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Abstract 
The real estate industry, as a pillar industry in China's economic development, has seen 
a number of enterprises default on their bonds with the tightening of regulation and the 
impact of the new crown epidemic in recent years. This paper analyzes the reasons for 
the default of bonds of Yango Group Co., Ltd. from both internal and external aspects, and 
finds that Yango Group Co., Ltd.has problems such as reduced market demand and 
restricted financing under regulatory requirements externally, and problems such as 
weakened profitability, excessive debt and unreasonable debt structure, tight cash flow 
and insufficient debt servicing capacity internally. This article provides certain ideas for 
analysing the causes of bond defaults in the real estate industry in the context of a 
tightening industry environment, and proposes countermeasures against bond defaults 
from various aspects. 
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1. Introduction 

With the development of China's economy and society, the bond market is also becoming more 
and more mature, and the original situation of government underwriting and rigid payment 
continued until the default of "11 Chaori bonds" in 2014 has come to an end. Since then, the 
government is no longer the last line of protection for enterprises, and there have been 
numerous defaults in the bond market. The real estate industry, as an important pillar of 
China's economic development, has an important position in the capital market, and due to its 
unique industry development characteristics of high indebtedness, it has become the hardest 
hit by credit bond defaults. At the same time, the real estate industry has been significantly 
affected by policy regulation. Around 2014, the policy regulation for real estate enterprises was 
more relaxed and a large number of real estate enterprises had large-scale debt raising, but 
since the second half of 2020, under the general regulation of " housing and housing without 
speculation ", "two concentrations of housing loans " and "concentrated land supply" and other 
policies continue to increase, while there are three red lines, restrictions on purchases, sales, 
loans, price restrictions and other policies in turn, the industry's harsh winter came. In the first 
quarter of 2022, 16 new bonds defaulted nationwide, and the corresponding subjects of the 
first default of credit bonds were Fujian Yango Group Co. (hereinafter referred to as "Fujian 
Yanggo"), Bohai Leasing Company Limited (hereinafter referred to as "Bohai Leasing") and 
Yango Group Company Limited (hereinafter referred to as "Yango"). Among these three first-
time defaulters, Yango Group Co., Ltd. in particular had the largest amount of default. This paper 
explores the underlying reasons behind Yangcheng's bond defaults to provide a way out for 
other real estate enterprises facing the same difficulties, and to provide reference for stabilising 
the bond market and promoting the healthy development of the bond market. 
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2. Basic Information 

2.1. Current Situation of Bond Defaults in China 
Since 2014, the scale of bond issuance by enterprises in China has been climbing. 2021, the scale 
of bond issuance was RMB 617,466,684 million, and in the first half of 2022 alone, the scale of 
bond issuance reached RMB 315,267,609 million. At the same time, the number of bond 
defaults has also increased, as can be seen from Table 1, as at 1 July 2022, a total of 537 bonds 
had defaulted, with the balance of defaulted bonds in the real estate industry ranking second in 
all sectors and the number of defaulted bonds being 64, also in the forefront of all sectors. 
 

Table 1. Industry distribution of bond defaults in China as of 2022/7/1 

Industries Number of bonds in 
default (only) 

Balance of defaulted 
bonds (RMB billion) 

Information technology industry 36 423.72 

Wholesale and retail trade 69 734.09 

Manufacturing 172 1,214.60 

Real Estate 64 917.79 
Agriculture, forestry, livestock and 

fisheries 2 11.50 

General 76 715.08 

Transport, storage 35 377.60 

Extractive industries 17 92.11 

Construction 44 445.44 
Communication and Cultural 

Industries 1 3.00 

Social Services 8 66.69 
Electricity, gas and water production 

and supply industry 5 37.98 

Finance, Insurance 8 48.89 

Total 537 5,088.50 

Data source: wind database 

2.2. Basic Information on Cases of Non-compliance 
Yango Group Co., Ltd. is a comprehensive real estate development enterprise under Sunshine 
Holdings. The founder of Yango Holdings is Lin Tengjiao, and the company was established in 
1995. In recent years, the real estate industry has been greatly influenced by policies, and 
liquidity has been strained in phases due to the external environment and the enterprises' own 
operational problems. In February 2022, bonds such as "17 Yangcheng MTN001" and "17 
Yangcheng MTN004" issued by Sunshine City were in material default. 

