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Chairman’s Statement

1 [ | 9 2 gl\/lillion Units

In 2016, the Beijing Brand, Beijing Benz, Beijing Hyundai and Fujian Benz sold
1.929 million units of vehicles in total, representing a year-on-year increase of
16.4%

RMBG [ | 3 7Billion

In 2016, the net profit attributable to equity holders of the Company amounted
to RMB6.37 billion, representing a year-on-year increase of 91.9%

DEAR SHAREHOLDERS,

On behalf of the Board of Directors (the “Board”), | am
delighted to present the 2016 Annual Report of BAIC
Motor Corporation Limited (the “Company”, together with
its subsidiaries, the “Group”).

During 2016, the economic growth of China moved into
a “new normal”, under which the economic acceleration
was “changing gear”, and China was making the transition
to a new form of economic engines. The estimated
annual growth rate of GDP is 6.7%%, which indicated
that the stable economic development advanced. For
passenger vehicle industry, our Group achieved notable
performance that dramatically outperformed the growth
of GDP, thanks to the optimization of industrial structure
led by the policy. According to the statistics of the China
Association of Automobile Manufactures (the “CAAM”) ,
the sales volume of passenger vehicles in 2016 amounted
to 24.377 million units, representing a year-on-year
increase of 14.9%, and we have kept our leading position
in the largest vehicle market in the world. Among them,
the sales of SUV products recorded a growth of 44.6%,
which indicated that SUV products were the absolute
driving force of the industrial growth. Meanwhile, the
sales of domestic-branded passenger vehicles recorded
an increase of 20.5%, which far outpaced the average
growth rate in the industry.

4 The preliminary calculation result of the National Bureau of
Statistics. Source: National Bureau of Statistics, January 21,
2017.
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Chairman’s Statement

Year 2016 marks the start of the “13th Five-year Plan
period”. Our Group rigidly adhered to the general line of
“implementing supply-side structural reform”. By virtue of
structure optimization, reform facilitation and innovation
promotion, we successfully accomplished the annual
operating plan, and made a good start at the beginning
of the “13th Five-year Plan period”. In 2016, following the
launch of new models with high competitiveness, the
proprietary Beijing Brand, Beijing Benz, Beijing Hyundai
and Fujian Benz sold 1.929 million units of vehicles in
aggregate, with a year-on-year increase of 16.4%. In
2016, the net profit attributable to equity holders of the
Company amounted to RMB6,366.9 million, representing
a year-on-year increase of 91.9%. Meanwhile, to
safeguard Shareholders’ investment returns, the Board
has proposed to declare a year-end dividend of RMBO0.29
per Share (tax inclusive) to Shareholders.

The said outstanding achievement can be attributed to
the following strategic factors: firstly, the proprietary
Beijing Brand is well-positioned to leverage on its
core competence, based on its extensive experiences
accumulated over years; secondly, we optimise our
structure to comply with the trend of consumption
upgrade, as such we can precisely capture business
opportunities under the new normal economy; thirdly,
we have implemented strategic transformation in an
unwavering manner so as to achieve an innovation-driven
goal.

Year 2017 is expected to be another challenging year. We
expect that the directions of macroeconomic policies in
China will remain unchanged in three aspects, namely the
continuation of the general principle of making progress
while maintaining stability, the concept of adopting
proactive fiscal policies and stable monetary policies,
and the main development route of promoting supply-
side reforms.
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In the new year, under the influence of macroeconomic
policy, our Group will actively leverage on the new normal
of development in passenger vehicle industry. We will
strive to follow the central ideas of improving both quality
and efficiency, achieving strategic transformation, as
well as implementing supply-side structural reforms. For
the purpose of accomplishing the important missions
including focusing on development of our proprietary
brands, making breakthroughs of joint venture brands,
maintaining our leadership in new energy vehicles
market, deepening internationalization and promoting
in-depth reforms of the state-owned enterprises, we will
continue to strengthen our abilities in open cooperation
and corporate governance, and ensure that our efforts
are well-targeted and precise, as well as continue to
reinforce and develop our core competitiveness, in order
to achieve strategic targets set for the “13th Five-year
Plan period”.

Last but not least, | would like to express my heartfelt
gratitude to all our staff and business partners for their
hard work, and to our Shareholders for their long-lasting

support!
Chairman

{? Faq
Xu Heyi

March 23,2017



Summary of Financial and Performance Information

FIVE-YEAR FINANCIAL SUMMARY

Summary of consolidated financial information of the Group for 2012 to 2016 is as follows:

(Unit: RMB million)

ltem For the year ended December 31

2016 2015 2014 2013 2012
Revenue 116,199 84,112 56,370 12,782 3,520
Cost of sales (89,967) (68,835) (47,387) (12,367) (3,688)
Gross profit/(gross loss) 26,232 15,277 8,983 415 (168)
Selling and distribution expenses (10,603) (8,002) (5,646) (2,203) (1,031)
General and administrative expenses (4,298) (4,039) (3,455) (1,316) (506)
Other gains, net 189 1,244 1,540 620 1,856
Financial costs-net (468) (416) (533) (474) (158)
Share of profit of joint venture 3,917 4,102 5,712 5,987 3,835
Share of profit/(losses) of associates 300 155 97 36 (43)
Profit before income tax 15,269 8,321 6,698 3,065 3,785
Income tax expense (3,733) (1,999) (857) (114) (226)
Profit for the year 11,536 6,322 5,841 2,951 3,478
Attributable to
Equity holders of the Company 6,367 3,319 4,511 2,714 3,417
Non-controlling interests 5,169 3,003 1,330 237 61
Total assets, total liabilities and As of December 31
non-controlling interest 2016 2015 2014 2013 2012
Total assets 168,900 127,393 109,859 85,396 31,782
Total liabilities 110,867 80,324 67,890 54,342 15,770
Non-controlling interests 17,873 12,059 8,614 7,362 215
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Summary of Financial and Performance Information

FIVE-YEAR PERFORMANCE SUMMARY

The sales volume® of vehicles of each passenger vehicle business segment of the Group for 2012 to 2016 is as
follows:

(Unit: unit)
. For the year ended December 31
Business segment
2016 2015 2014 2013 2012
Beijing Brand 457,082 337,102 309,648 202,280 77,561
Beijing Benz 317,069 250,188 145,468 116,006 103,445
Beijing Hyundai 1,142,016 1,062,826 1,120,048 1,030,808 859,595

Fujian Benz 12,568 - = - -

Note: The Company completed the change in industrial and administrative registration in respect of the acquisition of 35.0% equity
interest in Fujian Benz Automotive Co., Ltd. (“Fujian Benz”) on September 18, 2016. In addition, Fujian Motor Industry Group Co.
(*FJIMOTOR?”) shall act in concert with the Company in terms of the operation and management of Fujian Benz and other matters,
while the director(s) appointed by FIMOTOR shall exercise its rights as a director in concert with the Company. Therefore, Fujian
Benz has officially become a joint venture of the Company. The sales performance of Fujian Benz for 2016 is set out here.

Sales volume Revenue
(Unit: 10,000 units) (Unit: RMB million)
‘\
‘\»\°I° 192.9 116,199
0?“
1575 1650 oo
N 134.9 Al 84,112
N }c,@
104.1
56,370
‘V
12 782
3,520
|
2012 2013 2014 2015 2016 2012 2013 2014 2015 2016

Note: 1. It means total.

2. The total sales volume for 2012 to 2015 excludes
the sales volume of Fujian Benz. However, for
comparison purpose, when it comes to the change
in the sales volume of the Group between 2016 and
2015 in this report, the total sales volume of Fujian
Benzin 2015 is included as the base for calculation.

@ When referring to the sales volume of the Group in this report, it refers to the sales volume of wholesales.
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Company Profile and Business Overview

OVERVIEW

We are a leading enterprise of passenger vehicles
in China, and are one of the manufacturers with the
most optimized brand layout and business system.
Our brands cover business segments of joint venture
premium passenger vehicles, joint venture premium
business purpose vehicles, joint venture mid to
high-end passenger vehicles and proprietary brand
passenger vehicles, which can maximally satisfy
various customers’ demands, and we are also the
leader of pure electric passenger vehicle market in
China.

The Company completed its H Shares initial public
offering and was listed on the Main Board of the
Stock Exchange on December 19, 2014 (H Share stock
abbreviation: BAIC Motor; H Share stock code: 1958).

MAJOR BUSINESS OPERATIONS

The Group’s major business operations include
research and development, manufacturing and
sales of passenger vehicles and after-sale services,
production of core parts and components of passenger
vehicles, car financing and other related businesses.
We keep developing industry chains and strengthening
our brands.

Passenger vehicles

Currently, our passenger vehicle business is conducted
through four business segments, namely Beijing
Brand, Beijing Benz, Beijing Hyundai and Fujian Benz.

1. Beijing Brand

Beijing Brand is our proprietary brand, and the
Group holds the entire interest of Beijing Brand’s
business. Currently, business of Beijing Brand is
operated under four series, i.e. Senova, BJ, Wevan
and New Energy Vehicle, which are now selling
over ten models on the market, covering a full
range of sedan, SUV, CUV, MPV models and new
energy vehicles.

BAIC Motor Corporation Limited m Annual Report 2016

Senova

“Senova” is a mid to high-end passenger vehicle
product series under our proprietary brands
and targets customers who value both vehicle
performance and cost efficiency. “Dedication to
Performance” is the brand philosophy of Senova.

BJ

“BJ” series is a pioneer brand of BAIC which is
inherited from the half century long military
vehicle with a strong DNA of hard style off-
road vehicle. “Pure Cross-Country, Absolutely
Boundless” is the brand philosophy of BJ.

Wevan

The “Wevan” series focuses on CUV, MPV and SUV
models, and targets small and micro businesses
and individuals. “Leading to blissful future” is the
brand essence of Wevan.

New Energy Vehicle

Along with manufacturing of traditional oil-
powered passenger vehicles, Beijing Brand
business has also actively promoting production
of new energy vehicles that adapted from
traditional oil-powered car models, and it completed
the upgrading for new energy production
technologies in all manufacturing bases in 2015.
Beijing Brand business has advocating the
research, development and production of pure
electric new energy passenger vehicles, and
becomes a leader in pure electric new energy
vehicle business.



Beijing Benz

Beijing Benz Automotive Co., Ltd. (“Beijing Benz”)
is our subsidiary. The Company holds 51.0%
equity interest of Beijing Benz, while Daimler AG
(“Daimler AG”) and its wholly-owned subsidiary,
Daimler Greater China Ltd. (“Daimler Greater
China”), together hold 49.0% equity interest
of Beijing Benz. Beijing Benz commenced the
manufacturing and sales of passenger vehicles of
Mercedes-Benz brand in 2006.

Beijing Benz currently manufactures and sells
four types of Mercedes-Benz vehicles, namely
the E-Class sedan, the C-Class sedan, GLC-Class
SUV and GLA-Class SUV. In terms of wholesale
sales volume in 2016, Beijing Benz is the second-
largest producer of Chinese premium passenger
vehicles according to the data of the CAAM,
and its sales growth rate is higher than those
of its competitors, indicating robust growth
momentum.

Beijing Hyundai

Beijing Hyundai Motor Co., Ltd. (“Beijing Hyundai”)
is our joint venture. The Company holds 50.0%
equity interest of Beijing Hyundai through its
subsidiary BAIC Investment Co., Ltd. (“BAIC
Investment”), while Hyundai Motor Company
(“Hyundai Motor”) holds another 50.0% equity
interest of Beijing Hyundai. Beijing Hyundai
commenced the manufacturing and sales of
passenger vehicles of Hyundai brand in 2002.

Company Profile and Business Overview

Beijing Hyundai currently manufactures and sells
over ten types of vehicles, covering a full range
of major sedan models including middle class,
compact and AO class models, as well as SUV
models. In terms of sales volume in wholesales
in 2016, Beijing Hyundai is the fourth-largest
enterprise of joint venture brand passenger
vehicle in China according to CAAM.

Fujian Benz

Fujian Benz Automotive Co., Ltd. (“Fujian Benz”)
is our joint venture. The Company holds 35.0%
equity interest in Fujian Benz, and establishes
an act-in-concert agreement with Fujian Motor
Industry Group Co. (“FJMOTOR”), which holds
15.0% equity interest in Fujian Benz. The
consensus will be reached while making
decisions regarding the operation, management
and other matters of Fujian Benz, as well as
exercising the power by the directors appointed
by FJMOTOR. Daimler Vans Limited (Hong Kong)
holds the remaining 50.0% equity interest
of Fujian Benz. Fujian Benz commenced the
manufacturing and sales of multi-purpose
passenger vehicles and vans of Mercedes-Benz
brand in 2010.

Fujian Benz currently manufactures and sells
three major types of Mercedes-Benz vehicles,
including the V-class model, New Vito and
Sprinter, among which V-class model is the
updated version of Viano and New Vito is the
updated version of Vito. During 2016, Fujian Benz
recorded sales of 13 thousand units of vehicles
in total, representing a year-on-year growth of
87.5%.

BAIC Motor Corporation Limited m Annual Report 2016

11



12

Company Profile and Business Overview

Core parts and components for passenger vehicles
Besides manufacturing of whole vehicles, we also
produce engines, powertrain, and other core parts
and components for passenger vehicles through the
production bases of Beijing Brand, Beijing Benz and
Beijing Hyundai.

In respect of Beijing Brand, we manufacture engines
and other core automobile parts and components
through entities including BAIC Motor Powertrain Co.,
Ltd. (*Powertrain”), mainly for use in our whole vehicles
as well as for sale to other automobile manufacturers.
By digesting and assimilating Saab technology
and through the combination of co-operative and
independent development, we have completed the
product development of engines and gear boxes one
after another. Mass production of these products has
commenced and they are widely used on passenger
vehicle series such as Senova, Wevan and BJ, among
others. At the same time, we produce core parts and
components including camshafts and connecting rods
for supply to Benz, Hyundai, Fiat and a dozen other
automobile manufacturers.

Beijing Benz commenced to manufacture engines
in 2013, and has two engine factories. It is the only
engine manufacturing base of Mercedes-Benz brand
outside Germany. Its specific product offerings include
M270, M274 and M276 engines.

Beijing Hyundai commenced to manufacture engines
in 2004, and has three engine factories. Its specific
product offerings cover six major series including
Gamma1l.6 MPI/GDI and Gamma1.6 Turbo-GDI. These
engines are industry-leading in terms of technology
and power, mainly for use in Hyundai-branded
passenger vehicles manufactured by Beijing Hyundai.
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Car financing

We conduct car financing and automobile aftermarket-
related businesses of Beijing Brand, Mercedes-Benz
brand and Hyundai brand through associates including
BAIC Group Finance Co., Ltd. (“BAIC Finance”), Beijing
Hyundai Auto Finance Company Limited (“BHAF”) and
Mercedes-Benz Leasing Co. Ltd (“MBLC”).

In respect of Beijing Brand’s car financing business,
we have conducted group strategic cooperation with
various commercial banks, automobile financial
companies and lease finance companies, offering
clients great variety of financial products covering
all car models now selling on the market, lengthy
interest-free period and favorable discount loans.
The penetration rate of Beijing Brand’s car financing
business increased by approximately 7 percentage
points in 2016 as compared to 2015, boosting a rapid
growth of sales of Beijing Brand.

MBLC is our associate. The Company and Daimler
Greater China each holds 35.0% and 65.0% equity
interest of MBLC. During 2016, MBLC’s sale-leaseback
volume increased by more than 200%, while the
finance lease penetration rate of Mercedes-Benz-
branded passenger vehicle business increased by
approximately 3 percentage points as compared with
that of 2015, which clearly further stimulated the
sales of Beijing Benz’s new models.

BHAF is our associate. The Company holds 33.0%
and 14.0% equity interest of BHAF through its
subsidiary BAIC Investment and joint venture Beijing
Hyundai, while Hyundai Capital Services and Hyundai
Motor hold the remaining equity interest. During
2016, BHAF secured the third position in light of
the new retail loan contract volume, while Beijing
Hyundai’s penetration rate of retail loans increased by
approximately 7 percentage points as compared with
that of 2015. Meanwhile, treasury financing business
is formally launched, and business diversification
advances in a progressive manner.



Other related businesses

During 2016, we conducted research and development
of high-end passenger vehicles and light materials
and used car businesses through relevant associates.

CORE COMPETITIVENESS

Amid intense market competition during 2016, the
Group managed to maintain rapid growth, which
attributed to the following core competitiveness:

1. Highly complementary and competitive

business layout

Our passenger vehicle brand portfolio is profoundly
competitive and highly complementary. Our
business covers: Beijing Brand passenger vehicles,
which are technologically advanced and have
outstanding competitiveness in segmented
markets; Mercedes-Benz-branded premium
passenger vehicles, which have long history and
are taking leading position in China market; mid
to high-end passenger vehicles of Beijing Hyundai
joint venture, which have strong global strength
and are industry-leading in both sales and
quality; and Mercedes-Benz-branded premium
business purpose vehicles, which are leading the
domestic market. Our products cover different
market segments such as the joint venture brands
of premium and mid to high-tier markets and
proprietary brands for the mid to high-end and the
economical market segments. Our consumer group
consists of businessmen, officials and family users
with different requirements. These brands are
highly complementary yet not directly competitive
to each other; as such the whole brand portfolio is
very competitive.

Company Profile and Business Overview

Clearly defined and well-positioned
development strategies

In recent years, we have been focusing on
developing businesses in major market segments
with outstanding growth, and our strategic focus
targets at premium vehicle, new energy vehicle
and SUV markets. Together with improvement in
product layout and market expansion, we have
achieved great development performance in
aforementioned markets:

In regard to strategies for premium vehicles,
through deepening strategic co-operation with
Daimler AG, as well as investment in Fujian Benz,
Beijing Benz and Fujian Benz form two-wheel
driven positive interaction;

In respect of strategies for SUV, during 2016, the
sales percentage of SUV products of Beijing Brand,
Beijing Benz and Beijing Hyundai increased to
52.8%, 48.6% and 33.7% respectively, quickly
capturing the market share of each segment;

In regard to strategies for new energy vehicles,
Beijing Brand is a leader of the pure electric new
energy passenger vehicles market in China. In
2017, Beijing Brand will continue to build on its
success to further enrich its new energy product
offerings. Meanwhile, Beijing Hyundai has also
announced its commitment to implementation
of the new energy strategic “NEW” program, and
is expected to launch nine notable new energy
models by 2020, as well as applying various new
technologies.

We believe that our comprehensive product
portfolio has been and will continue to be a key
that enable us to seize opportunities in rapidly
growing passenger vehicle market in China.

BAIC Motor Corporation Limited m Annual Report 2016
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Company Profile and Business Overview

3. Diversified equity structure and good

strategic partnership

Our Controlling Shareholder is Beijing Automotive
Group Co., Ltd. (“BAIC Group”), which is one of
the top five automobile groups in China, and
ranked 160th among Fortune’s Global 500
companies in 2016. Our shareholders include
state-owned investment platform, key state-
owned enterprise, Daimler AG, related strategic
and financial investors, which is a diversified and
internationalized equity structure.

For joint venture cooperation, we have established
sound strategic partnerships with Daimler AG
and Hyundai Motor in respect of passenger
vehicle businesses within China, whereby it
can further enhance the strategic depth and
breadth of cooperation between both parties,
and strengthen effectiveness of such strategic
partnership.

We believe that the diversified and internationalized
equity structure and sound relationship with
strategic partners will help enhance our brand
value and reputation and provide strong support
for our long-term development for the business
of the Group.

4. International management team with

remarkable track records

We believe our excellent management team
is particularly important for the long-term
development for the business of the Group.
Members of our senior management have more
than 20 years of relevant industry experience
on average, and have accumulated extensive
corporate management experience in a number
of leading automotive enterprises in international
and domestic markets. The above management
team structure enables us to forecast passenger
vehicle trends and technologies as well as
development pattern of the industry in future, in
order to formulate highly efficient and visionary
development strategy.
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5. Advanced manufacturing, technologies,

quality and process management

We have specialized production facilities to
manufacture and assemble passenger vehicles
to improve efficiency and maintain product
quality standards, as well as save unit product
cost through production expansion. All of our
brand production facilities are equipped with
flexible production lines, as such we can apply
differentiated production processes for different
types of passenger vehicles. In order to ensure
quality production operation, we carry out
regular maintenance of the production facilities.
Meanwhile, we have set up and implemented
stringent quality control systems that comply
with national and international standards, as we
attach great importance to the consistency of
product quality.

