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New Issue: Jianyuan 2020-2 Residential Mortgage
Backed Securities

Ratings Detail

Ratings As Of June 24, 2020

Class Rating

Amount (mil.

RMB) Coupon (%)

Minimum credit

support* (%)

Credit support provided by

subordination (%)

A-1 AAA (sf) 1,500.00 2.49 6.72 11.00

A-2 AAA (sf) 3,540.00 2.85 6.72 11.00

A-3 AAA (sf) 4,928.00 Base rate§ - 1.60 6.72 11.00

B AAA (sf) 224.00 4.45 6.72 9.00

Subordinated NR 1,008.28 N/A N/A

*We assessed the credit quality of the collateral to determine the minimum credit support level before conducting cash flow analysis. §Five-year

Loan Prime Rate (LPR) as of Dec. 2019, which is 4.8%. RMB--Chinese renminbi. NR--Not rated. N/A--Not applicable.

Profile

Closing date June 24, 2020

Legal final maturity date September 2044

Collateral Fully amortizing renminbi-denominated loans to prime-quality borrowers, secured by first registered mortgages

over residential property in China

Issuer CCB Trust Co. Ltd. as trustee of Jianyuan 2020-2 Residential Mortgage Backed Securities

Servicer China Construction Bank Corp.

Financial advisor CCB Capital Management Co.

Primary credit enhancement Note subordination and excess spread, if any

Supporting Ratings

Bank account provider Postal Savings Bank of China Co. Ltd.

Counterparty (commingling) China Construction Bank Corp.

Counterparty (deposit setoff) China Construction Bank Corp.

Loan Pool Statistics As of Jan. 9, 2020

Total number of loans 42,831

Total number of borrowers 42,828

Current principal balance of loans (RMB) 11,200,279,208

Average loan size (thousand RMB) 261.52

Weighted-average current loan-to-initial value ratio (%) 49.82

Weighted-average interest rate (%) 4.62

Weighted-average remaining tenor (years) 12.51

Weighted-average loan seasoning (years) 4.87
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Rationale

We assigned our 'AAA (sf)' rating to the class A-1, class A-2, class A-3 notes (collectively class A notes) and class B

notes issued by CCB Trust Co. Ltd. (CCBT) as trustee of Jianyuan 2020-2 Residential Mortgage Backed Securities. The

originator is China Construction Bank Corp. (CCB).

The ratings primarily reflect the following factors.

The credit risk associated with the underlying mortgage pool and the credit support available are commensurate with

our view of credit risk under a 'AAA' rating stress. Our assessment of credit risk takes into account the originator CCB's

underwriting track record and the characteristics of the underlying mortgage pool. We assume 16.7% foreclosure

frequency--the level of defaults--for the underlying mortgage pool outstanding and 40.3% of loss severity--estimated

losses given default--for assumed defaulted loans under our 'AAA' rating stress scenario.

The transaction's cash flows can meet the timely payment of interest and ultimate payment of principal to the rated

noteholders under stresses commensurate with the rating. The available credit enhancement provided via

subordination and excess spread (if any) for the notes issued is sufficient to absorb the credit losses as well as payment

of senior fees, expenses, and coupon on the notes under our 'AAA' rating stress scenario. Our cash-flow scenarios

assumed a combination of key parameters such as payment sequence, interest-rate movement, prepayment, and

default timing, together with other assumptions reflecting certain portfolio-specific characteristics.

The transaction is exposed to counterparty risks, including the risk related to the bank account provider and servicer

commingling risk, as well as deposit set-off risk. The rating-dependent counterparties meet our minimum rating

requirement to support a 'AAA' rating. Moreover, the documented downgrade and remedy language is in line with our

current counterparty criteria to support the rating to address counterparty risk and certain legal risk.

The legal structure of the trust is established as a special-purpose trust (SPT) under China's Trust law, and the

transaction structure and terms are consistent with the governance of China Banking Insurance Regulatory

Commission (CBIRC) and The People's Bank of China (PBOC)'s credit assets securitization (CAS) scheme. The legal

structure of the SPT meets our criteria for insolvency remoteness.

The ratings on the notes are higher than our sovereign rating on China. We applied our criteria "Incorporating

Sovereign Risk In Rating Structured Finance Securities: Methodology And Assumptions," along with its associated

guidance, published on Jan. 30, 2019. Based on our analysis, the criteria allows a maximum differential of four notches

above the sovereign rating. Therefore, the highest rating that can be assigned to this transaction is 'AAA (sf)' under our

criteria for a rating above the sovereign.

Strengths And Weaknesses

Strengths

The strengths of the transaction we observed in the rating analysis are:
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• The credit-positive characteristics of the mortgage pool. All underlying loans have a full-recourse feature and are

fully amortizing loans backed by residential properties for owner occupancy. The underlying mortgage pool is highly

granular, in light of around 42,800 loans. The current loan-to-value (LTV) ratio is about 49.8% on average. The

remaining loan tenor is about 12.5 years. All these factors support consistent and strong performance.

• CCB's long operating record in China's mortgage markets. CCB will act as servicer from transaction close. Besides a

vast branch network across China, the bank has well-established internal systems and processes, which strongly

support loan servicing for this transaction.

• Readily available cash reserve right after transaction close. The transaction will have legal rights to a cash reserve

funded from collections from the mortgage pool between the cut-off date and the entrustment date. The reserve will

be transferred to the trust within five business days from transaction close. This is in contrast to no cash reserve at

close for the majority of existing Chinese residential mortgage-backed securities (RMBS) transactions. The cash

reserve will provide around two months' of liquidity to the transaction if something unexpected occurs, such as an

unexpected servicer transition.

• That there is no exposure to loans backed by forward-delivery houses. Forward-delivery houses are properties still

under construction. It may take a few months to two years for the completion of construction and conversion from

advance registration notice of mortgage to a normal mortgage. Loans backed by forward-delivery houses are

exposed to potential construction risk. Such loans are common in China's mortgage market and therefore in the

mortgage pools supporting Chinese RMBS. This transaction is not exposed to such construction risk.

