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Hong Kong —
Becoming an
International
Securitisation Hub
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With the Belt and Road Initiative and the Guangdong-Hong Kong-Macau Greater Bay Area being
the two important strategies of Mainland China, Hong Kong not only can use its unique position as

a leading international financing hub to open up new securitisation markets to provide investment
opportunities in infrastructure and SMEs to global institutional investors, but in turn bring an influx
of additional capital markets funding into the market.
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Under the two important strategies of
Mainland China - the Belt and Road
Initiative (BRI) and the Guangdong-Hong
Kong-Macau Greater Bay Area (GBA)
development, which emphasise the
importance of infrastructure and small and
medium enterprises (SMEs) as part of the
local, regional and global economies, Hong
Kong is presented with unprecedented
opportunities of developing into a
securitisation financing hub. By leveraging
on its public resources and regulatory

and tax systems, Hong Kong not only

can use its unique position as a leading
international financing hub to open up
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new securitisation markets to provide
investment opportunities in infrastructure
and SMEs to global institutional
investors, but could in turn also bring
an influx of additional capital markets
funding into the Hong Kong market.

Traditional funding sources for
infrastructure and SMEs are limited while
a huge volume of funding is available

in the capital markets. For instance,
governments may face fiscal constraints
and banks are facing stringent regulatory
capital requirements that make lending
to these sectors increasingly less

attractive. This creates funding gaps;

in most cases significant funding gaps.
International institutional investors from
the capital markets who are interested
in investing in these sectors can step in
and fill these gaps through securitisation.
Securitisation can connect the capital
markets to borrowers and to deliver
capital markets funding to infrastructure
and SMEs. Not only does this connect
the excess funding resources in the West
with the under-investment in the Asia-
Pacific region, it will also bring additional
economic and job growth to the hub,
benefitting consumers and businesses.
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“Securitisation is a multidisciplinary and cross-

functional debt capital markets product that

requires specialised skills in banking, legal,

accounting and information technology.”

Benefits of Securitisation for
Hong Kong

The most direct benefit of securitisation
to Hong Kong would be job growth in
Hong Kong's financial services industry.
Securitisation is a multidisciplinary and
cross-functional debt capital markets
product that requires specialised

skills in banking, legal, accounting

and information technology. Bankers,
accountants, lawyers and financial
services industry members who would
be needed to support this hub, not to
mention the employees in the businesses
which can grow as a result of being

fed securitisation funding. Creating a
securitisation hub in Hong Kong can
support all this extra employment.

Secondly, securitisation can also bring
a positive effect to GDP growth. Take

the US and the EU as examples, the
funding contributed by their respective
securitisation markets are around 8%

of their annual GDP. If Hong Kong was
able to grow similar markets, it could add
US$28 billion of additional funding for the
Hong Kong economy. Scaling this across
the GBA produces an even greater figure,
i.e. US$120 billion of additional funding.
This additional funding can be directed
straight to the real economy —to SMEs, to
their employees, to trade and to valuable
social infrastructure. This will definitely
improve access and the availability of
capital for funding businesses in the overall
Hong Kong economy and, more widely,
throughout the GBA.

The following sections shall detail how
Hong Kong could prepare itself to
step up as a securitisation hub in the

SPECIAL ARTICLE

KRl X E

HEFEGDPRI8% . HAEREEREEAM
BTG, 1 2 AR 2808 R TTHIER
SNEE MRERIEAEENKER,
BHEERL200EXTHRIEER.EE
RINET AL EEARERGE, flud
NEREHEE . BH, URHEERR
. ZEEER, B FEREBNALEE
SSESEREPERIE SN

T EHAS 4R PR & 8 B] LU s
2R, MR AE R ERNEEZF PO
MASEFRF o

s I RITESR
EEFAMINEEZFUPL, EBR
BEREE-AREBRR HWEAR—EEHL
FENEENERE, CAARHES R
HEESURBEEERER, TENHE
AR BENRBERSBNTSRE
BRI,

BHEURZHERBBENERNFEES,
E 2 efir] LA SE M AR
R R AN sE s O & m, HAM
FIRwEE2RER, EEEZEL—(E
BERFUHBENERAERNEX
BFHEE, BB ERRFEHEERS

Asia-Pacific region so as to increase its
competitiveness.

