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STRUCTURED
FINANCE GLOBAL
CONNECT

A PROPOSAL TO DEEPEN
THE MAINLAND CHINA
BOND MARKET AND
CREATE A GLOBAL
STRUCTURED FINANCE
HUB IN HONG KONG




APSA's Proposal is to expand the scope of the existing Bond Connect framework to support a
structured finance issuance pipeline in Hong Kong, referred to as "Structured Finance Global
Connect" (SFGC).

The SFGC is a targeted enhancement of Hong Kong-Chinese Mainland market connectivity
that enables accredited Hong Kong "orphan" special purpose vehicles (HK SPVs) to acquire
Chinese Mainland bonds and securitisation products (Onshore Bonds) via Bond Connect and
repackage them into offshore asset-backed securities (Offshore ABS) for purchase by global
institutional investors. SFGC is designed to broaden and diversify international participation
in China's fixed income and securitisation markets, deepen liquidity and price discovery and
reinforce Hong Kong's role as the region's structured finance hub. It builds on existing market
infrastructure, governance and supervisory arrangements and advances policy priorities
including RMB internationalisation, green finance, digital asset innovation and support for
real-economy sectors.

At its core, SFGC refines who can invest through Bond Connect and what they can buy. First,
it admits accredited Hong Kong "orphan" SPVs as a defined category of Eligible Foreign
Investor, supervised by the Hong Kong Monetary Authority (HKMA) and anchored by clear
prudential, governance and risk-ringfencing criteria. Second, it expands access beyond the
China Interbank Bond Market (CIBM) to include the Exchange Market, which is essential to
reach the depth and diversity of Mainland securitisation, notably Asset-Backed Special Plans
(ABSPs). With these adjustments, HK SPVs can purchase RMB-denominated Onshore Bonds
and issue Offshore ABS in Hong Kong—potentially hedged and/or denominated in other
currencies—allowing investors to gain calibrated exposure to Chinese Mainland credit without
intermediary balance-sheet risk or onshore account opening.

Realising SFGC's potential requires limited, targeted policy actions. On the Chinese Mainland
side, clarity is sought on (i) formal recognition of HK SPVs as Eligible Foreign Investors, (ii)
Bond Connect access to Exchange Market instruments, (iii) a long-dated extension of the
CIT/VAT exemption for foreign investors including securitisation instruments and (iv)
confirmation that Bond Connect purchases by HK SPVs are not "indirect foreign debt"
requiring NDRC registration. In Hong Kong, a tax-neutral (or nominal-tax) regime for HK
SPVs is needed to align with international securitisation centres, alongside technical
refinements in related regimes to facilitate efficient, ring-fenced issuance structures.

The benefits are material and symmetrical. For Chinese Mainland markets, SFGC mobilises
diversified, stable foreign capital, supports bank balance-sheet relief and SME/consumer
finance, enhances secondary liquidity and risk distribution and accelerates policy objectives
from green transition to IP monetisation and BRI refinancing. For Hong Kong, it scales an
issuance, listing and clearing franchise in structured finance, advances Hong Kong's vision to
be a global fixed income and currency hub and catalyses professional services and fintech
integration. For global investors and intermediaries, it provides institutional-grade access to
Chinese Mainland assets through familiar structures, currencies and laws, with improved net
yield via hedging and without intermediary credit concentration.

The direction is clear: a controlled, standards-driven market opening that channels international
best practice into Chinese Mainland credit via Hong Kong, delivering deeper markets, stronger
resilience and a durable platform for cross-boundary structured finance.

