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Submission regarding the Announcement on Further Supporting Offshore Institutional
Investors Engading in Bond Repurchase Business on the Interbank Bond Market
(Public Consultative Document)
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The Asia Securities Industry & Financial Markets Association (“ASIFMA”) 1 and the International Capital
Market Association (“ICMA”, together with ASIFMA, “we”, “us” or “Associations”),2 on behalf of our
members, are grateful for and welcome the opportunity to comment on the Announcement on Further
Supporting Offshore Institutional Investors Engaging in Bond Repurchase Business on the Interbank
Bond Market (Public Consultative Document) (“Consultative Document”) and the accompanying
explanatory statement (“Explanatory Statement”) published by the People’s Bank of China (“PBOC”)
and the State Administration of Foreign Exchange (“SAFE”).
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e (SIFMA) DLKEERM &g th & (ARME) FEIBCEE, JLRIR AL BRI AT Se B bR, NIX IR
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ASIFMA is an independent, regional trade association comprising a diverse range of over 165 leading financial
institutions from both the buy and sell side, including banks, asset managers, professional service firms and
market infrastructure service providers. Together, we harness the shared interests of the financial industry to
promote the development of liquid, deep and broad capital markets in Asia. ASIFMA advocates stable,
competitive and efficient Asian capital markets that are necessary to support the region’s economic growth.
We drive consensus, advocate solutions and effect change around key issues through the collective strength
and clarity of one industry voice. Our many initiatives include consultations with regulators and exchanges,
development of uniform industry standards, advocacy for enhanced markets through policy papers, and
lowering the cost of doing business in the region. Through the GFMA alliance with SIFMA in the United States
and AFME in Europe, ASIFMA also provides insights on global best practices and standards to benefit the
region.
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For over 50 years ICMA and its members have worked together to promote the development of the
international capital and securities markets, pioneering the rules, principles and recommendations which have
laid the foundations for their successful operation. In pursuit of its objectives, ICMA brings together members
from all segments of the wholesale and retail debt securities markets, through regional and sectoral member
committees, and focuses on a comprehensive range of market practice and regulatory issues which impact
all aspects of international market functioning. ICMA prioritises three core fixed income market areas — primary,
secondary, repo and collateral: with two cross-cutting themes of sustainable finance and FinTech and
digitalisation. ICMA currently has around 620 members active in all segments of international debt capital
markets in 67 jurisdictions globally. Among ICMA’s members are private and public sector issuers, banks and
securities dealers, asset and fund managers, insurance companies, law firms, capital market infrastructure
providers and central banks. ICMA is a not-for-profit association (Verein) under the Swiss Civil Code. ICMA is
headquartered in Zurich, with offices in London, Paris, Brussels and Hong Kong and registered in the Zurich
Commercial Register.
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We appreciate the on-going efforts of the PBOC, SAFE and other financial regulators in further opening
up the market for bond repurchase transactions (“repos”) on the China Interbank Bond Market (“CIBM”)
to offshore investors. The release of the Consultative Document is also a significant step in
implementing the six policy measures announced by the PBOC and the Hong Kong® Monetary Authority
(“HKMA?”) on 24 January 2024 to deepen financial cooperation and interconnection between China
Mainland and Hong Kong.*
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In this letter, we set out our members’ consolidated comments in relation to the Consultative Document,
including: (i) requests for further guidance and clarifications on certain aspects of the Consultative
Document; and (ii) recommendations that would provide greater legal and regulatory certainty to
offshore investors, which would in turn encourage greater offshore participation in the CIBM repo market.
We are grateful to King & Wood Mallesons for their support in preparing this letter based on input from
our members.

BRARS A U E RSO PR, AR R A “A7 R EREIAE) A R 263

Unless otherwise indicated or the context otherwise requires, references to “Article” in this letter are to
the relevant article of the Consultative Document.

2 ERMR

Executive summary
AT CAERE LAY 10 3 2 DA G SRS 2 F

Our key comments and recommendations in relation to the Consultative Document are summarised as
follows:

S UARRBRIAZZHK: (1 “FB7 R4E “PERANRISNMEFEBRITEX” ; (2) “dE” . “h
EORKE”  “BEN 7 B b ET RIRHEANRIEAE, AOREEERNATEIX . W TRATBIX A G X
Fo (3) “HEAh R “AEhET
For purposes of this submission: (1) “Hong Kong” means “Hong Kong Special Administrative Region of the
People's Republic of China”; (2) “China”, “China Mainland”, “onshore” or “PRC” means the People’s

Republic of China excluding Hong Kong, Macau Special Administrative Region and Taiwan; and (3) “offshore”
means “non-PRC”.

4 15 . https://www.hkma.gov.hk/eng/news-and-media/press-releases/2024/01/20240124-3/ .
Please see https://www.hkma.gov.hk/eng/news-and-media/press-releases/2024/01/20240124-3/
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(i)

(ii)

(iii)

(iv)

Association

B RAOVBIENREATHA R FARSS TS T BRI AR TS A ek sss g0k
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Article 1: We respectfully request that the PBOC clarify how offshore eligible investors with
no current onshore bond accounts or cash accounts (such as those investors which access
the CIBM through Northbound Trading under Bond Connect) may participate in the CIBM repo
market. In this respect, the PBOC and relevant onshore and offshore financial market
infrastructure (“FMI”) organisations may consider leveraging, where appropriate, existing
onshore and offshore infrastructural linkages (e.g., those established under Bond Connect).

Bk BNBHARBATH LT LA S TP H4ES: (D GERER) Xt T
RIS " GBS KRG RS2 ) HE, W 53R4T IR 5% B i b
F g (B 2 T R 3E AF 77 SO & (20 38 Robr RO 23 SE 3o 7 i o4 = ml o, 82 24 4
Al R BN A ROEAT IR @ I & RO, R kB A

Article 2: We seek further PBOC guidance on: (1) how the description of “bond repurchase
business” in the Consultative Document (which envisages a transfer of the underlying bonds)
can be reconciled with the way pledged repos have traditionally operated in the CIBM repo
market; and (2) how a pledged repo involving a transfer of the underlying bonds can be
effected and documented under applicable PRC laws, including the specific PRC legal basis
for such a transaction.

BR%: RAOVBENREATHRA T MBS TS GEREWR) 3K PR 6 54 5
LM, DL ST BRHR SN “ RS S GE IR AR " o BATBEER
N ARAT 3 — D AL AU B Ah B A AT A R Tt JRAT TS 4R N IRERAT R A2
ICMA 5 ERATIR T e CREBEWR” D) AR, HIFAGHEE ST AfnE,
AN E SR PR AT A o BRI, BRATIEIY ICMA - (BLR HA SRR A B AT L
AL AR N RHRAT M .

Article 5: We recommend that the PBOC clarify the type(s) of offshore self-regulatory
organisations (“SROs”) that fall under the intended scope of Article 5, as well as the
circumstances in which an in-scope SRO would be considered to be “provid[ing] services to
offshore institutional investors” for the purposes of Article 5 of the Consultative Document. We
also request that the PBOC provide details regarding its proposed regulation and supervision
of offshore SROs. In this respect, we note that unlike the National Association of Financial
Market Institutional Investors (“NAFMII”), ICMA does not self-regulate its members, nor does
it create or enforce mandatory industry rules. Therefore, we respectfully request that ICMA
(and other similar offshore voluntary industry associations) should not be subject to the
PBOC’s regulation and supervision.

F: WATREANRBATHMA AT BN R LM ICMA KAR (A BRE N E P
( “GMRA” ) G HAEGUT 177 I T I8 AL 5y . F51E3] GMRA 1EE B [11 1 1737 1)
FUHAL, DLRIEAME T E X GMRA [EEREE (ZEWLLEC RS, 2 EREEE,
ICMA 7E &ERVEHE PN C BTN iz E W CeARH A 7Tl fidr & ) , v
M B AES GART IR G5 U T A GMRA, Bk K HR m AT A 457 5 [0 W 17 4 O I 5
UL AR 5y STl 46 R 3K
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Article 7: We respectfully request that the PBOC expressly allow offshore investors to
document transactions on the CIBM repo market using the standard form template of the
Global Master Repurchase Agreement (“GMRA”) published by ICMA. Given the
predominance of the GMRA in the international repo market and offshore investors’ familiarity
with the GMRA (which is written in English, governed by English law and supported by industry
legal opinions commissioned by ICMA around the world), allowing the use of GMRA by
offshore investors for the CIBM repo market would significantly enhance the attractiveness of,
and facilitate the efficient documentation of transactions in, the CIBM repo market.

