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Message from Chairman

The year 2008 was quite extraordinary, during which the global financial cri-
sis swept over the world and the world economy continued to deteriorate. Due
to the worsening external environment and emerging structural contradiction,
coupled with the grave natural disasters, such as snow storm and earthquake,
China’s economic growth slowed down quarter by quarter. Especially in the
second half of 2008, macro-economic readjustment escalated drastically. In the
face of grim economic situation, the central government made considerable ad-
justment to the macro-economic policy, and issued a series of positive policies
and measures. These ensured the Chinese economy continued steady and rapid
growth despite the serious challenges and trials.

In 2008, China’s guarantee industry also took on a new look. China estab-
lished the system of inter-ministerial joint meeting of financing guarantee busi-
ness supervision, preliminarily addressing the issue of industrial supervision.
Owing to the impact of the economic crisis, the guarantee industry has been
increasingly concerned by all circles of the society, and the country provided

policy support for guarantee institutions that were more preferential than ever.

$ 2009.12.7 11:21:09 AM ’7




Meanwhile, the concentrated exposure of risks, breach of regulations and faith-

lessness of some guarantee institutions have been highly alerted and concerned
by related departments and people of all circles. With the continuous intensifi-
cation of commercialization and financial innovation of banks, the competition
between guarantee institutions and financial institutions in some products and
fields has become increasingly noticeable. These changes brought about not
only opportunities but also tremendous pressure and challenges to us.

As far as China National Investment & Guaranty Co., Ltd (the “Company”)
is concerned, it has entered a new era of accelerated development since 2008
when it started to conduct the strategic, managerial and business transforma-
tion and fulfill the five-year development plan. In response to the complicated
and changing market conditions, the Company commanded the whole situation
with the scientific development perspective, took active measures in advance
and adjusted business strategies and structure, while the global financial crisis
began to fully break out. The Company also set the business operation guidance
standards during the period of the crisis, greatly enhanced the financial solven-
cy, and scrutinized operational risk. With the intensified supervision, business
risk was controlled, operation maintained healthy and sound development, and
guarantee business, especially financial product guarantee, kept growing rapid-
ly. While strengthening business development, the Company also strived to en-

hance the reform of scientific research and operational mechanism and internal

1 |
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management, and improved its asset quality, credibility and risk management

capability when the market was depressed.

The international and domestic economic situations are still uncertain in
2009. According to its annual business plan, the Company defined 2009 as an
adjustment year, and identified the business policy of “strict risk control, mod-
erate operation, sophisticated management, reinforcement of inner strength, en-
hancement of research and development, preparation for adjustment, guarantee
for key points, and coordinated development”. At present, the macro-economic
situation is better than expected, but still pessimistic, and the overall economy
has not gotten out of crisis, which will imposes a huge impact on the future de-
velopment. How to accurately understand the situations, overcome challenges,
seize opportunities and ensure the sustained and rapid development of the
Company should be the priority.

Since 2008, all of us have gone through a lot of frustrations, changes and
tests. In the face of crises and difficulties, we joined hand in hand to surmount
difficulties and scored good achievements. We have been keenly aware that the
Company should not develop without the support of the people of all circles.
On behalf of the Company and all staff members, I would like to express my
sincere gratitude to relevant government departments, relevant institutions at
home and abroad and our clients, and wish you overcome crisis and have a

bright future. The Company will stick to the business philosophy of “people-

12
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oriented, reputation foremost, accommodation to changes and harmonious de-

velopment”, faithfully render the best credit services to the society and clients,
and make new and greater contributions to China’s construction of credit cul-

ture and system.

China National Investment and Guaranty Co., Ltd
/s
Chairman: 7}”‘

November, 2009
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Introduction to the Company

China National Investment & 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,
I&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 aims to become the most competitive
integrator of nonstandard financial and credit enhancement services in China.

As at the end of 2008, 1&G had a registered capital of RMB 3 billion, with a core capital
of RMB 5 billion. It had credits of RMB 45 billion granted by banks and its credit guarantee
capacity exceeded RMB 90 billion. In 2009, China Chengxin International Credit Rating Co.,
Ltd, China Lianhe Credit Rating Co., Ltd and Dagong Global Credit Rating Co., Ltd confirmed
1&G’s AA+ long-term corporate credit rating (for financial guarantee institutions) respectively.

As a member of Pan-America Surety Association (PASA), one of the world’s top three surety
and credit insurance associations, 1&G has established wide international contacts, and was
admitted to the National Association of Insurance Commissioner (NAIC) of the US, the Surety
and Fidelity Association of America (SFAA) and International Credit Insurance & Surety
Association (ICISA) in 2004, 2006 and 2009, respectively. It is the sponsor and the president

unit of China Guarantee Alliance (CGA) which is composed of 180 specialized guarantee
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companies. &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 Handsun Technologies, and preliminarily established an operational
platform to render financial and credit services and solutions to clients.

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

Financial product guarantee, and guarantee for principal-guaranteed fund, annuity,
corporate bond, collective trust, corporate debentures, etc.;

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

Property preservation guarantee, with agencies in 26 provinces and cities of China;

Guarantee for government procurement, mainly including bid guarantee, performance
guarantee, quality guarantee, prepayment guarantee and performance finance guarantee in
government procurement areas;

Project guarantee, mainly including bid guarantee, performance guarantee, prepayment
guarantee, payment guarantee, maintenance guarantee and supply guarantee;

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

Guarantee of World Bank Energy Conservation EMC Project (EMCo loan guarantee
plan);

SMEs financing guarantee.

1&G has set up three branches in East China, Shanghai and Dalian, to serve regional
economic development. By the end of 2008, the Company had undertaken 17 927 deals of
guarantee, with an aggregate guarantee amount of RMB 63.2 billion. Of which, 1 720 deals of
guarantee were undertaken in 2008, with a total guarantee amount of RMB 16.3 billion. The
Company generated income of RMB 440 million in the year, with a gross profit of RMB 230
million, maintaining a leading position in the industry.

1&G has an outstanding team of staff, of whom more than 60% have a master’s or doctor’s

degree granted by domestic and overseas universities and colleges, and over 90% have a
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bachelor’s degree or above. Its business innovation capability also leads the industry. The
Company compiled the An outline and Practice of Credit Guarantee, and the Introduction
to the Credit Guarantee Industry of Each Country, translated the Proceedings of Pan-
American Surety Association (2001-2005), and edited and published the periodicals such as the
Proceedings of the Chinese Guarantee Forum and the Chinese Guarantee Forum. The China
Guarantee Forum held once every two years by the company is influential in the industry. China
Guaranty Net (http://www.chinaguaranty.net) and Company Website (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.

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 National 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-
banking financial institution owned by the whole people, can 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 RMB500 million. The company was
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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,
1&G changed its name to China National 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 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 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 National Investment and Guaranty Co., Ltd.

In October 2006, with approval of the State Council, the company 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.
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According to the Company Law, the company set up the Board of Directors and the Board of

Supervisors.

Qualifications

April 1996 Councilor of China Hi-Tech Industrial Association
May 1998 Formal member of Pan-American Surety Association
April 1999 Member of International Federation of Consulting Engineers

September 1999 Member of Hi-tech Enterprise Association of Beijing New Technology
Industrial Development Experimental Zone

May 2002 Standing member of China Council for the Promotion of International Trade
and China Chamber of International Commerce

June 2002 Member of China-Europe Association for Technical & Economic
Cooperation

October 2003 Class A project consulting qualification granted by National Development
and Reform Commission

March 2004 Qualified member of National Association of Insurance Commissioner of the
usS

December 2005 Member of China Tendering & Bidding Association

December 2006 Member of the Surety and Fidelity Association of America

May 2008 Vice Chairman Unit of Beijing Credit Guarantee Association

April 2009 Member of International Credit Insurance and Surety Association

October 2009 Member of 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.

Il. Outlook

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

enhancement service integrator in China.

Ill. 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

company and steadily increase the value of shareholders’ equities.
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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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1&G

&G Shanghai East China Branch

1&G Dalian Branch —| Branches |

1&G Shanghai Branch

Beijing 1&G Consulting Center

% Wholly-owned |

I T T

Huayuan Agricultural Venture Capital Co., Ltd

China I&G Information Technology Co., Ltd

1

Share-controlling |

China International Capital Corp

CDH Investment Consulting Co., Ltd

—| Share-participating |

Beijing Zhongguancun Sci-tech Guaranty Co., Ltd

Beijing Capital Guarantee & Investment Co., Ltd

China Life Co., Ltd

Listed

China COSCO Holdings Co., Ltd .
share-participating

INN NN

7 T T T

Hundsun Technology, Inc

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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—| Organization Structure

—| Decision Making

—| Performance Evaluation

Management —| Operation Management

System _| HR Management

—| Planned Finance Management

—| Risk Management

—| Internal Control

Cooperative Institutions

With obvious market influence and competitiveness, the Company enjoys good prestige
and high popularity in the industry at home and abroad. In 2008, the Company successfully
sponsored the “China Guarantee Forum 2008, and signed cooperation agreements respectively
with the Bank of Beijing and China Everbright Bank. In April 2009, it became the sole member
of International Credit Insurance and Surety Association (ICISA) as a specialized guarantee
institution.