CONTROLLING SHAREHOLDER

BAIC Group is the sole Controlling Shareholder of the
Company and held 44.98% equity of the Company as
of the Date of Issue of the Report. BAIC Group is one of
the top five automobile manufacturing groups in China
with over 50 years’ history. It has now developed into a
diversified business and has become a comprehensive
and modern automobile conglomerate integrating
vehicle research and development and manufacturing,
components manufacturing, automobile service trade,
education and investment and financing business,
as well as incubation of new industries. The Group
is a key passenger vehicle resource and business
development platform built by BAIC Group.



Company Profile and Business Overview

SIMPLIFIED SHAREHOLDING STRUCTURE

The following chart sets out the major shareholding and investment structure of the Company at the end of 2016:

13.82% 13.54% 44.98% 10.08% 17.58%

BAIC Motor Corporation Limited
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Company Profile and Business Overview

THE INDUSTRY DEVELOPMENT OF PASSENGER
VEHICLES DURING 2016

During 2016, China’s economy moved to a new normal
situation, with an initially estimated GDP growth rate
of 6.7%. The stable economic operation advanced,
which marked a good start of the “13th Five-year Plan
period”. In the beginning year of supply-side structural
reforms, the policy of “address overcapacity, reduce
inventory, deleverage, lower costs, and bolster areas
of weakness” received initial success, with increasing
economic growth factors. According to the statistics of
the CAAM, during 2016, production and sales volume
of passenger vehicles in China amounted to 24.421
million units and 24.377 million units, representing an
increase of 15.5% and 14.9% as compared with that of
the corresponding period last year. The development
of passenger vehicle industry had a significant boost
to GDP growth. Meanwhile, the passenger vehicle
industry showed the following characteristics in the
year:

In terms of segmented market, SUV products
continued to maintain rapid growth, with a growth
rate of 44.6%, and its market share increased by
approximately 8 percentage points to 37.1%. Growth
rate of MPV products amounted to 18.4%, while
sedan products achieved a turnaround and recorded a
positive growth of 3.4%.
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In terms of series market, the sales volume of
Chinese-branded passenger vehicles amounted to
10.529 million units with a year-on-year increase
of 20.5%, and the market share of those vehicles
increased to 43.2%, representing a year-on-year
growth of 2 percentage points. Among them, the sales
volume of Chinese-branded SUV amounted to 5.268
million units with a year-on-year growth of 57.6%, and
accounted for 58.2% of total sales of SUV, increased
by 4.8 percentage points year-on-year. Following
steady improvement in product quality, as well as
gradual establishment of research and development
processes, standards and systems, Chinese-branded
vehicles have growing international influence.

Meanwhile, new energy passenger vehicles
maintained explosive growth, of which production
and sales volume of pure electric passenger vehicles
amounted to 263 thousand units and 257 thousand
units respectively, increased by 73.1% and 75.1%
as compared with that of the corresponding period
last year; production and sales volume of plug-in
hybrid passenger vehicles amounted to 81 thousand
units and 79 thousand units respectively, increased
by 29.9% and 30.9% as compared with that of the
corresponding period last year.

In addition, driven by changes in consumption
subjects and concepts of China automobile market,
as well as favorable policies of the car financing
industry, the proportion of consumers using credit for
car purchase has continued to climb. During 2016, the
volume of new retail loan contracts of car financing
companies increased rapidly as compared with that of
2015. As an emerging sector in traditional automotive
industry, car financing business captures further
attention and favor from the market.



BUSINESS OPERATIONS OF THE GROUP IN 2016

Production and sales of various brands

In 2016, the Group adhered to its established
development strategy. Beijing Brand, Beijing Benz,
Beijing Hyundai and Fujian Benz recorded sales of
1.929 million units of vehicles in total with a year-on-
year increase of 16.4%, continuing to outperform the
overall level of the passenger vehicle industry.

1. Beijing Brand

During 2016, Beijing Brand’s passenger vehicles
recorded sales of 457 thousand units with a
year-on-year increase of 35.6%. The growth rate
is much higher than the general industry level
and the overall growth rate of the brands in
China, which clearly indicates the momentum for
accelerated growth. Among them, Senova Series
recorded sales of 201 thousand units, increased
by 65.1% year-on-year; BJ Series recorded sales
of 28 thousand units, increased by 619.7% year-
on-year; Wevan Series recorded sales of 180
thousand units, decreased by 5.8% year-on-year;
new energy passenger vehicles recorded sales of
48 thousand units, representing a year-on-year
increase of 138.7%.

Company Profile and Business Overview

The following chart shows the sales volume of
Beijing Brand over the past five years:

(Unit: 10,000 units)
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In respect of product structure, thanks to the
advancement of “E+S” (new energy vehicle
models + SUV models) strategy, the optimization
of Beijing Brand’s product structure continues.
During 2016, Beijing Brand’s new energy and SUV
products recorded sales of 290 thousand units,
and their sales proportion increased to 63.3%.
These products have become key elements for
brand development.
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Company Profile and Business Overview

Sales proportion of each of the Beijing Brand’s product categories is as follows:

2015

16.1% }}

W sedan MW SUV New Energy m MPV

In respect of SUV products, during 2016, Beijing
Brand’s SUV products recorded sales of 242
thousand units with a growth of about 6.1 times
year-on-year, and four new models, namely
Senova X55, Senova X35, BJ20 and Wevan S50,
were launched in the year, of which Senova X25
products recorded a total sales of 76 thousand
units throughout the year, while the monthly
sales of Senova X35 continued to surge, with
peak sales of over 16 thousand units.

For new energy products, Beijing Brand continued
to maintain its leadership in pure electric new
energy vehicle industry. The annual sales of
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2016

63.3%

new energy vehicles amounted to 48 thousand
units with an increase of 138.7% year-on-year,
while the monthly peak sales broke the level of 7
thousand units. According to the overall sales of
pure electric passenger vehicles released by the
CAAM, Beijing Brand’s pure electric new energy
passenger vehicles secured a leading market
share in 2016.

In terms of production lines, Beijing Brand fully
completed the strategic layout and investment of
products for one automobile generation in 2016,
so as to establish a product system with better
competitiveness in new energy, SUV and MPV
markets.



Beijing Benz

During 2016, Beijing Benz continued its explosive
growth, and it recorded sales of 317 thousand
units. With a sales growth of 26.7% year-on-year,
which was much higher than that of other joint
venture premium branded passenger vehicle
manufacturers, Beijing Benz continued to lead
the rapid growth of premium vehicle market in
China.

The following chart shows the sales volume of
Beijing Benz over the past five years:

(Unit: 10,000 units)

‘\

«Q"flo
* 25.0
iad
‘V
14.5
11.6
] ' '

2012 2013 2014 2015 2016

Along with the growth, the optimization of Beijing
Benz's product structure also continues. New
models are recognized by the market, achieving
rapid growth in sales volume. In August 2016,
Beijing Benz launched Brand New Mercedes-
Benz E-class long-wheelbase sedan and Brand
New standard-wheelbase E-Class sedan
subsequently. Since then, all series under
Beijing Benz have completed their renewal
and replacement, as such its competitiveness
is further reinforced. In September 2016, the
new model shortly recorded monthly sales of 8
thousand units, and its monthly sales exceeded
10 thousand units in four months after its launch.

Company Profile and Business Overview

Along with rapid growth in production and sales
volume, Beijing Benz also promotes further
capacity construction. During 2016, phase two
construction of Beijing Benz’s engine plant
was completed, and the plant has commenced
production. Meanwhile, Beijing Benz continued to
facilitate the expansion construction of vehicle
factory, so as to provide security for further
expansion of production and sales.

During 2016, Beijing Benz won the title of
“2016 Global Best Operating Factory — Best
Manufacturer in Large Scale”, becoming the
first vehicle manufacturing enterprise in China
granted this award. This Award was jointly
organized by A.T. Kearney and “Produktion”, a
financial journal in Germany, with an aim to
identify and recognize enterprise models in
global manufacturing industry.

BAIC Motor Corporation Limited m Annual Report 2016
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Beijing Hyundai

During 2016, Beijing Hyundai's passenger
vehicles recorded sales of 1.142 million units with
a year-on-year increase of 7.5%. Its sales volume
secured the fourth position in joint venture
brands.

The following chart shows the sales volume of
Beijing Hyundai over the past five years:

(Unit: 10,000 units)
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During 2016, product structure of Beijing Hyundai
was further optimized. Sales volume of SUV
products increased by 30.1% year-on-year, and
the proportion of D+S (D class sedans + SUV
models) further increased to 50.3%. Meanwhile,
according to the automobile product satisfaction
survey conducted by J.D.Power®, Beijing Hyundai
ranked top three in SSI, CSl and 1QS” during 2016,
highlighting its excellent product quality.

During 2016, in order to cater to the industry
development and consumption upgrade, Beijing
Hyundai was committed to the implementation
of new energy strategy, and launched more
appealing T-power models. In respect of new
energy strategy, Beijing Hyundai announced
“NEW” Plan, under which Beijing Hyundai plans
to launch nine notable new energy models by
2020, and it completed the announcement of
the ninth-generation hybrid-powered Sonata in
2016; in regard to T-power strategies, through
the launch of Mistra, additional 1.6T model of
IX25, the ninth-generation Sonata and the brand
new, flagship face-lifted T-power models of
Santa Fe and Ward’s 10 Best 1.4T Engine, Beijing
Hyundai substantially increased the proportion
of T-powered models, so as to enhance its brand
image.

In October 2016, Beijing Hyundai’s Cangzhou
factory officially put into operation so as to
effectively alleviate the pressure on production
capacity of Beijing Hyundai, and provide capacity
reserves for seizing market share in future.

Fujian Benz

In March 2016, Fujian Benz released the Mercedes-
Benz V-Class multi-purpose passenger vehicles;
in September 2016, Fujian Benz released
the Mercedes-Benz New Vito multi-purpose
passenger vehicles. Driven by these two new
products, Fujian Benz recorded sales of 13
thousand units in 2016 with a year-on-year
increase of 87.5%, achieving positive momentum
of development.

J.D.Power is a brand under McGraw Hill Financial in the U.S, providing insight and solutions on customer satisfaction and

improvement on performance.

SSI refers to the index of satisfaction on the vehicle sales in China; CSI refers to the index of satisfaction on after-sale services;

1QS refers to research of quality of new vehicles in China.
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Production facilities

We have specialized production facilities to
manufacture and assemble products. All of our
manufacturing bases are located in China, and are
equipped with advanced production facilities. All of
our production facilities are equipped with flexible
production lines, which allow each production line to
produce different model of passenger vehicles. We
believe that this not only allows us to flexibly change
production plans and respond quickly to changes
in market demand, but also reduces our capital
expenditures and operating costs.

Sales network

The Group always attaches great importance to the
interests of customers, and strives to optimize its
product-service system, in order to guarantee that
product distributors and customers are able to receive
timely, efficient, accurate and high quality services.
During 2016, the Group strengthened its efforts in
widening penetration of automobile sales network.
Especially for Beijing Brand and Beijing Hyundai,
the Group vigorously promoted the construction of
satellite stores, so that the automobile sales network
is no longer confined to the traditional 4S shop model,
enhancing its sales efforts.

Research and development

The Group believes that our research and development
capability is critical to the future development.
During 2016, our various brands vigorously boosted
construction of research and development system and

Company Profile and Business Overview

During 2016, Beijing Brand made greater breakthroughs
in research and development in areas including design,
power, electric vehicles, VoC8, performance and light
weighing. Particularly in the field of electric vehicles,
Beijing Brand completed the development of first pure
electric SUV in the industry, as well as high-end pure
electric vehicle models with mile range of 400km.
Meanwhile, at the CES® held in January 2017 in Las
Vegas, the Company announced the intelligent strategy
named “NOVA-PLS”

Currently, Beijing Benz has the largest research
and development center among all joint venture
enterprises with Daimler AG, within which there are
seven state-of-the-art laboratories testing climate
corrosion, vehicle emissions, engines and vibration
noise, as well as trial production workshops and test
runway, which provides major technical support for
research and development and manufacturing of
Mercedes-Benz’s domestic models.

During 2016, Beijing Hyundai commenced the
development project of pure electric vehicle Elantra,
completed the development and validation of thirteen
imported and facelifted models including Lingdong,
the ninth-generation hybrid-powered Sonata and
Verna, finished the fuel consumption improvement
for models such as new Santa Fe and ix35, as well as
accomplished revalidation of the fuel consumption
of models including New Tucson, and therefore the
corporate average fuel consumption meets the policy
requirements.

capacity.
9 Voice of Customer, refers to the research on customers’ demand for products.
g International Consumer Electronics Show (CES), a show hosted by Consumer Technology Association (CTA), with a view to

promoting the integration of cutting-edge electronic technology with modern life. Starting from 1967, the show has become the
platform for major electronics companies around the world to release product information, demonstrate their capability in high

technology and advocate the future lifestyle.
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Joint venture cooperation and industrial chain
extension

During 2016, the Group made great accomplishments
in capital operation, and took the following major
initiatives to broaden the scope of cooperation, extend
the industrial chain and expand the business market,
so as to further enhance its competitiveness.

1. Acquiring interests of Beijing Electric Vehicle

On March 24, 2016, the Company entered into a
capital increase agreement with Beijing Electric
Vehicle Co., Ltd. (“Beijing Electric Vehicle” or
“BJEV”), a subsidiary of BAIC Group for the
subscription of additional shares issued by
Beijing Electric Vehicle. Upon subscription, the
Company holds 6.5% equity interest of Beijing
Electric Vehicle. The transaction has now
been completed. The capital increase allows
the Company to further deepen the business
operation and synergies in the area of new energy
vehicles, further expand its strategic industrial
deployment, share the result of Beijing Electric
Vehicle’s development and maximise the interests
of Shareholders.

2. Acquiring interests of Fujian Benz
On September 18, 2016, the Company completed
the change in industrial and administrative
registration in respect of the acquisition of
35.0% equity interest in Fujian Benz, and as
FJMOTOR acts in concert with the Company,
Fujian Benz has officially become the Company’s
joint venture. The materialization of the equity
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transaction further extends and deepens
the cooperation between the Company and
Daimler AG (among other partners), achieving
an overall strategic cooperation among the
partners in respect of the Mercedes-Benz
brand. Meanwhile, the equity transaction also
enriches the Group’s product lines, and achieves
joint market exploration by capitalizing on all
partners’ technologies, talents and strategies,
which is in the interests of the Company and its
Shareholders as a whole.

Capital increase to MBLC

On October 21, 2016, the Company and Daimler
Greater China entered into a capital increase
agreement, pursuant to which both parties
contributed an aggregate amount of RMB500.0
million to MBLC in proportion to their respective
shareholding in MBLC. Of which, the Company
contributed RMB175.0 million, and it holds
35.0% equity interest in MBLC after capital
increase. Driven by, amongst others, successful
development of automobiles under the brand of
Mercedes-Benz in the PRC, MBLC'’s sales volume
has been rapidly increasing in the recent years. It
is expected that MBLC’s sales volume will further
expand in the next few years following the rapid
development of the PRC’s automobile leasing and
automobile financial market. It is expected that
the contribution will help indirectly expand the
sales volume of new vehicles sold by Beijing Benz,
which will bring higher return on investment for
the Company and the Shareholders.



Establishment of BAIC South Africa

On November 7, 2016, BAIC Hong Kong Investment
Corp. Limited (“BAIC Hong Kong”), the Company’s
wholly-owned subsidiary, entered into a
subscription agreement and a shareholders’
agreement with The Industrial Development
Corporation of South Africa Limited (“IDC”),
Investment Universe Co., Limited (“Investment
Universe”) and BAIC Automobile SA Proprietary
Limited (“BAIC SA”) in respect of the
establishment of BAIC SA. BAIC SA will serve
as the importer and manufacturer of “BAIC”-
branded vehicles, components and parts in
South Africa. Upon the establishment of BAIC SA,
BAIC Hong Kong will hold 20% equity interest in
BAIC SA. Setting up an automotive production
plant in South Africa serves as the first step and
milestone of the Group in its internationalization
strategy, opening up a wider market for the Group
in terms of customer base, human resources and
technological resources.

Company Profile and Business Overview

PROSPECT FOR THE DEVELOPMENT OF
PASSENGER VEHICLE INDUSTRY IN 2017

In 2017, it is expected that market demand for
passenger vehicles in China is subject to the influence
from curtailment of vehicle purchase tax incentives,
and intensive launch of new models by various
automobile companies will result in intensified
competition. According to the forecast of the State
Information Center, it is expected the growth rate of
traditional passenger vehicle market in China will
amount to approximately 6.5% in 2017. Meanwhile,
the Group expects that the industry development will
have the following characteristics:

1. Chinese brands continue to thrive

By virtue of the outstanding performance in
the SUV market, Chinese brands are expected
to maintain rapid growth in 2017. According to
the forecast of the State Information Center, it
is expected that passenger vehicles of Chinese
brands will record a year-on-year growth of
approximately 8.0% in 2017.

2. Increasing demand for premium vehicles

In 2017, market demand for premium vehicles in
China is expected to remain robust. In the midst
of maintaining rapid growth, new opportunities
and challenges will also arise. The traditional
three major German brands hold 90% market
share of the segmented market over a long period
of time, and the gap between their sales numbers
is narrowing. The pricing system of the premium
vehicle market will be subject to constant
attention.

BAIC Motor Corporation Limited m Annual Report 2016

23



24

Company Profile and Business Overview

3. Prospect of new energy products remains

positive

In 2017, following the tightening of automobile
market policies in China, the sales of new energy
vehicles in the first and second tier cities, being
subject to restrictions on vehicle purchasing and
driving, will further increase. Apart from that, the
demand for short haul vehicles in the third and
fourth tier cities, as well as loosened financial
policies for new energy vehicles, will also further
stimulate the sales growth of pure electric
vehicles.

4. Further tightening of regulatory policies

In October 2016, it was pointed out at a meeting
of PRC State Council that establishment of new
manufacturers of traditional oil-powered vehicles
would no longer be permitted in principle. This
regulatory tendency clearly suggests the fact
that new automobile brands and companies with
future plans of launching and manufacturing
of traditional oil-powered vehicles in China
market will encounter obstacles for obtaining
“production permits for vehicles”. It is expected
that regulatory policies concerning the passenger
vehicle industry as a whole will be further
tightened.

5. Intellectualization and internetization

strategies gradually become clear

It is expected that in 2017 the in-depth
cooperation between giants in automobile and
internet industries will achieve initial success.
The mainstream development directions for
intelligent networked vehicles in future will
include establishing logical and well-organized
business cooperation models, integrating
cross-platform advantages generated by user
resources and technologies, and enhancing user’s
perception and satisfaction levels of vehicle
intellectualization.
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THE GROUP’S BUSINESS STRATEGIES IN 2017

2017 represents a critical year for our advancement of
“13th Five-year Plan period”. Our Group will continue
to follow the operating philosophy of “customer-
centric and market-oriented” and the operating
principles of “aiming at focused transformation
and stable efficiency growth” For the purpose of
accomplishing the important missions, namely
focusing on development of our proprietary brands,
maintaining our leadership in new energy vehicles
market, deepening internationalization strategy
and promoting in-depth reforms of the state-
owned enterprises, we will continue to strengthen
our abilities in open cooperation and corporate
governance, and ensure that our efforts are well-
targeted and precise, as well as unceasingly reinforce
our core competitiveness, and accelerate the pace of
our strategic development and transformation and
upgrading, in order to achieve strategic targets set for
“13th Five-year Plan period”.

1. Beijing Brand
During 2017, upholding the operating philosophy
of “customer-centric and market-oriented”,
Beijing Brand will be committed to defining its
product positioning. Meanwhile, Beijing Brand
will take charge of research and development
of 2.0 model, so as to ensure that the strategic
car model can win success. Furthermore, Beijing
Brand will use its prominent products to open up
the market in order to enhance sales capabilities.



