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HEEFRINESBRXREFERESES SOEs reform is key for China’s Economy

«  2018F10B24HESKRERAS'RIEK', "2017FKEEEER~DE183.5/512, "
EB & e EGGDPRY2.2(E,
On October 24, 2018, the State Council disclosed "China's assets" for the first time. "By the end of 2017, the assets of state-owned enterprises (SOEs) nationwide totaled RMB183.5
trillion." Total state-owned assets were 2.2 times China's annual GDP.
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« IHEFEEEEWHIRENZX S B &N T EE Q& P A EE,
Two concepts - "total capital of SOEs" and " total assets of SOEs" should be distinguished when calculating the wealth of China's SOEs.

«  BRFEREAR+HRDAMER (50.3/512+118.55512=168.81512) ; EBRIEINREF16.75127? (EERIUBINGREZD? )
s BETARFREERRI%, 5EERE—BEETHFIEZ—, Asset-liability ratio of SOEs was 70%. High-liability operation has always been one of the characteristics of SOEs.

c RIBERSTEAMHSNEYE, 20185198, £EFURLA LTI SCIIRE49713.4(77T, EEUIERK14.7%, HP, EEERE I ECIREL29477T, EIEUE
1£23.3%, EFIERERENECIFLE S 2 EDELE Tl SCIRFE30.8%, According to the latest data released by the National Bureau of Statistics, from January to
September 2018, nationwide industrial enterprises above designated size realized profits of RMB4,971.34 billion, representing a YOY increase of 14.7%. Among them, state-owned
holding enterprises realized profits of RMB1,529.4 billion, representing a YOY increase of 23.3%, accounting for 30.8% of total profits.

«  20175F1-10 8 RN AIF)E15484127T, [EILCIEE17.8%,; WS EER)IE8374.6(27T, BLUIEIK39.4% (CRIR: 2017F11H23HRM) ; REFHE, 2007526
FHIEZ286311Z AR, EBTFEFEHZ1.8%,
From January to October 2017, the profits of central enterprises reached RMB1,548.4 billion, up 17.8% YOY. The profits of local SOEs were RMB837.46 billion, up 39.4% YOY
(source: CCTV on November 23, 2017). According to the annual estimate, the annual profits of SOEs in 2017 were RMB2,863.1 billion, with a return on assets of 1.8%.

- —HHEEERWIMEREXR (B, HE)  ZHAZENXRT. BeSEEEWESNEREN N T —LEENEIRR.
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FIGURE 1. SHARE OF TOTAL INDUSTRIAL ASSETS BY OWNERSHIP
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Source: National Bureau of Statistics, Rhodium Group
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FIGURE 2. RETURN ON ASSETS OF INDUSTRIAL ENTERPRISES BY OWNERSHIP
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Source: National Bureau of Statistics, Rhodium Group
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Chinee Acsdem of Soil Scinces(CAS) Three stages and three layers of SOEs reform
© BER1978-1992: FARIWBEEN. BMBGLRA. EEREF]. WEMNIRE, HERINSERERRES R ESTIH5HE.

Stage 1 (1978-1992): gave enterprises more decision-making power, delegated power to lower levels, surrendered part of the profits, adopted contract responsibility system and
carried out two-step “tax for profit”; reform focused on transformation of SOE operation mechanismes.

g f1881993-20135F . S/ HI Gl S ANES &= SRRV A%, SIS, 19935%, Wi THE=F2RRE FE2VIEFIRNE. 19935FFK (2
&) ﬁlﬁmﬂ%tTukPﬁﬁzyﬁﬁmﬁﬁL&o

Stage 2 (1993 2013): established and improved a modern enterprise system and a state-owned assets management system. Landmark events. In 1993, the 3rd Plenum of the 18th
Communist Party of China put forward the reform of establishing a modern enterprise system. At the end of 1993, the Company Law was introduced, putting SOEs on the reform track
with the joint-stock system as the main form.

