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ABSTRACT

InfrastructureconstructionunderpinsChina’ssocioeconomicdevelopment,

anditisalsoanimportantguaranteeforChinatoperpetuatesustainableeconomic

growth in the long run.Fortified infrastructure construction projects,especially

people’s livelihood projects,can not only fuelthe healthy and sustainable

development of China’s economy, but also complement the shortfall in

comprehensivelybuildingawell-offsocietyandeffectivelyupliftingpeople’sinner

fulfillment and happiness.Infrastructure construction highlights large capital

investmentandlongrecoverytimeintermsofcapitalutilization.Therefore,the

investmentininfrastructureconstructioninChinahaslongreliedongovernment

fiscalfunds.However,asinfrastructureconstruction acceleratesin China,local

governments’debtsaregrowingbiggerwithhigherrisksbehindandthecentral

governmenthascalledlocalgovernmentstodeleverageandreducedebt.Thiswas

accompanied byincreasinglyprominentbottleneck ofinsufficientinfrastructure

constructionfunds.Therefore,itisofgreatpracticalsignificancetostudyhow to

expandfinancingchannelsforinfrastructureconstructiontoalleviatethepressureon

governmentcapitalinvestmentwithinnovativewaysofthinking.

Thisarticleusesacasestudyapproach.Basedonthein-depthanalysisofthe

characteristicsandinvestmentpreferenceofforeigninsurancefunds,thispaper

analyzesthesignificanceandfeasibilityofintroducingforeigninsurancefundsto

invest in China's infrastructure construction.At the same time,this paper
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demonstratestheirreplaceableroleoffinancialleasingcompaniesfundedbyforeign

insurancefundsinconnectingforeigninsurancefundsanddomesticinfrastructure

construction,soastobuildaninnovativefinancialleasingmodelforinfrastructure

constructiontoattractforeigninsurancefundstoinvestinChina’sinfrastructure

construction.

Keywords:Infrastructure;Financinglease;Foreigninsurancefund;Innovationmodel
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CHAPTER1

INTRODUCTION

1.1ResearchQuestions

1.1.1 Great Significance to Remedy Shortcomings in Local Infrastructure

Construction

1.1.1.1Chinastilllagsbehindinitsinfrastructureconstruction

Inthepast40 yearsofreform and opening up,Chinahasmadesturdy

headwayin its infrastructure construction.However,compared with developed

western countries, China’s infrastructure construction still has enormous

developmentpotentials.TakingtheUnitedStatesasanexample,itsinfrastructure

constructionisrelativelydeveloped.Intermsofquantityonly,theurbanizationrateof

theUnitedStatesinthepeakofindustrializationstoodat66%;inthepeakofrailway

constructioninthe20thcentury,therailwaymileageoftheUnitedStatesexceeded

400,000km.Evenbytheendof2017,therewerestillmorethan258,000km of

railwaysspreadacrosstheUnitedStates,withanaveragemileageof7km per

10,000people;Inhighwayconstruction,attheendof2016,thetotalmileageof

highwayintheUnitedStateswas6.8millionkm,withanaverageof211km per

10,000people;thetotallengthofexpresswayconstructedwas106,000km,withan

averageof3.3km per10,000people;bytheendof2017,thetotallengthofpipeline

pavedintheUnitedStatesreached2.56millionkm,withanaverageof72km per

10,000people.ThesefiguresindicatethatthereisahugegapbetweenChinaandthe
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UnitedStatesintermsofthetotalquantityandpercapitaquantityofinfrastructure

level.

Figure1.ChinaandAmericaInfrastructureConstructionComparison

Datasource:Wind,CIA,SWSResearch

Accordingto TheGlobalCompetitivenessReport2017-2018,China’soverall

infrastructureconstructionranks47thamong137countries(regions)intheworld,

whichisseriouslyinconsistentwithChina’stopglobalGDPranking.

Table1.RankingofChina’sInfrastructureConstruction

Items Score Ranking(137intotal)

Overalllevelofinfrastructure 4.5 47

Road 4.6 42

Railway 4.8 17

Port 4.6 49

Aviation 4.9 45

Aircapacity(millionseatkm/week) 19341.9 2

PowerFacility 5 65

Mobilephone(per100population) 96.9 102

Fixedtelephoneline(per100population) 14.7 70

Datasource:TheGlobalCompetitivenessReport2017-2018

AlthoughChina’sGDPrankssecondglobally,itsinfrastructureconstructionis

relativelybackwardcomparedwithdevelopedcountries.AccordingtoTheGlobal
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CompetitivenessReport2017-2018,Chinaisnotonlybehinddevelopedcountrieslike

theUnitedStatesandJapaninitsoverallinfrastructureconstruction,butalsobehind

developingcountryinAsiasuchasMalaysia.However,Chinacanrivaldeveloped

countriesinfieldssuchasmedicaltechnologyandaircapacity.Thegapismainlyin

infrastructureconstructionincludinghighwaysandrailways.

Figure2.TheGlobalCompetitivenessReport2017-2018

Datasource:TheGlobalCompetitivenessReport2017-2018

1.1.1.2Unreasonablestructureofinfrastructureconstruction

Traditionally,thestructurallayoutofChina’sinfrastructureconstructionwas

notrational,andtheconstructionefficiencywasnothighenough.Manyprojectsonly

prioritizedinputbutignoredoutput,andconsequentlymanyinfrastructureprojects

aftercompletionwerenotutilizedproperly,thustheprojectreturnoninvestmentwas

low.Inaddition,themissinginsupportingprojectsresultedinthepoorperformance

ofmanyinfrastructureprojectsaftercompletion,indirectlyleadingtoinvestment

waste.

Besides,thegeographicaldistributionofChina’sinfrastructureconstructionis

notreasonable,relativelyconcentratedinthemoredevelopedeasternprovinces,and

the infrastructure construction in the centraland western regions is relatively

backward.Duringthe12thFiveYearPlan,theunbalancedgeographicalinfrastructure
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constructionandthegreatdifferenceinservicelevelarestillprominent.Thewestern

regionstilllagsbehindtheeasternregioninoverallmunicipalutilityconstruction.For

example,thesewagetreatmentrateinthewesternregionisabout10%lowerthan

thatintheeast;thedensityofcompletedandunderconstructionrailtransitinthe

centralandwesternregionsislessthan50% ofthatintheeasternregion,withan

averageof10.5km permillionpeople;theproportionofwasteincinerationinthe

westernregionisonly24%,lessthanhalfoftheeastwhichis55%.

Thefigurebelowshowsthecompletedinvestmentoffixedassetsbyregions

inrecentyears.Itisclearthattheinfrastructureinvestmentoftheeasternregionis

significantlyhigherthanthecentralandwesternregions.Toachievethegoalof

buildingamoderatelywell-offsocietyinanall-roundwayandwinningthebattle

againstpoverty,thegovernmentneedstoincreaseinfrastructureinvestmentinthe

lessdevelopedareassuchasthecentralandwesternregions.
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Figure3.CompletedInvestmentinFixedAssetsinRegions

Datasource:Winddatabase

InChina’sfutureinfrastructureconstruction,itcanbeseenthatmoreattention

willbepaidtothelessdevelopedareassuchasthecentralandwesternregions,with

its focus on poverty alleviation,people’s betterlivelihood and infrastructure

constructioninthecentralandwesternregions.Shortcomingsremedyandtargeted

investmentwillbethecoreofinfrastructureconstruction.

1.1.1.3Maintainingeffortstoremedyshortcomingsininfrastructurefield

GuidingOpinionsoftheGeneralOfficeoftheStateCouncilonMaintaining

EffortstoRemedyShortcomingsinInfrastructureField(DocumentNo.101)clearly

statedtofocusontheshortcomingsinkeyareassuchaspovertyalleviation,railways

andhighwaysconstruction,andacceleratetheprogressofmegaprojectsalready

incorporatedintotheplan.Italsopointedoutthattheprinciplesoffocusingon
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shortcomings,makingconcertedefforts,takingprecise,targetedanddifferentiated

measures,andguardingagainstrisksshouldbefollowed.Italsoemphasizedthatthe

privatecapitaltoinvestininfrastructureconstructionshouldbefullymobilized,to

givefullplaytoprivatecapital.Atthesametime,localgovernmentsarerequiredto

keeptheircredibilityandmustdeliverfavorablepoliciestoprivatecapitalasthey

promised,to facilitatetheintroduction ofprivatecapital.Maintaining effortsto

remedyshortcomingsininfrastructuremeansthatwemustprioritizetherealweak

links in China’s infrastructure construction, to alleviate the imbalance in

infrastructureconstruction.

1.1.2LocalDebtProblemsAreIncreasinglyProminentandSolutionsAreUrgently

Needed

After2008,inresponsetothesluggishglobaleconomy,Chinavigorously

implemented proactive fiscalpolicies.Economic stimulus plan keptexpanding

investmentscale.In orderto grow GDP forpoliticalachievements,the local

governmentscontinuedtofundinfrastructureconstructionbyborrowingloans,and

thusthescaleoflocaldebtwasgrowing.Presently,underChina’seconomicnew

normal,ratherthantheaggregateeconomy,itistheeconomicdevelopmentmode

characterizedbyoptimizedstructureandstablegrowthismoreemphasized;thenew

priorityissustainabledevelopment,ratherthanGDPgrowthandscalemaximization.

Therefore,underthisnewnormal,withtheadjustmentofpolicyobjectives,thelocal

governments’debtproblemshavegraduallybecomeanissueofgreatconcernfor

policymakersandscholars.
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Figure4.LocalDebtBalance

Inrecentyears,thebalanceoflocalgovernmentdebtinChinahasbeen

graduallyreducedfrom 19.94trillionyuanin2012to14.75trillionyuanin2015

followedbyaslightincreaselater.AccordingtostatisticsoftheMinistryofFinance,

bytheendof2017,thebalanceoflocalgovernmentdebtreached16.47trillionyuan,

including10.33trillionyuanofgeneraldebtand6.13trillionyuanofspecialdebt.

The debtfrom localfinancing platform always occupies an important

proportioninthelocalgovernmentdebt.Thelocalplatform mainlyprovidesfinancing

forurbanconstructionanddevelopment,andtherepaymentsourcesincludethe

government’srevenue,publicutilitycharges,etc.Accordingtoacomprehensive

reportissuedbytheNationalAuditOfficeofthePRCin2013,amongtheborrowers

oflocalgovernmentdebt,theborrowingthroughlocalfinancingplatform accounted

for38%ofthedebtthatshouldbepaid,theproportionofgovernmentdepartments

andinstitutionsaccountedfor28%,government-sponsoredinstitutionstookup16%,
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thatwas82%intotal.Clearly,tosolvethelocalgovernmentdebtproblems,weneed

tostartfrom thedebtraisedfrom localfinancingplatform.

Figure5.LocalGovernments’DebtRatio

Datasource:Wind,IndustrialSecurities

Infact,thelocaldebtbalanceismuchlargerthantheabove-mentionedfigures.

IntheBoaoForum forAsiaheldonApril6,2013,XiangHuaicheng,formerMinisterof

Finance,pointedoutthatthelocalgovernments’liabilitieswerehiddenup,some

explicitandinvisibledebtswereverycomplicatedanddifficulttocount.Itwasvery

likelythatChina’slocaldebthadactuallyalreadyreached20trillion.In2015,the

implementationofthenewBudgetLawofthePeople’sRepublicofChinarestricted

thefinancingchannelsandborrowinglimitsoflocalgovernments.Inthiscase,the

motivation oflocalgovernmentsto raisefundsin violation ofregulationswas

continuously strengthened,which furtherpromoted the accumulation oflocal

government’sinvisibledebt.Fundsborrowedbylocalgovernmentsforinfrastructure

constructionwerefeaturedwithlonginvestmenttimespanandrecoverytime,and

someprojectsfailedtodeliverstablereturninalongperiodoftimeaftercompletion.

Allthesefactorsmadeitdifficultforthegovernmenttorepaythedebt.
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InfaceofChina’shugedebtproblem,theChinesegovernmenthasissuedaset

ofpoliciestolimittheexpansionoflocaldebtandsolvethelocaldebtproblem in

manyways.China’spoliciesrelatedtolocaldebtscanbetracedbacktotheearly

daysafterthefoundingofnewChina.Atthattime,thecentralgovernmentallowed

localgovernmentstocarryoutbondfinancing,includingtheparitybondsrelatedto

economicconstructionandproduction.By1985,tocurbtheexcessivegrowthof

investmentscale,thecentralgovernmentdecidedtostoplocalgovernmentsfrom

issuingdebttemporarily.Sincethen,thelocalgovernment’sborrowinghasbeen

subjecttotheprovisionofBudgetLaw ofthePeople’sRepublicofChina,which

statedthat“localbudgetsatalllevelsshouldbecalculatedaccordingtotheprinciple

ofmaking ends meet,withoutany deficit.Unless otherwise stipulated,local

governments shallnotissue localgovernmentbonds in violation oflaws and

regulationsoftheStateCouncil.”In2008,inresponsetotheglobalfinancialcrisis,

Chinaintroducedapackageofplans,includingtheeconomicstimulusofRMB4

trillioninvestment,tosolvetheproblem ofinsufficientfundsoflocalgovernments.

Since2009,thecentralgovernmenthasreplacedlocalgovernmentstoissuebonds

ofacertainscaleannually.Afterthat,underthebackgroundofeasingpoliciessuch

asincreasinginvestmentinpeople’slivelihoodinfrastructure,localgovernments

havecontinuouslyexpandedthedebtfinancingscale,andthuslocaldebtproblems

havegraduallyemergedandattractedtheattentionfrom thepublic.

In2010,theemergenceoflocalgovernmentfinancingplatform companieswas

accompanied byrapid expansionoflocalgovernmentdebtfinancing scaleand

irregularoperations.Localgovernmentsviolatedregulationsorprovidedguarantees

in disguised form,which increased the risk ofnon-repayment.Some banking

financialinstitutionshaveweakawarenessofpreventingcreditrisksoffinancing
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platform companies,andlackofriskmanagement.Facingtheproblem,theState

CouncilissuedtheOpinionsoftheStateCouncilonStrengtheningtheManagement

ofLocalGovernmentFinancingPlatform Companiesinatimelymanner,tocurbthe

furtherexpansionoflocaldebtbytakingmeasuressuchasdebtsverifyingand

handlingoffinancingplatform companies,clearingupfinancingplatform companies,

strengtheningthecreditriskmanagementofbankingfinancialmanagement,and

preventinglocalgovernmentsfrom pursuingillegalguarantees.

In2011,thefirstlocalgovernmentbondwasissuedbytheShanghaimunicipal

government, followed by Zhejiang, Shenzhen, Guangdong and other local

governments.Sincethen,theprovincesineasternregionstartedexplorationofthe

self-issuanceandalternativerepaymentmodeoflocalgovernmentbonds.By2014,

withtheapprovaloftheStateCouncil,10regionsnationwidehavecarriedoutthe

pilotofself-issuanceandself-repaymentofgovernmentbonds.

InAugust2014,theamendmenttonew BudgetLaw waspassedbytheNPC

StandingCommittee,whichregulatedlocalgovernmentdebtmanagement,tostrictly

controllocaldebtrisk.Accordingtothenew BudgetLaw,localgovernmentsthat

meettheconditionsforborrowingmustobtainapprovalfrom theStateCouncilin

advance.Strictregulationswere made in termsofrestricted usage,scale and

methods,aswellasriskcontrol.InSeptemberofthesameyear,theStateCouncil

issuedtheOpinionsoftheStateCouncilonStrengtheningtheManagementofLocal

Government Debt, which clarified the requirements for standardizing and

strengtheningthemanagementoflocaldebtfrom multipleperspectivesintheform

ofpolicydocuments.

1.1.3InfrastructureFinancingMethodsandTheirPros&Cons
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Inpractice,assetsecuritization,PPP,financialleasingandpublicinvestment

Reitsarethemostcommonfinancingmethodsexploitedbylocalgovernmentsin

infrastructureconstruction.Thissectionfocusesonthesignificanceandpotential

problemsoftheabovefourfinancingmethods.

1.1.3.1Assetsecuritization

Using securitization to addresslocalgovernment’sdebtissue hasmany

advantages,themostprominentofwhichisthelowfinancingcostandrisks.Since

securitized products require corresponding creditenhancementmeans,which

reducesrisksofsecuritizedproducts,andaccordinglyrateofreturnrequiredby

investorsdecreases.Inaddition,assetsecuritizationattractsprofessionalprivate

capitalinvestment,reducingthedependenceonbankfundsandrisksofthebanking

system.Securitization encourages professionalprivate capitalto participate in

infrastructure construction,revitalizing assets,and promoting the infrastructure

construction.

Therearealso someshortcomingsinsecuringfundingsourcesforlocal

infrastructurethroughsecuritization.First,thelawsonassetsecuritizationinChina

arenotsound.Securitizationofpublicinfrastructureprojectsincludestwofinancing

models, namely “whole business securitization” (WBS) and “special asset

managementplan”(SAMP).Maindifficultiesofassetsecuritizationforinfrastructure

currentlyinclude the following points.China’s currentlegalsystem is notthe

British-style creditorprotection law.The legalenvironmentdoesnotinvestthe

securitizationof“non-realsale”or“non-bankruptcyremote”.Domesticlaws,taxation,
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accountingandotherregulationsarestillnotperfect;theWBSmodelwasnotwith

referencesinChina.TheSAMP financingmodelissuspendedafterthepilotin

2005-2007,andisinawait-and-seestage.Thedebt,budget,management,and

financeoflocalgovernmentsandfinancingplatformsarenotyettransparentenough

tomeetthecriteriaforeffectiveprotectionofinvestors.Inaddition,localgovernment,

financingplatform companies,andinternalmanagementissuesleadtorisktransfer.

Securitizationtransfersthefutureincomeoftheassettotheinvestor,butdoesnot

transferownershipandtheuserightsoftheasset.Therefore,withthecurrentlaws

andregulationsinChina,theassetsecuritizationofinfrastructureprojectscannot

achievetruebankruptcyremote.

1.1.3.2PPP

Compared with traditionalsolutions,using PPP projects to solve the

prominentinfrastructure financing issue in recentyears has many significant

advantages.First,risksoftheprojectcanbeeffectivelysharedamongvarious

participants.Principleofoptimalityisoneofthemainprinciplesofrisksharingof

PPPprojects,referringtotherationalallocationofprojectrisksamongparticipants

sothateachparticipantcanshouldertheoptimalrisks.Thepositioningandcostofa

participantincontrollingrisksdeterminestheamountofriskassignedtoit.Ifthe

participantcancontrolacertainriskmostfavorablywiththelowestcost,thenthe

riskwouldbeallocatedtotheparticipantaccordingly.Thelevelofriskmanagement

isdirectlyproportionaltothecostofriskmanagement,whileinverselyproportionalto

theriskloss.Thereisalwaysamostoptimalandbalancedpoint,whichcanoptimize
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the risk managementleveland managementcost.Second,the PPP project

strengthensconstraintsongovernmentbudget.CharacteristicsofthePPPmodel

determineanaturemutuallyconstrainedrelationshipbetweenthegovernmentand

socialcapitalduring project implementation,resulting in more standardized

behaviorsofbothparties.Sincetheincomeofsocialcapitaldependsontheincome

ofpublicgoodsandservices,socialcapitalwillfocusmoreontheinvestmentin

publicgoodsandservicesduetotheattributeofprofitseeking.Inordertoprotect

theincomeofcapitalinvested,socialcapitalrejectsmisconductsofgovernment

officials,andmoreover,governmentsupervisionpreventspublicservicesandgoods

from erosion.Forinstance,PPPmodelsthathavebeenimplementedinChinaserve

asgoodexamplesofthemutualsupervisionandmutualrestraintbetweenthepublic

andprofessionalprivateparties.Thepublicandprofessionalprivatepartiesproceed

inaccordancewiththecontract.Instagesofprojectdesign,construction,andlater

operationandmaintenance,thepublicsectorcanpreventsocialinvestorsfrom

over-representingthepublicinterests,andinturn,socialinvestorswillpreventthe

publicsectorfrom infringingtheinterestsofsocialinvestors,thusachievingmutual

restraint.Thatistosay,itpreventsboththenon-standardbehaviorofgovernment

agenciesandauthoritiesandeffectivelylimitssocialinvestors’unlimitedpursuitof

themaximizationofinterests.Inaddition,thePPPprojecthasbeenreviewedand

approvedbyadministrativedepartmentsatalllevels,makingprojectexpensesmore

reasonable and construction process smoother,therebylowering the costand
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ensuring on time delivery.Although PPP projects boastvarious advantages,

shortcomingsshallnotbeignored.

Firstly,China’slawsandregulationsarenotperfect,therelevantlegislative

workisinabackwardstate.Atpresent,thecompletelawsandregulationsinthefield

ofPPP inChinahavenotyetbeenestablished and arestillinthepreliminary

preparationstage.TheapplicationofPPPisbasedonthefranchisecontracts.For

suchfranchisecontracts,franchisegrantingmethods,grantingsubject,andwaysto

addressdisputesarisingfrom theprojectimplementationarenotclearlydefined

from thelegalpointofview.Secondly,lawsandregulationsarepoorlycoordinated.

Forexample,theAdministrativeLicenseLawandtheGovernmentProcurementLaw

conflictwitheachotherintermsofprocurementmethodsforadministrativelicensed

projects.TheAdministrativeLicenseLaw stipulatesthatadministrativelicensed

projectsmustbedecidedthroughcompetitivemethodssuchasbiddingandauction.

WhileprovisionsoftheGovernmentProcurementLaw onprocurementmethods

includepublicbidandcompetitivenegotiation.DuetothespecialnatureofPPP

modelsandthepublicgoodsandservices,manyPPPprojectscannotbecompleted

byauction.Inaddition,thegovernment’sPPPprojectslackasetofstandardized

projectproposalandapprovalmechanism,resultinginnon-fixedapprovalprocess

andvariousevaluationcriteria.FinancingandbiddingofgovernmentPPPprojects

stillfollow previousprocedures.Biddingproceduresarenottransparentandlack

marketcompetition.
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Inordertoalleviatefiscalpressureandresolvelocalgovernmentdebtsas

soonaspossible,localgovernmentshaveacertaindegreeofblindnessinthe

establishmentofPPPprojects.BeforethePPPprojectisproposed,thegovernment

does not evaluate the cost-effectiveness or financial affordability. Neither

value-for-money or financial affordability test is performed during project

identificationphase.WhensigningthePPPprojectcontractwithsocialcapital,the

governmentpromisestheincomeblindlytoattractsocialcapital,makingsome

contractterms extremely unreasonable and leading to increased difficulty in

performanceandeventhefailureofthecontractinthelaterstage.Theseproblems

demonstratethefrequentbreachofcontractisresultedfrom thenon-standard

operationsofthegovernmentintheearlystage.

ThepreviousimplementationexperienceexposesproblemsofPPPprojects.

Oneoftheoutstanding problemsisthelackofcontractualspiritbetween the

governmentandsocialcapital.Inperformingthecontract,bothpartieshavedifferent

levelsofnon-complianceandnotperformingcontractterms.Thelackofcontractual

spiritreducestheeffectofusingPPPprojectstoaddresslocalgovernmentfunding

issues,affectingtheapplicationofthePPPmodel.ForPPPprojects,thegovernment

isthedominantparty,andhasthepublicpower.Responsiblefortheformulationof

rules,thegovernmentparticipatesinprojectimplementation.Itspositionisnotequal

tothatofthesocialcapital.Inaddition,somelocalgovernmentsdonothavea

thoroughunderstandingofPPPmodelandsimplyregarditasafinancingmodel.
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Therefore,whenintroducingthePPPmodel,thegovernmentofferspreferentialand

commitmentsblindly,andgivestoomanyconcessionsoncontractterms.Butafter

thecontractissigned,promisesmadewillbedelayed.Duetotheunequalstatus

betweenthegovernmentandsocialcapital,thesocialcapitalcoulddonothingtofix

that,makingmarket-orientedandhigh-efficiencysocialcapitalnolongerwillingto

activelyparticipateinPPPprojects.Besides,localgovernmentofficialmobilitybrings

riskstoPPPprojects.Ingeneral,PPPprojectcontractcoversalongperiodoftime.

Governmentofficialsareverylikelytobereappointedthroughoutthelifecycleofthe

contract.Itisknownthatgoverningpoliciesandprinciplesofeachlocalgovernment

leadershipvary,whichdirectlyaffectthecontinuityofPPPprojectrelatedpolicies.

Preferentialpoliciesforsocialcapitalmaynotbeimplemented.What’sworse,some

localgovernments dealwith PPP policies with greater arbitrariness,which

discouragessocialcapitaltoparticipateinpublicconstructionandservices,and

damagesthecredibilityoflocalgovernmentsaswell.Althoughsocialcapitalhas

advantagesintermsoftalents,technology,information,management,andetc.,itis

difficulttoensureaccurateandreasonableunderstandingofexpectationsonfuture

incomeanddetailsofPPP projects,sothatthesignedprojectcontractcannot

describePartyB’srightsandpotentialrisksingreatdetail,leadingtothebreachof

contractbythesocialcapitalwhenchangesoccurwhileperformingthecontract.In

theconstructionandoperationofPPPprojects,whenrisksitbearsdonotmatchthe

expectedreturnorwhenthecashflowgenerateddoesnotreachtheexpectedlevel,
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thesocialcapitalwillrequirethelocalgovernmenttomodifythecontractoroffer

additional compensation with various reasons. If the negotiation with the

governmentfails,socialcapitalwilloftenleavepressurestolocalgovernmentby

meansofstrikesanddelays.DuetothespecialnatureofPPPprojectstoservethe

public,thegovernmentcanonlycompromise,thusaffectingtheprogressandquality

ofPPPprojects.

1.1.3.3Infrastructurefinancialleasingmodel

Adopting sale-leasebackmodelforinfrastructurefinancing can lowerthe

liability ratio of localgovernments and prevent systemic risks.Firstly,the

sale-leasebackmodeloffinancialleasingisbasedonphysicalobjects,naturally

preventingfundraisersfrom usingthefundsforotherpurposes.Meanwhile,financial

leasingcompaniescanreducetheriskofinformationasymmetrybyexertingthe

advantageofprofessionalism.Secondistheseparationofuserightandownership.

Thefinancialleasingcompanyownstheleasedproperty.Thelessorcanreclaim

leasedassetsincircumstancesofdefaultorinsolvency,thuspromptingthelesseeto

maketheoptimalallocationintermsofinvestmentmodeandequipmentuse,which,

objectively,isconduciveto reducingsystemicrisks.Moreover,theoperationof

financialleasing isconvenientandeasy,reducing financialexpenditureoflocal

financingplatforms.

1.1.3.4InfrastructurePublicInvestmentReits

InfrastructurepublicinvestmentReitsisusedtoinvestinbasicassetsbysetting

upatrustfundandthenpurchasingtheequityofoperatingsubjectswiththesebasic
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assets.Atpresent,China’s Reits in basic assets public investmentis stillin

experimentalstage.Therelevantlawsandauxiliarypoliciesarenotcompletelyready

yet.Nowadays,thetransactionstructureofpublicinvestmentReitsusuallyadoptsa

dualSPVmodel.Tobespecific,infrastructurefundactsasthefirstlayerofSPV,80%

ofthefundisusedtoholdallsharesofsingleinfrastructureasset-backedsecurities

(ABS,asthesecondlayerofSPV),andthroughABSitistoholdtheequityofthe

projectcompanyandobtainthefullownershiporfranchiserightoftheinfrastructure

project,thatis,thedualSPVstructureofpublicfund(SPV1)+ABS(SPV2)+project

company+infrastructureproject.TheinfrastructurepublicinvestmentReitsinChina

cannotrealizebankruptcyremote.Becausetheownershipoftheunderlyingassets

hasnotbeentransferred,thetrustfundonlypurchasestheequityoftheproject

operatingcompany.Iftheoperatingcompanygoesbankrupt,thebasicassetswill

stillfacetheriskofliquidation.

1.1.3.5Comprehensivecomparisonoffourfinancingmethods

Table2.ComprehensiveComparisonofThreeFinancingMethods

Financingmethods Advantages Disadvantages

Securitization
1. Theoreticalisolationofrisk

2. Relativelylowfinancingcosts

1.Imperfectlawsor

regulationscouldnot

achievethetrue

isolationofrisk

PPP 1.Nogovernmentdebt

1.Thehighest

financingcost

2.Toohigh

requirementsonthe

government

Table2,continued

Financialleasing

(Sale-leaseback)

1. Trueisolationofrisk,bankruptcy

remote

2. Thelowestcost

1. Onlyfew

financingchannelsin

currentChina

PublicinvestmentReits
1.Riskisolationintheory

2.Relativelylowfinancingcost

1.Isolationisnot

possibleinreality

Financialleasingisthemostsuitablefinancingmodeforlocalinfrastructure
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construction.Firstofall,governmentfundisnotfeasiblesincelocalgovernment’s

currentdebtisalreadyquitehigh.Inthecontextofcentralgovernment’sdeleveraging,

thegovernmentislesslikelytoperform infrastructureconstructionwithborrowed

capital.Besides,securitization,PPP,andfinancialleasing(sale-leaseback)provide

fundingsolutionsofinfrastructureconstructionforthelocalgovernment.

Securitization,themostwidelyusedmethodintheWest,islessinlinewith

China’s nationalconditions.The current law in China does not invest the

securitizationof“non-realsale”,whichmeansthattheso-calledsecuritizationcannot

achievetruebankruptcyremote,thusleavingrelativelyhighlevelofrisk.Asamatter

offact,publicinvestmentReitsisonetypeofinfrastructureassetsecuritization,

whichcannotrealizebankruptcyremote.

ThebiggestshortcomingofthePPPprojectistheexcessivelyhighfinancing

cost,and thatitcannotradically remove the excessive debtburden oflocal

government.Firstly,theoriginalintentionofPPPistointroduceprofessionalprivate

capitalintoinfrastructureconstruction.TakethemostcommonBOTmodelofPPP

projectsasanexample.Socialcapitalparticipatesinconstructinginfrastructureand

operatesforaperiodoftimeaccordingtoprioragreement,whichwillbesoldtolocal

governments.Thelocalgovernmentshallpaytheprincipalandintereststhathave

beenpaidbythesocialcapitalduringconductingPPPprojects.AlthoughthePPP

projectdoesnotconstitutealiabilitytothelocalgovernmentduringtheconstruction

offacilities,whentheprojectiscompletedandhandedover,thelocalgovernment

needstoperform debtfinancingtopurchaseassets.Highcostbecomesanother

disadvantageofthePPPproject.Inpractice,engineeringdevelopmententerprises

usuallyactas the socialcapitalinvolved in PPP projects construction.While

providing socialcapital,engineering developmentcompaniesoften requirelocal
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governmentstooutsourcetheconstruction.Asaresult,evenifsocialcapitaldoes

notrequirecorrespondinginterests,thegrossprofitmarginitreceiveswouldbe

closeto20%.Inaddition,PPPhasveryhighrequirementsforthegovernmentas

projectapprovalrequires feasibility studies and governmentfiscaldisposable

financialcertification.Thecertificationleadstoahighlycomplicatedandinefficient

approvalprocess.

Incomparison,thefinancialleasing(sale-leasebackmodel)iscurrentlythemost

suitablefinancingmodelforChina.Thesellerofassets(thelessee)transfersthe

ownershipofoperationalunderlyingassetstothefinancialleasingcompanyduring

thesale-leaseback,whichachievestherealisolationofrisk.Underlyingassetshave

fourkindsofrights,namelyownership,disposal,use,andincome.Sellingisto

transferallthefourrights.Whilesellingunderlyingassets,acontractissignedto

transfertheuseandincomerightsofunderlyingassetsfrom thelessortothelessee

(owneroftheoriginalunderlyingassets),buttheownershipanddisposalrightsof

underlyingassetsstillbelongtothefinancialleasingcompany.Inthiscase,evenif

thelesseegoesbankrupt,thecreditorcannotperform insolvencyliquidationon

leasedassetssincetheownershipnolongerbelongstothelessee.Therefore,the

sale-leasebackisoneofthefewlegalmethodsthatcantrulyachievetheisolationof

bankruptcy.Inaddition,financialleasingproceduresaresimpleandcost-effective.

FinancialleasingdoesnotrequiredoublecertificationasinthecaseofPPPprojects.

Sinceitissimpleassetsalesbehavior,lessapprovalprocessesareinvolved.Fora

singleproject,theaveragecostoffinancialleasingcanbereducedtolessthan6%.

Becauseisolationofbankruptcycanbetrulyrealized,itwouldbeveryattractiveto

investorsaslongasunderlyingassetsarewell-selectedandrisksarecontrolledata

lowerlevel.Relativelyspeaking,financingchannelswouldbemorediversified,since



21

infrastructureprojectsaresuitableforpensionorinsurancefundinvestorspreferring

tolong-term investment.

1.1.4 Financing Dilemma Faced byChina’s Smalland Medium-Sized Financial

LeasingCompanies

SourceoffundsofChina’sfinancialleasingcompaniesdependsontheirtypes,

whicharevariedgreatly.InChina,financialleasingcompaniescanbedividedinto

threecategoriesaccordingtotheapprovalofaccessandtheregulatorybodies,

namely,financialleasingcompaniesapprovedbythePeople’sBankofChinaand

supervised by the former CBRC;foreign-funded financialleasing companies

approvedbytheDepartmentofForeignInvestmentAdministrationoftheMinistryof

Commerce;domesticfunded pilotfinancialleasing companiesapproved bythe

DepartmentofMarketSystem DevelopmentoftheMinistryofCommerce.

Underthecurrentcircumstances,mostofthefinancialleasingcompaniesare

fundedbyshort-term loansfrom banks,accountingforover90% ofthesourceof

funds.However,such short-term loan has low reliability,once bank loans are

hindered,thefinancialleasingcompanywillhavecapitalchainruptureandgetinto

trouble,consequentlyitbecomesincapabletoresolvelarge-scalelocaldebt.

