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HONG KONG (S&P d obal Ratings) Cct. 5, 2016--S&P d obal Ratings said today
that China's proposed reducti on of benchmark solar and wind tariffs for new
capacities reflects the governnent's intention to normalize investnent returns
on renewabl e energy.

The proposal is unlikely to have an i medi ate rating inpact on the country's

sol ar or wind power generators, including China Longyuan Power G oup Corp. Ltd.
(A-/Stable/--; cnAA/--), the | argest renewabl e energy operator in China,

because it will only tenper gains froma recent decline in costs. Moreover,

given the potential |obbying by industry operators, the final tariffs nmay be

hi gher than is proposed.

"W believe renewabl e power generators can earn reasonable returns on new
capacities despite the policy adjustnment,"” said S& d obal Ratings credit

anal yst Vincent Chow. "A potential inprovement in capacity utilization through
better execution of the guaranteed utilization hour policy could al so noderate
the negative inpact of the tariff cuts. Mreover, we believe the governnent
will maintain reasonabl e project returns to encourage ongoi ng renewabl e energy
i nvestment."

The proposed reduction in tariffs follows a decline in investnent and
financing costs for renewabl e power generators follow ng an upgrade of
technol ogy for renewabl e energy equi pnent and favorable funding conditions in
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recent years.

The government is encouraging the determination of tariffs for new capacities,
in particular for sone new sol ar projects, through open bidding instead of
fixed feed-in-tariff (FiT). This could lead to | ower project returns and
margi n conpression, and hints at the tariff regime nmoving toward unregul at ed
fromregul ated tariff. However, we expect mninmal inpact in the near term
because only a small share of new projects will be subject to bidding.

We note that a higher proportion of new solar projects are subject to bidding
conpared with wind projects because of the steeper reduction in costs for such
projects. Open bidding nmay help the governnent to ensure the tariffs or
project returns are reasonable to operators, but not excessive. The cost for
solar cell mnodul e has declined significantly in 2016. In the recent bidding,
the quotation for solar cell nodel declined to around Chinese renmnbi (RVB) 3
per watt versus around RVB4 per watt year ago.

On Sept. 29, 2016, the National Devel opnent and Reform Conm ssi on ( NDRC)
announced a drafted version of cuts in solar and wind power Fi Ts and sought
public opinion. Key highlights are: (1) Fi T for new onshore wind farns
approved from 2018 to be 5% 7% bel ow the | evel in previous proposal published
i n Decenber 2015; (2) More clarity on FiTs for offshore wind farms; (3)

23% 31% reduction in Fi T for solar farns approved after Jan. 1, 2017, versus
t hose approved in 2016; and (4) Local governnment to determine the operators
and tariffs through open biddi ng.

"We expect the Chinese government to maintain a generally favorable policy for
t he devel opnent of renewable energy to help achieve its target of increasing
the share of non-fossil fuel energy to 15% of total primary energy by 2020,
from11%in 2015," said M. Chow. To that end, the government plans to

i ncrease the solar/wind installed capacity to 160 gi gawatt (GW/250GW by 2020,
from 44GWN 130GWin 2015.

However, follow ng the rapid growmh of renewable energy in China in recent
years, the governnent is likely to gradually reduce the nmagnitude of support,
and seek nore market-based nmeasures to guide the industry devel opnent. W
believe the ultimate goal of the governnent is to have the sane tariffs for
all types of power through a market-driven nechani sm by 2020

The proposed tariff reduction could al so reduce the significant deficit in
nati onal renewabl e energy funds and alleviate the fiscal pressure on the
government. The long delay in subsidies to operators has adversely affected
their operating cash flows.

Only a rating coonmittee nay determne a rating action and this report does not
constitute a rating action.
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S&P d obal Ratings, part of S& d obal Inc. (NYSE: SPA), is the world's
| eadi ng provider of independent credit risk research. W publish nore than a
mllion credit ratings on debt issued by sovereign, nunicipal, corporate and
financial sector entities. Wth over 1,400 credit analysts in 26 countries,
and nore than 150 years' experience of assessing credit risk, we offer a
uni que comnbi nation of gl obal coverage and | ocal insight. Qur research and
opi nions about relative credit risk provide nmarket participants with
information that helps to support the growh of transparent, |iquid debt
mar ket s wor | dwi de.
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