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Chinese lessors eye cheap financing
from overseas bond markets

Tuesday 10 May 2016, 18:24 by Cichen Shen Back to Lloyd's List Asia

Chinese lessors said the low Libor rate was reducing

borrowing costs. Mattz90/Shutterstock.com

Interest rates can be as low as 2%

CHINA'S financial leasing companies, backed by large state-owned banks, are exploring the
global bond markets to reduce costs and expand their business.

Speaking at the Capital Link Forum in Shanghai on Tuesday, a group of Chinese lessors said
the low London interbank offered rate and weakening Chinese yuan are helping them to raise
cheaper funds on the overseas bond markets, which gives a further boost to their already rapid
expansion.

The primary function of Libor is to serve as the benchmark reference rate for debt instruments,
including government and corporate bonds.

Guo Fangmeng, executive director of shipping at ICBC Financial Leasing, said his firm tended
to raise more money directly from the bond market rather than borrowing from commercial
banks.

“The result is not bad. The Libor is now low, so our borrowing cost is cheaper.”
“If Libor increases, we can go back to traditional bank loans.” he added.

Earlier this year, it issued $200m of offshore project bonds, guaranteed by the Export-lmport
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Bank of Korea, with two of its liquefied natural gas carriers as underlying assets. The deal that
securitises the vessel charter hires was regarded as the first of its kind in the debt capital
market in the shipping industry.

In November last month, it also issued $1.5bn of bonds in the US.

Mr Guo said the company would do more overseas bond issuing this year. “As we get more
cheap funds, we can do more business. This is our strategy right now.”

ICBC Leasing, the country’s biggest shipping lessor, has expanded its vessel assets by 26% to
about Yuan60bn ($9.2bn) over just the past seven months, according to Mr Guo.

The lessor is now actively seeking opportunities in Iran as the latter has announced its multi-
billion-dollar newbuilding scheme.

Huang Lei, assistant general manager of another Chinese leasing major, Minsheng Financial
Leasing, said that since the yuan began to weaken against the dollar around August last year,
US dollar-dominated bonds issued by Chinese firms have been in short supply.

While expectation is high that the yuan will depreciate further, Chinese investors are
increasingly interested in holding US dollar assets, preferably offshore bonds issued by Chinese
corporates, as many of them are not familiar with foreign players, Mr Huang told Lloyd’s List on
the sideline of the conference. At the same time, the number of Chinese bond issuers in
overseas markets is decreasing as a depreciating yuan reduces incentives for currency
arbitrage.

“But we lessors still want to issue bonds in US dollar, because we need to use it [for building
ships],” Mr Huang said, adding that such short supply would help them further lower the cost of
bond issuing.

The interest rate of bonds issued by Chinese lessors, such as Minsheng Leasing, in Hong Kong
and Singapore can be as low as about 3% per annum, according to Mr Huang.

Some bigger players with a good credit rating, such ICBC Leasing, which boasts an A-rating
from Standard & Poor's, can even lower the coupon rate close to 2%, sources familiar with the
matter said.

This has enabled the leasing players in China to accept projects with a return of 5%-6%, while
private equity funds would require return rates double that in order to please underlying
investors.

Xu Wei, senior project manager at China Merchant Bank Financial Leasing, said his company
shared a similar strategy with ICBC Leasing in that it would increase bond issuance on the
global market while keeping good relations with foreign banks.

For CM International Financial Leasing, a joint venture between non-state owned China
Minsheng Investment and South Korea’s Hana Bank, the picture might be a bit different.

Liu Hua, managing director of the shipping department at CM Leasing, said his firm will also
pursue the bond market this year in mainland China and Hong Kong. But it will bear higher
costs without the sheer size of its compatriot peers backed by state-owned parent banks.

The lessor, established in April 2015, is yet to own vessels on the water. It expects to take
delivery of some containerships in the following months. In the future, it is looking to explore the
market in chemical and gas carriers and offshore floating production, storage, offloading vessel
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projects, according to Mr Liu.

“We can’t compete with ICBC or CMB leasing. Even if we issue bonds in international market,
we won't have the same cost advantage.”

However, as a result of its non-state owned banking feature, CM Leasing is not regulated by the
China Banking Regulatory Commission. This has given the joint venture lessor more flexibility in
a business model that straddles leasing and equity funds.

“We have the flexibility to do the kind of business model that provides both equity investment
and long-term debt financing.”

Article from Lloyd's List
https://www.lloydslist.com/ll/sector/finance/article524544.ece
Published: Tuesday 10 May 2016
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Chinese shipping lessors could face
default risk, says Nord LB

Thursday 12 May 2016, 02:54 by Cichen Shen Back to Lloyd's List Asia

Leasing firms' credit ratings are based on that of their

parent banks'.

