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Terms

Central Huijin | Used to describe the investment fund after September 2007 when the CIC

acquired the Central Huijin Investment Corporation from the PBOC.

CIC China Investment Corporation

FOREX Foreign Exchange Reserves

Fund Used to describe the China Investment Corporation before it was officially
named

MOF Ministry of Finance

PBoC t S2LX SQa . Iyl 2F [/ KAYL

SWFs Sovereign Wealth Funds
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Introduction

The China Investment Corporation (CIC)T ChinaQ $overeign Wealth Fund T was launched in
September 2007. This fund has been discussed in the press, financial circles, and the political
arena but little is actually known about the creation and debate of the fund which crippled the

fund even before its launch.

The CIC is far weaker than it should be. While it is a major investment fund that could affect
the global economy in a significant way, its effect has been far less than many envisaged. The
fund has been hampered as a result of political infighting between the Ministry of Finance
6ahCux YR (KS t@®0IhS @fghting bt cbntirick and i¢furtifer

constraining the fund. We describe this debate starting on page 8.

Contrary to popularbelief, tK S / L/ A& y20 dzaAy3a [ KAyl Qa FT2NBAI
The CIC was funded by a bond sale. This process is described starting on page 14.

The CIC and its leadership are in a very difficult position. They must have a return of 10-13% to
break even. Lou Jiwei, Chairman of the Board for the CIC, admitted that the fund has to make
over 300 million Yuan ($41 million) every day or around $15 billion each year to break even. As
we describe on page 14, 4.5% is used to pay for the interest bonds, the Yuan is appreciating 5%
against the dollar, and the operating cost of such an organization is around 2-3%. The average
return of Sovereign Wealth Funds (SWFS) is around 6%. Temasek Holding and the Government
Pension Fund of Norway, have higher returns of 10%. This will force the CIC into risky

investments with the demand of higher returns.

The CIC has made reasonably smart investments but each of them fails at getting the return
that CIC needs to turn a profit. Currently, the highest and only return is the interest they are

getting from Morgan Stanley.
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The future of the CIC is not certain. It faced harsh criticism from political, business, and private
citizens as a result of the paper losses it has made from the Blackstone investment which has

dropped 40%.

As this report shows, Lou Jiwei pushed for this position and called in multiple favors. It will be
truly a test of Lou JiweiQ l@adership, intelligence, and personality to make the CIC successful

and productive. There are many factors that are working against him.

On page 18, we discuss the implications for the rest of the Sovereign Wealth funds.
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The Debate on a China Sovereign Wealth Fund

In early 2007, rumors of a Chinese sovereign wealth fund swirled along the investment
community. Many leaders in China felt that an institute such as a sovereign wealth fund was
needed to use their vast foreign reserves and make a better return on them. This fund would

also centralize government overseas investments.
Foreign Reserves

In October 2006, China reached a milestone; they had accumulated over 1 trillion dollars worth

of foreign exchange in their reserves.

China was accumulating roughly a billion dollars a day. This significant amount was attracting
attention from many key policy makers, media, and citizens. Many also noticed that it was
possible to have a higher return than the 4% to 5% a year on U.S. treasuries and other safe U.S.
securities in which it was currently investing. Some economists® believe that China only needs
to keep between 700 billion and 900 billion in reserve with the Yuan appreciating faster than it

currently is at 5% a year.

This milestone set off the 2006 monetary policy debate which would cause much angst.

2006 MONETARY POLICY DEBATES

The rivalry between the Ministry of Finance6 ah C0 I YR ( KS t S(PBbdfhSsQ &
always existed. However, over the course of the last few years, this rivalry has increased to
unprecedented levels. The PBoC has gained more leverage over the economy over the last few
years as the positive trade balance has expanded. With this increase, the amount of foreign
reserves needed to combat the inflation of the Yuan has also increased. The amount of foreign

reserves reached 1 trillion in October 2006 and currently stands at over 1.5 trillion.
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Since the PBoC had a large amount of cash that it could infuse into state businesses, the PBoC
was tasked with assuring that these businesses could enter the stock market. Much of this cash
infusion was funneled into banks. When the PBOC recapitalized the banks, the MOF lost most

of their control.

After allowing the Bank of China and the China Construction Bank to go through with heavy
recapitalization, the MOF balked at the same restructuring plans for the Industrial and
Commercial Bank. The MOF retained some control but over $15 billion was used from the

reserves to recapitalize the bank.

Due to this debate on influence, relations between the MOF and the PBoC were quite negative.
The MOF felt that it needed a way to make sure some of the control over the foreign reserves
was given to the MOF. They started floating an idea of having a Sovereign Wealth Fund under

the control of MOF in late 2006.

However, ideas about how to use their foreign reserves had been floated as far back as 2003.
Each time, the PBoC suppressed the idea; they felt that there was no need to gain a better

return on their investment.

