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| Background

« Jointly conducted by PwC and China Banking Association

« Fieldwork led by Dr Ba Shusong, Researcher and Deputy Director,

Financial Research Institute, Development Research Center of the
State Council

« 72 face-to-face interviews with senior banking executives including:
- 6 large SOE banks
- 7 shareholding banks
- 17 city commercial banks
- 15 rural financial institutions
- 3 policy banks

- 2 foreign banks
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| Objectives

« Provide insights into strategies, opportunities and challenges of the
Chinese banking industry

e Share views and recommendations of Chinese bankers on areas such
as banking sector reform, liberalisation and business development
amid regulatory oversight

« Promote mutual understanding and dialogue between regulatory
authorities, domestic and overseas markets, and the Chinese banking
industry
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Economae sttuation
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Global economic recovery appears fragile; concerns
over financial position of business enterprises

« Views on global economic situation in 2011 not
very optimistic

Challenges — excess liquidity due to QE policy, difficult
recovery prospects, risks associated with inflation
within emerging market economies & European debt
crisis

« Concerns over financial position of business
enterprises

Challenges — increasing costs of raw materials, labour
force and financing. Over 50% of bankers consider
operating performance of enterprises as “average”

Chinese Bankers Survey 2011
PwC

Global trade Japanese
protectionism economy
rising and again
European trade barriers decaying due
sovereign  increasing, /_ to the

debt crisis,
5.4%

5.4% earthquake,

1.6%

Excess
liquidity to in
the world by

US’ QE
policy, 31.5%

Global
economy in
stagflation,

16.1%

Inflation risk
of emerging
market
economies,
17.0%

Biggest challenges for global economy in 2011

Hard to Worse,
assess, 3.4%
4.0%

Average,
53.3%

Views of bankers on performance of SMEs in 2011
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Tightening monetary policy increasing pressure on

banks’ operations

More than 60% of bankers believe that “the government return to prudent monetary
policy and limitations on credit origination” and “uncertainties about economic growth
and inflation” present the biggest pressures on their current operations

Tightening monetary policy restrict credit

extension

Uncertainty over economic growth and inflation

Uncertainty over future macro-control policy

Pressure on banks due to changes in financial

regulatory policy

Pressure with funding source due to financial |

disintermediation trends

Uncertainties with global economic recovery

Government’s policies to control local government |

financing vehicles and real estate sector is yet to

be clarified

Turbulence of capital market resulting in
constraints over growth in intermediary services

—6273%

A 62,3%
A 52,20
A 50,29
A 48,9%
-_ 40,1%
A 38.4%

— 27,4%

Changes in operational environment that put bankers under pressure in 2011
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' Development strategies
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Develop new businesses and reduce capital

consumption
] ¢« ] Adjust cust tructure & develop SME 56,6%
« 57% of respondents pick “adjust Just customer structure & develop
CuStomeI‘ StI‘llCtllI‘e and develop Focus on capital consumption and increase 52,0%
. 9 . it 2l affici
SME business” as a strategic focus | cEprraleTiciency
. Comprehensively promote risk management
1n 2011 and control capacity
Adjust business structure & stresson
« . . ) y .
« 52% chose “pay attention to capital strategicnew industries
. R . . ’ Optimise asset-liability structure
and Imcrease Capltal efflCIenCy Energetically develop and rationally apply
financial innovation
Actualise characteristic comprehensive
operation
Optimise channel construction
Perfect corporate governance architecture
Three major aspects for strategic adjustment of
the Chinese banking industry in 2011
Chinese Bankers Survey 2011 31 October 2011
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Emphasis on developing new businesses of
low capital consumption

« When selecting a new business to Investment banking

develop, the top three are: Wealth management and private banking

- investment banking Banking financial management product

- wealth management and private e-banking

banking Underwriting of debt financing instrument

- innovative deposit and wealth Bankcard

management products to New payment settlement
improve competitiveness in

attracting customer deposits

Assettrusteeship
Concurrent fund and insurance sales

Endowment

New businesses of low capital consumption to be
emphatically developed by banks
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Rational assessment of interest rate liberalisation

« 81% of respondents believe interest rate liberalisation can “promote banks to
accelerate transformation and optimise business structure”

« 64.4% feel it may lead to “malicious competition, solicitation of deposits with high
interest rate and malicious lending”

« 55% expect interest rate liberalisation to happen in the next 3 to 5 years

This year,
3.3%

Next year and

after, 13.6%

Coming 3to 5
years, 55.0%

Time window for advancing interest rate liberalisation
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Strong desire to expand overseas and cross-
regional operations

« An estimated two-thirds of respondents feel overseas expansion should proceed
steadily

« Nearly 60% of city commercial bank respondents have started cross-regional
operations and will continue to expand

« Strong prospects in cross-border RMB trade settlement business

« However, various hurdles need to be resolved, such as “non-market driven mechanism

for RMB exchange rate,” “limited investments channels for offshore RMB” and
“restriction on conversion”

exchange rate
Limited investment channels for offshore RMB _ 47,2%
Restriction on conversion affects overseas _ 38.4%
1

willingness to EME
Cross-border RMB funds may be restricted

by guota mechanism or case approval _ 21.8%
1

procecurs

Limited scale and depth of Ho ong's RM
imit ale and depth of Hone Kong's RMB _ 19,4%
offshore market