Framework for a
Securitisation Hub

To become a successful securitisation
hub, Hong Kong will need to bring
together three key elements: — it will
need to be a warehouse for securitisation
data and information; it should also bring
together present and potential market
participants with the securitisation
service providers; and lastly, it must have
the necessary market infrastructure
supported by a robust legal, regulatory
and tax framework.

Data and Information about
securitisation transactions is important
so that aspiring market participants
can see how to undertake a successful
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transaction and how they could benefit
from the securitisation hub. Otherwise,
they may be reluctant to take partin

the hub. A vast searchable electronic
database containing securitisation

data and information should be
established. Access of this database
should be available to all companies

and institutions which have a genuine
interest in making use of the hub.The
database should also permit users to use
application programming interfaces, so
that their own systems can directly and
electronically interact with the data and
information on the platform. It is also
important to make standard criteria,
best practices and industry templates
available on the platform as this can

give clear guidance on what will be
needed for a transaction to be eligible for
government support available within the
securitisation hub.

Hong Kong should also establish

an integrated forum for financial
professionals to share ideas and thoughts
and actively participate in the growth
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of the hub. This forum will need to be
interactive so that the appropriate
individuals can contribute content which
would be accessible by all who wish to
make use of this platform.

The success of a securitisation hub also
depends on market infrastructure. Stock
exchanges, clearing systems and rating
agencies must adequately accommodate
the structure of securitisation
transactions. For example, the Stock
Exchange of Hong Kong already has
listing rules designed to accommodate
asset-backed securities. Listing rules
could be updated to contemplate a
wider range of potential transactions.

Market infrastructure would also need to
be backed by a sound legal framework.
Hong Kong's common law tradition

and rule of law gives Hong Kong’s legal
system a strong grounding for use in
securitisation transactions. Many other
countries with large securitisation markets
have introduced domestic securitisation
rules and Hong Kong could do so too.
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Setting Criteria and
Standardising Transactions

To benefit from government and
agency support within Hong Kong’s
securitisation hub, infrastructure and
SME securtisations should be required
to meet pre-set criteria.

Standardisation will help reduce the
due diligence burden for prospective
investors. If assets and documentation
are standardised, due diligence
checks will relate more to checking
compliance against standard criteria
and documentation. It will not be
necessary for the institutional investors
to review long non-standardised
contracts and reports. This can help
investors to analyse different projects
and deals far more efficiently.

In addition, standardised documents
should also be available to streamline
the whole securitisation process.

For instance, SME loans could have
some standard template available
across the market. For more complex
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project loans, a single template may
not be suitable for all transactions

so some key terms relating to for
instance, assignability, confidentially
and set-off etc. could be standardised
across the market. For infrastructure,
procurement documentation and
industry contracts have already been
standardised in many cases, but it
should still ensure they are in line
throughout the full construction
period.

Support and Initiatives from the
Government and Agency

The Hong Kong government could

play a key role in helping Hong Kong to
transform into a securitisation hub. For
instance, it can encourage and foster the
growth of securitisation in a number of
ways. It can directly acquire infrastructure
and SME-related loans from banks. This
will provide funding for banks and free
up regulatory capital for those banks

to originate further loans. The Hong
Kong government could also directly
guarantee all of an individual loan or
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A (From left) - Ms Susie CHEUNG, Co-Convenor of APSA; Dr Anthony NEOH, Special Advisor to the Report; Ms Carrie

LEUNG, Chief Executive Officer of the HKIB.
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portion of an individual loan. Guarantees
will encourage banks to originate loans
as they will be exposed to less risk of loss
in the case of default. On the other hand,
investors in securitisation of such loans
will also be less exposed to the risk of
loss given the government guarantee,
and would therefore be more willing to
make an investment or make a larger
investment.

