


Key Takeaways

« The credit profiles of most rated E&C companies will be stable in 2023. Earnings growth will tend to keep interest
coverage ratios (our usual rating trigger) steady.

« We expect the revenue of most rated E&C companies to grow by 8%-11% in 2023, supported by solid order backlogs
and continuous expansion of infrastructure investment.

« Moderating raw material costs, and a potentially lower receivables-to-revenue impairment ratio, could gradually help
the profitability of our rated companies to recover in 2023.

» That said, the financial headroom of some of these companies has shrunk due to debt growth and leverage hikes
during business expansion.

* Rating pressure on some of them (such as BCEG and PCCC) could heighten if the property development sector
continues to drag on profits, or if cash collection is prolonged due to deteriorating financial conditions at local
governments or their financing vehicles (LGFVs).



Infrastructure Investment To See Healthy Growth In 2023

- Total infra. investment (including power & utilities) grew 11.5% in 2022.
- We expect total infra. investment to stay high in 2023, supported by government policies ahead of China’s full economic recovery.

- China’s government is likely to continue stimulus measures to encourage new investment, as partially indicated by consistently high issuance of special
purpose bonds (SPBs) at Chinese renminbi (RMB) 3 trillion-RMB4 trillion annually during 2020-2022.

- The scope of projects that qualify for the use of SPB proceeds extends to new energy and new infra. projects (e.g. infra. for big data and artificial intelligence)
from the government’s original nine priority investment categories (see footnote), as announced in 2022.

Infra. Investment On Course For Healthy Growth In 2023 About 50% of Infra Investment Is Funded By Self
Raised Funds
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Note: The nine originalinvestment categories are: 1) transportation infrastructure 2) energy 3) forestry and water conservancy 4) agriculture, ecologicaland environmental protection 5) social programs 6) urban and rural cold chains and other logistics
infrastructure 7) municipal and industrial park infrastructure 8) strategic government projects 9) affordable housing projects.. FAI —Fixed asset investment. Source: Wind, National Bureau of Statistics, S&P Global Ratings.
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China’s E&C Market To See Healthy Growth in 2023

- Project execution rates in the E&C sector are likely to accelerate as the impact of the pandemic subsides in 2023, supporting healthy industry growth.
- New contracts in China’s E&C industry grew 6.4% year-on-year in 2022, as the government’s infrastructure push offset the impact of the property slowdown.

- The industry order backlog reached RMB71.6 trillion as of end 2022, 2.3 times industry output. This indicates good growth prospects for the next 12-24
months.

- Apotential recovery in homebuyer confidence due to government support measures and subsiding pandemic impact could reduce the year-on-year decline in
new housing construction in 2023.

- In 2022, the gross floor area of total housing under construction (incl. residential, commercial, industrial housing, etc.) declined 0.7%.

Infrastructure Push Supports New Contract Growth Solid Order Backlog Supports Healthy Growth

China construction industry output Industry's new contracts B Industry order backlog (left scale) Industry order backlog/output (right scale)
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SOEs To Gain Share

- E&C state-owned enterprise (SOE) market share increased to 57% for 2022, measured by total order backlog. It was 53% in the same period of 2021.

- The trend will likely continue in 2023 because SOEs have: (1) financial stability and good access to funding; (2) solid project execution track records; and (3)

more advanced construction technology for complex infra. investment projects.

- Privately owned E&C enterprises will continue to underperform the overall E&C industry. Most focus on residential housing construction. Narrow business
scope, deteriorating financial strength, and inferior access to finance means they are less well-placed to capture growth opportunities.

SOEs Are Taking Market Share From POEs

mmmm SOFE order backlog (left scale)
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Rated E&C Companies To See Stable Business Expansion

- We expect the revenue of rated E&C companies to grow 8%-11% in 2023 after an estimated 9%-12% growth in 2022. Average backlog is 3.9 times 2021
revenue, indicating visibility for growth. New orders have seen healthy growth of 13% in 2022, after 10% in 2021.

- We expect property sales volumes in China will gradually stabilize in 2023, due to potential government demand stimulus measures and subsiding pandemic
impact. However, property sales will still likely decline 5%-8% on a value basis due to lower prices.

- Some of our rated E&C companies have 4%-18% of revenue exposed to property development businesses. Even so, their E&C business growth should
continue to mitigate against lackluster property development businesses in 2023.