- EENEREZ=MER 2014FLER, TEEBRFEENG), UERANNENEETNLE

Stage 3 (SOE reform): Since 2014, great efforts have been made to improve the state-owned assets management system and promote state-owned equity reform focusing on capital
management.

ERAE", 157
jiuﬁﬁﬁﬁﬁﬁﬁ

= =
AV N=I NEE I [E L%E - JJ:EQEE/JK_R bﬂ
improve the state-owned assets management system, strengthen
state-owned assets supervision focusing on asset management reform the operation authorization system for state owned capital, establish several state-owned capital operation
companies, and support qualified SOEs to transform towards state-owned capital invested companies" and "urge SOEs to improve the modern enterprise system". These requirements
are the ultimate goals of the reform.

. AR NENEZEE NN E, AEHNSEERFEUTRE: oEEAEER NS, TENALWSIEMES RSB, ARBESFAHEN. 2w ELE
.ﬁgd"‘umge IsEfloH X EB AN ESE
Focus on capital management means state-owned equlty reform. The general requirements of the reform are as follows: push forward SOE reform by category, improve the modern
enterprise system and state-owned asset management system, develop mixed ownership economy, tighten supervision to prevent the loss of state-owned assets, and strengthen and
improve the Party's leadership in SOEs.

+ 2015 EREROEHES RSN =M EHTinE" "BATEGEAMMERE, BATRESESEN =T, BANTHAEGRAIEE, '
In 2015, President Xi Jinping put forward "three favorable standards" (improving the amplification function of state-owned capital, ensuring the appreciation of its value and raising
its competitiveness) to promote SOE reform.
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EREIHENERMEETEENIEE, FEFR/LSEIIER (FARTFE)

The complexity of SOEs lies with the state ownership, a few issues are facing (not just China)

« ke —, RUIIEBIUTEERMENIRGENER, BRX NEEEH T NESMIR;
Challenge One: How to avoid improper govt interference?

« Pk —, ENUBGREEBSEN OESMNVAINRTEFATSRERT, FHEBIFETHEE
WENON A HmEENIENIRE,; Challenge Two: How to maintain fair competition in
the economy?

- Pixe =, AMIEEBERISIANGEIDENHEHMNRSEREARNERE? Challenge Three:
How to improve accountability and transparency of SOEs?

- FERAEBSEIFNBNREESF I RtEEizsIRn, EERRBESMEHRN, The key issue
to solve is the dual roles of the govt and a proper role to play by the state.
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- ERZEWKECENTRITEEANRSR, 1TERFND. A, 33X, cETHRARSINREBRSEHANEB NG, mEHE
nNER (LX) B0y, XEFNEWE A FEREAR. BR2017FK, 23tV ERARE NEREEM 7 AaHd
12, NEEBHZEN T BRIELEHBNBIELE, EBEERITERARSEE 7 &, Tl 7 Aa8tlENNEE—F, I
“FETEVTIATRUHE, FEAER. NHNATEEERmEL=TE,

SASAC positions itself as an investor to perform responsibilities and exercise shareholder's rights. In the past, the vast majority of targets
for which it performed responsibilities were corporations. However, the corporations are registered according to the Enterprise Law and
they have no investors. By the end of 2017, all corporations and their affiliates completed the corporate system reform from ownership by
the whole people to limited liability company or joint-stock company limited. This laid a foundation for SASAC to perform responsibilities
as an investor. Attention: completion of corporate system reform is only the first step and doesn't mean the establishment of a modern
enterprise system. Improvement should be made in aspects of concept, mechanism and corporate governance.