But in 2006, when China FOREX reserves reached over a trillion dollars, the PBoC could not hide
this amount. The MOF started looking at ways to manage the reserves, which again aggrieved
the PBoC. But the MOF, with some of the political capital they had gained from a series of
positive economic developments, were able to open this debate. They even used the media to
bring the debate out in the open. Starting in November 2006, Lou Jiwei was given the

responsibility within the MOF to find a way to build a SWF.
EARLY INVESTMENT VEHICLES

One of the factors, in the PBoC resistance to a creation of a SWF is the fact that they felt they
had already created an investment vehicle, Central Huijin Investment Co, and that vehicle

should be expanded rather than having a separate fund.
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Central Huijin Investment Company was formed in 2003 to help bail out Chinese companies and
G2 Syada2NBE I2F8SNYYSyild O2yiNRBf 2F |/ KAYLl Q&
Huijin has invested 5 trillion Yuan ($641 billion) in 20 State-owned financial institutions
including major commercial banks and a dozen brokerages. It holds stakes in the four largest
banks in China. It has a subsidiary named Jianyin Investment. Jianyin holds shares in major
Chinese brokerages and is used as a policy vehicle for reform of the financial sector. Itis
believed to have $15 billion in assets. In September 2007, Huijin was incorporated into the
China Investment Corporation. Its mission will stay the same but it is now under the control of

the CIC rather than the PBoC.

The PBoC department that handles the FOREX reserves is the State Administration of Foreign
Exchange (SAFE). SAFE has always invested in bonds. It appears that up until November 2007,
they had never bought into any equities or currencies. However, the Financial Times reported
that a SAFE subsidiary bought into several publicly listed companies®. This subsidiary is based in
Hong Kong and is named SAFE Investment Company. Starting in early November and continuing
for the next few months, it built stakes in three of the biggest banks in Australia. While these
stakes are minor, it is a significant event. While it cannot be confirmed directly, we believe this
was a power play against the CIC. Hu Xiaolian, who is a non-executive member of the CIC and is
head of the State Administration of Foreign Exchange, was against the CIC. Appointing her to

the board was meant to appease the PBoC and by extension SAFE.

Even after the announcement of the new investment fund, rumors that the Central Huijin
would create its own investment vehicle were still swirling. According to The New Zealand
Herald, the Central Huijin vehicle would be called the State Investment Company and be
headed by Guo Shuging, chairman of the China Construction Bank.? These rumors were most

likely spread by the PBoC.
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Creation Process 2007

In the middle of China's National People's Congress in Beijing, Jin Renging,/ KAyl Q&4 FAY Il yOS
minister, came out and addressed the press outside. In his rather lengthy remarks and in

unusual frankness, he referred to the new fund, saying, "The State Council has already made

research into separating the management of normal foreign exchange reserves and a portion

allocated for investment, this company is now under construction."”
MARCH 2007-JUNE 2007

In the intense closing few months, very few were sure what this fund would look like. One
proposal that was widely accepted called for establishing two different institutions with equal
ministerial rank. One would be responsible for overseas investment, headed by Lou Jiwei. The
other institution would invest in domestic areas. This proposed institution would be headed by
Xie Ping, chairman of Central Huijin Investment Corporation. Nevertheless, one thing was
certain, Lou Jiwei® would be a part of this. The MOF pushed this into the media, and it became
widely accepted that whatever form the new investment vehicle would be, Lou Jiwei would

head it.

Lou left his position at the Ministry of Finance in February to take a position as deputy-
secretary general of China's State Council. This was done for two reasons; first to give him the
ability to start planning on the creation of the fund. Secondly, and more importantly, to try to

convince several members of the State Council that such a fund was worthwhile and necessary.

Within two weeks of the Jin announcement, the first interdepartmental meeting was held. Key
economic ministries and regulators met to discuss the arrangements, orientation, and structure

of the investment fund. According to an article in China Business News, Lou set a deadline for

® Lou Jiwei biography is attached in Appendix C.
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VRPN 7 A A

I f f NAGGSY LINRLRalta (G2 0S adoYAOGGSR o0& WdzyS
AyoSaldySyid adaN)ydGdS3es Yrylr3aSySyids tS3rt AaadzsSa

Lou then began a series of meetings with experts and commissioned several reports. Lou and
his team met on several different occasions with Li Yang of the Chinese Academy of Social
Sciences, Xia Bin of the Development Research Center of State Council, Zhang Shuguang with
Tianze Economic Research Center, Ding Zhijie of the University of International Business and

Economics and Lu Lei from Guangdong University of Finance.®

He also hired McKinsey Consulting and Booz Allen Hamilton to give proposals on what structure

GKS [/ L/ &akKz2dzZ R Gl 1 S doraspedalisyuaitSiatéuld iInN@inJ2 a - £ O f f
GAaOGNFGS3IA0 Ay@SaildYSyida U KniotherphbpokdBeatiory & y I GAZ2Y
investments in already listed Chinese companies. Most, if not all sovereign wealth funds, do
invest in listed companies. They also looked at many of the biggest Sovereign Wealth Funds.
The team traveled to many headquarters of Sovereign Wealth Funds and spoke with the heads

of the funds.