Atpresent,mostofthefinancialleasingcompaniesinChinaarefacingfinancing

difficulty,andthereasonsbehindvaryamongfinancialleasingcompanies.Generally,

there are severalreasons as follows:Firstly,mostofChina’s financialleasing

companiesaresmallandmedium-sizedcompanies,theshareholdershavelimited

capitalsupply and cannotprovide sufficientcapitalsupportto the company;

Secondly,itisrelativelymoredifficulttoraisefundsthroughtheinterbankborrowing

market.Interbankborrowingisamarketwherequalifiedfinancialinstitutionscan

managetheirliquidity,andonlyfinancialleasingcompaniesareeligibleforaccess
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application.Nevertheless,financingthroughinterbankborrowing marketisquite

demandingforfinancialleasingcompanies;Thirdly,directfinancingthroughthe

capitalmarketisnotidealenough.Financialleasingcompaniescanissuestocksor

bondsinthecapitalmarketfordirectfinancing,butthefinancingcostistoohigh,and

thetimespanislong.Fourthly,itisincreasinglydifficulttoraisefundsthrough

borrowingfrom banks.Asaforementioned,bankloanisthemainsourceoffundsof

financialleasingcompaniesinChina.However,bankspreferlargescalestate-owned

enterprisesandfinancialleasingcompanieswithhighcredibilityratingsforsafety

reasons.Therefore,mostsmallfinancialleasingcompaniesincompetitionwith

commercialbanksfindthatitisdifficulttoobtainfundsfrom banks,letalonefrom

foreigninsurancefundswhicharepursuingsafety.

1.1.5 Strategic Significance of Introducing Foreign Insurance Funds in

InfrastructureConstructionUnderChina-USTradeWar

1.1.5.1Severeforeignexchangeescapefrom China

Figure6.ForeignExchangeReserves

China’sforeignexchangereservehasbeendeclininginrecentyears,from $3.82

trillionin2013to$3.14trillionin2017.Oneofthemajorreasonsbehindisthereturn

ofindustrytotheU.S.followingitseconomicrecoveryandAsia-Pacificrebalancing
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strategy.TheexpectationofforeignfundsforChina’seconomicdevelopmentis

declining,andforeignexchangeisconstantlywithdrawnandreturnedtotheU.S.

market.Inaddition,withtherisinglaborcost,Chinaisnolongerasattractiveas

beforetoforeigninvestors,andmanyofthem movedtheirplantstocountrieswith

lowerlaborcostinSoutheastAsia,etc.Therefore,themeansattractingforeignfunds

byintroducinginvestmentishindered.Meanwhile,astradeconflictsbetweenChina

andtheUnitedStatesintensifyinrecentyears,China’sexportisgreatlyinfluencedby

thetariffimposedbytheUnitedStatesoncommodities,furtherleadingtothedropof

China’sforeignexchangereserves.

1.1.5.2Foreigninvestmentcanbeintroducedininfrastructureconstruction

In2018,theStateCouncilissuedtheNoticeonMeasuresforUsingForeign

InvestmentActivelyandEffectivelytoPromoteHigh-QualityEconomicDevelopment.

Localgovernmentsarerequiredtoprovidefavorablepoliciesforforeigninvestment,

andcreateafairandtransparentinvestmentenvironment,tocontinuetobethemain

destinationofglobalforeigninvestment,andconstantlyimprovequalityofforeign

investmentinChina,andthenachievehigh-qualityeconomicdevelopment.

Itis ofgreatsignificance forlocalgovernments and foreign investors to

introduce foreign funds in China’s infrastructure investment.ForChina’s local

governments,foreignfundscannotonlybeinvestedininfrastructureconstruction

whichareneededbythelocalgovernments,butalsobeincludedinChina’sforeign

exchangereserves.Forforeigninvestors,especiallyforeignpensionorinsurance

funds,investmentinChina’sinfrastructurecanobtainstablereturn.Inthisregard,it

isawin-winsituationforlocalgovernmentsandforeigninvestors.

1.1.5.3Infrastructure+financialleasingsecuritization+foreigninsurancefunds=

innovativeinfrastructurefinancingchannel
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Asmentionedearlier,financialleasinghasauniqueadvantageinprovidingfunds

forinfrastructureconstruction.UnderthecurrentlawsinChina,thesale-leaseback

mode offinancialleasing can truly realize risk and bankruptcy remote.The

investmentininfrastructureconstructionmatchestheinvestmentcharacteristicsof

foreigninsurancefunds.Inthesale-leasebackmode,thelessorcanpredictthecash

flow ofthe assetwhen selecting it,which avoid the pricing risk.In addition,

operationalinfrastructure can delivercontinuous and stable cash flow,which

conformstotheriskpreferenceofforeigninsurancefunds.Foreigninsurancefunds

investininfrastructurethroughfinancialleasing(sale-leaseback)isaninnovative

financingmodeofinfrastructureconstructioninthenewera.

1.1.6Conclusion

As China enters the economic new normal,there is an urgentneed for

infrastructure construction.However,for a long time,China’s infrastructure

constructionhasbeenconstrainedbythesourceoffunds.Therearetraditionalmode

andinnovativemodeinprovidingfundsforChina’sinfrastructureconstruction.The

traditionalmodereferstolocalgovernmentdebtfinancing.However,inrecentyears,

thescaleoflocalgovernmentdebthasexpanded,andthepressureofrepaymenthas

increased,itislesslikelythattheinfrastructureconstructioncanstillbefundedby

localgovernmentdebtfinancing.Localgovernmentsbegantoexploreinnovative

financingmodels.Atpresent,therearefourkindsofinnovativefinancingmodelsin

practice,namelyPPP,assetsecuritization,financialleasingandpublicinvestment

Reits.Aftercomparingthreemodels,thepaperfindsthatfinancialleasinghasa

uniqueadvantageinprovidingfundsforinfrastructureconstruction,anditisthe

mostoptimalchoiceamongthefourmodels.Sourceoffundsisalsoaproblem

faced by financialleasing companies,considering the characteristics oflong
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fundsininfrastructureconstruction.

1.2.2Contributions

AlthoughChina’slocalgovernmentsaredebt-ridden,infrastructureconstruction

mustbecarriedonwithoutanydelay.Comparedwithdevelopedcountries,Chinastill

lags behind in manyaspects ofinfrastructure construction,which is seriously

inconsistentwithChina’stop2globalGDPranking.Economicdevelopmentandthe

people’sdesiretosharethedevelopmentbenefitsallrequireeffortstoremedy

shortcomingsininfrastructureconstruction.However,aslocalgovernments’debt

mounts,sourceoffundsfrom localgovernmentsininfrastructureconstructionhas

becomeabigchallenge.ThispaperanalyzesthesuccessfulcaseofGoldenBridge

Leasingininfrastructurefinancialleasing,andexplorestheapplicationmodeof

foreigninsurancefundsinChina’sinfrastructureconstructionthroughinnovative

financialleasingmode.

(1)ExploringSolutionstoLocalDebtProblem

After2008,in response to the globalfinancialcrisis,China has adopted

proactive fiscalpolicies.Economic stimulus plan contributed to continuous

expandingofinvestmentscale.LocalgovernmentskeptincreasingGDPforpolitical

achievements,and the scale of debt was also growing.After the central

government’scallonreducinglocalgovernmentdebt,theovergrowthoflocaldebt

hasbeeneffectivelycontrolled.Accordingtostatistics,China’stotallocaldebtin

2012was19.94trillionyuan,whichwasreducedto14.75trillionyuanin2015

followedbyaslightincrease.AccordingtostatisticsoftheMinistryofFinance,bythe

endof2018,China’stotallocalgovernmentdebtstillreached18.39trillionyuan.The

taskofreducinglocalgovernmentdebtremainsdaunting.
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Basedonthecomparisonofseveralmethodstoreducethelocaldebtcausedby

infrastructure construction,this paperexplores the feasibility ofasset-backed

securitization,PPP financing and financialleasing model,and puts forward

suggestionsforlocalgovernmentstosolvelocaldebtproblem byadoptingforeign

insurance-fundedfinancialleasingmodel.

(2)BuildingaNew ModelCombiningFinancialLeasingwithForeignInsurance

Funds

Therearefew researchesoninsurancefundsinvestmentinfinancialleasing

companies athome and abroad.Financialleasing companies’involvementin

infrastructureconstructionhasbeenmentionedintraditionalresearches.Thispaper

triestoinnovateonthedebtside,combiningfinancialleasingwithforeigninsurance

funds,todemonstratetheapplicationofforeigninsurance-fundedfinancialleasing

modelsininfrastructureconstruction.

(3) Demonstrating Application Advantages of Foreign Insurance-Funded

FinancialLeasingModelsinInfrastructureConstruction

The paperfirstdemonstrates the advantages offoreign insurance-funded

financialleasingmodelsininfrastructureconstructionfinancing,andthentriesto

explorethemostsuitablemodelforlocalgovernmentstofinanceinfrastructure

constructionwithinnovativewaysofthinking.

Asanassetmanagementininnovativetransactionmodel,financialleasing

companiesserveasabridgebetweeninfrastructureconstructionandinvestmentof

foreigninsurancecompaniesattractedbyasset-backedsecuritizationandinnovative

approaches.Apartfrom in-depthanalysisofforeigninsurancefundscharacteristics

and investmentpreferences,this paperanalyzes the feasibilityand mannerof
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introducingforeigninsurancefundsintoChina’sinfrastructureconstructionandthe

applicationofforeigninsurance-fundedfinancialleasingmodelsinChina.Italso

demonstratestheuniqueadvantagesoftheinnovativefinancialleasingmodelfrom

theperspectiveoflegalcomplianceinChina,discussesthefeasibilityoffinancial

leasingassetssecuritizationandtransactionstructure(underlyingassetsselection,

listandrelatedtransactionagreements).Thepaperalsoanalyzesthesuccessful

cases of three professional private capitals participating in infrastructure

construction in China,so as to create a new financing modeland provide

suggestionsfordiversificationofinfrastructurefinancinginChina.

Theinnovativefinancialleasingmodelhasthefollowingadvantages:(1)The

combinationoffinancialleasingcompaniesandinfrastructureconstructionprojects

canprovidefundsforinfrastructureconstructionandrelievethefinancialpressureof

localgovernments;(2)Financeleasingcompaniesintroduceforeigninsurancefunds

toinvestinChina’sinfrastructurethroughassetsecuritization,equityinvestmentor

bond investmentto meetthe security needs offoreign insurance funds;(3)

Sale-leasebackhaslegallyrealizedtherealbankruptcyremoteandriskshielding;(4)

Duetothematureprovisionsinlaw,supervision,accountingandtaxation,financial

leasing has highertransparency,simplerprocedures and lowercosts through

market-orientedoperation,whichgreatlyimprovestheimplementationefficiencyof

financialleasing;(5)The innovative financialleasing modelis to carry out

sale-leasebackontheestablishedunderlyingassets.Ontheonehand,becausethe

projecthasbeencompleted,thereisnoriskthattheprojectcannotbecompleted.On

theotherhand,sincetheunderlyingassetsthathavebeensteadilyoperatedare

selected,thecashflow generatedduringtheoperationoftheprojectisknownand

predictable.



29

(4)KeyRoleofFinancialLeasingCompaniesinInnovativeModel

Thispaperattemptstosystematicallydemonstratefrom legalperspectivethat

China’scurrentdirectinfrastructuresecuritizationcannotachievetherealeffectof

bankruptcyremote,butfinancialleasingcompaniescanhelpinvestorsachievethe

realbankruptcyremotefrom originalequityholderinassetsecuritization.

1.2.3WritingFramework

Thisthesisisdividedintoeightchapters.ChapterIisintroduction.Byanalyzing

China’seconomicdevelopmentcharacteristicsin thenew eraand theneed to

improvepeople’slivelihood,itisshownthatacceleratinginfrastructureconstruction

isthemaintaskforChinesegovernmenttoundertake.Summaryoffundsourcesof

localgovernments’infrastructureconstructioninChinahighlightsthattheincreasing

investmentininfrastructureconstructionhasledtohigherlocaldebts,anditis

extremelyurgenttofindnewwaystosolvethefundingneeds.Bycomparingseveral

existingfinancingmethods,itisconcludedthatthefinancialleasingmodelhas

uniqueadvantagesinsolvingfundingproblem.Thenthroughanalyzingthesingle

sourceoffundsinChina’sexistingfinancialleasingindustry,itisproposedthatthe

bestsolutionistobuildanewmodel,thatis,financingbyattractingforeignfundsto

buy securitization products through innovative financial leasing and asset

securitization.

ChapterIILiterature review and theoreticalanalysis.Afterintroducing the

researchquestion,thispaperfurtheranalyzestherelevantresearchesonlocaldebt,

financialleasing,andassetsecuritizationinliteratureathomeandabroad,anddraws

onthepreviousresearchfindings.Atthesametime,thispaperproposestwomodels.

Basic modeloffinancialleasing demonstrates thatthe socialcostofproject

financinginpublicmarketishigherthanthatintheprofessionalprivatemarket,
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meaningsocialefficiencyofenterpriseprojectfinancingintheprofessionalprivate

marketishigherthanthatinthepublicmarket.Defaultriskmeasurementmodelfor

financialleasingdemonstratesthattheunderlyingassetsofassetsecuritizationis

notnecessarilytobehighlydecentralizedtoreducethedefaultrisk.Onthecontrary,

infrastructureassetbringssingle,high-qualityandstablecashflow canalsobea

high-qualityunderlyingassetofsecuritization.

ChapterIIIanalyzesexistingfinancialleasingmodelsinChina.Beginningwith

introducingthedevelopmentandfinancingmethodsoftraditionalfinancialleasing

industryandcombiningcurrenteconomicdevelopmentinChina,itpointsoutthat

financialleasingcompanieswillfacefinancingdilemmaunderthecurrentmodel,and

thenproposesthattheinnovativefinancingmodelcanbeaneffectivemethodfor

tacklingfinancialdifficulties.

ChapterIVexpoundsthetransactionstructureandfeasibilityofsecuritizationof

financialleasingassets.Besidestraditionalandinnovativefinancialleasingasset

securitization transaction structures,italso reveals the developmentstatus of

China’s financialleasing asset securitization and a typicalcase of asset

securitizationcombinedwithfinancialleasing.

ChapterVdiscussestheinnovativemodelofintroducingforeigninsurancefunds.

Firstly,itintroducestheinfrastructurefinancingdilemmainChinaaswellasforeign

insuranceinvestmentpreferences,andthenanalyzesthefeasibilityofintroducing

foreigninsurancefundsintoChina’sinfrastructureconstructionandthemodelof

attracting foreign insurance funds.Finally,through analyzing foreign countries’

successfulpractices in attracting internationalinsurance fund investmentinto

infrastructure,itisdeducedtobuildaninnovativefinancialleasingmodel(thatis,

financial leasing companies revitalize local government assets leveraging
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sale-leasebackmodelandattractforeigninsurancefundinvestmentthroughasset

securitization.)tocracklefundingproblemsofChina’sinfrastructureconstruction.

ChapterVIanalyzestheuniqueadvantagesoffinancialleasing companies

adoptingtheinnovativefinancingmodelfrom legalperspective.Itmainlydependson

twoaspects:(1)thekeyroleoffinancialleasingcompaniesinsecuritizationof

infrastructureassets;(2)theuniqueassettradingroleplayedbyfinancialleasing

companiesinattractingforeigninsurancefundstoinvestinChina’sinfrastructure

construction.

ChapterVIIprovides window into two successfulcases ofGolden Bridge

Leasing:(1)attractingforeigninsurancefundstoinvestininfrastructureconstruction

through financialleasing model;(2) financing for enterprise production line

construction by introducing low-costforeign insurance funds with appropriate

structures.

ChapterVIIIisconclusion.
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Figure7.InnovativeFinancialLeasingModelFundedbyInternationalInsurance

Thispaperpointsoutanotherwaytosolveinfrastructureconstructionfund

demand,putforwardthatthefinancingchannelsofthebestwaystosolvethe

financingleasecompanyistobuildthenew mode.Thatistheintroductionof

internationalinvestmentofinsurancefundstoinvesttheinfrastructureprojectby

investing equity,bonds and structure ofassetsecuritization products ofthe

financinglease,whichachievelong-term solutiontoChina'sinfrastructurefinancing

difficulties.

1.3ThesisInnovations

1.3.1InfrastructureCombinedwithFinancialLeasing

StudiesathomeandabroadpaymoreattentiontotheapplicationofthePPP

modelininfrastructureconstruction,andtherearerelativelyfewstudiesonfinancial

leasingininfrastructureconstruction.Therefore,financialleasing’sapplicationin

infrastructureconstructionistheinnovationofthispaper.InChina,thereisafew
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numberofliteratureonfinancialleasing’sapplicationininfrastructureconstruction.

ZhangYue(2018)studiedthemodeoffinancialleasinginvestmentininfrastructure

constructionthroughinvolvementinPPPprojects,andanalyzedthefeasibilityof

combingfinancialleasingandPPPinstructure,time,policyandpracticaloperation.It

alsostudiedthecaseofhighwayconstructionfrom LanzhounewdistricttoYongjing

inGansuProvince,whichobtainedfundsthroughsale-leasebackmode.Thispaper

prioritizesthefunctionoffinancialleasinginrevitalizinglocalgovernmentassets,

andinaddressinglocalgovernmentdebtissues.Besides,thisthesisanalyzesthree

trueandspecificcasesoffinancialleasinginvolvedininfrastructureconstruction,

anddemonstratesthesuccessfulapplicationoffinancialleasingininfrastructure

construction.

1.3.2FinancialLeasingAssetsSecuritization

Currently,thefinancingmodeoffinancialleasingisquitehomogenized,while

thefinancingleasingprojectsininfrastructureenjoyenormousmarketpotentials.

Duetothelargeaveragecapitaldemandofprojects,thegeneralfinancingleasing

companiescannotprovidesufficientfunds.Therefore,thefinancingmodeneedsto

beinnovatedurgently.Thispaperexploresthemodecombingfinancialleasingand

securitizationthroughcasestudy.Foreignstudiespaymoreattentiontothetheoryof

assetsecuritization.Theoriesrelated to assetsecuritizationincludeasymmetric

informationhypothesis,regulatoryarbitragehypothesis,riskresethypothesis,and

convenientincomehypothesis.Thesetheoriesaremoreaboutthesecuritizationof

creditassets,butlessaboutthesecuritizationoffinancialleasingassets.Thereare

somediscussionsonthesecuritizationoffinancialleasinginChina.WangTing

(2018),takingLionbridgePhaseVassetsecuritizationasanexample,analyzedthe

factorsinfluencingfinancialleasingassetsstatement,andbelievedthatthequalityof
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financialleasingassetsinfluencesthestatement,whichisconsistentwiththispaper.

However,the innovation ofthis paperis builtupon practicalexperience to

demonstratethattheunderlyingassetsofsecuritizationarenotnecessarilyfully

decentralized,andasinglehigh-qualityassetcanalsobetheunderlyingassetof

assetsecuritization,whichisdifferentfrom mostoftheliterature.Accordingtothe

traditionaltheory,the underlying assets ofassetsecuritization should be fully

decentralized,sothatwhenoneassetdefaults,thecashflowofotherassetscanbe

used forcompensation.Forexample,Mansini-&Speranza (2002) setup the

“multidimensionalknapsackmodel”ofleasingassetsecuritizationtoscreenthe

basicassetofenterpriseassetsecuritization.Theyselectedtheoptimalassetscan

besecuritizedbasedonleasingcontractof“ItaleaseBankfortheLeasing”.However,

thispaperdemonstratesthroughcasestudythatasinglehigh-qualityassetcanbe

usedastheunderlyingassetofassetsecuritization.

1.3.3AttractForeignInsuranceFundsinInfrastructureConstructionbyInnovating

FinancialLeasingMode

Therearefewdomesticstudiesonattractingforeigninsurancefundstoinvestin

infrastructure construction.The innovation ofthis paperis to summarize the

conceptualmode ofattracting foreign insurance funds to investin China’s

infrastructurebasedoncasestudy.Forexample,foreigninsurancecompaniescan

directlyincrease theircapitalin foreign-funded financing leasing companies as

overseasstrategicinvestors.Inthistransactionstructure,foreigninsurancefunds,as

overseasstrategicinvestors,canincreasetheircapitalinforeign-fundedfinancial

leasing companies,to address financing difficulties ofthese companies,and

revitalizehigh-qualityinfrastructureprojectsinChinathroughleasing.Inaddition,to

makefulluseofoverseasfunds,financialleasingenterprisescanalsoconduct
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cross-borderfinancing,thatis,directly raise funds from overseas institutional

investorswithoutsecuritiesunderwriter.Besides,financialleasingcompaniescan

alsoraisefundsbydirectlyissuingstructuredproductsoverseasandattracting

foreigninsurancefunds.
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CHAPTER2

LITERATUREREVIEW ANDTHEORETICALMODEL

2.1LiteratureReview

2.1.1SummaryofLocalDebtProblems

Localdebtproblemshavereceivedwideattentioninrecentyears.Thescaleof

localdebtscontinuestoenlargethroughoutthepastfewyears.Officialstatisticsof

theMinistryofFinanceindicatethatasofDecember,2017,outstandingobligationof

localgovernmentsreached16.47trillionRMB,accountingfor19.9%ofChina’sGDP

in2017.Thehugeamountofdebtsincreasestheburdenoflocalgovernmentsas

wellassystematicrisks.Chineseacademiahasalsobeenconcernedaboutthe

developmentoflocaldebtissuesandconductedresearchesonthissubjectmainly

from twoangles:(1)definitionoflocaldebts;(2)causesandrisksoflocaldebtsas

wellascountermeasures.

2.1.1.2Definitionoflocaldebt

Localgovernmentdebthas been defined from multiple perspectives by

academia.QuanhouZhao(2011)defineditfrom financingchannelsundercurrent

legalsystem.Hebelievedthatundercurrentlegalframework,localgovernments

havecertainrestrictionsonlarge-scaledebtfinancing.Thecontradictionbetween

excessiveinvestmentdemandsandlimitedfinancingcapabilityhaspromptedlocal

governments to establish invisible governmentfinancing platforms,which is a

platform companyspeciallysetupbythegovernmentforfinancing.Theplatform

doesnotoperateabusiness.Becauseofitscloserelationshipwiththegovernment,

however,itgainstheimplicitguaranteefrom thegovernment'sreputation.Since

theseplatformspartiallyfulfillinvestmentfunctionsoflocalgovernmentsasan

extensionoftheirpublicfunctions,theyshouldbeincludedinthestatisticalcaliberof
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localdebt.YuanZhang(2005)believedthatlocaldebtalsoincludesloansborrowed

by localgovernments from commercialbanks,bonds of localgovernments

borrowingfrom centralgovernmentwithreturnonnationaldebt,anddebtthatlocal

governmentsprovideforintangibleguaranteesforenterprises.LuJia(2012)defined

localdebtfrom thewaylocaldebtisobtainedandbelievedthatlocaldebtincludes

loans,trustplans,bondsissuedbylocalgovernments,andfundsraisedbylocal

financing platforms.From theabove literature,we can see thatthere are two

definitionsoflocaldebtandlocalgovernmentdebt.Localdebtmainlyreferstofunds

directlyraisedbylocalgovernments.Theconnotationoflocalgovernmentdebtis

greaterthanthatoflocaldebt,includingnotonlythefundsdirectlyraisedbylocal

governments,butalso the financing oflocalfinancing platforms and public

institutions.

2.1.1.2Causesoflocaldebtproblems

Viewsvarygreatlyintheacademiaonthereasonwhylocaldebtsariseandcan

beconcludedintothreetheories.Thefirsttheoryholdsthatbehindlocaldebtsis

insufficientimplementationofChina’staxdivisionsystem reform (RuiZhao,2012).

Taxesaredividedintonationalandlocaltaxes.Localenterprisesmainlypaytaxesto

centralgovernmentvianationaltaxes,whichmakesmostofthelocaltaxrevenues

handedtothecentralgovernment.However,mostlocalinfrastructureconstruction

andinvestmentarebornebylocalgovernments.Onthisbasis,JianfuChen(2013)

proposedthatfinanceoflocalgovernmentsatthesamelevelistooscatteredand

thereisno standardizedfinancingchannel,resultinginexcessivelocaldebt.In

addition,thelocalPeople’sCongresssupervisionisnotinplacewiththeexpansion

oflocalgovernmentdebtconsequently.HongxiuShi(2005)believedthatthelocal

debtproblem resulted from localgovernments’opportunistic behaviors in the
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absenceofreasonablelocalandcentralfiscalrelationsinChina.LianshiZhou(2007)

argueddifferentlythatthereisnocausalrelationshipbetweenlocaltaxsegmentation

system and localdebt expansion.He believed that localgovernment’s tax

segmentationsystem isafiscalsystem thatharmonizesChina’snationalconditions.

Inadditiontothefiscalandtaxationsystem reform,somescholarsbelievedthat

behindtheexpandedlocalgovernmentdebtistheunscientificevaluationmechanism

oflocalgovernmentofficials’performance.WenjunZhang(2012)heldthatrocketing

localgovernmentdebtis fueled by both the “internalfactor”ofunscientific

performanceevaluationmethodsonthelocalgovernmentofficialsandthe“external

factor”ofloosemonetarypolicy.Li’anZhou(2004)believedthatlocalgovernment

officialstakeGDPastheonlyperformanceindicatorandaccordinglycompetein

“GDP”contest.The simplestway to push GDP is governmentpurchase and

investment.Thisevaluationmethodhasmotivatedlocalgovernmentofficialsto

expandtheirdebt.GuangxueZhou(2005)pointedoutthatinordertoimprovetheir

performanceintheshortterm,officialsmustgetmorethantheexistingbudgetand

mobilize more resources.Because taxation channelwilladversely affectthe

reputationofgovernmentofficials,loanmethodisabetterchoice.

Softbudgetconstraintisalsooneofthereasonsforlocalgovernmentdebt

problem.Localgovernmentinvestmentprojects are often projects with long

investmentcyclessuchasinfrastructure,andsuchprojectsalwaysfeaturelower

returnrate.Whenlocalgovernment’sinvestmentfails,ifthecentralgovernment

providesassistance,itiscalledsoftbudgetconstraint;ifnot,itiscalledhardbudget

constraint.CurrentlyinChinaitisthesoftbudgetconstraintthatprevails.Hongxiu

Shi(2010)believedthatinthecasethatChinesegovernments,banks,andresources

arestate-owned,thereisnobankruptcyconstraint,andpeople’sexpectationthat
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localgovernmentswillnotgobankruptcauseslocalgovernmentstoissuebonds

aggressively.Yifu Lin (1999)believed thatthe centralgovernment’s post-event

assistanceforlocalgovernmentdefaultsmakesitdifficulttodistinguishwhetheritis

causedbyofficialsoranormalfinancialburden,whichhasledtothelong-term

existenceofsoftbudgetconstraint.

2.1.1.3Characteristicsoflocaldebt

China’slocaldebtproblem ismainlycharacterizedbytheenormouspressureto

repaydebt.JingSun(2013)pointedoutthatChineselocalgovernmentisheavilyin

debtandhasgreatpressureindebtrepayment,andmanystructuralproblemsstill

existinlocaldebts.What’sworse,byreasonofinformationdislocationbetweenlocal

governmentandcommercialbanksandinformationasymmetrybetweencentral

governmentandlocalgovernments,thedebtofmanylocalgovernmentsfinancing

platformshasnotreachedstatisticallevel,whichintensifiesimplicitdebtproblem of

localgovernments.YanHuang(2011)proposedthatstructuralproblem oflocal

debtsisontheonehandcausedbydiversificationofdebtentities,resultingin

multipledebts,confusioninlocalgovernmentdebtandreductionofriskawareness.

Ontheotherhand,somelocalgovernmentdebtsareimplicit,whichareobstaclesto

the formulation ofrelevantpolicies.Gaiyan Ma (2014)furtherdisclosed the

irrationalityoflocaldebtstructuresuchastheirrationalstructureoflocaldebtat

differentlevel.Governmentdebtproblem islessseriousatprovinciallevel,yetmore

severeatcountylevel.Byregions,theproblemsaremoresevereinlessdeveloped

regionsthanindevelopedregions.

2.1.1.4Consequencesofexpandinglocaldebt

Academia has varied opinions on the consequences ofexpanding local

governmentdebts.ChaoHuang(2013)indicatedthatinefficientinvestmentburdens
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localgovernmentswithheavydebtandgreatpressureofinterest.Debtburdenas

suchleadstoimbalancedresourcedistribution,whichisdetrimentaltothehealthy

developmentofeconomy.Landfinancingisalsoproblematicinmanyregions,the

hugeinterest-payingpressuredrivesgovernmenttoincreasethepriceofland,hence

raisesproductioncost.Increasingcostoflandcombinedwithfadingpopulation

dividendandinternationalmacroeconomicfactors,preventsChina’seconomyto

developsustainablyandhealthily.FuShen(2013)reflectsontheconsequencesin

caseofgovernmentdefault,hebelievedthatheavydebtcandeterioratecreditofthe

governmentandthefinancialsystem.Debtdefaulthasalreadybeenseeninsome

localgovernmentsthatsufferfrom financialausterity.Manylocalgovernments

receivedlawsuitduetodebtissues,whichisbadformaintainingreputationand

imageofthegovernment.QingyanMa(2014)utilizedtheIS-LM modelanddrewthe

conclusionthattheexcessivelocalgovernmentdebtcrowdsoutprivateinvestment.

2.1.1.5Solutionstolocaldebtissue

Thereareseveralviewsintheacademiaregardingthesolutionstolocaldebt

issue.One isto solve localdebtissue and finance infrastructure construction

through assetsecuritization.The otheris to reduce developing infrastructure

construction on debtthrough PPP projects,the governmentservice orprivate

businessventurewhichisfundedandoperatedthroughapartnershipofgovernment

andoneormoreprivatesectorcompanies.Thethirdoneistosolvelocaldebtissue

throughthefinancialleasingmodel.

JipingNiu(2013)proposedtwomodelsforsolvinglocalgovernmentdebtissue,

takingintoconsiderationthecharacteristicsoflocalgovernmentdebtinChinaand

developmentlevelofthefinancialmarket:oneistheoperationmodeofasset

securitization initiated by banks,the otheris the operation mode ofasset
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securitizationinitiatedbysecuritiescompanies.JieSun(2012)justifiedthebenefits

ofassetsecuritizationforsolvingdebtoflocalfinancingplatforms.Hepointedout

that,asfarasfinancingplatform isconcerned,securitizationcanreducefinancing

cost,andasthegreatestbenefit,financingplatformsenjoymoreautonomybyusing

raisedfundascapitalbase.

FuxingJi(2016)believedthatPPPproject,whichisaprojectoperationmodein

publicinfrastructure,isapowerfultoolinsolvinglocaldebtissue.Underthismodel,

private enterprises and private capitalare encouraged to cooperate with the

governmenttoparticipateintheconstructionofpublicinfrastructure.Accordingto

JiboLeng(2014),theadvantagesofPPPinresolvinggovernmentdebtaremainly

reflectedintwoaspects:oneistoimprovetheusingefficiencyoffunds;theotheris

tosolvethedebtmaturitymismatchproblem.Whilereducinggovernmentdebtratio,

PPPprojectalsotransfersrisktoprivatesector.JiboLeng(2016)heldtheviewthat

themodelofPPPprojectforsolvinglocaldebtissueoughttoconsiderinfrastructure

projectsatdifferentstates.Leasingandcontractingaresuggestedfortheexisting

infrastructureprojectsoflocalgovernment.ModelssuchasBOTcanbeappliedto

extensionofexistingprojects.NewprojectsareapplicableforPPPmodelslikeBOO,

BTO,BOOT,etc.InthestandardBOT (build-operate-transfer)mode,professional

privatefinancialgroupsorforeignfinancialgroupsdesignandbuildinfrastructure

projectsbythemselves.Theprojectdevelopershalloperateforaperiodoftime

according to prioragreementto recoverthe investment.The BOO modelis

building-owningoperation,inwhichthecontractorbuildsandoperatesanindustry

projectunderaconcessiongrantedbythegovernment,butdoesnothandoverthe

underlyingindustryprojecttothepublicsector.BTO(build-transfer-operate)refersto

a professionalprivate institution thatfinances and builds infrastructure (water,
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electricity,etc.)andhandsovertheownershipofthefacility(notethatthephysical

assetsarestillownedbyprofessionalprivateinstitutions)tothegovernmentupon

completion.Thegovernmentthen awarded theprofessionalprivatecompanya

long-term contracttooperatethefacility,allowingittorecoupitsinvestmentandget

areasonablereturnbychargingusers.BOOT,(construction,ownership,operation

andtransfer)isaprofessionalprivatepartnershiporanInternationalConsortium

financing infrastructure industry project.Afterthe completion ofthe project,

ownershipandoperationwillbecarriedoutwithintheprescribedperiod,andthe

projectwillbehandedovertothegovernmentaftertheexpirationoftheperiod.

XiangChen(2014)studiedthefeasibilityandsignificanceoffinancialleasing

firmsprovidingequipmentleasingserviceforinfrastructureconstructionprojectsof

China’slocalfinancingplatforms.

2.2.2OverviewofFinancialLeasing

ContemporaryfinancialleasingoriginatedafterWorldWarIIintheUnitedStates

where industrialoverproduction existed.Companiessold itsequipmentthrough

installmentpayment,consignmentsales,creditsalesandothermeans.However,due

tothetransferofownershipanduserightsatthesametime,theriskofcapital

recoverywasrelativelyhigh.Asaresult,somepeoplebegantoharnesstraditional

leasingmethodstomaintainownershipofthegoodssoldbytheseller,whilethe

buyerhadonlytherighttouse.Ownershipistransferredtothebuyeratanominal

priceuntilthelessor’sfundsarefullyrecoveredthroughrentals.Thisepoch-making

methodiscalled“financialleasing”.InApril1981,ChinaOrientalLeasingCo.,Ltd.,the

firstChina-foreignjointventureleasingcompanyinChina,wasestablished.Overthe

decadesfrom thenonwards,financialleasingwasinfullswingandpoweredthe

developmentofinternationalfinancialmarkets.Theoreticalandpracticalresearchon
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financialleasingalsoreceivedwideattention.

2.2.2.1Functionoffinancialleasing

Aconsiderablenumberofscholarsstudiedthefunctionoffinancialleasing.By

reasonthatfinancialleasingcanbeseenasanalternativetobondandstock,its

primaryfunctionistoeasefinancingrestriction.Kraemer-Eis,H.andLang,F.(2012)

discovered from theirresearch thatsmalland micro enterprises usually face

difficultyinfinancing,inwhichfinancialleasingplaysanimportantrole.Scholars

including Oxford Economics (2011), Pelly,R. and Kraemer-Eis,H. (2012),

Chenchuramaiah T.Bathala and Tarun K.Mukherjee (1995)also stressed the

significanceoffinancialleasinginsmallandmicroenterprisefinancing.

