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Day 2 - VIlII Cbonds Emerging Markets Bond Conference

Theme

Time

Speakers & Topics

Asian Bond Market
9:30AM — 11:00, Around 1 — 1.5 hours

» Terry Zhang, Head of Commercial Development, Pengyuan International
The onshore and offshore China markets and credit ratings

» Wenlu Hao, Vice President of Fixed-income Department, Dawn Opus Asset
Management
China’s bond market structure and what are the factors could influence the YTM

» Levan Zolotarev, Director General, Treasury and Portfolio Management, New
Development Bank
Green bonds in Asia

» Suman Chowdhury, President — Ratings, Acuite Ratings & Research
Bond markets and credit ratings in India

» Andreas Bickel, Chief Investment Officer, Blackfort Capital
Are corporate high yields still attractive?
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Terry Zhang, Head of Commercial Development, Pengyuan International
Topic: The onshore and offshore China markets and credit ratings

China Markets
A Bird View

Investors Connectivity

Issuers Connectivity

Credit Ratings

A Tale of Two Rating Scales: Apple to Orange

Crucial Role of Local / Regional Credit Rating Agencies



China Markets — A Bird View

A Large China Onshore Market

Major Bond Markets (Size bn USD) » China is a net creditor
to the world, with
about 3 trn USD worth
of foreign reserve to
support

» Third largest bond
market in the world
' » 85.74 tn RMB/11 tn
USD
B s
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China Markets — A Bird View

A Growing China Onshore Market

China's Onshore Bond Market (2010-2018)
95,24%
100 % 100,00% .
o > Third largest bond
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% oo 1 50.00% with 85.74 tn
70 64,24 70,00% RMB/11 tn USD
55,46%
60 49.67% . 60,00%
S 48,06 50,00% > Size is growing at
’ [ ] 0
PR e 2556 40,00% 22.45% between
20,45 2010 — 2018
30 25,12 30,00%
16,96 2035
20 , 20,00% . .
» Debt/GDP is growing
w0 I 10.00% at 11% between
0 0,00% -
2010 2011 2012 2013 2014 2015 2016 2017 2018 § 2010 2018
mmmm Outstanding (Tn RMB) e Debt/GDP (%)
Data Source: Wind Hﬂ%ﬁ@ﬂ%—g 5
= PENGYUAN



China Markets — A Bird View

A Diversified & Changing China Onshore Market

China Bond Market Composition _
Government Bonds 189% » Defaults first appear
Rate . in 2014, and
Policy Bank Bonds 18% .
Bonds gradually rise over
Local Government Bonds 20% time. However, it's
Credit Corporate Bonds 13% still as low as 0.5% in
B Financial Bonds 7% 2018.
Enterprise Bonds 7%
Certificate of Deposit 11% » The markets are
Money Commercial Papers 2% opening udp' fromtboth
Markets Others 4% ISSUet ar! nvestor
perspective.
Total 100%

Data Source: Wind Hﬂ%ﬁ@ﬂ%‘k
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Investor Connectivity

QFII (Qualified Foreign 2002 USD 80 PBoC Approval 12-18 Months Lock-up Period
Institutional Investor)

RQFII (RMB Qualified 2011 USD 70 (471) PBoC Approval 12-18Months Lock-up Period
Foreign Institutional
Investors
CIBM (China Interbank 2016 Unlimited Filing 20 days — 2 +/-10% deviation
Market) Months between in/out
Bond Connect (North) 2017 Unlimited Filing 2-4 Weeks Offshore based, RMB to

HKD everyday

QDI 2007
(Qualified Domestic Institutional Investor)
RQDII 2014

(RMB Qualified Domestic Institutional Investors)

Bond Connect (South) Pending TBC
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Investor Connectivity — Attractiveness

Attractions

Premium over the other major global
markets

Large market with rich liquidity
Negatively correlated to risk assets
Diversification

Low default rate

Indices Inclusion
Inclusion into major EM indices.

Since 15t April 2019, Bloomberg

Barclays Global Aggregate Index has

start including China’s government and

policy bank bonds.

Upon full inclusion in 20 months, 364
securities will be included into the index,

representing 6.06% of the index.