« ERFRIEENS]: EREFARNTERRSEFEZMINEE WS, WEMIIAVF, ERWAYRREIE, sl
AR, FIEtWSEEFE, BloHLee SRS, tERIANEREBEHSSE, BIctWEGIN, RmEIFLEER
RALEE,; BLLEER XK, RAERESEWRAERKERTE, #TEERIEVESRZRINR, BB
Hih==H,

- HALIEL, BEZNTFEEniEn Y HAEARE, B tiTEERFNESSAINTD, Wik, cWENAEeER&
EEBEWERATRNETENME,
It can be seen from this that SASAC's work has gone far beyond the responsibilities of investors, and it is partly exercising the power of
shareholders and the board of directors. To be exact, it now acts more like a management organization of SOE corporations.
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=P FFE=MER: 2014FLRUER T AENEERAEEATIHNE

The third stage: the reform of state asset management system since 2014

- ERFZHIEREMNE M EEERIKE
The correct positioning of SASAC is the key to the subsequent SOE reform

B

¢

T

- EEWHISRERES R me s THENAYE R, SE ARG REZHEES AR 2E
SAEEMAVEATE S, EREREAIE (REX) M—TERBIIHEN, WEE R TERRNA,

SOE reform requires reforming the state-owned assets supervision system. After legal person enterprise
consortium transforms into a legal person enterprise with multiple business units or an independent
accounting unit, SASAC should become a qualified investor and exercise the shareholder's rights to state-owned
capital in accordance with the Company Law.

SASAC should perform its duty as a fund provider, incorporating a state-owned capital operational investment
company to hold and manage state ownership.
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WRIEOECD, Ex(EA— T RHFrEETERIRGEIN=EEX

According to OECD, the country is required to perform its duties as an active owner at three levels

- BExRFA—IRIKBEEITERRETZ28E T hE: (1) DAUREERFASHITERAN, (2) EZANERNESRREEFARNES5EE
SRR, (BFEEF=ZTHAT M, () REEBRIMNZIERFNEE Hir, SEUSEIR. IAGHEIRIXREASZKY, FinSESE;, (4) 2
VIREHE, RFFENEANESEVHNERSHTERNES. |, FNERSETHEXL B RENEHTHE, (5) HIEEBERIERIREREE,
MENEATHEEEETE., ERAREREUNBREERSEWG,; (6) MEARARKNERNIRSIFER T, SIMEPEITYIMMFIESR B IIRES
FEdiE, (7)) MIRES W ESSARBEBIT A TR, Feelks [FImSBRIEW AT,

The country as an active owner should fulfill its responsibilities in seven aspects: (1) appointing representatives to attend the shareholders' meeting and exercise voting
rights; (2) establishing the nomination procedures for the board of directors with transparent rules and actively participating in the nomination of the board of directors,
so as to promote diversity and specialization of the board of directors; (3) setting the fiduciary responsibilities and operation objectives of SOEs, including financial
indicators, capital structure objectives and risk tolerance levels, and supervising their implementation; (4) establishing a reporting system to allow ownership entities to
regularly monitor, audit and evaluate the performance of SOEs and supervising whether they comply with relevant corporate governance standards; (5) formulating
information disclosure policies for SOEs, and stipulating the scope of information to be disclosed publicly, appropriate disclosure channels and mechanisms to ensure
information quality; (6) as far as the legal system and state-owned assets authority permit, maintaining continuous dialogue with external audit institutions and state
supervision institutions; (7) ensuring that the compensation plan for the board members of SOEs is conducive to the long-term interests of the companies and can attract
and motivate qualified professionals.

« BExR (W) (FABEENE_EEKEHEREE I REaBRIEE.  (f8s]) 8 BNIARTEB TS =EIEEEFIN, IILTBEEBR,
FEN S TRES W HE SRR,
The second-level requirement on the country (government) as an owner is to ensure the effectiveness of corporate governance of SOEs. The Guidelines suggest that: The
government should allow SOEs to have full operation decision-making power in order to achieve the established goals, and refrain from interference with the daily

management of SOEs.

©  ExRFREENE=ENEREZINERMEAHL I TEREN.