But leasing giants in China may be 'too big to fall', says Chinese lessor

FOR many players in today’s shipping world, cost is king. So are China’s leasing houses, who
are gaining momentum in winning owners’ hearts in the global ship financing market.

Major lessors in the country have successfully leveraged on the sheer size of their state-owned
bank parents to drive down the borrowing cost from overseas creditors. But fears have arisen
that such moves might push them toward riskier avenues of expansion.

Nord LB, which provides financing services for the Chinese lessors, voiced such concerns
during the Captial Link Form held in Shanghai earlier this week.

Aaron Zen, who heads the bank’s Ship Finance Asia Pacific division, told Lloyd’s List that the
leasing firms have been increasingly turning to his bank over the past year as they attempt to
leverage their transactions after clinching leasing deals.

The lessors are seeking to obtain senior debt with lower interest rates, he said, with “pricing
expectations very demanding, and not something we can always fulfil”.

Some deals, however, were still satisfied. Not just because lessors can boast of good credit
ratings, but also because the deals come attached with a recourse mandating the parent banks
bail out their leasing offshoots should there be debt defaults.
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Fitch Ratings recently affirmed the Issuer Default Ratings (IDRs) of five leasing subsidiaries of
Chinese banks. ICBC Financial Leasing, Bank of Communications Financial Leasing, and CCB
Financial Leasing all received an A rating, while CDB Leasing — the leasing arm of China
Development Bank — was granted an A-plus rating.

“But their ratings are not really their own but based on their parent companies. And sometimes
the recourse provided by their parent companies is only implicit,” said Mr Zen.

This might create a mismatch between pricing and risk of the projects being funded by Chinese
lessors, he said, as easy access to financing could lead to less-prudent deals that may result in
defaults from the lessees, or even the lessors.

“What we want to see is what happens if push comes to shove, if there is a situation where
there needs to be a bailout for the leasing companies,” Mr Zen said, adding if that day comes, it
will provide more clarity on whether current pricing regimes are appropriate or not.

“My expectation is there will be more [defaults] to come, [as] some of the leasing companies
have taken on a lot of transactions”.

Shipping assets of Chinese leasing majors stood at Yuan95bn ($14.9bn) at end-June 2015
compared with Yuan28bn at end-2010, the latest data from China Merchants Bank showed.

To date, ICBC Leasing, the country’s biggest shipping lessor, has expanded its vessel assets to
about Yuan60bn.

But Huang Lei, assistant general manager of Minsheng Financial Leasing, one of the main
Chinese lessors, suggested that the problem might be overstated, and the issue should be
reviewed on a case-by-case basis.

“When we are dealing with those big-name clients, we need to be very competitive, so we'll
choose to offer better prices and reduce the financing costs at our end,” he told Lloyd’s List on
the sidelines of the conference.

“But when we have the upper hand in bargaining power over other clients, we might not need to
do so.”

The growing trend for Chinese lessors, at least the major ones, is to go abroad and engage with
the big industry names deemed be strong and credible counterparties to deal with.

Taking ICBC Leasing as an example, more than 70% of its total vessel assets are derived from
overseas clients, mostly large players.

Leverage ratios

Speaking on condition of anonymity, one source from a leading Chinese bank-backed leasing
firm told Lloyd’s List that his company and its peers are “too big to fall”.

He said state-owned banks might not directly pay for any defaulted-upon loans owned by their
leasing units, but they are required by Beijing to always keep sufficient equity capital in their
units to maintain their leverage ratios, which are currently about nine times.

This is a recourse that in theory would provide unlimited liquidity, according to the source,
because whenever there is a failed project and financial problems hit the lessors’ capital
adequacy, the parent banks must step in to intervene.
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Yet the argument has failed to alleviate Mr Zen’s concerns, especially when bond defaults by
some Chinese state-owned enterprises also deemed too big to fail are on the rise, and the
profitability of those large Chinese banks is deteriorating.

“I've seen a lot of things, bailouts happening and not happening,” he said.

“And we are in shipping. We thought going with the German KG model would have no
problems, right?”

Article from Lloyd's List
https://www.lloydslist.com/ll/sector/finance/article524679.ece
Published: Thursday 12 May 2016

© 2016 Informa plc. All rights Reserved. Lloyd's is the registered trademark of the Society
incorporated by the Lloyd's Act 1871 by the name of Lloyd's
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The Capital Link Shipping Leadership Awards honor global leaders in the shipping space recognizing their contribution
to the development of the industry. They are presented in the context of our forums in New York, London, Athens and
now Shanghai. We are honored to present the “Capital Link China Shipping Leadership Award’ to Mr. Yang Xian Xiang,
Chief Executive Officer of SITC International Holdings in recognition of his role in building SITC into a major diversified

inter-Asian Chinese shipping group and his contribution to internationalizing the profile of Chinese Shipping.
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