The government could also generate
leverage by buying the junior tranche

in a securitisation transaction. This can
attract other investors to investon a
senior basis — investors with fresh capital
who would not otherwise be investing
their money.

Besides fiscal support, the
government should also ensure

there is a sound platform on which
data can be exchanged in relation

to SME, project loan payments and
underwriting criteria. This will promote
transparency and enable a broad pool
of historical data and information to

accumulate for investor, and regulator,
consideration.

The Hong Kong government can also
play a role in promoting data exchange
and under certain circumstances,
being the custodian of the data such
as financial payment history. This could
improve the data exchange of SME

or project loan payments and credit
underwriting information.

The level of securitisation in Hong Kong
is currently quite low, while the Mainland
China’s securitisation market has grown
to become the second largest issuance
market of the world in 2019 from virtually
having no market at all five years ago.

In order for Hong Kong to enjoy the
status as a leading securitisation hub, the
Hong Kong government should take the
lead in starting regular programmes of
securitisation initially backed by assets

in Hong Kong with which investors

are familiar . For instance, the Hong

Kong government may undertake a
securitisation of tolled tunnels and
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A 'Let'simagine securitisation as a symphony orchestra: it is a symphony of different experts all playing in sync and in tune. No individual musician can play all the

instruments and all the parts themselves, but when they come together with a common purpose and a shared objective, they can make something far greater than
the sum of their individual contributions.” - Susie CHEUNG
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bridges owned by the government
similar to the highly successfully Hong
Kong Link 2004 Limited transaction.

It will also boost securitisation financing
if any special purpose vehicles
established in Hong Kong for use in
securitisation transaction could be tax
neutral. The Hong Kong Inland Revenue
Department should look into providing
an automatic advance tax ruling relating
to deductibility for infrastructure and
SME-related securitisations, or introduce
special tax rules like those in Ireland and
the United Kingdom. This would all be
favourable to a growing Hong Kong
securitisation market.

Building a Practical Dispute
Resolution Forum

Under the principle of “One Country,
Two Systems’, Hong Kong's legal
system is based on the common law

16

as supplemented by legislation. With
the presence of reputable legal and
dispute resolution services bodies,
excellent arbitration facilities, extensive
pool of highly reputable talents (with
multilanguage proficiency) and the
constitutionally enshrined capitalistic
free market system, Hong Kong has
a solid foundation to develop as

an international legal and dispute
resolution services centre.

The main focus of BRI has been on
building infrastructure. Infrastructure
development is however capital-
intensive and has a long investment cycle
— it has long preparation and planning
states from concept to implementation.
Uncertainties and the variety of risks

to which these projects are exposed
throughout the whole investment cycle
is vast. As a result, the more infrastructure
projects there will be, the greater the

need for legal risk management. Legal
risk management shall not just be
confined to dispute resolution that

can be resorted to after disputes have
risen. Bespoke dispute avoidance and
resolution rules and proactive dispute
management protocols should be
further encouraged and promoted to
nib any potential dispute in the bud
before it degenerates into a serious
dispute requiring legal intervention.

To consolidate Hong Kong's status

in the provision of professional legal
services and the development into a
securitisation hub, an Electronic Business
Related Arbitration and Mediation
(eBRAM) platform should be built. The
first steps have already been taken and
it is being rolled out to support disputes
arising from the present COVID-19
pandemic. The eBRAM platform is aimed
at enhancing communication and to
provide special artificial intelligence
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“Securitisation acls as
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a channel, to match

borrowers with lenders. It's not too fancy, but it

can split up the risk into junior, mezzanine and

senior risk and it is this tranching technique

which allows investors to pick and choose their

investments based on their risk appetite...”