While Lou and his team were busy with the details, the most significant detail had not been
settled; how this proposed 200 billion fund would actually be funded. During most of the
planning that was taking place during the spring of 2007, it was believed that the funding would
be provided by a transfer of foreign reserves exchange or a sale of already owned U.S bonds.
Again, the PBoC voiced their concerns about this. The team was forced to look at a bond sale
that would give its initial infusion. The proposal called for the Ministry of Finance to sell special
bonds over a gradual period. Ding Zhijie, one of the advisors to the fund confirmed this would
be the case in May 2007.° It appears that he was the first to use the term China Investment

Corporation to describe the new investment fund.®

®The process was completed in December 2007.
° China Investment Corporation will now be used for the remainder of the report.
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BLACKSTONE INVESTMENT

On Sunday, May 20, 2007, in a press release, Blackstone Group, a private equity and investment
management firm, announced that the Central Huijin Investment Corporation, acting on the

OSKIEF 2F GKS /L/X KFER GF1SYy | pbPo o0AffAzy ail
stake would be passive non-voting and would be less than 10% of Blackstone total shares. The

CIC also agreed that it would hold the stake for a minimum of 4 years. Also, it cannot invest in

any other private equity firms for one year.’

CIC had not been funded yet, so it turned to the Central Huijin, which at this stage was
expected to be taken over by the CIC when the CIC launched. At the time, the CIC was simply

named State Investment Company.

Blackstone approached the CIC for this investment in the month leading up to the investment.
Blackstone also informed the U.S. Treasury Department of the expected deal. This allowed the
deal to be completed with minimal U.S. oversight. Stephen Schwarzman, CEO of Blackstone,

met Lou Jiwei in the months preceding the deal.

This investment attracted the attention of the media and many in the financial and investment

sector. This attention threw much more light on the CIC then Lou Jiwei needed or wanted.

Lou, ultimately, wanted an investment that would prove to many people within the
government that their doubts about an investment were unfounded. However, Blackstone,
since its IPO, has lost 40% of its original value. Rather than calming these individuals, Lou made
an investment that has proven, so far, to be unwise. It must be noted that Lou has on many
occasions express the view that the CIC would invest for the long term. However, Lou and his
team miscalculated this investment and this mistake would become a major concern when

finalizing the details of the CIC.
SUMMER OF DISCONTENT

The CIC officially launched on September 28, 2007. During the time between the Blackstone

investment and the CIC launch, many details of the CIC were finalized and Lou was able to bring
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his team together. The most significant element was also finalized. In June, the State Council
approved the creation of the China Investment Corporation. It also allowed a special bond sale
of 1.55 trillion Yuan to fund the CIC. The bond sale must have been a disappointment for the
CIC team, but the team and Lou especially were able to convince the State Council to speed up
the creation of the fund. Many plans called for the fund to be implemented over the course of
two years, with a target date of fall 2008. It was unofficially announced that the CIC would

launch in September, almost a year ahead of original plans.

During this time, it is possible that the CIC made their second investment. On July 14, 2007, the

t S2L)X SQa .yl 2F /KAYl 02dAK{I | oncz adl 1S Ay
price paid is unknown but it is most likely around £125 million. It was assumed that PBoC

bought the stake on behalf of the CIC. However, we cannot independently confirm that a

transfer of shares from the PBoC to the CIC has taken place. The Central Huijin Investment

Company was used to complete the Blackstone investment, so it is a bit unexpected that the

PBoC itself, rather than Central Huijin completed the investment. It is quite likely that the PBoC

took this investment as a power play.
BOND SALE

The first bond sale and largest bond sale to date was issued on August 28 by the Ministry of
Finance. The first sale involved 600 billion Yuan ($79 billion), which was transferred to the PBoC
though the Agriculture Bank of China. The bonds have a 10-year maturity and will yield about
4.3%. Essentially, this bond sale was issued to pay for the takeover of the Central Huijin

Investment Corporation.

The last bond sale was completed on December 12. In total, 1,550 billion Yuan ($208 billion)
worth of bonds were issued. There were eight sales, two of which were transferred to PBoC,
while the other six were allowed to be bought by the public. In total, the public bought 200
billion Yuan ($27 billion), while the PBoC bought the majority, 1350 billion Yuan (S 181 billion).

See Appendix D for the complete listing of bond sales.
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LEADERSHIP

In September, a few weeks before the launch, the leadership positions were confirmed. 4Lou
Jiwei, as expected, was appointed as Chairman. The Board of Directors consisted of: Liu Zhongli,
vice minister of the National Development and Reform Commission, Wang Chunzheng, a
former finance minister, Zhang Xiaogiang, vice minister of the National Development and
Reform Commission, Li Yong, a vice minister of finance, Fu Ziying, assistant to minister of
commerce, Liu Shiyu, central bank vice governor, and Hu Xiaolian, head of the State

Administration of Foreign Exchange.