For more information, please contact APSA at info@apsa-asia.com.
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CURRENT STATUS “ e
2nd largest Bond Market globally (2024) TWO ENHANCEMENTS TO BOND CONNECT

e Total bond issuance amount (including ABS): Permit NOtR;HBOl:l;:.);.bl Foreig
- . - e Permit a new category of Eligible Foreign
R e USD, Ao, Investor - Accredited Orphan HK SPVs
o Close to the US’s total in 2024

e Extend the range of Eligible Instruments to
* Total ABS Issuance amount: RMB 1.98 include those traded in Exchange Market
trillion it -~

(= USD 271 billion) “Orphan” means that the SPV:

o US’sissuance = USD 2 trillion Is not owned, directly or indirectly, by
e Offshore investors’ holding the sponsor or any related party

- . SPV’s sh beneficial int t
o RMB 4.2 trillion, accounting for 2.4% of > snares or beneticia interests are
. held by an independent third party for a
total outstanding Bond Market value charitable purpose
EXISTING CHANNELS AND LIMITATIONS The assets and liabilities of SPV are not
Limitations of current offshore investment legally consolidated with those of the
schemes (CIBM Direct/Bond Connect/QFl):

s

sponsor to protect investors from
sponsor’s insolvency risk
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* Only open to eligible institutional investors under N

all schemes
e CIBM Direct/QFI: Offshore investors must hold J

___________________________________

USERS OF HK SPV UNDER SFGC
Onshore Originators

o Expand their investor base
Intermediaries
o Repackage Eligible Instruments for offer to
global investors
Global Institutional Investors
o Sponsor their own HK SPVs to invest in
non-RMB denominated securities (via
currency hedges) in Hong Kong governed
by HK law; avoid taking on intermediaries’
credit risk; maintain privacy by using HK
SPVs; stay within internal Mainland
exposure limit; etc.

KEYS BENEFITS OF SFGC - SCALABLE GLOBAL PLATFORM

¢ Global investors: Expanded universe of investors can invest in Offshore ABS issued via
accredited HK SPVs, denominated in RMB and other currencies, backed by Onshore Bonds
(Eligible Instruments acquired by HK SPV)

¢ Onshore originators: Can expand offshore investor base via accredited HK SPVs issuing Offshore
ABS in Hong Kong

¢ Future "Southbound" investment expansion under SFGC: Will open new channels for Onshore

investors to access offshore ABS, backed by BRI projects, via accredited HK SPVs in Hong Kong

e

their RMB-denominated Eligible Instruments via
onshore local depositories (SFGC allows investors
to hold their non-RMB denominated Eligible
Instruments offshore via CMU)

e CIBM Direct/Bond Connect: °
No access to Exchange Market

CHALLENGES FOR MAINLAND BOND MARKET

* Need to attract more diverse offshore investors
¢ Open the Exchange Market to meet offshore
investors’ demand
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STRICTLY CONFIDENTIAL AND PROPRIETARY

STRUCTURED FINANCE GLOBAL CONNECT (SFGC)
GOVERNANCE AND REGULATIONS

Prudent Oversight for HK SPVs APSA's ROLE
HONG KONG HKMA, as primary Hong Kong APSA Endorsement Criteria
MONETARY regulator for Bond Connect,actas . |nclude APSA's recommendations for
AUTHORITY the designation and supervisory initial transaction thresholds and
(HKMA) authority for HK SPVs under SFGC, ongoing compliance thresholds by
by introducing: reference to international standards
* Enhanced Governance Framework comprising: and best practices
o Accreditation criteria for HK SPVs e APSA’s endorsement for comp[iance
o Accreditation criteria for SFGC transactions with the criteria is voluntary
o APSA Endorsement Criteria (by APSA in e APSA provides training to market
consultation with HKMA) participants under HKMA's Enhanced
Compliance with the framework is mandatory Competency Framework

* Procedures
o Initial Vetting
= Ensure HK SPVs and transactions meet relevant accreditation criteria
o Completion Registration
= |f listed on SEHK, comply with SEHK debt listing rules
= if unlisted, notify HKMA to confirm compliance with regulatory procedures