Ft%: 5 CPENRILMEBIRMATAEMEY  C° CRE)Y 7 ) =1 =K 000E N K
B, CAESREART) 28 -Lac AR PR E A N BRARATZEAT B E i R EAR S . 248, W
RN RARAT TR B SRA ¢ B AL 2 BT ML B 2> 4 BE X [ 3= B IR HH % SR HE, B4 ICMA
(BN GMRA IR ATRAL 5) B2 47 S VFARGE AT IR 28 L2k M N IRERATHE1T GMRA %%, Al
WU, TR, 7B RRATIEAT & S0 ORI B8 v ke iR 2, Tk
SLPRZEE I LS AT A FE BB . MRS E R, (IATE) B =t =i
LR A& REOR WAL E R B EFVEA . FRE, ETAIREED), (PERTETS
fRF A 5 E P (2013 4F/D ) ¢ “NAFMIN EEEYL” ) 76N RERAT 58 & R0 AL
FeHAE A 8.

Article 7: Consistent with Article 33 of the Futures and Derivatives Law of the People’s
Republic of China (“FDL”), Article 7 of the Consultative Document should not expressly specify
the persons that can make a record filing of the relevant master repo agreement with the
PBOC. If, however, the PBOC nonetheless decides to retain the requirement that only the
relevant SROs can making a record filing, and if ICMA does in fact fall under the intended
scope of Article 7, ICMA (as the publisher of the GMRAS) should be allowed to make a record
filing of the GMRA with the PBOC pursuant to Article 7 of the Consultative Document. We
also request that only the standard form template of the relevant master repo agreement,
instead of the actual executed master agreements and any supplements or annexes, should
be filed with the PBOC for this purpose. This approach would be consistent with the filing
requirement for template derivatives master agreements under Article 33 of the FDL.
Furthermore, we note that only the standard form template of the 2013 NAFMII Master Bond
Repurchase Agreement (“NAFMII Master Repo Agreement”) was filed with the PBOC.¢

X GMRA TR T B4 I AR BT . 56 T 2 by A SN LA 0T BRI 55 TR 5% f 435 X
S0 M ML B A ROAS 14 v B B, FRATT 9 A U B SE AN e TR T WA AT GMRA TR
FUE ([ 5E 5 26 1B A S T AT VE AR AT e e 1. AR N AT FANE J= e 12
€ LN RARAT AN B SR AN A BER) 5% T3k — 2D SCRPBEAM UM $% 58 B AEARAT (8] 6 27 T 3 T e 5
[N 5 A ) BIEREERRA ¢ (REAEY 7 O HUIFIAAT £ 1L EEs S HL -

Recognition of repo close-out netting under the GMRA: Given the critical importance of
close-out netting in reducing credit risks and regulatory capital costs associated with repos,
we strongly recommend that the enforceability of close-out netting of repos documented under

5 WIERHKE, GMRAZ—ANATFA IR ERS s, H AR TR X7 ) BAR G DL HEAT RE -

We note that the GMRA is a publicly available standard form document and is tailored by the parties to take
into account their specific circumstances.

6 WA GRS 2013 4E 2 5%, https://iwww.nafmii.org.cn/ggtz/gg/201301/t20130121_198006.html.,

See NAFMII Announcement [2013] No. 2.
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the GMRA be expressly recognised at a PRC legislative and/or regulatory level. We
respectfully request an express recognition of close-out netting under the GMRA in the
finalised version of the PBOC and SAFE’s Announcement on Further Supporting Offshore
Institutional Investors Engaging in Bond Repurchase Business on the Interbank Bond Market
(“Finalised Announcement”).

(viiy  HARR: RAIBEANREATH GEREA) MRS TRAES, BRHREART:
(1) BENET AAHS N RIS (2) 3\ T RS ERE RN, (3)
5 < R 117 37 2 At BB ML) ) 7 [0 D S 470 85 A Rk I ORAE b o SRR ISR LK (4) B
AT AEARAT 18] 65353 B T 7 AT AU AE 5 B > T IR S5 AR B, JEH R S =K [l D R b 1) 52
KSR IR AR T, DL R A 58 AR A B OGS B A 5B BT G (AR A S B 55 AL

Other comments: We respectfully request that the PBOC provide detailed guidance on other
key aspects of the Consultative Document including, among other things: (1) actions that
SROs are required to take under Article 6; (2) the type of macroprudential regulation
contemplated by Article 8; (3) the formulation by relevant FMI organisations of standards and
processes for pledge registration and daily margining in respect of repos; and (4) the
accounting and tax treatment of transactions entered into by offshore investors on the CIBM
repo market, particularly the tax treatment of the transfer of the underlying bonds in an outright
transfer repo and the tax treatment of manufactured interests payable by onshore market
participants to offshore market participants.

3 2. Z5hERTRASEETSRSEIMEE R
Request for clarifications regarding expanded offshore investor access
to the CIBM repo market

WRYE CALSRE AR FIRE, FEMRAT IR 65 T BT BLIR 28 5 (M B ALK 35 58 3 2 0] 2 5 4RAT 18] 51 5% [e]
WaTIr. WY, BRIUA I =385 EARTT IS SARAT IR G BIAT 740 7, R el (B
FERLARAT . RIGAE L IERAE . ESERAR . WA F . (FIEA 7 L HAR G 8 T L) At
WM (BfEREES. BEEE. BEES) WS 58T GRRIETS. (ERE
JREY S 2 WA A R AT X L R AT BUX AN S I X LR BB B A B 5

Pursuant to the Consultative Document, all offshore institutional investors that engage in cash bond
transactions on the CIBM will be able to participate in the CIBM repo market. In other words, in addition
to the three existing categories of offshore entities that can access the CIBM repo market,” all types of
offshore financial institutions (such as commercial banks, insurance companies, securities companies,
fund management companies, futures companies, trust companies and other asset management
institutions) and medium and long-term institutional investors (such as pension funds, charitable funds
and endowment funds) will be granted access as well. Article 10 of the Consultative Document clarifies
that institutional investors in Hong Kong, the Macau Special Administrative Region and Taiwan are
considered offshore investors for these purposes.

T HAET 8BS S5HUTI G R TTSAE S EA EAAMAREEAN AT R R . BN E e A,
210 GBI AT BN R TS AT RS 0AT .
Currently, only (1) offshore sovereign entities such as central banks, monetary authorities and sovereign

wealth funds, (2) multilateral financial institutions and (3) offshore Renminbi clearing and participating banks
can access the CIBM repo market.
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HARrEd AT afmE T HERERR (CIBM Direct) & (ANRM) &8 848 HLH 12 % & it %)
C“QF1” ) FINBRATHIGZ TS T EHE AP REGRBFILSEFEERTMEAR ( “FREHAN
) FISERATH NG ETR D ERAR ( “ EREER” ) FrsnasRr . Fik, (ERE
) AL Z BT/ T8 fe i HAERAT M G 5 T kAT FAE 5 . H2, @ “dbmfiidsd” gk
PIRE IA EEAME VEE ( “dEMMRBBEREE " ) IHFERIFATMBE N GHEK  sism & ik, HHY
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TR F AT LEARAT (B 525 T AT RAAL 5, b — @ R F .

Offshore investors that currently access the CIBM through CIBM Direct and the Qualified Foreign
Institutional Investor and RMB Qualified Foreign Institutional Investor (“(R)QFII”) schemes already have
onshore bond accounts at China Central Depository and Clearing Co., Ltd. (“CCDC”) and/or Shanghai
Clearing House (“SCH”). Accordingly, the Consultative Document would naturally pave the way for
these types of offshore investors to directly trade on the CIBM repo market. However, offshore investors
that access the CIBM through Northbound Trading under Bond Connect (“Northbound Bond Connect
Investors”) do not have any onshore bond accounts or cash accounts, and bonds purchased by them
are held offshore through the Central Moneymarkets Unit (“CMU”) of the HKMA. Therefore, it is
presently unclear how Northbound Bond Connect Investors can trade in the CIBM repo market.