Beijing Benz

During 2017, Beijing Benz will pay close
attention to production-sales linkage, conduct
thorough analysis and set out mid to long term
development planning, maintain the market
popularity of existing products, as well as seek
for quick entry of high-end new energy market.

In terms of sales efforts, Beijing Benz will build on
its successful marketing management experience
in 2016, keep in line with the principles of
development of selected local markets and the
strategy of driving growth in the wholesale by
increasing retail business, and thoroughly explore
every key process of sales management, in order
to materialize the organic interaction between
supply chain, information flow and value chain.

Beijing Hyundai

During 2017, Beijing Hyundai will strive to further
improve profit margin of its products, open up
breakpoints along the value chain, as well as
enhance its adaptability to the changes in China
market along with the completion of capacity
placement, and further secure the fourth position
in the industry.

In 2017, with the aim of “strengthening supply and
enhancing both quantity and efficiency”, Beijing
Hyundai will formulate the Blue Melody Strategy
with a core focus on “one social circle, two
interactive chains and three support networks”°.

One social circle refers to establishing an automobile-related social circle for users (Blue Members); two interactive chains refer

Company Profile and Business Overview

Fujian Benz

During 2017, Fujian Benz will improve its
profitability with the guideline of “accelerating
the pace of product launch and technical
upgrades, and building up its competitiveness in
high-end vans market”. Meanwhile, Fujian Benz
will continue to pursue its goals of becoming
the benchmarking company, and strive to gain
leadership in market shares.

to realizing human-commerce electric interactive chain (Blue E-commerce) and human-vehicle intellectual interactive chain (Blue
Link); three support networks refer to optimized channel support network (Blue Outlet), product support network (Blue Drive) and

brand support network (Blue Youth).

BAIC Motor Corporation Limited m Annual Report 2016
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Management Discussion and Analysis

REVENUE

The Group’s main business operations are the
research and development, manufacturing, sales and
after-sale services of passenger vehicles. The above
business has brought sustained and stable revenue
to the Group. In 2016, the total revenue of the Group
increased to RMB116,199.0 million from RMB84,111.5
million in 2015, mainly attributable to the increase in
revenue from both Beijing Benz and Beijing Brand'".

Revenue generated from Beijing Benz increased to
RMB85,312.0 million in 2016 from RMB66,262.8
million in 2015, representing a year-on-year increase
of 28.7%, mainly attributable to (i) a year-on-year
increase of 26.7% in sales volume of Beijing Benz; and
(ii) the increase in average revenue due to the increase
in sales volume of models with relatively higher selling
prices.

Revenue generated from Beijing Brand increased
to RMB30,887.0 million in 2016 from RMB17,848.7
million in 2015, representing a year-on-year increase
of 73.0%, mainly attributable to (i) a year-on-year
increase of 35.6% in sales volume of Beijing Brand;
and (ii) an increase in average revenue of products
driven by increased proportion of sales volume of the
higher priced SUV products.

COST OF SALES

The Group’s cost of sales increased to RMB89,967.3
million in 2016 from RMB68,834.7 million in 2015,
mainly attributable to the increase in the volume of
vehicles sold and related increase in costs of Beijing
Benz and Beijing Brand.

Cost of sales incurred by Beijing Benz increased
to RMB59,937.4 million in 2016 from RMB49,566.2
million in 2015, representing a year-on-year increase
of 20.9%, mainly attributable to (i) a year-on-year
increase in sales volume and revenue of Beijing Benz;
and (ii) the partial offset of the impact of increase
in costs by cost reduction measures implemented
by Beijing Benz such as increasing the proportion of
domestic procurement of components and parts.

Cost of sales incurred by Beijing Brand increased
to RMB30,029.9 million in 2016 from RMB19,268.5
million in 2015, representing a year-on-year increase
of 55.8%, mainly attributable to (i) a year-on-year
increase in sales volume and revenue of Beijing Brand;
(ii) an increase in average cost of products driven by
increased proportion of sales volume of SUV products;
and (iii) the partial offset of the impact of increase in
costs by cost saving measures implemented by Beijing
Brand.

o When referring to the business segment, “Beijing Brand” means the consolidated business of the Company and its subsidiaries

(excluding Beijing Benz).
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GROSS PROFIT

Based on the aforesaid reasons, the Group’s gross
profit increased to RMB26,231.7 million in 2016 from
RMB15,276.8 million in 2015, mainly attributable to
the year-on-year increase in gross profit of Beijing
Benz and Beijing Brand.

Gross profit of Beijing Benz increased to RMB25,374.6
million in 2016 from RMB16,696.6 million in 2015,
representing a year-on-year increase of 52.0%. Gross
margin increased to 29.7% in 2016 from 25.2% in
2015, mainly attributable to (i) a year-on-year increase
of 26.7% in sales volume of Beijing Benz; (ii) the
increase in average gross profit due to the increase
in sales volume of models with relatively higher
gross profit; and (iii) the reduction in production cost
due to the measures implemented by Beijing Benz,
such as an increase in the proportion of domestic
procurement of components and parts.

Gross profit of Beijing Brand increased to RMB857.1
million in 2016 from RMB-1,419.8 million in 2015.
Gross profit margin increased to 2.8% in 2016 from
-8.0% in 2015, mainly attributable to (i) a year-on-year
increase of 35.6% in sales volume of Beijing Brand;
(ii) higher sales proportion of the higher-margin SUV
products; and (iii) the reduction in production cost due
to the cost saving measures implemented by Beijing
Brand.

Management Discussion and Analysis

SELLING AND DISTRIBUTION EXPENSES

Selling and distribution expenses of the Group
increased to RMB10,603.1 million in 2016 from
RMBS8,002.4 million in 2015, mainly attributable to
the increase in selling and distribution expenses of
Beijing Benz and Beijing Brand.

Selling and distribution expenses of Beijing Benz
increased to RMB8,529.2 million in 2016 from
RMB6,186.0 million in 2015, representing a year-
on-year increase of 37.9%. The proportion of Beijing
Benz's selling and distribution expenses to its revenue
increased to 10.0% in 2016 from 9.3% in 2015. This
was mainly attributable to (i) a year-on-year increase
of 26.7% in sales volume of Beijing Benz, leading to
an increase in expenses such as after-sales warranty,
transportation and others along with changes in sales;
and (ii) increase in targeted advertising and promotion
expenses due to the launch of new vehicles by Beijing
Benzin 2016.

Selling and distribution expenses of Beijing Brand
increased to RMB2,073.9 million in 2016 from
RMB1,816.4 million in 2015, representing a year-
on-year increase of 14.2%. The proportion of Beijing
Brand’s selling and distribution expenses to its
revenue decreased to 6.7% in 2016 from 10.2% in
2015. This was mainly attributable to (i) a year-on-
year increase of 35.6% in sales volume of Beijing
Brand, leading to an increase in expenses such as
after-sales warranty, transportation and others along
with changes in sales; and (ii) Beijing Brand’s stricter
budget control system on selling and distribution
expenses which resulted in a decrease in the
proportion of selling and distribution expenses to
revenue.
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ADMINISTRATIVE EXPENSES

Administrative expenses of the Group increased
to RMB4,297.4 million in 2016 from RMB4,039.1
million in 2015, mainly attributable to the increase in
administrative expenses of Beijing Benz and Beijing
Brand.

Administrative expenses of Beijing Benz increased to
RMB2,979.3 million in 2016 from RMB2,973.4 million
in 2015, representing a year-on-year increase of
0.2%. The proportion of administrative expenses of
Beijing Benz to its revenue decreased to 3.5% in 2016
from 4.5% in 2015, which was mainly attributable
to (i) the increase in expenses in relation to urban
construction tax, additional education expenses and
other expenses due to increase in production and
sales volume; and (ii) Beijing Benz’s strict budget
control system has made its administrative expenses
stable and the proportion of administrative expenses
steadily decrease along with the increase in revenue.

Administrative expenses of Beijing Brand increased to
RMB1,318.1 million in 2016 from RMB1,065.7 million
in 2015, representing a year-on-year increase of
23.7%. The proportion of administrative expenses of
Beijing Brand to its revenue decreased to 4.3% in 2016
from 6.0% in 2015, which was mainly attributable to (i)
the increase in expenses in relation to employees cost,
urban construction tax, additional education expenses
and other expenses due to increase in production
and sales volume; and (ii) Beijing Brand’s stricter
budget control system on administrative expenses
which resulted in a decrease in the proportion of
administrative expenses to revenue year by year.

FOREIGN EXCHANGE LOSSES"

In 2016, the Group recorded a foreign exchange loss
of RMB85.6 million against a foreign exchange gain
of RMB90.2 million in 2015. The increase in foreign
exchange loss was mainly attributable to exchange
losses incurred by euro-denominated payments as a
result of the decline in the exchange rate of Renminbi
against Euro.

The Group (mainly the businesses of Beijing Benz)
used foreign currencies (primarily Euro) to pay for part
of its imported parts and components, the Group also
had borrowings denominated in foreign currencies.
Foreign exchange fluctuations may affect the Group’s
operating results.

Since the second half of 2015, expectations for the
depreciation of RMB have been strengthening, and the
Group has accordingly used its best efforts to reduce
the size of debt denominated in foreign currencies.
Meanwhile, the Group has a well-developed foreign
exchange management strategy that continuously and
orderly controls foreign exchange rate risks of foreign
exchange exposure. At present, the Group mainly uses
foreign exchange forward contracts as our hedging
tool.

FINANCIAL COSTS

The Group’s net financial costs increased to RMB467.9
million in 2016 from RMB415.6 million in 2015, mainly
attributable to the increase in financial costs of
Beijing Brand.

12 Foreign exchange (loss)/gain include fair value changes of forward foreign exchange contracts.
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Net financial income of Beijing Benz increased to
RMB265.4 million in 2016 from RMB122.1 million in
2015, representing a year-on-year increase of 117.4%,
mainly attributable to (i) the increase in deposit
interest as a result of sufficient cash flow; and (ii)
the decrease in financial expenses as a result of the
decrease in long term borrowings.

Net financial costs of Beijing Brand increased to
RMB733.3 million in 2016 from RMB537.6 million
in 2015, representing a year-on-year increase of
36.4%, mainly attributable to the increase in interest
expenses as a result of the increase in borrowings.

SHARE OF PROFITS OF JOINT VENTURES AND
ASSOCIATES

The Group recorded a total investment income of
RMB4,216.7 million in 2016, representing a year-
on-year decrease of 1.0%, in which, the investment
income of Beijing Hyundai decreased from
RMB4,074.4 million in 2015 to RMB3,907.4 million in
2016, mainly because of lower net profit of Beijing
Hyundai as its product range entered a cycle of
generation upgrade, causing an increase in sales
promotion and marketing expenses.

INCOME TAX EXPENSES

Income tax expenses of the Group increased to
RMBS3,732.9 million in 2016 from RMB1,998.6 million
in-2015, representing a year-on-year increase of
86.8%, mainly attributable to the increase in taxable
income. Effective tax rate increased to 24.4% in 2016
from 24.0% in 2015.

Management Discussion and Analysis

The rates of enterprise income tax applicable to
the Company and its subsidiaries in 2016 and 2015
were: 15.0% for new and high technology enterprises,
16.5% for Hong Kong profits tax, 32.8% for German
enterprise income tax and the statutory 25.0% for
PRC enterprises, among which 25.0%, the statutory
enterprise income tax rate for PRC enterprises was
applicable to Beijing Benz in 2016 and 2015.

NET PROFIT

Based on the aforesaid reasons, the Group’s net
profit increased to RMB11,536.2 million in 2016 from
RMBG6,322.0 million in 2015, representing a year-on-
year increase of 82.5%, mainly attributable to the
increase in net profits of Beijing Benz and Beijing
Brand.

Net profit of Beijing Benz increased to RMB10,373.7
million in 2016 from RMB5,952.7 million in 2015,
representing a year-on-year increase of 74.3%, with
net profit margin of Beijing Benz increasing to 12.2%
in 2016 from 9.0% in 2015.

Net profit (including investment income) of Beijing
Brand increased to RMB1,162.5 million in 2016
from RMB369.3 million in 2015, representing a
year-on-year increase of 214.8%, with net profit
margin increasing to 83.8% in 2016 from 2.1% in
2015. Excluding the investment income from Beijing
Hyundai, net profit increased to RMB-2,744.9
million in 2016 from RMB-3,705.1 million in 2015,
representing a year-on-year decrease of loss of
25.9%.
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NET PROFIT ATTRIBUTABLE TO EQUITY
HOLDERS OF THE COMPANY

The Group’s net profit attributable to equity holders of
the Company increased to RMB6,366.9 million in 2016
from RMB3,318.6 million in 2015, representing a year-
on-year increase of 91.9%. Basic earnings per share
increased to RMB0.84 in 2016 from RMBO0.44 in 2015,
representing a year-on-year increase of 90.9%.

FINANCIAL RESOURCES AND CAPITAL
STRUCTURE

At the end of 2016, the Group had cash and cash
equivalents of RMB36,063.9 million, notes receivable
of RMB14,640.5 million, notes payable of RMB9,916.9
million, outstanding borrowings of RMB35,378.7
million, unused bank credit lines of RMB22,491.0
million, and commitments for capital expenditure
of RMB4,571.7 million. The above outstanding
borrowings included RMB1,780.4 million equivalents
of Euro borrowings at the end of 2016.

At the end of 2015, the Group had cash and cash
equivalents of RMB23,946.5 million, notes receivable
of RMB6,370.6 million, notes payable of RMB2,104.6
million, outstanding borrowings of RMB30,266.0
million, and unused bank credit lines of RMB33,390.3
million.
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The Group usually satisfied its daily working
capital requirements through self-owned cash and
borrowings. At the end of 2016, the outstanding
borrowings of the Group included short-term
borrowings and long-term borrowings of RMB27,569.6
million and RMB7,809.1 million, respectively. The
Group will promptly repay the aforesaid borrowings
at maturity. As at the end of 2016, none of the Group’s
debt covenants in effect includes any agreement
on the performance of controlling shareholder’s
obligations. The Group has also strictly followed all
the terms and conditions in its debt covenants, and no
default has taken place.

TOTAL ASSETS

Total assets of the Group increased to RMB168,900.4
million at the end of 2016 from RMB127,393.1
million at the end of 2015, representing a year-on-
year increase of 32.6%, mainly attributable to (i) the
increase in cash and cash equivalents and the other
relevant current assets as a result of increase in sales
volume of Beijing Benz and Beijing Brand; and (ii) the
increase in noncurrent assets such as fixed assets,
intangible assets, investments in joint ventures
and associates driven by the continuous capital
investment by Beijing Brand.

TOTAL LIABILITIES

Total liabilities of the Group increased to
RMB110,867.1 million at the end of 2016 from
RMB80,323.7 million at the end of 2015, representing
a year-on-year increase of 38.0%. This was mainly
attributable to (i) the increase in bills payable for the
purchase of raw materials as a result of increased
sales volume of Beijing Benz and Beijing Brand; and
(ii) the increase in borrowings with the business
expansion of Beijing Brand. Among the total liabilities
of the Group, fixed-rate borrowings amounted to
RMB16,626.3 million.



TOTAL EQUITY

Total equity of the Group increased to RMB58,033.3
million at the end of 2016 from RMB47,069.4 million at
the end of 2015, representing a year-on-year increase
of 23.3%, mainly attributable to the increase in net
profits of Beijing Benz and Beijing Brand.

NET GEARING RATIO

As at the end of 2016, the Group’s net gearing ratio
((total borrowings less cash and cash equivalents)/
(total equity plus the total borrowings less cash and
cash equivalents)) was -1.2%, representing a decrease
of 13.0 percentage points from 11.8% at the end of
2015, mainly attributable to the increase in cash and
cash equivalents and the excess of balance of cash
and cash equivalents over the total borrowings as at
the end of 2016.

SIGNIFICANT INVESTMENTS

Total capital expenditures of the Group decreased
to RMB6,075.7 million in 2016 from RMB7,418.8
million in 2015, representing a year-on-year decrease
of 18.1%, of which capital expenditures of Beijing
Benz decreased to RMB4,172.3 million in 2016 from
RMB4,333.0 million in 2015, and capital expenditures
of Beijing Brand decreased to RMB1,903.4 million in
2016 from RMB3,085.8 million in 2015.

Total research and development expenses of the
Group decreased to RMB2,800.1 million in 2016
from RMB3,729.1 million in 2015, representing a
year-on-year decrease of 24.9%, the majority of
which were incurred by Beijing Brand for its product
research and development projects. Based on
applicable accounting standards and the Group’s
accounting policy, most of the aforesaid research and
development expenses complied with capitalization
conditions and had been capitalized accordingly.

Management Discussion and Analysis

MATERIAL ACQUISITIONS AND DISPOSALS

On March 24, 2016, the Company entered into
a capital increase agreement with BJEV for the
subscription of additional shares issued by BJEV.
Upon the subscription, the Company has 6.5% equity
interests in BJEV.

On September 18, 2016, the Company completed the
change in industrial and administrative registration in
respect of the acquisition of the 35.0% equity interest
in Fujian Benz. As FJIMOTOR acts in concert with the
Company, Fujian Benz formally becomes the joint
venture of the Company.

On November 7, 2016, BAIC Hong Kong, the
Company’s wholly-owned subsidiary, entered into
the subscription agreement and the shareholders’
agreement with IDC and Investment Universe in
respect of the establishment of BAIC SA. Upon the
establishment of BAIC SA, it will be held as to 20% by
BAIC Hong Kong.

For detailed information on the above co-operation,
please refer to the Company’s announcements dated
March 28, 2016, September 19, 2016 and November 8,
2016 respectively.

PLEDGE OF ASSET

At the end of 2016, the Group had pledged notes
receivable of RMB7,334.6 million.

CONTINGENT LIABILITIES

The Group had no material contingent liabilities at the
end of 2016.
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Management Discussion and Analysis

EMPLOYEE AND REMUNERATION POLICIES

At the end of 2016, the Group had 25,159 employees,
while there were 25,461 employees at the end of
2015. In 2016, the Group incurred total staff costs of
RMB4,825.8 million, representing an increase of 5.9%
as compared with that of 2015, mainly attributable
to (i) the higher labor cost as a result of the increase
in production of Beijing Brand; and (ii) the increase in
average labor cost of Beijing Benz.

Through integrating human resources strategy
on the basis of job classification, the Group has
established a performance and competence based
remuneration system, and will link the annual
business objectives with the performance of different
staff through a performance evaluation system,
ensuring competitiveness in recruiting, retaining
and motivating talents, as well as the pursuit of the
Group’s human resources strategy.

In addition, the Group has established a pension
system to provide the qualified and voluntary
employees with the supplementary pension plan with
certain guarantee on retirement income.

PROVISION OF LOANS

In 2016, the Group did not provide any loans to other
entities.

EXTERNAL FINANCIAL ASSISTANCE OR
GUARANTEES

In 2016, the Group did not provide any financial
assistance or guarantees to external parties.
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RISK FACTORS

1.

Risks relating to macroeconomic volatility
Macroeconomic performance will have significant
impact on consumer demand for passenger
vehicles, and therefore will affect the Group’s
business performance. According to the forecast
of the Chinese Academy of Social Sciences
(CASS),China’s GDP growth is expected to
stabilize in 2017 with an expected annual growth
rate of 6.5%, lower than the 6.7% growth rate in
2016. The Group will continue to pay attention
to the macroeconomic situations in China, and
introduce responsive measures in due course
to deal with the volatility in the economic
environment.

Risks relating to the fluctuation of raw
material prices

The key raw materials used by the Group in the
research and development, production and sales
of automobiles include steel, rubber, plastics
and paint, etc. With the continuous increase
in production and sales, the key materials for
production annually procured by the Group from
its suppliers have also grown in volume with each
passing year. If there is a surge in the prices of
bulk raw materials, even though part of its impact
can be offset by the Group through measures
such as changing allocation and raising prices,
it will still adversely affect the Group’s operating
results.



