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CCXAP affirms Nanning Communications Investment Group Co., Ltd.’s long-term
credit rating at BBBg4+, with stable outlook

Hong Kong, 22 September 2020 -- China Chengxin (Asia Pacific) Credit Ratings Company Limited
(“CCXAP”) affirms the BBBg+ long-term credit rating of Nanning Communications Investment
Group Co., Ltd. (“NNCIG” or the “Company”), with stable outlook. NNCIG’s rating reflects the
Company’s proven track record of strong support from the Nanning government, diversified
business mix and adequate liquidity position. However, the rating is also constrained by its high
capital expenditure pressure on infrastructure construction business.

Corporate Profile

NNCIG was established in October 2014 by State-owned Assets Supervision and Administration
Commission of Nanning Municipal Government (“Nanning SASAC”). The Company is the sole
entity engaging in water infrastructure construction in Nanning City and a key platform operating
transportation infrastructure mandated by the Nanning Municipal Government. As of 30 June 2020,
Nanning SASAC held 100% of the Company’s shares, and the Nanning Municipal Government
was its ultimate shareholder.

Rating Rationale

Credit Strengths

Track record of receiving strong government support. Nanning City is the provincial capital of
Guangxi Zhuang Autonomous Region (the “Province”) and the core of Beibu Gulf Economic Zone.
In 2019, the City reported GRP of RMB450.7 billion with an annual growth of 5.0%. GRP
contributions from primary, secondary and tertiary industries were in the proportion of
11.2:23.2:65.6 in 2019. The City recorded a general budgetary revenue of RMB37.1 billion in 2019,
increasing by 3.3% YoY, of which tax revenue contributed 73.1% of total revenue. The continuous
growth of regional economy and fiscal revenue has strengthened the ability of local government to
support the Company’s business development. Nevertheless, Nanning City recorded a contraction
in GRP of 3.7% YoY and a contraction in general budgetary revenue of 3.0% YoY in 2020Q1 amid
the COVID-19 outbreak. In the first half of 2020, Nanning City’s GRP and general budgetary
revenue reversed the downward trend and recorded a marginal increase of 2.3% and 2.4% YoY,
respectively. We expect the economic situation of the City will gradually resume to normal starting
from 2020Q2.

NNCIG has high likelihood of receiving extraordinary support from the Nanning government in times
of need based on the Company’s good track record of receiving ongoing support such as capital



injections and subsidies. From 2014 to 2019, Nanning SASAC injected capital of RMB3.0 billion to
the Company. The Company also received government subsidies in the amount of RMBO0.5 billion
in 2019.

Diversified business mix given close relationship with the local government. Given its close
relationship with the local government, the Company was assigned to take charge of transportation
operations in Nanning City, including bus, taxi, and parking lot operations. NNCIG has a quasi-
monopoly position in bus operations, representing a market share of over 50% in Nanning City. As
of 30 June 2020, NNCIG had 1,655 buses with 113 routes in operation. The fare income from bus
operations was RMB225.6 million in 2019, almost stable compared with that of RMB225.6 million
in 2018. Besides, the government provided subsidies of bus operations totalling RMB499.1 million
in 2019.

NNCIG operates a taxi rental business by contract mode, that is, the Company purchases vehicles
and provides rental services to drivers. As of 30 June 2020, the Company had 500 taxies in
operation, occupying 7.4% of the taxies citywide. In terms of parking lot operations, there were
18,282 parking spots managed by NNCIG as of 30 June 2020.

Energy business also contributes stable and growing revenue to the Company. As of 30 June 2020,
11 power units with a total installed capacity of 207.6 thousand kilowatts was put into operation.
NNCIG achieved revenue of RMB224.4 million from electricity sales in 2019. Additionally, the
Company is involved in the Liquefied Natural Gas (“LNG”) and fuel oil supply businesses. As of 30
June 2020, 8 gas stations and 11 oil stations had come into service. With the increase of operating
scale, NNCIG reported income of RMB467.2 million from refuelling business in 2019.

Apart from the above businesses, NNCIG diversifies its business profile to real estate and trading
segments. Revenue from real estate and trading segments amounted to RMB268.0 million and
RMB716.5 million in 2019, respectively, which have provided supplemental income to the Company.

Adequate liquidity position. The Company’s cash reserve was RMBZ2.9 billion and cash to short-
term debt ratio was 10.6x at the end of June 2020, suggesting adequate liquidity profile. As of 30
June 2020, the Company had total credit facilities of RMB18.6 billion, the unutilized portion of which
was RMB6.4 billion, indicating good liquidity buffer.

