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— . to Henan Zhongyu Credit Promotion Co., Ltd., with
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) — : stable outlook.
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Outlook Stable The Ag+ long-term credit rating of Henan Zhongyu Credit Promotion Co.,

Ltd. (“HZCP” or the “Company”) is underpinned by the Company’s (1)
strong market position as the first credit enhancement company in
Henan Province; (2) solid capital base supported by its large state-
owned enterprises (“SOEs”) shareholders; and (3) good funding access.

However, the rating is constrained by the Company’s (1) concentrated
risk exposure in Henan Province; (2) business development and
profitability that are subject to economic and policy changes; and (3) lack
of operating track record.
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Rating Drivers

e Strong strategic position as the first credit enhancement company in Henan Province
e Concentrated risk exposure in Henan Province

e Business development and profitability are subject to economic and policy changes
e Lack of operating track record

e Solid capital base supported by its large SOEs shareholders

e High likelihood to receive government support, when necessary

Rating Sensitivities
What could upgrade the rating?

The rating could be upgraded if (1) the likelihood of receiving government support increases such as higher
policy roles or greater strategic importance in Henan Province; and (2) the Company’s institution profile has
significantly strengthened such as improved profitability, better coverage in potential claims or larger high-liquid
asset holdings.

What could downgrade the rating?

The rating could be downgraded if (1) the likelihood of receiving government support decreases such as the
weakened strategic importance in Henan Province; or (2) the Company’s institution profile deteriorates, such
as sharp decrease in capital adequacy or sharp asset quality.

Key Indicators

2022FY 2023H1
Total Assets (RMB billion) 4.1 4.6
Total Equity (RMB billion) 4.1 4.1
Net Profit (RMB billion) 0.1 0.1
Return on Equity (%) - -
Accumulated Claim Ratio (%) 0.0 0.0
Risk Reserve/Outstanding Guarantees (%) 0.1 0.4
High Liquid Assets/Total Assets (%) 30.5 3.9

All ratios and figures are calculated using CCXAP’s adjustments.

Source: Company information, CCXAP research
Corporate Profile

HZCP was the first provincial credit enhancement company in Henan Province founded under the guidance of
the State-owned Assets Supervision and Administration Commission of Henan Provincial Government (“Henan
SASAC”) in February 2022. It has a high policy role in facilitating the development of regional direct finance,
enhancing the financing abilities of local enterprises, and optimizing the financial environment of Henan
Province. HZCP mainly provides traditional credit enhancement services to standardized bond market products,
such as Medium-term Notes (MTN) and Corporate Bonds. The Company also engages in investment business,
mainly in fixed income products. In September 2023, HZCP completed a capital expansion of RMB8.0 billion,
which was provided by the key SOEs in Henan Province.

HZCP is owned by provincial and municipal SOEs. As of 30 September 2023, major shareholders of the
Company included Henan Yuzi Urban-Rural Integration Construction & Development Group Co Ltd (“HYUG”)
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(holding 17.5%) and Henan Enterprise Credit Insurance Fund (Limited Partnership) (“Henan Insurance Fund”)
(12.5%) and China Pingmei Shenma Holding Group Co., Ltd. (“Pingmei Shenma”) (8.3%). The ultimate
controller of the Company is Henan SASAC.

Exhibit 1. Shareholding chart as of 30 September 2023

Henan Yuzi Urban Rural Integration Construction and Development Group Co_, Ltd. 17.5%
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Henan Enterprise Credit Insurance Fund (Limited Partnership) 12.5%
At etRES HREH0O
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Source: Company information, CCXAP research

Rating Considerations

Operating Environment

HZCP is domiciled in mainland China and most of its revenue is generated in Henan Province. HZCP’s macro
profile is Medium, which reflects Henan Province’s (1) robust economic and fiscal strength, (2) good institutional
strength, and (3) improving operating environment for financial guarantors. However, the macro profile is
undermined by (1) low barriers to entry of China’s financial guaranty sector, which drive a lower rate of
underwritten premium; and (2) weakened credit condition, which may increase the industry’s vulnerability.