Risks relating to emission and
environmental protection policies

Exhaust emissions of traditional vehicles are
viewed as one of the primary sources of air
pollution. The Chinese government is constantly
raising the emission standards of traditional
vehicles. In the meantime, the standards for air
quality in passenger vehicles are implemented
successively. The Group has taken voluntary
actions to fulfill its social responsibilities and
support the implementation of the regulations in
relation to emission and air quality in vehicles.
However, the increased raw material costs and
development expenditures will also affect the
Group’s operating results.

Risks relating to revision of purchase tax
relief policy for passenger vehicles

In December 2016, the Ministry of Finance
revised the purchase tax relief policy for
passenger vehicles, pursuant to which, the rate
of purchase tax for passenger vehicles with
displacement of 1.6L and below changes from
5% to 7.5% effective from January 2017, and
recovering back to the statutory tax rate of 10%,
effective from January 2018. The policy will
impact the sales of passenger vehicles with low
displacement. Although the Group will properly
adjust its sales policy in response to this policy
change, the Group’s sales might be affected,
which, in turn, will cast a negative light on the
operating results of the Group within a certain
period of time after policy adjustment.

Management Discussion and Analysis

Risks relating to revisions of subsidy policy
for new energy vehicles

In December 2016, the National Development and
Reform Commission, the Ministry of Finance and
other ministries of the PRC jointly promulgated a
new subsidy policy for new energy vehicles, which
raises and dynamically adjusts the standards
for inclusion into the directory of recommended
models, adjusts the subsidy standards for
new energy vehicles, and improves the ways of
provision of subsidy. Such revisions of subsidy
policy for new energy vehicles may affect the
Group’s sales of new energy vehicles, and thus
adversely affect the operating results within
a certain period after policy adjustment. The
Group will minimize such negative impact to the
maximum extent by constantly strengthening
the research and development capability of new
energy vehicles and continuing to implement
strict measures on procurement cost saving.
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Report of the Board of Directors

The Board of Directors hereby presents the report
of the Board of Directors to the Shareholders and
2016 audited consolidated financial statements as
prepared in accordance with the IFRSs.

COMPANY PROFILE AND INITIAL PUBLIC
OFFERING

The Company was incorporated as a joint stock
Company in the PRC with limited liability on
September 20, 2010. On December 19, 2014, the
Company’s H Shares have been listed on the Main
Board of the Hong Kong Stock Exchange.

PRINCIPAL BUSINESS

Please refer to the section headed “Major Business
Operations” on pages 10 to 13 of “Company Profile and
Business Overview” in this report for details.

BUSINESS REVIEW

Please refer to the chapters headed “Company
Profile and Business Overview” on pages 10 to 25
and “Management Discussion and Analysis” on pages
28 to 35 in this report for information regarding the
business conditions, main risks and uncertainties
faced by the Group in 2016, and the forecast of 2017
outlook. In addition, please refer to page 40, page 40
and page 40 respectively in this report for information
regarding the Group’s environmental performance and
policies in 2016, the compliance with the relevant laws
and regulations that have a significant impact on the
Group and the Group’s relationship with employees,
suppliers and customers.
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OUTLOOK

Please refer to the section headed “The Group’s
Business Strategies 2017” on pages 24 to 25 of
“Company Profile and Business Overview” in this
report for details.

PERFORMANCE

The 2016 annual results and the financial position at
the end of 2016 of the Company and the Group are set
out on pages 112 to 194 of the audited consolidated
financial statements in this report.

PROPERTY

Changes of property, plant and equipment of the
Group in 2016 are set out in Note 7 to the audited
consolidated financial statements.

SHARE CAPITAL

The total share capital of the Company is
RMB7,595,338,182 and is divided into 7,595,338,182
shares, at par value of RMB1.0 per share as of the
Date of Issue of the Report (comprising 5,494,647,500
Domestic Shares and 2,100,690,682 H Shares).

TAXATION

Tax position of the Group for 2016 is set forth in Note
32 to the audited consolidated financial statements.

EVENTS AFTER BALANCE SHEET DATE

The details for events after balance sheet date of
the Group are set forth in Note 39 to the audited
consolidated financial statements.



DISTRIBUTABLE RESERVES

The details of the change in the reserves of the
Company and the Group for 2016 are set forth in Note
41 to the audited consolidated financial statements,
and in the consolidated statement of changes in
equity on pages 116 to 117, respectively, among
which the details of the reserve distributable to
Shareholders are set forth in Note 41 to the audited
consolidated financial statements.

PROFIT DISTRIBUTION

In accordance with the provisions of Article 193 of
the Articles of Association, distributable profits will
be determined based on either the China Accounting
Standards or the IFRSs, whichever is lower.

The Board recommends to distribute an annual
dividend for the year 2016 of RMBO0.29 per share
(tax inclusive). The proposal will be submitted to the
Company’s 2016 annual general meeting for review
and approval. Expected date of distribution will be no
later than September 30, 2017.

PURCHASE, REDEMPTION OR SALE OF LISTED
SECURITIES

The Company and the Group did not purchase, redeem
or sell any of the Company’s listed securities for 2016.

USE OF PROCEEDS FROM THE INITIAL PUBLIC
OFFERING

The Company was listed on the Main Board of the
Stock Exchange on December 19, 2014. The net
proceeds from the initial public offering of the
Company were approximately RMB8,523.8 million.

Report of the Board of Directors

In 2016, the Company’s usage of the net proceeds
from the initial public offering is consistent with those
as set forth in the section headed “Future Plans and
Use of Proceeds” in the Prospectus.

MAJOR CLIENTS AND SUPPLIERS

Major clients

The transaction amount of the Group for the top five
clients accounted for 6.0% of the total revenue in
2016, among which the transaction amount of the
single largest client accounted for 3.1% of the total
revenue.

Major suppliers

The transaction amount of the Group for the top five
suppliers accounted for approximately 48.9% of the
Group’s cost of raw materials used in cost of sales in
2016. Among which, the transaction amount of the
single largest supplier accounted for approximately
26.7% of the Group’s cost of raw materials used in
cost of sales in the year.

In 2016, Daimler AG, the Group’s largest supplier,
BJEV, the second largest supplier, Beijing Hainachuan
Johnson Controls Automotive Components Co., Ltd.,
the third largest supplier, Beijing Beigi Mould &
Plastic Technology Co., Ltd., the fifth largest supplier,
are the related parties of the Group.

In 2016, Mr. Hubertus Troska and Mr. Bodo Uebber,
the non-executive Directors of the Company, held
interests in Daimler AG. Save as disclosed above,
to the best knowledge of the Directors, none of the
Directors, associates of Directors or Shareholders
(who to the best of the Directors’ knowledge held more
than 5.0% interest in the Company’s share capital)
has interests in the top five suppliers of the Group in
2016.
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Report of the Board of Directors

RELATIONS WITH EMPLOYEES, SUPPLIERS AND
CUSTOMERS

The Group provides competitive remuneration
portfolio to attract and incentivize employees. The
Group reviews the employees’ remuneration portfolio
on a regular basis and makes necessary adjustment
in order to be in line with the market standard. The
Group also understands that it is of great importance
to maintain good relations with suppliers and
customers for the realization of the short-term and
long-term goals. For the purpose of maintaining the
competitiveness of brands and the leading position,
the Group is committed to providing premium
products and services to customers. In 2016, the
Group had no material and significant dispute with
suppliers and customers.

ENVIRONMENTAL PERFORMANCE AND
POLICIES

The Group has actively taken actions in response to
the environmental policies and strictly complied with
national and local environmental laws, regulations
and policies. In adhering to the environmental concept
of “green operation for sustainable development”, we
continued to promote clean production, develop green
products through eco-design, reduce the impact of
the full life cycle of products on the environment, and
apply the overall prevention environmental strategies
to the whole production process, so as to continuously
reduce resources and energy consumption and
pollutant emissions.

The Group, in adhering to the business philosophy

of “improving efficiency through cost reduction”,
promoted both management-related energy
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conservation and project-related energy conservation,
explored energy-saving potential, improved energy
efficiency and reduced energy consumption. The
Company has established its operating guidelines
to plan energy consumption, promote energy
conservation and improve its productivity and
efficiency through energy conservation. The Company
promoted energy preservation through advanced
technologies and improved management methods,
and continuously reduced its own energy consumption
and carbon dioxide emissions, thus achieving
the coordinated development of its economic
development and resource conservation.

COMPLIANCE WITH LAWS AND REGULATIONS

In 2016, the Group followed strictly the relevant
laws, regulations and environmental policies in
China, and established appropriate mechanisms
for compliance operation. In accordance with the
“Environmental, Social and Governance Reporting
Guide” issued by the Hong Kong Stock Exchange, the
Group has commenced preparation of the Company’s
environmental, social and governance report, which is
planned to be released in or before July 2017.

BANK LOANS AND OTHER BORROWINGS

The details for bank loans and other borrowings of the
Group at the end of 2016 are set forth in Note 23 to
the audited consolidated financial statements.

DONATIONS

In 2016, the total amount of donations made by the
Group was RMB51.0 million.



Report of the Board of Directors

DIRECTORS, SUPERVISORS AND SENIOR MANAGEMENT

The following table sets forth part of information of the Directors, Supervisors and senior management of the
Company at the end of 2016:

Directors
Name Position Commel:lcement Date
of Appointment
Mr. Xu Heyi Chairman of the Board and September 20, 2010
Non-executive Director
Mr. Zhang Xiyong Non-executive Director September 6, 2013
Mr. Li Feng Executive Director September 6, 2013
Mr. Zhang Jianyong Non-executive Director December 28, 2016
Ms. Shang Yuanxian Non-executive Director December 28, 2016
Mr. Qiu Yinfu Non-executive Director June 24,2013
Mr. Hubertus Troska Non-executive Director November 18, 2013
Mr. Bodo Uebber Non-executive Director November 18, 2013
Ms. Wang Jing Non-executive Director April 24,2014
Mr. Yang Shi Non-executive Director September 20, 2010
Mr. Fu Yuwu Independent non-executive Director December 2, 2014
Mr. Wong Lung Tak Patrick Independent non-executive Director December 2, 2014
Mr. Bao Robert Xiaochen Independent non-executive Director December 2, 2014
Mr. Zhao Fuquan Independent non-executive Director December 2, 2014
Mr. Liu Kaixiang Independent non-executive Director December 2, 2014

Each of the independent non-executive Directors has declared and confirmed his independence pursuant to Rule
3.13 of the Listing Rules. The Company believes that all the independent non-executive Directors are independent
individuals on the basis of Rule 3.13 of the Listing Rules.
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Supervisors

Name

Position

Commencement Date
of Appointment

Mr. Zhang Yuguo
Mr. Wang Min

Mr. Yu Wei

Mr. Zhu Zhenghua
Ms. Li Chengjun
Mr. Zhang Guofu
Mr. Wang Jianping
Mr. Pang Minjing
Mr. Zhan Zhaohui

Chairman of the Board of Supervisors
Supervisor

Supervisor

Supervisor

Employee Representative Supervisor
Employee Representative Supervisor
Employee Representative Supervisor
Independent Supervisor

Independent Supervisor

September 20, 2010
December 28, 2016
June 29, 2015

July 13,2011
August 29, 2013
August 29, 2013
February 25, 2015
July 24,2015

July 24,2015

Senior Management

Name

Position

Commencement Date
of Appointment

Mr. Li Feng

Mr. Chen Guixiang
Mr. Zhou Yanming
Mr. Chen Hongliang
Mr. Liu Zhifeng
Mr. Wang Zhang
Mr. Cai Jianjun
Mr. Gu Lei

Mr. Xie Wei

Mr. Liu Yu

Ms. Sun Ke

President

Vice President
Vice President
Vice President
Vice President
Vice President
Vice President
Vice President
Vice President
Vice President

Board secretary and company secretary

May 20, 2013
November 20, 2015
December 10, 2010
March 22,2013
June 1,2013
March 22,2015
November 20, 2015
March 22,2015
November 20, 2015
August 24, 2016

August 24, 2016 and
September 23, 2016
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CHANGES IN INFORMATION OF DIRECTORS,
SUPERVISORS AND SENIOR MANAGEMENT

The following sets out changes in information of the
Directors, Supervisors and senior management from
January 1, 2016 up to the Latest Practicable Date:

Directors and Supervisors

Mr. Zhang Jianyong and Ms. Shang Yuanxian were
elected by poll at the general meeting and appointed
as non-executive Directors on December 28, 2016,
effective from the date of approval at the general
meeting until the expiration of the term of the second
session of the Board of Directors. Mr. Li Zhili and
Mr. Ma Chuangi ceased to serve as non-executive
Directors on December 28, 2016.

On the same day, Mr. Zhang Xiyong, a non-executive
Director, was elected as a member of the Nomination
Committee, and Mr. Zhang Jianyong was elected as
a member of the Audit Committee and a member of
the Strategy Committee, both with the term up to the
expiration of the term of the second session of the
Board of Directors.

Mr. Wang Min was elected by poll at the general
meeting and appointed as a Supervisor on December
28, 2016, effective from the date of approval at the
general meeting until the expiration of the term of the
second session of the Board of Supervisors.

Report of the Board of Directors

The three-year term of the Company’s second session
of Board of Directors and Board of Supervisors expired
on September 8, 2016. As the nomination work of
Directors and Supervisors requires completion of
certain process, in order to provide continuity to the
two Boards, the terms of the second session of the
Board of Directors and the second session of the
Board of Supervisors have been extended until the
new session of the Board of Directors and the Board
of Supervisors are approved by Shareholders at the
general meeting in accordance with the Articles of
Association. The Company’s China Legal Advisor,
JunHe LLP, considers that the postponed formation
of the second session of the Board of Directors and
the Board of Supervisors, and the continuation by
the existing Directors and Supervisors to execute
their duties until the general meeting approving the
new session of the Board of Directors and the Board
of Supervisors do not contravene the requirements
under the Company Law of the PRC or the Company’s
Articles of Association.

The Board passed the resolution on nomination for
candidates of directors of the third session of the
Board of Directors on March 6, 2017. On April 21, 2017,
the Company convened its extraordinary general
meeting, in which the appointment of the directors
of the third session of the Board of Directors was
approved. On the same day, the third session of the
Board of Directors approved the membership of the
Special Committees. Please refer to the relevant
announcement dated April 21, 2017 of the Company
for details.

Up to the Latest Practicable Date, the term of the
Board of Supervisors of the Company was further
extended. Please refer to the relevant announcement
dated March 7, 2017 of the Company for details.
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Senior Management and Company Secretary
Due to the needs of their work, the Company’s
vice-presidents Mr. Li Jikai, Mr. Chen Bao, Mr. Jiang
Xiaodong, Mr. Liang Guofeng and Mr. Zhang Huaye
have relinquished their positions since August 24,
2016, while Mr. Yan Xiaolei ceased to act as secretary
to the Board of the Company on August 24, 2016, and
the Company’s vice presidents Mr. Wu Xuebin and Mr.
Yin Taihe relinquished their positions since September
26,2016 and November 30, 2016, respectively.

On August 24, 2016, the Board appointed Mr. Liu Yu
as the Company’s vice president and Ms. Sun Ke as
secretary to the Board of the Company, from August
24, 2016 until the expiry of the term of office of the
second session of the Board.

On September 283, 2016, Mr. Yan Xiaolei ceased to
act as the company secretary and the authorized
representative of the Company under Rule 3.05 of the
Listing Rules. On the same day, the Board appointed
Ms. Sun Ke as the company secretary of the Company
and Ms. Mok Ming Wai, a director of KCS Hong Kong
Limited, as the company secretary assistant. Ms.
Sun has also succeeded Mr. Yan as the authorized
representative under Rule 3.05 of the Listing Rules.
With regard to the appointment of Ms. Sun, the
Company has been granted by the Stock Exchange a
waiver from strict compliance with the requirements
of Rules 3.28 and 8.17 of the Listing Rules. The waiver
is for a period of three years.

Due to the needs of their work, the Company’s
president Mr. Li Feng relinquished his position since
March 6, 2017. On the same day, the Board appointed
Mr. Chen Hongliang as the Company’s president and
Mr. Huang Wenbing as the Company’s vice president,
from March 6, 2017 until the expiry of the term of
office of the second session of the Board; in addition,
the Company’s vice president Mr. Liu Zhifeng has
relinquished his position.
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On April 21, 2017, the third session of the Board of
Directors continued to appoint Mr. Xu Heyi as the
chairman, Mr. Chen Hongliang as the president;
continued to appoint Mr. Liu Yu, Mr. Zhou Yanming,
Mr. Wang Zhang, Mr. Chen Guixiang, Mr. Xie Wei, Mr.
Cai Jianjun, Mr. Huang Wenbing and Mr. Gu Lei as the
vice presidents; continued to appoint Ms. Sun Ke as
the secretary to the Board. The term of the office of all
the aforementioned officers commence from April 21,
2017 until expiration of the term of office of the third
session of the Board of Directors.

Save as disclosed above, from January 1, 2016 up
to the Latest Practicable Date, the Company did not
newly appoint or lay off any Directors, Supervisors and
senior management.

BIOGRAPHY OF DIRECTORS, SUPERVISORS AND
SENIOR MANAGEMENT

The Biographical details of Directors, Supervisors and
senior management of the Company are set forth in
chapter headed “Directors, Supervisors and Senior
Management” on pages 88 to 99 of this report.

SERVICE CONTRACTS OF DIRECTORS AND
SUPERVISORS

Each of the Directors of the second session of the
Board has entered into a service contract with the
Company for a term of three years, or up to the term
of office of the third session of the Board becoming
effective. The Company will enter into service
contracts with all the Directors of the third session of
the Board for a term of three years or up to the term
of office of the next session of the Board becoming
effective.



Each of the Supervisors has entered into a service
contract with the Company for a term of three years,
or from the date of the latest appointment (as the
case may be and whichever is later) and up to the
expiration of the term of office of the second session
of the Board of Supervisors, or up to the term of
office of the third session of the Board of Supervisors
becoming effective.

The service contract sets out the main terms, key
conditions and relevant rights, obligations and
responsibilities of the appointed Directors and
Supervisors, with particular emphasis on the duties
of the independent non-executive Directors and
the executive Directors, and it can be terminated in
accordance with the relevant terms in the service
contract.

In 2016, none of the Directors or the Supervisors has
entered into a service contract with the Company
that cannot be terminated by the Company within
a year without compensation (other than statutory
compensation).

REMUNERATION OF DIRECTORS AND
SUPERVISORS

Details of remuneration of Directors and Supervisors
in 2016 are set forth in Note 42 to audited consolidated
financial statements.

REMUNERATION FOR FIVE INDIVIDUALS WITH
THE HIGHEST REMUNERATION

Details for remuneration of five individuals (excluding
Directors and Supervisors) with the highest remuneration
in the Company in 2016 are set forth in Note 30 to
audited consolidated financial statements.

Report of the Board of Directors

MANAGEMENT CONTRACTS

In 2016, no contract regarding the management and
administration of overall business and any substantial
part of the business has been entered into by the
Company.

CONTRACTS OF SIGNIFICANCE

Save as disclosed in the section headed “Connected
Transactions” on pages 51 to 63 of this report, none
of the Company or any of its subsidiaries entered into
any contracts of significance with the Controlling
Shareholder or any of its subsidiaries other than the
Group, nor was there any contracts of significance
between the Group and the Controlling Shareholder or
any of its subsidiaries other than the Group in relation
to provision of services in 2016.

MATERIAL INTERESTS OF DIRECTORS AND
SUPERVISORS IN CONTRACTS, TRANSACTIONS
OR ARRANGEMENTS OF SIGNIFICANCE

In 2016, save as disclosed in this report, none of the
Directors or Supervisors or their connected entities
has material interest in any contracts, transactions or
arrangements, which are significant to the businesses
of the Group and entered by the Company or any of its
subsidiaries either directly or indirectly.