Somescholarsarguedthatfinancialleasingcanreducethecostthatthelessor

facesifthelesseegoesbankrupt.Bankruptcyisalegalmechanism thatallocatesthe

resourcesofabankruptcompanytoaclaim againstthecompany.Ifthecompanyis

likelytodefaultonitslegallyobligatedpayment,itcanbesaidthatthelegalsystem

hasmadeavaluableclaim againstthecompany.Inthecaseofbankruptcy,leasing

andsecureddebthavedifferenttreatmentmethods,andleasinghasthepotentialto

lowerbankruptcycostscomparedwithsecureddebt.Inabankruptcompany,the

secureddebtholdermaystopactiontemporarily,butthebankruptlesseemust

continuetopaytherentinfullorreturntheassetstothelessor.Becauseleased

assetsareeasierto recoverthanassetswithsecured debt,thedirectcostof

bankruptcyisexpectedtobeless.ResearchbyAndreaL.Eisfeldt& AdrianoA.

Rampini(2009)showedthattherecoveryofleasedassetsiseasierthanforeclosure

ofcollateral,whichmeansthatleaseshavelowerbankruptcycostandhigherdebt

capacitycomparedtosecuredloan.However,onlythecompanieswithlowercredit

qualitywillprobablyreducebankruptcycostsvialeasingandthussuffergreater
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bankruptcypossibilities.ResearchbyJohnR.EzzellandPremalP.Vora(2001)also

showed thatthe return offinancialleasing is higherwhen lessee has higher

informationasymmetryonhisside.

Anumberofliteratureresearchesshowedthatfinancialleasingcandecrease

informationasymmetry.Informationasymmetrybetweenmanagersandinvestors

mayleadtoadverseselectionandmoralhazardcosts.MyersandMajluf(1984)

arguedthatwhenmanagershavemoreinformationaboutcorporatevaluethan

investors,theytendtoissueshareswhenthestockpriceisovervaluedandbuyback

whenthestockpriceisundervalued.Clearaboutthat,investorswilltakemanagers’

decisionsasasignaloftheovervaluedstockandadjustitsvalueaccordingly.This

reverse selection willdiscourage managers from choosing some NPV-positive

projects.MyersandMajlufalsoclarifiedthatifmanagerscanissuerelativelysafe

bonds,theproblem ofadverseselectioncanbelargelyalleviated.Therefore,inthe

priorityofcorporate financing,internalfinancing isthe mostfavored financing

method,followedbydebtandthenequity.Duetothehighlyprioritizeddebtpayment,

theMyersandMajlufmodeljustifiesthatleasingcanreducethecostsassociated

withadverseselection.JohnR.EzzellandPremalP.Vora(2001)foundthatthe

returnoffinancialleasingishigherwhenlesseehashigherinformationasymmetry

onhisside.

Intheearly1990s,alargenumberoftheoreticalandempiricalstudiesfoundthat

therewasahighcorrelationbetweenfinancialleasingandmortgagebonds,andthe

financialleasingbusinessgeneratedhigherprofitsthanmortgagebonds.Jamesang

andPamelaP.Peterson(1984)studiedthealternativerelationshipbetweenbonds

andfinancialleasingbusinessandcomparedthepreviousthreeviews.Provedby

empiricalevidence,bondsandfinancialleasingbusinesscomplementeachother,
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andcompaniesthatcarryoutfinancialleasingbusinessaremorelikelytoincrease

itsdebt.LewisandSchallheim (1992)alsofoundthesame.However,moreandmore

scholarshavediscoveredthedifferencebetweenfinancialleasingandmortgage

bonds.KrishmanandMoyer(1994)foundbyexperiencethatcompaniesoperating

financialleasingfeaturelowretentionrates,highgrowthrates,highdebtratiosand

highoperationalrisksbutalowbankruptcyrate,whichreflectstheadvantagesofthe

financialleasingbusinessovermortgagebondsintermsofriskcontrol.

2.2.2.2Pricingofthefinancialleasingbusiness

Pricingofthefinancialleasingbusinesshasalsoreceivedgreatattention,the

initialtheoreticalmodelbeginswithoptionattributeofleasingcontract.Grenadier

(1995,1996)conductedresearchonleasingcontractfrom theperspectiveofreal

optionthroughmodelbuilding,discoveredthatpricingoffinancialleasingunder

equilibrium conditiondependsondefaultrisk,andmortgagecanreducecreditrisk.

Schmit(2004)providedempiricalsupportwithdatacollectedinEurope.Schmitand

Stuyck(2002)conductedempiricalresearchontheleasingindustry’srateofrecovery,

theresultindicatesthattherecoveryrateofleasedassetsishugelyaffectedby

industry,leaseterm andvalueofleaseassets.Leasedassetrecoveryrateofthe

automobile industry is immune to economic cycle,whereas in the industrial

equipmentsector,longerleaseterm meanslessdamagecausedbydefault,leased

assetissaferintermsofrecoveryratecomparedtocorporatebondsordebt.

Earlystudieson financialleasing inChinafocused moreonimproving the

financialleasing system,relevantrisksaswellasdifferencesin overseasand

domesticfinancialleasing.Thedevelopmentoffinancialleasingindustryisclosely

linkedtoimprovementofthefourpillars,namelylegislation,accounting,taxationand

regulation.Noprofessionalandcompletefinancialleasinglawhasbeenintroduced
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todate,thegeneralconsensusamongscholarsisthatthefinancialleasingbusiness

isdifferentfrom otherfinancialtoolsinnature.Hence,scholarsappealforthe

introductionoflawsspecificallysuitedtofinancialleasing.Researchesinthisfieldis

numerous(RujiaoJiang,1998;JingdongLiu,2001;YashanZeng,2003;YuanweiHao,

2013;ShengpingGao,SiyuanWang,2013;JunxueGuo,2013;JiaWei,2013).

2.2.2.3Financialleasingaccountingstandardsandrelevantsupervisionsystem

Intermsoffinancialleasingaccountingstandards,ChinaissuedtheCorporate

Accounting Standards– Leasing and CorporateAccounting StandardsNo.21 –

Leasingin2001and2006.SimilartotheInternationalAccountingStandards(IAS14)

and the StatementofFinancialAccounting Standard (SFAS13),China’s leasing

standards divide leasing into operationalleasing and financialleasing,yetthe

dividingstandardhaslongbeenquestioned.InAugust2010,theIASBissuedthe

Lease(DraftforOpinions),thedocumentnolongerseparatesoperationalleasing

from financialleasing,whichgreatlyaffectedChina’sleaseaccountingstandardsand

theleasingindustry.Whereasscholarshavenotceasedquestioningandresearchof

China’sleaseaccountingstandards(NaLi,2002;HuiLi,2005;YuhuiWang,2005;

YangLiu,2007;ChunyanYang,2008;FengzhiYang,2011;ShanshanGuo,2013;Jing

He,2013).

Taxpolicyisanotherimportantcontributortothelegalsystem ofthefinancial

leasingindustry.EuropeanandAmericanfinancialleasingtaxpoliciesrevealthat

governments have adopted investment tax and book value reduction and

depreciation acceleration methods to push financialleasing developmentand

increaseitscompetitivenessrelativetootherfinancinginstruments.Corporatetax

hasanimportantimpactonacompany’sfinancialleasingdecisions.Thereisa

positive correlation between corporate lending financing and leasing financing.
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FeiyuanLiang(2006)believedthatChinadoesnothaveaspecifictaxpolicyfor

financialleasingbusinessprovidesfew taxincentives,whichhashinderedChinese

enterprisesfrom developing financialleasing to acertainextent.Europeanand

Americantaxlegalsystemsareofreferencesignificance.Sincethen,theresearchon

taxincentivesinthefinancialleasingindustry,differencebetweendomesticand

internationaltaxpolicies,thereform oftheturnovertaxsystem andthe“replacement

ofbusinesstaxwithvalue-addedtax”havealsoreceivedincreasingattentionfrom

scholars(ChaoyunDu,QiuyanDeng,2007;QiangWei,2012;ChunDing,2013;LiMa,

2013;JiaWang,2013;RushenWang,2013).

Thesupervisionsystem isoneofthefourpillarsforthedevelopmentofleasing

industry.However,thelegalsystem forfinancialleasinginChinaisnotreasonable,

whichrestrictsandhindersthehealthydevelopmentoffinancialleasingindustrytoa

certainextent.Forexample,LongjunLi(2006)proposedthatthesupervisionof

China’sfinancialleasingindustryfacedpressures,includingmultiparties’supervision,

inefficiency,lackoflawsorregulations.QiaoyanGao(2010)believedthatChinahad

averycomplicatedregulatorysystem withunevengeographicaldistribution.The

financialnature offinancialleasing determines thatitmusthave appropriate

supervision,andtheprominentpromotionalfunctiondeterminesthecomplexityand

particularityofsupervision.Insummary,existingsupervisionsystem offinancial

leasingisoverstringent,inefficientandwithgaps.TianfuQiao(2012)introduced

legalsystemsoffinancialleasingsupervisionintheUnitedStates,Japan,Germany

andSouthKorea,andcomparedthem withrelevantsystemsinChina.Heanalyzed

variousshortcomingsofthe financialleasing supervision system in China and

proposedtoestablishaneffectiveandfeasiblelegalsystem forfinancialleasing

supervision.Manyscholarshavealso studied regulatoryissuesofthefinancial
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leasing industryfrom otherperspectives,such as the sociallaw,attributes of

economiclaw,theview ofsocialinterests,improperaccessstandardsforleasing

markets,andetc.(HuojunWang,2009;MengqiDong,2010;LongJin,2011;LishaCui,

2012;ChanganLiu,2014).

AlthoughthefourpillarsofChina’sfinancialleasinghavebecomemoreand

more refined,some problemsremain unsolved.More and more researcheson

financialleasingmodelsindifferentsectorscanbefound.Forexample,KaiyuanGan

(2007) studied the financialleasing modelof China’s railway transportation

equipmentandestablishedafinancialleasingmodelsuitableforChina’srailway

transportationequipment.ZhiqiLi(2013)studiedthefinancialleasingmodeofthe

new energyvehiclesandrelatedissuesofChina’saircraftfinancialleasingand

identifiedthatfinancialleasingmodelsinnew energyvehicleindustrycannotoffer

sufficientsupplyofindustrialinvestmentandfacelowconfidenceofparticipantsin

theindustry.Healso analyzedthecurrentsituationofChina’saircraftfinancial

leasing market,and pointed outthatitwas very importantto improve the

competitivenessofChina’saircraftfinancialleasing.TingtingWang(2012)analyzed

indetailthedevelopmenthistoryandcurrentsituationofChina’sfinancialleasing

industry,civil aviation industry,and aircraft financial leasing industry,and

summarizedfactorsrestrictingthedevelopmentofChina’saircraftfinancialleasing

industry.LinZheng(2014)comparedtheexperienceofaircraftfinancialleasingin

developedcountriesinEuropeandAmerica.Combinedwithproblemsexistinginthe

developmentofaircraftfinancialleasinginChina,Zhengalsoexploredanewmodel

forthedevelopmentofChina’saircraftfinancialleasingindustry.Aftertheoretical

analysisandempiricalresearch,Zhengproposedpolicyrecommendationsinterms

ofimprovingthelegalsystem offinancialleasing,improvingfinancingconditions,
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andoptimizingthefinancialleasingindustrysupervisionmodes,promotingindustrial

synergydevelopment,andimprovingtaxincentivesandetc.,whichwereofgreat

significancetopromotethesteadydevelopmentofChina’saircraftfinancialleasing

industry.Inaddition,researchesandinnovationonfinancialleasingmodelsinreal

estate,energyconservation and environmentalprotection,internationalfinancial

leasing,andshipbuildingindustrieshavealsoreceivedgreatattention(XinXu,2008;

KunYan,2009;JianYang,2010;MingZhang,2013;YuZhang,2013;JingDou,2013;

ZhiyongAn,2014).

2.2.3OverviewofAssetSecuritization

SincetheUnitedStatesmortgagefirmsgroupedmortgageloansandissued

debt securities in the 1970s,asset securitization has perpetuated robust

developmentandbecomeoneofthemajorinnovationsinthefinancialmarketinthe

20thcentury.Differentscholarsandinstitutionsgivedifferentdefinitionstoasset

securitization.The United States Securities and Exchange Commission (SEC)

believesthatassetsecuritizationistheactionofsellingaseller’slessliquidassetsto

a specialpurpose vehicle to constructa tradable financialproductforcapital

acquisition.TheOrganizationforEconomicCo-operationandDevelopment(OECD)

holdsthatassetsecuritizationistheprocessofreorganizinghomogeneousassets,

whichwithpoorperformancebutwithfuturecashflows,intotradablesecuritiesand

sellingthem toinvestors.Gardener(1991)arguedthatassetsecuritizationwasa

processorafinancialinstrumentthatprovidedafullorpartialmatchbetweena

saverandaborrowerthroughfinancing.Atcurrent,itisgenerallybelievedthatasset

securitizationistheprocessofconvertingassetswithstablecashflowinthefuture

intostandardizedsecuritiesthatcanbecirculatedinfinancialmarkets.

Theories related to asset securitization include asymmetric information



50

hypothesis,regulatoryarbitragehypothesis,riskresethypothesis,andconvenient

income hypothesis.Asymmetric information hypothesis emphasizes thatasset

securitizationreducestheinformationasymmetrybetweenthetwoparties,thereby

improvingtheliquidityofcreditassetsandhelpingoriginatorstoraisefundsinthe

capitalmarket.“TheMarketforLemons”byAkerlofstatesthatthepartywithlimited

informationisworriedaboutbuyinginferiorgoods,sosuchpartyisunwillingtopay

theaveragemarketprice.Asaresult,high-qualityproductsaresqueezedoutofthe

market,whicheventuallyleadstoashrinkingcommoditymarket(Akerloff,1970).

Assetsecuritization eliminates heterogeneity risks ofassets by packing and

stratifyingbasicassets,therebyloweringtheinformationsensitivityofthevalueof

securitiesandtheinformationvalueofinformationsuperiority,andimprovingthe

liquidityofrelated assets.Regulatoryarbitragehypothesishighlightsthatasset

securitizationofcommercialbanksaimstoavoidtheregulationofcapitaladequacy

ratioratherthantransferringrisks.Securitizationhelpscommercialbankstransfer

financialassets from the balance sheet,thereby reducing depositinsurance

premiumsandstatutorycapitalrequirements.Besides,itisbelievedthatlow-quality

loansshouldberetainedthroughdepositfinancing,whilehigh-qualityloansshould

besecuritized.Riskresethypothesisarguesthatinvestorsarerisk-averse,while

financialintermediariesarerelativelyrisk-neutral.Assetsecuritizationistosatisfy

investors’demandforsafeassets.Gennaiolietal.(2013)arguedthatfinancial

institutions could take risky assets securitization as the collateraland issue

fixed-incomeliabilitiestoinvestorstomeetneedsofrisk-averseinvestors.Both

convenientincomehypothesisandriskresethypothesisdiscussfinancialsystem’s

needforsafeassets,buttheformeremphasizestheroleofsecuritizedproductsin

collateraltransactions.
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Beforethesubprimemortgagecrisis,thelargestvarietyintheUSbondmarket

wasUSasset-backedsecurities.Afterthesubprimemortgagecrisis,thesizeofUS

assetsecuritizationhasgraduallyshrunk.China’sassetsecuritizationstartedin2005,

andlaterstoppedduetothesubprimemortgagecrisis.ItwasnotuntilMay2012,the

People’sBankofChinaannouncedthereactivationofassetsecuritization.

InChina,assetsecuritization,inpractice,isgenerallydividedintocreditasset

securitization,corporate assetsecuritization and asset-backed bills underthe

supervisionoftheFinancialMarketInstitutionalInvestors(bywindclassification).

Table3.CreditCLOandEnterpriseABS

Type
Underly-

ingassets
Laws

Regulatory

authority

Audit

method
Sponsor Manager

Transaction

place

CreditCLO

Credit

assetsof

financial

institutions

underthe

supervision

offormer

CBRC

Measuresfor

Supervisingand

Administrating

thePilot

Securitizationof

CreditAssets

CentralBank,

formerCBRC

Audit

system

Banking

financial

institution

Trust
Market

transaction

Table3,continued

Enterprise

ABS

Claimsand

income

rights

assets

ownedby

the

company

Regulationson

the

Managementof

Asset

Securitization

Businessof

Securities

Companies

CSRC
Filing

system

Non-financi

al

enterprise

Securities

company

orfund

subsidiary

Exchange

AccordingtoChina’sMeasuresforSupervisingandAdministratingthePilot

SecuritizationofCreditAssetsbyFinancialInstitutions,creditassetsecuritization

referstothatabankingfinancialinstitutionthatactsasaguaranteeinstitutiongives

thetrustassettothetrustee,andthatthetrusteeissuestheincomesecuritiestothe

investorinform ofasset-backedsecurities.Itisastructuralfinancingactivitythatthe

cashgeneratedfrom thepropertypaysfortheincomeofsecurities.Inthisway,the
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bankcanwithdraw fundsinadvance,andtheinvestorcanobtainbenefitsfrom

proceedsofthebankloan,thusachievingawin-winsituation.

The papermainlystudiesthe securitization ofcorporate assets,especially

financialleasingassets.

Corporateassetsecuritizationisafinancingmethod,convertingrelativelystable

cashflow assetswhichcannotberealizedtimelybutinthefutureto tradable

securities with higher credit ratings,through structural arrangements, and

supplementedbyinternalandexternalcreditenhancementmeans.Theresearch

showsthatcorporateassetsecuritizationbringsbenefitstooriginators,mainlyinthe

following aspects,namelyreducing information asymmetrythuslowering agent

costsformanagers,reducingsupervisioncostsincurredbycreditorsduetoasset

substitutioneffects,reducingbankruptcycostduetotheestablishmentofSPV,a

specialpurposevehicle,also called a specialpurposeentity(SPE),which isa

subsidiarycreatedbyaparentcompanytoisolatefinancialrisk.Itslegalstatusasa

separatecompanymakesitsobligationssecureeveniftheparentcompanygoes

bankrupt.TheSPVlowersthebankruptcycostbytheincreaseoftaxshieldbyspecial

agencies,isolatingthecreditriskofassetsecuritizationfrom theoverallriskofthe

enterprisethroughriskisolationmechanism,enhancingthecompany’sborrowing

capacity,andpioneeringnewfinancingchannelsforenterpriseswhichdonotmeet

traditionalconditions.Securitizedassetsarenotincludedinthebalancesheet,and

willnotincreasecorporateliabilities,thuspromoting corporatecapitalturnover,

expandingfuturepositiveincomeprojects,loweringfinancialleveragetobenefit

shareholders.

According to the definition of Zhongdengwang.org.cn,the lease asset

securitizationbusinessdependsonthattheleasingcompany,astheoriginalequity
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holder,sellsunderlyingassets,whichlacksliquiditybutwithpredictablecashflow,to

specificinstitutionorvehicletoobtainfinancing.Itisastructuralfinancingtoolfor

maximizingassetsliquidity.Underlyingassetsrefertotheleaseclaimsandother

rightsenjoyedbytheoriginalequityholdertothelesseeundertheleasecontractand

theirsubsidiary security interests.Forleasing companies,assetsecuritization

increasestheliquidityofassetsbyrevitalizingstockassetsandpresentingthevalue

offutureincome.

Halladay&Amembal(1994)conductedasystematicstudyonthesecuritization

ofleaseassets,proposedanoperationalmodelforthesecuritizationofleaseassets,

andstudiedriskcontrolaswell.Whitworth(2003)focusedonsecuritizationresearch

ontheresidualvalueofleaseassets,includingfuturesoptionstrading,insurance,

and etc.Mansini& Speranza(2002)established a “multi-dimensionalknapsack

model”toscreenbasicassetofcorporateassetsecuritization.Basedonthelease

contractof“ItaleaseBankfortheLeasing”,theycalculatedtheoptimalassetsfor

securitization.XiaoyuanWei(2005)demonstrated thefeasibilityofcarrying out

securitizationofleasecreditsinChina.Aleaseassetsecuritizationmethodthatis

currentlyrecognizedbytheindustryandacademiaisthecombinationwithtrust

models.HuanXiao(2011)believedthatleaseassetsecuritizationcouldbeservedas

anew financingmeanstosolvefinancialconstraintsofChina’sfinancialleasing

industry,whichisafeasiblesolutionforthefinancialleasingindustrytogetoutofthe

financing dilemma.However,Xiao did notpropose specific orcomprehensive

solutions.Onthebasisofanalyzingtherealoperatingenvironmentofdomestic

assetsecuritization,NanChen(2010)proposedtouseassetsecuritizationtoolsto

solve the financing dilemma ofthe leasing industry.Chen also introduced the

operationprocessofleaseassetsecuritizationunderthetrustmode,identifiedand
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controlledrisksarisingfrom thesecuritizationfrom theperspectiveofpractical

operation.

2.2TheoreticalModel

In thischapter,two modelsare used to demonstrate the feasibilityofan

innovative financialleasing model.First,the basic modeloffinancialleasing

demonstrates thatthe socialcostofprojectfinancing in the public offering

investmentmarketishigherthanthatintheprofessionalprivateofferinginvestment

market,thatis,thesocialefficiencyofenterpriseprojectfinancingintheprofessional

private offering investmentmarketis higherthan thatin the public offering

investmentmarket.Forexample,professionallargeinsuranceassetsinvestment

institutionsandnationalinfrastructureinvestmentfundsasaprofessionalprivate

equityinvestmentinstitutionsduetothelong-term stabilityanddeeppenetrating

understandingofthedirectinvestmententerpriseprofessionallyproject,willreflect

thehigherefficiencyofsocialinvestment,onthecontrary,socialpublicofferingof

short-term financialinvestorssuchaspublicfundsundertheconditionofhighly

strictregulation by indirectassetmanagementinstitutions entrusted to trade

frequently,willreflect the higher socialsupervision cost and indirect cost

management.In addition,thefinancialleasing defaultriskmeasurementmodel

demonstratesthattheunderlyingassetsofassetsecuritizationdonothavetobe

highlydiversifiedtoreducethedefaultrisk.Onthecontrary,asingle,high-quality

infrastructureassetwithstablecashflowcanalsobeusedasthehigh-qualitybasic

assetsofassetsecuritization.

2.2.1BasicModelofFinancialLeasing

Financialleasingprojectsessentiallyinvolvethreetypesofmarketindividuals:

enterprises(lessee,demand-sideoffundorequipment),investors(supply-sideof
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CHAPTER3

INTRODUCTIONTOCHINA’SFINANCIALLEASINGMODEL

3.1DevelopmentofFinancialLeasing

3.1.1DevelopmentofFinancialLeasing

Stakeholdersoffinancialleasingincludethelessee,thelessorandthesupplier.

Thelessorobtainstheleasedpropertyfrom thesupplierandleasesittothelessee

accordingtothelessee’schoiceoftheleasedobjectandthesupplier.Thelessor

collectsacertainfeeasreturn.Thedifferencebetweenfinancialleasingandgeneral

operating leasing is thatthe formerinvolves three parties and two contracts:

purchasecontractandleasingcontract.

TheNationalConferenceonFinancialWorkin2017emphasizedthatservingthe

realeconomyisthe starting pointand the ultimate goaloffinancialservices.

Financialleasing helpsto reducetheinitialinvestmentcostofenterprisesand

promotethedevelopmentofmanufacturingindustry.Inthepasttwoyears,China’s

financialleasingindustryhasdevelopedrapidly.Bytheendof2017,thenumberof

financialleasingcompaniesinChinahasreached9,090,increasedbyabout9times

compared with thatin 2013.The financialleasing business markethas also

expandedrapidly,secondonlytotheUnitedStates.Meanwhile,theprogressof

“MadeinChina2025”and“BeltandRoad”initiativegeneratedalotofinfrastructure

constructionprojects,promotingthedevelopmentoffinancialleasingindustry.
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Figure10.NumberofFinancialLeasingEnterprisesinChina

Sources:MinistryofCommerce

In the process of development,financial leasing gradually shows the

characteristicsofregionalconcentration.BytheendofMarch2018,morethan70%

ofleasingcompanieswereconcentratedinGuangdong,TianjinandShanghai.At

present,there are 3,423 financialleasing companies in Guangdong Province,

accountingfor32.88%.2,186inShanghai,accountingfor21%,followedbyTianjin

with1,829,accountingfor18.29%.Thetotalshareofthetoptenregionsismorethan

95%.

Figure11.Top6ProvincesandCitieswithFinancialLeasingCompanies

Sources:ChinaLeasingAlliance,LeasingJointResearchandDevelopment

Center

From theperspectiveofbusinesslayout,financialleasingcompaniesmainly
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involveinaviationandshipping,engineeringmachinery,energy,education,medical

care,etc.Intermsofthebusinesscoverage,29companiesprovidelarge-scale

equipmentleasingbusiness,and23companiescarryoutvehicleandrailtransit

relatedleasingbusiness.Themedicalindustryrankedthird,with22companies

engagedinrelatedbusinesses,followedbyaviationandshippingwith18companies,

andenergyindustrywith14companiesrespectively.Thedevelopmentoffinancial

leasingcompaniesreflectsacertaindegreeofindustryconcentration.

Figure12.DistributionofFinancialLeasingCompaniesinVariousFields

Sources:01leasing.com

Therapiddevelopmentoffinancialleasingindustrywasaccompaniedbyalotof

problems,amongwhichinadequateliquidityisoneofthemostpressingissues.

Large capitaloutflow and smallcapitalinflow due to long recoverytime and

short-term loanoftheleasingprojectleadtomaturitymismatch.Sourcechannelsof

fundsforleasingcompaniesarenarrowed,amongwhichbankloanshavehigher

requirementsforcomplianceandIPO financing.Therefore,leasingcompaniesare

facedwithriskssuchashighliquidityandevenbankruptcywhentheyfailtopaythe

debtsontime.

The exchange centercan reduce the search costforboth sides ofthe
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transaction,reduce the transaction costand facilitate the transaction.Another

significantroleofexchangeistoreducetheuncertaintyofproductprices.The

establishmentofanexchangecenterisconducivetotheleaserinbuyingandselling

thesubjectmatter,changetheownershipwithoutinfluencingtheleasingrelationship,

andthusenhanceliquidityandreducebankruptcycosts.Atthesametime,the

establishmentoftheexchangecentercanrestricttheaccessoftradingpartners,

effectivelyisolatestheinferiortradingproductsandprotectstheinterestsofboth

parties.

Consideringthenon-standardcharacteristicsoffinancialleasingproducts,the

exchangecentercan takeadvantageofscaleeffect,formulateproductpricing

standards,and provide transaction reference prices,so as to facilitate the

transactionofthesubjectmatterbetweenthetwosides.Inaddition,therulesof

competitivetradingareconducivetothetradingofsubjectmatteratfairmarketprice.

Throughcooperation,theexchangecentercandecentralizerisksbetweenthebuyers

andthesellers.Theexchangeprovidesintermediaryservicesforthefinancialleasing

transaction,tofacilitatethelegaltransferoftheownershipoftradinggoodsand

reducelegaldisputes.

In recent years,financialleasing exchanges have developed vigorously.

Shanghai,Tianjinandothercitieshavesuccessivelyestablishedfinancialleasing

exchanges,whichhavepromotedthedevelopmentoflocalfinancialleasingbusiness.

3.1.2PoliciesRelatedtoFinancialLeasing

3.1.2.1Nationalpolicy

(1)Accesspolicy

ThePeople’sBankofChinaissuedtheMeasuresfortheAdministrationof

FinancialLeasingCompaniesinJune2000andreviseditin2007.Itstipulatedthat
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theadministrativedepartmentinchargeoffinancialleasingcompaniesisnolonger

thePeople’sBankofChina,butChinaBankingRegulatoryCommission(CBRC),which

also regulatefinancialleasing companiesatthesamestandardswith financial

institutions.Italso clearly stated the access threshold,internalcontrol,risk

management,regulatoryindicatorsandinformationdisclosureoffinancialleasing

companies.InJanuary2005,theMinistryofCommercerevisedtheMeasuresforthe

AdministrationofForeign-fundedLeasingIndustry,whichunifiedtheconditionsfor

foreign investors to investin leasing companies and setup financialleasing

companiesinChina.InOctober2004,theNoticeonRelevantIssuesConcerning

UndertakingFinancingLeaseBusinesswaspublished,indicatingtheofficialkickoff

ofpilotoffinancialleasinginChina.MeasuresforSupervisionandAdministrationof

FinancialLeasingCompaniesissuedbytheMinistryofCommerceonSeptember18,

2013 and implemented on October 1,2013 improved the supervision and

administrationsystem offinancialleasingcompanies,elevatedthesupervisionand

administration levelof the state administrative department,and effectively

standardized thebehaviorsoffinancialleasing companiesundertaking financial

leasingbusiness.

InSeptember2015,theGeneralOfficeoftheStateCouncilissuedGuiding

OpinionsonAcceleratingtheDevelopmentofFinancialLeasingIndustry[GF(2015)

No.68],followedbyGuidingOpinionsonPromotingtheHealthyDevelopmentof

FinancialLeasingIndustry[No.69].Thesearetop-leveldesignoffinancialleasingand

itsdevelopmentfrom thenationallevel,andthehighestlevelpolicyforleasing

industryuptonow.TheStateCouncilissuedtwoGuidancesimultaneouslyinashort

periodoftime,indicatingthecaringandinvestmentofthestateforthedevelopment

ofthe leasing industry,as wellas the determination to promote the healthy
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developmentoftheindustry.ThesetwoGuidancehavebroughtfavorablepoliciesto

theleasingindustry,suchasrelaxingtherestrictionsontheminimum amountof

registered capitalforfinancialleasing companies in setting up subsidiaries,

looseningthepreviousregulationsthatfinancialleasingcompaniesarenotallowed

to carry out commercialfactoring business,and investing financialleasing

companiestosetupfinancialleasingindustryfunds.Thesimultaneousintroduction

ofthesetwoGuidancefullydemonstratedtheStateCouncil’scaringandexpectation

onhealthydevelopmentoffinancialleasingindustry.Financialleasingandfinance

leasearesupervisedbydifferentregulatorsaccordingtodifferentregulatorysystems.

Therefore,simultaneousintroductionofthesetwoGuidanceindicatedthatthetwo

leasingindustriesareofequalimportancetothecountry,theirpositiveroleinserving

therealeconomy,promotingthenationaleconomicgrowth,transformationand

upgradingisrecognized.Inaddition,italsoreflectedthatthecurrentmanagement

modeofthetwoindustriesinaccordancewithdifferentregulatorysystemsremains

unchanged,thatis,strictsupervisiononthefinanceleaseindustryinaccordancewith

theregulatorystandardsoffinancialinstitutions,andmoderatesupervisiononthe

financialleasingindustryinaccordancewiththegeneralmarketregulatorystandards.

Clearly,thegovernmentadoptsdifferentregulatorysystemsforthetwoleasing

industries.

In earlySeptember2016,the MinistryofCommerce published the Interim

Measures forthe Administration ofEstablishmentand Filing Modification of

Foreign-fundedEnterprises(Draftforcomments)tosolicitpublicopinions.Itwas

formulatedinresponsetothecallforstreamlinedadministration,powerdelegation

andtightenedoversight.Itstandardizedtheestablishmentandfilingmodificationof

foreign-funded enterprises from the scope of application,filing procedures,
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supervisionandinspection,legalresponsibilitiesandotheraspects.

(2)Taxpolicy

TheMinistryofFinanceandtheStateTaxationAdministrationofPRCissuedthe

NoticeonComprehensivelyImplementingPilotofVATReplacingBusinessTax,to

comprehensivelyacceleratetheChangefrom BusinessTaxtoValue-AddedTax.The

MinistryofFinance,theGeneralAdministrationofCustomsandtheStateTaxation

AdministrationjointlyissuedtheNoticeonNationalPilotSchemeofExportRebates

forFinancialLeasingGoods,andkickedoffthepilottaxrefundforfinancialleasing.

TheMinistryofFinanceandtheStateTaxationAdministrationjointlypublishedthe

NoticeonClarifyingtheVATPoliciesforEducationInvestmentServicesByFinancial

and RealEstate Industry(CS [2016]No.140),stipulating thatfinancialleasing

companiesshouldprovideloansandpaythedifferentialofVATwithin90daysfrom

the settlement date. The General Administration of Customs issued the

AnnouncementontheRevisionofAircraftOperatingandLeasingBusinessTax,to

revisethetaxofaircraftoperatingandleasing.

Intermsoftaxpolicies,in2016,theMinistryofFinanceandtheStateTaxation

AdministrationissuedNoticeonLaunchingthePilotSchemeofReplacingBusiness

TaxwithValue-addedTax,whichdifferentiateddifferentleasingbusinesses.The

sale-leasebackbusinesswasclassifiedas“loanservice”,theappliedtariffratewas

6%;theappliedtariffrateoffixedassetleasingwas11%;andthatoftangible

movablepropertyleasingwas17%.Atpresent,thepreferentialtaxpoliciesinclude:

ordinarytaxpayersamongthepilottaxpayersapprovedbythePeople’sBankofChina,

theCBIRCortheMinistryofCommerce,providefinancialleasingservicesoftangible

property,theVATrebatepolicyisapplicabletotheVATwiththeactualtaxburden

over3%;Leasingtooverseastenantsthroughfinancialleasing,withaterm ofmore
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than5years,andtryingtoimplementtheexporttaxrebatepolicyofvalue-addedtax

andconsumptiontax.

Implementationoftheabovepoliciesand regulationsshowsthatfrom the

nationallevel,financialleasingbusinesshasbeeninvested,regulatorypoliciesare

graduallyimproving,and tax preferences are furtherstrengthening.Atpresent,

favorablepoliciesandsoundenvironmentinChinaisadrivingforceforthefinancial

leasingindustry,topursuefurtherdevelopmentandexploreinnovativemodels.