The third-level requirement on the country as an owner is to exercise ownership in a transparent and accountable manner.
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E%ﬁ*.’#ﬂﬁ%ﬁaﬁé_;;me =& The current key areas of improving SOEs CG
EERREWRTEMEENA, BAEA, BARN,
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EVISFE{EXEREE SOESs reform development in recent five years
c HBECKERTER, TR

Played the role of leading the way and exploring new paths in the local SOE reform. Highlights are as follows:
o EBENS T RAFEEATENER RS, B8 BRI IEMIREESISENE,
- WERRERERE,
o I TR HISEREBEVERANEEENERGE;
- WK TR TREEIREDIR TIFRIASRE,
- DBEAREIEESRRE—— L8, (I, WK, [T&R. EX

Tightened state-owned asset supervision with the focus on capital management — Shanghai, Jiangxi, Shandong, Guangdong and
Chongging

A Niipa V=g b7l dvint: i) AN LZSLEYNG S Wl

- [FFRTEEAREEISANTILS, AEANRTHILA. REFEHMELAMEUASNSIELS, METE
SEABOATIS, BAAFIRERIDEFHELA,

- BRARTTRGHEH. BERTNRRIZERT. EESER. Folil. [R/TFHRFIIN RIS,
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R REHENERTHE The new achievements of CSOEs reform
1) RIENRED REIENEZ,

2) R ERNETERILNEIHSH,

3) I/RPRENAFEIREYT TIINEPESEHZHHESTS,

4) BEBEFmEMN. SEEFIR RS,

5 HRIEWHEMN/FEZEERI /xR, TBI1200F BRI "EFHFRE;

6) LIEAAHEHERNEIRests, EAS TN, Y. BREEERSH, Ha TR EEEDs
B, NEEEANBNEEN, NAAREEANIAEEAD, FHEANEAEEATILS

EEnE, ENR2RPREVEFRSSITD, KEFREWRETAZM,

8) :I;;-E‘BEP%%& T:'T NEETKRE L FENHER, EVIEEESAITREWVERALTZHLNRE (RH)
s
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E P52 The reform of SOEs categorization

(ITESRUIIEFRESHEIESEN) (2015) | EBRZ. MEEL (KT &+ REIIEE
PEREBAILIELZ)  (2016)

- ERFRLE TPREWINERESHERLE

- SWERESEAREFEWINERELF. Beieg1/1Ma. BEREmA3 MRS miEE 7 nEd
AVAY7 SRR,

+ [ R BR. LBFMEERZ. o, AREESSEHT S EmIURE,
- WG, Wt =, BR. Wk WL @R, L. B8 Bl BESFaidiEtEan
=S EYSE
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© EBENERZEERNE-—ERAE. FIREH
State-owned capital investment and operation companies - State Development & Investment Corporation and COFCO Group
- EERANzESRE-—BEE. FEER

State-owned capital operation companies - China Chengtong Holdings Group Ltd. and China Reform Holdings Corporation Ltd.

«  EEETNEERAEEHS——mE FX. A BEE. B, &
Pilot state-owned capital investment companies - Shenhua, Baowu, China Minmetals Corporation, China Merchants Group, China Communications
Construction and Poly

© EXLEEIMUA R ——WeRiREER. REDRE. FEEY. EENEH
Trial of the functions and powers of the board of directors - Xinxing Cathay International Group, China Energy Conservation and Environmental Protection
Group, China National Building Materials Group Corporation and Sinopharm Group

- SRELIHESFEFFER——IRELT]
Example of competition against and cooperation with private enterprises - China Tower
« EThNE ——EarEEE A
Military enterprise reform - China South Industries Group Corporation
o FRObFEFEHT S —-—FEREVFIRER. PaEFFMFEEE. FERERANERIZE
Pilot merger and reorganization of central enterprises- China National Building Materials Group Corporation, China National Materials Group Corporation,
COSCO, China Shipping, State Power Investment Corporation Limited and State Nuclear Power Technology Corporation