Weaknesses

The weaknesses of the transaction and the corresponding mitigants we observed in the rating analysis are:

• The limited availability of historical data. While Chinese banks began offering residential mortgage loans in late

1990, the applicable historical performance data are only available since about 2010. We expect these issues to be

addressed or improve as the operational and performance track record builds. Also, stringent regulatory oversight

and loan underwriting requirements aid loan quality and help mitigate potential net losses should loans default.

• A lack of experience in servicing transition in China's securitization market. Despite the rapid development of

Chinese securitization during the past couple of years, only a few transactions to date have experienced the critical

stress of a failure of important counterparties such as the servicer, and the potential for a resultant negative effect on

the transaction's cash flow. In this transaction, the servicer-transition risk and associated potential collection

disruption is largely mitigated by a cash reserve to be set aside within five business days from transaction close. In

our view, this will allow the transaction sufficient time to find a new servicer and resume asset collections.

Transaction Structure

This securitization transaction is based on China's CAS scheme set up by the CBIRC and PBOC.

CCB will sell a pool of prime residential mortgage loans, along with all related rights such as mortgages, to an SPT,

which is set up by the trustee for the purpose of securitization. To fund the loans purchase, the trustee will issue, on

behalf of the SPT, five classes of notes: class A-1, class A-2, class A-3, class B, and subordinated notes. Such transfer

will segregate the assets from the originator under China's Trust Law, and the SPT reflects our criteria in relation to

bankruptcy remoteness.
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The transaction has a static pool after closing. The collateralized assets are loans extended to prime-quality borrowers,

used to finance the purchase of commodity houses, which are typical residential properties without particular trading

restrictions. The residential properties financed by these loans are registered with first-ranking mortgages for the

benefit of the originator.

The transaction adopts separate interest and principal waterfalls. Principal collections available after covering any

shortfall in senior fees and expenses, note interest payments, and replenishing various required reserves, will be used

to pay down rated notes either in accordance with soft amortization schedules or in a pass-through manner.

The transaction will have legal rights to a cash reserve funded from collections from the mortgage pool between the

cut-off date and the entrustment date. The reserve will be transferred to the trust within five business days from

transaction close. The cash reserve is equal to roughly two months' liquidity, which is sufficient to cover senior fees

and expenses, note interest, and annual trustee fee payable.

The originator will be the transaction's servicer to collect borrower payments and to manage arrears.

Chart 1 shows the transaction structure.
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Chart 1

Note Terms And Conditions

Interest payments

The class A-1, class A-2, and class B notes are fixed rate, while the class A-3 notes are floating rate. Interest payments

on the class A-1, class A-2, and class A-3 notes on a pro-rata basis rank in priority to interest payments on the class B

notes. Interest payable on the rated notes is calculated based on the principal amount outstanding.

Principal allocation

Principal payments--after application of principal draws, if necessary, to cover income shortfalls--will be used to

amortize the class A-1 notes to their target balance, then to pay down the class A-2 notes to their target balance on

each payment date. The remaining principal collections will be passed through to pay down the class A-3 notes. If in
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any case the class A-3 notes are paid in full, but the class A-1 and class A-2 notes are still outstanding, then principal

collections will be used to pay down the class A-1 and class A-2 notes on a pari passu and pro-rata basis until their

balances become zero. The remaining principal collections after the full repayment of the class A notes will be

allocated to repay the class B notes in full first, followed by the subordinated notes.

If an acceleration event occurs, then excess interest income--after paying required senior payments and reserves

replenishment--can be used to pay down note principal. According to the principal waterfall, principal payments for

class A notes would revert to a pro-rata basis, in which class A-1, class A-2, and class A-3 are paid pari passu and pro

rata until they are fully paid down. After the class A notes are fully repaid, the principal collections will be passed

through to repay the class B notes in full first, then the subordinated notes.

Acceleration events

Automatic acceleration events include an insolvency event in relation to the originator, and the occurrence of any

servicer termination event. The occurrence of these events is not subject to noteholders' resolution. The events also

include cumulative default rate triggers, such as 2% during the first year from transaction close. Our cash-flow model

incorporates the default-rate trigger.

Acceleration events also include qualitative events, for which noteholders' resolution is required to take effect.

Loss allocation

There will be no charge-off of the notes in the transaction.

Clean-up call

The originator has a "clean-up call" option to purchase the mortgage loans from the trust if the pool balance at the end

of any month is 10% or less of the initial pool balance, and the clean-up call price for the loans is sufficient to fully

repay the rated notes and all fees and expenses of the trust.

Our analysis is on the basis that the notes are fully redeemed by their legal final maturity date. We don't assume the

clean-up call will be exercised.

Priority Of Payments

The transaction has three different waterfalls. The first one is applied immediately after transaction close and before

the occurrence of any event of default. The second is applied after the occurrence of any event of default. The third is

applied after the trust is terminated and residual cash is to be distributed.

The first waterfall has separate interest and principal cash flow priority of payments. The interest priority of payment is

summarized in table 1, while the principal waterfall is listed in table 2.

Table 1

Interest Priority Of Payments (Summarized)

1 Taxes

2 Initial/one-off upfront transaction fees and expenses

3 Ongoing senior fees and expenses (expense capped at RMB100,000 per month)

4 50% of servicer fee
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Table 1

Interest Priority Of Payments (Summarized) (cont.)

5 Pari passu and pro rata, note interest of class A-1, class A-2, and class A-3

6 Note interest of class B

7 50% of servicer fee

8 Pari passu and pro rata, top up the servicer transition and notification costs reserve and liquidity reserve to its required level

9 If an acceleration event occurs, all remaining funds will follow principal priority of payments. Otherwise, the funds will continue

to be allocated in the interest priority waterfall.