The Company has formed a mutually beneficial partnership, resource channels and
communication platforms with a large number of domestic and foreign well-known
institutions, so as to jointly facilitate the attainment of their strategic targets. It has established
wide cooperation with seven domestic banks, received bank credits, and started substantial
business cooperation with many trust companies, securities brokerages, fund companies,

investment banks and credit intermediary agencies. The Company also put the internationally
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mature guarantee products into practice in China relying on the platform of international

guarantee association, and tried to establish international mechanism for risk diversification by

cooperation with international well-known reinsurance companies.

Major cooperation institutions include: (All in random order)

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

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.
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SDIC Trust & Investment Co., Ltd.

China Credit Trust Co., Ltd.

CITIC Trust & Investment Co., Ltd.

New China Trust & Investment Co., Ltd.

China Export & Credit Insurance Corporation

PICC Property and Casualty Co., Ltd.

HOPU Jinghua (Beijing) Consultancy Co.,
Ltd.

China Southern Fund Management Co.,
Ltd.

Bank of Communications Schroder Fund
Management Co., Ltd.

Harvest Fund Management Co., Ltd.

Fortis Haitong Investment Management
Co., Ltd.

China Asset Management Co., Ltd.

ABN AMRO TEDA Fund Management
Co., Ltd.

CCB Principal Asset Management Co., Ltd.

CITIC Securities Co., Ltd.

Shenyin & Wanguo Securities Co., Ltd.

BOC International China Securities Li-
mited

Guotai Junan Securities Co., Ltd.

Guoyuan Securities Co., Ltd.

China Merchants Securities Co., Ltd.

2009.12.7 11:21:49 AM ’7




Il. 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 Commissioner of America (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)

Hong Kong Mingly Corporation

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

Seoul Guarantee Insurance Company (SGIC)

CG of South Korea (CG)

Coface Group (Coface)

Mapfre Group of Spain (Mapfre)

DEX Company of the UK

Confianza Company of Colombia

lll. Domestic guarantee institutions

Beijing Capital Guarantee & Investment Co., Ltd.
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Heilongjiang Xinzheng Investment and Guarantee Co., Ltd.

Anhui Credit Guarantee Group
Beijing Zhongguancun Sci-tech Guaranty Co., Ltd.
Fujian Investment Guarantee Company

Shandong Enterprise Credit Guarantee Co., Ltd.

Shenzhen Hi-Tech Investment & Guaranty Co., Ltd.

Xinjiang Investment Credit Guarantee Co., Ltd.

Sichuan Economic and Technological Investment Guarantee Center

Hebei Economic and Technological Investment Guarantee Center

Shanxi SMEs Credit Guarantee Co., Ltd.
Jilin SMEs Credit Guarantee Co., Ltd.

Jiangxi Enterprise Credit Guarantee Co., Ltd.

Guizhou Zhongwei SMEs Credit Guarantee Co., Ltd

Tianjin SMEs Credit Guarantee Fund Management Center

Liaoning SMEs Credit Guarantee Center

Yunnan Investment and Financing Guarantee Co., Ltd.

Gansu SMEs Credit Guarantee Co., Ltd.

Jiangsu Credit Guarantee Co., Ltd.

China Aviation Xingang Guarantee Co., Ltd.
China Huahai Credit Guarantee Company
Zhonghong United Credit Guarantee Co., Ltd.
Tianjin TEDA SMEs Credit Guarantee Center
Hubei Zhonggi Investment & Guarantee Co., Ltd.

IV. Research institutions

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

Tsinghua University

University of International Business and Economics

(T
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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.

China United Assets Appraisal Co., Ltd.
Beijing Government Procurement Center
Heilongjiang Government Procurement Center
China E-Port Data Center

Sinotrans Ltd.

Zhong Chu Development Stock Co., Ltd.
Microsoft (China) Co., Ltd.

China InfoBank

Beijing Digital Authentication Center

First Huida Risk Management Corp.

CB Richard Ellis Group

www.zghd.com

Liaoning Machinery & Equipment Tendering Center
King & Wood PRC Lawyers

Beijing Commerce & Finance Law Office
Zhong Lun Law Firm

Beijing JunZeJun Law Office

Beijing Zhongsheng Law Firm

Beijing Dacheng Law Firm

Grandall Legal Group
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Outline of Operation

In the year 2008, I&G started to carry out business transformation and implement the five-
year development plan. The company adhered to the scientific development perspective in
command of overall situation, and steadily promoted operation according to the five-year plan
and the annual business plan. Through self-development, the Company has withstood the tests
of complicated and changing external environment. The Company’s operations maintained
a robust and sound momentum of development. Its guarantee business, especially financial
product guarantee business, has made a great breakthrough. The Company’s asset quality,
credit standing and solvency maintained at a high level. The Company has basically completed
the transformation of organization, mechanism and business, and jumped to a new level in the
enhancement of management and capability. Its social influence was further strengthened, and
brand value improved remarkably. New progress has been made in the cultural cultivation and

spiritual civilization construction.

I. Adjust business strategy in face of the complicated and changing
external environment, control business risk and achieve good
business performance

With the spreading of the global financial crisis, the Company took active measures, adjusted
business strategy and structure, scrutinized risks, enhanced financial solvency, established

business operation guidance standards in response to the crisis, and successfully controlled
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risks. In the face of extremely unfavorable external environment, the Company achieved

healthy and sound business development.

(I) Adjust actively and take effective strategies and measures to accommo-

date to the changing environment

First, the Company promptly adjusted guarantee business strategy from overall promotion
to classified guidance. According to the market conditions, the Company made great efforts
to push forward marketing of guarantee business with sound growth and moderate risk,
while improving risk control measures. With respect to the traditional platform business, the
Company further reinforced the foundation, and made adjustment by risk profiles, based on the
principles of “consolidation, development, advance in some aspects while withdrawing from
others”. The Company has suspended high-risk guarantee business.

Second, adopt a more prudent, stricter and tighter financial policy. The Company adjusted and
optimized asset structure and increased liquidity and fund reserve based on the principle of “security,
liquidity and profitability”. In respect of business opportunities, the Company focuses on the
security and liquidity, rather than short-term return. It has suspended the operation of medium-term
investment and the investment products with poor liquidity, and further increased the proportion of
investment products with high security and liquidity, such as the central bank notes.

Third, the Company strengthened the supervision and risk scrutiny of existing business. The
departments of front office and risk control departments of middle office have been required to
inspect the risks of existing business by projects, double check the counter guarantee measures
such as mortgage and pledge, carefully analyze the product risk, operational risk, systemic risk,
liquidity risk and policy risk, and push forward effective risk control measures and plans. The
Company adopts multi-level classified management of ongoing guarantee projects. A task force
has been set up to cope with major projects with potential risks, and take forceful measures to
prevent risks.

Fourth, the Company has established a risk warning mechanism based on project risks, in
which all departments are coordinated and interactive. The Strategic Research Department
has stepped up efforts to follow up and study macro-economic situations and key areas and

regularly submit research reports. All operational departments have established project risk
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scrutiny accounts and worked out plans and measures to ensure issues to be discovered and
reported in a timely manner.

Fifth, the Company has tightened business acceptance and operation to control risks from the
source. Following the principle of “suspension, deferment and strict control” for new business,
the Company has formulated the new business guidelines in response to the complicated economic
situations, and further raised the project threshold. With respect to project selection, the Company
paid closer attention to the effectiveness and practicability of counter guarantee measures.

Sixth, based on its long-term experience, the Company sharpened its competitive edge and
enhanced the team buildup and foundational construction during economic depression, laying a

foundation for seizing the development opportunities at the time of economic boom.

(1) Achieve rapid development of guarantee business along with restructur-

ing and make a great breakthrough in scale and profit

In 2008, in face of the complicated market conditions, the Company achieved significant
development of guarantee business, especially financial product guarantee business, by
adjusting business strategy and strengthening risk control. Guarantee amount increased by
RMB 16.3 billion in the year, a year-on-year increase of 46.5%, and guarantee business income
exceeded RMB 200 million, up 62.83%. Through continuous growth over the past several
years, guarantee business has achieved a great breakthrough.

With respect to the financial product guarantee business, the Company seized the policy
and market opportunities and achieved a significant progress, based on the long-term tracking,
research and development. The Company built a business network centering on government
departments, investment banks, local infrastructure investment companies, coinsurance and
reinsurance guarantee institutions, credit rating agencies, foreign financial product guarantee
companies, and reinsurers. The Company created project selection standards and project databank,
provided guarantee for Xi’an Infrastructure Investment Corporate Bond, CICC Subordinated Bond,
Southern Principal-Guaranteed Bond, etc., and generated good economic benefits.

An evident breakthrough has been made in laying a foundation for platform guarantee
business. The Company has achieved substantial progress in introduction of professional

collateral supervision for automobile trade guarantee projects, and made an important
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breakthrough in promoting steel trade guarantee business in cooperation with banks. Shanghai
small business financing guarantee has developed steadily and healthily. The foundation of
platform business, including property preservation guarantee, WB project guarantee and
government procurement guarantee, has been further consolidated.

In respect of construction project guarantee, focusing on the business property and industrial
estate market, the Company strengthened cooperation with large international real estate
intermediary agencies, thus broadening the business development room.

