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Message from the Chairman

In 2011, the world economy witnessed slow recovery, and the financial crisis
further evolved and spread to the public sector of developed countries. That,
woven into the debt crisis, social crisis and political crisis, triggered the risks
of economic slowdown. China s economy also faced the double pressure of
declinein external demand and transformation of internal structure, and CPI re-
mained stubbornly high. Therefore, China pursued a continuously tight macro-
economic policy and achieved smooth slowdown of economic growth.

In the face of such a complex macro-economic background, the guarantee in-
dustry is experiencing a profound change. China Banking Regulatory Commis-
sion, as the competent authority overseeing guarantee industry, has preliminarily
established a system framework for industrial regulation and prudent supervision
and completed the rectification of financing guarantee institutions. Progress has
been made in setup of industrial self-discipline organizations, and the regula-
tion and constraint of the industry has been increasingly enhanced. Under the
backdrop of continuously rigorous tightening of liquidity and rising private loan
rates, some guarantee institutions operate against regulations and caused adverse
impact, which has drawn particular attention from the regulatory authorities and
all walks of the society. Meanwhile, small and medium enterprises were con-
fronted with operation difficulties, and some of them even went bankrupt, thus
aggravating the risks of guarantee business and posing challenges to the survival



and sustainable development of financing guarantee institutions.

The year 2011 was critical for 1&G to plan and arrange for the future de-
velopment, in which it completed restructuring. Following the guidelines of
“restructuring foundation and adjusting structure”, all employees strengthened
their competence to lay a foundation and make preparation for the Company’s
development in the coming years. Facing the complicated and volatile econom-
ic environment, the Company reshaped its internal control system, enhanced
project risk control, and successfully grasped and controlled business risks.
Thanks to the concerted efforts of all employees, the Company’s operating re-
sults hit arecord high and comprehensive competitiveness further enhanced.

We are keenly aware that 1&G’s development should be attributed to the
support from all walks of the society. On behalf of the Company and all staff
members, | would like to express my sincere gratitude to the government de-
partments, cooperative institutions and customers for their support and assis-
tance. Looking forward, 1&G will stick to the business philosophy of “people-
oriented, reputation foremost, accommodation to changes and harmonious
development”, faithfully render the best credit services to the society and cli-
ents, and make new and greater contributions to China s construction of credit
culture and system.

China National Investment and Guaranty Co., Ltd.
\"/, -
: -
Chairman: ”m

June 2012
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Introduction to the Company

China National Investment and Guaranty Co., Ltd. (the “Company” or “1&G”) was
established by the Ministry of Finance and the former State Economic and Trade Commission
in 1993 with approval of the State Council. As a member of State Development & Investment
Corporation, 1&G is a nationwide guarantee institution specializing in credit guarantee.

The Company’s business philosophy is to enhance corporate credit, optimize allocation of
social credit resources, improve market transaction efficiency, promote the building of social
credit system and credit culture, and serve the national economic and social development by
means of credit enhancement services. The Company is committed to becoming the most
competitive integrator of nonstandard financial and credit enhancement services in China.

As at the end of 2011, the Company’s registered capital and total assets and bank credits
were RMB 3.52 billion, RMB 7.22 billion respectively; Its external credit line granted by banks
was RMB151.3 billion. China Chengxin International Credit Rating Co., Ltd., China Lianhe
Credit Rating Co., Ltd. and Dagong Global Credit Rating Co., Ltd. consecutively confirmed
long-term corporate credit rating (for a financial guarantee institution) of AA+ for I&G (with
an outlook of “Positive”). The Company has established five branches/offices in East China,
Shanghai, Dalian, Tianjin and Shenyang, to serve the regional economic development.

In 2010, with the support of State Development and Investment Corporation, the Company

completed equity financing and restructuring. It introduced six shareholders, i.e. CCB
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International, CITIC Capital, CDH Investment, Government of Singapore Investment Corp,
Gold Stone Investment Limited and SDIC Innovative Investment Management (Beijing)
Co., Ltd., transforming from a wholly state-owned enterprise into a Sino-foreign equity joint
venture, and entering a brand-new development stage. By the end of 2011, the Company
had underwritten 22,000 deals of guarantee, with an aggregate guarantee amount of RMB
163.1 billion. Among them, 2,125 deals of guarantee were underwritten in 2011, with a total
guarantee amount of RMB 57.4 billion. The Company generated income of RMB 778 million
in the year, with a gross profit of RMB 394 million, keeping atop in the industry.

1&G mainly engages in the following credit and guarantee services:

1. Financial product guarantee, mainly including such financial guarantee services as
principal-guaranteed investment guarantee, public offering and private equity guarantee, real
estate financial guarantee, guarantee for the targeted additional issuance of corporate bonds,
and SMEs collective bill guarantee;

2. Logistics finance guarantee and credit solutions, with products covering automobile, steel
products, chemical fertilizer, imported medical equipment, etc.;

3. Property preservation guarantee, with 72 agencies and partners in 22 provinces
(autonomous regions and municipalities) of China;

4. Guarantee for government procurement, mainly including bid guarantee, performance
guarantee, quality guarantee, prepayment guarantee and performance finance guarantee in
course of government procurement;

5. Construction project guarantee, mainly including bid guarantee, performance guarantee,
prepayment guarantee, payment guarantee, repair guarantee and supply guarantee in course of
project construction;

6. Real estate structural financing, bridge financing and acquisition, transaction performance
guarantee, etc.;

7. Guarantee for low-carbon areas;

8. Micro and small business financing guarantee.

1&G has established wide international contacts. It became a member of Pan-America Surety
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Association (PASA), one of the world’s top three surety and credit insurance associations, in
1998, and successfully hosted the 2010 PASA Annual Meeting in Beijing; it was admitted to
the Surety and Fidelity Association of America (SFAA) and the International Credit Insurance
& Surety Association (ICISA) in 2006 and 2009, respectively. It is the sponsor and the
launcher of China Guarantee Alliance (CGA) which is composed of 180 specialized guarantee
companies. 1&G has established a wide strategic alliance with first-class domestic banks,
securities companies, trust and investment companies, financial asset management companies
and specialized investment and consulting institutions. 1&G acquired shares in the flagship
enterprises of relevant industries, including China International Capital Corporation Limited,
CDH Investment and Hundsun Technologies, and preliminarily established an operational
platform to render financial and credit services and solutions to clients.

I&G has an outstanding team of staff, of whom about 61% have a master’s or doctor’s degree
granted by domestic and overseas universities and colleges, and about 96% have a bachelor’s
degree or above. Its business innovation capability also leads the industry. The Company
compiled the Introduction and Practice of Credit Guarantee, and the Introduction to the Credit
Guarantee Industry of Each Country, translated the Collected Works of Pan-American Surety
Association (2001-2005), and edited and published the periodicals such as the Collected Works
of the Chinese Guarantee Forum and the Chinese Guarantee Forum. The websites of http://
www.chinaguaranty.net and http://www.guaranty.com.cn run by the Company are the most
influential websites in the industry.

1&G will continue to follow the business philosophy of “people-oriented, reputation
foremost, accommodation to changes and harmonious development”, persist in the business
principle of achieving a win-win situation and sharing interests, and strengthen cooperation

with all circles of the society, in a bid to jointly create a bright future.
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Background and Chronicle

On July 28, 1993, former Vice Premier of the State Council Zhu Rongji replied to the
“Request of the People’s Bank of China concerning Joint Establishment of China Economic
and Technological Investment and Guaranty Company by the Ministry of Finance and the State
Economic and Trade Commission”, approving the experimental establishment of the company
as a particular case.