) Major hurdles for cross-border trade settlement in RMB
Chinese Bankers Survey 2011
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'Business development

Chinese Bankers Survey 2011 31 October 2011
PwC 13



| Major challenges for Chinese banks in 2011

« “Increased competition to attract deposits ” viewed as critical, rising 5% from a year
before

» &«

« “Increased competition among banks”, “scale of loans are reduced” and “cost of funds
continue to rise” listed as other major challenges

« Responses to challenges — developing financial advisory, wealth management and
private banking

Innovate in deposit and financial management products

With corporate-private interlink, develop individual savings business of
corporate customers

Provide value-added services

Input special fund support and strengthen customer marketing
Recruit experienced customer managers

Develop foreign-currency deposits

Measures taken by banks to attract more deposits within the marketplace
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PwC 14



Small business lending and financial advisory

business top priorities

« For third year in a row, small business
lending remains respondents’ main
driver of corporate business

« 76.9% identified developing small
business loan products as the main
driver of corporate business in next
three years

« Importance of financial advisory rises
from 4th place in 2010 to 2nd in 2011

« Financial advisory fees seen as
important source of future income

Chinese Bankers Survey 2011
PwC

Small business loan
Financial planning

Cash management

Large group loan

International trade financing
and guarantee

Custodian

Bond underwritingl

Payment settlement
Bill discount

Project financing

Escrow

Agency service
Endowment business
M&A loan

Derivative trading
Offshore business
Auto finance

Guarantee

76,9%

Development priorities of corporate financial business

31 October 2011
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Increasing focus on energy-efficiency and
environmental protection industries

« Mechanical manufacturing industry ecnsnicl manutacturme bl

(46%) tops respondents’ lending targets Legistes Al

* I-igh’.'a-,'ar'crailwa-,'trarsp:-rtati:-r'iﬁjﬂk

1n 2011 Petrochemical |, T Al

. Power and fL.EIga:?\&E\Ij_k

« Increasing support for development of Commerce and trase 8
advanced manufacturing and modern Teenice g S5l

. . . 5:-:ia|:sru'i:s”§%j_|i
services industries poet 11 4

, . P.-’Eci:irsg'g';'q'ﬂk

° TO Support the government S 12th Flve Agriculture, forastry, animal husbancry and fishery b st |l
Year Plan, energy efficiency and P AL

Metallurgy (inclusive of iron & steel, non-ferrous mstalj-%E )

enViI'OIlmeIltal pI'OteCtiOIl industries Will Aviation and asr:-:p-a:em;gmi
be the key focus in Credit eXtenSiOIl Building and installation {or :i-.'ilv.':-rks:nﬁmi )

Srip-t-LiIcirgﬁlJii:ﬂk
=
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_Esa‘cilssjj_g/qﬂk

Main industry focus of credit investment in 2011
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'Risk management and internal
control
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Major risk concerns of Chinese banks

 Increasing concerns over risks in
real estate market (67%) and local
government financing vehicle
(LGFV) loans (60%)

Chinese Bankers Survey 2011
PwC

Risk due to sharp adjustment of real estate market

67,2%

Concentrated risk of government financing
vehicle

59,7%

47,7%

Credit risk due to realignment of industry sectors

37,0%

Tightening of monetary policy leads to liquidity

stress
27,8%
Excessively high concentration of loans
18,3%
Risk due to declining profitability of enterprise
14,7%
Cross-risk of credit market and capital market due
to enhanced comprehensive operation 14,2%
Impact of market fluctuation on collateral value 13,4%

Risk ranking in the Chinese banking industry

31 October 2011
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Increasing focus on operational risk

o For first time, operational risk ranks Sredit risk
1 Tactical risk Market risk
first for respondents due to fraud actical fsk" 5 arket ris
concerns

« Implementation of Basel II and
Basel III also accelerating Strategic risk
importance of operational risk
management Reputation risk

Compliance risk

Legal risk

Risk by priority in 2011 survey

Chinese Bankers Survey 2011 31 October 2011
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Systemic financial risk less likely, but regional

risk a rising concern

« Improvements in risk management protocols in Chinese banks

« 74.5% of respondents believe outbreak of systemic risk as less likely

« 48% say there’s a possibility of an outbreak of regional risk

« Rising concerns over concentrated exposure to local government financing
vehicles and real estate, and risks arising from private sector credit extension

Definitely possible |0,7%

Highly possible I 3,4%
Possible 38,5% B 21,4%

Not very possible

48,7% NN 67.5%

Absolutely impossible B7.0%

® Regional risk B Systemic risk

Possibility of outbreak of systemic risk and regional risk

Chinese Bankers Survey 2011
PwC

36,0% e 0,0%

Central }

West . 38,2% R 1, 2% Absolutely impossible
Not very possible

= Possible
East || 39,9% B 1,3% _
= Highly possible
m Definitely possible
Northeast F 35,4% ek 0,0%

