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Summary Report: Policy Framework for Local Government Debt Resolution and LGFV
Transformation

China’s recent policy releases, including the Government Work Report, reports from the
National People’s Congress Financial and Economic Affairs Committee, and the outline of the
15th Five-Year Plan, provided clearer policy guidance on local government debt resolution
and the transformation of local government financing vehicles (“LGFVs”).

These policy documents collectively outlined a coordinated framework focusing on three key
aspects: strict control of new implicit debt, optimization of debt resolution, and promotion of
LGFV transformation. Strict fiscal discipline reinforced constraints on new implicit debt, while
policy focus for existing debt shifted toward the management of operating debt, supported by
restructuring, replacement, and coordinated fiscal-financial measures. The LGFV
transformation aimed to promote their high-quality and sustainable development.

Preventing New Implicit Debt

These policies emphasized strict fiscal discipline and firm containment of new local
government implicit debt. Regulatory authorities strengthened accountability mechanisms,
including cross-departmental joint punishment systems, to address illegal borrowing and
improper debt resolution. The Government Work Report emphasized the prohibition of implicit
debt as a non-negotiable rule, while other policy report integrated this requirement into the
management of government investment projects. The 15th Five-Year Plan further reinforced
the prevention by proposing a full-scope monitoring and regulatory system.

The coordinated policy approach reflects a comprehensive governance framework that
integrates penalties, procedural constraints, and long-term institutional mechanisms. This
indicates a shift toward tightening the boundary of government borrowing and reinforcing
discipline at both the initial and subsequent stages. The emphasis on a comprehensive
monitoring system further demonstrates the government’s intention to institutionalize risk
prevention and establish a sustainable governance structure for local debt management.

Optimizing Debt Resolution

The policy focus shifted toward managing operating debt associated with LGFVs with
particular emphasis on resolving non-standard debts. Authorities aimed to optimize debt
restructuring and replacement mechanisms, while strengthening full-scope monitoring of local
government liabilities and restricting the expansion of financing platforms.

Fiscal and financial policies were designed to work in tandem. Central government transfer
payments, special government bonds, and long-term investment funds will provide fiscal
support, while relaxed monetary policies, financing environment improvements, and
innovative financing instruments will help ease refinancing costs and pressures. This
coordinated approach reflects a move from reactive crisis management to proactive, full-
process risk control, balancing debt resolution with economic resilience.

Driving Transformation
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Policy directives emphasized the need to divest LGFVs of their government financing functions
and promote their substantive transformation. Authorities called for a clear division of
responsibilities between the government and enterprises, and for measures such as
liquidation, restructuring, market-oriented transformation, and asset injection to facilitate the
transformation of LGFVs. Simultaneously, strict restrictions were imposed on the
establishment of new financing platforms. The 15th Five-Year Plan also provided specific
development directions, including urban renewal, infrastructure upgrading, green
development, and revitalization of existing assets, guiding the pathways for LGFVs to
transform towards market-oriented and sustainable business models. This will drive LGFVs to
transfer from entities primarily engaged in project financing and construction to roles such as
urban operators and industrial development facilitators, thereby enhancing their ability to
generate sustainable cash flow.

Note: This report is an executive summary. For full details, please refer to the original report
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Disclaimer

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

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

Lianhe Global conducts its 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 rating is of sufficient quality to support
a credible 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. 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, investors or
principals for conducting rating services for solicited ratings. An unsolicited rating is a rating
that is initiated by the Company and not requested by the issuer, underwriters, obligors,
investors or principals.

Ratings included in any rating reports are disclosed to the rated entity (and/or its agents) prior
to publishing. Rating reports 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 rating reports and
research reports is responsible for consulting the relevant agencies or professionals
accordingly to comply with the applicable local laws and regulations.

All published rating reports 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 Lianhe Global.

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