RIGHTS AND INTERESTS OF DIRECTORS ON
COMPETING BUSINESSES

In 2016, save as disclosed in this report, none of
the Directors or their associates has any competing
interests in the businesses which compete or are
likely to compete with the Group, either directly or
indirectly.
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DIRECTORS AND SUPERVISORS SERVING IN COMPETING BUSINESSES

The chart below summarizes the information of the Directors and Supervisors serving in BAIC Group and its other
related companies as at the Date of Issue of the Report:

Main Positions in BAIC Group and

Name Main Positions in the Group . .
its other related companies
Mr. Xu Heyi . Chairman of the Board and non- - Chairman of the board of BAIC Group
executive Director of the Company «  Chairman of the board of Beigi Foton Motor
«  Chairman of the board of Beijing Co., Ltd.
Benz «  Chairman of the board of Beijing General
«  Chairman of the board of BAIC Aviation Co., Ltd.
Investment +  Chairman of the board of Beijing Electric
. Chairman of the board of Fujian Vehicle Co., Ltd.
Benz . Chairman of the board of Beijing Pan Pacific

Aerospace Technology Co., Ltd.
. Chairman of the board of Pacific Aerospace
Limited in New Zealand

Mr. Zhang Xiyong . Non-executive Director of the . Director and general manager of BAIC Group
Company . Vice chairman of the board of Beigi Foton

Motor Co., Ltd.

«  Chairman of the board of BAIC (Zhenjiang)
Motor Co., Ltd.

«  Chairman of the board of Jiangxi Chang He
Automotive Co., Ltd.

. Chairman of the board of BAIC ROCAR
Automobile Service & Trade Co., Ltd.
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Name Main Positions in the Group

Main Positions in BAIC Group and
its other related companies

Mr. Zhang Jianyong «  Non-executive Director of the

Company
Ms. Shang . Non-executive Director of the
Yuanxian®ete) Company
Mr. Qiu Yinfu . Non-executive Director of the
Company

. Director of BAIC Investment

Ms. Wang Jing . Non-executive Director of the
Company

Mr. Zhu Zhenghua . Supervisor of the Company

Deputy general manager of BAIC Group
Director of Beigi Foton Motor Co., Ltd.
Chairman of the board of BAIC Group
Finance Co., Ltd.

Executive director of BAIC Group Industrial
Investment Co., Ltd.

Director of Beijing Hainachuan Automobile
Components Corporation Limited

Director of Jiangxi Chang He Automotive
Co., Ltd.

Director of Shandong Binzhou Bohai Piston
Co., Ltd.

Supervisor of BAIC ROCAR Automobile
Service & Trade Co., Ltd.

Supervisor of Inalfa Roof Systems Group
B.V.

Director of Pacific Aerospace Limited in
New Zealand

Chairman of board of supervisors of Beijing
Electric Vehicle Co., Ltd.

Director of Beigi Foton Motor Co., Ltd.
Director of Beijing Hainachuan Automobile
Components Corporation Limited

Director of Jiangxi Chang He Automotive
Co., Ltd.

Director of Shandong Binzhou Bohai Piston
Co., Ltd.

Director of Beigi Foton Motor Co., Ltd.

Director of Beijing Electric Vehicle Co., Ltd.

Director of Beijing Electric Vehicle Co., Ltd.
Director of Beijing Hainachuan Automobile
Components Corporation Limited

Note: Ms. Shang Yuanxian ceased to be the non-executive Director of the Company since April 21, 2017.
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The businesses of the Group are partially competing
with those of BAIC Group and its subsidiaries. The
Company’s executive Director (Mr. Li Feng) devotes
most of his time into managing the Company’s daily
operations.

Save as disclosed above, as of the Date of Issue
of the Report, none of the Company’s Directors,
Supervisors or associates had any rights and interests
in competing businesses or businesses that might
be competing with the Group, nor did they have any
conflicts of interest with the Group.

INTERESTS AND SHORT POSITIONS OF
DIRECTORS, SUPERVISORS AND SENIOR
MANAGEMENT IN SHARES, UNDERLYING
SHARES AND DEBENTURES

At the end of 2016, none of the Company’s Directors,

Supervisors and senior management had any
interests or short positions (including those deemed
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to have according to the provisions of the SFO) in
the shares, underlying shares or debentures of the
Company’s or any of its associated corporation (as
defined under Part XV of the SFO) which are required
to be notified to the Company and the Stock Exchange
pursuant to Divisions 7 and 8 in Part XV of the SFO, or
any interests or short positions, pursuant to section
352 in SFO, which are required to be recorded in the
register referred to by the interests or short positions,
or needed to be notified to the Company and the Stock
Exchange pursuant to Model Code.

DIRECTORS’ AND SUPERVISORS’ RIGHTS TO
ACQUIRE SHARES OR DEBENTURES

At the end of 2016, none of the Directors or
Supervisors or any of their respective associates was
granted by the Company or its subsidiaries any right
to acquire shares or debentures of the Company or
any other body corporate, or had exercised any such
right.



Report of the Board of Directors

INTERESTS AND SHORT POSITIONS OF SUBSTANTIAL SHAREHOLDERS IN SHARES AND UNDERLYING

SHARES

At the end of 2016, and to the best knowledge of the Directors, the following entities/persons (except for the
Company’s Directors, Supervisors and senior management) have interests or short positions in the Shares or

underlying shares which are required to be disclosed to the Company pursuant to Divisions 2 and 3 in Part XV
of SFO, or recorded in the register required to be kept under section 336 of the SFO, or who were directly and/or
indirectly deemed to be interested in 5% or more of the nominal value of any class of share capital carrying rights

to vote in all circumstances at general meetings:

Amount of Percentagesto  Percentages
share/relevant relevant share to the total

Name of Shareholder Type of Share i .
share amount capital types share capital
(Note 1) (%) (Note 2) (%)
BAIC Group Domestic Shares  3,416,659,704(L) 62.18 44.98
Beijing Shougang Company Limited Domestic Shares  1,028,748,707(L) 18.72 13.54
Shenzhen Benyuan Jinghong Equity Domestic Shares 342,138,918(L) 6.23 4.50

Investment Fund (Limited Partner)

Daimler AG H Shares 765,818,182(L) 36.46 10.08
Easy Smart Limited H Shares 278,651,500(L) 13.26 3.67

Note 1: (L) - Long position, (S) — Short position, (P) - Shares can be loaned :

Note 2: The percentage is calculated by the amount of shares held by relevant person/the amount of relevant types of shares issued by

the end of 2016.

ARRANGEMENTS FOR SHARE PRE-EMPTIVE
RIGHT AND SHARE OPTION

In 2016, no arrangement for share pre-emptive right
and share option was made by the Company, and
there is no specific provision under the PRC laws or
the Articles regarding share pre-emptive right.

DEBENTURES ISSUED

The debentures issued by the Group in 2016 are set
out below:

On February 2, 2016, the Company issued the first
ultra short-term debentures for 2016 for RMB2,000
million at an interest rate of 2.85% with a term of 270
days. The capital raised was mainly for repayment of
borrowings and working capital supplement.

On April 22, 2016, the Company issued the first green
bond for 2016 for RMB2,500 million at an interest
rate of 3.5% with a term of 7 years. The capital raised
was mainly for technological upgrade and capacity
expansion project of the Company’s Zhuzhou base.
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On August 12, 2016, the Company issued the second
ultra short-term debentures for 2016 for RMB2,500
million at an interest rate of 2.7% with a term of 270
days. The capital raised was mainly for repayment of
borrowings and working capital supplement.

On October 12, 2016, the Company issued the third
ultra short-term debentures for 2016 for RMB2,500
million at an interest rate of 2.7% with a term of 270
days. The capital raised was mainly for repayment of
borrowings and working capital supplement.

On March 17, 2016, BAIC Investment issued the first
corporate bond for 2016 for RMB1,500 million at
an interest rate of 3.2% with a term of 5 years. The
capital raised was mainly used as working capital
supplement.

EQUITY-LINKED AGREEMENTS

In 2016, no equity-linked agreement was entered into
by or subsisted in the Company, and there was no
provision to enter into any agreement which will or
may result in the Company issuing new shares.

PERMITTED INDEMNITY PROVISION

In 2016, no permitted indemnity provision (whether
made by the Company or otherwise) was made or in
force for the benefit of the directors of the Company
or any directors of the associated companies of the
Company (if made by the Company).

The Company has liability insurance coverage for

certain relevant lawsuits for the Directors, Supervisors
and senior management.
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PENSION AND EMPLOYEE BENEFITS PLAN

For details on the Group’s pension and employee
benefits plan, please refer to the chapter headed
“Human Resources” on pages 100 to 101 of this
Report.

COMPLIANCE WITH THE CORPORATE
GOVERNANCE CODE

For details, please refer to the chapter headed
“Corporate Governance Report” on pages 70 to 87 of
this report.

AUDIT COMMITTEE

The Audit Committee has reviewed the Company’s
and the Group’s 2016 annual results, and the audited
consolidated financial statements prepared in
accordance with IFRSs for 2016.

AUDITORS

PwC and PwC Zhong Tian were appointed as the
Company’s auditors in relation to the financial
statements prepared under the IFRSs and China
Accounting Standards, respectively, for the year ended
2016.

SUMMARY OF THE 5-YEAR FINANCIAL
INFORMATION

Summary of the Group’s operation performance,
assets and liabilities for the last five financial years is
set out in the chapter headed “Summary of Financial
and Performance Information” on pages 5 to 7 of
this report. This summary does not form part of the
audited consolidated financial statements.



COMPLIANCE OF BAIC GROUP WITH THE
NON-COMPETITION UNDERTAKING

The Company has received a confirmation letter
from BAIC Group, which confirms that in 2016 BAIC
Group has complied with every undertaking in the
“Non-competition Undertaking” granted to the
Company.

PUBLIC FLOAT

According to the information publicly available to the
Company, and to the knowledge of the Directors, on
the Date of Issue of the Report, the public held no less
than 17.58% of shares issued by the Company, which
complies with a waiver regarding public float obtained
by the Company when Listing. For details, please refer
to the Prospectus and the Announcement on partial
exercise of over-allotment option dated January 12,
2015.

MATERIAL LITIGATION

As of the end of 2016, the Group was not involved
in any material litigation or arbitration. To the best
knowledge of the Directors, there is also no ongoing
or possible material litigation or claim against the
Company.

Report of the Board of Directors

CONNECTED TRANSACTIONS

Continuing Connected Transactions

1.

Trademark and Technology Licensing Framework
Agreement between BAIC Group and the
Company

The Company entered into a trademark and
technology licensing framework agreement (the
“Trademark and Technology Licensing Framework
Agreement”) with BAIC Group on December 2,
2014 for an initial term commencing on the
Listing Date of the Company and expiring on the
end of 2016, subject to renewal upon mutual
consents by both parties. Both parties have
renewed the Agreement on October 20, 2016, the
term of which commenced on January 1, 2017
and will end on December 31, 2019, subject to
renewal upon mutual consents by both parties.

Pursuant to the agreement, BAIC Group agreed
to grant the Group (excluding Beijing Benz) a
non-exclusive license for the use of certain
registered trademarks (“Licensed Trademarks”)
and the relevant production technologies owned
by BAIC Group on a royalty-free basis. Our Group
will use the Licensed Trademarks and production
technologies within the scope specified in the
Trademark and Technology Licensing Framework
Agreement.
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The Trademark and Technology Licensing
Framework Agreement was entered into on
normal commercial terms and the Group paid
trademark license fee of RMBO and technology
license fee of RMBO to BAIC Group during 2016.
For the purpose of Chapter 14A of the Listing
Rules, the applicable ratio was less than 0.1%.
By virtue of Rule 14A.76 of the Listing Rules, the
aforesaid continuing connected transaction is
exempted from annual reporting, announcement
and independent Shareholders’ approval
requirements under Chapter 14A of the Listing
Rules.

Trademark Licensing Agreement between BAIC
Group and Beijing Benz

Beijing Benz entered into a trademark licensing
agreement with BAIC Group and Daimler AG
respectively, in respect of its company name
“Beijing Benz” and the production and assembly
of existing vehicle models. The trademark
licensing agreement entered into between Beijing
Benz and BAIC Group commenced on February
28,2003 and will remain effective within the term
of the joint venture agreement of Beijing Benz.
Pursuant to the agreement, Beijing Benz has the
non-exclusive use of the “Beijing” trademark in
the Company’s name, and the manufacturing and
assembly of passenger vehicles. Beijing Benz has
to pay to BAIC Group the royalties regularly for
the use of the trademark.

Pursuant to the agreement, when determining the
trademark licensing fee, Beijing Benz and BAIC
Group have agreed that the trademark licensing
fee will be paid to BAIC Group with reference to a
pre-agreed rate of the net revenue generated by
each vehicle.
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The Company has applied to the Stock Exchange
for exempting the aforesaid continuing connected
transaction from the announcement requirement
under Chapter 14A of the Listing Rules, on
condition that the maximum aggregate amount of
non-exempt continuing connected transactions in
each of 2014, 2015 and 2016 does not exceed the
respective annual caps set out in the Prospectus.
The Stock Exchange has approved the above
exemption.

For 2016, the annual cap of exemption approved
by the Stock Exchange was RMB387.8 million, and
the actual payment of trademark licensing fee by
Beijing Benz to BAIC Group under the aforesaid
agreement was RMB352.3 million.

The annual caps determined by the Company
under the agreement for 2017, 2018 and 2019
are RMB555.4 million, RMB607.1 million and
RMB707.7 million respectively. As the highest
applicable ratios exceed 0.1% but are lower than
5.0% as defined by the Listing Rules, the relevant
continuing connected transactions and annual
caps are subject to the reporting, annual review
and announcement requirements under Chapter
14A of the Listing Rules but exempted from the
independent Shareholders’ approval requirement.
The aforesaid continuing connected transaction
was approved by the Board on October 20, 2016.
For further details on the agreement, please
refer to the announcement of the Company dated
October 20, 2016.



Property and Facility Leasing Framework
Agreement between BAIC Group and the
Company

The Company entered into a property and facility
leasing framework agreement (the “Property
and Facility Leasing Framework Agreement”)
with BAIC Group on December 2, 2014, pursuant
to which the Group will lease properties and
facilities from BAIC Group and/or its associates
for manufacturing specific passenger vehicles.

Pursuant to the agreement, the rent payable
under the agreement shall be agreed based on
arm’s length negotiation between the relevant
contracting parties with reference to market
rates at relevant location and subject to relevant
rules and regulations of the PRC; individual
agreements stipulating the specific terms and
conditions (including property rents, payment
methods and other usage fees) in respect of
relevant leased properties and facilities shall
be entered into; and the initial term of the
agreement commenced on the Listing Date of the
Company and expired at the end of 2016, subject
to renewal through mutual consents by both
parties.

The Company has applied to the Stock Exchange
for exempting the aforesaid continuing connected
transaction from the announcement requirement
and the independent Shareholders’ approval
requirements under Chapter 14A of the Listing
Rules, on condition that the maximum aggregate
amount of non-exempt continuing connected
transactions in each of 2014, 2015 and 2016
does not exceed the respective annual caps set
out in the Prospectus. The Stock Exchange has
approved the above exemption.

Report of the Board of Directors

A resolution in relation to revising the 2015 and
2016 annual caps for the property and facility
leasing fee under the Property and Facility
Leasing Framework Agreement was passed in the
2014 general meeting of the Company.

For 2016, the revised annual cap was RMB336.7
million, and the actual payment of property and
facility leasing fee by the Group to BAIC Group
under the aforesaid agreement was RMB180.0
million.

We renewed the Property and Facility Leasing
Framework Agreement with BAIC Group on
October 20, 2016, the term of which commenced
on January 1, 2017 and will end on December
31, 2019, subject to renewal through mutual
consents by both parties. The annual caps
determined by the Company for 2017, 2018 and
2019 are RMB377.8 million, RMB396.7 million
and RMB416.5 million respectively. As the
highest applicable ratios exceed 0.1% but are
lower than 5.0% as defined by the Listing Rules,
the relevant connected transactions and annual
caps are subject to the reporting, annual review
and announcement requirements under Chapter
14A of the Listing Rules but exempted from the
independent Shareholders’ approval requirement.
The aforesaid continuing connected transaction
was approved by the Board on October 20, 2016.
For further details on the Property and Facility
Leasing Framework Agreement, please refer to
the announcement of the Company dated October
20, 2016.
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Financial Services Framework Agreement
between BAIC Finance and the Company

The Company entered into a financial services
framework agreement (the “Financial Services
Framework Agreement”) with BAIC Finance
on December 2, 2014, pursuant to which BAIC
Finance will provide financial services including
deposits, loans and discounted notes and any
other services subject to relevant approvals from
China Banking Regulatory Commission (“CBRC”)
to the Company. The initial term of the agreement
commenced on the Listing Date of the Company
and expired at the end of 2016, subject to renewal
through mutual consents by both parties.

The Financial Services Framework Agreement
provides for the following pricing principles:

(a) Deposit services. Interest rates for the
deposits placed by the Group with BAIC
Finance will not be lower than: (i) the interest
rate published by the People’s Bank Of China
(“PBOC”) for deposits of a similar type for the
same period; (ii) the interest rate for deposits
of a similar type for the same period placed
by the subsidiaries of BAIC Group (other
than the Group); or (iii) the interest rate
for deposits of a similar type for the same
period offered by independent commercial
banks to us and our subsidiaries.
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(b) Loan services. Interest rates for the loans to
be advanced by BAIC Finance to the Group
will not be higher than: (i) the caps (if any)
of the loan interest rate published by the
PBOC for loans of a similar type for the same
period; (ii) the interest rate for loans of a
similar type for the same period offered by
BAIC Finance to other subsidiaries of BAIC
Group (other than the Group); or (iii) the
interest rate for loans of a similar type for
the same period offered by independent
commercial banks to the Group.

(c) Other financial services. The interest rates
or services fees will be (i) subject to the
benchmark fee (if applicable) for similar
types of financial services published by
the PBOC or CBRC from time to time; (ii)
comparable to or not exceeding the interest
rates or fees charged by independent
commercial banks or financial institutions
to the Group for similar types of financial
services; and (iii) comparable to or not
exceeding the fees charged by BAIC Finance
to the subsidiaries of BAIC Group (other than
the Group) for similar financial services.

A resolution in relation to the 2015 and 2016
annual caps for the highest daily deposit amount
and the highest daily interest balance under
the Financial Services Framework Agreement
was passed in the 2014 general meeting of the
Company.
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For 2016, the annual caps approved by the general meeting and the actual amount of the transactions under

the aforesaid agreement are summarized as follows:

Items

Annual cap
approved/revised
(RMB million)

Actual amount
(RMB million)

Maximum daily balance of deposits placed by the Group

with BAIC Finance

Interest income from deposits placed by the Group

with BAIC Finance

11,000.0 10,873.1

170.0 97.3

The Company renewed the Financial Services Framework Agreement on October 20, 2016 with BAIC Finance,

the term of which commenced on January 1, 2017 and will end on December 31, 2019, subject to renewal
through mutual consents by both parties. The annual caps determined by the Company for 2017, 2018 and

2019 are as follows:

(Unit: RMB million)

Items 2017 2018 2019
Maximum daily balance of deposits placed

by the Group with BAIC Finance 12,500.0 12,500.0 12,500.0
Interest income from deposits placed

by the Group with BAIC Finance 193.2 193.2 198.2

As the highest applicable ratios exceed 5.0% as
defined by the Listing Rules, such continuing
connected transactions contemplated under the
respective agreements and the relevant annual
caps are subject to the reporting, annual review,
announcement and independent Shareholders’
approval requirements under Chapter 14A of the

Listing Rules. The aforesaid continuing connected
transactions were approved by extraordinary
general meeting held on December 28, 2016.
For further details on the Financial Services
Framework Agreement, please refer to the
circular of the Company dated November 12,
20186.
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Products and Services Purchasing Framework
Agreement between BAIC Group and the
Company

The Company entered into a Products and
Services Purchasing Framework Agreement (the
“Products and Services Purchasing Framework
Agreement”) with BAIC Group on December 2,
2014, pursuant to which BAIC Group and/or its
associates will provide products and services
comprising automobile modules, raw materials,
components and parts, labor services, logistics
services, back-office services, advertising
services and consultancy services (“Purchase of
Products and General Services”) to the Company
and/or our subsidiaries. The initial term of the
Agreement commenced on the Listing Date of the
Company and expired at the end of 2016, subject
to renewal through mutual consents by both
parties.

