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Deleverage? Not for Chinese corporate sector

» Deleverage was the buzzword until the PBoC started cutting RRR
* However, the deleverage was more financial than real:
- Crackdown on shadow banking but limited progress in corporates

- Continuous leveraging in Chinese firms especially private ones (mostly real
estate developers)

- Improved repayment ability thanks to stronger revenue growth, but still slow
and well below global peers

Some sectors do better, such as health care and utilities, but much less so
for real estate
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Natixis China Corporate Monitor

Natixis China Corporate Monitor offers a bottom-up analysis of the health of the 3,000 largest
listed corporates in China in 2017. Beyond evolution over time, the report also looks into the
relative financial health of Chinese corporates compared to their global peers. Our analysis
compares aggregate corporate health, sectoral differences (old versus new economy) and those
driven by corporate ownership and size. The report has two key objectives: (i) achieve a better
informed (micro-based) outlook for China’s economy; (ii) understand sectoral developments and
offer ideas for asset allocation for Chinese corporates across versus their global peers
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In contrast with the global peers whose leverage ratio has
declined in 2017, Chinese corporates continued to leverage,
especially for the private sector

Leverage
Total Liabilities/Common Equity (%)
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Therefore, Chinese corporates improved their repayment
ability but still lower than their global peers

Repayment
EBITDA/Interest Expense
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When compared to global peers, the new economy is clearly
performing better. Health care and utilities are the very rare
sectors with better corporate health than global average

China versus global in 2017

EBITDA/

- Management Operating _
O Scorecard s— Profit  Free Cash Return on Interest
(From best to worst) (%YoY) Margin  Flow Yield Capital Expense
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N.B. Score computed by Principal Component Analysis with 34.9% in debt dynamics, 31.6% in revenue

generation and 33.6% in capital management. - -
Source: Natixis
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2. No expectation of deleveraging in 2018 thanks to
fiscal and monetary policy
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In 2018, stimulus should help but there are looming
uncertainties

Monetary and Fiscal Stimulus
' Key uncertainties ‘

US-China Trade war
(Supply chain and
access to technologies)

The FED
(Higher rates)
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Tax cuts and additional local government bond financing
to fight against the economic impact of US-led trade war

Reduction in tax and non tax burden in 2018

(RMB bn)

Source: Natixis

Local Government Debt Limit (RMB tr)
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Same with monetary policy through 250 basis points
reduction in RRR cuts in 2018, pushing down cost of

funding at the short end

Required Reserve Ratio (%)
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3. But risks increase due to trade war and higher
US rates
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In front of a trade war, the good news is that China’s
reliance on trade for growth seems reduced

China's exports as a share of GDP is falling
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..but Chinese corporates are more and more dependent
on overseas revenue

Proportion of overseas revenue (%)
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Related Research
Which Chinese sectors are more exposed to a global trade war?
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Some sectors are more exposed than the others
(ICT, consumer goods)

Proportion of overseas revenue by sector (%)

m 2012 = 2013 2014 = 2015 m 2016 m2017

Information Consumer Industrials Automobiles Materials Health Care Retail Consumer
Technology Durables Staples

Source: Natixis, WIND N.B. Estimated from A shares
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Semiconductor overtook oil as China's top imports

Semiconductor overtook oil as China's top imports

== Crude Oil (USD bn)
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Related Research
China Semiconductor: Money rain not enough to achieve “Manufacturing 2025”
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Achilles heel as the biggest market but the smallest

supplier

Demand of Semiconductor (2017, %)

America,
21
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mostly
China), 60 Japan, 9

Source: Natixis, SEMI, WIND

Supply of Semiconductor (2017, %)
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N.B. Calculated by revenue
Source: Natixis, Bloomberg, IC Insights, Trend Force, WIND
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Chinese manufacturers only manage to secure larger
market share in the lower end

Supply of Semiconductor by Subsector (2017, %)

China mUS Europe ®Korea ®Taiwan Singapore mJapan m®l|srael mOthers
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(High) Fabless 17 I S S 8 |
(High) Foundry |17
(High) Water Supplier [ EIIIEA
(High) IDM | 4 40 14
(Very High) Equipment 16
(I) 2I0 4IO 6IO 8IO 1(I)0

* Assumed corporates out of the Top 6 are China affiliated corporates
Source: Natixis, Bloomberg, IC Insights, Trend Force, WIND
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Ballooned corporate leverage in China means risks

from higher funding cost

m Government
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Real estate sector: the big elephant in the room with
massive leverage

Chinese developers are more
leveraged than global peers

m China m Global
500 - 433 466 - 500
400 | 355 - 400
300 - - 300
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100 - - 100
0 - -0

