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Research Update:

China State Construction Engineering Corp. Ltd.
'A' Ratings Affirmed; Outlook Stable

Overview

e W believe China-based CSCEC will nmintain its conpetitive advantages in
maj or construction projects and |l arge-scale real estate devel opnment.

e The group's ability to generate cash flow fromconventional EGQC will, in
our view, provide a good buffer against rising | everage fromincreased
real -estate devel opnment.

« W are affirnming our "A'" long-termissuer credit rating on CSCEC and our
"A'" long-termissue rating on the notes that the conpany guarantees.

e The stable outlook reflects the conpany's strong ability to acquire new
projects or adjust its backlogs to provide buffers against industry
volatility or avoid a rise of |everage over the next two years.

Rating Action

On June 12, 2018, S&P d obal Ratings affirnmed its "A" long-termissuer credit

rating on China State Construction Engineering Corp. Ltd. (CSCEC). The outl ook
is stable. W also affirnmed our 'A long-termissue rating on the outstanding

seni or unsecured notes that CSCEC guarant ees.

Rationale

We affirned the rating because we expect CSCEC s stable cash flows fromits
conventional engineering and construction (E&C) segnent will enable the
conpany to manage a likely rise in financial |everage due to increased

real -estate devel opnent over the next two years. Its real estate activities
are mainly led by its 61% owned subsi diary, China Overseas Land & | nvestnment
Ltd. (COLl).

We al so anticipate that CSCEC s overall profitability will remain good. The
conpany's strong conpetitive position is supported by its |eading position in
| arge conpl ex construction projects in China and a good track record of
acquiring new contracts. W do not anticipate this advantage to change, given
the conpany's design ability, technology skill sets, and financial buffers.
Further, CSCEC s property devel opnent segnent has a substantial |and bank
(primarily through COLI) in the country's top tier cities.

W note that CSCEC s growth drivers are changing and this will change the
conpany's worki ng capital dynam cs. Its new E&C contracts grew by 24%in 2016
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and 18% in 2017, and property contract sales grew by 22% and 21%respectively,
suggesting very healthy revenue growth over the next two years. Property

devel opnent tends to have a | onger payback period than conventional E&C. On

t he other hand, CSCEC s E&C segnent is increasing focusing on build-transfers
(BT) and public-private partnerships (PPP), which have higher profit margins
but | onger accounts-receivable days. W estinmate BT and PPP projects
contributed 10% 20% of E&C revenues over the past two years.

W believe CSCEC s strong conpetitive advantages can support its portfolio

adj ustment, so that the company can be nore selective on new contracts. It can
al so adjust its existing backlogs to shorten payback periods, for exanple to
speed up receivables collections or even investment buy-backs. In our view,
this flexibility could enable the conpany to conply with the Chinese central
government's corporate del everagi ng nandate. Mst of CSCEC s new y acquired

i nvestment projects are infrastructure projects in the formof PPP for |oca
governments with the sanme nmandates to control |everage. CSCEC reported a ratio
of debt to EBITDA of 3.3x in 2017, a mild decline from3.5x in 2016.

CSCEC should maintain its stable profitability over the next two years, given
that we expect a rising contribution of higher-margin businesses such as

i nfrastructure E&C and property devel opnent. Its EBITDA margin rose to 7.3%in
2017 from 6.6% in 2016, where nmmjor segnments, including housing E&C,

i nfrastructure E&C and operations, and property, all reported stable or

i mprovi ng margi ns.

Qur base case assunes the follow ng:

China's real GDP to grow by 6.5%in 2018 and by 6.3%in 2019.

Infrastructure construction and investnment will renmain an inportant
governnment focus to sustain GDP growth but we expect a tenporary

sl ow-down of new project releases due to the central governnent's mandate
for corporate del everagi ng.

CSCEC s revenue to rise by 8% 12%in 2018 and 2019, driven by its
satisfactory backl ogs for E&C and property sal es.

Its EBITDA margin to be 7.0% 7.5%in 2018 and 2019, in line with 2017
levels. Stiff conpetition especially in the property segnent can be
mtigated by a change in product mx with nore contribution from

hi gher-margi n property and infrastructure projects.