Gao Xiging became the General Manager. He was previously vice chairman of the National
Council for the Social Security Fund. Hu Huaibang is Chairman of the Board of Supervisors and
he was previously Commissioner of Discipline Inspection with the China Banking Regulatory
Commission. Zhang Hongli is Deputy General Manager of the China Investment Corporation and
he is Vice Minister of Finance of China. Yang Qingwei is Deputy General Manager and was
previously Department Head of fixed assets investment with the National Development and
Reform Commission. Xie Ping is Deputy General Manager and he was previously General
Manager of the Central Huijin Investment Corporation. Wang Jianxi became Deputy General
Manager of the CIC and was previously Vice Chairman of the Central Huijin Investment

Company.
MANAGEMENT STRUCTURE

Inank RRAGAZ2YIFf NBLER2NI SydAdGt SR daavgydSkys iR NE dlA:
we discuss in more details the leadership and management structure the CIC has taken and

what the CIC will look like in the future.

ISee Appendix B for more details.
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September zDecember 2007

In a low-key ceremony on September 29, 2007, the CIC was officially launched. There were a
few dozen people at the event. Foreign media were not invited to the event. Lou Jiwei gave a

short speech praising the members who were in attendance for making the CIC happening.

He also spoke about the goals of the CIC. Lou said, "The Company will focus on overseas
financial products to diversify investment and improve investment returns. Second is to inject
capital into domestic financial institutions ... (to) increase the value of state-owned financial
assets.’” He alsosaid, ¢ ! (0 @ datStage) trddidhpany's investment will be focused on
financial portfolios, trying to improve long-term investment returns while keeping risks in an

acceptable range.''¢
CENTRAL HUIJIN

Lou and his team spent the majority of the fall focusing on the acquisition of the Central Huijin

LYy@SaidyYSyid /2YLIFyed LYy hOG26SNE AdG LI AR bcrT

(@]]

company. The complete staff of 40 was merged with the CIC but they will continue to focus on

Central Huijin activities.
BACKLASH TOWARDS THE CIC

Lou Jiwei attended the 17th National Congress of the Communist Party of China fully expecting

to be elected to become an alternate member to the Central Committee. Lou had been a solid

member of the CPC Central Commission for Discipline Inspection and this position would befit

his status on the State Council. However, Lou was most likely surprised by the vote. He was

@20SR UGKANR FNRY flLad (G2 0S0O02YS Iy FtftUGSNYyFrGaSo

Blackstone Group Investment.

MORGAN STANLEY
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On December 19, 2007, Morgan Stanley announced that the China Investment Corporation
(CIC) will be buying $5 billion in equity units that will convert into common stock in 2010 in
brokerage. CIC will receive a 9% yield on the units which translate into roughly $450 million
annually. There will be price constraints on the stock. The details have not been settled yet but
most likely will require CIC to forgo the first 20 percent rise in the stock price between now and

2010.

CIC will end up with roughly 9.9% of total shares. Morgan Stanley announced this deal on the
same day they released 4rd quarter total losses of $3.58 billion. Stanley lost $9.4 billion due to

the global credit crunch which came to a head in late 3rd quarter.

This was the 4th overseas recognized deal for CIC and it is the largest. They will be the largest
investor in Morgan Stanley. There is nothing preventing the CIC from being an activist

shareholder, but at this point, it is most likely they will not.
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Implications for the rest of the SWFs

The implications for the rest of the sovereign wealth funds are limited. SWFs have had an
informal agreement of avoiding each other in investments. SWFs are far more likely to work

together then to compete for the same investment.

The CIC will not be involved with two markets that some SWFs are moving to: China and
Strategic Resources. Lou has said multiple times that the CIC will not invest nor look for
strategic resources such as oil and other commodities. The CIC cannot take stakes in already
listed Chinese companies; they can take stakes in pre-listed companies. For example, with the
shorting up of capital that occurs with the Central Huijin. The CIC has also announced that

their investments will not include oil, airline, or telecommunications companies.12

The biggest effect as a result of the creation of the CIC is the increased attention paid to
Sovereign Wealth Funds. Over the last year, SWFs have received increased attention from the
media, politicians, and business leaders. While we feel that this attention would have come

anyways, the creation of a China Investment fund only sped it up and made it bigger.

The China Investment Corporation is the biggest story in the world of the sovereign wealth
funds in 2007. However, with the recent events in the U.S. financial sector, the creation of CIC

will soon become a distant memory.
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Conclusion

The creation of the China Investment Corporation is one of the most interesting formations of a
Sovereign Wealth Fund. On one hand, the process was long and arduous but on the other, it

was quite quick.

Arthur Kroeber of Dragonomics, a consulting firm in Beijing, remarked to the Financial Times,
GKFG GKS / L/ af2214&a (42 0SS Y2NB Iy AyadNHz¥Syli

international investment fund".*® So far, this is the case.

ThereQ @o mistaking that the CIC is a major force in the investment field. But they are limited
in their ability. Currently, due to the interest it needs to pay on the bonds, the CIC is losing
money and will continue to lose money until they get an 11% return on their investments. In
addition, the way the CIC is formed does not satisfy anyone. Lou is not happy with the takeover
of the Central Huijin and having to take out bonds to support the fund. The MOF feels that the
underlying question of how to manage its foreign reserves is still there. The PBoC has been
unhappy with any idea of being told how to manage the FOREX reserves. China party members
are unhappy at the loss of (on paper) money with the Blackstone investment. Without a doubt,
thereQ @chance the government could change the funding issue within a short period of time
but until they do, the CIC is on the losing side of being a successful and fully functional

Sovereign Wealth Fund.
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Appendix A- Timeline

February 2007: The debate on the nature of what form this new fund will take rages on. One
proposal called for the establishment of two different institutions with equal ministerial rank.
One would be responsible for overseas investment, headed by Lou Jiwei. The other institution
would invest in domestic areas. This proposed institution would be headed by Xie Ping,

chairman of Central Huijin Investment Corporation.