WATRENRBTAE (REAE) SBEMRZCHE R C“ (BFRER) 7 ) PEHEIbnfRE s &«
AT (8] 573 117 I BEAT [ 22 5 IHLRI AN AR 80 AESX 7, N RORAT ANAH S35 4 &b < i T 3 Atk 1t AL
FE BRI 2 FE LIS 2 (- 00 R 6 LA R85 A P St 1t EL IR ELa LA (i “fideid” ) IBARIA .
AT 00 PRIL, N RARAT BAR S8 A Ab <t LA e 06 30 — 0 T f 125 45 i 1t 3G EL e AL 1
A0 AL T 5 85 IR M 55 D5 T P SE 22 AR, RO AR, o0 T HEEAMR B S S AT 1A i 27 T [l I 52
KT AL E 2 RH LA A

We respectfully request that the PBOC clarify, either in the Finalised Announcement or any
accompanying frequently asked questions (“FAQs”), the mechanism and process through which
Northbound Bond Connect Investors will be able to transact on the CIBM repo market.® In this respect,
the PBOC and other financial regulators (including the HKMA) may consider leveraging existing offshore
and onshore infrastructure linkages (e.g., those established under Bond Connect®). Therefore, we

8 WE PSR AR EAR T () £ R “AERET BRI, R IE T A
BOLAEGRYIRL (L) 5 (i) anfr e IUA f 0078 B8 A28 ) JE i B0t L ELE HEAT 9, DASCRE R IE fi gz
St IE i R N A B CELAEIEE B AR SRl G AT D 5 BLE (i) CMU 2 B2 EARELAZ
5 SRR ORA 2 R BESL AL B

Potential issues that require further clarification include, among other things: (i) whether a Hong Kong law-
governed charge would be required in connection with a pledged repo over Bond Connect securities; (ii) how
the existing Bond Connect custody and trading link infrastructure will be updated to support the creation and
enforcement of a pledged repo in respect of Bond Connect securities (including enforcement by way of selling
the pledged Bond Connect securities); and (iii) whether the CMU would be acting as an agent in respect of
the creation and perfection of the relevant security interest.

O IRATERME, X TR E NRARATX “fiE” MRS Sl BE 2017 4F “fiRE T m ke
W,  “fiRE” N CAbriE Y A2 S AE AR IR A Sy KRR b, AR MK R AT 18] 65 2 11 3 14 [l D 12
SAETEN. FralER RIS, EARRT 2017 4 6 AR (W5 & HEGF 13 LB I8 A 1E & B AT 75
Y Bl T, REAFR “Abrd” R RBEY REIGREIE. FRES. e, UAREE
e, IR HILERT S . W http://iwww.pbc.gov.cn/goutongjiaoliu/113456/113469/3331208/index.html .
We understand that this approach aligns with the PBOC’s original vision for Bond Connect. Indeed, the

potential for Northbound Trading under Bond Connect to cover not only cash bond transactions but also repo
transactions in the CIBM was contemplated as early as 2017, when Bond Connect was first launched.
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would be grateful if the PBOC and the relevant onshore and offshore FMI organisations can provide
more details on any proposed cross-border infrastructural linkages that will facilitate offshore investor
participation in the CIBM repo market.

BEAh, %W B A BN RERAT i — 2B W B4R B S 5 AT (R 527 [ T 37 B G R D5 i e AL, O
THAES:

In addition, our members seek the PBOC'’s clarification and detailed guidance on offshore investors’
participation in the CIBM repo market:

(i)

(ii)

(iii)

FATERE, =JrBEE T (ERE AR B FEE A, HBAIA BN RIRAT KA K &Rl
SERE B UAL BEWE PR TR AH SR SR A Y 10, =7 [l RE 4R 1E R AZ ) X5 22 18], =5 ARER A 9k
BN (BEAZIEEW s, AR EWETT) , NEIEAE 5RO 3R 5o, 4558, fHIRMIE
o IR ILE S ARSI — R A 22 5 75 5K

While we expect that tri-party repos will be accommodated pursuant to the Consultative
Document, we would be grateful if the PBOC and relevant FMI organisations can clarify the
relevant operational details.1® By way of background, tri-party repo is a type of repo
transaction where a tri-party agent (which is neither the repo party nor the reverse repo party)
acts as an intermediary between the two parties to the repo to provide services such as
payment, settlement, collateral selection, custody and management.

HATB A RBTHW N IARE TS WRZ G X7 EINBAMITE (@A R RE i
NRAT 2 I P XM B2 3, Bt —J7 i) “fiorid” SENBRATRIfIR 1), —J7id
HARAT A2 T 3 B (CIBM Direct) =% QFI HRIBEANARAT A2 i1, BT Bt
“RRE” HEND R AW DAERRAT R R T AT R AL 5 .

We respectfully request that the PBOC clarify whether two offshore investors (including two
offshore investors that access the CIBM through different channels, e.g., one accessing
through Bond Connect and the other accessing through the CIBM Direct or (R)QFIl schemes
or both accessing through Bond Connect) can enter into repos with each other on the CIBM
repo market.

FATE BN RARAT AR R Bl T s 2Rk Vi LG Fe vr Al 40 “ el ” K ST R e s B
A5 (CIBM Direct) = QFI K/ 2 (A fir Rl Eead /o FATESR B, R4 RVFRIA K 2
A1 Py 7 3 5 Rl

10

Specifically, in a June 2017 Q&A on Bond Connect, a PBOC spokesperson stated that Northbound Trading
under Bond Connect will be gradually extended to cover bond repos, bond lending and other types of
transactions. See http://www.pbc.gov.cn/goutongjiaoliu/113456/113469/3331208/index.html

XL A EAR T, RERXXN G “Firrl” ERAITIE, URVFEIMIEFES AR
SEHFEE AR A K6, BUR T VMR T ARAT 0 6 23 M 52 5 5 2 BRIEE NS =J7 OB — [F)7E rp e i
SN A JR T S AT T LK P A

Such operational details would include, among other things, whether adjustments will be made to the current
Bond Connect custodian model to allow offshore investors to hold their bonds with more than one CMU

custodian, or to allow them to open accounts at the CCDC level with global custodians or triparty agents in
connection with CIBM repo transactions.
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We recommend that the PBOC and relevant FMI organisations should clarify whether there
will be any restrictions on the movement of bonds between Bond Connect accounts on the
one hand and CIBM Direct / (R)QFII accounts on the other. We respectfully submit that
portability of CIBM bonds between Bond Connect and CIBM Direct accounts should be
allowed.

(iv) FATE RN BARAT XS T RIAAE 5 R Z5 ERN Clan, 1 Sple 457 sAnT, JFatRAT
[T A AE 7 s S I e 45 .45 T a5 . IRATERIL, PS50 il AN 45 H N [R] I 14T
UeAh,  ARATIE 6373 I 5 5y P DRUAR (K 555 A AR B 2R Bl i a5 5V, OBE BAT B4R
TR 3 B2 58 5 DL 1L RIRE T o

We seek the PBOC’s clarification on the settlement conventions applicable to repo
transactions (e.g., whether net settlement will be available), as well as how cash settlement of
cross-border CIBM repo transactions will be conducted. We respectfully submit that cross-
border cash and securities settlements should occur simultaneously. In addition, the cross-
border remittance of cash proceeds derived from the liquidation of the underlying bonds in
CIBM repo transactions should follow the existing cash remittance procedures for cash bond
transactions on the CIBM.

BB AN S5 5 ANRET. A8 R. i EaiEil GndkesRs) Aentgit
RE BN e B AME Y S (B “dbrfirm” #%E) SENRAT AR BN k. 188 i
A ) 8,

We would be grateful for further opportunity to discuss with the PBOC, SAFE, other relevant financial
regulators (including the HKMA, where appropriate) and FMI organisations regarding the legal,
operational and technical aspects of enabling offshore investors (including Northbound Bond Connect
Investors) to access the CIBM repo market.

4 HREF “RIFXENE” P &R R 6525 L2l
Request for clarifications regarding “pledged repos” that involve the
transfer of the underlying bonds

CIERBIAG) 55 24 MWW AZ 5 %€ SO IR0 « L4417 438 Bl W75 BN BE & R, X7
LURAEARNIE — HI, IEIRIWTT /5 CAZYE G i WIE IR T« 0 /e MR IR I A R e se o, “ B8
WP G B 2/ W P A

Article 2 of the Consultative Document describes a repo as a transaction where the repo party “sells”
the underlying bonds to the reverse repo party and both parties agree that the repo party will “buy back”
the underlying bonds from the reverse repo party for an agreed price on a certain future date, and
“includes pledged repos and outright transfer repos”.