On November 5, 1993, the People’s Bank of China ratified that the company, as a non-
bank financial institution owned by the whole people, might engage in financial business.

On December 4, 1993, the company was registered with the State Administration for
Industry and Commerce, with a registered capital of RMB 500 million. The company was
subject to the supervision and administration by the Board of Supervisors with members
appointed by the State Economic and Trade Commission and the Ministry of Finance, and its
business was led, managed, coordinated, supervised and audited by the People’s Bank of China.

On May 18, 1994, the State Administration of Foreign Exchange ratified that the
company might engage in foreign exchange business, and issued a license to the company.

On May 29, 1998, as required by the State Administration for Industry and Commerce,
I&G changed its name to China Economic and Technological Investment and Guaranty Co.,
Ltd according to the naming rules and internal management system of the Company Law. In
respect of the management system, apart from the Board of Supervisors which was composed
of the representatives of investors and exercised the shareholders’ rights, the company also

established the Board of Directors and adopted the president responsibility system under the
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leadership of the Board of Directors.

On January 2, 1999, as required by related documents of the central government, 1&G
was spun off from the Ministry of Finance and taken over by the Central Work Committee for
Large Enterprises, and the Company would no longer be a financial institution. In December
of the same year, the central government decided to dissolve the Central Work Committee for
Large Enterprises and establish the Central Work Committee for Enterprises, which started to
take charge of I&G.

On November 14, 2000, the company’s registered capital was changed to RMB 664.5
million.

On May 28, 2001, as required by the Ministry of Personnel, 1&G dissolved the Board of
Directors and changed its top decision-making organ to the president work conference.

On March 21, 2003, the State-owned Assets Supervision and Administration Commission
of the State Council was established. As a key state-owned enterprise directly under the Central
Committee of the CPC, the company was taken over by the commission.

On September 21, 2006, with approval of the State Administration for Industry and
Commerce, the company changed its name to China Investment and Guaranty Co., Ltd.

In October 2006, with approval of the State Council, the company was merged into the
State Development and Investment Corporation.

In December 2006, the State Development and Investment Corporation injected capital
of RMB 2,335.5 million into the company, increasing its registered capital to RMB 3 billion.
According to the Company Law, the company set up the Board of Directors and the Board of
Supervisors.

In July 2010, the Company completed equity financing and restructuring, increasing its
registered capital to RMB 3.52 billion from originally RMB 3 billion.

On March 31, 2011, the Company received the financing guarantee institution business
license (Jing A000001) from Beijing Municipal Bureau of Financial Work, with a valid period

of five years.



Qualifications

Internationally

1998  Panamerican Surety Association

2006  Surety and Fidelity Association of America

2009 International Credit Insurance and Surety Association
Domestically

2002  China-Europe Association for Technical & Economic Cooperation
2005  China Tendering & Bidding Association

2007  China Chamber of International Commerce

2007  China Association for the Promotion of Industrial Development
2008  Beijing Credit Guarantee Association

2009  National Association of Financial Market Institutional Investors
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Corporate Culture

. Mission

The company’s mission is to improve corporate credit, quicken market trading, optimize
credit resource allocation, boost the development of credit guarantee industry, promote the
building of credit culture and social credit system and serve the national economic and social

development by means of credit enhancement services.

I1. Outlook

The company aims to become the most competitive non-standard financial and credit

enhancement service integrator in China.

I11. Core values

To provide premium services to clients and improve social economic operation efficiency by
leading products and quality services.

To create career development room for employees and help them achieve a balance between
beautiful life and career development.

To enhance sustainable development capacity, strive to improve commercial value of the
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company and steadily increase the value of shareholders’ equities.

IV. Business philosophy

People-oriented. To understand, respect, utilize, cultivate and encourage people, to fully
arouse the enthusiasm and creativity of employees and to seek common development of
employees and the company.

Reputation foremost. 1&G follows the business ethics of being honest and credible, persists
in the business principle of achieving a win-win situation and sharing interests with others,
establishes wide cooperation relationship with all circles at home and abroad, and builds a good
social image.

Accommodation to changes. To keep pace with changing times, and be bold in reform and
innovation. To enhance the company’s sustainable development capability by innovation in
technology, system and management.

Harmonious development. To persist in a prudent, sustainable and harmonious development
concept, and pursue the optimization of sustainable development capability instead of pursuit
of becoming the biggest one; to adhere to the values of achieving a win-win situation with
clients; to harmonize corporate interest, individual interest with social interest, uphold the
consciousness of corporate citizenship, actively shoulder social responsibility and repay the

community.

V. Strategic thinking

To implement the blue ocean strategy, adhere to the concept of value innovation, seek
compound market demands in the overlapping areas of financial innovation, and provide clients
with integrated credit solutions.

To follow the path of intensive, high-end and internationalized development, strive to
enhance the comparative advantages and sustainable development capability and improve the

Company’s core competence.
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Organizational Chart
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Share-participating
companies

Management System

Focusing on market-oriented development and enhancement of comparative advantages and
sustainable development capacity, the Company has made continuous efforts to put in place and
improve the operational mechanism and management system and to establish the management
framework and system that work well for the future strategies, embody core culture of the Company
and have distinct characteristics of guarantee industry. All this will help ensure sustainable and

sound development of the Company.
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1.0Organization management system 9.Marketing management system

2.Strategy and planning management system 10.Research and develompent system
3.Human resources management system 11. Administrative management system
4.Financial management system 12.Asset management system

5.Risk control and management system 13.IT management system

6.Guarantee amangement system 14.Branch management system

7.Investment management system 15.Internal control and internal audit system
8.Business operation and management system 16.Party and mass work system

Cooperative Institutions

The Company made great efforts to strengthen communication with domestic and foreign
financial institutions and regulators and continuously promoted cooperation intensively
and extensively, in order to establish competitive and sustainable operation network. In the
field of direct financing guarantee, the Company’s partners include trust companies, fund
companies, investment banks, securities brokerages and rating agencies; in the field of
indirect financing guarantee, the Company’s partners are mainly domestic large banks. So
far the Company has become intimate business partners of these institutions and established
stable partnership with them.

Major cooperation institutions include: (All in random order)

| 34



Part| Company Profile u@

I. Financial institutions and investment institutions

China Development Bank

Industrial and Commercial Bank of China
China Construction Bank

Bank of China

Agricultural Bank of China

China Export-Import Bank

Bank of Communications

China CITIC Bank

Huaxia Bank

China Merchants Bank

China Everbright Bank

China Minsheng Banking Corp., Ltd.
Bank of Beijing

Bank of Shanghai

Shanghai Pudong Development Bank
China Industrial Bank

Shenzhen Development Bank

Guangdong Development Bank

China Jianyin Investment Limited

China International Capital Corporation Limited
CDH Investment Center

Shanghai International Trust & Investment Co., Ltd.
SDIC Trust & Investment Co., Ltd.

China Credit Trust Co., Ltd.

