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To shareholders

In 2017, Hikvision maintained steady and healthy growth, reporting sales revenue of RMB
41.91 billion, representing year-over-year growth of 31.22%, and net profit attributable to the listed
company of RMB 9.41 billion, representing year-over-year growth of 26.77%.

In 2017, the Company focused on Hikvision-developed products, notably its intelligent
products, enhancing solution through product innovation and creating more value for customers.
For the overseas market, the Company continues to expand from a channel distribution market to a
project-based market. Despite a significant increase in the selling expense ratio, the Company
continued to strengthen its investments in the project-based market. After several years of
exploration, our innovative businesses saw certain growth. EZVIZ, business based on internet

application, reported its first-ever annual profit, with sales revenue in excess of RMB 1 billion.

In the window period for development of the artificial intelligence industry, the Company has
enhanced its investment in artificial intelligence technology research and development to ensure its
industry leadership in niche areas. Capital-driven innovation leads to increasing competition for
talent, rising housing prices, cost of living, and personnel costs have contributed to a rapid increase
in operating costs of the Company. With enterprise growth, internal management of the enterprise
becomes much more complex, and diseconomy problems resulting from increased scale increase
are more prominent. Continuing to improve the internal management ability of the Company
becomes more important. At the same time, rewarding shareholders with current profits is also the
responsibility and obligation of the Company. The Company is working hard to balance technology
accumulation, market expansion, employee stability, improvement of internal management ability
and current reward to shareholders. We understand that customers come first and that the
continuous development of the company, greater room for employees’ growth and continuous
rewards for shareholders can be secured only by creating more value for customers through
continuous product innovation and providing convenient services to customers through

improvement in the marketing system.

In 2017, the Company put forward the concept of Al Cloud aligning with the Internet of

Things (1oT) industry development under the artificial intelligence (Al) era. The Company defined
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a three-layered architecture incorporating the edge node, edge domain and cloud center of Al Cloud,
and proposed the core principle of “Edge perception, on-demand (data) convergence, multi-layered
cognition, multi-tier application” of Al Cloud. Over the next few years, the Company will focus on
Al Cloud open platforms and cooperate with numerous partners to promote development of the 1oT
industry.

In spite of uncertainties in operation, especially uncertainties arising out of trade protectionism,
we look forward to the Company maintaining a steady and healthy development in 2018: The trend
of artificial intelligence is just getting started, the global marketing network of the Company
becomes more and more balanced, and the development speed of innovative businesses will
accelerate, all of which will further stabilize the operation of the Company. The Company will
further enhance its management ability, pay more attention to profitable growth, continue to
promote sustainable and healthy development, and provide long-term rewards for shareholders.

In closing, we would like to express our heartfelt gratitude to all shareholders for trusting,

understanding and supporting the Company’s operation and management team.

See far, go further.

Board of Hangzhou Hikvision Digital Technology Co., Ltd.
April 2018
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Section I Important Notes, Contents and Definitions

The Board of Directors, Board of Supervisors, directors, supervisors and senior management
of Hangzhou Hikvision Digital Technology Co., Ltd. (hereinafter referred to as the “Company”)
hereby guarantee that the information presented in this report shall be together be wholly liable for
the truthfulness, accuracy and completeness of its contents and free of any false records, misleading

statements or material omissions, and will undertake individual and joint legal liabilities.

Chen ZongNian, the Company's legal representative; Jin Yan, the person in charge of the
Company’s accounting work and the head of accounting department, hereby declare and warrant

that the financial statements in this report are authentic, accurate and complete.

The Company’s chairman Chen Zongnian, and director Gong Hongjia, Qu Liyang, Hu
Yangzhong, Wu Weiqi, independent director Cheng Tianzong , Lu Jianzhong, Wang Zhidong attend
the board meeting to review this report in person. Independent director Hong Tianfeng was on a
business trip and not able to attend the board meeting in person, and Hong authorized independent

director Cheng Tianzong to attend and exercise the voting right for him.

The profit distribution proposal passed upon deliberation at the meeting of the Board of
Directors is set out as follows: Based on the Company’s current total share capital of 9,227,270,473
shares, the Company proposed to distribute cash dividend of RMB 5 (tax inclusive) per each 10

shares to all shareholders, bonus share and share distribution from capital reserve is nil.

Note:
This document is a translated version of the Chinese version 2017 Annual Report (“2017 4 FE R

7), and the published announcements in the Chinese version shall prevail. The complete

published Chinese 2017 Annual Report may be obtained at www.cninfo.com.cn.
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Please read the annual report and pay particular attention to the following risk factors:

1)

2)

3)

4)

5)

6)

7)

Risk of technology upgrade: With the development of cloud computing, big data, artificial intelligence, and
other technologies, the demand and business models of the industry will change accordingly. If the Company
cannot follow the changes in the cutting-edge technologies, or fail to realize the business innovation rapidly,

the risks of future development uncertainties will increase.

Risk of cyber-security: Risk of cyber-security: The Company has always attached importance and taken
active measures to enhance security performance of our products and systems, but under the Internet
application environment, there is still a possibility of deliberate attempts, including computer viruses,
malicious software, hacker and similar disruptions, to damage our systems or products, causing the security

issues.

Risk of exchange rate fluctuation: At the overseas market, the Company carries out operations in various
countries and regions with different currencies. The risk of exchange rate mainly comes from foreign
exchange exposures arising out of sales, purchase and financing that not settled in RMB (mainly in USD) as

well as the exchange rate fluctuations, which may probably affect the profitability level of the Company.

Risk of internal management: The continual expansion of business scale, the continuous increase of new
products and new businesses, the sustained growth in total number of employees and the significant rise of
internal management complexity have posed challenges to the Company’s management work and raised
higher requirements on the Company's management team. The Company’s sustainable development will face

certain risks if the management level fails to match up with the Company’s business expansion.

Risk of global market expansion: The Company’s business covers more than 150 countries and regions
worldwide. If various situations such as trade protectionism, debt problem or political conflict occur in the
country where our business is carried out, adverse impact may be caused to the Company’s business

development.

Risk of local debt: In the government-related project field, the Company has been maintaining a prudent
attitude towards PPP (Public-Private Partnership) and other construction modes, and endeavors to reduce risks
in the course of management and control for signing the project and implementing project. However, the risk
of extension of project schedule and failure of capital recovery might still appear if some government policies
change or the financial payment ability reduces.

Risk of intellectual property (IP) rights: The Company continues to maintain the relative large scale of
R&D investment, and produces considerable technical achievements. At the same time, the Company
implements well-organized intellectual property right (IPR) protection measures, however, the risk of

provoking IPR disputes and suffering from IPR infringements still exists.

The above notices might not be all-inclusive of all other potential risks, please pay attention to the potential

investment risks
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Definitions

Term

Definition

Reporting Period

From January 1% 2017 to December 31%2017

Articles of Associations

Articles of Associations for Hangzhou Hikvision Digital Technology Co., Ltd

Hikvision, our Company, the
Company

Hangzhou Hikvision Digital Technology Co., Ltd

CETHIK

CETHIK Group Co., Ltd. Controlling Shareholder of the Company

Innovative Co-investment Partnership

Hangzhou Hikvision Equity Investment Partnership (Limited Partnership)

Ezviz, Ezviz Network Inc.

Hangzhou Ezviz Network Co., Ltd. (According to the context, also refers to the corresponding business)

Hikvision Robotics

Hangzhou Hikvision Robtics Technology Co., Ltd. (According to the context, also refers to the corresponding

business)

Hikvision Automotive Technology

Hangzhou Hikvision Automotive Technology Co., Ltd. (According to the context, also refers to the

corresponding business)

Hikvision Weiying

Hangzhou Hikvision Weiying Sensor Technology Co., Ltd. (According to the context, also refers to the

corresponding business)

Hikvision Storage

Wuhan HIK Storage Technology Co., Ltd. (According to the context, also refers to the corresponding business)

Security Industrial Base (Tonglu)

Located in Tonglu economic development area, Hangzhou, Zhejiang province, purposes for production
factories, warehousing logistics center. Initially disclosed in Announcement about the Company's Investment in
Tonglu to Set up Wholly Owned Subsidiary and New Hikvision Security Industry Base (Tonglu) Project( {27
TENA A R WAL AR T AT Ko B 2 By e () BH A ) ) (NO. 2014-044).

Internet Security Industry Base

Located in Binjiang district, Hangzhou, Zhejiang province, purposes for the office building. Initially disclosed

in Announcement about the Company s New Construction of Internet Security Industry Base Project ( {F<T-#

Ja g R A IR I 22 977 7 ML 65T H (92 #5) )(NO. 2014-035).

Chongqing Manufacture Base

Located in Chongging, purposes for manufacturing facility, initially disclosed in Announcement about

Resolution of the 20" Meeting of the 3™ Session Board (No: 2016-068)

Innovative Business

A long investment cycle, business prospects uncertain, has the high risk and uncertainty, in need for direct or
indirect investment in exploration, in order for the Company to timely enter into new areas of business. Initially
disclosed in Announcement about Management Measures for Core Staff Investment in Innovative Business ( (1%
O G TEREEANHN 558 B /0% ) (www.cninfo.com.cn)

In this report, innovative business also refers to Ezviz, Hikvision Robtics, Hikvision Automotive Technology,

Hikvision Weiying, Hikvision Storage, and their related business or products.

Euro Bond

The Company publicly issued the bond with nominal value amounting to Euro 400 million; and the bond was
settled, listed and traded on the Irish Stock Exchange on February 18" 2016. For details, please refer to
Announcement about Issuing Foreign Currency Bond ( (5% F834M RATAN MR A %) ) (NO.
2016-004)
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Section Il Corporate Profile & Key Financial Data

I. Corporate Information

Stock abbreviation HIKVISION Stock code 002415
Stock exchange where th.e shares of the Company Shenzhen Stock Exchange
are listed
Name of the Company in Chinese U ¥ R FBR AR 5 - AR P A B 2 ]
Abbr. of the Company name in Chinese R AN
Name of the Company in English (if any) HANGZHOU HIKVISION DIGITAL TECHNOLOGY CO., LTD
Abbr. of the Company name in English (if any) HIKVISION
Legal representative Chen Zongnian
Registered address No. 555 Qianmo Road, Binjiang District, Hangzhou
Postal code of Registered address 310051
Business address No. 555 Qianmo Road, Binjiang District, Hangzhou
Postal code of Business address 310051
Company website www.hikvision.com
E-mail market@hikvision.com; ir@hikvision.com

I1. Contacts and contact information

Board Secretary Securities Affairs Representative
Name Huang Fanghong LiYi
No. 555 Qianmo Road, Binjiang District, No. 555 Qianmo Road, Binjiang District,
Address
Hangzhou Hangzhou

Tel. 0571-89710492 0571-89710492

Fax 0571-89986895 0571-89986895
E-mail hikvision@hikvision.com hikvision@hikvision.com

I11. Information disclosure and place of the report

Newspaper designated by the Company for information disclosure Securities Times, China Securities Journal
Website specified by CSRC for release of the Annual Report www.cninfo.com.cn
Place where the Annual Report is available for inspection Office of the Board of Directors of the Company
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IVV. Company Registration and Alteration

Organization code 91330000733796106P

During the reporting period, the Company operating range newly added
electronic technology consulting service, training service (excluding the
organizational training). After the change, the Company's business scope is:
the electronic products (including explosion-proof electrical products,
communication equipment and related ancillary equipment, multimedia
equipment), aircrafts, robots, intelligent equipment, auto parts and accessories,
Changes in principle business activities since the  |research and development (R&D) and production of automotive electrical
Company was listed (if any) signal equipment; Sales of self-produced products; provide technical services,
electronic technology consulting service, training service (excluding the
organizational training), electronic equipment installation; electrical
engineering, design, construction and maintenance of intelligent system
projects. (except country prohibited and restricted items, relating to the
specific mandatory license certificate) (subject to ratification in accordance
with the project, approved by the relevant departments to operate)

Changes of controlling shareholders of the

Company (if any) No change during the reporting period

V. Other Relevant Information
Accounting firm engaged by the Company

Name of the accounting firm Deloitte Touche Tohmatsu Certified Public Accountants LLP
Business address of the accounting firm 30F Bund Center 222 Yan An Road East Shanghai
Name of accountants for writing signature Mou Zhenfei, Zhang Shushu

Sponsor institution engaged by the Company to continuously perform its supervisory function during the
Reporting Period
o Applicable \ Inapplicable

Financial advisor engaged by the Company to perform the duties of continuous supervision during the reporting
period

o Applicable \ Inapplicable
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V1. Key accounting data and Financial Indicators

Whether the Company performed a retroactive adjustment or restatement of previous accounting data

\ Yes 0 No

The reason for retroactive adjustment or restatement of previous accounting data:

Accountant arrangement method for business merger involving enterprises under the common control

Unit: RMB
2016 YoY Change (%) 2015
2017
Before Adjustments After Adjustments After Adjustments Before Adjustments | After Adjustments
Operating income (RMB) 41,905,476,572.07 31,924,020,872.44 31,934,544,088.82 31.22% 25,271,390,273.42| 25,285,784,528.15
Net profits attributable to shareholders of the
9,410,855,084.82 7,422,261,983.16 7,423,683,960.91 26.77% 5,869,049,646.23| 5,869,119,852.19
Company (RMB)
Net profits attributable to shareholders of the
Company excluding non-recurring gains and 9,177,116,964.06 7,270,742,762.47 7,270,742,762.47 26.22% 5,604,890,259.09| 5,604,890,259.09
losses (RMB)
Net cash flows from operating activities
(RMB) 7,373,160,250.68 6,213,692,160.56 6,216,364,642.05 18.61% 3,216,722,169.17| 3,216,816,901.02
Basic earnings per share (RMB/share) 1.030 0.818 0.818 25.92% 0.651 0.651
Diluted earnings per share (RMB/share) 1.024 0.817 0.817 25.34% 0.649 0.649
Weighted average ROE 34.96% 34.56% 34.58% 0.38% 35.28% 35.28%
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At December 31 2016 YoY Change (%) At December 31 2015
At December 31% 2017
Before Adjustments After Adjustments After Adjustments | Before Adjustments | After Adjustments
Total assets (RMB) 51,570,963.466.61|  41,339,007,814.83 41,348,428,750.40 24.72%| 30,316,442,436.17|  30,325,728,486.51
NEBESERB ElTaNE D D el e Gl 30,358,072,874.22 24,288,634,890.08 24,285,707,211.82 25.00%| 19,253,803738.78|  19,249,454,082.77

Company (RMB)

10
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V1. Differences in Accounting Data between Domestic and Overseas Accounting Standards

1. Difference in the financial report of net profits and net assets according to the disclosure of International
Financial Reporting Standards and China Accounting Standards

0 Applicable \ Inapplicable
There is no difference in the financial report of net profits and net assets according to the disclosure of International Financial

Reporting Standards (IFRS) and China Accounting Standards in the reporting period.

2. Difference in the financial report of net profits and net assets according to the disclosure of Overseas
Accounting Standards and China Accounting Standards

0 Applicable \ Inapplicable

There is no difference in the financial report of net profits and net assets according to the disclosure of Overseas Accounting

Standards and China Accounting Standards in the reporting period.

VI11. Key Quarterly Financial Indicators

Unit: RMB
1%t Quarter 2" Quarter 3" Quarter 4™ Quarter

Operating income 7,043,724,101.73|  9,403,815,634.79| 11,282,202,421.66| 14,175,734,413.89
Net profit attributable to shareholders of the |, 1o 700 635 01| 1810,765424.69|  2,861,268,129.82|  3,258,040,898.30
Company

Net profit attributable to shareholders of the

Company excluding non-recurring gains 1,440,574,125.37| 1,749,292,093.49|  2,819,127,478.83 3,168,123,266.37
and losses

Net cash flows from operating activities -3,035,286,557.20|  1,092,485,754.78|  2,038,650,373.18 7,277,310,679.92

Whether there is significant difference between the above individual or aggregate financial indicators and that of
what disclosed in the quarterly report, half-year report

o Yes Y No

11
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IX. Items and Amounts of Non-recurring Gains and Losses

\ Applicable o Inapplicable

Unit: RMB
Item 2017 2016 2015
Profit or loss from disposal of non-current assets (including
. . . 1,585,222.50 -736,149.02 1,715,423.04
the write-off for the impairment of assets)
The government subsidies' included in the current profits and
losses (excluding the government subsidy closely related to
regular course of business of the Company and government 184,557,043.27 171,321,088.31 169,279,486.81
subsidy based on standard quota or quantitative continuous
application according to the state industrial policy.)
Net gains and losses from beginning of the reporting period to
the merge date for the subsidiary merged involving enterprises -42,070.90 3,949,938.20 195,016.56
under common control
Held-to-maturity financial assets, profits and losses of fair
value held-for-trading financial liabilities, and investment
income in disposal of held-for-trading financial assets and
N . . . . 86,740,196.23 321,708.86 132,518,794.00
liabilities and available-for sale financial assets excluding the
effective hedging business related to the regular business
operation of the Company.
Other non-operating income and expenditures except the
. . 30,044,820.52 18,276,871.37 15,481,300.69
items mentioned above
Less: Impact of income tax 50,405,620.44 36,000,258.26 54,882,891.58
The impact of the minority interests (after tax) 18,741,470.42 4,192,001.02 77,536.42
Total 233,738,120.76 152,941,198.44 264,229,593.10

Explain the reasons if the Company classifies an item as a non-recurring gain/loss according to the definition in the <Explanatory

Announcement No. 1 on Information Disclosure for Companies Offering Their Securities to the Public—Non-recurring Gains and

Losses>, or classifies any non-recurring gain/loss item mentioned in the aforementioned note as a recurrent gain/loss item

o Applicable V Inapplicable

In the reporting period, the Company did not classify an item as a non-recurring gain/loss according to the definition in the

<Explanatory Announcement No. 1 on Information Disclosure for Companies Offering Their Securities to the Public—Non-recurring

Gains and Losses> into a recurrent gain/loss item

! Please refer to Note (V) 48 for details about government subsidy (Value-added Tax Rebate for Software Product), which is closely

related to daily operations of the Company.

12
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Section 11 Corporate Business Summary

I. The principal business of the Company during the reporting period

1. Main Business and industry position

Hikvision is a provider of video-centered 10T solutions, which provides security, intelligence business and
big data services to customers around the world. As the world's largest security manufacturer, Hikvision is the
witness, practitioner and important promoter of video surveillance revolutions in digitalization, HD networking,
and intelligence. Global research firm IHS Markit has ranked Hikvision as global No.1 in the video surveillance
industry for six consecutive years, with 21.4% of the global video surveillance market share.

First established as an audio-video compression board provider, Hikvision has gradually developed into a
provider of a broad range of products and solutions covering the demands of security and visualized management
of the entire video surveillance industry. In 2017, Hikvision led the intelligent application trend based on the
fusion of cloud and edge computing, innovatively launching the three-tier Al Cloud architecture of edge node,

edge domain and cloud center, and vigorously promoting the development and application of Al in the 10T field.

2. Main Products and Solutions

2.1 Hikvision’s Al Cloud Architecture

Cloud computing is a commonly used in the Internet industry, but the pure cloud computing mode based on
Internet does not apply to loT. Massive heterogeneous data has been generated as the 10T scale continues to
expand. If all of such data is converged to the cloud center for centralized processing, swift business response will
not be able to fulfilled, and network bandwidth, storage resources, computing power, etc. will also be exposed to
tremendous pressure. Take a video network with 100,000 cameras as an example: approximately 30PB video
data can be generated every month, and if all of the original data is converged to the cloud center for processing,
the construction cost will be significantly increased, and the business response agility will be affected as well,
making it unfeasible. Coping with the bottleneck in the course of loT development is a challenge faced by the
whole industry.

In the opinion of Hikvision, the fusion of edge and cloud computing is the reasonable architecture to better

solve the current practical problems related to 1oT. For example, video surveillance not only requires proximal

13
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storage and intelligent analysis of the original data flow, on-demand convergence and big data analysis of

structured data, but also needs to conduct uniform management, operation and maintenance of various loT and IT
equipment. It's similar to the human body, where connecting sensory nerve endings with the brain to enable
orderly operation is a very complicated meridian system, rather than a simple information channel. Therefore, we
need an intelligent architecture capable of realizing both edge computing and on-demand centralized processing of
massive heterogeneous data, so as to achieve organic fusion of Al, big data, cloud computing and terminal
equipment. With this in mind, Hikvision launched the Al Cloud architecture incorporating cloud and edge

computing.

Il Al Cloud Core Concept

Edge perception, On-demand

(data) convergence, Multi-
layered cognition, Multi-tier

application

Edge
Dorgain

Edge Node

Edge Node

Hikvision’s AI Cloud architecture consists of three levels, which are edge node, edge domain and cloud center.
Edge node focuses on the acquisition of multi-dimensional perception data and front-end intelligent processing of
such data; edge domain focuses on convergence, storage, processing and intelligent application of perception data;
cloud center focuses on the fusion of business data and multi-dimensional analysis and application of big data.
From edge node to edge domain, data from edge nodes is processed in real time and converged to edge domains;
from edge domain to cloud center, data from edge nodes and edge domains is converged to the cloud center on
demand to support multi-dimensional big data analysis. The edge domain and cloud center architecture could
consists of multiple layers and tiers, and according to different applications, the data converged and uploaded to
the cloud center from edge domain will be different in format and content. The edge domain serves like a football
“midfield”, as it is responsible to determine the time, type and processing degree of the data transmitted to the

14
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cloud center and achieve “on-demand data convergence”.

In summary, cloud-edge fusion of Hikvision Al Cloud is neither the simple cloud + edge, nor to simply
divide into humerous so-called “little clouds” and converged to a larger scale cloud; but instead it is a new
architecture that can practically solve a series of problems in real application, data processing and management
incurred from edge to cloud. AT Cloud adheres to the core concept of “edge perception, on-demand data
convergence, multi-layered cognition and multitier application”, designs and constructs a multi-dimensional
intelligent service system. In short, Al Cloud is not Cloud Computing, but an aggregation of infrastructure, data

resources, platform services and application software.

2.2 Product Innovation in the Era of Intelligence

In 2017, the Company completed the core product layout of edge node, edge domain and cloud center based
on the Al Cloud architecture, injects Al into the products, and continuously leading the market by virtue of

technology and product innovation.

|| Hikvision Al Cloud Product Family
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The rapid development of Al technology unfolds a new chapter of intelligent products. Hikvision’s intelligent
products, represented by the “DeepInview”(i# i) series intelligent video cameras, DeepinMind Traffic
Management Server, intelligent traffic products (#4), DeepinMind open platform (/&) series intelligent
servers, and “DeepinGo”(HliE) series swing barrier turnstile with facial recognition terminal, have been widely

applied in the government market, enterprise market and consumer market.
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Front-End Products

In 2017, Hikvision comprehensively integrated deep intelligence into front-end products, and endeavored to
facilitate the iterative upgrade of products through the increasingly diversified intelligent chips. For example,
Hikvision “DeepinView” series intelligent video camera is a typical representative of edge perception, which
achieves intelligent perception and understanding functions such as object detection and feature extraction in edge

nodes by "intelligentizing" the edge, which makes perception and understanding more efficient and more accurate.

- 0%, il

w

DeepinView T sk

b
Deep learning algorithm + High
performance intelligent chips

Attributable to the breakthroughs in wide scenario, long distance and HD object capture, it can obtain clearer,
more effective, richer and more valued video data information; as for the complicated environment like serious
backlight and side mount, the camera has a special algorithm to optimize face recognition scenarios, which can
achieve a higher face capture rate; Hikvision’s “DeepinView” Darkfighter X (¥RIFE)¢) camera uses the
proprietary dual lighting fusion technology, and enables users to capture the HD full-color visual perception effect
under extremely low illumination circumstances; Hikvision’s "DeepinView” AR series camera lays a solid
foundation for three-dimensional security control and achieves the visualization of business management and

control.

Back-End Products

In 2017, Hikvision realized comprehensive intelligence of the back-end products. The product system

16
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consists of storage and computing all-in-one integrated equipment and GPU video image intelligent computing

equipment with better adaptability to IT environment, showing higher cost-effectiveness and being dedicated to
video perception computing, as well as data center equipment with higher universalization, better openness, and
better openness, and that can achieve free switching of algorithms and pooled deployment of computing and
storage resources.

For example, Hikvision’s DeepinMind NVR (i fixi) adopts the embedded design, integrates with
high-performance GPU chips, builds in the deep learning algorithm, combines video storage with intelligent
analysis, and achieves facial analysis, perimeter protection, video structuring and other analysis applications while
taking into account the conventional NVR video storage. For different markets, Hikvision caters to customer
demand by launching intelligent products for scattered scenarios such as financial ATM security protection,
student campus security protection, academic analysis, vehicle analysis in gas stations, safety helmet-wearing
monitoring, etc., thereby providing competitive solutions for various industries. Hikvision’s DeepinMind NVR
products have been recognized for high quality and innovative intelligent applications, and we were honored as
2017 China Top Ten New Prominent Security Products.?

In terms of the enterprise-level intelligent server, Hikvision has launched “Falcon” (J&/&), a video cloud
structuring server, “Blade” (JJ/%), an image cloud structuring server, DeepinMind Face Recognition server (i)
for intelligent facial analysis, behavioral trend analysis server etc., integrated the industry-leading deep learning
algorithm, and deeply developed the public security, traffic and other industries. As a result, we’ve successfully
developed the first generation of intelligent servers for practical business applications in the industry.

Based on open architecture and pooled resource application, Hikvision launched the DeepinMind open
platform (7 2l) image fusion intelligent analysis system product. Open architecture and open data are one of the
core concepts of the DeepinMind open platform. It opens the algorithm engine to allow all kinds of algorithm
vendors to develop, train and commercially operate different algorithms on it. Meanwhile, the data generated by
DeepinMind open platform through fusion with video analysis can be opened to the outside via standard interface
and protocol, and any platform vendors with certain development capability can use such data for upper-level

business applications, thereby supporting the industry to develop an Al ecological environment.

2 2017 China Top Ten New Prominent Security Products was selected and issued by China Public Security Magazine, together with
competent authorities like Ministry of Public Security, the Science Research Institute, and the Security Industry Association.
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Display Products
In 2017, Hikvision created multi-layer products of cloud center, edge domain and edge node incorporating
Al Cloud strategy, and continues to expand the central display business field, and achieve interactive access to
information, intelligent delivery of information, and comprehensive presentation of big data through diversified
display approaches such as seamless splicing, transparent, curved surface and holographic display. For example,
Hikvision’s central decoding and splicing control system, which is based on the technologies of video-audio
processing, multimedia data integration, UHD display, Al, clustering and scattering, "intelligentizes" products
such as universal decoder, splicing controller, multifunction video center, etc., diversifies the application of

monitoring center and command center, and maintains the leadership position in the industry.

Access Control and Alarm Products

In 2017, Hikvision launched various kinds of innovative application products in the access control and alarm
product field by applying Al technology. For example, Hikvision “DeepinGo”(#H i) series close-range facial
recognition product, which covers numerous edge devices for access control, attendance checking, visitors,
consumption, elevator control, personnel access, visual intercom, etc., has greatly expanded the application
scenarios of facial recognition technology with rapid response speed, a friendly interactive interface, and support
for massive face matching and picture anti-faking. “DeepinGo” (FH i) series products have not only upgraded the
traditional one-card access control system to the Al era, but more importantly enhanced the security and usability

effectively by combining with intelligent surveillance products. It has also laid a foundation for the smart
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communities and campuses to improve their access control solutions. Moreover, based on its fast, accurate and
convenient features, facial recognition technology is highly accepted by users in such scenarios as face and
identity matching in hotels, real-name attendance checking on construction sites, face, identity and ticket

verification in high-speed railway stations and bus stations, school dormitory management, and more.

Intelligent Traffic Products

In 2017, Hikvision further enriched its intelligent traffic deep learning products, and launched a series of
intelligent traffic products based on Al Cloud and incorporating the concept of edge node and edge domain. The
intelligent traffic product line helps technical bottlenecks, builds in new loT applications by virtue of IT
approaches, lays out the ecological road environment, and achieves sustainable development.

For example, Hikvision’s DeepinMind series intelligent traffic management server (ff{#i) has been
extensively applied to urban areas with such intelligent functions as “pedestrian jaywalking”, “vehicles not being
courteous to pedestrians”, “high beam light detection”, etc.

In terms of road perception, the Company took the lead in upgrading the new generation of intelligent traffic
products, switched the sensor of road capture camera from CCD to CMOS for the first time, and designed the
900-megapixel (MP) intelligent tollgate and off-site traffic law enforcement products. The brand-new sensor has
contributed to qualitative leaps in high frame rate and low illumination level night view, and explored into many
business types including off-site traffic law enforcement.

In terms of road cognition, the Company launched terminal products such as “Intelligent Cube” (%4 B& /8 77)
series, “ALL IN ONE”, adaptive intelligent signal controller, etc. As a typical product of the edge domain, the
intelligent road terminal enables unified management of the data within the domain and proximal agile business
responses. The “ALL IN ONE” comprehensive integrated management and control machine has further simplified
the construction wiring cost at the crossroad, and helped simplify design of crossroads by virtue of excellent

structural composition and thermal design.

Transmission Products

Hikvision’s transmission products support the access and networking of all kinds of 10T terminal equipment,
and achieve the all-weather, all-region reliable transmission. Such products include the optical transmission
products such as video optical transceivers and network optical transceivers, as well as network transmission
products such as network switches, industrial switches, wireless bridges, wireless AP (access point) and AC
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(access point controller), and etc. In 2017, the Company launched the remote POE switch product series and

wireless bridge product series for elevators, making a more rapid and convenient network access for

perception-end equipment.

2.3 Al Cloud Boosting Intelligent Applications to Industries

According to the Al Cloud architecture, Hikvision is devoted to enhancing its top four capability in Al
resources schedulability, on-demand data convergence, scenario-based application and integrated operation and
maintenance services for public security, transportation, law enforcement, education and healthcare, energy,
finance, intelligent building, etc., in an attempt to empower various industries to realize intelligent transformation.
For example, in the public security field, Al Cloud helps to combat crime and maintain a stable civil life; in the
public service field, Al Cloud serves intelligent transportation and creates a green and harmonious ecological
environment; in the commerce field, Al Cloud helps owners optimize products and services, and enhance
operational efficiency; in the finance field, Al Cloud enables precision marketing and improves customer
experience; and in the education field, Al Cloud will help achieve intelligent education and innovate upon

teaching management.

2.3.1 Public Security ---- Taking XueLiang Project (53 T#2) Solution as an Example

Hikvision XueLiang Project Solution regards “multi-dimensional and stereoscopic mode, distributed
intelligence, and global sharing” as the core concept, focuses on networking application construction of public
security video surveillance, takes the five-level comprehensive treatment centers covering village (community),
town (street), county (district), city and province as the command platform, bases on grid management, and
applies technologies such as video surveillance, face matching, license plate recognition, intelligent pre-alert,
radio frequency identification and Big Dipper Navigation System, so as to build up the stereoscopic security
prevention and control system, improve the refined and intelligent level in comprehensive treatment of social

security, and get through the “last mile” of convenience service for the public.
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Through hierarchical establishment of the public security video image information sharing platform,
XueLiang Project converges massive governmental, industrial and social video image resources, so as to promote
the sharing of video resources, and provide visualized support services in real-time monitoring, access to videos,
etc. Meanwhile, based on Al capability, it converts video image resources into data resources, and maximizes the
extraction of valued information; and based on massive valued data, it carries out in-depth analysis and mining by
big data technology, and provides data and service support for deep business application of government sectors

and industries, so as to enhance public safety and security

2.3.2 Public Services ---- Taking Intelligent Traffic Comprehensive Management and Control Solution as an
Example

In the intelligent traffic field, Hikvision considers the big traffic data platform as the commanding height, and
converges the data of urban bus, taxi, online car-hailing service, “passenger transport coach, tourism transport
coach and dangerous goods transport vehicle”, highway passenger transportation, railway passenger transportation,
freeway traffic flow, urban parking lot, etc. Based on the construction concept of “Al Cloud + urban traffic
intelligent management”, the Company has achieved front-end side intelligent advancement, on-demand data
convergence, layered autonomy and traffic management on cloud, and provided integrated solutions and services
for business applications of transportation management and urban traffic control, in order to safeguard the road

traffic security, alleviate traffic flow pressure, optimize the external traffic services, enhance the traffic operation
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efficiency, and promote the industry business innovation and the application transformation and upgrade.
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Making full use of the advanced technologies of Al, Augmented Reality (AR) and 3D positioning, etc.,
Hikvision provides users with a command platform for holographic perception, precision analysis, real scene
operation and efficient scheduling, and acquires panoramic videos of the monitoring points via the AR PanoVu
camera. Meanwhile, the AR PanoVu camera can interlink with low-position cameras within the field of view in
the form of virtual tags, and demonstrate the video data of low-position cameras, tollgate capture data, road traffic
data, abnormal traffic incident data and other information by means of Picture-in-Picture. This can achieve the
linkage between three-dimensional management and control and multi-businesses, which focuses on both the

general situation and the details, facilitates inquiry, search, positioning, description, alarming and linkage, and

enhances operational command efficiency.

2.3.3 Boosting Commercial Development ---- Taking Hikvision Cloud Visualized Management Platform (=
i) System Solution as an Example

Hikvision Cloud Visualized Management Platform (=) system solution is a large video networking and
structured could platform solution constructed by Hikvision specially for commercial users under great chain
business era on the basis of Hikvision EZVIZ (&% 47) public cloud under the Al Cloud architecture. It can realize

remote video inspection nationwide based on Internet technology, conduct unified management of processes and
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deliver results of video inspection according to management requirements. Meanwhile, through the front-end

intelligent device, it can collect structured data in multiple aspects such as customer flow, human body attributes,
etc., and provide management and operation data by combining the scenario-based demands, such as terminal
customer analysis, customer group analysis, targeted advertising push, facial attendance system, etc. In addition,
the Cloud Visualized Management Platform (z ) has optimized the overall product design in terms of
convenient operation and efficient management, and greatly enhanced the usability and friendliness of the mobile
APP terminal while intensifying the service capability of cloud data in the central terminal, thereby providing

efficient technical tools for commercial users to improve their overall operation.

I | Core competitiveness of Cloud Platform

Standard Unified Interface Cloud + Edge Computing Powerful Performance Effective Operation and Maintenance
The Cloud Platform is based on The Cloud Platform is based on The platform has good Users do not haveto care

intemet technology. provides Al Cloud architecture, deeply stability, short response time, about the operation and

standard unified videointerface, integratesthe computingpower unlimited accessto equipment maintenance costs of the

and specifies the of edge nodes, and fully realized and concurrency. and easy to platform, which are all
input/transmission/storage establishment of video big data expand later. entrusted to backstage support

standards. processing capability on the team of the cloud platform.

cloud

For example, Hikvision’s Cloud Visualized Management Platform (z i) helps to achieve precise marketing
in the chain retail industry. Through the store traffic statistics device, it collects customer traffic data in and
around the store; by combining the transaction settlement data via POS system, users can see the sales turnover
rate of products in the focus areas, which is helpful for retail analysis and decision making.

In the catering industry, it enhances management efficiency and quality intensity by jointly establishing a
operation and management cloud platform. Through Hikvision’s Cloud Visualized Management Platform (z ),
users can achieve services such as hygienic supervision on kitchens, management of store personnel, regular
inspection on stores, upgrade supervision models, and streamline management of multi-site businesses.
Meanwhile, it allows enterprises to provide an open interface linked with the WeChat Official Account, which

makes the store management more transparent and healthy.
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2.3.4 Intelligentizing Finance ---- Taking Intelligent Financial Branch Solution as an Example

Hikvision considers “Al intelligentizing the edge, integrating cloud and edge computing, and enhancing
business agility” as the design philosophy, and organically integrates with various scenarios of the finance
industry by relying on deep learning algorithm model and the full series of intelligent products, to establish a

brand new customer identification and interactive marketing mode.

I pata Integration, Application Exploration

Potential customer mining

Customer heat maps

Customer relationship map

Intelligent Bank Branch

Standardized Branch Service

Customer accurate portrait

Analysis of the rationality of
personnel trajectory

Facial identification technology enables better control of marketing, customer service as well as better design
of bank branch facilities by identifying customers and the dynamic flow of customers in the offices. The
information release and display technology is designed to engage customers with information about financial
products. Intelligent branches provide a differentiated experience for customers, and according to the standardized
and regulated service requirements, Hikvision applies intelligent products to business channels such as counter,
e-banking, self-service equipment, etc., to provide financial customers with a safer identification matching
approach, to prevent operational risks such as internal and external fraud, and to enhance overall business

processing efficiency.

2.3.5 Facilitating Campus Management ---- Taking Smart Education Solution as an Example

Hikvision Smart Education provides a full series of intelligent applications based on various businesses

scenarios for users like schools, education bureaus and education groups. With respect to the current situation of
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numerous campus security protection subsystems, and to meet management requirements, Hikvision has launched

a comprehensive integrated system for education security protection by integrating multiple subsystems including
video surveillance, alarming management, personnel management and control, vehicle management and control,
door access control management, dormitory management, school bus management and emergency response and
command. This has deeply integrated the core work of safeguarding and achieving the “three-in-one” of security
information system consisting of unified business planning, unified authority management and unified resource
scheduling.

Through real-time identification of personnel information, the school gate personnel control system can
achieve the functions of risk early-warning of blacklist personnel, high-frequency appearance early-warning of
strangers, face and identification matching of visitors, and management of restricted range of areas; the dormitory
management system deploys the facial capture camera at the entrance and exit of a student dormitory, which can
simultaneously identify the faces of all personnel entering the dormitory, and help the dormitory administrator
identify and check the identification of personnel while also ensuring access efficiency; based on the advanced
analysis algorithm, the 4K teaching recording and broadcasting system can complete automatic broadcasting
switching, achieve HD recording of routine teaching courses, and carry out teaching management and educational

administration, such as analysis of class performance, attendance rate statistics, routine classroom inspection, etc.

I Intelligent Campus
I 9 P
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Based on the development of deep learning technology, and by identification and analysis of face and vehicle,
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as well as the innovation in teaching and campus management, Hikvision Smart Education System further

achieves the fusion, secondary refining and value adding of data. It is designed for comprehensive 10T perception
and efficient and collaborative campus management, thus providing safe and convenient campus life services for

teachers and students.

To sum up, Hikvision “Al Cloud” strategy centers on user demands, and integrates Al, big data, cloud
computing, edge computing, and other technologies into an 10T application covering perception, transmission,
cognition and application, in an effort to lead the intelligent loT development based on the fusion of cloud and
edge computing concepts. Hikvision continues to develop the market, provides customized solutions, products and
services for various industries, and establishes new business development modes co-existing and co-developing

with intelligent applications of various industries.
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2.4 Pursuing Prosperity Together with Industry Users and Building the New Ecosystem of Al Cloud

Al Cloud involves numerous aspects of the industry, requires multiple factors such as algorithm, computing
power, product, data, training system, software platform and application software to jointly participate. Hikvision
adheres to the principle of “openness, cooperation and win-win”, establishes a complete system with open
capabilities by opening the infrastructure, data resources, platform services and application interface, and

collaborates with partners to build the new ecosystem of Al Cloud.
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Meanwhile, it promotes and implements industry solutions based on Al Cloud architecture in various industries,
cultivates and develops professional partners in segment industries and fields, and establishes an industrial
ecological cooperation system; besides, Hikvision will also continue paying attention to the extension
development of industry chain, and the construction of service ecosystems such as consultancy, operation and

maintenance, security protection, etc.

3. Hikvision’s Innovative Businesses

Centered on video technology, Hikvision has deployed five new innovative businesses.

3.1 EZVIZ Guiding the Growth of Innovation Business and Laying a Foundation for Commercial
Intelligence

Hikvision EZVIZ Internet Business serves the smart home and intelligent commercial fields, and over five
years’ development, it realized the revenue of more than RMB 1 billion and achieved profitability in 2017.

In terms of smart home, EZVIZ continues to improve the user experience by advanced technologies,
products and services, and provide home users with intelligent security services. The new products debuted in
2017 include the active defense Wi-Fi camera C3W, smart entry kit with a smart door viewer DP1 and intelligent
fingerprint lock, human-shape-detection smart Wi-Fi bullet camera C5Si, etc.. Together with EZVIZ cloud
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platform and by combining IoT cloud platform and big data technology, these new products have effectively
integrated home demands and scenarios such as intelligent control of household equipment, home environment
perception, home security perception as well as information communication, consumption service, etc., so as to
create a safe and convenient home, and provide users with the one-stop intelligent service solutions.

In terms of intelligent commerce, EZVIZ has many types of security equipment for business purposes, which
provide video services for business operation and management through video analysis by combining the
globalized video cloud service platform --- EZVIZ Cloud and by centering on the video content, and extend
diversified applications. EZVIZ cloud can be connected to massive loT equipment to support large-scale
concurrence, achieve the interconnection between equipment and users, and interconnection between different
equipment, and efficiently realize equipment networking. EZVIZ cloud provides rich and well-organized API
interfaces, including the support of multiple platforms like Windows, Android, iOS and Linux, so as to achieve
cross-industry cooperation. With the operation nodes covering throughout the globe, EZVIZ Cloud can provide
borderless real-time data transmission and application services for both domestic and overseas users, and has

gradually become a public cloud platform carrying commercial intelligence.

Il Internet-based Innovative Business

EZVIZ Cloud + Video Content Service Platform

Data acquisition Massive data Massive data Deep data
and integration storage retrieval analysis and
mining
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3.2 The Rapid Growth in Other Innovative Businesses Laying the Foundation for the Company’s

Long-term and Sustainable Development

Based on the Company’s technical accumulation in the multi-dimensional perception and system control

fields, Hikvision Robotics is mainly engaged in intelligent manufacturing, and developing mobile robots, machine
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vision and industrial-level unmanned aerial vehicle (UAV). In the mobile robot field, Hikvision continues to
launch reliable AGV (Auto Guided Vehicle) products and solutions, and help JD.COM, SF EXPRESS and other
partners to reduce operating costs and improve business efficiency. In 2017, the Company released the carrying
robot (forklift) and carrying robot (compound robot) based on laser navigation, which has further enriched the
product choices for customers. In the machine vision field, Hikvision endows the machine with perceptual ability
by virtue of image identification, uses cameras to measure and judge in place of human eyes, and facilitates
industrial automation; and it achieves stronger resolving power, larger sensitivity range and higher observation
accuracy, and greatly enhances productivity. As the UAV influence on the consumer market increases, the
application of industrial-level UAV is also increasing. For this purpose, the Company has presented various
products such as the Falcon Series quad-rotor and hex-rotor aerial vehicles, Commander-Series All-In-One
Ground Station, and Defender-Series Unmanned Aerial Vehicle Jammer, etc., which help extend the security
industry solutions from two-dimensional surface to three-dimensional space.

Attributable to the increase in perception and computing power of semiconductor devices and the iterative
development of network technology, automotive intelligence is emerging. The Company extends the advantages
of video technology to the automotive electronics field, and provides powerful protection for the driving safety of
both industrial-level and consumer-level users by using advanced image capture technology and video analysis
technology. The Company has developed various intelligent automotive electronics products and solutions
including the intelligent vehicle-mounted rearview mirror ( = %%), 360° panoramic view system and
vehicle-mounted intelligent surveillance system, which covers double chips of both the industrial-level image
processor and the intelligent processor. The Company has also launched the Advanced Driver Assistance Systems
(ADAS) integrating the functions of vehicle front detection, lane departure warning (LDW), vehicle driver
behavior analysis and right side blind area detection, etc., so as to facilitate intelligent, comfortable and safe

driving in future.
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The data size of data generated by the video surveillance industry reaches ZB level every year. As a leader in
the video surveillance industry, Hikvision has deployed the business of solid state disks (SSD) and intelligent
storage solutions by combining the development prospects of Al and big data. In 2017, the Company launched a
number of industrial-level, industry-level, data center-level and consumer-level products based on SSD as the
carrier, as well as personal portable NAS, private cloud and other storage application solutions to meet the data
storage demands of personal and home users.

Hikvision Weiying (¥ i 5%2) is a provider of far infrared (IR) sensors centered on MEMS
(Micro-electromechanical Systems) technology. Based on the deep understanding of security applications,
Hikvision lays out the uncooled infrared (IR) sensors, and has launched thermal imaging sensors applicable to
multiple fields such as security surveillance, driving assistance, disaster forecast, industrial temperature
measurement, medical inspection and quarantine, consumer electronics, etc.

The Company’s innovative businesses are carried out on the basis of video technology and based on users’
demands. Hikvision will continuously expand the new technologies and new applications, look for more market

opportunities, and lay a solid foundation for the Company’s long-term and sustainable development.

4. Market Demands and Technology Motivation

Security is a priority in countries and regions worldwide, and the continual improvement of security
protection capability is in demand. Governments, enterprises and families in various countries want security

products, and complex business demands further promotes the diversity of products and the development of
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overall solutions. Meanwhile, growth of the existing market and the increasing new demands have contributed to
video surveillance industry growth.

In terms of technical R&D for satisfying and leading customer demands, the long-term planning and
continual investment contribute to the Company’s sustainable development and innovation in technical fields, as
technical innovation is the powerful impetus driving corporate development. Along with the application of
Artificial Intelligence (Al) technology in the video field, video as the perception dimension with the richest
information content is gradually becoming an important method for supporting transformation and upgrading of
traditional industries. The combination of Al, video technologies and business demands is promoting development
of video technologies from an application focusing on security assurance to an important application for
improving business management efficiency in more and more industries.

Based on our accumulation in products, software, solutions and industry applications, we’ve constructed a
three-dimensional 1oT-based intelligent system architecture --- Al Cloud, which puts forward the core concept of
“edge perception, on-demand (data) convergence, multi-layer cognition and multi-tier application”, responds to
the basic construction ideas for 10T infrastructure, data resources, platform services and application software, goes
beyond R&D at specific scheme level, forms into a systematically theoretic architecture and guideline, and

provides the direction for industry development.

I1. Significant changes in main assets

1. Major Changes in Main Assets

Major assets Explanation on Major Changes
Equity Assets Increased by 31.08%, mainly due to investment to Maxio Technology (Hangzhou) Ltd.
Fixed Assets No significant changes

Intangible Assets No significant changes

o Increased by 353.84%, mainly due to the investment to Internet Security Industry Base and Security
Construction in Progress

Industrial Base (Tonglu) project-phase 2.

2. Major Overseas Assets

o Applicable V Inapplicable

I11. Core Competitiveness

As an industry leader, Hikvision insists on technology leadership, centers on customer demands, widely
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converges the talents and builds global comprehensive competitive advantages by virtue of strong R&D, sales,

production and service integration capabilities as well as software, hardware and system integration capabilities.

1. Closely Focusing on Customer Demands to Develop the Segment Industry

Hikvision promotes R&D by centering on meeting the market demands; based on customer demands,
Hikvision carries out in-depth development and customization close to the industry, ensuring the products and
solutions comply with and properly guide the market demands, and helps users to create value.

The video application scenarios are scattered. Customers of various industries have their respective and rich
business scenarios of different business logics, and they have very different demands for video applications. In
terms of hardware, the Company has more than 10,000 product models available for sale, and provides rich
product types and segmented product models for differentiated scenario demands to achieve the best performance
requirements. In terms of solutions, the Company has multiple scenario-based software platform solutions for the
seven industries of public security, transportation, law enforcement, education and healthcare, finance, energy and
intelligent building, and provides software and hardware combination solutions and business operation modes

specific to different business demands.

All of our actions from supplying products to providing solutions and launching the strategy of “platform +
ecosystem” are based on the Company’s deep understanding and confidence of the market. Hikvision will closely
center on the customer demands to promote the concept of “industry segmentation, regional grass-roots marketing
and end-to-end business development” continuously, always listening to customers to continue improving the
solution customization capability and consultative selling capability, and constantly transforming technology into

market value.

2. Optimizing the R&D System and Enhancing the R&D Efficiency

Hikvision has established a R&D center system, which is headquartered in Hangzhou and covers Beijing,
Shanghai, Chongging, Wuhan, Xinjiang, and Montreal in Canada, Silicon Valley in the United States and
Liverpool in Britain, and plans to establish new R&D bases in Xi’an, Wuhan, Chengdu, Chongqing and
Shijiazhuang.

Hikvision has established a three-in-one hierarchical R&D system consisting of the technology platform,

product platform and solution platform. Technology platform is the foundation of product platform and solution
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platform. Innovation and growth of the technology platform, products and solutions ensures continual
competitiveness; without the support of product platform and solution platform, the technology would be prone to
remaining at the academic research level. The Company’s three R&D platforms are subject to different functions
and mutual cooperation at the same time, enabling the technology, product and solution platforms to integrate and
complement each other, thereby jointly facing and quickly satisfying the users’ needs. A sound operation system
enables the R&D team to achieve continual innovation and launch the products and applications leading the
industry, and meanwhile, to summarize and adjust the R&D priorities according to market feedbacks, enhance

product functions and performance, and form effective, market-oriented R&D.

3. Improving Manufacturing Flexibility and Enhancing Product Delivery Capability

The fragmentation of video application scenarios leads to a relatively scattered market. The Company
receives more than 1,000 product orders every day, and each order contains more than 10 types of product items
on average. Effectively and accurately conducting demand forecasts and management for raw materials, and
flexibly and efficiently coordinating plans and organizing production are key for the Company’s supply chain to
cope with the diversified demands, optimize costs and enhance efficiency.

Hikvision currently has three manufacturing bases in Hangzhou, Tonglu and Chongging, and has a
large-scale production expansion plan in Tonglu, Wuhan and Chongging, so as to ensure steady and rapid
development of the Company’s business. So far, the Company has gradually launched more than 800 intelligent
warehouse robots (FfFf) at the Tonglu Production Base, so as to comprehensively implement the warehousing
and internal logistics automation, reducing the labor cost by approximately 50% and improving efficiency by
nearly 80%. The Company will continue implementing the intelligent factory construction to strengthen the
intelligence level of the design and manufacturing system with the support of a comprehensive information
system and by virtue of the 10T technology and automation technology. Based on the Tonglu Production Base
template, we’ll build up more agile, flexible and scaled intelligent factories, develop the leading production,

manufacturing and service capability, and further enhance production efficiency.

4. Optimizing the Marketing Service System to Better Serve the Users

Hikvision’s marketing service network spreads all over the world to achieve resource allocation worldwide.
The Company owns 35 branches and more than 200 liaison offices in Mainland China; and has established 37
overseas sales branches, forming a marketing network covering more than 100 countries and regions in overseas
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markets, with the independently branded products being sold to more than 150 countries and regions.

In addition to the self-built marketing network, Hikvision has also established a three-tier service system,
which comprises the Global Customer Service Center, the Branch Customer Service Department and the
Authorized Customer Service Station. Through cooperating with tens of thousands of partners, such as
engineering contractors, distributors and outsourced service providers, the Company provides multi-dimensional
services including product delivery, project delivery, software deployment, system operation and maintenance, etc.
to customers in various industries and different regions. Moreover, the Company continuously improves the
product and technical service standards, provides an all-round certification and training system for partners, and

enhancing their professional qualifications to serve the users together.

5. Establishing a Long-term Talent Training and Incentive System to Support the Company’s Sustainable

Development

Talent training is the top priority of the Company. A well-organized talent development and training system
helps the employees grow and gain the sense of accomplishment and sense of belonging, and is the impetus for
the Company’s sustainable and sound development. The Company has always adhered to the "talent-focused,
growing together” employment concept, and has set up a dual career development path consisting of management
sequence and professional sequence, established a professional qualification evaluation system and a talent
assessment system, and implemented a multi-level training mechanism, so as to continuously cultivate the core
talents and back-up talents for the Company.

In addition to providing employees comprehensive welfare and compensation benefits, which are
competitive in the industry, the Company has implemented three restricted share incentive schemes since 2012,
awarding nearly 5,000 employees, covering the core talent team from the management staffs and business
backbones of various levels and focusing on business backbones as the main incentive objects, thereby
maintaining the stability and motivation of core talents.

In 2016, the Company implemented the innovative business co-investment mechanism for core staffs, under
which employees can become a shareholder of our innovative businesses. Such innovative businesses have
become an incubator for entrepreneurship and growth of employees, while the employee co-investment

mechanism is becoming a significant system guarantee for the Company's sustainable development.
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Section IV Operation Discussion and Analysis

l. Overview

In 2017, the global economy recovered slowly in fluctuation, the increasing protectionist tendency in
developed economies led to continuously rising uncertainty risks. The video surveillance industry benefited from
the overall stability in domestic economic environment and the development of Al technology, but also suffered
from the pressure due to changes in trade protection and increased cross-industry competition. Hikvision
continued to maintain solid growth through our own operations and efforts.

Facing the complicated domestic and overseas environment, the Company took a targeted regional strategy,
and insisted on guidance by customer demands and stimulation by technological innovation, thereby promoting
the profitable growth. During the reporting period, the Company achieved total operating income of RMB 41.91
billion, increased by 31.22% on a year-over-year basis; and net profit attributable to shareholders of the listed
company of RMB 9.41 billion, increased by 26.77% on a year-over-year basis. The Company’s overall gross

profit margin was 44.00% in 2017, increased by 2.41% on a year-on-year basis.

1. Core business analysis

1.  Overview
(1) Leading the Industry Development by Technological Innovation

In 2017, the Company’s research and development (R&D) investment reached RMB 3.19 billion, accounting
for 7.62% of its total sales volume. The Company maintains a relatively large scale R&D investment, with the
number of R&D and technical service personnel in excess of 13,000.

The Company considered the construction of intelligent product systems and solutions as the strategic
direction, completed the core product layout of edge node, edge domain and cloud center based on the Al Cloud
architecture, developed numerous industry intelligent application solutions, injected Al into the products and
solutions, formed the competitive edges in video intelligence, and continued to maintain the leading position by
virtue of technology, product innovation and solution innovation.

The Company has kept continual investment and innovation in technology, and maintained the
competitiveness in products and solutions through the three-in-one R&D system consisting of the technology

platform, product platform and solution platform. Meanwhile, the Company constantly strengthened the inputs in
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systematic work such as R&D management, quality management and cyber-security management, and helped

enhance the systematic, standard and security level of R&D.

(2) Optimizing Marketing Strategy and Continuing Expand the Market

For the domestic market, the Company constantly promoted the marketing strategy of “industry segmentation,
regional grass-roots marketing and end-to-end business development”, enabled regional sales branches to
cooperate closely with the business departments of vertical industries, and further optimized the coverage of the
marketing network. The Company continued to improve the product and technical service system, and
continuously enhanced the technical service capability while providing high-quality products and solutions to
users. As for the channel market, the Company established partnerships with multiple channel partners,
strengthened sales supervision and standardized the channel market; the Company continued improving the
Internet marketing platform, promoted product standardization and market transparency, and facilitated
well-organized competition and healthy development of the industry.

For the overseas market, the Company established seven overseas subsidiaries in Kenya, Uzbekistan,
Hungary, New Zealand, Czech, Malaysia and Germany and two new offices respectively in Indonesia and
Vietnam in 2017; with 37 overseas branches, 106 overseas service points and 77 authorized repair centers, the
Company’s overseas sales network has been further improved. The Company continued expanding from channel
distribution market to project market, strengthened the input in overseas project market, improved the product
influence in overseas markets, and better served local customers. In 2017, the Company achieved major project

breakthroughs in Singapore, and made some progress in the project markets of many countries and regions.

(3) Development of Innovative Businesses to Create Innovation Impetus

EZVI1Z business continued to develop rapidly. By the end of 2017, the devices connected to EZVIZ Cloud
reached 28 million, and the number of EZVIZ Cloud APP users exceeded 20 million. In 2017, EZVIZ launched
new products such as smart door viewer and smart door lock to enrich the product choices of medium-to-small
and micro enterprises, families and individual users. Based on the growing opening platform of EZVIZ Cloud
business, the Company has carried out new types of business such as Hikvision Cloud Visualized Management
Platform (= &) to provide SaaS-based comprehensive services of video analysis and big data information

management for business users, which integrated with traditional security business of the Company to
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complement each other and promote the rapid development of intelligence in the industry. In 2017, EZVIZ
recorded operating revenue of more than RMB 1 billion and succeeded in making profits, thereby becoming the

first innovation business of the Company to achieve profitability.

The robot business of Hikvision made rapid breakthroughs. In 2017, Hikvision Robotics launched the carrying
robot (forklift) and carrying robot (compound robot) based on laser navigation, as well as the more advanced
industrial camera products and platform software, to further enrich the product choices for customers. Hikvision
Robotics succeeded in helping JD.com, SF EXPRESS and other logistics industry customers to complete the
implementation and application of complicated automation projects, and developed a number of successful cases
with great influence. In the UAYV field, the Company has developed full product lines covering the Falcon Series
quad-rotor and hex-rotor aerial vehicles, Commander-Series All-In-One Ground Station, and Defender-Series
Unmanned Aerial Vehicle Jammer, etc., indicating that the industrial-level UAV market is being gradually opened
up.

The automotive electronics business has developed comprehensively. The Company continuously diversified
the post-mounted product types such as video and millimeter wave radar, and launched the intelligent automotive
electronics products and solutions including the intelligent vehicle-mounted rearview mirror (= %%), 360°
panoramic view system and vehicle-mounted intelligent surveillance system. In terms of systems, the Company
has also launched the Advanced Driver Assistance Systems (ADAS) integrating the functions of vehicle front
detection, lane departure warning (LDW), vehicle driver behavior analysis and right side blind area detection, etc.,
and applied the product to the pre-mounted customers and industry customers and markets.

Hikvision Smart Storage launched a number of industrial-level and consumer-level storage products and
household storage center products, achieving rapid market breakthrough. Hikvision Weiying accumulated
imaging technology, and promoted thermal imaging products to develop from the industrial-level application to

the public market by virtue of better cost performance advantages.