( Proposed Regulatory Actions)

e I HONG KONG ofo
{ESSENTIAL ACTIONS L
e PBoC/CSRC IRD: Proposed changes to Hong Kong Tax Regime
o To permit HK SPVs as Eligible ¢ |IRD to implement “tax neutrality”for HK SPVs in
Investors under Bond Connect securitisation transactions to align with international
Northbound to access CIBM practice as SPVs acting solely as pass-through entities
o To grant access to Eligible e HK SPVs are subject to “profits tax“ on full amount of
Instruments on the Exchange Market interest received on underlying assets with little tax
e STA/MOF: deduction
o To provide long-term tax relief or ¢ Recommendations to IRD for SFGC HK SPVs
exemptions on CIT/VAT for offshore o Option 1: Exempt HK SPVs from “profits tax”
investors investing in Eligible o Option 2: Tax only a nominal retained profit for
Instruments e SPYS
{ ANCILLARY ACTIONS
 NDRC: To confirm transactions under 77T Creating A HK “SPV Regime"
SFGC do not fall within "indirect To support securitsation in Hong Kong using local
borrowing of foreign debts from assets for fundraising, amendments to 3 ordinances
overseas by domestic enterprises” and required (Money Lenders Ordinance, Securities and
thus do not require foreign debt Futures Ordinance and AMLO)

registration with NDRC
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STRUCTURED FINANCE GLOBAL CONNECT (SFGC)
PILOT PROGRAMME &) A%%A
TRANSACTION STRUCTURE

= ONSHORE BONDS SELECTION
Onshore Bonds o rg%%?'::gl:nnd:fb ¢ (Available) Securitisation Assets
(onshore bonds or —— y o Low sectoral penetration with ample
HK SPV through . .
ABS) SFGC securitisable assets available. The 2024
/ issuance penetration figures out of total size
HK SPV issues of the markets:
. L& Ao -
Offshore ABS Global Investors Auto loans: 5.4{: out of RMB 3.9 trillion
backed by Onshore = Consumer credit: 1.7% out of RMB 21
Bonds trillion

= MSE financing: 0.3% out of RMB 81 trillion
o Expected to achieve AAA international ratings
* Non-Securitisation Assets
o Include central/provincial government bonds
o Bonds issued by top-tier Fls, central SOEs or
state-backed corporations

e HK SPV will hold the Onshore Bonds indirectly
through CMU, and grant a security interest over
the Bond Connect account in favour of the
trustee for the Offshore ABS

e Legal title to the Underlying Assets will be held
by an onshore trustee or SPV manager for all
investors (including Eligible Foreign Investors OTHER FEATURES
under Bond Connect Northbound) APSA’s Role: Acting as Industry Coordinator for

DUAL ROLE OF HK SPV the Pilot Programme

Pilot Programme Limit: [RMB 150 billion] of

Onshore Bonds

e Governing Law: Onshore Bonds - PRC Law;
Offshore ABS - HK Law or other acceptable
jurisdictions

e Arrangers: Arrangers with relevant experience in

securitisation and/or repackaging in CIBM,

Exchange Market or HK bond market

Onshore Bonds: Eligible Instruments including

bonds and ABS on the CIBM or Exchange Market

* As “Investor” of Onshore Bonds
o Must comply with onshore investment
rules under Bond Connect Northbound and
its eligibility to access CIBM and Exchange
Market
* As “Issuer”of Offshore ABS to global Investors
o Must comply with all applicable Hong Kong
laws/regulations and marketing and
licensing requirements by SFC

TEST CASES
Securitisation by Onshore Repackaging by Intermediary Purchase of Offshore ABS by
Originator * Investment bank (as intermediary) Global Investor
* Onshoreoriginatorarrangesa  structures a repackaging * Global investor sponsors
securitsation of credit assets programme and arranges for HK an HK SPV through an
to issue ABS onshore SPV to buy Onshore Bonds intermediary (instead of
¢ .Senlor tranche (denomlnat.ed (denominated in RMB) in the using the intermediary’s
in RMB) of Onshore Bonds is secondary market repackaging programme) to
purchased by F.IK SPV e HK SPV enters into interest rate acquire Onshore Bonds on
* HKSPVentersinto cross- and cross-currency swap and its behalf
currency swap and issues issues (forei )
] gn currency
(foreign currency- denominated and floating-rate)
denominated) Offshore ABS to . g
Offshore ABS to global investors

al investors
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STRICTLY CONFIDENTIAL AND PROPRIETARY

