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Lianhe Ratings Global Limited (“Lianhe Global”) has affirmed ‘A+’ global
scale Long-term Issuer Credit Rating of Henan Zhongyu Credit Promotion
Co., Ltd. ("HZCP”); Issuer Rating Outlook Stable.

Summary

The Issuer Rating reflects HZCP’s strong franchise and market position as the sole credit
enhancement company in Henan Province (“Henan”) as well as its strong capital base for
future business growth. The rating also considers its concentrated business profile,
diversified revenue resources, increasing profitability and low debt burden. Besides, the
People's Government of Henan Province (“Henan government’) would provide strong
support to HZCP if needed, in light of its majority ownership of HZCP, HZCP’s strategic
importance as the sole provincial credit enhancement company in Henan, the linkage
between the Henan government and HZCP and ongoing financial and policy support. In
addition, the Henan government may face significant negative impact on its reputation and
financing activities if HZCP encounters any operational and financial difficulties.

The Stable Outlook reflects our expectation that HZCP will maintain its monopoly market
position in Henan’s credit enhancement market and an adequate funding and liquidity
position which is commensurate with its credit profile.

Rating Rationale

The Sole Credit Enhancement Company in Henan with Monopoly Market Position and
Pivotal Strategic Role: HZCP still serves as the only provincial-level credit enhancement
company in Henan. It primarily focuses on credit enhancement and investment activities,
holding a certain level of importance within the financial system of Henan Province. The
company has a monopoly position in the credit enhancement field in Henan, providing it with
significant advantages in business operations. Additionally, the company plays a crucial and
irreplaceable role in expanding financing channels, facilitating the financing needs of local
enterprises, and boosting the financing activities in the bond market in Henan.

Ongoing Business Growth with Substantial Capacity and Minimal Claim History:
HZCP’s credit enhancement business balance significantly increased to RMB18.3 billion at
end-June 2024 from RMBL1.7 billion at end-2022, most of which were provided to local
investment and development companies (“LIDC”) in Henan. The outstanding guarantees to
capital ratio remained low at 1.46x at end-June 2024, indicating substantial potential for
future business expansion. However, regulatory restrictions on LIDC financing could affect
the expansion of its bond credit promotion business. HZCP has not encountered any
instances of compensation in the proportion business. All credit enhancement operations
have been conducted exclusively within Henan, indicating a high regional concentration.

Increasing Profitability on Expanding Business Scale: With ongoing growth in the credit
enhancement business in the first six months of 2024, HZCP achieved a total profit of
RMB286.9 million, with annualized average return on asset (“ROA”) of 3.9% (2023: 3.0%).
Given the moderately low guarantee exposures, the future holds substantial potential for
business growth and an increase in profitability, especially considering the company’s
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unique position as the exclusive credit enhancement entity in Henan. Besides, the
company’s venture into investment activities and entrusted loan business would further
enhance profitability.

Strong Capital Base and Low Leverage: HZCP’s equity capital rose to RMB12.1 billion at
end-September 2024 and shareholders increased to 19 from 6 following the introduction of
strategic investors in September 2023 (including 14 core LIDCs in Henan and provincial
financial institutions) injecting RMB8.0 hillion of new capital. As in the early development
stage, HZCP had a relatively small debt scale of RMB2.9 billion at end-September 2024.
Despite a rise in the debt/capitalization ratio from end-2022 to end-September 2024, the
ratio remains below 25%, indicating a very low level of leverage.

Strong External Support from Henan Government: We expect HZCP is likely to receive
very strong support from the Henan government if needed. The Henan Provincial State-
owned Assets Supervision and Administration Commission (“Henan SASAC”) holds the
majority of HZCP’s shares via Central Plains Yuzi Investment Holding Group Co., Ltd. (“Yuzi
Group”), a local investment and development company acting as the sole provincial-level
investment and financing entity for urbanization and affordable housing construction in
Henan. Henan SASAC is the actual controller of the company and the Henan government
has the final decision-making authority and supervises the company on a regular basis. As
the sole credit enhancement entity in Henan, HZCP benefits from ongoing support in capital
and business expansion from the Henan government. With its expanding operations,
HZCP’s significance in maintaining economic and financial stability in Henan is anticipated
to grow. In addition, the Henan government may face significant negative impact on its
reputation and financing activities if HZCP encounters any operational and financial
difficulties.

Rating Sensitivities

We would consider downgrading HZCP’s rating if there is 1) significant deterioration in its
credit profile, such as notably weakened capital adequacy, significant increase in
compensation rate, and weakened funding structure etc., or 2) there is perceived weakening
in support from the Henan government, particularly due to its reduced strategic importance
with diminished government functions, or (3) there is a downgrade in our internal credit
assessment on the Henan government.

We would consider upgrading HZCP’s rating if there is an upgrade in our internal credit
assessment on the Henan government.

Company Profile

HZCP was established on February 8, 2022, with Henan Yuzi Urban and Rural Integration
Construction and Development Group Co., Ltd. (“Yuzi Integration”) as the initiator and
controlling shareholder. The initial registered capital was RMB4.0 billion. In July 2022, Yuzi
Integration transferred its holdings in the company to Henan Province Enterprise Credit
Insurance Fund, Henan Zhongyu Asset Management Co., Ltd., China Pingmei Shenma
Energy and Chemical Group Co., Ltd., Luoyang Heluo New Industry Investment
Development Co., Ltd., and Henan Asset Management Co., respectively.

In September 2023, HZCP received a capital injection of RMB8.0 billion, increasing the paid-
up capital to RMB12.0 billion. The number of shareholders increased from 6 to 19, with the
new shareholders mainly consisting of 14 local LIDCs in various cities in Henan. Yuzi
Integration, as a wholly-owned subsidiary of Yuzi Group, is the controlling shareholder of
the company. Yuzi Group is a wholly state-owned enterprise under the Henan SASAC,
making the Henan SASAC the actual controller of the company.
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Appendix I: HZCP’s Rating Factors

Key Factors Weight Initial Rating
I. Operating Environment 15.00% bbb+

Il. Business Analysis 25.0% a-

lll. Governance and Management 5.0% a-

IV. Risk Management and Exposures 20.0% bbb+

V. Financial Profile 35.0% a-
Stand-Alone Creditworthiness 100.0% a-

VI. External Support Very Strong
Issuer Credit Rating A+
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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 generally including audited financial statements, interviews, management discussion and analysis,
relevant third-party reports, and publicly available data sources to conduct our analysis and uses reasonable measures so that
the information it uses in assigning a credit rating is of sufficient quality to support a credible credit rating. However, 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. Please see Lianhe Global’s website for the last rating action and the rating history. Please see Lianhe Global’s website for
the methodologies used in determining ratings, further information on the meaning of each rating category, and the definition of
default.

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 for
solicited ratings.

Credit ratings included in any rating report are disclosed to the rated entity (and/or 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 ratings 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 China Lianhe Credit Rating 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 2024.
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