(4) Increasing Infrastructure Investment and Deploying R&D and Manufacturing Sub-Centers

In 2017, the Company disclosed the investment plan of more than RMB 10 billion to prepare the construction
of four R&D bases in Xi’an Wuhan, Chengdu and Shijiazhuang, expand Hangzhou R&D center, as well as
construct two manufacturing bases in Chongging and Wuhan. The investment will provide office space and help

ensure productivity needed to meet Hikvision's current and future business demands, and help the Company
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expand the market.

(5) Management Reform and Optimizing Internal Management

In 2017, the Company continuously strengthened process construction and optimization under the leadership

of the Reform Management Committee; continuously promoted the system constructions such as BLM (Business

Leadership Model) and IPD (Integrated Product Development) systems; continuously constructed the flat

organization by implementing the policies of decentralization,

disintermediation,

downward shift of

decision-making focus, etc.; and enhanced the internal management efficiency by continually promoting

improvement and optimization of internal management.

2. Operating incomes and operating costs

1) Operating income structure

Unit: RMB
2017 2016 YoY Change
ot | roretente | anomt | poeene |09
Total operating income 41,905,476,572.07 100.00%| 31,934,544,088.82 100.00% 31.22%
Classified by industry
;gifvﬁge'“;“’d”‘“s and video 41,905,476,572.07 100.00%)| 31,934,544,088.82 100.00% 31.22%
Classified by product
Front-end equipment 21,090,230,299.49 50.33%| 15,881,528,158.70 49.73% 32.80%
Back-end equipment 6,151,038,063.70 14.68%| 5,197,388,761.80 16.28% 18.35%
Central control equipment 5,073,899,931.95 12.11%| 3,988,683,952.14 12.49% 27.21%
Constructions 2,540,799,165.58 6.06%| 1,451,424,275.00 4.54% 75.06%
Others 5,394,298,987.25 12.87%| 4,757,562,355.69 14.90% 13.38%
Subtotal 40,250,266,447.97 96.05%| 31,276,587,503.33 97.94% 28.69%
Smart home business 1,090,629,830.13 2.60% 507,566,718.33 1.59% 114.87%
Other innovative businesses 564,580,293.97 1.35% 150,389,867.16 0.47% 275.41%
Subtotal 1,655,210,124.10 3.95% 657,956,585.49 2.06% 151.57%
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2017 . 2016 . YoY Change
Amount Proportion to Amount Proportion to (%)
operating income operating income
Classified by region
Domestic 29,661,186,316.32 70.78%| 22,574,159,436.75 70.69% 31.39%
Overseas 12,244,290,255.75 29.22%| 9,360,384,652.07 29.31% 30.81%

Note: in the category classified by product, “smart home business” under innovative businesses was listed separately starting from
this reporting period, and the “other innovative businesses” includes corresponding business products of innovative business
subsidiaries - Hikvision Robotics, and Hikvision Automotive Technology, Hikvision Weiying, Hikvision Storage, and Similar

hereinafter.

2) Industries, products or regions accounting for more than 10% of the Company’s operating income or

operating profit

\ Applicable o Inapplicable

Unit: RMB
YoY Change (%) 2 o
Operating income Operating cost (e of operating ey Chapge (%) Yo Change (./")
margin income of operating cost | of gross margin
Classified by industry
\\//I'g:gs%rr‘\’f:ggsts and | 41 905.476,572.07| 23,467,310,590.76| 44.00% 31.22% 25.81% 2.41%
Classified by product
Front-end equipment 21,090,230,299.49| 10,354,906,543.30( 50.90% 32.80% 26.49% 2.45%
Back-end equipment |  6,151,038,063.70|  3,164,186,804.35| 48.56% 18.35% 16.96% 0.61%
gqel;‘itg‘;"r']éftmm' 5,073,899,931.95  2,320,570,446.43| 54.26% 27.21% 12.15% 6.14%
Constructions 2,540,799,165.58|  2,280,617,025.82| 10.24% 75.06% 71.66% 1.78%
Others 5,394,298,987.25  4,293,560,908.63 20.41% 13.38% 8.27% 3.76%
Subtotal 40,250,266,447.97| 22,413,841,728.53| 44.31% 28.69% 22.78% 2.68%
Smart home business |  1,090,629,830.13|  708,022,298.25| 35.08% 114.87% 114.86% 0.01%
boljgier:e'sr;gg"at"’e 564,580,293.97|  345,446,563.98| 38.81% 275.41% 408.84% -16.04%
Subtotal 1,655,210,124.10|  1,053,468,862.23| 36.35% 151.57% 165.07% -3.25%
Classified by region
Domestic 29,661,186,316.32| 17,196,669,563.86| 42.02% 31.39% 25.09% 2.92%
Overseas 12,244,290,255.75|  6,270,641,026.90| 48.79% 30.81% 27.84% 1.19%
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Adjusted statistics of principal business are based on the caliber at the end of the reporting period of last year, if the statistics caliber
of principal business has been changed during the reporting period

o Applicable \ Inapplicable

(3) If revenue from physical products sales greater than revenue from providing services

\ Yes o No
Industry Item Unit 2017 2016 YoY Change (%)
Sales volume Per unit 98,345,860 68,801,020 42.94%
Video products and .
video services Output volume Per unit 100,205,025 70,402,646 42.33%
Inventory Per unit 6,883,937 5,024,772 37.00%

Explanation on why the related data varied by more than 30% on a YOY basis

\ Applicable clnapplicable

During the reporting period, the Company’s sales volume, output volume and inventory grew with the steady and healthy increase of
the operating performance.

(4) Fulfillment of signed significant sales contracts by the reporting period

o Applicable V Inapplicable

(5) Operating cost structure

Classified by industry and products

Unit: RMB
2017 2016 Increase/
Industry Item Proportion to Proportion to decrease over
(ot operating cost A operating cost | previous year
Video products
and video Operating cost | 23,467,310,590.76 100.00%| 18,652,707,155.56 100.00% 25.81%
services
Unit: RMB
2017 2016 Increase/
Product Item Proportion to Proportion to decrease over
Amount operating cost Amount operating cost | previous year
Front-end Operating cost | 10,354,906,543.30 44.12%| 8,186,413,345.14 43.89% 26.49%
equipment
Back-end Operating cost | 3,164,186,804.35 13.48%| 2,705,461,109.51 14.50% 16.96%
equipment perating A48%|  2,705,461,109. .50% .96%
E;Sitgﬂ;f’t”"o' Operating cost | 2,320,570,446.43 9.89%| 2,069,135,295.77 11.09% 12.15%
Constructions Operating cost 2,280,617,025.82 9.72%| 1,328,601,510.98 7.12% 71.66%
Others Operating cost 4,293,560,908.63 18.30%| 3,965,672,628.93 21.26% 8.27%
Subtotal Operating cost | 22,413,841,728.53 95.51%| 18,255,283,890.33 97.86% 22.78%
ﬁg?;g?s"me Operating cost 708,022,298.25 3.02%|  329,534,759.28 1.77% 114.86%
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2017 2016 Increase/
Product Item Amount Proportion to Amount Proportion to decrease over
operating cost operating cost | previous year
Other innovative -
0, 0, 0
businesses Operating cost 345,446,563.98 1.47% 67,888,505.95 0.37% 408.84%
Subtotal Operating cost 1,053,468,862.23 4.49% 397,423,265.23 2.14% 165.07%

(6) Any change in consolidation scope during the reporting period
VYes o No

During the reporting period, the Company has newly set up eight wholly-owned subsidiaries and eight holding

subsidiaries, acquired one company, and cancelled one company, which have caused the changes in consolidation

scope. For more details, please refer to note (VI) “Changes in consolidation scope” of the financial statement.

(7) Significant change or adjustment of the Company’s business, products or services during the reporting

period:

o Applicable v Inapplicable

(8) Major customers and suppliers:

Sales to major customers of the Company

Sales to top five customers (RMB) 2,224,928,412.84
Total sales to top five customers as a percentage of the total sales for the year (%) 5.31%
Total sales to the related parties in top five customers as a percentage of the total 1.90%
sales of the year (%) SV

Information on top five customers

No. Name of Customer Sales Amount (RMB) Percentage of total sales for the year
1 First 817,548,444.32 1.95%
2 Second (related party) 796,423,974.48 1.90%
3 Third 225,764,450.52 0.54%
4 Fourth 221,821,004.78 0.53%
5 Fifth 163,370,538.74 0.39%
Total -- 2,224,928,412.84 5.31%

Other information of major customers

VApplicable o Inapplicable

The Company’s second customer regarding sales amount is a related party: branch research institute and
subsidiary of CETC (under the common control of CETC, consolidated as required)
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Major suppliers of the Company

Total purchases from top five suppliers (RMB) 7,162,069,353.84

Total purchases from top five suppliers as a percentage of the total purchases for the year 29.23%

Total purchases from the related parties in the top five suppliers as a percentage of the total

0,
purchases for the year 0.00%
Information on top five suppliers of the Company
No. Supplier Name Purchase Amount (RMB) Percentage of total purchase for the year

1 First 3,800,476,717.20 15.51%

2 Second 1,257,751,104.57 5.13%

3 Third 783,310,867.67 3.20%

4 Fourth 738,069,618.85 3.01%

5 Fifth 582,461,045.55 2.38%

Total - 7,162,069,353.84 29.23%
Other information on major suppliers
o Applicable v Inapplicable
3. Expenses
Unit: RMB
Increase/decrease
2017 2016 OVer previous Note of significant change
year
Improve sales network, increase
0 ,
Sales expenses 4,430,220,065.13 2,991,273,819.81 48.10% personnel contribution
- . Expansion of the scale of operation,
0,
Administrative expenses 4,205,437,565.45 3,109,309,837.05 35.25% increase of R&D expense
Financial expenses 265,411,287.66 -225,305,567.12 -217.80% Increase of exchange losses

4. R&D Investment
VApplicable olnapplicable

Benefited from the professional intellectual property management system, the Company has newly added
684 patents (including 93 patents for invention, 148 utility models and 443 product design patents), and newly
added 165 software copyrights. As of the end of 2017, the Company had accumulatively owned 1959 patents
(including 397 invention patents, 471 utility models and 1091 product design patents), and owned 769 software
copyrights.

During the reporting period, the Company invested RMB 3.19 billion in R&D, which accounted for 7.62% of
the operating income. Owing to the continuous relatively high level R&D investment and continuous innovation,

the Company is able to keep and enhance its technology leading position and rapidly transform technical
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advantage to product superiority, so as to continually promote the growth of the Company’s performance.

R&D investment of the Company

percentage of R&D expenses

2017 2016 Change Percentage
Number of Engineers (ppl) 13,085 9,366 39.71%
Percentage of Total headcount 49.70% 46.80% 2.90%
Amount of R&D expenses (RMB) 3,194,223,108.16 2,433,400,645.23 31.27%
(F)QF;E(;rDatiirr1]\(;eisr:g:)er?“t3 as a percentage of 7 62% 7 62% 0.00%
Capitalized R&D expenses (RMB) 0.00 0.00 0.00%
Capitalized R&D expenses as a 0.00% 0.00% 0.00%

Reason of significant change of total R&D expenses as a percentage of operating income as compared to last year

o Applicable V Inapplicable

Reason and explanation of its reasonableness of significant change of the capitalized R&D expenses

o Applicable v Inapplicable

5. Cash flow
Unit: RMB
ltem 2017 2016 Increase/_decrease over
previous year
Subtotal of cash inflows from 0
operating activities 45,403,833,925.46 35,756,663,658.06 26.98%
Subtotal of cash outflows from
0
operating activities 38,030,673,674.78 29,540,299,016.01 28.74%
Net cash flows from operating 7,373,160,250.68 6,216,364,642.05 18.61%
activities
Subtotal of cash inflows from 0
investing activities 10,418,044,681.02 5,071,127,419.52 105.44%
Subtotal of cash outflows from
0
investing activities 11,626,742,349.71 8,454,293,960.61 37.52%
Net cash flows from investing -1,208,697,668.69 -3,383,166,541.09 64.27%
activities
Subtotal of cash inflows from 0
financing activities 3,642,688,936.06 8,480,182,623.37 57.04%
Subtotal of cash outflows from
- 0
financing activities 7,044,435,588.93 8,037,387,072.16 12.35%
Net cash flows from financing -3,401,746,652.87 442,795551.21 -868.24%
activities
Net increase in cash and cash 2,506,847,571.89 3,488,868,947.09 -28.15%

equivalents

Explanation of why the related data varied significantly on a YoY basis

+ Applicable o Inapplicable

The fluctuation of net cash flows from operating activities is mainly due to the increase in sales collection;
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the fluctuation of net cash flows from investing activities is mainly due to the increase in the net recovery amount

of principal-guaranteed financial products; the fluctuation of net cash flows from financing activities is mainly
due to the euro bonds financing in prior year, versus no similar fund-raising activity in this year.

Explanation of reasons leading to the material difference between cash flow from operating activities during the
reporting period and net profit for the year

o Applicable v Inapplicable

I11.  Non-Core Business Analysis

oApplicable Inapplicable
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IV. Analysis of assets and liabilities

1. Material changes of asset items

Unit: RMB
December 31% 2017 December 31 2016
YoY Change L
Note of significant change
Percentage of Percentage of (%)
Amount Amount
total assets total assets
Cash and bank balances 16,468,430,702.64 31.93%| 13,638,078,139.56 32.98% -1.05%|Increase in sales collection
Accounts receivable 14,705,210,072.81 28.51%| 11,243,843,324.90 27.19% 1.32%| Increase follows the increase in sales revenue
Inventory 4,940,332,311.65 9.58%| 3,829,947,876.75 9.26% 0.32%| Inventory increases as sales increase
Long-term equity investment 130,474,733.58 0.25% 35,000,000.00 0.08% 0.17%|Mainly due to investments in associates
) No significant change in fixed assets during the

Fixed assets 3,024,025,496.31 5.86%| 2,853,913,621.12 6.90% -1.04% ]

current period

Mainly due to increase of investments in projects
Construction in process 1,436,319,118.30 2.79% 316,482,522.36 0.77% 2.02%|i.e. Internet Security Industry Base ,Security

Industrial Base (Tonglu) Project Phase 2, and etc.

Increase due to increasing demand in temporary
Short-term loans 97,114,655.91 0.19% 32,291,324.85 0.08% 0.11%| .

capital turnover
Long-term loans 490,000,000.00 0.95%| 1,722,207,584.33 4.17% -3.229|Long-term loans due within one year were

transferred to non-current liabilities due within
Non-current liabilities due within one year 1,546,407,270.89 3.00% 15,340,813.03 0.04% 2.96%| one year.
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2. Assets and liabilities measured at fair value

\ Applicable o Inapplicable

Unit: RMB
. Difference in | Provision for
Profit or loss . .
. .| conversion of | decline in Purchase Sales .
Opening from change in . . . . Closing
Item . . foreign value during | during the |during the
balance fair value during : balance
. currency the current period
the period .
statements period
Financial assets
1.Financial assets at fair
value through profits and| ;o7 537 341 11 752 575.40|  305,695.60 4,100,657.54
losses(exclude derivative
financial assets)
E:Sbettzta' offinancial | 15 647,537.34 -11,752,575.40  305,695.60 4,100,657.54
Financial Liabilities 69,789,502.97| 53,842,666.51 15,946,836.46

Whether there were any material changes on the measurement attributes of major assets of the Company during

the Reporting Period:
o Yes Y No

3. Assets right restrictions as of the end of reporting period

Unit: RMB

Item Closing Book Value

Reasons for being restricted

Monetary fund

439,245,433.47 |Various cash deposits and deposit pledge for long-term loan

Notes receivable

99,091,810.24 |Pledge for issuance of bank acceptance

Accounts receivable

60,646,697.33 |Pledge for long-term loan

Total

598,983,941.04

V. Analysis of Investments

1. Overview

VApplicable o Inapplicable

Investment during 2017 (RMB)

Investment during 2016 (RMB)

Fluctuation (%)

1,804,851,313.86

884,389,030.00

104.08%

2. Significant equity investment during the reporting period

oApplicable Inapplicable
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3. Significant non-equity investment during the reporting period

Y Applicable o Inapplicable

Unit: RMB
Fixed assets . . Cumulative amount of .
) Invest | Project Investment during the | Source of Project
Project name investment | . .| investment by the end of
method industry | current reporting period _ _ funds schedule
or not reporting period
. Video
Internet Security
Self-built YES product and 675,744,837.71 914,014,265.08 Bond 71%
Industry Base . .
video service
Security Video
Industrial Base |[Self-built YES product and 297,975,685.07 300,688,913.96 Bond 32%
(Tonglu) phase 2 video service
Chongging Video
Manufacture Self-built YES product and 87,310,592.95 89,393,611.81| Self-fund 17%
Base video service
Total -- -- -- 1,061,031,115.73 1,304,096,790.85 -- --
4. Financial assets measured at fair values
+ Applicable o Inapplicable
Unit: RMB
Current | Cumulative Sales
Initial investment profitsor | fair value | Purchase during | during | Cumulative Source of
Category cost losses on the | change the reporting the investment | Closing balance funds
changes in | charged to period reporting income
fair value equity period
ivati Company's
_Derlvatlve 2,485,985,565.37|42,090,091.11 0.00(4,769,836,134.05 0.00]15,885,274.53|1,400,293,692.23 pany
instruments own funds
Total 2,485,985,565.37(42,090,091.11 0.00(4,769,836,134.05 0.00]15,885,274.53|1,400,293,692.23 --

5. Use of raised funds

o Applicable V Inapplicable

During the reporting period, there was no use of raised fund
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V1. Disposal of significant assets and equity
1. Disposal of significant assets:

o Applicable V Inapplicable
During the reporting period, there was no disposal of significant assets

2. Sale of significant equity:

o Applicable V Inapplicable
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VII. Analysis of major subsidiaries and investees

+ Applicable o Inapplicable

Information about major subsidiaries, and investees that contribute above 10% of the Company’s Net Profit

Unit: RMB
Company name Cotr;;)sny Principal business Rii';tgled Total assets Net assets Operating revenue | Operating profit|  Net profit
Technology development and service: computer
Hangzhou system itheg.ration, electronic.product., .
Hikvision communlcatlgn proo!uct; §erV|ce: the.mstallatlon of
System Subsidiary |1SCHrIC security engineering, the design, 600 million | 3,221,059,335.96| 1,141,353,846.43| 3,333,441,412.17| -1,201,888.82| 21,765,952.09
Technology: construction and ma.untengnce of |nt?II|gent
Co.. Lid. system;_manufacturing: video surveillance system,
' selling its self-produced products, import and
export its own products and technology.
Manufacturing: security electronic product,
intelligent hardware electronic products,
explosion-proof electric products., IC card and IC
card RW device, mobile phone, cordless phone,
handheld wireless police terminal, hand held
mobile police terminal; technology development,
technology consulting, results transferring:
Hangzhou computer software, electronic product,
Hikvision communication product, digital security product;
Science and Subsidiary |wholesale: security electronic product and its 1000 million |21,355,691,123.68| 1,991,103,008.73|39,233,313,930.37| 695,206,278.08| 535,840,371.64
Technology auxiliary equipment, intelligent hardware
Co. Ltd. electronic product, explosion-proof electrics,

security electronic product and its auxiliary
equipment, intelligent hardware electronic
product, explosion-proof electrics, IC card and IC
card RW device, mobile phone, cordless phone,
handheld wireless police terminal, hand held
mobile police terminal;; import and export
business
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Information about obtaining and disposal of subsidiaries during the reporting period

\ Applicable o Inapplicable

Company name

Equity acquisition and disposal
method during the reporting period

Impact on overall production results

Hangzhou Haikang Ximu Intelligent Technology Co.,

Ltd.

Business merger involving
enterprises under common control

Business development

Hikvision New Zealand Limited

Cash contribution

Expand overseas sales channels

Wuhan Hik Storage Technology Co., Ltd.

Cash contribution

Business development

Urumchi Hai Shi Xin An Electronics Technology Co.,

Ltd.

Cash contribution

Business development

Chengdu Hikvision Digital Technology Co., Ltd.

Cash contribution

Business development

Hangzhou Hik Automotive Software Co., Ltd.

Cash contribution

Business development

Hangzhou Haikang Intelligent Technology Co., Ltd.

Cash contribution

Business development

Wuhan Hik Storage Software Co., Ltd.

Cash contribution

Business development

Hangzhou EZVIZ Software Co., Ltd.

Cash contribution

Business development

PiShanHaiShi Yong’An Electronic Technology Co.,
Ltd.

Cash contribution

Business development

MoYuHaiShi Electronic Technology Co., Ltd.

Cash contribution

Business development

Hikvision Kenya (Pty) Ltd.

Cash contribution

Expand overseas sales channels

Hikvision Tashkent LLC

Cash contribution

Expand overseas sales channels

Hikvision Hungary Kft

Cash contribution

Expand overseas sales channels

Hikvision (Malaysia) SDN. BHD.

Cash contribution

Expand overseas sales channels

Hikvision Czech s.r.o.

Cash contribution

Expand overseas sales channels

Hikvision Deutschland GmbH

Cash contribution

Expand overseas sales channels

Wuhan Hikvision System Technology Co., Ltd.

Liquidation

Adjustments of organizational

framework

VI11. Structural entities controlled by the Company

o Applicable V Inapplicable

IX. Outlook for the Future Development of the Company

1. Industry developing trends

1.1 Continual Growth in Traditional Comprehensive Security Needs with Emerging Intelligent Business

Demands
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Security is the basis of a happy life, so continuously enhancing the security and protection capability is an
inevitable requirement for development. The security needs of governments, enterprises and families in various
countries will increase continually, while the demand for traditional comprehensive security business will
maintain stable growth.

Along with the application of Al technology in video field, video surveillance has become an important
approach to facilitate transformation and upgrade of the traditional industry, and the segment markets of various
industries have generated substantial demands for video intelligence; the intelligence business cases of various

industries are being implemented and copied, and the new market growth space is opening up.
1.2 Expansion of the Industry Pattern with new competition format emerges

The application of Al technology has enabled the video surveillance industry to transform from post
investigation to pre-warning and interim management, and greatly expanded the feasibility of video technology
application in business management. As the industry pattern further opens, video surveillance industry starts to
have has cross-business with high-tech, Internet and other industries, forming into a new competition pattern,

which brings both opportunities and challenges.

1.3 Continuously Increasing Uncertainty Factors of the Global Market Leading to both Opportunities and

Challenges

The competition of Chinese companies at the overseas market was restricted by economic and political
environment of respective countries and regions, and the uncertainty risk of overseas market increased

continuously, leading to further higher uncertainty in business development.

2. Development Strategy of the Company

Hikvision is an loT solution provider with video as its core competence. The Company adheres to the
business philosophy of "professionalism, honesty, and integrity”, is dedicated to core corporate value of “clients’
success, value-oriented, integrity and down-to-earth, pursuit of excellence” The Company provides high-quality
products and services for global customers and create greater values for customers worldwide through continuous
innovation.

With the corporate mission of “exploring innovative ways to better perceive and understand the world,
empowering vision for decision-makers and practitioners and work together to enhance safety and advance

sustainable development of the world” (“3% W.E %N, [F47#0z™), the Company is committed to developing new
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vision for the security.

3. Key Operation Priorities in 2018

(1) Effectively promote the Al Cloud and boost the rapid development of intelligent applications. The
Company will follow up the development of new technologies such as Al, big data, cloud computing, edge
computing, etc., grasp the market opportunities in public security upgrade, urban treatment upgrade and corporate
management upgrade, and lead the intelligent development direction of the industry.

(2) Continuously increase R&D investment and constantly promote technological innovation. Based on the
R&D system advantages of technology platform, product platform and solution platform, the Company will
maintain its leading level in core technology fields including video technology, multi-dimensional perception, Al,
big data analysis, etc., and conduct research and development of more excellent products and solutions to lead,
response to and fulfill the customer demands.

(3) Optimize the marketing system and listen to the customers’ voice. The Company will continuously
construct and adjust the marketing system according to regional market features, and establish the sales and
service system closer to customers.

(4) Orient on both products and solutions and constantly expand the overseas project market. The Company
will accelerate the upgrade and iteration of overseas products, enrich the product lines for overseas markets, and
enlarge the market share of overseas channels; and expand the overseas project market for more breakthroughs by
focusing on key regions and industries.

(5) Constantly develop innovative business and cultivate more development opportunities. The Company
will continue to develop EZVIZ, robotics, automotive electronics, intelligent storage, Hikvision Weiying and
other innovative businesses, and continue to deploy the emerging business with a promising prospect and the key
technical segments.

(6) Continuously deepen organizational reform and enhance management efficiency. The Company will
continue to learn from the world-class enterprises about the successful practical experience, improve the internal

management level, and enhance the management efficiency.
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X. Reception of activities including research, communication and interviews during the report period

Y Applicable o Inapplicable

(1) Reception of research activities during the reporting period.

Time of reception

Method of reception

Type of reception object

Basic situation of the research

From January 3", 2017 to
January 20", 2017

Site Research and

telephone communication

Institutional investors

CNINF, Investor Relations Activity Record:
2017 to January 20", 2017

From January 3",

From February 6", 2017 to
February 10", 2017

Site Research and

telephone communication

Institutional investors

CNINF, Investor Relations Activity Record: From February 6‘“,

2017 to February 10", 2017

From February 13", 2017
to February 24", 2017

Site Research and

telephone communication

Institutional investors

CNINF, Investor Relations Activity Record: From February 13‘“,

2017 to February 24", 2017

From February 27", 2017
to March 10", 2017

Site Research and

telephone communication

Institutional investors

CNINF, Investor Relations Activity Record: From February 27‘“,

2017 to March 10", 2017

April 14™, 2017

Annual performance result

Conference Call

Institutional and individual

investors

CNINF, Investor Relations Activity Record:

April 14", 2017

From April 17", 2017 to
April 28™, 2017

Site Research and

telephone communication

Institutional investors

CNINF, Investor Relations Activity Record: From April 17", 2017

to April 28", 2017

May 4", 2017

Investor Reception Day

Institutional and individual

investors

CNINF, Investor Relations Activity Record:

May 4™, 2017

From May 8", 2017 to May
19", 2017

Site Research and

telephone communication

Institutional investors

CNINF, Investor Relations Activity Record:

May 19", 2017

From May 8™, 2017 to

From May 22", 2017 to
May 27", 2017

Site Research and

telephone communication

Institutional investors

CNINF, Investor Relations Activity Record:
to May 27", 2017

From May 22™, 2017

From June 5%, 2017 to June

o 2017

Site Research and

telephone communication

Institutional investors

CNINF, Investor Relations Activity Record:
June 9™, 2017

From June 5™, 2017 to

From June 12", 2017 to

June 23", 2017

Site Research and

telephone communication

Institutional investors

CNINF, Investor Relations Activity Record:
to June 23rd, 2017

From June 12th, 2017

July 24" 2017

Performance result

Conference Call

Institutional and individual

investors

CNINF, Investor Relations Activity Record:

July 24" 2017

From July 25,2017 to
August 4",2017

Site Research and

telephone communication

Institutional investors and media

CNINF, Investor Relations Activity Record:
to August 4", 2017

From June 25", 2017

From August 7"",2017 to
August 25", 2017

Site Research and

telephone communication

Institutional investors

CNINF, Investor Relations Activity Record:
to August 25", 2017

From August 7", 2017

From August 28,2017 to
September 8", 2017

Site Research and

telephone communication

Institutional investors

CNINF, Investor Relations Activity Record:
to September 8", 2017

From August 28", 2017

From September 11", 2017
to September 29™, 2017

Site Research and

telephone communication

Institutional and individual

investors

CNINF, Investor Relations Activity Record:
2017 to September 29", 2017

From September 117,

October 31, 2017

Performance result

Conference Call

Institutional and individual

investors

CNINF, Investor Relations Activity Record:

October 31%, 2017

From November 1%, 2017

to November 10", 2017

Site Research and

telephone communication

Institutional investors

CNINF, Investor Relations Activity Record:

2017 to November 10", 2017

From November 1%,

From November 13", 2017

to December 1%, 2017

Site Research and

telephone communication

Institutional investors

CNINF, Investor Relations Activity Record:

2017 to December 1%, 2017

From November 13",
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Time of reception Method of reception Type of reception object

Basic situation of the research

From December 4‘”, 2017 Site Research and

to December 15‘h, 2017 telephone communication

Institutional investors

2017 to December 15", 2017

CNINF, Investor Relations Activity Record: From December 4‘“,

From December 18“‘, 2017 Site Research and

to December 29‘h, 2017 telephone communication

Institutional investors

2017 to December 29", 2017

CNINF, Investor Relations Activity Record: From December 18"‘,

(2) Participation of conferences for investor relationship activities during 2017.

Time of . . . :
Location Conference Name Type of reception object Method of reception
conference
Morgan Stanley China Technology, Media & One-on-One, One-on-multi, small
January 2017 Beijing Institutional and individual investors
Telecoms Conference group Meetings, and etc.
One-on-One, One-on-multi, small
January 2017 Shanghai UBS Greater China Conference 2017 Institutional and individual investors
group Meetings, and etc.
One-on-One, One-on-multi, small
January 2017 Beijing Deutsche Bank Access China Conference 2017  |Institutional and individual investors
group Meetings, and etc.
One-on-One, One-on-multi, small
February 2017 Hangzhou | ZhongTai Securities 2017 Capital Market Summit |Institutional and individual investors
group Meetings, and etc.
GuangFa Securities Innovation and Recovery One-on-One, One-on-multi, small
March 2017 Shanghai Institutional and individual investors
Summit group Meetings, and etc.
BoA Merrill Lynch 2017 Asia Pacific Telecom, One-on-One, One-on-multi, small
March 2017 Taibei Institutional and individual investors
Media & Technology Conference group Meetings, and etc.
One-on-One, One-on-multi, small
April 2017 Hongkong Jefferies GetSmart Experts Summit on Al Institutional and individual investors
group Meetings, and etc.
Guosen Securities 2017 Spring Leading Listed One-on-One, One-on-multi, small
April 2017 Hangzhou Institutional and individual investors
Company Forum group Meetings, and etc.
CITI
One-on-One, One-on-multi, small
April 2017 Hongkong HK/China Corporate day — Al and Emerging Institutional and individual investors
group Meetings, and etc.
Technologies
Haitong Securities 2017 Spring A-share Corporation One-on-One, One-on-multi, small
April 2017 Hangzhou Institutional and individual investors
Forum group Meetings, and etc.
One-on-One, One-on-multi, small
April 2017 Hongkong Macquarie 2017 Greater China Conference Institutional and individual investors
group Meetings, and etc.
One-on-One, One-on-multi, small
April 2017 Hongkong HongKong NDR - via Macquarie Institutional and individual investors
group Meetings, and etc.
GF Securities Spring Listed Company One-on-One, One-on-multi, small
April 2017 Hangzhou Institutional and individual investors
Non-disclosure Investment Forum group Meetings, and etc.
One-on-One, One-on-multi, small
May 2017 New York UBS 2" China A-Share Conference Institutional and individual investors
group Meetings, and etc.
Credit Suisse SZ-HK Connection Investment One-on-One, One-on-multi, small
May 2017 Shenzhen Institutional and individual investors
Summit group Meetings, and etc.
One-on-One, One-on-multi, small
May 2017 Shenzhen HSBC Annual China Investment Summit Institutional and individual investors

group Meetings, and etc.
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Time of . . . :
Location Conference Name Type of reception object Method of reception
conference
One-on-One, One-on-multi, small
May 2017 Tianjin CLSA 2017 China Forum Institutional and individual investors
group Meetings, and etc.
One-on-One, One-on-multi, small
May 2017 Hongkong BNP Paribas 8" Asia Pacific TMT Conference Institutional and individual investors
group Meetings, and etc.
One-on-One, One-on-multi, small
May 2017 Hongkong CICC TMT Summit-Al Forum Institutional and individual investors
group Meetings, and etc.
Goldman Sachs TechNet Conference Asia Pacific One-on-One, One-on-multi, small
May 2017 Hongkong Institutional and individual investors
2017 group Meetings, and etc.
One-on-One, One-on-multi, small
May 2017 Beijing Morgan Stanley’s Third Annual China Summit | Institutional and individual investors
group Meetings, and etc.
Bank of America Merrill Lynch 2017 Innovative One-on-One, One-on-multi, small
June 2017 Shenzhen Institutional and individual investors
China Forum group Meetings, and etc.
One-on-One, One-on-multi, small
June 2017 Beijing J.P. Morgan Global China Summit 2017 Institutional and individual investors
group Meetings, and etc.
One-on-One, One-on-multi, small
June 2017 Singapore Nomura Investment Forum Asia (NIFA) 2017 Institutional and individual investors
group Meetings, and etc.
Haitong Securities 2017 Mid-year A-share One-on-One, One-on-multi, small
June 2017 Qingdao Institutional and individual investors
Corporation Conference group Meetings, and etc.
Merchants Securities 2017 Mid-year Conference and One-on-One, One-on-multi, small
June 2017 Guangzhou Institutional and individual investors
Investment Summit group Meetings, and etc.
NYC One-on-One, One-on-multi, small
June 2017 USA NDR-via CITI Institutional and individual investors
-Chicago group Meetings, and etc.
Huatai Securities 2017 Summer Investment One-on-One, One-on-multi, small
June 2017 Hangzhou Institutional and individual investors
Conference group Meetings, and etc.
One-on-One, One-on-multi, small
June 2017 Shanghai CICC 2017 2™ Half Year Investment Conferenc | Institutional and individual investors
group Meetings, and etc.
Industrial Securities 2017 Greater China Mid-year One-on-One, One-on-multi, small
June 2017 Shanghai Institutional and individual investors
Investment Conference group Meetings, and etc.
One-on-One, One-on-multi, small
June 2017 Hongkong DB Access China Industrials Corporate Day Institutional and individual investors
group Meetings, and etc.
One-on-One, One-on-multi, small
July 2017 Shenzhen Macquarie 2017 A-share Annual Investor Forum All kinds of investors
group Meetings, and etc.
London One-on-One, One-on-multi, small
July 2017 UK NDR - via BNP Paribas All kinds of investors
-Edinburgh group Meetings, and etc.
Singapore Singapore & Hong Kong NDR-via BoA Merrill One-on-One, One-on-multi, small
August 2017 All kinds of investors
-Hongkong Lynch group Meetings, and etc.
One-on-One, One-on-multi, small
September 2017 Shenzhen UBS 2017 A-Share Conference All kinds of investors
group Meetings, and etc.
One-on-One, One-on-multi, small
September 2017 Shenzhen Goldman Sachs 2017 China Conference All kinds of investors
group Meetings, and etc.
Credit Suisse 18th Annual Asian Technology One-on-One, One-on-multi, small
September 2017 Taibei All kinds of investors

Conference

group Meetings, and etc.
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Time of . . . :
Location Conference Name Type of reception object Method of reception
conference
One-on-One, One-on-multi, small
September 2017 Shanghai Nomura China Investor Forum 2017 All kinds of investors
group Meetings, and etc.
One-on-One, One-on-multi, small
September 2017 London Morgan Stanley 2017 Asia Corporate Day All kinds of investors
group Meetings, and etc.
One-on-One, One-on-multi, small
September 2017 London 2017 CICC London Forum All kinds of investors
group Meetings, and etc.
One-on-One, One-on-multi, small
September 2017 | Hongkong 24th CLSA Investors’ Forum All kinds of investors
group Meetings, and etc.
One-on-One, One-on-multi, small
November 2017 Hongkong Jefferies 7th Annual Greater China Summit All kinds of investors
group Meetings, and etc.
One-on-One, One-on-multi, small
November 2017 Beijing BoA Merrill Lynch 2017 China Conference All kinds of investors
group Meetings, and etc.
Morgan Stanley Sixteenth Annual Asia Pacific One-on-One, One-on-multi, small
November 2017 Singapore All kinds of investors
Summit group Meetings, and etc.
One-on-One, One-on-multi, small
November 2017 Beijing |Macquarie Asia Internet and Media Conference 2016 All kinds of investors
group Meetings, and etc.
One-on-One, One-on-multi, small
November 2017 Shenzhen | CITIC Securities 2018 Capital Market Conference All kinds of investors
group Meetings, and etc.
One-on-One, One-on-multi, small

December 2017 Seoul

Mirae Asset Daewoo 2H2017 Corporate Day

All kinds of investors

group Meetings, and etc.

(3) Investor relations activity statistics during the current year

Number of daily research received (Site and telephone conference, times) 410
Number of institutional investors received (ppl) 2944

Number of individual investors received (ppl) 159

Number of investor relations conference participated 47
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Section V Significant Events

. Profit distribution of ordinary shares and capitalization of capital reserves

Profit distribution policy of ordinary shares in the reporting period, especially the formulation, implementation
and adjustment of cash dividend policy

o Applicable \ Inapplicable

Profit distribution policy (proposal) and capitalizing of capital reserves policy (proposal) in last three years
(including the current reporting period)
Q) Profit distribution for the year 2015: Based on the total share capital of 4,068,772,253 shares of the

Company on December 31* 2015, the Company distributed cash dividend of RMB 7 (tax inclusive)

and 3 bonus shares (tax inclusive) per each 10 ordinary shares to all shareholders, and further

distributed 2 shares per each 10 ordinary shares to all shareholders from capital reserves.

2 Profit distribution for the year 2016: Based on the total share capital of 6,152,576,743 shares on the

actual date of record when implementing the 2016 profit distribution proposal, the Company
distributed cash dividend of RMB 6 (tax inclusive) and 5 bonus shares (tax inclusive) per each 10

shares to all shareholders; share distribution from capital reserve is nil.

Based on the Company’s total share capital of

3) Profit distribution proposal for the year 2017:
9,227,270,473 shares, the Company proposed to distribute cash dividend of RMB 5 (tax inclusive)

per each 10 shares to all shareholders, bonus share and share distribution from capital reserve is nil.

Cash dividend of ordinary shares in last 3 years (including the current reporting period)

Unit: RMB
Net profit attributable Ratio of net profit
Cash dividends tp shareholders gf attributable to sharfaholder Amount of cash R?t'lo of ca§h
Year . . listed Company in of Company in dividends in other dividends in
(including tax) . . . .
consolidated consolidated financial methods other methods
statements statements (%)
2017 4,613,635,236.50 9,410,855,084.82 49.02% 0.00 0.00%
2016 3,691,546,045.80 7,423,683,960.91 49.74% 0.00 0.00%
2015 2,848,140,577.10 5,869,119,852.19 48.53% 0.00 0.00%

During the reporting period, the company was profitable and the distributable profits to ordinary shareholders of
the parent company was positive, but the Company did not propose a cash dividend distribution plan of ordinary

shares.

o Applicable V Inapplicable
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Il. Profit distribution and capitalizing of capital Reserves proposal for the current reporting

period
Bonus issue per 10 shares (share) 0
Cash dividend per 10 shares (RMB) (tax 5.00
inclusive) '
Additional shares converted from capital reserves 0
for 10 shares (share)
Total shares as the basis for the distribution plan 9,227,270 473
(share)
Total cash dividend (RMB) (tax inclusive) 4,613,635,236.50
Distributable profits (RMB) 15,148,443,735.14
Percentage of cash dividends in the total

_ . 30.46%
distributed profit (%) 0

Cash dividend policy:

The Company is in the development stage and has a substantial plan of cash expenditure. In profit distribution, cash dividends shall
account for at least 20%.

Details about the plan for profit distribution and capitalizing capital reserves into share capital

As audited by Deloitte Touche Tohmatsu Certified Public Accountants LLP, in 2017, the parent company of the Company realized
net profit of RMB 8,683,050,963.77, after deducting the statutory surplus reserve of RMB 868,305,096.3, which was provided at
10% of the net profits, adding the undistributed profit of the parent company at the beginning of the year of RMB
14,138,569,341.95, deducting the cash dividends of RMB 3,728,583,103.20 and stock dividend of RMB 3,076,288,371.00 in 2016,
as of December 31 2017, the profits attributable to shareholders of the parent company amounted to RMB 15,148,443,735.14.As
of December 31% 2017, the profits attributable to shareholders in the consolidated statement were RMB 16,598,328,692.63
(consolidated). To sum up, according to the principle of “whichever is lower”, the profits attributable to shareholders this year was
RMB 15,148,443,735.14.

Based on the Company’s total share capital of 9,227,270,473 shares, the Company proposed to distribute cash dividend of RMB 5
(tax inclusive) per each 10 shares to all shareholders, bonus share and share distribution from capital reserve is nil. The above
scheme will distribute a total cash dividend of RMB 4,613,635,236.50, and the remaining undistributed profits will be transferred

to the next year.

I11. Performance of commitments

1. Complete and incomplete commitments of the Company and its actual controller, shareholders, related

parties, acquirers, and other related parties for the commitments.

+ Applicable o Inapplicable
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Commitments

Giver of commitments

Details of commitments

Date of
commitments

Term of
commitments

Performance

Commitments in
offering
documents or
shareholding
alterations

CETHIK Group Co., Ltd.

1. Commitments in non-competition
within the industry: In the period as
controlling shareholders of the
Hikvision, CETHIK and its controlling
subsidiaries (excluding Hikvision and
its subsidiaries, the same below) will
not be engaged in such business that is
competitive to Hikvision and its
subsidiaries directly or indirectly.

2. Commitments in decrease and
regulation of transactions with related
party: Zhejiang Haikang Group Co., Ltd
(hereinafter referred to as Haikang
Group or actual controller) as the
controlling shareholders of Hangzhou
Hikvision Digital Technology Co., Ltd
(hereinafter referred to as "Hikvision"
or "Listed Company") are commited as
below for the transactions with
Hikvsion:

(1) Haikang Group will not make use of
the controlling power to offer more
favorable conditions to Hikvision than
those to any independent third party in
any fair market transactions in the
cooperation with Hikvision.

(2) Haikang Group will not make use of
the controlling power to obtain the prior
right to complete the transaction with
Hikvision.

(3) Haikang Group will not deal with
Hikvsion in not fair terms comparing to
the market prices to prejudice the
Company’s interests.

For unavoidable related transactions,
the Company will observe the principles
of justice and fairness to deterimine
prices according to the market on the
basis of equality, voluntarily. The
Company will obey the Articles of
Association and other regulatory
documents related to the avoiding of
issues about related transactions. The
related transactions will go through
approval procedures in accordance with
related rules and complete legal
procedures, fulfilling the information
disclosure obligations in respect to the
related transactions

3. Commitment to the maintenance of
the independence of the listed Company
3.1 Commitment to Personnel
Independence of the listed Company

October 29"
2013

Long-term

Strict
performance
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Commitments

Giver of commitments

Details of commitments

Date of
commitments

Term of
commitments

Performance

(1) Commitment that our general
manager, deputy general manager, chief
financial officer, secretary of the board
and other members of senior
management shall not assume any
positions other than directors and
supervisors or get any remuneration in
CETHIK and/or any of its controlled
entities; (2) Commitment in keeping the
management of labor, human resources
and issues related to remuneration of the
listed Company independent from that
of CETHIK;

3.2 Commitment to the independence of
the asset of the listed Company

(1) Commitment to independent and
complete asset of the listed Company

(2) Commitment free of unlawful use of
cash and asset of the listed Company by
the controlling shareholders

3.3 Commitment to financial
independence of the listed Company
(1) Commitment to an independent
finance department with a team and
accounting system;

(2) Commitment to a regulated,
independent accounting system and
financial management system of the
branches and subsidiaries

(3) Commitment to maintaining
accounts with banks independently of
and not sharing any bank account with
our controlling shareholders

(4) Commitment that the financial staff
shall not assume any positions in
CETHIK

(5) Commitment to paying taxes
independently according to the law;
(6) Commitment to implementing
financial decisions independently
3.4 The Company has set up an
independent organizational structure
which maintains its independent
operations which is independent from
that of CETHIK.

3.5 Commitment to business
Independence of the listed Company

(1) The Company has the asset,
personnel, aptitude and management
capability for independent and complete
business operation. The Company has
the ability to operate independently in
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Commitments

Giver of commitments

Details of commitments

Date of
commitments

Term of
commitments

Performance

the market.

(2) Commitment in independence in
both business and operations

4. Regarding plans for the development
and relevant commitment for the listed
Company, Haikang Group has
committed as below for the subsequent
development of Hikvsion according to
the Securities Acts and relevant laws
and rules,

4.1 Currently the Company has no plan
to change or make significant
adjustments for principal business in the
next 12 months;

4.2 Currently the Company has no plan
to sell, merge or operate with another
Company for the assets and business of
the listed Company or its subsidiaries in
the next 12 months.

4.3 Currently the Company has no plan
to alter the Board of the Directors and
senior management and no agreement
with other shareholders about the
appointment and removal of the
directors or senior management. The
team of Board of Directors and senior
management will remain unchanged for

the foreseeable future.

4.4 Currently the Company has no plan
to make significant changes to the
Atrticles of Association for the listed
Company.

4.5 Currently the Company has no plan
to make significant changes to the
existing employee recruitment for the

listed Company.

4.6 Currently the Company has no plan
to make significant changes for the
dividend distribution plan for the listed
Company.

4.7 Currently the Company has no plan
to make significant changes for business
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Date of

Term of

Commitments Giver of commitments Details of commitments . . Performance
commitments | commitments
and organizational structure for the
listed Company.
During Hu Yangzhong, Wu Weiqi,
JiangHaiging, Zhou Zhiping, Xu
Lirong, Cai Dingguo, He Hongli, Zheng
Yibo, Hu Dan,. Jiang Yufeng, Liu
. Xiang, Wang Ruihong, Chen Junke’s
Hangzhou Weixun
tenure of the Company’s board of
Investment Management . . .
o ) directors, supervisors and senior "
Limited Partnership Clater May 17 Strict
o . management personnel, the annual Long term
renamed as Xinjiang Weixun o 2010 performance
transfer of Hikvision’s total shares
Investment Management
o ] should not exceed 25% of total number
Limited Partnership) . L
of shares held under Weixun; within 6
months after abovementioned
personnel’s dimission, should not
transfer Hikvision’s shares held under
Weixun.
During Hu Yangzhong, Wu Weigi, Gong
Hongjia’s tenure of the Company’s
board of directors, supervisors and
Commitments in|Hangzhou Pukang Investment |senior management personne, the
Inltla! Public Limited Partnership (later  |annual transfer of Hikvision’s total h .
Offering or o May 17" Strict
re-financin renamed as Xinjiang Pukang |shares should not exceed 25% of total Long term
9 o 2010 performance
Investment Limited number of shares held under Pukang;
Partnership) whithin 6 months after abovementioned
personnel’s dimission, should not
transfer Hikvision’s shares held under
Pukang.
The Company's directors, ) )
. . During their tenure of the Company’s
supervisors and executive: . .
o board of directors, supervisors and
HuYangzhong,Wu Weidqi, .
) o senior management personnel, the
Jiang Haiging, Zhou " )
o . . annual shares transfer should not exceed [May 17 Strict
Zhiping, Xu Lirong, Cai Long term
. ) 25% of total number of shares held 2010 performance
Dingguo, He Hongli, Zheng ) )
. ) under Weixun; whthin 6 months after
Yibo, Hu Dan, Jiang Yufeng, o
o . their dimission, they should not transfer
Liu Xiang, Wang Ruihong, ] )
their shares held under Weixun.
Chen Junke
Directors, executive officers During their tenure of the Company’s h -
] board of directors, supervisors and May 17" Strict
of the Company: Long term
senior management personnel, the 2010 performance

Hu Yangzhong, Wu Weiqi

annual shares transfer should not exceed
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Date of

Term of

Limited Partnership Clater
renamed as Xinjiang Pukang
Investment Limited
Partnership); ZheJiang Orient
Holdings Co., Ltd.

Management Limited Partnership, the
promoters of the Company, issued
Commitment Letters of non-competition
in the same industry on 10 July, 2008.

Commitments Giver of commitments Details of commitments . . Performance
commitments | commitments
25% of total number of shares held
under Pukang; whthin 6 months after
their dimission, they should not transfer
their shares held under Pukang.
During Gong Hongjia’s tenure of the
Company’s board of directors,
supervisors and senior management
The Company’s director personnel, Chen’s annual shares transfer " .
May 17 Strict
Gong Hongjia’s spouse, Chen |should not exceed 25% of total number Long-term
) ) 2010 performance
Chunmei of shares held under Pukang; whthin 6
months after the dimission of Gong
Hongjia,Chen should not transfer her
shares held under Pukang.
To avoid any loss of the Company and
) ) other shareholders arising from any
China Electronics Technology . . . .
. competing business, China Electronics )
Group Corporation Clater ) September Strict
) | Technology Group Corporation, the " Long term
renamed as China Electronics . 18™ 2008 performance
actual controller of the Company, issued
Technology Group Co., Ltd.) .
Letters of non-competition on 18
September, 2008.
Gong Hongjia;
Hangzhou Weixun To avoid any loss of the Company and
Investment Management other shareholders arising from any
Limited Partnership (later |competing business, Gong Hongjia,
renamed as Xinjiang Weixun |Hangzhou WeiXun Investment
Investment Management Management Limited Partnership,
Limited Partnership); ZhelJiang Orient Holdings Co., Ltd and Strict
Hangzhou Pukang Investment|Hangzhou KangPu Investment July 10" 2008 Long term performance

Whether the

undertaking is
fulfilled in time

Yes

2. Where any profit forecast was made for any of the Company’s assets or projects and the current
reporting period is still within the forecast period, the Company shall explain whether the performance of
the asset or project reaches the profit forecast and why:

o Applicable V Inapplicable
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IV. The Company’s funds used by the controlling shareholder or its related parties for

non-operating purposes.

o Applicable \ Inapplicable

No such case in the reporting period.

V. Explanation given by the board of directors, supervisory committee and independent directors
(if applicable) regarding the “non-standard auditor’s report” issued by the CPA firm for the
current reporting period

o Applicable V Inapplicable

V1. For changes in accounting policies, accounting estimates and accounting methods as compared

to the financial report for the prior year

+ Applicable clnapplicable

1. Changes in accounting policies

On April 28" 2017, the Ministry of Finance (MOF) issued the Notice on Printing and Distributing the
Accounting Standards for Business Enterprises No. 42 --- Non-Current Assets and Disposal Groups Held for Sale
and Termination of Business Operation (Finance and Accounting No. 13 [2017]), which came into effect on May
28™ 2017. It standardizes the classification, measurement and reporting of non-current assets or disposal groups
held for sale and the reporting of termination of business operation, and stipulates that the non-current assets or
disposal groups held for sale and the termination of business operation by enterprises on the date when the
Accounting Standards hereto are implemented shall be disposed of by prospective applicable methods.

On May 10" 2017, the Ministry of Finance issued the Notice on Printing and Distributing the Accounting
Standards for Business Enterprises No. 16 --- Government Subsidies (Finance and Accounting No. 15 [2017]),
which came into effect on June 12" 2017. According to the Standards, government subsidies related to the
enterprise’s daily operations shall be booked into other income or offset related cost/expense according to the
substance of economic transactions; those not related to the enterprise’s daily operations shall be booked into
non-operating income; and the enterprise shall separately list the item of “Other Income” under the column of
“Operating profit” in the Income Statement, reflecting the government subsidies booked in other income. For
government subsidies available as of January 1% 2017 shall be disposed of by prospective application methods;

while those newly increased from January 1% 2017 to the date of implementation of the Standards hereto shall be
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adjusted according to the Standards.

On December 25™ 2017, the Ministry of Finance issued the Notice on Revising, Printing and Distributing the
Format of Financial Statements of General Enterprises (Finance and Accounting No. 30 [2017]), requiring the
non-financial enterprises that execute the Accounting Standards for Business Enterprises shall compile the annual
financial statements of 2017 and the later periods according to the requirements in the Notice.

The Company started to execute the foregoing three accounting standards and policies according to the time
required by the Ministry of Finance, and changed relevant accounting policies.

2. Influence of the changes in accounting policies on the Company

Such changes in accounting policies were reasonably conducted by the Company according to the
requirements of relevant documents issued by the Ministry of Finance, and were in compliance with the
Accounting Standards for Business Enterprises and related provisions. Such changes only involved the
presentation and adjustment of items in the financial statements, had no influence on the Company’s total assets,

net assets, operating income or net profit, and caused no damage to interests of the Company and shareholders.

VIIl. Explanation for retrospective restatement of major accounting errors during the reporting

period

o Applicable V Inapplicable

No such case in the reporting period.

VII1. Explanation for changes in scope of the consolidated financial statements as compared to the

financial report for the prior year

\ Applicable o Inapplicable

During the reporting period, the Company has newly set up eight wholly-owned subsidiaries and eight
holding subsidiaries, acquired one company, and cancelled one company, which have caused the change in
consolidation scope. For more details, please refer to note (VI) “Changes in consolidation scope” of the financial

statement.

IX. Engagement and disengagement of the CPA firm
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CPA firm engaged at present

Name of the domestic CPA firm

Deloitte Touche Tohmatsu Certified Public Accountants LLP

Remuneration for the domestic CPA firm (RMB’0000)

275

domestic CPA firm

Consecutive years of the audit service provided by the

Name of the certified public accountants from the
domestic CPA firm

Mou Zhengfei has provided audit service for 2 consecutive years;

Zhang Shushu has provided audit service for 1 consecutive year.

Whether the CPA firm was changed in the current period

o Yes ¥ No

Engagement of internal control audit CPA firm, financial advisor or sponsor

\ Applicable o Not applicable

During the reporting period, the Company engaged Deloitte Touche Tohmatsu Certified Public Accountants LLP as internal control

audit CPA firm, with remuneration of RMB 600,000.

X. Listing suspension and termination after disclosure of this annual report

o Applicable V Inapplicable

XI. Bankruptcy and restructuring

o Applicable V Inapplicable

No such case in the reporting period.
XI1. Material litigation and arbitration

Material litigation and arbitration
o Applicable V Inapplicable

No such case in the reporting period.

XI1. Punishments and rectifications
o Applicable V Inapplicable

No such case in the reporting period.

XIV. Integrity of the Company and its controlling shareholders and actual controllers

o Applicable V Inapplicable
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XV. The implementation of an Equity Incentive Plan, Employee Stock Incentive Plan, or other incentive

plans

VApplicable alnapplicable
1) During the reporting period, the Company completed the first time unlocking, repurchasing and

cancelling shares for 2014 Restricted Share Incentive Scheme.

On December 6™ 2016, Resolution for the fulfillment of the unlocking conditions of the first unlock period for
the 2014 Restricted Share Incentive Schemes and the Resolution for the first repurchase and cancelation of the
locked shares that already granted for 2014 Restricted Share Incentive Schemes were approved by the 19"
meeting of the third Board. Authorized by the first extraordinary general meeting for 2014, a total of 30,687,650
restricted shares of 1087 grantees were vested and circulated on January 9" 2017. Meanwhile, 2,457,000 restricted
shares held by a portion of grantees not fulfilling the incentive conditions were repurchased and cancelled. On
April 27™ 2017, repurchase and cancelation process of the restricted shares was complete. Thereafter, there are
1094 grantees left for 2014 Restricted Share Incentive Schemes, granted and locked shares leftover are 46,220,473

shares

For details, please refer to in the “Indicative notice of the unlocking conditions of the third unlock period for
the first batch of 2014 Restricted Share Incentive Schemes” (No. 2017-001) and the “Notice of the completion of
repurchase and cancelation of a portion of locked shares that already granted to personnel not fulfilling the
incentive conditions for 2014 Restricted Share Incentive Schemes” (No. 2017-021) issued on January 5" 2017 and

April 28™ 2017 respectively.

2) During the reporting period, the Company has completed the proposed grants of 2016 Restricted Share

Incentive Scheme

On December 23" 2016, Resolution for granting restricted shares to planned grantees for 2016 Restricted
Shares Incentive Scheme was approved by the 20" Meeting of the third board. According to the Listed Company
Equity Incentive Measures and other administration or relevant laws, regulations and departmental rules and
regulated documents, as well as 2016 Restricted Shares Incentive Scheme (edited draft) and authorizations
approved by the 2016 2™ extraordinary general meeting, the Company has completed granting and registration of
2016 Restricted Shares Incentive Scheme, with 2936 granted personnel, and 52,326,858 granted shares which
were listed on January 20" 2017.

For details, please refer to in the “Indicative notice of completion of granting of 2016 Restricted Share
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Incentive Schemes™ (No. 2017-005) issued on January 19" 2017.
3) During the reporting period, unlocked restricted shares amount were adjusted according to the
implementation of 2016 Equity Distribution.

On May 16" 2017, the Company implemented the profit distribution proposal of s bonus issue of 5 shares for
each 10 ordinary shares and distribute cash dividend of RMB 6 per each 10 shares. Therefore, the granted and
locked shares of 2014 Restricted Shares Incentive Scheme were adjusted to 69,330,709 shares accordingly, and
2016 Restricted Shares Incentive Scheme were adjusted to 78,490,287 shares accordingly

By the end of the reporting period, the Company has 147,820,996 granted and locked shares in total,
accounts for 1.60% of the Company’s total capital shares.

4) The accounting treatment in relation to the Restricted Share Incentive Schemes and impact on the

Company’s operating results due to share incentive expenses

The Company followed the Accounting Standard for Business Enterprises No. 11 — Share-based Payment
and other accounting standards in relation to accounting treatment for Restricted Share Incentive Schemes. Costs
in relation to the shares granted under 2014 and 2016 Restricted Share Incentive Schemes are amortized over the
waiting period for vesting.

During the reporting period, costs amortized in relation to the 2014 and 2016 Restricted Share Incentive
Schemes of the Company have no material impact on the financial position and operating results of the Company.