March 5, 2007: Lou Jiwei, vice-minister of finance stepped down from his position and took a
new position as deputy-secretary general of China's State Council. He was put in charge of a

team tasked with drawing up plans for a new investment vehicle, which would become CIC.

March9,2007Y WAY WwWSYI[AYy3Z [/ KAYlIQa FTAYlIyOS YAyAailSN
China was actively looking for a way to manage their foreign reserves. Jin said this during the

China's National People's Congress in Beijing. "The State Council has already made research into

separating the management of normal foreign exchange reserves and a portion allocated for

investment, this company is now under construction."*

The fund is temporary named "Lianhui" in internal discussions of the fund.

March 11, 2007: Zhou Xiaochuan, President of the People's Bank of China, confirmed that Lou

Jiwei would head the new organization. He was speaking to reporters at a press conference.

March 15, 2007: The first meeting was held on the planned investment fund. The meeting was
attended by senior officials from key economic ministries and regulators. They discussed the
arrangements, orientation, and structure of the planned company. Lou Jiwei headed the

meeting.

According to a report in China Business News, d U KS O2YYAGGSS KIFa AyidNERRd
for all related departments to submit written proposals on the vehicle's investment strategy,

management, legal issues, personnel and the fate of Central Huijin, the People's Bank of China-
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owned holding company which is expected to play a part in the overhaul of the country's

reserve management regime.£"

March 23, 2007: Lou Jiwei spoke with several experts on the creation of the investment fund.
The experts were Li Yang of Chinese Academy of Social Sciences, Xia Bin of the Development
Research Center of State Council, Zhang Shuguang with Tianze Economic Research Center, Ding
Zhijie of the University of International Business and Economics and Lu Lei from Guangdong

University of Finance.'®

May 16, 2007: Ding Zhijie, one of the advisors to the fund, announced that the transfer of the
foreign exchange will be gradual.® He also said that special bonds would be issued by the
Ministry of Finance to fund the new entity. He also confirmed that the fund would be
established with $200 billion. It appears he was the first to use the term China Investment

Corporation to describe the new investment fund.*’

May 17, 2007: The committee to establish the fund met again. According to the China Business
bSgaz> a! &az2dzNOS gla OAGSR lFa aleiay3a GKS LI ySt
ARSIa (2 GKS {GlFaGS /®2dzyOAf 6 QF2NJ FdzZNIIKSNJ NBJA

May 19, 2007: The Hong Kong Standard Newspaper wrote the first rumors of a relationship
between Blackstone Group and the fund. The newspaper printed that the relationship would

entail the fund giving Blackstone money to manage rather than invest.

May 20, 2007: The fund made its first investment in the Blackstone Group. Blackstone released

- adlFdSYSyd Fyy2dzyOay3a (KIFG GKFEG GKS FdzyR gAf
the terms of the agreement, the Chinese investment company will own no more than a 10

percent interest. The fund also agreed that it would hold the stake for a minimum of 4 years. It

can also not invest in any other private equity firms for one year. At the time, the fund was

named State Investment Company.™ The Central Huijin Investment Corporation completed the

sale.

® The Process was completed in December 2007.



The Creation of the China Investment Corporation

June, 2007: The State Council approved the creation of the China Investment Corporation. It

also said that it would issue a bond sale of 1.55 trillion Yuan to pay for the funding of the CIC.

July 9, 2007: Wang lJianxi, the Deputy General Manager of the CIC, held a press conference and
publically damped expectations of a September launch. In his comments, he made several

mentions of delays caused by unnamed sources.’

July14,2007Y ¢ KS t S2LX SQa . Iyl 2F [/ KAy¢britshrdtdzd KG |+ n @
gas company. The price paid is unknown but it is most likely around £125 million. It was

assumed that PBoC bought the stake on behalf of the CIC.2

A z

August28,2007Y / KA Yl Qa4 aAyAaidNB 2F CAYylIyOS A&dadzsSR (¢
Investment Corporation. The first sale involved 600 billion Yuan ($75 billion), which was to be

transferred to the PBOC though the Agriculture Bank of China. These bonds will pay for the

Central Huijin Investment Corporation, which will then be transferred to the China Investment

Corporation. The bonds have a 10-year maturity and will yield about 4.3%.

September 28, 2007: The China Investment Corporation was officially launched in a low-key

ceremony.