China Development Bank

China Construction Bank

Industrial and Commercial Bank of China
Bank of China

Agricultural Bank of China
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Bank of Communications
China CITIC Bank
Huaxia Bank
China Merchants Bank
China Everbright Bank
China Minsheng Banking Corp., Ltd.
Bank of Beijing
Bank of Shanghai
Bank of Tianjin
Shanghai Pudong Development Bank
China Industrial Bank
Shenzhen Development Bank
Guangdong Development Bank
China Jianyin Investment Limited
China International Capital Corporation Limited
CDH Investment Center
Shanghai International Trust & Investment Co., Ltd.
SDIC Trust & Investment Co., Ltd.
China Credit Trust Co., Ltd.
CITIC Trust & Investment Co., Ltd.
Bank of Communications International Trust Co., Ltd.
Fortune Trust Co., Ltd.
China Export & Credit Insurance Corporation
PICC Property and Casualty Co. Ltd.
China Southern Fund Management Co., Ltd.
GF Fund Management Co., Ltd.
Dacheng Fund Management Co., Ltd.
Yinhua Fund Management Co., Ltd.
China Universal Asset Management Co., Ltd.
Lion Fund Management Co., Ltd.
Bank of Communications Schroder Fund Management Co., Ltd.
Guotai Asset Management Co., Ltd.
| 36 CCB Principal Asset Management Co., Ltd.



China Merchants Fund Management Co., Ltd.
UBS SDIC Fund Management Co., Ltd.
KBC-Goldstate Fund Management Co., Ltd.
CITIC Securities Co., Ltd.

Shenyin & Wanguo Securities Co., Ltd.
BOCI Securities Limited

Guotai Junan Securities Co., Ltd.

Guoyuan Securities Co., Ltd.

China Merchants Securities Co., Ltd.

I1. International institutions

Pan-American Surety Association (PASA)

International Credit Insurance and Surety Association (ICISA)
Surety and Fidelity Association of America (SFAA)

World Bank (WB)

Asian Development Bank (ADB)

National Association of Insurance Commi-ssioner of the US (NAIC)
Small Business Administration (SBA)

International Labor Organization (ILO)

National Federation of Credit Guarantee Corporations of Japan
Swiss Reinsurance Group (Swiss-re)

Munich Reinsurance Group (Munich-re)

Hannover Reinsurance Group (Hannover-re)

Atradius Reinsurance Group (Atradius-re)

Partner Reinsurance Co., Ltd. (Partner-re)

Government of Singapore Investment Corp (GIC)

St.Paul Travelers Group of America (St.Paul Travelers)
Municipal Bond Insurance Association (MBIA)

Seoul Guarantee Insurance Company (SGIC)

Lombard Insurance Group of South Africa (Lombard)

Coface Group (Coface)

Mapfre Group of Spain (Mapfre)

Part| Company Profile u@

37 |



V'

| 38

1&G Development Report 2012

Export Development Canada (EDC)

Confianza Company of Colombia

I11. Domestic guarantee institutions

Beijing Capital Guarantee & Investment Co., Ltd.
Anhui Credit Guarantee Group Co., Ltd.

Shenzhen Hi-Tech Investment & Guaranty Co., Ltd.
Heilongjiang Xinzheng Investment Surety Co., Ltd.
Shandong Enterprise Credit Guarantee Co., Ltd.
Xinjiang Investment Credit Guarantee Co., Ltd.
Beijing Zhongguancun Sci-tech Guaranty Co., Ltd.

Fujian Investment Guarantee Company

Sichuan Economic and Technological Investment Guarantee Center

Chang’an Guarantee Co., Ltd.

Zhejiang Credit and Guarantee Association
Shenyang SMEs Credit Guarantee Center

Beijing Credit Guarantee Association

Jilin Credit Guarantee and Investment Co., Ltd.
Guizhou Zhongwei SMEs Credit Guaranty Co., Ltd.
Jiangsu Credit Guarantee Association

Liaoning SMEs Credit Guarantee Center

China Jing An Credit Guarantee Co., Ltd.
Guangdong Join-Share Guarantee Investment Co., Ltd.
Hebei Guokong Investment Guarantee Company
Hubei Zhongqi Investment & Guarantee Co., Ltd.
Hunan Guarantee Co., Ltd.

Guangzhou Financing Guarantee Center

Xi’an Economic and Technological Investment Guarantee Company

China Aviation Xingang Guaranty Co., Ltd.
Hanhua Guarantee Group Co., Ltd.

Beijing Zhongyuan Guoxin Investment Guarantee Company

Zhejiang Uni-Power Guaranty Co., Ltd.
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Chongging Import and Export Credit Guarantee Co., Ltd.
Guangxi SMEs Credit Guarantee Company
Guangdong Yingteng Guarantee Investment Co., Ltd.

Guangdong Yinda Guarantee Investment Group Co., Ltd.

IVV. Research institutions

Development Research Center of State Council
Research Institute for Fiscal Science of MOF
Tsinghua University

University of International Business and Economics

Beijing Jiaotong University

V. Other institutions

China Chengxin International Credit Rating Co., Ltd.
China Lianhe Credit Rating Co., Ltd.

Dagong Global Credit Rating Co., Ltd.

Shanghai Brilliance Credit Rating & Investors Service Co., Ltd.
SINO-HAWK Credit Rating Co., Ltd.

China United Assets Appraisal Co., Ltd.

China E-Port Data Center

Beijing Government Procurement Center
Heilongjiang Government Procurement Center
Microsoft (China) Co., Ltd.

Beijing Digital Authentication Center
www.zghd.com

Liaoning Machinery & Equipment Tendering Center
King & Wood PRC Lawyers

Beijing Commerce & Finance Law Offices

Zhong Lun Law Firm

Beijing JunZeJun Law Offices

Beijing Zhong Sheng Law Firm
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Part Il Operation and Development u@

Overview

In 2011, under the leadership of the State Development and Investment Corporation and
the Board of Directors, the Company rebuilt its management foundation and adjusted its
business structure in response to the changing environment, and strived to improve its business
management and operating results according to the new objectives and annual business plan
formulated after the restructuring. Despite the complicated and challenging environment and

situations, the Company still achieved satisfactory business performance.

I. Overall operation

() The Company achieved remarkable growth of economic performance de-

spite the slowdown of domestic and foreign economy

In 2011, European and American sovereign debt crisis kept evolving, slowing down the
global economic recovery; the deceleration of Chinese economy, tight monetary policy,
continuously tightened policy for such areas as local financing, credit, trust and real estate,
continuous downturn of capital market and increasingly intensified regulation of guarantee
industry have brought about pressure and challenge to the Company’s operation, development
and business innovation. In the face of the complex and volatile environment, the Company
advanced with the times, seized the market opportunities, controlled operational risk and

achieved business growth against the trend. In 2011, the Company recorded income of RMB
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778 million, a dramatic growth of 61% over the previous year; its gross profits and net profits
increased by 60% and 88% to RMB 394 million and RMB 295 million respectively, thus
resulting in ROE 5.84%.

(I Guarantee business made a significant breakthrough in size and profit-

ability

In 2011, thanks to China’s macro-control policy, a large amount of business reserves
accumulated in 2010 were released, and the business size of financial product guarantee
expanded sharply, driving the Company’s guarantee business size and profitability to achieve
a remarkable growth and a significant breakthrough. In 2011, the newly executed contract
amount was RMB76.2 billion and the contract reserve by the end of the year reached RMB29
billion. The newly added guarantee amount reached RMB 57.4 billion in 2011, an increase
of 212% over the previous year, exceeding RMB 50 billion for the first time. Commercial
guarantee business income stood at RMB 420 million in 2011, an increase of 123% over the
previous year, exceeding RMB 400 million for the first time. As at the end of 2011, the balance
of the Company’s outstanding balance was RMB 71.1 billion, and accumulative guarantee

amount was RMB 163.1 billion, keeping atop in the industry.