For details, please refer to Note (XI) - Share-based Payments.
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XVI. Significant related-party transaction

1. Related-party transactions arising from routine operation
+ Applicable o Inapplicable

Whether Market
Type of Content of Amount | Proportion to the | Approved
Trading above price of Disclosure
Related party Relationship related related Valuation (0°000 |amount of similar | trading quota Settlement Disclosure reference
price approved similar date
transaction transaction RMB) transactions.  |(0°000 RMB)
quota transaction

Under the common Purchase Agreed on
Research institutes

control of the materials, price, Payment on
or subsidiaries of Procurement - 21,505.09 0.88% 40,000 No -

Company’s actual receiving reference delivery
CETC

controller. services market price

Announcement on

The Company’s Purchase Agreed on o
Shanghai Fullhan projections on 2017

director or his/her materials, price, Payment on )
Microelectronics Procurement - 21,930.69 0.90% 30,000 No - April 14" 2017 |related transactions

relative is the director receiving reference delivery
Co,, Ltd. (No: 2017-

of the related party services market price

012)

Under the common Agreed on
Research institutes Selling goods

control of the price, Payment on
or subsidiaries of Sales and providing - 79,642.40 1.90% 80,000 No -

Company’s actual reference delivery
CETC services

controller. market price

Total - -- 123,078.18 -- 150,000 -- -- - - -
Details on significant sales return None
Total amount of related transactions projected based on different categories, |Routine related transaction amount between the Company and the related parties did not exceed the total approved amount of related transactions
actual performance during the current reporting period (if any) projected based on different categories.
Reasons on significant difference between trading price and market
Not applicable

referencing price
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2. Related-party transactions regarding purchase and disposal of assets or equity

oApplicable VInapplicable
No such case in the reporting period.

3. Significant related-party transactions arising from joint investments on external parties

oApplicable VInapplicable

No such case in the reporting period.
4. Related-parties’ creditor's rights and debts

o Applicable VInapplicable

No non-operational related-parties’ creditor’s rights or debts during the reporting period.
5. Other significant related party transactions

+ Applicable o Inapplicable

Pursuant to the Proposal about the Company s subsidiary Hangzhou Hikvision Automotive Technology Co.,
Ltd. s acquisition of assets and equity and related transactions with CETC approved by the 21 meeting of the 3™
session of the Board of Directors held on January 8" 2017, the Company’s subsidiary Hangzhou Hikvision
Automotive Technology Co., Ltd. is approved to acquire and integrate the Company’s controlling shareholder
CETHIK’s automotive electronic related business subsidiaries: 1) the Company’s subsidiary Hangzhou
Hikvision Automotive Technology Co., Ltd. acquired the asset group of CETHIK s Intelligent Automotive
Department with acquisition target price of RMB 68.02 million. During the transitional period, the acquisition
price was audited and adjusted up with RMB 11.39 million, and the final settlement price was RMB 79.41 million;
2) Hangzhou Haikang Ximu Intelligent Technology Co., Ltd.(hereinafter refer to “Haikang Ximu”), CETHIK’s
holding subsidiary, was acquired with RMB 16.30 million, 100% equity; of which RMB 9.78 million was for
acquiring 60% shares of Haikang Ximu held by CETHIK, and RMB 6.52 million was for acquiring 40% shares of
Haikang Ximu held by 7 individual shareholders including Yang Feng. As of the end of the reporting period,
Hikvision Automotive Technology has completed the acquisition and integration of the asset group of CETHIK’s
Intelligent Automotive Department, and the changes in registration related to acquisition of Haikang Ximu. For
details, please refer to Note (V1) 2-Business merger involving enterprises under common control.

Pursuant to the Proposal of Investment and Establishment of Wuhan Hik Storage Technology Co., Ltd.

(temporary name) approved by the 22" meeting of the 3rd session of the Board of Directors held on April 12"
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2017, Hikvision and Co-investment Partnership enterprise jointly invested RMB 100 million to establish Wuhan

Hik Storage Technology Co., Ltd.; Hikvison will contribute cash capital of RMB 60 million, holding 60% of the

equity of Hik Storage; Co-investment Partnership enterprise will contribute cash capital of RMB 40 million,

holding 40% of the equity of Hik Storage. On April 17" 2017, Hik Storage’s industrial and commercial

establishment registration was completed.

Disclosure website for provisional reports on significant related transactions:

Title of provisional reports Disclosure date

Disclosure website

Proposal about Acquisition of assets and equity, and related transactions January 19" 2017

www.cninfo.com.cn

Proposal about investment and establishment of innovative business .
o . April 14" 2017
subsidiary and related transactions

www.cninfo.com.cn

XVII. Significant contracts and their execution
1. Trusteeship, contracting and leasing
(1) Trusteeship

o Applicable V Inapplicable
No such case in the reporting period.

(2) Contracting

o Applicable V Inapplicable

No such case in the reporting period.
(3) Leasing

o Applicable V Inapplicable

No significant leasing during the reporting period.

2. Significant guarantees
VApplicable o Inapplicable
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(1) Details of guarantees

Unit: RMB’0000

Guarantees provided by the Company for subsidiaries

Disclosure date of - Actual occurrence Actual Guarantee
uarantee . Type of
Guaranteed party announcement of - date (date of signing| guaranteed uarantee Term of guarantee | Due or not |for a related
the guarantee cap ap agreement) amount g party or not
Hangzhou Hikvision Science and Technology 2016.05.16-
April 14" 2017 750,000 May 16" 2016 275,849.38|Joint guarantee No Yes
Co. Ltd. 2020.12.31
2017.10.10-
Hangzhou Hikvision System Technology Co., Ltd April 14" 2017 80,000 October 10" 2017 1,203.63|Joint guarantee No Yes
2018.06.29
2016.12.07-
HIKVISION INTERNATIONAL CO., LTD. April 14" 2017 300,000 December 7" 2016 25,748.67|Joint guarantee No Yes
2019.01.24
Hangzhou Haikang Zhicheng Investment and — " ) 2017.06.13-
April 14" 2017 10,000 June 13™ 2017 1,200.00{Joint guarantee No Yes
Development Co. Ltd. 2018.06.13
Chonggqing Hikvision Science and Technologies Co., A . . .
Lt April 14" 2017 70,000 Not happened during the reporting period
Hangzhou Hikvision Electronics Co., Ltd. April 14" 2017 100,000 Not happened during the reporting period
Chongging Hikvision System Technology Co., Ltd. April 14" 2017 30,000 Not happened during the reporting period
Hangzhou Hikvision Communication Technology Co., - . . .
Ltd April 14" 2017 10,000 Not happened during the reporting period
ggun:_(f[z' Hai Shi Xin An Electronics Technology April 14" 2017 55,000 Not happened during the reporting period
Total guarantee cap for subsidiaries approved during the reporting period(B1) 1,405,000 Total actual guarantee amount for subsidiaries during the reporting period(B2) 415,941.18
idiari i Total actual guarantee balance for subsidiaries at the end of the reportin
Tot_al approved guarantee cap for subsidiaries at the end of the reporting 1,405,000] g p g 304,001.69
period(B3) period(B4)
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Guarantees provided by the Company for subsidiaries

Guaranteed party

Disclosure date of
announcement of

the guarantee cap

Guarantee
Cap

Actual occurrence Actual
date (date of signing| guaranteed
agreement) amount

Type of
guarantee

Term of guarantee

Due or not

Guarantee
for a related
party or not

Total guarantee amount provided by the Company (total of the above-mentioned kinds of guarantees) (During the reporting period, there was no such case as guarantee provided for external

parties, or guarantees between subsidiaries, therefore, there is only item B, item A or C is nil)

Total guarantee cap approved during the

Total actual guarantee amount during the

reporting period (A1+B1+C1) 1,405,000 reporting period (A2+B2+C2) 415,941.18
e s e 1 L0 e e e
Portion of the total actual guarantee amount (A4+B4+C4) in net assets of the Company 10.01%
Of which

The balance of guarantee for shareholders, actual controllers and their affiliates. (D) 0
Amount of debt guarantees provided directly or indirectly for entities with a liability-to-asset ratio over 70% (E) 301,598.05
Total amount of guarantee exceeding 50% of net assets (F) 0
Total guarantee amount of the above-mentioned 3 kinds of guarantees (D+E+F) 301,598.05

Illustration of compound method guarantee

As required by the project owner, China Electronics Technology Group Co., Ltd. (CETC) has provided a joint guarantee to responsibility and duties of
projects of “Safe Chongqing, Emergency Control System Digital Construction Project”, including 41 districts/counties construction projects, signed by

Chongging Hikvision System Technology Co., Ltd. Meanwhile, the Company provides a counter guarantee to CETC’s joint responsibilities above.
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(2) Mlegal provision of guarantees for external parties

o Applicable V Inapplicable

No such case in the reporting period.

3. Entrusting others to execute any cash asset management

(1) Entrusted finances

VApplicable o Inapplicable
Entrusted finance during the reporting period

Unit: 0,000 RMB

Type Capital Source Actual Amount Undue Balance Amount overdue
Bank Financial Products Self-fund 382,000 339,000 0
Total 382,000 339,000 0

Details about entrusted finances that are individually significant or low security level, with low liquidity, and high risk
without principal guaranteed.

o Applicable V Inapplicable

Entrusted finances that projected to be impossible to recover principal, or involving in situations that could possibly

lead to decline in value

o Applicable V Inapplicable

(2) Entrusted loans

o Applicable V Inapplicable

No such case in the reporting period.

4. Other significant contracts

o Applicable V Inapplicable

No such case in the reporting period.

XVI1I. Social responsibility

1. Fulfillment of other social responsibilities

While seeking for economic benefits and protecting shareholders’ interests, Hikvision proactively fulfilled

corporate social responsibilities by treating suppliers, customers and consumers in good faith, caring employees’

remuneration benefits, professional development and other legal rights, and actively engaging in environment
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protection and affairs for public welfare, in order to make contribution to the sustainable development of society,

economy and environment.

For details, please refer to the Company’s 2017 Annual Social Responsibility Report disclosed on CNINFO

(www.cninfo.com.cn)

2. Fulfillment of the social responsibility of targeted poverty alleviation

The Company did not conduct any targeted poverty alleviation during the reporting period and had no future

arrangement for targeted poverty alleviation.
3. Environmental protection

The Company is not a critical pollutant enterprises disclosed by national environmental protection

department

XIX. Other significant events

o Applicable \ Inapplicable

No such case in the reporting period.

XX. Significant events of the Company’s subsidiaries

o Applicable V Inapplicable
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Section VI Changes in Shares and Information about Shareholders

I. Changes in Share Capital

1. Table of changes in share capital

Unit: Share
Before the change Changes in the period (+, -) After the change
Share
. New Shares Bonus transferred .
Shares | Ratio Issued Others Sub-total Shares Ratio
share from capital
reserve
1. Shares subject to conditional
1,417,926,033| 23.23% 52,326,858| 657,071,365 -156,106,406| 553,291,817|1,971,217,850| 21.36%
restriction(s)
3) Other domestic shares 580,944,783| 9.52% 52,281,658 284,111,265 -65,000,156| 271,392,767| 852,337,550 9.24%
Including: held by
420,578,437| 6.89% 194,164,218 -32,250,000| 161,914,218| 582,492,655| 6.31%
domestic enterprises
Including: held by
160,366,346| 2.63% 52,281,658 89,947,047 -32,750,156| 109,478,549| 269,844,895| 2.92%
domestic natural person
4) Foreign shares 836,981,250 13.71% 45,200 372,960,100 -91,106,250| 281,899,050|1,118,880,300| 12.12%
Including: held by overseas
836,981,250( 13.71% 45,200 372,960,100 -91,106,250| 281,899,050(1,118,880,300| 12.12%
natural person
2. Shares without restriction 4,684,780,852| 76.77% 2,419,217,006 153,649,406|2,572,866,412|7,257,647,264| 78.64%
1) RMB ordinary shares 4,684,780,852| 76.77% 2,419,217,006 153,649,406(2,572,866,412|7,257,647,264| 78.64%
3. Total 6,102,706,885(100.00% 52,326,8583,076,288,371 -2,457,000|3,126,158,229|9,228,865,114{100.00%

Reason for the changes in share capital

\ Applicable o Inapplicable

(1) Grants of 2016 Restricted Share Incentive Scheme

On December 23" 2016, Resolution for granting restricted shares to planned grantees for 2016 Restricted Shares

Incentive Scheme was approved by the 20™ Meeting of the third board. According to the Listed Company Equity

Incentive Measures and other administration or relevant laws, regulations and departmental rules and regulated

documents, as well as 2016 Restricted Shares Incentive Scheme (edited draft) and authorizations approved by the
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2016 2™ extraordinary general meeting, the Company has completed granting and registration of 2016 Restriced
Shares Incentive Scheme, with 2936 granted personnel, and 52,326,858 granted shares which were listed on January
20" 2017. The Company’s total capital shares were increased by 52,326,858 shares to 6,155,033,743 shares from
6,102,706,885 shares.

(2) First share repurchase and cancellation for 2014 Restricted Share Incentive Scheme.

On December 6" 2016, Resolution for the first repurchase and cancellation of a portion of locked shares that
already granted for 2014 Restricted Share Incentive Schemes were approved by the 19™ meeting of the third
session Board. Authorized by the first extraordinary general meeting for 2014, the Board agreed to repurchase and
cancel 2,457,000 restricted shares held by a portion of grantees not fulfilling the incentive conditions. On April
27" 2017, the Company completed the above-mentioned repurchase and cancellation procedures, the Company’s
total capital shares were decreased by 2,457,000 shares from 6,155,033,743 shares to 6,152,576,743 shares.

(3) Implementation of 2016 Equity Distribution

According to the 2016 Profit Distribution Scheme approved on 2016 Annual General Meeting, based on total
capital shares of 6,152,576,743 shares, the Company distributed to all shareholders cash dividend of RMB 6 (tax
inclusive) and bonus issue of 5 shares (tax inclusive) per each 10 shares; share distribution from capital reserve is
nil. The ex-dividend date of this equity distribution is May 16™ 2017; the total Company’s capital shares were
increased by 3,076,288,371 shares from 6,152,576,743 shares to 9,228,865,114 shares.

Approval for changes in share capital

\ Applicable o Inapplicable

(1) Grants of 2016 Restricted Share Incentive Scheme

On December 23™ 2016, Resolution for granting restricted shares to planned grantees for 2016 Restricted Shares
Incentive Scheme was approved by the 20™ Meeting of the third session of the Board. According to the
authorizations approved by the 2016 2™ extraordinary general meeting, the board agreed to grant 2989 personnel
with 53,557,028 shares. The granting day was December 23™ 2016. In the payment process of capital, part of the
grantees partially or completely renounce the subscription of the incentive shares, resulted in an actual granted
2936 personnel, with 52,326,858 granted shares.

(2) First Repurchasing and Cancelling shares for 2014 Restricted Share Incentive Scheme.
On December 6" 2016, Resolution for the first repurchase and cancellation of a portion of locked shares that
already granted to personnel for 2014 Restricted Share Incentive Schemes were approved by the 19" meeting of the
third session of the Board. Authorized by the first extraordinary general meeting for 2014, the Board agreed to
repurchase and cancel 2,457,000 restricted shares held by a portion of grantees not fulfilling the incentive
conditions.

(3) Implementation of 2016 Equity Distribution
On April 12" 2017, 2016 Profit Distribution Scheme was approved by the 22" meeting of the 3 board; on May
4™ 2017, 2016 Profit Distribution Scheme was approved by 2016 Annual General Meeting.

77



HIK VISION Hikvision 2017 Annual Report

Transfer for changes in share capital
\ Applicable o Inapplicable

(1) Grants of 2016 Restricted Share Incentive Scheme

2016 granted restricted incentive shares were listed on January 20" 2017. The Company’s total capital shares
were increased by 52,326,858 shares to 6,155,033,743 shares from 6,102,706,885 shares.

(2) First Repurchasing and Cancelling shares for 2014 Restricted Share Incentive Scheme.

On April 27" 2017, the Company completed the procedures of first Repurchasing and Cancelling shares for 2014
Restricted Share Incentive Scheme, the Company’s total capital shares were decreased by 2,457,000 shares from
6,155,033,743 shares to 6,152,576,743 shares.

(3) Implementation of 2016 Equity Distribution

The ex-dividend date of 2016 annual equity distribution is May 16" 2017; the total Company’s capital shares were
increased by 3,076,288,371 shares from 6,152,576,743 shares to 9,228,865,114 shares.

Effects of changes in share capital on the basic earnings per share ("EPS"), diluted EPS, net assets per share attributable
to common shareholders of the Company, and other financial indexes over the last year and last period

+ Applicable o Inapplicable

2017 2017 Quarter 4 2016
ltem Before After Before After Before After
changes in changes in changes in changes in changes in changes in
share capital share capital share capital share capital share capital share capital
Basic Earnings per
Share(RMB/share) 1.545 1.030 0.544 0.363 1.227 0.818
Diluted Earnings per
Share (RMB/share) 1.536 1.024 0.541 0.361 1.221 0.817
2017 September 30" 2017 December 31 2016
ltem Before After Before After Before After
changes in changes in changes in changes in changes in changes in
share capital share capital share capital share capital share capital | share capital
Net assets per share
attributable to 4934 3.289 4.376 2.917 3.979 2.653
shareholders of the
Company (RMB/Share)

Other contents that the Company considers necessary or required by the securities regulatory authorities to
disclose

o Applicable V Inapplicable
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2. Changes in restricted shares

\ Applicable o Inapplicable

Unit: Share

Name of shareholder

Opening
restricted shares

\ested in
current period

Increased in
current period

Closing
restricted shares

Note for restricted shares

Date of unlocking

According to the relevant

Gong Hongjia 1,255,246,875| 136,434,375 0| 1,118,812,500|Executives locked shares provisions of executives
shares management
Xinjiang Weixun
Investment
486,607,500 48,375,000 0 438,232,500| Institution restricted share before IPO February 13" 2017
Management Limited
Partnership
Xinjiang Pukang
Investment Limited 144,260,155 0 0 144,260,155| Institution restricted share before IPO  [Not applicable
Partnership
Restricted incentive shares + 2016
Grantees of restricted
proposed granting of restricted shares
share incentive plan 119,047,684 46,031,475 78,490,287 147,820,996 January 9™ 2017
that were listed and became restricted
(summary statistic)
incentive equity shares
Executives locked shares+ partial of the
Hu Yangzhong 91,750,112 73,130 117,000 91,793,982 |unlocked restricted shares turning into
executives locked shares
Executives locked shares+ partial of the
Wu Weiqi 8,221,418 65,252 104,400 8,260,566 |unlocked restricted shares turning into
executives locked shares
Executives locked shares+ partial of the
Jiang Haiging 8,222,163 56,252 90,000 8,255,911 |unlocked restricted shares turning into
executives locked shares
According to the relevant
Executives locked shares+ partial of the provisions of executives
Zhou Zhiping 5,326,407 48,375 77,400 5,355,432 |unlocked restricted shares turning into shares management
executives locked shares
Jia Yonghua 4,118,809 2 0 4,118,807 |Executives locked shares
Li Pan 4,042,926 0 0 4,042,926 |Executives locked shares
partial of the unlocked restricted shares
Huang Fanghong 45,000 45,000 70,875 70,875
turning into executives locked shares
Partial of the unlocked restricted shares
Zheng Yibo 0 0 30,375 30,375
turning into executives locked shares
Partial of the unlocked restricted shares
Jiang Yufeng 0 0 30,375 30,375

turning into executives locked shares
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Opening Vested in Increased in Closing . .
Name of shareholder ] . . ) Note for restricted shares Date of unlocking
restricted shares | current period | current period | restricted shares
Partial of the unlocked restricted shares
Cai Dingguo 0 0 30,375 30,375
turning into executives locked shares
Partial of the unlocked restricted shares
Fu Baijun 0 0 29,025 29,025
turning into executives locked shares
Partial of the unlocked restricted shares
He Hongli 0 0 29,025 29,025
turning into executives locked shares
Partial of the unlocked restricted shares
Xu Lirong 0 0 29,025 29,025
turning into executives locked shares
Increased shareholdings turning into
Wang Qiuchao 0 0 15,000 15,000
executive locked shares
Total 2,126,889,049| 231,128,861| 79,143,162| 1,971,217,850 -- --
Note:

1. In respect of changes in shares due to the implementation of equity distribution for 2016, the number of shares at beginning
balance, number of shares unlocked during the current period, and number of restricted shares increased during the current period
have been adjusted accordingly.

2. Executives who are grantees under incentive restricted shares scheme, his/her holding incentive restricted shares are counted
within the total incentive restricted shares (consolidated statistics) on the fourth row.

3. The difference of 3,685,500 shares between total incentive restricted shares (consolidated statistics) for grantees under incentive
restricted shares scheme and the calculated balance (opening balance - unlocked shares + increased restricted shares) was due to
repurchasing and cancelling of 2,457,000 shares (adjusted to 3,685,500 shares in consideration of dividend distribution) on April 27"
2017.

1. Issuance and listing of securities
1. Securities (exclude preferred share) issued during the reporting period

+ Applicable o Inapplicable

. . . Amount Date of
Shares and its Issue price (or issuance . .
L . Issuance date . Listing date approved for transaction
derivative securities interest rate) amount . o
listing termination
Restricted shares January 20" 2017 12.63 52,326,858|January 20" 2017 52,326,858

Explanation for Securities (exclude preferred share) issued during the reporting period

On December 23™ 2016, Resolution for granting restricted shares to planned grantees for 2016 Restricted
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Shares Incentive Scheme was approved by the 20" Meeting of the third board. According to the Listed Company
Equity Incentive Measures and other administration or relevant laws, regulations and departmental rules and
regulated documents, as well as 2016 Restricted Shares Incentive Scheme (edited draft) and authorizations
approved by the 2016 2™ extraordinary general meeting, the Company has completed granting and registration of
2016 Restricted Shares Incentive Scheme, with 2936 granted personnel, and 52,326,858 granted shares which
were listed on January 20™ 2017.

For details, please refer to in the Indicative notice of completion of granting of 2016 Restricted Share

Incentive Schemes (No. 2017-005) issued on January 19" 2017.

2. Explanation on changes in share capital & the structure of shareholders, the structure of assets and
liabilities

\ Applicable o Inapplicable

During the reporting period, the Company completed the grants of 2016 Restricted Share Incentive Scheme,
the total capital shares increased by 52,326,858 shares from 6,102,706,885 shares to 6,155,033,743 shares. Total;
the Company completed the first repurchasing and cancelling shares for 2014 Restricted Share Incentive Scheme,
the total capital shares were decreased by 2,457,000 shares from 6,155,033,743 shares to 6,152,576,743 shares;
the Company completed the implementation of 2016 Equity Distribution, the total capital shares were increased
by 3,076,288,371 shares from 6,152,576,743 shares to 9,228,865,114 shares. The structure of shareholder

structure, assets and liabilities of the Company did not change significantly after the above mentioned items.

3. Existent shares held by internal staff of the Company

o Applicable V Inapplicable
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I11. Particulars about the shareholders and actual controller

1. Total number of shareholders and their shareholdings

Unit: Share
Total number of common shareholdrs at the end of the reporting 167039 Total number of common shareholders at the end of the previous month before 137 437
period " |the disclosure date of the annual report '
Particulars about shares held by shareholders with a shareholding percentage over 5% or the Top 10 of them
Share- Increase/ NUTaEr 6 Pledged or frozen
Nature of holding Total shares held at the . Number of tradable
Name of shareholder shareholder ercentage eriod-end LEEEESE SN s non-tradable shares held
P = 9 p reporting period et T Share Status Amount
i i State-owned
China Electronics Technology , 39.59% 3,653,674,956 - - 3,653,674,956|  Pledged 50,000,000
HIK Group Co., Ltd. corporation
Gong Hongjia %T\rﬁgi; 15.01% 1,385,056,700 -106,693,300|  1,118,812,500 266,244,200
Hong Kong Securities Clearing  [Overseas
. 9.77% 901,210,447 +861,634,924 - 901,210,447
Company Ltd.(HKSCC) corporation °
Domestic
Xinjiang Weixun Investment - non-state- 5.74% 529,720,876 54,589,124 438,232,500 91,488,376/  Pledged 130,435,000
Management Limited Partnership {owned
corporation
Domestic
Xinjiang Pukang Investment non-state-
e . 2.08% 192,346,874 - 144,260,155 48,086,719 Pledged 177,760,000
Limited Partnership owned
corporation
The 52nd Research Institute at
- ) State-owned
China Electronics Technology ) 1.96% 180,775,044 - - 180,775,044
. corporation
Group Corporation
CITIC Securities Company Domestic 1.69% 155,982,629 +88,044,501 - 155,982,629
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non-state-
owned

corporation

Limited

Domestic
Hu Yangzhong Individual

1.33%

122,786,477

+160,500

30,656,495

92,129,982

Pledged

60,080,000

Overseas
UBS AG )
corporation

1.18%

108,923,450

-76,050,056

108,923,450

State-owned
Central Huijin Investment Ltd. .
corporation

0.71%

65,818,800

65,818,800

Explanation on associated relationship or concerted
actions among the above-mentioned shareholders:

China Electronics Technology HIK Group Co., Ltd. and The 52nd Research Institute at China Electronics Technology Group Co., Ltd. are

all subject to control of China Electronics Technology Group Corporation. Ms. Chen Chunmei, limited partner of Xinjiang Pukang

Investment Limited Partnership, is the spouse of Mr. Gong Hongjia, foreign individual shareholder of the Company. Hu Yangzhong,

domestic individual, is holding shares in both Xinjiang Weixun Investment Management Limited Partnership and Xinjiang Pukang

Investment Limited Partnership.

Except for these, the Company does not know whether the other shareholders are related parties or whether they are acting-in-concert

parties in accordance with the Measures for Management of the Disclosure of the Shareholding Changes of Shareholders of the Listed

Company.
Particulars about shares held by the Top 10 shareholders holding shares that are not subject to trading restriction(s)
Type of shares
Name of shareholder Number of tradable shares held at the period-end
Type Number
China Electronics Technology HIK Group Co., Ltd. 3,653,674,956 RMB ordinary shares 3,653,674,956
Hong Kong Securities Clearing Company RMB ordinary shares
901,210,447 901,210,447

Ltd.(HKSCC)
Gong Hongjia 266,244,200 RMB ordinary shares 266,244,200
The 52nd Research Institute at China Electronics RMB ordinary shares

. 180,775,044 180,775,044
Technology Group Corporation
CITIC Securities Company Limited 155,982,629 RMB ordinary shares 155,982,629
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Particulars about shares held by the Top 10 shareholders holding shares that are not subject to trading restriction(s)

Type of shares
Name of shareholder Number of tradable shares held at the period-end
Type Number

UBS AG 108,923,450 RMB ordinary shares 108,923,450
Xinjiang Weixun Investment Management Limited RMB ordinary shares

. 91,488,376 91,488,376
Partnership
Central Huijin Investment Ltd. 65,818,800 RMB ordinary shares 65,818,800
Zhejiang Orient Holdings Co., Ltd. 48,161,900 RMB ordinary shares 48,161,900
Xinjiang Pukang Investment Limited Partnership 48,086,719 RMB ordinary shares 48,086,719

Explanation on associated relationship and
concerted actions among top ten shareholders without
trading restrictions, and among top ten shareholders
and top ten shareholders without trading restrictions

China Electronics Technology HIK Group Co., Ltd. and The 52nd Research Institute at China Electronics Technology Group Co., Ltd. are

all subject to control of China Electronics Technology Group Corporation. Ms. Chen Chunmei, limited partner of Xinjiang Pukang

Investment Limited Partnership, is the spouse of Mr. Gong Hongjia, foreign individual shareholder of the Company. Hu Yangzhong,

domestic individual, is holding shares in both Xinjiang Weixun Investment Management Limited Partnership and Xinjiang Pukang

Investment Limited Partnership.

Except for these, the Company does not know whether the other shareholders are related parties or whether they are acting-in-concert

parties in accordance with the Measures for Management of the Disclosure of the Shareholding Changes of Shareholders of the Listed

Company.

Any of the Company’s top 10 common shareholders or top 10 non-restricted common shareholders conducted any agreed buy-back in the reporting period?

o Applicable V Inapplicable
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2. Particulars about change in controlling shareholder or actual controller

Nature of the controlling shareholder: Central State-owned

Type of the actual controller: Corporation

Legal

Name of controlling : Date of o .

Representative . Organization code Business scope

shareholder . establishment g P
Industrial investment; R&D of environmental
) . protection products, network products, intelligent

China Electronics .

Chen November products and electronic products; technology

Technology HIK
Group Co., Ltd.

Zongnian 29" 2002

9133000014306073XD

transfer, technical services, manufacturing and sales;
business consulting services, rental services of

self-owned real estate; import and export businesses.

Shares held by the controlling shareholder
in other listed companies

through controlling or holding during the reporting period

Indirect control of domestic listed company Phoenix
Optical Co. LTD.,

Change of the controlling shareholder during the reporting period

o Applicable V Inapplicable

3. Particulars about the actual controller

Nature of the actual controller: Central State-owned assets management agency

Type of the actual controller: Corporation

Business scope

Corporation

Name of th Legal -
ame of the ! . Date of Organization
actual Representative .
establishment code
controller
China
Electronics _ | February ogth
Technology Xiong Qunli 91110000710929498G
Group 2002

The Company is responsible for the military electronic
equipment and systems integration, the development and
manufacturing weapons platform electronic equipment,
military software and electronic basic products, and the
construction of national defense electronic information
infrastructure and safeguard conditions; construction of
national major electronic information system; the
research, development, production and sales of civil
electronic information software, materials, components,
machine and system integration and related common
technology; the self-management and agency of import
and export business of all types of goods and
technology; the operation of feed processing and
"processing and compensation trades"; the operation of
counterpart trade and re-export trade; industrial

investment; asset management; engages in e-commerce

information services; and organizes enterprises in the
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Name of the Legal o
. Date of Organization .
actual Representative . Business scope
establishment code
controller

industry to participate in and hold overseas exhibitions.

China Electronics Technology Group Co., Ltd is the actual controller of eight domestic listed

Shares held by the actual
companies including An’hui Sun Create Electronic Co., Ltd, Shanghai East China Computer Co.,

controlling shareholder in
other listed companies through |Ltd, Chengdu Westone Information Industry Co., Ltd., GCI Science & Technology Co., Ltd., Tai’ji

controlling or holding during  [Computer Corporation Limited, GLARUN Technology Co., Ltd. , Phenix Optics Co., Ltd., and
the reporting period CETC Microwave Communication (Shanghai) Co., Ltd.

Change of the actual controller during the reporting period

o Applicable V Inapplicable

The ownership and controlling relationship between the actual controller of the Company and the Company is
detailed as follows:

China Electronics Technology Group Co., Ltd. (CETC)

100% \L 100%

The 52nd Research Institute at China Electronics

CETHIK Group Co., Ltd.
P Technology Group Corporation

0,
39.50% 1.96%

Hangzhou Hikvision Digital Technology Co., Ltd

The actual controller controls the Company via trust or other ways of asset management

o Applicable V Inapplicable

4. Particulars about other corporate shareholders with shareholding proportion over 10%

o Applicable V Inapplicable

5. Particulars on shareholding decrease restrictions for the controlling shareholders, actual controller,

restructurer or other committing parties

o Applicable V Inapplicable
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Section VII Information of Preferred Shares

o Applicable V Inapplicable

No existed preferred shares for the Company during the reporting period.
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Section VIII Information about Directors, Supervisors, Senior Management and Staffs

I. Shareholding changes of directors, supervisors, senior management personnel

VApplicable o Inapplicable

Commencement of term of

Termination of term

Shares held at the

Shares increased

Shares decreased

Shares held at the

Name Title Tenure status | Gender | Age ) beginning of the Period | during the Period | during the Period | end of the Period
office of office
(Shares) (shares) (Shares) (Shares)
Chen Zongnian Chairman Incumbent M 53 June 19", 2008 0 0 0 0
Gong Hongjia Vice Chairman Incumbent M 53 June 19", 2008 1,491,750,000 0 106,693,300 1,385,056,700
Liu Xiang Director Incumbent M 46 May 24", 2014 March 7" 2018 0 0 0 0
Director, "
Hu Yangzhong Incumbent M 53 December 28", 2001 122,625,977 160,500 0 122,786,477
General Manager
Director,
Wu Weigi Standing Deputy Incumbent M 54 March 1%, 2003 11,222,889 148,500 0 11,371,389
General Manager
Independent N
Cheng Tianzong Incumbent M 66 March 6™, 2015 0 0 0 0
Director
Independent th
Lu Jianzhong Incumbent M 64 March 6™, 2015 0 0 0 0
Director
Independent th
Wang Zhidong Incumbent M 51 March 6™, 2015 0 0 0 0
Director
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Commencement of term of

Termination of term

Shares held at the

Shares increased

Shares decreased

Shares held at the

Name Title Tenure status | Gender | Age - o beginning of the Period | during the Period | during the Period | end of the Period
office of office
(Shares) (shares) (Shares) (Shares)
Independent
Hong Tianfeng . Incumbent M 52 December 22", 2016 0 0 0 0
Director
Cheng Huifang Supervisor Chairman Incumbent F 65 March 6", 2015 0 0 0 0
Wang Qiuchao Supervisor Incumbent M 67 March 6™, 2015 0 20,000 0 20,000
Chen Junke Supervisor Incumbent M 47 June 19" 2008 March 21% 2018 0 0 0 0
Jiang Haiging Deputy General Manager | Incumbent M 49 March 1%, 2003 11,187,882 123,000 0 11,310,882
Deputy General Manager " o

Zheng Yibo Incumbent M 56 June 30,0 2004 March 21* 2018 202,500 0 33,600 168,900
Cai Dingguo Deputy General Manager | Incumbent M 51 December 18", 2005 March 21% 2018 202,500 109,500 0 312,000
He Hongli Deputy General Manager | Incumbent F 45 December 18", 2005 193,500 138,000 0 331,500
Fu Baijun Deputy General Manager | Incumbent M 46 January 20", 2009 193,500 196,500 0 390,000
Xu Lirong Deputy General Manager Incumbent M 55 March 1%, 2007 March 21% 2018 193,500 109,500 0 303,000
Zhou Zhiping Deputy General Manager Incumbent M 53 December 18", 2005 March 21% 2018 7,295,376 109,500 0 7,404,876
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Commencement of term of

Termination of term

Shares held at the

Shares increased

Shares decreased

Shares held at the

Name Title Tenure status | Gender | Age . ; beginning of the Period | during the Period | during the Period | end of the Period
office of office
(Shares) (shares) (Shares) (Shares)
Jiang Yufeng Deputy General Manager | Incumbent M 47 December 18", 2005 202,500 123,000 0 325,500
Jin Duo Deputy General Manager | Incumbent M 53 March 10", 2015 0 109,500 0 109,500
Deputy General Manager, N
Jin Yan Incumbent F 39 July 22", 2015 0 174,000 0 174,000
Person in charge of finance
Jia Yonghua Deputy General Manager Incumbent M 41 July 22™ 2015 5,491,744 109,500 0 5,601,244
Li Pan Deputy General Manager | Incumbent M 40 July 22" 2015 5,390,568 109,500 0 5,500,068
Cai Changyang Deputy General Manager Incumbent M 47 April 8", 2016 0 109,500 0 109,500
Deputy General Manager,
Board Secretary, person in
Huang Fanghong Incumbent F 36 April 8", 2016 292,500 0 0 292,500
charge of
internal audit
Xu Ximing Deputy General Manager Incumbent M 45 October 11", 2016 0 0 0 0
Bi Huijuan Deputy General Manager Incumbent F 47 October 11™, 2016 0 150,000 0 150,000
Total -- - - - -- -- 1,656,444,936 2,000,000 106,726,900 1,551,718,036
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Note:

(1) Number shares held at the beginning of the period, shares increased during the period, shares decreased during the period for directors, supervisors, and senior
management personnel above are all shares directly held by them accordingly, including restricted shares.
(2) During the reporting period, in respect of changes in the number of shares due to the implementation of equity distribution for 2016, the number of shares at the
beginning, increased, and reduced has been adjusted accordingly.

I1. Changes of directors, supervisors and senior management personnel

vApplicable olnapplicable

Name Position Type Date Reasons
Qu Liyang Director Appointment and dismissal March 7" 2018 The general election of the board of directors
Liu Xiang Director Leave the post when terms were up March 712018 Termination on term of office
Xu Lirong Employee Supervisor Appointment and dismissal March 21% 2018 The general election of the workers and staff
congress
Chen Junke Employee Supervisor Leave the post when terms were up March 21* 2018 Termination on term of office
Pu Shiliang Senior management personnel Appointment and dismissal March 21% 2018 Appointment
Chen Junke Senior management personnel Appointment and dismissal March 21% 2018 Appointment
Zheng Yibo Senior management personnel Leave the post when terms were up March 21% 2018 Termination on term of office
Cai Dingguo Senior management personnel Leave the post when terms were up March 21* 2018 Termination on term of office
Zhou Zhiping Senior management personnel Leave the post when terms were up March 21% 2018 Termination on term of office
Xu Lirong Senior management personnel Leave the post when terms were up March 21% 2018 Termination on term of office

I11. Positions and Incumbency

The professional background of the Company's current directors, supervisors, senior management, and their major work experience and current responsibilities in the

Company
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1. Directors

Mr Chen Zongnian (5%4E): Born in 1965, Chen holds a PhD of business administration and has served as
deputy general manager Shenzhen Gao Ke Run Electronics, director and general manager of Zhejiang Haikang
Information Technology Co., Ltd. and Zhejiang Haikang Group Co., Ltd. He also served as an assistant of the
head, deputy head, and the head of 52" Research Institute at China Electronics Technology Group Corporation
(52" Research Institute). Chen currently serves as the chairman of China Electronics Technology HIK Group Co.,
Ltd. (CETHIK) and chairman of the Company.

Mr. Gong Hongjia (384T %%): Born in 1965, Hong Kong permanent resident. Gong holds a bachelor degree of
engineering, technology entrepreneur, and angel investor. He has established and invested over 10 enterprises
including TECSUN Co. Ltd., Asialnfo Dekang, Funian Technology, and Woqi Data, and etc. He took part in the
establishment of the Company in November 2001 and served as a director and vice chairman of the Company.
Gong currently serves as a vice chairman of the Company.

Mr. Liu Xiang (XI¥#): Born in 1972, master degree of business administration and economist. Liu served as a
deputy general manager, secretary of the board and chief financial officer of Hikvision since June 2007. Liu has
been appointed as a director of the Company since May 2015 (he left the post on March 7" 2018 when terms up),
and currently serves as a deputy general manager of CETHIK, and Chairman of Phenix Optical Co. Ltd.

Mr. Hu Yangzhong (##;8): Born in 1965, master degree of engineering, senior research engineer. He served
as an engineer of the 52™ Research Institute from June 1989 to December 2001. He has been appointed as a
director of the Company and general manager of the company since January 2002. Hu currently serves as a
director and the general manager of the Company.

Mr. Wu Weiqi (88f53): Born in 1964, bachelor degree of engineering, senior engineer. Wu held various
positions at the 52™ Research Institute, including technician, engineer associate, engineer and senior engineer,
from July 1986 to December 2001. Since December 2001, He has been appointed as a deputy general manager, a
standing deputy general manager, and a director of Hikvision. Wu currently serves as a director and standing
deputy general manager of the Company.

Mr. Cheng Tianzong (F2Rk4\): Born in 1952, Taiwanese, master degree in business administration. Cheng
served as president and a director of Hewlett-Packard Development Company, L.P. (China) from 1992 to 1997;
served as the president of the Asia Pacific of Texas Instruments Incorporated (ff/1{%#%) from 1997 to 2007;
served as a vice-president of Hon Hai Corporation (45 4]) from July 2007 to 2012, and the chief executive
officer of FIH Mobile Limited, a subsidiary of Hon Hai Corporation (#i##£[41), a company listed on the Hong
Kong Stock Exchange in 2011. He retired in June 2012 and devoted himself to China Maker Campaign (H [E
& iz 7)) to help and guide those start-up companies in September 2013. Cheng currently serves as an independent
director of the Company.
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Mr. Lu Jianzhong (F#2E): Born in 1954, holds bachelor degree in economics and CPA certificate. Lu served
as a lecturer and an associate professor of finance and accounting department at Shanghai Maritime University (_I-
JRFREEE K 2) from September 1986 to September 1997; he was a CPA and a partner of the auditing department of
PricewaterhouseCoopers, from October 1997 to June 2012; he was a chartered accountant of Shanghai De’an
Certified Public Accountants LLP (_FifEf 221t Ilig 45 Hr) from July 2012 to July 2013; he was a chartered
accountant of the Shanghai branch of PKF Daxin Certified Public Accountants LLP (KA5 £ iHIMig 45 fr i 2>
FIr), from August 2013 to July 2014; He was a partner and a chartered accountant and a partner of Zhongxinghua
Certificated Public Accountants LLP ("% 11 )ili=55 ) from August 2014 to January 2016. Lu currently
serves as a chartered accountant of Dahua Certificated Public Accountants LLP (k% £t Iifi 5 45 i),
MPAcc/Maud Enterprise Mentor of Antai College of Economics & Management,Shanghai Jiao Tong University
(LIRS K 2 22 FR A P2 e ), and an independent director of Hikvision.

Mr. Wang Zhidong (E#&Z:): Born in 1967, Hong Kong permanent resident, bachelor degree in engineering. He
served as a deputy general manager and chief engineer of Beijing Suntendy Electronic Technology Research
Institute (A6 50 H K 115 B HEARWE 7 FT) from April 1992 to August 1993; He served as a general manager of
Richwin Information Technology Co., Ltd. (WY #7715 B+ AR A PR F]), and served as chief executive officer
and a director of SINA Corporation (77K ™) from December 1993 to June 2001; He served as chairman and chief
executive officer of Beijing Dianji Technology, Ltd. (b3 i fiFH% A FR 22 7)) from December 2001 to July 2013.
Mr. Wang currently serves as chairman and chief executive officer of Beijing Yilianyisheng Techonology Co.
Ltd.(Ab 52 5 &AL AR IR A ), and an independent director of the Company.

Mr. Hong Tianfeng (#tKI#%): Born in 1966, master degree in engineering. Hong was an engineer in Nanjing
University of Posts and Telecommunication (4 5% HEFLK%%) from July 1990 to June 1993; He served as an
executive deputy general manager, chief executive of Operation and Delivery, chairman of investment decision
committee, and vice chairman of Huawei Technologies Co., Ltd. (A ARAGRRAT) from July 1993 to
September 2011; Hong currently serves as a managing partner of Suzhou Fangguang Venture Investment
Management (Limited Partnership)(Z5 /177 ) GNME# 5 B &tk 4l CHFRA1K) ), an executive director of
Shanghai Fangguang Venture Investment Management Co., Ltd. (i 77 6VIR# & H AR A F), and an
independent director of the Company.

2. Supervisors

Ms. Cheng Huifang (F283%): Born in 1953, PhD in international finance. She was a member of the 8" and 9"
Zhejiang CPPCC (#T.#4 E( ). Cheng currenly serve as dean of the Global Development Research Institute of
Zhejiang Businesses under Zhejiang University of Technology (Wi b K244 BRill i & RE#F 72 F), president
of Zhejiang Yangtze River Delta of the Institute of Innovation Management (#VTK = #6135 & #ATF 7T Ft),
president of the Zhejiang Financial Engineering Society (#Til44 4:fil TF£%%2>), and a supervisor of the
Company.

Mr. Wang Qiuchao (FE##): Born in 1951, a professional lawyer with bachelor degree in history and master
degree in law. Wang served as chairman of the Zhejiang Lawyers Association (i#iT 44 /ii#h<>) and
vice-president of the Zhejiang Law Society (#{T.447£%4>). Wang currently serves as arbitrator of the China
International Economic and Trade Arbitration Commission (' [E [E Fr&5F 5 5 fh#i % il £, “CIETAC”) , an
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arbitrator of Shanghai International Arbitration Center (i [E Frfi#:94») and South China International
Economic and Trade Arbitration Commission (4£55 [E Fxfi#=.0»), and a supervisor of the Company.

Mr. Chen Junke (B&Z#®}): Born in 1971, bachelor degree in engineering, senior engineer. Chen began to work
since 1994 and held various positions in the 52nd Research Institute, including assistant engineer, engineer and
senior engineer. He joined the Company in 2001 and has been appointed as the technology director of the Digital
Video Recorder (DVR) Division of the Technology Management Center, general manager of supply chain
management center, employee representative supervisor (left the post on March 21% 2018 when terms up). Chen
currently serves as senior deputy general manager of Hikvision (appointed by the first general meeting of the 4"
session of the board on March 21 2018).

3. Senior management personnel

Mr. Hu Yangzhong (#13#38): Please refer to his profile in preceding part of the report.
Mr Wu Weiqi (58f53H): Please refer to his profile in preceding part of the report.

Mr. Jiang Haiqing (¥¥#8%): Born in 1969, bachelor degree in engineering, a senior engineer. He joined the
Company in November 2001 and served as an assistant of the general manager and a deputy general manager. Mr.
Jiang currently serves as a senior deputy general manager of the Company (appointed by the first general meeting
of the 4™ session of the board on March 21% 2018).

Mr. Zheng Yibo (3¥—3#%): Born in 1962, bachelor degree in engineering, a senior engineer. He joined Hikvision
in June 2004 and served as board secretary and the person in charge of finance and accounting department, and a
deputy general manager of the Company (left the post when terms up on March 21 2018).

Mr. Cai Dingguo (3252 E): Born in 1967, master degree in business administration. He joined Hikvision in May
2002 and served as a manager of the Marketing Division, an assistant to the general manager, and a deputy
general manager of the Company (left the post when terms up on March 21% 2018).

Ms. He Hongli (fff$LFF): Born in 1973, master degree in business administration. She joined Hikvision in
December 2001 and served as an assistant to the general manager and a deputy general manager. Ms. He currently
serves as a senior deputy general manager of the Company (appointed by the first general meeting of the 4"
session of the board on March 21 2018).

Mr. Fu Baijun (f§#8%): Born in 1972, bachelor degree in economics, Chinese Certificated Public Accountant,
professor-level senior accountant. He served as an accountant of the accounting division of the 52™ Research
Institute and a deputy general manager of Zhejiang Haikang Information Co. Ltd. (WriL i s B3 A A G R
~vw]) from July 1996 to December 2008. He joined Hikvision in January 2009, and served as a deputy general
manager and the person in charge of finance and accounting department, and a deputy general maanger. Mr. Fu
currently serves as a senior deputy general manager of the Company (appointed by the first general meeting of the
4" session of the board on March 21% 2018).

94



HIK VISION Hikvision 2017 Annual Report

Mr. Xu Lirong (#%%L%€): Born in 1963, master degree in engineering, a senior engineer. He joined Hikvision in
January 2002 and served as a manager of the department of development under R&D Center, board secretary and
a deputy general manager (left the post due to terms up on March 21% 2018). Mr. Xu currently serves as the
employee supervisor (elected by the 2018 2™ employee representative meeting on March 21% 2018), the person in
charge of internal audit (appointed by the first general meeting of the 4" session of the board on March 21 2018).

Mr. Zhou Zhiping (JA76-F): Born in 1965, master degree in engineering, a senior engineer. He joined Hikvision
in January 2002 and served as the chief technology officer and a deputy general manager (left the post when terms
up on March 21* 2018).

Mr. Jiang Yufeng (¥ EI&): born in 1971, bachelor degree in engineering, an engineer. He joined Hikvision in
January 2005 and held various positions in the Company, including general manager of Beijing branch, director of
marketing, assistant to the general manager, a deputy general manager and marketing director, and a deputy
general manager. Mr. Jiang currently serves as a senior deputy general manager of the Company (appointed by the
first general meeting of the 4™ session of the board on March 21% 2018).

Mr. Jin Duo (&%%): born in 1965, bachelor degree in engineering, a senior engineer. He served as a technician,
assistant to engineers, an engineer and a senior engineer of the 52" Research Institute from July 1986 to June
2004. He joined Hikvision in July 2004 and served as general manager of Hangzhou Branch, and a deputy general
manager of the Company. Mr. Jin currently serves as a senior deputy general manager of the Company (appointed
by the first general meeting of the 4™ session of the board on March 21% 2018).

Ms. Jin Yan (£3): born in 1979, master degree in management, an accountant. She joined Hikvision in 2004
and held various positions at the Company, including financial manager, the general manager of the Financial
Management Center, and a deputy general manager and the person in charge of finance and accounting. Ms. Jin
currently serves as a senior deputy general manager and the person in charge of finance and accounting of the
Company (appointed by the first general meeting of the 4™ session of the board on March 21% 2018).

Mr. Jia Yonghua (53 7K4£): born in 1977, bachelor degree in engineering, a senior engineer. He joined Hikvision
in January 2002 and held various positions at the Company, including director of Image Process and Analysis
Division under the R&D Center, director of Strategy and Marketing Division, a deputy general manager of the
Supply Chain Management Center, and a deputy general manager of the Company. Mr. Jia currently serves as a
senior deputy general manager of the Company (appointed by the first general meeting of the 4™ session of the
board on March 21* 2018).

Mr. Li Pan (LZ£): born in 1978, master degree in engineering, and is a senior engineer. He served as an engineer
of the 52™ Research Institute from August 2000 to December 2001. He joined Hikvision in December 2001 and
held various positions at the Company, including engineer, product manager, R&D manager, the general manager
of the Transportation Division, the general manager of Hangzhou Branch, a deputy general manager of the
Company. Mr. Li currently serves as a senior deputy general manager of the Company (appointed by the first
general meeting of the 4™ session of the board on March 21 2018).
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Ms. Huang Fanghong (38 754L): born in 1982, master degree in law. She joined Hikvision in June 2009 and held
various positions at the Company including legal department manager, internal audit manager, internal control
director, and a deputy general manager and the board secretary. Ms. Huang currently serves as a senior deputy
general manager, and board secretary of the Company (appointed by the first general meeting of the 4™ session of
the board on March 21 2018).

Mr. Cai Changyang (%8PFH): born in 1971, bachelor degree in engineering. He joined Hikvision in 2004, and
held various positions of the Company, including general manager of Beijing branch, director for government and
enterprise corporation department, director of investment department, director of strategy and marketing
department, and a deputy general manager of the Company. Mr. Cai currently serves as senior deputy general
manager of the Company (appointed by the first general meeting of the 4™ session of the board on March 21°
2018).

Mr. Xu Ximing (4% 8H): born in 1973, bachelor degree in engineering. From July 1996 to September 2016, he
held various positions in IBM, including engineer, department manager, director, partner of consulting service,
senior partner of consulting service, and a deputy general manager. He joined Hikvision in September 2016, and
served as a deputy general manager of the Company. Mr. Xu currently serves as a senior deputy general manager
of the Company (appointed by the first general meeting of the 4™ session of the board on March 21% 2018).

Ms. Bi Huijuan (¥8£%8): born in 1971, PhD in engineering, senior research engineer. From April 1999 to
August 2016, she held various positions in the 15" Research Institute at China Electronics Technology Group
Corporation (CETC), including engineer, senior engineer, senior research engineer, head of R&D department,
vice chief engineer, and deputy director. She joined Hikvision in August 2016, and served as a deputy general
manager of the Company. Ms. Bi currently serves as a senior deputy general manager of the Company (appointed
by the first general meeting of the 4™ session of the board on March 21% 2018).

Position held in shareholders’ entities

VApplicable o Inapplicable

) Position in shareholders’ Commencement of the | Compensation and allowance
Name Shareholder's entity .. .
entities term from the shareholders' entity
China Electronics .
Cher_1 Technology HIK Group Chairman, Secrgtary of party November 2013 Y
Zongnian committee
Co., Ltd.
China Electronics
Liu Xiang Technology HIK Group Deputy General Manager December 2013 Y
Co., Ltd.
China Electronics
Hu Yangzhong| Technology HIK Group Director December 2013 N
Co., Ltd.
China Electronics Supervisor, Member of
Xu Lirong Technology HIK Group | Commission for Discipline December 2013 N
Co., Ltd. Inspection
China Electronics Member of the part
Zheng Yibo | Technology HIK Group . party December 2015 N
Co. Lid committee
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Positions held in other entities

VApplicable o Inapplicable

Compensation
; Position in other | Commencement of |Termination of|and allowance
Name Name of other Entity .
entity the term the term  |from the other
entities
Cheng Zongnian | Zhejiang New Computer Magazine | Legal Representative | February 1% 2004 N
Cheng Zongnian CETC Finance Co., Ltd. Director December 2012 N
Cheng Zongnian Zhejiang Wuzhen Street Technology Chairman May 2016 N
Co. Ltd.
Gong Hongjia Furong Technology Co., Ltd. Director October 1999 N
Gong Hongjia Hangzhou FunVio Co., Ltd. Chairman February 2004 N
Gong Hongjia Funian Technology Co., Ltd. Chalrggr;;f the October 2007 N
Gong Hongjia | Beijing Funian Technology Co., Ltd. Chairman November 2011 N
. Shanghai Fullhan Microelectronics . . N
Gong Hongjia Director April 2013
Co., Ltd.
Gong Hongjia Shenzhen Innovation Valley .
Director July 2014 N
Investment Management Co., Ltd.
Gong Hongjia Shanghai Pukun Information _
Director September 2014 N
Technology Co., Ltd.
Gong Hongjia FuCe Holdings Co., Ltd. Director October 2014 N
. Chuangjia Venture Capital . N
Gong Hongjia Director October 2014
Investment Co., Ltd
. Shenzhen Jiadao Valley Investment
Gong Hongjia General Manager October 2014 Y
Management Co., Ltd.
Shenzhen Jiadao Gongcheng Equity ) N
B o Executive Partner &
Gong Hongjia Investment Fund (Limited November 2014
. delegate
Partnership)
Gong Hongjia JiuBaYao Health Technology Co., Director N
November 2014
Ltd.
Gong Hongjia Beijing JiaBoWen Biotechnolo
g Y ying v Director March 2015 N
Co., Ltd.
Gong Hongjia Wuhan YouXinGuang Director N
o ) January 2016
communication equipment co., LTD
Gong Hongjia | Shenzhen JiadaoFangzhi Education | Executive Partner & N
Industry Investment Enterprise delegate June 2017
(Limited Partnership)
Gong Hongjia Shenzhen Jiadao Successful Executive Partner & August 2017 N
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Position in other

Commencement of

Termination of

Compensation

and allowance

Name Name of other Entity .
entity the term the term  |from the other
entities
Investment Enterprise (Limited delegate
Partnership)
Gong Hongjia | Shanghai AoYuan Medical Supplies . N
Chairman September 2017
Co., Ltd.
o Xinjiang Weixun Investment . N
Liu Xiang o ] Executive Partner May 2011
Management Limited Partnership
Liu Xiang Phoenix Optical Co. LTD Chairman July 2015 N
Liu Xiang Phoenix Optical Holding Co. LTD Chairman July 2015 N
Liu Xian Beijing LeiShengQiangShi N
g ying g g Director January 2017
Technology Co. Ltd.
Liu Xiang CETHIK Wuxi Technology Co., Ltd. Chairman January 2018 N
o Xinjiang Pukang Investment ] N
Wu Weiqi L . Executive Partner May 2011
Management Limited Partnership
Wu Weiqi Wuhu Sensor Tech Intelligent Director N
January 2017
Technology Co., Ltd.
Wu Weiqi Maxio Technology (Hangzhou) Co., Director N
May 2017
Ltd.
) Beijing Yilian Yisheng Technology .
Wang Zhidong Chairman, CEO July 2013 Y
Co., Ltd.
Cheng Tianzong Hechun Technology Co., Ltd. Director June 2014 Y
Cheng Tianzong Zuozhen Co., Ltd. Director January 2015 Y
Cheng Tianzong Wenhui Technology Co., Ltd. Independent Director June 2016 Y
Lu Jianzhong |Shanghai Jiao Tong University- Antai Mentor for N
] December 2013
College of Management, enterprises
Lu Jianzhong Dahua Certificated Public N
Chartered Accountant January 2016
Accountants LLP
Lu Jianzhong ChangShu FengFan Electric Power | Independent Director Y
. September 2015
Equipment Co., Ltd.
Lu Jianzhong Ningbo Lehui International Independent Director Y
. ) March 2016
Construction Equipment Co., Ltd.
Lu Jianzhong | Shanghai Mingzhi Electric Co., Ltd. | Independent Director October 2017 Y
Lu Jianzhong COSCO Maritime Transport Independent Director Y
January 2018
Development Co., Ltd.
Hong Tianfeng Shanghai Fangguang Investment Executive Director February 2012 Y
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Position in other

Commencement of

Termination of

Compensation

and allowance

Name Name of other Entity .
entity the term the term  |from the other
entities
Management Co., Ltd.
Hong Tianfeng Shanghai Fangguang Venture N
Investment Management Partnership | Managing Partner February 2012
Enterprise (Limited Partnership)
Hong Tianfeng Shanghai Fangguang Venture N
Investment Partnership Enterprise Managing Partner August 2012
(Limited Partnership)
Hong Tianfeng | Shanghai Fangguang Ergi Venture N
Investment Partnership Enterprise Managing Partner September 2016
(Limited Partnership)
Hong Tianfeng Suzhou Fangguang Venture N
Investment Management Partnership | Managing Partner September 2012
Enterprise (Limited Partnership)
Hong Tianfeng Suzhou Fangguang Venture N
Investment Partnership Enterprise Managing Partner September 2012
(Limited Partnership)
Hong Tianfeng Suzhou Fangguang Venture N
Investment Phase 2 Partnership Managing Partner July 2016
Enterprise (Limited Partnership)
Hong Tianfeng Shenzhen Pengfenghui Venture Executive Director &
June 2014 N
Investment Co., Ltd. General Manager
Hong Tianfeng Shenzhen Fangguang Enterprise | Executive Director &
. May 2016 N
Management Consulting Co., Ltd. General Manager
Hong Tianfeng Sannuo Biology Sensor Co., Ltd. Director September 2013 Y
Hong Tianfeng Shenzhen YunZhiXun Network Director N
May 2014
Technology Co., Ltd.
Hong Tianfen Shanghai Chuangyuan Equipment Director N
g g g v aap August 2014
Technology Co., Ltd.
Hong Tianfeng | Jiangsu JiTaiKe Electrics Co., Ltd. Director July 2015 N
Hong Tianfeng Shanghai Baishitong Information Director N
September 2016
Technology Co., Ltd.
Hong Tianfeng | Zhongwei Dahe Cloud Connection .
Director November 2016 N
Network Technology Co., Ltd.
Hong Tianfeng Shenzhen DongFengMingTu ] N
Supervisor August 2016

Enterprise Management Co., Ltd.
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Position in other

Commencement of

Termination of

Compensation

and allowance

Ltd.