Healthy Order Backlog Indicates Likely Revenue Expansion Rated Entity Revenue To Grow 5%-11% In 2023-2024
mmm Aggregated order backlog/revenue of rated entities (left mmmm Aggregated revenue of rated entities (left scale)
scale) .
Aggregated new orders growth YoY (right scale) Revenue YoY (right scale)
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Note: Aggregated new orders includes CSCEC, CREC, CRCC, PCCC, MCC, SCG, Chalieco. Aggregated order backlog
and revenue includes all the preceding entities except CSCEC; CSCEC is not included due to lack of data for some
years and 2022 backlog data is not yet available. See page 9 for full names. Source: Company disclosures, S&P Note: Aggregated revenue includes CSCEC, CREC, CRCC, PCCC, CMGC, SCG, Chalieco and BCEG. See page 9 for full
Global Ratings. names. Source: Company disclosures, S&P Global Ratings.
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Profitability May Improve Slightly

- We expect the EBITDA margins of most rated E&C companies to trend up modestly in 2023, after a dip in 2022. Positive factors include:

- cautious E&C project selection with better margin;

- moderating raw materials costs and improving operating efficiency (a lower expense ratio) due to less pandemic related disruption; and

- lower impairment provisions in 2023. Most receivables at risk from property customers should have been impaired in 2021 and 2022.

- That said, impairment provision ratios will likely stay high because of downside risk to cash collection from LGFVs in 2023. We expect the impairment ratio to

stay at an average of 0.5%-0.6% of total revenue in 2023. That compares with an anticipated 0.7%-0.8% in 2022 and 0.7% in 2021.

Margins Of Rated Entities May Trend Up After 2022

mmm Aggregated EBITDA of rated entities (left scale)
Average EBITDA margin (right scale)

Average SG&A/Revenue ratio (right scale)
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Note: Aggregated EBITDA include CSCEC, CREC, CRCC, PCCC, CMGC, SCG, Chalieco and BCEG. See page 9 of this
report for full names. Source: Company disclosures, S&P Global Ratings.
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Raw Material Costs Are Dropping From Peaks
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Expansion Appetite And Profitability Drive Rating Buffer

We expect rated entities’ leverage to remain at a relatively high level on a continuous free cash outflow. In addition to earnings growth, companies have
adopted different measures to control leverage, such as asset disposal, debt to equity swap, etc.

- Their EBITDA interest coverage ratio should be stable in 2022 and 2023 as financing costs are likely to stay low in China. This ratio is the rating trigger for

most E&C entities. We view it as reflective of SOE E&C companies’ underlying financial risk. This takes into account the SOE issuers' refinancing track record
and wide funding sources.

- Some rated E&C companies (such as BCEG and PCCC) could see meaningful rating pressure if their EBITDA margins underperform our base case by 0.5-1.0

percentage points in 2022-2024 (see page 10-12). This could be driven by a worse-than-expected margin performance of property businesses or a higher
Impairment provision ratio.

Sustained Negative FOCF Will Drive Up Debt Interest Coverage Should Remain Stable For Most
Rated Issuers

= Adjusted Debt (left soale)

m Aggregated FOCF of our rated E&C entities Debt/EBITDA (right scale)
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Note: Aggregated FOCF include CSCEC, CREC, CRCC, PCCC, CMGC, SCG, Chalieco and BCEG. See page 9 of this

Note: Aggregated Adjusted Debt include CSCEC, CREC, CRCC, PCCC, CMGC, SCG, Chaliecoand BCEG - see
report for full names. FOCF —Free operating cash flow. Source: Company disclosures, S&P Global Ratings.

page 9 of this report for their full name. Source: Company disclosures, S&P Global Ratings.
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Margin, Working Capital, And Investment Appetite Are Key Drivers