When the business pace slowed down, the Company further strengthened the foresighted
research and development of fields and products and increased reserves for further business

development.

(111 Adhere to classified guidance and prudent operation in respect of invest-

ment business and achieve secure and steady development

In light of the business risk, business structure and future development trend, the Company
changed the asset allocation of investment business to improve its security, liquidity and
profitability, and adjusted the proportion of short-term, medium-term and long-term assets.
While prudently handling highly profitable debt investment, the Company shrank the entrusted
loans, trust and other products with high profitability but low liquidity. Business expansion and
withdrawal were carried out as planned. Despite the grim market conditions, the Company still
performed well. A great breakthrough was achieved in the recovery of overdue accounts and
operation of assets.

In respect of fund operation, the Company adheres to the defensive investment strategy of
“reducing risk appetite and profit expectation, strengthening fixed income investment, and
prudently involving equity investment”. To meet the requirements on security and liquidity
of assets, the Company actively tapped inter-bank bond market business with focus on the
fixed income products, invested significantly in one-year central bank notes, and remarkably
increased liquidity arrangements and improved fund solvency.

In 2008, the domestic and international environment became complicated and volatile,
and financial tsunami swept over the world. In the face of the grim situations, the Company

successfully controlled business risk, achieved good business performance, and maintained
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its asset quality, credit standing and debt service capability at a high level, although its
operating results drastically decline in comparison with the previous year. It fully proves that
the Company has become more mature and capable of addressing complicated environment,

grasping the market opportunities and achieving sound and sustainable development.

Il. Fully promote the implementation of various corporate transitional
measures, go through the “running-in period” of transition and start
smooth and efficient development

In early 2008, the Company went through transition, adjusted organizational framework, and
established the front, middle and back offices. The Company set up an operation management
center to separate business underwriting from operation management. The Company set up a
risk management department to conduct overall risk management. The Company improved the
concept of research and development and mobilized all staff members to participate in research
and development. The Head Office established specialized departments by product lines, and
the functions of branch companies were adjusted to the regional integrated marketing platform.
The Company added the compound business functions of investment, fund and comprehensive
business departments. Following the transition, the Company has preliminarily established a
strategic organizational framework, management system and product portfolio compatible with
the future objectives.

The Company implemented the decision-making and approval process suited to the new
organizational structure, and broke down the operational procedures and standards. The
Company further clarified and adjusted the responsibilities of leaders and senior management,
and improved the assisted management and the system of A-and-B angle system. The
responsibilities of each special committee were defined. The decision-making, demonstration
and review system was established. Initial progress was achieved in the construction of overall
risk management system. The scientific research system was put into operation. In respect
of information disclosure, the Company introduced the development report, overall risk
management report and announcement of information to the public in order to accommodate to

the needs of business development.

79 |

2009.12.7 11:23:00 AM ’7



| T T | —— (. [ |

kw‘ 1&G Development Report 2009

| 80

—‘ P8-173.indd 80

With one year’s wear-in and operation, the Company has started the smooth operation of
the transformed institutions, business and decision-making mechanism, and successfully gone
through the transitional wear-in stage towards smooth and efficient development, laying a

foundation for its steady development in the future.

lll. Remarkably enhance the self-development and capability
cultivation, and greatly improve the business and development
capability

In 2008, a starting year for the Company’s transformation and new five-year plan,
implementation and construction became the theme of the whole year’s work. The Company
has done a great deal of work in business standards, processes and self-development, greatly
improved the business philosophy, and remarkably enhanced the capability of business mode
and project plan design, risk control technology and business technology development, as well
as business and competence.

Planning capability has been enhanced. After accomplishing two three-year development
program, the Company formulated the Development Program for 2008-2012, which further
clarifies the Company’s development objective, business philosophy and strategy, unifies
ideology and reaches consensus.

The Company further standardized its business. Based on the construction of business
standard system in the previous two years, the Company prepared the format of project
guarantee, financing guarantee and investment project reports, formulated the standards for
guarantee recovery, released contract management measures and model contracts, and further
enhanced the capability of business technology summarization and refining.

Employees have a more mature business concept and a broader vision of business exploitation.
The Company fully drew on the mature experience of international peers and financial
institutions, applied related data models and technologies to the design of business mode and
plan, product pricing, business accounting and risk measurement, and preliminarily formed
relevant technical systems and standards, displaying its technical and business capability.

Credit management has reached a new level. The Company formulated and implemented the
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bank credit management measures, and started to build a corporate credit capacity system that
takes core capital as the bolster, business structure control as the foundation, asset allocation as
liquidity protection, bank credit as the marketing support, and external rating as the bind.

Initial progress has been made in the building of overall risk management system.
The Company has established working mechanisms and standards suitable for business
development, such as risk indicators, risk evaluation, risk early warning and risk report, created
risk asset assessment model, and formulated the risk early warning system based on project
risks in which all departments are coordinated and interactive. The 1&G Enterprise Risk
Management Report was issued, and risk management improved greatly.

The Company has preliminarily established a scientific research system in which all staff
members are involved in. The Company formulated and implemented the Interim Measures of
the Scientific Research Plan Management of the Company and relevant standards and criteria.
In 2008, the Company initiated a total of 37 scientific research plans from the perspectives
of business innovation, management innovation and system innovation. Among these, there
were 22 company projects and 15 department projects, with a total scientific research budget
of RMB 8 million. The advance of scientific research innovation added to the potential for the
Company’s sustainable development.

The support of information system was further strengthened. The development and upgrade
of procedural preservation information system, government procurement information system,
automobiles trade express information system, steel trade supervision system upgrading, file
management information system and mobile phone office system improved technical means
and operating efficiency, and provided great support for the Company’s business development,

operation management and risk control.

IV. Achieve new progress in supporting construction and reform of
operating mechanism and further improve the operating efficiency and
management capability

Since 2007, the Company had spent more than one year to complete transformation,

formulated and implemented a five-year development program, further specified strategic
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objectives and business strategies, and established organizational framework, decision-
making and approval process and product portfolio suitable for future development. All these
should be accompanied by corresponding reform of operating mechanism, so as to fully
strengthen capability cultivation, and facilitate the Company to improve innovation capability,
marketing capability and resource building capability, and enhance system and resource
integration, segmentation of clients and rapid response. Therefore, the Company drew up
the Plan on Supporting Construction and Reform of Operating Mechanism, and put forward
23 supporting construction and reform measures in six categories, i.e. innovation capability
building, marketing capability building, staff team building, welfare system building, expenses
supporting system building and team building. The Company also set up a specialized study
team, specified the responsibilities and progress requirements, and made overall arrangements
to systematically push forward and make a breakthrough in key areas. The Company also
strengthened coordination and communication and carried forward reform as planned. Initial
progress has been made in these areas. The reform of operating mechanism further improved
the Company’s operating efficiency and enhanced its vitality and competitiveness.

In order to strengthen its capital strength, improve governance structure, and push ahead
marketization and internationalization, the Company has started the process of introducing
foreign investment according to its five-year development plan and relevant initial work has

been carried out smoothly.

V. The success of China Guarantee Forum 2008 and promotion of
communication and cooperation with domestic and overseas institutions
further enhanced the Company’s social influence and improved its
brand value

() China Guarantee Forum 2008 was successfully sponsored

China Guarantee Forum 2008 was held under the background when the financial crisis
broke out widely, gradually spread to the real economy and imposed huge pressure on the

world economy. With the theme of “Guarantee Industry Development in China and Cycle
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Risk Control”, the forum provided a platform for participants to fully exchange views on three
subjects, i.e. guarantee business innovation and risk management, guarantor right protection
and legal risk management, and information technology construction—development dynamics.
The forum attracted the wide attention of the industry at home and abroad as well as people of
all circles, and more than 450 guests and representatives attended the meeting.

The meeting achieved a complete success and hit a record in terms of scale, number of
participants, level and influence. When the economic crisis has not been noticeable, the meeting
had designed the theme of “Guarantee Industry Development in China and Cycle Risk Control”
according to the economic development trend, which has strong foresight and guidance. At
this meeting, a number of domestic renowned experts expounded the relationship between the
economic crisis and the cyclical risk control of guarantee from different aspects and angles.
And some experts of the US, South Korea and PASA were invited to share the experience
of foreign peers in tackling the economic crisis based on the theme. The meeting theme was
pronounced and of important immediate significance to learn and draw on experience of
international peers, improve the risk consciousness and management capability of China’s
guarantee institutions, actively address cyclical risk, and facilitate the healthy development of

China’s guarantee industry.

(1) Resource building and domestic and foreign communication and coop-

eration reached a new height

According to the requirements on integrated, high-end and internationalized development, the
Company enhanced the cooperation with domestic and overseas peers, banks, investment banks,
securities brokerages, funds, trusts, and rating agencies and preliminarily formed a strategic
alliance to accommodate to the future virtual operation in order to build an operation network
with comparative advantages and sustainable development capability. In respect of strategic
alliance and collaboration in business innovation, the Company has made specific arrangements.

