtained reliably, the fair value of the asset cannot be estimated
reliably. In assessing value in use, significant judgements are exercised over the asset’s
production, selling price, related operating expenses and discount rate to calculate the
present value. All relevant materials which can be obtained are used for estimation of the
recoverable amount, including the estimation of the production, selling price and related
operating expenses based on reasonable and supportable assumptions.

Depreciation and amortisation of fixed assets and intangible assets

As described in Notes 3(7) and Note 3(9), fixed assets and intangible assets are depreciated
and amortised over their useful lives after taking into account residual value. The useful
lives of the assets are regularly reviewed to determine the depreciation and amortisation
costs charged in each reporting period. The useful lives of the assets are determined based
on historical experience of similar assets and the estimated technical changes. If there have
been significant changes in the factors used to determine the depreciation or amortisation,
the rate of depreciation or amortisation is revised prospectively.

Fair value of financial instruments

For financial instruments without active market, the Group determines fair values using
valuation techniques which include discounted cash flow models, as well as other types of
valuation models. Assumptions and inputs used in valuation techniques include risk-free
and benchmark interest rates, credit spreads and foreign currency exchange rates. Where
discounted cash flow techniques are used, estimated cash flows are based on management’s
best estimates and the discount rate used is a market rate at the end of each reporting
period applicable for an instrument with similar terms and conditions. Where other pricing
models are used, inputs are based on observable market data at the end of each reporting
period. However, where market data are not available, management needs to make
estimates on such unobservable market inputs. based on assumptions. Changes in
assumptions about these factors could affect the estimated fair value of financial
instruments.

Income taxes

Significant judgement is required in determining the provision for income taxes. There are
many transactions and calculations for which the ultimate tax determination is uncertain
during the ordinary course of business. Where the final tax outcome is different from the
amounts that were initially recorded, such differences will impact the income tax and
deferred tax provisions in the period in which such determination is made.
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Significant accounting policies and accounting estimates (Continued)
Significant accounting estimates and judgements (Continued)
Income taxes (Continued)

Deferred tax assets, which principally relate to tax losses and deductible temporary
differences, are recognised when the future taxable profit will be available against such
deferred tax assets. Hence, it requires formal assessment by management regarding the
future profitability to utilise the deferred tax assets.

Assets acquired/liabilities assumed in business combination

Assets acquired/liabilities assumed in business combination are recognised at fair value in
connection with the Group’s acquisition of an entity. The fair values of the acquired
assets/assumed liabilities are determined based on valuation methodologies and techniques
that involved the use of a third-party valuation firm’s expertise. The judgements and
assumptions used in that valuation of assets and liabilities along with the assumptions on
the useful lives of acquired assets have an effect on the consolidated financial statements.

De-recognition of financial assets

In its normal course of business, the Group transfers financial assets through various types
of transactions including regular way sales and transfers, securitisation, financial assets sold
under repurchase agreements, and etc. The Group applies significant judgement in
assessing whether it has transferred these financial assets which qualify for a full or partial
de-recognition.

Where the Group enters into structured transactions by which it transferred financial asset
to structured entities, the Group analyses whether the substance of the relationship between
the Group and these structured entities indicates that it controls these structured entities to
determine whether the Group needs to consolidate these structured entities. This will
determine whether the following de-recognition analysis should be conducted at the
consolidated level or at the entity level from which the financial assets was transferred.

The Group analyses the contractual rights and obligations in connection with such transfers
to determine whether the de-recognition criteria are met based on the following
considerations.

- whether it has transferred the rights to receive contractual cash flows from the financial
assets or the transfer qualified for the “pass through” of those cash flows to
independent third parties;

- the extent to which the associated risks and rewards of ownership of the financial
assets are transferred by using appropriate models. Significant judgment is applied in
the Group’s assessment with regard to the parameters and assumptions applied in the
models, estimated cash flows before and after the transfers, the discount rates used
based on current market interest rates, variability factors considered and the allocation
of weightings in different scenarios;

- where the Group neither retained nor transferred substantially all of the risks and
rewards associated with their ownership, the Group analyses whether the Group has
relinquished its controls over these financial assets, and if the Group has continuing
involvement in these transferred financial assets.
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