Table4.China’sPolicyforFinancialLeasingIndustry

Time Policy
Issuing

body
Maincontent

June

2017

NoticeonResolutelyStopping

LocalIllegalFinancinginthe

NameofGovernmentPurchase

ofServices

MOF

Itisstrictlyprohibitedtoincorporatethe

financingserviceoffinancialinstitutions,

financialleasing companies and other

non-financialinstitutionsinto thescope

ofgovernmentpurchaseservices

Sep.

2015

GuidanceoftheGeneralOffice

oftheStateCouncilon

PromotingtheHealthy

DevelopmentofFinancial

LeasingIndustry

General

Officeof

theState

Council

Itis to accelerate the developmentof

financeleaseindustry,playitsimportant

roleinpromotingthetransformationand

upgradingofnationaleconomy,highlight

thecharacteristicsoffinancelease,and

enhancethecorecompetitivenessofthe

company

Table4,continued

Sep.

2015

GuidanceoftheGeneralOffice

oftheStateCouncilon

AcceleratingtheDevelopmentof

FinancialLeasingIndustry

General

Officeof

theState

Council

Adheretothecombinationoffinancing

and leasing-assets,to serve the real

economy development;adhere to the

combination of domestic and

international development, vigorously

expandoverseasmarketswhileserving

thedomesticmarket.
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(4)Xiamen

OnSeptember28,2016,theHaicangDistrictPeople’sGovernmentofXiamen

Municipalityissued theNoticeon Printing and Distributing SeveralOpinionson

Encouraging the DevelopmentofFinancialLeasing Business.Itwas aimed at

promotingthegatheringoffinancialleasingenterprisesinthefreetradezone.The

specificpreferentialpoliciesincludethesettlementreward,operationcontribution

rewardandserviceindustrydevelopmentreward.

Variouspoliciesformulatedbythecentralandlocalgovernmentindicatethatthe

financialleasing industryis nationalpriority,itenjoys promising and favorable

developmentenvironment.The increase ofbusiness volume in the future will

generate higherdemand forsubjectmattertransaction,and the exchange can

improvetheefficiencyofsuchtransaction,andthuspromotethedevelopmentofthe

financialleasingindustry.

3.1.3ClassificationofFinancialLeasingCompaniesinChina

1.Financeleasecompanies:Non-bankfinancialinstitutionsapprovedbyformer

CBRC andfocusingdedicatedtofinancialleasingbusiness.Itissubjecttothe

supervisionandadministrationofformerCBRC anditslocaloffices.Initiatorsof

leasing companies include commercialbanks with independentlegalperson

registeredinChinaandabroad,financialleasingcompaniesregisteredabroad,and

othersrecognizedbyformerCBRC.Mostoftheseenterprisesarebackedbybanks

withabundantshareholders’fundsandlargebusinessscale,accountingforhalfof

theleasingbusiness.

Accordingto2016ChinaFinancialLeasingIndustryDevelopmentReport(China

Leasing BlueBook),bytheend of2016,thetotalnumberoffinancialleasing

enterprisesinChina(excludingsingleprojectcompanies,branches,subsidiariesand
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acquiredoverseascompanies)wasabout7,120,anincreaseof58%(2,612)overthe

4,508attheendoflastyear.Amongwhich,59werefinancialleasingcompanies,204

were domestic-funded leasing companies and about6,857 were foreign-funded

leasingcompanies.Thenationalbalanceoffinancialleasingcontractswasabout

5,330billionyuan,anincreaseof20%(about890billionyuan)overthe4,440billion

yuanattheendoflastyear.Amongwhich,financeleasingtookabout2,040billion

yuan,domestic-funded leasing accounted for about 1,620 billion yuan,and

foreign-fundedleasingtookabout1,670billionyuan.

2.Foreign-funded leasing companies:Measures forthe Administration of

Foreign-fundedLeasingIndustrystipulatedthatforeign-fundedenterprisessetupby

foreign companies,enterprises and othereconomic organizations (hereinafter

referredtoasforeigninvestors)intheform ofJV,China-foreigncooperative,wholly

foreign-ownedenterprises,etc.withintheterritoryofChina,canbedividedinto

foreign-fundedleasingcompaniesengagedinleasingbusiness,andforeign-funded

financialleasing companies engaged in financialleasing business.Both are

supervisedandadministratedbytheMinistryofCommerce.In2018,Decisionson

AbolishingandAmendingRegulationsissuedbytheMinistryofCommerceabolished

MeasuresfortheAdministrationofForeign-fundedLeasingIndustry,Measuresfor

Supervision and Administration ofFinancialLeasing Companies issued bythe

MinistryofCommerceisstillineffect.ItstipulatedthattheMinistryofCommerceis

stilltheindustryregulatorofwhollyforeign-owned financialleasing companies,

China-foreignJV financialleasingcompaniesandpilotdomestic-fundedfinancial

leasingcompanies.

3.Domestic-funded leasing companies:the domestic-funded politfinancial

leasingcompany.AccordingtotheMeasuresforSupervisionandAdministrationof
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FinancialLeasingCompanies,itissupervisedbytheMinistryofCommerce.However,

accordingtothenewlylaunchedNoticeoftheGeneralOfficeoftheMinistryof

CommerceonAdjustingtheAdministrationResponsibilitiesofFinancialLeasing

Companies,CommercialFactoring Companies and Pawnbrokers (SBLTH [2018]

No.165),theMinistryofCommercehasassigneditsresponsibilityformanagingand

supervisingabove-mentionedcompaniestotheCBIRC.Itisclearthatthefinancial

leasingsupervisionwillbetakenbytheCBIRC.

Tosum up,thefinanceleasecompanyisafinancialinstitutionsupervisedbythe

CBIRC (formerCBRC).Financialleasing companyis a non-financialinstitution,

initiallysupervisedbytheMinistryofCommerce,andnow underthesupervisionof

theCBIRC.Financialleasingcompaniescanbefurtherdividedintodomestic-funded

andforeign-fundedcompaniesaccordingtodifferentsourcesoffunds.Theyare

differentin terms ofregulatoryand approvalagencies,access conditions and

financingenvironment.

3.2AnalysisonFinancingModesofChina’sFinancialLeasingCompanies

GuidingOpinionsoftheMinistryofCommerceonPromotingtheDevelopmentof

FinancialLeasing IndustryDuring the 12th Five YearPlan pointed out:“Guide

financialleasingcompaniestoincreasemedium andlong-term capitalsourcesand

avoid capitalrisks.Supportfinancialleasing companies to expand financing

channelsandreducefinancingcostsbyadoptingfactoring,IPO,issuingbonds,trusts,

funds,etc.Encouragefinancialleasingcompaniestorevitalizeleasingassetsand

innovatefinancingmodethroughassetsecuritization,tostrengthencooperationwith

banks,trustsandotherfinancialinstitutions.Supporttheestablishmentoffinancial

leasing industry funds,guide the extensive investmentofthe private capital.”

Followingthisguidance,China’sfinancialleasingbusinesshasmadesturdyheadway
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in the pastfew years,with more diversified financing channels.Asset-backed

securitization,parentcompany financing,bonds and overseas financing have

becomeimportantsourcesoffundsforfinancialleasingcompaniesinadditionto

bankloans.Theauthoranalyzesseveralmainfinancingchannelsasfollows.

3.2.1BankCredit

BankcreditisthemainsourceofcapitalforChina’sfinancialleasingcompanies.

Leasingcreditor’srightspledgeandbondfactoringareusedbyfinancialleasing

companiesinapplyingbankcredit.Advantagesofthisfinancingchannelinclude:1.

bankscancontrolthecapitalflow moreeffectivelybylendingtofinancialleasing

companies,achievingspecialfundsforspecifiedpurposeonly,riskscontroland

betterlending;2.Bankcreditfundscanbeinvestedindesignatedfields.Forexample,

financialleasingcompaniescanbuyassetsofsecuritiescompanies,andthenapply

forbankloansundertheguaranteeofsecuritiescompanies.Inthisway,bankfunds

canbeindirectlyinvestedindesignatedfields.Disadvantagesinclude:China’sbank

depositsaredeclining,thereisnosufficientdeposits;2.Assetmaturitymismatch

existsinChina’sbanks,thelargecapitalinvestmentandlongrecoverytimeoffunds

utilizationcharacteristicinfinancialleasingindustryexacerbatesthemismatch;3.

Increasedbankloanswillleadtohigherleverageratioofcompanies,onceexceeding

the maximum value stipulated by the bank,they cannotborrow from banks.

Therefore,itisunsustainableandhasrestrictiononscale;4.Banklendingcapability

isgreatlyaffectedbymacropolicies,anditisdifficultforcompaniestoobtainloans

whentightmonetarypolicyisadopted.

3.2.2IPO

IPOonsecuritiesmarketandadditionalsharesissuingafterIPOisimportantand

effective wayforcompanies’financing.However,when itcomes to solve the
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financingproblem offinancialleasingcompanies,itshowstwoshortcomings:first,

highthresholdofaccess.Therearefew financialleasingcompaniesgetapproval

from relevantdepartmentsandsuccessfullygopublic;second,itissusceptibleto

stockmarketfluctuations.

3.2.3BondIssue

Corporate bonds referto bonds issued by enterprises according to legal

proceduresandagreedtorepayprincipalandinterestwithinacertainperiodoftime,

which can be freely transferred in the secondary market.Specifically,when

foreign-funded financialleasing companies and domestic pilotfinancialleasing

companieshavebusinessneeds,theycanapplytothebondissuingauthorityfor

issuingcorporatebondsoffinancialleasingcompanies;Forfinanceleasecompanies,

withfinanciallicensesavailable,theycanalsofinancingbyissuingfinancialbonds,

inter-bank borrowing and othermeans.But,bonds issuing offinance lease

companieswasoncerestricted,andrestrictionsweregraduallyreleasedafterthe

No.14Announcement(2009).

Accordingtodifferentissuersandfundusage,China’sfinancialleasingbonds

arediversifiedandinnovative.Forexample,bytheendof2015,thePeople’sBankof

ChinaissuedAnnouncementonIssuesConcerningtheIssuanceofGreenFinancial

Bonds.Itstipulatedthatthefundsraisedbygreenfinancialbondscanonlybeused

toinvestingreenindustryprojects.OnMay31,2017,thefirstsinglefinancialleasing

greenbond(PPN)wassuccessfullyissued.Inaddition,ultra-short-term financing

bondsaretradedintheinter-bankbondmarket(i.e.purchasedbydomesticfinancial

institutionsandnotissuedtothepublic).Italsostipulatedthatsecuritiesthatrepay

theprincipalandinterestwithinoneyearhavetheadvantagesofsimpleinformation

disclosure,low financing cost,large amountoffinancing,and improving the
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reputationandpopularityofthecompany.Therefore,itisfavoredbythefinance

leaseindustry.BytheendofMay2017,China’sfinanceleaseindustryhadissued16

short-term financingbondswithatotalamountof20.16billionyuan.A limited

liabilitycompanyorajointstocklimitedcompanyregisteredinChinacanissue

corporatebondsinanon-publicway,butensuretorepayprincipalandinterestwithin

acertainperiodoftime,usuallyreferredtoasprivatelyraisedcompanybonds.Itis

convenientandfasttoissuesuchkindofbond.Issuanceauditadoptsthefiling

system,theapprovalisquick,andfundsusagesupervisionisnottight.Theoverall

financingcostofprivatelyraisedcompanybondsislowerthanthatoftrustfundand

privateloan,butithashigherrequirementsontheissuer’sperformancecapability.

Accordingtostatisticson01leasing.com,28leasingfinancialbondswereissuedin

2017,anincreaseof86.67%over2016,thetotalamountreached51.9billionyuan,an

increaseof85.36%yearonyear.Intermsofcorporatebonds,statisticsshowthat34

leasingcompanybondswereissuedin2017,anincreaseof61.90%over2016;the

totalamountreached52.6billionyuan,anincreaseof109.98%yearonyear.Interms

oftheinterestrate,theinterestrateofleasingcompanybondsisbetween5%and7%,

whichisalmostequaltothatofleasingfinancialbonds.Butintermsoftotalamount,

theamountoffinancialleasingcompanybondsisfarsmallerthanthatofbankcredit.

Tosum up,bondissuehasstrongflexibilityandpertinence,butthedifficulties

are:1.Thecostofbondissueisgreatlyaffectedbymonetarypolicy.Whenthe

monetarypolicyistightened,themarketinterestraterises,leadingtohighercostof

bondissue;2.Mostcompanies’netassetsscaleandotherfinancialindicators

cannotmeettherequirementsofbondissue.

3.2.4AssetSecuritization

FrankandPeter(1995)firstputforwardthemeaning,usageandultimategoalof
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securitizationoffinancialleasingassets,especiallytheunderstandingoflessee’s

creditriskmanagement.Theybelievedthatsecuritizationofleasingassetssolves

the financing difficulty in the financialleasing industry.Itis the process of

transformingtheassetswithsimilarperformance,leaseterm andexpectedstable

cashflow intosecuritiesthatcanbesoldandcirculatedonthefinancingmarket

throughrestructuring,ratingandupgrading.

Afterthe financialcrisis in 2008,China Securities RegulatoryCommission

openedassetsecuritizationtwice.AssetSecuritizationofSecuritiesCompanieswas

issuedin2009,andRegulationsonAssetSecuritizationManagementofSecurities

Companies wasenacted in 2013,which clearlystated thatthe assetscan be

securitizedbysecuritiescompaniesincludeaccountsreceivable,bankcreditassets,

trustincomeright,infrastructureincomeright,stocks,bondsandothervaluable

bondsaswellasrealestate,indicatingthefullopeningofassetsecuritization

businessofCSRC.

Themainreasonisthatthesecuritizationofleasingassetshasthefollowing

advantages:(1)Revitalizeassets.Securitizationoffinancialleasingassetscancash

thelong-term assetsthatarenoteasytobecashed,andthusimproveassets

liquidity;(2)Reducerisks.Enterpriserevenueinthefuturecanbeconvertedintothe

currentrevenuethroughsecuritization,avoidingcreditrisk,prepaymentandother

risksthatthefinancialleasingcompanyshouldbear;(3)Optimizebalancesheet.

Assetsecuritizationbelongstooffbalancesheetfinancing,whichdoesnotincrease

theliabilitiesofenterprise,northefinancialleverage,sofinancingcostswillnotbe

increased;(4)Lowerfinancingcosts.Financialleasingcompaniescanissueasset

securitizationproductswithhighercreditratingthroughcreditupgradingandother

measures,toreducefinancingcosts.However,therearealsorisksinsecuritization
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offinancialleasingassets,forexample,therisksfrom theunderlyingassets,the

non-standard characteristics ofleasing assets may notbe conducive to the

integrationofassetpools.

3.3IntroductiontoTraditionalFinancialLeasingModel

3.3.1TransactionStructureofFinancialLeasing

Financialleasingtransactionsaremorecomplexthantraditionaltransactions.

First,manytradingentitiesareinvolved.Inactualtransactionprocess,thebusiness

is usually more complex,involving atmostnearly ten entities;Second,legal

relationshipsarediversified.Infinancialleasingtransactions,especiallylarge-scale

transactions,itiscommontoseecoexistinglegalrelationshipssuchasbuyingand

selling,leasing,guarantee,repurchase,equity,insurance,etc.Manytypesoflaws

including contracts,property rights,tax,accounting are involved.Due to the

complexityoflegalrelationshipandtheneedforriskcontrolandrevenueincrease,

differentforms offinancialleasing transactions have emerged in the previous

transactionprocess.Transactionstructureoffinancialleasingreferstothespecific

arrangementontransactionform bytheparties.First,itmeetsthespecificneedsof

differentcustomers and improves productcompetitiveness;Second,resource

allocationismorereasonable,andthusprojectefficiencycanbeimproved;Third,

transactionriskcontrolismoreeffective,ensuringsafecapitalflow;Fourth,itcan

makefulluseoftaxreductionandothernationalpoliciestoreducetransactioncosts;

Fifth,itcanavoidthemonopolyandconstraintsbetweencountriesandobtainhighly

sensitiveproductsfrom othercountries.

Theauthorsummarizedvarioustransactionstructuresandmodelsintheleasing

market,andsortedoutthe“sevenmajortransactionmodels”thataregenerally

appliedandrecognized.
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Figure13.SevenMajorTransactionModels

3.3.1.1Directlease

Directleasemeansthatthelessorleasestheleasedpropertyobtainedfrom the

supplierto the lessee forpossession and utilization according to the lessee’s

selectionoftheleasedpropertyandsupplier,andcollectsrentfrom thelessee.Direct

leaseisalsoknownasclassicfinancialleasing.

Maincontentofdirectleasetransaction:theleasingcompanydirectlysigns

salescontractoftheleasedobjectwiththesupplieraccordingtotherequirementsof

thelessee,andpaystothesupplierofequipment;atthesametime,theleasing

companysignsthefinancialleasingcontractwiththelessee,toleasethemachine

andequipmenttothelessee;thelesseepaysrenttotheleasingcompanyperiodically

accordingtoregulationsinfinancialleasingcontract;thelesseesignstheafter-sales

serviceagreementwiththesupplier,toenjoytheafter-salesserviceandotherrights

andinterestsprovidedbythesupplier,aswellastheagreedresidualvalueofthe

leasedobject;thegrouptowhichthelesseebelongsorthethirdpartyoftheleasing

companymakestherepaymentcommitment,toensurethefullrepaymentofrenton

time.

(1)Case:XXShipDirectLeaseProject
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XXShippingCompanyisasubsidiaryofalarge-scalecentralgovernment-led

state-ownedenterprisedirectlyundertheSASAC.ItisaA-sharelistedenterprise

integratingtransportationonYangtzeRiver,coastalandocean.Withtheprogressing

of“from rivertosea”strategy,thecompanyhasprovidedfundsforthebuildingofa

largenumberoflargetonnageshipsinrecentyears,andtheassetliabilityratiohas

increasedrapidly.SincetheparentcompanyisassessedbytheSASAC,theasset

liabilityratioisstrictlyrestricted,theparentcompanyhastotransfertheasset

liabilityratiototheshippingcompany,whichmustbecontrolledatacertainlevel.In

orderto continuetheestablished investmentplan withoutincreasing theasset

liabilityratio,thecompanyhastopurchasenew shipsthroughoffbalancesheet

financing.XXLeasingdevelopedasetofoperatingleasingplanbasedontheactual

needsofthecompany.

Table5.MainTradingTermsofXXShipDirectLease

Subjectmatter Directleaseofanewshipbuiltat600millionyuanintotal

Leasetype Operatinglease(hybrid)

Downpayment 5%asdownpaymentrentpaidbytheenterprisetothelessor

Deposit 5%oftheprincipalofthelease,paidbythelesseetothelessor,

itshallnotbereturnedtothelesseeduringthenormal

performanceperiod

Constructionperiod 2-3years.Duringtheconstructionperiod,thelessorshouldpay

thepriceofshipatdifferentstages,followingthepayment

schedulestipulatedinthecontractsignedwiththeshipyard.

Thelesseeshallpaythepre-leaseinteresttothelessor

quarterlyaccordingtotheactualfundutilization.The

constructionperiodshallnotbeincludedintheleaseperiod.

Leaseterm 10years

Referenceinterest

rateforrent

calculation

Benchmarkinterestrateofloansover5years

Servicecharge 0.45%oftherentprincipal/year,collectedannually,4.5%in10

years.

Repaymentmethod Interestshallbepaidquarterlyduringtheconstructionperiod,

andthecalculationmethodshallrefertotheinterestcalculation

methodofbankloan.Afterthedeliveryoftheship,therentshall

bepaideverythreemonths,andthecalculationmethodofrent

shallrefertomatchingtherepaymentofprincipalandinterest
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Residualvalue TheresidualvalueisdiscountedaccordingtoIRR,andthe

presentvalueis15%oftheprincipal.Attheendofthelease

term,theprincipalandinterestarerecoveredinonetime

Shipresidualvalue

processing

1. Exclusivesalesagencyarrangement.Thatis,thelessor

entrustsanotherenterprisetoselltheshipattheendofthe

leaseterm,andthesellingpriceshallnotbelessthanthe

agreedresidualvalue,thatis,34%oftheconstructioncost

oftheship;2.Purchaseshipresidualvalueinsurance;3.

Independentthird-partyenterpriseprovidesresidualvalue

guarantee

Guarantee Theparentcompanyoftheshippingcompanyprovides

rentguarantee

3.3.1.2Sale-leaseback

Sale-leaseback:thelesseesellsitsownpropertytothelessorandsignsa

financialleasingcontracttorentthepropertyfrom thelessor.Sale-leasebackisa

kindoffinancialleasing,inwhichthelesseeandthesupplierarethesameperson.

Sale-leasebackallowstheequipmentmanufacturerortheassetowner(lessee)

toobtainthefundswhileretainingtherighttousetheasset.Inaddition,itisanideal

investmentopportunityforlessor.Intheprocessofsale-leaseback,thesellerisnot

requiredtotransferassetinassetstransfer.Therefore,theseller(lessee)canusethe

assetcontinuouslyduringthesaleandleasebacktransactions.Thebuyer,namelythe

lessor,onlyobtainstheownershipoftheassets,aswellastherisksandrewardsof

thegoodsownership.Inessence,thebuydoesnotcontrolthephysicalobjects,thus

realizedtheseparationofthephysicaltransferandthevaluetransfer.

Sale-leasebacktransactionisbasedonthepremisethatthelesseedoesnot

changeitsoccupationandutilizationoftheleasedproperty.Itimprovestheliquidity

ofenterpriseassetsbyconvertingfixedassetsandsimilarassetsintomovable

assets.Italsousestheexistingassetseffectivelyandacceleratestherecyclingof

capitalbyrevitalizing high-quality assets.Therefore,itis conducive to capital

expansionofenterprise.
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Whentheenterpriselackscapital,leasebackisaneffectivewaytoimproveits

financialsituation and liquidity.Enterprise can revitalize the stock assets and

reinvestthecapitalinotherbusinesses.Thelesseechangesfrom theownerofthe

originalequipmentandfacilitiestothelesseeoftheequipment.

(1)Case1:ProjectofXXPower-generatingEquipmentSale-leaseback

To providefundsforprojectin laterperiod,A powersellsitscorepower

generationfacilitiesandequipmenttothelessorinthesale-leasebackmodelof

financialleasing,andthenrentsfrom thelessorandpaystherentasagreed.Atthe

endoftheleaseterm,theownershipistransferredbacktothelessee.

Table6.MainTradingTermsofXXPower-generatingEquipmentSale-leaseback

Subjectmatter Powergeneratingcoreequipment(threemainengines)

Purchasecostofthe

leasedobject
1billionyuan

Leaseterm 40phasesin10years

Leaseinterestrate
Theleaseinterestrateofeachperiodshallbe7%lowerthanthebenchmark

lendingrateofthePeople’sBankofChinaatthebeginningofeachperiod

Leasetype Financialleasing

Table6,continued
Leasedeposit PhaseIrentassecuritydeposit

Leaseservicecharge 1.36%ofthetotalamount,one-offpaymentatthebeginningoftheperiod

Rentcalculation and

payment

Calculatedbyequalannuitymethod,equalpaymentattheendofeach

quarter

Guarantee Credit

Leasestartingdate Dateofpaymentforpurchasecostofleasedobject

Insurance Propertyallrisks

(2)Case2:ProjectofXXLRTSale-leaseback

Tomeetthecapitaldemandofrailtransitconstruction,CCLRTsellstherail

transitaccessoriestothelessorinthesale-leasebackmodeloffinancialleasing,and

thenrentsfrom thelessorandpaystherentasagreed.Attheendoftheleaseterm,

theownershipistransferredbacktothelessee.

Table7.TradingTermsofXXLRTSale-leaseback

Leasedobject Railtransitfacilities,etc.

Financingamount 600millionyuan
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Leaseterm and rent

payment
12years,2yearsofgraceperiod.Rentpaidonceeverysixmonths

Leaseinterestrateor

overallrateofreturn

Benchmarkinterestrate,servicecharge1%,overallrateofreturn6.3%,3%

abovebenchmarkinterestrate

Lesseeanditscredit,

sourceofrepayment,

rentguaranteetimes

Governmentbudgetasrepaymentsource

Guarantor and its

credit, other

guaranteemeasures

XX investmentcompanyunderXX Municipalgovernmentisjointlyand

severallyliable,andtheNationalPeople’sCongressapprovedusingthe

governmentbudgetasthesourceofunderpaidrepayment

Rentsusage Capitalforlaterprojects

3.3.1.3Sublease

Subleasereferstothemultiplefinancialleasingbusinesswiththesameobject

asthesubjectmatter.Inthesubleasebusiness,thelesseeofthepreviousfinancial

leasingcontractalsoactsasthelessorofthenewleasingcontract,alsoknownas

thesublessor.Thesublessorsubleasestheleasedobjectsfrom otherlessorstoa

thirdparty.Theownershipoftheleasedobjectsbelongstothefirstlessor.

Figure14.TransactionModeofSub-lease

Subleaseinvolvesatleastthreesubjects(originallessor,originallesseeand

new lessee),two leasecontracts,fourparties(equipmentsupplier,firstlessor,

secondlessor(firstlessee),secondlessee)andthreekindsofcontracts(purchase

contract,leasecontractandsubleasecontract).Thesecharacteristicsdeterminethat

thesubleaseshouldmakesurethatthefollowingrequirementsaremet:First,the
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subjectmatterinalllevelsoffinancialleasingcontractsmustbethesame;Second,

sameleaseterm isappliedinalllevelsoffinancialleasingcontracts,ortheexpiry

dateofthenextleveloffinancialleasingcontractsshouldbenolaterthanthatofthe

previousleveloffinancialleasingcontracts;Third,whentheleaseterm expires,all

levelsoffinancialleasingcontractsshouldbetreatedinthesameway(sale,renewal

orwithdraw).

Thesubleasemodeloffinancialleasinghasaspecialfunction,thatis,itcan

avoid the blockade ofsensitive goods between countries.Ifa device and its

associatedtechnologyarerestrictedorprohibitedfrom exportingtoChinabythe

hostcountry(Xiaomiabroad),thenChina’sfinancialleasingcompaniescanleasethe

deviceandsubleaseittotheenterpriseinChina.Aslongasthecontractstipulates

thattheownershipofthedevicehasnotbeentransferred,theaboverestrictionsof

thehostcountrycanbeeffectivelyavoided.Thisissignificantforenterprisesina

countrytoobtaindevicesusingsensitivetechnologyabroad.

3.3.1.4Leveragedlease

Leveragedlease:itmeansthatinfinancialleasingtransactions,thelessorcan

legallyenjoytheownershipofthewholeequipmentbypayingonly20-40% ofthe

priceoftheleasedequipment,therest60-80%iscoveredbynon-recourseloansfrom

banks orotherfinancialinstitutions.However,the leased equipmentmustbe

mortgaged,withtherightofthelessortotransfertheleasecontractandcollectrent

ascollateral.
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Figure15.TransactionModeofLeveragedLease

Advantagesofleveragedlease:First,leasingcompaniesareencouragedto

purchasetheleasedobjects.Somesubjectmattersareveryexpensive,andleasing

companieshavenofinancialstrengthorwillingnesstopurchaseitforfinancial

leasingbusiness.Inthisregard,leveragedleaseisapracticalmodel.Second,rental

costofthelessorcanbereduced.Varioustaxreductionandexemptionbasedonthe

totalassetvalueareavailable.Therefore,intheleveragedleasemodel,thelessorcan

enjoydepreciationandothertaxexemptionat100%ofthevalueoftheleasedassets,

whichgreatlyreducesthelessor’srentalcost.Third,rentoftheleasedobjectis

relativelylow.Generally,leasingcompaniesadoptingthismodelarewillingtogive

partoftheprofitstothelessee.Therefore,therentinleveragedleasemodelislower

thanthatofgeneralfinancialleasing.Fourth,itisgoodforthelessor.Fundsof

lenderscanalsobeguaranteedbytheleasedproperty,whichissaferthangeneral

creditloan.Mostofthesubjectmattersofleveragedleasearebulkcommodities,

suchasairliners.

Disadvantagesofleveragedlease:First,highcostofcapital.Thereisariskthat

thelesseemayfailtopaytherentofequipmentwhenitisdue.Second,highriskof

assetutilization.Third,suchfinancingmodelinvolvesmanyparticipants,andthus

themanagemenisrelativelycomplicated.
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Risksforlessorsandlesseesofleveragedlease:forthelessor,astheproperty

rightinterestsrankbehindthedebtinterests,oncethelesseedefaults,theproceeds

from sellingtheequipmentmustfirstbeusedtorepaythedebttothelender.The

restisownedbythelessor,and20-40% ofthelessor’sinvestmentmaynotbe

recovered.Forthelessee,themarketriskoftheequipmentmakesitnotvery

cost-effective.

3.3.1.5Othermodelsinfinancialleasing

Inadditiontotheabove-mentionedmainstream financialleasingmodels,there

aresomeotherleasingmodelsinthefinancialleasingmarket,suchasoperating

leasing,vendorleasing,projectleasing,riskleasing,conditionalleasing,industrial

chainleasing,bondedleasing,cross-borderleasing,etc.

3.4IntroductiontoInnovativeFinancialLeasingModel

3.4.1InfrastructureCombinedwithFinancialLeasing

Financialleasingisgenerallyappliedintheconstructionstageofinfrastructure,

andfinancialleasingcompaniesalsojointofinancethegovernment.However,the

investmentriskisrelativelyhighatthistimeconsideringthepossiblefailureof

infrastructureprojectsaswellasthecapitalflowaftercompletion.Oncetheproject

isnotcompletedasexpected,orthecashflowafterprojectcompletionisnotideal,

the lessee may unable to repay the renton time,resulting in default.The

sale-leasebackofcompletedinfrastructureassetistheinnovativefinancialleasing

model,underwhich,ontheonehand,thereisnoriskofprojectfailure;ontheother

hand,because stable-operating infrastructure assetis selected,the cash flow

generatedduringoperationisknownandhashighreferencevalueforpredicting

futurecashflow.Financialleasingcompaniestendtoselectprojectswithstable

cashflowwhenselectinginfrastructureasset,toreducerisks.
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FinancialleasingofinfrastructureassetisaninnovationinChina.Stipulationon

underlying assets offinancialleasing companies in China was firstmade in

AdministrativeMeasuresforFinancialLeasingin2000,inwhichsubjectmatterwas

definedasfixedassets.Thereafter,in2007,financialleasingcompanieswereplaced

underthesupervisionofCBRC.Inthesameyear,CBRCpublishedAdministrative

MeasuresforFinancialLeasingCompanies,inwhichsubjectmatteroffinancial

leasingcompanieswaslimitedtofixedassets.Underlyingassetsoffinancialleasing

aredefinedasfixedassets,butinpractice,leasedassetsusuallyrefertomovable

property,suchasmachineandequipment.Althoughunderlyingassetsconform to

thedefinitionoffixedassets,therearefewcasesinpracticethatuseinfrastructure

assetsasfinancialleasingassets.Takinginfrastructureassetsasthesubjectmatter

offinancialleasingisaninnovationinChina’sfinancialleasingindustryandevenin

theworld.Itisworthnotingthatin2006,NoticeofMOCandSATonStrengthening

SupervisionofDomesticFinancialLeasingPilotwasreleased,inwhichleaseassets

of financialleasing companies were defined as movable property.This is

undoubtedlyahugerestrictiononforeign-fundedfinancialleasingcompanies.In

internationalpractice,financialleasingobjectcanbeallobjectswithclearproperty

rightsandcashflow.Therefore,definingmovablepropertyasfinancialleasingobject

isinconsistentwithinternationalstandards.In2013,MeasuresfortheSupervision

andManagementofFinancialLeasingCompanieswasissuedbytheMinistryof

Commerce,tokeepleaseassetsdefinitioninlinewithinternationalstandards.It

perfectlyshowsthattakinginfrastructureassetsasfinancialleasingassetswasan

innovationatthattime.

3.4.2AssetSecuritizationSolvesFinancingDilemma

Inthetraditionalfinancialleasingmode,90%ofthefundsarefrom commercial
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banks.However,mostofthefinancialleasingcompaniesarerelativelysmall,soitis

difficulttoobtainloansfrom commercialbanks.Moreimportantly,financialleasing

companiesoftencompetewithcommercialbanks,soitismoredifficulttoobtain

loansfrom commercialbanks.The combination offinancialleasing and asset

securitizationcansolvetheproblem offundsourcesoffinancialleasingcompanies.

Inaddition,restrictedbylawsinChina,theassetsecuritizationcannotreallyrealize

thebankruptcyriskremoteasthatofwesterncountries,whilethesale-leaseback

modeoffinancialleasingcantrulyrealizethebankruptcyriskremote.Therefore,the

combinationoffinancialleasingandsecuritization,ontheonehand,cansolvethe

financingdilemmaoffinancialleasing,ontheotherhand,itcanalsorealizerisk

remoteandprotectinvestors.

Theinnovationofassetsecuritizationandfinancialleasingcombinationliesin,

ontheonehand,itfindsthesourceoffunds,ontheotherhand,itsolvestheproblem

ofhiddenlocaldebt.Comparedwithbankloanfinancing,securitizationfinancingis

characterized by high transparency.According to the relevantprovisions of

securitization,financialleasing companiesmustmakecorresponding disclosure

whentheycarryoutsecuritizationfinancing.Theimplicitdebtguaranteeoflocal

governmentswillalsobedisclosed,torestrictlocalgovernments.However,dueto

theopacityofbankloan,commercialbanksoftenuseallavailablemeansofcredit

enhancementtolocalgovernmentsorfinancialleasingcompaniesbeforelendingto

them,andthesemeansusuallybecomehiddendebtsoflocalgovernmentsfinally.

3.4.3Methodoffundwithdrawal

Investmentofforeigninsurancefundscanberecoveredinthefollowingways:

WhenforeigninsurancefundsinvestinChineseinfrastructureprojectsthrough

innovativefinancialleasingmodels,theyareactuallyheldinthreeways:1.Holding
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equityofdomesticfinancialleasingcompaniesinChina;2.holdingcreditor'srights

ofdomesticfinancialleasingcompaniesinChina;3.holdingassetsecuritizationABS

productsissuedbydomesticfinancialleasingcompaniesinChina.Therefore,there

arefollowingseveralways:1.investmentperiodexpires.2.Othershareholdersofthe

financeleasingcompanyshallaccepttheequityheldbytheinsurancefunds,or

arrangethefinanceleasingcompanytobelistedandexitthroughthecapitalmarket.