(1) Return on investment increased remarkably

In 2011, the Company adopted a relatively positive fund allocation plan and investment
strategy in response to the changing market. While guaranteeing the major project investment
and liquidity demands, the Company actively funded the expansion of guarantee business
market, and strengthened ability in optimization of fund allocation. The interactive capability of
guarantee and investment business was continuously enhanced, and the performance of assets
and funds was improved remarkably. In 2011, the Company realized return on investment of

RMB 323 million, a large increase of 91% over the previous year.

(IV) The Company’s asset quality was good and credit capability was en-

hanced continuously

The Company has good asset quality and strong solvency. As at the end of 2011, the
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Company’s total assets were RMB 7.22 billion. Among them, net assets were RMB 5.16
billion, and total liabilities were RMB 2.06 billion, with a debt to asset ratio of 28.5%.

The Company’s credit capacity was further enhanced. As at the end of 2011, the Company
had bank credits of RMB 151.3 billion, including more than RMB 50 billion granted in
2011. The Company and its branches have successfully passed the examination of regulatory
authorities, and received a business license for financing guarantee institution. The Company
was granted a long-term credit rating of AA+ for financial guarantee institution and a rating

outlook of “Positive” by several rating agencies.

1. Major measures

() Rebuild foundation, adjust structure and actively respond to internal and

external changes

The year 2011 was full of changes and challenges for the Company and the whole guarantee
industry. In the face of internal and external changes, the Company formulated the Guidelines
on the Operation Plan of China National Investment and Guaranty Co., Ltd. for 2011, defining
2011 as a year of structural adjustment and foundation reconstruction. While expanding
business and adjusting business structure, the Company also made efforts to strengthen self-
improvement in terms of business, organization, mechanism and capacity so as to pave the way
for going public in the future.

With regard to guarantee business, the Company implemented the business strategy of
classified guidance. The Company made great efforts to promote the upgrade of financial
product guarantee business modes; integrate resources and support the innovation in trade
guarantee business modes; consolidate the construction of judicial guarantee business platform
based on the original foundation, push forward business innovation and achieve organic
growth; tune the ideas on government procurement guarantee with focus on policies, strive
for the central procurement franchise rights, and greatly push forward market exploitation;
endeavor to develop real estate composite business, and integrate real estate business with

financial guarantee business. These strategies and measures ensured the healthy and leap-
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forward development of guarantee business in terms of size and profitability.

With regard to investment business, the Company made efforts to strengthen the building of
investment system and capacity. It actively pushed forward the construction of asset allocation
system, and improved the efficiency, quality and ability of asset and fund allocation; it
enhanced the construction of investment business decision process and standards; it improved
investment concept and intensified the synergy of investment and guarantee business; based
on the principle of “security, liquidity and profitability”, it optimized and adjusted investment
portfolio to improve the return on investment; it strengthened asset management, improved
project classification management, enhanced preservation and disposal, exerted to push forward
fund recovery and project management and achieved a good return.

With regard to the initiation and organizing of operation, in the face of the complex
environment, the Company continuously strengthened the tracking and study of environment
and policies, and enhanced employees’ awareness of crisis, market and values by meeting and
symposium; the Company actively accommodated to the changes in systems and mechanisms,
urged the management teams of the Company at various levels to enhance the development
concept, overcome the sentiment of being afraid of difficulties and instilled new vitality into
the Company; the Company further adjusted its structure, integrated resources, enhanced
economic responsibility system and assessment, strengthened operation planning, arrangement

and coordination, and laid a solid foundation for its rapid and healthy development.

(I Improve operational system and rules and improve operational capacity

and quality

In 2011, the complex and volatile macro-economic environment, multiplication of business
size and continuous innovation in business types greatly increased the difficulties and
pressure of business operation and management. Under the circumstances, the Company kept
strengthening operation management and capacity building, intensified daily oversight and
management of projects and fully performed contracts.

The Company further strengthened the construction of operation and management rules and
standards under the existing framework for operation and management of guarantee projects.

The Company strengthened the construction of its operation and management system, and
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basically achieved the synchronous integration of branches’ operation and management with
the Head Office’s, laying a foundation for the overall operation and management at the next
step. The Company closely followed the changes in macro polices and market, continuously
paid attention to customers’ operation status, actively responded to the risks exposed in project
operation, and took steps to effectively mitigate these risks so as to guarantee the security of the
Company'’s operating business. The Company strengthened the operating analysis, risk scrutiny
and study of risk pre-warning and operating information management and gradually improved

its operation and management capacity.

(1) Improve innovation system, improve innovation capacity and make a

new breakthrough in business area and product innovation

The Company integrated and improved research and development (“R&D”) system, set
up a strategic research center based on the original R&D system, and conducted classified
and tiered management of R&D. The management of scientific research plans was further
enhanced. Based on an investigation into the 51 subjects initiated before 2009 but having not
been accepted, the Company adopted a differentiated treatment strategy in line with the subject
progress and situation changes, guaranteed the progress of key subjects, and enhanced the
initiation, management, tracking and supervision of key subjects in 2011.

The Company further enhanced its innovation capacity, particularly in the fields of subject
research, design of composite business mode, cross innovation of business, and business mode
upgrade and development. The Company continuously pushed forward financial guarantee
innovation, launched the upgrade mode for financial product—TOT business, expanded the
private placement business in the field of public financing, made an attempt in trust guarantee
for the issue of shares to designated investors by listed companies, and actively followed up
the developments of asset securitization market. In respect of logistics finance guarantee,
the Company, on the one hand, promoted the upgrade of traditional business mode, and
strived to upgrade and update existing products; on the other hand, it deliberated with related
institutions on such new business modes as supply chain finance and e-commerce trading
platform guarantee, and initiated substantial business operation. With respect to the subdivided

regions, markets and products of construction project guarantee, the Company deeply studied
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the markets of industrial property, commercial property and contract surety, and deliberately
designed sustainable and composite guarantee products. In respect of government procurement
guarantee, following long-term tracking, R&D, and promotion, the Company has made a
significant breakthrough in government procurement qualifications and policies. In respect
of e-commerce guarantee, the Company continued to deeply study the financing guarantee
business modes for bulk commodity electronic trading platform. Progress was made in the
guarantee business R&D and policy promotion. The Company communicated and signed
framework agreements with renowned foreign institutions on front and back office business,

laying a foundation for business expansion.

(IV) Strengthen the building of comprehensive risk management system and

further enhance risk management ability

In line with the changes in external situations and the requirements of the Board of Directors
on business performance, the Company actively promoted the business deliberation and
exchange of each business line, enabling the middle office departments to reach the consensus
of risk concept and business development, and further enhance their risk control concept and
capability. The Company completed the risk management subject, designed new business
process, and adjusted the risk management functions of front, middle and back office; the
Company formulated the guidelines for the management of compliance risk and systemic risk,
continuously enhanced the identification and prevention of systemic risk, compliance risk
and liquidity risk, actively push forward the portfolio and limit management for business risk
and further improved risk management system. In respect to the changes in macro-economic
situations, the Company carried out overall and systematic risk inspection in the second half of
2011. Some issues were found in the inspection and have been properly addressed. As viewed
from the inspection results, the Company’s outstanding guarantee business was healthy and

risks were basically controllable.

(V) Rebuild management and internal control foundation and achieve a big

progress in the construction of management system

In order to meet the requirements on going public, in 2011 the Company strengthened
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infrastructure construction in seven areas, including internal control, listing indicator planning,
human resource policy, system clear-up and comprehensive risk management. Along with
the reconstruction of management and system foundation, the Company issued and modified
nearly 40 rules and measures concerning approval decision, business operation, meeting
management, financial audit and human resources. Meanwhile, the Company strengthened the
implementation of management system and tracking and feedback of system implementation

results, and enhanced the foundation of management.