10 The amount equal to the principal balance outstanding (PBO) of newly defaulted loans in preceding collection period, plus the

PBO of loans that defaulted in collection periods before the preceding collection period, plus principal draw in previous periods,

minus interest collections diverted to the principal distribution account per this payment priority on previous payment dates

11 Any expense exceeding the senior expense cap and unpaid

12 Note principal distribution account

Table 2

Principal Priority Of Payments (Summarized)

1 The amount equal to shortfall from (1) tax to (8) replenishment of required reserves in the interest waterfall

2 If no acceleration event occurs, in the following order:

Repay class A-1 principal until its target balance, then repay class A-2 principal until its target balance. The remaining

amount to repay class A-3 principal until class A-3 is fully paid down.

If class A-3 note principal is fully paid down, pari passu and pro rata, repay class A-1 and A-2 principal

3 If any acceleration event occurs, pari passu and pro rata, pay down class A-1, A-2, and A-3 until they are fully paid down

4 Class B note principal outstanding until fully repaid

5 Subordinated note principal outstanding

6 Income to Subordinated note

Originator/Servicer Overview

Below are some of our key observations associated with CCB and the mortgage loan sector in China.

Strengths:

• CCB is China's top mortgage originator, with a long and established track record.

• CCB has embedded its mortgage policy and processes into its systems, with sound segregation of roles and

responsibilities.

• There is a strong compliance overlay on top of typical underwriting measures.

• CCB is proactive in portfolio surveillance, and compares favorably with overseas peers.

Weaknesses:

• Property insurance is not compulsory in China. Mortgage loan pools in China are more vulnerable to unexpected

shocks than those in other markets. However, the effects are largely moderated by the highly granular loan pools

and high geographical diversification.

• It takes longer to work out defaulted loans in China than in other markets. Non-court process to recover seems

more common than court process.
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Company background

CCB is one of the largest commercial banks in China, providing a comprehensive range of commercial banking

products and services primarily to domestic corporate and retail customers in China. It was established in October

1954 and listed on the Hong Kong stock exchange in October 2005 and the Shanghai stock exchange in September

2007. The bank's headquarters are in Beijing.

CCB's solid business stability and well-diversified operations support its strong business position. The bank's extensive

domestic distribution network of around 15,000 operating bases supports its strong franchise. CCB's operations include

the head office, 37 tier-one branches, more than 300 tier-two branches, around 14,200 sub-branches, around 500

outlets, and one specialized credit card center at the head office. Within the operational network, CCB also built

business-oriented operating centers, including more than 1,500 personal loan centers.

CCB has a long track record and an important role in providing mortgage loans and sponsoring RMBS issuance in

China (see chart 2). As of Dec. 31, 2019, CCB has about Chinese renminbi (RMB) 5.4 trillion of residential mortgage

loans outstanding, and ranks No. 1 in China with about 18% market share. As of Dec. 31, 2019, residential mortgage

loans account for about 35.0% of the bank's (gross) loan book.
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Chart 2

Organization structure in relation to mortgage loans

At the headquarters, the housing financing and personal lending department (housing financing) reports to the

president of CCB. The department is responsible for retail businesses, including residential mortgage loans. Its

responsibility also includes monitoring related businesses at the branch level and RMBS issuance.

Typically in a branch, three departments, namely housing financing, credit approval, and impaired assets management,

are involved in the residential mortgage loan business. Each of these reports to the general manager of that branch. In

our view, the separation of the business unit and the credit approval function helps the independence of credit

approval. The housing financing department is responsible for products including residential mortgage loans, and for

the entire business origination, servicing and collection, and early arrears (no greater than 90 days past due)
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management. The credit approval department is dedicated to credit approval, and the impaired assets management

department is dedicated to managing loans more than 90 days overdue. The functions of the three departments do not

overlap.

Typically, a branch is responsible for supervising and supporting sub-branches in its coverage area. A branch may set

up a few administrative centers to support sub-branches with nonclient-facing tasks such as information input and loan

disbursement, while sub-branches handle client-facing matters such as in-person interview with borrowers, as well as

initial verification and analysis.

Overview of end-to-end process and loan life cycle

In our view, CCB has built in its mortgage policy, process, and system with sound segregation of roles and

responsibilities. Chart 3 provides an illustrative representation of CCB's end-to-end process and a loan life. The process

and roles may slightly vary, depending on factors such as branches, sub-branches, and the number of staff.

CCB processes mortgage loans through its personal loan process management system (PLPM). Digital information,

scanned images, and files in paper form for a loan case typically move in tandem from role to role in the process and

in the PLPM. The PLPM also includes mechanisms to ensure proper segregation of roles and responsibilities. In our

view, clearly defined roles and responsibilities throughout the process and within the PLPM system promotes

underwriting compliance, quality assurance, and data accuracy.
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Chart 3

Loan underwriting

In our view, CCB's underwriting in major aspects such as checking credit reports from the credit bureau and

documents for compliance is similar to that of its onshore peers.

Loan origination. Potential borrowers can be referred to CCB in property construction sites by real estate developers,

real estate brokers and their offices, and CCB's own branch network. However, non-CCB third parties are not involved

in CCB's loan origination and underwriting process.

Initial review. Relationship managers conduct initial reviews to check matters such as whether an applicant is eligible

for a mortgage loan, and if documents submitted are in compliance. Relationship managers also check credit reports

from the Credit Reference Center, which is a credit bureau administered by PBOC. A personal interview with the

relationship managers is required. The outcome of the initial review is that a loan application may be accepted or
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rejected. An application initially being rejected could be accepted later on if an exceptional approval is obtained per

CCB's applicable policies.

Second review. A second reviewer reviews credit files and proposals to ensure document completeness and

compliance.

Score card. In 2005, CCB rolled out a score card to facilitate credit underwriting. One of the purposes of the score

card is to project a loan's probability of becoming more than 90 days past due. The score card ultimately produces one

of three results for a loan application. It classifies a loan application as high score/low risk, which leads to an

automatic approval, or as low score/high risk, which results in an automatic rejection. The score card system

randomly assigns all loans that do not fall into the above two categories to authorized credit approval officers for their

review. CCB selects a certain percentage of loans falling into both the high-risk and low-risk categories for a manual

final review.