CSCEC s annual net working capital outflow to be Chinese renm nbi (RMVB)
50 billion-RVMB70 billion in 2018 and 2019, naminly due to continued growth
in property projects, which require funds during the construction phase.
On the other hand, we expect its E&C segnment to report a negligible
working capital outflowin view of its very stable cash inflows from
conventional E&C and effective collection on |long-termreceivables for

i nvestment - | i nked E&C.

Annual capital expenditure to be around RVMB20 billion

Annual cash dividends to be RvB12 billion-RvVB15 billion
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Based on these assunptions, we arrive at the following credit nmeasures for
2018 and 2019:
 Debt-to-EBITDA ratio of 3.0x-3.5x, from3.3x in 2017

* Ratio of funds fromoperations (FFO to debt of 15%25% from 17.9%in
2017

 EBITDA interest coverage of 4.5x-5.0x, from4.4x in 2017.

Liquidity

We assess CSCEC s liquidity as adequate on a stand-al one basis because we
expect the conmpany's liquidity sources to exceed its uses by nore than 1.2x
over the next 12 nonths. Net liquidity sources should remain positive even if
CSCEC s forecast EBITDA declines by 15%

CSCEC s state-owned enterprise (SOE) link allows it to naintain good

rel ati onships with banks, as indicated by its w de bank connections and
sufficient bank facilities for use. Qur assessnent further considers the
conpany's possibility of higher acquisitions for investrment or |and, which are
unlikely to be absorbed w t hout refinancing.

Principal liquidity sources include:
e Cash and short-terminvestnents of about RMB260 billion at the end of
2017.

e Estimated cash FFO of RVB50 billion-RvB60 billion in 2018.

Principal liquidity uses include:
e Short-termdebt maturities of about RVB70 billion in 2018.

* Net working capital outflow of RvVB50 billion-RVB70 billion, mainly driven
by property operations, during the period.

* Capital expenditure, conmitted investnment (mainly in formof PPP) and
conmitted | and prem uns of RVB25 billion-RvB30 billion in the period.

Outlook

The stable outl ook on CSCEC reflects our expectation that the conpany's strong
mar ket reputation and solid SOE links will support its ability to acquire new
contracts and adjust its backlogs to achieve a new bal ance between growth and
| everage-control. W believe the conmpany's cash flow netrics will be generally
stable, including the ratio of debt to EBI TDA at 3.0x-3.5x over the next two
years. At the sane tine, the conpany's shift toward hi gher margin products and
good project execution will continue to support its profit margins as well as
an EBI TDA coverage ratio at 4.5x or above.
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Downside scenario

We coul d downgrade CSCEC i f market conditions or an overly aggressive business
expansi on cause the conpany's profit margins to decline or its

recei vabl e-col l ection days to |l engthen. This pressure would be indicated by
the debt-to-EBITDA ratio deteriorating to 3.5x or above or its EBI TDA coverage
declining to 4.5x or bel ow

We coul d al so consider a downgrade if the government divests its sharehol di ng
to substantially below 50% or the conpany's policy-driven activities can be
easily replaced by other SOEs, thus weakeni ng our assessnent of government
support.

Upside scenario

We coul d upgrade CSCEC i f the conpany can further enhance its financi al

di sci pline, while keeping an excellent conpetitive position and satisfactory
wor ki ng capital managenment. This could be achieved if the conmpany can

del everage its bal ance sheet to keep its debt-to-EBITDA ratio consistently at
2x or below, or significantly inprove its profit margin to achi eve an EBI TDA
i nterest coverage at 6x or above. We view this probability as relatively the
| ow over next two years.

Ratings Score Snapshot

| ssuer Credit Rating: A/ Stable/--
Busi ness risk: Strong

e Country risk: Mderately high

* Industry risk: Moderately high
 Conpetitive position: Excellent

Fi nanci al risk: Significant
* Cash flow Leverage: Significant

Anchor: bbb

Modi fiers

e Diversification/Portfolio effect: Neutral (no inpact)
e Capital structure: Neutral (no inpact)

 Financial policy: Neutral (no inpact)

 Liquidity: Adequate (no inpact)

* Managenent and governance: Satisfactory (no inpact)

e Conparable rating analysis: Positive (+1 notch)
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St and-al one credit profile: bbb+
* Rel ated governnent rating: A+

* Likelihood of governnment support: High (+2 notches from SACP)

Issue Ratings--Subordination Risk Analysis

Capital structure

CSCEC s capital structure as of end-2017 consists of around RVB77 billion of
secured debt, RMB73 billion of unsecured debt at the parent |level, and RVB236
billion of unsecured debt issued by the company's operating subsidiaries.