2015 2016 2017

N.B. Data extracted from Natixis China Corporate Monitor 2018. Real estate
companies within 3000 largest Chinese and global corporates by asset size included
respectively. Total Liabilities/Common Equity used as the measure of leverage
Source: Natixis

21

Y NATIXIS

BEYOMND BANKING



Chinese property developers are increasing their reliance
on USD bond funding, which is becoming more expensive

Outstanding Bond of Chinese

Developers by Currency (USD bn)
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According to our calculations, 13% of Chinese developers
are subjected to severe debt repayment difficulties

Repayment Ability of Chinese Number of real estate developers with high
Developers repayment risk ordered by asset size
At risk 6 - m Central SOE Local SOE mPOE 6
13%
Good
30%
4 - - 4
2 - -2
1 E
2
A
ver?ge 0 : . . 0
57% 1-25 26-50  51-75  76-100
Source: Natixis Source: Natixis

N.B. To access the repayment ability of individual Chinese property developers, we look at various metrics, i.e. leverage ratio, liquidity risk, refinancing needs and forex exposure.

For details:
China’s Real Estate Developers: A grey rhino in the jungle of financial risks
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https://www.research.natixis.com/GlobalResearchWeb/Main/GlobalResearch/ViewDocument/QyEbiaCSUsL1mc1RA_jo1Q==

Conclusion

« Chinese corporate balance sheets have not improved in 2017 especially when
compared with those of global corporations.

« Some sectors have been better than others, namely health care and utilities

« As for 2018 prospects, fiscal and monetary stimuli should help increase the stream
of income and keep funding costs low.

« However, the trade war will penalize the most export oriented sectors (especially
those more integrated in the global value chain). This is especially true for ICT.

« Higher rates in the US will also push up funding costs for Chinese companies,
especially those more exposed to external debit.

« The real estate sector, due to massive leverage and increasing dependence on
external funding, is the elephant in the room
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DISCLAIMER

The information contained in this publication and any attachment thereto is exclusively intended for a client base consisting of professionals and qualified investors. This document and any attachment thereto are strictly confidential and
cannot be divulgated to a third party without the prior written consent of Natixis. If you are not the intended recipient of this document and/or the attachments, please delete them and immediately notify the sender. Distribution,
possession or delivery of this document in, to or from certain jurisdictions may be restricted or prohibited by law. Recipients of this document are required to inform themselves of and comply with all such restrictions or prohibitions.
Neither Natixis, nor any of its affiliates, directors, employees, agents or advisers or any other person accepts any liability to any person in relation to the distribution, possession or delivery of this document in, to or from any
jurisdiction.

This document has been developed by our economists. It does not constitute a financial analysis and has not been developed in accordance with legal requirements designed to promote the independence of investment research.
Accordingly, there are no prohibitions on dealing ahead of its dissemination.

This document and all attachments are communicated to each recipient for information purposes only and do not constitute a personalized investment recommendation. They are intended for general distribution and the products or
services described herein do not take into account any specific investment objective, financial situation or particular need of any recipient. This document and any attachment thereto shall not be construed as an offer nor a solicitation
for any purchase, sale or subscription. Under no circumstances should this document be considered as an official confirmation of a transaction to any person or entity and no undertaking is given that the transaction will be entered into
under the terms and conditions set out herein or under any other terms and conditions. This document and any attachment thereto are based on public information and shall not be used nor considered as an undertaking from Natixis.
All undertakings require the formal approval of Natixis according to its prevailing internal procedures.

Natixis has neither verified nor carried out independent analysis of the information contained in this document. Accordingly, no representation, warranty or undertaking, either express or implied, is made to the recipients of this
document as to or in relation to the relevance, accuracy or completeness of this document or as to the reasonableness of any assumption contained in this document. Information does not take into account specific tax rules or
accounting methods applicable to counterparties, clients or potential clients of Natixis. Therefore, Natixis shall not be liable for differences, if any, between its own valuations and those valuations provided by third parties; as such
differences may arise as a result of the application and implementation of alternative accounting methods, tax rules or valuation models. The statements, assumptions and opinions contained in this document may be changed or may be
withdrawn by Natixis at any time without notice.

Prices and margins are indicative only and are subject to change at any time without notice depending on, inter alia, market conditions. Past performances and simulations of past performances are not a reliable indicator and therefore
do not anticipate any future results. The information contained in this document may include results of analyses from a quantitative model, which represent potential future events that may or may not be realised, and is not a complete
analysis of every material fact representing any product. Information may be changed or may be withdrawn by Natixis at any time without notice. More generally, no responsibility is accepted by Natixis, nor any of its holding
companies, subsidiaries, associated undertakings or controlling persons, nor any of their respective directors, officers, partners, employees, agents, representatives or advisers as to or in relation to the characteristics of this
information. The statements, assumptions and forecasts contained in this document reflect the judgment of its author(s), unless otherwise specified, and do not reflect the judgment of any other person or of Natixis.