3. Analysis of the Reasons for Yango Group's Bond Defaults 

3.1. External Causes 
3.1.1. Impact of the New Crown Pneumonia Outbreak 
The real estate industry has obvious industry characteristics. Most of the current real estate 
enterprises are in high debt, with long project capital turnover cycles, high capital requirements 
and high liquidity risks, and are capital-intensive industries. Due to the continuation of the New 
Crown epidemic, China's GDP growth has been slow and the demand in the real estate market 
is sluggish. Real estate enterprises have seen a decrease in sales, a reduction in operating 
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income, a serious test of liquidity and an extended sales return period. The amount of inventory 
of Sunshine City has been increasing, reaching RMB203,407 million by the first quarter of 2022, 
with the risk of stagnant sales. The amount of accounts receivable has also been increasing, 
posing a potential liquidity risk. 
3.1.2. Tightening of Regulation in the Real Estate Sector 
The increasingly stringent regulation of the real estate industry has put real estate companies 
that rely on high leverage in a difficult position to raise funds. As companies that have expanded 
aggressively face soaring debt servicing and cash flow pressures, bond defaults are inevitable. 
The Ministry of Housing and Construction and the Central Bank introduced the "three red lines" 
policy on 1 January 2021, specifically: red line one is that the gearing ratio excluding pre-
receipts should not be greater than 70%, red line two is that the net debt ratio should not be 
greater than 100%, and red line three is that the cash to short term debt ratio should not be 
less than one times. If all three indicators step out of line, the scale of interest-bearing liabilities 
of the enterprise shall not be increased; if two indicators step out of line, the annual growth rate 
of the scale of interest-bearing liabilities shall not exceed 5%; if only one indicator steps out of 
line, the annual growth rate of interest-bearing liabilities shall be increased to 10%; if all three 
indicators meet the regulatory requirements, the growth rate shall be increased to 15%. Of 
these, the: 
Gearing ratio excluding pre-receipts = (total liabilities - pre-receipts) / (total assets - pre-
receipts).  
Net debt ratio = (interest-bearing liabilities - monetary funds) / equity.  
Cash to short-term debt ratio = monetary funds/short-term interest-bearing liabilities. 
Based on the data of five real estate enterprises in 2021, the "three red lines" indicators are 
calculated as shown in Table 2. It can be seen that, compared with four other real estate 
enterprises in the same industry, namely Vanke, Xuhui Holdings, China Merchants Shekou and 
China Resources Land, Sunshine City, which has defaulted on its bonds, has stepped on a red 
line, with its gearing ratio, excluding pre-receipts, reaching 78.2% and its cash to short term 
debt ratio close to 1. Among the "three red lines", Sunshine City has breached one red line and 
therefore its debt financing has been strictly restricted. 
 

Table 2. Cross-sectional comparison of the three red lines in the same industry 

 
Gearing ratio excluding pre-

receipts (%) 
Net debt ratio 

(%) 
Cash to short term debt 

ratio 
Vanke 69.80 30.97 2.26 

Sunrise Holdings 69.70 62.80 2.62 
China Merchants 

Shekou 60.88 34.41 2.13 

China Resources 
Land 60.40 30.40 1.96 

Yango Group Co., Ltd. 78.20 89.09 1.27 

3.2. Internal Causes 
3.2.1. Shrinking Revenue and Continued Decline in Profitability 
As can be seen from Table 3, since 2021, Yango's operating revenue has shrunk significantly, 
falling from RMB82.171 billion in 2020 to RMB42.526 billion in 2021, a decline of 48%. 1 
quarter of 2022 saw revenue of RMB1.857 billion, a decrease of approximately 75.3% over the 
same period. Net profit has been in negative growth since 2021, with net profit of -$7.494 billion 
in 2021, a decrease of $12.985 billion compared to 2020, and a continued downward trend of -
$1.634 billion in 2022. The decline in operating income is due to the downturn in its main 
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business segment, the real estate development market. In recent years, the real estate industry 
has been more significantly affected by policy controls, with a decrease in demand in the real 
estate market and an overall decline in sales volume, resulting in a decline in profitability. 
 