The communication and cooperation with international peers was further intensified. The
Company sent a delegation to the annual meeting of PASA, and discussed with it on the
organization of the annual meeting in China in 2010. The Company participated in the annual

meeting 2008 and the 100" anniversary celebration of SFAA, widely exchanging views with its
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international peers. The Company also received visits from the senior management of Swiss-
re, Government of Singapore Investment Corp., Seoul Guarantee Insurance Company and
Municipal Bond Investors Assurance Corporation (MBIA).

The cooperation with domestic banks and rating agencies has been further carried forward.
The Company has signed strategic partnership agreements with the institutions such as China
Merchants Bank and the Bank of Beijing, broadened the business platforms and channels,
and established the channels and mechanisms for external rating and credits. On December 5,
2008, the Company held the Guarantee Business Information Exchange Meeting, with a view
to disclosing its operating capability and business performance to the public, and strengthening
mutual understanding and trust and overall cooperation through active information exchange.
The meeting received wide attention of various parties, and about 70 delegates from banks,
rating agencies, securities brokerages, investment banks, fund companies and guaranteed
clients attended this meeting.

The communication and cooperation with domestic peers was further strengthened. The
Company has joined Beijing Credit Guarantee Association and was voted to be the vice
chairman unit. Various work of China Guarantee Alliance was steadily pushed forward, and
relying upon the platform of China Guarantee Alliance business cooperation in the fields of
property preservation guarantee, World Bank energy conservation, government procurement
and financial product guarantee was further strengthened.

The communication and cooperation between the Company and government departments
has been closer. According to the policy on the disaster-stricken areas in Wenchuan and the
Central Government’s support for SMEs development, the Company made the proposal on the
establishment of SMEs collective bond guarantee fund to the State Council, National Development
and Reform Commission and the Ministry of Finance, and received recognition and favorable

comments from related departments.

V1. Utilize, cultivate and motivate employees to promote staff team
buildup into a new level

According to the requirement on transformation, the Company made appropriate adjustment
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to the organizational structure and staffing, and further strengthened the force of senior
management and middle-level management team.

The Company enhanced the further education and training for the employees at middle level
or above and backbone employees. Following the first batch of MBA course sponsored in 2006
together with Tsinghua University, the Company organized the second batch of MBA course in
2008 for more than 10 employees. A total of over 20 employees participated in the two batches
of course.

The Company increased the budget for staff training, and provided short-term training for
more than 140 employees in respects of finance, economics, accounting, auditing, law, risk
control, securities, real estate, information technology and management.

The professional team was further built up. In 2008, 55 important professionals and middle-
level managers were granted the qualifications of project managers, increasing the total number
of project managers to 116.

The Company actively furthered the study of human resource policy and mechanism,
drafted the company ranking system, staff development management measures, middle-level
management team building and evaluation system, performance management measures, etc.,
and set out to push forward the building of allocation system, enterprise annuity and related

systems.

VII. Perform well in cultural cultivation and spiritual civilization
construction, and create a good climate for the Company’s development

The Company strengthened the coordination and interaction of the Central Communist Party,
management team, trade union and Communist Youth League, actively launched the activities
of political ideology, corporate culture and spiritual civilization construction, enhanced the
sense of belonging, sense of responsibility and sense of mission of employees, reinforced
the cohesive force and vitality of staff, and provided an inexhaustible motive force for the

Company’s development.
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Following quality management, the Company further improved the staff benefits, office
environment and conditions, and emphasized humanized management.

According to the requirements and arrangements of the State-owned Assets Supervision and
Administration Commission and State Development and Investment Corporation (SDIC), the
employees at middle level or above carried out self-discipline and self-examination activity and
signed the integrity and self-discipline commitment. To enhance the professional consciousness
of employees and prevent moral hazard, the Company organized employees to reread and sign
the work ethics standards, risk warning for key positions, and employee manual.

The Company implemented the staff health plan, and strengthened staff health management,
especially the mental health management. The Company also provided staff health guidance,
and launched colorful cultural and sports activities to improve employees’ physical and mental

health, and enhance their vitality and cohesive force.

VIII. Uphold the consciousness of corporate citizenship, actively
shoulder social responsibility and actively reward the society

() Promote the harmonious development of economy and society by credit

guarantee

First, 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 recognition from government departments. Since its establishment, the
Company has provided guarantee services for nearly 15 000 SMEs, with an accumulated
guarantee amount of more than RMB 60 billion, which is expected to increase sales revenue
of over RMB 200 billion and business tax of over RMB 10 billion. It generated huge social
benefits in creating jobs and providing technical supporting for large enterprises.

Second, the Company supported the energy conservation and emission reduction. The World
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Bank/GEF China Energy Conservation Promotion Project (Phase 2) is a large international
cooperation project carried out according to the World Bank project procedures and standards,
under the direct leadership of the National Development and Reform Commission and the
Ministry of Finance. The Company serves as the planner, designer and implementer of the
project. Depending on the professional guarantee services of the Company, the World Bank
energy conservation fund achieved the credit amplification function and expanded the effect of
energy conservation and emission reduction. Such a business mode has won for the Company
the high recognition of the World Bank and has been promoted in many countries. With five
years of practice, the project has achieved remarkable progress.

Third, the Company encouraged enterprises to switch to direct financing. The Company
provided guarantee for enterprises’ bond issue, broadened enterprises’ financing channel,
reduced financing cost and enhanced enterprises’ competitiveness. By the end of June 2009,
the Company had provided guarantee for nearly RMB 10 billion of bonds issued by many

enterprises, and greatly supported their development.

(1) Promote industrial development and self-discipline

As a state-level specialized credit guarantee institution incorporated on a trial basis with the
special approval of the State Council, 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 successfully sponsored the international
symposium of China Guarantee Forum for 2000, 2001, 2004, 2006 and 2008, and formed
the China Guarantee Alliance as an initiator in 2001, with a view to strengthening the self-
discipline and business communication and cooperation of the guarantee industry. So far the
alliance has had 180 members. The Company made special contributions to the legislation of
China’s guarantee industry, strengthening of industrial self-discipline, establishment of credit
guarantee system, and application of IT to project guarantee system and guarantee business,

and won high recognition of related departments and people of all circles.
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(1l1)y 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, personal 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. The Company was
honored the “Class-A Tax Payment Credit Enterprise” and “One of the Top 50 Enterprises in

Haidian in Terms of Central Tax Payment”.

(IV) Be enthusiastic about public benefit undertaking

The Company organized colorful activities to welcome Beijing 2008 Olympic Games,
participated in the long-distance race of 100-day countdown of the Olympic Games, and
organized the badminton competition and the photo exhibition, in order to arouse the
enterprising passion of employees with the Olympic spirits.

The Company, together with its employees, donated more than RMB 5.2 million to the
earthquake-stricken areas in Wenchuan, and was commended by the leaders of Chinese Red
Cross Foundation. Among the funds, RMB 5 million was donated by the Company and more
than RMB 200 000 by employees. Some employees even donated half of their monthly salaries,
and some donated up to dozens of thousand yuan. The funds were specially utilized in the
reconstruction of 10 primary schools and two township health centers in the regions seriously
stricken by earthquake, including Deyang, Mianyang, Guangyuan, Ya’an and Aba. Moreover,
148 Party members of the Company donated more than RMB 80 000 as “special party
membership dues”, and some employees donated money or donated blood via communities.
In the face of the catastrophe, the Company and its employees fully exhibited strong sense of
social responsibility and the deep love for their compatriots.

Furthermore, the Company also put forward a special suggestion of “establishing disaster
area recovery bond guarantee fund” to the State Council, which was highly concerned and

recognized by related government departments.
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Business Performance

In 2008, in the face of complicated and changing external situation, the Company established
business guidance standards in response to crisis, adopted a prudent operation strategy,
maintained relatively high fund reserve, and continuously strengthened the solvency and
liquidity management capability to keep up with the changes in macro-economic situation.
While ensuring smooth operation of new organizational framework, business process and
approval procedures, the Company provided classified guidance for various business lines,
strengthened the supervision of operational projects and the scrutiny of overall risks, and
achieved remarkable progress in business risk management.

In 2008, the Company’s risk control quality was good, guarantee performance increased
obviously and credit capacity kept improving. With a great breakthrough in financial product
guarantee business, the Company’s business structure changed markedly in comparison with

previous years, and the overall risks of business portfolio were relatively low.

I. Financial highlights

The data below is excerpted from the audited annual financial report of I&G.
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Table 2-1 Major Financial Data and Indicators Unit: RMB100 million
Major Financial Data and Indicators At the end of 2008 At the end of 2007 At the end of 2006
1. Financial data (audited)
Total assets 48.6 459 38.7
Total liabilities 10 8.3 6.9
Incl.: Loss reserves 3.8 33 2.7
Clients’ deposit 4.4 3.0 2.5
Equity 38.6 37.6 31.8
2008 2007 2006
Total revenue 443 8.31 2.11
Total profit 2.32 6.53 0.87
Net profit 1.81 5.83 0.73
II. Financial indicators
Current liquidity ratio (%) 3.6 6.7 6.6
Asset-liability ratio (%) 20.7 18 17.8
ROR (%) 51.6 78.6 413
ROA (%) 3.8 13.8 2.8
ROE (%) 4.8 16.8 3.7
(RMB 100m) 45.0 _/ﬂ
50 38.7 L
45 | -
40 = ] ]
35 - -
30 L |
25 - -
20 - -
15 i —
10 | |
5
0
Fig. 2-1 Total Assets 2006 2007 2008
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Il. Summary on guarantee business

2008 Fig. 2-3 Net Profit

The guarantee amount of the Company underwritten in 2008 is RMB 16.34 billion, a year-

on-year increase of 46.9% and it has undertaken 1 719 deals of guarantee for 979 clients. The

Company generated guarantee business income of RMB 201.3 million in the year, up 63.2%. Of

which, the contribution of commercial guarantee to guarantee business was further enhanced.