© PREWVESATIR——FR, FEZER. ExRBR. MEit

Pilot information disclosure of central enterprises - COFCO, China State Construction, State Power Investment Corporation and China Southern Airlines

- IMRRIEIE. BEPETINE——aIkER. Y RER. mEEFER

Modern enterprise system and mixed ownership reform - Beijing Tourism Group, WZ Group and Fujian Electronics & Information (Group) Co., Ltd.
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Chinese Academy of Social - Sciences(CASS) Establish a modern enterprise system and improve CG of SOEs

o s RN EI SIS B 92%

Over 92% subsidiaries of CSOEs have conducted corporatizations

o 28BN A)H A EIAE90%;

90% of 28 provinces implemented the corporatization of SOEs

o« BSRHRTIWEY TEEZ,
85 central enterprises have established board of directors;

. EREEARTROUTG AL T 1S RARNREEREE, SREME_ROIEEFREIRE
BALR. 31PaittsETEHE 7 EIBEHmiEis TF,
SASAC selected one general manager and 13 deputy general managers for four central enterprises through
market-oriented recruitment. Multiple central enterprises have conducted professional manager trial at tier-2
enterprises. Local SOEs in 31 provinces have conducted market-oriented recruitment of managers.

- FEIBIE: TR, RS TASAEEN TR WIETECSBRL S IEBASH; B
B D B,
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o RN IRRE T . E R AT R B N NIRBE R e AR, E SN BERFHE UM AT TR, R AL 42600, K1k
597 M RIE M. 19 PIHE BT 21T 1 IR BRRR AR AL T R 34T [ B @ 1 IR E BB A SRR .
Transforming the supervision function of SASAC: according to the positioning requirement of accurately defining investor functions, SASAC
reviewed duty performance matters, delegated the power for review on 426 items and abolished 597 normative documents. 19 provincial-
level state-owned assets supervision and administration commissions formulated the plan for transforming their functions. 34 local state-
owned assets supervision and administration commissions have made the regulatory power list and responsibility list.

o A REA TEAKTIEE AT 36N A E R AHAE [ 12K HA BAKEIZE A F .
Reorganizing and setting up state-owned capital investment and operation companies: 36 provincial-level state-owned asset supervision
and administration commissions have reorganized and set up 142 state-owned capital investment and operation companies in total.

o FIHFEMA, NAFEIFLICE: 20145ELICK, 225 pdeivEd, HE 725K A 5 EAH 1350 E 4.,

Since 2014, 22 CSOEs merged, two new companies formed. 135 restructures of local SOEs.

o FUIEFHFEAA RS ——E SO KR AT FEEN S “arhk” o CRAT GUEEEF, DLEESTETE T AT SIS R
INRAFE: /NS, Kb Wl A A2 [ BHE s A w s, B AL RS 1 B3 5k i 45 14 B AT DAk 1 B AT s s
&, (RFEREHERS, SCMIRMEIEHE.

Case of state-owned investment company trial - State Development & Investment Corporation shifted its main business to “lifeline” and
“people’s wellbeing” areas. Strategic emerging industries led by fund investment grew faster: small headquarters and big industry. China
Chengtong Holdings Group Ltd. is a pilot state-owned capital investment and operation company. It is positioned as a state-owned capital
market-based operation platform for serving strategic restructuring and layout optimization of state-owned capital, in an effort to promote
reasonable flow of state-owned capital and maintain and even increase the value thereof.
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W& - L{EFr/E Better supervision and better strategy

o LSRR Y A . L R B A 3, IRAE 0 G T PG B0
%’%ﬁﬁ&ﬁﬁ i DL At e R Ah 78, ROV E ST R B EEREE . FIRER]. RIS AR B AN AT
BHlEo
Shanghai has included financial state-owned assets in the scope of supervision. Shanghai Guosheng Group has become the
main channel for layout optimization of state-owned capital through marketing, using the revitalized funds for strategic
emerging industries, and innovating infrastructure construction and social security supplement. Shanghai Automotive
Industry Corporation, Shangtex Holding Co., Ltd. and some other companies have written fault tolerance mechanism into
their articles of association.