Credit approval. At this stage, there is no ability to approve loans that are exceptions to policy and delegated lending

authorities. The CCB headquarters decides the delegated lending authority matrix, which could vary from branch to

branch, and sub-branch to sub-branch, depending on factors including loan size as well as approvers' capacity and

experience.

Income verification. Income proof with the company's/employer's stamp is required for salaried borrowers.

Self-employed borrowers need to submit monthly bank statement for multiple months to prove income level and

source. Commonly used income verification approaches include phone calls with an applicant's employer.

Debt-to-income assessment. We believe CCB's debt-to-income assessment is based upon the regulation "Commercial

Bank Real Estate Lending Risk Management Guidance" issued by the erstwhile China Banking Regulatory Commission

in 2004, now the CBIRC. The key measures are:

• Monthly mortgage payment over monthly income is equal to or less than 50% and

• Monthly debt payment over monthly income is equal or less than 55%.

CCB does not conduct an interest-rate stress test by assuming a higher loan interest rate. Interest-rate stress tests are

not a common practice in China.

Property appraisal. The property value for a new home is based upon "registered" contract of sale. If CCB believes

the registered contract of sale to be higher than the market level, it could apply a lower property value. A contract of

sale and sale price needs to be registered and therefore can be found online via websites managed by real

estate-related government agency.

For existing homes, a third-party property appraisal report is required. The selection of appraisal companies and

procurement of appraisal services are centralized at tier-one branches. The appraisal cases are randomly assigned to

contracted appraisers. Therefore, we believe the users of the appraisal reports are least likely to influence the appraisal

value.

Further verification before loan disbursement. While the loan processing is underway, it is mandatory for an execution

officer to call each borrower to ask a few questions to verify the authenticity of the borrower and the associated

mortgage loan.

Property insurance is not a common practice in China's mortgage loan market, and CCB is no different from others in

the industry. However, we believe any unexpected risk is likely to be largely moderated by the high granularity and
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high geographical diversification of the underlying mortgage pool. We also assume a higher market value decline for a

small portion of assumed defaulted loans to address such risk.

Loan servicing and mortgage portfolio surveillance

Borrowers are required to set up auto-debit bank accounts for monthly repayment. This is in line with industry

practices.

In our opinion, CCB is proactive in the surveillance of its mortgage portfolio. Our view is based on the following key

observations:

• At the branch or sub-branch level, a call must be made to a borrower within a month of the loan disbursement. We

believe this not only helps customer satisfaction, but is also one of many steps that CCB takes to detect any unusual

signal as early as possible.

• A team in the headquarters is dedicated to proactive monthly surveillance of CCB's mortgage loan book. The team

runs dozens of models to detect any unusual signs. Subsequently, it produces a potential risky customer list. The list

is ultimately cascaded to front offices. Front offices are required to follow up and provide updates to the branches

and the headquarters.

• CCB has developed a system related to property reappraisal and management of the underlying properties.

Branches can use the system to track and monitor the progress of mortgage registration and the change from

advance registration notice of mortgage to mortgage registration. The bank also reappraises properties using the

system. Reappraising an underlying property must be done at least once a year. Follow-up actions may be required.

Arrears management

In our view, CCB's management of loans between one and 90 days in arrears is in line with industry practices. Text

messages, followed by automatic voice-system calls, are used in the first few days after a loan becomes delinquent.

Within 90 days past due, the arrears management team in the housing financing department continues to follow up by

reaching out to delinquent borrowers via phone calls or in person, sending out notices, and/or calling via call centers.

Practices regarding how defaulted cases are handled vary from branch to branch. The impaired-asset team at the

branch level takes over loans that are more than 90 days in arrears. The team first decides if cases are to be

outsourced or handled internally. Actions to be taken vary case by case.

The non-court process to recover is more common than a court process, based upon our observations from trust

reports of past Jianyuan series. Based on such observations, together with workout experience shared by CCB, we

believe it typically takes two to three years to work out defaulted loans, but could also take longer.

Historical performance and peer comparison

Due to regulators' endeavors for transparency, historical performance data are available from the shelf-registration

documents of various mortgage originators, including the big five banks, which in total account for around 70% of

China's bank-financed residential mortgages. The big five banks are CCB, Industrial and Commercial Bank of China

Ltd., Agricultural Bank of China Ltd., Bank of China, and Bank of Communications Co. Ltd.

Based on the loan performance during 2012 to 2019, we see that CCB's 90-plus days delinquency rate remained by

and large below the average of the big five banks.
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Chart 4

Credit Assessment

Archetypical pool

We analyzed CCB's mortgage pool based on our "Principles Of Credit Ratings" criteria, published on Feb. 16, 2011. In

assessing the credit quality of a China residential mortgage pool, our approach is to ensure the methodology applied is

consistent with our approach to rating RMBS across markets, with the portfolio benchmarked against a defined

archetypical pool.

When available, we used performance data from the local China market as the basis for our analytical approach. In the

absence of such data, we have adopted (except the benchmark default frequency) the approach as outlined in our

"Australian RMBS Rating Methodology And Assumptions" criteria, published on Sept. 1, 2011, if the loan

characteristics are comparable.

As for the benchmark default frequency, we applied 15% for a 'AAA' rating stress for China's archetypical pool,

mirroring that in our U.S. RMBS criteria and differing from the anchors in our Australian RMBS criteria. The calibration

of the 'AAA' anchors draws from comparable historical scenarios of extreme stress. China's mortgage loan market

history is relatively short, based on the availability of historical data. Market practices continue to evolve. For example,
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while lenders in China have full recourse to borrowers for borrowing against their homes, the enforceability hasn't been

tested as much as in Australia and the U.S. and can be sensitive to social policy decisions under stressed market

conditions.

With the Australian RMBS criteria forming the initial framework, we made adjustments to recognize features that

might be unique or applicable to the China market.

The China archetypical pool reflects some market and product characteristics unique to China; however, when

possible, archetypical pools aim to be as uniform as possible across markets for comparability reasons.