Name Name of other Entity .
entity the term the term  |from the other
entities
Hong Tianfeng Changjiang Shidai Mobile Resale . September
oo Director June 2014 N
Communication Co., Ltd. 2017
Hong Tianfeng Shanghai HuaCe Navigation . N
Director February 2015 January 2018
Technology Co., Ltd.
Hong Tianfeng |Shenzhen Fuzhi Software Technology Director N
November 2016 May 2017
Co., Ltd.
Cheng Huifang | Kings Resources Group Co., Ltd | Independent Director March 2014 Y
Cheng Huifang Zhejiang FuRun Co., Ltd Independent Director April 2014 Y
Cheng Huifang Hangzhou HangYang Co., Ltd. Independent Director January 2016 Y
Cheng Huifang Zhejiang HuaCe Media Co., Ltd. | Independent Director February 2016 Y
Cheng Huifang | Zhejiang Commercial Bank Co., Ltd. | External Supervisor June 2016 Y
Cheng Huifang | Quzhou NanGaoFeng Chemical Co., | Independent Director Y
March 2017
Ltd.
Wang Qiuchao Zhejiang T&C Law Firm Partner - Y
Wang Qiuchao SanBian Sci-Tech Co., Ltd. External Supervisor August 2014 Y
Wang Qiuchao | Zhejiang JingSheng Mechanical & | Independent Director . Y
] April 2015
Electrical Co.,Itd
Wang Qiuchao | Zhejiang KaiShan Compressor Co., | Independent Director Y
May 2015
Ltd.
Wang Qiuchao Hanjia Design Group Co., Ltd. Independent Director July 2015 Y
JiaYonghua |Hangzhou Confirmwaref Technology Director N
November 2016
Co., Ltd.
Zheng Yibo Zhejiang TuXun Technology Co., Director N
December 2016

Incumbent and off-office directors, supervisors and senior management personnel during the reporting period that
have been imposed administrative penalties by the CSRC during the last three years.

o Applicable \ Inapplicable

IVV. Remuneration of directors, supervisors and senior management personnel

The decision-making program, determination basis and actual remuneration payment of directors, supervisors and

senior management personnel:

The remuneration of directors, supervisors and senior management personnel will be received preliminarily by
the Remuneration and Appraisal Committee of the Board, among them, remuneration of independent directors
and external supervisors would be further reviewed and approved by general meeting of shareholders. As for
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those directors (exclude independent directors), supervisors (exclude external supervisors) and senior
management personnel who receive remuneration from the Company directly, they will receive remuneration
according to the Company’s current Salary System and Performance Appraisal Schemes.

Remuneration of directors, supervisors and senior management personnel

Unit: RMB 0,000

Total remuneration | Remuneration
Name Title Gender Age Tenure status | from the Company | from related
(RMB'0,000) parties (Y/N)
Chen Zongnian Chairman M 53 Incumbent 0 Y
Gong Hongjia Vice Chairman M 53 Incumbent 0 Y
Liu Xiang Director M 46 Incumbent 0 Y
Hu Yangzhong Director, General Manager M 53 Incumbent 300.00 N
Wu Weigi Diregz;'ef;f?\j;zgifp“ty M 54 Incumbent 283.75 N
Cheng Taizong Independent Director M 66 Incumbent 15.00 N
Lu Jianzhong Independent Director M 64 Incumbent 15.00 N
Wang Zhidong Independent Director M 51 Incumbent 15.00 N
Hong Tianfeng Independent Director M 52 Incumbent 15.00 N
Cheng Huifang Supervisor Chairman F 65 Incumbent 10.00 N
Wang Qiuchao External Supervisor M 67 Incumbent 10.00 N
Chen Junke Employee Supervisor M 47 Incumbent 180.52 N
Jiang Haiqging Deputy General Manager M 49 Incumbent 240.00 N
Zheng Yibo Deputy General Manager M 56 Incumbent 165.00 N
Cai Dingguo Deputy General Manager M 51 Incumbent 201.00 N
He Hongli Deputy General Manager F 45 Incumbent 205.50 N
Fu Baijun Deputy General Manager M 46 Incumbent 208.33 N
Xu Lirong Deputy General Manager M 55 Incumbent 171.00 N
Zhou Zhiping Deputy General Manager M 53 Incumbent 171.00 N
Jiang Yufeng Deputy General Manager M 47 Incumbent 232.92 N
Jin Duo Deputy General Manager M 53 Incumbent 208.33 N
Deputy General Manager, Incumbent N
Jin Yan person in charge of finance F 39 219.33
and accounting
Jia Yonghua Deputy General Manager M 41 Incumbent 205.17 N
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Total remuneration | Remuneration
Name Title Gender Age Tenure status | from the Company | from related
(RMB'0,000) parties (Y/N)
Li Pan Deputy General Manager M 40 Incumbent 205.17 N
Cai Changyang Deputy General Manager M 47 Incumbent 219.33 N
Deputy General Manager N
Huang Fanghong Board Secretary F 36 Incumbent 219.33
Internal audit director
Xu Ximing Deputy General Manager M 45 Incumbent 391.20 N
Bi Huijuan Deputy General Manager F 47 Incumbent 245.00 N
Share incentives for directors, supervisors and senior executives in the Reporting Period
\ Applicable o Inapplicable
Unit: share
. Price for
R . . .
Sha?:g::f; at Shares vested in|  Shares newly restricted Restricted
Name Title . the current granted in the |shares granted| Shares held at
the beginning h . .
. period current period (RMB per period-end
of the period
share)
Director, General
Hu Yangzhong 292,500 117,000 160,500 12.63 336,000
Manager
Wuweigi | D'rector Standing Deputy 261,000 104,400 148,500 12.63 305,100
General Manager
Jiang Haiqing | Deputy General Manager 225,000 90,000 123,000 12.63 258,000
Zheng Yibo Deputy General Manager 202,500 81,000 0 12.63 121,500
Cai Dingguo | Deputy General Manager 202,500 81,000 109,500 12.63 231,000
He Hongli Deputy General Manager 193,500 77,400 138,000 12.63 254,100
Fu Baijun Deputy General Manager 193,500 77,400 196,500 12.63 312,600
Xu Lirong Deputy General Manager 193,500 77,400 109,500 12.63 225,600
Zhou Zhiping | Deputy General Manager 193,500 77,400 109,500 12.63 225,600
Jiang Yufen Deputy General Manager 202,500 81,000 123,000 12.63 244,500
Jin Duo Deputy General Manager 0 0 109,500 12.63 109,500
Jin Yan Deputy General Manager 0 0 174,000 12.63 174,000
Jia Yonghua Deputy General Manager 0 0 109,500 12.63 109,500
Li Pan Deputy General Manager 0 0 109,500 12.63 109,500
Cai Changyang | Deputy General Manager 0 0 109,500 12.63 109,500
Bi Huijuan Deputy General Manager 0 0 150,000 12.63 150,000
Total - 2,160,000 864,000 1,980,000 - 3,276,000
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Note:

(1) This personnel listed above are executives who were included in 2014 restricted shares incentive plan and 2016 restricted shares

incentive plan.

(2) The 2016 restricted incentive shares proposal was completed during the reporting period. The granted date of 2016 restricted

incentive shares scheme was December 23", 2016, and the listing date of the granted restricted shares was January 20" 2017.

(3) During the reporting period, in respect of changes in the number of shares due to the implementation of equity distribution for

2016, the number of shares at the beginning of the period, number of shares vested during the current period, and shares granted

during the current period in the above chart have been adjusted accordingly.

V. Staff in the Company

1. Statistics of employees, professional structure of the staff, and educational background

Number of incumbent employees in the parent Company 12,758
Number of incumbent employees in major subsidiaries 13,572
Number of incumbent employees 26,330
Number of employees receiving salaries in current period 26,330
Number of retired employees requiring the parent Company and its subsidiaries to bear costs 0
Professional structure
Tier Number of employees (ppl)
Administrative staff 376
Engineers 13,085
Sales staff 4,999
Functional staff 925
Production staff 6,945
Total 26,330
Educational background

Education background

Number of employees (ppl)

Master and/or doctor/or above 3,818
Bachelor 13,838

Junior College (professional training) 2,067
Other 6,607

Total 26,330

2. Staff remuneration policy

Hikvision applies scientific talent cultivation methods, effective talent incentive mechanisms and fair

competition platforms to recruit talents, and continuously optimizes the talent structure. The Company provides
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employees with remuneration packages which are competitive in the industry. In addition to endowment insurance,
medical insurance, unemployment insurance, employment injury insurance, maternity insurance and housing
provident funds, the Company provides employees with the supplementary commercial insurance, medical
subsidies, travel and communication allowances and other special allowances, and offers interest-free housing
loans to qualified employees. It creates a fairer and more humanized working environment for each employee so
that each employee is able to demonstrate his/her value, and creates value to satisfy increasing demands for a

good life.
3. Staff training plans

The Company is committed to create a viable training system, focus on key personnel training and cultural
transmission, and establish learning organizations. In terms of key items such as systematic training of new
employees, leader fostering and reserve, the Company has carried out continuous key construction and investment.
In 2017, the Company continuously optimized and upgraded new employee training and gradually improved the
three-tier management and control model, with the new employee training coverage rate exceeding 95%. In terms
of manager training, the Company has established a sound hierarchical management project training system,
comprehensively changed the grass-roots manager projects, promoted improvement in the ability of managers at
different levels, with the accumulated coverage rate of management training projects reaching 80%; in addition, in
terms of improvement and development of internal learning resources, the Company has developed specific
characteristic courses and cases of Hikvision according to the competency model, connected business modules
and realized uniformization of competency training; in terms of improvement in lecturer team building, the
Company has used standardized selection, education, employment and retention processes to establish a lecturer
team. Through scientific selection, systematic training and rigorous certification, the lecturer team begins to take
shape and carries forward the excellent management heritage of Hikvision.

In the future, the Company will still insist on the target of building of a viable training system, construct a
competency training system covering personnel ranging from new employees to grass-roots managers and then to
senior and middle-level managers. It will take professionalism as the primary requirement for teams and provide

Hikvision employees with more support in learning and development.

4. Labor outsourcing

o Applicable v Inapplicable
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Section IX Corporate Governance

. Basic situation of corporate governance

During the reporting period, in accordance relevant laws and regulations, and regulatory and regulatory
documents from supervision department, i.e. Company Law (Z'7A/;%) |, Securities Law (7F%%%) , Code of
Corporate Governance for Listed Companies in China (_/: /74 75224 /)) |, Listing Rules of Shenzhen Stock
Exchange Stock GEIIFZZE 5 T2 L i #0) , Guidelines of the Shenzhen Stock Exchange for the Standard
Operation of Listed Companies on the Small and Medium-sized Enterprise Board —(JEZiF355 4 77 Mk - 17
LAl FHE 5D, the Company constantly improved its corporate governance, optimized the internal
management, improved the standardized operation level, fulfilled the obligation of information disclosure, and

strengthened and protected the legal rights and interests of investors.

During the reporting period, the improvement of corporate governance is mainly reflected in the following
aspects:
1. The Company continuously optimizes internal management systems to take into consideration its business
development and market environment change. It has successively optimized internal management systems,
amended, improved and enhanced Standardization of the Employee Code of Business Conduct. It has created a
healthy, orderly external and internal operating environment and sufficiently maintained its excellent brand image
and reputation. It has comprehensively amended the Fund Payment and Settlement System, so as to enhance
capital efficiency and internal control, define approval authority procedures and effectively control costs, expenses
and risks. It has optimized and adjusted the Performance Management System, in order to effectively support
decomposition and achievement of the strategic target of the Company, continuously enhance the performance of
employees and organizations and maintain the sustainable competitiveness of the company.
2. Continuous enhancement of internal control and process management. External audit and the Company’s
internal audit team jointly and comprehensively reviewed internal control and management systems, and
identified imperfections in management and system implementation in a timely manner. They continuously
followed up treatment and promoted improvement in internal control of the Company. Strategy oriented, the
Company adopted procedure revolution management based on business and business support, defined the process

architecture, organization fit and management mechanisms, continuously optimized processes and realized
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structure management of business processes.

3. Continuous improvement on good interactions for investor relations. After each periodic financial report
disclosure, the Company took the initiative to hold a public performance briefing (including conference call,
Web-meeting), hosted periodic investor receptions; actively listened to investors' opinions and suggestions to form
good interactions between the Company and investors, forming a positive interaction. After the above events, the
Company also timely released Investor Relations Activity Record Form to ensure that all investors have fair access
to the Company’s information. In routine duties, the company also communicates with investors through various
channels such as telephone, email and interactive platform in order to maintain long-term trust relationship between

investors and Company.

During the reporting period, the Company's information disclosure was approved by the regulatory authorities: the
Company has been awarded A-level appraisal by Shenzhen Stock Exchange information disclosure evaluation for
small-medium enterprises for 7 consecutive years. The company has also received some honors in the capital
market: “Chinese Listed Companies Investor Relations Tianma Award - Best Board of Directors in China Small and
Medium Board Listed Company Investor Relations” by Securities Times and China Fund; "Golden Bull 2016
Listed Companies-Valuable Investment”, "Golden Bull Best Management for Investor Relations” in the 19"
Golden Bull Award for listed companies by China Securities News; "Top 10 of the Top 50 Chinese Small and
Medium Board Listed Companies in Value", "Top 10 Management Team of Chinese Small and Medium Board
Listed Companies (Top 3)" in the 11™ Chinese Listed Companies Value Award by Securities Times and China
Fund; “A-share Listed Company Industry Champion” and “Best A-share Listed Companies” by “Future Value

Ranking of A-share Listed Companies in 2017 ’sponsored by Value Line Magazine and China Economic Net.

"Best Board of Directors” in the 7" reputation ranking of Chinese listed companies sponsored by National Business

Daily; and “CCTV China’s Top Ten Listed Companies in 2017" by China Central Television.

Any significant incompliance for the relevant regulatory documents issued by China Securities Regulatory
Commission in respect of corporate governance:
o Yes ¥ No

II. Company’s Independence in Businesses, Management, Assets, Institutions and Finance from

Controlling Shareholders

The Company is completely independent in business, management, assets, organization, and finance from its
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shareholders. The Company has established a sound internal control system, being capable of operating

independently with its complete and independent business.

@)

2

®)

(4)

(®)

Business independence: The Company has its own production, purchases and sales systems, which
are completely independent from controlling shareholders. Therefore, there is no competition among

the Company, controlling shareholders, and related parties.

Personnel independence: The Company has independent personnel. The management has set up
various independent departments, including R&D, production, administration, finance and operation
management divisions, etc., and established complete management methods for labor, personnel,
and salary management. Personnel of the Company are independent from controlling shareholders,
e.g. the Chairman is elected through the general meetings of the Board. In addition, the General
Manager, Deputy General Managers, the Secretary of the Board, CFO, and other senior management
personnel of the Company are only employed and remunerated by the Company, and do not hold
any position in controlling shareholders and is not remunerated by controlling shareholders.
Directors, Supervisors and Senior Management Personnel are appointed through legal procedures
strictly in accordance with relevant regulations stipulated in Company Law and Articles of
Association. There is no controlling shareholder intervention in the Company’s personnel decisions

in general meetings of the Board or shareholders.

Asset Completeness: The property rights of assets are explicitly between the Company and the
controlling shareholders, and no assets, funds, or other resources owned by the Company are
illegally and irregularly occupied or controlled by the controlling shareholders. Assets of the
Company are integrated, including complete property rights of fixed assets for production,
supporting assets for production, and intangible assets of patents, etc. The Company has the full

control and ownership of all assets.

Independence in organizations: The Company’s Board, Supervisor Committee, Management and
other internal organizations operates independently, and each functional department is independent
from controlling shareholders in duty and personnel. There is no superior-subordinate relation
between functional departments of controlling shareholders and those of the Company, which would

have an impact on the Company’s independent operations.

Financial Independence: The Company has established an independent financial department, as
well as a sound and independent financial and accounting system. The Company makes financial
decisions independently. There is no controlling shareholder intervention in the Company’s financial
and accounting activities. The Company has maintained accounts with banks independently of and
do not share any bank account with our Controlling Shareholders. The Company has undertaken

independent tax registration in accordance with applicable laws, and paid tax independently.

107



HIK VISION Hikvision 2017 Annual Report

I11. Horizontal competition

o Applicable \ Inapplicable

IV. Annual General Meeting and Extraordinary General Meetings convened during the

Reporting Period

1. Annual General Meeting convened during the reporting period

Proportion
Meeting Nature . (?f . Convened Date Disclosure Date Disclosure Index
participating
investors
. | Annual General " 0 Public Announcement:
2016 Annual General Meeting . 70.01% May 4™ 2017 May 5™ 2017
Meeting No. 2017-022

2. Extraordinary general meetings convened at the request of preferred shareholders with resumed voting

rights:
o Applicable V Inapplicable

V. Performance of duties by independent directors during the reporting period

1. Attendance of independent directors in board meetings and general meetings

Attendance of independent directors in board meetings and general meetings

. . . Presence of
Board meeting| Board Board meeting Board meeting indeendent
Name of presence meeting presence by Board meeting | Board meeting | not attend in direEtors in
Independent required in the | presence telecom- presence through absence person for two eneral
Director reporting on site | communication | a proxy (times) (times) consecutive n?eetings
i i i i ti .
period (times) | (times) (times) imes (times)
Cheng Tianzong 6 1 5 0 0 N 0
Lu Jianzhong 6 1 5 0 0 N 1
Wang Zhidong 6 1 5 0 0 N 0
Hong Tianfeng 6 1 5 0 0 N 0

2. Objections from independent directors on related issues of the Company

Were there any objections on related issues of the Company from independent directors?
o Yes ¥ No
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3. Other details about the performance of duties by independent directors

Were there any suggestions from independent directors accepted by the Company?
\ Yes o No

Details: During the Reporting Period, independent directors strictly followed related rules, regulations,
including Company Act( { A &]7%) ), Guidance of Board of Directors for Listed Compaies ( {3<T7E L A 7 &
S EFH AR S & W) ), Shenzhen Stock Exchange Place Standardized Operational Guidance on
Small-and-Medium Size Listed companies ((ERIINEZRAE 5 B b/l AR BT A "SI E R 51)), the Articles
Association ( (A& &%) ), and Regulations on Independent Directors ( {JH 7% 5 T/E445) ). They focused
on the Company operation, carried out their duties independently and imparted considerable professional advice on
improving the Company’s systems, daily operations and decision making. They provided fair advice during the
Reporting Period and played an effective role in improving the Company supervisory systems and protecting the
legal rights of the Company and the shareholders as a whole. For details, please refer to Independent Directors’

2017 Debriefings disclosed on www.cninfo.com.cn.

V1. Performance of duties by special committees under the Board during the Reporting Period

1. Strategy Committee

During the reporting period, the Strategy Committee has studied and put forward a proposal regarding to
significant investment decisions, and carried out inspection and evaluation on the implementation situation of the
above matters. Meanwhile, the Strategy Committee listened carefully to the senior management’s report on the
operation and development of each module of the Company, actively discussed long-term strategic development
plans of the Company in the future in accordance with industrial characteristics and developmental stage combing
with production and operation situation of the Company, and provided valuable and constructive suggestions for
steady development of the Company.
2. Audit Committee

During the reporting period, the Audit Committee carefully audited financial information of the Company
and disclosure of such information, proposed selection and appointment of external audit organizations, took
charge of communication between internal and external auditors and supervised construction and implementation

of internal audit systems of the Company. During the reporting period, the Audit Committee carefully considered
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the annual audit summary report of the external audit organization, carefully listened to relevant reports of the
internal audit department, audited the scientificity, rationality, effectiveness and implementation of internal
control systems of the Company, branches and subsidiaries, and put forward guiding opinions for diligence and

performance assessment of internal auditors.
3. Nomination Committee

During the reporting period, the Nomination Committee carefully reviewed the selection standard and
procedure of directors and senior management members. Upon expiry of the term of office of the third session of
the Board of Directors, it communicated with relevant departments of the Company, investigated requirements of
new directors and senior management members, and actively reviewed resumes and qualifications of candidates
for directors and senior management members, and practically performed responsibilities as nomination

committee.
4. Remuneration and Appraisal Committee

During the reporting period, the Remuneration and Appraisal Committee carefully reviewed remuneration
policies of directors and senior management members and put forward professional opinions on appraisal
standards for the aforesaid personnel; reviewed and considered the remuneration and performance assessment
scheme for 2017, followed up and supervised implementation of the scheme; considered matters relating to

second unlocking of restricted shares for 2014 and put forward guiding opinions.

VI1. Performance of duties by the Supervisory Committee

Were there any risks to the Company identified by Supervisory Committee when performing its duties during the
Reporting Period?
o Yes V No

The Supervisory Committee of the Company will strictly abide by provisions of the Company Law, Standard
Operation Guidelines on Enterprises Listed on SMEs Board at Shenzhen Stock Exchange, Articles of Association,
Rules of Procedures of Supervisory Committee, and relevant laws, regulations and rules, diligently perform its
duties, supervise the legalization and standardization of the corporate finance and directors and senior
management personnel when executing their positions, and practically safeguard the legitimate rights and interests

of the Company, staff and shareholders.
In 2017, the Company's Board of Supervisors convoked a total of 4 meetings, and reviewed a total of 14
proposals which mainly involved in aspects of the Company’s daily operation, financial information and its
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disclosure, and vesting of restricted incentive share plan, and etc., for details or Supervisory Committee

resolutions, please refer to www.cninfo.com.cn. Meanwhile, the Company’s Supervisory Committee also

organized one special meeting, performed on-site research on Tonglu manufacture base, listened to the senior
management’s report on the operation and development of each module of the Company, deeply understood the
measures of Company's operational and financial situation, the establishment and implementation of internal

control system, and protection of employees’ rights and interests, etc.

Supervisory Committee’s opinions on relevant matters in 2017:

1. Normative Operation Conditions of the Company

During the reporting period, the Supervisory Committee members have supervised the Company's daily
operation situation by means of attending the board meeting and the shareholders' meeting, listening to and review
special report, interview and other forms. The Board of Supervisors believes that the Company has established a
fairly sophisticated internal control system, all significant decisions are scientific and reasonable, and
decision-making processes are legal. Directors and senior management personnel of the Company are diligent and
responsible when executing duties; and behaviors of violating laws and regulations, damaging interests of the

Company and legitimate rights and interests of shareholders were not found.
2. Checking the financial situation of the Company

During the reporting period, the Supervisory Committee carefully listened to reports of annual financial
works by person in charge of finance and accounting, understood audit work arrangement of external auditors, and
the Supervisory Committee believes that preparation and deliberation procedure of the Company's periodic report
conforms to provisions of laws, administrative regulations and CSRC (China Securities Regulatory Commission)
regulations, the report contents truly, correctly and completely reflects actual conditions of the Company, and is
free of any false record, misleading statement or significant omission. There is no behavior violating
confidentiality provisions founded for personnel who participated in preparation and deliberation procedure of
periodic reports.

3. Self-evaluation report about internal control of year 2017

During the reporting period, the Supervisory Committee has listened to reports regarding construction and

implementation situations for the internal control system of the Company and its branches and subsidiaries by

Internal Audit Department, Process Management Department and other relevant departments. After a careful

study and discussion, the Supervisory Committee believes that the Company has established a fairly sophisticated
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internal control system which conforms to relevant national laws and regulations and fulfills the actual demand of
the Company's production and operation management, obtained effective implementation, and has played a role in
risk prevention and control effect on each section of the Company's production and operation management. The
Board of Directors’ self-evaluation report about internal control can truthfully and objectively reflect the internal

control system construction and operation conditions of the Company.
4. External Guarantee Situation of the Company

During the reporting period, the Supervisory Committee has carefully listened to the reports by the person in
charge of finance and accounting, understood about demand of guarantees items and relevant implementation
situations of the Company and its subsidiaries, and researched and reviewed relevant proposals regarding
guarantees provided for subsidiaries by the Company. The Supervisory Committee believes that: The Company
provides guarantees for subsidiaries, which fully meets fund demand for its production and management, and is
beneficial to further improve its production and operation abilities. The financial risk of the guarantee provided by
the Company is in the controllable scope of the Company, and has no significant impact on normal operation of
the Company. For guarantees provided to subsidiaries not wholly-owned by the Company, the minority
shareholders will not provide proportional guarantees, however, those subsidiaries all have good business
prospects and the Company has control power on the subsidiaries’ operation and finance, So there's basically no
risk in providing a guarantee. There is no contravention between relevant provisions of CSRC and Articles of
Association. The guarantee conforms to interests of the Company and general shareholders, and won't have any

adverse effect on the Company.
5. Related-party transactions of the Company

During the reporting period, the Supervisory Committee has supervised decision-making process and
follow-up performance of daily related-party transactions of the Company by means of attending board meetings
and interviewing the senior management personnel. The Supervisory Committee believes that related-party
transactions happened to the Company are subject to the principles of voluntariness, fairness and reasonableness,
and consensus of the transaction parties, and conform to relevant laws and regulations and provisions of Articles
of Association. The Board of Directors reviewed related-party transactions according to legal procedures, related
directors avoid votes; and the decision-making processes of related-party transactions are legal and compliant.

There is no situation damaging interests of the Company and medium and small shareholders.

6. Implementation of resolutions of shareholders’ meeting

112



HIK VISION Hikvision 2017 Annual Report

During the reporting period, the Supervisory Committee has carefully reviewed each proposal of the
shareholders' meeting submitted by the Board of Directors, and further inspected practical implementation of each
proposal. The Supervisory Committee believes that the Company's Board of Directors can diligently perform

relevant resolutions of the Shareholders' Meeting.
7. Restricted share plan of the Company

During the reporting period, the Supervisory Committee has researched and reviewed relevant proposals of
the 2™ vesting of 2014 restricted share plan. The Supervisory Committee believes that pursuant to the relevant
provisions in the Company’s 2014 Restricted Share Proposal, vesting conditions for the 2" vesting period of
2014 Restricted Share Proposal were fulfilled; and it agrees to conduct 2™ vesting of 2014 Restricted Share in
accordance with relevant provisions in 2014 Restricted Share Proposal.

The Supervisory Committee inspected and verified the reasons, quantity, and price of the Company’s repurchase
and cancellation of restricted shares, and believes that: pursuant to the relevant provisions in the Company’s 2014
Restricted Share Proposal, due to various reasons i.e. demission of partial grantees and fail to qualify for 2016
personal performance appraisal results, the Company decided to repurchase and cancel entire or partial of the
granted and unvested restricted shares, totaled in 1,594,641 shares. The above repurchase and cancellation of
restricted shares is legal and effective, complying with the Company’s 2014 Restricted Share Proposal and
relevant laws, regulations and provisions.

At the same time, the Supervisory Committee conducted special review on the List of Grantees Qualified for
the 2" Unlocking Period of 2014 Restricted Share proposal, and believes: the Company’s 1068 grantees are
qualified for the 2™ Unlocking Period of 2014 Restricted Share proposal; and the Supervision Committee agreed

that the Company could process unlocking procedures for the above grantees.

During the Reporting Period, the Company strictly followed relevant rules and regulations, strengthened
registration management of information insiders and inside information confidentiality management in preparation
of periodic reports, resolution and disclosure, and planning, implementation and announcement of significant
affairs, and other matters related to the Company’s inside information. The Company truthfully filled in and
submitted the Registration Form for Information Insiders, and reported to Shenzhen Stock Exchange Place in a

timely manner.
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VI11. Assessment and incentive mechanism for the senior management

The Company has established a fairly sophisticated mechanism on employees’ evaluation and incentive
restraint, and has established a fair and transparent appraisal and incentive mechanism on senior management
personnel and other various level management personnel and employees. The Company’s board of directors has
carried out annual appraisals of senior management members mainly based on annual target achievement index.
The Board is responsible for appraisals of the general manager on the general manager’s duty, capacity and
performance of operation; and the general manager carried out appraisals of other senior management members on
their operational management and implementation of relevant assignments.

In the year 2017, senior management personnel carried out their duties diligently with good performance, and

fairly completed their objectives and missions set out at the beginning of the year.
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IX. Evaluation report on internal control

1. Any significant internal control deficiencies during the reporting period

o Yes V No

2. Self-evaluation report on internal control

Disclosure date of full text of self-evaluation report on internal control

April 21% 2018

Disclosure index of full text of self-evaluation report on internal control

www.cninfo.com.cn

Proportion of assets evaluated in total assets

100.00%

Proportion of revenue evaluated in total revenue per consolidated financial statement

100.00%

Recognition standard of deficiencies

Nature

Financial report level

Non-financial report level

Qualitative criteria

Significant deficiency:

A deficiency or a combination of deficiencies in internal control may prevent significant
errors in financial reports from being identified or prevented, e.g.:

A. Invalid internal control environment;

B. Fraud of directors, supervisors and senior management personnel on the financial report ;
C. Significant errors identified by external auditors but not identified during the Company is
operating;

D. Invalid supervision of audit committee and internal audit system;

E. Other deficiencies that may lead to the wrong judgement of financial statement reporter.

Important deficiency:

A deficiency or a combination of deficiencies in internal control may prevent errors in
financial report from being identified or prevented, although such deficiency is not
significant, but require attention of the Board and Management, e.g.:

A. Application of accounting policies does not follow the enterprise accounting standard;
B. No internal control systems for fraud;

C. No control systems or system not effective for unusual or special transactions or no
compensatory relevant control;

Internal control deficiencies at non-financial report level are
mainly identified by the likelihood of occurrence and the
extent of impacts on operating effective in business.
Significant deficiency: the high likelihood leading to
significant reduction of working efficiency, or significant
increase of uncertainty, or significant deviation from the
expected target;

Important deficiency: a higher likelihood leading to
remarkable reduction of working efficiency, or remarkable
increase of uncertainty, or remarkable deviation from the
expected target;

Normal deficiency: a low likelihood leading to reduction of

working efficiency, or increase of uncertainty, or deviation
from the expected target;
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D. One or more deficiencies which prevent the preparation of true and fair financial
statements.

Normal deficiency: Not significant and not important deficiency.

Significant deficiency potential errors 5% or more of total profits direct losses of assets is 5% or more of total profits
potential errors 2% or more but below 5% of total

Quantitative criteria Important deficiency: orofits direct losses of assets is over 2% but below 5% of total profits

Normal deficiency: potential errors is 2% or less of total profits direct losses of assets is below 2% of total profits
Number of significant deficiencies in financial report level 0
Number of significant deficiencies in non-financial report level 0
Number of important deficiencies in financial report level 0
Number of important deficiencies in non-financial report level 0
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X. Audit report or assurance report on internal control

o Applicable V Inapplicable

Audit Report on Internal Control

Audit Opinion paragraph in Audit Report on Internal Control

We believe that, as of December 31* 2017, Hangzhou Hikvision Digital Technology Co., Ltd. has maintained effective internal

control on financial reports in accordance with Basic Norms for Enterprise Internal Control and relevant regulations.

Disclosure of Audit Report on Internal Control Disclosed

Date of disclosure for full text Audit Report on Internal Control April 21% 2018

Disclosure index of full text of Audit Report on Internal Control 2017 Internal Audit Report on www.cninfo.com.cn
Opinion on Internal Control Audit Report standard and unqualified opinion
Whether there is significant deficiencies regarding non-financial reports NO

Whether the CPA Firm issued modified audit opinions on Internal Control Audit Report.
o Yes v No

Whether the opinions in Internal Control Audit Report issued by CPA firm is consistent with the opinions in the self-evaluation report

on internal control issued by board of directors

v Yes o No
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Section X Corporate Bonds

Whether the Company has publicly issued corporate bonds on stock exchange place, which has not terminated or terminated but fail
to collect the full payment before the annual report authorized disclosure date.

No
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Section XI Financial Report

I. Audit report

Audit Opinion Unmodified unqualified audit opinion

Audit Report sign-off Date April 19" 2018

Audit Institution Name Deloitte Touche Tohmatsu Certified Public Accountants LLP
Audit Report Number Deloitte Auditors’ Report (Audit) No. 18-P02957
Certified Public Accounts Name Mou Zhengfei, Huang Yan

To all shareholders of Hangzhou Hikvision Digital Technology Co., Ltd.:
I. Audit Opinion

We have audited the accompanying financial statements of Hangzhou Hikvision Digital Technology
Co., Ltd. (hereinafter referred to as “Hikvision"), including consolidated and parent company's balance
sheet as of December 31% 2017, consolidated and parent company's income statement, cash flow
statement and statement of changes in owners’ equity of 2017 as well as relevant financial notes to
financial statements.

In our opinion, the financial statements annexed have been prepared in accordance with Accounting
Standards for Business Enterprises in all material respects and they present fairly the consolidated and
parent company’s financial position of Hikvision as of December 31" 2017 and consolidated and
parent company’s financial performance and cash flows of 2017.

I1. Basis of Opinion

We have conducted our audit in accordance with the Auditing Standards for Chinese Certified Public
Accountants. “Responsibilities of Certified Public Accountants for Financial Statements Audit” in the
Audit Report further states our responsibilities under the standards. As per the code of ethics of
Chinese certified public accountants, we are independent from Hikvision and have implemented other
responsibilities as required by the code of ethics. We believe that the audit evidence we have acquired
is sufficient and appropriate to provide a basis for our audit opinion.

I11. Key Matters

Key matters are matters we deem the most significant to the financial statements audit for the current
period based on our professional judgment. These matters are handled based on the financial
statements audit as a whole and the audit opinion formed accordingly. We don’t present opinions
separately on these matters. We confirm that the following matters are key matters to be communicated
through in the audit report.

(1) Recognition of Sales Revenues
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Description:

As shown in Note (V) (40) and Note (XIV) (1), the operating revenue in 2017 in the consolidated
financial statements of the Group for the year ended December 31* 2017 is RMB 41,905.48 million.
The product sales revenue, a key performance indicator, reaches RMB 39,364.68 million, which is a
significant amount, accounting for 93.94% of the operating revenue, and has a significant influence on
results of operations. The product sales revenue models include internal and external sales of products,
etc. There may be relevant risks of revenue recognition, as the point in time at which risks and rewards
are transferred is different under different revenue models. Therefore, we treat sales revenue
occurrence and cutoff as key audit matters.

Audit Measures:

Main audit procedures that we perform for the aforesaid key audit matters include:

(1) Understanding and evaluating design and implementation of key internal control in relation to
revenue recognition, and testing the effectiveness of its operation;

(2) For revenues under different sales models, selecting a sample to check a sales contract, reviewing
its main transaction terms, evaluating whether revenue recognition complies with requirements of
accounting policies of the Group and the Accounting Standards for Business Enterprises;
conducting a background investigation of important customers to check whether there is any
indication of existence of abnormal customers or transactions;

(3) Analyzing revenues and gross profits, based on product types, to understand whether there are
abnormal fluctuations in the revenues and gross profits for the year, and conducting a test of details
for identified specific transactions, through systematic analysis of revenue data, and reviewing
relevant supporting documents;

(4) Selecting sample(s) from product sales revenues recorded for the year, checking invoices, sales
contracts or orders, shipping orders, signature forms or customs declarations and other supporting
documents; carrying out an additional check of sample(s) under the selected external sales model
for customs declaration records; critically focusing on occurrence of sales revenue recognition and
whether they are recorded in the correct accounting period.

(1) Provision for Decline in Value of Inventories

Description:

As shown in Note (V) (7), as of December 31% 2017, the carrying amount of inventories in the
consolidated financial statements of the Group was RMB 5,134.64 million, and the provision for
diminution in value of inventories was RMB 194.30 million. The carrying value of the Group’s
inventories is relatively high, so the provision for diminution in value of inventories has a relatively
significant influence on the financial statements. As shown in Note (I11) 11.3 and Note (I1l) 26 to the
financial statements, inventories are measured at the lower of cost and net realizable value, on the
balance sheet date. The provision for impairment of inventories is made when the net realizable value
is lower than the cost. Net realizable value is the estimated selling price for inventories less estimated
costs of completion to be incurred, estimated costs to make the sale and relevant taxes. As the
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management needs to use critical accounting estimates in determining the net realizable value of
inventories and the amount is significant, we treat the provision for diminution in value of inventories
as a key audit matter.

Audit Measures

Main audit procedures that we perform for the aforesaid key audit matters include:

(1) Understanding and evaluating design and implementation of key internal control in relation to
provision for diminution in value of inventories by the Company’s management, and testing the
effectiveness of its operation;

(2) Understanding the Group’s accounting policies for the provision for diminution in value of
inventories, evaluating whether identification of inventories by the management for which the
provision for diminution in value of inventories should be made is appropriate, and evaluating the
reasonableness of estimation of the net realizable value by the management;

(3) Testing the completeness and accuracy of data in the list of inventories for which the provision for
diminution in value of inventories should be made, based on which the Company’s management
estimates the provision for diminution in value of inventories, and recalculating the provision for
diminution in value of inventories;

(4) Selecting sample(s) from inventories to test the net realizable value. For the finished product selected
as a sample, comparing the book cost of the finished product with recent or subsequent actual selling
price; for raw materials and unfinished products selected as samples, comparing costs of completion
for the same type of raw materials and unfinished products and costs to make the sale for the period,
and evaluating the reasonableness of estimated cost of completion to be incurred, costs to make the
sale and relevant taxes;

(5) Performing the supervision procedure for inventory-taking of the Group, with focus on defective,

obsolete or slow-moving inventories, and checking whether there are inventories with an indication of
impairment which are not recorded.

1. Other Information

Management of Hikvision shall be responsible for other information. Other information includes the
information covered in the annual report, excluding the financial statements and our audit report.

Our audit opinion on the financial statements does not cover other information and we do not express
any form of authentication conclusion on other information.

In connection with our audit of the financial statements, our responsibility is to read other information
and to consider whether other information is significantly misstated or materially inconsistent with the
financial statements or the information we learned during the audit.

Based on the works we have performed, if we determine that there is a material misstatement in other
information, we should report the fact. In this respect, we have nothing to report.
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V. Responsibility of the Management and Governance for the Financial Statements

The management of Hikvision is responsible for the preparation of financial statements in accordance
with Accounting Standards for Business Enterprises to achieve fair presentation, and design,
implementation and maintenance of necessary internal control to enable the financial statements are
free from material misstatement, whether due to fraud or error.

When preparing the financial statements, the management is responsible for assessing the
going-concern ability of Hikvision, disclosing issues related to going-concern as applicable, and
applying going-concern assumptions, unless the management plans to liquidate Hikvision, terminate
operation or has no other realistic choice.

The governance is responsible for supervising financial reporting processes of Hikvision.
V1. Responsibility of Certified Public Accountants on Audit of the Financial Statements

Our objective is to obtain reasonable assurance as to whether the overall financial statements are free
from material misstatement, whether due to fraud or error, and to issue audit report that contain audit
opinions. Reasonable assurance is a high level of assurance, but could not guarantee that an audit
performed in accordance with the Auditing Standards can always figure out any existing material
misstatements. Misstatements may be caused by fraud or error. Misstatement is generally considered to
be material if it is reasonably expected that the misstatement, alone or aggregated, may affect the users’
financial decisions based on the financial statements.

In performing the audit in accordance with the Auditing Standards, we applied professional judgment
and maintained professional skepticism. Meanwhile, we also perform the following duties:

(1) Identify and evaluate the risk of material misstatement of financial statements due to fraud or
error; design and implement audit procedures to cope with these risks, and obtain adequate
and appropriate audit evidence as the basis for expressing audit opinions. As fraud may
involve collusion, forgery, willful omission, misrepresentation or override of internal control,
the risk of not discovering a material misstatement due to fraud is higher than the risk of not
discovering a material misstatement due to error.

(2) Understand the internal control related to auditing as a way to design appropriate audit
procedures.

(3) Evaluate the properness of accounting policy selected by the management and the rationality of
accounting estimate and related disclosure.

(4) Reach a conclusion on whether the going concern assumption adopted by the management is
appropriate. Meanwhile, based on the audit evidence obtained, reach a conclusion on whether
there are material uncertainties in the events or conditions that may cast significant doubts on
Hikvision's ability to continue as a going concern. If we reach a conclusion that there is a
material uncertainty, the Auditing Standards require us to call the attention of the users of the
report to the relevant disclosures in the financial statements in the audit report. If the disclosure
is insufficient, we should issue modified audit opinions. Our conclusion is based on the
information available up to the date of the audit report. However, future events or conditions
may result in the failure of Hikvision to continue as a going concern.
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(5) Evaluate the overall presentation, structure and content (including the disclosure) of the financial
statements and evaluate whether the financial statements fairly reflect the related transactions
and events.

(6) Obtain adequate and appropriate audit evidence on the financial information of entity or business
activities of Hikvision so as to express audit opinions on the financial statements. We are
responsible for directing, supervising and executing the audit on the Group, and assume full
responsibility for the audit opinions.

We communicated with the governance about the scope of the audit, the schedule and major audit
findings, including the notable shortcomings of internal control identified during the auditing.

We also provide statement to the governance on the independence-related work ethics we follow, and
communicate with the governance on all relations and other matters that might be reasonably deemed
to influence our independence as well as relevant precautionary measures (as applicable).

We determine which of the matters we communicated with the governance are of the greatest
importance to the audit of financial statements of the current period so as to make them key matters.
We describe the matters in the audit report. We decide not to communicate on such matters in the audit
report unless the laws and regulations forbid the public disclosure of such matters, or, in rare
circumstances, if the negative consequence of communication of matters in the audit report is
reasonably expected to exceed the benefit of the public interest.
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At December 31* 2017
Consolidated Balance Sheet
Unit: RMB
Item Notes Closing balance Opening balance (Restated)
Current Assets:
Cash and bank balances V)1 16,468,430,702.64 13,638,078,139.56
E:g?i’:ij?'k?::ets RS U (V)2 4,100,657.54 15,547,537.34
Notes receivable (V)3 3,636,961,616.03 2,843,404,415.52
Accounts receivable V)4 14,705,210,072.81 11,243,843,324.90
Prepayments (V)5 527,576,857.11 279,023,207.91
Other receivables (V)6 583,681,240.81 528,639,081.79
Inventories V)7 4,940,332,311.65 3,829,947,876.75
)l:le%r;-current assets due within one (V)8 66,566,230.12 i
Other current assets V)9 3,720,449,532.88 4,153,992,276.78
Total Current Assets 44,653,309,221.59 36,532,475,860.55
Non-current Assets:
Available-for-sale financial assets (V)10 287,466,813.00 283,836,013.00
Long-term receivables (V)11 23,375,680.61 251,588,919.15
Long-term equity investment (V)12 130,474,733.58 35,000,000.00
Fixed assets (V)13 3,024,025,496.31 2,853,913,621.12
Construction in progress (V)14 1,436,319,118.30 316,482,522.36
Intangible assets (V)15 429,160,982.63 410,456,789.63
Goodwill (V)16 248,964,102.97 248,364,401.47
Deferred tax assets (W)17 479,070,649.49 375,310,938.70
Other non-current assets (V)18 858,796,668.13 40,999,684.42
Total Non-current Assets 6,917,654,245.02 4,815,952,889.85
Total Assets 51,570,963,466.61 41,348,428,750.40
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At December 31%, 2017

Consolidated Balance Sheet - continued

Unit: RMB
Item Notes Closing balance Opening balance (Restated)
Current Liabilities:
Short-term borrowings (V)19 97,114,655.91 32,291,324.85
E;‘::g;a;r';?ti Ici;trifssit fair value (V)20 15,946,836.46 69,789,502.97
Notes payable (V)21 845,397,427.92 876,804,536.72
Accounts payable (V)22 10,039,943,012.26 7,009,322,028.13
Receipts in advance (V)23 570,573,208.60 469,804,837.45
Payroll payable (V)24 1,391,291,256.90 1,084,951,139.10
Taxes payable (V)25 1,453,515,065.77 1,205,710,722.22
Dividends payable (V)26 94,857,139.16 20,105,831.16
Other payables (V)27 401,861,078.67 1,049,164,707.44
Non-current liabilities due within (V)28 1,546,407,270.89 15,340,813.03
one year
Other current liabilities (V)29 744,583,627.22 300,177,750.17
Total Current Liabilities 17,201,490,579.76 12,133,463,193.24
Non-current Liabilities:
Long-term borrowings (V)30 490,000,000.00 1,722,207,584.33
Bonds payable (V)31 3,120,920,000.00 2,954,449,528.77
Long-term payables 2,437,038.62 7,000,000.00
Provisions (V)32 63,068,638.49 41,933,212.54
Deferred income (V)33 88,925,771.65 10,833,745.99
Total non-current liabilities 3,765,351,448.76 4,736,424,071.63
Total liabilities 20,966,842,028.52 16,869,887,264.87
Owners’ Equity
Share capital (V)34 9,228,865,114.00 6,102,706,885.00
Capital reserve (V)35 1,819,397,715.63 1,048,320,853.66
Less: Treasury stock (V)36 744,583,627.22 300,177,750.17
Other comprehensive income (V)37 (27,677,939.35) (41,230,777.21)
Surplus reserve (V)38 3,483,742,918.53 2,615,437,822.15
Retained profits (V)39 16,598,328,692.63 14,860,650,178.39
Total owners' equity attributable to 30,358,072,874.22 24,285,707 211.82
owner of the Company
Minority equity 246,048,563.87 192,834,273.71
Total owners' equity 30,604,121,438.09 24,478,541,485.53
Total liabilities and owners' equity 51,570,963,466.61 41,348,428,750.40

The accompanying notes form part of the financial statements.

The financial statements were signed by the following:

Legal Representative: Chen Zongnian; Chief Accountant: Jin Yan;
Person in Charge of the Accounting Organization: Jin Yan
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Balance sheet of the company

Unit: RMB
Item Notes Closing balance Opening balance
Current Assets:

Cash and bank balances 12,304,090,713.99 10,249,118,159.19
E:g:\ir:cgsllsss;sets at fair value through i 5.284.890.86
Notes receivable 345,651,612.11 221,542,747.41
Accounts receivable XV)1 12,505,683,317.78 10,128,753,520.42
Prepayments 94,545,948.67 8,256,040.04
Dividend receivables 2,550,000.00 -
Other receivables (XV)2 709,592,493.72 417,963,245.46
Inventories 376,776,045.69 566,168,466.17
Other current assets 3,296,055,941.42 3,889,519,711.57
Total Current Assets 29,634,946,073.38 25,486,606,781.12

Non-current Assets:
Available-for-sale financial assets 287,456,813.00 283,221,700.00
Long-term receivables - 72,153,363.60
Long-term equity investment (XV)3 3,367,076,734.95 1,714,688,703.42
Fixed assets 1,757,777,870.77 1,720,579,461.05
Construction in progress 914,859,063.00 248,447,641.34
Intangible assets 154,604,755.69 131,566,733.76
Deferred tax assets 200,147,031.89 177,568,964.27
Other non-current assets 16,925,712.83 10,782,858.00
Total Non-current Assets 6,698,847,982.13 4,359,009,425.44
Total Assets 36,333,794,055.51 29,845,616,206.56
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Balance sheet of the company - continued

Unit: RMB

Item

Notes

Closing balance

Opening balance

Current Liabilities:

Financial liabilities at fair value
through profit or loss

58,858,697.43

Accounts payable 286,629,255.35 138,851,152.86
Receipts in advance 216,747,366.68 233,831,105.17
Payroll payable 946,587,240.01 811,701,475.85
Taxes payable 1,219,102,007.88 998,754,860.91
Dividends payable 92,407,139.16 20,105,831.16
Other payables 708,051,044.04 787,861,780.95
lglr?en;,(;l;:rent liabilities due within 33,614,018.51 )
Other current liabilities 744,583,627.22 300,177,750.17
Total Current Liabilities 4,247,722,198.85 3,350,142,654.50
Non-current Liabilities:
Bonds payable 3,120,920,000.00 2,954,449 528.77
Provisions 43,024,784.70 28,799,848.84
Deferred Income 62,903,600.00 -
Total non-current liabilities 3,226,848,384.70 2,983,249,377.61
Total liabilities 7,474,570,583.55 6,333,392,032.11
Owners’ Equity
Share capital 9,228,865,114.00 6,102,706,885.00
Capital reserve 1,742,755,331.51 955,687,875.52
Less: Treasury stock 744,583,627.22 300,177,750.17
Surplus reserve 3,483,742,918.53 2,615,437,822.15
Retained profits 15,148,443,735.14 14,138,569,341.95
Total owners' equity 28,859,223,471.96 23,512,224,174.45
Total liabilities and owners' equity 36,333,794,055.51 29,845,616,206.56
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Consolidated Income Statement

Unit: RMB
Amount for the current Amount for the prior
Item Notes . .
period period
I. Total operating income (V)40 41,905,476,572.07 31,934,544,088.82
Less: Total operating costs (V)40 23,467,310,590.76 18,652,707,155.56
Business taxes and levies (V)41 370,993,824.45 255,279,115.16
Selling expenses (V)42 4,430,220,065.13 2,991,273,819.81
Administrative expenses (V)43 4,205,437,565.45 3,109,309,837.05
Financial expense (V)44 265,411,287.66 (225,305,567.12)
Impairment losses of assets (V)45 484,568,899.16 317,564,256.35
Add: Gains (losses) from changes in fair values (V)46 42,090,091.11 (40,171,578.80)
Investment income (V)47 44,650,105.12 40,493,287.66
Includl_ng: Inve_st_ment gains (Iosses} in associated (2,525,266.42) )
enterprise and joint-venture enterprise
Asset disposal income (loss) 1,585,222.50 (736,149.02)
Other Income (V)48 1,673,251,852.26 -
11. Operating profit 10,443,111,610.45 6,833,301,031.85
Add: Non-operating income (V)49 46,729,250.63 1,510,721,773.05
Less: Non-operating expenses (V)50 3,020,378.72 29,911,242.56
111. Total profit 10,486,820,482.36 8,314,111,562.34
Less: Income tax expenses (V)51 1,109,318,842.54 889,888,483.70
IV. Net profit 9,377,501,639.82 7,424,223,078.64
4.1 Classification by continuous operation
(@) Net profit on continuous operation 9,377,501,639.82 7,424,223,078.64
(b) Net loss on terminated operation - -
4.2 Classification by attribution of ownership
(@) Profit or loss attributable to minority (33,353,445.00) 539,117.73
shareholders
(b) Net profit attributable to owners of parent 9,410 855,084.82 7.423.683.960.91
company
V. Other comprehensive income, net of income tax 13,852,652.33 (12,687,807.98)
Other comprehensive income attributable to owners of 13.552,837.86 (13,570,759.51)
the Company, net of tax
(1) Items that will not be reclassified subsequently ) )
to profit or loss
W) OfeT GompEEEEe et ke 13,552,837.86 (13,570,759.51)
reclassified to profit or loss in subsequent periods
1. Exchange differences arising on conversion of
financial statements denominated in foreign 13,552,837.86 (13,570,759.51)
currencies
_Other comprehensive income attributable to minority 299 814.47 88295153
interests, net of tax
VI. Total comprehensive income 9,391,354,292.15 7,411,535,270.66
Total comprehensive income attributable to owners of 0,424,407.922.68 7.410,113,201.40
the parent company
Total comprehensive income attributable to minority (33,053,630.53) 1,422,069.26

shareholders
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Amount for the current

Amount for the prior

Item Notes period period
VII. Earnings per share
(1) Basic earnings per share (XVvi2 1.030 0.818
(I1) Diluted earnings per share (XVvi2 1.024 0.817

There is business merger under the common control during the current reporting period; the merged party realized net loss of 42,070.90
RMB before the merge, and 3,949,939.20 RMB net profits for the previous reporting period.
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Income statement of the Company

Unit: RMB

ltem Notes Amount for.the Amount for the prior

current period period

I. Total operating income (XV)4 19,167,979,291.38 17,165,449,311.27
Less: Operating Cost (XV)4 6,100,951,920.79 5,967,138,876.83
Business taxes and levies 258,550,741.27 222,640,567.03
Selling expenses 1,987,923,082.04 1,923,037,271.14
Administrative expenses 2,907,178,112.56 2,331,920,426.33
Financial expense (187,143,169.54) (67,337,491.29)
Impairment losses of assets 107,602,826.75 151,838,196.39
Add: Gains (losses) from changes in fair values 53,573,806.57 (53,573,806.57)
Investment income (XV)5 34,502,356.33 57,191,401.59
L?\%I?gil:m]t?;/:er:\\tljrs;r:ﬁ::rg?ilge(lOSS) in associated enterprise (2,525,266.42) i
Asset disposal income (loss) 2,755,085.52 (215,830.09)
Other income 1,435,381,243.67 -
1. Operating profit 9,519,128,269.60 6,639,613,229.77
Add: Non-operating income 50,858,016.62 1,372,068,887.62
Less: Non-operating expenses 1,489,124.20 7,603,290.76
111. Total profit 9,568,497,162.02 8,004,078,826.63
Less: Income tax expenses 885,446,198.25 800,310,646.06
IV. Net profit 8,683,050,963.77 7,203,768,180.57
V. Other comprehensive income, net of income tax - -
VI. Total comprehensive income 8,683,050,963.77 7,203,768,180.57
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Consolidated Cash Flow Statement

Unit: RMB
ltem Notes Amount for.the Amgunt fo!' the
current period prior period
1. Cash flows from operating activities:
Cash received from sale of goods or rendering of services 42,136,145,087.13 | 32,675,031,364.22
Receipts of tax refunds 2,733,759,603.00 2,592,008,277.39
Other cash receipts relating to operating activities (V)52(1) 533,929,235.33 489,624,016.45
Sub-total of cash inflows from operating activities 45,403,833,925.46 | 35,756,663,658.06
Cash payments for goods purchased and services received 25,634,553,120.83 | 20,894,272,079.39
Cash paid to and on behalf of employees 5,036,917,567.98 3,409,777,616.92
Payments of various types of taxes 3,557,905,236.73 2,915,732,989.62
Other cash payments relating to operating activities (V)52(2) 3,801,297,749.24 2,320,516,330.08
Sub-total of cash outflows from operating activities 38,030,673,674.78 | 29,540,299,016.01
Net Cash Flow from Operating Activities (V)53(1) 7,373,160,250.68 6,216,364,642.05
11. Cash Flows from Investing Activities:
Cash receipts from recovery of investments 10,300,303,620.25 4,989,550,266.43
Cash receipts from investment income 31,290,097.01 48,773,447.48
Il\(l)?]tg(_:?srmrzzt;g;s from disposals of fixed assets, intangible assets and other 23.086,294.46 10.404,765.15
Other cash receipts relating to investing activities (V)52(3) 63,364,669.30 13,398,940.46
Sub-total of cash inflows from investing activities 10,418,044,681.02 5,071,127,419.52
gt?]s; ?:ryllgfer}t;t;ssgtqsuwe or construct fixed assets, intangible assets and 1,692,193,203.99 911,399,245.87
Cash paid to acquire investments 9,921,049,145.72 7,335,420,926.25
Net cash payments for acquisitions of subsidiaries and other business units | (V)53(2) - 172,473,788.49
Other cash payments relating to investing activities 13,500,000.00 35,000,000.00
Sub-total of cash outflows from investing activities 11,626,742,349.71 8,454,293,960.61
Net Cash Flow from Investment Activities (1,208,697,668.69) | (3,383,166,541.09)
111. Cash flows from financing activities:
Cash receipts from capital contributions 92,089,826.67 247,269,466.66
(I)r\];rl]l;(:;ngf Scljis?iéfgreiiepsts from capital contributions from minority 92,089.826.67 247.269,466.66
Cash receipts from borrowings 3,550,599,109.39 4,668,904,940.17
Cash receipts from issuing of bonds - 2,903,120,000.00
Other cash receipts relating to financing activities (V)52(4) - 660,888,216.54
Sub-total of cash inflows from financing activities 3,642,688,936.06 8,480,182,623.37
Cash repayments of borrowings 3,205,532,364.13 5,104,870,545.06
ﬁ?:?eggg)rgzr;t:efsor distribution of dividends or profits or settlement of 3,800,451,724.80 2,030,913,722.75
(I)rxrl]téc:;n(% suagsr}r:jeigﬁe?r distribution of dividends or profits to minority 3,062,500.00 i
Other cash payments relating to financing activities (V)52(5) 38,451,500.00 1,602,804.35
Sub-total of cash outflows from financing activities 7,044,435,588.93 8,037,387,072.16
Net Cash Flow from Financing Activities (3,401,746,652.87) 442,795,551.21
1V. Effect of foreign exchange rate changes on Cash and Cash Equivalents (255,868,357.23) 212,875,294.92
V. Net Increase in Cash and Cash Equivalents (V)53(2) 2,506,847,571.89 3,488,868,947.09
Add: Opening balance of Cash and Cash Equivalents (V)53(2) 13,522,337,697.28 | 10,033,468,750.19
VI. Closing Balance of Cash and Cash Equivalents (V)53(3) 16,029,185,269.17 | 13,522,337,697.28
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Cash Flow Statements of the Company

Unit: RMB
Item Notes Amount for.the Amgunt fo.r the
current period prior period

I. Cash Flows from Operating Activities::
Cash receipts from the sale of goods and the rendering of services 19,722,915,694.68 | 18,882,254,702.72
Receipts of tax refunds 1,439,270,404.56 1,284,036,478.69
Other cash receipts relating to operating activities 339,663,486.81 322,630,474.75
Sub-total of cash inflows from operating activities 21,501,849,586.05 | 20,488,921,656.16
Cash payments for goods acquired and services received 7,025,548,254.61 7,375,020,750.77
Cash payments to and on behalf of employees 2,598,154,101.03 1,998,015,491.73
Payments of all types of taxes 2,868,678,724.73 2,349,110,778.76
Other cash payments relating to operating activities 1,742,871,959.31 2,003,975,502.85
Sub-total of cash outflows from operating activities 14,235,253,039.68 | 13,726,122,524.11
Net Cash Flow from Operating Activities (XV)8(1) 7,266,596,546.37 6,762,799,132.05