(VI) Attach importance to resource and capacity building and give full play to

resources efficiency and intensive effect

The Company accelerated the transformation of development modes and enhanced intensive
development ability. In the distribution of business, the Company made great efforts to develop
platform business, improved business modes and enhanced market competitiveness. The
Company strengthened the integration of business resources and business cooperation among
departments, achieved remarkable progress in the building of regional platform for branches,
and greatly pushed forward the business coordination and cooperation between branches and
the Head Office. The Company deeply studied its value chain, product lines and profit-making
modes. Its ability in interaction between investment and guarantee business was boosted
remarkably; the scale of its service business and ability in channel integration were improved
greatly; its innovation capability in business type, platform, mode and risk control was
strengthened obviously; the research, development and design of asset management business
have been under consideration and design.

The Company continued to strengthen exchange and cooperation. Its contact with regulatory
authorities and related management departments has been closer. Entrusted by China Banking
Regulatory Commission, the Company undertook the responsibility for setup of China
Financing Guarantee Association. The Company has received positive recognition by related
state departments and made a new breakthrough in preferential tax and subsidy policies. The
Company further promoted strategic cooperation with such institutions as banks, trust and fund
companies, and built and improved virtual marketing platform, with a view to intensifying its

comparative advantages and core competitiveness. Depending on the communication channels
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of international associations, the Company continued to maintain and develop a wide contact

with international peers, and actively participated in symposiums and trainings.

(VIl) Improve the Company’s team buildup and cultural cultivation, and fur-

ther enhance team vitality and cohesion

According to development needs, the Company adjusted the applicability of organization
structure. The Company strengthened the building of management team, completed the
selection and appointment of a number of middle management personnel, established and
improved the collective discussion system for departments and branches. The Company
finished the project manager qualification authentication and annual review. The Company
recruited 34 new employees to meet its business development. In line with business needs,
the Company carried out internal and external training and further reinforced its learning
atmosphere.

Party construction was continuously enhanced. The Company deeply promoted the activity
of “rivaling for excellence”, deepened the education on practicing integrity, and conducted
colorful learning and education activities in celebration of the 90th anniversary of the
Communist Party of China, providing good political, organizational and cultural guarantee for
its operation and development.

The Company kept strengthening cultural cultivation and humanistic education. It called
for building a cost-effective company, and achieved positive results by self-inspection of daily
work, work process and employees; working habit, and formulation of rules and regulations.
The Company continuously strengthened employees’ health management, upheld healthy life

concept, and carried out colorful cultural and sports activities.

(VIIl) Uphold the consciousness of corporate citizenship and actively repay

the society

First, promote the harmonious development of economy and society by credit guarantee.
The Company has been devoted to address the financing difficulties of small and medium
enterprises (SMEs), created the successful mode of “policy fund, legal entity management and

market-oriented operation” to support SMEs development by government, and received the
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recognition from government departments. By the end of 2011, the Company had underwritten
22,000 deals of guarantee, with an aggregate guarantee amount of RMB 160 billion, achieving
huge social benefit. The accumulative amount of SMEs policy guarantee reached RMB 28.8
billion, providing great support for SMEs’ development. The Company also actively pushed
forward the guarantee innovation in the filed of energy conservation and environmental
protection, and made active efforts to boost the development of this industry.

Second, participate in financial product and system innovation.

The Company actively participated in financial product innovation, introduced specialized
guarantee into bond, fund and inter-bank trading markets, and gave play to the credit
enhancement and risk management functions of specialized guarantee institutions to effectively
reduce the trading cost of each party on the market, arouse their enthusiasm towards financial
innovation, and promote the healthy and rapid development of the market. The Company
provided guarantee for such products as bonds, bills and principal-guaranteed funds issued
by enterprises, encouraged enterprises to shift from indirect financing to direct financing, and
proactively devoted energies to improvement of financial service system. By the end of 2011,
the Company had provided guarantee for 86 direct financing projects, with total guarantee
amount of RMB 76.1 billion.

Third, promote industrial development and self-discipline.

The Company took it upon itself to promote industrial development, actively explored
and practiced business, strengthened communication and cooperation with domestic and
foreign peers, and established basic standards and related systems for guarantee business. The
Company made special contributions to push forward the legislation of China’s guarantee
industry, promote the establishment of credit guarantee system, strengthen industrial self-
discipline, apply IT to project surety system and guarantee business, and won high opinion of
related departments and people of all circles.

Fourth, adhere to operation in good faith according to law.

The Company follows the business ethics of being honest and credible, pursues the
harmonization of corporate interest, shareholder interest, staff interest and social interest,
upholds the consciousness of corporate citizenship, persists in operation in compliance with

laws and regulations, and takes the initiative in assuming social responsibility. Over the past 20
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years after its establishment, the Company had no default record; it provided high-quality credit
enhancement products and services for the society and built the first brand image in China’s
guarantee industry. The Company has been rated “A-level tax credit enterprise” by local tax
authority for many years.

Fifth, widely participate in social donation.

Since its establishment, the Company has been practicing and performing its social
responsibility. It built a Hope primary school, and donated for the construction of a number of
primary schools and hospitals in the earthquake-stricken Wenchuan. Moreover, it also provided
donations and social legal assistance for the areas affected by floods and the prevention and
cure of SARS. Employees of the Company also made donations and demonstrated excellent

character and cultural treasure.

Business Performance

In the face of the quite complicated business environment in 2011, the Company particularly
strengthened the infrastructure construction and restructuring of business, and achieved
outstanding business performance. Its guarantee income and return on investment increased

sharply from within the last year.

I. Financial highlights

The data below is excerpted from the audited annual financial report of I&G. (see Table 2-1,
Fig. 2-1,Fig. 2-2)
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Table 2-1 Major Financial Data and Indicators Unit: RMB 100 million,%

Major Financial Data and Indicators As at the end of 2011 As at the end of 2010 As at the end of 2009

Total assets

72.2

62.5

54.2

Equity

Total revenue

51.6

2011

7.78

49.7

2010

4.84

422
2009

4.27

Net profit

2.95

1.57

1.72

Asset-liability ratio

28.5

20.6

26.1

ROE

5.8

3.4

4.7

(RMB 100 million)
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Fig. 2-2 Total Revenue
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Il. Information on guarantee business

In 2011, according to the business strategy of “classified guidance”, the Company’s various
guarantee products achieved rapid development in an all-round way. Its business size realized
a historical breakthrough and business income hit a record high again. The Company’s existing
business was secured by sufficient collaterals, and thus related risks were controllable. It has
made great efforts in the management of business risks.

In 2011, the Company’s guarantee amount increased by RMB 57.4 billion, 3.12 times that
in 2010, including commercial guarantee of RMB 54.22 billion. Business income reached
RMB 778 million, an increase of 61% over the previous year, of which commercial guarantee
business income grew by 123% to RMB 421 million. As at the end of 2011, the Company’s
accumulated guarantee amount was RMB 163.1 billion, accumulated amount of discharged
guarantee was RMB 91.98 billion, and the balance of commercial payout was RMB 28.8
million. The balance of guarantee counted in the entrusted guarantee data of Shanghai Branch
was RMB 71,124 million, including commercial guarantee of RMB 67.2 billion.