If the characteristics of a pool vary from the archetypical pool, we make adjustments to the credit enhancement. We

might also make an adjustment to the credit enhancement to account for any product-specific features as well as

originator and servicer practices.

Compared with our Australian RMBS criteria, the following are the archetypical pool characteristics that are specific to

China:

• Residency: When a borrower is not a citizen in Mainland China, we increase the credit enhancement for collateral

analysis by a factor of 1.5x. This reflects the difficulty of managing arrears or recovery action should a nonresident

borrower default. The adjustment factor is the same as that applied for non-Australian residents under the

Australian RMBS criteria.

• Mortgage-ranking and land-holding status: First-registered mortgage over leaseholds in China.

• Geographic diversity: We applied China-specific city categorizations that are widely accepted by the mortgage

sector. City concentration limits for China are in table 3, with an adjustment factor of 2.0x for concentrations

exceeding these limits.

• Property size and market value decline: We applied an adjustment factor of 1.25x to the market-value decline

assumptions for property sizes larger than 150 square meters, which is mainly derived from the government's

criteria of around 140 square meters for nonordinary housing.

• Foreclosure period: We applied a foreclosure period of 24 months on loans with property located in four tier-one

cities per S&P Global Ratings' definition, and a foreclosure period of 36 months on loans with property in places

other than the four tier-one cities. The longer foreclosure period reflects an estimation of the increased time to work

out loans in places other than tier-one cities.

• Typical PBOC benchmark lending rates with adjustments (without interest-only period), and after the

implementation of the LPR regime in 2020, LPR benchmark lending rates with spreads.

• Complete residential property (in contrast to forward-delivery houses).

• The characteristic that a borrower is not a first-time buyer is removed and not applicable in China's mortgage pool.

Apart from the above characteristics specific to China, all other characteristics and adjustment factors that we applied

are consistent with our "Australian RMBS Rating Methodology And Assumptions" criteria, published Sept. 1, 2011.
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Table 3

City Concentration Limits

(%)

Tier-one cities: Beijing, Shanghai, Guangzhou, Shenzhen 40

Tier-two cities: Chengdu, Chongqing, Hangzhou, Nanjing, Shenyang, Suzhou, Tianjin, Wuhan, Xi'an 15

Tier-three cities: Changsha, Dalian, Jinan, Ningbo, Qingdao, Wuxi, Xiamen, Zhengzhou 5

Other locations 2

Summary of credit assessment and rating multiples

In calculating the minimum credit support level, we compare the characteristics of the portfolio with an archetypical

pool and apply multiples as a way to increase or decrease credit support levels to reflect higher or lower credit risk

compared with the characteristics of the archetypical pool. The credit support level comprises two components:

default frequency and loss severity. A summary of this calculation is shown in table 4. Table 5 lists the four main

default frequency characteristics that have deviated from the archetypical pool. We assumed 100% market value

decline for a small portfolio of loans to address the risk of lack of property insurance and sized that into the minimum

credit support level.

Table 4

Summary Of Credit Assessments

'AAA'

Default frequency (%) 16.66

Loss severity (%) 40.34

Minimum credit support 6.72

Assumptions

Benchmark foreclosure frequency for the China archetypical pool (%) 15.0

Market value decline (%) 45.0

Weighted-average recovery period (months) 35.4

Interest rate through recovery period (%) 10

Fixed selling and legal costs (RMB) 2,000

Variable selling and legal costs (% of stressed market value) 12%

Table 5

Rating Default Multiples

Criteria Default frequency multiple for total pool (x)

City tier concentration 1.76

Employment status 1.07

Seasoning 0.87

Loan-to-value ratio 0.57

Loan pool profile

The characteristics of the loan pool as of Jan. 9, 2020, are summarized in table 6.
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Table 6

Loan Pool Distribution

% of pool by initial pool balance

Current loan size (RMB)

Less than or equal to 200,000 23.58

Greater than 200,000 and less than or equal to 400,000 39.94

Greater than 400,000 and less than or equal to 600,000 13.98

Greater than 600,000 and less than or equal to 800,000 6.37

Greater than 800,000 and less than or equal to 1,000,000 3.78

Greater than 1,000,000 12.36

Interest type

Floating 100.00

Fixed 0.00

Current interest rate (%)

Less than or equal to 4.75 52.39

Greater than 4.75 and less than or equal to 4.90 33.83

Greater than 4.90 and less than or equal to 5.00 1.18

Greater than 5.00 and less than or equal to 5.10 0.55

Greater than 5.10 12.04

Loan tenor (year)

Less than or equal to 5 years 0.44

>5 and <=10 years 10.93

>10 and <=15 years 30.28

>15 and <=20 years 50.51

>20 and <=25 years 6.48

Greater than 25 years 1.37

Seasoning (year)

Less than or equal to 1 year 2.79

>1 and <=2 years 3.09

>2 and <=3 years 18.61

>3 and <=4 years 25.98

>4 and <=5 years 12.11

>5 and <=10 years 32.33

Greater than 10 years 5.10

Remaining term (year)

Less than or equal to five years 4.86

>5 and <=10 years 22.55

>10 and <=15 years 41.41

Greater than 15 years 31.19

Payment method

Equal installment 80.34
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Table 6

Loan Pool Distribution (cont.)

% of pool by initial pool balance

Equal Principal 19.66

Loan type

New residential mortgage 78.95

Second-hand residential mortgage 21.05

Borrower income (RMB)

Less than or equal to 50,000 6.63

Greater than 50,000 and less than or equal to 100,000 38.71

Greater than 100,000 and less than or equal to 150,000 21.86

Greater than 150,000 and less than or equal to 200,000 9.18

Greater than 200,000 and less than or equal to 250,000 5.75

Greater than 250,000 and less than or equal to 300,000 3.29

Greater than 300,000 14.57

Loan-to-value at origination (%)

>0 and <=40 3.32

>40 and <=50 6.98

>50 and <=60 13.39

>60 and <=70 57.84

>70 and <=80 18.47

Current loan-to-value ratio (%)

>0 and <=10 0.19

>10 and <=20 2.55

>20 and <=30 6.97

>30 and <=40 12.1

>40 and <=50 22.43

>50 and <=60 32.54

>60 and <=70 19.3

>70 and <=80 3.91

Geographic location (by province)

Anhui 18.06

Guangdong 17.67

Shandong 10.11

Jiangsu 8.98

Hunan 8.96

Fujian 7.26

Henan 7.17

Zhejiang 7.16

Hebei 3.59

Guizhou 2.72

Liaoning 2.71
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Table 6

Loan Pool Distribution (cont.)