Table 3. Yango group Profitability 2014-2022Q1 

Year 
Operating 

income 
(RMB billion) 

Net profit 
(RMB 

billion) 

Rate of return on 
assets 

(%) 

Net profit margin on total 
assets 

(%) 

Return on net 
assets 

(%) 

2014 138.94 12.82 4.83 3.25 22.53 

2015 223.80 17.33 4.10 2.98 16.64 

2016 195.98 14.31 2.20 1.50 8.76 

2017 331.63 22.28 2.24 1.34 9.00 

2018 564.70 39.06 2.94 1.64 10.91 

2019 610.49 43.21 2.69 1.51 9.40 

2020 821.71 54.91 2.93 1.66 9.97 

2021 425.26 -74.93 -1.65 -2.11 -14.78 

2022Q
1 

18.57 -16.34 -0.26 -0.46 -4.06 

3.2.2. Excessive Expansion of Scale and Unreasonable Debt Structure 
The size of Yango group's assets and liabilities are on a year-on-year trend. The scale of assets 
grew from RMB46,229 million in 2014 to RMB358,555 million in the first quarter of 2022. The 
main reason why the scale of assets has grown on such a scale in just a few years is the 
significant increase in the scale of liabilities of the enterprise, which had reached RMB320,245 
million by the first quarter of 2022, and the gearing ratio was as high as 89.32%. Net cash flow 
from investing activities has always been negative, and the enterprise keeps investing in 
projects for external expansion. Yango is one of the representatives of the "aggressive school" 
of Fujian real estate enterprises. High turnover and high indebtedness are notable labels 
attached to it, and are also the main reasons for Yango's present predicament. Yango not only 
has excessive debt pressure, but also an unreasonable debt structure. Yango's liabilities are 
mainly current liabilities, and its total current liabilities have been increasing, from RMB31.237 
billion in 2014 to RMB279.924 billion in the first quarter of 2022, accounting for 87.41% of its 
total liabilities. since 2018, Yango has faced the dilemma of a large amount of debts maturing, 
with current liabilities accounting for an excessively high proportion, while declining 
profitability and restricted financing channels have made Yango had to take measures such as 
selling its assets to cope with the situation. 
 

Table 4. Yango group Current and Interest Bearing Liabilities 2014-2022Q1 

Year 
Total current 

liabilities 
(RMB billion) 

Total non-
current liabilities 

(RMB billion) 

Current 
liabilities as a 

percentage 
(%) 

Total interest-
bearing 

liabilities 
(RMB billion) 

Gearing ratio 
(%) 

2014 312.37 79.14 79.79 202.61 84.69 

2015 402.11 162.20 71.26 372.44 80.42 

2016 521.51 493.55 51.38 674.90 84.29 

2017 1170.97 655.84 64.10 1133.73 85.66 

2018 1568.38 655.29 70.53 1123.23 84.42 

2019 1767.58 798.95 68.87 1106.91 83.45 

2020 2180.43 750.02 74.41 1022.30 83.18 

2021 2699.42 462.18 85.38 838.73 88.25 

2022Q1 2799.24 403.21 87.41 815.37 89.32 
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3.2.3. Tight Cash Flow and Insufficient Debt Servicing Capacity 
From 2014 to the first quarter of 2022, the Company's net cash flow from operating activities 
is again negative in the first quarter of 2022; net cash flow from financing activities has grown 
steadily from 2014 to 2018, however, since 2018 net cash flow from financing activities has 
started a net outflow, reaching a net outflow of $35,158 million in 2021 ( In the first quarter of 
2022, the Company's net cash flows from operating, investing and financing activities were all 
negative, indicating very tight cash flows and a significant increase in liquidity risk. The main 
reason is that after 2018, with a large amount of debt maturing, the amount of cash paid by the 
Company for debt repayment rose significantly. 2021, due to the tightening of regulation, 
financing was restricted, the funds required for debt repayment increased significantly, and the 
cash received for obtaining borrowings decreased significantly, and the net cash flow from 
financing activities fell to the lowest point. 2021, the Company's money capital was only 18.388 
billion yuan, compared with 49.805 billion yuan last year, a decline of 31.417 billion yuan, or 
about 63.1% year-on-year (see Table 7), mainly for the repayment of maturing debts, the 
company fell into a liquidity crisis. In terms of solvency, the current ratio has basically been on 
a downward trend since 2017, and indicators such as the quick ratio and cash ratio are also not 
optimistic (see Table 6), putting huge pressure on debt servicing. 
 