As viewed from guarantee sectors, the Company mainly focused on the financial products,

trade circulation, construction projects, judicial sector and government procurement. Due to the

impact of market demand, the Company’s guarantee business in the field of financial products

increased significantly. Given the international financial crisis, macro-control policy and the

effect of industrial integration, the Company did not engage in the financing guarantee for real
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estate industry in the year.

m - mnssll

As viewed from products, the Company fully seized the opportunities of bond insurance

guarantee and principal-guaranteed investment guarantee, achieved a great breakthrough

and remarkably increased its proportion in the portfolio. Mature products in the field of trade

circulation grew steadily, and a breakthrough was made in the construction and operation of

automobile trade platform. Property preservation guarantee, construction surety and other

performance guarantee went ahead smoothly. The government procurement guarantee achieved

moderate growth from 2007.

(I) Guarantee performance indicator

By the end of 2008, the Company had provided guarantee for nearly 14 000 clients, with

an accumulated guarantee amount of RMB 63.24 billion. The operating results of guarantee

business hit a record high in 2008, and achieved a pronounced growth in comparison with the

previous year.

Table 2-2 Major Guarantee Business Data and Indicators Unit: RMB 100 million
Guarantee performance indicator At the end of 2008 At the end of 2007 At the end of 2006
Accumulated guarantee 632 469 351
Guarantee outstanding 201.3 137.9 80.2
Loss reserves 3.8 33 2.7
Clients’ deposit 44 3.0 2.5
Guarantee performance indicator 2008 2007 2006
Guarantee amount per year 163.4 111.2 65
Project number per year 1719 2264 1285
Client number per year 979 1244 1160
Annual guarantee income 2.01 1.23 0.84
Commercial guarantee 1.2
Accumulated payout ratio 2006-2008 (%)
Entrusted guarantee 1.7
Accumulated collection ratio 2006-2008 (%) Commercial guarantee 41
(Collected within 1 year) Entrusted guarantee 50
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Fig. 2-4 Accumulated Guarantee

Fig. 2-5 Guarantee Outstanding

Fig. 2-6 Guarantee Amount per Year
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Fig. 2-7 Annual Guarantee Income 2006 2007 2008

(I) International measurement level

In accordance with internationally recognized performance measurement methods on
guarantee institutions, the performance indicators of commercial guarantee and overall risk

quality indicators of 1&G reached the international medium to high standard in 2008 (see Table

2-3).
Table 2-3 Performance Indicators of 1&G in 2008 — Measured by Referring to International Standard
Internationally recognized performance At the end of N
otes
indicators for guarantee institutions 2008/Y ear
Net leverage ratio 4.74 times The room to improve the Company’s underwriting capacity is still big.
. . The Company’s capital adequacy ratio is higher than the average of
Capital adequacy ratio 18.1% . . .
internationally active banks.
High liquidity assets to total assets 78.4% The Company has a high proportion of assets with high liquidity.
. The Company has a high commercial guarantee loss reserve ratio and
Loss reserve ratio 314%
a strong expected loss solvency.
The Company paid a commercial guarantee claim in December 2008,
Loss ratio 58% with an amount of RMB 103.78 million, which has not yet recovered
within the year.
Expense ratio 26% The annual expense ratio of commercial guarantee of the Company
(%
(not including technical reserves) was relatively low, and was 40% lower than the international average.
Combined ratio 849, i.e.: Commercial Guarantee (Annual Loss Ratio + Annual Expense
(4
(not including technical reserves) Ratio)
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According to the Table 1-3, at the end of 2008, the Company’s capital adequacy ratio
exceeded the average of internationally active banks (12%). The assets with high liquidity
accounted for a large proportion, and the Company’s liquidity arrangements were sufficient.
The commercial guarantee loss reserve ratio was sufficient, indicating that the Company has
a strong solvency against expected losses. The guarantee magnifier at the end of 2008 was
4.74 times and the room for business size and underwriting capacity improvement was still
big. If the risk reserve provided within the year were taken into account, the annual combined
expense ratio was 99.5% in 2008, realizing a balance between income and expenditure in the

commercial guarantee business.

(1) Guarantee clients

In 2008, the Company provided guarantee for nearly 1 000 clients, and most of its company
clients were SMEs. With the continuous deepening of commercial operation, the Company’s sense
of market exploitation and marketing services was further enhanced, and the ability in accumulating
long-term clients and cultivating quality clients further improved.

In 2008, the Company established business cooperation relationship with a large number
of enterprises with strong economic strength and high credit standing. With the support of
the Company, its SMEs clients focusing on platform business and entrusted agency business
achieved remarkable progress in operating scale and standardization, and enhanced the

capability of sustainable operation and market risk tolerance.
RMB 50—-100
million, 20.13%

RMB 10-50
million, 45.91%

Above RMB 100
million, 22.64%

Fig. 2-8
Below RMB 100
million, 12.58%

Clients’ Net Assets
Positions in 2008 (as
per number of clients)

95 |

2009.12.7 11:23:29 AM ’7



—‘ P8-173.indd 96

| T T —— (. [ |

u@ I&G Development Report 2009

Financial
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industy, 40.41%

35.29%

Real estate ,

2.21%
Others, 2.52% .
) ) Construction,
Fig. 2-9 Status of Industries of Bulk 234%
Clients in 2008 (as per commodities and Steeltrade, ~ Auto trade, Equipment
Guarantee amount) raw materials , 11.39% 0.50% manufacturing ,
2.90% 2.45%

lll. Information on guarantee risk assets at the year end

As of the end of 2008, the guarantee balance (consolidated) of 1&G amounted to RMB 20.13
billion. The concentrations of related guarantee categories, industries and districts were
reasonable. The maturity of outstanding guarantee was well-distributed. The existing guarantee
includes:

1. Commercial guarantee: mainly including financial product guarantee (including bond
insurance guarantee and principal-guaranteed investment guarantee), commodity trade
financing, property preservation guarantee, construction surety, government procurement
guarantee, other guarantee in real estate and construction sector.

2. Entrusted guarantee: including SMEs loan guarantee in Shanghai and Guarantee of World

Bank Energy Conservation EMC Project.

Shanghai SMEs
Real estate, construction loan guarantee,
and others, 7.3% 12.3% WB Energy Conservation

EMC Project guarantee, 0.7%
Commodity trade

Principal-guarantee
investment guarantee,

18.1% finance, 11.9%
Government procurement
guarantee, 0.1%
Fig. 2-10 Structure of Guarantee q Property preservation
. Bond insurance guarantee,

Business of I&G at the end 29.7%g Construction guarantee, 18.3%

of 2008 (as per Guarantee Surety, 1.7%

Amount)
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Business Overview

. Guarantee Business

Since its establishment, the Company has been devoted to the cultivation and promotion
of the development of China’s guarantee industry, the introduction and practicing of mature
international guarantee products, and the development of a number of guarantee products with
mature business mode, systematic process and standard operational mode.

According to the market demand and changes in risk profile, the Company made appropriate
adjustment to guarantee business and further diversified products in 2008 (see Table 1-4),
mainly involving the following six products:

1. Financial product guarantee: including quasi-municipal bond guarantee, guarantee for
corporate bond, annuity, trust plan, asset securitization, structured finance and fund raising for
other financial products.

The Company actively promoted quasi-municipal bond guarantee, enterprise annuity
guarantee, principal-guaranteed fund guarantee, and trust plan guarantee, and accumulated good
experience in marketing, cooperative mode establishment, risk assessment and measurement,
risk control measure design and risk diversification channel building for bond insurance
guarantee and principal-guaranteed investment guarantee.

2. Commodity Trade finance guarantee: guarantee for comprehensive trade credit, bank

acceptance bill, L/C opening and bill purchased under L/C, customs duty financing, supply bid,
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supply performance, supply prepayment, product maintenance/quality and buyer’s deferred
payment.

The company takes the commodities trading market, bonded harbor area and online
transaction platform as the business exploitation channel by way of granting credit lines for
clients, and endeavors to promote communication and cooperation with banks, logistics service
companies and intermediaries. In this field, the Company has cultivated relatively mature and
stable target market, business mode, internal process and risk control technology. The business
such as Steel Trade Express and Automobile Trade Express has been put into scale operation.

3. Guarantee for construction projects: financing guarantee for real estate development and
construction projects; payment performance guarantee for business property and industrial estate
trade; guarantee for the bid, performance guarantee, prepayment guarantee, maintenance/
quality of projects; owner payment guarantee.