In order to ensure that the terms of individual
transaction in respect of the purchase of
products and general services by the Group from
BAIC Group are fair and reasonable and in line
with market practices, the Group has adopted the
following pricing policies and measures: to have
regular contact with the suppliers of the Group
(including BAIC Group) to keep abreast of market
developments and the price trend of general
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services; before placing an individual purchase
order, to invite certain number of suppliers
(including BAIC Group) from the approved list
of suppliers of our Group to submit quotations
or proposals; to have the suppliers and pricing
of products and general services determined
jointly by the Group’s tender assessment board
according to the Group’s administrative measures
for market quotations.

The Company has applied to the Stock Exchange
for exempting the aforesaid continuing
connected transactions from the announcement
requirement and the independent shareholders’
approval requirement under Chapter 14A of the
Listing Rules, on condition that the aggregate
amount of non-exempt continuing connected
transactions in each of 2014, 2015 and 2016
does not exceed the respective annual caps set
out in the Prospectus. The Stock Exchange has
approved the above exemption.

A resolution in relation to the revised 2015 and
2016 annual caps for products purchasing under
the Products and Services Purchasing Framework
Agreement was passed in the 2014 general
meeting of the Company. The annual caps for
services purchasing will remain unchanged.
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For 2016, the annual caps approved/revised and the actual amount of the transactions under the aforesaid
agreement are summarized as follows:

Annual cap
Items approved/revised
(RMB million)

Actual amount
(RMB million)

Purchase of products 26,458.6

7,687.0

26,103.4

Purchase of services 2,967.9

The Company renewed the Products and Services Purchasing Framework Agreement with BAIC Group on
October 20, 2016, the term of which commenced on January 1, 2017 and will end on December 31, 2019,
subject to renewal through mutual consents by both parties. The annual caps determined by the Company

for 2017, 2018 and 2019 are as follows:

(Unit: RMB million)

Items 2017 2018 2019
Purchase of products 41,532.7 61,954.4 72,821.3
Purchase of services 7,755.0 8,265.5 8,632.2

As the highest applicable ratios exceed 5.0%
as defined by the Listing Rules, such connected
transactions contemplated under the respective
agreements and the relevant annual caps
are subject to the reporting, annual review,
announcement and independent Shareholders’
approval requirements under Chapter 14A of the

Listing Rules. The aforesaid continuing connected
transactions were approved at the extraordinary
general meeting held on December 28, 2016.
For further details on the Products and Services
Purchasing Framework Agreement, please refer
to the circular of the Company dated November
12,2016.
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Sales of Products and Provision of Services
Framework Agreement between BAIC Group and
the Company

The Company entered into a Sales of Products
and Provision of Services Framework Agreement
(the “Sales of Products and Provision of Services
Framework Agreement”) with BAIC Group on
December 2, 2014, pursuant to which BAIC Group
and/or its associates will purchase products and
services comprising facilities, raw materials,
components and parts, complete vehicles, sales
agency services, transportation services and
consultancy services (“Provision of Products
and General Services”) offered by the Group. The
initial term of the Agreement commenced on the
Listing Date of the Company and expired at the
end of 2016, subject to renewal through mutual
consents by both parties.

In order to ensure that the terms under the
Sales of Products and Provision of Services
Framework Agreement are fair, the said
Agreement specifically provides that the terms
of transactions contemplated thereunder are
to be no less favorable than those entered into
between the Company and independent third
parties. The service fees charged to BAIC Group
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by the Group are determined on the basis of
arm’s length negotiations between the relevant
parties. To ensure that the terms of supplying
products and services to BAIC Group are fair
and reasonable, we will make reference to the
applicable historical prices of products and
services and will base such on the principle of
cost coupled with a reasonable margin.

The Company has applied to the Stock Exchange
to exempt the aforesaid continuing connected
transaction from the announcement requirement
and the independent Shareholders’ approval
requirement under Chapter 14A of the Listing
Rules, on condition that the aggregate amount of
non-exempt continuing connected transactions in
each of 2014, 2015 and 2016 does not exceed the
respective annual caps set out in the Prospectus.
The Stock Exchange has approved the above
exemption.

A resolution in relation to the revised 2015 and
2016 annual caps for the sales of products under
the Sales of Products and Provision of Services
Framework Agreement was passed in the 2014
general meeting of the Company.



Report of the Board of Directors

For 2016, the revised annual caps and the actual amounts of the transactions under the aforesaid
agreement are summarized as follows:

Annual cap
Items approved/revised
(RMB million)

Actual amount
(RMB million)

Provision of products 22,925.4 11,170.5

Provision of services 7251 23.0

The Company renewed the Sales of Products and Provision of Services Framework Agreement with BAIC
Group on October 20, 2016, the term of which commenced on January 1, 2017 and will end on December
31, 2019, subject to renewal through mutual consents by both parties. The annual caps determined by the

Company for 2017, 2018 and 2019 are as follows:

(Unit: RMB million)

Items 2017 2018 2019
Provision of products 32,473.3 43,017.6 46,445.6
Provision of services 973.1 1,027.2 1,101.1

As the highest applicable ratios of provision of
products transactions exceed 5.0% as defined by
the Listing Rules, such connected transactions
contemplated under the respective agreements
and the relevant annual caps are subject to
the reporting, annual review, announcement
and independent Shareholders’ approval
requirements under Chapter 14A of the Listing
Rules. The provision of products transactions
were approved at the extraordinary general
meeting held on December 28, 2016. For further
details on the provision of products transactions,
please refer to circular of the Company dated

November 12, 2016. As the highest applicable
ratios of provision of services transactions
exceed 0.1% but are lower than 5.0% as defined
by the Listing Rules, the relevant connected
transactions and annual caps are subject to
the reporting, annual review and announcement
requirements under Chapter 14A of the Listing
Rules but exempted from the independent
Shareholders’ approval requirement. The
provision of services transactions were approved
by the Board on October 20, 2016. For further
details on the provision of services transactions,
please refer to the announcement of the
Company dated October 20, 2016.
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7. Continuing Connected Transactions Relating to Daimler AG and its Associates

In 2016, the Group has conducted a number of continuing connected transactions with Daimler AG and its

associates. In view of factors including protection of trade secrets and avoidance of unnecessary burden and

losses to the business and operation of the Group, the Stock Exchange, at the time of Listing of the Company,

has granted the Company a waiver from strict compliance with the written agreement and/or annual cap,

announcements, annual reporting and/or independent Shareholders’ approval requirements under the

Listing Rules in respect of certain transactions with Daimler AG, as follows:

Nature of transaction Transaction summary and pricing policy

Waivers granted

Sales of vehicles by -

Beijing Benz to Daimler
AG and its associates

Purchases of parts and -

accessories by Beijing
Benz from Daimler AG
and its associates

Transaction summary: Daimler AG and its
associates purchased vehicles from Beijing Benz for
the purposes of research and development, testing,
marketing and promotion and self-use.

Pricing policy: In relation to the aforesaid
transactions, the market prices of relevant vehicles
have been taken into consideration to ensure that
the prices are fair and reasonable and on normal
commercial terms.

Transaction summary: Beijing Benz purchased
from Daimler AG and its associates components
(including chassis), spare parts and accessories for
the purposes of production.

Pricing policy: In relation to the aforesaid
transactions, the market prices of similar
products available in the market will be taken into
consideration by Beijing Benz to ensure that the
prices offered by Daimler AG and its associates are
reasonable and competitive in the market.
Transaction amount: Not applicable.
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Signing of written
agreement

Signing of written
agreement,
annual cap,
annual reporting,
announcement
and independent
Shareholders’
approval
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Nature of transaction

Transaction summary and pricing policy

Waivers granted

Provision of the use of
intellectual property
rights (including
trademarks and
technologies) by
Daimler AG and its
associates to Beijing
Benz

Transaction summary: Beijing Benz is granted
by Daimler AG a non-exclusive license for the use
of trademarks (including the “Benz” trademark
in its company name) and technologies in the
manufacture and assembly of Mercedes-Benz
branded passenger vehicles upon the periodic
payment of royalties to Daimler AG and its
associates.

Pricing policy: The prices for the use of
technologies and trademarks have been agreed
by Daimler AG and the Group on arm’s length
negotiations subject to our internal control
procedures. The royalties payable for such licenses
of technologies and trademarks are calculated as
a percentage of the net revenue from vehicles and
automobile parts and components which use the
licensed technologies and trademarks. This net
revenue is calculated based on the manufacturer’s
suggested retail price less the value-added tax,
gross margin of dealers, sales rebates to dealers,
consumption tax and sales discounts.

Transaction amount: Not applicable.

Signing of written
agreement,
annual cap,
annual reporting,
announcement
and independent
Shareholders’
approval
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Nature of transaction

Transaction summary and pricing policy

Waivers granted

Provision of services
by Daimler AG and its
associates to Beijing
Benz

Provision of services,
parts and accessories
by Beijing Benz to
Daimler AG and its
associates

Transaction summary: Beijing Benz has entered
into service procurement agreements with Daimler
AG and its associates, pursuant to which Daimler
AG and its associates provided technical support,
training, specialist assistance, IT support, sales
consulting, marketing and operational management
services.

Pricing policy: The service fees charged by Daimler
AG and its associates to the Group are determined
based on arm’s length negotiations subject to our
internal control procedures. In relation to technical
support services and specialist assistance services,
Daimler AG and the Company agreed that the
service fees to be paid will be determined on a
fixed fee rate on a daily basis with reference to
the historical rates paid by Beijing Benz for the
provision of similar services. The Group will take
into account the market prices and comparable
prices of similar services.

Transaction amount: Not applicable.

Transaction summary: Beijing Benz sold
components and spare parts and provided after-
sales referral services to Daimler AG and its
associates.

Pricing policy: In relation to the aforesaid
transactions, the Group will take into account the
market prices of the relevant parts, components
and services offered by other suppliers to Daimler
AG and its associates to ensure that the prices
Beijing Benz offered to Daimler AG and its
associates are fair and reasonable and on normal
commercial terms. The Group determines the
prices of our components, parts and accessories
by reference to the average profit margin in the
market or based on the principle of the cost plus a
reasonable margin.

Transaction amount: Not applicable.

Signing of written
agreement,
annual cap,
annual reporting,
announcement
and independent
Shareholders’

approval

Signing of written
agreement,
annual cap,
annual reporting,
announcement
and independent
Shareholders’

approval
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In relation to the continuing connected transactions
arising from the sale of vehicles by Beijing Benz
to Daimler AG and its associates, the Company
revised the existing 2016 annual cap to RMB110.0
million on November 18, 2016. In 2016, the actual
transaction amount was RMB106.1 million. For
details, please refer to the announcement of the
Company dated November 18, 2016.

The annual caps determined by the Company in
respect of this transaction for 2017, 2018 and
2019 are RMB170.0 million, RMB170.0 million
and RMB170.0 million, respectively. As the
highest applicable ratios exceed 0.1% but are
lower than 5.0% as defined by the Listing Rules,
the relevant continuing connected transactions
and annual caps are subject to the reporting,
annual review and announcement requirements
under Chapter 14A of the Listing Rules but
exempted from the independent Shareholders’
approval requirement. The aforesaid transactions
were approved by the Board on October 20,
2016. For further details, please refer to the
announcement of the Company dated October 20,
2016.

Report of the Board of Directors

Non-Continuing Connected Transactions

1.

BEPC entered into the Asset Acquisition
Agreement with Beinei Limited

On March 24, 2016, Beijing Beinei Engine
Parts and Components Co., Ltd. (“BEPC”), a
subsidiary of the Company, entered into the
Asset Acquisition Agreement with Beijing Beinei
Limited (“Beinei Limited”), a subsidiary of BAIC
Group. BEPC acquired part of the land and
properties in the factory site of Beinei Limited at
a consideration of RMB149.9 million in cash.

The acquisition constitutes a connected
transaction of the Company. As the highest
applicable ratios in respect of the acquisition
exceed 0.1% but are lower than 5.0%, the
transaction is subject to the reporting and
announcement requirements under Chapter
14A of the Listing Rules but exempted from the
independent Shareholders’ approval requirement.

For further details of the acquisition, please
refer to the announcement of the Company dated
March 28, 2016. At the end of 2016, the aforesaid
transaction had been completed.
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The Company entered into the Capital Increase
Agreement with Beijing Electric Vehicle

On March 24, 2016, the Company entered into
the Capital Increase Agreement with Beijing
Electric Vehicle, pursuant to which the Company
subscribed for 208.0 million shares issued
additionally by Beijing Electric Vehicle for a
consideration of RMB532.5 million in cash. Upon
completion of the capital increase, the Company
holds 6.5% of Beijing Electric Vehicle’s total share
capital.

The subscription constitutes a connected
transaction of the Company. As the highest
applicable ratios in respect of the subscription
exceed 0.1% but are lower than 5.0%, the
transaction is subject to the reporting and
announcement requirements under Chapter
14A of the Listing Rules but exempted from the
independent Shareholders’ approval requirement.

For further details of the capital increase
agreement, please refer to the announcement of
the Company dated March 28, 2016.
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3.

Capital Increase by the Company to MBLC

On October 21, 2016, the Company and Daimler
Greater China entered into the capital increase
agreement and contributed an aggregate amount
of RMB500.0 million to MBLC in proportion to
their respective shareholding in MBLC. Of which,
Daimler Greater China contributed RMB325.0
million, representing 65.0% of the amount
under the capital increase, while the Company
contributed RMB175.0 million, representing
35.0% of the amount under the capital increase.
Upon completion of the capital increase, the
registered capital of MBLC will be increased from
RMB697.5 million to RMB1,197.5 million.

The capital increase by the Company to MBLC
constitutes a connected transaction of the
Company. As the highest applicable ratios in
respect of the transaction exceed 0.1% but are
lower than 5.0%, the transaction is subject to the
reporting and announcement requirements under
Chapter 14A of the Listing Rules but exempted
from the independent Shareholders’ approval
requirement.

For further details of the capital increase to
MBLC, please refer to the announcement of the
Company dated October 21, 2016.



Subscription Agreement and the Shareholders’
Agreement entered in relation to Establishment
of BAIC SA

BAIC Hong Kong, the Company’s wholly-owned
subsidiary, entered into the subscription agreement
and the shareholders’ agreement with IDC,
Investment Universe and BAIC SA in respect of
the establishment of BAIC SA on November 7,
2016. BAIC SA will serve as the importer and
manufacturer of “BAIC”-branded vehicles, parts
and components in South Africa. Upon the
establishment of BAIC SA, it will be held as to
20.0% by BAIC Hong Kong, 45.0% by Investment
Universe and 35.0% by IDC.

The transaction constitutes a connected
transaction of the Company. As the highest
applicable ratios in respect of the transaction
exceed 0.1% but are lower than 5.0%, the
transaction is subject to the reporting and
announcement requirements under Chapter
14A of the Listing Rules but exempted from the
independent Shareholders’ approval requirement.

For further details of the subscription agreement
and the shareholders’ agreement in respect of
the establishment of BAIC SA, please refer to the
announcement of the Company dated November
7,2016.

During the year 2016, the Group has entered
into certain transactions with related parties
as defined under the applicable accounting
standards. Details of such related party
transactions are set out in Note 11, Note 12,
Note 13 and Note 38 to the audited consolidated
financial statements of this report. These
related party transactions included connected
transactions as disclosed in this section headed
“Connected Transactions”

Report of the Board of Directors

The Company confirms that it has complied with
the disclosure requirements in accordance with
Chapter 14A of the Listing Rules.

INDEPENDENT NON-EXECUTIVE DIRECTORS’
REVIEW AND CONFIRMATION

Our independent non-executive Directors have
reviewed the aforesaid continuing connected
transactions and have confirmed that they have been
entered into: in the ordinary and usual course of the
Group’s business; on normal or better commercial
terms; on conditions no less favorable to the Company
than those offered to or by (as the case may be)
independent third parties, if it was not possible to
judge (based on comparable transactions) whether
such transactions have been carried out on normal
commercial terms; and in accordance with relevant
agreements whose conditions are fair and reasonable
and in the interest of our Shareholders as a whole.

AUDITOR’S LETTER

Pursuant to Rule 14A.56 of the Listing Rules, the
Company has engaged our auditor, PwC, to report
on the Group’s continuing connected transactions in
accordance with HKSAE3000 Hong Kong Standard
on Assurance Engagements Other Than Audits or
Reviews of Historical Financial Information and
Practice Note 740 Auditor’s Letter on Continuing
Connected Transactions under the Hong Kong Listing
Rules issued by the Hong Kong Institute of Certified
Public Accounts. Based on its work, the Company’s
auditor provided the Board of Directors with a
letter confirming that, with respect to the aforesaid
continuing connected transactions:

(1) nothing has come to our auditor’s attention that
causes it to believe that the disclosed continuing
connected transactions have not been approved
by the Company’s board of directors.
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Report of the Board of Directors

(2) for transactions involving the provision of goods
or services by the Group, nothing has come to
our auditor’s attention that causes it to believe
that the transactions were not, in all material
respects, in accordance with the pricing policies
of the Group.

(3) nothing has come to our auditor’s attention
that causes it to believe that the transactions
were not entered into, in all material respects,
in accordance with the relevant agreements
governing such transactions.

(4) with respect to the aggregate amount for each of
the aforesaid continuing connected transactions,
nothing has come to our auditor’s attention
that causes it to believe that the amount of the
disclosed continuing connected transactions has
exceeded the annual cap as set by the Company.

The Company has submitted a copy of the aforesaid
auditor’s letter to the Stock Exchange.

MODEL CODE

Having made all reasonable enquiries to the Directors
and the Supervisors, in the year 2016, they confirmed
that they have strictly followed the “Model Code for
Securities Transactions by Directors of Listed Issuers”
in Appendix 10 to the Listing Rules. The Company
has not adopted a standard less exacting than
that provided by the Model Code in relation to our
Directors’ securities transactions.
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ACCOUNTING POLICIES

The principal accounting policies adopted in the
preparation of our 2016 audited consolidated
financial statements are consistent with the
accounting policies for the preparation of our audited
consolidated financial statements in 2015.

BY ORDER OF THE BOARD
Chairman
Xu Heyi

P

March 23,2017



Report of the Board of Supervisors

In the year 2016, pursuant to the Company Law, the
Articles of Association and Rules of Procedure of
the Board of Supervisors of BAIC Motor Corporation
Limited, and in the spirit of accountability for the
interest of the Company and in the safeguarding
the legitimate rights of the Shareholders, all the
Supervisors have duly performed their supervisory
duties to monitor and inspect the execution of the
duties of the Directors and senior management and
the operation and management activities of the
Company. In so doing, they have promoted operational
standard and healthy development of the Company.

THE WORK OF THE BOARD OF SUPERVISORS

Convening Meetings of the Board of
Supervisors

In the year 2016, two meetings of the Board of
Supervisors were held, in which the Work Report of
the Board of Supervisors for 2015, the 2015 Annual
Report, matters relating to the remuneration of
independent Supervisors and 2016 Interim Report
were reviewed and approved.

The Changes of Members of the Board of
Supervisors

Pursuant to the Articles of Association and as
approved by the first extraordinary general meeting
of 2016, Wang Min (£ #) was elected to be the
shareholder representative Supervisor. The term of
its office is effective until the expiration of the term
of the second session of the Board of Supervisors,
and Yin Weijie (FF 4 3)) ceased to be a shareholder
representative Supervisor.

Participating in the General Meetings and
Attending the Board Meetings

Pursuant to the Articles of Association and Rules of
Procedure of the Board of Supervisors, members of
the Board of Supervisors attended the 2015 annual
general meeting, the 2016 first domestic shareholders
class meeting, the 2016 first H shareholders class
meeting, the first extraordinary general meeting of
2016, attended the Board meetings held on site. The
Board of Supervisors appointed the Supervisors to
act as the scrutinizers of the general meetings and
Board meetings to ensure compliance with meeting
procedures and the legitimacy and compliance
of voting on the resolutions in the meetings; and
reviewed the meeting materials of the Board meetings
held in the form of communication.