CIESR R AR D X “ e mIEL %" B2 LS TR RGF AL (true sale) JEhEZ BITWHIZE 5
ZHE, HizoE AR SE R B sCm A LW ml il 7, X R W% E SRS [ T 44 2
M AL SE W A, Eop —F AR R . BT S, (RS WA X T LW e € L5 N RERAT
FNSE 5y T Bb 2 B BT B AT (A S0 i b B8 CRA —2dk, (B2 B oK [ A 1 8 05 22 A BE U)K AR 42
BE o 0T BRI S, OB E OFIRAEAR K60 EROTIHR GG (AT A RUERS) |, TiRS
S A B W SE AR TR, ARBUAR BT ) 58 4 e il R UL oG BRI RS s D T SCHFERAT 1] £33 53 M1
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The Consultative Document’s definition of “bond repurchase business” appears to envisage an outright
transfer repo that involves the actual sale and subsequent buy back of the underlying bonds, as opposed
to a pledged repo which merely involves the creation of a security interest over the underlying bonds
without transferring title. Accordingly, while the Consultative Document’s definition is consistent with
the definitions of outright transfer repos previously published by the PBOC and NAFMII, it is different
from the previously published definitions of pledged repos.!* However, we note that the Consultative
Document’s definition of “bond repurchase business” ends with the phrase “includes pledged repos and
outright transfer repos”, which suggests that the definition is purporting to describe both pledged repos
and outright transfer repos. The explanation for this in the Explanatory Statement is that, in order to
support the convergence of the CIBM repo market with international practices, the Consultative
Document requires that when offshore institutional investors engage in repos on the CIBM, “whether in
the form of pledged repos or outright transfer repos, they must effect the transfer of the
underlying bonds to facilitate the disposal of the bonds by the reverse repo party (emphasis added)”.
This statement appears to suggest that both pledged repos and outright transfer repos must involve a
transfer arising from the sale and purchase (in Chinese: 3£32id J*) of the underlying bonds.

AN, CERE AR % T MWL 5 Wik, 290 K RS, AKFF& B ATERAT R 57 1 7
AL 5 255, WATFE L NARMIL (810 5 B3N 58 5 RS AE 5 SO 1 5 17 2K 1] D) R AR A A o
2R, ERAT 18] 5357 [0 T 32 B 5 44 2 [ D O R B8 S b ) i (0 SRS 7, i R BT AR R . Rk

— 75 1 RN AR I R BT R 53— J7 AR K555 S 5e e T BN, I 7T BB BUNAE (B SR A
A7, HETHELAE (hAE NRIERE R ) C“ (RERY 7 ) SRR A L4 =38 A7 ik
flHhs 12.

We note that the description of repo in the Consultative Document is different to how pledged repos
currently work in the CIBM and how they are documented under the NAFMII Master Repo Agreement.
Currently, pledged repos in the CIBM repo market do not involve transfers of the underlying bonds. It

o B, NREATHIEN (EERATH G160 5 EHIME) (2000 ) K Kl SO &g
JE R B <Rl 55 . BT, [RIT RHCER <e 1 388 [R5 H B A5 S, XU [ AR R E O H
1, [BI 7 s ZB0H 4% 240 5 [ DA R 5 T B ) B8 < AR A 2 308 [ WAy 5, 390 [ D 7y M o 00 JER L J 5 7 AR 3 45 [ DAY o

For example, the PBOC's Measures for the Administration of Bond Transactions in the National Inter-Bank
Bond Market (4 [E 447155 i 31515 20 % & FL739%) (2000) defines pledged repo as a short-term financing
transaction which involves pledging bonds. Specifically, the repo party receives funds and pledges bonds to
the reverse repo party, and both parties agree that, on a certain date in the future, the repo party must return
the funds to the reverse repo party together with interest, and the reverse repo party must release the originally
pledged bonds to the repo party.

[FIREHE, NAFMIL [0 3 B poed T KR e SOov: —J5 ¢ “IERIETT " O fER R b mss 7 —J7
CETEEWTT” ) 3[Rl 5 R IS S 1 1 R0 75 SAS B8 e S (R, 52 5 U5 20 AR SR A
—H CRPRIISE S D o 1 805 17 36 (8] 7 SA B30 5 e S5 A0, [ g 308 ] D A i [ W 5 53 _E € 1)
JRRLEIE 5 -

Similarly, the NAFMII Master Repo Agreement (published in 2013) defines a pledged pepo as a transaction
where one party (the repo party) pledges the underlying bonds to the other party (the reverse repo party) and
the reverse repo party pays the purchase amount on the purchase date to the repo party. The parties also
agree to a certain date (the repurchase date) on which the repo party will pay the repurchase amount to the
reverse repo party and the reverse repo party must release the pledge over the underlying bonds.
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is also unclear how a pledge can be effectively created over the underlying bonds in favour of the
pledgee if the bonds are transferred by the pledgor to the pledgee (to facilitate the usage of the bonds
by the pledgee during the repo tenor), and how such pledge can be recognised as a valid pledge or
security interest under the Civil Code of the People’s Republic of China (“PRC Civil Code”).1?

S BATER AR IR AR AT R ARAT 18] 52 73 [ 17 377 5 [ Bl AT 2 w4 [ o B 3 R (10 P AT AL
MKW B ARE S AR BOR HARAIIE, AU SH A RART 5L Kobr B0 5155 S Szt 7 i) s 4
SR B 24 A ] £ Hh [EE R A ROEAT IR, SRR IERLZS T B 2 145 S BT 2.

While we welcome the overall policy objective of converging the CIBM repo market with international
practices (including the prevalence of title transfer repos internationally), we respectfully request further
guidance and clarification from the PBOC on how exactly a pledged repo involving a transfer of the
underlying bonds can be effected and documented under PRC law, including the specific PRC legal
basis for such a transaction.'3

A E PREAT HOE AR - BEEH NS, G BOR SV IS N A5 & 1 GMRA S8 31T
KW, FEUIIN T GMRA 28 1B i a4 L] AT AT 1, B2 BLSEBLX — A bs (PEILEAR 55 6
GYRVER 7RGy s L s R AR R Y SRR I Lt R e R A R e, S, 0K S8
JiAH B R B R AEARAS R s 140 R4, XOR B Bl RS AR5 (K K21 ) 5 3Kk
B G RARKI R SRR D) MTEET N2, RIEERAFEZEL, NS HTinE
5 AR FL R H AN oA 5 B i 2 SRR SRR [ [ 52 5

We further submit that if the PBOC’s policy objective is to converge with international practices, this
objective can be adequately achieved by permitting offshore investors to enter into outright transfer
repos using the GMRA and by expressly recognising the enforceability of close-out netting of outright
transfer repos documented under the GMRA (these issues are further discussed in paragraphs 6 and7
below) — without the need to fundamentally transform the nature of pledged repos by stipulating that
pledged repos must also involve a transfer of the underlying bonds.* Moreover, it may be desirable to

2 (REs) BN AEMA— 0, BREESAMESS, 62 T B E SR EIE A TN 5L, B7ETG
BAEIERIRE DL, BB UL AL, WERARKI T D ik BTy, A8 (8l 7 34 82 4 o] /0B Y
BUEIL?

Article 441 of the Civil Code of the People’s Republic of China provides that unless the law stipulates otherwise,
a pledge is created over debt securities upon the delivery of the certificate evidencing the debt security, or if
no certificate evidencing the debt security is available, upon registration of the pledge. It is unclear how the

pledge can be registered by the repo party in a situation where the underlying bonds have been transferred
to the reverse repo party.

1B i, NREATMAEH EEENLIR ST, B ARG LSz o i R R SRR (s A RIERE
KTIEM (h N RICAE RIEM) ARG ZFRED) SN+ /& Halm4y “ib54HER7 [kt
AR, R “AESER7 §E S HiIEAXE “FBA LY GUdE “sei b ) BRI RS 2R,
PLARARI X B2 AR NPT R 5255 -

For example, the PBOC, in consultation with the PRC judiciary, should clarify whether a pledged repo involving
a transfer of the underlying bonds would constitute the new form of security arrangement called “security
interest by way of assignment” (in Chinese: ik 5#H{#) recognised under Article 68 of the Judicial Interpretation
of the Supreme People’s Court Concerning the Security-related Provisions in the Civil Code (“SPC Security
Interpretation”), pursuant to which the assignor transfers the collateral “in form” only (but not “in substance”)
to the assignee to secure obligations owed to the assignee.