Closely tracking the policy and industrial cycle relating to the real estate/construction
industry, the Company strengthened the exploitation of renowned construction enterprises,
machinery and equipment manufacturing enterprises and project owners in the fields of
real estate development, municipal infrastructure, government-invested projects and project
contracting, by drawing on the internationally mature experience. It also actively studied the
ceding of insurance to foreign famous reinsurance companies with the purpose of mitigating
risk exposure.

4. Guarantee for government procurement: performance and financing guarantee for
government procurement.

As a guarantor in the experimental area for government procurement, the company is well-
accepted in diversified areas and its business development and experimental projects involve various
products including bid guarantee, performance guarantee, prepayment guarantee and quality
guarantee. Based on many years of research and development, platform construction and regional
pilot projects, the Company focused on the tapping of new market, and achieved moderate growth
of government procurement guarantee in 2008.

5. Judicial guarantee: property preservation guarantee.

1&G is the first guarantee institution in China specializing in property preservation guarantee,
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and its guarantee qualifications have been recognized by the courts at each level in 26
provinces, municipalities and autonomous regions of China. In 2008, the Company made great
efforts to market the business, improve distribution channel, and strengthen internal process
building. The business size has shown a trend of steady growth. Furthermore, the Company is
proactively exploiting new business areas relevant to lawsuits such as maritime guarantee and
seizure-relief guarantee.

6. Entrusted guarantee: including SMEs loan guarantee in Shanghai, Guarantee for
World Bank Energy Conservation EMC Project, international bridge guarantee and maritime
guarantee.

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. The business includes SMEs loan guarantee
in Shanghai, Guarantee of World Bank Energy Conservation EMC Project and international
agency guarantee.

In 2008, Shanghai Branch of the Company actively organized and implemented the SMEs
loan guarantee, continuously improved internal management and service standards, and
achieved steady development of business size, in accordance with various policies and rules on
such guarantee.

In the same year, the guarantee for World Bank Energy Conservation EMC Project showed
a trend of smooth development, with guarantee amount, guarantee expenses and number of
projects basically unchanged in three years. The asset quality and financial position of the
energy conservation service companies kept improving.

Moreover, 1&G has maintained cooperation with PASA, ICISA, SFAA and NAIC to seek
business cooperation with counterparts. It has accumulated rich practical experience in the
international fronting guarantee, guarantee involving foreign interest, maritime guarantee and
international factoring, which enable it to promote the international mature guarantee products

in the Chinese market.
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I&G Major Guarantee Products

Financing guarantee

Direct financing guarantee

Principal-guaranteed investment guarantee
Bond issuance guarantee

Fund guarantee

Trust plan guarantee

Financing product guarantee

Indirect financing guarantee

Working capital loans/bank acceptance bill guarantee
Financing guarantee for government procurement
Project financing guarantee

Combination of investment and guarantee

Entrusted guarantee

Surety

Project guarantee

Bid guarantee

Prepayment guarantee
Performance guarantee

Supply guarantee
Maintenance/quality guarantee

Owner payment guarantee

Judicial guarantee

Property preservation guarantee

Enforcement guarantee

Il. Investment business

The investment business has provided a solid foundation and backup for the guarantee business,

and met the requirement regarding the liquidity arrangements of the Company. 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 is 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.
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The Company has drawn up detailed plans on the scope, term and size of the capital. It has
accomplished remarkable profit on investment without any material risk and investment losses.
This has not only ensured the profitability of the Company but also enhanced its capability to

prevent guarantee risks.

lll. Other business

1&G boasts sophisticated technical skills and rich business experience in such areas as
project evaluation, credit rating and engineering consultation. It 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
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

By the end of June 2009, the Company’s net assets reached RMB 4.13 billion, and
accumulated risk reserves stood at RMB 449 million. The Company had a total credit limit of
RMB 44.8 billion granted by six banks, of which comprehensive credits of RMB 30 billion

were granted by China Development Bank, regional credits of RMB 10 billion were granted
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by the Bank of Shanghai, and product credits of RMB 4.8 billion were granted by China
Everbright Bank, Shanghai Pudong Development Bank, China Merchants Bank and Industrial
Bank Co., Ltd. Moreover, the Company has signed a strategic cooperation agreement with
the head office of the Bank of Beijing, with cooperation scale up to 10 times of its registered
capital. Based on the economic strength and the external credit supports, the overall credit
capacity is about RMB 90 billion.

In June and July 2009, China Lianhe Credit Rating Co., Ltd. and China Chengxin
International Credit Rating Co., Ltd. respectively issued an annual tracking rating for the
Company’s corporate credit. In view of the good operating results and business development
of 1&G over the past one year, the two rating agencies both upgraded the Company’s long-term
corporate credit rating of financial guarantee institution to “AA+”. In November 2009, Dagong
Global Credit Rating Co., Ltd confirmed 1&G.’s AA+ long-term corporate credit rating (for

financial guarantee institutions).

Risk Management

In 2008, the fundamental construction of risk management was reinforced, and an overall
risk management system had basically taken shape. The Company realized the smooth
operation of new business processes and approval procedures, and steadily pushed forward
business differentiation management, business compliance policy, separation of project
acceptance and operation, and risk quantification application. The Company established overall
risk scrutiny and risk reporting mechanism for single clients and business portfolio, and further

enhanced risk management capability.
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In respect of project acceptance, at the stage of tacking the crisis, the Company put forward
the guidelines of “tightening the business acceptance and operation to control risks at the
source”. It tightened the standards for project acceptance and risk control, and paid closer
attention to the effectiveness and practicability of project counter guarantee measures and claim
payout plans.

In respect of project operation, the operational departments and middle office risk control
departments scrutinized risks for all ongoing guarantee projects, and reexamined the ownership
and value of mortgage, pledge and other counter guarantee measures. Based on the scrutiny
results, the Company classified ongoing guarantee projects, and took forceful measures to
prevent default risks.

According to the results of project risk scrutiny, the Company established and implemented
the portfolio risk reporting system, closely followed up the changes in business structure and
concentration degree, and attached importance to overall risk quality.

To improve business processes and standards, the Company devised and practiced
differentiated processes for different products and guarantee scales, so as to further optimize
the quality and efficiency of project operation. Related standards were formulated to guide
practice, prevent operational risks and continuously strengthen expertise summarization and
system building capacity.

In response to the systemic risk, credit risk, operational risk, market risk and liquidity risk,
the Company enriched management strategies, systems and technical study.

Systematic risk: closely track macro-economic changes, strengthen follow-up study of key
industries and key areas and submit research reports regularly, to facilitate timely adjustment of
internal risk policy.

Credit risk: continuously strengthen risk identification and measurement capability by
prior risk assessment, in-process ongoing guarantee supervision and subsequent risk mitigation,
and strictly implement the management processes regarding assessment, examination,
demonstration, decision-making, acceptance, operation and risk disposition.

Operational risk: promote the implementation of compliance policy, strengthen the risk

prevention consciousness and capability of employees and mitigate and control operational risk
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by improvement of internal control.

Market risk: enhance the study and application of risk identification, assessment and
measurement technology, test the risk tolerance capacity and asset security of product mix, and
strengthen the foresight and effectiveness of market risk control.

Liquidity risk: adjust and optimize asset structure and maturity structure, and increase
liquidity and fund reserves. Stress the dynamic tracking of liquidity risk, formulate risk
monitoring indicators and management measures, and meet the requirements of business
development on liquidity.

In respect of business risk identification, analysis and measurement, the Company has
gradually developed technical standards suited to the risk profiles of guarantee business through
many years of practices, by learning and referring to the advanced experience and methods
of domestic and foreign peers. In the year, the Company studied and measured its expected
loss, actual risk exposure under the stress testing, and relevant risk control indicators, laying a
foundation for the Company’s sophisticated management, scientific provision of risk reserves
and allocation of economic capital.

In respect of internal control, the Company gradually structured an internal control
framework that embodies the characteristics of guarantee industry, and continued to improve
internal control systems and standards. In 2009, the Company drafted the 1&G Internal Control
Construction Report, aiming to effectively control activity operation based on the complete
management process and business process, and attain the objective of overall risk management
by supervision, inspection and improvement.

In 2008, before the financial crisis had not broken out widely, the Company drafted 1&G
Enterprise Risk Management Report based on the long-term risk management theoretical
research and practice. It was the first professional report of domestic guarantee industry on
the overall risk management, indicating that the Company’s basic framework on overall risk
management has taken shape, and its risk management concept and technical practice has

reached to a new level.
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International Communication and
Cooperation

I. International communication and cooperation was continuously

intensified

Since the second half of 2008, the communication and cooperation between the Company
and its international peers has been further intensified. In October 2008, the international
symposium of China Guarantee Forum was successfully held to strengthen the exchange of
experience with domestic and foreign peers. In April 2009, the Company was allowed to join
the ICISA, and became the sole member of the association as a specialized guarantee institution
in China, thereby broadening the international communication and cooperation platform. In
2009, the Company sent a delegation to the annual meeting of ICISA, which also took the
opportunity to pay a visit to our peers of South Korea. The Company also sent delegates to
attend the Credit and Bond Insurance Seminar of Atradius-re, and received the on-the-job
trainees of MBIA. From the second half of 2008 to the first half of 2009, the Company received
the visits of more than 80 foreign guests in over 30 batches, fully communicated and reached
consensus with them on the in-depth and multi-dimensional cooperation. The Company has
maintained and developed the contact channels with more than 120 peers in over 40 countries,
and has become the member of SFAA, together with more than 500 project guarantee and

fidelity guarantee companies in the US. It has also established a close partnership with
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more than 20 well-known international guarantee, reinsurance, credit insurance and related
institutions. 2010 PASA Beijing meeting was during organization stage and a preliminary plan
has been drafted. The meeting will further promote the Company’s international position.

