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QPIG- Is it a LGFV or SOE?
Qinghai Provincial Investment Group (“QPIG” or “the company” or in Chinese “青海省投资集
团有限公司”) is under the spotlight for missing its interest payment on 22 February 2019.
QPIG had a prior incident of nearly missing scheduled payment in 2018. Many media outlets
refer QPIG in their reports as an LGFV and subsequentially have started to question
Chinese local and central governments’ willingness to support LGFVs. Lianhe Global
believes QPIG is an SOE rather than an LGFV. While Lianhe Global does not currently rate
QPIG, we are able to reach our assessment on the nature of QPIG based on publicly
available information.
QPIG is an aluminium producer in Qinghai Province which Lianhe Global considers as a forprofit business entity. It is owned and controlled by Qinghai Provincial State-owned Assets
Supervision and Administration Commission (“SASAC”) according to the company’s 2018
interim financial filing. Hence, Lianhe Global classifies QPIG as an SOE rather than an
LGFV.
We believe this is a typical case of misnomer in which the company’s name Qinghai
Provincial Investment Group may give investors the impression or suggestion of being an
LGFV.
How does Lianhe Global differentiate between SOEs and LGFVs?
LGFVs and SOEs are both institutions with state ownership, while LGFVs are usually directly
owned or ultimately controlled by local governments. In addition, an entity to be classified as
an LGFV usually acts as an extension of government functions, such as being responsible for
financing and investing infrastructure construction projects and other government related
activities for the region’s economic development and social welfare. LGFVs are generally less
profit-driven when compared with SOEs which are more market-oriented.
In most cases, Lianhe Global chooses the top-down approach for the sole or largest LGFV
(which is significantly larger than the second one and hardly replaceable) within a jurisdiction
as the probability of the LGFV receiving support from its local government owner is high. The
LGFV usually has advantages in various aspects such as accessing to major government
projects and receiving large asset transfers from the government or other LGFVs and
significant financial subsidies.
When there are several LGFVs operating under the same administrative government, we
mainly look at each LGFV’s contribution to the local economy, its business monopoly, and
the impact of its failure to the region. The top-down approach may be considered if an LGFV
has demonstrated strong importance to the local government and the region’s economy.
Otherwise, the bottom-up approach would be adopted.
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Lianhe Global applies a bottom-up approach to rate SOEs except for strategically important
SOEs.
Please refer to Appendix I or question#7 of “Offshore Investors’ Top 10 Questions about the
Credit Profiles of Chinese Bond Issuers” published on 29 January 2019. This report is
available on our website: https://lhratingsglobal.com/wp-content/uploads/bsk-pdfmanager/Top_10_questions_20190129_37.pdf

Appendix I
Key Features of SOEs and LGFVs
SOEs
Support important industries with
national strategic importance for
the economic development and
social stability

LGFVs
Primarily act as an extension of
government functions while
operating some market-oriented
businesses

Business

Aerospace, shipping, military,
petroleum, chemical engineering,
heavy equipment and industrial
machines, electronics, nonferrous metals, etc.

Land development, infrastructure
construction, water, heating,
public transportation, etc.

Operation

Market-oriented, responsible for
their own profits and losses

Rely on earnings from profitable
businesses and/or government
subsidies to support daily
operations

Profit target

Profit focus to preserve and
increase the value of state
assets

Not profit focus but mainly to
support local governments’
policies and missions

Staff size

Generally large

Relatively small

Responsibility

Source: Lianhe Global
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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 2019.
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