The overall risks of the Company’s ongoing guarantee portfolio are very low. Of which, the
balance of low-risk bond guarantee, principal-guaranteed investment guarantee, and property
preservation guarantee accounted for 76% of total balance of commercial guarantee; most
high to low-risk projects had tangible counter-guarantee measures and thus could mitigate
and reduce the final risks. The Company’s risk management ability is strong and management

system is relatively sound.
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(I) Guarantee performance indicators

By the end of 2011, the Company’s accumulated guarantee amount had reached RMB
163.1 billion, and the Company had provided guarantee services for nearly 18,000 customers,
making it the specialized guarantee institution with the largest business size and most abundant

products and customer resources in China. (see Table 2-2, Fig. 2-3, Fig. 2-4, Fig. 2-5, Fig. 2-6)

Table 2-2 Guarantee Business Data and Indicators Unit: RMB 100 million
Guarantee performance indicator As at the end of 2011 As at the end of 2010 As at the end of 2009
Accumulated guarantee 1631 1057 873
Guarantee outstanding 711.2 334.2 301.5
Loss reserves 3.0 2.4 2.2
Clients’ deposit 6.2 7.4 6.1
Guarantee performance indicator 2011 2010 2009
Guarantee amount per year 574 184 241
Project amount per year 2125 2094 1815
Client amount per year 1186 1144 1185
Annual guarantee income 4.21 1.89 1.60
Accumulated payout ratio (%) Commercial guarantee 0.1
2009-2011 Entrusted guarantee 0.6
Accumulated collection ratio (%) Commercial guarantee 3359
2009-2011 Entrusted guarantee 99.7
1 800 -
1 631
1 600
1 400 -
1 200 - 1075
1 000 - 873
800
600 -
400
200 -
0 Fig. 2-3 Accumulated

2009 2010 2011 Guarantee
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In accordance with the regulatory indicators of domestic guarantee industry and

internationally recognized performance measurement methods on guarantee institutions, the

guarantee performance and risk control quality of 1&G both reached good level in 2011 (see

Table 2-3).

Table 2-3 Performance Indicators of 1&G in 2011

Internationally recognized

As at the end of

performance measurement indicators Notes
. 2011 Year
for guarantee institutions
Net leverage ratio 4.92 times
At the end of 2011, the overall average
Capital adequacy ratio 13.31% capital adequacy ratio of China’s commercial
banks was 10.2%.
The Company has adequate current assets
High liquidity assets to total assets 35.28% and its assets have a strong cashability and a
good liquidity.
. . The Company has a high loss reserve ratio
Loss reserve ratio 10.36 times
and a strong expected loss solvency.
Annual loss ratio 0%
Annual expense ratio (including technical reserves) 43.74%
i.e.. Commercial Guarantee (Annual loss
ratio + annual expense ratio).
Annual combined ratio (including technical reserves) 43.74% p )

This indicator is relatively good in the interna-
tional market.

Table 2-3 shows that, as at the end of 2011, the Company’s capital adequacy ratio exceeded

the CBRC requirement that “the capital adequacy ratio of systematically important banks

generally should not be lower than 11.5%” ; the Company’s assets with high liquidity are

relatively sufficient and have strong cashability; loss reserve is adequate, liquidity arrangements

and risk prevention is good; the Company’s net leverage ratio was 4.92 times at the end of

2011. If the risk reserve provided within the year was taken into account, the annual combined
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expense ratio was 43.74% in 2011, indicating that it could cover its cost and maintained at a

relatively good level in the international market.

() Guarantee clients

With the continuous deepening of commercial operation, the Company’s consciousness of
market exploitation and marketing services was further enhanced, and the ability in stabilizing
long-term clients and cultivating high-quality clients further improved. In 2011, the Company
provided guarantee services for nearly 1,200 clients; the proportion of old clients kept
increasing, and the overall strength and stability of customers were strengthened. The number
of SMEs clients increased year by year and their business mainly involved platform business.
With the continuous expansion of client number, the Company continued to study the credit
rating and credit management modes for different customers, and strictly control the risk
exposure and management costs of single customers. The Company also improved business
efficiency by taking the operation mode of undertaking guarantee responsibility bill by bill

under the comprehensive credits of customers. (see Fig. 2-7, Fig. 2-8)

Above RMB 1 billion
11.86% Below RMB 100 million
31.36%

RMB 400 million—-RMB 1 billion

13.56%
Fig.2-7 Total Assets of
Guarantee Clients
of the Company—
as per Number of RMB 100 million—RMB 400 million
Clients 43.22%
Above RMB 500 million Below RMB 50 million
32.34% 26.02%
Fig.2-8 Sales Revenue of
Guarantee Clients
of the Company— RMB 50 million—
RMB 150 million— RMB 150 million
as per Number of RMB 500 million 13.75%
Clients 27.88%
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I11. Information on guarantee risk assets at the year end

As at the end of 2011, the Company’s guarantee balance grew to RMB 71,124 million,
1.13 times that at the end of 2010. The Company’s guarantee business primarily involves
financial products, construction projects, logistics financing, government procurement, judicial
proceeding, entrusted services and others, and gradually formed six business categories and
more than 20 guarantee products. Its business structure almost remained unchanged in the
recent two years. Clients’ industries were mainly concentrated on finance and public utilities,
project locations were scattered, and the regional comprehensive environment was favorable for
business development. The Company’s guarantee business portfolio had a low comprehensive
risk. (see Fig. 2-9, Fig. 2-10)

Entrusted guarantee
5.51%

Non—financing guarantee
7.20%

Financing guarantee
8.04%

Fig. 2-9 Structure of Guarantee Business
Portfolio of the Company—

Financial guarantee as per Regulatory Standards
79.25% (Balance as at the end of 2011)

Principal—guaranteed
investment guarantee
38.81%

Public financing guarantee
29.85%

Entrusted guarantee
5.51%

Real estate and
other financial

Performance product guarantee

guarantee ;s 10.59%
3.17% Judicial Trade financing
guarantee
4.03% Other financing guarantee
guarantee 6.00% Fig. 2-10 Structure of Guarantee Business
2.04% Portfolio of the Company—as per

Internal Classification (Balance as
at the end of 2011)

81|



V'

1&G Development Report 2012

| 82

Business Overview

I. Guarantee business

1. Financial product guarantee

Financial product guarantee means the guarantee institution provides credit guarantee or
enhancement services for the purchasers or investors of the financial products issued, sold or traded
by the guarantee applicant for capital raising, and bears corresponding guarantee liability under
the letter of guarantee/guarantee contract in case the applicant fails to perform relevant obligations
on financial products. It mainly includes such financial guarantee services as principal-guaranteed
investment guarantee, public offering and private equity guarantee, real estate finance guarantee,

guarantee for the targeted additional issuance of corporate bonds, and SMEs collective bill guarantee.

2. Logistics finance guarantee

Logistics finance guarantee means the guarantee institution provides credit guarantee for the
lenders or financing customers of the guarantee applicant when the applicant provides credit facilities,
and bears the corresponding guarantee liability under the letter of guarantee/guarantee contract in
case the applicant fails to perform credit repayment obligations according to the relevant contract.
It mainly includes steel trade guarantee, automobile trade guarantee, fertilizer distribution financing

guarantee, supply chain financing, factoring and comprehensive credit guarantee business.

3. Construction project guarantee

Construction project guarantee means the guarantee institution provides credit guarantee
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for the beneficiary of related agreements performed by the guarantee applicant, and bears the
corresponding guarantee liability under the letter of guarantee/guarantee contract in case the
applicant fails to perform related obligations or meet the predetermined standards according
to the relevant contract. It mainly includes commercial property/industrial estate payment
performance guarantee, bid guarantee, performance guarantee, prepayment guarantee and
owner payment guarantee. In 2011, the Company achieved a breakthrough in obtaining the
qualifications for foreign-related guarantee business, and made substantial progress in front and

back office business.