China has strong economic fundamentals and institutional strength. China also demonstrated a good, albeit
moderating, economic recovery in 2022. It is the second-largest economy in the world, with a gross domestic
product (“GDP”) of RMB121 trillion in 2022, representing a year-on-year (“YoY”) growth of 3.0%. China’s GDP
is expected to grow moderately at around 5.3% YoY for 2023, supported by China’s border reopening and the
recovery in production and domestic demand. In addition, China’s strong institutional strength is reflected in the
long-term stability of its political environment and the high efficiency of its government.

Henan Province has a relatively stable economic growth, providing a good support for the development of the
financial industry in Henan Province. It is located at the junction of the three major regions in China, including
eastern, central and western regions. It has a strategic position as an important transportation and
communication hub, and a material distribution center in China. With the good transportation and location
advantages, Henan Province’s economic strength improved steadily with general regional product (“GRP”)
increasing from RMB5.5 trillion to RMBS6.1 trillion from 2020 to 2022, ranking 5" among all provinces in China
over the past three years. Henan Provincial Government’s fiscal strength also improved along with the economic
growth. In 2022, the general public budgetary revenue amounted to RMB425.0 billion. As of end-2022, the
balance of financial institutions’ deposits in RMB in Henan Province amounted to RMB9,255 billion, representing
an YoY increase of 12.3%; the balance of loans in RMB was RMB7,553 billion.
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The operating environment for Chinese financial guarantors is improving with a clearer regulatory framework
and supportive government stance. In 2017, the State Council issued the “Regulation on the Supervision and
Administration of Financing Guarantee Companies” ( (&% {18/~ 8 i &% ¥ 4 %]) ) and the China Banking
and Insurance Regulatory Commission released the supplementary provisions in 2018 and 2019, to clearly
define the responsibility of the supervisory bodies and related regulatory metrics. In September 2023, the
Financial Supervision and Administration Bureau of Henan Province also released the “Guidelines for the
Supervision and Rating of Financing Guarantee Companies in Henan Province” ( ¥ ¥ & gk % 18 & /» 8 W & 7
% T1E455]) ) to effectively strengthen the supervision of financing guarantee companies, and promote the
standardized and healthy development of the financing guarantee industry in Henan Province.

However, the Chinese financial guaranty industry has low concentration with low entry barriers and the sector
is highly fragmented with different market participants. This may put higher pricing pressure on premium rates
and erode financial guarantors’ profitability in the long run. In addition, the weakened credit condition, such as
increasing default events and limited financing environment for particular industries, may increase the
vulnerability of the guaranty industry.

Institutional Profile
Strategic position as the first credit enhancement company in Henan Province

HZCP is the first credit enhancement company established in Hennan Province. Under the guidance of the
People's Bank of China, the National Association of Financial Market Institutional Investors, and the Henan
Provincial Local Financial Supervision Bureau. HZCP has a high strategic role for the local government in
preventing systemic financial risk and optimizing the financial environment in Henan Province. It helps assist
the government to build to a risk sharing mechanism in the province and broaden financing channels for local
enterprises with lowering funding costs. The default of Yongcheng Coal & Electricity Holding Group Co., Ltd., a
large local state-owned coal mining company in Henan province, has made a big hit to the financing market of
the province in 2020, leading a substantial economic loss for Henan Province and bringing the reputation risk
to the local government. HZCP is established with a strategic aim to improve the stability of capital market in
Henan Province.

Since its establishment in 2022, HZCP has actively expanded its business and achieved rapid growth in the
scale of its credit enhancement business. As of 30 June 2023, it has provided credit enhancement of RMB7.4
billion in aggregate. The Company has a dominate market position in Henan Province, with over 60% market
share in bond guarantees provided by professional credit enhancement companies in 2023. HZCP also enjoys
the ongoing growth of China’s bond market in its traditional credit enhancement business in standardized bond
products and is going to extend the coverage to other innovative products such as ABS, CRMA, and CRMW.
HZCP’s strong capital strength also supports the implementation of comprehensive risk management and hiring
experts.

Geographic concentration of guarantee portfolio in Hennan Province

HZCP’s asset quality is moderate with geographic concentration of its guarantee portfolio mainly in Hennan
Province, given its strategic position in the region. The risk appetite of the Company is expected to increase
along with its business expansion. While HZCP’s existing customers are mostly constituted by municipal level
SOEs, we believe the Company may extend more of its coverage to county-level SOEs in the future to capture
business growth. Thus, we expect that HZCP’s business performance is susceptible to the credit change of
local enterprises.