Limited contingent liabilities risk. NNCIG'’s total capitalization ratio was 49.7% at the end of June
2020, almost stable with that of 50.1% at end-2019. As of 30 June 2020, the Company pledged its
assets for loans of RMB3.3 billion, representing 8.1% of its total assets, and its external guarantee
amount was RMB129.0 million, representing 1.0% of its net assets. The Company’s contingent
liabilities risk is limited.

Credit Challenges

Capital expenditure pressure on infrastructure construction business. NNCIG is a crucial
infrastructure constructor in Nanning City, in charge of the construction of the City’s roads, parking
lots, transportation hubs, and water conservancy infrastructures. The Company has a large number
of infrastructure projects in the pipeline that results in capital expenditure pressure. As of 30 June



2020, the Company’s 10 key projects under development with a gross investment amount of
RMB12.3 hillion and an invested amount of RMB10.1 billion. The Company plans to invest around
RMBO0.6 billion on infrastructure construction in 2020. NNCIG’s capital expenditure might be under
pressure due to the large scheduled investments in infrastructure projects. Meanwhile, the
Company relies on external financing to supplement the funding gap, which may result in increased
debt burden and repayment pressure.

Operating profits rely heavily on government subsidies. In 2019 and 2020H1, NNCIG
generated total revenue of RMB2.2 billion and RMBO0.9 billion, respectively. In 2019, trading, energy,
transportation and real estate contributed 32.2%, 31.1%, 13.5% and 12.1% of total revenue,
respectively. However, the Company's transportation sector with public welfare nature is unable to
rely on its own income to keep breakeven. NNCIG has a relatively weak operating profitability and
its operating profits rely heavily on government subsidies. In 2019, the Company reported an
operating profit of RMBO.1 billion with government subsidies of RMBO0.5 billion. Although NNCIG’s
operating profitability is relatively weak and its profits rely heavily on government subsidies, we
expect that the Company would strengthen its diversified businesses and maintain its revenue
growth.

Rating Outlook

The stable outlook on NNCIG'’s rating reflects our expectation that NNCIG will continue to receive
recurring support from the local government. We expect that the Company will benefit from the
steady economic development of Nanning City.

Rating Methodology

The methodology used in this rating is the Rating Methodology for China’s Local Infrastructure
Investment and Financing Companies (May 2020).

Regulatory Disclosures

CCXAP’s Rating Symbols and Definitions are available on its website at:
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This rating is solicited. Please refer to CCXAP’s Policy for designating and assigning Solicited and
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The rating has been disclosed to the rated entity or its related party prior to publication, and issued
with no amendment resulting from that disclosure.

CCXAP considers a rated entity or its related party to be participating when it maintains an overall
relationship with CCXAP. Unless specifically noted in the Regulatory Disclosures as a non-
participating entity, the rated entity or its related party is participating and the rated entity or its
related party generally provides CCXAP with information for the purposes of its rating process.
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CCXAP’s public ratings are available at www.ccxap.com (Rating Results) and may be distributed
through media and other means.
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Disclaimer

Credit ratings assigned by China Chengxin (Asia Pacific) Credit Ratings Company Limited (“CCXAP”) are
based on CCXAP’s rating principles of independence, fairness and objectivity. A credit rating reveals and
ranks specific risks, but it does not cover all risks embedded in the rated entity or the rated debt issue.

Credit ratings are not recommendations for investors to buy, sell or hold debt securities, nor measurements
of market value of the rated entities or the rated debt issues. While CCXAP has obtained information from
sources it believes to be reliable, CCXAP does not perform an audit and undertakes no duty of due diligence
or independent verification of information it receives from the rated entity.

All information published in this document belongs to CCXAP and is subject to change without prior notice by
CCXAP. CCXAP considers the information contained in this document reliable. However, all information is
provided on an "as is" and "as available" basis and CCXAP does not guarantee the accuracy, adequacy,
completeness or timeliness of any information included in this document. None of the information may be used,
including without limitation reproducing, amending, sending, distributing, transferring, lending, translating, or
adapting the information, for subsequent use without CCXAP's prior written permission.

CCXAP is not liable for any in whole or part caused by, resulting from or relating to any error (neglect or
otherwise) or other circumstance or contingency within or outside the control of CCXAP's or any of its directors,
officers, employees or agents in connection with the procurement, collection, compilation, interpretation,
analysis, editing, transcription, publication, communication or delivery of any such information, or any direct,
indirect, special, consequential, compensatory or incidental damages whatsoever (including without limitation
lost profits), even if CCXAP, or representatives thereof, are advised of the possibility of such damage, losses
or expenses.
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