We expect the Depth and Width of China
inclusion will continue, but a gradual

one.
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Issuer Connectivity — Chinese Offshore USD Bonds

Number of Issues (2015-2018)

Unit: issues
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Data: Bloomberg, Pengyuan International
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Issuer Connectivity — Panda Bonds

Panda Bonds Issuances (2015-2018)
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Issuer Connectivity — Panda Bonds

Issuer Year Industry Size (CNY Coupon
Mil)
Issuance Venue for Panda 1
Bonds L RUSAL 2017 Industrial 500 5.5%
60,54%
39,46% ..
GLPA 2019 Logistics 3,300 4.35%
BEWG 0
| rerm 2017 Infrastructure 1,300 5%
I ; 2016 Sovereign 3,300 3.4%
@ Daimier 2018 Automobile 1,000 4.2%
= Interbank market = Exchange Market
O Super-
PO omemt 2018 . 2,000 3%
“Q Bank ¢ natlonal
Data: Bloomberg, Pengyuan International Hﬂ%ﬁ@ﬂ%—g
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Terry Zhang, Head of Commercial Development, Pengyuan International
Topic: The onshore and offshore China markets and credit ratings

China Markets
A Bird View

Investors Connectivity

Issuers Connectivity

Credit Ratings

A Tale of Two Rating Scales: Apple to Orange

Crucial Role of Local / Regional Credit Rating Agencies



A Tale of Two Rating Scales: Apple to Orange
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A Tale of Two Rating Scales: Apple to Orange

Issuer Industry China NSR GSR
M a‘f' Bank AA+ Bal (S&P)

L H/ {G\\pmd Alll;rgl;gltl;irgl_ AA+ BB (Pengyuan Intl)

HEZBEERRLA

Oil &Gas — :
Genrrom Industrial AAA Baa2 (Moody's)
.,@a;'g.,g;;;h;;-qf»:;;;m;u;gmsufan-z Infrastructure AA+ BBB- (Pengyuan Intl)
(X DammrEr Automobile AAA A2 (Moody’s)
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A Tale of Two Rating Scales: Apple to Orange

« Factors driving such rating gaps in China:

 Criteria and models are different
* NSR is more historical data focused, with little or no projections
* NSR doesn’t consider sovereign risks

* NSR uses smaller/domestic sample pools, while GSR uses bigger/global sample
pools.

« Fundamental differences in credit views, e.g. China is AA rated by Pengyuan, while
A+ rated by U.S. CRAs. *

*Sovereign Ratings Criteria — Pengyuan International: https://www.pyrating.com/Plugins/Pdfis/pdfjs/web/viewer.html?file=/Upload/Reports/201808/20180803113409223230774.pdf
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*China Sovereign Rating Report — Pengyuan International: https://www.pyrating.com/Plugins/Pdfjs/pdfis/web/viewer.html|?file=/Upload/Reports/201809/20180907195900331215336.pdf =| PENGYUAN



https://www.pyrating.com/Plugins/Pdfjs/pdfjs/web/viewer.html?file=/Upload/Reports/201808/20180803113409223230774.pdf
https://www.pyrating.com/Plugins/Pdfjs/pdfjs/web/viewer.html?file=/Upload/Reports/201809/20180907195900331215336.pdf

A Tale of Two Rating Scales: Apple to Orange

 The perception of one being better than another is mis-guided, as
they are accommodative to the respective markets

» Lack of Defaults cases to validate and calibrate ratings, so for both NSRs and
GSRs

* NSR is fully portable in domestic China capital market, while GSR is currently
not.

 GSR is fully portable in international market, while NSR is not.

* NSRs should NOT be compared to GSRs directly.
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Crucial Role of Local / Regional Credit Rating Agencies

 Are the National Scale Ratings and the Rating Agency in China
relevant at all? Absolutely.

* The relative rankings can provide credit insights, if compared among NSRs

 Fully satisfying onshore regulatory use, including issuance approval and buyside
risk requirements.

 Rich information benefits, a typical report can be 20-30 pages or longer.
» Thorough onsite-visit, normally last 2-3 days and it could be longer.
« Some of the Chinese CRAs are going global, able to issue both NSR and GSR.

 Last but not least, Data and information accumulated through practice over time.
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Crucial Role of Local / Regional Credit Rating Agencies

