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Chinese corporate bonds backed by bank SBLC
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+(852) 3988-6925 creasing number of Chinese corporate issuers have used the
steve.wang@bocigr oup.com credit enhancement of Standby-Letter-of-Credit (SBLC) from
either a Chinese bank or non-Chinese bank to support their

bond issuance in the international market.
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the direct, unconditional and unsubordinated obligation of
the financial institution underwriting the SBLC.
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xi.liu@bocigroup.com 4)3\7’59}&5}‘? #)+F 2K . / The significance of a SBLC is fully

recognized by the rating agencies as a full-faith credit obli-
gation of the SBLC bank to the covered bonds, as marked by
their rating assignments that are pari passu with the bank’s
senior unsecured debt.
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market appears to be more conservative towards the
SBLC-backed bonds, as they were priced and traded at some
material spread concessions to the senior unsecured bonds
from their SBLC banks, reflecting investors’ demand for
structural, liquidity and even name-recognition compensa-
tions from SBLC bonds as compared with owning bank’s senior
unsecured bonds directly.
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estimates on the spread concessions of the three BOC SBLC
bonds and find that they offer 45-93bps Z-spread pickups vs.
comparable Asian ex-Japan senior bank bonds, with Hainan
Airlines 2020s the most attractive and Cosco 2022s the least.
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Bond investors have seen an increasing number
of Chinese corporate bonds issued with a credit
enhancement feature in the form of Stand-
by-Letter-of-Credit (SBLC). Such SBLCs were
underwritten by either Chinese banks or
non-Chinese banks as a credit support for
Chinese companies to issue bonds in the in-
ternational market (largely in the USD space).
Zijin International was the first of recent cases,
followed by China Resources Cement, Cosco
Holdings and Hainan Airlines. Bank of China
(BOC), through its various branches (namely its
Paris Branch, Beijing Branch and Hainan
Branch), has furnished SBLCs for the bond is-
suance of Zijin, Cosco and Hainan Airlines, re-
spectively, while DBS’s HK Branch provided a
SBLC to China Resources Cement’s new issue.

Some specifics on SBLC structure

First of all, SBLC is an issue-specific credit en-
hancement, rather than offering a general cre-
dit support to the issuer. Fig. 1 demonstrates
the typical structure of a SBLC-backed issu-
ance. Under the structure, bonds in concern
are covered and supported by an irrevocable
and unconditional SBLC from a financial insti-
tution. As the SBLC represents a direct, un-
conditional, and unsubordinated obligation of
the financial institution that provides the SBLC,
the issue rating is in pari passu with the senior
unsecured rating of the sponsoring financial
institution.

Secondly, the SBLC structure is similar to a
credit guarantee in function but only at the
issue level. The SBLC is drawable by the bond
trustee, on behalf of bond holders, to ensure
timely payment of interest and principal at
times when the bond issuer fails to comply with
the requirements in relation to the prefunding
any payable amount or is in default. In some
cases, the onshore parent of the bond issuer
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B 1: 4RAT& 15 B IEIEAE by & 1k K 4745 #/ Fig. 1: Corporate issuance with credit enhancement of SBLC issued by a

financial institution
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agencies). Using Zijin as an example, it trades
at 106.5 with a Z-spread of 161, which offers
63bps pickup over ICBC’s senior bonds due
2017.
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Relative values among the three BOC-SBLC
backed issues

We look at the relative value of the three
bonds backed by BOC’s SBLC. Qur comparisons
are based on a spread curve constructed from
A1/A rated Asian ex-Japan senior bank bonds
(see Fig. 3). Since there are no A1/A rated se-
nior banks bonds available beyond the 5-year
tenor, we have to rely on the Aa3/A+ senior
bank spread curve to parallel extrapolate the
A1/A curve.

We find that all of the three SBLC bonds are
trading much cheaper to comparable senior
bank bonds. Based on the A1/A curve, we es-
timate that Zijin 2016s, Hainan Airlines 2020s
and Cosco 2022s offerings 63bps, 93bps and
45bps Z-spread pickups, respectively. Appar-
ently, Hainan Airlines 2020s offers the most
relative value, while Cosco 2022s offers the
least.
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DISCLOSURE

The views expressed in this report accurately reflect the personal views of the analysts. Each analyst declares that
neither he/she nor his/her associate serves as an officer of nor has any financial interests in relation to the listed
corporation reviewed by the analyst. None of the listed corporations reviewed or any third party has provided or
agreed to provide any compensation or other benefits in connection with this report to any of the analysts, BOCI
Research Limited and BOCI Group. Member companies of BOCI Group confirm that they, whether individually or
as a group (i) do not own 1% or more financial interests in any of the listed corporations reviewed; (ii) are in-
volved in making a market in the securities of Industrial & Commercial Bank of China Ltd, Bank of China Ltd and
BOC Hong Kong (Holdings) Ltd; (iii) do have individuals employed by or associated with certain member compa-
nies of BOCI Group serving as an officer of Bank of China Ltd and (iv) have investment banking relationship with
Zijin Mining Group Co Ltd, China Cosco Holdings Co Ltd, Industrial & Commercial Bank of China Ltd, Bank of China
Ltd and BOC Hong Kong (Holdings) Ltd within the preceding 12 months.

Notwithstanding that BOCI Research Limited and BOC International Holdings Limited is a subsidiary of Bank of
China Limited and affiliate of BOC Hong Kong (Holdings) Limited, BOCI Research Limited and BOC International
Holdings Limited have no authority whatsoever to give any information or make any representation or warranty

on behalf of BOC Hong Kong (Holdings) Limited and Bank of China Limited.