% of pool by initial pool balance

Shaanxi 1.99

Chongqing 1.81

Yunnan 1.81

Geographic location (by major cities)

Hefei 10.62

Fuzhou 6.54

Linyi 4.99

Suzhou 4.50

Shenzhen 4.48

Changsha 3.87

Fuyang 2.85

Jinan 2.77

Huizhou 2.70

Hangzhou 2.54

Jiaxing 2.50

Guiyang 2.26

Suzhou 2.14

Yantai 2.05

Zhuhai 2.01

Others cities (individually less than 2.0%) 43.17

Cash-Flow Analysis

Cash-flow modeling assumptions

The key rating stresses and assumptions modeled at the 'AAA' rating level are:

• Analyzing and modeling the structure of the transaction to include all note balances and margins, either contractual

or our assumed fees and expenses, cash reserve funded via asset collections before transaction close, servicer

transfer fee and borrower notification costs, and waterfall priority for income and principal payments, as described

in the transaction documents.

• Default frequency and loss severity assumed at the 'AAA' rating level.

• Timing of defaults (see table 7).

• Foreclosure period and time to recover sale proceeds from defaulted loans.

• Prepayment rates, assuming low prepayment rates to test potential yield shortfalls, as well as running high

prepayment rate scenarios to stress the excess spread available (see table 8).

• Modeling the cash flows of the assets based on the characteristics of the underlying collateral pool, and the margin

set on all loans.

• Interest rates, by applying our assumed five-year LPR lending rate curves at the 'AAA' rating level. We applied four
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curves: up, down, up-down, and down-up.

• Arrears levels and cure periods.

• An assumed servicer fee of 0.35%, should it be necessary for CCB to be replaced as servicer; an extraordinary fee of

0.25% to address unexpected events or potential higher fee requested by a replacement third party.

• Sequential switched to pro rata principal payment structures of the notes, and pro rata principal payment

immediately after transaction close.

Table 7

Assumed Default Curves

Month Front-loaded default curve (%) Standard default curve (%) Back-loaded default curve (%)

7 10 10

12 25 15 5

18 15

24 30 25 25

36 20 25 25

48 10 15 15

60 5 10 10

72 5

Table 8

Assumed Constant Prepayment Rates

Transaction seasoning Low CPR scenario (% per year) Constant CPR scenario (% per year) Fast CPR scenario (% per year)

Up to month 12 3 10 10

Month 13 to month 18 3 10 15

Month 19 to month 36 3 10 25

After month 36 3 10 30

CPR--Constant prepayment rate. Total CPR shown includes of voluntary and involuntary (default) prepayments

Liquidity support

In this transaction, principal draw is allowed to cover shortfalls from tax to required reserves replenishment in the

pre-event of default interest waterfall if such shortfall occurs.

The transaction will set aside cash reserve via collections from the cut-off date to the entrustment date. The size of the

cash reserve is about 1% of the initial pool balance at the outset of the transaction (subject to actual note coupon rates)

and will amortize over time. The cash reserve is intended to provide the transaction with two months' liquidity. The

reserve sizing takes into consideration the senior expense cap and annual trustee fees.

Interest-rate risk

The transaction is exposed to two kinds of interest-rate risk.

The first kind is interest-rate mismatch. The class A-1, class A-2 notes, and class B notes, accounting for 47.0% of the

initial mortgage pool balance collectively, will pay a fixed interest rate. The mortgage pool comprises 100%

floating-rate loans. The transaction is susceptible to yield compression should the base rate drop when the class A-1,
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class A-2, or class B notes are still outstanding.

The second kind is basis risk arising from different base rates and different resetting frequency. In the mortgage pool,

there are two base rates, namely the PBOC one-to-five year and five-plus year lending rates. After the implementation

of the new LPR regime in 2020, in general, the loans may have LPR as base rate and resetting frequency no shorter

than 12 months. Taking into account mortgage loan tenors three years or longer, market practice and obligors' initial

tendency for resetting frequency, we consider that following the rate change, the five-year LPR, resetting in the

beginning of next year, or on an anniversary are the most relevant. Based on these factors, there are two kinds of

loans. If the transaction pays the liability based upon the five-year LPR resetting in January of the year following a rate

change, then we estimate roughly 1.0% of the initial pool balance--this refers to the loans that reset on

anniversary--would be susceptible to basis risk. To address such risk, we analyzed the distribution of historical

differences due to different indices and resetting frequency. We then used the value corresponding to the 95%

percentile for a 'AAA' rating stress. After considering the weighting of each kind of loans in the mortgage pool, we

assumed a 2.0 basis point loan margin compression over the life of the transaction to address potential basis risk under

a 'AAA' rating stress.

We've reflected such interest-rate calculation practices in our cash-flow model, together with our assumed stressed

interest-rate curves and margin compression, to test the transaction's cash flow with such basis risks.

Acceleration events and switch of payment priority

From transaction close, principal will be allocated to the rated notes in a mix of sequential and pro rata, as well as soft

amortization schedule and pass-through, in accordance with the transaction documents. We modeled a stressed

scenario in which the transaction would start with sequential principal payment and switch to pro rata payment at

some point due to a breach of the cumulative default rate trigger, which is one of the acceleration events.

We also modeled pro rata principal payment immediately after transaction close to simulate a least-likely scenario in

which an acceleration event other than a cumulative default rate occurs.