Selected Key Economic Indicators of Chinese Provinces

Level of Wealth Growth Momentum Dependent on Investment for Growth
GDP per capita Disposable Income GDP growth Value-added by Fixed Assest Fixed Assets
(3) Per capita ($) Industries Formation/GDP Investment/GDP
” o 2017Q1-Q3 2017 Jan-Nov o n 2017]an-Nov Yo'
2018 2016 YoY change Yo¥Y change 2014 - 2016 change
Beiing 6.8% sox DR +
Tignjin 5130 6.0% 2.8% 67% -
Hebei £,483 2970 6. 7% 3.2% 58k stable
Shanx 5,349 2 868 7.2% 7.2% 73% +
MNeimonggu 10849 3632 5.0% 3.5% 75% =
Liaoning 7,647 3,920 2.4% 50% stable
Jilin 8,110 2,006 5.7% 5.5% 70% =
Heilongjiang 6,087 2987 6.3% 2.2% 52% stable
Shanghai — 1s 135 7.0% 8.0% +
Jiangsu 14586 4828 7.2% 7.5% 44% -
Zhejiang 12784 5,801 8.1% 8.4% 45k stable
Anhui 5,956 3,011 8.2% 8.8% 52% +
Fujian 11247 4 156 7.9% 7.9% 58% -
Jiangzxi 6,082 3028 9.0% 0.0% 50% =
Shandong 102348 3716 7.5% 6.0% 55% -
Henan 6,410 2777 8.1% 8.1% 76% +
Hubei 8,380 3,280 7.8% 7.4% 56% -
Hunan £.082 3179 7.5% T1% 55% -
Guangdong 11143 4561 7.6% 720 +
Guangxi 5725 2 756 7.0% 7.0% 68% -
Hainan 6,676 3,109 7.5% 2.5% 67% +
Chonaqging 8,807 3,317 0.6% 54% -
Sichuan 6,022 2832 8.1% 8.4% 50% stahble
Guizhou 5,005 2276 L 104% 9.3% 68% +
Yunnan 4,681 2517 9.0% 9.5% 93% -
Xizang 5,207 [0 0531 NGO 1 105k -
Shaanmi 7,680 2841 8.1% 8.0% 67% -
Gansu 182 2.209 a6k 1T 65% +
Qinghai 6,554 2 605 7.0% 7.1% -
Ningxia 7,105 2 835 7.8% 8.6% 119% +
Xinjiang 6,107 2763 7.5% 6.2% 91% -

Source: National and Provincial Statistics Bureau of China; Pengyuan International calculation
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Crucial Role of Local / Regional Credit Rating Agencies

Selected Key Fiscal Indicators of Chinese Provinces

GeneralBudget GeneralBudget Ranking of LGT Debt M W CEPF Fiscaldeposit/general . . Fiscal LGFVsdebt
; * R * . Fiscaldeposit R .
Spending Gap/GDP  Perfomm ance Burden broad definition)” Tvestm ent bdugetspending deposit grow th
2017 end—
2017 com pared 2017 Jan-Nov 2016/2015
© 2016 2016 YoY change 2015/2016 YoY change NovYoY 2017
change
Beijng -1.6% + 6 - 23% 4% 21% 11%
Tian jn -3.0% - 24 N.A. 12% N.A. N.A. 9%
Hebei -1.7% + 14 - 18% 10% 22% 11%
Shanxi —2.2% + 13 N.A. 24% N.A. N.A. 7%
Nein onggu -0.8% 24 N.A. 15% 29% N.A. 3%
Lionhg 1 5% T b 80 NA. 17% NA. NA. 0%
Jilin -2.9% - 17 N.A. 11% N.A. N.A. 10%
Heibng jan -1.8% + 7 N.A. 20% N.A. N.A. 11%
Shansha i G0N + ~10% NA 3
Jangsu -0.6% = 19 N.A. 12% 28% 6% 13%
Zhe jang -1.6% + 19 stab ke 20% N.A. N.A. 15%
Anhui -1.1% = 14 = 13% N.A. N.A. 14%
Fu jan -1.7% = 24 = 27% N.A. N.A. 8%
Jangxi -1.8% = 17 N.A. 11% N.A. N.A. 11%
Shandong -0.8% + 8 N.A. 11% N.A. 27% 5%
Henan -1.4% = 10 = 11% N.A. N.A. 12%
Hubei + 20% N.A. N.A. 15%
Hunan -1.7% - 15% N.A. 6% 13%
Guangdong —2.1% - 7%
Guangxi —2.7% - 8% N.A. 17% 13%
Hanan —2.7% T 23% NA. NA. T
Chongqig -1.6% = 8% 9% N.A. 7%
Sichuan -1.8% + 17% 8% 19% 9%
Guizhou -1.1% = 18% N.A. N.A. 4%
Yunnan -3.5% = 13% -16% 32% 13%
Xizang —6.8% + 15% 19% 22%
Shaanxi -2.3% + 15% 10%
G ansu -4.4% = 24% 10%
Q nghai = 12 6% 14%
N hgxi + 16 N.A. 1%
Xinjang -3.9% + 10 N.A. 14% 4% 11% 27%

Source: National and Provincial Statistics Bureau of China; Winds; Pengyuan International calculation
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Crucial Role of Local / Regional Credit Rating Agencies

A glimpse of economic and fiscal data of prefectural level governments

4 000

3500

3000

2500

2000

1500

1 000

500

General budget expenditure per capita ($)

5000

10 000 15 000
GDP per capita ($)