Rating Downgrade Triggers

Latest performance

Company Rating Key Rating Drivers
EBITDA New contract Est. EBITDA Est. EBITDA Int.
Leverage Int. Cov growth Revenue growth margin Est. Leverage Cov (x)
China State Construction A/Stable N.A. < 3.0x 2022:10.6% 9M 2022:14.8% 9M 2022: 6.0% Debt/EBITDA: 9M 2022: 3.7 Revenue and margin expansion of E&C businesses to
Engineering Corp. Ltd. (CSCEC) 2021:10.3% 9M 2021: 24.3% 9M 2021: 6.5% 9M 2022: 5.3x 9M 2021: 3.7 moderate pressure from property segment;
9M 2021: 4.6x Leverage control amid business growth.
CSCEC International Construction A-/Stable N.A. CSCEC’s: N.A. N.A. N.A. N.A. N.A. Leverage and profitability trend of its parent, CSCEC.
Co. Ltd. (CSCEC International) <3.0x
China State Construction BBB/Stable N.A. <3.0x 9M 2022: 20% 9M 2022: 38.9% 1H 2022:12.8% Debt/EBITDA: 1H2022: 4.3 Ability to moderate margin pressure amid business mix
International Holdings Limited (CSCI) 9M 2021: 36% 9M 2021: 25.1% 1H 2021:15.9% OM 2022 4.4% 1H 2021: 4.1 changes;
9M 2021: 4.9x Operating cashflow and leverage improvement.
China Railway Construction Corp. A-/Stable FFO/Debt: ~3.0x 2022:15.1% 9M 2022: 8.6% 9M 2022: 5.8% FFO/Debt: 9M 2022: 3.9 Investment appetite towards PPP projects;
Ltd. (CRCC) <12%: or 2021:10.4% 9M 2021:17.9% 9M 2021: 5.6% 9M 2022: 13.1% 9M 2021:3.7 Ability to improve profitability.
9M 2021: 16.6%
China Railway Group Ltd. (CREC) BBB+/Stable N.A. <2.0x 2022: 11.1% 9M 2022:10.4% 1H 2022: 5.1% Debt/EBITDA: 1H2022: 3.3 Working capital managment;
2021: 4.7% 9M 2021: 11.8% TH 2021: 5.1% 9M 2022: 6.0x 1H2021: 3.4 Investment appetite towards PPP projects.
9M 2021: 5.6x
China Metallurgical Group Corp. BBB+/Stable N.A. Minmetal's 2022:11.7% 9M 2022:13.6% 9M 2022: 3.8% Debt/EBITDA: 9M 2022: 2.8 Cost control for margin improvement;
(CMGC) and Metallurgical Corp. of <2.0x 2021:18.1% 9M 2021: 30.4% 9M 2021: 4.1% 9M 2022: 7.1x 9M 2021: 2.8 Ability to maintain positive FOCF.
China Ltd. (MCC) 9M 2021: 7.3x
Power Construction Corp. of China BBB+/Stable N.A. <2.0x PCCC (list co): 2021:14.9% 2021: 6.9% Debt/EBITDA: 2021:1.9 Working capital and capex control on investment-linked
(PCCC) 2022:29.3% 2020:16.4% 2020: 7.5% 2021: 9.8x 2020:1.8 projects.
2021:15.9% 2020: 9.4x Margin pressure from project mix change.
Shanghai Construction Group Co. BBB/Stable Debt/ N.A. 2022: 2.1% 9M 2022: -11.4% IM 2022: 4.1% Debt/EBITDA: 9M 2022: 2.0 Margin improvement during business recovery;
Ltd. (SCG) EBITDA: 2021: M.7% 9M 2021: 26.1% IM 2021: 4.2% 9M 2022: 5.0x 9M 2021: 2.3 Appetite on investment-linked projects and land
> 4.0x 9M 2021: 3.7x acquisitions.
Beijing Construction Engineering BBB/Stable N.A. <2.0x 2021:-2.3% 9M 2022: 14.0% IM 2022: 4.2% Debt/EBITDA: 9M 2022:1.5 Profitability and leverage trend amid project mix changes;
Group Co. Ltd. (BCEG) 2020: 28.1% 9M 2021: 7.5% 9M 2021: 4.6% 9M 2022: 12.0x 9M 2021: 1.3 Capex and other investment control.
9M 2021: 14.1x
China Aluminum International BB-/Stable N.A. <1.0x 2022: -13.8% 9M 2022: 0.9% 9M 2022: 3.7% Debt/EBITDA: 9M 2022:1.2 Project mix change and impairment uncertainties could
Engineering Corp. Ltd. (Chalieco) 2021:13.0% 9M 2021: -2.6% 9M 2021: 4.3% 9M 2022: 471.0x 9M 2021: 1.4 weigh on margin;

9M 2021: 26.3x

Cautiousness on participation of PPP projects.
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Rating Buffer Varies
CSCEC (A/Stable/—) & CSCEC International (A-/Stable/--)

—O— EBITDA int coverage - Base case = === Downgrade trigger - EBITDA int coverage

= O = EBITDA int coverage (EBITDA margin - 0.5 ppt) = © =EBITDA int coverage (EBITDA margin - 1.0 ppt)
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Note: Trigger and financial data for both companies are CSCEC's numbers.