This disclosure statement is made pursuant to paragraph 16 of the “Code of Conduct for Persons Licensed by or
Registered with the Securities and Futures Commission” and is updated as of 20 February 2013. Waiver has been
obtained by BOC International Holdings Limited from the Securities and Futures Commission of Hong Kong to dis-

close any interest the Bank of China Group may have in this research report.




DISCLAIMER

This report was originally prepared and issued BYCBResearch Limited for distribution to their
professional, accredited and institutional investastomers. It is not directed to, or intended for
distribution to or use by, any person or entity vidha citizen or resident of or located in any laga
state, country or other jurisdiction where suchtritistion, publication, availability or use woule b
contrary to law or regulation or which would sulijBOCI Research Limited, BOC International
Holdings Limited and its subsidiaries and affila{eollectively “BOCI Group”) to any registratiom o
licensing requirement within such jurisdictions.réoof the material, nor its contents, nor any copy
it, may be altered in any way, transmitted to, edpir distributed to any other party, without thiep
express written permission of BOCI Group. All tramdeks, service marks and logos used in this repart
are trademarks or service marks or registeredmades or service marks of BOCI Group.

The information, tools and material presented iis tieport are provided to you for information
purposes only and shall not be used or consideseah affer or the solicitation of an offer to saito
buy or subscribe for securities or other finan@iatruments. BOCI Group may not have taken an|
steps to ensure that the securities referred tioisSrreport are suitable for any particular invesidhe
contents of this report do not constitute investnaelvice to any person and such person shall not be
treated as a customer of BOCI Group by virtue oénéng this report.

Information and opinions presented in this repastehbeen obtained or derived from sources believe
by BOCI Group to be reliable, but BOCI Group mak®srepresentation as to their accuracy or
completeness and BOCI Group accepts no liabilityléss arising from the use of the material
presented in this report unless such liabilityesiander specific statutes or regulations. Thientap

not to be relied upon in substitution for the ei@@®of independent judgment. BOCI Group may have
issued other reports that are inconsistent with, r@ach different conclusions from, the information
presented in this report. The reports reflect tifferént assumptions, views and analytical methafds
the analysts who prepared them. For the avoidahc®ubt, views expressed in this report do not
necessarily represent those of BOCI Group.

This report may provide the addresses of, or corfitgperlinks to, various websites. To the exthat t
this report refers to material outside BOCI Groupgn website, BOCI Group has not reviewed the
linked sites and takes no responsibility for theteat contained therein. Such address or hyperlink
(including addresses or hyperlinks to BOCI Grougis website material) is provided solely for your|
convenience and information and the content ofittked sites does not in any way form part of thig
report. Accessing such websites shall be at yownr risk.

BOCI Group may, to the extent permitted by lawtipgrate or invest in financing transactions with
the issuer(s) of the securities referred to in thsort, perform services for or solicit businesmnf
such issuers, and/or have a position or effecsaretions in the securities or other financial imstents
thereon. BOCI Group may, to the extent permittedalay act upon or use the information or opinions
presented herein, or the research or analysis arhvitey are based, before the material is puldishe|
BOCI Group and the analysts preparing this reatli an “analyst” and collectively the “analysts”)
may have relationships with, financial interestsombusiness relationships with any or all of the
companies mentioned in this report (each a “listeboration” and collectively the “listed corpora-
tions”). See “Disclosure”.

Information, opinions and estimates are providedmfias in” basis without warranty of any kind and
may be changed at any time without prior noticathig in this report constitutes investment, legal
accounting or tax advice nor a representationahgtinvestment or strategy is suitable or approgria
to your individual circumstances. Nothing in theport constitutes a personal recommendation to you.

This report has been prepared and issued by BOS3#dReh Limited. This information is confidential
and is intended solely for the use of its recipiemhis report is distributed in Hong Kong by BOCI
Research Limited and BOCI Securities Limited; inggipore by BOC International (Singapore) Pte.
Ltd. This report and any information, material aahtents herein are intended for general circutatio
only and do not take into account the specific #trent objectives, financial situation or particula
needs or any particular person. This report andiafoymation, material and contents herein are
intended for general circulation only and do néetanto account the specific investment objectives,
financial situation or particular needs or any jeatar person. The investment(s) mentioned in this
report may not be suitable for all investors arkeeson receiving or reading this report should seek
advice from a financial adviser regarding the ity of such investment(s), taking into accoums t
specific investment objectives, financial situatmmparticular needs of that person, before making
commitment to purchase any of such investment(sg Juitability of any particular investment or
strategy whether opined on, described in or redeteein this report or otherwise will depend on g
person’s individual circumstances and objectives simould be confirmed by such person with hi
advisers independently before adoption or impleatén thereof (either as is or is varied).

Without prejudice to any of the foregoing disclaimeo the extent that the reader is an accredited
expert investor as defined in Regulation 2 of theaRkcial Advisers Regulations (“FAR”) of the
Financial Advisers Act (Cap. 110) of Singapore (A=} BOC International (Singapore) Pte Ltd is in
any event exempted (i) by Regulation 34 of the FAd®n the requirement to have a reasonable balis
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for making any recommendation as mandated unddin8e27 of the FAA, and (ii) by Regulation 35
of the FAR from the requirements in Section 36h&f FAA mandating disclosure of any interests i
securities mentioned in this report, or in theigasition or disposal, that it or its associated of
connected persons may have. The recipient ofrthlysis or report should contact BOCI in Singapore
if they have any queries as to the report/analy@apyright 2013 BOCI Research Limited, BOC
International Holdings Limited and its subsidiarésl affiliates. All rights reserved.
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