11. Cash Flows from Investing Activities:

Cash receipts from disposals and recovery of investments 5,279,892,396.70 3,871,026,616.63
Cash receipts from investment income 34,474,342.25 49,164,784.96
:\(I;tg(f?esznrzc;zztss from disposals of fixed assets, intangible assets and other 18,569,173.19 3,120 852.68
Other cash receipts relating to investing activities 8,014,628,629.24 3,389,327,585.78
Sub-total of cash inflows from investing activities 13,347,564,541.38 7,312,648,840.05
(C):tartlsehr ?jz;?fer:itsszgguire or construct fixed assets, intangible assets and 612,742,341.37 255.328,076.51
Cash payments to acquire investments 6,280,754,974.91 6,996,128,459.52
Other cash payments relating to investing activities 8,280,364,802.77 3,403,968,158.86
Sub-total of cash outflows from investing activities 15,173,862,119.05 | 10,655,424,694.89
Net Cash Flow from Investment Activities (1,826,297,577.67) | (3,342,775,854.84)

111. Cash Flows from Financing Activities
Cash receipts from borrowings 300,000,000.00 -
Cash receipts from issuing of bonds - 2,903,120,000.00
Other cash receipts relating to financing activities 2,415,734,336.55 1,334,260,247.19
Sub-total of cash inflows from financing activities 2,715,734,336.55 4,237,380,247.19
Cash repayments of borrowings 300,000,000.00 597,065,694.74
ﬁ?::legtag)r(r;zmtssefsor distribution of dividends or profits or settlement of 3,734,122,697.15 2.898.933,448.56
Other cash payments relating to financing activities 1,855,669,510.90 654,145,840.87
Sub-total of cash outflows from financing activities 5,889,792,208.05 4,150,144,984.17
Net Cash Flow from Financing Activities (3,174,057,871.50) 87,235,263.02
1V. Effect of foreign exchange rate changes on Cash and Cash Equivalents (208,127,567.22) 190,636,781.99
V. Net increase in cash and cash equivalents (XV)8(1) 2,058,113,529.98 3,697,895,322.22
Add: Beginning balance of cash and cash equivalents (XV)8(1) 10,245,969,003.13 |  6,548,073,680.91
VI. Closing Balance of Cash and Cash Equivalents (XV)8(2) 12,304,082,533.11 | 10,245,969,003.13
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Consolidated Statement of Changes in Owners' Equity

Unit: RMB

Amount for the current period

Owner’s Equity Attributable to owners of the Company

Item _ ; Less: Treasury Other ) ) ) Minority Total owners'
Share capital Capital reserves i com_prehenswe Surplus reserve Retained profits interests equity
income
1. Closing balance of the preceding period 6,102,706,885.00 | 1,045,440,853.66 300,177,750.17 (41,230,777.21) | 2,615,437,822.15 | 14,866,457,856.65 | 198,039,035.07 | 24,486,673,925.15
Add: Business merger under common control - 2,880,000.00 - - - (5,807,678.26) (5,204,761.36) (8,132,439.62)
11. Opening balance of the current period (restated) 6,102,706,885.00 | 1,048,320,853.66 300,177,750.17 (41,230,777.21) | 2,615,437,822.15 | 14,860,650,178.39 | 192,834,273.71 | 24,478,541,485.53
111. Increase or decrease in the current period 3,126,158,229.00 771,076,861.97 444,405,877.05 13,552,837.86 868,305,096.38 1,737,678,514.24 53,214,290.16 6,125,579,952.56
(1) Total comprehensive income - - - 13,552,837.86 - 9,410,855,084.82 | (33,053,630.53) 9,391,354,292.15
(II) Owners’ contributions and reduction in capital 49,869,858.00 771,076,861.97 536,813,016.21 - - - 91,780,420.69 375,914,124.45
1. Capital contribution from shareholders 52,326,858.00 608,561,358.54 660,888,216.54 - - - 92,089,826.67 92,089,826.67
gdfi?;re'based payment recognized in owners’ - | 186,951,885.95 - - - -| 424871150 191,200,597.45
3. Others (2,457,000.00) (24,436,382.52) (124,075,200.33) - - - (4,558,117.48) 92,623,700.33
(111) Profit distribution 3,076,288,371.00 - (92,407,139.16) - 868,305,096.38 | (7,673,176,570.58) (5,512,500.00) | (3,641,688,464.04)
1. Transfer to surplus reserve - - - - 868,305,096.38 (868,305,096.38) - -
2. Distributions to shareholders - - (92,407,139.16) - - | (3,728,583,103.20) (5,512,500.00) | (3,641,688,464.04)
3. Others 3,076,288,371.00 - - - - | (3,076,288,371.00) - -
1V. Closing balance of the current period 9,228,865,114.00 | 1,819,397,715.63 744,583,627.22 (27,677,939.35) | 3,483,742,918.53 | 16,598,328,692.63 | 246,048,563.87 | 30,604,121,438.09
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Unit:. RMB

Amount for the same period of last year (restated)

Owner’s Equity Attributable to owners of the Company

Item . Other Minority . .
Share capital Capital reserves ;_heasiéTreasury comprehensive Surplus reserve Retained profits interests BBl e B
income
L‘efi'g;'”g IS G e piEeE g 4,068,772,25300 | 1,639,607,652.22 |  518,074,596.90 (27,660,017.70) 1,895,061,004.09 12,196,007,444.07 |  43,647,140.92 19,297,450,879.70
Add: Business merger under common
ey - 2,880,000.00 - - - (7,229.656.01) |  (7,732,721.81) (12,082,377.82)
L'e'riooze?r'e"sgtat;:‘:gnce oL fe ELlile U 4,068,772,253.00 |  1,642,487,652.22 518,074,596.90 (27,660,017.70) 1,895,061,004.09 12,188,867,788.06 35,914,419.11 19,285,368,501.88
lﬂﬁ'&?ﬁ?ﬁ&r allaaie (i e 2,033,934,632.00 |  (594,166,798.56) | (217,896,846.73) (13,570,759.51) 720,376,818.06 2,671,782,390.33 |  156,919,854.60 5,193,172,983.65
(1) Total comprehensive income ; ; - (13,570,759.51) - 7,423,683,960.91 1,422,069.26 7,411,535,270.66
(IT) Owners’ contributions and _ _ R
redlction in capital (451,494.00) 219,587,651.44 | (217,896,846.73) 155,497,785.34 592,530,789.51
1. Capital contribution from
et olders - 97,768,537.96 - - - - | 15549778534 253,266,323.30
£ SR ESEN JAEN - 122,970,423.83 - - - ; ; 122,970,423.83
recognized in owners’ equity
3. Others (451,494.00) (1,151,310.35) | (217,896,846.73) - - - - 216,294,042.38
(I11) Profit distribution 1,220,631,676.00 - - - 720,376,818.06 (4,751,901,570.58) - (2,810,893,076.52)
1. Transfer to surplus reserve - - - - 720,376,818.06 (720,376,818.06) - -
2. Distributions to shareholders - - - - - (2,810,893,076.52) - (2,810,893,076.52)
3. Others 1,220,631,676.00 - - - - (1,220,631,676.00) - -
(IV) Transfers within owners’ equity 813,754,450.00 (813,754,450.00) - - - - - -
1. Capitalization of capital reserve 813,754,450.00 (813,754,450.00) - - - - - -
N Sty BelEnGE @1 e CUTTE 6,102,706,885.00 |  1,048,320,853.66 300,177,750.17 (41,230,777.21) 2,615,437,822.15 14,860,650,178.39 |  192,834,273.71 24,478,541,485.53

period (restated)
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Statement of Changes in Owners' Equity of the Company

Unit: RMB

Item

Amount for the current period

Share capital

Capital reserves

Less: Treasury share

Surplus reserve

Retained profits

Total owners' equity

1. Opening balance of the current period 6,102,706,885.00 955,687,875.52 300,177,750.17 2,615,437,822.15 14,138,569,341.95 23,512,224,174.45
11. Increase or decrease in the current year 3,126,158,229.00 787,067,455.99 444,405,877.05 868,305,096.38 1,009,874,393.19 5,346,999,297.51
(1) Total comprehensive income - - - - 8,683,050,963.77 8,683,050,963.77
(II) Owners’ contributions and reduction in capital 49,869,858.00 787,067,455.99 536,813,016.21 - - 300,124,297.78
1. Capital contribution from shareholders 52,326,858.00 608,561,358.54 660,888,216.54 - - -

2. Share-based payment recognized in owners’ equity - 191,200,597.45 - - - 191,200,597.45

3. Others (2,457,000.00) (12,694,500.00) (124,075,200.33) - - 108,923,700.33
(111) Profit distribution 3,076,288,371.00 - (92,407,139.16) 868,305,096.38 | (7,673,176,570.58) (3,636,175,964.04)
1.Transfer to surplus reserve - - - 868,305,096.38 (868,305,096.38) -

2. Distributions to shareholders - - (92,407,139.16) - (3,728,583,103.20) (3,636,175,964.04)

3. Others 3,076,288,371.00 - - - | (3,076,288,371.00) -

111. Closing balance of the current year 9,228,865,114.00 1,742,755,331.51 744,583,627.22 3,483,742,918.53 15,148,443,735.14 28,859,223,471.96

Item

Amount for the same p:

eriod of last year

Share capital

Capital reserves

Less: Treasury share

Surplus reserve

Retained profits

Total owners' equity

1. Opening balance of the current period 4,068,772,253.00 1,647,623,212.04 518,074,596.90 1,895,061,004.09 11,686,702,731.96 18,780,084,604.19
11. Increase or decrease in the current year 2,033,934,632.00 (691,935,336.52) (217,896,846.73) 720,376,818.06 2,451,866,609.99 4,732,139,570.26
(1) Total comprehensive income - - - - 7,203,768,180.57 7,203,768,180.57
(IT) Owners’ contributions and reduction in capital (451,494.00) 121,819,113.48 (217,896,846.73) - - 339,264,466.21
1.Share-based payment recognized in owners’ equity - 122,970,423.83 - - - 122,970,423.83

2. Others (451,494.00) (1,151,310.35) (217,896,846.73) 216,294,042.38

(111) Profit distribution 1,220,631,676.00 - - 720,376,818.06 | (4,751,901,570.58) (2,810,893,076.52)
1.Transfer to surplus reserve - - - 720,376,818.06 (720,376,818.06) -

2. Distributions to shareholders - - - - | (2,810,893,076.52) (2,810,893,076.52)

3. Others 1,220,631,676.00 - - - | (1,220,631,676.00) -
(IV) Transfers within owners’ equity 813,754,450.00 (813,754,450.00) - - - -
1. Capitalization of capital reserve 813,754,450.00 (813,754,450.00) - - - -
111. Closing balance of the current year 6,102,706,885.00 955,687,875.52 300,177,750.17 2,615,437,822.15 14,138,569,341.95 23,512,224,174.45
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. Basic Information about the Company

Hangzhou Hikvision Digital Technology Co., Ltd. (hereinafter referred to as "Company" or “the Company"), is a
Sino-foreign equity joint venture company, formerly known as "Hangzhou Hikvision Digital Technology Ltd",
established on November 30th 2001 in Hangzhou upon the approval letter of Hangzhou High-tech No. 604[2001] issued
by Hangzhou High-tech Industrial Development Zone Management Committee. On June 25™ 2008, with approval of
document No. 598[2008] issued by the MOFCOM (The Ministry of Commerce of the People's Republic of China), the
company was renamed as “Hangzhou Hikvision Digital Technology Co., Ltd.”, headquartered in Hangzhou, and
obtained the business license of enterprise N0.91330000733796106P. On May 28" 2010, the Company was listed on the
Shenzhen Stock Exchange.

On December 23rd 2016, pursuant to the Articles of Association of the Company revised by the resolution of 20th
Meeting of the 3rd session Board of Directors authorized by the 2nd extraordinary general meeting in 2016, the
Company granted 52,326,858 restricted incentive shares to the incentive grantees, The Company completed the
registration procedure for business changes on January 20th 2017, adjusted the Company’s total capital share to
6,155,033,743 shares.

As of April 27™ 2017, authorized by the first Extraordinary General Meeting in 2014, the Company repurchased
and cancelled 2,457,000.00 granted but restricted treasury share, and the total share capital of the Company was adjusted
to 6,152,576,743 shares. For details of share capital, please refer to Note (V) 34.

On May 4th 2017, 2016 Profit Distribution Scheme was approved on 2016 Annual General Meeting. On May 16"
2017, based on total capital shares of 6,152,576,743 shares on the date of interest distribution, the company issued bonus
shares for 3,076,288,371 shares, which adjusted the Company’s total capital share to 9,228,865,114 shares.

As of December 31% 2017, the Company’s total registered capital is RMB 9,228,865,114, with total capital shares
of 9,228,865,114 shares (face value RMB 1per share), of which restricted A-shares were 1, 971,217,850 shares, A-shares
without restriction are 7,257, 647,264 shares.

The Company is engaged in other electronic equipment manufacturing business under electronics industry.
Business scope of the Company includes development and production of electronic products (including explosion-proof
electrical products, tele-communication equipment and its ancillary equipment, multimedia equipment), aircraft, robot,
intelligent equipment, auto parts and accessories, and electrical signal equipment for vehicle; sales of self-manufactured
products, electronic technology consulting service, training service (excluding class training), electronic equipment
installation, electronic engineering and design of intelligent systems, construction and maintenance. For details about
business scope of the Company and its subsidiaries, please refer to Note (VII) 1.

The Company’s and consolidated financial reports were approved for issuance by the 2" meeting of the fourth
session Board of Directors of the Company on April 19" 2018.

For consolidation scope of the financial statements, please refer to Note (VII) “Interest in other entities”. For
changes in consolidation scope of the financial statements, please refer to “changes in the consolidation scope” in Note
(VI).
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Il. Basis of preparation of financial statements

Basis of preparation of financial statements

The Company and its subsidiaries (hereinafter referred to as "the Group") have adopted the Accounting
Standards for Business Enterprises ("ASBE") and relevant provisions issued by the Ministry of Finance
("MoF"). In addition, the Group has disclosed relevant financial information in accordance with
Information Disclosure and Presentation Rules for Companies Offering Securities to the Public No. 15 —
General Provisions on Financial Reporting (revised in 2014).

Bookkeeping base and valuation principles

The Group measures the accounting elements in accordance with the accrual accounting basis. Except
certain financial instruments are measured by fair value, these financial statements are prepared in
accordance with the measurements basis of historical costs. If the asset decreases in value, the provision
for impairment of assets should be made according to relevant regulations.

According to the historical cost measurement, the assets shall be measured as per the amount of cash or
cash equivalent paid at the time of purchase, or the fair value of consideration paid for the purchase of
such assets. The liabilities shall be measured in accordance with the amount of funds or assets actually
received when undertaking current obligations, or the contract amount when undertaking the current
obligations, or the amount of cash or cash equivalents required for paying back the debts in daily
activities.

The fair value is a price received by the market participants from selling asset or transferring liability
during orderly transaction at the measurement date. No matter the fair value is observable or estimated by
using valuation technique, the measured and disclosed fair value in the financial statement shall be
determined on this basis.

Based on the observable extent of the input value of the fair value, and the importance of such input value
to the fair value measurement, the fair value measurement is divided into three levels:

* Level 1: The input value is the unadjusted offer of the same assets or liabilities on active market
acquired on measurement date;

* Level 2: The input value is the input value of relevant assets or liabilities observable directly or
indirectly in addition to level 1 input value;

* Level 3: The input value is the non-observable input value of relevant assets or liabilities.

Going concern

The Group has evaluated its going concern for 12 months going forward starting from December 31%
2017, and there is no factor that may cast significant doubt on the entity's ability to continue as a going
concern. Therefore, the financial statements have been prepared on a going concern basis.
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I11. Significant accounting policies and accounting estimates

1. Statement for Compliance with Accounting Standards for Business Enterprises (ASBE)

The financial statements of the Company have been prepared in accordance with ASBE, and present truly
and completely, the Company's and consolidated financial position as of December 31% 2017, and the
Company's and consolidated results of operations and cash flows for the year then ended.

2. Accounting Period

The Group has adopted the calendar year as its accounting year from January 1% to December 31% each
year.

3. Business Cycle

The business cycle refers to the period from purchase of assets used for processing to realization of cash
or cash equivalents. The Group business cycle is usually 12 months.

4. Functional currency

Renminbi (“RMB”) is the currency in the primary economic environments in which the Company and its
domestic subsidiaries are operated. The Company and its domestic subsidiaries take RMB as their
functional currency. Overseas subsidiaries of the Company determine their functional currency on the
basis of the primary economic environment in which it operates. For functional currency of overseas
subsidiaries of the Company, see Note (V) 55. The Group adopts RMB to prepare its financial statements.

5. The accounting treatment of business combinations involving enterprises under common control
and business combinations not involving enterprises under common control

Business combinations are classified into business combinations involving enterprises under common
control and business combinations not involving enterprises under common control.

5.1 Business combinations involving enterprises under common control

A business combination involving enterprises under common control is a business combination in which
all of the combining enterprises are ultimately controlled by the same party or parties both before and
after the combination, and that control is not transitory.

Assets and liabilities obtained shall be measured at their respective carrying amounts as recorded by the
combining entities at the date of the combination. The difference between the carrying amount of the net
assets obtained and the carrying amount of the consideration paid for the combination (the aggregate face
value of shares issued as consideration) is adjusted to the share premium in capital reserve. If the share
premium is not sufficient to absorb the difference, any excess shall be adjusted against retained earnings.

Costs that are directly attributable to the combination are charged to profit or loss in the period in which
they are incurred.
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5.2 Business combinations not involving enterprises under common control and goodwill

A business combination not involving enterprises under common control is a business combination in
which all of the combining enterprises are not ultimately controlled by the same party or parties before
and after the combination.

The cost of combination is the aggregate of the fair values, at the acquisition date, of the assets given,
liabilities incurred or assumed, and equity securities issued by the acquirer in exchange for control of the
acquiree. The intermediary expenses incurred by the acquirer in respect of auditing, legal services,
valuation and consultancy services, etc. and other associated administrative expenses attributable to the
business combination are recognized in profit or loss when they are incurred.

The acquiree’s identifiable assets, liabilities and contingent liabilities, acquired by the acquirer in a
business combination, that meet the recognition criteria shall be measured at fair value at the acquisition
date.

Where the cost of combination exceeds the acquirer’s interest in the fair value of the acquiree’s
identifiable net assets, the difference is treated as an asset and recognized as goodwill, which is measured
at cost on initial recognition. Where the cost of combination is less than the acquirer’s interest in the fair
value of the acquiree’s identifiable net assets, the acquirer firstly reassesses the measurement of the fair
values of the acquiree’s identifiable assets, liabilities and contingent liabilities and measurement of the
cost of combination. If after that reassessment, the cost of combination is still less than the acquirer’s
interest in the fair value of the acquiree’s identifiable net assets, the acquirer recognizes the remaining
difference immediately into profit or loss for the current period.

Goodwill arising on a business combination is measured at cost less accumulated impairment losses, and
is presented separately in the consolidated financial statements.

6. Preparation method of consolidated financial statements

6.1 Preparation method of consolidated financial statements

The scope of consolidated financial statements shall be confirmed based on the control. Control right
means that an investor may control an investee; the investor may participate in relevant activities of the
investee to obtain variable rewards and also be able to use the control rights for the investee to influence
its amount of returns. The Group will re-evaluate, if the change of the relevant facts and circumstances
leading to the change of the relevant elements involved in the above definition of control.

The merger of subsidiary starts from the Group obtaining the control power of the subsidiary, and
terminates when the Group loses the control power of the subsidiary.
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As for subsidiaries disposed by the Group, operating results and cash flow prior to the disposal date (the
date of losing control right) have been properly included in the consolidated profit statement and
consolidated cash flow statement.

For a subsidiary acquired through a business combination not involving enterprises under common
control, the operating results and cash flows from the acquisition date (the date when control is obtained)
are included in the consolidated income statement and consolidated statement of cash flows.

No matter when the business combination occurs in the reporting period, subsidiaries acquired through a
business combination involving enterprises under common control are included in the Group's scope of
consolidation as if they had been included in the scope of consolidation from the date when they first
came under the common control of the ultimate controlling party. Their operating results and cash flows
from the beginning of the earliest reporting period are included in the consolidated income statement and
consolidated statement of cash flows, as appropriate.

The significant accounting policies and accounting periods adopted by the subsidiaries are determined
based on the uniform accounting policies and accounting periods set out by the Company.

All significant intra-group balances and transactions are eliminated on consolidation.

The portion of subsidiaries' equity that is not attributable to the Company is treated as minority interests
and presented as "minority equity" in the consolidated balance sheet. The portion of net profits or losses
of subsidiaries for the period attributable to minority interests is presented as "minority interests™ in the
consolidated income statement below the "net profit"” line item.

When the amount of loss for the period attributable to the minority shareholders of a subsidiary exceeds
the minority shareholders' portion of the opening balance of owners' equity of the subsidiary, the excess
amount are still allocated against minority interests.

Acquisition of minority interests or disposal of interest in a subsidiary that does not result in the loss of
control over the subsidiary is accounted for as equity transactions. The carrying amounts of the total
owners' equity attributable to owner of the Company and minority equity are adjusted to reflect the
changes in their relative interests in the subsidiary. The difference between the amount by which the
minority interests are adjusted and the fair value of the consideration paid or received is adjusted to
capital reserve under owners' equity. If the capital reserve is not sufficient to absorb the difference, the
excess are adjusted against retained earnings.

7. Recognition criteria of cash and cash equivalents

Cash comprises cash on hand and deposits that can be readily withdrawn on demand. Cash equivalents
are the Group's short-term, highly liquid investments that are readily convertible to known amounts of
cash and which are subject to an insignificant risk of changes in value.
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8. Conversion of transactions and financial statements denominated in foreign currencies.

8.1 Transactions denominated in foreign currencies

A foreign currency transaction is recorded, on initial recognition, by applying an exchange rate that
approximates the actual spot exchange rate on the date of transaction; The exchange rate that
approximates the actual spot exchange rate on the date of transaction is calculated according to the
middle price of market exchange rate at the beginning of the month in which the transaction happened.

At the balance sheet date, foreign currency monetary items are translated into [RMB] using the spot
exchange rates at the balance sheet date. Exchange differences arising from the differences between the
spot exchange rates prevailing at the balance sheet date and those on initial recognition or at the previous
balance sheet date are recognized in profit or loss for the period, except for exchange differences related
to a specific-purpose borrowing denominated in foreign currency that qualify for capitalization are
capitalized as part of the cost of the qualifying asset during the capitalization period.

When the consolidated financial statements include foreign operation(s), if there is foreign currency
monetary item constituting a net investment in a foreign operation, exchange difference arising from
changes in exchange rates are recognized as "exchange differences arising on conversion of financial
statements denominated in foreign currencies " in other comprehensive income, and in profit and loss for
the period upon disposal of the foreign operation.

Foreign currency non-monetary items measured at historical cost are converted to the amounts in
functional currency at the spot exchange rates on the dates of the transactions. Foreign currency
non-monetary items measured at fair value are re-converted at the spot exchange rate on the date the fair
value is determined. Difference between the re-converted functional currency amount and the original
functional currency amount is treated as changes in fair value (including changes of exchange rate) and is
recognized in profit and loss or as other comprehensive income.

8.2 Conversion of financial statements denominated in foreign currencies

For the purpose of preparing the consolidated financial statements, financial statements of a foreign
operation are converted from the foreign currency into RMB using the following method: assets and
liabilities on the balance sheet are translated at the spot exchange rate prevailing at the balance sheet date;
shareholders' equity items are converted at the spot exchange rates at the dates on which such items arose;
all items in the income statement as well as items reflecting the distribution of profits are translated at
exchange rates that approximate the actual spot exchange rates on the dates of the transactions; The
difference between the converted assets and the aggregate of liabilities and shareholders’ equity items is
recognized into other comprehensive income and shareholders’ equity.

Cash flows arising from a transaction in foreign currency and the cash flows of a foreign subsidiary are
converted at an exchange rate which approximates the spot exchange rate on the date of the cash flows.
The effect of exchange rate changes on cash and cash equivalents is regarded as a reconciling item and
presented separately in the cash flow statement as "effect of exchange rate changes on cash and cash
equivalents"”.
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The foreign currency cash flow and cash flow of overseas subsidiaries adopt the exchange rate similar to
the spot rate at the date of cash flow for conversion. The affected amount of cash and cash equivalents
due to the change of exchange rate, as an adjustment item, shall be separately listed as "the impact of cash
and cash equivalents due to the change of exchange rate™ in the cash flow statement.

The opening balances and the comparative figures of previous year are presented at the converted
amounts in the previous year's financial statements.

On disposal of the Group's entire interest in a foreign operation, or upon a loss of control over a foreign
operation due to disposal of certain interest in it or other reasons, the Group transfers the accumulated
exchange differences arising on conversion of financial statements of this foreign operation attributable to
the owners' equity of the Company and presented under shareholders' equity, to profit or loss in the period
in which the disposal occurs.

In case of a disposal or other reason that does not result in the Group losing control over a foreign
operation, but only a decrease in proportion of overseas business interests, the proportionate share of
accumulated exchange differences arising on conversion of financial statements are re-attributed to
minority interests and are not recognized in profit and loss under current period. For partial disposals of
equity interests in foreign operations which are associates or joint ventures, the proportionate shares of
the accumulated exchange differences arising on conversion of financial statements of foreign operations
is reclassified to profit or loss under current period.

9. Financial Instruments

Financial assets and financial liabilities are recognized when the Group becomes a party to the
contractual provisions of the instrument. Financial assets and financial liabilities are initially measured at
fair value. For financial assets and financial liabilities at fair value through profit or loss, transaction costs
are immediately recognized in profit or loss. For other financial assets and financial liabilities, transaction
costs are included in their initial recognized amounts.

9.1 Effective Interest Method

The effective interest method is a method of calculating the amortised cost of a financial asset or a
financial liability (or a group of financial assets or financial liabilities) and of allocating the interest
income or interest expense over the relevant period, using the effective interest rate. The effective interest
rate is the rate that exactly discounts estimated future cash flows through the expected life of the financial
asset or financial liability, or a shorter period if appropriate, to the current net carrying amount of the
financial asset or financial liability.

When calculating the effective interest rate, the Group estimates future cash flows considering all
contractual terms of the financial asset or financial liability (without considering future credit losses), and
also considers all fees paid or received between the parties to the contract giving rise to the financial asset
and financial liability that are an integral part of the effective interest rate, transaction costs, and
premiums or discounts, etc.
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9.2 Classification, Confirmation and Measurement of the Financial Assets

On initial recognition, the Group’s financial assets are classified into one of the four categories, including
financial assets at fair value through profit or loss, held-to-maturity investments, loans and receivables,
and available-for-sale financial assets. All purchases or sales of financial assets through regular methods
are recognized and derecognized on a trade date basis.

9.2.1 Financial Assets at Fair Value through Profit or Loss ("FVTPL")

Financial assets at FVTPL include financial assets held for trading and those designated as financial
assets at fair value through profit or loss.

A financial asset is classified as held for trading if one of the following conditions is satisfied: (1) It has
been acquired principally for the purpose of selling in the near term; or (2) On initial recognition it is part
of a portfolio of identified financial instruments that the Group manages together and there is objective
evidence that the Group has a recent actual pattern of short-term profit-taking; or (3) It is a derivative that
is not designated and effective as a hedging instrument, or a financial guarantee contract, or a derivative
that is linked to and must be settled by delivery of an unquoted equity instrument (without a quoted price
in an active market) whose fair value cannot be reliably measured.

Financial assets at FVTPL are subsequently measured at fair value. Any gains or losses arising from
changes in the fair value and any dividend or interest income earned on the financial assets are
recognized in profit or loss.

9.2.2 Held-to-maturity investments

Held-to-maturity investments are non-derivative financial assets with fixed or determinable payments and
fixed maturity dates that the Group's management has the positive intention and ability to hold to
maturity.

Held-to-maturity investments are subsequently measured at amortized cost using the effective interest
method. Gain or loss arising from derecognition, impairment or amortization is recognized in profit or
loss.

9.2.3 Loans and Receivables

Loans and receivables are non-derivative financial assets with fixed or determinable payments that are
not quoted in an active market. Financial assets classified as loans and receivables by the Group include
notes receivable, accounts receivable, other receivables, other current assets, long-term receivables, and
etc.

Loans and receivables are subsequently measured at amortized cost using the effective interest method.
Gain or loss arising from derecognition, impairment or amortization is recognized in profit or loss.
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9.2.4 Available-for-sale Financial Assets

Available-for-sale financial assets include non-derivative financial assets that are designated on initial
recognition as available for sale, and financial assets that are not classified as financial assets at fair value
through profit or loss, loans and receivables or held-to-maturity investments.

Available-for-sale financial assets are subsequently measured at fair value, and gains or losses arising
from changes in the fair value are recognized as other comprehensive income, except that impairment
losses and exchange differences related to amortized cost of monetary financial assets denominated in
foreign currencies are recognized in profit or loss, until the financial assets are derecognized, at which
time the gains or losses are released and recognized in profit or loss.

Interests obtained and the dividends declared by the investee during the period in which the
available-for-sale financial assets are held, are recognized in investment gains.

For investments in equity instruments that do not have a quoted market price in an active market and
whose fair value cannot be reliably measured, and derivative financial assets that are linked to and must
be settled by delivery of such unquoted equity instruments, they are measured at cost.

9.3 Impairment of financial assets

The Group assesses at each balance sheet date the carrying amounts of financial assets other than those at
fair value through profit or loss. If there is objective evidence that a financial asset is impaired, the Group
determines the amount of any impairment loss. Objective evidence that a financial asset is impaired is
evidence that, arising from one or more events that occurred after the initial recognition of the asset, the
estimated future cash flows of the financial asset, which can be reliably measured, have been affected.

Obijective evidence that a financial asset is impaired includes the following observable events:
(1) Significant financial difficulty of the issuer or obligor;

(2) A breach of contract by the borrower, such as a default or delinquency in interest or principal
payments;

(3) The Group, for economic or legal reasons relating to the borrower’s financial difficulty, granting a
concession to the borrower;

(4) 1t becoming probable that the borrower will enter bankruptcy or other financial reorganizations;

(5) The disappearance of an active market for that financial asset because of financial difficulties of the
issuer;

(6) Upon an overall assessment of a group of financial assets, observable data indicates that there is a
measurable decrease in the estimated future cash flows from the group of financial assets since the initial
recognition of those assets, although the decrease cannot yet be identified with the individual financial
assets in the group. Such observable data includes:

- Adverse changes in the payment status of borrower in the group of assets;

- Economic conditions in the country or region of the borrower which may lead to a failure to pay the
group of assets;

(7) Significant adverse changes in the technological, market, economic or legal environment in which the
issuer operates, indicating that the cost of the investment in the equity instrument may not be recovered
by the investor;
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(8) A significant or prolonged decline in the fair value of an investment in an equity instrument below its
cost;

(9) Other objective evidence indicating there is an impairment of a financial asset.
- Impairment of financial assets measured at amortized cost

If financial assets carried at amortized cost are impaired, the carrying amounts of the financial assets are
reduced to the present value of estimated future cash flows (excluding future credit losses that have not
been incurred) discounted at the financial asset's original effective interest rate. The amount of reduction
is recognized as an impairment loss in profit or loss. If, subsequent to the recognition of an impairment
loss on financial assets carried at amortized cost, there is objective evidence of a recovery in value of the
financial assets which can be related objectively to an event occurring after the impairment is recognized,
the previously recognized impairment loss is reversed. However, the reversal is made to the extent that
the carrying amount of the financial asset at the date the impairment is reversed does not exceed what the
amortized cost would have been had the impairment not been recognized.

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

- Impairment of available-for-sale financial assets

When an available-for-sale financial asset is impaired, the cumulative loss arising from decline in fair
value previously recognized directly in other comprehensive income is reclassified from other
comprehensive income to profit or loss. The amount of the cumulative loss that is reclassified from other
comprehensive income to profit or loss is the difference between the acquisition cost (net of any principal
repayment and amortization) and the current fair value, less any impairment loss on that financial asset
previously recognized in profit or loss.

If, subsequent to the recognition of an impairment loss on available-for-sale financial assets, there is
objective evidence of a recovery in value of the financial assets which can be related objectively to an
event occurring after the impairment is recognized, the previously recognized impairment loss is reversed.
The amount of reversal of impairment loss on available-for-sale equity instruments is recognized as other
comprehensive income, while the amount of reversal of impairment loss on available-for-sale debt
instruments is recognized in profit or loss.

- Impairment of financial assets measured at cost

If an impairment loss has been incurred on an investment in unquoted equity instrument (without a
quoted price in an active market) whose fair value cannot be reliably measured, or on a derivative
financial asset that is linked to and must be settled by delivery of such an unquoted equity instrument, the
carrying amount of the financial asset is reduced to the present value of estimated future cash flows
discounted at the current market rate of return for a similar financial asset. The amount of reduction is
recognized as an impairment loss in profit or loss. The impairment loss on such financial asset is not
reversed once it is recognized.
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9.4 Transfer of Financial Assets

The Group derecognizes a financial asset if one of the following conditions is satisfied: (1) the
contractual rights to the cash flows from the financial asset expire; or (2) the financial asset has been
transferred and substantially all the risks and rewards of ownership of the financial asset is transferred to
the transferee; or (3) although the financial asset has been transferred, the Group neither transfers nor
retains substantially all the risks and rewards of ownership of the financial asset but has not retained
control of the financial asset.

If the Group neither transfers nor retains substantially all the risks and rewards of ownership of a
financial asset, and it retains control of the financial asset, it recognizes the financial asset to the extent of
its continuing involvement in the transferred financial asset and recognizes an associated liability. The
extent of the Group’s continuing involvement in the transferred asset is the extent to which it is exposed
to changes in the value of the transferred asset.

For a transfer of a financial asset in its entirety that satisfies the recognition criteria, the difference
between (1) the carrying amount of the financial asset transferred; and (2) the sum of the consideration
received from the transfer and any cumulative gain or loss that has been recognized in other
comprehensive income, is recognized in profit or loss.

If a part of the transferred financial asset qualifies for derecognition, the carrying amount of the
transferred financial asset is allocated between the part that continues to be recognized and the part that is
derecognized, based on the respective fair values of those parts. The difference between (1) the carrying
amount allocated to the part derecognized; and (2) the sum of the consideration received for the part
derecognized and any cumulative gain or loss allocated to the part derecognized which has been
previously recognized in other comprehensive income, is recognized in profit or loss.

9.5 Classification, recognition and measurement of financial liabilities

Debt and equity instruments issued by the Group are classified into financial liabilities or equity on the
basis of the substance of the contractual arrangements with the relevant reflected economic essence (not
only in the form of law) and definitions of financial liability and equity instrument.

On initial recognition, financial liabilities are classified into financial liabilities at fair value through
profit or loss and other financial liabilities.

9.5.1 Financial liabilities at fair value through profit or loss (FVTPL)

Financial liabilities at FVTPL consist of financial liabilities held for trading and those designated as at
FVTPL.

A financial liability is classified as held for trading if one of the following conditions is satisfied: (1)
undertake the purpose of financial liability, it has been acquired principally for the purpose of
repurchasing in the near term; or (2) On initial recognition it is part of a portfolio of identified financial
instruments that the Group manages together and there is objective evidence that the Group has a recent
actual pattern of short-term profit-taking; or (3) It is a derivative, except for a derivative that is a
designated and effective hedging instrument, or a financial guarantee contract, or a derivative that is
linked to and must be settled by delivery of an unquoted equity instrument (without a quoted price in an
active market) whose fair value cannot be reliably measured.
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A financial liability may be designated as at FVTPL upon initial recognition only when one of the
following conditions is satisfied: (1) Such designation eliminates or significantly reduces a measurement
or recognition inconsistency that would otherwise result from measuring liabilities or recognizing the
gains or losses on them on different bases; or (2) The financial liability forms part of a group of financial
liabilities or a group of financial assets and financial liabilities, which is managed and its performance is
evaluated on a fair value basis, in accordance with the Group's documented risk management or
investment strategy, and information about the grouping is reported to key management personnel on that
basis.; or (3) qualified hybrid tool with inclusion of embedded derivatives.

Financial liabilities at FVTPL are subsequently measured at fair value. Any gains or losses arising from
changes in the fair value or any dividend or interest expenses related to the financial liabilities are
recognized in profit or loss.

9.5.2 Other financial liabilities

For a derivative liability that is linked to and must be settled by delivery of an unquoted equity instrument
(without a quoted price in an active market) whose fair value cannot be reliably measured, it is
subsequently measured at cost. Other financial liabilities, except for financial guarantee contracts, are
subsequently measured at amortized cost using the effective interest method, with gain or loss arising
from derecognition or amortization recognized in profit or loss.

9.5.3. Financial Guarantee Contracts

A financial guarantee contract is a contract by which the guarantor and the lender agree that the guarantor
would settle the debts or bear obligations in accordance with terms of the contract in case the borrower
fails to settle the debts. Financial guarantee contracts that are not designated as financial liabilities at fair
value through profit or loss, are initially measured at their fair values less the directly attributable
transaction costs. Subsequent to initial recognition, they are measured at the higher of: (i) the amount
determined in accordance with Accounting Standard for Business Enterprises No. 13 — Contingencies;
and (ii) the amount initially recognized less cumulative amortization recognized in accordance with the
principles set out in Accounting Standard for Business Enterprises No. 14 — Revenue.

9.6 Derecognition of Financial Liabilities

The Group derecognizes a financial liability (or part of it) when the underlying present obligation (or part
of it) is discharged. An agreement between the Group (an existing borrower) and an existing lender to
replace the original financial liability with a new financial liability with substantially different terms is
accounted for as an extinguishment of the original financial liability and the recognition of a new
financial liability.

When the Group derecognizes a financial liability or a part of it, it recognizes the difference between the
carrying amount of the financial liability (or part of the financial liability) derecognized and the
consideration paid (including any non-cash assets transferred or new financial liabilities assumed) in
profit or loss.
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9.7 Derivative Instruments and Embedded Derivative Instruments

Derivative financial instruments include forward exchange contracts, currency swaps, interest rate swaps
and foreign exchange options, etc. Derivatives are initially measured at fair value at the date when the
derivative contracts are entered into and are subsequently re-measured at fair value. The resulting gain or
loss is recognized in profit or loss.

An embedded derivative is separated from the hybrid instrument, where the hybrid instrument is not
designated as a financial asset or financial liability at fair value through profit or loss, and treated as a
standalone derivative if 1) the economic characteristics and risks of the embedded derivative are not
closely related to the economic characteristics and risks of the host contract; and 2) a separate instrument
with the same terms as the embedded derivative would meet the definition of a derivative. If the Group is
unable to measure the embedded derivative separately either at acquisition or at a subsequent balance
sheet date, it designates the entire hybrid instrument as a financial asset or financial liability at fair value
through profit or loss.

9.8 Offsetting financial assets and financial liabilities

Where the Group has a legal right that is currently enforceable to set off the recognized financial assets
and financial liabilities, and intends either to settle on a net basis, or to realize the financial asset and
settle the financial liability simultaneously, a financial asset and a financial liability shall be offset and the
net amount is presented in the balance sheet. Except for the above circumstances, financial assets and
financial liabilities shall be presented separately in the balance sheet and shall not be offset.

9.9 Equity instrument

An equity instrument is any contract that evidences a residual interest in the assets of the Group after
deducting all of its liabilities. That the group issues (including refinancing), repurchases, sells or cancels
equity instruments is taken as the treatment of changes in equities. The group does not confirm the
changes of fair value of equity instruments. Transaction fees relevant to the equity transaction shall be
deducted from the equity.

The Group considers the allocation of the equity holder as the allocation of profits; issued share dividends
do not influence the total equity of the shareholders.

10. Receivables

10.1 Receivables that are individually significant and for which bad debt provision is individually
assessed

A receivable that exceeds RMB 4 million (inclusive) and accounting
for more than 10% of the receivables book balance is deemed as an
individually significant receivable by the Group.

Basis or monetary criteria for determining an
individually significant receivable
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Method of determining provision for
receivables that are individually significant and
for which bad debt provision is individually
assessed

For receivables that are individually significant, the Group assesses
the receivables individually for impairment. For account receivables
and other receivables that is not impaired individually, the Group
includes the receivables in a group of financial assets with similar
credit risk characteristics and collectively assesses them for
impairment. Account receivables and other receivables for which an
impairment loss is individually recognized are not included in a
collective assessment of impairment.

10.2 Receivables for which bad debt provision is collectively assessed on a portfolio basis

Method of recognizing bad debt provisions for receivables based upon collective assessment on a portfolio basis.

Accounts receivables with insignificant single
amount and significant single amount but no
single test impairment

Aging analysis

Portfolios that aging analysis is used for bad debt provision:

Aging (over credit period) Provision as a proportion of Provision as a proportion of other
gihg P accounts receivable (%) receivables (%)
Within 1 year (inclusive, the same below) 5 5
1-2 years 10 10
2-3 years 30 30
3-4 years 50 50
4-5 years 80 80
More than 5 years 100 100

10.3 Accounts receivable that are not individually significant but for which bad debt provision is

individually assessed:

Reasons for individual bad debt

provision

making

There are significant differences between the present value of
future cash flow of the receivables and the present value of
future cash flow of the receivables portfolio based on aging
analysis as credit risk feature.

Bad debt provision methods

Through individual impairment test, determine the bad debts
provisions according to the difference of the amount that the
present value of future cash flows lower than carrying value.

11. Inventories
11.1 Cateqories of inventories

The Group's inventories mainly include finished goods or commodities held for sale in the daily activities,
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completed outstanding assets formed in the construction contract, products in the production process,
materials and supplies used in the production process or in the process of proving labor service.
Inventories are initially measured at cost. Cost of inventories comprises all costs of purchase, costs of
conversion and other expenditures incurred in bringing the inventories to their present location and
condition.

11.2 Valuation method of inventories upon delivery

The actual cost of inventories upon delivery is calculated using the mobile weighted average method.

11.3 Basis for determining net realizable value of inventories

The inventory is according to cost and net realizable value low metering on the date of balance sheet.
When the net realizable value is lower than cost, withdraw inventory falling price reserves. The net
realizable value refers to the amount derived by deducting the potential cost, estimated selling expense
and relative taxes to the completion date from the estimated sales price of inventory in daily activities.
When determining net realizable value of inventories, take the obtained conclusive evidence as basis and
consider the purposes of holding inventories and influence of events after the balance sheet date.

Provision for decline in value of inventories is made based on the excess of cost of inventory over its net
realizable value on an item-by-item basis.

After provision for inventory depreciation reserves is made, if the factors resulting in the write-down of
inventory impairment have disappeared and causing the net realizable value higher than its book value,
such inventory impairment provision are recovered and reversed, and the reversed amount recorded in
profits and losses of the current period.

11.4 Inventory count system

The perpetual inventory system is maintained for stock system.

11.5 Amortization method for low cost and short-lived consumable items and packaging materials

Packaging materials and low cost and short-lived consumable items are amortized using the immediate
write-off method.

12. Long-term Equity Investment

12.1 Basis for determining joint control and significant influence over investee

Control is the power to govern an entity through participating in relevant activities of the investee; the
investor is able to obtain variable benefits from its activities, and at same time, to use the control rights on
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the investee to influence the amount of returns. Joint control means that joint control for certain
arrangement in accordance with relevant agreements; activities relevant to the arrangement cannot be
decided until obtaining the unanimous consent of parties sharing control right. Significant influence is the
power to participate in the financial and operating policy decisions of the investee but is not control or
joint control over those policies. When determining whether an investing enterprise is able to exercise
control or significant influence over an investee, the effect of potential voting rights of the investee, such
as current convertible debts, current executable warrants, etc., held by the investing enterprises or other
parties shall be considered.

12.2 Determination of initial investment cost

For a long-term equity investment acquired through a business combination involving enterprises under
common control, the shares of merged party's book value of owners' equity in the final controlling party
consolidated financial statements obtained on the merger date shall be considered as the initial investment
cost of long-term equity investment. The differences between the initial investment cost of long-term
equity investment and the paid cash, the transferred non-cash assets and the book value of the assumed
debts are adjusted against the capital surplus; if the capital surplus is not sufficient to be offset, the
remaining balance is adjusted against retained earnings. In the case of issued equity securities treated as
consolidation consideration, share of book value of owner's equity of merged party in the final controlling
party consolidated financial statements is regarded as initial investment cost of long-term equity
investments on the date of consolidation; capital reserve shall be adjusted in accordance with taking total
nominal value of issued share as capital share, the difference between the initial investment cost of
long-term equity investments and total book value of issued shares; In case the capital reserve is not
enough for writing down, the retained earnings shall be adjusted.

For a long-term equity investment acquired through business combination not involving enterprises under
common control, and the merging cost confirmed on the purchased date are regarded as the initial
investment cost.

The intermediate expenses made by the combining party or purchaser for audit, legal service, assessment
and other management related expenses during the business merger should be included into the current
profit and loss as it happens.

Conduct initial measurement according the cost for other equity investment other than the long-term
equity investment formed in business merger. In case that the investor may post a significant impact on
the investee or execute joint control but not constitute the control right, long-term equity investment cost
is the sum of fair value of original-held equity investment plus newly-added investment cost in
accordance with No. 22 Accounting Standards for Business Enterprises----Recognition and Measure of
the Financial Instruments.

12.3 Subsequent measurement and recognition of profit or loss

12.3.1 Long-term equity investment accounted for using the cost method

Long-term equity investments in subsidiaries are accounted for using the cost method in the Company's
financial statements. A subsidiary is an investee that is controlled by the Group.
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The long-term equity investment accounted by the cost method shall be measured at its initial investment
cost. If there are additional investments or disinvestments, the long-term equity investment cost shall be
adjusted. Income from the investment in the current period shall be recognized in accordance with the
cash dividends or profits declared and issued by the investee.

12.3.2 Long-term equity investment accounted for using the equity method

The Group accounts for investment in associates and joint ventures using the equity method. An associate
is an entity over which the Group has significant influence and a joint venture is an entity over which the
Group can only exercise joint control along with other investors on the investee’s net assets.

Under the equity method, where the initial investment cost of a long-term equity investment exceeds the
Group’s share of the fair value of the investee’s identifiable net assets at the time of acquisition, no
adjustment is made to the initial investment cost. Where the initial investment cost is less than the
Group’s share of the fair value of the investee’s identifiable net assets at the time of acquisition, the
difference is recognized in profit or loss for the period, and the cost of the long-term equity investment is
adjusted accordingly.

Under the equity method, the Group recognizes its share of the net profit or loss and other comprehensive
income of the investee for the period as investment income or loss and comprehensive income for the
period, meanwhile, the book value of the long-term equity investment shall be adjusted; The Company
shall accordingly reduce the book value of the long-term equity investment in terms of the part that shall
be enjoyed according to the profit or cash dividends declared by the invested unit to be distributed; For
other changes in the owners' equity of the invested unit other than net profits and losses, other
comprehensive incomes and the profit distribution, the book value of long-term equity investment shall
be adjusted and be included into the capital reserves. The Company shall, on the ground of the fair value
of all identifiable assets of the invested entity when it obtains the investment, recognize the attributable
share of the net profits and losses of the invested entity after it adjusts the net profits of the invested entity.
If the accounting policies and accounting periods adopted by the invested unit are different from those
adopted by the Company, the adjustment shall be made for the financial statements of the invested unit in
accordance with the accounting policies and accounting periods of the Company to recognize the
investment income and other comprehensive incomes. For the transaction incurred between the group and
associated enterprises and joint ventures, invested or sold assets don't constitute a business, the part that
doesn't achieve internal transaction profit or loss or belongs to the group calculated according to the
enjoyed ratio will be offset, and the profit or loss on investment will be confirmed on this basis. But for
the unrealized loss arising from the internal transaction between the group and the invested unit, if such
transaction loss is defined as the impairment loss of the transferred asset, they cannot be offset.

When the Company determines the net loss of the invested unit which shall be shared, it is necessary to
write-down the book value of the long-term equity investment and other long-term equities substantially
constituting the net investment of the invested unit to zero as a limit. Besides, if the group is obliged to
bear extra loss for the invested unit, it shall be necessary to determine provisions and record them to
current investment loss in compliance with obligations expected to be assumed. If the invested unit
realizes any net profits later, the group shall, after the amount of its attributable share of profits offsets its
attributable share of the un-confirmed losses, resume recognizing its attributable share of profits.

12.4 Disposal of long-term equity investments
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On disposal of a long term equity investment, the difference between the proceeds actually received and
the carrying amount is recognized in profit or loss for the period.

13. Fixed Assets

13.1 Recognition criteria for fixed assets

Fixed assets are tangible assets that are held for use in the production or supply of goods or services, for
rental to others, or for administrative purposes, and have useful lives of more than one accounting year. A
fixed asset is recognized only when it is probable that economic benefits associated with the asset will
flow to the Group and the cost of the asset can be measured reliably. Fixed assets are initially measured at
cost.

Subsequent expenditures incurred for the fixed asset are included in the cost of the fixed asset and if it is
probable that economic benefits associated with the asset will flow to the Group and the subsequent
expenditures can be measured reliably. Meanwhile the carrying amount of the replaced part is
derecognized. Other subsequent expenditures are recognized in profit or loss in the period in which they
are incurred.

13.2 Depreciation of each category of fixed assets

A fixed asset is depreciated over its useful life using the straight-line method since the month subsequent
to the one in which it is ready for intended use. The useful life, estimated net residual value rate and
annual depreciation rate of each category of fixed assets are as follows:

Class Depreciation period (years) | Residual value rate (%) | Annual depreciation rate (%)
Buildings and Constructions 20 years 10 4.5
General-purpose equipment 3-5 years 10 18.0-30.0
Special-purpose equipment 3-5 years 10 18.0-30.0
Transportation vehicles 5 years 10 18.0

Estimated net residual value of a fixed asset is the estimated amount that the Group would currently
obtain from disposal of the asset, after deducting the estimated costs of disposal, if the asset were already
of the age and in the condition expected at the end of its useful life.

13.3 Identification basis and valuation methods for fixed assets acquired under finance leases

On the commencement date of the lease term, record the lower of the fair value of the leasing asset or the
present value of the minimum lease payments on the lease commencement date as the entry book value of
the leased asset, and book the amount of the minimum lease payments as the entry book value of

long-term account payable, and recognize the difference between the entry value of the leased asset and
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that of the long-term account payables as unrecognized financing expenses. In addition, the initial direct
costs directly attributable to the leased item incurred during the process of negotiating the lease and
signing the leasing agreement shall be included into the value of the leased assets.

The Group adopts a depreciation policy for a fixed asset held under a finance lease which is consistent
with that for its owned fixed asset. If there is reasonable certainty that the Group will obtain ownership of
the leased asset at the end of the lease term, the leased asset is depreciated over its useful life. If there is
no reasonable certainty that the Group will obtain ownership of the leased asset at the end of the lease
term, the leased asset is depreciated over the shorter of the lease term and its useful life.

13.4 Other explanations

If a fixed asset is upon disposal or no future economic benefits are expected to be generated from its use
or disposal, the fixed asset is derecognized. When a fixed asset is sold, transferred, retired or damaged,
the amount of any proceeds on disposal of the asset net of the carrying amount and related taxes is
recognized in profit or loss for the period.

The Group reviews the useful life and estimated net residual value of a fixed asset and the depreciation
method applied at least once at each financial year-end, and account for any change as a change in an
accounting estimate.

14. Construction in Process

Construction in progress is measured at its actual costs. The actual costs include various construction
expenditures during the construction period, borrowing costs capitalized before it is ready for intended
use and other relevant costs. Construction in progress is not depreciated. Construction in progress is
transferred to a fixed asset when it is ready for intended use. For those that could reach to the expected
serviceable condition, but haven't gone through final settlement of the accounts for the completed projects,
they will be converted to fixed assets according to the estimated value first, and the provisional estimate
value of the original fixed assets will be adjusted according to the actual costs after final settlement of the
construction accounts.

15. Borrowing Costs

Borrowing costs directly attributable to the acquisition & construction or production of assets eligible for
capitalization shall be capitalized when assets expenditure, borrowing costs and necessary construction or
production for bringing assets to expected conditions for use or marketing have taken place; when
construction or production of assets ready for capitalization reach to expected conditions for use or
marketing, capitalization shall be ceased. Other borrowing expenses are recognized as expenses in the
current period.

Where funds are borrowed under a specific-purpose borrowing, the amount of interest to be capitalized is
the actual interest expense incurred on that borrowing for the period less any bank interest earned from
depositing the borrowed funds before being used on the asset or any investment income on the temporary
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investment of those funds. Where funds are borrowed under general-purpose borrowings, the Group
determines the amount of interest to be capitalized on such borrowings by applying a capitalization rate
to the weighted average of the excess of cumulative expenditures on the asset over the amounts of
specific-purpose borrowings. The capitalization rate is the weighted average of the interest rates
applicable to the general-purpose borrowings. During the capitalization period, exchange differences
related to a specific-purpose borrowing denominated in foreign currency are all capitalized. Exchange
differences in connection with general-purpose borrowings are recognized in profit or loss in the period
in which they are incurred.

16. Intangible Assets

16.1 Intangible Assets

Intangible assets include land use right, intellectual property (IP) and application software, etc.

An intangible asset is measured initially at cost. When an intangible asset with a finite useful life is
available for use, its original cost is amortized over its estimated useful life using the straight-line method.
The useful life and predicted net residual value of various intangible assets are shown as follows:

Class Service life (year) Salvage value rate (%)
Land use right 50 years -
IP Right 10 Years -
Application Software 5-10 years -

For an intangible asset with a finite useful life, the Group reviews the useful life and amortization method
at the end of the period, and makes adjustments when necessary.

16.2 Internal Research and Development Expenditure

Expenditure during the research phase is recognized as an expense in the period in which it is incurred.

Expenditure during the development phase that meets all of the following conditions at the same time is
recognized as intangible asset. Expenditure during development phase that does not meet the following
conditions is recognized in profit or loss for the period.

(1) It is technically feasible to complete the intangible asset so that it will be available for use or sale;
(2) The Group has the intention to complete the intangible asset and use or sell it;

(3) The Group can demonstrate the ways in which the intangible asset will generate economic benefits,
including the evidence of the existence of a market for the output of the intangible asset or the intangible
asset itself or, if it is to be used internally, the usefulness of the intangible asset;
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(4) The availability of adequate technical, financial and other resources to complete the development and
the ability to use or sell the intangible asset; and

(5) The expenditure attributable to the intangible asset during its development phase can be reliably
measured.

If the expenditures cannot be distinguished between the research phase and development phase, the
Group recognizes all of them in profit or loss for the period.

17. Long-term Assets Impairment

The Group assesses at each balance sheet date whether there is any indication that the long-term equity
investment, fixed assets, construction in process and intangible assets with a finite useful life may be
impaired. If there is any indication that such assets may be impaired, recoverable amounts are estimated
for such assets. Intangible assets with indefinite useful life and intangible assets not yet available for use
are tested for impairment annually, irrespective of whether there is any indication that the assets may be
impaired.

Recoverable amount is estimated on individual basis. If it is not practical to estimate the recoverable
amount of an individual asset, the recoverable amount of the asset group to which the asset belongs will
be estimated. The recoverable amount is determined by the higher of 1) net amount of fair value of the
asset or asset group deducted by the disposal expenses; or 2) the present value of the expected future cash
flow of the asset or asset group.

If the recoverable amount of an asset or an asset group is less than its carrying amount, the deficit is
accounted for as an impairment loss and is recognized in profit or loss for the period.

Goodwill impairment test shall be conducted at the end of each year at least. Goodwill impairment test
shall be conducted in accordance with the concerned asset group or asset portfolio. That is to allocate the
book value of goodwill to the asset group or asset portfolio that is expected to benefit from the synergies
of the combination in a reasonable way from the date of purchasing. When recoverable amount of
apportion-included asset group or asset portfolio of goodwill is less than book value of goodwill,
impairment loss shall be recognized. Firstly, amount of impairment loss shall be apportioned to the book
value of goodwill of the said asset group or asset portfolio, and then book value of other assets, except for
goodwill, in asset group or asset portfolio shall be abated in proportion.

Once the impairment loss of such assets is recognized, it is not be reversed in any subsequent period.

18. Employee compensation
18.1 Accountant Arrangement Method of Short-term Remuneration

During accounting period when the Group's employees provide services, actual short-term remuneration
shall be recognized as the liabilities and current profit and loss or relevant asset cost. The Group’s
employee benefits and welfare are included into current profit and loss or relevant asset cost according to
actual amount occurred during the period. If the employee benefits and welfare is non-monetary, it shall
be measured according to its fair value.

156



HIK VISION Hikvision 2017 Annual Report

Notes to Financial Statements
For the reporting period ended on December 31% 2017

During the accounting period that the employees service the Group, the Group pays social insurance
premiums such as medical insurance premium, industrial injury insurance premium, maternity insurance
premium and housing accumulation fund for its employees, as well as labor union expenditure and
employee education expenses calculated and withdrawn according to the regulations, corresponding
employee remuneration amount shall be calculated and determined in accordance with specified
calculation and withdrawal basis and proportion to recognize corresponding liabilities and included into
the current profit and loss or relevant asset cost.

18.2 Accountant Arrangement Method of Post-employment Benefits

All post-employment benefits shall be considered as the defined contribution plan.

In the accounting period when the employee serves for the Group, the deposited amount calculated based
on defined contribution plan shall be recognized as liabilities and included in the current profit and loss or
relevant asset cost.

18.3 Accountant Arrangement Method of the Termination Benefits

Where the Group provides termination benefits, the employee remuneration liabilities caused by such
termination benefits will be determined as the following date, whichever is earlier, and will be included in
the current profit and loss: 1) When the Group cannot unilaterally withdraw the termination benefits
provided due to labor relation cancellation plan or employee lay-off suggestion; or 2) when the Group
determines costs or expenses in relation with the restructuring of the paid termination benefits.

19. Provisions

Provisions are recognized when the Group has a present obligation related to a contingency such as
products quality assurance, etc. And it is probable that an outflow of economic benefits will be required
to settle the obligation, and the amount of the obligation can be measured reliably.

The amount recognized as a provision is the best estimate of the consideration required to settle the
present obligation at the balance sheet date, taking into account factors pertaining to a contingency such
as the risks, uncertainties and time value of money. Where the effect of the time value of money is
material, the amount of the provision is determined by discounting the related future cash outflows.