Analytical conclusions

We equal i ze our issue rating on the conpany's U.S.-doll ar-denom nat ed
unsecured debt issued by CSCEC s special purpose vehicle, with our 'A issuer
credit rating on CSCEC. Despite a significant anmount of priority debt in the
capital structure, we believe the risk of subordination is nitigated by our

vi ew that the government would likely intervene in the bankruptcy process. W
expect a high likelihood of extraordinary support fromthe Chi nese government
directly to CSCEC if necessary, and believe that the governnent is willing and
able to intervene so that structurally subordi nated | enders woul d not have

| ower recovery prospects than structurally senior |enders.

Related Criteria

e Criteria - Corporates - Ceneral: Reflecting Subordination Risk In
Corporate |Issue Ratings, March 28, 2018

* Ceneral Criteria: Methodol ogy And Assunptions: Assigning Equity Content
To Hybrid Capital Instrunents Issued By Corporate Entities And O her
| ssuers Not Subject To Prudential Regulation, Jan. 16, 2018

e General Criteria: Guarantee Criteria, Cct. 21, 2016

e CGeneral Criteria: Rating Governnment-Related Entities: Methodol ogy And
Assunptions, March 25, 2015

e Criteria - Corporates - Ceneral: Methodol ogy And Assunptions: Liquidity
Descriptors For d obal Corporate |Issuers, Dec. 16, 2014

e Criteria - Corporates - Industrials: Key Credit Factors For The
Homebui | der And Real Estate Devel oper |ndustry, Feb. 3, 2014

e CGeneral Criteria: Goup Rating Methodol ogy, Nov. 19, 2013

e CGeneral Criteria: Country Ri sk Assessment Methodol ogy And Assunpti ons,
Nov. 19, 2013

e Criteria - Corporates - Industrials: Key Credit Factors For The
Engi neering And Construction Industry, Nov. 19, 2013
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e Criteria - Corporates - Ceneral: Corporate Mthodol ogy, Nov. 19, 2013

e Criteria - Corporates - Ceneral: Corporate Methodol ogy: Ratios And
Adj ustnents, Nov. 19, 2013

* General Criteria: Methodol ogy: Industry Risk, Nov. 19, 2013

» Ceneral Criteria: Methodol ogy: Tineliness O Paynents: G ace Periods,
Quarantees, And Use O 'D And 'SD Ratings, Cct. 24, 2013

* CGeneral Criteria: Methodol ogy: Management And Covernance Credit Factors
For Corporate Entities And Insurers, Nov. 13, 2012

* General Criteria: Stand-Alone Credit Profiles: One Conponent OF A Rating,
Cct. 1, 2010

e CGeneral Criteria: Use OF CreditWatch And Qutl ooks, Sept. 14, 2009

e Criteria - Insurance - Ceneral: Hybrid Capital Handbook: Septenmber 2008
Edition, Sept. 15, 2008

Ratings List

Rati ngs Affirned

China State Construction Engineering Corp. Ltd.
| ssuer Credit Rating Al Stabl ef - -

CSCEC Fi nance (Caynan) | Ltd.
Seni or Unsecur ed A

CSCEC Fi nance (Cayman) 11 Ltd.
Seni or Unsecur ed A

Certain terms used in this report, particularly certain adjectives used to
express our view on rating relevant factors, have specific neanings ascribed
to themin our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at ww. standardandpoors. com for further

i nformati on. Conplete ratings information is available to subscribers of

Rati ngsDirect at ww. capitalig.com Al ratings affected by this rating action
can be found on S&P d obal Ratings' public website at

www. st andar dandpoors. com Use the Ratings search box located in the |eft

col um.
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