From the second half of 2008 to June 2009, major significant events were as follows:

From 2008 to 2009, the Company received visits from senior management of Swiss-re, and
both parties exchanged views and discussed guarantee and investment business many times in
order to seek wider cooperation.

During the period, the Company met the senior management of Government of Singapore
Investment Corp. to discuss in-depth cooperation.

During the period, the Company received visits of senior management of Munich-re many
times to discuss the cooperation on cede insurance.

During the period, the Company received the visits of senior management of Atradius-re
under the Atradius Group, the second largest credit insurance group in the world, to discuss
international cooperation on reinsurance.

During the period, the Company also received the visits of employees of Hannover-re many
times to discuss the cooperation on reinsurance.

From October 2008 to March 2009, the Company received an expert group of World Bank
China Energy Conservation Promotion Project (Phase 2) EMCo loan guarantee project for the
purpose of autumn and spring appraisal.

In October 2008, the Company received the visits of senior management of MBIA.

In November 2008, the Company formally initiated the personnel exchange plan with
MBIA, and received first batch of two staff sent by MBIA to the Company’s Financial Product
Guarantee Department for one month. When practicable, the Company also intends to send
staff to the headquarters of MBIA in New York for short-term work, so as to understand the
process and draw on experience of US financial product guarantee business.

In November 2008, the Company received the visit paid by LGT Capital Partners Ltd.

In November 2008, the Company received a delegation sent by Fitch Ratings Inc.

In May 2009, the Company sent a delegation to the 31% Credit and Bond Insurance Seminar
sponsored by Atradius-re.

In June 2009, the Company received the visit paid by Ms. Lynn Schubert, President of SFAA.
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As the sole member of the association in Mainland China, 1&G accompanied her to visit China
Insurance Regulatory Commission, The Ministry of Housing and Urban-Rural Development and
Beijing Guarantee Association.

In June 2009, the Company sent a delegation for the first time to the 67" annual meeting of

ICISA, and also visited Seoul Guarantee Insurance Company and CG of South Korea.

Il. The Company was admitted to ICISA

The Company was allowed to join the ICISA on April 14, 2009, making it the sole member
of the association as a specialized guarantee institution in China.

International Credit Insurance & Surety Association (ICISA in abbreviation, http://www.
icisa.org), founded in 1928, is the first credit insurance association in the world, and has
had a history of more than 80 years. Since 1950, the association has started to admit surety
companies, and gradually developed into one of the most famous international association
in the credit insurance and surety industry. So far the association has had 45 members in 26
countries of the five major continents. Most of the members are well-known international
credit insurance, guarantee and reinsurance companies, holding a 95% share of the global
credit insurance market. The association, PASA and Berne Union are listed as the top three
credit insurance and surety association in the world.

Since its establishment, the association has played an important part in the development
of credit insurance and surety industry. The association has been devoted to study the issues
relating to the credit insurance and surety business, to provide a platform for members to
exchange experience on credit insurance and surety business underwriting theory and practice,
to encourage members to form mutually beneficial relationship and maintain a close contact
with related regulatory and legislative authorities, and to improve the legislative and operational
environment for members.

Before then, the Company had been the sole member of PASA in Mainland China, Hong
Kong and Taiwan, the sole member of SFAA in Mainland China, and a formal member
of NAIC. The Company was allowed to join the ICISA, signaling a new step forward in

exploration of international exchange platform and broadening of international business
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cooperation channel, and the improvement of the position of the Company and China’s

guarantee industry in the international market.

lll. The Company sent a delegation to the annual meeting of ICISA

ICISA held the 67" annual meeting in the South Korea during June 10—13, 2009, the first
time for the meeting held in an Asian country. Ms.Yan Hongli, Executive President of 1&G,
headed a delegation of seven members to attend the annual meeting. It was the first time for
the Company to send a delegation to this meeting. The meeting represented the highest level of
the international credit insurance and surety industry. About 100 persons attended the meeting,
including representatives of 76 delegates of 33 members in 19 countries and representatives of
the top three credit insurance and surety guarantee associations.

The keynote speeches delivered at the meeting covered the hot topics such as the impact
of global financial crisis on Chinese and Asian economy, recent development of American
guarantee industry and the impact caused by the financial crisis, recent performance of the
members of Berne Union and how to tackle the financial crisis, recent business performance of
credit insurers and reinsurers, and the reinsurance capacity of reinsurers. At the meeting, Ms.
Wang Ying, General Manager of Risk Management Department of the Company, delivered a
speech of “Impact of Financial Crisis on China’s Guarantee and Related Industries”.

Four new members, i.e. &G, the People’s Insurance Company of China (PICC), Zurich
Surety and Garant of Austria, gave an introduction to themselves at this meeting. Ms. Yan
Hongli, Executive President of the Company, introduced the development course, business
structure, operating results and other major information of 1&G. Attendees showed deep
interest in the two speeches delivered by 1&G and high attention to Chinese market.

During June 15-16, 2009, the delegation of 1&G visited CG and Seoul Guarantee Insurance
Company. CG warmly received the representatives of 1&G, and introduced in detail to them
its background, major guarantee products, recent business performance, internal management
and guarantee process. Both parties also fully exchanged views on the hot topics such as the

guarantee laws and regulations, guarantee business development environment, construction
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surety products and risk management measures of South Korea. Seoul Guarantee Insurance
Company also accorded warm receptions to the delegation of 1&G and both parties widely
exchanged views on business. Seoul Guarantee Insurance Company delivered keynote speeches
on three topics, i.e. project guarantee, e-commerce guarantee and fronting and backing
guarantee, mainly concerning surety business environment, product portfolio, basic process of
business operation, historical operations and risk indicators. Representatives of 1&G actively
raised questions and the communications between both parties were harmonious. The exchange
not only provided a valuable opportunity for 1&G to learn and exchange views, but also laid a

solid foundation for the future cooperation between them.

IV. The Company sent a delegation to the Credit and Bond Insurance
Seminar

During May 25-28, 2009, Atradius-re held the 31" Credit and Bond Insurance seminar in
Ireland, and Dr. Xu Jie, Technical Director of 1&G, headed a delegation of two members to
attend the seminar.

The meeting deeply discussed credit insurance, surety, buyer risk guarantee of credit and
surety business, guarantee and pricing of credit insurance policy, claim management, subrogation
collection, QS contract, XOL contract, and reinsurance technical accounting, fully reflected the latest
information and development trend of international reinsurance industry, and reflected the business
development ideas and solutions of reinsurers, which might be drawn on by 1&G.

A total of 30 delegates of 23 institutions in 15 countries attended the seminar. During
the meeting, the delegation of 1&G conducted wide exchange and communication with the
delegates of Atradius-re and other insurance and guarantee institutions. While presenting a
complete introduction of the company, 1&G enhanced mutual understanding of participating
institutions. Atradius-re showed strong interest in strengthening exchange and cooperation with

1&G.
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Development Outline of 1&G for
2008—-2012 (Abstract)

I. Development review

Since its establishment 14 years ago, the Company has been devoted to the building of
social credit system, the development of guarantee industry, and the emancipation of the
mind and seeking of the truth from the facts. Through unremitting efforts, the Company
has basically accomplished the historical task assigned by the state to handle special cases
on a trail basis and create guarantee industry, blazing a path for establishment, survival and
development of China’s specialized credit guarantee institutions. Especially since 1999, the
Company has earnestly summarized experience and lessons, reached consensus, and gotten
the development ideas into shape. The Company has established the commercialized and
market-oriented objectives, continuously strengthened reform and made adaptive adjustment,
and basically established modern enterprise system and market-oriented operational
mechanism. The Company’s business capacity, risk control capability and operating results
were greatly improved, and team building, cultural improvement and resource construction
continuously enhanced. The Company has achieved the objectives and tasks of the two three-
year development outlines, significantly enhanced its sustainable development capability, and
further consolidated and reinforced industrial leading position and market competitiveness. In

order to attain the future strategic development objective, during 2006—2007, the Company

| 110

—‘ P8-173.indd 110 $ 2009.12.7 11:23:48 AM ’7



—‘ P8-173.indd 111

| T T | —— (. [ |

Part Il Operation and Development k@‘

completed capital increase and restructuring, removed the capital bottleneck, and went through
transition in line with the changes in internal and external environment, laying a foundation for
the Company’s sustainable, rapid and healthy development in the future in respects of strategy,
concept, organization framework and business structure. Since then the Company’s business
development has turned over a new leaf.

Over the past 14 years, the Company has achieved remarkable operating results.

The Company’s guarantee business concept has been gradually mature, product and field
innovation continuously achieved the breakthrough, the business system, mode and operating
platform have been preliminarily established. The Company has accumulated a batch of
business reserves with good market prospect, and has started to form the business architecture
aiming at the future strategy. Its guarantee business size and income steadily increased, business
structure was gradually optimized, and core business has moved into the healthy, sustainable
and rapid development track.