3.Foreign insurance companiesselltheirbond investmentsthrough the China

insurance assetexchange.4.Foreign insurance companies transfertheirABS

productsthroughexchanges.
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CHAPTER4

FINANCIALLEASINGASSETSECURITIZATIONTRANSACTIONSTRUCTUREDESIGN

ANDFEASIBILITYANALYSIS

4.1TransactionStructureofTraditionalFinancialLeasingAssetSecuritization

InFebruary2018,theGuidelinesforInformationDisclosureofFinancialLeasing

CreditRightABSstandardizedtheissuanceanddurationmanagementoffinancial

leasingABS.Itpointedoutthatfinancialleasingcreditorrightreferstotherent,

subsidiarysecurityinterests(ifany)andotherrights(ifany)enjoyedbythefinancial

leasing companyagainstthedebtor(lessee)according to thefinancialleasing

contract.Itfurtherputforwardrequirementsontheunderlyingassetsoffinancial

leasing:in addition to meeting the generalrequirements ofassetqualification

standards,thepooledassetsoffinancialleasingcreditorrightABSalsoneedtobe

clearlydefinedintermsofownershipandcontent,tobecustomizable,true,legaland

effective.Thedebtorshouldbeinformedbeforetransferringtheunderlyingassets.

Generally,thetransactionprocessoffinancialleasingassetssecuritizationis

thatthefinancialleasing companiesrestructurethecreditor’srights(i.e.rental

incomerights)ofleasingassetswithsimilarperformance,leaseterm andstable

futurecashflow,toform anassetpoolandtransfertotheSPV,andthensellto

investors through securities underwriters,and finally achieve the purpose of

financing.

4.1.1StakeholdersinFinancialLeasingAssetsSecuritization

1.Initiator(originalbeneficiary):theinitiatorgenerallyrefersto theoriginal

beneficiary.Here,itreferstofinancialleasingcompaniesrestructurethecreditor’s

rights(i.e.rentalincomeright)oftheleasedassetswithsimilarperformance,lease

term andstablefuturecashflow,toform anassetpoolandtransfertothespecial
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Planadministrator(generallyasecuritiesbroker)initiatesthespecialasset

managementplanandissuestheincomecertificatetotheinvestorstoraisefunds.

Inthisprocess,accountingfirms,law firms,ratingagenciesandtrusteeagencies

respectivelyprovideaudit,legaladvice,creditratingandassetcustodyservicesfor

this project. In addition, liquidity investment institutions, margin payment

commitmentprovidersandguarantorsprovideexternalcreditenhancementservices

forthisspecialassetmanagementplan.Aftertheestablishmentofaspecialplan,

theplanadministratorpurchasesassetsfrom theoriginalequityholderswiththe

raisedfunds,andotherrelevantassetserviceinstitutionsareresponsibleforthe

managementofunderlyingassets,suchastherecoveryandcollectionofrents

receivable corresponding to the underlying assets.When the rentreceivable is

recovered,theplanadministratortransfersthefundstotheaccountdesignatedby

the registered trustee agency,to paythe principaland expected return to the

investors.

4.1.3TransactionStructureDiagram ofFinancialLeasingAssetsSecuritization

Figure16.TransactionStructureDiagram ofFinancialLeasingAssetsSecuritization

4.2TransactionStructureofInnovativeFinancialLeasingAssetsSecuritization

4.2.1RiskIsolationthroughOffBalanceSheetSecuritization
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Themostcriticalfactorintheprocessofassetsecuritizationiswhethertrue

balancesheetcanbelisted.Becauseriskscanbeauthenticallyisolatedonlywhen

thetruebalancesheetislisted.Thekeyfactoristhequalityoftheunderlyingassets

intheassetpool.Thebiggestproblem ofalltraditionalABSisthattheassetquality

andratingofassetpoolarenothigh,soinvestorsoftenrequireleasingcompaniesto

bearjointliability.Itisawaytosolvetheproblem ofinformationasymmetryunder

theconditionofasymmetricinformation.Undersuchsituation,itisdifficultfor

investorstofullytrustthequalityofunderlyingassetsrecommendedbyleasing

companies,sotheyoftenrequirefinancialleasingcompaniestoprovidefinancial

guarantees.Inaccounting,basedontheSubstanceOverForm Principle,iftheleasing

companyundertakes the corresponding guarantee,oras the inferiorlevel,the

underlyingassetscannotbetrulylistedonbalancesheet.

4.2.2SingleLowRiskAsset

Accordingtotraditionaltheory,diversifiedunderlyingassetscandisperserisk.

Cashflowgeneratedbyotherassetsintheassetpoolcanmakeupforthecashflow

ofthedefaultasset.However,thistheoryhasdefectsinpractice.First,ifthedefault

probabilityofassetsintheassetpoolistoohigh,theassetsintheassetpoolcannot

coverthelarge-scaledefault;Second,thetheoreticalhypothesisdoesnotconform to

thereality.Inactuallegalproceedings,aslongasasingleassetdefaultoccurs,the

workprocessbetweenvarioussubjectswillbestopped,so thedefaultsubject

cannotmakeupthecashflow ofthedefaultassetwithreturnsofotherassets.

However,aslongasthequalityoftheunderlyingassetsisveryhigh,therewillbeno

problem thatasmallpartoftheassetsdefaultduetothedecentralizedassets

hinderstheoperationofthewholeassetpool,andthussignificantlylowertherisk.At

thesametime,inthecaseofasingleasset,thepriorityofleasingcompaniesisto
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findhigh-qualityunderlyingassets,whichensuresthatthequalityofsingleunderlying

assetsfoundbyleasingcompaniesisveryhigh.

4.2.3SignaNon-recourseAgreement

Ontheonehand,thefinancialleasingcompaniesengagedininfrastructure

financialleasinghavehighcreditrating,longtimeinvolvementintheindustry,and

reputationaccumulatedoveryears;ontheotherhand,thequalityofinfrastructure

assetthatfinancialleasingcompaniesinvestedisveryhigh,combinedwiththe

guarantee by parent company of the construction company that owns the

infrastructureasset,ABSsecuritiesbuyershavetrustinit.Inthiscase,ABSinvestors

arewillingtosignanon-recourseagreementwithleasingcompanies.Evenifthe

companyownstheinfrastructureassetgoesbankrupt,andlacksenoughcashflow

topaytotheinvestors,thefinancialleasingcompanydoesnothavetobearthe

responsibilitytocoverthebottom.Therefore,thefinancialleasingcompanyisan

assetmanagementagency,withouthighrisk.

4.3DevelopmentStatusofFinancialLeasingAssetsSecuritization

4.3.1LeasingABSClassificationandComparison

LBSisasecuritizationproductwithleasedassetsastheunderlyingasset,which

isinitiatedbyfinancialleasingcompanies.Accordingtodifferentnatureoffinancial

leasingcompanies,LBScanbedividedintofinancialleasingABSandfinancelease

ABS.Financialleasingcompaniesincludeforeign-fundedfinancialleasingcompanies

anddomesticfundedfinancialleasingcompanies.TheycanissueABSandABNin

theexchange,InsuranceExchangeandinter-bankbondmarket.However,finance

leasecompaniescanonlyissuecreditABSintheinter-bankbondmarketandare

supervisedbytheCBRC.

Table8.LeasingABSTypesComparison
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LeasingABSTypesComparison

Issuancemarket
Accumulative

amountissued

Numberof

issuance
Amount

Numberof

transactions

Inter-bankmarket 848.59 37 733.98 31

Exchangemarket 2485.71 248 2136.32 207

Quotation system and other

markets
232.69 26 163.89 21

Total 3566.99 311 3034.19 259

Datasource:CNABS(asofJanuary2018)

4.3.2LeasingABSIssuance

AmongallleasingABS,theTop5issuershaveissuedabout35% ofthetotal

amount,whichishighlycentralized.FinanceleaseABSisalsohighlycentralized,the

Top5issuersaccountingfor79.63%ofthetotal.

In2017,therewere8,218financialleasingcompanies,only129engagedinthe

securitizationofleasedassets,indicatingthatatpresent,onlyafewfinancialleasing

companiesrevitalizeassetsthroughassetsecuritization.Inaddition,theassetpool

ofleasingABSonlyaccountsfor2%ofthetotalamountofleasingassetcontracts.

Clearly,assetsrevitalizationthroughassetsecuritizationcanbefurtherdeveloped.

Table9.LeasingABSTop5Issuer

LeasingABSTop5Issuer

FinancialleasingABS FinanceleaseABS

Issuer
Issuingamount

(100million)

Proportionof

issuing

amountofTop

5issuers

Issuer

Issuing

amount(100

million)

Proportionof

issuingamountof

Top5issuers

FarEast

Horizon
596.09

39.41% CMBFinancial

Leasing
173.90

79.63%

PINGAN

LEASING
216.56

ChinaHuarong

Financial

Leasing

129.00

Juguan

International

Leasing

142.16

IndustrialBank

Financial

Leasing

68.77

Interconnect

Financial

Leasing

122.02

Wanjiang

Financial

Leasing

46.36
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ShanghaiYixin

Financial

Leasing

107.53

Jiangsu

Financial

Leasing

29.15

Datasource:CNABS(asofJanuary2018)

4.4CaseStudyofFinancialLeasingAssetsSecuritization

4.4.1CaseOverview

4.4.1.1Basicelements

Table10.BasicElements(1)

Basicelements

Projectnature Financialleasing(sale-leaseback-akindoffinancialleasing)

Lessee XXConstructionDevelopmentCo.,Ltd

Lessor GOLDENBRIDGEUNITEDFINANCIALLEASINGCO.,LTD.

(Mr.ShiJinshanservesasthepresident)

ABSultimate

holder

Bankandinsurancecompany

Leaseobject Pavement assets and supporting facilities of XX

Expressway

Leaseprincipal RMB2.1billion

Leaseterm 32phasesin8years

Annualinterest

raterangeoflease

4%-6%

Servicecharge It includes lease service fee, underwriting fee, project

managementfeeandvariousfeesofotherintermediaries,which

shallbecollectedatthebeginningatonetime.

Table10,continued

Investment

amountof

secondaryABS

Company B purchases high ROI secondary asset-backed

securitieswithatotalamountof100millionyuan.Thehighest

annualizedreturnofthesecondaryasset-backedsecuritiesdoes

notexceedacertainlowerpercentage,soastoenhancethe

confidenceofinvestors,reflectingtheadvantagesoftheasset

securitizationprogram.

4.4.1.2Guarantor/guaranteemeasures

(1)The lessee arranges Company A to provide jointand severalliability

guaranteeforalldebtsofthelesseeundertheFinancialLeasingContractasjoint

andseveralliabilityguarantorandsignstheContractofGuarantee.

(2)The lessee shallbe responsible forarranging CompanyB to sign the

Difference SupplementAgreementwith GOLDEN BRIDGE UNITED FINANCIAL
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LEASING CO.,LTD.(hereafterreferstoGOLDEN BRIDGELEASING whereMr.Shi

Jinshanservesasthepresident),stipulatingthatwhenthelesseefailstopaytherent

andotherdebtspayableundertheFinancialLeasingContractinfullandontime,

CompanyBshallimmediatelyandunconditionallymakethedifferencesupplement

paymenttoGOLDENBRIDGELEASING.NomatterwhetherCompanyBcanobtainthe

subsidyinfullandontimeornot,itshallperform theobligationofsupplementthe

differenceinaccordancewiththeDifferenceSupplementAgreement.

(3)ThelesseearrangesCompanyBtopledge100% ofthelessee’sequityto

GOLDEN BRIDGE LEASING to guaranteeallthedebtsofthelesseeunderthis

AgreementandtheFinancialLeasingContractandsignstheequitypledgecontract.

Atthesametime,thelesseepromisestoassistintheregistrationofequitypledge.

(4)ThelesseeshallpledgeallthechargingrightsofXXXX Expresswayto

GOLDEN BRIDGE LEASING to guaranteeallthedebtsofthelesseeunderthis

Agreementand the FinancialLeasing Contract.Sign the charging rightpledge

contractandensurethattherelevantadministrativeauthoritiesissuethedocuments

agreeingtopledge,andcooperateinchargingrightpledgeregistrationprocedures.

4.4.2TransactionStructure
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Figure17.TransactionStructure(1)

1.Formationofinfrastructureassets

Thelessor(referredtoasGOLDEN BRIDGEUNITEDFINANCIALLEASINGCO.,

LTD.)andthelessee(referredtoasXXXCompany)carryoutthesale-leaseback

businesstakingthepavementassetsandsupportingfacilitiesofXXExpressway

ownedbythelesseeastheleasedobject.Thetwosidesbuildfinancialleasing

relationshipaftersigningtheFinancialLeasingContract.Theyalsosigntherelevant

contractofguaranteeandotherdocuments,sothatthelessorcanobtaincreditor’s

rightofrentreceivable(leasecreditor’srights)from thelessee.On thisbasis,

infrastructureassetofABSspecialplanisformed.

2.EstablishmentofspecialplanforABS

Asplanadministrator,securitiescompanyissuesasset-backedsecuritiestothe

qualified investors.The qualified investorsentrustthesubscribed fundsto the

administratorformanagementaftersigning a subscription agreementwith the

securitiescompany.Thespecialplancanbeestablishedfollowingthesuccessful

issuanceofasset-backedsecuritiesinaccordancewiththeconditionsstipulatedin

theinstruction.Theadministratoralsoraisedfunds.

Theadministratorshall,within5workingdaysfrom thedateofestablishmentof

thespecialplan,reporttoAssetManagementAssociationofChinaforfiling,and

sendacopytothelocalofficeofCSRCthathasjurisdictionovertheadministrator.

3.Transferofunderlyingassets

Administratorsignsagreementforsaleandpurchaseofunderlyingassetswith

theoriginalequityholder,andpurchasestheunderlyingassetssuchascreditor’s

rightsofrentreceivableandsubsidiarysecurityinterestsundertheFinancialLeasing
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Contractfrom theoriginalequityholderwithraisedfunds.Fundsraisedshallbe

owned bytheoriginalequityholderastheconsideration forunderlying assets

transfer.Originalequityholder,thelessorinthefinancialleasing,paystheprincipalof

leasetothelessee.

4.Repaymentofprincipalandinterest

Thelesseeshallpaytherentpayableto thelessorinfulland ontimein

accordancewiththeprovisionsintheFinancialLeasingContract.Thelessor,asthe

assetserviceagency(theoriginalequityholder),shalltransfertherentsreceivedto

thespecialplan.Rentspaidbythelesseeperiodicallyisthecashflow deliveredby

theunderlyingassets,andtheadministratorshallrepaytheprincipalanddistribute

thereturntothequalifiedinvestors.

5.AssetCustody

Custodianbankshall,forthebenefitoftheABSholders,keeptheassetsrelated

tothespecialplaninaccordancewiththeprovisionsoragreements.

4.4.3CreditEnhancementMeasures

1.ThelesseearrangesCompanyCandCompanyAtoprovidejointandseveral

liabilityguaranteeforalldebtsofthelesseeundertheFinancialLeasingContractas

jointandseveralliabilityguarantors,andsignstheContractofGuarantee;

2.The lessee shallbe responsible forarranging CompanyB to sign the

DifferenceSupplementAgreementwithGOLDEN BRIDGELEASING,stipulatingthat

whenthelesseefailstopaytherentandotherdebtspayableundertheFinancial

Leasing Contract in fulland on time,Company B shallimmediately and

unconditionally make the difference supplementpaymentto GOLDEN BRIDGE

LEASING.Atthesametime,thelesseeshallensurethatthesubsidyfundsapproved
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intheReplyofthePeople’sGovernmentofXXonSubsidyRelatedMattersofInner

RingMiddleLineProjectofXXExpresswayissuedbythePeople’sGovernmentofXX

toCompanyB(i.e.thesubsidyfundsofRMBXbillionallocatedbythePeople’s

GovernmentofXXtoCompanyBfrom themunicipalfinancialbudgetfundsannually

since2014)areallusedtopaytheunpaidrentsreceivableandsoonofthelessee

underthis Agreementand the FinancialLeasing Contract.No matterwhether

CompanyBcanobtainthesubsidyinfullandontimeornot,itshallperform the

obligation of supplement the difference in accordance with the Difference

SupplementAgreement.

3.ThelesseearrangesCompanyBtopledge100% ofthelessee’sequityto

GOLDEN BRIDGE LEASING to guaranteeallthedebtsofthelesseeunderthis

AgreementandtheFinancialLeasingContractandsignstheequitypledgecontract.

Atthesametime,thelesseepromisestoassistintheregistrationofequitypledge.

4.Toenhancethecreditrating,thelesseearrangesCompanyBtopurchase100

millionyuanofsecondaryasset-backedsecuritiesoftheproject;

5.ThelesseeshallpledgeallthechargingrightsofXXExpresswaytoGOLDEN

BRIDGELEASINGtoguaranteeallthedebtsofthelesseeunderthisAgreementand

theFinancialLeasingContract.Signthechargingrightpledgecontractandensure

thattherelevantadministrativeauthoritiesissuethedocumentsagreeingtopledge,

andcooperateinchargingrightpledgeregistrationprocedures.

4.4.4CaseStudy

4.4.4.1Advantagesofassetsecuritization

1.Currentfavorablepolicies

AttheexecutivemeetingoftheStateCouncilheldonJuly23,2014,multiple

measuresweretakento reducethehigh financing costofenterprises.Onthe
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meeting,thegovernmentdecidedtoactivelypromotethesecuritizationofcredit

assetsand corporateassets,to revitalizethestockfunds.Assetsecuritization

productscanbeusedtoinvestinmunicipalinfrastructureconstruction,shantytown

reconstructionandmajorequipmentleasingfinancing.Activelysupportthelistingof

qualifiedassetsecuritizationproductsonthestockexchange.Doagoodjobin

integratingsystem reform andregulationaftercancelingtheadministrativeapproval

ofenterpriseassetsecuritization.Expandinaccordancewithmarketizationprinciple

andacceleratetheprogress.

2.Reducecapitalcost

Thetraditionalfinancingmethodsusuallyrequirestheborrower’sowncreditas

aguarantee,whileassetsecuritizationisakindoffinancingwithfuturerevenueasa

guarantee.Itrequiresstableandpredictablecashflow oftargetassetandgood

historicalcreditrecord,aswellasrealsalesandbankruptcyremotethroughspecial

purposevehicle.Creditenhancementandothermeasuresarealsoused,tomake

surethatthecreditratingoftheissuedsecuritiesishigherthanthatoftheenterprise,

soastoreducethefinancingcostofenterprise.

3.Improvecapitalstructure

Mostofthesecuritizationadoptsoffbalancesheetfinancing.Theinitiators

realizethetruesalethroughspecialpurposevehicles,andtransferthesecuritization

assetsandliabilitiestooffbalancesheet,andthusachievethegoalofimprovingthe

balancesheetstructure.

4.Conducivetoassetsandliabilitiesmanagement

One ofthe problems faced byinfrastructure investmentcompanies is the

mismatchbetweenthematurityofassetsandliabilities,whichmakesassetand
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withshortfunds:firstly,mostofthefundsareflexible,becausethecashpayment

canbeapportionedintheleaseterm,reducingtherentpaidineachperiod;secondly,

thecost(equivalenttotheinterestofthebankloan)canbeapportionedinthelease

term,andcanbemorecloselymatchedwiththecompany’soperatingrevenue.Itcan

avoidthecapitalturnoverdifficultiescausedbythelargeamountofcapitalusedto

purchasetheequipment.

6.Leasingcansavecashflow,andcompaniescanuseitmoreeffectively.Itis

preciselybecausetherentispaidininstallments,companieshaveenoughcashflow

whenitisneeded.Itbringsmoreinvestmentreturntothecompanyandhelptokeep

thebankcreditline.

7.Flexibleuseofleasefunds.Sale-leasebackcapitalisflexibleandcanbeused

asprojectinvestmentcapitalwithoutbanksupervision.Financingleasingenjoys

greaterflexibility,whichnotonlymakesthetransactiontermsmoreconcise,butalso

makesthenegotiationofenterprisesrelativelyeasier.Inaddition,comparedwith

manyrestrictivetermsinmedium andlong-term loancontracts,financialleasinghas

lessrestrictionsontenantsduringthewholefinancingperiod.Therefore,ithaslittle

impactonthecompany’sfuturebusinessactivities.

8.Leasingisnotaffectedbymacro-control.Bankloansareusuallyaffectedby

macro-control,whichmakesitimpossibleforcompaniestoinvestinnewprojectsas

planned.Leasingfinancingisakindofcommercialfinancing,abundantinternational

funds from otherdeveloped countries can be obtained through foreign-funded

leasingcompanies,avoidingtheinfluenceofnationalmacro-controlpolicies.Itis

conducivetolong-term andstableinvestmentanddevelopmentplans.
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9.Breakthroughthetraditionalfinancingmode,openupnewfinancingchannels

andexpandthefinancingscaleofenterprise.Financialleasingisanew sourceof

funds,anditprovidesdiversifiedsourcesandapplicationsoffunds.Ifanenterprise

needstoexpanditsscale,thedevelopedfinancialleasingplancanprovideamodel

forexpandingprojectsandimprovingtherefinancingefficiency.

10.Thecapitalobtainedthroughfinancialleasingisapproximatelyequaltothe

fairvalue ofthe equipmentassets.The funds obtained from the company’s

equipmentassetsthroughbankmortgageareusuallylessthan40%ofthefairvalue

ofthe equipmentassets.Through sale-leaseback,the lessee can obtain 100%

financingofequipmentassets,sothecompanycanobtainenoughfundstoinvestin

newprojects.
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CHAPTER5

DISCUSSIONONINNOVATIVEAPPLICATIONMODELOFFOREIGNINSURANCE

FUNDS

5.1FinancingDifficultiesinDomesticInfrastructureConstruction

According to economic attributes,infrastructure is divided into operational

projects(e.g.expressway,tollbridge,watersupply,gasengineering,etc.),would-be

operationalprojects (e.g.subway,light rail,public transportation,etc.) and

non-operationalprojects (e.g.open urban road,greening project,etc.).From

internationalpractice,anycountryinthefaceofeconomicdownturnwillvigorously

promoteinfrastructureasthemosteffectivemeansofcountercyclicaleconomic

development.Historicalexperienceworldwideoverpast100yearshasverifieda

modelthatwould be adopted by both western developed countries and the

developingcountrieswhenencounteringeconomicdownturn,thatis,increasethe

investmentininfrastructureconstructionasastimulustotheeconomy.

Atpresent,fundssourceofinfrastructureconstruction isrelativelylimited.

However,infrastructureinvestmentischaracterizedbylargecapitalamount,long

investmentcycle,longrecoverytimeandlow ROI.Majorsourcefrom government

financialinvestmentisnow alsorestrained.Duetothelackofinnovationinthe

financialindustry,itisstrenuoustopromoteinfrastructureprojectsmainlyrelyon

loansfrom policybankssuchasCDB,AgriculturalDevelopmentBankofChinaand

commercialbanks.Therefore,againstthebackdropofstrictcontrolongovernment

debt,topromotethedevelopmentofrealeconomyandremedyshortcomingsin

infrastructureconstruction,financialinnovationshouldbeprioritized,todesignmore

financialproductsandbetterfinancialservices,anddeliverbenefitstoallmarket

subjectsandthemasses.
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Althoughtheintensiveandlarge-scaleoperationofinfrastructureencouragedby

governmentsinrecentyearshasalleviatedtheabovesituationstoacertainextent,

and broke the capitalbottleneck ofsome infrastructure projects,ithas not

fundamentally separated infrastructure projects and theirresponsible persons

(investorsorlocalgovernments)from governmentsupport.Italsocannotanswerthe

ultimatequestionthatwherethegovernmentobtainsthesupportingfunds.Inthe

firstsixmonthsof2018,undertheinfluenceoftheformalintroductionoftheGuiding

Opinions on Regulating AssetManagementBusiness ofFinancialInstitutions

(hereinafterreferredtoastheNewRegulationsonAssetManagement),thedomestic

assetmanagementindustryexperiencedacoldwinter:thethresholdofqualified

investorswasraised;thecommonlyusedmodelsinthepastsuchas“assetpool”

andassetmaturitymismatchwerebanned;thechannelbusinesswascutoff;the

equityinvestmentindustrywasincapitalshortage.Withtheintroductionofaseries

ofregulatory measures,a large numberofinfrastructure financing channels

commonlyusedinthepasthavebeenblocked.Inaddition,thegovernment’surban

investmentisheavilyindebted,futuretaxrevenueareoverdrawnaheadofschedule,

anddomesticfundsaretightening.OnNovember16,2018,theOpinionsoftheCPC

CentralCommitteeandtheStateCouncilonComprehensivelyImplementingBudget

PerformanceManagementwasissuedbytheMinistryofFinance.Itemphasizedto

accelerate the implementation of performance management on government

investmentandfinancingactivities,coveringsovereignwealthfunds,government

investmentfunds,PPP,governmentpurchase services,governmentdebt-funded

projects,etc.Italsosuggestedtoconductwholeprocesstrackingandefficiency

evaluating.However,thereisstillnopracticalinnovativemodelthatcaninvestthe

infrastructureconstructionwithoutincreasingtheimplicitdebtoflocalgovernments.



111

How tohelpoperationalinfrastructureprojectsattractsocialcapitalandforeign

funds,to obtain good cash flow and use itas funds source ofsustainable

developmentofnewprojectsandeffectivelyreducethedebtburdenanddebtratioof

localgovernmentshasbecomeanurgentproblem tobesolved.Onesolutionisto

use innovative methods flexibly to attractforeign investmentin infrastructure

construction.

Intermsofsourceoffunds,foreignfundsarenotaffectedbyNewRegulations

onAssetManagement.Atthesametime,Chinaattractsforeigninvestmentand

vigorouslysupportstheopeningupoffinancialsector.From theperspectiveof

government’savailableresources,manylocalgovernmentsmaylackstockfunds,

andtheirfiscalrevenueisnothigh,evenapproaching10% ofthefiscalonline.

However,manyofthestockinfrastructurebuiltbylocalgovernmentshasexcellent

qualityandefficiency.Torevitalizetheseassets,andfundnewinfrastructureprojects,

thefinancialleasingmodelshouldbeadopted.Financialleasing,operatingflexibly

andlessrestrictedbypolicy,isaneffectivefinancingchannel.Itcanbeusedasa

foreign debt channel to introduce foreign capital in China’s infrastructure

constructionand solvecapitalshortage.Itisalso asourceoffundsthatfully

conform topolicyoftheMinistryofFinance.Traditionalfinancialleasingmode

cannotrealizethetrueassetsoffbalancesheet.Inaddition,thefundsourceof

financialleasing subjects to New Regulations on Asset Management,the

introductionofforeigncapitalrequiresinnovativestructuralarrangements.Golden

BridgeModelrevitalizedgovernment’sstockassetsthroughfinancialleasing,and

then realized refinancing through assetsecuritization,to investin the new

infrastructureconstruction.
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Compared with the traditionalmode ofinfrastructure assetsecuritization,

GOLDENBRIDGE’sinnovativemodeoffinancialleasingassetsecuritizationaimsat

singlehigh-qualityandhighratingstockasset,whichmoreeffectivelyexpandsthe

financing scale.The paperaims to discuss how to expand fund sources of

infrastructureconstructionwhendomesticfundsareinsufficient,tocombineforeign

fundswithGoldenBridgeModel,innovatethestructuralarrangement,andremove

thebarriersforforeignfundsininfrastructureconstruction.

5.2ForeignFundsPreferenceandComparison

Unlikedomesticfunds,foreignfundsarenotsubjecttotheNewRegulationson

AssetManagement.Undoubtedly,China’shigh-qualityinvestmentprojectsarethe

key objectives ofoverseas LP institutions with abundantfunds,providing an

objectivebasisforChinatoexplorenewchannelsofinfrastructurefinancing.

AccordingtothestatisticsofPreqin,adatabaseofAmericanequityinvestment

industry,on the basisofthetypesofenterprisesclassified byfundssources,

foundations,pensionfunds(public/privatesector),universityendowmentplan,FOFs,

insurancecompaniesandlistedcompaniesarethemainfundraisinginvestorsof

Americanequityinvestmentfunds.From theperspectiveoffundsources,in2017,

themaininvestorsofventurecapitalfundsintheUnitedStatesarefoundations

(mainlyfamilyoffices)andpensionfunds,andthetotalproportionofinvestorswas

nearly50%.Othermajorsourcesoffundsincludeuniversityendowmentfunds,FOFs,

insurancecompaniesandlistedcompanies.
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Figure18.TypesofInvestorsofU.S.VentureCapitalFundsin2017(bynumber)

5.2.1UniversityEndowment

University Endowmentis an alumnidonation mechanism originated from

Americaninstitutionsofhighereducation.Thedonatedassetsaremanagedbythe

fundsetupbyuniversity.Partoftheexpenditureofscientificresearchandeducation

oftheuniversitywillbepaidbytheprofitsoffundoperation.Accordingtothe

statisticsoftheNACUBO,asofJune2017,therewere96universitieswithatotal

endowmentofmorethan1billionintheUnitedStates,thetotalmanagementfund

reached$394.96billion.

Table11.Top10U.S.UniversityEndowmentin2016

Top10U.S.UniversityEndowmentin2016

Nameofuniversity Endowment in 2016

(millions)

HarvardUniversity $35.67

YaleUniversity $25.41

StanfordUniversity $22.40

PrincetonUniversity $21.70

MassachusettsInstituteofTechnology $13.18

UniversityofPennsylvania $10.72

TexasMM University—CollegeStation $9.86

UniversityofMichigan—AnnArbor $9.60
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ColumbiaUniversity $9.04

UniversityofNotreDame $8.75

Datasource:usnews.com

TakeYaleUniversityEndowmentasanexample.Itwasfoundedin1718to

providefinancialsupportforschooloperationandacademicresearch.By2017,it

hadmanagementscaleof$27.18billion,rankingsecondintheNationalUniversity

Foundation,theaverageannualincomefrom 1997to2017reached12.5%.Yale

Endowmentis known as the mostsuccessfulfoundation in American higher

educationforitsexcellentperformanceinrevenue.Itsinvestmentstrategyfocuses

onfinding“unconventionalassets”inemergingbusinessesandturnedouttobe

successful,andthusitisnamed“YaleModel”intheindustry.

Thehighlightof“YaleModel”investmentstrategyisthatitisdifferentfrom the

traditionalinvestment,whichputsalargeproportionofassetontheopenmarket

stocksandbondswithhighliquidity.“YaleModel”focusesontheprivatemarketwith

low liquidity.DavidSwensen,asYIO manager,oncepointedoutthatthepricing

efficiencyofalternativeandderivativeassetsisoftenlowerthanthatoftraditional

securities,whichmeansthatmarketparticipantscancreatevaluethroughactive

management.TheUniversityFoundationwithscaleassetischaracterizedbystability

and strong anti-risk capability.With long-term vision,itis more suitable for

investmentinassetswithlowliquidity,highriskandreturn.

5.2.2PensionFund

PensionFundisakindoffundorplanthatprovidesfinancialsupportforits

contributorsafterretirement.Itisatypicallargeinstitutionalinvestorwithalarge

amountofcapitalreserve.AccordingtothestatisticsofThinkingAheadInstitute,in

2017,thetotalamountofpensionfundworldwideexceeded$41trillion,ahuge

volume.Pensionfundhashighrisktolerance,lessdemandingonliquidityandprefers
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long-term investment.Itisanidealsourceoffundsforallkindsofnon-standard

financialassetsintheworld.

Table12.Top20GlobalPensionFund

Top20GlobalPensionFund

Ranking Nation Nameofpensionfund Account:

regulated

Statistica

lyear

1 America

Federal Old-age and Survivors

Insurance Trust Fund (Social

Security)

$2,743 2017

2 Australia
AustralianNationalSuperannuation

Scheme
$2,530 2017

3 Japan
Government Pension Investment

Fund
$1,103 2015

4 Norway
Government Pension Fund of

Norway
$898 2015

5 America
Civil Service Retirement and

DisabilityFund
$898 2017

6 America MilitaryRetirementFund $654 2017

7 America ThriftSavingsPlan(TSP) $483 2016

8 Korea NationalPensionServiceCUPS) $419 2015

9 Netherlands StichtingPensioenfondsABP(ABP) $388 -

10 Canada
Canada Pension Plan and CPP

InvestmentBoard
$317 2017

11 Canada
Caissededepotetplacementdu

Quebec(TheCaisse,orCDPQ)
$299 2017

12 America
California Public Employees'

RetirementSystem (CalPERS)
$326 2017

13 China
NationalCouncilforSocialSecurity

Fund
$251 2015

14 Singapore CentralProvidentFund $208 2014

15 America
California State Teachers'

RetirementSystem
$206 2017

16 Netherlands
Stichting Pensioenfonds Zorg en

ffelzijn
$183 -

17 Malaysia EmployeesProvidentFund $185 2014

18 Canada OntarioTeacherŝ PensionPlan $176 2016

19 Chile AFP $160 2014

20 India
Employees' Provident Fund

Organisation
$128 2015

Datasource:openstatisticaldata,organizedbyZero2IPOResearch

AccordingtotheofficialdataofCalPERS,maininvestmenttargetsofpension

fundarestocksandbonds,andtheproportionofinvestmentinprivateequityisnot
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high.However,duetoitslargesize,theabsolutesizeofprivateequityofCalPERSis

notlow.Infact,CalPERS directlydealswithPEprojectsthroughdirectorjoint

investment,orparticipatesinPEinvestmentthroughprivatesecondarymarketor

FOFs.CalPERSimprovesreturnsthroughvalue-addedinvestmentmanagement.As

ofJuly2018,CalPERShasparticipatedin243PEfunds,withatotalof$58.474billion

historicalinvestment.Among 197 funds with computable return,177 were

profit-makingfunds,withanaverageinternalreturnrateof12.98%andanaverage

MOICofabout1.6times;20werelossmakingfunds,withanaverageinternalreturn

rateof-8.53%andanaverageMOICofabout0.7times.