20 000

25000

Local fiscal revenue/Gross regional product

35%

30%

25%

20%

15%

10%

5%

0%

5000

10000 15000
GDP per capita

20 000

25000

Data source: local government budget reports; local statistics bureaus; Pengyuan International.
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Terry Zhang
Head of Comercial Development, Pengyuan
International

1002, 10/F, Prosperity Tower 39 Queen’s
Road Central
Central, Hong Kong

+852 6895 5763 (Mobile&WhatsApp)

+852 3195 8343 (Office)

terry.zhang@pyrating.com

Disclaimer

Pengyuan Credit Rating (Hong Kong) Company Limited (“Pengyuan International”) publishes credit ratings and reports based on the established methodologies and in compliance with the rating process. For more information on policies, procedures, and
methodologies, please refer to Pengyuan International’s website www.pyrating.com. The information herein does not constitute a commitment by Pengyuan International to assign a credit rating or to provide any other services. Any information herein was prepared
for the benefit and internal use by anyone to whom it is directly addressed and delivered and does not carry any right of disclosure to any third party. All information herein is for discussion purposes only and should be completed with the oral briefing provided by
Pengyuan International. The information herein is subject to change and should be regarded as indicative and for illustrative purposes only.

Pengyuan International prohibits its employees from offering, directly or indirectly, a favorable credit rating, or offering to change a credit rating, to a client as consideration or inducement for business development purposes or for compensation. Pengyuan
International also prohibits its rating analysts from being involved in any fee discussions. All credit ratings and reports are subject to disclaimers and certain limitations. CREDIT RATINGS ARE NOT FINANCIAL OR INVESTMENT ADVICE AND MUST NOT BE
CONSIDERED AS A RECOMMENDATION TO BUY, SELL OR HOLD ANY SECURITIES AND DO NOT ADDRESS/REFLECT MARKET VALUE OF ANY SECURITIES. USERS OF CREDIT RATINGS ARE EXPECTED TO BE TRAINED FOR INDEPENDENT
ASSESSMENT OF INVESTMENT AND BUSINESS DESCISIONS. CREDIT RATINGS ADDRESS ONLY CREDIT RISK. PENGYUAN INTERNATIONAL DEFINES THE CREDIT RISK AS THE RISK THAT THE RATED ENTITY MAY NOT MEET ITS CONTRACTUAL
AND/OR FINANCIAL OBLIGATIONS AS THEY BECOME DUE. CREDIT RATINGS MUST NOT BE CONSIDERED AS FACTS OF A SPECIFIC DEFAULT PROBABILITY OR AS A PREDICTIVE MEASURE OF A DEFAULT PROBABILITY. Credit ratings constitute
Pengyuan International’s forward-looking opinion of the credit rating committee and include predictions about future events which by definition cannot be validated as facts.

For the purpose of rating process Pengyuan International obtains sufficient quality factual information from sources believed by Pengyuan International to be reliable and accurate. Pengyuan International does not perform an audit and undertakes no duty of due
diligence or third-party verification of any information it uses during the rating process. The issuer and its advisors are ultimately responsible for the accuracy of the information provided for the rating process. Users of Pengyuan International’s credit ratings should
refer to the rating symbols and definitions published on Pengyuan International’s website. Credit ratings with the same rating symbol may not fully reflect all small differences in the degrees of risk, because credit ratings are relative measures of the credit risk. NO
WARRATY, EXPRESS OR IMPLIED, AS TO THE ACCURACY, TIMELINESS OR COMPLETENESS OF ANY INFORMATION GIVEN OR MADE BY PENGYUAN INTERNATIONAL IN ANY FORM OR MANNER. In no event shall Pengyuan International, its
directors, shareholders, employees, representatives be liable to any party for any damages, expenses, fees, or losses in connection with any use of the information published by Pengyuan International. Pengyuan International reserves the right to take any rating
action for any reasons Pengyuan International deems sufficient at any time and in its sole discretion. The publication and maintenance of a credit ratings are subject to availability of sufficient information. Pengyuan International may receive compensation for its
credit ratings, normally from issuers, underwriters or obligors. The information about Pengyuan International’s fee schedule can be provided upon the request. Pengyuan International reserves the right to disseminate its credit ratings and reports through its website,
Pengyuan International’s social media pages and authorized third parties. No content published by Pengyuan International may be modified, reproduced, transferred, distributed or reverse engineered in any form by any means without the prior written consent of
Pengyuan International. Pengyuan International’s credit ratings and reports are not indented for distribution to, or use by, any person in a jurisdiction where such usage would infringe the law. If in doubt, please consult the relevant regulatory body or professional
advisor to ensure compliance with applicable laws and regulations.

Copyright © 2017 by Pengyuan Credit Rating (Hong Kong) Company Limited. All rights reserved.
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