The Company continuously strengthened the building of investment system and investment
capacity, established the investment concept of accommodating to the core business
development, and preliminarily built an investment platform depending on specialized
agencies and its own force. Based on the investment principle of attaching importance to the
safety, liquidity and profitability, the Company gradually broadened the investment scope
and category, strengthened the rational allocation of assets and the synergy of investment and
guarantee, and continuously achieved considerable economic benefits.

Its profitability was greatly improved, operating cost and subrogation risk effectively
controlled, asset quality obviously strengthened, and financial sustainable development
capability, capital strength and credit capacity remarkably enhanced.

The Company achieved remarkable progress in the development and integration of internal
and external resources, and established a resource system in wide cooperation with financial and
related intermediaries that is supported by the government, assisted by the academic community
and highly recognized by its peers. The Company established the expertise system, and
continuously enhanced the business innovation capability, risk management capability and
organizational learning capability. The Company’s core competence, market influence and

brand value were remarkably improved.
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With an important breakthrough in the market-oriented reform, the Company has
preliminarily established market-oriented operating mechanism and modern enterprise system,
and created the organization framework, decision-making process and management system in
response to the future strategy. The Company has built up a team of high-caliber employees,
and basically cultivated the corporate culture of credibility, innovation, prudence and being
people-centered. These have added to its vitality and cohesive force and further improved its
management capability.

The Company’s Party building is closely linked with its business development and integrated
with business management and operation. Through continuous improvement of ideological
education, organizational building and style building, the Party Committee of the Company
has given full play to the role of political core and ideological guarantee. The Company’s Party
Committee, management team, work union and Communist Youth League work together to
launch colorful spiritual civilization building, create a relaxed, harmonious and aggressive
climate and enhance its vitality.

Over the past 14 years, the Company has made outstanding contributions to the
development of China’s guarantee industry.

The Company accomplished the historical mission assigned by the country to handle special
cases on a trial basis and create guarantee industry, energetically drove the development of
China’s guarantee industry and promoted the building of social credit system and credit culture.

The Company put forward the framework idea on the establishment of China’s credit
guarantee system, and defined the operating mode and standards for SME policy-oriented credit
guarantee business, deeply affecting the building of the country’s credit guarantee system.

The Company has been devoted to push forward the industrial legislation and formulation
of related regulations, participated in the formulation of some important laws and regulations,
such as the Guarantee Law and its judicial interpretations, as well as the Real Right Law, and
greatly promoted the improvement of industrial development environment.

The Company created the basic systems and operating rules for China’s credit guarantee
business from scratch, boldly explored and innovated, and continuously promoted the advance
of guarantee concept and professional technology. Being truthful and faithful, the Company

plays a vanguard role in cultivating and regulating China’s guarantee market.
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The Company has established an industrial communication and cooperation platform relying
on the China Guarantee Alliance and China Guarantee Forum, joined some international
guarantee organizations such as PASA, become a foreign exchange window for China’s
guarantee industry, and played an important part in promoting the industrial self-discipline and
improving the industrial image and social influence.

Over the past 14 years, the Company experienced economic transition of the country, Asian
financial crisis and volatility of real estate market and capital market. Facing tremendous
difficulties and challenges, the Company withstood the market test, achieved sustainable and
healthy development, and reaped satisfactory operating results. Such good performance should
be attributed to its experience in the following areas:

First, passionate pursuit of undertaking is the value source for the Company’s development.

Second, bold innovation is the inexhaustible motive force for the Company’s development.

Third, the principle of operation in good faith is the lifeline for the Company’s development.

Fourth, prudent and rigorous organizational quality is the important guarantee for the
Company’s development.

Fifth, united and efficient staff is the fundamental guarantee for the Company’s development.

Il. Development environment (omitted)

lll. Outlook and concept (omitted)

IV. Guiding ideas and principles

During 2008-2012, the Company faced the second business startup. In the period, the
Company followed the guiding idea of adhering to Deng Xiaoping Theory and the Important
Thought of Three Represents, commanding its reform and development with the structured
development approach, improving commercial value, building a intensive, high-end and
international business value chain, further strengthening comparative advantages, especially
sustainable development capability, and going all out to develop the Company into the most

competitive non-standard financial and credit enhancement service integrator in China.

13 |

2009.12.7 11:23:51 AM ’7



| T T | —— (. [ |

kw‘ 1&G Development Report 2009

In the coming five years, the Company will stick to the following basic principles for
development:

First, adhere to the career pursuit. Driving the building of social credit system and the
development of guarantee industry is not only the Company’s great objective and career
pursuit, but also the foundation whereby the Company pools social elites and public resources
and motivates employees to struggle and devote for it. It is decisive for the Company’s social
position and industrial rallying power. It is the kernel spiritual pursuit of the Company and the
high combination of corporate value, individual value of staff and social value.

Second, adhere to the core business of guarantee. The Company shall always take the
guarantee as its core business. In face of the new situations and new development stage, it
should be more keenly aware of the significance of guarantee business to the Company’s
development. Guarantee is the kernel and source of all resources and value of the Company. We
should strengthen and enlarge main products, improve operation value chain and create a stable
and clear profit-making mode, centering on the guarantee business. In line with development
strategy, we should properly deal with the relationship between investment and guarantee, and
achieve the mutual promotion and coordinated development of guarantee, investment and other
business lines.

Third, adhere to a market-oriented and international road. The Company has basically
completed the historical task assigned by the country to handle special cases on a trial basis
and create guarantee industry. In the future, the Company will continue to adhere to the
commercialization concept and follow the market-oriented and international road. We should
accommodate to new changes, review and adjust the Company’s positioning and mode of
promoting industrial development, pay closer attention to improvement of its own commercial
value, perform the responsibility of its industrial flagship and vanguard from the angle of
an enterprise, and properly deal with the relationship between the performance of social
responsibility and improvement of market competitiveness.

Fourth, adhere to the intensive development. The Company should stick to the rational
and sound development, and follow a road of intensive development in the way of business
development, especially guarantee business development. In respect of market strategy, the

Company focuses on the intensive development of specific business areas and promotion in key
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regions, and gradually improve and expand regional layout in course of relatively intensive and

in-depth development of business areas.

V. Development objective and task

In 2008-2012, the Company’s major development task and objective is to achieve “one leap
forward”, accomplish “two big events”, come up “three steps”, establish “five platforms”, and

lay “five foundations”.

(I) Achieve “one leap forward”

By 2012, the Company aims to achieve a historical leap forward in the credit capacity,
business capacity and profitability, and double the net asset, annual increase of guarantee scale,

guarantee business income, gross income and gross profit in comparison with 2007.

(1) Accomplish “two big events”

The first one is to introduce international strategic investors by 2009 and the second one is
to initiate the IPO plan in 2010. The Company will strive to improve its corporate governance
structure, strengthen incentive mechanism and technical support, broaden the international
vision, attain market-oriented objective and thereby lay a solid foundation for the Company’s

long-term stable development.

(1l Come up “three steps”

First, basically establish a virtual operation network.
Second, improve the overall risk management system.

Third, transform social influence into market competitiveness.

(IV) Establish “five platforms”

The Company’s guarantee business should follow the principle of matching business scale
with risk capital, and creating a reasonable combination of business category and maturity.

Aiming at intensive, high-end and internationalized development, the Company will strengthen
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the business platform construction, and actively exploit the business such as financial product
guarantee, commodity finance guarantee, government procurement guarantee, judicial
guarantee, construction surety and fronting and backing guarantee. The Company will further
strengthen the marketing system building, gradually establish stable and superior customer base
and project sources, broaden and optimize marketing network and improve customer services.
The Company will gradually form perfect and clear business mode and product lines, and
develop four to six core products that may be put into mass operation and will generate stable
income, in a bid to expand the economies of scale of guarantee business.

In the next five years, the Company will, following the “4+1” mode, establish four core
business platforms and a regional comprehensive marketing platform:

1. Financial product guarantee platform;

2. Commodity Trade finance guarantee platform;

3. Special guarantee platform;

4. Construction project guarantee platform;

5. Regional comprehensive marketing platform.

(V) Lay “five foundations”

The Company will strengthen the construction and management of brand, credit and other
strategic resources, improve a guarantee-centered operation value chain, consolidate and
develop investment business, and actively explore fee-based business. The Company will
also push forward in-depth development of business and intensive management of business
operation, enhance the capability of meeting non-standard financial and credit service needs,
and improve comprehensive profitability. In the next five years, the Company will lay the
following five foundations:

1. Brand management;

2. Credit management;

3. Investment business;

4. Asset management;

5. Operation management.
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VI. Guarantee measures

In order to accomplish the objectives and tasks for the next five years, the Company will
make efforts to implement the following measures:

(1) Strengthen operation mechanism building

(1) Enhance the building of business supporting system

(1) Improve organizational study capacity

(V) Consolidate team buildup

(V) Optimize human resource management system

(M) Perfect decision-making mechanism and process

(VID) Intensify planning financial management

(Vi) Optimize organization structure and resource allocation

(IX) Promote corporate cultural cultivation
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