Lou said in a speech at the event, "The Company will focus on overseas financial products to

diversify investment and improve investment returns. Second is to inject capital into domestic

financial institutions ... (to) increase the value of state-owned financial assets.?®" He also said,

G!'d GKS OdaNNByd aidl3asSsz (§KS 02 Ydalpoftblfbsitryingy S a G YS

to improve long-term investment returns while keeping risks in an acceptable range.?'¢

October 16, 2007: Lou gave a press conference at the sidelines of the 17th National Congress of
the Communist Party of China. During this conference, he said that the CIC will invest in all

markets worldwide except those with the settlement of exchange in Yuan. This would include

These sources were most likely politicians and members of the PBoC.
¢ We cannot independently confirm that a transfer of shares from the PBoC to the CIC has taken
place.
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Hong Kong and Taiwan." He also confirmed that the Central Huijin had been brought for $67

billion.

November 8, 2007: Li Yong, Vice Finance Minister and non-executive Director of the CIC,
announced that the CIC will only have 1/3 of total assets to invest in overseas companies. He
expressed for the first time publically that the CIC will use funds to replenish two Chinese
Banks, China Development Bank and the Agricultural Bank of China'. He also said that the CIC

. . . .. . . . 22
would not invest in oil, airline, or telecommunications companies.

November 28, 2007: Lou Jiwei, at a conference, spoke at length on the CIC. Many notable

aspects came out then. Lou said the / L fvantéito be a force in maintaining market stability."
Louwentontosay,"ThereAd | fAYAOG G2 GNYyaLl NByoOex LF¥ ¢S
LI2aA0A2Y I 6SUR owsitesRIS I 2RID €3 |aAl RN 0SKil Lf fundkSEl be dzf | 2 F
invested in publicly-traded products, with a small portion to be invested in alternative products.

He ruled out investment in infrastructure projects because cash flows aren't immediate

enough. Lou noted that the CIC has been given some flexibility in its investment options thanks

to its Huijin purchase. .. Lou said that the strong returns on these bank stakes have given the

/| L/ TFtSEAOAfAGE Ay AlGa AygdSadAay3da LINIOGAOSad Q
fixed income proddzO0 4> Q KS al AR® W9@gSy (K2dAaAK ¢S Ol yudi
G2 0SS Y2NB | OGAGBS Ay [IThedrSsiure’t thoflaggdlld tathe2hdv®@ Q¢ | S |
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started with $20 billion and gradually expand it to $200 billion."** Lou also admitted that the

fund had to make a profit of 300 million Yuan every day to break even.

December 13, 2007: CIC posted an application for external investment managers. The
applications are due by January 15, 2008. It is expected that accepted funds will be notified
sometime in February 2008. In November, CIC started looking for employees in China. It is

expected that the number of staff will be around 100 people.

"M Taiwan announced shortly afterwards that China may not invest in Taiwan and would block
any deal from occurring.

' China Development Bank was replenished in December 07 for $20 Billion. It is expected that
the Agricultural Bank of China will be replenished in February 2008 for an estimated $40 billion.
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December 19, 2007: CIC makes its largest foreign investments to date. It takes a S5 billion stake
in Morgan Stanley. The investment is in equity units that will convert to 9.95 of common shares
at maturity. CIC will earn 9% interest on these equity units. The units will mature on August 17,

2010.

Amadan International January 30, 2008
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Appendix B- China Investment Corporation

Leadership

Board of Directors

Liu Zhongli Independent director Vice Minister of the National
Development and Reform
Commission

Wang Chunzheng Independent director a former Finance Minister

Zhang Xiaogiang Non executive director Vice Minister of the National
Development and Reform
Commission

Li Yong Non executive director Vice Minister of Finance

Fu Ziying Non executive director Assistant to Minister of
Commerce

Liu Shiyu Non executive director Central Bank Vice Governor

Hu Xiaolian Non executive director Head of the State
Administration of Foreign
Exchange

Employee Representative Non executive Director

pending

Executive Officers

Lou Jiwei Chairman of the Board of | formerly Vice Minister of Finance
Directors
Gao Xiging General Manager previously Vice Chairman of the National
Council for the Social Security Fund
Hu Huaibang Chairman of the Board of | was previously Commissioner of Discipline
Supervisors Inspection with the China Banking
Regulatory Commission
Zhang Hongli Deputy General Manager | Vice Minister of Finance of China
Yang Qingwei Deputy General Manager | previously Department Head of fixed assets

investment with the National Development
and Reform Commission

Xie Ping Deputy General Manager | was previously General Manager of the
Central Huijin Investment Corporation
Wang Jianxi Deputy General Manager | previously Vice Chairman of the Central

Huijin Investment Company
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Appendix C- China Investment Corporation

Investments

Investment Date Investment Arm | Percent of | Cost

shares
Agricultural Bank of China | February 2008 | Central Huijin unknown $40 billion
BG Group 7/14/07 PBoC 0.46% $125 million
Blackstone Group 5/20/07 CIC Directly 10% S 3 billion
Central Huijin Investment | 11/1/07 CIC Directly 100% $67 billion
China Development Bank | 12/31/07 Central Huijin $20 billion
China Everbright Bank 11/7/07 Central Huijin 70.88% $2.6 billion
China Railway 11/20/07 CIC Directly 5.50% $100 million
Morgan Stanley 12/19/07 CIC Directly 9.90% 5 billion

Amadan International

January 30, 2008
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Appendix D- Bond Sale