Table 5. Net cash flows from the three main activities of Yango group 2014-2022Q1 

Year 
Net cash flows from 
operating activities 

(RMB billion) 

Net cash flows from investing 
activities (RMB billion) 

Net cash flows from financing 
activities (RMB billion) 

2014 -56.41 -3.54 68.42 
2015 -38.79 -29.96 170.96 
2016 -25.81 -171.14 224.45 
2017 88.19 -320.18 397.13 
2018 218.31 -158.72 -62.91 
2019 153.96 -64.19 -48.61 
2020 213.54 -177.21 6.23 
2021 91.64 -10.23 -351.58 

2022Q1 -1.07 -1.86 -13.07 

 
Table 6. Yango group Solvency 2014-2022Q1 

Year Current 
ratio 

Quick ratio 
(%) 

Cash ratio 
(%) 

Net cash flow from operating activities / interest-
bearing debt (%) 

2014 1.46 33.61 10.68 -34.55 
2015 1.69 63.65 33.72 -13.46 
2016 2.20 76.39 31.27 -4.91 
2017 1.69 61.42 28.01 9.70 
2018 1.50 59.43 20.69 19.19 
2019 1.54 54.69 20.76 13.67 
2020 1.38 52.45 18.58 19.72 
2021 1.13 38.26 4.98 9.65 
2022

Q1 
1.10 37.73 4.23 -0.13 

 
To alleviate the company's liquidity difficulties, company has taken a series of active measures. 
In 2021, the amount of cash received by Yango group from the recovery of investments 
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amounted to RMB6,615 million, and the net cash received from the disposal of subsidiaries and 
other business units amounted to RMB3,388 million (see Table 7), the disposal of shares in 
Industrial Bank and Zhengxin Valley Flagship Fund, as well as the transfer of a number of high-
quality locations such as Hilton Hotel, Sichuan Yibin and Shanghai Ziguang assets to ease the 
Company's cash flow pressure. 
 

Table 7. Yango group's Disposal of Assets and Monetary Funds 2014-2022Q1 

Year Net cash received from disposal of subsidiaries and other operating 
units (RMB billion) 

Monetary funds (RMB 
billion) 

2014 7.12 39.61 
2015 0.00 137.95 
2016 0.00 188.89 
2017 0.00 363.74 
2018 0.00 378.48 
2019 3.80 419.78 
2020 0.00 498.05 
2021 33.88 183.88 
2022

Q1 0.00 155.81 

4. Countermeasures and Recommendations 

4.1. From a Business Perspective 
The management of an enterprise should raise the company's awareness of risk resistance and 
rationalise its debts. The company's long-term "high leverage and high turnover" model has led 
to an excessive scale of debt, with the gearing ratio standing at over 80% for a long time, and 
most of the debt is short-term current liabilities, which brings greater risks to the company's 
operation. This will put serious pressure on the cash flow of the company. The company should 
change its "high leverage and high turnover" business model as soon as possible, reduce the 
proportion of interest-bearing debts, gradually reduce the scale of debts and revitalise 
restricted funds, etc. 
Real estate companies have a high level of inventory and receivables due to their unique nature 
and need to clear their inventories in a timely manner. Strengthen the management of accounts 
receivable, improve the standard of credit policy and closely monitor the collection of accounts 
receivable. In the event that debt repayment is difficult when faced with debt maturity, good 
communication with creditors should also be made to extend and reduce interest rates on 
maturing debts to try to ease the pressure on the company's funding cash outflow and maintain 
the overall stability of debt balances. In terms of self-help initiatives, assets may be sold as 
appropriate to ease the pressure of raising funds. 

4.2. From the Investor's Perspective 
Due to the lagging development of the domestic bond market, the first bond default case 
emerged in 2014, which was also relatively late and had not yet formed a perfect system. 
However, in recent years, the "rigid payment" situation has been broken, leading to a gradual 
increase in the scale of bond defaults, which has forced investors to pay attention. Investors 
should be aware of the risks involved, understand the market trends, pay attention to the 
possible negative impact of macroeconomic and policy regulation on the company, pay 
attention to the company's own operations and cash flow, focus on the changes in financial 
indicators, be alert to the occurrence of bond defaults and avoid investing blindly. 
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4.3. From the Perspective of the Industry Regulator 
China's securities regulators should increase supervision and management of real estate 
enterprises to guide them to raise reasonable financing, enhance their profitability and solve 
their debt problems. At the same time, regulators should also increase supervision of credit 
ratings so that credit rating companies can provide timely warnings on high-risk bonds for 
enterprises, thereby achieving effective prevention of bond risks. In addition, the transparency 
of securities trading should be improved. At present, there are still many problems in China's 
securities trading market, such as various types of supervision systems are not yet sound, and 
the degree of information opacity is high. Therefore, it is necessary to improve the level of 
information disclosure, so that investors can have a clearer understanding of the status of 
enterprises and have a more accurate judgment on the performance of corporate bonds. 
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