S&P Global
Ratings

RatingsDirect’

Research Update:

Jiangsu New Headline Development
Group Co. Ltd. And HK Zhiyuan
Group Ltd. Outlooks Revised To
Negative; Ratings Affirmed

Primary Credit Analyst:
Apple Li, CPA, Hong Kong (852) 2533-3512; apple.li@spglobal.com

Secondary Contacts:

Susan Chu, Taipei (8862) 8722-5813; susan.chu@taiwanratings.com.tw
Yao Liu, Singapore +65 6216-1145; angie liu@spglobal.com

YeeFarn Phua, Singapore (65) 6239-6341; yeefarn.phua@spglobal.com

Table Of Contents

Overview

Rating Action

Rationale

Outlook

Ratings Score Snapshot
Related Criteria And Research

Ratings List

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT SEPTEMBER 13, 2016 1

1708936 | 302011238



Research Update:

Jiangsu New Headline Development Group Co.
Ltd. And HK Zhiyuan Group Ltd. Outlooks
Revised To Negative; Ratings Affirmed

Overview

* W continue to see an extrenely high likelihood that NHL will receive
timely and sufficient extraordinary support if needed fromits owner, the
Li anyungang governnent; but the governnent's debt burden and contingent
liabilities will increasingly strain the nunicipal's credit quality.

e W are revising our rating outlooks on NHL and Zhiyuan to negative from
stable. We are therefore lowering the long-term Greater China regiona
scale ratings on NHL to 'cnBBB from'cnBBB+ and on Zhiyuan to 'cnBB+
from'cnBBB-'.

* W are also affirmng our 'BB+ long-termcorporate credit rating on NHL
and 'BB' long-termcorporate credit rating on Zhi yuan

* The negative outlook on NHL reflects our view of the credit profile of
t he Lianyungang governnment. In our view, the conpany will receive
extraordi nary support fromthe governnment if needed over the next 12
mont hs and Zhiyuan will remain highly strategic to NHL.

Rating Action

On Sept. 13, 2016, S&P G obal Ratings revised its rating outl ook on Jiangsu
New Headl i ne Devel opnent Group Co. Ltd. (NHL) to negative fromstable. At the
same time, we affirned our 'BB+ long-termcorporate credit rating on the
conpany. In line with the outlook revision, we |owered our |ong-term G eater
China regional scale rating on NHL to 'cnBBB' from ' cnBBB+' .

In addition, we revised our rating outlook on HK Zhiyuan G oup Ltd. (Zzhiyuan)
to negative fromstable. At the sanme tinme, we affirmed our 'BB" [ong-term
corporate credit rating on Zhiyuan. In line with the outlook revision, we

| owered our long-term Greater China regional scale rating on Zhiyuan to
‘cnBB+' from'cnBBB-'.

We al so |owered our long-term Greater China regional scale rating on the U'S
dol | ar - denomi nat ed seni or unsecured notes issued by ZH YUAN Group (BVI) Co.
Ltd., a special purpose vehicle, to 'cnBB+ from'cnBBB-'. Zhiyuan
unconditionally and irrevocably guarantees the notes. At the sanme tinme, we
affirmed the 'BB' long-termissue rating on the notes.

NHL is a construction services provider and one of the largest financing and
i nvest ment conpani es of the Lianyungang munici pal government. Zhiyuan is NHL's
fully owned subsidiary, prinmarily positioned as the group's sol e funding
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vehicl e of fshore

Rationale

We revised the outl ooks on NHL and Zhi yuan because we believe the credit
quality of the Lianyungang munici pal governnent has weakened; the governnent
owns 100% of NHL. In our view, Lianyungang's financial capacity to provide
extraordi nary support to NHL, if required, is likely to dimnish further over
the next 12 nonths.

Li anyungang' s debt burden and contingent liabilities are likely to
increasingly strain the nunicipal's credit quality, in our view. The city is
exposed to traditional sectors such as salt production and steel that have
overcapacity issues. In the first half of 2016, econonic growth sl owed

consi derably, placing substantial pressure on the municipal's budgetary

per f or mance.

We expect the government's tax-supported debt to rise to around 200% of its
operating revenues in 2018 fromour estimte of 140% at year-end 2015. Qur
view i s based on the econom c sl owdown, which has hanpered previous

doubl e-digit fiscal revenue growth and nade countercyclical spending nore
necessary.