Issue Date | Amount Issued (RMBb) | In USD b Maturity Average Coupon | Sold to
8/28/2007 | 600 $79.43 10 4.30% PBoC
9/17/2007 | 31.97 $4.25 15 4.68% Public
9/21/2007 | 35.09 $4.68 10 4.46% Public
9/28/2007 | 36.32 $4.85 15 4.55% Public
11/2/2007 | 34.97 $4.69 10 4.49% Public
11/19/2007 | 35.65 $4.8 15 4.50% Public
12/11/2007 | 750 $101.64 15 4.45% PBoC
12/14/2007 | 26.35 $3.57 10 4.41% Public
Total 1550.35 $207.91

RGE Analysts' EconoMonftbr
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Appendix E- Foreign Reserves

(Billion) (Billion)
January-04 $415.7 March-06 $875.1
February-04 $426.6 April-06 $895.0
March-04 $439.8 May-06 $925.0
April-04 $449.0 June-06 $941.1
May-04 $458.6 July-06 $954.6
June-04 $470.6 August-06 $972.0
July-04 $483.0 September-06 $987.9
August-04 $496.2 October-06 $1,009.6
September-04 $514.5 November-06 $1,038.8
October-04 S542.4 December-06 $1,066.3
November-04 $573.9 January-07 $1,104.7
December-04 $609.9 February-07 $1,157.4
January-05 $623.6 March-07 $1,202.0
February-05 S642.6 April-07 $1,246.6
March-05 $659.1 May-07 $1,292.7
April-05 $670.8 June-07 $1,332.6
May-05 $691.0 July-07 $1,385.2
June-05 $711.0 August-07 $1,408.6
September-05 $769.0 September-07 $1,433.6
December-05 $818.9 October-07 $1,454.9
January-06 $845.2 November-07 $1,497.0
February-06 $853.7 December-07 $1,528.2

Amadan International

January 30, 2008
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Appendix F- Lou Jiwel

Lou Jiwei is the Chairman of the Board of Directors of the China Investment Corporation and is
also Deputy Secretary General of the State Council, China Cabinet. Lou rose through the ranks
of the government. He began in the Chinese navy, became the Deputy Minister of Finance and

then took his current position of Chairman of the CIC.
Biography

Early Life

Lou was born to middle level government officials in Beijing. He lived a comfortable childhood.

[2dzZz f2y3 gA0K GKS NBald 2F KAaa OflaavylraSaszs ¢
Revolution. He spent the next few years in the countryside. He left the farm that he was sent to

in order to travel around to various cities. He joined the navy in 1968 and served five years

there. After leaving the navy he worked at Capital Iron and Steel Corp as a programmer. During

this time he realized that he wanted to attend school again. He was accepted at Qinghua

University, a prestigious university in China, as a student in computers. During this time, he

started to become fond of finance and economics. After graduating from Qinghua, he did his

postgraduate work at the Chinese Academy of Social Sciences (CASS). His thesis was on

econometrics and general equilibrium theory.
Government Career

Due to his degree in CASS, he was quickly accepted into a position on the State Council. He
worked on the team that dealt with public finance and monetary policy. During this time, the
government was trying to fix their policies in preparation of opening up some of their economy.
He then moved on in 1988 to become Vice-Director of the State Commission for the Reform of
the Economic System in Shanghai. He was put in charge of implementing many of the rules and

regulations that he helped work on during his time at the State Council. In 1992, he was



The Creation of the China Investment Corporation

promoted to run the Beijing department of the State Commission for the Reform of the

Economic System. He spent the majority of his time there workingoy’ / KA Yl Q& @I f dzS | F

5d2NAYy3a GKS YARRES mMppnQaz t NBYASNI %Kdz w2y 3I2A
move to cities in the countryside to work on economic reforms. Lou was sent to the Guizhou to

become Vice-Governor of the province. There, he helped many companies to become listed or

public. This position was considered to be a stepping stone in becoming a high ranking official in

the government.
Deputy Minister of Finance

After serving three years in Guizhou, he was promoted to Deputy Minister of Finance and
moved back to Beijing. He spent just less than a decade in this position. He spent a lot of time
g2N)JAy3 2y (GKS GFIE &daeaidsSy FyR s1a&a GKS 1S& | ND

responsible for China adopting the International Financial Reporting Standards in early 2006.
China Investment Corporation

LY Hnnc: KS a0FNISR LlzZAKAY3 F2NJ I yS¢ RSLI NIY
vast foreign exchange reserves. He also pushed to lead this new department. After an intensive

debate, he was granted his wish for a new investment fund, and was given the task of putting

such a fund together. When this fund, the China Investment Corporation, launched, he was

given the position of Chairman.

Lou is considered to have one of the toughest jobs within China at the moment. As head of the

CIC he is responsible for making sure the CIC has an adequate return of 10-12%.
Political Career

Lou was elected alternate member of the Central Committee in October 2007. However, he
came in third from last in total votes. Some have pointed out that he might have lost support
due to the Blackstone Group Investment. He was previously a member of CPC Central

Commission for Discipline Inspection.

Amadan International January 30, 2008
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Timeline

December 24, 1950: Lou Jiwei was born in 1950 to middle level government officials.