0% 20% 40% 60% 80% 100%

Possibility of outbreak of regional risk (by regions)
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Evaluation of supervisory system
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Four major regulatory instruments well received

« From 1 January 2012, CBRC will completely adopt the four major regulatory instruments - capital
adequacy, provision coverage, liquidity and leverage - as core indicators in the prudent regulatory
system

« Respondents believe the four major regulatory instruments correspond well with implementation
of Basel IT and Basel III

Adequacy of the four major regulatory instruments in China’s implementation of Basel Il and Basel lll

Capital adequacy ig\)/\grs;gg Liquidity Leverage
Suitability to China 4.19 4.09 4.01 3.91
Timing for implementation and compliance 3.96 3.95 3.90 3.83
Scope of application 4.08 4.05 3.99 3.97

Note: maximum score is 5

« Potential negative effects of the 2.5% provision-to-loan ratio (loan provision/loan balance) - 52.1%
of respondents feel the requirement ignores the varying asset quality of different commercial banks’

Chinese Bankers Survey 2011 31 October 2011
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Benefits in drawing on latest developments in
international regulatory practices

« 86.1% of respondents say regulatory framework linked with economic cycle is
more appropriate for China

« Enhanced supervision of systemically important financial institutions (SIFIs)
would restrict credit expansion, enhance stability of banking system and
banks’ risk management capacity

« Proposal to include the shadow banking system into financial regulatory

framework .
Establish the regulatory framework linked with _ 86,1%

economic cycle

Enhance the supervision over SIFls _ 67,6%
Include the ‘shadow banking system’ into the financial _ o
regulatory framework 67'0 %
Enhance the protection of financial investors
0
andconsomers RN 5.6%

Strengthen the coordination between regulatory'
authorities of parent country and host country to _ 24.7%
reduce cross-border transfer of risk: !
International regulatory reforms which are relevant in banking supervision in China

Chinese Bankers Survey 2011 31 October 2011
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Additional capital requirement for SIFls

« 83.6% of respondents pick ‘size’ as the most important factor for determining
systemically important banks

e Industrial and Commercial Bank of China, Bank of China, China Construction
Bank, Agricultural Bank of China and Bank of Communications considered by
respondents as systemically important banks

Size 83,6%
Substitutability

Cross-border activity

Interconnectiveness

Complexity

Externality

Criteria for determining systemically important banks

Chinese Bankers Survey 2011 31 October 2011
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' The bankers’ satisfaction

Chinese Bankers Survey 2011 31 October 2011
PwC 25



High evaluation of job satisfaction

« Respondents express high job satisfaction from all aspects, especially work
environment, job content and sense of achievement

« Low satisfaction on salary level

« ‘Learning’ and Working’ are the most common activities during holidays

Compensation
4,20

Work hours Self-learning 65,8%

Work 56,5%

Social

activites 48,2%

accomplishment Entertainment 25,1%

I

Rating of work-related satisfactory level How Chinese bankers spend their holidays
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Prospective views
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|
Projection of income growth and profit

« Lower revenue and profit growth rates for next three years

« Intermediary services continues to be impetus for profit growth

100% -
90% -
80% -

70% -

60% -
50% -
40% -
30% -
20% -

10% -

0% EEE—

2011 2012 2013

m<0 0—20% ®21%—50% ™51%—100% ™>100%

Projected revenue growth rates of interviewed banks over the next three years
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Reduction of
tax
expenditure,

1.0%

Improvement
of cost-income
ratio, 18.3%

Growth of
intermediary
services,

Improvement 41.2%
of assets
quality, 18.7%

Drivers for future profit growth according to interviewed banks

31 October 2011
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Projection of non-performing loan ratio and
capital adequacy ratio

« Non-performing loan ratio to remain at same level as in 2010

« 90% of respondents believe that non-performing loan ratio will remain below

5% in next three years
>15.0%, <8.0%,

100% ~ 4.6% 1.7%

90% -
80% 1 43,0%
70% -
60% -
50% -
40% -
30% - 48,9%
20% -
10% -

0% |— WPR/M =~ EvEE 0000 WvENE

2011 2012 2013
E>10% ©6%-10% ®m1%-5% m<1%
Projected non-performing loan ratio over the next three years Projection of CAR by end of year 2011
Chinese Bankers Survey 2011 31 October 2011
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Thank you

This publication has been prepared for general guidance on matters of interest only, and does
not constitute professional advice. You should not act upon the information contained in this
publication without obtaining specific professional advice. No representation or warranty
(express or implied) is given as to the accuracy or completeness of the information contained
in this publication, and, to the extent permitted by law, [insert legal name of the PwC firm], its
members, employees and agents do not accept or assume any liability, responsibility or duty of
care for any consequences of you or anyone else acting, or refraining to act, in reliance on the
information contained in this publication or for any decision based on it.

© 2011 PricewaterhouseCoopers Limited. All rights reserved. In this document, “PwC” refers to
PricewaterhouseCoopers Limited ,which is a member firm of PricewaterhouseCoopers
International Limited, each member firm of which is a separate legal entity.