The rating on NHL reflects the credit profile of the Lianyungang government.
In our opinion, NHL has an extrenely high |ikelihood of receiving tinely and
sufficient extraordi nary government support if it comes under financial
stress. The rating on NHL is four notches above the company's stand-al one
credit profile (SACP) of 'b'.

Qur assessnment of extraordi nary governnent support reflects the follow ng
characteristics of NHL

* Very inportant role to the government. NHL undertakes construction
services on behal f of the Lianyungang government and devel ops
infrastructure projects on a build-and-transfer basis, particularly for
t he Li anyungang Econonic and Technol ogi cal Devel opnent Zone, an inportant
econonmi c region for the city. The zone contributed 24%to the city's GDP
in 2014 and 19%of its fiscal income, and NHL is the sole construction
operator in the zone. Mst of NHL's businesses are not commercial in
nature and it perforns these mainly for public service, such as urban
roads and public housing. Still, we do not consider NHL as having a
critical role to the governnent. This is given that the conpany's
construction and infrastructure devel opnent activity can be replaced by
ot her providers whenever necessary, although that won't be so easy
considering NHL's domi nant position in the city.

e Integral link with the governnment. The munici pal governnment owns 100% of
NHL, and we do not expect it to reduce its stake because the conpany wl|l
continue to undertake a public service for the governnent. The governnent
appoi nts NHL's seni or managenent, drives the conpany's busi ness strategy,
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and directly controls it through a comission such that we believe it has
direct control over its operations. A substantial portion of NHL's debt

i s considered governnment debt and consolidated into the governnment's
fiscal budget. W believe the severability of non-governnment debt from
governnent debt is limted.

Liquidity

W estimate that NHL has adequate liquidity on a stand-al one basis. W expect
the conpany's ratio of liquidity sources to liquidity uses to be nore than

1. 2x over the next 12 nonths.

Principal liquidity sources include:

e Cash and short-terminvestnments of Chinese renminbi (RVB) 1.3 billion at
the end of 2015.

 Ongoi ng governnent support through bank facilities of RvB4.0
billion-RvB6.0 billion during this tinme. A sizable portion of NHL's debt
is classified as governnent debt, which is borne and repayabl e by the
gover nnent .

Principal liquidity uses include:

* Debt repaynment of RVB4.0 billion-RvB5.0 billion over the conming 12 nonths.
e Marginally negative funds fromoperations in the com ng 12 nonths.

» Working capital outflow of about RMB1.5 billion during this tine.

e Capital expenditure of about RVMB200 nillion over the sane period.

NHL's liquidity sources should exceed liquidity uses even if our forecast

EBI TDA declines by 15% In addition, the conpany's state-owned enterprise |ink
allows it to maintain good relationships w th banks, as shown by its w de bank
connections and sufficient bank facilities for use. NHL has no financi al
covenants on its existing borrow ngs.

Outlook

The negative outlook on NHL reflects our view on the Lianyungang muni ci pal
government. At the same tinme, we continue to see an extrenely high |ikelihood
that the conmpany will receive extraordinary support fromthe governnment over
t he next 12 nonths.

The negative outl ook on Zhiyuan reflects the outlook on NHL and our view that
Zhiyuan will remain highly strategic to its parent over the next 12 nonths.
The rating on Zhiyuan will nove in tandemwith the rating on NHL (with a
one-notch differential) unless we reassess Zhiyuan's group status.

Downside scenario

We could lower the rating on NHL and Zhiyuan if we believe the

credi tworthi ness of the Lianyungang government will further deteriorate. The
rati ngs on NHL and Zzhiyuan nmay be lowered if the city's tax-supported debt
continues to grow significantly faster than operating revenues. W anticipate
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such a scenario should the governnment enbark on | arge-scal e stinulus spending
whi | e supply-side reforms in Lianyungang's manufacturing sector continue

wi t hout an inprovenent in economic growmh. In such a scenario, the municipal's
debt ratios will likely exceed 270% of operating revenues.

Al ternatively, we could lower the ratings on NHL i f we believe the likelihood
of extraordinary governnent support has materially dim nished.

Upside scenario

We coul d revise our outlook on NHL and Zhiyuan to stable if we believe the
credi tworthi ness of the Lianyungang government has significantly inproved.
This could occur if Lianyungang mtigates its debt burden by containing its

t ax- supported debt growth, operating revenues pick up through further economc
growmh, and reforns in its state-owned enterprise sector result in | ower
contingent liabilities.