(Al) functions to facilitate deal making,
transaction and dispute resolution etc. In
the context of the BRI, it should be able
to perform Al translation in the context
of BRland GBA, i.e. Chinese, English,
Russian, Arabic and Spanish etc,, and
support multiple, secure, convenient
and modern payment methods such as
credit cards, TT transfer, PayPal, e-Cheque
and Fast Payment System. It could

also make use of Alin enhancing the
security and authentication processes of
securitisation.

Given the complex nature of
infrastructure projects, it would be
essential if parties could proactively
manage differences to prevent them
from escalating into disputes, and to
minimise the risks of time and cost
overruns. If there is a protocol in place
which governs both dispute avoidance
and dispute resolution over the life

cycle of an infrastructure, that would be

a useful tool in legal risk management
for mega projects. With this in mind,
Hong Kong may develop a dispute
management mechanism which consists
of a Protocol and a Dispute Board (DB).
This DB shall follow the infrastructure
project from beginning to end and
proactively helps to manage every
aspect including, but not limited to, legal,
technical or operational issues as they
arise from time to time. The DB should
assist with the resolution of differences
by facilitating discussions among senior
representatives of the parties. In the
event of a dispute, it shall provide several
methods of resolution — mediation,
opinion or determination. Based on this
framework, Hong Kong shall be able

to develop a flexible combination of
dispute avoidance and dispute resolution
environment, as well as enhancing

its capability in resolving many of
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the problems which infrastructure
securitisation might bring.

Conclusion

Like many other economies, Hong
Kong is facing significant downward
economic pressure at the moment.
There is an urgent need for Hong Kong
to drive economic and job growth

via transforming itself to a leading
securitisation hub which should bring
myriads of benefits to Hong Kong.

Securitisation involves many parties,

and securitisation transactions might
appear to be complicated in practice.
Yet, securitisation is a remarkably simple
concept. To achieve that simplicity in
practice there is often a lot of aspects
which must be perfectly aligned: investor
requirements, funding requirements,

risk analytics and rating requirements,
regulator policy, law, tax and other
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The report “Hong Kong — A Securitisation Financing Hub for Infrastructure and SMEs” /7
(the Report) outlines a range of these steps which can be taken. Let's recap
some short-term steps which different stakeholders may take:
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Short-term Action Plan 55HRst#1

Stakeholder #5453 #& Action Item :12)1EE
Hong Kong Government » Update legal, tax and regulatory framework to permit SPVs in
& BB Hong Kong (such as those in Ireland and the UK)
o EFUARRMFIGREELSR, UAKEEBEYNEENIA @0
EWEMEENFEENIA)

SRER

« Reassess investment grade rating requirements for Qualified
Debt Instruments (QDI) and MPF investments

- BTGP SERNESRRE (QD) MRBRERENKRESR

* Note: In April 2020 the Hong Kong Banking Capital Rules
permitting synthetic securitisation were updated allowing
structures which could more robustly protect investors’
interests to be used
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Market participants Form an industry working group to discuss standardisation
mi52HE PRIL1TEE TR AT sRiZ (R R RE
Investors Join industry discussion groups to highlight key investment
BEE concerns on securitisation of GBA and BRI assets
IMAITE SR/ VE, ERMRAEERM T —%—& ) & EE5 LR
NEIEREERME
Mainland Government Assess the viability of additional cross-border Asset-backed
R EE A Securities (ABS) funding channels
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rules. Let’s imagine securitisation as a
symphony orchestra: it is a symphony
of different experts all playing in sync
and in tune. No individual musician
can play all the instruments and all the
parts themselves, but when they come
together with a common purpose

and a shared objective they can make
something far greater than the sum

of their individual contributions.
Professionals who are good team
players, who are good at problem
solving and, most importantly, who
are passionate about securitisation

are those who are likely to find their
success in this industry.