W e ARAT () i BT 7 0 BB e BT, B IR W I R AR I BRI S e i SR R
CIESREAR) 55 — 25 i B 7 s X Ab i, B 7 2P AR B B A A AN E VA, B s 2L
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maintain the existing distinction between pledged repos (which do not involve a transfer of the underlying
bonds) and outright transfer repos (which do involve a transfer of the underlying bonds) because it gives
market participants the flexibility to choose which type of repo transaction to enter into based on their
commercial objectives and other relevant considerations.

5 RFESERAR
Offshore SROs

(IESR WS Y BB TLAFAE, SAh R I sent it . FRED “ ABE PR 5 & TR IR IT I 177 117
Ly 757 [l 55 S8 RS9 5 B4 S N EARAT 1 B 2

Article 5 of the Consultative Document provides that offshore FMI organisations and SROs that “provide
services to offshore institutional investors engaging in bond repo business in the [CIBM]” shall be subject
to the regulation and supervision of the PBOC.

FATE VN RARAT WS 55 T 2% P& A I B AMT L 2 SR B SR R ], IF b “ SR #5582 T
JEARAT R 5155 17 37 5055 [ WA 55 3R (H IR 55 7 IR AR R 5 T4 & (B BRI .« IR ES B840
S AR MRS 0L T 22 BANRBATIRE . FIRE, RATRAENRRAT RS2 — D A HX A%
Bioh B AL A0 I M e

We recommend that the PBOC clarify the types of offshore industry associations or organisations that
fall under the intended scope of Article 5, and provide guidance and examples on what would constitute
“provid[ing] services” to offshore investors that participate in the CIBM repo market. This would provide
clarity and certainty to offshore associations and organisations regarding the triggers for PBOC
regulation and supervision. Similarly, we also request that the PBOC provide details regarding how it
proposes to regulate and supervise in-scope offshore SROs.

WOE N REATHERNZ, RE—SEEHAN (WA 5D 8 il FpAT 5 hil t 80 e 3 pk o3 55
HAEH, (H—ERAT 2 (AICMA) FHEAS ST Ha B sl B EH . ICMA S RS Ea T A
JE o MERN—NEERVEMAT L2, ICMA TE [ 5 5] 1 77 37 1 35 2 A 60 2 A 0 B 8] ) 3= B WUAR HE Y AR
(Flan GMRA) |, FHZFE &RV 55 X0 T by N L3t 32 U SOhR A VO AR TR 122558 X 16 AT 047 P ATk
FHEREN. RE GMRATEEPBREIETIA ZMNA, HICMA RS HE AR sEG S R imins 5

AR FEE AR LA B [0  A BRAT 2= oE AR AL B P B R AR AR AP E I . KPR i 2 5# i kiT 2
BRI R, JREINE S R

Pledged repo is the dominant form of repo in the CIBM repo market. Currently, pledged repos do not involve
a transfer of the underlying bonds. If this practice were to change in the manner contemplated by Article 2 of
the Consultative Document, besides creating new legal issues and uncertainties, the existing pledge
registration and bond depository processes as well as the existing accounting and tax treatment of pledged
repos may also need to be fundamental changed, which may lead to a number of unintended consequences
and complexities for market participants.

FATE BB H TG0 K T A B B AT 00 6 55 D 507 1) B 1m0 B8 AT M B v SO, R
NAFMII [0 = D0 OGS T8 s . eAh, SEAMS ot 5 Bt AT Jot 1 2K [l W 52 5y I ] e 2 3 3 & v A AT
FOAh e R T ] T R £ AR AR B A HE N RAT TR 53 2 101 D T 37 0T Jee S 19 2K [l Ay R AR

We further note that there is currently no industry standard documentation for pledged repos in respect of
Bond Connect securities held by offshore investors because the NAFMII Master Repo Agreement only caters
for onshore pledges. Furthermore, offshore investors may encounter accounting and other issues when
engaging in pledged repo transactions on a cross-border basis. These issues pose additional obstacles for
offshore investors that wish to enter into pledged repos on the CIBM repo market.
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We would like to draw the PBOC'’s attention to the fact that while some SROs (such as NAFMII) perform
a self-regulatory function by creating and enforcing mandatory rules against their members, international
industry associations such as ICMA do not impose self-regulation on their members. Membership to
ICMA is entirely voluntary. As a global industry association, ICMA’s primary role in the international
repo market is to publish and update standard master repo documents (such as the GMRA) and to
commission industry legal opinions regarding the enforceability of standard master repo documentation
templates in various jurisdictions. Although the GMRA is widely used in the international repo market,
ICMA does not (nor does it have the authority to) mandate its members or other market participants to
use the GMRA to document their repos. The voluntary nature of ICMA membership and the GMRA,
and the fact that ICMA does not impose self-regulation on its members, renders it difficult, if not
impractical, for ICMA to be subject to the regulation and supervision by the PBOC.

T ICMA 2N EERMER e, ARMES 5 SRS SEHIEE, FtEREP L, ICMA BEA
i AL SRR B AU RO, A IR S AN B RS $TH ICMA BLA AR IR
STREBRE] ICMA g2 ORI E s Rt iz 5 AR S5 RRE S, JFX ICMA 2 5% CRIE Br Rl T 37
Z5%¥) PEARP.

ICMA is not required to be regulated or supervised by any national securities regulators, nor is it
regarded as an SRO by those regulators. This is because ICMA is a not-for-profit membership
association and does not provide or engage in financial services or self-regulation. Any alternation of
ICMA’s current non-regulated status may restrict ICMA's ability to serve its members and the PRC
financial markets, and may give rise to other unwelcome ramifications for international repo market
participants.

Rl T S8 G M A R AR AT (B0 453 25 113 3 (W B B [ M 52 5 () T J s 3t — 25 388 5% [ B 45 T L A S6F 355 P 46 il
WIS, BT (ERELR) HAEMEE, A AR5 SR 73R4 210 P
ANIE o BATTANHERR — e 5% 40 4 il T 3 FE At 1 it 2H 23 2 i B8 /4% 08 3 2 5 AR AT (A5 2 [0 ) 713 3 ) s it i
FON CGXARREBLR, AN BT FL M W W AT A HME) |, B8 ICMA XEER E AT AL b S 93 52
EARFEP A, MANZE T EANRBITHRE. T8SENR, EESEATEMLHERT, BIMNEER
FIEAMTAL P27 CHIATVRY FHIEARSZIE, WA B AR AR AT [ 15 11T 37 5 B[R] W 22 5 15 15 R 56
ICMA R BB 802

Therefore, to best facilitate cross-border repo transactions in the CIBM and to further enhance the
confidence of the international financial institutions in the onshore financial markets, it will be helpful to
draw a clear distinction between SROs on the one hand and FMI organisations on the other for the
purposes of Article 5 of the Consultative Document. While there are legitimate reasons to regulate
offshore FMI organisations that prescribe mandatory rules for offshore investors to participate in the
CIBM repo market, voluntary industry associations such as ICMA play an entirely different role and
should not be subject to the PBOC’s regulation and supervision. Furthermore, we note that offshore
industry associations are also not subject to regulation and supervision under the FDL in the context of
cross-border derivatives transactions, and we respectfully request that a similar approach be taken in
respect of ICMA in the context of the cross-border repo transactions in the CIBM.

ik, BT ICMA 55055 A B R LM Rl 72 mt it U AR ST Z AR B % 22 57
FAVRFIEAE R, ICMA O ARSI AMT L 22> A2 IR T N ERARAT A o
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In conclusion, having regard to the significant differences between the functions performed by ICMA on
the one hand, and by onshore SROs (such as NAFMII) and FMI organisations on the other, we
respectfully request that ICMA (and other similar offshore voluntary industry associations) should not
be subject to the PBOC'’s regulation and supervision.