CRCC (A-/Stable/--)

EBITDA int coverage - Base case
FFO/Debt - Base case
= O = FFO/Debt (EBITDA margin - 0.5 ppt)
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Source: Company disclosures, S&P Global Ratings.
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CSCI (BBB/Stable/--)

—O— EBITDA int coverage - Base case

= O = EBITDA int coverage (EBITDA margin - 0.5 ppt)
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Rating Buffer Varies (Continue)
CMGC (BBB+/Stable/--) & MCC (BBB+/Stable/--)

—O— China Minmetals' EBITDA int coverage - Base case ===« Downgrade trigger - EBITDA int coverage
EBITDA int coverage (EBITDA margin - 0.5 ppt) = O = EBITDA int coverage (EBITDA margin - 1.0 ppt)
China Minmetals' Debt/EBITDA - Base case

o 70 8.0
0
g / = 9 Q —o
8 5.0 S~ --- o 6.0
"é‘ o/
8
E 3.0 4.0
S,

2.0

g
o

2019 2020 2021 2022k 2023k

Note: Trigger and financial data for both companies are China Minmetal's numbers.

SCG (BBB/Stable/--)

EBITDA int coverage - Base case
Debt/EBITDA - Base case
= O = Debt/EBITDA (EBITDA margin - 1.0 ppt)
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PCCC (BBB+/Stable/-)
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BCEG (BBB/Stable/--)
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Rating Buffer Varies (Continue)

Chalieco (BB-/Stable/--)

—O0— EBITDA int coverage - Base case
EBITDA int coverage (EBITDA margin - 0.5 ppt)
Debt/EBITDA - Base case
1.5
1.0
0.5

0.0

EBITDAint coverage

-0.5

-1.0
2019 2020 2021

Source: Company disclosures, S&P Global Ratings.

S&P Global
Ratings

= === Downgrade trigger - EBITDA int coverage
= O = EBITDA int coverage (EBITDA margin - 1.0 ppt)
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Related Research
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* China Railway Construction's Debt-Funded Growth Tightens Financial Headroom, Sep 07, 2022
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+ CSCEC Has Buffer To Ride Through Property Market Uncertainties, Aug 31, 2022

» Chalieco Downgraded To 'BB-"On Slow Deleveraging Prospects; Outlook Stable, Aug 29, 2022

+ CSCl's Business Transformation To Support Gradual Deleveraging, Aug 23, 2022

S&P Global
Ratings

13


https://www.capitaliq.com/CIQDotNet/CreditResearch/SPResearch.aspx?articleId=&ArtObjectId=12608887&ArtRevId=1&sid=&sind=A&
https://www.capitaliq.com/CIQDotNet/CreditResearch/SPResearch.aspx?DocumentId=53587318&From=SNP_CRS
https://www.capitaliq.com/CIQDotNet/CreditResearch/SPResearch.aspx?DocumentId=53411318&From=SNP_CRS
https://www.capitaliq.com/CIQDotNet/CreditResearch/SPResearch.aspx?&DocumentId=53410408&From=SNP_RE
https://www.capitaliq.com/CIQDotNet/CreditResearch/SPResearch.aspx?DocumentId=52799110&From=SNP_CRS
https://www.capitaliq.com/CIQDotNet/CreditResearch/SPResearch.aspx?DocumentId=52658765&From=SNP_RES
https://www.capitaliq.com/CIQDotNet/CreditResearch/SPResearch.aspx?DocumentId=52624399&From=SNP_CRS
https://www.capitaliq.com/CIQDotNet/CreditResearch/SPResearch.aspx?DocumentId=52609247&From=SNP_CRS
https://www.capitaliq.com/CIQDotNet/CreditResearch/SPResearch.aspx?DocumentId=52592733&From=SNP_CRS
https://www.capitaliq.com/CIQDotNet/CreditResearch/SPResearch.aspx?DocumentId=52576903&From=SNP_CRS
https://www.capitaliq.com/CIQDotNet/CreditResearch/SPResearch.aspx?DocumentId=52529101&From=SNP_CRS

Analytical Contacts

Claire Yuan
Director
+852 2533-3542

claire.yuan@spglobal.com

Gao Boyang
Associate
+86 (010) 6569 2725

boyang.gao@spglobal.com

S&P Global
Ratings

Stephen Chan
Associate Director
+852 2532-8088

stephen.chan@spglobal.com

Danny Huang
Senior Director
+852 2532-8078

danny.huang@spglobal.com

Torisa Tan
Associate
+ 86 213183 0642

torsia.tan@spglobal.com







Copyright © 2023 by Standard & Poor’s Financial Services LLC. All rights reserved.