4. Guarantee for government procurement

Government procurement guarantee means the guarantee institution provides credit
guarantee for the financing customers or performance beneficiaries of the guarantee applicant
when the applicant provides credit facilities or performs related agreements under the
government procurement order, and bears the corresponding guarantee liability under the letter
of guarantee/guarantee contract in case the applicant fails to repay funds or perform related
obligations according to the relevant contract. It mainly includes government procurement

bidding, financing and performance guarantee.

5. Judicial guarantee

Judicial guarantee means the guarantee institution provides credit guarantee for the guarantee
applicant when it applies for property preservation, and bears the guarantee liability for losses
caused by wrong application for property preservation to the other party to the property
preservation or the other parties. Judicial guarantee mainly includes the property preservation
guarantee. According to the nature of property preservation and different subjects, it is

primarily divided into attachment bond guarantee and release of attachment bond guarantee.

6. Entrusted guarantee

Entrusted guarantee means the guarantee institution performs the guarantee responsibility
on behalf of the principal based on its entrustment, and bears the guarantee liability on behalf

of the principal according to the letter of guarantee/guarantee contract in case the guarantee
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Table 2-4

applicant fails to perform related obligations under relevant contract. The entrusted guarantee
business needs no capital from the Company; instead, it attracts funds from specialized
guarantee fund or risk compensation mechanism by virtue of the professional capability and
brand of the Company. Entrusted guarantee mainly includes Shanghai small enterprise loan
guarantee and international agency business according to different entrusted institutions, special

guarantee funds and reinsurance contracts.

7. Others

Apart from the six categories above, the Company also engages in other guarantee services,
primarily including project financing guarantee, working capital loan guarantee, energy

conservation and emission reduction loan guarantee and e-commerce guarantee. (see Table 2-4)

I&G Major Guarantee Products

Financial guarantee

Fund guarantee
Principal-guaranteed investment

— Designated account financing product guarantee
u

Enterprise annuity guarantee

Bond insurance guarantee

Public financing guarantee and | Trustplan guarantee

others SME collective bond/bill guarantee

Bank wealth management product guarantee

Financing guarantee

Comprehensive credit guarantee

Steel trade facility

Automobile trade facility

Logistics finance guarantee Government procurement financing guarantee
Chemical fertilizer distribution financing guarantee
Grain and oil trade financing guarantee

Others

Banker’s acceptance bill guarantee

Guarantee for L/C opening and bill purchased under L/C
Other financing guarantees Working capital loan guarantee

Project financing guarantee

Energy conservation and emission reduction loan guarantee
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Bid guarantee
Prepayment guarantee
Performance guarantee
Project and supply guarantee Warranty period guarantee
Owner payment guarantee

Guarantee for deferred payment
Performance guarantee

Performance guarantee for government procurement

. Property preservation guarantee
Judicial guarantee -
Maritime guarantee

International agency guarantee

Customs guarantee
and others

Franchise rights guarantee

International front and back office guarantee

I1. Investment business

Following the risk management ideas of institutions engaged in international guarantee,
insurance and reinsurance on investment business, 1&G adopts prudent investment strategies
and portfolio management, and has strengthened the tie with banks, investment banks, trust
companies and other financial institutions and important clients. It has been seeking long-
term business partners. Its main investments involve financial products with high liquidity,
high credit rating and high quality and focus on the safe and rational product portfolio. The
Company’s investment business has provided a solid foundation and backup for the guarantee

business, and met the requirement regarding the liquidity arrangements of the Company.

I11. Other business

1&G has technical skills and business experience in such areas as project appraisal, credit
rating and engineering consultation. It consciously provides capital support, financial planning,
information consultation, project planning, legal consultation and other services for the clients
and cooperative institutions, while offering the guarantee credit enhancement services.

After the increase of business categories and improvement of business quality, the Company
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has secured stable and quality clients and improved its market competition capacity. In
addition, its product value chain has been expanded and great improvement has been seen in

capacity and competitive advantages in its comprehensive business.

Credit Capacity

External financial institutions and credit rating institutions are an important component of
the credit resources of 1&G. The Company’s credit capacity is mainly demonstrated by the
credit limits and credit ratings of banks/trust companies. In 2011, the Company continued to
advance the construction of credit capacity system built upon core capital and bank credits and
restrained by the open market rating.

Its cooperation with major banks was further enhanced intensively and extensively. By the
end of 2011, &G had established overall strategic partnership with the head offices of more
than 10 banks. Its credit limits granted by banks had increased to RMB 151.3 billion.

In 2011, many credit rating institutions, including China Chengxin International
Credit Rating Co., Ltd., China Lianhe Credit Rating Co., Ltd., Dagong International
Credit Rating Company and New Century Credit Rating Company, continued to
issue a long-term credit rating of “AA+” and a rating outlook of “Positive” to the
Company. The credit rating reflects the Company’s strong capital strength and core
competitiveness, good liquidity, abundant credit resources and strong risk management
and compensation capacity.

As at the end of 2011, the Company’s equity was RMB 5.16 billion. Based on the Company’s
capital strength and the external credit supports, the Company’s overall credit capacity was

about RMB 200 billion by the end of 2011.
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Risk Management

In response to the relatively complicated macro-economic and industrial situations, 1&G
strengthened the construction of risk management system in 2011, in order to enhance its
operation and management and step up the ability in withstanding economic volatility. It
required all employees to enhance risk awareness and sensitivity, deal with business more
prudently pursuant to regulations, and manage risks in a positive manner.

The Company has established the guidelines of further improving risk management in light
of the principle of “balancing between risk and efficiency”. In order to better implement the
requirements of improving comprehensive risk management system, the Company set up a
risk management research team, which drafted differentiated management plans for product
division, decision, and process, and put forth the objectives of “establishing and improving
monitoring indicator system to identify, measure and monitor the Company’s systemic risk”
with focus on the management of systemic and compliance risks.

I&G optimized and amended the Guarantee Business Process (2011 Edition) based on the
original process, in order to accommodate to the Company’s business development in an all-
round way, meet the requirements on business operation and internal and external management,
improve its risk management, achieve differentiated risk management and optimize business
operation efficiency.

Meanwhile, the Company streamlined and improved various operating standards according
to the new process. Operating standards on review, legal affairs, risk and operation were

streamlined for different services, to become an important part of business risk management
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system and constitute a foundation for refined management.

Through an overall risk inspection in the fourth quarter of 2011, the Company analyzed and
summarized overall project risk, structural risk and systemic risk of existing business, and had
a clear judgment and understanding of the overall state of key business areas and key points
of operation of outstanding guarantee. Meanwhile, it also streamlined and summarized the
business areas and projects deserving attention, formulated compensation risk prevention plans
in advance, and adopted measures for individual cases. It gradually stabilized the risk scrutiny
mechanism and implementation plan.

Furthermore, 1&G strengthened the tracking of guarantee industry regulation policy and
financial risk management. It appropriately arranged for the learning of industrial regulation
system, and further enhanced the consciousness of compliance to avoid contravening regulations.
It rapidly responded to the latest financial control policy and credit policy, and adjusted its

business operation strategies in a well-timed manner, in order to prevent policy risk.