5.2.3SovereignWealthFunds(SWF)andPrivateEquityFundofFunds(PEFOFs)

FundofFunds(FOFs)isaspecialfundthatinvestsinotherfunds.Accordingto

thedifferentfundsinvested,FOFscanbedividedintofundofhedgefunds,fundof

mutualfunds,privateequityfundoffunds,etc.PrivateEquityFundofFunds(PEFOFs)

aimstoindirectlyinvestintheprojectcompaniesinvestedbyprivateequityfundsby

investinginprivateequityfunds.AccordingtoPreqin,asofNovember2017,thetotal

sizeoftheglobalprivateequityfundoffundshasreached$381billion.Basedonthe

rankingofmanagedcapitalscale,theTop20globalPEFOFsin2017areasfollows:

Table13.Top20GlobalPEFOFs

Top20GlobalPEFOFs

Ranking NameofFOFs Assetsize(100

million)

Headquarters

1 AlplnvestPartners $423 Amsterdam,

Netherlands

2 Ardian $349 Paris,France

3 AIGInvestments $246 NewYork,USA

4 Goldman Sachs Private Equity

Group

$240 NewYork,USA

5 AdamsStreetPartners $240 Chicago,USA

6 UjTCapitalPartners $230 Pfaeffikon,

Switzerland
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Table13,continued

7 FanthecinVentures $226 London,UK

8 PathwayCapitalManagement $206 Irvine,USA

9 CapitalDynamics $200 Zug,Switzerland

10 PartnersGroup $196 Balchug,

Switzerland

11 HarbourVestPartners $178 Boston,USA

12 PCGAssetManagement $150 SanDiego,USA

13 GCHGrosvenor $140 Chicago,USA

14 LGTCapitalPartners $135 Pfaeffikon,

Switzerland

15 Horizon21 Alternative

Investments

$115 Pfaeffikon,

Switzerland

16 SLCapitalPartners $93 Edinburgh,UK

17 AllianzPrivateEquityPartners $79 Munich,Germany

18 PortfolioAdvisors $75 Darien,USA

19 CommonfundCapital $75 Wilton,USA

20 HorsleyBridgePartners $71 San Francisco,

USA

Datasource:Preqinstatistics

According to Preqin’s recentreport,PE FOFs have more trustin newly

established smalland medium-sized PE VC funds.MorethanhalfofPE FOFs

managerssaidthattheyare“willingtoinvestininitialfunds”,muchhigherthan27%

ofothertypesofinstitutionalinvestors.

FamilyOfficeisaninvestmentinstitutionestablishedbyUltraHighNetWorth

Individuals(UHNWI)forpersonalandfamilyinvestmentbusiness.Ingeneral,Ultra

HighNetWorthIndividuals(UHNWI)areindividualswithinvestableassetsofmore

than$30million(excludingresidences,collectibles,consumergoodsandconsumer

durables).AccordingtoTheForbesWorld’sBillionaires2018,amongthetop100

billionaires,31camefrom theUnitedStates,and17camefrom China.Theassetsof

thetwocountries’billionairestotaled$1.61trillion.Thetotalwealthofthetop100

billionairesreached$2.81trillion,ofwhichthetotalwealthofthetop30was$1.51

trillion,accountingfor53.7%ofthetotalwealthofthetop100.
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FamilyOffice,asdefinedbytheSEC,isanentityestablishedbywealthyfamilyto

manageitswealth,planforfamilywealth,andprovideotherservicestofamily

members.AccordingtoaseniorresearchgeneralmanageratFamilyWealthAlliance

LLC,aChicagoconsultingfirm,intheUnitedStates,thereare2,500to3,000family

officesmanagemorethan$1.2trillionassets.

FamilyOfficeinvestmentshowsstrongfamilypreference,forexample,some

familyofficesonlyconsidertheindustryrelatedtotheirfamilybusiness;afamily

officeintheUnitedStatesnotonlyservesfamily,butalsohelpsmorethan2,200high

networthindividualsmanagenearly$100billionwealth.

Undertheconditionofmeetingthenecessaryliquidityofforeignexchange

reservesandfiscalbalance,aspecialsovereigninvestmentinstitutionestablishedby

agovernmentusingexcessforeignexchangereservesandfiscalsurplusisoften

calledSovereignWealthFunds(SWF).Generally,governmentsofsovereigncountries

establishandownsovereignwealthfunds,financialassetsorfundsforlong-term

investment.Itsfundsourcesaremainlynationalfiscalsurplus,foreignexchange

reserves,naturalresourceexportsurplus,etc.,whicharegenerallymanaged by

specialgovernmentinvestmentinstitutions.AccordingtoPreqinstatistics,asof

August2017,therewere76 sovereign wealth fundsworldwide,with thenewly

increasedassetsofabout$80billioninthepastyear.

5.2.4InsuranceFunds

Assetmanagementscaleofinsurancecompaniesaccountsforabout20% of

totalglobalassetmanagement.Itsimportanceiscleartosee.Generally,thereare

threemanagementmethodsofforeigninsurance.Thefirstoneisapplicabletosmall

companies,namely,to entrust a fund company or a comprehensive asset

managementcompany and otherthird parties;the second is to establish an
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insuranceinvestmentdepartmentwithintheinsurancecompany,whichisadoptedby

life insurance ofthe United States.The advantage ofthis method isthatthe

insurancecompanycanbettercontroltheinvestmentactivitiesofthemanagement

company,andthusitisconducivetoriskcontrol.Thedisadvantageisthatitisnot

veryprofessionalandcompetitive.Thethirdoneisthatlargeinsurancegroupssetup

professionalinvestmentmanagementcompaniesintheform ofwholly-ownedor

holdingsubsidiariesforassetoperationandmanagement.Itisconducivetothe

specialized marketoperation ofinsurance funds,reducing investmentrisk and

improvingthereturnofinsurancefunds.

More than 80% ofinternationalinsurance companies setup professional

investmentmanagementcompaniestomanageinsurancefunds.TheTop500global

insurancegroups,suchasBerkshireHathaway,AllianzSEandAmericanInternational

Group,haveindependentassetmanagementinstitutions.Throughglobalassets

allocation,theycanmitigatetheperiodicfluctuationondifferentfinancialmarkets

andeffectivelydispersethemarketriskofassetmanagement.

5.2.5ComparativeAnalysis

Universityendowmentwith the advantages ofextensive sources and less

constraintscanchooseassetswithhighriskandlongrecoverytimemorefreely,thus

ithasmorefavorableoptions.Itcanbeintroducedasthemainfundsourceofprivate

equityinvestmentinChina.However,atpresent,universityendowmentfundsstill

preferalternativeinvestmentproducts.

PensionFundhasthelargestamountofinvestablecapitalandpreferslong-term

investment,butitalsohashigherrequirementsonrisktoleranceandtheprevious

performanceofGP.
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BothSWFandFOFsarematurelargefinancialinvestorsthatpreferfast-growing

andhighpotentialinvestmentobjectivesonemergingmarkets.

Investmentpreferenceoffamilyofficeisrelativelydiversified,includinginvestors

preferhigh-risk,long-term investment,andinvestorsvalueliquidityandsafetymore

thanhighreturn.Inparticular,mostofthefamilyofficesarefinancialinvestors;most

ofthelistedcompaniesarestrategicinvestors.Therefore,somefamilyofficesand

listedcompanieswithlong-term developmentstrategycanalsobethemainpartners

ofprivatesecuritizationproductsoffinancialleasingassetsinChina.

Intermsofbusinesscharacteristics,foreigninsuranceandfinancialleasing

industrymatch each othernaturally.Because foreign insurance,especiallylife

insurance,haslongterm,stablecashflow,largescaleofcapital,andprefersstable

cashflow.Fortunately,fundsofunderlyingassetsinthefinancialleasingcandeliver

stablecashflow,whichisnaturallyconsistentwiththedebtsidepreferenceof

foreigninsuranceindustry.Inaddition,thecapitalrecoverytimeofleasingindustryis

mostly5-8years,whichisclosetothecoverageperiodofinsuranceindustry.

Inaddition,thetypeandterm ofinsurancefundinvestmentassetsshouldmatch

thecharacteristicsofinsuranceliabilityandcashflow.Unlikepropertyinsurance,an

importantcharacteristicoflifeinsuranceisthatithasaseparatesavingsaccount.

Aboutone third oflife insurance funds worldwide are independentaccounts

prioritizingaccountssecurity(personalaccountsareestablishedinvariableannuity,

investmentlinkedinsuranceoruniversalinsurance.Theinvestmentdiffersaccording

tothepolicyoftheinsured.Differentfrom generalaccounts,theyarenotsubjectto

theregulatoryrequirementson investmentproportion).Therefore,lifeinsurance

fundsmainlyinvestin long-term bonds.Due to the responsibilityitbears,the

insurancefundisdifferentfrom otherinvestmentmanagementcompanies(fund
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companies,etc.)in terms ofrelative return and expected return.Insurance

companies(especiallylifeinsurancecompanies)canonlyevaluatethelowerlimitof

absolutereturnandrateofreturnandpursuehigherreturnwhentheassetrealization

valuecoversdebtpayable.Lifeinsuranceandannuityinsurancehavealotoffunds,

andthetimeandmoneytheyspendinthefutureareusuallystatedinthecontract

andwillbedeterminedindecades.Asaresult,lifeinsurancecaninvestinawider

rangeoffieldsandassetswithlongerrecoverytimethanthosewithuncertain

maturities.Withfinancialleasingsecuritization,China’sinfrastructureconstructionis

undoubtedly a high-quality investmenttargetwith low risk,stable return and

controllable term forlife insurance funds.In contrast,property and casualty

insurancecompaniespaymoreattentiontoliquidityindicators.Intheperiodofrapid

businessgrowth,propertyinsurancecompaniesachievedynamicbalancethrough

“borrowing short-term loans”,and property and casualty insurance companies

generally do notneed to accumulate cash and its equivalents.Shortterm

governmentbonds,commercialpaperand tax-free bonds can wellmeetthe

investmentneedsofpropertyandcasualtyinsurancecompanies.Inaddition,inorder

todealwithinflation,propertyinsurancecompanieswilladdacertainamountof

indexsecuritieswithinflationintheirportfolio,andtheinvestmentratioisgenerally

higherthanthatoflifeinsurancecompanies.Lifeinsurancehasmoreinvestable

assetsthanpropertyinsurance,morecapital,longerretentiontime,lowerliquidity

requirementsandmorestablevolatilityrequirements.Ithastheadvantagesintime,

scale and sustainability. Therefore, China’s infrastructure financial leasing

securitizationisidealforlifeinsuranceintermsofterm matching,cashflowstability,

securityandprofitability.Accordingly,lifeinsurance,withitshugeamountofcapital,

long-term and robustinvestment,can bethebestsourceoffundsforChina’s
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infrastructureconstruction.

Besides,compared with domesticinsurancefunds,foreign insurancefunds

enjoypreferentialtaxpolicies,anditsdebtsidecostislower.Thedebtsidecostof

domestic insurance funds is generally4% -5%,and because some domestic

insurancecompaniespaytoomuchattentiontoscaleeffectandsellalargenumber

offinancialproducts,theoveralldebtcostofinsurancefundsisincreasinglyhigh.

5.3FeasibilityofAttractingForeignInsuranceFunds

5.3.1CurrentOperationofForeignInsuranceFunds

According to the Insurance Yearbook published bythe ACLIin 2015,the

accumulatedassetsoftheAmericanlifeinsuranceindustryamountedto6.4trillion

yuan in 2014,becoming an importantsourceofAmerica economicand social

investment.American life insurance funds are mainly composed of bonds

(governmentandcorporatebonds),stocks,mortgages,realestateinvestmentand

policy loans.Investmentassets are usually divided into generalaccountand

independentaccount.Generalaccountis mainly used to coverthe traditional

insurance expenditure,so itrequires highersecurity and is subjectto more

investmentrestrictions.Itismainlyallocatedinnationaldebt,governmentdebt,

enterprise debt,MBS and mortgage loan.Independentaccountenjoys higher

freedom andisgenerallyinvestedincommonshares.Generally,corporatedebtand

common shares are the mostimportantinvestmenttargets ofAmerican life

insurancefunds,whilenationaldebt,nationaldevelopmentdebtandsubordinated

debenturesarethemaintargetsofChina’slifeinsurancefunds.

Ingeneral,theinvestmenttargetsofforeigninsurancefundscanbedividedas

follows:firstly,realestateorrealestatemortgagebonds;secondly,securitiesmarket;

thirdly,bankdepositsandotherfinancialinstruments.
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1.Realestate

Foreigninsurancefundsmainlyinvestinrealestatethroughtwoways:firstly,

directinvestment,i.e.insurancecompaniesdirectlypurchaseordirectlyinvestinthe

constructionofoperatingrealestate;secondly,indirectinvestment,includingthe

purchaseofbondsorstocksintherealestateindustry,investmentinrealestatetrust

funds,purchase of mortgage-backed securitization products and commercial

mortgage-backedsecurities,andinvestmentthroughtrustcompanies.Sincethe

1990s,EuropeanandAmericaninsurancecompanieshavebeguntoreducetheir

directinvestmentinrealestateandholdmorebondsandequityfinancialproducts.

From 1992to2006,theproportionofrealestateinvestmentofAmericaninsurance

fundsgraduallydecreasedfrom 3% to0.7%,andthatofEuropeaninsurancefunds

hasalsodroppedfrom 9%tolessthan5%.

InBritainandAmerica,theproportionofdirectinvestmentinrealestatebylife

insurancecompaniesishigherthanthatofpropertyinsurancecompanies,butin

JapanandGermany,thatofpropertyandcasualtycompaniesishigher.

Investmentinrealestateenrichesthediversityofinsuranceportfolio.Intermsof

assetstructureofoverseasinsurancecompanies,theinvestmentportfolioofdirect

investmentinrealestatetakes1%to5%,andtheproportionofindirectinvestmentis

between1%to20%.InvestmentinrealestatecandeliverhighROItotheinvestment

portfolio.

2.Mortgagesecurities

Insurance funds usually pursue the absolute ROIforrisk consideration.

Governmentbonds,long-term bondsoflargecompaniesandbankdepositshave

becometheassetcategorywiththelargestproportionofinvestmentinEuropeanand
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American countries due to theirlow risk.Diversification is also one ofthe

manifestations ofsafety preference ofinsurance funds.In terms ofspecific

investmenttargets,residentialmortgage-backed securities,asset-backed bonds,

commercialmortgage-backedsecurities,corporatebonds,stocks,tax-freesecurities

andderivativesarecommoninvestmenttargetsofinsurancecompanies.

3.Equityinvestment

From theperspectiveofcapitalusagepractice,basedonproductswithfixed

return,insurancefundspursuelong-term valuegrowthinequityinvestment,which

canbefoundonmatureinsurancemarket.Forexample,mostofJapan’smajorlife

insurancecompaniesallocatecapitalingovernmentbonds,andequityinvestmentis

alsolong-term basedforstablereturns.

Forsafety,profitabilityand liquidity,insurance companiestend to lookfor

long-term investmenttargets thatbring relatively stable return during capital

operations.

Generally,theinvestmentcycleofinsurancefundsislong,andtherearethree

typesofinvestmentstyles:firstly,nointerventionatall,onlypurefinancialinvestment;

secondly,partialintervention,thatis,partialintervention in the business and

developmentdirection ofinsurance companies,participating in the company’s

insurancemanagementandriskmanagement,butwillnotinterveneinthecompany’s

overalloperation;thirdly,in-depthparticipation.Thechoiceofinvestmentstyleisonly

relatedtothegovernanceandmanagementstructureofinsurancecompanies.

Ingeneral,since2002,theROIof10-yeartreasurybondsinmostofthemajor

economiesworldwidehasdeclined.Theworldeconomyhasenteredtheeraoflow

interestrates,andthecountermeasuresofvariouscountriesareofgreatsignificance
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toChina.

BritainandtheUnitedStates:inthebackdropoflowinterestrates,affectedby

theeconomicdownturn,theproportionofloansinassetallocationfellsharply,while

theproportionofalternativeinvestmentcontinuedtorise.Investorspayattentionto

overseasandemergingmarkets,andtheinvestmentstructurehasbecomemore

diversified.Becauseinterestrateriskislongbeenprioritized,theUK hasseta

relativelyhighsolvencystandard.Therefore,intermsofallocationofinsurancefunds,

theproportionofequityinvestmentremainsatahighlevelofabout30%.Atthesame

time,theproportionofAmericaninsurancefundsallocationinalternativeinvestment

isincreasing.

Japan:facinglowinterestrate,theallocationofinsurancefundsisdominatedby

treasurybonds.Especiallyinthecontextofinterestratedeclineinrecentyears,

Japan’sinsurancefundsallocationmainlyshiftstosecurities.Japan’sinsurance

industrymaintainsaconservativeandstablefundsallocation.

Taiwan:insurance industry ofTaiwan attaches greatimportance to the

diversificationofoverseasassetsandinsurancefunds,anditsallocationproportion

ofoverseasassetshasdoubledcomparedwith2008.ForTaiwan,whichdepends

largelyon export-oriented economy,a substantialincreasein theproportion of

overseasassetallocationisconducivetomaintainingahighrateofreturn.

SouthKorea:paymoreattentiontolow-riskassetsundersustainedlowinterest

rates.Theallocationinlong-term andlow-riskassetsisthemainallocationstrategy

ofKoreaninsurancefundsinthepast.Inordertostabilizereturnsandreducerisks,

Koreaninsurancefundstendtochoosegovernmentbondsasthemainobject.The

proportionofgovernmentbondsinmarketablesecuritiesexceeds20%,anditison
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therise.

5.3.2DomesticInfrastructureAssetsMeettheRequirementsofForeignInsurance

FundsforReturnRisks

In2008,theU.S.enteredthe“zerointerestrate”period,andtheROIofAmerican

lifeinsurancecompaniesfellby1% everymonth.From 2009 to 2014,theROI

remainedabove4.2%.Attheendof2014,theROIoflifeinsurancecompanies

reached4.6%,ayear-on-yearincreaseofapproximately0.4percentagepoints.

ComparedwiththeUnitedStates,theregulationofBritishinsurancecompanies

ismorerelaxed,and theallocationinequityinvestmenttakesarelativelyhigh

proportion.In the pastdecade,the proportion ofdomestic and foreign equity

investmentofBritish insurance funds has remained atabout30%.The equity

investmentofBritishinsurancecompaniesobtainedhighreturnsandalsotookhigh

risks.Thetop4largestlifeinsurancecompaniesintheUKhadanaverageROIof

10.0%in2010,whichwasaslowas-10%in2008.

After1990s,thefundsallocationofJapaneseinsuranceindustryisconservative

andstable.Theaveragerateofreturn(lifeinsurance)ofdifferenttypesoffunds

allocationisasfollows:

Table14.TheAverageRateofReturn(lifeinsurance)ofDifferentTypesofFunds

Allocation

Index Governme

ntbonds

Local

bond

Foreign

bond

Loan Real

estate

Total

2010 1.86% 1.25% 2.06% 1.98

%

2.52% 1.79%

2011 1.91% 1.56% 2.91% 1.94

%

2.27% 1.92%

2012 2% 0.61% 5.25% 2.18

%

2.35% 2.36%

2013 1.95% 5.14% 4.6% 2.15

%

2.43% 2.4%
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2014 1.88% 5.31% 5.5% 2.28

%

2.5% 2.58%

TodescribewhetherfutureinvestmentsbyEuropeanandAmericaninsurance

companieswillyieldexcessivereturns,benchmarkindicatorsinhistoricalliterature

canbeadopted.FortheU.S.market,weightedaverageofthefollowingindexesis

usedas“benchmarks”:30-yearU.S.governmentbondsROIis3.294%,Dow Jones

Indexis5.22%andS&PIndexis4.25%,andthebenchmarkforROIofEuropeanand

Americaninsurancecompaniesisabout4.25%.

Theconstructionperiodofinfrastructureisgenerally4-8years,andsubsequent

operation,maintenance and renewalalso require long-term and continuous

investment.Generally,themainbottleneckofinfrastructureconstructioninChinais

lackoffunds.Atpresent,fiscalfundsandbankloansarethemainsourcesoffunds

forinfrastructureconstructioninChina.Fiscalinvestmentandbankloansaregreatly

affectedbythenationalmacro-economymanagementpolicies.Bankloansalsohave

thedisadvantagesofmismatchbetweenshortcapitalcycleandlongrecoverytimein

infrastructureinvestment.Therefore,itisofgreatsignificancetointroduceforeign

insurancefundsintoinfrastructureconstruction,givefullplaytotheadvantagesof

“long-term,liabilityandstability”ofinsurancecompanies’funds,andinvestinsurance

fundsinChina’sinfrastructureconstructionthroughvariousstructuredplans,soas

toalleviatetheshortageofinfrastructureconstructionfundsandboostthenational

economy.

Lowinvestmentrisk,highreturnandlongterm aretheuniquecharacteristicsof

China’slarge-scaleinfrastructureprojects.Therefore,itistheperfectinvestment

targetsforinsurancefundswithlongterm,stableandlarge-scalefunds.Incountries

suchasBritainandtheUnitedStates,morethan40%ofinfrastructureinvestmentin
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roads,bridges,etc.comesfrom insurancecompanies.Inpractice,itisdifficultfor

foreigninsurancefundstodirectlyparticipateinChina’sinfrastructureconstruction.

Thegeneralterm ofGOLDEN BRIDGELEASING projectsis10years.InGOLDEN

BRIDGEModel,theannualreturnrateofthefinancialleasingcompany(theannual

financinginterestrateofthelessee)canreach5% to6%,whichishigherthanthe

generalreturnrequirementofforeigninsurance.Withhigh-qualityinfrastructure,

extremelylowriskanditshighcreditrating,GOLDENBRIDGELEASINGcannotonly

obtainsustainablereturn,butalsoachievethecompleteassetsoffbalancesheet.

Compared with otherprojects with high ROI,GOLDEN BRIDGE Modelhas the

advantagesofcontinuous,stableandhighROIandverylowrisk.

5.3.3 Domestic Policy Encourages Foreign Insurance Funds to Invest in

InfrastructureConstruction

Chinaenjoyscompleteindustrialfacilities,healthyeconomicdevelopmentand

expandingmarketscale.TheCPCCentralCommitteeandtheStateCouncilattach

greatimportancetodeepeningopeningup,optimizingtheinvestmentenvironment

andattractingforeigninvestment,andhavemadeaseriesofmajorarrangements

accordingly.Foreign investmentattracting measures are conducive to further

openingupthedomesticmarkettoforeignfundsandintroducingforeignfundsin

infrastructureconstruction.Since2018,Chinahasfurtherimproveditsbusiness

environment,introducedanew negativelistofforeigninvestmentand22major

openingupmeasures,andexpandedthefieldforforeigninvestment.Departments

andlocalitieshavealsosteppedupeffortstointroducesupportingpoliciesand

regulationstoensurethatspecificinvestmentmeasuressuchasfiscal,taxationand

rightsprotectionareinplace,pavingthewayforinfrastructuretoattractforeign

investment.
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Intermsofattractingforeigninvestment,onAugust1,2017,theMinistryof

Commerce,theMinistryofTransport,theStateAdministrationforIndustryand

Commerce,the GeneralAdministration ofQuality Supervision,Inspection and

Quarantine,andtheStateAdministrationofForeignExchangejointlyissuedthe

LetteronDoingaGoodJobinWidelyApplicatingtheThirdBatchofPilotReform

ExperiencesinthePilotFreeTradeZone(SZH[2017]No.515),announcingtowidely

applyfivepilotreform experiencesinthefreetradezonenationwide,including

“financialleasingcompaniesreceiveforeigncurrencyrents”.OnOctober24,2017,

the State Administration ofForeign Exchange issued the Notice ofthe State

Administration ofForeign Exchange on Issues Concerning Foreign Exchange

ManagementofFinancialLeasing Business (HuiFa [2017]No.21,hereinafter

referredtoastheNotice),allowingfinancialleasingbusinesstocollectforeign

currencyrents,andclarifyingrelevantoperationalissues.TheNoticemainlyincludes

thefollowingcontents:firstly,itdefinedthetypesoffinancialleasingcompanies,

includingfinanceleasecompanies,foreign-fundedfinancialleasingcompaniesand

domestic-fundedfinancialleasingcompanies;secondly,itclarifiedthatthepremise

ofcollectingforeigncurrencyrentsinChinaisthatmorethan50%ofthefundsused

byfinancialleasingcompaniestopurchaseleasedobjectscomefrom theirown

domesticforeignexchangeloansorforeigncurrencydebt;Thirdly,itstatedthe

proceduresforthelesseetopurchaseandpayforeigncurrencyrents:thelesseeof

financialleasing businessthatmeetstheaforementioned preconditionscan go

throughtheproceduresofpurchasingandpayingforeigncurrencyrentstothelessor

atthebankonitsownwithrelevantauthenticcertificationmaterials;fourthly,it

introducedthefollow-upprocessingofforeigncurrencyrentalincomeoffinancial

leasingcompanies:itcanbedepositedinforeignexchangeaccountopenedby
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financialleasing companiesaccording to theregulations,fortherestofrental

incomeafterrepayingtheforeigncurrencydebt,settlementcanbedonedirectlyin

thebank.Inaddition,thepilotpolicythatstipulated“forfinancialleasingadoptsthe

leasebackmodel,thelessorcanchoosetopaythepriceoftheleasedequipmentto

thelesseeintheform offoreigncurrencyorRMB;thelesseeacceptsforeign

currency shallnothandle the settlementofforeign exchange”,can only be

implementedinthefourfreetradezonespresently.Itwillbewidelyappliedonthe

righttime as the case maybe.The wide application offoreign currencyrent

collectionpolicyoffinancialleasingcompaniesinChinaisnotonlytheexplorationby

theforeignexchangemanagementdepartmentto furtherdeepenthereform of

foreignexchangemanagementofcapitalprojects,butalsooneofthemeasuresto

continuously deliverthe reform dividend and create a legal,internationaland

convenientbusinessenvironment,whichwillhaveapositiveimpactonpromotingthe

businessdevelopmentoffinancialleasingcompanies.In2018,Chinaactivatedatthe

BoaoForum forAsia:“Intermsofexpandingopeningup,Chinawilltakethefollowing

majormeasures.First,wewillsignificantlyeasemarketaccess.Thisyear,wewill

launchseverallandmarkinitiatives.Intheservicesector,especiallyinthefinancial

sector,themajormeasuresannouncedattheendoflastyeartorelaxtherestrictions

on foreign shares in banking,securities and insurance industries should be

implemented.Atthesametime,moreeffortsshouldbetakentoexpandopeningup,

speeduptheopeningupoftheinsuranceindustry,relaxtherestrictionsonthe

establishmentofforeign-fundedfinancialinstitutions,expandthebusinessscopeof

foreign-fundedfinancialinstitutionsinChina,andexpandthefieldoffinancialmarket

cooperationbetweenChinaandforeigncountries.Themanufacturingindustryhas

been basicallyopened up.The few sectors thatretain restrictions are mainly
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automobile,ship,aircraftandsoon.Nowthesesectorsarereadytoopenup,thenext

step is to relax the restrictions on the ratio offoreign shares,especially on

automobile industry as soon as possible.Second,create a more attractive

investmentenvironment.Investmentenvironmentislikeair.Onlyfreshaircanattract

moreforeigninvestment.Inthepast,Chinamainlyreliedonpreferentialpoliciesto

attractforeigninvestment,butnowmoreonimprovingtheinvestmentenvironment.

Wewillstrengtheneffortstodockwithinternationaleconomicandtraderules,

enhancetransparency,strengthenpropertyrightsprotection,adheretotheruleoflaw,

encouragecompetitionandopposemonopoly.InMarchthisyear,wesetupnew

institutions,suchastheStateAdministrationforMarketRegulation,andmadea

substantialadjustmentto the existing governmentinstitutions and resolutely

eliminatedthesystem andinstitutionaldefectsthatrestrictthemarkettoplaya

decisiveroleinresourceallocationandbetterplaytheroleofthegovernment.Inthe

firsthalfofthisyear,wewillcompletetherevisionofthenegativelistofforeign

investment,and fully implementthe pre-establishmentnationaltreatmentplus

negativelistmanagementsystem.”

OnJune10,2018,theStateCouncilissuedtheNoticeonSeveralMeasuresto

ActivelyandEffectivelyUtilizeForeignCapitalinPromoteHigh-QualityEconomic

Development(hereinafterreferredtoas“SeveralMeasures”).AccordingtoWang

Shouwen,ViceMinisteroftheMinistryofCommerce,duringtheintroductionof

“SeveralMeasures”,the Ministry of Commerce listened to the opinions of

foreign-investedenterprises,multinationalcompaniesandprovincesintheeastern,

centralandwesternregions,andworkedwith36sectors.Thestartingpointisto

createafair,transparentandattractiveinvestmentenvironment.Anotablefeatureof

“SeveralMeasures”isthereferencetointernationalpracticesandtheframeworkof
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internationalinvestmentpolicies.

In infrastructure construction,on July23,2018,the State Councilheld an

executivemeeting,tobetterplaytheroleoffiscalandfinancialpolicies,supportthe

expansion of domestic demand and structuraladjustment to promote the

developmentoftherealeconomy.Italsointroducedmeasurestopromoteeffective

investmenttargetingremedytotheshortcomings,increasedrivingforcesanddeliver

benefitsto people.On July31,2018,theCPC Politburo meeting deployed the

economicworkinthesecondhalfoftheyear.Itrequiredtoprioritizetheremedyto

shortcomingsindeepeningthestructuralreform onthesupplyside,makemore

effortsto remedyshortcomingsininfrastructure,and introducenew driversfor

innovationanddevelopment.OnOctober31,2018,GuidingOpinionsoftheGeneral

OfficeoftheStateCouncilon Maintaining Effortsto RemedyShortcomingsin

InfrastructureField(GBF[2018]No.101)proposedtomaintainthefinancingsupport

forthelivelihoodinfrastructureprojects.OnNovember7,2018,Chinastressedthe

needtobuildamodernfinancialsystem.From thepracticalexperienceofShanghai’s

financialopeningup,appropriatefinancialinnovationisanimportantengineboost

thedevelopmentofrealeconomyandinfrastructureconstruction.OnNovember12,

2018,theDevelopmentConferenceonInternationalAssetManagementIndustrywas

heldinLujiazuiFinancialCity.GlobalAssetManagementAssociationofLujiazuiwas

officiallyinaugurated.Nineofthetop10globalassetmanagementinstitutionshave

settledinLujiazui.InternationalassetmanagementcompanieswillcometoChina

through Shanghaifree trade zone and provide innovative financialservices for

China’s realeconomic development and infrastructure construction.In early

November2018,FangXinghai,chairmanoftheCSRC,saidinaspeechattheforum

during the fifth World InternetConference thatChina willvigorously support
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foreign-fundedsecuritiesandfuturesinstitutionsinestablishinglegalentitiesin

China,toengageinassetmanagementbusiness.

5.3.4StatusQuoofDomesticInsuranceFund’sInvestmentinInfrastructure

On 3 July,2016,the China Insurance Regulatory Commission issued the

AdministrativeMeasuresforIndirectInvestmentofInsuranceFundsinInfrastructure

andabolishedtheformerPilotAdministrativeMeasuresforIndirectInvestmentof

Insurance Funds in Infrastructure.Itfurtherexpanded the scope ofinvestable

infrastructureprojects,loweredrequirementsonthequalificationsand creditof

controllingshareholdersandthebondguarantees.Thebiddingrequirementsfora

proposedinvestmentprojecthavebeenfullyrelaxedandadministrativeapprovalhas

beenfullyliberalized.Itclearlystipulatedthatinsurancefundsareallowedtobe

investedinPPPprojects.Inpractice,China’sinsurancefundsactasatrusteemainly

through professional asset management institutions and start trust-based

investmentschemesthroughtrustee.Insuranceinstitutionsinvestinsurancefunds

intotrustschemestomakeindirectinvestmentsininfrastructure.Currently,China’s

investmentin various infrastructure projects has exceeded RMB 1 trillion.The

investmentschemesmainlyincludebondinvestmentscheme,equityinvestment

schemeandprojectasset-backedschemesetupbytrustees.

AgainstthebackdropoftheNew Normaland“theBeltandRoad”Initiative,

infrastructure construction projects with greatpotentialneed a lotoffinancial

support,especially the construction ofcapital-intensive infrastructure requires

substantialstablemedium-andlong-term investments.Theinsurancefund,largein

quantityandlongterm initsnature,makesitpossibletoprovideenoughfunds

neededforinfrastructureconstruction.Therefore,insurancefundshaveinherent

advantages in infrastructure investment.Furthermore,as China gradually relax
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restrictionsonforeigninvestments,especiallyforeigninsurancefunds,thefresh

bloodincomplementingtheshortfallininfrastructureandakeyparticipantinthe

opening-upoffinancialmarkets,canbeusedtocreateaninvestmentmodelmore

suitableforforeigninsurancefundsundernewpolicybackground.

AccordingtothedataprovidedbyInsuranceAssetManagementAssociationof

China,inAugust2018,atotalof26assetmanagementproductswereregisteredby

17insuranceassetmanagementcompanies,withatotalregisteredsizeofRMB

66.775billion,amonth-on-monthincreaseofRMB47.755billion,around2.5timesas

high as thatofthe pastmonth.The numberand size ofregistered asset

managementproductsreachedarecordmonthlyhighthisyear.Amonginsurance

assetmanagementproducts registered in August,17 were infrastructure bond

investmentschemes,withasizeofRMB 52.825 billionand amonth-on-month

increaseof2.7times,8wererealestatebondinvestmentschemes,withatotalsize

ofRMB9.45billionandamonth-on-monthincreaseof1.4times,andonly1equity

investmentscheme,withasizeofRMB4.5billionandamonth-on-monthincreaseof

3.5times.