1966: Due to the Cultural Revolution, schools were shut down. As a result, Lou had to leave
school. He was sent to the countryside but spent most of the time traveling around to various

cities.

1968-1973: Joined the Navy for five years.

1973-1978: Capital Iron and Steel Corp. He worked as a programmer.
1978-1982: Qinghua University, majored in Computers.

1982-1985: Chinese Academy of Social Sciences, a think tank, where he did his postgraduate

work in econometrics and general equilibrium theory.

1985-1988: He then worked for the State Council, China's cabinet. He worked on public finance

and monetary policy.

1988-1992: Became Vice Director of the State Commission for the Reform of the Economic

System in Shanghai.

1992-1995: Stayed at the State Commission for the Reform of the Economic System but moved
G2 . SA2Ay3d IS 62Nl SR 2y ONBFGAYy3 [/ KAYlIQa Ol €

October 1995 -1998: Vice Governor of Guizhou province.
1998-2007: Deputy Minister of Finance.

March 5, 2007-Current: Stepped down from his position and took a new position as deputy-
Secretary General of China's State Council. He eventually became Chairman of the China

Investment Corporation.

October 2007-Current: Alternate member of the Central Committee.
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Personality

Lou is well educated and very much of a technocrat. His English is quite good and he clearly

understands technical language in English. He is also a golfer.
Relationship with the Press

Lou has a very good history with the press. He allowed a profile of himself in the Washington

Post in 1998. He is also willing to hold press conferences at major events and it appears that he
speaks to the press on a regular basis. While we cannot confirm that he has been the source of
leaks, we do feel quite comfortable in saying that the quotes from an unnamed source in many

news articles regarding the internal debate on creating the CIC could only come from Lou.

Amadan International January 30, 2008


http://www.washingtonpost.com/wp-srv/inatl/longterm/chinanext/chinanext17.htm
http://www.washingtonpost.com/wp-srv/inatl/longterm/chinanext/chinanext17.htm
http://www.washingtonpost.com/wp-srv/inatl/longterm/chinanext/chinanext17.htm

The Creation of the China Investment Corporation

Appendix G- References

! Xia Bin of the Development Research Center

22 Financial Times, Chinese state investor buys Australian bank stakes. 1/3/08
http://www.ft.com/cms/s/0/c26ff650-ba2a-11dc-abcb-0000779fd2ac.html?nclick_check=1

* http://www.nzherald.co.nz/topic/story.cfm?c_id=203&objectid=10429687

4 http://search.ft.com/ftArticle?sortBy=gadatearticle&queryText=%22Lou+liwei%22&y=7&aje=true&x=9&id=070310000997&
> Market News International Press: China FX Vehicle Team Sets June Deadline For Plansé
March 20, 2007.

® http://www.chinadaily.com.cn/china/2007-03/26/content_836390.htm

’ Economic Observer, August 20, 2007. Found in Xinhua Financial Network NewsX & / K A ylrda y
state investment agency to set up strategic investment unit ¢(NJS LJARgdst£20, 2007

& MarketNews Internation& Chila PBOC Advisor: New FX Entity to Build Portfolio 3-5 Yrsé
May 17, 2007.

? http://www.blackstone.com/news/press_releases%5C05-20-2007.pdf

19 market News Internation& Chiha Investment Corp Launched, Eyes Overseas Fin.
Investment€é September 29, 2007.

1 South China Morning PostZ Bosdrd shows true colours of nation's new sovereign fundé @
October 6, 2007

12 Associated Presé&China's $200US billion fund to invest two-thirds at home; foreign plans
less ambitious.€ November 8, 2007

3 Financial Times Chitha moves from hunter to gathereré £ | NHichadfMEGre@o August
22 2007
http://search.ft.com/ftArticle?sortBy=gadatearticle&queryText=%22Lou+liwei%22&y=7&aje=true&x=9&id=070310000997&
> Market News International Pre$s: China FX Vehicle Team Sets June Deadline For Plansé
March 20, 2007.

161616 http://www.chinadaily.com.cn/china/2007-03/26/content_836390.htm

7 MarketNews Internationa Chiia PBOC Advisor: New FX Entity to Build Portfolio 3-5 Yrsé
May 17, 2007.

¥ Hong Kong Standard Newspapals. SA2Ay 3 ¢ALILISR ¢2 DAGS PbPodzo
May 19, 2007.

% http://www.blackstone.com/news/press_releases%5C05-20-2007.pdf

20 market News International Chiha Investment Corp Launched, Eyes Overseas Fin.
Investment€ September 29, 2007.

*1 South China Morning PostZ Boéird shows true colours of nation's new sovereign fundé @
October 6, 2007

22 Associated Pres&China's $200US billion fund to invest two-thirds at home; foreign plans
less ambitious.€ November 8, 2007

23 Market News Internationa&l Chitta CIC Head Envisions Role As Market Stabilizeré November
28, 2007.

24 Ziemba, Rachel® Hodv Is China Funding the Chinese Investment Corporation (CIC)?¢
http://www.rgemonitor.com/blog/economonitor/230764

Ny



