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2019 Credit Outlook for China Property Developer Sector

China Lianhe’s Viewpoints on the Chinese Property Developer Sector

¢ Amid the spectre of the Sino-US trade tension, a slowing economy and a teetering
property market, we believe the policy stance is likely to moderate from the current over-
tightening stance with an aim to stabilize land and property prices and manage
expectations. The overall policy stance of ‘houses are built for living but not for
speculation’ remains unchanged. But some policies are likely to be fine-tuned based on
the actual circumstances of each city. We expect that the restrictive purchasing policies
in first- and second-tier cities may be loosened further in 2019 but with limited room. For
third- and fourth-tier cities, we expect they may continue to face downward price
pressure owing to the weakened policy support for monetized resettlement (or
reconstruction) of shanty towns.

¢ Propelled by active land acquisition activities, investments in the Chinese real estate
remained resilient in 2018. However, as we witnessed a number of failed land auctions
in the second half of 2018, we expect investment amount in the real estate sector to fall
in 2019. On the other hand, as many Chinese property developers are forced to
replenish their depleted land bank, new constructions are likely to gain momentum
which would give support to investments in the real estate sector.

e The Chinese property market has been cooling precipitously since October 2018. Many
buyers are taking a wait-and-see sentiment. We expect the Chinese property market
continues to slide in terms of sales, and home price divergence among cities to become
more pronounced. We believe sales in terms of the gross floor area in the first- and
second-tier cities may have bottomed out after nearly two years of draconian measures
which have led to the accumulation of substantial latent demands but with limited room
for any major policy loosening. At the same time, we expect sales in the third- and
fourth-tier cities continue to slide given the weakened policy support on monetized
resettlement (or reconstruction) of shanty towns where elevated property prices have
outpaced affordability.

o We believe property developers with high leverages, aggressive expansions, weak
profitability and a high level of short-term debt are likely to face liquidity challenges amid
a tightened financing environment which may increase their propensity to default. On
the contrary, the credit profiles of large property developers with a high-quality land
bank, diversified financing channels, and a lower cost of funding/capital, are likely to
remain stable.

In summary, we expect the Chinese property developer sector to remain stable in 2019.
However, amid the spectre of a tightening financing environment and a busy redemption
schedule of maturing bonds in 2019, we expect a credit divergence among Chinese property
developers is likely to emerge.

For more details, please refer to the Chinese report:
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http://www.lianhecreditrating.com.cn/news.aspx?m=20140627100707687840&n=201812281
85344700055
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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.
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