Counterparty Risks

The bank account provider

Postal Savings Bank of China Co. Ltd. (PSBC; A/Stable/A-1) is the account bank for this transaction. The

documentation of this role requires replacement within 30 days if our rating on the account bank falls below

'BBB/A-2'. The arrangement is consistent with our counterparty rating criteria.

Servicer commingling risk

In our view, the transaction is exposed to commingling risk arising from the servicer. CCB will act as servicer after

transaction close. If our rating on CCB falls below 'BBB/A-2', then the bank must issue right-perfection notices to each

individual borrower and redirect borrowers' payments to a trust account. The mechanism is consistent with our

counterparty rating criteria.
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Set-off risk

The transaction is exposed to deposit set-off risk because CCB is a deposit-taking financial institution. The potential

set-off amount could fluctuate because borrowers are not notified with the transfer of their loans at transaction close.

According to the transaction documents, should any set-off occur, CCB undertakes to deposit the same amount into

the trust asset to mitigate such risk. If our rating on CCB falls below 'BBB/A-2', then the bank must issue

right-perfection notices to each individual borrower. The potential set-off amount can be determined upon the issue of

the notices. CCB would deposit cash equal to the determined set-off amount into a trust account. The arrangement is

consistent with our counterparty rating criteria.

Legal Risks

This transaction is structured in accordance with China's Trust Law and CAS scheme. We believe the asset true sale

and issuer's bankruptcy remoteness in this transaction reflect our special-purpose entity criteria.

Loan transferability

According to article 79 of the Contract Law, a loan can be transferred to a third party except for any restriction by the

contract. Loan agreements used for the loans to be transferred in this transaction do not prohibit those loans from

transfer. This is covered by the originator's legal due diligence and confirmed by the legal due diligence finding.

Notification to borrowers of the mortgage pool

The originator shall announce the establishment of the SPT and asset transfer in nationwide media in accordance with

article 12 of the Administrative Measures for the Securitization of Credit Assets. However, notification to individual

borrower will not be made at transaction close. As a result, the transfer to the loans is legally effective between the

originator and the trustee, but does not have legal effect against borrowers. The risk could rise should the

originator/servicer become insolvent and borrowers continue to make payments to the originator acting as the

servicer. The risk is addressed by a minimum rating requirement for CCB as the initiative servicer, and notification of

redirecting borrowers' payment to a trust account if the rating on the bank falls below 'BBB/A-2'. The mechanism is

consistent with our counterparty rating criteria.

No mortgage re-registration at closing

When the mortgage pool is transferred to the trust, the mortgage in relation to the loans will not be reregistered. The

originator is still the first-ranking beneficiary.

Without mortgage reregistration at transaction close, the trustee on behalf of the trust still has mortgage rights.

According to article 192 of the Property Law and article 81 of the Contract Law, the associated rights can't be

separated from the debts attached by those rights.

However, without mortgage reregistration to the trust, a potential risk arises if the originator discharges the mortgage

rights on a property supporting one of the loans in the mortgage pool, and a bona fide third party pays a fair price to

purchase the property. Should the two conditions occur, article 106 of the Property Law stipulates that the property in

discussion belongs to the bona fide third party. The transfer between the originator and the trust can't be against the

bond fide third party.
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In our view, the foregoing risk is remote. The originator in the capacity of the servicer undertakes to service the loan

pool in accordance with the servicing manual. It is unlikely the servicer would discharge a mortgage before the

associated loan is fully paid down. Besides, we believe the chance that a bona fide third party purchases a property

without checking if there is a lien on the property is remote, given the sale and purchase of properties are very

common in China.

The other potential risk is that a defaulted loan borrower may challenge the separation of the associated loan and

related mortgage right. To mitigate such potential risk, CCB must complete mortgage reregistration within three

months if such challenge in relation to an individual defaulted loan occurs. Also, if the rating on CCB falls below

'BBB/A-2', then the bank must submit required documents for mortgage reregistration within 30 days of the rating

downgrade and complete mortgage reregistration within nine months.

Set-off risk

The risk is mitigated via an arrangement that is consistent with our counterparty rating criteria.

Ratings Above Sovereign

The rating assigned to the class A-1, class A-2, class A-3, and class B notes is 'AAA (sf)', which is higher than our 'A+'

sovereign rating on China. We applied our criteria "Incorporating Sovereign Risk In Rating Structured Finance

Securities: Methodology And Assumptions", published on Jan. 30, 2019, along with its associated guidance, published

on Jan. 30, 2019, and formed the view that 'AAA (sf)' is the maximum rating level that can be achieved for this

transaction. As per this criteria, the transaction's sensitivity to country risk is moderate because RMBS typically is a

plain vanilla structured finance instrument and the set-off risk is materially covered by the government-sponsored

deposit insurance. In addition, the transaction can withstand the additional stress test required per the criteria. As a

result, the possible maximum rating for this transaction can be four notches higher than sovereign rating.

Sensitivity Analysis

We modelled two additional scenarios to observe how vulnerable the notes would be to a downgrade under either

scenario.

• Scenario 1: Initial property value drops by 10%. We applied a haircut of 10% to the original property values and

increased LTV ratios for this impact. Note that this scenario does not take into account potential increases or

decreases in the security property value compared with its original value, and does not consider cash-flow analysis

and, therefore, the potential use of excess spread to cover losses.

• Scenario 2: Default frequency increases by 20%.

Table 9 sets out key credit assumptions, and what the rating level for the class A and class B notes would be at

transaction close under each scenario.
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Table 9

Key Credit Assumptions And Likely Rating Under Each Scenario

Expected base case Scenario 1 Scenario 2

Rating stress level AAA AAA AAA

Default frequency (%) 16.66 19.54 19.99

Loss severity (%) 40.34 47.84 40.34

Minimum credit support (%) 6.72 9.35 8.07

Expected/implied rating AAA (sf) AAA (sf) AAA (sf)

Potential impact of COVID-19

S&P Global Ratings acknowledges a high degree of uncertainty about the evolution of the coronavirus pandemic. The

consensus among health experts is that the pandemic may now be at, or near, its peak in some regions but will remain

a threat until a vaccine or effective treatment is widely available, which may not occur until the second half of 2021.