Henan Zhongyu Credit Promotion Co., Ltd. 4



Www.ccxap.com

HZCP has a small business scale that results in a concentrated guarantee portfolio. The largest client accounted
for around 17.0% of its core capital and 13.5% of the total credit enhancement amount as of 30 June 2023.
Such client concentrated risk could be partly mitigated by HZCP’s high-quality client base and sufficient risk
control measures. Most of the clients are SOEs and local infrastructure investment and financing companies
(“LIIFCs”) that are backed by government support or favorable policy. These clients are relatively less vulnerable
to the economic cycles and are more likely to receive solid government support in stressed scenarios. Apart
from that, the Company also undertakes necessary risk mitigation measures. Most of the clients are required to
provide third-party guarantees or asset pledges to reduce the potential losses, such as land, properties, equity
shares and accounts receivables with reasonable liquidity.

In addition, the Company’s credit enhancement portfolio is mainly made up of credit enhancement portfolio on
traditional products such as MTN and corporate bonds. Most of these products are simple and have higher
information transparency that lowers the risk of misevaluation.

Business development and profitability are subject to economic and policy changes

HZCP’s business development and profitability closely link with local economic and policy changes. Guarantors
in China face high competition that may diminish their profitability. The internal capital generation of HZCP
remains weak as it has a small scale of revenue and profit. Because of the limited credit enhancement business,
the Company recorded a revenue of RMB3.2 million in 2022. The net profit of the Company was RMB92.3
million over the same period, contributed mainly by fixed-income investments. The Company has established a
mechanism for its provision reserve to against contingent risks, including risk provision for credit enhancement
liability, special risk provision and technical risk provision. However, the Company’s risk provisions were still
small of RMB32.0 million, given its short operating record. The provisions to outstanding credit enhancement
ratio was approximately 0.4%, as of the same date.

HZCP’s investment business includes fixed-income investments and equity investments, which generated
supplementary income to the Company. HZCP has offered loans to the key subsidiaries of its shareholders and
invested in bonds that are guaranteed by the Company in guarantee business. It may also timely invest in bonds
that are deemed to be undervalued in the secondary market, given its information advantage in local market.
Most of the Company fixed-income investments are issued by LIIFCs in Henan Province. In addition, HZCP
provides liquidity to local enterprises through equity investment. The Company is expected to invest in growing
sectors in the future such as new energy, semiconductors, new materials, and high-end intelligent
manufacturing industries. The Company’s interest income and investment gains were recorded at RMB82.0
million and RMB47.4 million in 2022 respectively, which help support its bottom-line profitability. However, the
volatility of the stock market, coupled with the occurrence of credit events, will exert greater challenges to the
Company’s investment strategy and asset allocation.

We believe that HZCP’s business scale will continue to grow over the next 12 to 18 months. It has a relatively
large scale of credit enhancement project reserves of more than RMB20.0 billion in different bond products. We
also expect the Company will receive strong business support from its shareholders, given its strategic position
in Hennan Province.

Solid capital base supported by its large SOEs shareholders

HZCP’s capital profile is strong which is supported by large capital expansion from local SOEs. These provide

the Company with a healthy loss-absorption buffer against unexpected market volatilities. HZCP was initially

established by HYUG, and jointly invested with other five large SOEs in Henan Province, including Henan
I EEEE——————————————————————————
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Insurance Fund, Pingmei Shenma, Henan Zhongyu Asset Management Co., Ltd., Luoyang Jinhe Investment
Development Co., Ltd, and Henan Asset Management Co., Ltd., with a registered and paid-in capital of RMB4.0
billion. In September 2023, HZCP completed a substantial capital expansion of RMB8.0 billion, which was
provided by some of its shareholders and other municipal SOEs in Henan Province. After the capital expansion,
HZCP’s paid-in capital has increased to RMB12.0 billion.

Moderate level of liquid resources

The liquidity risk of HZCP mainly comes from the mismatch between its on-balance sheet assets and off-balance
sheet contingent liabilities. Liquid resources offer buffers to a financial guarantor to meet its unexpected liabilities.
We consider HZCP’s liquid resources were moderate with a liquidity ratio (measured by high liquid assets/total
assets) of approximately 3.9% as of 30 June 2023.