6 RTINS 5847 [ 527 B W 17 3 B il =2 HE
Master agreements for offshore investors to document transactions on
the CIBM repo market

CIERE WA B0 RE, BIAMUBR & B2 558 500 T2 67 mUW E U, A% B AL SRR
FEHBANRBITH S

Article 7 of the Consultative Document provides that offshore investors must sign a master repo
agreement with their counterparties, and the relevant SRO(s) must make a record filing of the master
repo agreement with the PBOC.

6.1  MAFRARENEER
GMRA Allowing offshore investors to use the GMRA

ISR ILRR) FEAR I BE AN B 2 5 8T (R 5155 [0 W T 37 B mT AASE P £ (B0 S SR A . S F-BUR
JEBE, FRATRAE N RARAT O VRN 3 8 A8 FH GMRA T LA SRAT ) 577 [ml W 7 3 JE (1 52 5

The Consultative Document does not specify the master repo agreements which offshore investors are
allowed to use to participate in the CIBM repo market. For the reasons set out below, we respectfully
request the PBOC to expressly allow offshore investors to document transactions on the CIBM repo
market using the standard form template of the GMRA.

GMRA 2 [EPrT B A WIE G [ AE 5 AT AR HE =P TERAT R 25 FIW T 7, NAFMIL [F]
V) =5 B SR R AR SR o =i Ay, (EFEEBREET L, BEAMR R # 32 2 H GMRA B FI T
SEWrCEg . B, AR ICMA R B T 37 (0 B R B 4000 15, #E 2023 4F 6 H, GMRA 7EERIM =]
VT 3 AT SO A7 B2 87% . TR, BEAME BT AR GMRA, 258 T3 52 H o mT HaE a0
AT HATHERIATT, XX FHEb SR 5 JE w02, RORIXFE A RE 5T 41 4 LA 3R A3 15 0 45 5L
I, IR AR IR R P N (A 1T ICMA BRI 70 AN F) R 48 X 4t 5 it
ANt BATER R WA, BN T GMRA 78 243t (kAo flm] $iT .

The GMRA is universally regarded as the industry standard master agreement used to document repos
in the international market. While pledged repo documented using the NAFMII Master Repo Agreement
has been the dominant form of repo in the CIBM repo market, in the international repo market, offshore
investors predominantly use the GMRA to document and transact outright transfer repos. For example,
based on data from the latest ICMA European Repo Market Survey!®, as of June 2023, the GMRA
accounted for approximately 87 per cent of legal agreements in the European repo market. Therefore,
offshore investors are familiar with the GMRA and are comfortable with its legal validity and
enforceability, which are necessary for offshore financial institutions to recognise the benefits of netting

15 https://lwww.icmagroup.org/assets/ICMA-Repo-Survey-December-2023.pdf.
See https://www.icmagroup.org/assets/ICMA-Repo-Survey-December-2023.pdf
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and reduce their Basel Il capital costs. The legal validity and enforceability of the GMRA has been
confirmed by industry legal opinions commissioned by ICMA in almost 70 jurisdictions.

GMRA 5 NAFMII [ F P R H RSk B Al 4080 BAVEZ I (BlnG FIHESE. s—1b)
WS RASBAFEMI AT &L LR &b s ERLHD , BRI S .

The GMRA shares many common features (such as contractual architecture, the single agreement
concept, early termination upon the occurrence of events of default and the close-out netting mechanism)
with the NAFMII Master Repo Agreement and the outright transfer special provisions thereunder. In
particular, under both the GMRA and the outright transfer special provisions of the NAFMII Master Repo
Agreement:

(i) (5] 0y 75 25 A K < B0RE s PR 052 73 e 4t B 4 T IRy 75, XU ) S ImT ey 75 A2 20 % B AR K H 9T BA [l
ey <50 AN [ 0y 75 [ o PR 65 7 140 552 TR0 40 5

the repo party sells the underlying bonds outright to the reverse repo party for a purchase
amount, and the parties agree that the repo party will repurchase equivalent underlying bonds
from the reverse repo party for a repurchase amount on an agreed future date;

(ii) TP CRRIAR TR 78 PR BT R H T i — 2B R W 52 5 13 3 R Ry s o — DI
L&

the master agreement (as amended by any supplements or annexes) and each repo
transaction under it constitute a single agreement; and

(iii) FER AN € HAMTEOLT, FPIII N K52 5 3 AT BEARYE 2 b1 A LI g 250k, FEHAT 2
WL EEE G, B J5 A — 5 SO B

upon the occurrence of certain specified events, the transactions under the master agreement
may be terminated pursuant to the close-out netting mechanism, under which a single net
amount shall become payable by one party to the other.

%T GMRA £ [H Fx Bl W 7 3 1) AL DL BEAMEBE % GMRA [EAGEREE ( CZEP AT RS .
ZHRENVERERE, ICMA E2MEHE N C R LA Lz B ECCA . OUH R Hag@mss 5L
R TR PAT AR D, W S VF RSN BE T GMRA IVEARAT (8] 5157 [ WA 17 3 (R 58 2 K KK $i
e ERAT 18] 57 [ DAY T 37 0 4 B < R LR R EL A S A ML B B3 (IR 51 0o EAh, W Fe VR GMRA A
{EAT DA R 4RAT 180 6557 0 M T 37 52 5 SCA il 46 (R 2R, B ARF ke S il W) b IR IR ESCRE E e, B SRR AR
A7 ) 527 17 32 [l gl 55 5 [ Bl AT (02 A AT . FELRTT T, FRATVE R BN RARAT Bl o vF 7 AR B 2
i F b 2 1) £, 1A ISDA WML, S5 Hoft BLIE H @ ML) 26,

Given the predominance of the GMRA in the international repo market and offshore investors’ familiarity
with the GMRA (which is written in English, governed by English law and supported by legal opinions
commissioned by ICMA around the world), expressly permitting offshore investors to document
transactions on the CIBM repo market using the GMRA would significantly enhance the attractiveness
of the CIBM repo market to global financial institutions and other offshore institutional investors. In
addition, expressly permitting the use of the GMRA would facilitate the efficient documentation of
transactions in the CIBM repo market and would also be consistent with the policy objective stated in
the Explanatory Statement, which is to support the CIBM repo market’s convergence with international
practices. In this respect, we note that the PBOC has recently allowed offshore investors to use
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internationally accepted master agreements such as the ISDA Master Agreement to participate in other
connect schemes.6

6.2  HERER

The record filing requirement

A7k AR LT EERUAR OC (B  3: B s g N RARAT SR 2K, BATE T N IRHRAT -

In relation to the requirement for a relevant SRO to make a record filing of the relevant master repo
agreement with the PBOC, we respectfully request the PBOC to:

(i) HREHUY (IERE WA 55 -LR VR AR A ST B R RAER . IR ERE R
1 H BN 7 07 S ARAT I 27 T A P R R Pl BRATIEE I, % H A sEI
HRE R REES . ATHSHERZ, (WIME) =1 =8I R Y00 E AT L M
WERREMEETH 7. FATEW (REQE) MASRIZF0 L. EE, mRARET
SRELRA G B H A BT WL P 2 A4 BEXS (R £ Ph SR % S i, 84 ICMA (4 GMRA
(R R A AL N A ST VAR YR AT 26 L2k O MUE 7] N RBRAT #E4T GMRA % %5 LK

consider removing the requirement in Article 7 that only SROs are allowed to make a record
filing of the relevant master repo agreement. If the purpose of imposing the record filing
requirement is to maintain regulatory oversight of the master repo agreements used in the
CIBM, we respectfully submit that this purpose can still be achieved regardless of the identity
of the person making the record filing with the PBOC. In this respect, we note that Article 33
of the FDL does not expressly specify the persons that can make a record filing of the
relevant master derivatives agreement.1” We suggest a similar approach be adopted in the
Finalised Announcement. If, however, the PBOC nonetheless decides to retain the
requirement for the relevant SRO to make a record filing under Article 7 of the Consultative
Document, and to the extent that ICMA (as the publisher of the GMRA) falls under the
intended scope of Article 7, ICMA should be allowed to make a record filing of the GMRA
with the PBOC; and

(ii) TEVE TG X [ E DS FORR AR (i GMRAD T XUy S bR 28 38 1 [ 3= WL CRLAE AT
IRMFE VMBI ) $RAC# 5. FETEMRE, W T RE /B I, 525 LR 1
PO REAIRLERE. Wi, WHRSHKNE, (@) (ML) B=1+ =8Nk “&
FIYEA”  CED PO, T ARSERaEE M B0 #1745 BLE (b)) NAFMIL [543
WAE N RHRAT 58 st R EAOR Ak oA 180 AT WAE (& AH D) R AR HER
T BTEA T
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https://www.gov.cn/zhengce/2023-04/29/content_5753728.htm.