20. Share-based Payment

Share-based payment refers to a transaction in which the Group grants the equity instruments or
undertakes the equity-instrument-based liabilities in return for services from employees. The Group's
share-based payment is an equity-settled share-based payment.
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A share-based payment is a transaction which the Group grants equity instruments, or incurs liabilities for

amounts that are determined based on the price of equity instruments, in return for services rendered by
employees. The Group's share-based payments are equity-settled share-based payments.

20.1 Equity-settled share-based payments

Grants to employees are equity-settled share-based payments.

Equity-settled share-based payments in exchange for services rendered by employees are measured at the
fair value of the equity instruments granted to employees at the grant date. Such amount is recognized as
related costs or expenses on a straight-line basis over the vesting period/if the equity instruments could be
vested immediately, based on the best estimate of the number of equity instruments expected to vest, with
a corresponding increase in capital reserve.

At each balance sheet date during the vesting period, the Group makes the best estimate according to the
subsequent latest information of change in the number of employees who are granted with options that
may vest, etc. and revises the number of equity instruments expected to vest. The effect of the above
estimate is recognized as related costs or expenses, with a corresponding adjustment to capital reserve.]

When receiving the restricted share subscription fund paid by grantees of the equity incentive plan, then
the Group shall confirm the share capital and capital reserve (capital share premium) according to the
obtained subscription fund, meanwhile, fully confirm the liability and treasury stock in terms of
repurchase obligations incurred because the Company's incentive grantees fail to meet vesting condition
specified in relevant equity incentive plan.

20.2. Accounting treatment related to implementation, modification and termination of share-based
payment arrangement

In case the Group modifies a share-based payment arrangement, if the modification increases the fair
value of the equity instruments granted, the Group will include the incremental fair value of the equity
instruments granted in the measurement of the amount recognized for services received. If the
modification increases the number of the equity instruments granted, the Group will include the fair value
of additional equity instruments granted in the measurement of the amount recognized for services
received. The increase in the fair value of the equity instruments granted is the difference between fair
value of the equity instruments before and after the modification on the date of the modification. If the
Group modifies the terms or conditions of the share-based payment arrangement in a manner that reduces
the total fair value of the share-based payment arrangement, or is not otherwise beneficial to the
employee, the Group will continue to account for the services received as if that modification had not
occurred, other than a cancellation of some or all the equity instruments granted.

If cancellation of the equity instruments granted occurs during the vesting period, the Group will account
for the cancellation of the equity instruments granted as an acceleration of vesting, and recognize
immediately the amount that otherwise would have been recognized over the remainder of the vesting
period in profit or loss for the period, with a corresponding recognition in capital reserve. When the
employee or counterparty can choose whether to meet the non-vesting condition but the condition is not
met during the vesting period, the Group treats it as a cancellation of the equity instruments granted.
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21. Revenue

21.1 Revenue from sale of goods

Revenue from sale of goods is recognized when (1) the Group has transferred to the buyer the significant

risks and rewards of ownership of the goods; (2) the Group retains neither continuing managerial

involvement to the degree usually associated with ownership nor effective control over the goods sold; (3)
the amount of revenue can be measured reliably; (4) it is probable that the associated economic benefits

will flow to the Group; and (5) the associated costs incurred or to be incurred can be measured reliably.

21.2 Revenue from rendering of services

Revenue from rendering of services is recognized when (1) the amount of revenue can be measured
reliably; (2) it is probable that the associated economic benefits will flow to the enterprise; (3) the stage
of completion of the transaction can be determined reliably; and (4) the associated costs incurred or to be
incurred can be measured reliably. Revenue from rendering of services is recognized using the percentage
of completion method at the balance sheet date. The stage of completion of a transaction for rendering for
services is determined based on the proportion that costs incurred to date bear to the estimated total costs
of the transaction.

When the outcome of the transaction involving the rendering of services cannot be estimated reliably,
revenue is recognized only to the extent of the costs incurred that will be recoverable, and the costs
incurred are recognized as expenses for the period. When it is not probable that the costs incurred will be
recovered, revenue is not recognized.

21.3 Construction Contract

Where the outcome of a construction contract can be estimated reliably, contract revenue and costs are
recognized using the percentage of completion method at the balance sheet date.

The stage of completion of a contract is determined using the proportion that completed contract work
bears to the estimated total contract work.

Where the outcome of a construction contract cannot be estimated reliably, (1) if contract costs are
expected to be recoverable, contract revenue is recognized to the extent of contract costs that are expected
to be recoverable; and contract costs are recognized as expenses in the period in which they are incurred;
(2) if contract costs are not expected to be recoverable, they are recognized as expenses immediately
when incurred and contract revenue is not recognized. When the uncertainties that prevented the outcome
of the construction contract from being estimated reliably no longer exist, revenue and expenses
associated with the construction contract are recognized using the percentage of completion method.

If the estimated total contract costs exceed total contract revenue, the expected loss is recognized
immediately as an expense for the period.
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The cumulative costs incurred and cumulative gross profits (or losses) recognized for contracts in
progress and the progress billings are offset and the net amount is presented in the balance sheet. Where
the aggregate of cumulative costs incurred and cumulative gross profits (or losses) recognized exceed the
progress billings for contracts in progress, the surplus is shown as inventory. Where the progress billings
for contracts in progress exceed the aggregate of cumulative costs incurred and cumulative gross profits
(or losses) recognized, the surplus is shown as receipts in advance.

For participation in public infrastructure construction using the Build-Operate-Transfer (BOT) model, the
Group recognizes revenue and expenses associated with the construction services rendered during the
construction period in accordance with Accounting Standard for Business Enterprises No.15 —
Construction Contracts. When the construction of the public infrastructure is completed, the Group
recognizes revenue and expenses associated with subsequent operations and services in accordance with
Accounting Standard for Business Enterprises No. 14 — Revenue.

22. Governmental Subsidy

22.1 Judgment basis and Accountant treatment of government subsidy related to assets

The government subsidies for Chongging manufacture base construction is used for constructions and
forms long-term assets in other ways, and therefore are categorized as government subsidy related to
assets.

A government grant related to an asset is recognized as deferred income or writing down book value of
related assets. For government grants recognized as deferred income, it should be evenly amortized to
profit or loss over the useful life of the related asset.

22.2 Judgment basis and accountant treatment of government subsidy related to income

The Group receives government subsidies including subsidies for core electronic devices, high-end
universal chip and basic software product projects, Value-Added-Tax rebate (VAT rebate), subsidies for
special projects, and tax refunds, etc., which are not used for constructions and forms long-term assets in
other ways, and therefore are categorized as government subsidy related to income.

For a government grant related to income, if the grant is a compensation for related expenses or losses to
be incurred in subsequent periods, the grant is recognized as deferred income, and recognized in profit or
loss over the periods in which the related costs or losses are recognized. If the grant is a compensation for
related expenses or losses already incurred, the grant is recognized immediately in profit or loss for the
period.

For government subsidies related to the Group’s daily operations shall be booked into other income or
offsetting related expenses; for those not related to the Group’s daily operations, shall be booked into
non-operating income/expense.
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23. Deferred Income Tax Assets / Deferred Income Tax Liabilities

The income tax expenses include current income tax and deferred income tax.

23.1. Current Income Tax

At the balance sheet date, current income tax liabilities (or assets) for the current and prior periods are
measured at the amount expected to be paid (or recovered) according to the requirements of tax laws.

23.2 Deferred Income Tax Assets and Deferred Income Tax Liabilities

For temporary differences between the carrying amounts of certain assets or liabilities and their tax base,
or between the nil carrying amount of those items that are not recognized as assets or liabilities and their
tax base that can be determined according to tax laws, deferred tax assets and liabilities are recognized
through the balance sheet liability method.

Deferred tax is generally recognized for all temporary differences. Deferred tax assets for deductible
temporary differences are recognized to the extent that it is probable that taxable profits will be available
against which the deductible temporary differences can be utilized. However, for temporary differences
associated with the initial recognition of goodwill and the initial recognition of an asset or liability arising
from a transaction (not a business combination) that affects neither the accounting profit nor taxable
profits (or deductible losses) at the time of transaction, no deferred tax asset or liability is recognized.

For deductible losses and tax credits that can be carried forward, deferred tax assets are recognized to the
extent that it is probable that future taxable profits will be available against which the deductible losses
and tax credits can be utilized.

Deferred tax liabilities are recognized for taxable temporary differences associated with investments in
subsidiaries, except where the Group is able to control the timing of the reversal of the temporary
difference and it is probable that the temporary difference will not reverse in the foreseeable future.
Deferred tax assets arising from deductible temporary differences associated with such investments are
only recognized to the extent that it is probable that there will be taxable profits against which to utilize
the benefits of the temporary differences and they are expected to reverse in the foreseeable future.

Current and deferred tax expenses or income are recognized in profit or loss for the period, except when
they arise from transactions or events that are directly recognized in other comprehensive income or in
shareholders' equity, in which case they are recognized in other comprehensive income or in
shareholders' equity; and when they arise from business combinations, in which case they adjust the
carrying amount of goodwill.

At the balance sheet date, the carrying amount of deferred tax assets is reviewed and reduced if it is no
longer probable that sufficient taxable profits will be available in the future to allow the benefit of

161



HIK VISION Hikvision 2017 Annual Report

Notes to Financial Statements
For the reporting period ended on December 31% 2017

deferred tax assets to be utilized. Such reduction in amount is reversed when it becomes probable that
sufficient taxable profits will be available.

23.3 Offset of Income Tax

When the Group has a legal right to settle on a net basis and intends either to settle on a net basis or to
realize the assets and settle the liabilities simultaneously, current tax assets and current tax liabilities are
offset and presented on a net basis.

When the Group has a legal right to settle current tax assets and liabilities on a net basis, and deferred tax
assets and deferred tax liabilities relate to income taxes levied by the same taxation authority on either the
same taxable entity or different taxable entities which intend either to settle current tax assets and
liabilities on a net basis or to realize the assets and liabilities simultaneously, in each future period in
which significant amounts of deferred tax assets or liabilities are expected to be reversed, deferred tax
assets and deferred tax liabilities are offset and presented on a net basis.

24. Lease

Leases are classified as finance leases whenever the terms of the lease transfer substantially all the risks
and rewards of ownership to the lessee. All other leases are classified as operating leases.

24.1 Accounting treatment of operating Lease

24.1.1 The Group as lessee under operating leases

Operating lease payments are recognized on a straight-line basis over the term of the relevant lease, and
are either included in the cost of related asset or charged to profit or loss for the period. Initial direct costs
incurred are charged to profit or loss for the period. Contingent rents are charged to profit or loss in the
period in which they are actually incurred.

24.1.2 The Group as lessor under operating leases

Rental income from operating leases is recognized in profit or loss on a straight-line basis over the term
of the relevant lease. Initial direct costs with more than an insignificant amount are capitalized when
incurred, and are recognized in profit or loss on the same basis as rental income over the lease term.
Other initial direct costs with an insignificant amount are charged to profit or loss in the period in which
they are incurred. Contingent rents are charged to profit or loss in the period in which they actually arise.

24.2. Accounting treatment of the finance lease

24.2.1 The Group as lessee under finance leases
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For relevant accounting treatment, refer to Note (I11) 13.3 Identification basis, valuation and depreciation
method of finance lease of fixed assets.

Unrecognized finance charges are recognized as finance charge for the period using the effective interest
method over the lease term. Contingent rents are credited to profit or loss in the period in which they are
actually incurred. The net amount of minimum lease payments less unrecognized finance charges is
separated into long-term liabilities and the portion of long-term liabilities due within one year for
presentation.

24.2.2 The Group as lessor under finance leases

At the commencement of the lease term, the aggregate of the minimum lease receivable at the inception
of the lease and the initial direct costs is recognized as a finance lease receivable, and the unguaranteed
residual value is recorded at the same time. The difference between the aggregate of the minimum lease
receivable, the initial direct costs and the unguaranteed residual value, and the aggregate of their present
values is recognized as unearned finance income.

Unearned finance income is recognized as finance income for the period using the effective interest
method over the lease term. Contingent rents are credited to profit or loss in the period in which they are
actually incurred.

The net amount of financial lease receivables less unearned finance income is separated into long-term
debts receivable and the portion of long-term debts receivable due within one year for presentation.

25. Repurchase of Own Equity Instruments

When repurchasing this Company shares, the treatment of treasury stock shall be implemented according
to actually-paid amount, and the future reference shall be registered at the same time. If the repurchased
shares are cancelled, then the difference between the total par value of the cancelled shares determined by
the cancelled number of shares and face value of the cancelled shares, and the consideration amount paid
by the actual repurchase shall offset the capital reserve. If the capital reserve is insufficient, then the
retained earnings shall be offset.

The consideration and transaction costs paid to repurchase own equity instruments are deducted from
shareholders' equity. No gain or loss is recognized in profit or loss in such repurchase.

26. Important judgments while applying accounting policy, and key assumptions and uncertainty
factors applied for accounting estimate

During the process of using accounting policy described in note (I11), due to the uncertainty in operation
activities, the group should judge, estimate and assume the book value of the report items which may not
be metered reliably. These judgments, estimates and assumptions are based on the historical experience of
the Group's management and other related factors. Differences may exist between the actual results and
the Group’s estimate.
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The Group regularly reviews the above judgments, assumptions and estimations on the basis of
continuous operation. If the changes of accounting estimate only influence current period, the influence
amount will be affirmed during the changing period; if it influences the current period and subsequent
periods, the influence amount will be recognized in the current period and future period.

- Key assumptions and uncertainties used in accounting estimate

On balance sheet date, key assumptions and uncertainties for performing accounting estimates on book
value of assets and liabilities in subsequent future periods are:

Impairment of the fixed assets

At the balance sheet date, the Group will review whether fixed assets have signs that impairment is likely
to occur. When the signs indicate that the carrying amount cannot be repurchased, then the impairment
test shall be implemented. The impairment occurred when the book value of asset or asset group is higher
than the recoverable amount, which is the net amount of fair value minus the disposal expenses or the
present value of expected future cash flow (whichever is higher). The net amount of fair value minus
disposal expenses is determined by deducting the incremental cost which directly belongs to the assets
disposal referring to the price of sales agreement of similar assets in fair transaction or the observable
market price. When predicting present value of future cash flows, management team must estimate the
predicted future cash flows of the said asset or asset portfolio, and shall select proper discount rate to
confirm the present value of future cash flows. Based on the above procedure, the Group's management
team deems that it is not necessary to withdraw provision of fixed assets impairment.

Useful life and predicted net residual value of fixed asset

The Group's estimation of fixed assets useful life is based on the historical experience of actual usable
term of fixed assets with similar properties and functions, the estimation of predicted net residual value is
the amount obtained currently by the Group from the assets after deducting the anticipated disposal
expense based on the anticipated status assuming the conditions that fixed assets' predicted useful life
expires and fixed assets are at the end of useful life. The Group shall conduct the review on the predicted
service life and predicted net residual value of fixed assets at least annually. For the current year, the
Group's management did not see signs either indicating a shortened or extended useful life of the Group’s
fixed asset or indicating a change in predicted net residual value.

Impairment of accounts receivables

When there is a clear evidence to make the accounts receivables collection in doubt, then the Group will
calculate and withdraw the impairment provision to the accounts receivables. Because the Group's
management needs to judge the historic conditions of receivable collection, aging, debtor's financial
condition and overall economic environment when considering the impairment provision, there are
uncertainties related to the calculation of impairment provision. Although there is no reason to believe
that the estimation applied when calculating the impairment provision of accounts receivables will have
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significant changes in the future, the book value and impairment loss of accounts receivables will change
when the future actual result is different from the anticipated and original estimations.

Accrued liabilities of product quality warranty

Accrued liabilities of product quality assurance are an estimation made by the Group according to the
predicted repair and replacement cost of relevant products. The estimation considers the product claim
rate trend, historic defect rate, industry practice and other major estimations. The management deems that
the current estimation on accrued liabilities of product quality warranty is reasonable, however, the Group
will continue to review the conditions of product repairs, and will conduct adjustment if any sign
indicating the need to make adjustments on accounting estimates.

Impairment provision for inventories

Inventories are measured at the lower of cost and net realizable value. The Group will regularly conduct a
comprehensive stocktaking to review the impairment circumstances on outmoded and dull inventory if
any; in addition, the Group's management will regularly review the impairment circumstance of inventory
with long storage time according to the inventory aging list. The review procedure includes the
comparison between carrying value of outmoded, dull inventory and inventory with long storage time and
its corresponding net realizable value in order to determine whether to withdraw provisions on the
outmoded, dull inventory and inventory with long storage time. Based on the above procedure, the
Group's management deems that the full provision amounts have been withdrawn for the outmoded, dull
inventory and inventory with long storage time

Assets from deferred income tax

The realization of deferred income tax assets mainly depends on the actual future profits and the effective
tax rate of temporary difference in the future applicable years. If the actual profit in the future is less than
the estimation, or actual tax rate is lower than the estimation, then the confirmed deferred income tax
assets will be reversed and confirmed in the income statement during the corresponding period. If the
actual profit in the future is more than the estimation, or actual tax rate is higher than the estimation, then
the corresponding deferred income tax assets will be adjusted and confirmed in the income statement
during the corresponding period.

Goodwill impairment

When performing impairment test on goodwill, the predicted present value of future cash flow of relevant
asset group or asset group portfolio included the goodwill need to be calculated, the future cash flow of
relevant asset group or asset group portfolio need to be estimated, and the proper pretax rate that fairly
reflects the current market time value of money and specific asset risk need to be determined. When the
future actual result is different from the original estimation, the goodwill impairment loss will alter.
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27. Significant alternation in accounting policy and accounting estimations

Changes in accounting policies and reasons

Approval Procedures

Notes

On June 12" 2017, the Group started to apply the Accounting Standards for
Enterprises No.16—Government Subsidies revised by Ministry of Finance in 2017.
Moreover, the financial statements are also prepared in accordance with the Notice on
Format of Revision and Printing of Financial Statements for General Enterprises
(Finance and Accounting (2017) No.30, hereinafter referred to as “FA Document
No.30”) issued by the Ministry of Finance on December 25 2017.

Government Subsidies

Before adoption of the Accounting Standard for Business Enterprises No.
16-Government Subsidy (Rev.), asset related government subsidy of the group is
recognized as deferred income, and evenly amortized to profit or loss over the useful
life of the related asset, and recorded in the profit or loss for the period. The
government subsidies related to income shall be recognized as deferred incomes and
then included into the current profits and losses when determining the related
expenses, if they are used for compensating the subsequent future related expenses or
losses; they shall be included into the current profits and losses directly, if they are
used for compensating the related expenses or losses that have already incurred.

After adoption of the Accounting Standard for Business Enterprises No.
16-Government Subsidy (Rev.), the Group’s government subsidies related to assets
shall offset book value of the relevant assets or be recognized as deferred income. If
they are recognized as deferred income, they will be evenly amortized to profit or
loss over the useful life of the relevant asset, and recorded in the profit or loss for the
period. The governmental subsidies related to income shall be recognized as deferred
incomes and included into the current profits and losses or offset relevant costs when
determining the relevant costs or losses, if they are used for compensating the
subsequent future relevant costs or losses; and they shall be included into the current
profits and losses or offset relevant costs, if they are used for compensating the
related costs or losses that have already incurred. Government subsidies related to
daily activities of the enterprise shall be included into other incomes or offset relevant
costs per the nature of economic business. Government subsidies not related to daily
activities shall be recorded into non-operating income or expenses.

The Group adopts the prospective application for accounting treatment of the changes
of accounting policy above. Such changes do not exert impact on comparable prior
annual financial statements.

Presentation of Profit and Loss from Disposal of Assets

Before issuance of FA Document No.30, the profit or loss of the Group from sales of
non-current assets that categorized as held-for-sale (except for financial instrument
and long-term equity investment) or from disposal of portfolio, as well as profit or
loss from disposal of fixed assets not categorized as held-for-sale, construction in
process, and intangible assets is presented in non-operating income or non-operating
expenses. After issuance of FA Document No.30, the profit or loss of the Group from
sales of non-current assets that categorized as held-for-sale (except for financial
instrument and long-term equity investment) or from disposal of portfolio, as well as
profit or loss from disposal of fixed assets not categorized as held-for-sale,
construction in process, and intangible assets is presented in Income from Disposal of
Assets. The Group adopts the retrospective adjustment method for the accounting
treatment changes presented above, and adjusts the comparative data in the previous
year.

Such alternations in accounting
policy were approved by the
Group at board of director
general meeting.

None

IV. Taxes
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1. Major categories of taxes and tax rates

Category of tax

Basis of tax computation

Tax rate

Enterprise income tax

Taxable income

25% (Note 1)

For the taxable product sales revenue or taxable labor revenue, the
Company and its domestic subsidiaries are ordinary Value-added Tax

6%, 11%, 17% and

VAT payers; the VAT payable is the balance of input tax after deducting simple collection rate
. of 3% (Note 2)
the deductible output tax.
Business tax Assessable Income 5%, 3% (Note 3)

City maintenance and

0,
construction tax Actual payable turnover tax 7%
Education surcharges | Actual payable turnover tax 3%
Lozl AT Actual payable turnover tax 2%

surcharges

Note 1: Except that this Company and subsidiaries in China are applicable to the following tax preference,
this Company's other subsidiaries in China are applicable to 25% of enterprise income tax rate, the
overseas subsidiaries are applicable to corresponding local tax rate.

1)

2)

3)

In accordance with the Replies on Publishing the List of First Batch of identified High-tech
Enterprises of Zhejiang Province in 2017 (GuoKeHuoZi [2017] No. 201) issued by the leading group
office of Zhejiang high-tech enterprise identification management work on December 15" 2017, the
Company was identified as the high-tech enterprise with a valid term of 3 years, from 2017 to 2019.
Therefore, the Company’s enterprise income tax rate is 15% for the current year.

Pursuant to the Notice on Publishing the List of Key Software Enterprises and Integrated Circuit
Design Enterprises under the National Planning Layout between 2013 and 2014 (Fa Gai Gao Ji
[2013] No. 2458) , the Company was identified as a national key software enterprise in December
2013. Pursuant to the Notice on Relevant Issues Concerning the Preferential Policies for Enterprise
Income Tax on Software and Integrated Circuit Industry (Finance and Taxation [2016] No. 49), the
Company was approved by the tax authorities in May 2017 to reduce the enterprise income tax for
2016 to the rate of 10%. As of the approval date of this report, the Company’s income tax benefits
for 2017 have not yet been approved, and the corporate income tax for the Company in 2017 is still
calculated at the rate of 15%.

In accordance with the Letter of Reply on Publishing the Registration of First Batch of High-tech
Enterprises of Zhejiang Province in 2016 (GuoKeHuoZi [2016] No. 149) issued by leading group
office of Zhejiang high-tech enterprise identification management work on December 9" 2016, the
wholly-owned subsidiary, Hangzhou Hikvision System Technology Co., Ltd. (Hangzhou System
Technology) was identified as the high-tech enterprise with a valid term of 3 years, from 2016 to 2018,
the enterprise income tax in the current year shall be calculated and paid according to tax rate of 15%.

According to the Notice on Publishing the List of Second Batch of proposed identified High-tech
Enterprises of Shanghai in 2017 issued by Shanghai high-tech enterprise identification office, the
Company’s wholly-owned subsidiary, Shanghai Goldway Intelligent Traffic System Co., Ltd.
(Shanghai Goldway) was identified as the high-tech enterprise with a valid term of 3 years, from 2017
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to 2019, the enterprise income tax in the current year shall be calculated and paid according to tax rate
of 15%.

(4) In accordance with the Replies on Publishing the List of First Batch of identified High-tech
Enterprises of Zhejiang Province in 2017 (GuoKeHuoZi [2017] No. 201) issued by the leading group
office of Zhejiang high-tech enterprise identification management work on December 15" 2017, the
Company’s joint-venture subsidiary, Hangzhou HIK Robotic Technology Co., Ltd. (Hangzhou
Robotic Technology) and Hangzhou EZVI1Z Network Co., Ltd. (Hangzhou EZV1Z) were identified as
the high-tech enterprises with a valid term of 3 years, from 2017 to 2019. Therefore, the enterprise
income tax in the current year shall be calculated and paid according to tax rate of 15%.

(5) In accordance with Finance and Taxation [2011] No. 58 Document of Ministry of Finance, State
Administration of Taxation (SAT) and General Administration of Customs, the wholly-owned
subsidiaries, Chongging Hikvision Science and Technology Co., Ltd. and Chongging Hikvision
System Technology Co., Ltd., are qualified to enjoy the west development preferential tax policy
from 2011 to 2020, therefore, this year the enterprise income rate shall be calculated and paid on the
basis of 15%.

Note 2: In accordance with the Notice on Software Product Value-added Tax Policy (CS [2011] No. 100)
of Ministry of Finance and State Administration of Taxation (SAT), as for the self-developed software
product sales of wholly-owned subsidiaries such as Shanghai Goldway, Hangzhou System, Hundure
Intelligent System (Shanghai), Beijing Brainaire Storage Technology Co., Ltd., as well as joint-venture
subsidiaries such as Hangzhou EZVIZ and Hangzhou Robotic Technology, and Hangzhou HIK
Automotive Technology Co., Ltd. (Hangzhou Auto Technology), the VAT shall be calculated and paid
with tax rate of 17% at first, then the portion with actual tax bearing excess 3% shall be refunded after
SAT reviews.

Note 3: In accordance with the Notice on Fully Implementing the Change from Business Tax to
Value-Added Tax (Finance and Taxation [2016] No. 36) the Group's business tax has been changed to
VAT since May 1% 2016, of which the engineering integration income is applicable to the 11% of VAT
rate, engineering project management income is applicable to the VAT rate with a simple collection rate
of 3%.
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V. Notes to items in the consolidated financial statements

1. Cash and bank balances

Closing Balance

Opening Balance

Foreign currency

Exchange rate for

Foreign currency

Exchange rate for

Item amount conversion RMB amount amount conversion RMB amount
Cash:
RMB - - 130,403.91 - - 72,198.75
usD 35,098.97 6.5342 229,343.66 54,518.00 6.9370 378,191.37
EUR 15,918.33 7.8023 124,199.58 9,914.76 7.3665 73,036.78
GBP 7,396.17 8.7792 64,932.46 3,194.57 8.5094 27,183.87
ZAR 19,530.51 0.5277 10,306.25 20,000.00 0.5083 10,165.18
INR 1,222,954.96 0.1019 124,619.11 648,250.61 0.1023 66,308.91
RUB 22,805.81 0.1135 2,588.46 700,327.10 0.1151 80,584.44
AED 35,070.03 1.7790 62,389.59 22,038.00 1.8876 41,599.39
HKD 3,072.66 0.8359 2,568.44 - - -
BRL 9,297.27 1.9641 18,260.77 - - -
Bank balance:
RMB - - | 10,082,944,463.42 - - | 9,012,033,851.31
usD 822,098,082.75 6.5342 | 5,371,753,292.29 557,895,047.74 6.9370 | 3,870,112,669.33
EUR 36,681,727.64 7.8023 286,201,843.60 63,105,958.57 7.3086 461,213,364.03
GBP 1,171,110.92 8.7792 10,281,416.98 1,162,906.87 8.5162 9,903,554.55
JPY 408.00 0.0579 23.62 408.00 0.0596 2431
CHF - - - 4,350.83 6.7989 29,580.86
ZAR 11,105,021.55 0.5277 5,860,119.88 479,939.35 0.5083 243,938.69
INR 1,604,304,664.42 0.1019 163,478,645.31 741,278,806.84 0.1023 75,824,667.94
RUB 431,796,810.54 0.1135 49,008,937.99 376,048,117.90 0.1149 43,219,734.70
HKD 147,865.08 0.8359 123,600.42 113,182.52 0.8945 101,242.90
AUD 1,110,556.92 5.0928 5,655,844.28 358,996.02 5.0157 1,800,616.34
AED 5,099,038.05 1.7790 9,071,188.69 8,811,007.21 1.8876 16,631,825.02
BRL 4,579,468.83 1.9641 8,994,534.73 8,453,226.09 2.1336 18,035,803.19
SGD 35,788.26 4.8831 174,757.65 34,035.93 4.7995 163,355.45
PLN 338,408.19 1.8680 632,146.48 1,403,342.82 1.6569 2,325,147.58
KRW 461,310,471.00 0.0061 2,818,145.67 120,990,676.00 0.0058 696,509.57
CAD 824,149.98 5.2009 4,286,321.63 42,307.32 5.1406 217,485.01
KZT 43,256,830.49 0.0195 843,508.19 27,890,915.57 0.0207 577,341.95
COP 150,707,765.53 0.0022 328,799.13 261,841,960.55 0.0023 604,226.04
TRY 46,834.84 1.7291 80,982.11 21,242.60 1.9702 41,851.47
THB 4,267,411.59 0.1998 852,750.61 - - -
HUF 57,206,835.37 0.0250 1,430,205.20 - - -
NzD 106,049.60 4.6327 491,295.98 - - -
CzZK 1,701,256.64 0.3057 520,074.15 - - -
KES 23,771,784.15 0.0630 1,497,622.40 - - -
uzs 260,975,830.78 0.0008 208,597.98 - - -
Other currency funds:
RMB - - 459,284,934.33 - - 102,586,217.99
usD 7,768.39 6.5342 50,760.21 3,019,477.89 6.6811 20,173,564.54
EUR 100,775.09 7.8023 786,277.48 108,432.98 7.3068 792,298.10
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Closing Balance

Opening Balance

Foreign currency

Exchange rate for

Foreign currency

Exchange rate for

— amount conversion Rl TS amount conversion RO ETEE
Total 16,468,430,702.64 13,638,078,139.56
L@ﬂfg‘i‘ansgbgﬁlffs“ed 10 788,391,050.26 565,682,133.09
Details of other currency funds:
Ending Balance Opening Balance
Item PO AITE 15 Er);izir;?e RMB amount RO CUTEIE) Er);zigge RMB amount
amount : amount 8
conversion conversion

Capitals with limitations:

Bank acceptance bill - - 204,607,890.97 - - 57,015,406.62

E;ﬁgi&tif]g"e‘jge" for long-term - - 35,000,000.00 - - 30,000,000.00

Deposits for letter of guarantee - - 20,379,624.20 - - 4,659,173.02

Deposits for letter of Credit in EUR 74,056.26 7.8023 577,809.16 108,432.98 7.3068 792,298.10

Other security deposit - - 502,664.40 - - -

Deposits for letter of Credit in USD 5,133.72 6.5342 33,544.74 3,019,477.89 6.6811 20,173,564.54

Other capitals with limitations - - 178,143,900.00 - - -

Subtotal 439,245,433.47 115,740,442.28
Capitals without limitations:
Deposit in Alipay, Tenpay, etc. - - 20,650,854.76 - - 7,811,638.35
Other currency funds in EUR 26,718.83 7.8023 208,468.32 - - -
Other currency funds in USD 2,634.67 6.5342 17,215.47 - - -
Subtotal 20,876,538.55 7,811,638.35
Total 460,121,972.02 123,552,080.63

2. Financial assets valued at fair value through profit and loss

Unit: RMB
Item Closing Balance Opening Balance
Held-for-trading financial assets 4,100,657.54 15,547,537.34
including: derivative financial assets 4,100,657.54 15,547,537.34

Total 4,100,657.54 15,547,537.34

Derivative financial assets includes forwards, foreign exchange option contract and interest rate swap contracts, not
designated as a hedging instrument, gains or losses due to changes in fair value is directly included in the current period

profits and losses.
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3. Notes receivable

(1) Categories of notes receivable

Unit: RMB

Category Closing Balance Opening Balance
Bank acceptance bill 3,513,890,558.68 2,762,741,337.04
Commercial acceptance bill 123,071,057.35 80,663,078.48
Total 3,636,961,616.03 2,843,404,415.52

(2) Notes receivable pledged by the Group at the closing of the reporting period

Unit: RMB
Category Pledged amount by December 31% 2017
Bank acceptance bill 99,091,810.24
Commercial acceptance bill -
Total 99,091,810.24
(3) Notes receivable discounted or endorsed by the Group at the closing of the reporting period
Unit: RMB
Category Derecognized amount (Note) Not Derecognized amount
Bank acceptance bill 1,759,090,775.00 -
Commercial acceptance bill - -
Total 1,759,090,775.00 -

Note: Because the main risks related to such bank acceptance bill, such as interest rate risk, has been transferred to bank
or others, therefore, those discounted and endorsed bank acceptance bills have been derecognized by the Group.

(4) As of December 31%, 2017, there is no such case the Group has to transfer the defaulted note receivable into account

receivable.
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4. Accounts Receivable

(1) Disclosure of accounts receivable by categories

Unit: RMB
Closing Balance Beginning Balance
Category Carrying amount Bad debt provision Carrying Value Carrying amount Bad debt provision Carrying Value
Proportion Proportion Proportion Proportion
Amount (%) Amount (%) Amount Amount (%) Amount (%) Amount

Accounts receivable that are individually
significant and for which bad debt provision - - - - - - - - - -
has been assessed individually
Accounts receivable with provision accrued | 45 539 958 04479 | 100.00 | 1,134,747,971.98 7.16 | 14,705,210,072.81 | 12,105,157,539.88 | 100.00 | 861,314,214.98 7.12 | 11,243,843,324.90
collectively on a portfolio basis for credit risk
Accounts receivable that are not individually
significant but for which bad debt provision - - - - - - - - - -
has been assessed individually
Total 15830,058,044.79 |  100.00| 1,134747.071.98 |  7.16 | 14,705.210,072.81 | 2100810 gg | SOLIMZAT 705 | 11 24384332490

Note: The Group categorizes a single account receivable in an amount above RMB 4 million and representing more than 10% of the total accounts receivable closing balance as
account receivable that is individually significant.

The aging analysis of bad debt provision of accounts receivable in portfolio basis

Unit: RMB

Closing Balance

Aging Carrying amount Bad debt provision Proportion (%)
Within 1 year 14,060,448,868.85 703,022,443.53 5.00
1-2 years 1,031,888,040.66 103,188,804.07 10.00
2-3 years 491,202,923.53 147,360,877.06 30.00
3-4 years 113,752,453.52 56,876,226.77 50.00
4-5 years 91,830,688.40 73,464,550.72 80.00
Over 5 years 50,835,069.83 50,835,069.83 100.00
Subtotal 15,839,958,044.79 1,134,747,971.98 7.16
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(2) Provision, re-collection, or reverse of the bad debt allowance in current reporting period

In the current reporting period, the Company recorded a bad debt allowance of RMB 307,603,500.16; reduced bad debt
allowance balance for RMB 11,275,129.68 due to conversion of financial reports prepared in foreign currency;
recollected or reversed bad debts in the current reporting period is nil.

(3) Actual write-off of account receivable during current reporting period

In the current reporting period, the amount of accounts receivable write-off is RMB 22,894,613.48.

(4) Top five debtors based on corresponding closing balance of account receivables

Unit: RMB
Name of the Relationship with the Book balance of accounts Closing balance for bed debt Proportion
Party Company receivable provision (%)
Related party A | Related Party 548,309,509.95 27,415,475.50 3.46
Company A Third party 111,087,723.97 5,554,386.20 0.70
Company B Third party 109,049,205.70 8,910,705.72 0.69
Company C Third party 107,178,715.88 5,358,935.79 0.68
Company D Third party 103,705,761.55 5,185,288.08 0.65
Total 979,330,917.05 52,424,791.29 6.18

(5) As of December 31%, 2017, there is no termination of accounts receivable booking due to transfer of a financial

asset.

(6) As of December 31%, 2017, the Group has no assets/liabilities booked due to transferred accounts receivable that the
Group still keep recourse or retain part of the corresponding rights or interests.

5.  Prepayments

(1) Aging analysis of prepayments is as follows

Unit: RMB
Closing Balance Opening Balance
Aging
Carrying amount Proportion (%) Carrying amount Proportion (%)
Within 1 year 481,603,579.15 91.29 259,870,967.78 93.14
1-2 years 38,258,814.47 7.25 16,963,621.71 6.08
2-3 years 7,480,653.49 1.42 137,873.42 0.05
Over 3 years 233,810.00 0.04 2,050,745.00 0.73
Total 527,576,857.11 100.00 279,023,207.91 100.00

(2) Closing balances of top five prepayments parties

As of December 31% 2017, the Group’s top five balances of prepayments amounted to RMB 214,636,093.22, accounting

for 41% of total closing balance of prepayments.
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6. Other receivables

(1) Disclosure of other receivables by categories

Unit: RMB
Closing Balance Opening Balance
. - Carrying . - Carrying
Category Carrying amount Bad debt provision Value Carrying amount Bad debt provision Value
Proportion Proportion Proportion Proportion

Amount Amount (%) Amount Amount (%) Amount (%) Amount
Other receivables that are individually significant and for which ) ) } } ) ) ) ) ) )
bad debt provision has been assessed individually
Other receivables with provision accrued collectively on a 641,690,488.45 |  100.00 | 58,000,247.64 9.04 | 583,681,240.81 [572,242,065.53 |  100.00 [43,602,983.74 7.62 |528,639,081.79
portfolio basis for credit risk
Other receivables that are not individually significant but for ) i ) ) i i i i i i
which bad debt provision has been assessed individually
Total 641,690,488.45 100.00 | 58,009,247.64 9.04 |583,681,240.81 |572,242,065.53 100.00 |43,602,983.74 7.62 |528,639,081.79

Note: The group categorizes other receivables above RMB 4 million and accounts for more than 10% of the total other receivables closing balance as other receivable that is

individually significant.

The aging analysis of bad debt provision of other receivables in portfolio basis

Unit: RMB
. Closing Balance
Aging - — -
Carrying amount Bad debt provision Proportion (%)
Within 1 year 492,806,656.05 24,640,332.87 5.00
1-2 years 84,475,713.99 8,447,571.40 10.00
2-3 years 43,766,462.07 13,129,938.62 30.00
3-4 years 16,151,161.82 8,075,580.91 50.00
4-5 years 3,873,353.42 3,098,682.74 80.00
Over 5 years 617,141.10 617,141.10 100.00
Total 641,690,488.45 58,009,247.64 9.04
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(2) Provision, re-collection, or reverse of the bad debt allowance in current reporting period

During the reporting period, the Company recorded a bad debt allowance of RMB 16,616,226.63; reduced bad debt allowance of RMB 1,370,236.33 due to conversion of financial

statements prepared in foreign currency; there is no such case as reversed bad debt allowance or recovered bad debts.

(3) Actual write-off of other receivables during current reporting period

In current reporting period, the actual write-off of other receivables is RMB 839,726.40.

(4) Nature of other receivables

Unit: RMB
Nature of other receivables Closing balance Beginning balance
Other receivables for interim payments 365,413,004.37 397,092,708.80
Guarantee deposits 199,237,401.53 120,485,983.73
Tax rebates for export 28,195,951.27 17,096,975.74
Acquisition of asset group 19,053,271.93 -
Investment intention fund 13,500,000.00 35,000,000.00
Others 16,290,859.35 2,566,397.26
Total 641,690,488.45 572,242,065.53
(5) Top five debtors based on corresponding closing balance of other receivables

Unit: RMB
Entities Nature Carrying amount Aging Proportion of total (%) Bad debt Provision
The Government Tax Authorities Tax refund 22,864,350.14 Within 1 year 3.56 1,143,217.51
The Company E Guarantee deposits 19,520,000.00 Within 1 year 3.04 976,000.00
Related Party B Investment intention fund 13,500,000.00 Within 1 year 2.10 675,000.00
The Company F Acquisition of asset group 11,596,878.80 Within 1 year 1.81 579,843.94
Hangzhou customs of the People's Republic of China. Guarantee deposits 9,899,900.00 Within 1 year 1.54 494,995.00
Total 77,381,128.94 12.05 3,869,056.45

(6) As of December 31% 2017, the Group does not have other receivables related to government subsidies.

(7) As of December 31% 2017, there is no termination of other receivables booking due to transfer of a financial asset.

(8) As of December 31% 2017, the Group has no assets/liabilities booked due to any transferred other receivable that the Group still keep recourse or retain part of the

corresponding rights or interests.
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7. Inventories

(1) Categories of inventories

Unit: RMB
Closing Balance Opening Balance
Category (AT A Provision for decline in value e e ST AR Provision for decline in S vElE
rying of inventories ving ving value of inventories rying

Raw materials 1,279,086,935.83 4,092,497.08 1,274,994,438.75 874,786,611.19 1,516,317.17 873,270,294.02
Work-in-progress 196,583,804.97 196,583,804.97 159,844,928.42 - 159,844,928.42
Finished goods 3,598,361,044.81 190,211,526.56 3,408,149,518.25 2,680,562,932.70 86,718,096.08 2,593,844,836.62
Completed but unsettled assets formed by R
construction contracts 60,604,549.68 60,604,549.68 202,987,817.69 202,987,817.69
Total 5,134,636,335.29 194,304,023.64 4,940,332,311.65 3,918,182,290.00 88,234,413.25 3,829,947,876.75
(2) Provision for decline in value of inventories

Unit: RMB

. . . Decrease in the current period Effect of foreign currency B
Category Opening balance Increase in the current period Reversals Wite-ofts exchange difference Closing Balance

Raw materials 1,516,317.17 2,981,090.40 404,910.49 - 4,092,497.08
Finished goods 86,718,096.08 157,514,074.86 145,992.89 52,417,340.54 (1,457,310.95) 190,211,526.56
Subtotal 88,234,413.25 160,495,165.26 145,992.89 52,822,251.03 (1,457,310.95) 194,304,023.64

Net realizable value of inventory is calculated based on estimated selling price less all estimated cost of completion and costs necessary to make the sale for inventories.
The reversals or write-offs of provision for inventories in the current year are due to use or sale of inventories.

(3) Completed but unsettled assets formed by construction contracts at the end of December 31 2017

Unit: RMB

Item Amount
Accumulated occurred costs of construction 1,500,402,581.16
Accumulated booked gross profit margin 151,596,836.74
Less: estimated losses -
Settled amounts 1,103,216,066.23
Completed but unsettled assets formed by construction contracts 548,783,351.67
Including: other non-current assets (Note (V) 18) 488,178,801.99
Inventories 60,604,549.68
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8. Non-current assets due within one year

Unit: RMB

Item Closing Balance Opening Balance
Long-term receivables due within one year (Note (V) 11) 66,566,230.12 -
Total 66,566,230.12 -

9. Other current assets

Unit: RMB

Item Closing balance Opening balance
Principal-guaranteed bank finance products (Note) 3,390,000,000.00 3,820,000,000.00
Deductible VAT input 286,332,435.43 293,158,008.82
Prepaid income tax 42,645,678.02 40,834,267.96
Others 1,471,419.43 -
Total 3,720,449,532.88 4,153,992,276.78

Note: Those are bank entrusted financial products bought by the Group, which are all principal-guaranteed, with a termination period less than one year. Therefore, the management
team agreed that there won’t be significant differences between the estimated interests and risks of those bank entrusted financial products and the book value of those products.

10. Available-for-sale financial assets

(1) Available-for-sale financial assets

Unit: RMB
Closing Balance Opening Balance
fem Carrying amount Provision for decline in value Carrying Value Carrying amount Provision for decline in value Carrying Value
Available-for-sale equity instruments 287,466,813.00 - 287,466,813.00 283,836,013.00 - 283,836,013.00
Cost method 287,466,813.00 - 287,466,813.00 283,836,013.00 - 283,836,013.00
Total 287,466,813.00 - 287,466,813.00 283,836,013.00 - 283,836,013.00
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(2) Closing balance of available-for-sale financial assets using cost method

Unit: RMB
Carrying Balance Provision for decline in value Proportion of Cash dividend in the
The invest tity (Note 1 i hareholding in th t ti
e invested entity (Note 1) Opening balance Increase Decrease Closing balance %g‘iz:lg Increase Decrease | Closing balance ?nsggt;jcg:gt;/n(%i curre;e:;eg(;) ring
Zhejiang Tuxun Technology Co., Ltd. (#riT. 14
28,800,000.003,630,800.00 - 32,430,800.00 - - - - 8.1318 -
R R A PR A )
Confirmware Technology(Hangzhou) Co., Ltd.
) . 26,629,200.00 - 26,629,200.00 - - - - 9.5238 -
CRR AT RS (BT A BR 2 &)
Nanwang Group Co., Ltd (B85 Bk dE
604,313.00 - 604,313.00 - - - - 0.2518 -
FHRARD
Hangzhou Hikvision Equity Investment
Partnership (Limited Partnership) — CHiJH i 10,000.00 - 10,000.00 - - - - 0.0017 -
JBAR BB B Sk Ak (A IR & 1K)
CETC Finance Co., Ltd (Note2) (7 [E T F}
227,792,500.00 - 227,792,500.00 - - - - 3.8300 8,505,842.42
B S5HBRARD
Total 283,836,013.00[3,630,800.00 - 287,466,813.00 - - - - - 8,505,842.42
Notel:  The Group’s equity investments listed are all non-listed companies; and the Group has no control, joint control or significant influence on the invested entities.
Note2: ~ CETC Finance Co., Ltd is one of the companies held under CETC, which is the Company’s ultimate controlling shareholder.
11. Long-term receivables
(1) Details of long-term receivables
Unit: RMB
Closing balance Opening balance
Item . Provision for decline . . Provision for decline in . Range of discount rate
Carrying amount . Carrying value Carrying amount Carrying value
in value value
Financial leases receivables 89,941,910.73 - 89,941,910.73 74,504,325.33 - 74,504,325.33 0.54% - 6.05%
including: Unrealized income from 2,516,655.49 - 2,516,655.49 1,513,690.63 - 1513,690.63 -
financing
Borrowings for project - - 18,000,000.00 - 18,000,000.00 -
Installment payment for selling products and } ) ) }
providing labor services 159,084,593.82 159,084,593.82
Less: Financial leases receivables due within one
vear (Note (V) 8) 66,566,230.12 - 66,566,230.12 - - -
Total 23,375,680.61 - 23,375,680.61 251,588,919.15 - 251,588,919.15 -

(2) As of December 31% 2017, there is no termination of long-term receivables booking due to transfer of a financial asset.
(3) As of December 31* 2017, the Group has no assets/liabilities booked due to any transferred long-term receivable that the Group still keep recourse or retain part of the

corresponding rights or interests.
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12. Long-term equity investment

Unit: RMB
Decrease/Increase in the current period Closing
. . balance
. . Openin . i : i Closin
The invested entity BI;'anCS Additional Investment IS ImET: Paifl: (Loss) Adjlgsttrr]r::nt. Qe (I:Dazfllzri?/tilggngz Impairment Balanc?a ; fp '
3 recognized under the . Changes : pairi others impairment
Investments reduction equity Method comprehensive i equit or profit provision provision
qurty income qurty distribution
Associated Companies
Wuhu Sensor 35,000,000.00 3,207,959.74 - - 38,207,950.74 -
Technology Co, Ltd.
Maxio Technology 98,000,000.00 (5,733,226.16) ; ; 92,266,773.84 ;
(Hangzhou) Ltd.
Subtotal 35,000,000.00 98,000,000.00 (2,525,266.42) - - 130,474,733.58 -
Total 35,000,000.00 98,000,000.00 (2,525,266.42) - - 130,474,733.58 -

Note: According to the equity transfer agreement signed between the Group and the independent 3™ party, Hangzhou Lingqi Technology Co., Ltd., the Company’s subsidiary, Hangzhou
Hikvision Science and Technology Co., Ltd acquired 26.68% equity of Maxio Technology (Hangzhou) Ltd. (hereinafter refers to as “Maxio Technology”) with RMB 50 million.
Payment for equity transfer was paid in January 2017, and relevant industrial and commercial registration was processed. In addition, according to the Equity Capital Increase
Agreements signed between the Company and Maxio Technology and its shareholders, the Company increased capital investment of RMB 48 million on Maxio Technology, and
increased capital has been paid in May 2017. After this capital increment, the Group together is holding 41.63% equity of Maxio Technology. The board of Maxio Technology consists
of three directors, one of whom is appointed by the Group to exert a significant influence on the Maxio Technology.
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13. Fixed Assets

(1) Details of fixed assets

Unit: RMB
ltems Building gnd Generql-purpose Specia_l-purpose Transp_ortation Total
construction equipment equipment vehicles
Total original carrying amount
1. Opening balance 2,557,263,629.24 153,881,038.05 634,591,114.67 61,860,747.84 3,407,596,529.80
2. Increase in the period 87,036,186.59 89,352,350.94 304,155,334.54 11,820,282.18 492,364,154.25
1) purchase 26,244,391.74 88,945,088.53 254,918,611.41 11,820,282.18 381,928,373.86
2) transferred from 60,791,794.85 407,262.41 49.236,723.13 - 110,435,780.39
construction in progress
3.Decrease in the period 6,874,132.63 12,088,485.69 10,074,043.00 10,962,841.68 39,999,503.00
1) disposal or write-off 6,874,132.63 12,088,485.69 10,074,043.00 10,962,841.68 39,999,503.00
4. Effect of foreign currency (1,853,502.58) 961,547.67 (916,583.59) (340,991.37) (2,149,529.87)
exchange difference
5.Closing Balance 2,635,572,180.62 232,106,450.97 927,755,822.62 62,377,196.97 3,857,811,651.18
Accumulated depreciation
1. Opening balance 275,060,799.95 59,217,137.26 173,740,268.29 45,664,703.18 553,682,908.68
2. Increase in the period 114,622,782.23 32,815,269.07 149,147,875.53 5,275,404.03 301,861,330.86
(1) provided 114,622,782.23 32,815,269.07 149,147,875.53 5,275,404.03 301,861,330.86
3.Decrease in the period 1,868,186.51 7,056,034.65 1,956,454.42 9,835,171.73 20,715,847.31
(1) disposal or write-off 1,868,186.51 7,056,034.65 1,956,454.42 9,835,171.73 20,715,847.31
4. Effect of foreign
currency exchange 284,632.85 (258,754.07) (898,596.86) (169,519.28) (1,042,237.36)
difference
5.Closing balance 388,100,028.52 84,717,617.61 320,033,092.54 40,935,416.20 833,786,154.87
Provision for decline in value
1.0pening balance - - - - -
2.Increase in the period - - - - -
3. Decrease in the period - - - - -
4.Closing balance - - - - -
Total carrying value
1. Closing balance 2,247,472,152.10 147,388,833.36 607,722,730.08 21,441,780.77 3,024,025,496.31
2. Opening balance 2,282,202,829.29 94,663,900.79 460,850,846.38 16,196,044.66 2,853,913,621.12

(2) As of December 31% 2017, the Group did not have any significant idle fixed assets.

(3) As of December 31% 2017, the Group had not leased any fixed asset through financial leasing.
(4) As of December 31% 2017, the Group had not rent out any fixed asset through operating leasing

(5) Fixed assets of which certificates of title have not been granted as of December 31* 2017

Unit: RMB
Carrying - .

Item amount Reason for certificates of title not granted
Office building for branches 63,999,727.47 | In the process of obtaining the real estate certificates
Tonglu Security Industrial Base-the factory and In the process of obtaining the real estate certificates after

- 652,807,506.63 . )

dormitory transferred from construction in process to fixed assets
Total 716,807,234.10
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14. Construction in progress

(1) Details of construction in progress

Unit: RMB
ltem Closing balance Opening balance
Carrying amount Provision Carrying value Carrying amount Provision Carrying value
Security industrial (Tonglu) base -Phase 1 - - - 18,104,535.49 - 18,104,535.49
Security industrial (Tonglu) base -Phase 2 300,688,913.96 - 300,688,913.96 2,713,228.89 - 2,713,228.89
Internet Security Industry Base 914,014,265.08 - 914,014,265.08 238,269,427.37 - 238,269,427.37
Public Security Monitoring Site Project 105,039,082.92 - 105,039,082.92 42,542,379.61 - 42,542,379.61
Others 116,576,856.34 - 116,576,856.34 14,852,951.00 - 14,852,951.00
Total 1,436,319,118.30 - 1,436,319,118.30 316,482,522.36 - 316,482,522.36
(2) Changes in significant construction in progress
Unit: RMB
Including: Capitalizat
B Transferred to  |Effect of foreign - Amount Constructi Accqmqlated capitalized ion rate
udget - ) invested as a capitalized . ;
It . Increase in the fixed assets currency Other decrease A H on A interest and for interest Source of
em (RMB Opening balance To e h Note 1 Closing balance | proportion of p interest and fit/] in th
0,000) perio uring the exchange (Note 1) budget rogress profit/loss on profit/loss on in the funds
' current period difference amount (%) (%) exchange (Note 2) exchange for the current
. Y current period period (%)

Internet Security 100,000.00 238,269,427.37 675,744,837.71 914,014,265.08 71% 71% 206,771,511.91 311,771,511.91 1.25% Bond
Industry Base
Security
industrial 94,000.00 2,713,228.89 297,975,685.07 300,688,913.96 32% 32% - - - Bond
(Tonglu)
base-Phase 2
Chongging Self-
Manufacture 53,000.00 2,083,018.86 87,310,592.95 89,393,611.81 17% 17% financi
Base inancing
Others 73,416,847.24 200,560,881.59 |  110,435,780.39 (690,107.35) [ 30,629,513.64 |  132,222,327.45 ﬁnii'gi'ng
Total 247,000.00 316,482,522.36 1,261,591,997.32 |  110,435,780.39 (690,107.35)[  30,629,513.64 | 1,436,319,118.30

Note 1: Other decrease of construction in progress in the current period is due to transferring the completely constructed financial leasing assets into long-term receivables.

Note 2: This amount is calculated by interest expense for specific foreign currency borrowings, less interest income for unused borrowing fund and profit/loss on exchange rate
difference.

As of December 31* 2017, the Group did not have any sign of impairment of projects under construction, therefore, no provision for impairment loss was booked.
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15. Intangible assets

(1) Details of Intangible assets

Unit: RMB
Item Land use right Intellectgglhi)roperty Application Software Total
Total original carrying amount
1.0pening balance 323,531,470.36 27,923,432.16 143,092,986.88 494,547,889.40
2. Increased 2,681,390.58 18,335,945.41 38,682,806.69 59,700,142.68
(1) Purchase 2,681,390.58 18,335,945.41 38,682,806.69 59,700,142.68
3.Decreased 1,850,794.50 7,000,000.00 342,596.73 9,193,391.23
(1)Disposal or write-off 1,850,794.50 7,000,000.00 342,596.73 9,193,391.23
‘e‘)'ig:rf;e of forelgn  currency : 9,664.54 1,206,908.47 121657301
5.Closing balance 324,362,066.44 39,269,042.11 182,640,105.31 546,271,213.86
Total accumulated amortization
1.0pening balance 12,088,524.92 9,121,583.99 62,880,990.86 84,091,099.77
2.Increased 6,482,715.47 9,589,675.99 23,339,609.24 39,412,000.70
(1)Provided 6,482,715.47 9,589,675.99 23,339,609.24 39,412,000.70
3.Decreased - 6,658,572.95 317,402.01 6,975,974.96
(2)Disposal or write-off - 6,658,572.95 317,402.01 6,975,974.96
gkig:rf;e é’i‘;fergrziieg” currency - 6,124.97 576,980.75 583,105.72
5. Closing balance 18,571,240.39 12,058,812.00 86,480,178.84 117,110,231.23
Provision for decline in value
1.0pening balance - - - -
2.Increased - - - -
3. Decreased - - - -
4.Closing balance - - - -
Total carrying value
Closing balance 305,790,826.05 27,210,230.11 96,159,926.47 429,160,982.63
Opening balance 311,442,945.44 18,801,848.17 80,211,996.02 410,456,789.63
16. Goodwill
(1) Goodwill book value
Unit: RMB
Increased Decreased
Thei : Opening com?)?r?;rt]f()ss not Effect of foreign i
e invested entity balance involving enterprises|  Disposal currency exchange Closing balance
under common difference
control
ZAO Hikvision 67,349.64 - - 67,349.64
Beijing Brainaire Storage Technology
Co., Ltd. (ILEUAEAF R A R A 42,695,573.44 - - 42,695,573.44
)
Henan HuaAn Intelligence
Development Co., Ltd. (AT Fd #2254 61322.871.63 . . 61,322,871.63

e R RATRZAF) and its
subsidiaries
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The invested entity Opening Increased Decreased | Effect of foreign Closing balance

Hundure Technology (Shanghai) Co.,

Ltd.( 107 R B R GE( L) IR A 7) 13,774,405.88 13,774,405.88
Hangzhou Haikang Zhicheng

Investment and Development Co. Ltd. 12,573.42 - - - 12,573.42
(BUH g B AR B R A BR A W)

Secure Holdings Limited (SHL) 130,491,627.46 - - 599,701.50 131,091,328.96
Total 248,364,401.47 - - 599,701.50 248,964,102.97

(2) Provision of impairment in goodwill

The key assumptions used in the Group’s annual impairment test performed for goodwill at the end of the

reporting period:

The recoverable amounts of the relevant assets have been determined on the discounted present value of the
future cash flow projections. The cash flow projections are based on 2018-2022 Financial Budgets approved by
management covering a 5-year period, with discount rates of 18% to 20%. The sets of cash flows beyond the
5-year period are projected without growth. This growth rates are based on the relevant industry growth
forecasts and do not exceed the average long-term growth rate for the relevant industry. Expected cash
inflows/outflows, considering budgeted net sales, cost of revenue and operating expenses, have been determined
by management based on past performance and expectations for the future market development.

There was no case recognized that the recoverable amount of the goodwill is less than the carrying value of the
goodwill, therefore, no provision for impairment loss was booked during the period.