Datashow thatinthefirstsevenmonthsof2018,thenumberandsizeof

insuranceassetmanagementproductsregisteredreachedthehighestinJanuary.A

totalof12companiesregisteredatotalof24bondinvestmentschemes,atotalsize

ofaboutRMB49.23billion.However,thenumberandsizeofregisteredinsurance

assetmanagementproductsdroppedinthefollowingthreemonths,reachingthe

lowestinApril,beforegraduallyclimbingbackinthelatermonths.SinceAugust,

especiallyininfrastructureconstruction,alargenumberofinsurancefundshave

flowedintobondinvestmentschemes.Transportationwasthetoppriorityofbond

investmentschemes,followedbyenergyandsomemunicipalandcommercialreal
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estate projects.The bond schemes launched byinsurance assetmanagement

institutionstendtogeneratelong-term andstablereturns,andthuscanbettermeet

thecharacteristicsofinsurancefunds.Besides,withsubstantialfundsavailable,

thesebondschemesusuallydirectlyinvestinlargeprojectssuchastransportation

andurbaninfrastructureconstruction.Inthetransactionstructure,theinsurance

fundmanagementinstitutionsarethedirectcompetitorsoftheprojectfinancier,with

thecompetitionbeingsimpleandtransparent.Inaddition,thetwomaindirectionsof

insuranceassetallocationarebondinvestmentandequityinvestment.Theinsurance

fundislong-term initsnature,whichshouldbematchedwithlong-term andstable

assets.However,long-term assetsarenotcommonlyfoundinChina’scapitalmarket.

Assetssuchasinfrastructureandunlistedequityarerelativelystableandfluctuate

slightlyintermsofvaluemeasurementandreturnaccounting,whichisbeneficialfor

maintainingfinancialstrengthandimprovingasset-liabilitymatchingoftheinsurance

company.

AccordingtothedataprovidedbyInsuranceAssetManagementAssociationof

China,from JanuarytoAugust2018,atotalof23insuranceassetmanagement

companies registered a totalof 109 bond investmentschemes and equity

investmentschemes,withatotalregisteredsizeofRMB224.795billion.Bytheend

ofAugust2018,insuranceassetmanagementcompanieshavelaunchedatotalof

952 bond investmentschemes and equity investmentschemes,with a total

registeredsizeofRMB2.3trillion.

According to relevantmedia,in early 2019,China willbegin to accept

applicationsfrom foreigninsurancecompaniestoholdsharesofjointventuresin

China,andmayevenallow tosetupforeign-fundedinsurancecompaniesinChina

earlierthanexpected.AsChinaopensupitsfinancesectortoforeigninvestment,
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especiallyforeigninsurancefunds,foreigninsurancefundsareabletoholdsharesin

China’sinsurancecompaniesorjointventuresorsetupforeign-fundedinsurance

companies,and take partin china’s efforts in complementing shortfalls in

infrastructureconstructionbyusingvariousinnovativeaccounts,offshoreaccounts

monitoringinfreetradezone,andSPVstructureddesign.

5.3.5 Status Quo ofDomestic Insurance Fund’s Investmentin Infrastructure

ConstructionthroughFinancialLeasing

Atpresent,thecooperationbetweentheinsuranceassetmanagementindustry

andtheleasingindustrymainlytakestheform ofthelaunchofasset-backedscheme.

IntheendofOctober2017,17singleasset-backedschemeswerereleased,among

which9schemeshavepartnershipwiththeleasingindustry,thatmeansmorethan

50%oftheproductsand16%ofthetotalsizeoftheasset-backedschemeslaunched.

Typicalpartnershipschemesare:SINOPHARM phaseI Asset-backedScheme,PICC

Investment Asset-backed Scheme, China Huarong Financial Leasing No.1

Asset-backedScheme,PingAnInternationalFinancialLeasingAsset-backedScheme,

HuataiInsurance Group New Phase Asset-backed Scheme and China Global

Investment Summit Far Eastern Leasing No.1 Asset-backed Scheme etc.

Asset-backedschemetakingtheleasedassetsastheunderlyingassetsplaysan

importantroleinincreasingtheliquidityoftheleasedassetsandsupportingthe

sustainablebusinessdevelopmentoftheleasingindustry.Healthcare,railways,

YangtzeRiverEconomicBeltandsomeotherindustriesandregionalconstruction

havebecomethetargetofinvestmentbysuchasset-backedschemes.Atthesame

time,asbothinsuranceassetmanagementindustryandfinancialleasingindustry

areexperiencingrapidgrowth,there’slargeroom forin-depthcooperationbetween

thetwosides.Inthenextstep,theinsuranceassetmanagementindustryandthe
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financialleasing industryshould furtherstrengthen exchangesand cooperation,

acceleratebusinessinnovation,worktogethertosolveaseriesoftheoreticaland

practicalproblemsandmakebreakthroughsinproductset-up,investmentscopeand

operationmodes.

5.3.6Innovationmodeistheeffectivesupplementofbankloanmode

Thecharacteristicsofbankfundsandinsurancefundsaredifferent.InChina,

bankfundsmainlyprovideshort-term workingcapitalloanstoenterprises,whichare

usedtopurchaseproductionmaterialsandsupplementworkingcapital.Bankfunds

areprovidedtofinanceleasingcompaniesforshort-term projects.Insurancefunds

belongtolong-term fundsandaresuitableforlong-term investmentininfrastructure

projects.Insurancefundsprovidefinanceleasingcompanieswithfundstoinvestin

long-heldinfrastructureprojects.InChina,bankfundsandinsurancefundshavetheir

ownspecificinvestmentfields,andthereisnoobviouscompetitionbetweenthem.

Theyarebothimportantcapitalsourcesforfinanceleasingcompanies!

5.4ModelsAttractingForeignInsuranceFunds

5.4.1Equity-basedApproach

Foreigninsurancecompaniescandirectlyincreasecapitalinforeign-funded

financialleasing companies as foreign strategic investors.Its core transaction

structureisshownbelow:
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Figure19.TransactionStructure(2)

In this transaction structure,foreign insurance funds increase capitalin

foreign-funded financialleasing companiesasforeignstrategicinvestors,which

alleviatesthefinancingdifficultiesoffinancialleasingcompaniesandrevitalizes

high-qualitystockinfrastructureprojectsinChina.

Inaddition,foreigninsurancecompaniescanholdsharesinChina’sdomestic

infrastructureindustryfundsandincreasecapitalinfinancialleasingcompaniesin

China through the fund as domestic strategic investors.Afterthe release of

DocumentNo.19,somebanksstartedtoconductthesettlementofforeignexchange

forthoseforeign-investedcompanieswhosescopeofbusinessinvolvesinvestment

orwhose name contain “investment”.Based on this practice,considering the

structureofQualifiedForeignLimitedPartner(QFLP),aforeign-investedcompany

canbeconsideredasalimitedpartner.Therefore,anoverseasinvestormayfirstset

upawhollyforeign-ownedenterpriseinChinaandthenfundQFLPthroughthewholly

foreign-ownedenterprise.TheQFLP establishedinthewayasmentionedabove

meansthatallpartnersareforeign-invested enterprises.Therefore,iftheQFLP

makesthedownstream equityinvestment,thenitshouldrefertotherequirementson
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domesticreinvestmentsbyforeign-investedenterprises,assetoutintheInterim

ProvisionsonDomesticInvestmentMadebyForeign-investedEnterprises.Also,if

theabove-mentionedQFLPinvestsandsetsupcompaniesinfieldsthatareallowed

orencouraged byChina,then there isno need foritto go through the filing

proceduresattheBusinessDepartment,butinsteadjustapplyingtotheregistration

authority.Thelegalprocedureinthiscaseisquitesimple.

Figure20.TransactionStructure(3)

Thedevelopmentofinsurancefundswillleadtotheestablishmentofasset

managementcompanies.Insurancecompanieswithashorthistoryandsmallsize

tendtosetupspecificinvestmentdepartmentsinternally,whilethoselargeinsurance

companiesoftenchoosetosetupindependentassetmanagementinstitutionthat

cannotonlyenhanceutilizationofinsurancefunds,butalsocontrolinvestmentrisks

inatimelymanner.Foreignlarge-scaleinsuranceinstitutionsusuallysetuptheirown

independentassetmanagementcompaniestooperatefundsbecauseithasalotof
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advantages.Firstly,asanindependentcompany,theassetmanagementcompany

canattractprofessionaltalentsfrom thecapitalmarkettoform aprofessionalasset

utilizationtalentteam;secondly,thecleardivisionofresponsibilitiesbetweenthe

insurancecompanyandtheassetmanagementcompanymeansthattheinsurance

companycanmonitorandexaminetheperformanceoftheassetmanagement

companyandhelpwiththeassetmanagementcompany’sspecialization;thirdly,

independentassetmanagementcompanies can undertake assetmanagement

businessasathirdparty,whichbythewayexpandsthescopeoftheutilizationofthe

fundsprovidedbytheinsurancecompanyandincreasesassetinvestmentreturns;

lastly,theindependentassetmanagementcompaniescanbetterunderstandthe

developmentofcapitalmarketstimely,andactivelyadjusttheirowninvestment

strategies,toensurethattheuseoffundsofinsurancecompaniesmatchesthe

marketandaccumulateexperienceforitsfurtherdevelopment.

TheDecisionoftheCentralCommitteeoftheCommunistPartyofChinaon

Some MajorIssues Concerning ComprehensivelyDeepening the Reform clearly

statesthat“weshallestablishfair,openandtransparentmarketrulesandimplement

aunifiedmarketaccesssystem.Onthebasisofthenegativelistsformulated,all

kindsofmarketparticipantsshallhaveequalaccesstoareasoutsidethenegative

lists.Weshallexploretheimplementationofpre-establishmentnationaltreatment

andnegativelistsystem forforeigninvestors.”Foreigninvestorsarenowallowedto

establishforeign-fundedGPintheoffshorefinancialcenterinthefreetradezone
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underthesupportoffreetradezonepolicies,whichmakesthismodeoftransaction

feasible.Itscoretransactionstructureisshownbelow:

Figure21.TransactionStructure(4)

In this transaction structure,foreign insurance funds hold shares ofthe

infrastructureindustryfundestablishedinthefreetradezoneinChina.Aspriority

investorsintheinfrastructureindustryfund,theforeigninsurancefundscanincrease

capitalinfinancialleasingcompaniesthroughtheinfrastructureindustryfundas

domesticstrategicinvestors.

Inthesetwomodels,foreigninsurancefundsmakedirectstrategicinvestments

toholdequitiesinfinancialleasingcompaniesandprovidelargeamountsoffunds

forfinancialleasingcompanies.Thesetwomodelsattractforeigninvestmentand

invigoratehigh-qualitystockinfrastructureprojectsinChinathroughleasing,soasto

stimulateeconomicgrowth.

5.4.2Bond-basedApproach

Tomakefulluseofforeignfunds,financialleasingenterprisescanalsocarryout
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cross-borderfinancing,thatis,to directlyfund overseas institutionalinvestors,

insteadofturningtosecuritiesunderwritersforhelp.

In recent years,foreign-invested financialleasing companies have been

developingrapidly,whichiscloselyrelatedtotheintroductionofforeignbond.In

general,foreign-investedfinancialleasingcompanieshavetwodifferentfinancing

channels:thedomesticchannelandtheforeignchannel.Domesticfinancingincludes,

butisnotlimitedtotraditionalbankloans,factoringfinance,discountnotefinancing,

bondissuance,trustandinsuranceetc.Foreignfinancingincludes,butitnotlimited

to overseas bankloans and overseas bond issuance etc.The foreign-invested

financialleasing companies are now adopting policies offoreign bond scale

management.AccordingtotheMeasuresfortheAdministrationofForeign-funded

Lease Industryissued byMinistryofCommerce ofthe PRC,riskassets ofa

foreign-investedleasingcompanyshallnotexceedtentimesofthesizeoftotalnet

assets ofthe company.The assets accumulated by foreign-invested leasing

companiesthroughforeignbondshallallbecountedasriskassets.Therefore,the

scaleoffinancingofforeign-investedfinancialleasingcompaniescantheoretically

reachtentimesashighasthesizeoftheirnetassets.

Forexample,whenGOLDENBRIDGEUNITEDFINANCIALLEASINGCO.,LTD.is

providingfinancingforoverseasinsurancecompanies,thetransactionstructureis

shownbelow:
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Figure22.TransactionStructure(5)

Specifically,theparentcompanyofanoverseasinsurancecompanyfirstsetsup

aspecialpurposevehicle(SPV)abroad,andtheinsurancecompanythenlends

moneyasitsaffiliatedcompany.Theinsurancecompanywithoutanindependent

bankinglicenseisnotinitselfeligibletolendmoneytothepublic.However,the

insurancecompanyandtheSPVofthesubsidiariesofthesameparentcompany

maylendtoeachother.Theforeign-investedfinancialleasingcompanycanthenlend

inforeignexchangetotheSPV.Thescaleoffinancingofforeign-investedfinancial

leasingcompaniescanreachtentimesashighasthesizeoftheirnetassets

accordingtotheMeasuresfortheAdministrationofForeign-fundedLeaseIndustry.

Inaddition,foreigninsurancefundscanalsoinvestinloanproductsofforeign

bankstolendinforeignexchangetoforeignfinancingleasingcompanies.Loans

havebecomeanimportantwayforforeigninsurancefundstomakeinvestments.

Thenatureofinsurancefundsmeanstheloanswillbelong-term initsnature.

Therefore,loanscanbemoresuitablefortheinsurancefundstoinvest.Insurance
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companiescanreapstablereturnsandbuildclientrelationshipswithborrowers

throughinvestmentinloansandexpandtheirinsurancebusinessasaresult.Loan

productsfavoredbyinsurancecompaniestendtohavehigherandstablereturns

thanbankdeposits.Therefore,loaninvestmentsaccountforalargeproportionofthe

usesofinsurancefundsinGermanyandJapan.

5.4.3StructuredOffshoreAssetSecuritizationProductApproach

Offshoreassetsecuritizationisaspecialtypeofassetsecuritization,which

referstoissueasset-backedsecurities(ABS)ormortgage-backedsecurities(MBS)in

theinternationalcapitalmarketwithforeignSPV toraisefunds.Offshoreasset

securitization has the following characteristics:firstly,the creditrating,credit

enhancement,securitiesdesign and issuanceetc.areallperformed byforeign

institutions;secondly,theSPVmustbeaforeigninstitutionforisolationofrisks.It

canbesetupabroadbydomesticenterprisesforoffshoreassetsecuritizationorby

existingforeigninstitutions;thirdly,asoffshoreassetsecuritizationtargetslarge

numberofinstitutionsandindividualinvestorsintheinternationalcapitalmarket,itis

subjecttorelevantinternationalcapitalmarketregulations,butnotunderregulation

ofrelevantdomesticdepartments,whichcanattractmoreforeigninvestment.

Domesticfinancialleasingcompaniesenjoytwoadvantagesinoffshoreasset

securitization:firstly,avoidanceofthesupervisionbyrelevantdomesticdepartments.

Astherearenorelevantdomesticfinancialleasinglawsavailableandfinancingis

highlyregulatedandconsideringfinancingleasingindustryisacapital-intensive

industry,infrastructurefinancialleasingprojectsetc.needalargeamountofupfront
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capitalinvestmentsandoffshoreassetinternationalizationcanattractsubstantial

fundsfrom theinternationalcapitalmarket.Secondly,reductioninfinancingcosts.If

theSPVissetupinoffshorefinancialcenterssuchasCaymanIslandstoavoid

paying tax,then transaction costs and financing costs can be reduced.The

underlyingassetsforoffshoreassetsecuritization,suchasthetollcollectionrights

ofairportsandhighways,themortgageloanswithcommercialbanks,cableTVbill

collectionrightsandurbanundergroundpipefee-chargingrightsetc.,shouldmeet

therequirementsofstablecashflow,stablereturnsofthemaincompany,highcredit

ratingandlargeassetsizeetc.

ThefinancialleasinginChinafacesthedifficultiesoffinancing.Thefewsuccess

storieshelplittleinsolvingthefinancingproblemsinthefinancialleasingindustry.It

alsoworksiffinancialleasingcompaniesraisefundsfrom individualinvestorsand

institutionalinvestorsintheinternationalcapitalmarketbyusingrentalincomerights

oftheleasedassetsasthesubjectmatterofsecuritizationthroughoffshoreasset

securitization.Againstthebackdropofgradualdeclineinforeignexchangereserves,

thismodeoffinancingcanattractforeigninvestmentsinthestrategicsense.Itscore

transactionstructureisshownbelow:
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Figure23.TransactionStructure(6)

Inthistransactionstructure,thefinancialleasingcompanysetsupaspecial

purposevehicle(SPV)inChina,supplementedbythecreditratingofferedbycredit

ratingagenciesandthecreditenhancementbycreditenhancementagencies,to

issueasset-backed securitiesthrough securitiesunderwriters.Foreigninsurance

fundsbuyandholdsharesintheinfrastructureindustryfundsinfreetradezonein

China as priorityinvestors and make the infrastructure industryfunds directly

purchasetheasset-backedsecurities,soastofundthefinancialleasingcompany

andinvigoratehigh-qualitystockinfrastructure.

5.5SuccessfulExperiencesinAttractingForeignFundstoInvestinInfrastructure

Construction

5.5.1ReasonsforUK’sSuccessinAttractingForeignInvestment

Nocountryhasattractedmoreforeigninvestmentinitsowninfrastructurethan

UK.Since2012,LiKa-shinghasalreadycashedinhundredsofbillionsofyuanfrom

ChinaandhasbeeninvestingintheinfrastructureinUK.Mr.Lihasinvestednearly
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HK$400billionintheUKinrecentyears,andnow controls30% oftheUK’sgas

marketshares,aquarteroftheelectricitydistributionmarketandabout5% ofthe

watersupplymarket.Mr.Lialso ownssomeotherassets,suchas3ports,1

communications company,1 airport,realestate assets and high-speed railway

companies etc.LiKa-shing’s investments in infrastructure assets in UK is

inseparablefrom theBritishgovernment’spolicyofattractingforeigninvestmentand

theyears-longtraditionofencouragingprivatesectorparticipationininfrastructure

construction.

WhileothercountriesarestillstrugglingwiththepracticeofthePPPmodel,UK

alreadyenjoysalongandsuccesshistoryofattractingprivatesectorinvestmentin

infrastructure.Decadesago,theBritishgovernmentrecognizedthatprivatesector

capitalwaskeytohelpingbuildandmaintaintheinternalstructureofUK.Theprivate

sectorisanimportantsourceoffundingforinfrastructureprojects.Thereareseveral

reasons why UK can attract foreign investment for its own infrastructure

constructionandarelistedbelow:

1.Astableandtransparentlegalsystem

2.Astableregulatoryframework

3.Aseriesoftaxsystems

Thesearethethreereasonswhyforeigninstitutionalinvestorstendtoinvestin

infrastructureinUK.Amongthesereasons,themostimportantisastableand

transparentregulatory framework.UK has developed a well-tested contractual
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frameworkforPPPs(10ofwhichareknownasPFI,orprivatefinancinginitiatives).

PFIprovides a clear division of responsibilities and risks among different

stakeholders.Byestablishing common standardsforfinancing ofpublic-private

partnershipprojects,PFIhasfacilitatedeffectiveandcompetitiveprocurementby

public-private partnerships,giving investors the opportunityto seek investment

opportunitiestodevelopeconomiesofscale.InMarch2014,thetotalcapitalvalueof

PFItransactionswasworthover56billionpounds.In2010,theBritishgovernment

rolledouttheNationalInfrastructurePlan(NIP),introduceditsstrategicobjectives

andidentified40priorityinvestmentsthatarecriticaltofutureeconomicgrowth.NIP

sendsastrongmessagetoinvestorsthatinfrastructurewillbeatoppriorityforthe

next10yearsandbeyond.NIPgivesinvestorsatransparentandclearunderstanding

oftheUK’sfutureprojectpipelineandfinancingneeds.Investorscanprovidethe

necessaryresourcestomakeuseoftheseinvestmentopportunitiesbecausethey

know theseprojectswillbedelivered.However,inmanyothercountries,investors

cannottrusttheseprojectstobetrulyrealized.Thegovernment’skeyroleisto

identifythetypesofinfrastructureneededandthekeybarrierstoreceivingthis

investment,and mobilizepublicand privateresourcesto makethem a reality.

NationalInfrastructurePlan2010isUK’sfirstplanoninfrastructureconstruction,

which setsoutthescaleofinfrastructurechallengesand the majoreconomic

investmentsneededtosustainsustainablegrowthinUKinthecomingdecadesand

systematicallyexplainstheinvestmentneedsandinvestmentchallengesinUK’s
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infrastructure,as wellas the British government’s future investmentneeds in

infrastructureincludingenergy,transportationfacilities,digitalcommunicationsand

riversewagetreatment.Italsospecifiestheproblemsofgovernmentspendingin

infrastructureinthepastandclearlystatestheroleofgovernmentinattracting

foreigninvestment.TheUKgovernmenthasmadeitclearthatitwillcontinueto

maintainastrong,activeandcoordinateddialoguewithinternationalprivatesector

investorstoattractandencouragenew sourcesoffund,soastoensurethatUK

infrastructureisanattractiveassetclass.

Thus,acountrythatcansuccessfullyattractforeigninvestmentforitsown

infrastructureconstructionshouldmeetmanyrequirements:firstly,toestablisha

reliableframeworkforidentifyingclearprinciplesofstakeholderinteractionandrisk

divisioninordertosignificantlyimprovetheefficiencyofPPPprocurement;secondly,

governmentshould make clearthe investmentpriorities,formulate long-term

investmentplan,eliminate policyuncertaintyand make allmarketparticipants

preparefortheseprojects,thirdly,public-privatepartnershipsneedtothriveinan

environmentthathasaclearbenefittothepublic,aspublicopinionswillaffecttheir

development.Lastly,governmentsshouldrealizethatsuccessisnotaone-off,and

thatwinningthetrustofallstakeholdersrequiresyearsofeffortandconviction.

5.5.2CasesofInsuranceFundsInvestmentsAbroad–AllianzGroup’sInvestment

inThamesTidewayTunnel
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Figure24.ThamesTidewayTunnel

5.5.2.1OverviewofThamesTidewayTunnel

TheThamesTidewayTunnel(alsoknownasthe“SuperSewer”)isoneofthe

biggestimprovementprojectsandoneofthesafestprojectsofthefuture.Itisa

15-mile-longsewer,thewidthofthreeLondonbusesandisbeingdrilledunderthe

Thames.Itisdesignedtopreventmillionsoftonsofsewagefrom overflowingfrom

thecapital’salreadyoverburdenedsewersystem from thecapitalsincetheVictorian

era.ThenewtunnelwillcarrysewagetotheBecktonDesalinationplantfortreatment.

Cleanwateristhenreturnedtotheenvironmentandmorerenewableenergyis

generatedfrom sewageintheprocess.

The15-milelong,7-metrewideand65-metredeepThamesTidewayTunnelis

thelargestinfrastructureprojectinthehistoryofwaterindustryinUK.Mostofthe
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workiscarriedoutbyTideway,anothercompanyindependentfrom ThamesWater,

whichwillcompleteconstructionby2024andhandthetunnelovertoThamesWater.

Theentiretunnelincludesanew Leetunnel,upgradedwaterfiltrationplantanda

sustainabledrainagesystem (SuDS).

5.5.2.2TunnelConstructionPlan

MuchoftheworkwillbedonebyBazalgetteTunnelLtd(Tidewayinshort).A

15-miletunnelthatwillrunmainlyalongtheRiverThamesthroughLondoncan

interceptthesewageofCSOsthatiscurrentlypollutingtheriver.The65metre-deep

tunnelwillbethedeepesttunnelinLondonandpassthroughtherestofLondon’s

infrastructure.Fulham,BatterseaandBermondseyhavethreemajorconstruction

sitesto startatthesametime.Tidewaystarted constructionin2016 and the

completedtunnelwillbehandedovertoThamesWaterin2024.

5.5.2.3Thefunctionoftheproject

TheThamesTidewayTunnelwillpreventmillionsoftonsofsewagefrom

enteringtheRiverThames,meaningriveruserswillhavecleanerwaterandwildlife

willhaveahealthierenvironment.London’ssewagesystem nowdischargesmillions

oftonsofsewageintotheRiverThameseachyear.Thenew “supersewer”will
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interceptatleast94% ofthesewageinayear.WhentheThamesTidewayTunnel

opensin2024,thenumberoffishkilledduetolowoxygenlevelsinthewaterwillbe

significantly reduced.The RiverThames willbe one ofthe mostimportant

conservationareasforNorthSeaspecies.Economically,tunnelconstructionwill

directlycreatemorethan4,000jobs,whiletherelevantsupplychainandthewider

economicfieldswillcreatethousandsofjobs.Atleast25%ofworkerswillliveinthe

borough where they work,which willdeliverwidereconomic benefits to UK.

Promotingariver-basedeconomywillbeanotherimportantfunctionoftheThames

TidewayTunnel.ProtectingtheRiverThames’secosystem willhelpmaintainthe

commercialfishingindustry,whileacleanerriverwillenhanceLondon’sreputationas

acommercialcenterandtouristdestination.

5.5.2.4Projectfunds

TheThamesTidewayTunnelisexpectedtocostatotalof4.2billionpounds

(estimatedin2014).Itisprivatelyfunded.Eachhouseholdusingthesewerservice

willpayacorrespondingfee.Atthebeginning,itis$16perhousehold,thenit

graduallyrisesto20-25poundsayearasinflationrises.

5.5.2.5Projectfinancing

InAugust2015,independentinvestorsofthefinancingdeliverypackagewere

finallyconfirmed:BazalgetteTunnelLimited,AllianzCapitalPartners(areAllianz

GroupandAllianzCapitalPartnersthesame?),Dalmore,AmberandDIF.

BazalgetteTunnelLimited,anewspecial-purposevehicle(SPV)establishedfor

the project,has been licensed from Ofwatto become a new regulated utility
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independentfrom Thames Water,which has been granted pension funds and

investmentfrom long-term investorssuchasAllianz,AmberInfrastructureGroup,

DalmoreCapitalandDIFetc.

Figure25.ProjectFinancing

The main investor,Allianz SE.Allianz CapitalPartners,internalinvestment

managersforalternativeequityinvestmentsatAllianzGroup,hasinvestedmorethan

€14billioninalternativeassetmanagementwithofficesinMunich,London,New

YorkandSingapore,focusingondirectinvestmentsininfrastructureandrenewable

energy,aswellasprivateequityfundinvestments.

Dalmore,an independentfund managerfocused on providing institutional

investorswithopportunitiestoinvestinlow-volatilityassetsininfrastructure,was

foundedin2009byMichaelRyan,JohnMcDonaghandAlistairRay,allofwhom have

extensive experience in the development and management of infrastructure
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investmentsinUKandhaveworkedtogetherformanyyearsinapreviouscompany.

Dalmorecurrentlyhas23investorsand9financialandinvestmentstaff.

Amberisaleadinginternationalsponsorandinfrastructuremanagerfocusedon

long-term,low-risk investments thatcan generate cash flow.Amber has a

long-standing international reputation for the creation, development and

managementofprofessionalinfrastructure,withmorethan80executivesworldwide,

an experienced public infrastructure team and currentlyprovides management

servicesformorethan100infrastructureprojectsin8countries.Amberprovides

fundmanagementservicestoINPPthroughAmberFundManagementCo.,Ltd.INPP

wasestablishedbytheAmberteam in2006toaddressthelackofopportunitiesfor

retailinvestorstoinvestincommunityinfrastructureprojectsandtakeadvantageof

the growth of the infrastructure investmentmarket.INPP seeks to provide

shareholderswithlong-term government-backedreturnsandcapitalgrowththrough

investmentsinconstructionandoperationprojects.

DIFisanindependentfundmanagementcompany,withacapitalmanagement

scale of3.1 billion pounds.Through its five investmentfunds,DIF invests in

high-qualityinfrastructureassetsthatcangeneratelong-term andstablecashflow,

including public-private partnership projects (PPP/PFI/P3),renewable energy

projects and othercore infrastructure projects in Europe,North America and

Australia.

Table15.MainAgreementsandContent

Mainagreements Content
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License ThelicensesetsoutTideway’smainresponsibilities,otherobligations

andincomecompositionby2030.

Agreementfor

ThamesWater

DuetothenatureoftheThamesTidewayTunnel,ThamesWaterwill

becomeapartnerofTideway.Duringconstructionandoperation,the

divisionoftheworksbetweenTidewayandThamesWaterwillbe

governedbytheInterfaceAgreementandtheOperationsand

MaintenanceAgreement,respectively.Inaddition,ThamesWaterwill

collectrevenuesearnedbyTidewayforlicensingitsservicesto

wastewatercustomers.

PMCContract ThePMCcontractdefinesthecommercialrelationshipbetween

TidewayasacustomerandCH2M asaprojectmanager.

Table15,continued

Insurancepolicy Tidewaypurchasedacomprehensivesetofinsurancecontractsbased

onmarketbestpractices.Inaddition,Tidewayreceivedanemergency

supportpackagefrom DEFRA,thelastinsurerofextremerisksthatthe

insurancemarketfailstounderwriteeffectively.

Mainworkcontracts Commercialrelationshipswiththethreeconsortiumsandthemajority

ofthetunnelstobedeliveredwillbemanagedthroughtheNEC3

contract.Finally,analliancehasbeenestablishedamongTideway,the

threemajorengineeringcontractors,system integratorsandThames

Watertoensurecooperationbetweenalldeliverystakeholders.The

commercialrelationshipswillbeboundbytheAllianceAgreement.

Government

investmentpolicy

Thegovernmentinvestmentpackageconsistsofthefollowing

documents:supplementarycompensationagreements,equity

investmentagreements,marketdisruptionarrangementagreements,

specialadministrativeofferagreements,terminationagreements,and

shareholderdirectagreements.

5.5.3CasesofForeignInsuranceFundsInvestmentinInfrastructure

5.5.3.1Purchaseofequity

AllianzSEandBastionInfrastructureGrouphaveacquiredequityofthreekey

Spanish infrastructure assets from ComsaEmte Conceiones,including 100%

interestsinComsaEmte’sthreeconcessionassets,twoofwhicharerelatedtothe

BarcelonaMetroLine9(commuterline)andtheotherisrelatedtotheMadrid

Metro’sLigeroOestecommuterline.Insuchtransactions,insurersgenerallyengage

in joint acquisition with somewhat experienced infrastructure construction

companiesandgainvaluableinvestmentopportunitiesbyusingBastion’sextensive
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networkofcontactsandinvestmentexperience.

5.5.3.2Purchaseofstructuredproducts

AllianzSEinvestedinEAIF(EmergingAfricanInfrastructureFund),becomingthe

world’sfirstinsuranceinvestortoinvestinEAIFFund.TheEAIFfundprovidesa

varietyofdebtproductsmainlyforinfrastructureprojectspromotedbyprivatesector

companies in sub-Saharan Africa.The Fund is funded by KFW,a German

developmentfinanceinstitutionestablishedandlargelyfundedbythegovernments

ofUK,theNetherlands,SwitzerlandandSwedenaswellasitsDutchcounterpart

FMO.TheFundhashelpedtheestablishmentofinfrastructureframework,whichis

criticaltoeconomicstabilization,boostingbusinessconfidence,jobcreationand

povertyalleviation.Todate,ithasinvestednearly60infrastructureprojectsof8

sectorsin21Sub-SaharanAfricancountries.

5.5.3.3Bond-basedapproach

AllianzGroupandInternationalFinanceCorporation(IFC)(memberoftheWorld

BankGroup)havesigneda$500m dealtofundinfrastructureprojectsinemerging

marketsaroundtheworld.InternationalFinanceCorporation(IFC),amemberofthe

WorldBankGroupandthelargestglobaldevelopmentagencyfocusedonprivate

sectorinfrastructuredevelopmentinemergingmarkets.InFiscalYear2016,Allianz’s

long-term investmentindevelopingcountriesgrewtonearly$19billion.
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CHAPTER6

THEKEYROLEOFFINANCIALLEASINGINTHEMODELINNOVATION

6.1TheNecessityofFinancialLeasinginUnderlyingAssetsSecuritization

6.1.1ProblemsinChina’sAsset-backedSecuritization

Asset-backedsecuritizationisafinancingbehaviorbasedonunderlyingassets.

Thecoreofasset-backedsecuritizationistransferofunderlyingassetstospecial

purposevehicle,aswellasriskremoterealizedbyrelyingonassetcashflow and

specialpurposevehicle,andissuanceofbeneficiarycertificationtoinvestors.In

China’sfinancialinstitutionscreditassetssecuritizationbusiness,specialpurpose

vehicleisspecialpurposetrust,andthetransferofunderlyingassetsisachievedby

initiatorthroughentrustingcreditassetstospecialpurposetrust.SupportedbyTrust

Law,specialpurposetrustcanbetterrealizetruesaleofunderlyingassetsaswellas

bankruptcyremotebetweenspecialpurposetrustandoriginalequityholder,trustee

and beneficiary.According to differentregulatorydepartments,China’s current

asset-backed securitization modelcan bedivided into fourtypes:asset-backed

special plan, trust plan, asset-backed notes and asset-backed plan, the

correspondingregulatorydepartmentsareCSRC,CBRC,NAFMIIandCIRC.

Table16.RegulatoryDepartmentsandTypeofSPV

RegulatoryDepartments TypeofSPV

CSRC Asset-backedspecialplan

FormerCBRC Specialpurposetrust

NAFMII Specialpurposetrust,Specialpurposecompany

FormerCIRC Asset-backedplan

Infrastructureassetsecuritizationappliestoassetsecuritizationregulatedby
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theCSRC,andthespecialpurposevehicleisembodiedbyanasset-backedspecial

plan.Article 3 ofthe Administrative Regulations on AssetSecuritization of

Subsidiaries under Securities Companies and Fund Management Companies

(hereinafterreferredtoas“AdministrativeRegulations”)stipulatesthatthespecial

planassetsareindependentoftheinherentpropertyoforiginalequityholders,

managers,trusteesandotherbusinessparticipants.Iftheoriginalequityholder,

manager,trusteeandotherbusinessparticipantsareliquidatedduetoreasonssuch

aslegaldisaggregation,revocationorbankruptcy,thespecialplanassetsshallnot

belongtotheirliquidationproperty.However,intheassetsecuritizationbusinessin

China,sincetherearenolawsandregulationsclearlystipulatingspecialpurpose

vehicleandwhethertheTrustLawprevails,itshouldbetreatedspecificallyasdoubts

stillremaininrelatedlegalnaturethatwhetherunderlyingassetscanrealizerealsale

andwhetherspecialpurposevehiclecanbeseparatedfrom bankruptcyriskof

originalequityholder,managerandasset-backedsecuritiesholder.