International Communication and
Cooperation

1&G has been serving as an international communication tie for guarantee industry for a long
term, to assist the regulatory authorities and peers participating in international communication,
and to promote the interaction between international and domestic guarantee industries.
Over the past year, the Company deeply studied and deliberated on the risk diversification

mechanism, and continued to negotiate with several renowned international reinsurance companies,
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including Munich Reinsurance, Hannover Reinsurance, Atradius Reinsurance and Novae
Reinsurance, on reinsurance, and it also deeply communicated with Seoul Guarantee Insurance
Company, Export Development Canada, Istituto per | Servizi Assicurativi del Commercio Estero,
Bank of America Merrill Lynch and Citigroup to further promote business cooperation. Moreover,
to help Chinese enterprises implement “going global” strategy, 1&G actively exploited international
business, and deliberated with international peers on the possibility to render guarantee services for
China’s overseas enterprises and contractors, seize international business opportunities and develop

new profit sources for guarantee business.

. International communication

From the second half of 2011 to May 2012, major international communication events are as
follows:

On May 24, 2011, Mr. Johnny Symmonds, President of Lombard Insurance Group of South
Africa, Mr. Willie Valentin, Senior Business Representative of Project Surety Department of
Lombard, and Mr. Thomas Kessler of Swiss Reinsurance Group visited &G, and both parties
deeply communicated on the imminent cooperation of front and back office guarantee for
project performance. Mr. Ma Zhanchun, President of 1&G, signed a framework cooperation
agreement with Mr. Symmonds, which provides for the principles such as cooperation mode
and business undertaking standards for the project. This agreement paved the way for operation
of the project in the future. On the same day, Mr. Liu Xinlai, Chairman of I1&G, also talked with
the visitors on the future cooperation in many fields.

On September 28, 2011, Chairman Liu Xinlai met, Mr. Kim, Byeong Gi, Chairman and
President of Seoul Guarantee Insurance Company. Chairman Liu Xinlai introduced the
achievements made by I&G in terms of business and operation, and hoped that both parties
could strengthen cooperation and exchange in front and back office guarantee and trade
guarantee, in a bid to promote common development. Mr. Kim, Byeong Gi pointed out that he
is willing to further enhance cooperation with 1&G based on the long-term communication and
cooperation, in order to achieve a win-win situation.

On February 21, 2012, delegates of South Africa-based Hollard Insurance Group and
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Lombard Insurance Group visited 1&G. Mr. Ma Zhanchun, President of 1&G, introduced
to them the Company’s development history, operating status and business development,
exchanged views with Lombard on the market exploitation, target clients and development
room of the overseas contractor surety business in cooperation with Lombard, and reiterated its
will and confidence about cooperation. Delegates of Lombard pointed out that Lombard treated
1&G as one of its reliable partners and had sufficient confidence in the prospect of cooperation
between both parties, and hoped the pace of market exploitation could be quickened so as to
push forward substantial cooperation as early as possible.

On March 2, 2012, Chairman Liu Xinlai received a delegation sent by Hannover
Reinsurance, including Mr. Jirgen Gréaber, COO of Global Non-life Insurance, and Mr. Jan
Muller, Head of Credit Insurance/Contract Guarantee/Political Department. In the meeting, Mr.
Jirgen Gréber first introduced the development and operating results of reinsurance business
of Hannover Reinsurance in recent years, and its achievements in promoting globalization
strategy. Later on, Chairman Liu Xinlai introduced the development history and regulation
of China’s guarantee industry and the efforts made by 1&G in popularizing the construction
project contract guarantee system. Both parties also expressed their desire to establish
cooperation in the regulatory framework, market exploitation and business modes in the field
of contract surety guarantee.

On March 14, 2012, the Office of the Board of Directors and the Strategic Research Center of
I&G received a delegation sent by Partner Re headed by Mr. Christophe Renia, Head of Credit
Insurance and Surety Insurance Department of Partner Re. 1&G introduced to the visitors the
Company’s development history and operating results in 2011, as well as industrial development.
Both parties deeply exchanged views on the prospect of China’s contract guarantee market and

opportunities of reinsurance business and expressed desire of cooperation.

Il. Visit abroad and training

1. Attend the ICISA Annual Meeting in Edinburgh of the UK

The 69" Annual Meeting of the International Credit Insurance & Surety Association
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(ICISA) was hosted in Edinburgh of the UK during June 8-10, 2011. About 60 delegates from
40 institutions in 19 countries, including 1&G, and delegates of three major credit insurance
and surety associations attended the meeting. The annual meeting mainly included keynote
speeches, as well as some special discussions, concerning such hot topics as “Prospect of
Guarantee Market in the US and Latin America”, “Recent Performance and Future Market
Outlook of Members of the Berne Union”, the “Recent Operating Results of Credit Insurers and
Reinsurers” and “Business Growth of Asian Market”. The speeches are colorful and discussions
are heated, providing an effective platform to understand the latest information on international
credit insurance and surety business. Ms. Li Li, the delegate of 1&G, delivered a special speech
on the development of China’s guarantee industry, and briefly introduced the recent business
development of 1&G. The other delegates present at the meeting showed strong interest in her
speech and expressed particular attention to China’s market. At the meeting, the delegate of
1&G widely exchanged views on cooperation with the members such as Swiss Reinsurance,
Hannover Reinsurance Group, Coface Holding Group, Credit Guarantee Insurance Corporation

of Africa, PartnerRe, CESCE Spain and Lombard Insurance Group.

2. Participate in the business communication with Swiss Reinsurance in Zurich

In 2011, the Company’s strategic priorities are to adjust business structure and achieve
balanced development. Therefore, 1&G communicated with Swiss Reinsurance Group, a
prestigious reinsurance company in Switzerland, on the demands for project guarantee and
trade financing. During October 25-30, 2011, Ms. Yan Hongli, Executive President of 1&G,
together with 10 backbone business persons, participated in the business communication with
Swiss Reinsurance Group in Zurich. South Africa-based Lombard Insurance Group and Zurich
Financial Services Group also sent delegates to participate in the communication. The delegates
of Swiss Reinsurance delivered speeches on the research of global economic situation,
insurance investment portfolio, trade financing and public infrastructure investment, global
guarantee business. The delegate of Lombard Insurance Group gave a detailed introduction
of the project guarantee business in Africa, and deliberated with the delegate of 1&G on the
cooperation progress of front and back office guarantee business. The delegate of Zurich

Financial Services Group introduced the company’s development course, major business
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framework and prospect of cooperation with 1&G. The delegate of each company fully

exchanged views on the speeches.

3. Sent a delegation to South Africa to negotiate with South Africa-based

Hollard Insurance Group and Lombard Insurance Group on cooperation

On May 12, 2012, a delegation of 1&G was invited to visit Hollard Insurance Group and
Lombard Insurance Group in South Africa to negotiate on cooperation. Mr. Liu Xinlai,
Chairman of 1&G, and Ms. Cui Shuping, Chief Lawyer and Chief Compliance Officer of
I&G, and a delegation of 1&G participated in the visit. Mr. Frans Prinsloo, Chief Business
Development Officer of South Africa-based Hollard Insurance Group, and Mr. Johnny
Symmonds, General Manager of Lombard Insurance Group, respectively introduced the
business development of their respective companies to the delegation of 1&G, and both parties
also deliberated on the potential cooperation areas. The delegate of Lombard Insurance Group
and the delegate of 1&G exchanged views on the cooperation of international project guarantee.
The visit intensified the understanding of both parties, and reached an agreement on the

particulars of cooperation, laying a solid foundation for the substantial cooperation between

both parties.
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