STRUCTURED FINANCE GLOBAL CONNECT (SFGC)
IMPACTS OF SFGC

Benefits to Chinese Mainland

ALIGNMENT WITH 14TH FIVE-YEAR PLAN
Promote RMB internationalisation
o Through offering diversified RMB products to
support Hong Kong’s offshore RMB market
Promote innovation, digitalisation and tokenisation
o Drive adoption of tokenised ABS securitsation
transactions
Advance energy transition and ESG
o Facilitate securitisation of green bonds,
renewable energy receivables and ESG-linked
assets
Build intellectual property powerhouse
o Connect onshore IP holders to international
capital
Boost to GDP and real economy
o Enhance financial system resilience and market
liquidity and depth

0 Sector Benefits of SFGC \_%/
A
950 |NSURANCE TECHNOLOGY

Mainland’s insurance premium income: RMB .
5,077 billion for first 10 months in 2024

Issue ABS and insurance-linked Securities (ILS)

to offload risks in catastrophe (Cat) bonds,
longevity bonds (pension liabilities), pandemic
bonds (mortality risk) to global investors .
Mainland’s annual catastrophe protection gap
exceeds USD 100 billion: could massively grow
market even if new insurance coverage is
packaged into Cat bonds for offer to global

investors

&y,
‘#% SPACE

Diven by national strategies and China Space

2030 Initiative, satellite constellations sector

projected to reach USD 150 billion by 2025

(CAGR >20%)

Satellite constellation addressable market for

ABS could reach USD 50-70 billion in annual

revenue by 2028

Potential strong growth sector for ABS: with ¢

predictable underlying long-term cash flows

from ¢

government contracts, commercial subscriptions

and data monetisation

4

Benefits to Hong Kong

Transform Hong Kong into Asia’s leading
bond hub for issuance/ clearing/
settlement/ trading of ABS

* Transform CMU into Asia’s leading ICSD
(international central securities
depository)

* Promote Hong Kong as a regional hub for
legal and dispute resolution services for
complex cross-border transactions
facilitated by International Organisation
for Mediation (IOMed)’s establishment in
Hong Kong

* Create a virtuous cycle of issuance and

investment with SFGC attracting

Mainland issuers and global

investors and deepening market

liquidity

J

Provide alternative funding for tech scale-
ups’ R&D and market expansion: to repackage
trade receivables, royalties, licenses, IP,
software licenses, subscription receivables,
data centre income into ABS

Promote the use of Web3 (blockchain,
distributed ledger) technologies: to structure
securitisation transactions which enhance
data integrity, privacy and trust among
participants and tokenisation of ABS

TRANSPORT

SHIPPING
Mainland’s dominance of global shipping
industry continues to attract investments
from global investors in securities issued via
ABS, container lease/cargo receivables
securitisation etc.

AIRCRAFT %
Mainland’s commercial aircraft fleet is
forecast to double from 4,345 to 9,740 by 2043
Strong growth in aircraft sector could support
several billion USD in annual securitisation
issuance




STRUCTURED FINANCE GLOBAL CONNECT (SFGC)
RISK MANAGEMENT AND STRATEGIC ENABLER

Risk Management and Mitigation

POTENTIAL RISKS IN SFGC & COMPARISON WITH BOND CONNECT NORTHBOUND

* SFGC expands offshore access to RMB products, inherently increasing exposure to legal,

regulatory and operational risks

* Risk profile aligns with Bond Connect Northbound; similar concerns around legal certainty,

regulatory arbitrage, and market volatility
* Proactive mitigation through:

o Strong governance and regulatory coordination

o Legal and tax clarity

o Enhanced infrastructure and transparency

* Objective: Sustain investor confidence and market integrity while unlocking long-term benefits

SFGC as a Strategic Enabler

HKSAR POLICY ALIGNMENT

Reinforces the following key initiatives in the Chief Executive’s 2025 Policy Address:

Northern Metropolis Development

* Provides a scalable platform to mobilise
global and regional capital for infrastructure
and urban development

