


future trends, many people have different views. I think that the gradual
decline in demand is inevitable, as China's per capita cement demand
will not be maintained constantly at the level of 1.5-1.6 tons. However, I
don't think it will experience a cliff-like decline like Spain due to the
impact of the financial crisis, since the central government's control of
the macro economy far exceeds that of any other country in the world. It
is more about confidence and concept. Ten years ago, I said that
demand would decline, contrary to the widely-held view. Now that
everyone sees the decline, they are overly panicked. So I hold the view
that the decline in demand is for sure, but it will not be a cliff-like decline.

Currently, there needs to be a fundamental change in the industry's
mindset. Developed countries have also experienced overcapacity, but I
noticed that their business philosophy still focuses on commercial value.
Therefore, even when their demand has decreased way more
significantly, their operating profit has not experienced a cliff-like decline.
While our demand has not gone through a dramatic decline, the profits
have plummeted. So I believe that the core goal of the domestic cement
industry should be profit recovery, and the key to profit recovery is
pricing.

Aggregate and RMX Business: Current sand and gravel industry is
enjoying great profit. However, the pessimism toward the future is
prevalent. Industry wise, sand and gravel is more of a “short leg” product
compared with cement. Sand and gravel industry nationwide is not
concentrated though, regional market is highly concentrated. RMX
industry overcapacity emerged 10 years ago, and for these 10 years,
RMX has been hovering at the bottom. Nevertheless, the profit of the
whole industry has been increasing. The control of profit and bottom line
is better than cement since RMX’s business process and logistic
distance is shorter and is more regionally concentrated. In addition,
more cement and aggregate companies’ involvement in the RMX
industry will lead to more concentration. The business model including
the control of receivables will improve. In light of this, aggregate and
RMX industry can be expected.

Carbon Emissions: Carbon emissions have already seen the
introduction of multiple national policies. We expect the implementation
of dual control of carbon emission intensity and total volume, which will
bring more opportunities to the industry.

Overseas Markets: From the data we have collected, demand
should be relatively stable, and the capacity in most regions is
basically stable. Although some regions are also facing excess
capacity, they have basically found a balance. What needs







growth.

Domestic cement demand: This year will not see a significant
improvement. It is estimated that the overall demand will remain flat or
slightly decrease compared to last year. The downward trend in demand
is expected to continue this year, but it will not decrease as much as
some peers might imagine. The cement prices have essentially hit the
bottom. As the disclosure of the @倀





emphasis on environmental impact, the aggregate business in other
regions will also follow a similar logic towards a stable price range. From
a global market perspective, the gross profit of aggregate businesses in
developed regions is generally higher than that of cement businesses.

The aggregate business is a cold, intermittent production process, so
although the designed capacity may seem excessive, the actual
capacity is controllable.

Carbon market: The national unified carbon market is currently
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look at the local currency prices but also the prices converted into US
dollars.

Third, there must be some feasible channels for foreign exchange
conversion. It should be said that all these countries have some degree
of foreign exchange control, but basically, we can find reasonable
channels for currency exchange.

Finally, in terms of the overall foreign exchange risk management
strategy, the most important thing is to diversify investments and risks.
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M&A and leasing, which does not disrupt the supply-demand balance of
the regional market. Previously, Huaxin, together with some peers,
guided the cement and aggregate industries to shift towards the cash
sales model. Now, it is also leading the concrete industry to gradually
transition to cash on delivery, improving the situation of accounts
receivable. Currently, Huaxin's accounts receivable per unit RMX has
already fallen significantly below the industry average.

5. Mr. Li, you mentioned referring to the international experience
earlier and you think the margin of cement industry should keep
around 30%, has your thoughts changed? What’s your view to the
future? What’s your take on the time and scale of the adjustment in
the industry cycle?

I maintained my view on referring to the international experience. It’s a
process of mindset change. The profit following the overcapacity in
cement industry in Europe and America is good. 30% gross margin is
widely accepted. Japan and Korea also treaded the same path. They
went through the integration, and Japan’s top 3 concentration exceeds
80% now while Korea’s top 5 concentration exceeds 90%. The industry
will be more rational after the integration and the market expectation will
be more stable.

Back in 2015, domestic cement industry was gloomy. Then the top
enterprises reached a consensus and the industry enjoyed a five year
golden period.

Seen from the trend and current situation, this round of adjustment will
not take long.

6. What’s the outlook for the competitiveness of large and small
kiln lines? Will kiln lines below 1,500 tons clinker/day be phased
out?

I’ve always held the view that the larger the scale, the more efficient, the
lower the cost is a pseudo-proposition. When the market is growing,
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general direction.

Overseas is not ready for the integration, as these countries have not
reached the stage of development, and the current focus is still on
on-site mixing.

Regarding the cash flow of RMX, on the surface, the cash flow of RMX
may be negative, but we adopts integrated model, meaning that the
main raw materials including cement and aggregates are our own. We
have already achieved positive cash flow in cement and aggregates,
and for the entire group, the actual cash flow positive contribution has
been realized. It’s highly likely that the RMX business breaking even in
terms of cash flow in the future, which will continue to enhance the
overall cash flow contribution to the group.

9. Could you introduce the overseas management framework and
related cases?

In the early stages of the overseas operations, we focused on greenfield
projects, and local management was primarily based on Chinese and
Chinese-language. After the M&A model was initiated, we could only
send some core management and technical personnel to the sites, using
English or local languages as the working language, and then gradually
"transplant" the Huaxin systems and management systems, and
integrate cultures. This is an essential capability for western
multinational corporations, but it is a challenge for Chinese companies
moving towards globalization, and it is also a direction that must be
strived for.


