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CMBI Credit Commentary
Tongfang

TSIGTF 6.8 Jan’22 95.5/96.5 (11.7%/10.6%)

Tongfang remains our industrial top pick. We argue, ever since CNNC
became Tongfang’s controlling shareholder (21%) and paid RMB 6.4
billion consideration to Tsinghua Holding on 30 Dec 2019, CNNC now
tightly controls Tongfang (i.e. sending 5 out of 7 board representatives
and Chief Financial Officer)

We believe Tongfang will see gradual operational improvement and
deleveraging under control of CNNC in 2021-2022.

We see catalysts to bond price over next few months include:

a) Completion of RMB 2.5 billion equity placement to CNNC, b)
potential successful SCP issuance onshore, and c) USD bond
repayment in Mar 2021

Recent development:

I Borrowing from CNNC — CNNC will provide shareholder
entrusted loan of RMB 2 billion, at 4.75% with a 2 years’ tenor
to Tongfang. Use of proceed serves to replenish Tongfang’s
working capital.

i Tongfang recently replied to CSRC’s enquiry regarding private
placement to CNNC on 22 Dec 2020. We believe it is highly
likely that CSRC will approve the equity placement, given
there is limited detriment to minority shareholders from the new
share issuance.

e The equity placement has received CNNC’s approval
on 5 June 2020.

e It has also received approval from SASTIND (State
Administration for Science, Technology and Industry
for National Defense) on 10 Aug 2020.

After the successful share placement, CNNC’s stake in
Tongfang will increase to 30.11% and the RMB2.5 billion
proceed will be used for debt repayment and working capital
funding.
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iii. Other related party transaction — disposal of 4 residential lands to CNNC. Tongfang will raise
RMB 620 million and it also shows more closely-linked operation between the two companies.
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Our communication with management reveals the company plans to raise onshore bank loan to repay
USD bond in March 2021, via its cross-border funding pool.

Ever since CNNC consolidates Tongfang’s financials, Tongfang’s used bank credit increased to RMB
15.4 billion by Jun 2020, from RMB 13.6 billion at end-2019.

We also think raising further shareholder loan from CNNC is also a viable USD bond repayment option.
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Reported bank borrowing breakdown - Not exhaustive

2018 1H2020 Change

BIER1T 206,348  29.5%| 264,777  35.9%| 58,428 6.4%
EIERR 100,000  14.3%| 100,000  13.6% 0 -0.7%
S EHE ORTT 75,878  10.8%| 69,359 9.4%| -6,519 -1.4%
ERRTT 35,002 5.0%| 55,220 7.5%| 20,218 2.5%
FERTT 96,660  13.8%| 44,740 6.1%| -51,920f  -7.8%
IE8R1T 20,763 3.0%| 39,020 5.3%| 18,257 2.3%
XA KRR 0 0.0%| 30,000 4.1%| 30,000 4.1%
1EBRTT 24,990 3.6%| 29,789 4.0% 4,799 0.5%
SMAVERTT 11,882 1.7%| 25,000 3.4%| 13,118 1.7%
ERERI1T 22,189 3.2%| 21,578 2.9% 612 -0.2%
FBRIT 0 0.0%| 10,004 1.4%| 10,004 1.4%
RIVERTT 8,975 1.3% 9,065 1.2% 9  -0.1%
BERT 4,624 0.7% 7,314 1.0% 2,690 0.3%
& E PR 0 0.0% 7,080 1.0% 7,080 1.0%

BITIRTT 0 0.0% 5,000 0.7% 5,000 0.7%
TR 3,283 0.5% 4,885 0.7% 1,602 0.2%
LBR1T 0 0.0% 4,847 0.7% 4,847 0.7%
MMERTT 1,989 0.3% 3,955 0.5% 1,966 0.3%
KEERNFHWARTT 0 0.0% 1,876 0.3% 1,876 0.3%
KRBT 5,834 0.8% 1,701 0.2%| -4133  -0.6%
BRIRTT 0 0.0% 1,000 0.1% 1,000 0.1%
TINERTT 0 0.0% 960 0.1% 960 0.1%
ERTT 9,082 1.3% 0 0.0%| -9,082  -1.3%
RIBRIT 1,818 0.3% 0 0.0%| -1,818 -0.3%
[ RARTT 3,493 0.5% 0 0.0%| -3,493  -0.5%
BiTdm 1,505 0.2% 0 0.0%| -1,505  -0.2%
MRS ERTT 24,021 3.4% 0 0.0%| -24,021  -3.4%
RERTT 29,636 4.2% 0 0.0%| -29,636  -4.2%
SCERTT 11,489 1.6% 0 0.0%| -11,489  -1.6%
Total 699,463 100%| 737,170 100%| 37,707 5%

Note* Selective bank borrowing breakdown by company’s interim and final report disclosure
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Author Certification

The author who is primary responsible for the content of this research report, in whole or in part, certifies that with respect to the securities or issuer that the author
covered in this report: (1) all of the views expressed accurately reflect his or her personal views about the subject securities or issuer; and (2) no part of his or her
compensation was, is, or will be, directly or indirectly, related to the specific views expressed by that author in this report.