No content (including ratings, credit-related analyses and data, valuations, model, software or other application or output therefrom) or any part thereof (Content) may be modified, reverse engineered, reproduced or distributed in any form
by any means, or stored in a database or retrieval system, without the prior written permission of Standard & Poor's Financial Services LLC or its affiliates (collectively, S&P). The Content shall not be used for any unlawful or unauthorized
purposes. S&P and any third-party providers, as well as their directors, officers, shareholders, employees or agents (collectively S&P Parties) do not guarantee the accuracy, completeness, timeliness or availability of the Content. S&P
Parties are not responsible for any errors or omissions (negligent or otherwise), regardless of the cause, for the results obtained from the use of the Content, or for the security or maintenance of any data input by the user. The Content is
provided on an "as is" basis. S&P PARTIES DISCLAIM ANY AND ALL EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE,
FREEDOM FROM BUGS, SOFTWARE ERRORS OR DEFECTS, THAT THE CONTENT'S FUNCTIONING WILL BE UNINTERRUPTED, OR THAT THE CONTENT WILL OPERATE WITH ANY SOFTWARE OR HARDWARE CONFIGURATION. In no event shall
S&P Parties be liable to any party for any direct, indirect, incidental, exemplary, compensatory, punitive, special or consequential damages, costs, expenses, legal fees, or losses (including, without limitation, lost income or lost profits and
opportunity costs or losses caused by negligence) in connection with any use of the Content even if advised of the possibility of such damages.

Credit-related and other analyses, including ratings, and statements in the Content are statements of opinion as of the date they are expressed and not statements of fact. S&P's opinions, analyses, and rating acknowledgment decisions
(described below) are not recommendations to purchase, hold, or sell any securities or to make any investment decisions, and do not address the suitability of any security. S&P assumes no obligation to update the Content following
publicationin any form or format. The Content should not be relied on and is not a substitute for the skill, judgment and experience of the user, its management, employees, advisors and/or clients when making investment and other
business decisions. S&P does not act as a fiduciary or an investment advisor except where registered as such. While S&P has obtained information from sources it believes to be reliable, S&P does not perform an audit and undertakes no
duty of due diligence or independent verification of any information it receives. Rating-related publications may be published for a variety of reasons that are not necessarily dependent on action by rating committees, including, but not
limited to, the publication of a periodic update on a credit rating and related analyses.

To the extent that regulatory authorities allow a rating agency to acknowledge in one jurisdiction a rating issued in another jurisdiction for certain regulatory purposes, S&P reserves the right to assign, withdraw, or suspend such
acknowledgement at any time and in its sole discretion. S&P Parties disclaim any duty whatsoever arising out of the assignment, withdrawal, or suspension of an acknowledgment as well as any liability for any damage alleged to have been
suffered on account thereof.

S&P keeps certain activities of its business units separate from each other in order to preserve the independence and objectivity of their respective activities. As a result, certain business units of S&P may have information that is not
available to other S&P business units. S&P has established policies and procedures to maintain the confidentiality of certain nonpublic information received in connection with each analytical process.

S&P may receive compensation for its ratings and certain analyses, normally from issuers or underwriters of securities or from obligors. S&P reserves the right to disseminate its opinions and analyses. S&P's public ratings and analyses are
made available on its Web sites, www.spglobal.com/ratings (free of charge) and ratingsdirect.com (subscription) and may be distributed through other means, including via S&P publications and third-party redistributors. Additional
information about our ratings fees is available at \ global.com/ratings/usratingsfees.

Australia: S&P Global Ratings Australia Pty Ltd holds Australian financial services license number 337565 under the Corporations Act 2001. S&P Global Ratings' credit ratings and related research are not intended for and must not be
distributed to any person in Australia other than a wholesale client (as defined in Chapter 7 of the Corporations Act).

STANDARD & POOR'S, S&P and RATINGSDIRECT are registered trademarks of Standard & Poor's Financial Services LLC.

spglobal.com/ratings

S&P Global
Ratings 16


http://www.spglobal.com/ratings
http://www.ratingsdirect.com/
http://www.spglobal.com/ratings/usratingsfees

	China Engineering & Construction 2023 Industry Outlook:
	Key Takeaways
	Slide Number 3
	Slide Number 4
	Slide Number 5
	Rated E&C Companies To See Stable Business Expansion
	Profitability May Improve Slightly
	Expansion Appetite And Profitability Drive Rating Buffer
	Slide Number 9
	Rating Buffer Varies
	Rating Buffer Varies (Continue)
	Rating Buffer Varies (Continue)
	Related Research
	Analytical Contacts
	Slide Number 15
	Slide Number 16