The information contained in this document should not be assumed to have been updated at any time subsequent to the date shown on the first page of this document and the delivery of this document does not constitute a
representation by any person that such information will be updated at any time after the date of this document.

Natixis shall not be liable for any financial loss or any decision taken on the basis of the information disclosed in this presentation and Natixis does not provide any advice, including in case of investment services. In any event, you
should request for any internal and/or external advice that you consider necessary or desirable to obtain, including from any financial, legal, tax or accounting adviser, or any other specialist, in order to verify in particular that the
transaction described in this document complies with your objectives and constraints and to obtain an independent valuation of the transaction, its risk factors and rewards.

Natixis is authorized in France by the Autorité de Contréle Prudentiel et de Régulation (ACPR) as a Bank -Investment Services Provider and subject to its supervision.

Natixis is regulated by the Autorité des Marchés Financiers in respect of its investment services activities.

Natixis is authorized by the ACPR in France and regulated by the Financial Conduct Authority (FCA) and the Prudential Regulation Authority in the United Kingdom. Details on the extent of regulation by the FCA and the Prudential
Regulation Authority are available from Natixis’ branch in London upon request.

Natixis is authorized by the ACPR and regulated by the BaFin (Bundesanstalt fir Finanzdienstleistungsaufsicht) for the conduct of its business under the right of establishment in Germany.

Natixis is authorized by the ACPR and regulated by Bank of Spain and the CNMV (Comisién Nacional de Mercado de Valores) for the conduct of its business under the right of establishment in Spain.

Natixis is authorized by the ACPR and regulated by Bank of Italy and the CONSOB (Commissione Nazionale per le Societa e la Borsa) for the conduct of its business under the right of establishment in Italy.

Natixis is authorised by the ACPR and regulated by the Dubai Financial Services Authority (DFSA) for the conduct of its business in and from the Dubai International Financial Centre (DIFC). The document is being made available to the
recipient with the understanding that it meets the DFSA definition of a Professional Client; the recipient is otherwise required to inform Natixis if this is not the case and return the document. The recipient also acknowledges and
understands that neither the document nor its contents have been approved, licensed by or registered with any regulatory body or governmental agency in the GCC or Lebanon.

All of the views expressed in this research report accurately reflect the research analyst’s personal views regarding any and all of the subject securities or issuers. No part of analyst compensation was, is or will be, directly or indirectly
related to the specific recommendations or views expressed in this research report.

I(WE), ANALYST(S), WHO WROTE THIS REPORT HEREBY CERTIFY THAT THE VIEWS EXPRESSED IN THIS REPORT ACCURATELY REFLECT OUR(MY) PERSONAL VIEWS ABOUT THE SUBJECT COMPANY OR COMPANIES AND ITS OR THEIR
SECURITIES, AND THAT NO PART OF OUR COMPENSATION WAS, IS OR WILL BE, DIRECTLY OR INDIRECTLY, RELATED TO THE SPECIFIC RECOMMENDATIONS OR VIEWS EXPRESSED IN THIS REPORT.

The personal views of analysts may differ from one another. Natixis, its subsidiaries and affiliates may have issued or may issue reports that are inconsistent with, and/or reach different conclusions from, the information presented
herein.

Natixis, a foreign bank and broker-dealer, makes this research report available solely for distribution in

the United States to major U.S. institutional investors as defined in Rule 15a-6 under the U.S. securities

Exchange Act of 1934. This document shall not be distributed to any other persons in the United States. All major U.S. institutional investors receiving this document shall not distribute the original nor a copy thereof to any other
person in the United States. Natixis Securities Americas LLC, a U.S. registered broker-dealer and member of FINRA, is a subsidiary of Natixis. Natixis Securities Americas LLC did not participate in the preparation of this research report
and as such assumes no responsibility for its content. This research report has been prepared and reviewed by research analysts employed by Natixis, who are not associated persons of Natixis Securities Americas LLC and are not
registered or qualified as research analysts with FINRA, and are not subject to the rules of the FINRA. In order to receive any additional information about or to effect a transaction in any security or financial instrument mentioned
herein, please contact your usual registered representative at Natixis Securities Americas LLC, by email or by mail at 1251 Avenue of the Americas, New York, NY 10020.
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