By attending the general meetings and the Board
meetings and reviewing relevant meetings materials,
members of the Board of Supervisors enhanced their
understanding of deliberation of the general meetings
and Board Meetings, as well as the decision making
process of the Board. They have also enhanced their
understanding of the financial position, connected
transactions and production and operation of the
Company, the supervision of the performance of
the duties of the Directors and senior management,
decision on significant matters, standardization of
operation and management activities, and in effective
monitoring. In so doing, they have played a positive
role in promoting the Company’s standardized
governance and improving the operational efficiency
of the Company.
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Report of the Board of Supervisors

Carrying out in-depth investigation and
continually monitoring its implementation

In the year 2016, members of the Board of Supervisors
visited the Company’s Zhuzhou branch company and
Changsha 4S Store of BAIC Senova respectively to
conduct research study and investigation to deeply
understand the situation of the products production,
operation, and the review of the implementation
of the budgets and monitor the management of
the construction progress and budgets in Phase II;
to listen to and understand reports from frontline
sales staff, distributors in 4S stores on situations
including the research and development, design,
selling price, and delivery ratios of its proprietary
brands vehicle models and proposed its opinions and
recommendations on the marketing and sales and
management.

INDEPENDENT OPINION OF BOARD OF
SUPERVISORS ON LAWFUL OPERATION OF THE
COMPANY

In the year 2016, the Board of Directors made
scientific decisions in compliance with the law and
regulations pursuant to the Company Law, the Listing
Rules, the Articles of Association and relevant laws,
regulations and systems. The Directors duly performed
their duties diligently, and in accordance with the
laws, the senior managers devoted to their duties and
performed their duties faithfully and conscientiously
implemented the decisions made by the Board of
Directors, and ensured high standards of operation
and prudent management. Significant progress in
operation and management were made especially
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in cost reduction and efficiency improvement,
adjustments of the products mix, quality control and
innovative technology. The Company further improved
its internal control systems covering each procedure
and enhanced internal evaluation to ensure the
implementation of its major works on the internal
control. The overall internal control system operated
well with continuous enhancement in management
capabilities while the overall performance on
production and business enhanced.

INDEPENDENT OPINION OF BOARD OF
SUPERVISORS ON INSPECTION OF THE
COMPANY'’S FINANCIAL STATUS

The Chairman of the Board of Supervisors attended
the meetings of the Audit Committee of the year,
and monitored the financial position and works
on risk management and internal audits of the
Company. The Board of Supervisors carefully read
the 2016 financial report of the Company, reviewed
the standard unqualified auditor’s report issued by
PwC and PwC Zhong Tian, listened to the report of
the Company’s senior management on relevant audit
and communicated with the auditors. The Board
of Supervisors is of the view that the Company’s
2016 financial report meets the requirements of
the relevant accounting standards and regulations;
and it gives a true and fair view of the affairs of
the Company’s financial position and business
performance; and the information reflecting the
Company’s operation is truthful, legitimate and
complete without false information, misleading
representation or material omissions.



The year 2016 marks the beginning of the “13th
Five-Year Plan period”. Faced with the “new normal”
of the macro economy and the downturn situation
in automotive industry in the beginning of the year,
and the external environment of increasing various
uncertainties and increasing risks, the Company
followed the management principle of “restructuring,
repositioning, enhancing intrinsic value and
increasing efficiency”, actively promoted its strategic
transformation, explored new technologies and new
models, focused on adjustments of its product mix,
strengthened measures to reduce costs and enhance
efficiency and promoted management improvement,
thus has realized various operating and management
goals set by the Board in the beginning of the year.
Nonetheless, pressure on business is still big and the
task to innovate and transform and improve efficiency
is daunting, leaving us room for improvement in
some aspects when compared with advanced and
international practices. To that end, we will stick to the
market demand, capture the new situation and new
changes in automotive industry to further promote
our strategic transformations, continue to innovate
on products and mechanisms to keep improve our
operating quality and governance level, in order to
reward investors with more excellent results.

Report of the Board of Supervisors

During the year, the work of the Board of Supervisors
has received the support of the Shareholders, and the
support of the Board of Directors and management.
We hereby would like to express our heartfelt
gratitude to the Shareholders, the chairman of the
Board, the Directors and the management team.

By order of the Board

) . of Supervisors
"?)L"F‘-'}}i‘ ];2:\ Chairman of the Board
.::' ’T_‘? = of Supervisors
Zhang Yuguo

March 23, 2017
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Corporate Governance Report

CORPORATE GOVERNANCE PRACTICE

The Company has been building and maintaining a high level of corporate governance so as to protect the

rights and interests of Shareholders and enhance the Company’s corporate value and sense of responsibility.

The Company has put together a sound and market-oriented corporate governance structure and established

general meeting, the Board of Directors, the Special Committees and the Board of Supervisors, and implemented

corporate governance practices in strict accordance with the Articles of Association. The Company has adopted

the Corporate Governance Code as set forth in Appendix 14 to the Listing Rules.

The corporate governance structure of the Company is as follows:

General Meeting

Board of Supervisors

Board of Directors

Strategy Audit
Committee Committee

Remuneration Nomination
Committee Committee

President and other senior management

The three-year term of the second session of the
Board of Directors and the Board of Supervisors
expired on September 8, 2016. As the nomination work
of Directors and Supervisors requires completion of
certain process, the terms of the second session of
the Board of Directors and Board of Supervisors have
been extended until the new session of the Board of
Directors and Board of Supervisors are approved at
the general meeting. On April 21, 2017, Directors of the
third session of the Board have been elected in 2017
first extraordinary general meeting; on the same date,
a meeting has been convened by the third session of
the Board of Directors to elect the chairman of the
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Company, members of the Strategy Committee, the
Audit Committee, the Remuneration Committee and
the Nomination Committee and the relevant senior
management. For which, the term of office of the
second session of the Board of Directors is longer
than the term of retirement by rotation at least every
three years as specified in provision A.4.2 of the
Corporate Governance Code provisions.

Save as disclosed above, the Directors of the Company
believe that for 2016, the Company had complied
with all the code provisions under the Corporate
Governance Code in all respects.



GENERAL MEETING

Responsibility

The general meeting is the supreme decision-making
body of the Company and is responsible for lawfully
exercising its rights and making important decisions.
The general meeting or the extraordinary general
meeting is the channel for direct communication
between the Company’s Directors and Shareholders.
Therefore, the Company attaches great importance
to the general meeting. A 45-day notice shall be sent
to all the Shareholders in advance to encourage
their attendance, and it shall request that all the
Directors, Supervisors and secretary of the Board
attend the meetings, while the President and other
senior management should participate as non-voting
delegates.

Substantial Shareholders

BAIC Group is the Controlling Shareholder of the
Company and as of the Date of Issue of the Report,
BAIC Group holds 44.98% of the Shares. During 2016,
BAIC Group did not circumvent the general meeting to
make direct or indirect intervention in the Company’s
decision making and business operation.

For 2016, information on other substantial
Shareholders and data on the personnel with a voting
right of 5.0% or above in the general meeting (classes
of Shares by Domestic Share and H Share) are set
out in the section headed “Report of the Board of
Directors” on pages 38 to 66 of this report.

Corporate Governance Report

BOARD OF DIRECTORS

Responsibility

Pursuant to the Articles of Association, the
Company established the Board of Directors which
is accountable to the general meeting. The Board
of Directors comprises 15 Directors, including one
executive Director, nine non-executive Directors
and five independent non-executive Directors.
The Directors are elected at the general meeting
for a three-year term of office, and are eligible for
re-election upon expiry of the term.

The Board of Directors determines key resolution
plans, and reviews and monitors the Company’s
business operation. The Board of Directors has
authorized the Company’s senior management to
oversee the day-to-day management of the Company,
with operational authority and responsibility. In order
to facilitate the Board of Directors to deliberate
specific matters of the Company, the Board has set up
four Special Committees, namely Strategy Committee,
Audit Committee, Remuneration Committee and
Nomination Committee. The Board of Directors has
delegated various responsibilities to the Special
Committees within their terms of reference.

All the Directors undertake that they will, in good faith,
comply with the applicable laws and regulations and
carry out their duties to the interest of the Company
and the Shareholders during their term of office.

Composition of the Board of Directors

As of the Date of Issue of the Report, the Board of
Directors of the Company comprised fifteen members,
and the biographical details of the Directors are listed
in the section headed “Directors, Supervisors and
Senior Management” on pages 88 to 99 of this report.
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Corporate Governance Report

In the year 2016, the Board of Directors complied
with the Rule 3.10(1) and Rule 3.10(2) of the Listing
Rules regarding the appointment of at least three
independent non-executive Directors (specifically, at
least one of the independent non-executive Directors
shall possess appropriate professional qualification
or expertise relating to accounting or financial
management), and the Rule 3.10A of the Listing Rules
regarding the appointment of one-third of the Board
members to be independent non-executive Directors.

All the Directors (including independent non-executive
Directors) have brought different valuable work
experience and expertise to the Board so as to
effectively carry out the duties of the Board of
Directors. All the Directors agreed to comply with the
provisions as set out in the Corporate Governance
Code and disclose to the Company in a timely manner
information regarding the number of positions held,
nature of the position(s), identity, term of office
and other significant undertakings in other listed
companies or organizations.

As the independent non-executive Directors have
declared their independence pursuant to Rule 3.13
of the Listing Rules, the Company believes that
the above personnel are independent persons. The
independent non-executive Directors are invited to be
the committee member of the Strategy Committee, the
Audit Committee, the Remuneration Committee and
the Nomination Committee. In 2016, the independent
non-executive Directors raised no objection to the
Board resolutions and other matters deliberated by
the Board of Directors.

In the year 2016, none of the Directors, Supervisors
and senior management has any financial, business
or family relationships or any relationships in other
material aspects with each other or with the Company
for which disclosure may be required.
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Performance and Continuing Professional
Development

All the newly appointed Directors have received the
necessary job performance training and relevant
materials of the Company to ensure that they have
an appropriate understanding of the Company’s
operation, business and their corresponding
responsibilities as required by the relevant laws,
regulations and rules. The Company also arranged
research activities and seminars for the Directors
regularly to help them understand the Company’s
latest development, and the laws, regulations and
latest news at the regulatory level on a timely basis.
Meanwhile, the Company also updates the Directors
on the Company’s business performance, operational
situation and market prospect regularly to facilitate
the Directors to fulfill their duties.

Training received by all the Directors in 2016 is as

follows:

Name Training Received Nt
Mr. Xu Heyi A/B/C/D
Mr. Zhang Xiyong A/B/C/D
Mr. Li Feng A/B/C/D
Mr. Zhang Jianyong A/C/D
Ms. Shang Yuanxian A/C/D
Mr. Qiu Yinfu A/B/C/D
Mr. Hubertus Troska A/B/C/D
Mr. Bodo Uebber A/B/C/D
Ms. Wang Jing A/B/C/D
Mr. Yang Shi A/B/C/D
Mr. Fu Yuwu A/B/C/D
Mr. Wong Lung Tak Patrick A/B/C/D
Mr. Bao Robert Xiaochen A/B/C/D
Mr. Zhao Fugquan A/B/C/D
Mr. Liu Kaixiang A/B/C/D




Notes:

A: attending seminars and/or meetings and/or forums
and/or briefings;

B:  speaking at seminars and/or meetings and/or forums;

C:  attending training provided by law firms or training related
to the issuer business;

D: reading materials on different topics, including corporate
governance, responsibilities of directors, amendments to
the Listing Rules and other related regulations.

Appointment and Re-election of Directors

The appointment, re-election and removal procedures
and requirements of Directors are set forth in the
Articles of Association. The Nomination Committee
is responsible for reviewing the composition of the
Board of Directors and putting forward suggestions on
the appointment, re-election and succession plan of
Directors.

Executive Directors, non-executive Directors and
independent non-executive Directors shall serve a
term of three years, or from the effective date of their
appointment to the expiration of the term of office
of the second session of the Board of Directors on
September 8, 2016, whichever is shorter. Due to the
postponed re-election, the term of office of the second
session of the Board of Directors shall postpone to
the approval of the members of the new session of the
Board by the general meeting. Each of the Directors
has signed a service contract with the Company, in
which the main terms, conditions and corresponding
rights, obligations and responsibilities, and in
particular the duties of independent non-executive
Directors and executive Directors, are stipulated.
The contract can be terminated in accordance with
relevant provisions of the service contract. None of
the Directors has signed with the Company a service
contract that cannot be terminated by the Company
within a year without compensation (other than
statutory compensation).

Corporate Governance Report

Board Meeting

Pursuant to the Articles of Association, the Board of
Directors shall hold at least four regular meetings
throughout the year and they shall be convened by the
Chairman. A 14-day advance written notice along with
board materials shall be served to all Directors, and in
order to help the Directors who attend the meetings
fully understand all relevant issues to be considered,
materials for consideration shall be distributed in
advance so as to ensure effective decision-making
during the meeting.

For meetings of the Special Committees, a 3-day
advance written notice shall be served to all the
committee members. The meeting notice, including
meeting agenda and relevant documents of the Board
of Directors, has set aside adequate time for the
committee members to review and prepare for the
meeting. Where the Directors or committee members
are not able to attend the meeting in person, the
Company will communicate with them well in advance
to ensure their sufficient rights to express opinions
and to participate in decision-making.

The minutes of the Board meetings and the Special
Committees meetings shall record the matters for
consideration and resolutions passed including the
questions raised by the Directors. Upon compilation,
the draft minutes of the Board meetings and the
Special Committees meetings shall be sent to
the Directors within a reasonable time period in a
reasonable manner after the meetings.
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During 2016, the Company held ten Board meetings. The main matters deliberated are as follows:

Name of Board Meeting Time

Main Matters Deliberated

25th Board Meeting of
the second session of
the Board

26th Board Meeting of
the second session of
the Board

27th Board Meeting of
the second session of
the Board

28th Board Meeting of
the second session of
the Board

29th Board Meeting of
the second session of
the Board

30th Board Meeting of
the second session of
the Board

31st Board Meeting of

the second session of
the Board

32nd Board Meeting of
the second session of
the Board

33rd Board Meeting of
the second session of
the Board

34th Board Meeting of
the second session of
the Board

March 24, 2016

April 20, 2016

June 12,2016

July 25, 2016

August 24, 2016

August 29, 2016

September 23, 2016

October 20, 2016

November 18,2016

December 28, 2016

Proposal on 2015 Annual Report and annual results
Proposal on 2016 Production and Operation Plan
Proposal on 2016 Investment Plan

Proposal on 2016 first quarter Financial Statements

Proposal on acquisition of 35% equity interest in Fujian Benz
Automotive Co., Ltd. from Fujian Motor Industry Group Co.

Proposal on Nomination of Directors

Proposal on the increase of investment in construction
project phase | in Beijing Branch of Beijing Motor
Corporation Limited

Proposal on 2016 Interim Report and Interim Performance

Proposal on the adjustment of relevant senior managers

Proposal on the appointment and removal of Secretary to
the Board of Directors

Proposal on the establishment of BAIC Automobile SA
through Joint Venture

Proposal on the appointment and removal of
Company Secretary

Proposal on authorisation of Chairman to appoint and
remove the transactional authorized representative
required by Hong Kong regulators

Proposal on 2016 third quarter Financial Statements

Proposal on share capital increase in Mercedes-Benz
Leasing Co., Ltd.

Proposal on the application of annual caps for the
continuing connected transactions from 2017 to 2019

Proposal on 2015 Financial Report of BAIC Investment
Co., Ltd. (draft)

Proposal on 2015 Profit Distribution Plan of BAIC
Investment Co., Ltd. (draft)

Proposal on asset disposal project of ST and S4 in Beijing
Branch of Beijing Motor Corporation Limited

Proposal on election of the members of Audit Committee,
Strategy Committee and Nomination Committee
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Attendance of the Directors at Board meetings is as follows:

Corporate Governance Report

No. of

No. Name Position Attendance/ Attendance
No. of Meeting Rate
1 Xu Heyi Chairman and non-executive Director 10/10 100%
2 Zhang Xiyong Non-executive Director 10/10 100%
g Li ZhiliNete Non-executive Director 9/9 100%
4 Li Feng Executive Director and President 10/10 100%
9 Ma ChuangiN°te! Non-executive Director 9/9 100%
6 Zhang Jianyonghete 2 Non-executive Director 1/1 100%
7 Shang Yuanxian™ete? Non-executive Director 11 100%
8 Qiu Yinfu Non-executive Director 10/10 100%
9 Hubertus Troska Non-executive Director 10/10 100%
10 Bodo Uebber Non-executive Director 10/10 100%
11 Wang Jing Non-executive Director 10/10 100%
12 Yang Shi Non-executive Director 10/10 100%
13 Fu Yuwu Independent non-executive Director 10/10 100%
14 Wong Lung Tak Patrick Independent non-executive Director 10/10 100%
15 Bao Robert Xiaochen Independent non-executive Director 10/10 100%
16 Zhao Fugquan Independent non-executive Director 10/10 100%
17 Liu Kaixiang Independent non-executive Director 10/10 100%

Note 1:  Mr. Li Zhili and Mr. Ma Chuangi ceased to be non-executive Directors on December 28, 2016 due to their retirements for age

reason.
Note 2: The Company had held one Board Meeting during the period from the date Mr. Zhang Jianyong and Ms. Shang Yuanxian were

appointed as non-executive Directors on December 28, 2016 until the end of 2016.
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COMPLIANCE WITH THE MODEL CODE FOR
SECURITIES TRANSACTIONS

The Company has adopted the Model Code in
Appendix 10 to the Listing Rules as the code of
conduct for dealing in securities by our Directors
and Supervisors of the Company. Having made all
reasonable enquiries to all Directors, the Supervisors
and Senior Management, they have confirmed that
they complied with the Model Code in 2016.

AUTHORIZATION OF THE BOARD OF DIRECTORS

The Board of Directors reserves the right of decision
making on all major matters of the Company,
including approving and supervising all matters
relating to policies, overall strategy, internal control
and risk management system, significant transactions
(especially transactions involving conflicts of interest),
financial data, nomination of director candidates and
other important financial, production and operational
matters. The Directors can seek independent and
professional opinions when performing their duties,
with the expenses being borne by the Company.
Meanwhile, the Directors are encouraged to make
independent consultation from the Company’s senior
management.

The senior management is authorized to take
charge of the Company’s day-to-day management,
administration and operation, and the Board of
Directors will regularly review the performance of
the senior management and execution of relevant
resolutions. The management shall obtain approval of
the Board of Directors before entering into any major
transactions.
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FUNCTIONS OF CORPORATE GOVERNANCE

The Board of Directors confirmed that corporate
governance is the joint responsibility of all Directors,
and its function includes the following:

formulate and review the Company’s policies and
practices on corporate governance;

review and monitor the training and continuous
professional development of the Directors and senior
management;

review and monitor the Company’s policies and
practices on compliance with the regulatory
requirements;

formulate, review and monitor the code of conduct and
compliance manual (if any) applicable to employees
and Directors;

review the Company’s compliance with Corporate
Governance Code and disclosure of information in the
corporate governance report.



REMUNERATION OF DIRECTORS, SUPERVISORS
AND SENIOR MANAGEMENT

The Company has established a Remuneration
Committee with the responsibilities to confirm and
review the remuneration policies and proposals of
the Company’s Directors and senior management.
In 2016, except for the independent non-executive
Directors and independent Supervisors who have
received directors and supervisors’ remuneration from
the Company, the remaining Directors or Supervisors
have not received remuneration from the Company
as directors or supervisors’ remuneration. The
executive Directors received the senior management’s
remuneration of the Company. The remuneration
standard of independent non-executive Directors
and independent Supervisors is determined in
accordance with the Company’s actual situation
and with reference to the average market level.
The remuneration standard of each independent
non-executive Director and independent Supervisor
is RMB120,000 per year (before tax), which shall be
calculated starting from the effective date of their
term of office.

The remuneration details of the Directors and
Supervisors for 2016 are set forth in Note 42 to the
audited consolidated financial statements.
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The remuneration paid to the senior management
(including one Director) in 2016 is as follows:

Remuneration Range (RMB) Number of People

2,000,001-2,500,000 2
1,500,001-2,000,000 4
Below 1,500,000 12

Note: Including eight resigned senior management members.

LIABILITY INSURANCE OF DIRECTORS,
SUPERVISORS AND SENIOR MANAGEMENT

The Company has placed Directors, Supervisors and
senior management under the coverage of liability
insurance for certain relevant lawsuits in 2016.