See PBOC Q&As on Interim Administrative Measures for the Interconnection and Cooperation in the Interest
Rate Swap Markets between China Mainland and Hong Kong.

GRATIEY =1 =508 “AREB=T %MW E D CEEES FREA, B2 35 I 55 B s B 1T Bl
K] 5 e 391 0 i B FEALA I R Ok 6 R
Article 33 of the FDL provides that: “The templates of the master agreements and other contracts referred to

in Article 32 of this Law shall be filed in accordance with the rules of the relevant authority authorised by the
State Council or the futures regulatory authority of the State Council.”
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clarify that only the standard form template of the relevant master repo agreement (such as
the GMRA), instead of the actual master repo agreements (including any supplements or
annexes) executed by the parties, is required to be filed. In this respect, we note that it is
not always practicable to file the actual executed agreements due to confidentiality and/or
regulatory restrictions. We further note that: (a) Article 33 of the FDL only requires “templates
of the master agreements” (as opposed to actual executed master agreements) to be filed;
and (b) only the standard form template of the NAFMII Master Repo Agreement was filed
with the PBOC.'® We recommend that a similar template master agreement filing approach
be adopted in the Finalised Announcement.

7 BN AT GMRA 1) SE 7= [ o 8k g B A5 S il KSR AR 2T

Express legal recognition of close-out netting for outright transfer repos
documented under the GMRA

CHESR AR AR S Wy 3 mI g rh 26 1k v SENL R AT ST PR AT B 10, METI S, OUIRTE) £
[ K SR Z 1 B BN AT 1 AT A2 5 R 2 A LR AT AT V. (G, OBIfiTR) T “fTEdh
257 WE OIFRBAE A S 20, ik, [BIESE5IFAERESZ TE) & b mas Sl ik
SR

The Consultative Document is silent on the enforceability of close-out netting in respect of outright
transfer repos.1® The FDL expressly recognises and confirms, at a national legislative level, the legal
enforceability of close-out netting in respect of derivatives transactions. However, the definition of
“derivatives transaction” under the FDL does not cover repos.?° Therefore, repos do not enjoy the
legislative protection of close-out netting under the FDL.

LA EALDS TR S ERlsc s (nmesg ) AHSGHE RS R B . 2% 1R i 4 AL )
A G Ak B 5 A5 DX i 11 DA I AR R A 7 5, BRI T S M e RLR O M8 B A A, Dl
SR EAITE . R R I (B 11747 B 5 ki

Close-out netting is of paramount importance to the reduction of credit risks associated with financial
transactions such as repos. Among other benefits, close-out netting allows exposures to be recognised
on a net instead of gross basis, which lowers regulatory capital costs for regulated financial institutions
and is a prerequisite to the creation of a liquid and efficient repo market.

18 WA GRS 2013 4E 2 544, https://iwww.nafmii.org.cn/ggtz/gg/201301/t20130121_198006.html.,
See NAFMII Announcement [2013] No. 2.

1 XF R AEIEI E, A A S AR SCIERUN, B NARMIL [ P SOE , A7 — 201 X ml e #
R RTINS o HeA) 3 35, DL NARMIN (5008 == BSR40 2K [ ) A2 BB — P, RIS TR]
[RI2E 5y 2 [B) ] AAH BLALZE DA SE I3 25
Close-out netting is less relevant for pledged repos because the NAFMII Master Repo Agreement provides
that each pledged repo constitutes a separate agreement between the parties. In other words, pledged repos
under the NAFMII Master Repo Agreement do not form a single agreement under which different transactions
can be netted against each other.

20 CHRTE) =20 AT ST BN TR G ULAMY, UIHIRG L. T A AR AERR A RS 2 B
MENZ AR GES”
Article 3 of the FDL defines “derivatives transaction” to mean a “swap contract’, a “forward contract’, a “non-
standardised option contract”, and any combination of such contracts, other than a “futures transaction”.
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2021 4F 11 H, FEPEARITREIBBEMERS ( “CBIRC” , MANERX SR ESHER) R T
(AR AR MR 22 70 A T 0 T AT A T EAS 5y 0 T3 24 AR B8 7= v R0 A o6 ) il g ) CGRRIR MR
(2021) 124%5) AR ATTABZEMZILE M (SN “CBIRCHE&” ) , ZEXWHE T+
RV T 28 by A 8 L A AT ATk 1 B . R4S CBIRC @A HIVER N A K (HIRTIE) S8kAE,
EZE 38 SN 7E T RN S e A 1 B B AR T T R E SLVENLOG . RIVENL G RN L Ath 4 Al M A LA 6 T
PRSP ITUA AT G H EVE & ss SLH AT AT — B0 L. RRRIES - $E0E, CBIRC 41 WA
fath:  “ VLAIANEPIKIGH AL 7 TS PN L e

In November 2021, the then China Banking and Insurance Regulatory Commission (“CBIRC”), which
has since been replaced by the NAFR, published the Notice on Issues Concerning the Measurement
Rules for the Default Risk Assets of Derivatives Counterparties (No. 124 [2021] of the General Office of
the CBIRC) and accompanying Q&As (collectively, “CBIRC Notice”) regarding the enforceability of
close-out netting under PRC law. Although the CBIRC Notice does not have the same legal status as
national legislation such as the FDL, the legal and practical significance of the CBIRC Notice stems from
its expression and confirmation of the uniform views across the PRC’s legislature, judiciary and other
financial regulators regarding the enforceability of close-out netting under PRC law, both before and
during bankruptcy proceedings. In particular, the CBIRC Notice expressly states that “both legislative
and judicial bodies have expressed support for close-out netting.”

EEENRE, CBIRCIHANG “ZILFHE SR 28 SO8 “Eeiad s ” Z&IEdRE, X —ARiEk
IR 5 AT 2B A 58 5 DL R A [l T 52 2 ) e b ss 5, IXME X2 B 4 4E CBIRC il FIrP A SCHI Y . R, 1%
FIEAAR & Cp EARAT I TS R AT A A A2 5 E ) (P EESR IS T AT A i 5 5 £ (I
PR AT AE T Aoy 2002 AF E W) S50 2 bk i A SONLH 0 oAb 2 W0, HEHR 2, [RIFER
AL FE A GMRA NIRAE CBIRC A I AR #A IR X AT “ SI5A B i 5 3
W o WETATIE, GMRA [E Bl W17 37 F T NG SR XA AT AL ARHE B . GMRA 5 HAATAE d
T AEVF 2 07 AR, EFREAIR T2 6.1 BAR M B — W BUME S AN 28 b i 2 SEp L] . (R,
FATEEV, ] GMRA BTG LW xR I, H v (il 26 1k 4 A 2 SN L 2220 B 2 A 5 HoAm AT A i 2 il
HATFI K A DR R T]

Significantly, the CBIRC Notice broadly defines “close-out netting” as a process for closing out “financial
transactions”, a term which would cover derivatives transactions as well as other financial transactions
such as repos, which are expressly mentioned in the CBIRC Notice. However, unlike other master
agreements that similarly rely on the close-out netting mechanism such as the NAFMII Master
Agreement, the China Securities and Futures Markets Financial Derivatives Master Agreement and the
ISDA Master Agreement (collectively, “Other Master Agreements”), the GMRA is not expressly
recognised in the CBIRC Notice as a lawful and effective master netting agreement. As noted above,
the GMRA is the industry standard master agreement for documenting outright transfer repos in the
international market. The GMRA also shares many common features with the Other Master Agreements,
including but not limited to the single agreement concept and the close-out netting mechanism as
described in paragraph 6.1 above. Therefore, we respectfully submit that the close-out netting of
outright transfer repos under the GMRA should enjoy at least the same level of legal protection and
recognition as the Other Master Agreements.