Bankruptcy remote is categorized as originalequity holder,managerand

asset-backed securities holder bankruptcy remote. Since there is only the

Administrative Regulations applicable forbankruptcy remote function ofasset

securitizationembodiedbyasset-backedplanwhichcannotbelegallysupportedby

theTrustLaw asthesuperiorlaw,bankruptcyremotefunctionshouldbeanalyzed

legallybasedonthreeriskisolationentities.(BecausetheTrustLawgivesthespecial

purpose vehicle bankruptcyremote function,butitonlyapplies to the special
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hisproperty.AccordingtoArticle38oftheBankruptcyLaw,apartfrom effectively

delineatingthepropertyofthespecialplanandtheinherentpropertyofthemanager,

thepropertyofthespecialplanisgenerallynotrecognizedastheliquidatingproperty

ofthemanager.Therefore,thetransferofassetsrequiressettingupaspecialplan

accountandseparatingaccountingforthespecialplan.Inthecurrentlegalsituation,

theriskisolationfrom themanagerwillbesupportedbythelaw.

Bankruptcyremotewiththeasset-backedsecuritiesholderdependslargelyon

theisolationfrom investors.AccordingtoArticle14oftheSupremePeople’sCourt

forthePeople’sCourtstoSealup,DistrainandFreezePropertiesinCivilEnforcement,

“thePeople’sCourtmaysealup,distrainandfreezepropertysharedbytheexecuted

personandothers,andnotifiestheco-owner.Iftheco-owneragreestodividethe

jointpropertywithconsentofthecreditor,thePeople’sCourtmaydeterminethatitis

valid.Theeffectofseal-up,distrainmentand freezing and thepropertyofthe

executoraftertheagreeddivision;theseal-up,distrainmentandfreezingofthe

propertyofotherco-owners,thePeople’sCourtshalldecideonthat.”Therefore,in

themarketpracticeofassetsecuritization,itisgenerallystatedinspecialplan

documents:“Beforethespecialplanexpires,asset-backedsecuritiesholdermaynot

claim todividespecialplanassetsandmaynotrequirethemanagertorepurchase

theasset-backedsecuritiesthatheobtainedorreceived.”

Insummary,consideringthatthebankruptcyremoteofspecialplan-embodied

assetsecuritizationisnotstipulatedinlaw inChina,whetheritcanachievereal
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bankruptcyremotedependsonthespecificcircumstancesofthethreeisolated

entitiesand otherapplicablelaws.However,thereisdisputeonwhetherasset

securitization,featuringroadtollrightandticketrightastheunderlyingassets,can

realizebankruptcyremoteundercurrentlawsduetotheparticularityofunderlying

assets.

6.1.2ParticularityofInfrastructureAssetSecuritization

Since China’s infrastructure transactions often involve state-owned assets,

whichisrelativelycomplicated.Therefore,intheinfrastructureassetsecuritization

practice,correspondingchargerightistakenasunderlyingassets.However,dueto

itsparticularity,bankruptcyremoteininfrastructuresecuritizationfails.

Infrastructure charge right(hereinafterreferred to as “charge right”)is to

authorizeafranchisedspecialpublicutilityunittoenjoytherighttochargeparticular

infrastructureorpublicservices.Theparticularityofinfrastructurechargerightis

seenasfollows:

(a)Chargerightisapartoffutureaccountsreceivablecreditor’srights

SubjecttoArticle4oftheMeasuresfortheRegistrationofPledgeofAccounts

Receivable(hereinafterreferredtoas“RegistrationMeasures”),accountsreceivable

referstotherightoftherightholdertoobtainpaymentfrom theobligorforproviding

certaingoods,servicesorfacilities.Thiskindofaccountsreceivablecreditor’srights

includesexistingandfuturemonetarycreditor’srightsandgeneratingproceeds.The

articlealsoliststhetypesofaccountsreceivable,includingchargerightsofroads,

bridges,tunnels,ferriesandotherrealestate.TheRegistrationMeasuresrecognize
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toacertainextenttherighttochargeroadsandsoonasoneoftheaccounts

receivable,butduetothefutureuncertaintyofthechargerights,it’squestioned

whetheritcanrealizetruesale.

(b)Relativeuncertaintyoffuturecashinflowsgeneratingfrom chargeright

Therighttochargeasakindofunderlyingassetsusuallydoesnotform abasic

agreementfortheprovisionofpublicgoodsorservicesatthetimeoftransfer.The

servicesreferredtothatundersuchagreementsareservicestobeprovidedinthe

futureperiodoftime.InaccordancewiththeContractLawofthePeople’sRepublic

ofChina(hereinafterreferredtoasthe“ContractLaw”),insuchcases,iftheoriginal

equityholderdoesnotprovideanyservice,theusermayhavetherightofdefense

againstthecharge,thatis,theuserhastherighttorefusepaymentoftheservicefee

undertheserviceagreementfortheforegoingreasons.SincetheContractLaw is

superiortotheRegistrationMeasures,problemscenteratwhetherthechargeright

cantrulybesoldasanaccountreceivable.

(c)Relativeuncertaintyofthecorrespondingdebtor

In the assetsecuritization projects with accounts receivable as underlying

assets,whateverfinancialleasingormicrofinancecreditor’rights,thereisalreadya

basiccontractexecutedandtakingeffectatthetimeoftransferoftheunderlying

assets.Accordingtoitsbasiccontract,thedebtorundertheunderlyingassetshas

specificity.According to therelevantprovisionsoftheContractLaw and other

applicablelawsandregulations,thetransferofcreditor’srightsmustbenotifiedto
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thedebtorbeforeittakeseffect.Therefore,inchargerightprojects,theholder

lackingspecificdebtorcannotfulfillrightnotificationprocedurewhenhisorher

underlying assets are transferred orrights improvementeventoccurs,thereby

affectingtherealsaleoftheunderlyingassets.

Tosum up,duetotheparticularityofinfrastructurechargerightthatnotthe

ownership butonlyincome rightis transferred,the realbankruptcyremote is

impossibletooriginalequityholder.Theunderlyingassetswillbeliquidatedonce

originalequityholdergoesbankrupt.Inaddition,it’sstilldoubtfulwhethertruesale

canberealizedduetouncertaintyofinfrastructurechargerightinthefuture.

6.1.3TheKeyRoleofFinancialLeasinginBankruptcyRemote

Duetoparticularityofinfrastructurechargeright,financialleasingcompanies

canplayakeyroleininfrastructureassetssecuritizationandrealizebankruptcy

remote oforiginalequity holder.By selling infrastructure to financialleasing

companythroughsale-leasebackandtakingrentalincomerightoffinancialleasing

companyasunderlyingassetstocarryoutsecuritization,bankruptcyremotefrom

underlyingassetsoforiginalequityholdercanberealized.

Thesale-leasebackmodeoffinancialleasingrealizestruesaleofunderlying

assets,andtheownershipiscompletelytransferredtoassetsoffinancialleasing

company.Unlikechargingrightstransfer,sale-leasebacktransactionsdirectlybuy

andsellunderlyingassets,originalequityholdernolongerhasthepowertoallocate

assets,and financialleasing company becomes the ownerand managerof

underlyingassets.RealbankruptcyremotecanberealizedaslongastheArticle31



164

ofBankruptcyLaw issatisfied,thatis,oncethefollowing behaviorsrelated to

debtors property occurwithin one yearbefore the acceptance ofbankruptcy

applicationbypeople’scourt,managershallhavetherighttorequestrevoke:(i)

assignpropertywithoutreward;(ii)tradingatanobviouslyunreasonableprice;(iii)

providingcollateraltodebtsthatarenotsecuredwithproperty;(iv)earlysettlement

ofdebtsthathavenotexpired;(v)waiverofclaimsthatrealizesbankruptcyremote.

Thetraditionalinfrastructuresecuritizationonlytransfersasset’sincomerightto

assetmanagementplan.Theinfrastructureisstillassetoforiginalequityholder.So,

atbankruptcyand liquidation,underlying assetswillbeliquidated.To sum up,

financialleasing can achieve true sale,and plays an irreplaceable role in

infrastructuresecuritization.

6.2TheKeyforFinancialLeasingtoAttractForeignInsuranceFunds

6.2.1ProblemsExistinForeignInsuranceFunds’DirectInvestmentinInfrastructure

(a)Separatedfrom physicalassets,failtoachievebankruptcyremote

Insurance funds investmentin infrastructure mostlyin the form ofequity,

withoutsupportofcorresponding physicalassets.According to Article 10 in

AdministrativeMeasuresonIndirectInvestmentofInsuranceFundsinInfrastructure

Projects,investmentininfrastructureprojectscanbeintheform ofcreditor’srights,

equityrights,propertyrightsandotherfeasibleways,amongwhichinvestmentinthe

form ofcreditor’srightsshouldhaveclearrepaymentschedule;investmentinthe

form ofequityrightand PPP should choose projects with transparentpricing

mechanism,foreseeablestablecashflow orclearplantowithdraw.Atpresent,
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domestic laws and regulations didn’tputstrictrestriction on investmentin

infrastructureintheform ofpropertyrights.Forinsurancefundsinvestmentin

infrastructure,according to Administrative Measures on IndirectInvestmentof

InsuranceFundsinInfrastructureProjects,insurancefundsshouldbeentrustedto

trustee,andthetrusteehastherighttomakeinfrastructureprojectinvestmentplan

inhis/herownnameaccordingtowillingnessoftrustor,andcarryoutmanagement

orpunishmentforbenefitofbeneficiary orforspecific purpose.Insurance

companiesarenotallowedtopurchaseinfrastructuredirectly.Theycanonlyinvestin

underlyingassetsthroughasset-backedspecialplan.Inaddition,regardinginsurance

funds’requirementsonassetliquidity,itisimpossibleforinsurancefundstodirectly

purchaseinfrastructurethathaslongerrecoverytime.Insurancefundsinvestmentin

infrastructureismostlyintheform ofequityinvestmentforbetterliquidity.However,

wheninsurancecompaniesinvestininfrastructurethroughequitypurchase,theyare

oftenattheriskofinferiorliquidationwhenownerofunderlyingassetgoesbankrupt

becausetherearenophysicalassets.

(b)Obstaclesstillexistinforeigninsurancefundsinvestmentininfrastructure

Inthepast,duetoforeignexchangecontrol,therewereobstaclesinforeign

fundsdirectinvestmentinChina’sinfrastructure.Somanyforeignfundsfinancial

leasingcompaniesbecameforeignfundsaccesstoChinarelyingontheirunique

advantages.WithChina’sfurtheropeningup,especiallytheestablishmentoffree

tradezone,obstaclesinforeignfundsinvestmentininfrastructurearediminishing.
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ButtherearestillobstaclesinforeigninsurancefundsdirectinvestmentinChina’s

infrastructure construction.For example,according to SpecialAdministrative

MeasuresfortheAccessofForeignInvestment,overseasinvestorscannotinvestin

fieldsprohibitedinNegativeListfortheAccessofForeignInvestment;investmentin

thenon-prohibitedfieldsinNegativeListfortheAccessofForeignInvestmentshall

haveapproval;andforeign-investedpartnershipsshallnotbeestablishedinfields

whereinvestmenthasequityrequirements.Inaddition,manyinvestmentprojectsin

negativelistrelated to infrastructureconstruction putlimitson theinvestment

shareholdingproportionofforeignfunds.

6.2.2TheKeyRoleofFinancialLeasinginIntroducingForeignInsuranceFundsinto

China’sInfrastructureConstruction

(a)Keyroleinbankruptcyremote

Financialleasingisbackedbyphysicalassets.AccordingtoprovisionsofArticle

2inMeasuresfortheSupervisionandManagementofFinancialLeasingCompanies,

financialleasingbusinessreferstotransactionactivityinwhichlessorpurchases

leasedobjectsfrom sellerasrequiredbylessee,providesthem tolessee,andlessee

pays the rent. Therefore,financial leasing is backed by physical assets.

Sale-leasebackmodelcanrealizerealbankruptcyremotefrom underlyingassetsof

lessee,whichisinlinewithsecurityconsiderationofinsurancefunds.

(b)Keyrole offinancialleasing in breaking through obstacles offoreign

investment

AccordingtoNoticeoftheStateAdministrationofForeignExchangeonRelevant
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IssuesforImprovingForeignDebtAdministration(IssuedbySAFE[2015]No.74),

financialleasingcompaniesbackedbyforeignfundsareallowedtoborrow foreign

funds,whichgivesthesecompaniesthefunctionofattractingforeignfundsdirectly.

Withtheestablishmentoffreetradezone,financialleasingcompanies’advantages

inforeignfundsaccessisweakened.Butfinancialleasingisstillachannelto

introduceforeigncapital.Inparticular,financialleasingcompaniescanhelpforeign

investors to investin infrastructure projects thatcould nothave been directly

invested.With financialleasing model,financialleasing companies carry out

sale-leasebackofinfrastructurethathasrestriction on foreigninvestment,then

conductasset-backedsecuritizationtakingfuturerentalincomeasunderlyingasset,

andthusindirectlyinvestinrestrictedinfrastructure.
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CHAPTER7

APPLICATIONANDCASEANALYSIS:FOREIGNINSURANCEFUNDSREVITALIZE

HIGH-QUALITYSTOCKINFRASTRUCTURETHROUGHFINANCIALLEASING

Thischapterexplainshow GOLDEN BRIDGELEASING introducesandutilizes

foreigninsurancefundsininvestmentinChina’sinfrastructureconstructionthrough

financialleasingbyusingtwocases.Thecasespresentedinthispartholdgreat

significancefortheindustryandareproventobegroundbreakinginexploringand

promoting the innovative modelof using foreign insurance funds to invest

infrastructureconstructioninChinaviafinancialleasing.Thetwocasescanbe

regarded as the pioneerin introducing foreign insurance funds and innovating

financialleasingmodelandholdmoreurgentandrealisticimportanceforresearch

and promotion,especiallyafterthereleaseofregulationsstating thatfinancial

leasingcompaniesarenotallowedtouseborrowedfundsasitsownfunds.

7.1Case1:DomesticCompanyAUsesForeignInsuranceFundstoInvestDomestic

FinancialLeasingProject

Inthisproject,thelesseeisCompanyA,thelessorisGOLDENBRIDGEUNITED

FINANCIALLEASINGCO.,LTD.(Mr.ShiJinshanservesasthepresident),thedirect

provideroffundsisaSPVcompanyinCaymanIslands(fundedbySwissInsurance

CompanyC),thefinalfundprovideristheSwissInsuranceCompanyC.

Lessonstobelearnedfrom thisproject:

1.ByestablishingaSPV companyregisteredinCaymanIslands,theSwiss

InsuranceCompanyC cannotonlylendmoneytotheaffiliatedcompany(SPV)

withoutabankinglicense,butalsoisolaterisks.Thatistosay,oncethelesseeisnot

abletorepaydebtsintime,theInsuranceCompanyCcanquicklydivesttheSPV

companyandprotectitself.



169

2.AccordingtotheprovisionsoftheNoticeoftheStateAdministrationof

ForeignExchangeonImprovingtheIssuesRelatedtotheManagementofForeign

Debt (State Administration of Foreign Exchange Document [2015](No.74),

foreign-funded financialleasing companiesareallowed to borrow foreign debt.

GOLDENBRIDGEUNITEDFINANCIALLEASINGCO.,LTD.isthereforeusedtoborrow

foreigndebtandserveasthemanagerofthisproject.Itactsasthedesignerofthe

transactionstructure,creditriskcontrollerandtherecipientofstablecashflowfrom

thelessee.

3.Inthiscase,inordertogetthelessee’screditrecognizedbyforeigninsurance

CompanyC,firstly,GroupB withstrongfinancialstrengthandhighcredibilityis

arrangedtoprovidecreditguaranteesforCompanyA;secondly,GroupBusespartof

itsforeignequityascollateralfortheloans,toensurethatCompanyA’sliquidassets,

suchasproductionline(subjectmatter),canbeconvertedtocashwhenithas

difficultyinrepayingtheloans;lastly,GOLDEN BRIDGELEASING willcollateralize

CompanyA’sfuturecashflowincomerightstoSPV.Therefore,from CompanyAto

GOLDEN BRIDGELEASING,andthenfrom GOLDEN BRIDGELEASINGtoSPV,and

lastlyfrom SPVtotheSwissinsurancebankC,theriskofthewholechainisproperly

controlled.

7.1.1TheMainBodyandBasicElementsoftheLeaseTransaction

(1)Basicelements

Table17.BasicElements(2)

Basicelements

Natureoftheproject Financialleasing(onetypeoffinancialleasing:sale-

leaseback)

Lessee CompanyA

Lessor GOLDEN BRIDGE UNITED FINANCIAL

LEASINGCO.,LTD.

Direct provider of foreign

funds

SPV company established in Cayman Islands

(fundedbySwissInsuranceCompanyC)
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Finalfundprovider SwissInsuranceCompanyC

Leasedobject ProductionLineXassets

Leaseprincipal $100million

Other Lease term,annuallease interest rate,rental

paymentmethodandbankcharges

(2)Guaranteemeasures

1.Domesticguaranteemeasures:

Toensuretherentreceivableclaimsofthelessorarerealizedunderthefinancial

leasingcontract,thelesseeagreestoprovidethefollowingguaranteemeasures:

(1)ThedomesticHoldingGroupBshallprovidejointandseveralguaranteefor

thelessee’srentpayableunderthefinancialleasingcontractandissuealetterof

guarantee;

(2)Thelesseeshallprovidethelessorwiththecollateralguaranteeintheform

ofallrevenuesgeneratedbyProductionLineXduringthefinancialleaseterm,sign

thecollateralcontractandregisterthecollateralatCreditReferenceCenterofthe

People’sBankofChina.

2.Overseasguaranteemeasures:

ToensuretherepaymentofprincipalandinteresttotheoverseasSPVcompany

underthe cross-borderloan agreement,the following guarantee measures are

arranged:

(1)Thelessorshalltransferthejointandseveralguaranteerightsunderthe

guaranteecontractsignedwithGroupBtoSPVcompanyandgothroughrelevant

filingandregistrationproceduresatForeignExchangeAdministrationinaccordance

withtheforeignexchangemanagementsystem;

(2)ThelessorshallusetheassetsofProductionLineXunderthefinancial

leasingcontractownedbyitselfascollateraltoSPV companytoguaranteethe

repaymentofprincipalandinterestunderthecross-borderloancontract,undergo



171

relevantcollateralregistration procedures and go through relevantfiling and

registrationproceduresatForeignExchangeAdministrationinaccordancewiththe

foreignexchangemanagementsystem;

(3)ThelessorshalltransfertherightstouseincomegeneratedbyitsProduction

LineX ascollateralto SPV companyduringtheperiodofthefinancialleasing

contract,proceedwithregistrationofchangesincollateralatCreditReferenceCenter

ofthe People’s Bank ofChina and go through relevantfiling and registration

procedures atForeign Exchange Administration in accordance with the foreign

exchangemanagementsystem;

(4)Thelessorshallusealltherentreceivableclaimsunderthefinancialleasing

contractascollateraltooverseasSPV company,signcollateralcontractandgo

through relevant filing and registration procedures at Foreign Exchange

Administrationinaccordancewiththeforeignexchangemanagementsystem;

(5)Thelessee’sparentcompany,thedomesticHoldingGroupB,shallusethe

stocksofitsHongKong-listedcompanyascollateraltoSPVcompanytoguarantee

itsrepaymentofprincipalandinterestunderthecross-borderloancontract,and

proceedwithrelevantstockcollateralregistrationproceduresinaccordancewiththe

provisions.

7.1.2TransactionStructureofFinancialLeasing

1.Basicbusinessprocesses
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Figure27.BasicBusinessProcesses(1)

2.Descriptionofbasicbusinessprocesses:

[1]ThelessorshallsigntheFinancialLeasingContractwiththelessee(onetypeof

financialleasing:sale-leaseback).

[2]Domesticguaranteemeasures:(1)ThedomesticHoldingGroupBshallprovide

jointandseveralguaranteeforthelessee’srentpayableunderthefinancialleasing

contractandissuealetterofguarantee;(2)thelesseeshallprovidethelessorwith

thecollateralguaranteeintheform ofallrevenuesgeneratedbyProductionLineX

duringthefinancialleaseterm,signthecollateralcontractandregisterthecollateral

atCreditReferenceCenterofthePeople’sBankofChina.

[3]SwissInsuranceCompanyC shallsignaloancontractwithSPVcompanyto

provide $100millionloanforSPVcompanyinaccordancewiththeloancontract.

SPVshalltransfer$100millionofferedbySwissInsuranceCompanyCtoGOLDEN

BRIDGEUNITEDFINANCIALLEASINGCO.,LTD.inaccordancewiththecross-border

loancontractsignedwithGOLDENBRIDGEUNITEDFINANCIALLEASINGCO.,LTD.

andthenproceedwithforeigndebtregistration.GOLDENBRIDGEUNITEDFINANCIAL

LEASINGCO.,LTD.shallactaslessorandpaythe$100millionprincipaltothelessee

CompanyAthroughtheescrowaccount.
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[4]Cross-borderguaranteemeasures:(1)Thelessorshalltransferthejointand

severalguaranteerightsundertheguaranteecontractsignedwithGroupBtoSPV

companyand go through relevantfiling and registration proceduresatForeign

ExchangeAdministrationinaccordancewiththeforeignexchangemanagement

system;(2)thelessee’sparentcompany,thedomesticHoldingGroupB,shallusethe

stocksofitsHongKong-listedcompanyascollateraltoSPVcompanytoguarantee

itsrepaymentofprincipalandinterestunderthecross-borderloancontract,and

proceed with relevantcollateralregistration procedures and relevantfiling and

registrationproceduresatForeignExchangeAdministrationinaccordancewiththe

foreignexchangemanagementsystem;(3)thelessorshalltransfertherightstouse

incomegeneratedbyitsProductionLineXascollateraltoSPVcompanyduringthe

periodofthefinancialleasingcontract,proceedwithregistrationofchangesin

collateralatCreditReferenceCenterofthePeople’sBankofChinaandgothrough

relevantfilingandregistrationproceduresatForeignExchangeAdministrationin

accordancewiththeforeignexchangemanagementsystem;(4)thelessorshalluse

alltherentreceivableclaimsunderthefinancialleasingcontractascollateralto

overseasSPVcompany,signcollateralcontractandgothroughrelevantfilingand

registrationproceduresatForeignExchangeAdministrationinaccordancewiththe

foreignexchangemanagementsystem;(5)thelesseeshallusethecirculatingstocks

ofitsHongKong-listedcompanyascollateraltoSPV companytoguaranteeits

repaymentofprincipaland interestunderthe cross-borderloan contract,and

proceedwithrelevantstockcollateralregistrationproceduresinaccordancewiththe

provisions.

[5]Thelesseeshallpaytherenttothelessorinaccordancewiththefinancialleasing

contract.The lessorshallpay back the loan to SPV in accordance with the
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cross-borderloan contract.SPV shallrepaytheprincipaland interestto Swiss

InsuranceCompanyCundertheloancontract.

7.2 Case2:InternationalInsuranceFundsInvestmentin China’sInfrastructure

throughInnovativeFinancialLeasingModel

ComparedtoCase1,thecasehasthefollowingdifferences:1.Thesubject

matterisahighwayandisendorsedbythegovernment,withhighcreditratingand

relativelyhighdegreeofreliability;2.theFrenchInsuranceCompanyDhasmanaged

tolockupthecapitalcoststhroughtwoswapdealsarrangedbyCompanyC.

Inthiscase,fortheassetend,GOLDENBRIDGELEASINGmanagestomakethe

highwayassetsownedbyalargeState-ownedCompanyA thesubjectmatterof

leasethroughthearrangementofsale-leaseback,whichinvigoratesthefinancingof

stockinfrastructureassetsowned byCompanyA;forthedebtend,theSwiss

InternationalInsuranceCompanyCmanagestoholdequityorbondsorstructured

assetsecuritizationproductsofGOLDEN BRIDGELEASINGbyestablishingSPVin

CaymanIslands.Inthiscase,foreigninsurancefundscanbeinvestedinChina’s

sustainable infrastructure construction with the supportof GOLDEN BRIDGE

LEASING!

7.2.1TheMainBodyandBasicElementsoftheLeaseTransaction

(1)Basicelements

Table18.BasicElements(3)

Natureoftheproject Financialleasing(onetypeoffinancialleasing:sale-leaseback)

Lessee DomesticCompanyA

Lessor GOLDENBRIDGEUNITEDFINANCIALLEASINGCO.,LTD.

Foreignfundarranger OffshoreCompanyC

Directproviderof

foreignfunds

SPVCompanyestablishedinCaymanIslands(fundedbyFrench

InsuranceCompanyD)

Finalfundprovider FrenchInsuranceCompanyD

Leasedobject HighwayXassetsandauxiliaryfacilities

Leaseprincipal RMB3billion(foreigncurrencyequivalent)

Other Otheritemsagreedforthisproject:leaseterm (10years),annuallease
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interestrate(5%to6%),rentalrepaymentmethod,thefundarranger’s

arrangementfees(front-endfees)andotherexpenses,tonameafew.

(2)Guaranteemeasures

1.Domesticguaranteemeasures:

Toensuretherentreceivableclaimsofthelessorarerealizedunderthefinancial

leasingcontract,thelesseeagreestoprovidethefollowingguaranteemeasures:

(1)ThedomesticHoldingGroupBshallprovidejointandseveralguaranteefor

thelessee’srentpayableunderthefinancialleasingcontractandsignthecontractof

guarantee;

(2)ThelesseeshallprovidetheHighwayX’sentiretollcollectionrightsitowns

ascollateraltoguaranteetherepaymentofrentaldebtsunderthefinancialleasing

contract,signthecollateralcontractconcerningtollcollectionrightsandensurethat

relevantadministrativedepartmentsissuedocumentstoapprovethecollateral,and

complete the registration of tollcollection rights as collateralat relevant

transportationauthoritiesandCreditReferenceCenterofthePeople’sBankofChina

asrequired;

(3)Thelesseeshallagreetosetuptheescrowaccountfortollcollectionatthe

supervisingbankdesignatedbythelessor,whichisspecificallyusedtoreceivetoll

revenuesfrom thehighwayandisundersupervisionofthebankandthelessor,and

signthesupervisionagreement.

2. Cross-borderguaranteemeasures

ToensuretherepaymentofprincipalandinteresttotheoverseasSPVcompany

underthe cross-borderloan agreement,the following guarantee measures are

arranged:

(1)Thelessorshallagreetousealltherentreceivableclaimsunderthefinancial

leasingcontractascollateraltooverseasSPVcompany,signcollateralcontractand
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go through relevant filing and registration procedures at Foreign Exchange

Administrationinaccordancewiththeforeignexchangemanagementsystem;

(2)ThelessorshallusetheassetsofHighwayXandauxiliaryfacilitiesunderthe

financialleasingcontractownedbyitselfascollateraltoSPVcompanytoguarantee

therepaymentoftheprincipalandinterestofunderthecross-borderloancontract,

undergo collateralregistration procedures and go through relevantfiling and

registrationproceduresatForeignExchangeAdministrationinaccordancewiththe

foreignexchangemanagementsystem;

(3)ThelessorshallagreetotransfertherightstouseHighwayX’stollcollection

rightsascollateraltoSPV,proceedwithregistrationofchangesincollateralandgo

through relevant filing and registration procedures at Foreign Exchange

Administrationinaccordancewiththeforeignexchangemanagementsystem;

(4)Thelessorshalltransferthejointandseveralguaranteerightsunderthe

guaranteecontractsignedwithGroupBtoSPVcompanyandgothroughrelevant

filingandregistrationproceduresatForeignExchangeAdministrationinaccordance

withtheforeignexchangemanagementsystem;

(5)Thelessorshalltransfertherightstosupervisetheescrowaccountfortoll

collectionofHighwayXtooverseasSPVcompany.

7.2.2TransactionStructureofCross-borderFinancingandFinancialLeasing

1.Basicbusinessprocesses
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Figure28.BasicBusinessProcesses(2)

2.Descriptionofbasicbusinessprocesses

[1]ThelessorandthelesseeshallsigntheFinancialLeasingContract(onetype

offinancialleasing:sale-leaseback),withleaseprincipalofRMB3billion.

[2]Domesticguaranteemeasures:(1)ThedomesticHoldingGroupB shall

providejointandseveralguaranteeforthelessee’srentpayableunderthefinancial

leasingcontractandsignthecontractofguarantee;(2)Thelesseeshallprovidethe

HighwayX’sentire tollcollection rightsitownsascollateralto guarantee the

repaymentofrentaldebtsunderthefinancialleasingcontract,signthecollateral

contractconcerningtollcollectionrightsandensurethatrelevantadministrative

departments issue documents to approve the collateral,and complete the

registrationoftollcollectionrightsascollateralatrelevanttransportationauthorities

andCreditReferenceCenterofthePeople’sBankofChinaasrequired;(3)thelessee

shallagreetosetuptheescrow accountfortollcollectionatthesupervisingbank

designatedbythelessor,whichisspecificallyusedtoreceivetollrevenuesfrom the

highwayandisundersupervisionofthebankandthelessor,andsignthesupervision

agreement.
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[3]TheFrenchInsuranceCompanyD shallsignaloancontractwithSPVto

provideRMB 3 billionloanforSPV inaccordancewiththeloancontract.SPV

companyshalltransferRMB3billionofferedbyFrenchInsuranceCompanyDto

GOLDEN BRIDGEUNITED FINANCIALLEASING CO.,LTD.inaccordancewiththe

cross-borderloan contractsigned with GOLDEN BRIDGE UNITED FINANCIAL

LEASINGCO.,LTD.andthenproceedwithforeigndebtregistration.GOLDENBRIDGE

UNITEDFINANCIALLEASING CO.,LTD.shallactaslessorandpaytheRMB500

millionprincipaltothelesseeCompanyAthroughtheescrowaccount.

[4]Cross-borderguaranteemeasures:(1)Thelessorshallagreetouseallthe

rentreceivableclaimsunderthefinancialleasingcontractascollateraltooverseas

SPVcompany,signcollateralcontractandgothroughrelevantfilingandregistration

proceduresatForeign Exchange Administration in accordance with the foreign

exchangemanagementsystem;(2)thelessorshallusetheassetsofHighwayXand

auxiliaryfacilitiesunderthefinancialleasingcontractownedbyitselfascollateralto

SPVcompanytoguaranteetherepaymentoftheprincipalandinterestofunderthe

cross-borderloancontract,undergocollateralregistrationproceduresandgothrough

relevantfilingandregistrationproceduresatForeignExchangeAdministrationin

accordancewiththeforeignexchangemanagementsystem;(3)thelessorshall

agreetotransfertherightstouseHighwayX’stollcollectionrightsascollateralto

SPV,proceedwithregistrationofchangesincollateralandgothroughrelevantfiling

andregistrationproceduresatForeignExchangeAdministrationinaccordancewith

theforeignexchangemanagementsystem;(4)thelessorshalltransferthejointand

severalguaranteerightsundertheguaranteecontractsignedwithGroupBtoSPV

companyand go through relevantfiling and registration proceduresatForeign

ExchangeAdministrationinaccordancewiththeforeignexchangemanagement
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system;(5)thelessorshalltransfertherightstosupervisetheescrow accountfor

tollcollectionofHighwayXtooverseasSPVcompany.

[5]Thelesseeshalltransfertherentfrom itsspecificpaymentaccounttothe

lessor’sspecificreceivingaccountinaccordancewiththefinancialleasingcontract.

Thelessorshall,uponreceivingtherent,paybacktheloantoSPVinaccordancewith

thecross-borderloancontract.SPVshallrepaytheprincipalandinteresttoFrench

InsuranceCompanyDundertheloancontract.

[6]Thecoordinationoftheoverseasandcross-borderfundtransactionsshallbe

arrangedbytheforeignfundarrangerCompanyC.
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CHAPTER8

CONCLUSIONSANDOUTLOOK

Financialleasingcompanies,withspecialcharacteristics,areboundtoplayan

importantroleininfrastructurefinancingunderthenewera.Itisfinancialcompany

thatcanbuynon-self-useoperatingassetsdirectly,whichgivesflexibilitytofunds

application,breaksdownthelimitationoftraditionalfinancialinstitutionsatasset

side,anddirectlyservestherealeconomy.Financialfeaturesalsogiveitconvenience

atdebtside,providingitrichersourceoffundsthanenterprisesinrealeconomy.Asa

result,financialleasing companies can play the assettrading role and take

advantageoftheiruniqueadvantagesinservingrealeconomy.Ontheassetside,

financialleasingcompaniescaninvestininfrastructureconstructionprojectsand

alleviatedebtburden oflocalgovernments.On thedebtside,financialleasing

companieschannelforeigninsurancefundsintoChina’sinfrastructureconstruction

byassetsecuritizationorothermeans,whichharmonizessecurityneedsofforeign

insurancefunds.Atthesametime,financialleasingcompaniescanalso solve

financingproblem commonlyfacedbyfinancialleasingindustrythroughdiversified

financingchannels.

Atpresent,theinnovativeforeigninsurance-fundedfinancialleasingmodelisthe

mostinnovativeandpracticalmodelforinfrastructureconstructioninChina.Onthe

one hand,the financialleasing modelcan trulyrealize bankruptcyremote and

investorsriskremote;on theotherhand,asset-backed securitizationcan solve

financialleasingcompanies’fundssourceproblem.Itisofgreatsignificanceto

introduceforeigninsurancefundsintoChina’sinfrastructureconstructionthrough

innovative models.Through reasonable transaction structure design,innovative

financialleasing modelintroduces low-costforeign funds to investin China’s
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infrastructureinthepremiseofnotviolatingChina’scurrentlawsandregulations.

Thetransactionmodelincludesequity,bondandstructuredproduct.Thispaper

introducesandjustifiesthatthesemodelsarebothinnovativeandpracticalinChina.

Ininnovativemodel,financialleasingcompaniescanplaytheroleofasset

transactionarrangementandtakeadvantageoftheiruniqueadvantagestoserve

entities.Itisthemostinnovativeandpracticalmodeforinternationalinsurance

fundstoinvestinChina’sinfrastructureconstructionthroughinnovativefinancial

leasingmodel.Itisofgreatsignificancetointroduceforeigninsurancefundsinto

China’s infrastructure construction through innovative models.The innovative

financialleasing modelis embodied in the structure arrangementofequity

investment,bondinvestmentandassetsecuritizationproductsofforeigninsurance

fundsontheliabilityandequityside.
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