We are using this assumption in assessing the economic and credit implications associated with the pandemic (see our

research here: www.spglobal.com/ratings). As the situation evolves, we will update our assumptions and estimates

accordingly.

In analysing COVID-19's impact to this transactions based on the current information, we believe our 'AAA' stressed

default frequency already captures the borrower default risk. However, we consider that the repayment capability of

some obligors in the underlying pool will be temporarily impaired. Accordingly, we undertook additional cash flow

sensitivity analysis, in which we assumed for each of the first six months of the transaction, that receipt of a portion of

each month's collections would be delayed for a period of six months. Our analysis shows that the transaction's cash

flows are sufficient to meet note interest and senior expenses under our rating stress scenarios. In our view, such

potential risk is largely mitigated by the liquidity reserve, ability to apply principal draws to cover interest shortfalls if

any, and the credit enhancement provided via subordination and excess spread in this transaction.

Transaction Comparison

We compared this transaction with the latest two transactions we rated.

Table 10

Liability

Jianyuan 2020-2 Jianyuan 2019-10 Jianyuan 2019-7

Rating

A-1 AAA (sf) AAA (sf) AAA (sf)

A-2 AAA (sf) AAA (sf) AAA (sf)

A-3 AAA (sf) AAA (sf) AAA (sf)

B AAA (sf) N.A. N.A.

Subordinated Unrated Unrated Unrated

Initial note issued (mil. RMB)

A-1 1,500.00 1,500.00 1,500.00

A-2 3,540.00 2,900.00 2,550.00
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Table 10

Liability (cont.)

Jianyuan 2020-2 Jianyuan 2019-10 Jianyuan 2019-7

A-3 4,928.00 5,750.00 4,670.00

B 224.00 N.A. N.A.

Subordinated 1,008.28 1,371.11 1,149.18

Tranche % to initial pool balance (%)

A-1 13.39 13.02 15.20

A-2 31.61 25.17 25.84

A-3 44.00 49.91 47.32

B 2.00 N.A. N.A.

Subordinated 9.00 11.90 11.64

Credit support provided by subordination (%)

A-1 11.00 11.90 11.64

A-2 11.00 11.90 11.64

A-3 11.00 11.90 11.64

B 9.00 N.A. N.A.

Subordinated N.A. N.A. N.A.

Principal payment method

A-1 Soft amortization schedule Soft amortization schedule Soft amortization schedule

A-2 Soft amortization schedule Soft amortization schedule Soft amortization schedule

A-3 Pass-through Pass-through Pass-through

B Pass-through N.A. N.A.

Interest rate (coupon; %)

A-1 2.49 3.20 3.20

A-2 2.85 3.45 3.42

A-3 Base rate* -1.60 Base rate* -1.06 Base rate* -1.00

B 4.45 N.A. N.A.

Note: The five-year LPR rate as of Dec.19, which is 4.8%. In Jianyuan 2019-10 and 2019-7, the PBOC five year-plus lending rate 4.9% was used.

RMB—Chinese renminbi. NR--Not rated. N/A--Not applicable. N.A.--Not available.

Table 11

Pool Characteristics

Jianyuan 2020-2 Jianyuan 2019-10 Jianyuan 2019-7

Total number of loans 42,831 44,089 41,870

Total number of borrowers 42,828 44,088 41,868

Current principal balance of loans (RMB) 11,200,279,208 11,521,113,240 9,869,180,204

Average loan size (thousand RMB) 261.52 261.3 235.7

Weighted-average current loan-to-initial value ratio (%) 49.82 49.03 50.37

Weighted-average interest rate (%) 4.62 4.55 4.91

Weighted-average remaining tenor (years) 12.51 11.68 11.78

Weighted-average loan seasoning (years) 4.87 4.74 4.10
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Table 12

Credit Assessments and Selective Rating Default Multiples

Jianyuan 2020-2 Jianyuan 2019-10 Jianyuan 2019-7

'AAA'

Default frequency (%) 16.7 16.1 17.2

Loss severity (%) 40.3 38.4 41.0

Minimum credit support 6.72 6.17 7.03

Rating default multiples

City tier concentration 1.76 1.69 1.80

Employment status 1.07 1.05 1.04

Seasoning 0.87 0.86 0.90

Loan-to-value ratio 0.57 0.56 0.57

Related Criteria

• Criteria | Structured Finance | General: Counterparty Risk Framework: Methodology And Assumptions, March 8,

2019

• Criteria | Structured Finance | General: Incorporating Sovereign Risk In Rating Structured Finance Securities:

Methodology And Assumptions, Jan. 30, 2019

• Legal Criteria: Structured Finance: Asset Isolation And Special-Purpose Entity Methodology, March 29, 2017

• Criteria - Structured Finance - General: Global Framework For Cash Flow Analysis Of Structured Finance Securities,

Oct. 9, 2014

• Criteria | Structured Finance | General: Global Framework For Assessing Operational Risk In Structured Finance

Transactions, Oct. 9, 2014

• Criteria | Structured Finance | RMBS: Australian RMBS Rating Methodology And Assumptions, Sept. 1, 2011

• Criteria | Structured Finance | RMBS: Methodology And Assumptions For Analyzing The Cash Flow And Payment

Structures Of Australian And New Zealand RMBS, June 2, 2010

• General Criteria: Methodology: Credit Stability Criteria, May 3, 2010

• Criteria | Structured Finance | General: Methodology For Servicer Risk Assessment, May 28, 2009

Related Research

• Credit FAQ: What Do The First Performance Reports Reveal About COVID-19's Effects On China Auto ABS And

RMBS?, March 26, 2020

• Credit FAQ: How S&P Global Ratings Factors In The Potential Effects Of The COVID-19 Outbreak When Analyzing

China Auto ABS And RMBS, March 4, 2020

• China Auto ABS and RMBS Must Brace For Coronavirus Impact, Feb. 3, 2020

• New Loan Pricing Framework Increases Basis Risk For China RMBS, Dec. 30, 2019
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