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Lianhe Global has affirmed ‘BB-’ global scale Long-term Issuer and Issuance
Credit Rating to Fujian Yango Group Co., Ltd.; Issuer Rating Outlook Stable

HONG KONG, 23 June 2020 - Lianhe Ratings Global Limited (“Lianhe Global”), an
international credit rating company, has affirmed ‘BB-’ global scale Long-term Issuer Credit
Rating to Fujian Yango Group Co., Ltd. (“Fujian Yango” or “the company”). The Outlook is
Stable.

Lianhe Global has also affirmed ‘BB-’ global scale Long-term Issuance Credit Rating to the
senior unsecured USD notes issued by Fujian Yango’s indirect wholly-owned subsidiary
Yango (Cayman) Investment Limited at the same time. A full list of affirmed issuance ratings
is included in this press release.

The Issuer Rating affirmation reflects Fujian Yango’s leading market position and brand
recognition in the Chinese property market operated by its main subsidiary Yango Group
Company Limited (“Yango”, ‘BB’/Stable), high financial leverage and moderately weak
profitability. The rating also considers Fujian Yango’s standalone soft liquidity profile and
significant indebtedness.

The Issuer Rating’s Stable Outlook reflects our expectation that Fujian Yango would remain
prudent in non-property acquisitions and continue maintaining a controlling stake in Yango,
which would acquire new land in a disciplined manner. This will help moderately improve its
financial leverage and EBITDA interest coverage in the following 12 to 24 months.

Key Rating Rationales

Yango Remained as Main Earnings Contributor: Fujian Yango engages in property
development as the largest shareholder of Yango with 34% ownership at end-2019 or 44%
including the shares held by Fujian Kangtian Industry Group Co., Ltd. acting in concert with
Fujian Yango. Yango contributed about 70% and 80% of Fujian Yango'’s total revenue and net
profit, respectively, during 2016 to 2019. Yango also constituted about 85% of Fujian Yango’s
total assets at end-2019.

We expect the revenue contribution from Yango to be more significant, considering its healthy
growth, steady gross margin, and performance track record.

Sizable and Diversified Land Bank Supports Consistent Contracted Sales Growth:
Yango had a sizable and diversified land bank portfolio with a total GFA at 41.0 million square
meters at end-2019 across dozens of cities in China, sufficient to support Yango’s contracted
sales growth for the next three years. Yango achieved total contracted sales of RMB211.0
billion (RMB135.1 billion in attributable amount) in 2019, which placed it among the top 15
property developers in China.
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Yango adjusted its strategic focus, concentrating on its financial profile improvement, value-
added services, and developing process modularization as attempts to sustain its business
margin against market headwinds. We expect Yango would selectively and cautiously expand
its current land bank portfolio by targeting metropolitan area around the identified strategic
cities in the next 12 to 24 months.

High Leverage Constrained Credit Profile: Fujian Yango’s consolidated financial leverage
as measured by adjusted gross debt! to capitalisation was high at 68.9% at end-2019 (end-
2018: 72.7%) mainly due to the company’s business expansions, ambitious investment
appetite and Yango’s previous aggressive debt-funded land acquisition. Its end-2019 adjusted
gross debt of RMB139.4 billion included RM44.2 billion short-term debt and RMB95.2 billion
long-term debt. Yango has decelerated its expansion and reined in its debt-funded land
acquisition since 2018 while enhancing its operating efficiency to shorten the cash collection
cycle of property development projects, all of which provided a solid basis of the overall
financial improvement for Fujian Yango.

Fujian Yango’s EBITDA interest coverage remained stable at about 0.9x in 2018 and 2019.
We expect Yango’s strategic change to moderately improve Fujian Yango’s overall financial
leverage and interest coverage if the company manages its growth aspirations in a more
prudent manner.

Perceivable Business Diversification Efforts Albeit Small Contribution: Fujian Yango has
been on a journey of enhancing its operation scope and diversity through investments in
subsidiaries and joint ventures. Apart from property development, the company ventured into
commodity trading, environmental protection, and education businesses.

The commodity trading business accounted for around 20%-35% of Fujian Yango’s total
revenue between 2016 and 2019, with a very low gross margin of about 0.5%. The
environmental protection equipment manufacturing subsidiary Fujian Longking Co., Ltd.
(“Longking”) that the company acquired in 2017 represented about 12.1% of Fujian Yango'’s
total revenue in 2019 with a reasonable gross margin of 21.9%. The educational service
segment only contributed about 0.7% of the company’s revenue in 2019.

Soft Standalone Liquidity Profile: Fujian Yango has significantly relied on debt financing to
support its equity investment and operation. We consider its standalone liquidity profile as
weak with total cash balance of RMBL1.8 billion versus the short-term debt of RMB3.2 billion
(including current portion of long-term debt) at end-2019. Nonetheless, Fujian Yango held
financial assets for trading purposes of RMBL1.7 billion on standalone basis at end-2019, which
primarily included structured deposits, wealth management products, and investment funds
that could be tapped into as standby liquidity sources on top of its marketable securities
investments.