o IR CHBEEERZFTR M IE, FriE A EG R AREIEIT A A
Shandong has transformed seven enterprises (such as LUCION) and established four state-owned capital investment and
operation companies.

o JAREEEBELHEREM, AMiEHRERZBTN DT, HEILE TR EIREE. Guangdong took the lead
across China in implementing list management, announcing 43 rights and responsibilities of provincial-level state-owned
asset supervision and administration commissions, and adjusting and optimizing the state-owned capital supervision
function.

o HERETLAE2016F S IRBERE S, WOLEIR AR Z 0. 395K it~ A w RIRE3R, HRIBH. 12
FER NI NEE
SASAC Chongqing completed function integration and set up Chongging Public Resources Trading Center in 2016. Only
three out of 39 municipality-controlled real estate companies were retained. The number of building enterprises was
reduced to 4 from 12.
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© REPTA, SFSEFEREPR—FMIS—RIETSFES TRENHE, B riL,

To sum up, the SOE reform at the central and local levels has made remarkable progress in the past five years, and will continue in the future.

- BUSEAEBRNECIET TEENEIB N, SREETENEIONESMF, 2FK, KEEENEEERA—EE, —85%k, —iEEl. RH
[RRETEXBHTED JHINREEMIEIERTE. ERZFAEBRFARNEBITIRARNSIUNFIFINS, T Retry, BIThEiReefreei(, (PHPRXTF2
EREEETEKXNUERIVAE) N N—LTEEXIANEBRAGFEENEBH T KA, BEEEEATMEN BRI EE EER", Ke— MRAMERIEE,
The government as the state-owned equity agency should fully exercise ownership within the scope of its duty, which is the necessary conditions for China’s SOE reform.
China’s SOE reform has been often trapped in a vicious circle for years - standstill once managed and chaos once delegated. The root cause is that the functional
positioning of relevant government departments is ever-changing. As state-owned shareholder representatives, state-owned assets supervision and administration
commissions should perform the rights and obligations of shareholders, and fulfill their regulatory function within the scope of their duties. The Decision of the CCCPC on
Major Issues Concerning Comprehensively Deepening Reforms defines the direction for next-step state-owned capital management system and SOE reform, i.e., state-
owned investor institutions transform towards “capital management” from “enterprise management”. This is a fundamental change.

- UBRANTHEERASEARFNE T eBRIBRARERSIE ., MZER —REMR BN, N IERPFIBERYEE R L E MR HiE E5K,
NP AEFETR AR EIN. EEIN. Wi, SEiiIE S E, NCEEFTRWRENGE, ORI EFMISBES, BWGRISNEEEY
17. WENTREETLZESERNMEAE, REEARR,

State-owned capital management system reform with the focus on capital management cannot be simply understood as the development of mixed ownership. The
concept of “mixed ownership can solve all problems” should be eliminated. Discussion of SOE reform from the perspective of property protection should be put on the
agenda. Enterprise property involves comprehensive reform of enterprise ownership, operation, benefit and distribution rights. From the angle of improving corporate
governance of SOEs and strengthening restraint and incentive mechanismes, it is imperative to reform the incentive mechanism. Existing problems are that SOEs operators
lack enthusiasm and consciousness as a master.

« USSR RESIR Bk ®, EtRENEIEFFE LR/, FERS.
Future reform will be based on “competitive neutrality” and “ownership neutrality”. SOEs and private enterprises should be equally treated, stick together in times of
difficulty and compete on the basis of equality.

« IR ! Thank you alll
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