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Our outlook for Local Government Financing Vehicles (LGFVs) in Hunan Province is stable. This outlook expresses
Fareast Credit’s expectations for the fundamental credit conditions inLocal Government Financing Vehicles in Hunan

Province (HNLGFVs) over the next 12 months.

SummaryofOpinions

Our outlook for Local Government Financing Vehiclesin Hunan Province (HNLGFVs) is stable, which is based on our
expectation of stable macro-economy growth in Hunan Province and its subordinate regions in the next 12 months, steady
financial revenue growth &controllable debt risk of local governments, and HNLGFVs bond issuers’ stable operation,

stable debt leverage and positive support from external forces such as local governments.

Underpinning our stable view of the outlook for HNLGFVs' credit status over the next 12 months is our expectation of
stable macro-economic and fiscal revenue growth of Hunan Province and its subordinate regions, and the great potential of
urbanization development in Hunan Province, the policy support of urbanization development and infrastructure
construction in Hunan Province, the financial resources of local governments and other external forces which will actively
support HNLGFVs, as well as the stable operating conditions and debt leverages of sample bond issuers of HNLGFVs.
Under the stable situation of Covid-19 epidemic prevention and containment and the situation of macro-economic
transformation and development, the resilience of regional economic development in Hunan Province and its subordinate
regions will continue to appear, the macro-economy of Hunan Province and its subordinate regions may maintain a steady
growth situation, and the financial resources of Hunan Province and its subordinate local governments may maintain a
steady growth situation. From the perspective of the construction environment of urban investment projects in Hunan
Province, the development potential of urbanization in Hunan Province is significant. Benefit from local governments
actively supporting the regional economic construction and the development of new-type urbanization, Hunan Province
urbanization construction is expected to be strengthened. From the micro perspective: (1) most of the actual controllers of
sample HNLGFVs bond issuers are local governments, State-owned Assets Supervision and Administration Commissions,
Bureaus of Finance or Park Administrative Committees etc. (2) Sample HNLGFVs bond issuers are important carriers
oflocal urban infrastructure construction or operation management, land consolidation and development, and state-owned
assets operation, etc. (3) Sample HNLGFVs bond issuers generally have unobstructed financing channels, and can get local

governments' support such as financial subsidies, assets injection. (4) Some HNLGFVs bond issuers get credit enhancement
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support. (5) The overall business scale of sample HNLGFVs bond issuers is increasing steadily, the average debt leverage

level of sample HNLGFVs bond issuers is stable, and the asset liquidity is generally good.

These are factors that may restrict the credit quality improvement of HNLGFVs: (1) Under the influence of complex
economic situation and Covid-19 epidemic prevention and containment, the growth rate of fiscal revenue of local
governments in Hunan Province has been generally stable and slowed down, the balances of local governments debt have
been growing, and the debt ratios of local governments have marginal pressure to increase, which will marginally weaken
the ability and willingness of local governments’ support for HNLGFVs. (2) Considering the maturity of the sample
HNLGFVs' existing bonds, the maturing pressure of the bonds will gradually increase in the near future, which will
aggravate the debt repayment risk of the sample HNLGFVs. (3)The total balance of external guarantee of sample
HNLGFVs is about 250 billion yuan, so they are faced with certain contingent liability risk. (4) The sample HNLGFVs
continue to show the tendency of short-term debt and long-term asset, and the mean and median value of conservative
quick ratios have declined, reflecting the aggravation of liquidity pressure. (5) The interest-bearing debts of the sample
HNLGFVs continue to increase steadily, and EBITDAs go down in a wavelike way. With the growth of interest-bearing
debts in the future, the overall coverage of EBITDA on interest-bearing debt of the sample HNLGFVs tends to weaken, and
the situation may continue. (6) Most of the sample HNLGFVs' ratings are AA or above, while the numbers of AA minus
and non-rated enterprises are relatively few. Affected by the tightening of financing policies such as the new rules on
corporate bond information disclosure and the tightening supervision of local government implicit liabilities, some

relatively weak qualified companies of HNLGFVs may face the pressure of refinancing.

The stable outlook for the overall HNLGFVs is consistent with the rating outlook of most HNLGFVs bond issuers. Among
the sample HNLGFVs which disclose credit ratings publicly, most sample companies have the stable rating outlook. It is
expected that the debt paying ability of HNLGFVs will be enhanced by the following factors: the steady growth of
economic and financial strength of local governments in Hunan province, the significant potential of population and land
urbanization, the dividend drive of policies of supporting infrastructure construction and urbanization development and
other related policies, the continuous support for HNLGFVs from external forces such as the governments, unobstructed

financing channels and the credit enhancement support etc.
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