S T A LR G 5 05 5 A X £ PR O 5 W A s O T B, TR ATRR LA
LAY TN L GMRA B 042 526 1 AR SEUBIRO T . Bedb, JRfi TR IS AR
HUT ST A 1E, (MR H T bl GMRA B HIZ ST ONGTE) T ATE B 5
LR LR S AR
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Given the importance of close-out netting in reducing credit risks and the regulatory capital costs
associated with repos, we recommend that the enforceability of close-out netting of repos documented
under the GMRA be expressly recognised in the Finalised Announcement. In addition, we respectfully
request that the PBOC work with the PRC legislature to confer such recognition at the national legislative
level, similar to the legislative protection afforded to close-out netting of derivatives transactions under
the FDL.

THZHRAE 2023 4F 5 H [ [H X Rl B LA RIRZHIER (WARRZR A), EH e 7ax
GMRA 2 1By as AL E h E AR A PRSI, JFER I T ARSI I

Please also refer to our joint submission to the NAFR in May 2023 (set out in Annex A to this letter),
which contains further discussions and recommendations regarding PRC legislative protection and
recognition of close-out netting for repos documented under the GMRA.

8 HAE L
Other comments

AW R G E A B % (ESRE WARD) RIBLR & A N RARAT 3R 2 — i i AR 5 -

Our members wish to seek clarification and further guidance from the PBOC on the following aspects
of the Consultative Document:

(i) CHESREUAR) SENARME, RAT I8 657 132 (1 B A SN s [ Wl 35 1K B A 2. 341
T BT L B L 230038 53 AR 2% BRI NER HOIR L4 2 ¥ 32— D46 &

Article 6 of the Consultative Document provides that SROs in the CIBM should strengthen
self-regulation of the repo business. We seek further guidance from the PBOC regarding the
actions expected to be taken by the SROs to comply with the requirements of this article.

(ii) CIERE AR 5 )\ SR MG PE 32 N RORAT X SR AU 50 B2 8 2 5 ARAT 18] 65 27 11 7 [m] DAl 55
S A AR . ARG N RARAT A 2% T 20 I B K SR A fr 45 T it — D 045 =

Article 8 of the Consultative Document broadly states that the PBOC will implement macro-
prudential management of offshore institutional investors that engage in repos on the CIBM.
We would be grateful if the PBOC can provide further guidance on the type of macroprudential
regulation contemplated by Article 8.

(iii) FATRAENRARATEN, BRI SHENEERS I, MRS at il (it g
A FAN LIS 2SR HEA RN R RATE A ERRAERRE: (D B HRES
ZHE, LA I AE 5y bR (B (B 32 H e A8 sl Je (2) HIB BB AME B BART
SRR G0 A 2w D P o 1491 88 0 22 1

We respectfully seek clarification on whether, in addition to custody, settlement and clearing
services, relevant FMI organisations (such as CCDC and SCH) will be developing standards
and processes for, among other things: (1) daily margining arrangements to address mark-to-
market changes in the value of the underlying bonds in a repo transaction; and (2) pledge
registration arrangements for pledged repos that take into account the specific needs and
circumstances of offshore investors.
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(iv) FATRAENRARATMINE R RS 5B [ KB5S R — R AU RAT (8] 5t 75 T 3 [ WA 52 5 1 2
THRIBE S5 AL BEREAT WS, JU S KW s m ey R AR 05 K323 P OB S5 A0 B, DL RS A #5583
FEAZ Gy RS M5t 3 B UL AT R B 55 A0 B, X mT DA 5 BRAT 8] 5 73 i g [ml el 55 (OE
A S AR ) AESE A 8 5 T PR A 2 2 22

We respectfully request that the PBOC and SAFE, working together with the Ministry of
Finance (“MOF”) and the State Taxation Administration (“STA”), clarify the accounting and
tax treatment of transactions entered into by offshore investors on the CIBM repo market,
particularly the tax treatment of the transfer of the underlying bonds in an outright transfer
repo and the tax treatment of manufactured interests payable by onshore market participants
to offshore market participants. These clarifications would provide onshore and offshore
investors with greater certainty when they participate in the CIBM repo market, particularly in
relation to outright transfer repos.?!

9 g
Conclusion

AR ZHL, SR ISR N RBATRERE A (IR W) AR RBORS R 8 5105 548 (RiF
BEPER I .

We take this opportunity to convey our support and desire for continued constructive and on-going
dialogue between the PBOC and market participants regarding the Consultative Document and related
policy measures.

AT R IRATHI B SR B BN BARAT M SR MEAT A 8 1], 3E— 8 R RN S8 8 AR DG VE A ML Al %
TEHEZR, DAT7 AR 0 S A3 2 S5 HRAT Al 03 [ W T gy o BRATTH I3 A0 5% e R 7 37 2 At B ALY
HRHLVE (BRZNT) A Ja B e AR B S g . BATHRw 6 5 NRERAT . AME R HCE
R T 2 Bl SO AT LAY B 1 A -l b S St 4 DU ATV

We and our members are committed to assisting the PBOC, SAFE and other regulators in further
developing and refining the legal and infrastructural framework to facilitate greater offshore investor

2 RANEERR],  “FURE” MR, Hrh b mE e T8 AR BUS ERL, I EA B S Y L S
(SEIE A N
https://english.www.gov.cn/statecouncil/ministries/202112/02/content_WS61a8ccd9c6d0df57f98e5f24.html

We further note that when Bond Connect was launched, Northbound Bond Connect Investors were granted
exemptions from income tax and value-added tax in relation to their Bond Connect investments, which
exemptions were subsequently extended. See State Council, China extends tax exemption for overseas
investors in bond market (2 December 2021), available at:
https://english.www.gov.cn/statecouncil/ministries/202112/02/content_WS61a8ccd9c6d0df57f98e5f24.html.

AT il v [ WU B4 T 4RAT 180 55 [ WA i 32 RO B M3 B 8 SO B SCRA S, DAIR S A AT 12 5 4R AT T ot
7 AT

N TG B2 BN E 2 ST R G I T, ATl A 5% 2 R 25 R A AR R AEARAT (A i 77
(e g 7 37 AT 1K) A9 2 I D A0 ST W 2K [ D 52 5 2 3 i R il BT A AT S BB R WA S

In order to attract more offshore investors to the CIBM repo market, we encourage the relevant PRC authorities
to consider granting PRC Corporate Income Tax (“CIT”) and Value Added Tax (“VAT”) exemptions on CIBM

repo trades for both onshore and offshore participants, covering pledged repos as well as outright transfer
repos.
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participation in the CIBM repo market. We also expect relevant FMI organisations and SROs to
formulate detailed implementing rules in due course after the Finalised Announcement is published. We
look forward to engaging with the PBOC, SAFE, relevant FMI organisations and SROs regarding these
implementing rules.

TAWGLA Wit —2 5 NREAT . SVE R AR ENR (eS8 RE) WA R TR I ) # .
WA 320 ) ek A IR A S E H, WE B pdirckx@asifma.org BE 2 ASIFMA [f] 52 U 7 5 5 8 4k
#% 7. Philippe Dirckx, Bifiid ricco.zhang@icmagroup.org Bt & ICMA T KX B iR s 5K IZE Ricco
Zhang. WEINAEE, HABAEEERSESMm, H— P04 BTk ) &

We welcome further opportunity to discuss the issues set out in this letter with the PBOC, SAFE and
other regulators (including the HKMA, where appropriate). If you have further questions or would
otherwise like to follow up, please contact Philippe Dirckx, ASIFMA’s Managing Director and Head of
Fixed Income, at pdirckx@asifma.org or Ricco Zhang, ICMA’s Senior Director, Asia Pacific, at
ricco.zhang@icmagroup.org. We would also be happy to meet with you to discuss this letter if you
deem it appropriate.
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Sincerely,

Asia Securities Industry & Financial Markets International Capital Market Association

Association (ASIFMA) (ICMA)
B RT
AN\
Philippe Dirckx (Fk # 37.) Ricco Zhang (5K Jiii Z%)
Managing Director — Head of Fixed Income Senior Director — Asia Pacific
] 7 VAT 7 348 = NI NES e/ S8
B3 )i
Encl.
B3 A
Annex A

ASIFMA Hl ICMA T 2023 £F 5 J7 [ia] [F] 52 <5 i M B B R B8 58 AR SR 43 A SR A ST A5 R

Submission Letter by ASIFMA and ICMA to the NAFR in May 2023 on Recognition and Legislation
Protecting Netting of Repurchase Transactions

22