Besides, the author confirms that neither the author nor his/her associates (as defined in the code of conduct issued by The Hong Kong Securities and Futures
Commission) (1) have dealt in or traded in the stock(s) covered in this research report within 30 calendar days prior to the date of issue of this report; (2) will deal in or
trade in the stock(s) covered in this research report 3 business days after the date of issue of this report; (3) serve as an officer of any of the Hong Kong listed
companies covered in this report; and (4) have any financial interests in the Hong Kong listed companies covered in this report.

Important Disclosures

There are risks involved in transacting in any securities. The information contained in this report may not be suitable for the purposes of all investors. CMBIS does
not provide individually tailored investment advice. This report has been prepared without regard to the individual investment objectives, financial position or special
requirements. Past performance has no indication of future performance, and actual events may differ materially from that which is contained in the report. The value
of, and returns from, any investments are uncertain and are not guaranteed and may fluctuate as a result of their dependence on the performance of underlying assets
or other variable market factors. CMBIS recommends that investors should independently evaluate particular investments and strategies, and encourages investors
to consult with a professional financial advisor in order to make their own investment decisions.

This report or any information contained herein, have been prepared by the CMBIS, solely for the purpose of supplying information to the clients of CMBIS and/or its
affiliate(s) to whom it is distributed. This report is not and should not be construed as an offer or solicitation to buy or sell any security or any interest in securities or
enter into any transaction. Neither CMBIS nor any of its affiliates, shareholders, agents, consultants, directors, officers or employees shall be liable for any loss,
damage or expense whatsoever, whether direct or consequential, incurred in relying on the information contained in this report. Anyone making use of the information
contained in this report does so entirely at their own risk.

The information and contents contained in this report are based on the analyses and interpretations of information believed to be publicly available and reliable. CMBIS
has exerted every effort in its capacity to ensure, but not to guarantee, their accuracy, completeness, timeliness or correctness. CMBIS provides the information,
advices and forecasts on an "AS IS" basis. The information and contents are subject to change without notice. CMBIS may issue other publications having information
and/ or conclusions different from this report. These publications reflect different assumption, point-of-view and analytical methods when compiling. CMBIS may make
investment decisions or take proprietary positions that are inconsistent with the recommendations or views in this report.

CMBIS may have a position, make markets or act as principal or engage in transactions in securities of companies referred to in this report for itself and/or on behalf
of its clients from time to time. Investors should assume that CMBIS does or seeks to have investment banking or other business relationships with the companies in
this report. As a result, recipients should be aware that CMBIS may have a conflict of interest that could affect the objectivity of this report and CMBIS will not assume
any responsibility in respect thereof. This report is for the use of intended recipients only and this publication, may not be reproduced, reprinted, sold, redistributed or
published in whole or in part for any purpose without prior written consent of CMBIS.

Additional information on recommended securities is available upon request.
Disclosure:
For recipients of this document in the United Kingdom

This report has been provided only to persons (I)falling within Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 (as
amended from time to time)(“The Order”) or (Il) are persons falling within Article 49(2) (a) to (d) (“High Net Worth Companies, Unincorporated Associations, etc.,) of
the Order, and may not be provided to any other person without the prior written consent of CMBIS.

For recipients of this document in the United States

CMBIS is not a registered broker-dealer in the United States. As a result, CMBIS is not subject to U.S. rules regarding the preparation of research reports and the
independence of research analysts. The research analyst who is primary responsible for the content of this research report is not registered or qualified as a research
analyst with the Financial Industry Regulatory Authority (“FINRA”). The analyst is not subject to applicable restrictions under FINRA Rules intended to ensure that the
analyst is not affected by potential conflicts of interest that could bear upon the reliability of the research report. This report is intended for distribution in the United
States solely to "major US institutional investors”, as defined in Rule 15a-6 under the US, Securities Exchange Act of 1934, as amended, and may not be furnished to
any other person in the United States. Each major US institutional investor that receives a copy of this report by its acceptance hereof represents and agrees that it
shall not distribute or provide this report to any other person. Any U.S. recipient of this report wishing to effect any transaction to buy or sell securities based on the
information provided in this report should do so only through a U.S.-registered broker-dealer.

For recipients of this document in Singapore

This report is distributed in Singapore by CMBI (Singapore) Pte. Limited (CMBISG) (Company Regn. No. 201731928D), an Exempt Financial Adviser as defined in
the Financial Advisers Act (Cap. 110) of Singapore and regulated by the Monetary Authority of Singapore. CMBISG may distribute reports produced by its respective
foreign entities, affiliates or other foreign research houses pursuant to an arrangement under Regulation 32C of the Financial Advisers Regulations. Where the report
is distributed in Singapore to a person who is not an Accredited Investor, Expert Investor or an Institutional Investor, as defined in the Securities and Futures Act (Cap.
289) of Singapore, CMBISG accepts legal responsibility for the contents of the report to such persons only to the extent required by law. Singapore recipients should
contact CMBISG at +65 6350 4400 for matters arising from, or in connection with the report.