17. Deferred tax assets/deferred tax liabilities

(1) Deferred tax assets that are not presented at net off basis

Unit: RMB
Closing balance Opening balance
Item Deduc'glble temporary Deferred tax assets Deduct_lble temporary Deferred tax assets
differences differences
Provision for impairment 1,162,036,595.26 252,830,021.37 857,050,100.60 183,020,355.82
losses of assets
Payroll payables 253,384,576.51 38,007,686.48 174,795,783.91 26,219,367.59
Share-based compensation 208,856,209.85 32,070,672.55 136,678,690.94 18,118,078.96
Provisions 43,024,784.70 6,453,717.71 28,799,848.84 4,319,977.33
Unrealized profit from 978,313,377.64 146,747,006.65 918,416,162.13 137,762,424.32
inter-group transactions
Changes in the fair value of
derivative financial 15,946,836.46 3,986,709.12 60,459,998.68 9,229,129.93
instruments
Total 2,661,562,380.42 480,095,813.88 2,176,200,585.10 378,669,333.95
(2) Deferred tax liabilities that are not presented on net off basis
Unit: RMB
Closing balance Opening balance
Item Taxable temporary A Taxable temporary S
differences Deferred tax liabilities differences Deferred tax liabilities
Changes in the fair value
of derivative financial 4,100,657.54 1,025,164.39 15,547,537.34 3,358,395.25
instruments
Total 4,100,657.54 1,025,164.39 15,547,537.34 3,358,395.25
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(3) Deferred tax assets or deferred tax liabilities that are presented at the net amount after offset

Unit: RMB
Closing balance Opening balance
ltem Deferred tax assets or Deferred tax assets or
Offset amount liabilities at the net Offset amount liabilities at the net
amount after offset amount after offset
Deferred tax assets 1,025,164.39 479,070,649.49 3,358,395.25 375,310,938.70
Deferred tax liabilities 1,025,164.39 - 3,358,395.25 -
(4) Details of unrecognized deferred tax assets
Unit: RMB
Item Closing Balance Opening Balance
Deductible temporary differences 628,129,115.31 389,553,597.09
Deductible losses 520,259,773.50 202,688,409.94
Total 1,148,388,888.81 592,242,007.03
(5) Deductible losses, for which no deferred tax assets are recognized, will expire in the following years
Unit: RMB
Year Closing Balance Opening Balance
2017 - 14,216,241.71
2018 6,269,195.05 6,269,195.05
2019 5,645,442.54 5,645,442.54
2020 3,636,058.38 3,636,058.38
2021 172,921,472.26 172,921,472.26
2022 331,787,605.27 -
Total 520,259,773.50 202,688,409.94
18. Other non-current assets
Unit: RMB
Item Closing balance Opening balance
Completed but unsettled assets formed by construction )
contracts (Note (V) 7) 488,178,801.99
Prepayments for acquisition of land 314,410,044.45 -
Prepayments for acquisition of real estate - 10,782,858.00
Prepayments for purchase of equipment 52,356,860.27 30,216,826.42
Prepayments for infrastructure 3,850,961.42 -
Total 858,796,668.13 40,999,684.42
19. Short-term borrowings
(1) Categories of short-term loans
Unit: RMB
Item Closing balance Opening balance
Fiduciary loan 10,492,107.52 1,448,732.40
Guaranteed loans 74,622,548.39 21,842,592.45
Pledged loans 12,000,000.00 9,000,000.00
Total 97,114,655.91 32,291,324.85
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(2) As of December 31% 2017, the Group did not have any overdue short-term loans that were failed to repay.

20. Financial liabilities booked at fair value, and differences in fair value booked through profit or loss in the
current period

Unit: RMB
Item Closing balance Opening balance
Held-for-trading financial liabilities 15,946,836.46 69,789,502.97
Including: derivative financial liabilities 15,946,836.46 69,789,502.97
total 15,946,836.46 69,789,502.97

Derivative financial liabilities include forward foreign exchange contract, not designated as a hedging instrument,
gains or losses due to changes in fair value is directly included in the current period profits and losses.

21. Notes payable

Unit: RMB
Item Closing balance Opening balance
Bank acceptance Bill 845,397,427.92 876,804,536.72
Total 845,397,427.92 876,804,536.72
As of December 31* 2017, the Group did not have any unpaid matured notes payables.
22. Accounts payable
(1) List of accounts payable
Unit: RMB
Item Closing balance Opening balance
Loans 9,948,393,218.09 6,944,209,175.02
Payables on equipment 91,549,794.17 65,112,853.11
Total 10,039,943,012.26 7,009,322,028.13

As of December 31* 2017, the Group did not have any significant account payable with aging above one year.

23. Receipts in advance

(1) List of receipts in advance

Unit: RMB
Item Closing balance Opening balance
Advanced receipts from sales of goods 417,208,664.56 357,102,290.89
é)dn\;?gé:éd receipts from construction 153,364 544.04 112.702,546.56
Total 570,573,208.60 469,804,837.45

(2) As of December 31* 2017, the Group did not have any significant receipts in advance with aging above one year
24. Payroll payables

(1) Details of payroll payables

Unit: RMB
Item Opening balance G Fhe DB m_the Closing balance
current period current period
Short-term remuneration 1,084,423,286.90 5,036,370,197.61 4,733,251,322.32 1,387,542,162.19
Ig;m'gjﬂgg ?;:]:r]:tes ~ defined 527,852.20 306,887,488.17 303,666,245.66 3,749,094.71
Total 1,084,951,139.10 5,343,257,685.78 5,036,917,567.98 1,391,291,256.90
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(2) List of Short-term remuneration

Unit: RMB
Item Opening balance leiease 10 e Diedirgse [ Ui Closing balance
pening current period current period 9
1.Wages or salaries, bonuses, allowances 1,049,466,834.71 4,429,985,802.56 4,162,055,762.26 1,317,396,875.01
and subsidies
2.Staff welfare 2,967,561.72 115,225,718.98 113,102,330.87 5,090,949.83
3.Social insurance contributions 225,829.18 215,841,557.70 213,056,915.98 3,010,470.90
Including: medical insurance 208,370.79 189,155,602.50 186,397,141.86 2,966,831.43
injury insurance 2,635.97 10,718,255.85 10,711,298.88 9,592.94
maternity insurance 14,822.42 15,967,699.35 15,948,475.24 34,046.53
4.Housing funds 812,400.00 193,793,142.83 194,496,087.01 109,455.82
5.Labor union and education fund 30,950,661.29 81,523,975.54 50,540,226.20 61,934,410.63
subtotal 1,084,423,286.90 5,036,370,197.61 4,733,251,322.32 1,387,542,162.19

(3) Defined contribution scheme (Note)

Unit: RMB

Item

Opening balance

Increase in the
current period

Decrease in the
current period

Closing balance

Basic pension insurance 472,261.07 293,546,430.53 290,488,067.64 3,530,623.96
Unemployment insurance 55,591.13 13,341,057.64 13,178,178.02 218,470.75
Subtotal 527,852.20 306,887,488.17 303,666,245.66 3,749,094.71

Note:

During the reporting periods, the employees of the Company are the members of state-managed retirement
benefit plan, and unemployment insurance plan, operated by the respective governments of these jurisdictions.
The Group is required to contribute specified percentage out of payroll costs to the retirement benefit schemes
and unemployment insurance schemes to fund the benefits. The Group has no other material obligation for the
payment of pension benefits beyond the contributions described above, and corresponding expenses are booked
into profits and losses of related assets during the current period.

In the current period, the Group has contributed RMB 293,546,430.53 to retirement benefit scheme and RMB
13,341,057.64 to unemployment insurance scheme. (2016: RMB 186, 598,595.71 and RMB 13, 874,229.92,
respectively) As of December 31% 2017, the Group has RMB 3,530,623.96 payables to retirement benefit
scheme and RMB 218,470.75 payables to unemployment insurance scheme (as of December 31% 2016: RMB
472,261.07 and RMB 55, 591.13 payables, respectively) due in the current reporting period; And those payables
have been paid off after the reporting period.

25. Taxes payable

Unit: RMB
Item Closing balance Opening balance

Enterprise income tax 1,099,786,533.85 898,545,866.96
Value-added tax 281,447,062.92 229,179,164.71
City construction and maintenance tax 19,789,046.85 28,164,970.24
Education surcharges 8,501,502.81 15,154,496.86
Local education surcharges 5,666,165.96 8,216,807.76
Others 38,324,753.38 26,449,415.69
Total 1,453,515,065.77 1,205,710,722.22
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26. Dividends payable

Unit: RMB

Item

Closing balance

Opening balance

Dividends of restricted shares (Share Incentive Scheme)

92,407,139.16

20,105,831.16

Dividends of ordinary shares

2,450,000.00

Total

94,857,139.16

20,105,831.16

27. Other payables

(1) List of other payables according to the nature of the payment

Unit: RMB
Item Closing balance Opening balance

Guarantee and deposit fees 145,730,079.74 110,171,087.75
Collection and payment on behalf 87,921,755.93 85,903,121.17
Accrued expenses 149,359,652.21 127,849,041.50
Others 18,849,590.79 64,353,240.48
Subscription proceeds for restricted shares (Note) - 660,888,216.54
Total 401,861,078.67 1,049,164,707.44

Note: As of December 31 2016, the Group received RMB 660,888,216.54 contributions for 2016 restricted share
incentive scheme (please refer to Note (XI) for details), stock registration was not done as of December 31% 20186,
and these incentive shares were later registered on January 20" 2017.

(2) As of December 31% 2017, the Group does not have any significant other payables aging over one year.

28. Non-current liabilities due within one year

Unit: RMB
Item Closing balance Opening balance
Long-term borrowings due within one year (Note (V) 30) 1,512,793,252.38 15,340,813.03
Bond Payable due within one year (Note (V) 31) 33,614,018.51 -
Total 1,546,407,270.89 15,340,813.03
29. Other current liabilities
Unit: RMB

Item

Closing balance

Opening balance

Subscription payment of restricted shares

744,583,627.22

300,177,750.17

Total

744,583,627.22

300,177,750.17

30. Long-term borrowings

Unit: RMB
Item Closing balance Opening balance
Pledged loan (Note 1) 310,473,667.00 31,421,001.00
Guaranteed loans 1,500,000,000.00 1,500,000,000.00
Fiduciary loan 2,319,585.38 16,127,396.36
Other borrowing (Note 2) 190,000,000.00 190,000,000.00
Less: Long-term loans due within one year (Note (V) 28) 1,512,793,252.38 15,340,813.03
Total 490,000,000.00 1,722,207,584.33
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As of December 31* 2017, the GBP loans, with carrying value of RMB 2,204,972.03, carry annual interest rate
ranging from 2.40% to 2.50% (December 31 2016: 1.20% to 3.50%); the RMB loan, with carrying value RMB
2,000,588,280.35, carry annual interest rate ranging from 2.65% to 5.00% (December 31% 2016: range from
2.65% to 5.00%).

Note 1: As of December 31" 2017, the Group’s RMB 10,473,667.00 pledged loan was pledged by RMB
60,646,697.33 carrying value of account receivables (December 31" 2016: the Group’s RMB 31,421,001.00
pledged loan was pledged by RMB 95,128,752.51 carrying value of account receivables), maturity date is
September 21* 2018, annual interest rate is 5.00%.

As of December 31% 2017, the Group’s RMB 300,000,000.00 pledged loan was pledged by VAT Rebate
Account under the Company’s wholly-owned subsidiary, Hangzhou HIK Science and Technology Co., Ltd., the
balance of VAT Rebate Account is not less than RMB 5,000,000.00 according to the contract, maturity date is
February 16™ 2019, annual interest rate is 2.65%. Besides, the Company bore joint liability guarantee for the
loan.

Note 2: During 2016, the Group entered into an agreement with CDB Development Fund([E J & 3£ 4, as
"CDBDF") to jointly inject capital into Hikvision Electronics Co., Ltd. ("Hangzhou Electronics™), a subsidiary
of the Group. Pursuant to the capital injection agreement, CDBDF would not participate in senior management
personnel such as directors, and it would either take part in decision-making or make significant influence on
Hangzhou Electronics. The Group shall pay a 1.2% annualized return to CDBDF through dividends or interest
payments, and the Group is required to redeem the CDBDF's equity investment by installments each year from
2021 to 2024. Therefore, the capital injection by CDBDF is treated as a long-term loan. As of December 31%
2017, CDBDF has aggregately invested RMB 190 million (December 31* 2016: RMB 190 million).
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31. Bonds payable

(1) Bonds payable

Unit: RMB
Item Closing balance Opening balance
Euro Bond (Note) 3,120,920,000.00 2,954,449,528.77
Total 3,120,920,000.00 2,954,449,528.77
(2) Change in bond payable balance
Unit: RMB
Issuance 5iizeis O.f Interests expenses Repayments in the |Less: Amount due
. . L changes in - o .
Item Face value Issue Date | Maturity Issuance Opening balance [in current Foreian accrued based on the | current reporting | within one year Closing balance
period g principal amount period (Note (V) 28)
exchange
Irish
Euro E February 18" 2,954,449, 528.77 198,420,571.92 45,051 4 774 14,018.51 120,92
Bond uro 400,000,000.00 2016 3years | 2,903,120,000.00 ,954,449,528. 98,420,571.9 5,051,995.30 3,388,077.48 33,614,018.5 3,120,920,000.00
(Note)
Total Euro 400,000,000.00 2,903,120,000.00 2,954,449 528.77 198,420,571.92 45,051,995.30 43,388,077.48 33,614,018.51 3,120,920,000.00

Note: On February 3", 2016, the Company publically issued the bond with nominal value amounting to Euro 400 million ("Euro Bond"); and the bond was settled, listed and traded
on the Irish Stock Exchange on February 18", 2016. The Euro Bond has a maturity term for 3 e/ears, maturity date is February 18", 2019, the issuance price of the bond is 99.959%

of the principal value, and coupon rate is 1.25%, with interest payment date of February 18"

mainly used for the Company's Security Industry Base (Tonglu) project construction and the Internet Security Industry Base construction.

per annum, and one-time principal repayment on maturity date. The Euro Bond is
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32. Provisions

Unit: RMB
Item Closing balance Opening balance
Product warranty 63,068,638.49 41,933,212.54
Total 63,068,638.49 41,933,212.54
33. Deferred income
Unit: RMB
) Increase in current | Decrease in current - .
Item Opening balance Period period Closing balance Details
Cloud storage service income 10,833,745.99 53,391,470.30 38,203,044.64 26,022,171.65 Note 1
Government Subsidies - 78,989,300.00 16,085,700.00 62,903,600.00 Note 2
Total 10,833,745.99 132,380,770.30 54,288,744.64 88,925,771.65
As of December 31* 2017, the deferred income related to government subsidies:
Unit: RMB
. Amounts booked Related to
Liability Items Opening Balance Increase In current into non-operating Oy Closing Balance | assets/related to
Period | changes :
ncome incomes
Projects of core electronic
devices, high-end Related to
universal chips and basic - 54,800,000.00 16,085,700.00 - 38,714,300.00 inComes
software products
Chongging
Manufacturing Base - 24,189,300.00 - - 24,189,300.00 | Related to assets
construction
Subtotal - 78,989,300.00 16,085,700.00 - 62,903,600.00

Note 1: This is revenue related to cloud storage service, video service, and telephone service that the Group provides to
its customers; and the Group recognized the revenue accordingly during the period the service is actually provided.

Note 2: Refer to government subsidies received by the Group for projects of core electronic devices, high-end universal
chip and basic software products, and for Chongging Manufacturing Base construction; Actual expenses occurred in the
current year for projects of core electronic devices, high-end universal chips and basic software products were
recognized in non-operating income; and relevant assets for Chongging Manufacturing Base construction were
amortized averagely into current profits or losses within the assets’ useful lives.

34. Share capital

Unit: RMB

Changes for the period

Opening balance

New issue of
shares (Note 1)

Bonus issue (Note 2)

Transfer from Capital
Reserve (Note 2)

Others (Note 3)

Subtotal

Closing balance

2017

Total

6,102,706,885.00
shares

52,326,858.00

3,076,288,371.00

(2,457,000.00)

3,126,158,229.00

9,228,865,114.00

2016

Total

4,068,772,253.00
shares

1,220,631,676.00

813,754,450.00

(451,494.00)

2,033,934,632.00

6,102,706,885.00

Note 1: On December 23" 2016, pursuant to the Articles of Association of the Company revised by the resolution of
20™ Meeting of the 3" session Board of Directors authorized by the 2™ extraordinary general meeting in 2016, the
company was approved to grant 52,326,858 shares RMB common shares to 2,936 grantees, with face value of RMB
1.00 per share and issuing price of RMB 12.63 per share. Equity registration for those granted shares were completed
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on January 20" 2017, which increased the paid-in capital of RMB 52,326,858.00 in the current year and resulted in
capital reserve of RMB 608,561,358.54.

Note 2: Pursuant to shareholder's resolution of 2016 annual General Meeting dated on May 4™ 2017, based upon the
total capital share of 6,152,576,743.00 shares on equity distribution date, the company distributed 5 bonus shares for
each 10 common shares (tax inclusive), resulted in 3,076,288,371 shares increase in total shares, with face value of
RMB 1.00 per share, and a total increase in capital share of RMB 3,076,288,371.00.

Pursuant to shareholder's resolution of 2015 annual General Meeting dated on May 5" 2016, based upon the total
capital share of 4,068,772,253 shares on December 31% 2015, the company distributed 3 bonus shares for each 10
common shares (tax inclusive), and 2 bonus shares per each 10 shares from capital reserves, resulted in 2,034,386,126
shares increase in total shares, with face value of RMB 1.00 per share, and a total increase in capital share of RMB
2,034,386,126.00.

Note 3: On December 6" 2016, pursuant to the Articles of Association of the Company revised by the resolution of 19"
General Meeting of 3 session Board of Directors authorized by the first Extraordinary General Meeting in 2014, the
Company repurchased and cancelled 2,457,000 granted but restricted treasury shares by cash, and the total share
capital of the Company decreased by RMB 2,457,000.00, capital reserve decreased by RMB 12,694,500.00. The
registration procedures were completed on April 27" 2017.

On August 29" 2016, pursuant to the Articles of Association of the Company revised by the resolution of 15™ General
Meeting of the 3rd session Board of Directors authorized by the first Extraordinary General Meeting in 2012, the
Company repurchased and cancelled 451,494 granted but restricted treasury shares by cash, and the total share capital
of the Company decreased by RMB 451,494.00, capital reserve decreased by RMB 1,151,310.35. The registration
procedures were completed on November 16" 2016.

35. Capital reserves

Unit: RMB
Increase in the current Decrease in the
Item Opening balance period current period Closing balance
(Note 1) (note 2)

2017

Share premium 906,039,832.49 716,962,658.24 28,685,094.02 1,594,317,396.71
Other capital reserves 142,281,021.17 191,200,597.45 108,401,299.70 225,080,318.92
Total 1,048,320,853.66 908,163,255.69 137,086,393.72 1,819,397,715.63
2016

Share premium 1,327,227,275.17 393,718,317.67 814,905,760.35 906,039,832.49
Other capital reserves 315,260,377.05 122,970,423.83 295,949,779.71 142,281,021.17
Total 1,642,487,652.22 516,688,741.50 1,110,855,540.06 1,048,320,853.66

Note 1: The Company’s granted restricted shares in last year, of which the registration was done in the current year,
increased the share premium of RMB 608,561,358.54; please refer to Note (V) 34-Note 1.

The increase of RMB 191,200,597.45 in other capital reserves is due to recognition of equity investment payments into
capital reserve; please refer to Note (XI).

Note 2: The decrease of RMB 12,694,500.00 in share premium was due to the Company’s repurchase of 2,457,000
granted but restricted treasury shares by cash, please refer to Note (V) 34-Note 3. The decrease of RMB 5,868,000.00 in
share premium was due to business merger involving enterprises under common control for Hangzhou Haikang Ximu
Intelligent Technology Co., Ltd. (Haikang Ximu) in the current year, please refer to Note (V1) 1; The decrease of RMB
5,873,882.52 in share premium was acquisition payment for acquiring minority’s equity of Haikang Ximu, please refer
to Note (VII) 2; the decrease of RMB 4,248,711.50 in share premium was due to share distributions of equity
settlements to minority shareholders.
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36. Treasury shares

Unit: RMB
Item Opening Balance Iie7eese n e DEEEIER M Closing balance
current year (Note 1) current year (Note 2)

2017

Restricted shares incentive scheme 300,177,750.17 660,888,216.54 216,482,339.49 744,583,627.22
Total 300,177,750.17 660,888,216.54 216,482,339.49 744,583,627.22
2016

Restricted shares incentive scheme 518,074,596.90 - 217,896,846.73 300,177,750.17
Total 518,074,596.90 - 217,896,846.73 300,177,750.17

Note 1: The increase of RMB 660,888,216.54 in treasury shares was due to granting 52,326,858 shares RMB
common shares to 2,936 grantees, with issuing price of RMB 12.63 per share on December 23" 2016.
Please refer to Note (V) 34-Note 1.

Note 2: The decrease of RMB 216,482,339.49 in treasury shares includes a decrease of RMB 15,151,500.00 due
to the repurchase and cancellation of 2,457,000 restricted ordinary shares of 2014 Restricted Share
Incentive Scheme; and a decrease of RMB 92,407,139.16 due to provision of cash dividend allocated to
restricted shareholders; and a decrease of RMB 108,923,700.33 due to the vesting and exercising of
33,803,907 shares for maturity of 2" vesting period of 2014 Restricted Share Incentive Scheme.

37. Other comprehensive income

Unit: RMB
Change for the period
Less: transfer to
current period Less: Attributable to Attributable
Item Opening balance Before tax P/L from income the owner of the|  to minority Closing balance
balance previous other tax Company (after Interest
. expense (after tax)
comprehensive tax)
income
2017
Other incomes that may be reclassified (41,230,777.21) 13,852,652.33 13,552,837.86 299,814.47|  (27,677,939.35)
subsequently to profit or loss
Included: Effect on conversion of
financial statements denominated in (41,230,777.21) 13,852,652.33 13,552,837.86 299,814.47 (27,677,939.35)
foreign currencies
Other comprehensive income (41,230,777.21) 13,852,652.33 13,552,837.86 299,814.47 (27,677,939.35)
2016
Other incomes that may be reclassified (27,660,017.70) | (12,687,807.98) (13,570,759.51) 882,951.53 |  (41,230,777.21)
subsequently to profit or loss
Included: Effect on conversion of
financial statements denominated in (27,660,017.70) | (12,687,807.98) (13,570,759.51) 882,951.53 (41,230,777.21)
foreign currencies
Other comprehensive income (27,660,017.70) (12,687,807.98) (13,570,759.51) 882,951.53 (41,230,777.21)
38. Surplus reserve
Unit: RMB

Increase in the current

Decrease in the current

Item Surplus reserve . . Closing balance
period period

2017

Statutory surplus reserve (Note) 2,615,437,822.15 868,305,096.38 - 3,483,742,918.53
Total 2,615,437,822.15 868,305,096.38 - 3,483,742,918.53
2016

Statutory surplus reserve (Note) 1,895,061,004.09 720,376,818.06 - 2,615,437,822.15
Total 1,895,061,004.09 720,376,818.06 - 2,615,437,822.15

Note: According to the Company Law and the Articles of Association of the Company, the Group shall make a statutory

surplus reserve for 10% of the parent company’s net profit.
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39. Retained earnings

Unit: RMB
Item 2017 2016
Re_talned Earnings at the close of previous reporting period before 14.866,457,856.65 12,106,097,444.07
adjustment
Business merger involving enterprises under common control (5,807,678.26) (7,229,656.01)
Adjusted retained earnings at the beginning of the year (restated) 14,860,650,178.39 12,188,867,788.06
,&dr(ii(:)dNet profit attributable to owners of the Company for the current 9,410,855,084.82 7.423,683,960.91
Less: Appropriation to statutory surplus reserve 868,305,096.38 720,376,818.06
Dividends on ordinary shares payable (Note) 3,728,583,103.20 2,810,893,076.52
Bonus shares (Note) 3,076,288,371.00 1,220,631,676.00
Retained earnings at the end of the period 16,598,328,692.63 14,860,650,178.39

Note: According to the resolution of 2016 annual General Meeting dated on May 4™ 2017, based upon the total
capital share of the Company on the equity distribution date, for each 10 ordinary shares, the company
proposed distributing cash dividends of RMB 6 (tax inclusive), and distributing 5 bonus shares for each
10 ordinary shares to all shareholders, the rest of retained earnings were all carried forward for future

distributions.

40. Operating income/operating cost

Unit: RMB
ltem 2017 2016
Revenue Cost Revenue Cost
Operating income 41,433,492,971.64 23,281,637,281.80 31,543,072,581.89 18,412,740,608.44
Other operating income 471,983,600.43 185,673,308.96 391,471,506.93 239,966,547.12
Total 41,905,476,572.07 23,467,310,590.76 31,934,544,088.82 18,652,707,155.56
41. Business Taxes and Surcharges
Unit: RMB
Items (Note) Amount recognized in 2017 Amount recognized in 2016

Business tax - 6,916,646.96
City construction and maintenance tax 184,178,487.72 126,110,876.80
Education surcharges 79,171,750.66 54,280,323.09
Local education surcharges 52,554,052.44 35,740,953.63
Real estate tax 27,313,836.21 15,606,172.07
Tax on use of land 3,809,143.26 2,021,501.93
Stamp duty 21,204,038.05 14,595,730.38
Vehicle and vessel tax 359,385.12 6,910.30
Others 2,403,130.99 -
Total 370,993,824.45 255,279,115.16

Note: According to the Value-added Tax Accounting Regulations ( (H{Eifi<sitAbBEME) ) issued by
Ministry of Finance (Finance and Accounting [2016] no. 22), the company accounted real estate tax, tax on
use of land, and stamp duty under “Business taxes and Surcharges” starting from May 1%, 2016.
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42. Selling expenses

Unit: RMB
Items Amount recognized in the current period [ Amount recognized in the prior period
Payroll 2,059,369,959.77 1,332,043,554.70
Sales service expense 726,810,426.94 501,175,676.22
Shipping, transportation, and vehicle expense 524,069,679.12 380,955,773.46
Advertising & Marketing expenses 262,986,005.02 178,161,704.10
Travelling expenses 237,314,257.81 145,061,251.90
Office expenses 170,953,756.11 129,539,773.52
Business entertainment 125,379,736.40 105,803,110.64
Rental expenses 114,093,486.77 73,763,291.06
Depreciation and amortization expenses 71,891,477.67 59,486,700.85
Others 137,351,279.52 85,282,983.36
Total 4,430,220,065.13 2,991,273,819.81
43. Administrative Expenses
Unit: RMB
Items Amount recognized in the current period | Amount recognized in the prior period
Research and development expenses 3,194,223,108.16 2,433,400,645.23
Payroll 603,359,766.87 353,729,140.02
Office expenses 94,520,352.22 58,759,816.15
Depreciation and amortization expenses 65,761,526.31 54,607,108.23
Travelling expenses 62,187,444.48 26,677,546.75
Property rental expenses 37,430,367.92 22,794,345.33
Professional Intermediary expenses 27,989,898.95 55,076,770.55
Shipping, transportation, utility expense 31,626,528.25 27,867,121.19
Business entertainment 13,092,056.07 8,543,977.49
Others 75,246,516.22 67,853,366.11
Total 4,205,437,565.45 3,109,309,837.05

44. Financial Expenses

Unit: RMB
Items Amount recognized in 2017 Amount recognized in 2016
Interest expenses 144,540,387.42 143,818,481.09
Less: Interest income 270,155,908.15 184,541,375.93
Effect on changes in foreign exchange 685,439,581.63 (301,689,249.60)
Less : Foreign exchange differences on specific loan and 311,771,511.01 (105,000,000.00)

the capitalized specific loan interests

Others 17,358,738.67 12,106,577.32
Total 265,411,287.66 (225,305,567.12)
45. Impairment losses of assets
Unit: RMB
Items Amount recognized in 2017 Amount recognized in 2016
Bad debt provision 324,219,726.79 267,456,779.03
Inventory provision 160,349,172.37 50,107,477.32
Total 484,568,899.16 317,564,256.35
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46. Profits (losses) from changes in fair values

Unit: RMB
Sources of gains/losses from changes in fair values Amount recognized in 2017 Amount recognized in 2016
Financial assets at fair value through profits and losses (11,752,575.40) 9,387,258.16
Inc!udl_ng: Eroflt_s (_Iosses) on the changes in fair value of (11,752,575.40) 0,387,258.16
derivative financial instruments
Financial liabilities at fair value through profits and losses 53,842,666.51 (49,558,836.96)
Inc!udl_ng: F_’roflts_ (I(_)sses) on the changes in fair value of 53 ,842,666.51 (49,558,836.96)
derivative financial instruments
Total 42,090,091.11 (40,171,578.80)
47. Investment income
(1) Details of investment income
Unit: RMB

Item

Amount recognized in 2017

Amount recognized in 2016

Long-term equity investment gains (losses) based on equity

(2,525,266.42) -
method
Investment income (losses) on disposal of financial assets at fair 15.885,274.53 (8,280,159.82)
value through profits and losses
Investment incomes for available-for-sale financial assets during 8,505,842.42 )
the holding period
Investment income redeemed on matured financial products 22,784,254.59 48,773,447.48
Total 44,650,105.12 40,493,287.66

48. Other income

Unit: RMB

Item Amount recognized in 2017

Amount recognized in 2016

The amount booked into current year
non- recurring profits and looses

VAT Refund (Note) 1,503,184,391.37

Special subsidies 146,314,453.00 - 146,314,453.00
Tax refunds 23,753,007.89 - 23,753,007.89
Total 1,673,251,852.26 - 170,067,460.89

Note: According to the Accounting Standards for Enterprises No.16-Government Subsidies executed on June
12™ 2017, the Company booked government subsidies related to daily operations into other income, which

was booked into non-operating income in the prior year.

49. Non-operating income

Unit: RMB
Item Amount recognized in Amount recognized in | The amount booked into current year
2017 2016 non- recurring profits and looses
VAT Refund - 1,319,545,019.54 -
Special subsidies 9,456,852.87 151,794,448.39 9,456,852.87
Tax refunds 5,032,729.51 19,526,639.92 5,032,729.51
Fines and confiscations 28,955,431.80 11,819,624.33 28,955,431.80
Others 3,284,236.45 8,036,040.87 3,284,236.45
Total 46,729,250.63 1,510,721,773.05 46,729,250.63
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50. Non-operating expenses

Unit: RMB
ltem Amount recognized in Amount recognized in  [Amount recorde_d into the current period
2017 2016 non-recurring profits (losses)t
IﬁJOnC;I water conservancy construction 825,530.98 28.329,199.04 i
Others 2,194,847.74 1,582,043.52 2,194,847.74
Total 3,020,378.72 29,911,242.56 2,194,847.74
51. Income tax expenses

(1) Details of Income tax expenses

Unit: RMB

Item Amount recognized in 2017 Amount recognized in 2016

Current income tax 1,564,816,313.41 1,285,412,458.83
Deferred income tax (103,759,710.79) (114,055,891.26)
Differences of income tax annual filing (351,737,760.08) (281,468,083.87)
Total 1,109,318,842.54 889,888,483.70
(2) Reconciliation of income tax expenses to the accounting profit

Unit: RMB

Amount recognized in 2017 Amount recognized in 2016

Total profit 10,486,820,482.36 8,314,111,562.34
Income tax expenses calculated at applicable tax rates of 15% 1,573,023,072.35 1,247,116,734.35
Impact of non-deductible costs, expenses and losses 9,131,011.50 7,059,336.12
Tax effect of non-taxable income (2,382,834.30) -
Impact of deductible temporary differences or deductible losses
for which no deferred income tax assets is recognized for the 101,441,652.47 61,847,835.10
current period
Impact of deductible temporary differences or deductible losses
for which no deferred income tax assets is recognized for the prior (4,975,770.84) (1,034,263.90)
periods
Differences of income tax annual filing (Note) (351,737,760.08) (281,468,083.87)
Impact by different tax rates applicable to different subsidiaries 91,779,869.98 38,278,159.98
Impact of additional deduction of R&D expenses (209,272,075.55) (155,040,484.90)
Others (97,688,322.99) (26,870,749.18)
Income tax expenses 1,109,318,842.54 889,888,483.70

Note: Pursuant to the Notice on Printing the List of Key Software Enterprises and Integrated Circuit Design Enterprises
under the National Planning Layout between 2013 and 2014 (Fa Gai Gao Ji [2013] No. 2458) , the Company was
identified as a national key software enterprise in December 2013. Pursuant to the Notice on Relevant Issues Concerning
the Preferential Policies for Enterprise Income Tax on Software and Integrated Circuit Industry (Finance and Taxation
[2016] No. 49), the Company was approved by the tax authorities in May 2017 to apply enterprise income tax of 10%
for 2016, therefore, the enterprise’s 2017 income tax expenses was reduced by RMB 351,737,760.08.
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52. Notes to consolidated cash flow statement

(1) Other cash receipts relating to operating activities

Unit: RMB
Item Amount recognized in 2017 Amount recognized in 2016
Interest income 270,155,908.15 184,537,947.93
Government subsidies 194,485,605.87 151,794,448.39
Others 69,287,721.31 153,291,620.13
Total 533,929,235.33 489,624,016.45
(2) Other cash payments relating to operating activities
Unit: RMB
Item Amount recognized in 2017 Amount recognized in 2016
Office expenses and business expenses 813,083,186.67 536,275,608.23
Advertising and Selling services 762,346,850.11 436,719,048.45
R&D expense 403,860,343.28 334,367,206.73
Shipping and transportation expense 566,519,922.42 422,076,453.97
Travelling expense 380,420,837.39 245,280,426.97
Deposits to restricted monetary funds 348,737,496.48 42,273,330.05
Costs for outsourcing labor, etc. 218,848,220.03 174,383,961.34
Rental expense 163,324,165.39 110,722,987.56
Others 144,156,727 .47 18,417,306.78
Total 3,801,297,749.24 2,320,516,330.08
(3) Other cash receipts relating to investing activities
Unit: RMB
Item Amount recognized in 2017 Amount recognized in 2016
Receipts of government subsidies related to assets 24,189,300.00 -
Receipts of financing leases 21,175,369.30 4,398,940.46
Withdrawal of project loan 18,000,000.00 9,000,000.00
Total 63,364,669.30 13,398,940.46
(4) Other cash receipts relating to financing activities
Unit: RMB
Item Amount recognized in 2017 Amount recognized in 2016
Receipts of subscriptions for equity incentive - 660,888,216.54
Total - 660,888,216.54

% Please refer to Note (V) 48 for details about government subsidy (Value-added Tax Rebate for Software Product), which is closely related

to daily operations of the Company.
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(5) Other cash payments relating to financing activities

Unit: RMB
Item Amount recognized in 2017 Amount recognized in 2016
Repurchase of restricted shares 15,151,500.00 1,602,804.35
Payments for temporary borrowing 7,000,000.00 -
Payments for acquiring minority shareholders’ equity 6,520,000.00 -
-
Total 38,451,500.00 1,602,804.35
53. Supplementary information about cash flow statement
(1) Supplementary information about cash flow statement
Unit: RMB
Supplementary information Amount recognized in 2017 | Amount recognized in 2016
1. Reconciliation of net profit to cash flow from operating activities:
Net profit 9,377,501,639.82 7,424,223,078.64
Add: Impairment of assets 484,568,899.16 317,564,256.35
Fixed assets depreciation 301,861,330.86 211,703,919.76
Amortization of intangible assets 39,412,000.70 29,159,827.06
Il_gsz?fecr):] i;i%?ssa(lg]g{ng;@d assets, intangible assets and other (1,585,222.50) 736,149.02
Losses from changes in fair value (gains) (42,090,091.11) 40,171,578.80
Financial expenses 272,067,756.32 63,806,734.82
Investment income (44,650,105.12) (40,493,287.66)
Share-based payment based on equity 191,200,597.45 122,970,423.83
Changes in other monetary fund (323,504,991.19) (42,273,330.05)
Increase in deferred income tax assets (103,759,710.79) (114,055,891.26)
Increase in inventories (1,269,276,296.32) (1,018,365,072.45)
Increase in other operating non-current assets (488,178,801.99) -
Increase in operating receivables (4,734,950,220.76) (3,603,400,179.99)
Increase in operating payables 3,660,640,740.49 2,813,782,689.19
Increase in deferred income (decrease) 53,902,725.66 10,833,745.99
Net cash flow from operating activities 7,373,160,250.68 6,216,364,642.05
2. Significant investing and financing activities not involving cash
receipts and payments:
3. Net changes in cash and cash equivalents:
Ending balance of cash 16,029,185,269.17 13,522,337,697.28
Less: Beginning balance of cash 13,522,337,697.28 10,033,468,750.19
Add: Ending balance of cash equivalents - -
Less: Beginning balance of cash equivalents - -
Net increase in cash and cash equivalents 2,506,847,571.89 3,488,868,947.09
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(2) Net Cash payments of obtaining subsidiaries and other business units

Last year:

Unit: RMB

Amount

Cash and cash equivalents payments in last year for business merger

202,268,141.07

Including: Secure Holding Limited and its subsidiaries

178,268,141.07

Hangzhou Haikang Zhicheng Investment Development Co., Ltd 24,000,000.00

Less: the subsidiary’s cash and cash equivalent balance on the acquisition date 29,794,352.58

Including: Secure Holding Limited and its subsidiaries 99,069.36

Hangzhou Haikang Zhicheng Investment Development Co., Ltd 29,695,283.22

Add: Cash and cash equivalents payments in last year for previous period’s business merger -

Net Cash outflow of obtaining subsidiaries 172,473,788.49
(3) Constituents of cash and cash equivalents

Unit: RMB
Item Closing balance Opening balance

Cash 16,029,185,269.17 13,522,337,697.28

Including: Cash on hand 769,612.23 749,268.69

Bank deposit for payment at any time 16,007,539,118.39 13,513,776,790.24

Other monetary capital for payment at any time 20,876,538.55 7,811,638.35

Cash equivalents - -

Ending balance of cash and cash equivalents 16,029,185,269.17 13,522,337,697.28

Among the total balance of RMB 460,121,972.02 of the other monetary fund(s) at the end of the period (December
31% 2016: RMB 123,552,080.63), RMB 439,245,433.47 are various guarantee deposits (December 31% 2016: RMB

115,740,442.28), not cash and cash equivalents.

54. Assets with restriction in ownership or use rights

Unit: RMB
ltem Carrying Value at the end of the Cause of restriction
period
Various guarantee deposits, and deposits pledged for

Monetary fund(s) 439,245,433.47 obtaining long-term borrowing
Notes receivable 99,091,810.24 |Pledged for issuing bank acceptance bill
Accounts receivable 60,646,697.33 |Pledged for obtaining long-term borrowing
Total 598,983,941.04
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55. Monetary items of foreign currencies

(1) foreign currencies

ltem Balance in foreign currency at Exchange rate for Balance of RMB cor_lverted at
the end of period conversion the end of period
Monetary funds
Including: USD 795,791,034.10 6.5342 5,199,857,775.02
EUR 31,967,018.03 7.8023 249,416,264.78
GBP 48,487.27 8.7792 425,679.44
AED 5,134,108.08 1.7790 9,133,578.28
THB 4,267,411.59 0.1998 852,750.61
Accounts receivable
Including: USD 263,110,103.20 6.5342 1,719,214,036.33
EUR 5,058,605.50 7.8023 39,468,757.69
Short-term borrowing
Including: GBP 8,500,000.00 8.7792 74,622,548.39
Accounts Payable
Including: USD 204,499,455.17 6.5342 1,336,240,339.97
Bond Payable
Including: EUR 404,308,219.18 7.8023 3,154,534,018.51
(2) Details of Overseas Operational Entities
Name of overseas subsidiaries Mc?[;ng;ligrr?aeﬁs %elfﬁg?]?f Basis of selection
office
HDT International Ltd. Hongkong HKD Selection based on local economic environment
Hikvision Europe BV Netherlands EUR Selection based on local economic environment
Prama Hikvision Indian Private Limited India INR Selection based on local economic environment
Hikvision Uk Limited UK GBP Selection based on local economic environment
Hikvision Italy (S.R.L.) Italy EUR Selection based on local economic environment
Hikvision International Co., Limited Hongkong HKD Selection based on local economic environment
Hikvision Australia PTY Ltd. Australia AUD Selection based on local economic environment
Hikvision Spain, S.L. Spain EUR Selection based on local economic environment
Hikvision France SAS France EUR Selection based on local economic environment
Hikvision Singapore Pte. Ltd Singapore SGD Selection based on local economic environment
Hikvision South Africa (Pty) Ltd. South Africa ZAR Selection based on local economic environment
Hikvision FZE Dubai usD Selection based on local economic environment
g;l;\g\s,\ll?er:j;cgllir;dscsigolka Z ograniczona Poland PLN Selection based on local economic environment
g(;g:}ﬂ:r']og? Sf[) d.BrasiI Comercio de Equipamentos de Brazil BRL Selection based on local economic environment
Hikvision LLC Russia RUB Selection based on local economic environment
Ezviz Inc. USA usD Selection based on local economic environment
Cooperative Hikvision Europe U.A. Netherlands usD Selection based on local economic environment
Hikvision Korea Limited Korea KRW Selection based on local economic environment
Hikvision Colombia SAS Columbia CoP Selection based on local economic environment
Hikvision Kazakhstan limited liability partnership Kazakhstan KZT Selection based on local economic environment
Pyronix Ltd UK GBP Selection based on local economic environment
Microwave Solutions Limited UK GBP Selection based on local economic environment
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Name of overseas subsidiaries M(;;ng;irr']saefs Rcelfr?g?f Basis of selection
office
Secure Holdings limited UK GBP Selection based on local economic environment
géﬁﬁgggggﬁ%;fi%?]m'ogy And Security Systems Turkey TRL Selection based on local economic environment
ZAO Hikvision Russia RUB Selection based on local economic environment
Hikvision Hungary Kft Hungary HUF Selection based on local economic environment
Hikvision New Zealand Limited New Zealand NzZD Selection based on local economic environment
Hikvision Czech s.r.o. Czech CzZK Selection based on local economic environment
Hikvision Deutschland GmbH Germany EUR Selection based on local economic environment
Hikvision Kenya (Pty) Ltd Kenya KES Selection based on local economic environment
Hikvision Tashkent LLC Uzbekistan uzs Selection based on local economic environment
Hikvision (Malaysia) SDN. BHD Malaysia MYR Selection based on local economic environment
Hikvision USA,Inc. USA usD Selection based on local economic environment
Hikvision Canada INC. Canada CAD Selection based on local economic environment

56. Others
Unit: RMB
Accumulated Accumulated
R F Related to assets/ . . . .
Subsidies related 1o incomes Financial Report Items (Note) amount in current amount in last
year year
VAT Rebate Income Other Income 1,503,184,391.37 | 1,319,545,019.54
Special Subsidies
L . - Other Income Note (V) 48/
Including: Other Special Subsidies Income Non-operating Income Note (V) 49 139,685,605.87 151,794,448.39
Subsidies for core electronic devices,
high-end universal chip and basic] Income Deferred Income 54,800,000.00 -
software product projects
Subsidies for construction of Asset Deferred Income 24,189,300.00 .
Chongging Manufacture Base
Tax Refund Income Other Income Note (V') 48/ 28785737.40 |  19,526,639.92
Non-operating Income Note (V) 49
Total 1,750,645,034.64 | 1,490,866,107.85
Including: subsidies booked into 1,687,741,434.64 | 1,490,866,107.85

current profit/loss

Note: According to the Accounting Standards for Enterprises No.16—Government Subsidies executed on June 12" 2017, the
Company booked government subsidies related to daily operations into other income, which was previously booked into

non-operating income in last year.
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vI. Changes in consolidation scope

1. Business mergers not involving enterprises under the common control

(1) Business mergers not involving enterprises under common control during last year

Hangzhou Hikvision Zhicheng Investment Development Co., Ltd (i i 8 2 I3 % K EE R A
7] )(“Hangzhou Zhicheng”)

On January 20™ 2016, the Company entered into a PPP Project Investment Construction Contract on the
Tonglu Intelligent Governance of Information Platform ( (4l J5 % 25 BLA5 B & PPPI H # ¥ @ it &
[@]) )with the TongLu intelligent Information Governance Center, pursuant to which, the Company agreed to
acquire 80% of Hangzhou Zhicheng by a capital increase of RMB 24,000,000. This acquisition was completed
on January 26™ 2016.

Secure Holdings Limited (“SHL”)

On May 19" 2016, Cooperative Hikvision Europe U.A., one of the Company’s subsidiaries, entered into the
Share Sales and Purchase Agreement Related to Secure Holdings Limited with two independent third parties,
pursuant to which, it agreed to acquire the entire equity interests of SHL and its subsidiaries, Pyronix Ltd and
Microwave Solutions Limited, at the consideration of £ 18,914,800 (equivalent to approximately RMB
178,268,141.07). This acquisition was completed on May 31 2016.

Unit: RMB
Equity e Basis for Income of acquiree [ Net profit from date
Name of the | Time of equity [Equity acquisition|acquisition - Sisit)i/on Date of acquisition | determining from date of of acquisition to the
acquiree acquisition cost ratio r?letho d date of acquisition to the |end of the year (loss)
(%) acquisition end of the year
Equity transfer
Hangzhou Payment in th dgtt_e of
Zhicheng January 2016 | 24,000,000.00 80 cash January 26" 2016 | acquiring the (165,241.41)
control of
acquiree
Equity transfer
Payment in o d?t? of
SHL May 2016 178,268,141.07 100 cash May 31% 2016 acquiring the 160,382,908.22 7,192,967.25
control of
acquiree
(2) Cost of combination and goodwill
Last year:
Unit: RMB
Cost of business merger Hangzhou Zhicheng SHL
- Cash 24,000,000.00 178,268,141.07
Total cost of combination 24,000,000.00 178,268,141.07
less: fair value of identifiable net assets acquired 23,987,426.58 47,776,513.61
Goodwill 12,573.42 130,491,627.46

202



HIKVISION

Hikvision 2017 Annual Report

Notes to Financial Statements
For the reporting period ended on December 31% 2017

(3) Acquiree’s identifiable assets and liabilities at the date of acquisition.

Last year:
Unit: RMB
Hangzhou Zhicheng SHL
Fair value at the Carrying value Fair value at the Carrying value
date of acquisition atthe .d?t.e of date of acquisition atthe .dgt.e of
acquisition acquisition

Assets:
Cash and bank balances 29,695,283.22 29,695,283.22 99,069.36 99,069.36
Accounts receivable 48,599,229.99 48,599,229.99
Inventories 304,000.00 304,000.00 39,897,038.84 39,897,038.84
Prepayments 2,735,883.80 2,735,883.80
Other receivables 1,582,824.69 1,582,824.69
Fixed assets 48,275,194.55 48,275,194.55
Liabilities:
Accounts payable 33,212,325.66 33,212,325.66
Short-term borrowings 29,166,419.88 29,166,419.88
Long-term borrowings 19,353,939.08 19,353,939.08
Other payables 11,680,043.00 11,680,043.00
Taxes payable 15,000.00 15,000.00
Net assets 29,984,283.22 29,984,283.22 47,776,513.61 47,776,513.61
less: minority interests 5,996,856.64 5,996,856.64 - -
Net assets acquired 23,987,426.58 23,987,426.58 47,776,513.61 47,776,513.61

203




HIKVISION

Notes to Financial Statements
For the reporting period ended on December 31% 2017

Hikvision 2017 Annual Report

2. Business merger involving enterprises under common control
(4) Business merger involving enterprises under common control during the reporting period

Hangzhou Haikang Ximu Intelligent Technology Co., Ltd. (“Haikang Ximu”)

Pursuant to the resolution approved by the Company’s 21% meeting of the 3rd session of the Board of Directors held on January 18" 2017, the Company’s subsidiary Hangzhou
Automotive Technology, CETHIK and 7 individual shareholders including Yang Feng signed the agreement to acquire CETHIK’s subsidiary Hangzhou Haikang Ximu Intelligent
Technology Co., Ltd., of which RMB 9.78 million was for acquiring 60% shares of Haikang Ximu held by CETHIK, and RMB 6,520,000.00 was for acquiring 40% shares of
Haikang Ximu held by 7 individual shareholders including Yang Feng. The aforementioned acquisition was completed on April 30™ 2017 and May 24" 2017 respectively. CETHIK

is the controlling shareholder of Haikang Ximu, therefore, this acquisition of 60% shares of Haikang Ximu is categorized as business merger involving enterprises under common
control

Unit: RMB
Equit Net profit of acquiree Income of acquiree from| Net profit of acquiree
Name of the ac Sisit}i/on SIS 705 S TTEss Date of acquisition Basis for determinin D152 Gi ZEAN TR D frompbe innin qof the DETITG Ay |- i Iy G
- quts merger under common a rmining beginning of the year to 9 9 year to the date of prior year to the date of
acquiree ratio date of acquisition g year to the date of L e o
control the date of acquisition o acquisition in prior year | acquisition in prior year
(%) acquisition : i ! _
(comparative period) (comparative period)
Both parties are under the
common control of .
Equity transfer date of
HIK Ximu 60% CETH'IEebbngirﬁezgd afterl  April 30" 2017 acquiring the control of - (42,070.90) 10,523,216.38 3,949,039.20
- - acquiree
combination, which is
not temporary
(5) Cost of business merger
Unit: RMB
Cost of business merger HIK Ximu
- Cash 9,780,000.00
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(6) Acquiree’s carrying value of assets and liabilities at the date of acquisition

Unit: RMB
HIK Ximu
On the date of acquisition Ending balance at the end of prior year

Assets:
Cash and bank balances 2,462,383.90 3,084,985.38
Accounts receivable 919,422.04 1,030,422.04
Inventories 4,788,664.47 4,788,664.47
Other assets 386,806.71 516,863.68
Liabilities:
Other payables 15,927,658.68 15,995,583.60
Other liabilities 804,128.96 1,557,791.59
Net assets (liabilities) (8,174,510.52) (8,132,439.62)
less: minority interests (3,269,804.21) (3,252,975.85)
Net assets (liabilities) acquired (4,904,706.31) (4,879,463.77)

3. Changes of consolidation scope due to other causes

(1) The subsidiaries newly established and incorporated in the consolidation scope during the current period as

follows:

Company Name

Time of
establishment

Registered capital

Amount of

contribution of the

Ratio of
contribution (%)

Company
Hikvision Hungary Kft (Hungary Subsidiary) May 2017 HUF 58 million HUF 58 million 100
H|kv_|S|_on New Zealand Limited (New Zealand March 2017 NZD 300,000 NZD 300,000 100
Subsidiary)
Hikvision Czech s.r.o. (Czech Subsidiary) August 2017 CZK 5.12 million CZK 5.12 million 100
Hikvision Deutschland GmbH (Germany Subsidiary) December 2017 EUR 260,000 EUR 260,000 100
Hikvision Kenya (Pty) Ltd (Kenya Subsidiary) April 2017 KES 26 million KES 26 million 100
Hikvision Tashkent LLC (Uzbekistan Subsidiary) April 2017 UZS 478.26 million | UZS 478.26 million 100
Hikvision —(Malaysia) ~ SDN.  BHD  (Malaysia July 2017 MYR 1 million MYR 1 million 100
Subsidiary)
Hangzhou Hikvision Automotive Software Co., Ltd. - -
(Hangzhou Automotive Software) (Note 1) July 2017 RMB 50 million RMB 30 million 60
Wuhan Hik Storage Technology Co., Ltd. ("Wuhan | » 1y 5417 RMB 100 million | RMB 60 million 60
Storage Technology™)
Urumchi Hai Shi Xin An Electronics Technology Co.,
Ltd. (& AR 2 B TR ARG R AF) April 2017 RMB 120 million RMB 108 million 90
(Urumchi Haishi)
Hangzhou Haikang Intelligent Technology Co., Ltd. - -
(Haikang Intelligent Technology) (Note 2) July 2017 RMB 20 million RMB 1,2 million 60
Wuhan Hik Storage Software Co., Ltd. (Wuhan | g0 0 her 0017 | RMB 100 million | RMB 60 million 60

Storage Software) (Note 3)
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. Amount of ;
Time of " - e Ratio of
Company Name establishment Registered capital contribution of the contribution (%)

Company
Chengdu Hikvision Digital Technology Co., Ltd. | spi0097 RMB 80 million | RMB 80 million 100
(“Chengdu Hikvision”)
MoYuHaiShi  Electronic  Technology Co., Ltd. - -
(MoYuHaiShi) (Note 4) October 2017 RMB 57.8 million | RMB 49.13 million 85
Hangzhou EZVIZ Software Co., Ltd. (Hangzhou - -
EZVIZ Software) (Note 5) October 2017 RMB 3000 million RMB 18 million 60
PiShanHaiShi Yong’An Electronic Technology Co., - -
Ltd. (PiShanHaiShi) (Note 6) December 2017 RMB 67.2 million RMB 60.48 million 90

Note 1: At the end of the reporting period, the actual paid-up capital of Hangzhou Automotive Software was RMB
30,000,000.00, of which RMB 18,000,000 that resulted in 60% equity holding percentage was contributed by the Group.

Note 2: At the end of the reporting period, the actual paid-up capital of Haikang Intelligent Technology was RMB
5,000,000.00, of which, RMB 3,000,000.00 that resulted in 60% equity holding percentage was contributed by the
Group.

Note 3: At the end of the reporting period, Wuhan Storage Software has not completed capital contribution yet; therefore,
its actual paid-up capital was nil.

Note 4: At the end of the reporting period, the actual paid-up capital of MoYuHaiShi was RMB 49,130,000.00, entirely
contributed by the Group.

Note 5: At the end of the reporting period, Hangzhou EZVIZ Software has not completed capital contribution yet;
therefore, its actual paid-up capital was nil.

Note 6: At the end of the reporting period, PiShanHaiShi has not completed capital contribution yet; therefore, its actual
paid-up capital was nil.

(2) Cancellation of the Company’s Subsidiary during the current year:

Company Name Date of equity disposition Proportion of shareholding (%)

Wuhan Hikvision System Technology Co., Ltd. March 2017 100

VII. Interest in other entities
1. Equity in subsidiaries

(1) Composition of corporate group

- - - f Shareholding ratio Acauisiti

ocation o ace 0 . o cquisition

Name operation registration Nature of business - ) - Method

Direct Indirect
Lo Hangzhou, System integration, .

Hangzhou Hikvision System Technology Co., Ltd. Hangzhou Zhejiang Technology development 100.00 Establishment

Hangzhou Hikvision Science and Technology Co., Hangzhou, .

Ltd. Hangzhou Zhejiang manufacture 100.00 Establishment

Hangzhou Hikvision Security Equipment Leasing Hangzhou, : .