CHAIRMAN AND PRESIDENT

According to the requirement of provision A.2.1 of the
Corporate Governance Code, the roles of chairman
and president should be separated.

In 2016, the positions of Chairman and President
(chief executive) of the Company are held respectively
by Mr. Xu Heyi and Mr. Li Feng. The Company has
clearly defined the responsibilities of the Chairman
and the President and the detailed definition is
provided in the Articles of Association.
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SPECIAL COMMITTEES OF THE BOARD OF
DIRECTORS

Strategy Committee

The Board of Directors has established the Strategy
Committee to operate formally and perform
corresponding duties effective from the Listing Date
of the Company. Our Strategy Committee is mainly
responsible for carrying out research and making
proposals in respect of the medium-and- long-term
development strategies of the Company. The specific
terms of reference of the Strategy Committee can
be found on websites of the Stock Exchange and the

At the end of 2016, the Strategy Committee comprises
ten members, namely Mr. Xu Heyi (Chairman), Mr.
Zhang Xiyong, Mr. Li Feng, Mr. Zhang Jianyong, Mr. Qiu
Yinfu, Mr. Hubertus Troska, Mr. Yang Shi, Mr. Fu Yuwu,
Mr. Zhao Fuquan and Ms. Meng Yulei, among which
two of them are independent non-executive Directors.

On December 28, 2016, the Board reviewed and
approved the appointment of Mr. Zhang Jianyong as
the member of the Strategy Committee.

During 2016, the Strategy Committee held five
meetings. Attendance of the committee members is

Company. as follows :
No. of
No. Name Position Attendance/ Attendance
No. of Meeting Rate
1 Xu Heyi Chairman 5/5 100%
2 Zhang Xiyong Committee member 5/5 100%
3 Li Feng Committee member 5/B 100%
4 Ma Chuangi Nete! Committee member 5/5 100%
g Zhang Jianyong Note2 Committee member 0/0 =
6 Qiu Yinfu Committee member 5/5 100%
7 Hubertus Troska Committee member 5/5 100%
8 Yang Shi Committee member /B 100%
9 Fu Yuwu Committee member /% 100%
10 Zhao Fuquan Committee member B/ 100%
11 Meng Yulei Committee member /9 100%
Note 1: Mr. Ma Chuangi ceased to be the member of the Strategy Committee since December 28, 2016 due to his retirement for age
reason.
Note 2: There is no meeting held by the Strategy Committee from the date of appointment of Mr. Zhang Jianyong as the member of the

Strategy Committee on December 28, 2016 to the end of 2016.
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Audit Committee

The Board of Directors has established the Audit
Committee to operate formally and perform
corresponding duties effective from the Listing
Date of the Company. Our Audit Committee is
mainly responsible for reviewing and monitoring the
Company’s financial reporting processes, including,
among others, proposing the engagement or change
of external auditors; monitoring internal audit
system of the Company and its implementation;
being responsible for the communication of internal
auditors and external auditors; reviewing the financial
information and its disclosure; reviewing risk
management and internal monitoring system of the
Company. The specific terms of reference of the Audit
Committee can be found on the websites of the Stock
Exchange and the Company.

As of the end of 2016, the Audit Committee comprises
three members, namely Mr. Wong Lung Tak Patrick
(Chairman), Mr. Zhang Jianyong and Mr. Liu Kaixiang,
among which two of the members are independent
non-executive Directors.

On December 28, 2016, the Board appointed Mr. Zhang
Jianyong as the member of the Audit Committee.
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During 2016, the Audit Committee held five meetings,
which reviewed and presented reasonable comments
on the financial reporting system, compliance
procedures, internal monitoring and control (on
resources, qualifications, training programs and
budget of the employees in the accounting and
finance departments), and risk management system
and procedures.

The decisions of the Board of Directors are in line
with the recommendation and suggestion made by
the Audit Committee on selection, appointment,
resignation or removal of external auditors.

Meanwhile, the Audit Committee has reviewed the
Group’s first and third quarter’s financial statements,
the interim results and annual results in the 2016
financial year, the work plan of external auditors and
the relevant auditing arrangements as well as the
report prepared by PwC for accounting matters and
major discoveries during the audit process.

During 2016, the Audit Committee held five meetings.
Attendance of the committee members is as follows

No. of
No. Name Position Attendance/ Attendance
No. of Meeting Rate
1 Wong Lung Tak Patrick Chairman 5/5 100%
2 Ma ChuangiNete! Committee member 5/® 100%
3 Zhang Jianyonghote Committee member 0/0 =
4 Liu Kaixiang Committee member 5/5 100%

Note 1: Mr. Ma Chuangi ceased to be the member of the Audit Committee since December 28, 2016 due to his retirement for age

reason.

Note 2: There is no meeting held by the Audit Committee from the date of appointment of Mr. Zhang Jianyong as the member of the

Audit Committee on December 28, 2016 to the end of 2016.
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Remuneration Committee

The Board of Directors has established the
Remuneration Committee to operate formally and
perform corresponding duties effective from the Listing
Date of the Company. Our Remuneration Committee
is mainly responsible for formulating assessment
standards of Directors and senior management and
evaluating their performance to confirm and review
the remuneration policies and plans of Directors
and senior management, including, among others,
formulating the remuneration plans or proposals with
regard to remuneration packages for Directors and
senior management personnel based on their duties,
responsibilities, importance and the pay levels of
related positions in similar companies, which include
but are not limited to performance assessment
standards, procedures and major assessment system,
major proposals and guidelines and codes for awards
and sanctions; reviewing the performance of duties
by Directors and senior management personnel of
the Company and conducting appraisals of their

performance; monitoring the implementation of
remuneration system of the Company. The specific
terms of reference of the Remuneration Committee can
be found on the websites of the Stock Exchange and
Company.

The Remuneration Committee has made recommendations
and suggestions to the Board of Directors on the
remuneration packages for certain executive Director

and senior management.

As of the end of 2016, the Remuneration Committee
comprises five members, namely Mr. Bao Robert
Xiaochen (Chairman), Mr. Li Feng, Ms. Wang Jing, Mr.
Wong Long Tak Patrick and Mr. Liu Kaixiang, among
which three are independent non-executive Directors.

During 2016, the Remuneration Committee held one
meeting. Attendance of the committee members is as
follows :

No. of

No. Name Position Attendance/ Attendance

No. of Meeting Rate
1 Bao Robert Xiaochen Chairman 1/1 100%
2 Li Feng Committee member 1/1 100%
3 Wang Jing Committee member 1/1 100%
4 Wong Lung Tak Patrick Committee member 1/ 100%
5 Liu Kaixiang Committee member 1/1 100%
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Nomination Committee

The Board of Director has established the Nomination
Committee to operate formally and perform
corresponding duties effective from the Listing Date
of the Company. Our Nomination Committee is mainly
responsible for researching the structure, size and
composition of the Board, reviewing the suitable
candidates of Directors and senior management
and making proposals to Board. The specific terms
of reference of the Nomination Committee can be
found on the websites of the Stock Exchange and the
Company.
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At the end of 2016, the Nomination Committee
comprises five members, namely Mr. Xu Heyi
(Chairman), Mr. Zhang Xiyong, Mr. Fu Yuwu, Mr. Bao
Robert Xiaochen and Mr. Zhao Fuquan, among which
three are independent non-executive Directors.

On December 28, 2016, the Board considered and
approved the appointment of Mr. Zhang Xiyong as the
member of the Nomination Committee.

During 2016, the Nomination Committee held two
meetings. Attendance of the committee members is
as follows :

No. of

No. Name Position Attendance/ Attendance

No. of Meeting Rate
1 Xu Heyi Chairman 2/2 100%
2 Zhang Xiyonghete! Committee member 0/0 =
3 Li ZhiliNete? Committee member 2/2 100%
4 Fu Yuwu Committee member 2/2 100%
5 Bao Robert Xiaochen Committee member 2/2 100%
6 Zhao Fuquan Committee member 2/2 100%

Note 1: There is no meeting held by the Nomination Committee from the date of appointment of Mr. Zhang Xiyong as the member of the

Note 2: Mr. Li Zhili ceased to be the member of the Nomination Committee on December 28, 2016 due to his retirement for age reason.

Nomination Committee on December 28, 2016 to the end of 2016.
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BOARD DIVERSITY POLICY

The Nomination Committee has formulated a
“Board Diversity Policy” on the nomination and
appointment of new directors, in which it stipulates
that the selection standard of Director candidate
includes various factors such as gender, age, cultural
and educational background, race, professional
experience, skills, knowledge and length of service.
The final candidate will be selected based on the
comprehensive capability and the contributions that
an individual is expected to bring to the Board. The
composition of the Board of Directors (including their
gender, age and term of office) will be disclosed in the
annual report each year.

The Nomination Committee shall consider and adopt
the composition of Board of Directors in accordance
with the above measurement standard. By taking into
account the Directors’ skills and experience and their
suitability to the Company, the Nomination Committee
believes that the Company’s existing Board structure
in 2016 is reasonable and meets the requirements
of “Board Diversity Policy”, without the need of
adjustment.

RESPONSIBILITY OF DIRECTORS IN RELATION
TO THE FINANCIAL STATEMENTS

The Board of Directors shall fulfill its duty to prepare
the 2016 financial statements for the Group so as to
present a true and fair view of the Group’s production
and operational condition, and of the business
performance and cash flow of the Company.

The management has provided the Board of Directors
with the necessary explanation and data to facilitate
the review and approval of the Company’s financial
statements by the Board of Directors. The Company
has provided all members of the Board of Directors
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with updated information on the performance
situation and prospects of the Company on a monthly
basis.

The Directors are not aware of any significant
uncertainties, that are, events or incidents that may
cause significant concern on the on-going operation
of the Company.

The results of the Company and the Group for the year
2016, and the financial positions of the Group at the
end of 2016 are set out in the audited consolidated
financial statements of this report on pages 112 to
194.

COMPANY SECRETARY

Due to the needs of his work, Mr. Yan Xiaolei ceased
to act as secretary to the Board of the Company
since August 24, 2016 and ceased to act as company
secretary of the Company since September 23,
2016. Ms. Sun Ke has been our secretary to the
Board of the Company with effect from August 24,
2016 and secretary of the Company with effect from
September 23, 2016. She is responsible for putting
forward suggestions on matters relating to corporate
governance to the Board of Directors, and shall abide
by the policies and procedures of the Board to ensure
compliance with relevant laws and regulations.
In order to maintain good corporate governance
and ensure compliance with the Listing Rules and
applicable laws in Hong Kong, the Company appointed
Ms. Mok Ming Wai, the Director of KCS Hong Kong
Limited (a company secretary service provider), as the
company secretary assistant to assist Ms. Sun Ke in
performing her duties as the company secretary of the
Company.

In the year 2016, Ms. Sun Ke and Ms. Mok Ming
Wai attended no less than 15 hours of relevant
professional training respectively, in compliance with
the requirements in Rule 3.29 of the Listing Rules.



CONTROL MECHANISM

Board of Supervisors

The Board of Supervisors comprises nine Supervisors.
The employee representatives Supervisors are elected
democratically by the employee representative
congress, while non-employee representatives
Supervisors are elected by the general meeting.
The term of office of each Supervisor is three years,
renewable upon re-election. The powers and functions
of the Board of Supervisors include, but not limited
to, reviewing and providing written opinions on the
periodic reports of the Company prepared by the
Board; monitoring the financial activities of the
Company; supervising the performance of duties of
Directors and senior management; proposing the
removal of the Directors and senior management
who have acted in breach of the laws, administrative
regulations, the Articles of Association or the
resolutions passed at the general meeting; requesting
that the Directors and senior management to
conduct rectification for actions causing damage
to the interest of the Company; and proposing that
extraordinary general meetings be convened.

In the year 2016, the Board of Supervisors has
monitored the financial activities and the validity and
compliance of the duties carried out by Directors and
senior management of the Company. Two meetings
were held, with attendance rate (including authorizing
other Supervisors to attend the meeting) of 100%.
The Supervisors also attended the general meetings
and Board meetings as non-voting delegates and duly
performed the duties of the Board of Supervisors.
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Internal Control and Risk Management
Responsibility of the Board

The Board is responsible for supervising the design,
implementation and monitoring of risk management
system by the management to ensure the
establishment and maintenance of an effective risk
management system of the Company. The Board keeps
supervising the Company’s risk management and
internal control system and reviews the effectiveness
of the risk management and internal control system
of the Group at least once annually. These systems
are designed to manage rather than eliminate the
risk of failure to achieve business objectives, and can
only provide reasonable and not absolute assurance
against material misstatement or loss.

The Audit Committee under the Board is responsible
for conducting regular or irregular reviews to the
operation of the risk management and internal
control systems of the Company in order to ensure
the effectiveness of their operation. The management
should report to the Board in respect of the operation
of the risk management and internal control systems
at least once annually. The Board and the Audit
Committee are all clear that the effectively working
risk management and internal control systems can
only minimize the possibility of the occurrence of risks
as possible, not to completely eradicate the same. The
Board only makes reasonable rather than absolute
assurance that no risk events would occur.
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Risk Management and Internal Control Systems
The Company sets up a comprehensive risk
management system involving three lines of defense.
The first line of defense is the comprehensive risk
management defense line consisting of process
system, internal control system and risk database. The
second line of defense is the key risk management
and control defense line based on risk manager
system. The third line of defense is the audit work
known for independence and professionalism.
The three lines of defense cooperate with each
other, jointly constructing a comprehensive and
well-established risk management system which
focuses on the key risks, emphasizes synergy and is
complementary in professional areas.

During the course of risk management, the Company
implements risk management responsibility and
puts pressure into each business unit through risk
manager system, and transmits to every grass-roots
responsible person from level to level. Vice president
level will assume the role of risk manager, responsible
for setting up professional risk management system
in businesses of which they take in charge, promoting
the application of the professional risk management
tools and methods used by professionals for risk
identification, analysis, monitoring and necessary
response.

The risk management and internal control system
of the Company is a set of comprehensive and
self-contained risk management system which
absorbs the insights from others’ strengths. For
example, the internal control system uses the five
elements of COSO framework model and Guidelines
for Internal Control jointly issued by Ministry of
Finance, CSRC, National Audit Office, CBRC and
CIRC for reference; the establishment of risk
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database learned from the “Risk Intelligence Map”
of a professional risk management organization and
“Guidelines for Comprehensive Risk Management”
issued by State-owned Assets Supervision and
Administration Commission of the State Council. The
entire risk management and internal control system
has the following features:

1. Acomprehensive system. The first line of defense
builds a risk prevention and control network
involving all staff and full value chains that based
on process system, risk database and internal
control manuals.

2. Highlight the key points. The second line of
defense actively promotes professional risk
management philosophy via professional
methods carried out by professionals through risk
manager system to implement risk responsibility,
and sets up the Risk Management Committee,
of which the president personally serving as
the chairman, each vice president as the risk
manager and responsible for the establishment
of a set of professional risk management team
consisting of risk specialists, risk liaison officers
and risk internal trainer. The unit responsible
of risk management department is responsible
for establishing a set of key risk reporting
mechanisms on a monthly basis.

3. Professional synergy. The implementation of
the professionalism of the professional risk
management carried out by professionals
through professional methods is achieved
through risk manager system. In respect of the
relatively high risk items, all units cooperate fully
for the preparation of risk response, and activate
contingency plans if necessary.



The Group conducts a comprehensive self-evaluation
work which covers the relevant year for the risk
management and internal control system once a year,
using evaluations to hundreds of indicators from the
two dimensions of the design integrity and running
availability to undertake the system assessment (the
self-evaluation work for risk and internal control for
the year of 2016 has 767 indicators in total, including
270 design integrity indicators and 497 running
availability indicators). In respect of the flawed entries
discovered during the evaluation, the Company adopts
special rectification work, assigns a person of primary
responsibility, clarifies the rectification solutions,
deliverables and schedule requirements as well as
completes the rectification work within a time limit.

The procedures of processing and releasing
inside information and the measures to internal
monitor and control

The Group establishes a compliance system of
internal monitor and control information reporting
which consists of major internal information contacts,
which mainly including regular material information
reporting and temporary material information
reporting, for the purpose of ensuring the high
efficiency and ordering of the transmission and usage
of the Group’s internal information. Meanwhile, the
information disclosure management department
combines the Group’s actual operating environment,
changes to regulatory policies and the major concern
of capital markets as well as in accordance with
the regulatory requirements, proactively acquiring
and discriminating the sensitive information which
will result in volatility of the Group’s stock price,
ensuring the proactively acquiring and discriminating
of the Group’s insider information and forming a
bilateral and two-dimensional compliance system of
monitor and control with the functions of “reporting
proactively” and “monitoring proactively”.
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The Company formulated and published systems
including Management System of Information
Disclosure and the Measures for the Administration
of Major Internal Information Reporting as the
internal monitor and control and safeguard measures
for processing and releasing insider information
procedures and applied them within the Group.

The Company’s business promotion department and
the audit department are responsible for the risk
management and internal control auditing functions,
respectively. The business promotion department is
responsible for conducting a self-evaluation work
which covers the year for the risk management
and internal control system once a year. The audit
department is responsible for implementing or
entrusting an independent third party to implement
the risk management and internal control evaluation.
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The business promotion department is the lead
department of the Company’s risk management and
internal control system construction and system
operation, which is responsible for providing related
working mechanism of risk management and internal
control and the generalized risk management and
internal control methods and the design of operating
modes, establishing relevant organizations of risk
management, organizing related professional training
of risk and internal control together with the human
resources department, as well as establishing risk
and internal control business processes and incentive
and communication mechanisms.

The Company has reviewed the effectiveness of
risk management and internal control systems and
considered that such systems were effective and
adequate.

AUDITOR’S REMUNERATION

The Company has appointed PwC and PwC Zhong Tian
as the auditor of the Company’s 2016 consolidated
financial statements prepared under IFRSs and PRC
Accounting Standards, respectively. The Company also
authorized the management to determine its service
remuneration.

The remuneration for the year 2016 paid or payable
to the above Company’s auditors, for audit and
audit-related services amounted to RMB9.4 million
and there was no non-audit services fee.
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COMMUNICATION WITH THE SHAREHOLDERS
AND INVESTOR RELATIONS

The Company believes that effective communication
with the Shareholders is very important to enhancing
investor relations and helping investors to better
understand the Company’s business, performance
and strategies. The Company also firmly believes
that timely and non-selective disclosure of Company
information is very important to help Shareholders
and investors make informed investment decisions.

INFORMATION DISCLOSURE

The Company attaches much importance to fulfilling
the legal obligation of information disclosure. It has
strictly complied with the related provisions of the
Listing Rules and the rules and procedures on the
administration of information disclosure to disclose
information that may have material impact on the
investors’ decision-making in a timely, accurate and
complete manner, thus ensuring that all Shareholders
are equally and fully informed.

In 2016, the Company released 75 announcements in
accordance with the Listing Rules. All announcements
of the Company are published on the websites of the
Stock Exchange and the Company. For details, please
visit www.hkex.com.hk and www.baicmotor.com.



COMMUNICATION WITH INVESTORS

In order to promote effective communication, the
Company has set out policies to establish good
communication channels between the Company and the
Shareholders, such as website (www.baicmotor.com),
hotlines (tel:+86 10 5676 1958; +852 3188 8333) and
e-mail (ir@baicmotor.com) for investors’ inquiries.
The Company shall publish the latest information on
the business operation and development, corporate
governance practices and other data on its website
for public access.

The general meeting has provided an opportunity
for Shareholders and Directors to communicate
directly. The Company’s Chairman and chairmen of the
Special Committees of the Board will try their best to
attend the general meeting to answer queries, while
the Company’s external auditor will also attend the
meeting to answer questions thereon.

SHAREHOLDERS’ RIGHTS

In order to protect the rights and interests of the
Shareholders, the Company shall present resolutions
in the form of stand-alone motion to the general
meeting for consideration (including the election of
individual Directors).

The motions presented to the general meeting for
consideration shall be voted in accordance with
the Listing Rules, and the voting results shall be
published on the websites of the Company and the
Stock Exchange in a timely manner a