Ratings Score Snapshot

Corporate Credit Rating: BB+ Negative/--

Busi ness risk: Wak

 Country risk: Mderately high
 Industry risk: Mdderately high
 Conpetitive position: Wak

Financial risk: H ghly | everaged
e Cash flow Leverage: Highly |everaged

Anchor: b-

Modi fiers

« Diversification/Portfolio effect: Neutral (no inpact)
e Capital structure: Neutral (no inpact)

 Liquidity: Adequate (no inpact)

 Financial policy: Neutral (no inpact)

 Managenent and governance: Fair (no inpact)
 Conparable rating analysis: Positive (+1 notch)

Stand-al one credit profile: b
e Likelihood of governnent support: Extrenely high (+4 notches from SACP)

Related Criteria And Research

Related Criteria

e Criteria - Governnents - International Public Finance: Methodol ogy For
Rating Non-U. S. Local And Regional Governments - June 30, 2014

e CGeneral Criteria: Methodology: Tineliness O Paynents: G ace Periods,
Guarantees, And Use O 'D And 'SD Ratings - Cctober 24, 2013
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e Legal Criteria: CGuarantee Criteria--Structured Finance - May 07, 2013

e CGeneral Criteria: National And Regional Scale Credit Ratings - Septenber
22, 2014

» CGeneral Criteria: S& d obal Ratings' National And Regional Scal e Mapping
Tabl es - June 01, 2016

e Criteria - Corporates - Ceneral: Corporate Mthodol ogy: Ratios And
Adj ustnments - Novenber 19, 2013

e Criteria - Corporates - Ceneral: Corporate Mthodol ogy - Novenber 19, 2013

e CGeneral Criteria: Methodol ogy: Managenent And Governance Credit Factors
For Corporate Entities And Insurers - Novenber 13, 2012

e Criteria - Corporates - Ceneral: Methodol ogy And Assunptions: Liquidity
Descriptors For d obal Corporate |Issuers - Decenber 16, 2014

e Criteria - Corporates - Ceneral: 2008 Corporate Criteria: Rating Each
| ssue - April 15, 2008

e Ceneral Criteria: Rating Governnent-Related Entities: Mthodol ogy And
Assunptions - March 25, 2015

e Ceneral Criteria: Methodology: Industry Risk - Novenber 19, 2013

e CGeneral Criteria: Country Ri sk Assessment Methodol ogy And Assunptions -
Novenber 19, 2013

e General Criteria: Goup Rating Methodol ogy - Novenber 19, 2013

» CGeneral Criteria: Use OF CreditWatch And Qutl ooks - Septenber 14, 2009

e Ceneral Criteria: Stand-Alone Credit Profiles: One Conmponent OF A Rating
- Cctober 01, 2010

 CGeneral Criteria: Methodol ogy For Linking Short-Term And Long- Term
Rati ngs For Corporate, |Insurance, And Sovereign |Issuers - May 07, 2013

e Criteria - Corporates - Industrials: Key Credit Factors For The
Engi neeri ng And Construction Industry - Novenber 19, 2013

Related Research
e Jiangsu New Headl i ne Devel opnent Group Co. Ltd., Jan. 5 2016

Ratings List

Ratings Affirmed; Qutl ook Action

To From
Ji angsu New Headl i ne Devel opment Group Co. Ltd.
Corporate Credit Rating BB+/ Negat i ve/ - - BB+/ St abl e/ - -
HK Zhi yuan Group Ltd.
Corporate Credit Rating BB/ Negati ve/ - - BB/ St abl e/ - -
Ratings Affirmed
ZHI YUAN Group (BVI) Co. Ltd.
Seni or Unsecured BB
Downgr aded
To From
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Ji angsu New Headl i ne Devel opnment Group Co. Ltd.
G eater China Regional Scale Rating cnBBB cnBBB+

HK Zhi yuan G oup Ltd.
Greater China Regional Scale Rating cnBB+ cnBBB-

ZH YUAN Group (BVI) Co. Ltd.
Seni or Unsecur ed cnBB+ cnBBB-

Certain terms used in this report, particularly certain adjectives used to
express our view on rating relevant factors, have specific nmeanings ascribed
to themin our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at ww. st andardandpoors. com for further

i nformati on. Conplete ratings information is available to subscribers of

Rati ngsDi rect at www. gl obal creditportal.comand at www. spcapitalig.com All
ratings affected by this rating action can be found on the S& G obal Ratings’
public website at www. st andardandpoors.com Use the Ratings search box | ocated
in the left colum.
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