Services Ltd. Hangzhou Zhejiang Finance lease 100.00 Establishment

ggon&c&mg Hikvision System Technology Chongging Chongging System integration 100.00 Establishment

Hikvision USA, Inc. USA Los Angeles Sales 100.00 Establishment

HDT International Ltd. Hong Kong Hong Kong Sales 95.00 5.00 | Establishment
Business combination

Prama Hikvision Indian Private Limited India Mumbai Sales 58.00 not involving
enterprises under
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Shareholding ratio

Location of Place of - @ Acquisition
Name operation registration LIRS 7 B16TRESS . (%) . Method
Direct Indirect
common control
Hikvision Europe BV Europe Amsterdam Sales 100.00 | Establishment
Hikvision FZE Dubai Dubai Sales 100.00 Establishment
Hikvision Singapore Pte. Ltd Singapore Singapore Sales 100.00 Establishment
CL:::jongqlng Hikvision Science and Technology Co., Chongging Chongging Manufacture 100.00 Establishment
E:gjlng Hikvision Security Technology Services Co., Beijing Beijing Services 100.00 Establishment
Hangzhou Fuyang Hik Baotai Security Technology Hangzhou, . .
Services Co., Ltd. (Note 1) Hangzhou Zhejiang Construction 51.00 | Establishment
Hikvision South Africa (Pty) Ltd. South Africa South Africa Sales 100.00 Establishment
Hikvision Italy (S.R.L.) Italy Milan Sales 100.00 | Establishment
Hikvision do Brasil Comercio de Equipamentos de X . .
Seguran@  Ltda. Brazil Brazil Sales 95.00 5.00 | Establishment
Hikvision Australia PTY Ltd. Australia Australia Sales 100.00 Establishment
Hikvision International Co., Limited Hong Kong Hong Kong Sales 100.00 Establishment
Hikvision France SAS France France Sales 100.00 | Establishment
Hikvision Spain,S.L. Spain Spain Sales 100.00 | Establishment
Business combination
Shanghai Goldway Intelligent Traffic System Co., . . not involving
Ltd. Shanghai Shanghai Manufacture 100.00 enterprises under
common control
Business combination
ZAO Hikvision Russia St. Peterburg Sales 100,00 | Motinvolving
enterprises under
common control
Business combination
L not involving
Beijing Brainaire Storage Technology Co., Ltd. Beijing Beijing Manufacture 100.00 enterprises under
common control
Business combination
Henan Hua’an Intelligence - not involving
Development Co., Ltd. Zhengzhou Zhengzhou Construction 51.00 enterprises under
common control
Business combination
s . . . not involving
Henan Hua’an Security Services Co., Ltd. (Note 2) Zhengzhou Zhengzhou Services 45.90 enterprises under
common control
Business combination
Hundure Technology (Shanghai) Co., Ltd. Shanghai Shanghai Manufacture 100.00 not |nv9Ivmg
enterprises under
common control
Hikvision Uk Limited UK UK Sales 100.00 | Establishment
Hikvision Poland Spolka Z Ograniczona Establishment
Odpowiedzialnoscia Poland Poland Sales 100.00
Hangzhou Hikvision Electronics Co., Ltd. (Note 3) Hangzhou Hangzhou Manufacture 71.30 Establishment
o Business combination
Wuhan Hikvision System Technology Co., Ltd. Wuhan, Hubei Technology not involving
Wuhan . R C
(Note 4) Province development enterprises under
common control
Cooperative Hikvision Europe U.A. Netherlands Netherlands Sales 99.00 1.00 | Establishment
Hikvision Canada Inc. Canada Canada Sales 100.00 Establishment
Hikvision LLC Moscow Moscow Sales 100.00 Establishment
Hikvision Korea Limited Korea Korea Sales 100.00 Establishment
Technology Establishment
Hangzhou EZVIZ Network Co., Ltd. Hangzhou Hangzhou development 60.00
Ezviz Inc. USA Los Angeles Sales 60.00 | Establishment
Business combination
Hangzhou Haikang Zhicheng Investment . . not involving
Development Co., Ltd Hangzhou Hangzhou System integration 80.00 enterprises under
common control
Hangzhou Hikvision Robtics Technology Co. Ltd. Hangzhou Hangzhou Technology 60.00 Establishment
development
Hangzhou Hikvision Investment Management Co., Hangzhou Hangzhou Investment 100.00 Establishment
Ltd. Management
Hangzhou Hik Automotive Technology Co., Ltd. Hangzhou Hangzhou Technology 60.00 Establishment
development
Hangzhou Hikvision Communication Technology Hangzhou Hangzhou Technology 70.00 Establishment
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Shareholding ratio

Location of Place of - @ Acquisition
Name operation registration LIRS 7 B16TRESS . (%) . Method
Direct Indirect
Co., Ltd. development
Hangzhou Hikvision Weiying Sensory Technology Hangzhou Hangzhou Technology 60.00 Establishment
Co., Ltd. development
Hikvision Turkey Technology And Security Systems Establishment
Y . o Yoy Turkey Istanbul Sales 100.00
Commerce Corporation
Hikvision Colombia SAS Columbia Santa Fe Bogota Sales 100.00 Establishment
Hikvision Kazakhstan limited liability partnership Kazakhstan Astana Sales 100.00 Establishment
Manufacture Business combination
Secure Holding Limited British Sheffield 100.00 | not |nv9Ivmg
enterprises under
common control
Manufacture Business combination
Pyronix Limited British Sheffield 100,00 | Motinvolving
enterprises under
common control
Manufacture Business combination
Microwave Solutions Limited British Sheffield 100.00 | Mot mvplvmg
enterprises under
common control
Tianjin Hikvision System Technology Co., Ltd. Tianjin Tianjin Construction 100.00 Establishment
Hikvision Hungary Kft Hungary Hungary Sales 100.00 Establishment
Hikvision New Zealand Limited New Zealand Auckland Sales 100.00 Establishment
Wuhan, Hubei Technolo .
Wuhan HIK Storage Technology Co., Ltd. Wuhan . 9y 60.00 Establishment
Province development
Urumchi Hai Shi Xin An Electronics Technology Urumchi Ur.ur.'r.1ch|, Construction 90.00 Establishment
Co,, Ltd. Xinjiang
Business combination
- . Hangzhou, i i i
Hangzhou Hik Ximu Intelligent Technology Co., Ltd Hangzhou a gz ou Manufacture 60.00 involving enterprises
Zhejiang under common
control
Hikvision Tashkent LLC Uzbekistan Tashkent Sales 100.00 Establishment
Hikvision Kenya (Pty) Ltd Kenya Kenya Sales 100.00 Establishment
Hangzhou HIK Automotive Software Co., Ltd. Hangzhou Hang}hou, Technology 60.00 Establishment
Zhejiang development
Hangzhou HIK Intelligent Technology Co., Ltd. Hangzhou Hang}hou, Technology 60.00 Establishment
Zhejiang development
Wuhan HIK Storage Software Co., Ltd. Wuhan Wuhan, Hubei Technology 60.00 Establishment
development
Chengdu Hikvision Digital Technology Co., Ltd. Chengdu Chengdu Technology 100.00 Establishment
development
MoYuHaiShi Electronic Technology Co., Ltd. Hetian Moyu Construction 85.00 Establishment
Hangzhou EZVIZ Software Co., Ltd. Hangzhou Hangzhou Technology 60.00 Establishment
development
PiShanHaiShi YongAn Electronic Technology Co., Ltd. Hetian Pishan System integration 90.00 Establishment
Henan Haikang Hua’anBaoQuan Electronics Co., Ltd. Zhengzhou Zhengzhou Construction 51.00 Establishment
Hikvision Czech s.r.o. Czech Czech Sales 100.00 Establishment
Hikvision (Malaysia) SDN. BHD Malaysia Malaysia Sales 100.00 Establishment
Hikvision Deutschland GmbH Germany Germany Sales 100.00 Establishment

Note 1: Hangzhou Fuyang HIK Baotai Security Technology Services Co., Ltd. is a subsidiary controlled by Hangzhou
Hikvision System Co., Ltd who holds 51% equity interests. According to the Articles of Association of the Company,
Hangzhou Hikvision Systems Co., Ltd. has a 50% dividend payout ratio in the said company (Fuyang Baotai).

Note 2: Henan Hua’an Security Services Co., Ltd. is a subsidiary controlled and invested by Henan Hua’an Intelligence

Development Co., Ltd.

Note 3: The remaining 28.70% equity interests of Hangzhou Hikvision Electronics Co., Ltd.is held by China
Development Bank Fund. Please refer to Note (V) 30 for details.

Note 4: Wuhan Hikvision System Technology Co., Ltd. has processed cancellation registration in Industrial and

Commercial Bureau in 2017.

208



http://www.youdao.com/w/Istanbul/#keyfrom=E2Ctranslation

HIKVISION

Notes to Financial Statements
For the reporting period ended on December 31% 2017

Hikvision 2017 Annual Report

2. Transactions that resulted in change in equity shares in the subsidiary, and maintained the controlling power
over the subsidiary.

(1) Details about changes in owners’ equity in subsidiary
Pursuant to the resolution approved by the Company’s 21% meeting of the 3" session of the Board of Directors
held on January 18™ 2017, the Company’s joint-venture subsidiary, Hangzhou Automotive Technology, and 7
individual shareholders including Yang Feng signed the agreement to acquire 40% shares of Haikang Ximu held
by 7 individual shareholders including Yang Feng with RMB 6.52 million. The aforementioned acquisition was
completed on May 24" 2017.

(2) Effect of the transaction on minority interests and owner’s equity attributable to the parent company

Unit: RMB
Haikang Ximu
Acquisition Cost
- Cash 6,520,000.00
Subtotal of acquisition cost 6,520,000.00
Less: Difference in the subsidiary’s net assets  (liabilities)
calculated based on the proportion of equity acquired (3,269,804.21)
Including: Capital reserve adjustment (5,873,882.52)
3. Equity in joint ventures or associates
(1) Aggregated financial information of insignificant joint-ventures or associates
Unit: RMB
Closing balance / amount for Opening balance / amount for
2017 2016
Associates:
The aggregate carrying amount of investments in associates 133,000,000.00 35,000,000.00
The aggregate amount of the following items calculated based on the
Company’s equity share percentage of the associates
--Total net profit and comprehensive income (2,525,266.42) -

VI1I. Risks associated with financial instrument

The Group's principal financial instruments include cash and bank balances, equity investments, notes receivable,
accounts receivable, other receivables, long-term receivables, borrowings, accounts payable, interest payable, other
payables, other current assets, note payables, dividends payable, bonds payable, long-term payables, derivative financial
instruments, etc. Details of these financial instruments are set out in Note (V). Below are the risks associated with such
financial instruments and the risk management policies adopted by the Group to mitigate such risks. The management of

the Group manages and monitors such risk exposures to ensure such risks are contained within a prescribed scope.

The Company adopts sensitivity analysis techniques to analyze the possible effects of rational and probable changes
in risk variables to profit or loss for the period or to the interests of shareholders. Since risk variables seldom change on
a stand-alone basis, while the correlation between variables may have significant influence to the ultimate amount of
change effected by the change in a single risk variable, the analysis below is based on the assumption that the changes in

each variable occurred separately.
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1. Objectives and policies of risk management

The Group engages in risk management with the aim of achieving an appropriate balance between risk and return,
where the negative effects of risks against the Group’s operating results are minimized, in order to maximize the benefits
of shareholders and other stakeholders. Based on such objective in risk management, the underlying strategy of the
Group’s risk management is to ascertain and analyze all types of risks exposures of the Group, establish appropriate risk
tolerance thresholds, carry out risk management procedures and perform risk monitoring on all kinds of risks in a timely
and reliable manner, thus containing risk exposures within a prescribed scope.

1.1 Market risks

1.1.1. Foreign exchange risks

Foreign exchange risks refer to the risk that losses will occur because of changes in foreign exchange rates. The
Company is primarily exposed to risks relating to the currencies such as USD and EUR. The Group’s subsidiaries in the
mainland of China whose procurement, sales and financing are denominated in RMB, USD and EUR, other principal
activities are settled in RMB. The Group’s subsidiaries in Hong Kong and outside China are principally engaged in
procurement, sales, financing and other major business activities in local currencies such as USD, EUR, GBP, RUB, and

etc.

As of December 31% 2017, except for monetary items of foreign currencies set out in Note (V) 55, the Group
mainly adopted the functional currency of each of its subsidiary to present the balance of its assets and liabilities. The
foreign exchange risks arising from assets and liabilities denominated in USD and EUR (which has been converted into

RMB) as follows may affect the operating results of the Group.

Unit: RMB
Assets Liabilities
Currencies
Closing balance Opening balance Closing balance Opening balance
usbD 6,919,071,811.35 5,368,890,321.65 1,336,240,339.97 858,395,317.22
EUR 288,885,022.47 459,593,188.17 3,154,534,018.51 2,954,449,528.77

The Company has been paying close attention to the effect of fluctuation in exchange rate on the foreign exchange
risks of the Group and has purchased forward foreign exchange contracts to mitigate the foreign exchange risk

exposure.
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Sensitivity analysis on exchange rate risk

With other variables unchanged, the exchange rate might float within a reasonable range, and has the following
before-tax effect on profit or loss and shareholders’ equity for the current period:

Unit: RMB
2017 2016
Change in interest rates ) Effect on shareholders’ Effect on shareholders’
Effect on profit . .
equity equity

5% appreciation of USD against functional currency 279,141,573.57 279,141,573.57 225,524,750.22 225,524,750.22
5% depreciation of USD against functional currency (279,141,573.57) (279,141,573.57) (225,524,750.22) (225,524,750.22)
5% appreciation of EUR against functional currency (143,282,449.80) (143,282,449.80) (124,742,817.03) (124,742,817.03)
5% depreciation of EUR against functional currency 143,282,449.80 143,282,449.80 124,742,817.03 124,742,817.03

1.1.2. Interest rate risk —risk related to changes in cash flow

The Group's risk related to changes in the cash flow of financial instruments due to changes in interest rates is mainly
related to floating interest rate bank borrowings. The Group's policy is to maintain the floating rate of these borrowings
to eliminate the risk of changes in the fair value of interest rates.

At the end of the reporting period, the Group’s amount of loans with floating interest rate is not significant, the risk of
cash flow fluctuation caused by the fluctuation of interest rate is relatively low, therefore, the sensitivity analysis on

interest rate risk was not performed.

1.2 Credit risk

As of December 31 2017, the biggest credit risk exposure that may cause financial loss suffered by the Group was
mainly due to the other party’s inability to fulfill obligations that caused the loss on the Group’s financial assets,
which include:

The book value of a confirmed financial asset in the consolidated balance sheet : for those financial instruments that
are measured by fair value, the book value reflects its risk exposure rather than its biggest risk exposure, the biggest
risk exposure will change as the future fair value changes.

In order to minimize credit risk, the Group has established a team responsible for formulating credit limit, credit
approval and implementing other monitoring procedures to ensure necessary follow-up measures are carried out to
recover the overdue debts. In addition, the Group reviews the recovery of each individual receivable at each balance
sheet date to ensure that sufficient provision for bad debts is made for uncollectible funds. As such, the
management of the Group believes that the Group’s exposure to credit risk has been significantly lowered.

The Group only deposits cash and cash equivalents into banks with relatively high level of credit rating; as such the
risk of cash and cash equivalents is low.

The Group has adopted necessary policies to ensure that all the sales customers have good credit records. Since the

Group’s risk exposure exists in several parties to the contract and certain customers, the Group has no other
significant concentration of credit risk.
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1.3. Liquidity risk

The Group maintains and monitors a level of cash and cash equivalents deemed adequate by the management
to meet the operation needs of the Group and to reduce the effect of cash flow movements when managing liquidity
risk. The management of the Company monitors the usage of bank borrowings, and ensures compliance with

borrowing agreements.

According to the term to maturity of non-discounted and remaining contract obligations, the financial liabilities

held by the Group are analyzed

as below:

Unit: RMB

December 31 2017

Within one year

1-5 years

More than five years

Total

Non-derivative financial
liabilities

Short-term borrowings

98,728,156.85

98,728,156.85

Notes payables 845,397,427.92 - - 845,397,427.92
Accounts payables 10,039,943,012.26 - - 10,039,943,012.26
Other payables 401,861,078.67 - - 401,861,078.67
Other current liabilities 744,583,627.22 - - 744,583,627.22
Bonds payable 39,011,500.00 3,159,931,500.00 - 3,198,943,000.00
Dividends payable 94,857,139.16 - - 94,857,139.16
Long-term borrowings 1,552,199,194.44 424,640,512.24 80,960,000.00 2,057,799,706.68
Long-term payables - 2,437,038.62 - 2,437,038.62
Derivative financial liabilities
Forward foreign exchange
contracts- settled in the gross
amount
- Cash inflow 832,518,206.78 - - 832,518,206.78
- Cash outflow 848,465,043.24 - - 848,465,043.24
- Net cash outflow 15,946,836.46 - - 15,946,836.46
IX. Fair value disclosure
1. The financial assets and financial liabilities measured at fair value at the balance sheet date:
Unit: RMB
TS Closing fair value
Level 1 Level 2 Level 3 Total

I. Continuous fair value measurement -1 (11,846,178.92) -1 (11,846,178.92)

(1) Financial assets at fair value through profit and loss

1. Tradable Financial Assets - 4,100,657.54 - 4,100,657.54

-- Derivative financial assets - 4,100,657.54 - 4,100,657.54
Total assets measured continuously at fair value - 4,100,657.54 - 4,100,657.54

(I1) Tradable Financial Liabilities

- Derivative financial liabilities - 15,946,836.46 - 15,946,836.46
Total liabilities measured continuously at fair value - 15,946,836.46 - 15,946,836.46
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2. Information on the estimation technique and important parameters adopted as for continuous Level 2 fair
value measurement items

Fair value at December

Estimation technique

Inputs

31% 2017
Forward Foreign Exchange 3669.300.00 Discounted cash flow Forward exchange rate discounted rate that
Contracts (Assets) e approach reflects the credit risk of counterparties
Foreign Exchange Structured 182.000.00 Discounted cash flow Forward exchange rate discounted rate that
Options (Assets) B approach reflects the credit risk of counterparties
Interest rate swap contracts Discounted cash flow Forward exchange rate discounted rate that
249,357.54 i .
(Assets) approach reflects the credit risk of counterparties
Forward Foreign Exchange (15,946,836.46) Discounted cash flow Forward exchange rate discounted rate that

Contracts (Liabilities)

approach

reflects the credit risk of counterparties

3. Items measured at continuous fair value. There were no transfers between levels for the current reporting
period. There was no estimation technique change for the current reporting period

4. Fair values of financial assets and financial liabilities that not measured at fair value

The Group’s management believes that the carrying amounts of financial assets and financial liabilities stated in
current assets and current liabilities in financial statements approximate to their respective fair values.

The financial liabilities which are not subsequently measured at fair values by the Group include long-term
borrowings, bonds payable and long-term payables, and the differences between their carrying amounts and their
respective fair values are insignificant.

X. Related parties and related-party transactions

1. Information on parent company of the Company

Shareholding ratio of PETCEIETE 6 VTG
Name Pl_ace (.’f NG of Registered capital parent company in the M1 @ eI
registration business Company (%) company to the
pany Company (%)
Ch'”f-\ Fliegrrgﬂ Icégecﬂr&o'ogy Hangzhou, | - Industrial RMB 660 million 39.59 39.59
p o, L. Zhejiang investment ' '
(CETHIK)

The ultimate controlling party of the Company is China Electronics Technology Group Corporation ("CETE").

2. Information on the subsidiaries of the Company

For details of the subsidiaries of the Company, see Note (VII).

3. Information on the joint ventures and associated companies of the Company

For details of the associated companies of the Company, see Note (V) 12.

4. Information on other related parties

Name

Relationship

Gong Hongjia

Director of the company, holds 15.01% of the share of the Company

Shanghai Fullhan Microelectronics Co., Ltd. (Shanghai Fullhan)

Gong Hongjia or his relative(s) serve(s) as the director(s)

Zhejiang Tuxun Technology Co.,Ltd. (Zhejiang Tuxun)

the Company’s senior management serve(s) as director(s)

Confirmware Technology(Hangzhou) Co., Ltd. (Hangzhou Confirmwg

the Company’s senior management serve(s) as director(s)

Beijing Woqi Co., Ltd.(Beijing Woqi)

Gong Hongjia or his relative(s) serve(s) as the director(s) (Note 1)

Wuhu Sensor Technology Co., Ltd. (Wuhu SensorTech)

Associated company of the Group
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Name

Relationship

Maxio Technology (Hangzhou) Ltd. and its subsidiaries (Maxio
Technology and its subsidiaries)

Associated company of the Group

Subsidiaries of CETE (Note 2)

Under common control of the ultimate controlling party of the
Company

Minority shareholders of Henan Hua’an BaoQuan Intelligence
Development Co., Ltd. (Minority shareholders of Hua’an BaoQuan)

Minority shareholders who carry out significant influence on
subsidiaries

Note 1: Mr Gong Hongjia left Beijing Woqi as senior management personnel on November, 2016. This year is the
subsequent one year after Gong left his post, so Beijing Woqi is still regarded as the Group's related party.

Note 2: Subsidiaries of CETC, excluding Hikvision and its subsidiaries.

5. Related party transactions

(1) Related party transactions regarding sales and purchases of goods, provision of services and receiving services

Purchase of commodities / receiving of services:

Unit: RMB
Related party Transaction type Amount for 2017 Amount for 2016

Shanghai Fullhan Purchase of materials and 219,306,864.78 125,473,819.16

receiving of services
Subsidiaries of CETE Purchase of materials and 215,050,909.52 254,200,197.75

receiving of services
Wuhu SensorTech Purchase of materials and 31,125,042.77 -

receiving of services

. . S Purchase of materials and
Maxio Technology and its subsidiaries receiving of services 23,702,468.99 -
Beijing Woqi Purchase of materials 4,441,973.51 3,910,029.08
Total 493,627,259.57 383,584,045.99
Sales of commodities / rendering of services:
Unit: RMB
Related party Transaction content Amount for 2017 Amount for 2016

Subsidiaries of CETE Sales of products and 796,423,974.48 388,432,638.00

rendering of services
Zhejiang Tuxun Sales of products 1,474,411.13 -
Wuhu Sensor Tech Sales of products 985,868.39 -
Hangzhou Confirmware Sales of products 370,341.82 -
Maxio Technology and its subsidiaries Sales of products 7,068.37 -
Total 799,261,664.19 388,432,638.00
Statement of deposit services:

Unit: RMB
Content of related party | Amount occurred in | Balance at the end | Amount occurred Opening
Related Party - .
transaction the current year of the year during last year Balance

Subsidiaries of CETE (Note) dDeeFf’c?:i'tts'”to Fixed 1,000,000,000.00 | 1,000,000,000.00 -
Subsidiaries of CETE (Note) dDeeFf’c?:i'tts'”to Fixed 500,000,000.00 500,000,000.00 -
Total 1,500,000,000.00 | 1,500,000,000.00 -

Note: the fixed deposit and the deposit at notice that the Group deposited into China Electronic Technology Finance Co.,
Ltd. during the current year.
The above transactions are executed at market prices.
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(2) Guaranteed by the related party

As required by the project owner, China Electronics Technology Group Corporation has provided a joint guarantee to
responsibility and duties of construction projects of “Safe Chongqing, Emergency Control System Digital Construction
Project”, including 41 districts and counties, signed by Chongging Hikvision System Technology Co., Ltd. (Chongging
System) Meanwhile, the Company provides a counter guarantee to China Electronics Technology Group Corporation.

(3) Remuneration of key management personnel

Unit: RMB

Item

Amount for the current year

Amount for the prior year

Compensation of key management personnel

43,518,890.00

39,400,274.73

(4) Other related party transactions

Pursuant to resolution of the Company’s 21% meeting of the 3" session of the Board on January 18" 2017, the
Company’s subsidiary Hangzhou Hikvision Automotive Technology acquired the parent company CETHIK’s asset
group with RMB 79.41 million in cash, including RMB 32,700,579.89 in inventories, net of RMB 37,747,049.94 in
credit and debt, RMB 3,966,381.68 in fixed assets, and RMB 5,000,000.00 in prepaid expenses.

6. Receivables from related parties and payables to related parties

(1) Receivables from related parties

Unit: RMB

Item L Carrying bacl:a:r?é:ang bagl;(;: e(:jebt provision | Carrying b;?;::;ng b;;znggbt provision
Accounts receivable Subsidiaries of CETE 764,292,224.05 39,661,148.57 417,423,058.74 21,711,986.75
Accounts receivable Zhejiang Tuxun 833,986.98 41,699.35 - -
Accounts receivable Hangzhou Confirmware 21,219.99 1,197.00 - -
Total 765,147,431.02 39,704,044.92 417,423,058.74 21,711,986.75
Other Receivables | Mg ecnnology and its 13,500,000.00 675,000.00 . .
Total 13,500,000.00 675,000.00 - -
Prepayments xg;gi;ﬁgsno'ogy and its 5,201,444.41 - - -
Total 5,201,444.41 - - -

(2) Payables to related parties
Unit: RMB
Item Related Party Closing balance Opening balance

Accounts payable Subsidiaries of CETE 160,186,487.11 145,207,580.30
Accounts payable Shanghai Fullhan 103,732,194.30 40,115,748.45
Accounts payable Wuhu Sensor Tech 14,496,160.00 -
Accounts payable Beijing Woqi 1,301,025.64 888,807.70
Accounts payable Maxio Technology and its subsidiaries 117,563.33 -
Total 279,833,430.38 186,212,136.45
Dividends payable g{aiggrjzlsmeh"lde“ of Hua’an 2,450,000.00 .
Total 2,450,000.00 -
Receipts in advance Subsidiaries of CETE 1,647,988.21 22,293,294.23
Total 1,647,988.21 22,293,294.23
Other payables Subsidiaries of CETE 73,881,697.00 29,306,379.13
Other payables Beijing Woqi 150,000.00 -
Other payables Shanghai Fullhan 100,000.00 -
Total 74,131,697.00 29,306,379.13
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XI. Share-based payments
1. Overview of share-based payments

According to the “Approval of the Implementation of the Restrictive Share Incentive Scheme of Hangzhou
Hikvision Digital Technology Co., Ltd. (5T ¥ 5 B AT H AR A BR 2 =] < B i P4 i S ah vt
I E)” (Guo Zi Fen Pei [2012] No. 426) issued by the State-owned Assets Supervision and Administration
Commission of the State Council and the “Opinion the Restrictive Share Incentive Scheme of Hangzhou
Hikvision Digital Technology Co., Ltd. (3¢ T i 5 B 74 AR A7 A5 PR 2 w1 PR 1) 14k 1 Sl 1 F Rl 7
& )" (Shang Shi Bu Han [2012] No. 353) issued by China Securities Regulatory Commission, the Company
convened the ninth meeting of the second session of the Board of Directors on July 25™ 2012 and the first
extraordinary general meeting for 2012 on August 13" 2012, whereat the Proposal Relating to the Restrictive
Share Scheme (Amendments to the Draft) of the Company and Highlights was reviewed and passed. The
purpose of the Share Incentive Scheme is to: further improve the Company’s governance structure to establish a
good and balanced value allocation system; establish a profit-sharing and restriction mechanism among
shareholders, the Company and its employees, so as to provide shareholders with sustainable return; fully
mobilize the positivity of core employees to support the Company in realizing its strategies and long-term
sustainable development; attract and retain core employees to ensure the Company’s long-term development.

The Scheme shall be effective for a term of 10 years commencing from the date of approval by general meeting
of the Company, during which the Company may grant restricted shares to grantees under the Scheme. In
principle, each grant should be at an interval of two years. After the expiry of the Scheme, no restricted shares
could be granted to grantees under the Scheme. However, all the provisions of the Scheme remain valid to the
restricted shares granted under the Scheme.

The total number of subject Shares related to the Restricted Shares granted under the Scheme (excluding lapsed
restricted shares) and the total number of subject Shares related to other effective share incentive schemes of the
Company (if any) in aggregate shall not exceed 10% of the total issued share capital of the Company. Unless
approval is obtained at the general meeting by way of special resolution, the total number of Restricted Shares
granted or to be granted to any Participant under this Scheme or other effective share incentive schemes of the
Company (if any) in aggregate shall not exceed 1% of the total issued share capital of the Company.

The grant price for restricted shares, being the purchase price by staff, shall be determined by the Board of
Directors. The grant price shall not be lower than 50% of the following price, whichever is the highest:

() The closing price of the subject shares of the Company for one trading day prior to publication of the
summary Share Incentive Scheme draft;

(1) The average closing price of the subject shares of the Company for 30 trading days prior to publication of
the summary Share Incentive Scheme draft;

(1) The average price of the subject shares of the Company for 20 trading days prior to publication of the
summary Share Incentive Scheme draft; or

(IV) The unit nominal value of the subject shares of the Company.

Each batch of restricted shares shall not be unlocked unless fulfilling, each time, by the Company its unlock
performance criteria (including net asset yield and operating income growth rate), and by grantees’ individual
performance criteria simultaneously. Where, during any year of the unlocking period, any one or more unlock
criteria for the Company or individuals is or are not fulfilled, such portion of subject shares shall be cancelled,
and no grantees shall be entitled to make another application for unlocking those subject shares in the future
years. The cancelled restricted shares will be repurchased by the Company based on the grant price.

On August 23" 2012, after consideration and approval by the general meeting, the Company granted 8,611,611
restricted shares to grantees at a grant price of RMB 10.65 per share (“2012 Share Incentive Scheme”). The
Lock-up Period of the Subject Shares shall last for a period of 24 months commencing on the grant date, during
which the Subject Shares granted to grantees under the scheme shall be subject to lock-up and shall not be
transferable. The Unlocking Period shall be the 24 to 60 months following the grant of restricted shares
(including Lock-up Period), during which grantees may, subject to unlocking conditions stipulated by the
scheme being satisfied, apply for unlocking in 3 tranches: the first unlocking period shall be the 24 to 36 months
following the grant date and the number of shares to be unlocked shall be 1/3 of the aggregate number of the
Subject Shares granted; the second unlocking period shall be the 36 to 48 months following the grant date and
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the number of shares to be unlocked shall be 1/3 of the aggregate number of the Subject Shares granted; the
third unlocking period shall be the 48 to 60 months following the grant date and the number of shares to be
unlocked shall be 1/3 of the aggregate number of the Subject Shares granted. As of December 31% 2016, the
2012 restricted incentive shares scheme had been completed.

On October 24™ 2014, after consideration and approval by the general meeting, the Company granted
52,910,082 restricted shares to grantees at a grant price of RMB 9.25 per share (“2014 Share Incentive
Scheme”). The Lock-up Period of the Subject Shares shall last for a period of 24 months commencing on the
grant date, during which the Subject Shares granted to grantees under the scheme shall be subject to lock-up and
shall not be transferable. The Unlocking Period shall be the 24 to 60 months following the grant of restricted
shares (including Lock-up Period), during which grantees may, subject to unlocking conditions stipulated by the
scheme being satisfied, apply for unlocking in 3 tranches: the first unlocking period shall be the 24 to 36 months
following the grant date and the number of shares to be unlocked shall be 40% of the aggregate number of the
Subject Shares granted; the second unlocking period shall be the 36 to 48 months following the grant date and
the number of shares to be unlocked shall be 30% of the aggregate number of the Subject Shares granted; the
third unlocking period shall be the 48 to 60 months following the grant date and the number of shares to be
unlocked shall be 30% of the aggregate number of the Subject Shares granted.

On December 23" 2016, after consideration and approval by the general meeting, the Company granted
52,326,858 restricted shares to grantees at a grant price of RMB 12.63 per share (“2016 Share Incentive
Scheme”). The Lock-up Period of the Subject Shares shall last for a period of 24 months commencing on the
grant date, during which the Subject Shares granted to grantees under the scheme shall be subject to lock-up and
shall not be transferable. The Unlocking Period shall be the 24 to 60 months following the grant of restricted
shares (including Lock-up Period), during which grantees may, subject to unlocking conditions stipulated by the
scheme being satisfied, apply for unlocking in 3 tranches: the first unlocking period shall be the 24 to 36 months
following the grant date and the number of shares to be unlocked shall be 40% of the aggregate number of the
Subject Shares granted; the second unlocking period shall be the 36 to 48 months following the grant date and
the number of shares to be unlocked shall be 30% of the aggregate number of the Subject Shares granted; the
third unlocking period shall be the 48 to 60 months following the grant date and the number of shares to be
unlocked shall be 30% of the aggregate number of the Subject Shares granted.

Unit: share

2014 Share Incentive Scheme Current year Last year
Total of equity instruments outstanding at the beginning of the year 46,220,473 52,910,082
Total of equity instruments granted during the current reporting period 23,110,236 26,455,041
Total of equity instruments vested during the current reporting period 33,803,907 30,687,650
Total of equity instruments forfeited during the current reporting period 1,594,641 2,457,000
(Note)
Total of equity instruments outstanding at the end of the reporting period 33,932,161 46,220,473
The exercise price (ex-rights) of the outstanding Share-based payments off
the Company at the end of the year and the remaining period of the RMB 4.11 per share and 22 RMB 6.17 per share and 34
contract months months

Note: on December 15" 2017, pursuant to the revised articles of association and resolutions of the 26™ general meeting
of 3" session board, and approved by the 2" extraordinary general meeting of 2016, the Company repurchased and
cancelled 1,594,641 granted and unvested restricted RMB treasury shares in cash settlement. The company completed
the business change registration procedure on March 27™ 2018.

On December 6™ 2016, pursuant to the revised articles of association and resolutions of the 19" meeting of the third
session board, and authorized by the first extraordinary general meeting for 2014, the Company repurchased and
cancelled 2,457,000 granted and unvested restricted RMB treasury shares in cash settlement. The company completed
the business change registration procedure on April 27" 2017.

Unit: share
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2016 Share Incentive Scheme Current year Last year
Total of equity instruments outstanding at the beginning of the year 52,326,858 -
Total pf eqm_ty instruments granted (share dividend) during the current] 26,163,429 52,326,858
reporting period
Total of equity instruments vested during the current reporting period - -
Total of equity instruments forfeited during the current reporting period - -
Total of equity instruments outstanding at the end of the reporting period 78,490,287 52,326,858
The exercise price (ex-rights) of the outstanding Share-based payments
of the Company at the end of the year and the remaining period of the| RMB 8.42 per share and 48 RMB 12.63 per share and 60
months months
contract
2. Information of the share-based payment through equity settlements
Unit: RMB

2014 Share Incentive Scheme

2016 Share Incentive Scheme

Method of determine the fair value of equity
instruments at the grant date

Determined based on stock price at the
grant date and the costs of restricted
shares during Lock-up Period

Determined based on stock price at the
grant date and the costs of restricted
shares during Lock-up Period

Recognition basis of the number of the equity
instruments qualified for vesting

Determined based on the results
lestimation of each vesting period

Determined based on the results
estimation of each release period

Reasons of the significant difference between the
estimates of the current year with that of the prior year

None

None

Accumulative amount of share-based payment through
equity settlement and further included in the capital
reserve

342,675,340.86

138,846,781.00

Total amount of the expenses recognized according to
share-based payment through equity settlement in the
current reporting period

52,353,816.45

138,846,781.00

3. There is no share-based payment thro
XI1. Commitments and contingencies
1. Significant commitments

(1) Capital commitments

ugh cash settlements

Unit: RMB’000

Closing balance

Opening balance

Contracted but not yet recognized in financial statements

- Commitment on construction of long-term assets

11,641,286

490,098

Total

11,641,286

490,098

(2) Operating lease commitments

As of the balance sheet date, the Group had the following external commitments in respect of non-cancellable

operating leases:

Unit: RMB’000

Closing balance Opening balance
Minimum lease payments under non-cancellable operating leases:
First year subsequent to the balance sheet date 93,006 61,829
Second year subsequent to the balance sheet date 49,061 40,469
Third year subsequent to the balance sheet date 33,185 23,452
Subsequent years 72,516 42,010
Total 247,768 167,760

(3) As of December 31* 2017, the Group has no other commitments need to be disclosed.
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2. Contingencies

The Group has no significant contingencies to be disclosed.

XII1. Events after the balance sheet date
1. Significant unadjusted events
The Group did not have any significant unadjusted events after the balance sheet date.

2. Profit Distribution

Pursuant to the resolution of 2" meeting of the 4™ session Board of Directors on April 19" 2018, the Company
proposed to distribute cash dividend of RMB 5 (tax inclusive) per each 10 shares to all shareholders, the above
dividend distribution plan is subject to the approval of the general meeting of shareholders.

XIV. Other significant events

1. Segment information

1.1 Report segment determining and accounting policy

According to the Group's internal organization structure, management requirements and internal report
principles, the Group has only one operating segment, which is the research and development, production and

sales of video products and video services.

1.2 Segment financial reporting

External revenue by product or business segments

Unit: RMB
ltem _ Amount for 2017 .
Operating income Operating cost

Front-end equipment 21,090,230,299.49 10,354,906,543.30
Back-end equipment 6,151,038,063.70 3,164,186,804.35
Central control equipment 5,073,899,931.95 2,320,570,446.43
Constructions 2,540,799,165.58 2,280,617,025.82
Others 4,922,315,386.82 4,107,887,599.67
Subtotal 39,778,282,847.54 22,228,168,419.57
Smart home business 1,090,629,830.13 708,022,298.25
Other innovative businesses 564,580,293.97 345,446,563.98
Subtotal 1,655,210,124.10 1,053,468,862.23
Total 41,433,492,971.64 23,281,637,281.80

Unit: RMB

Item

Amount for 2016

Operating income

Operating cost

Front-end equipment

15,881,528,158.70

8,186,413,345.14

Back-end equipment

5,197,388,761.80

2,705,461,109.51

Central control equipment

3,988,683,952.14

2,069,135,295.77

Constructions 1,451,424,275.00 1,328,601,510.98
Others 4,366,090,848.76 3,725,706,081.81
Subtotal 30,885,115,996.40 18,015,317,343.21
Smart home business 507,566,718.33 329,534,759.28
Other innovative businesses 150,389,867.16 67,888,505.95
Subtotal 657,956,585.49 397,423,265.23
Total 31,543,072,581.89 18,412,740,608.44

219




HIKVISION

Hikvision 2017 Annual Report

Notes to Financial Statements

For the reporting period ended on December 31% 2017

External revenue by geographical area and non-current assets by geographical location

Unit: RMB
Item Amount for 2017 Amount for 2016
External revenue generated in domestic area 29,661,186,316.32 22,574,159,436.75
External revenue generated in overseas area 12,244,290,255.75 9,360,384,652.07
Total 41,905,476,572.07 31,934,544,088.82
Unit: RMB
Item (Note) Closing balance Opening balance
Non-current assets in domestic area 5,676,079,020.66 3,525,186,754.19
Non-current assets in overseas area 321,187,347.68 345,030,264.81
Total 5,997,266,368.34 3,870,217,019.00

Note: the non-current assets above did not include available-for-sale financial assets, long-term receivables, long-term

equity investment, and deferred tax assets.

220




HIKVISION

Hikvision 2017 Annual Report

Notes to Financial Statements

For the reporting period ended on December 31% 2017

XV. Notes to major items of financial statements of the parent company

1. Accounts receivable

(1) Accounts receivable disclosed by categories:

Unit: RMB

Closing balance

Opening balance

Category

Carrying balance

Bad debt provision

Amount

Percentage
(%)

Amount

Percentage
(%)

Carrying value

Carrying balance

Bad debt provision

Amount

Percentage
(%)

Amount

Percentage
(%)

Carrying value

Accounts receivable that are
individually significant and for
which bad debt provision has
been assessed individually

Accounts receivable with
provision accrued collectively on
a portfolio basis for credit risk.

13,338,459,657.76

100.00

832,776,339.98

6.24

12,505,683,317.78

10,908,625,274.90

100.00

779,871,754.48

7.15

10,128,753,520.42

Accounts receivable that are not
individually significant but for
which bad debt provision has
been assessed individually

Total

13,338,459,657.76

100.00

832,776,339.98

6.24

12,505,683,317.78

10,908,625,274.90

100.00

779,871,754.48

7.15

10,128,753,520.42

The Group categorizes accounts receivable in an amount above RMB 4 million and representing more than 10% of the total accounts receivable closing balance as account receivable

that is individually significant.
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Accounts receivable with bad debt provision provided by aging analysis on portfolio basis:

Unit: RMB
. Closing balance
Aging =
Amount Bad debt provision Percentage (%)

Within 1 year 12,737,808,360.28 636,890,418.01 5.00
1-2 years 291,255,407.85 29,125,540.78 10.00
2-3 years 151,524,418.19 45,457,325.46 30.00
3-4 years 47,585,831.51 23,792,915.76 50.00
4-5 years 63,877,499.80 51,101,999.84 80.00
Over 5 years 46,408,140.13 46,408,140.13 100.00
Total 13,338,459,657.76 832,776,339.98 6.24

(2) Bad debt provision provided, recovered or reversed during the reporting period

The amount of bad debt provision in the current reporting period was RMB 65,988,401.65, and the recovered
or reversed bad debt provision was nil.

(3) Accounts receivable actually written off in the current reporting period.

The accounts receivable actually written off in the current reporting period was RMB 13,083,816.15.

(4) The five largest accounts receivable assembled by debtors

Unit: RMB

Company name @ ETOTSID By Carrying balance el balan(.:e. 21 et el P:)c;p;cr(t:i)ounn?: ferl(tjaiir\]/gbblz!sainnce
the Company provision total (%)

Subsidiary A Subsidiary 10,822,865,063.74 541,363,206.48 81.14
Company G Third party 84,772,281.10 61,328,715.46 0.64
Company H Third party 60,152,721.79 3,012,436.09 0.45
Subsidiary | Third party 53,845,624.25 10,721,095.01 0.40
Company J Third party 37,636,705.10 2,373,038.90 0.28
Total 11,059,272,395.98 618,798,491.94 82.91

(5) Atthe end of the reporting period, there is no account receivable derecognized due to the transfer of

financial assets.

(6) At the end of the reporting period, there is no asset or liability formed by continuing involvement in
derecognized accounts receivables.
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2. Other receivables

(1) Other receivables disclosed by categories

Unit: RMB

Category

Closing balance

Opening balance

Carrying amount

Bad debt provision

Amount

Percentage
(%)

Amount

Percentage

(%)

Carrying value

Carrying amount

Bad debt provision

Amount

Percentage
(%)

Amount

Percentage

(%)

Carrying value

Other receivables that are
individually significant and for
which bad debt provision has been
assessed individually

Other receivables with provision
accrued collectively on a portfolio
basis for credit risk

764,252,803.59

100.00

54,660,309.87

7.15

709,592,493.72

449,863,926.01

100.00

31,900,680.55

7.09

417,963,245.46

Other receivables that are not
individually significant but for
which bad debt provision has been
assessed individually

Total

764,252,803.59

100.00

54,660,309.87

7.15

709,592,493.72

449,863,926.01

100.00

31,900,680.55

7.09

417,963,245.46

The Group categorizes other receivable in an amount above RMB 4 million and representing more than 10% of the total other receivables closing balance as other receivable that is

individually significant.
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Other receivables with bad debt provision provided by aging analysis on portfolio basis:

Unit: RMB

Closing balance

i Percentage of appropriation
Aging Carrying amount Bad debt provision J Pprop
(%)
Within 1 year 663,369,877.66 33,168,493.88 5.00
1-2 years 57,903,453.25 5,790,345.33 10.00
2-3 years 29,058,778.38 8,717,633.51 30.00
34 years 13,842,394.30 6,921,197.15 50.00
4-5 years 78,300.00 62,640.00 80.00
Over 5 years - - 100.00
Total 764,252,803.59 54,660,309.87 7.15
(2) Bad debt provision provided, recovered or reversed during the reporting period
The amount of bad debt provision in the current reporting period was RMB 23,539,355.72, and the
recovered or reversed bad debt provision was nil.
(3) The write-off of other receivables for the current year
The write-off of other receivables was RMB 779,726.40 in the current reporting period.
(4) Other receivables by nature
Unit: RMB
Nature Closing balance Opening balance
Temporary borrowing 425,722,254.59 149,296,781.06
Temporary receivables 240,668,412.28 232,789,859.54
Guarantee deposit 82,796,114.04 31,242,843.36
Investment deposit 13,500,000.00 35,000,000.00
Others 1,566,022.68 1,534,442.05
Total 764,252,803.59 449,863,926.01
(5) Top 5 debtors of other receivables in terms of closing balance
Unit: RMB
. . . Percentage to total Aef
The name of entity Nature Closing balance Aging other receivables (%) Bad debt provision
Subsidiary B Temporary borrowing 210,852,264.75 | Within 1 year 27.59 10,542,613.24)
Subsidiary A Temporary borrowing 139,596,986.88 | Within 1 year 18.27 6,979,849.34
Subsidiary C Temporary borrowing 19,978,275.45 | Within 1 year 2.61 998,913.77
Related Party B Investment deposit 13,500,000.00 | Within 1 year 1.77 675,000.00
Subsidiary D Temporary borrowing 12,004,479.60 | Within 1 year 1.57 600,223.98
Total 395,932,006.68 51.81 19,796,600.33

(6) At the end of the reporting period, there were no other receivables derecognized due to the transfer of
financial assets.
(7) At the end of the reporting period, there were no assets or liabilities formed by continuing

involvement in derecognized other receivables
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3. Long-term equity investment

Details of long-term equity investment:

Unit: RMB
Accountin openin Increase/Decrease during the current reporting period Eieter G Eieter G
Name of investee i 9 bZI o 03 Additional . Investment Income Increase due to Closing balance impairment impairment losses
A A recognized based granting share losses for the current year
investment investment p X
on equity method options
gg”ﬁgou Hikvision System Technology | coqt method | 233,378,669.31|  450,000,000.00 - - 3588529592 |  719,263,965.23
Hangzhou Hikvision Science and
Technology Cost method 108,430,558.84 900,000,000.00 - - 6,775,477.56 1,015,206,036.40
Co. Ltd.
Hangzhou Hikvision Security Equipment
Leasing Services Ltd. Cost method 200,000,000.00 - - - - 200,000,000.00
Chongging Hikvision -
System Technology Co., Ltd. Cost method | 200,000,000.00 - - - 200,000,000.00
Hikvision USA, Inc. Cost method 1,546,160.00 - - - - 1,546,160.00
HDT International Ltd. Cost method 87,786.14 - - - - 87,786.14
Prama Hikvision Indian Private Limited Cost method 1,585,696.80 - - - - 1,585,696.80
Hikvision Dubai FZE Cost method 1,870,351.40 - - - - 1,870,351.40
Hikvision Singapore Pte. Ltd Cost method 1,900,590.00 - - - - 1,900,590.00
Chongging Hikvision Science and
Technology Co., Ltd. Cost method 100,000,000.00 - - - - 100,000,000.00
Beijing Hikvision Security Technology
Services Co., Ltd. Cost method 10,000,000.00 - - - - 10,000,000.00
Shanghai Goldway Intelligent Traffic ) ) )
System Co., Ltd. Cost method 23,000,000.00 - 23,000,000.00
Efd'””g Brainaire Storage Technology CO., | oot method | 96,482,439.85 - (604,313.00) - - 95,878,126.85
Hikvision South Africa (Pty) Ltd. Cost method 1,578,650.00 - - - - 1,578,650.00
‘(’:‘g”hi’t‘ dH'k"'s"’" System Technology Costmethod |  10,000,000.00 | (10,000,000.00) . - .
Henan Hua’an BaoQuan
Intelligence Development Co., Ltd. Cost method 67,475,000.00 - - - - 67,475,000.00
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Increase/Decrease during the current reporting period - -
AR O Provision for Provision for
Name of investee Y pening . Investment Income Increase due to Closing balance impairment impairment losses
method balance Additional Decrease - -
- ; recognized based granting share losses for the current year
investment investment - 2
on equity method options
Hikvision do Brasil Comercio de
Equipamentos de Seguranca Ltda. Cost method 4,579,750.50 - - - - 4,579,750.50 -
Hikvision Australia PTY Ltd. Cost method 2,866,850.00 - - - - 2,866,850.00 -
Hikvision International Co., Limited Cost method 79,423.52 - - - - 79,423.52 -
Hundure Technology )
(Shanghai) Co., Ltd. Cost method 37,247,790.28 - - - - 37,247,790.28
Hangzhou Hikvision Electronics Co. Ltd. Cost method | 397,745,645.00 - - - - 397,745,645.00 -
Cooperative Hikvision Europe U.A. Cost method 65,485.53 - - - - 65,485.53 -
Hikvision Canada Inc. Cost method 994,442.54 - - - - 994,442.54 -
ZAO Hikvision Cost method 647,249.19 - - - - 647,249.19 -
Hikvision Korea Limited Cost method 1,535,850.00 - - - - 1,535,850.00 -
Hangzhou EZVI1Z Network Co., Ltd. Cost method 1,000,000.00 - - - 5,040,138.16 6,040,138.16 -
Hangzhou Haikang Zhicheng Investment )
and Development Co., Ltd. Cost method 24,000,000.00 - - - - 24,000,000.00
Etzngzhou Hik Robotic Technology CO., | gt method | 10,000,000.00|  41,590,840.00 3,030,783.59 54,621,623.59 -
Hangzhou Hikvision Investment
Management Co., Ltd. Cost method 100,000.00 - - - - 100,000.00 -
23”95210“ Hik Automotive Technology Costmethod |  72,000,000.00 18,000,000.00 - - 1,611,915.86 91,611,915.86 -
Hangzhou Hikvision Communication
Technology Co. Ltd. Cost method 7,000,000.00 - - - - 7,000,000.00 -
Hangzhou Hik Weiying Sensory ) ) ) ) )
Technology Co., Ltd. Cost method 60,000,000.00 60,000,000.00
Hikvision Turkey Technology And ) B R ) .
Security Systems Commerce Corporation Cost method 1,148,115.83 1,148,115.83
Hikvision Colombia SAS Cost method 1,337,440.00 - - - - 1,337,440.00 -
HIkVISIOf! Kazakhstan limited liability Cost method 4,758.69 ) ) ) ) 4,758.69 )
partnership
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Accounting

Opening

Increase/Decrease during the current reporting period

Provision for

Provision for

Name of investee . Investment Income Increase due to Closing balance impairment impairment losses
method balance Addmonal Decrease recognized based granting share emaes for the current year
investment investment - 2
on equity method options
Henan Haikang Hua’an BaoQuan
Electronics Co., Ltd. Cost method - 510,000.00 - - - 510,000.00
g'(i“’l'_rt‘ df"k"'s“’” System Technology Cost method - 10,000,000.00 - - - 10,000,000.00
Wouhan Hik Storage Technology Co., Ltd. Cost method - 60,000,000.00 - - - 60,000,000.00
gg?nl?gf Hikvision Digital Technology Cost method - 80,000,000.00 - - - 80,000,000.00
rangzhou Hik Automotive Software CO., | Gost method - : - - 734,594.74 734,504.74
Ete:jngzhou Hik Intelligent Technology Co., Cost method } 3 ) ) 204,346.41 204,346 41
Equity
Wuhu Sensor Technology Co. Ltd. method 35,000,000.00 - - 3,207,959.74 - 38,207,959.74
Maxio Technology (Hangzhou) Ltd. nfg;ﬁ% - 48,000,000.00 - (1,599,007.45) - 46,400,992.55
Total 1,714,688,703.42| 1,608,100,840.00 (10,604,313.00) 1,608,952.29 53,282,552.24 | 3,367,076,734.95

As of December 31% 2017, there were no restrictions on the capability of transferring fund to the Company from investees in which the Company held long-term equity

investment.
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4. Operating income and operating cost

Unit: RMB
2017 2016
Item
Income Cost Income Cost
Operating income 17,441,474,419.75 5,888,031,274.47 15,892,497,158.98 5,715,197,290.78
aaer;gpera“”g 1,726,504,871.63 212,920,646.32 1,272,952,152.29 251,941,586.05
Total 19,167,979,291.38 6,100,951,920.79 17,165,449,311.27 5,967,138,876.83
5. Investment income
(1) Details of investment income
Unit: RMB
Item Amount for 2017 Amount for 2016
Long-term equity investment income measured by cost method 5,737,500.00 959,775.84
Long-term equity investment income measured by equity method 1,608,952.29 -
Investment loss on disposal of long-term equity investment (9,929,719.62) -
Investment gains (losses) for available-for-sale financial assets i
during the holding period 8,505,842.42
Gain (loss) on disposal of financial assets at fair value through
current profit and loss 5,798,781.41 8,026,616.63
Investmer_n income from redemption of bank finance products 22.780,999.83 48.205,009.12
upon expiry
Total 34,502,356.33 57,191,401.59

6. Related party transactions

(1) Sales and purchase of goods, provision of services and receiving services

Purchase of goods/receiving of services:

Unit: RMB
Related party Transaction type Amount for the current year | Amount for the prior year
. Lo Purchase of materials and
Subsidiaries of Hikvision (Note) receiving of services 6,627,993,954.60 6,792,502,379.98
L Purchase of materials and
Subsidiaries of CETE receiving of services 638,139.08 253,499.98
Purchase of materials and
Wuhu Sensor Tech receiving of services 158,974.36 -
Total 6,628,791,068.04 6,792,755,879.96

Note: Subsidiaries of Hikvision are subsidiaries of the Company. See Note (VI1) for details.
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Sales of goods/rendering of services:

Unit: RMB

Related party Transaction type Amount for the current year [Amount for the previous year
Subsidiaries of Hikvision sales ﬁ:\gg}ds“e‘f\flggf 12,713,526,574.11 11,103,336,262.90
Subsidiaries of CETE Sales of products 49,207,183.00 21,567,521.50
Wuhu Sensor Tech Sales of products 38,888.89 -
Total 12,762,772,646.00 11,124,903,784.40

Statement of capital deposits:

Unit: RMB

Related Party Content of related |Amount occurred in| Balance at the end [ Amount occurred Opening Balance

party transaction the current year of the year during last year

Subsidiaries of CETE Deposit into Fixed
1,000,000,000.00 1,000,000,000.00 - -

(Note) deposits
Subsidiaries of CETE Deposit into Fixed
) 500,000,000.00 500,000,000.00 - -
(Note) deposits
Total 1,500,000,000.00 1,500,000,000.00 - -

Those transactions above were executed at market prices or at the prices agreed by both parties.
(2) Guarantees with related parties

During the year, the Company has provided guarantees for its 9 wholly-owned and majority-owned subsidiaries in an
amount not exceeding an equivalent of RMB 14.05 billion (2016: RMB 10.5 billion, USD 250 million), including the
joint liability guarantee for the payment obligations on purchase from suppliers in an amount not exceeding an
equivalent of RMB 1.2 billion (2016: RMB 1.2 billion, USD 40 million), and the joint liability guarantee for the general
credit limit applied from commercial banks and other financial institutions or other financing methods through agreed
methods in an amount not exceeding an equivalent of RMB 12.85 billion (2016: RMB 9.3 billion, USD 210 million).

See Note (X) 5 for details in relation to the guarantee provided for Safety Chongqing Project by the Company.

7. Receivables from related parties and payables to related parties

(1) Receivables from related parties

Unit: RMB
Closing balance Opening balance
Item Related party : = = =
Carrying balance Bad debt provision Carrying balance Provision

Accounts Subsidiaries of
receivable Hikvision 10,839,522,465.63 542,196,076.58 8,421,896,636.50| 508,104,730.72
Accounts S

: Subsidiaries of CETE 24,170,969.21 1,526,150.68 16,029,332.62 1,171,983.59
receivable
Total 10,863,693,434.84 543,722,227.26 8,437,925,969.12| 509,276,714.31
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Closing balance Opening balance
Item Related party : — - .
Carrying balance Bad debt provision Carrying balance Provision
Other receivables a‘i‘ﬁj'igi'g;'es of 425,722,254.59 21,286,112.72 149,296,781.06|  7,569,789.81
Other receivables Maxio Technology 13,500,000.00 675,000.00 - -
Total 439,222,254.59 21,961,112.72 149,296,781.06 7,569,789.81
Subsidiaries of
Prepayments Hikvision 3,349,033.66 - - -
Total 3,349,033.66 - - -
D|V|_dend Sl_JbSl_d_larles of 2,550,000.00 ) ) )
receivables Hikvision
Total 2,550,000.00 - - -
(2) payables to related parties
Unit: RMB
Item Related party Closing balance Opening balance
Accounts payable Subsidiaries of Hikvision 54,312,472.11 20,487,397.93
Accounts payable Subsidiaries of CETE 1,314.27 152,222.25
Accounts payable Shanghai Fullhan - 100,000.00

Total

54,313,786.38

20,739,620.18

Receipts in advance Subsidiaries of Hikvision 1,228,879.80 32,447,875.96
Receipts in advance Subsidiaries of CETE 47,751.41 23,208.01
Total 1,276,631.21 32,471,083.97
Other payables Subsidiaries of Hikvision 610,605,005.68 35,388,680.03
Other payables Subsidiaries of CETE 150,000.00 146,300.00
Other payables Shanghai Fullhan 100,000.00 -
Total 610,855,005.68 35,534,980.03

8. Supplementary information to the cash flow statement

(1) Supplementary information to the cash flow statement
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Unit: RMB

Supplementary information

Amount for the current year

Amount for the previous year

1. Reconciliation of net profit to cash flows from operating
activities:

Net profit 8,683,050,963.77 7,203,768,180.57
Add: Assets impairment 107,602,826.75 151,838,196.39
Depreciation of fixed assets 152,589,101.28 123,434,024.41
Amortization of intangible assets 23,332,836.62 18,916,588.53
e o o Dt s, Tangi (1550855
Losses (gains) from change in fair value (53,573,806.57) 53,573,806.57
Financial expenses 176,050,487.00 51,935,968.50
Investment income (34,502,356.33) (57,191,401.59)
Share-based payment through equity settlement 137,918,045.21 92,417,607.18
Change in other monetary funds 3,140,975.18 3,401,969.85
Increase in deferred income tax assets (22,578,067.62) (24,131,101.49)
Decrease (increase) of inventories 171,317,351.10 (246,139,724.71)
Increase in operating receivables (2,617,942,969.04) (1,168,908,965.92)
Increase in operating payables 504,231,944.54 559,668,153.67
Decrease in deferred income 38,714,300.00 -

Net cash flow from operating activities 7,266,596,546.37 6,762,799,132.05

2. Major investing and financing activities not involving
cash receipt and payment:

3. Net change in cash and cash equivalents:

Closing balance of cash

12,304,082,533.11

10,245,969,003.13

Less: Opening balance of cash 10,245,969,003.13 6,548,073,680.91
Add: Closing balance of cash equivalents - -
Less: Opening balance of cash equivalents - -
Net increase in cash and cash equivalents 2,058,113,529.98 3,697,895,322.22

(2) Composition of cash and cash equivalents

Unit: RMB
Item Closing balance Opening balance

I. Cash 12,304,082,533.11 10,245,969,003.13
Including: Cash on hand 378,292.56 384,972.67
Bank deposit for payment at any time 12,303,704,240.55 10,245,584,030.46

Other monetary funds for payment at any time

I1. Cash equivalents

I11. Closing balance of cash and cash equivalents

12,304,082,533.11

10,245,969,003.13

On December 31% 2017, the Company’s closing balance of other monetary funds was RMB 8,180.88 (December 31%
2016: RMB 3,149,156.06), all of which were various guarantee deposits, not cash and cash equivalents.
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XVI. Supplementary information

1. Details of current non-recurring gains and losses

Unit: RMB

e AT Description
Profit or loss from disposal of non-current assets 1,585,222.50 /
The government subsidies included in the current profits
and losses (excluding the government subsidy* closely
related to regular_course of business of the Company and 184,557,043.27 /
government subsidy based on standard quota or
quantitative continuous enjoyment according to the state
industrial policy)
Net current profit and loss from the beginning of the period
to the merger date for business merger involving (42,070.90) /
enterprises under common control
Held- for-trading financial assets, profits and losses from
change in fair value of held-for-trading financial liabilities,
a_nd investment income fr_o_m disposal _of held-for-trading 86,740,196.23 /
financial assets and liabilities and available-for-sale
financial assets excluding the effective hedging business
related to the regular business operation of the Company
Other non-operating income and expense except the items /
mentioned above 30,044,820.52
Impact of income tax (50,405,620.44) /
The impact of minority equity (18,741,470.42) /
Total 233,738,120.76 /

2. Return on net assets and earnings per share

The return on net assets and earnings per share have been prepared by Hangzhou Hikvision Digital Technology Co., Ltd.
in accordance with the Information Disclosure and Presentation Rules for Companies Making Public Offering of
Securities No. 9 — Calculation and Disclosure of Return on Net Assets and Earnings per Share (Revised in 2010) issued

by China Securities Regulatory Commission.

Unit: RMB

Profit for the reporting period

Weighted average
return on net assets

Earnings per share

Basic earnings per

Diluted earnings per

(%)
share share
Net profit attributable to ordinary shareholders of the 34.96% 1.030 1.024
Company
Net profit excluding non-recurring items of profit or loss 34.09% 1.004 0.999

attributable to ordinary shareholders of the Company

* Please refer to Note (V) 48 for details about government subsidy (Value-added Tax Rebate for Software Product), which is closely

related to daily operations of the Company.
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Section XI11 Documents Available for Reference

1. The financial report was signed a by the Company's legal representative.

2. The financial report was signed and sealed by the person in charge of the Company, the person in
charge of accounting work and person in-charge of accounting organization.

3. Original copy of all the Company's documents and announcements were published on the
newspapers designated by CSRC within the reporting period.

The above documents are completely placed at the Company's board of directors’ office.

Hangzhou Hikvision Digital Technology Co., Ltd.
Chairman: Chen Zongnian
April 21% 2018

Note:

This document is a translated version of the Chinese version 2017 Annual Report (“2017 “F4F & i
#7), and the published announcements in the Chinese version shall prevail. The complete
published Chinese 2017 Annual Report may be obtained at www.cninfo.com.cn.
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