* Enables:

o Infrastructure securitisation and phased
funding

o Institutional investor participation

o Green and sustainable finance integration

Digital Asset Strategy

* Positions Hong Kong as a digital asset and
fintech leader by:

o Enabling tokenised ABS and digital product
innovation

o Participating in regulatory sandboxes and
pilots

°o Promoting best practices and investor
education

o Ensuring interoperability with evolving
market infrastructure

The Chief Executive's
2025 Policy Address

FIC Markets Roadmap

¢ Directly supports roadmap pillars by:

o Broadening RMB fixed-income investor
base

o Advancing offshore RMB business and
market innovation

o Enhancing issuance in primary market and
liquidity in secondary market

o Building next-gen financial infrastructure

Green and Sustainable Finance

¢ Accelerates green securitisation and ESG-
linked issuance

¢ Aligns with international taxonomies and
impact reporting standards

e Supports carbon market development and
incentivises sustainable investment

e S
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APSA HIREZEEY AR A“RMAREELNEE, UXFEEBBEIEMNUBA L(THEE,
ZHLE R AR A3k E” (SFGC) .

SFGC 2 — T4 &R S FEAR T EREANH N T MM, §EALFLINTH
i MWL R E LA (HK SPVs) @it 578”0+ B AW HEAFIERAZ R OR
WEHR) , HBEEFRITAABEIE = ZFIEH GRS ABS) , ARG BEZEINT,
SFGC E A EREAZE S FEEERFFIEHFATINSEGABERE NS Th, BT
TR RN LI, FLEFBEARSIEEN BT F N ACE. ZHNETHAT
FEMEE., CEMETRH, AN THHAARTER L. KEetdm. ZFETAHURL
X Hr ARG F PR AL SR E T

SFGC M ETEE T “ @ 1 A E R A UL MATRE X 27K WA F A &%,
CHEZXZIINETE “TIL” R EONREA - KHARR TN BT H, TEREATE
HEEeREER (HKMA/&ER) K&, JFHLUEH . FHENEERNRBEFE. LA,
CHRENEEANFERTEGAT (CIBM) ¥ BREX ZHTY, XX TR AHIER AT
THREMEHUETNEERER, LEEZNTHEFXRLITK (ABSP) . #iEiX Bif %,
HK SPV [ LU SE A R Wity Se M3 7=, FF A& ZATH SN ABS (V] BE#EAT X o A/ 2R DL A
AN , KT ER K %A THAE TN F = AR, S F L Ikr 8
BRT, REEUBEREN T EARERA RN T

SEFL SFGC MR 1 FEAMRE BARARN BRI, EFE N, FHAUTILL: GO
ERIAFT HK SPV fEXFEHFHRE; (D AFERL “FHEE” BREAXGHTHIE;
Gil) HFAEHFE (BHFIERUTE) REEKANLN AL EM BRI LR Gv)
#INHK SPV # 3T “fipil” #HATWIELI T MAFREMERXR LR ZEIEH “HAEIT”  EF
%, FEAHKSPV MUK FHE (REXHBO FE, UEEFERLTOET; B
K EHATHAERN, UELEHR. RERBHZATEMN.

SFGC gEH KWL Wy, Z A EHFEA. N THEAMTHTE, SFGC et Mzl £ .
REWFIFA, XRBATHE = AERBUEM TSN HF R, BE_RTHRAENR
nwee s, HrRFEHER, mRFRRTAR “—F %" BREFBCREANEH,
FEMNE, CRY RAEMLERIBN AT, ETAFEN S, TEEE KL IRE 2k Rk
TG, FENELRS MRS . FEREHAEFENNMT S, €@ FH A
RHEM . SWAnEfl, ROETREFENRE G EERE, FEILTA P8R 5%k,
BERFAEFN VM E R EF R,

AREFAAH: BRLEEN, LIREASAA T A, KEFREEZERE b EE
SIANFEARGRTS, ATTEEREZR. EAFMENTY, AEL NI RENEREN
ak ¥ & .

FEF—FEE, FHRALAEHEE A% info@apsa-asia.com.
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