The relatively moderate liquidity ratio of HZCP could be partially offset by its reliable liquid resources as well as
its good access to capital. The Company has maintained a good relationship with large domestic banks. As of
30 June 2023, the Company had obtained total bank credit facilities of RMB18.4 billion, with an unutilized
amount of RMB18.1 billion. With HZCP’s good risk management ability and prudent business development
strategy, we expect that the Company’s existing liquid assets and available access to funding can cover the
possible claims in the following 12-18 months.

External Support
High likelihood to receive government support when necessary

We expect that HZCP is likely to receive support from the Henan Provincial Government when necessary. This
expectation incorporates our considerations that the Company (1) is indirectly owned and controlled by the
Henan Provincial Government; (2) has very high strategic importance in further optimizing financial environment
in Henan Province; and (3) solid supporting track record from the government.

HZCP has a very important position in the financial system of Henan Province. Being the first established credit
enhancement company under the guidance of Henan SASAC, HZCP has a strong strategic and functional role
in promoting the construction of risk sharing mechanisms and credit risk systems in capital market, which helps
to increase the proportion of direct financing, reduce financing costs, and enhance direct financing capabilities
of enterprises, as well as promote the high-quality development of the bond market in Henan Province. A default
of HZCP is expected to bring very high reputation risk to the Henan Provincial Government and material impacts
on local financial market.

The Company has received solid track record of support from the Henan Provincial Government and its key
shareholder in terms of capital injection and business expansion. We expected the importance of HZCP to the
stability of the economic and financial environment in Henan Province will continue to increase along with its
ongoing expansion.

Rating Methodology

The methodology used in this rating is the Rating Methodology for Financial Guarantors (January 2022).
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Copyright © 2023 China Chengxin (Asia Pacific) Credit Ratings Company Limited (“CCXAP”). All rights reserved.

No part of this publication may be reproduced, resold, or redistributed in any form or by any means, without prior written
permission of CCXAP.

A credit rating is the analytical result of current credit worthiness and forward-looking opinion on the credit risk of a rated
entity or a debt issue. Credit ratings issued by CCXAP are opinions on the current and relative future credit risk of the rated
entities or debt issues, but do not address any other risks, including but not limited to liquidity risk, market price risk, and
interest rate risk.

Credit ratings, non-credit assessments, and other opinions included in CCXAP’s publications are not recommendations for
investors to buy, sell, or hold particular securities, nor measurements of market value of the rated entities or debt issues.
While obtaining information from sources it believes to be reliable, CCXAP does not perform audit and undertakes no duty
of independent verification or validation of the information it receives from the rated entities or third-party sources.

All information contained herein belongs to CCXAP and is subject to change without prior notice by CCXAP. CCXAP
considers the information contained herein to be accurate and reliable. However, all information is provided on an "as is"
and "as available" basis and CCXAP does not guarantee accuracy, adequacy, completeness, or timeliness of the information
included in CCXAP’s publications.

To the extent where legally permissible, CCXAP and its directors, officers, employees, agents and representatives disclaim
liability to any person or entity (i) for any direct or compensatory losses or damages, including but not limited to by any
negligence on the part of, and any contingency within or beyond the control of CCXAP or any of its directors, officers,
employees, agents or representatives, arising from or in connection with the information contained herein or the use of or
inability to use any such information; and (ii) for any indirect, special, consequential, or incidental losses or damages
whatsoever arising from or in connection with the information contained herein or the use of or inability to use any such
information, even if CCXAP or any of its directors, officers, employees, agents or representatives is advised in advance of
the possibility of such losses or damages.

China Chengxin (Asia Pacific) Credit Ratings Company Limited
Address: Suites 1904-1909, 19/F, Jardine House,

1 Connaught Place, Central, Hong Kong
Website: WWW.ccxap.com

Email: info@ccxap.com
Tel: +852-2860 7111
Fax: +852-2868 0656

Henan Zhongyu Credit Promotion Co., Ltd. 7


http://www.ccxap.com/
mailto:info@ccxap.com