Little steps can make a big difference.
Small adjustments to law, regulation
and tax can make securitisation far
simpler and quicker in Hong Kong. With
strong participation from the financial
services industry and other professions
and the support from the Hong Kong
government and the public sector, Hong
Kong shall thrive as an important global
securitisation hub!
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In the news

One type of securitisation outlined in
the Report is synthetic securitisation,
and this has particular relevance

to helping fund SMEs - a topic of
significant importance in the present
business environment where many
SMEs are struggling. In the EU, for
example, the European Investment
Fund provides support for synthetic SME
securitisations, allowing more funding
to be made available to EU SMEs. With
that in mind, the Hong Kong Monetary
Authority (HKMA)'s introduction of an
updated synthetic securitisation regime
in April 2020 represents a positive step
forward. The update to the Banking
(Capital) Rules (Cap. 155L) brings the
synthetic securitisation rules in Hong
Kong in line with the Basel rules and
ahead of those in place in Singapore. As
EU credit institutions, and the SMEs they

/ BANKING TODAY / MAY - JUNE 2020

support, have benefitted from synthetic
securitisation in the EU, the same will be
possible in Hong Kong.

And further, at the start of June

2020, the National Association of
Finance Market Institutional Investors
(NAFMII) announced the launch of five
transactions under a novel pilot project,
introducing asset-backed commercial
paper (ABCP) to the securitisation
landscape in Mainland China. ABCP has
been a key feature of the securitisation
ecosystem in Europe and the United
States for decades, and has helped
deliver flexible cost-efficient funding to
support core parts of the real economy
- financing trade and SMEs and also
consumer spending.

While there are few details available
to date on exactly how they would

“EE G RIS D, B EA T =R
BRI : BB FIE AR R e, ™

TERLHSEE 2E0F, BNRERES
EAPNERENEGESF R HSIE, 1t
M3 EEZEERARBNFNEZE,
BRI, EETREER (FER)N
2020F AR HEHR B G AR ST W HI E.
($R17% (B=) KA (F155LF) B9E
WREBNENESFURAE(EERG
FVR—, L INRE I BRI . B2 ERER
BEERBENZ RPN EEREEREA
BRI R, HAIEERBERE
BRITEEEEBLR,

tboh, FEBRTHETEXRZAHE
(NAFMII) 7£202056 B EfmR B st
BIEEMAER S, BEEZBEREZE
(ABCP) SINFEINE EEH U HH. 5%
+4E5K, ABCP—EHEBUNMEE & &%
BERRENEETE, BMRREE
SENMERAMENESRZIFEF . )
¥, DUHES T HELEEIRCENZ
IDEBSY o

BEECSRILEHERESES ANFMAE
#4, EENAFMIIE H, B # ¥ H BYABCP
EmA UK IFFEEFRES, mEHZ
BACRIIRE RN, WHBIEMIMNEIRE A
HPEGESHHNSEE G’ TN
REBLFEFEESFHH2EENH
miE R RIBPREEECEEN LSS
BT BIRRRR, 8 E20205F48, SN

SPECIAL ARTICLE

KRl X E

participate, NAFMII proposes that the
new Chinese ABCP product could appeal
to international investors, meeting their
diversified investment needs and helping
increase foreign participation in the
Chinese bond markets. This reflects the
growing presence of foreign investors

in China's bond markets in recent years

— data compiled by the China Central
Depository & Clearing and the Shanghai
Clearing House show that at the end of
April 2020 foreign investors were holding
approximately US$325 billion worth

of Chinese bonds through a variety of
channels, including the Bond Connect
and Renminbi Qualified Institutional
Investors (RQFII) programme. Hong
Kong is excellently placed to act as

a bridge for foreign investments to
support the development of this new
securitisation product.

There are exciting times ahead for Hong
Kong!
I s pwww kb org pdf/1578968936_HK-A%20Securitisa-

tion%20Financing%20Hub%20for%20Infrastructure%20
and%20Small%20and%20Medium%20Enterprises-final.pdf
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