1 Gross debt includes Fujian Yango’s reported interest-bearing debt, lease liabilities, and guarantee liabilities
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Fujian Yango has been able to refinance by using its credit facilities, including bank loans and
onshore and offshore bonds. While Fujian Yango has pledged most of its Yango and Longking
shares, its non-pledged securities portfolio can provide itself flexibility in managing its liquidity.

Rating Sensitivities

We would consider downgrading Fujian Yango’s rating if it were to pursue overly ambitious
business expansions (such as aggressive debt-funded investments and/or excessive
replenishment of Yango’s land bank) which results in an increase in its financial leverage as
measured by its EBITDA interest coverage below 0.8x or a gross debt to capitalisation ratio at
above 80% consistently, or its operating performance were to deteriorate such that either its
property contracted sales or cash flow from operating activities experience a material decline.

We would consider upgrading Fujian Yango’s rating if it were to lower its financial leverage as
measured by its EBITDA interest coverage above 2.0x, and a gross debt to capitalisation ratio
at below 60% consistently.

In addition, we would consider reassessing Fujian Yango'’s credit profile should Fujian Yango
significantly reduce its shareholdings in Yango or have material expansion into the other
businesses.

Any rating action on Fujian Yango’s rating would result in a similar rating action on the USD
notes.

Full List of Issuance Ratings
- USD310 million 12.5% senior unsecured notes due 2021 affirmed at ‘BB-’
About Lianhe Global

Lianhe Global is an international credit rating company that provides credit ratings to
corporations, banks, non-bank financial institutions, local government financing vehicles, and
other asset classes around the globe. Lianhe Global also provides credit risk research and
other services related to credit ratings.

Rating Methodology

The principal methodology used in this Fujian Yango’s rating is Lianhe Global's General
Corporate Rating Criteria published on 16 July 2018 which can be found at the website
www.lhratingsglobal.com.

Note: The above Issuer/lssuance Credit Ratings are solicited at the request of the rated entity
or a related third party.
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Contact Information

Primary Analyst
Joyce Huang
Senior Director
(852) 3462 9578

joyce.huang@lhratingsglobal.com

Secondary Analyst

James Lee

Associate Director

(852) 3462 9587
james.lee@lhratingsglobal.com

Committee Chairperson
Stan Ho

Chief Executive Officer

(852) 3462 9568
stan.ho@lhratingsglobal.com

Business Development Contact
Joyce Chi

Managing Director

(852) 3462 9569
joyce.chi@lhratingsglobal.com
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Disclaimer

Credit rating and research reports published by Lianhe Ratings Global Limited (“Lianhe Global”
or “the Company” or “us”) are subject to certain terms and conditions. Please read these terms
and conditions at the Company’s website: www.lhratingsglobal.com

A credit rating is an opinion which addresses the creditworthiness of an entity or security.
Credit ratings are not a recommendation to buy, sell, or hold any security. Credit ratings do
not address market price, marketability, and/or suitability of any security nor its tax implications
or consequences. Credit ratings may be subject to upgrades or downgrades or withdrawal at
any time for any reason at the sole discretion of Lianhe Global.

All credit ratings are the products of a collective effort by accredited analysts through rigorous
rating processes. No individual is solely responsible for a credit rating. All credit ratings are
derived by a credit committee vesting process. The individuals identified in the reports are
solely for contact purpose only.

Lianhe Global conducts its credit rating services based on third-party information which we
reasonably believe to be true. Lianhe Global relies on information including, but not limited to,
audited financial statements, interviews, management discussion and analysis, relevant third-
party reports, and publicly available data sources to conduct our analysis. Lianhe Global has
not conducted any audit, investigation, verification or due diligence. Lianhe Global does not
guarantee the accuracy, correctness, timeliness, and/or completeness of the information.
Credit ratings may contain forward-looking opinions of Lianhe Global which may include
forecasts about future events which by definition are subject to change and cannot be
considered as facts.

Under no circumstances shall Lianhe Global, its directors, shareholders, employees, officers
and/or representatives or any member of the group of which Lianhe Global forms part be held
liable to any party for any damage, loss, liability, cost, expense or fees in connection with any
use of the information published by the Company.

Lianhe Global receives compensation from issuers, underwriters, obligors, or investors for
conducting credit rating services. None of the aforementioned entities nor its related parties
participate in the credit rating process aside from providing information requested by Lianhe
Global.

Credit ratings included in any rating report are solicited and disclosed to the rated entity (and
its agents) prior to publishing. Credit rating and research reports published by Lianhe Global
are not intended for distribution to, or use by, any person in any jurisdiction where such use
would infringe local laws and regulations. Any user relying on information available through
credit rating and research reports is responsible for consulting the relevant agencies or
professionals accordingly to comply with the applicable local laws and regulations.

All published credit rating and research reports are the intellectual property of Lianhe Global.
Any reproduction, redistribution, or modification, in whole or part, in any form by any means is
prohibited unless such user has obtained prior written consent from us.

Lianhe Global is a subsidiary of Lianhe Credit Information Service Co., Ltd. The credit
committee of Lianhe Global has the ultimate power of interpretation of any methodology or
process used in the Company’s independent credit ratings and research.

Copyright © Lianhe Ratings Global Limited 2020.
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