ADDX €9 CGSCIMB

How Digital Commercial
Papers Are Transforming
Corporate Finance

A new financing
channel is gaining
traction among
CFOs and corporate
treasurers in Asia,
with benefits such
as reduced borrow-
ing costs as well as
greater speed and
flexibility.

Digital commercial papers are similar to traditional ones, but
with a twist — they are issued using blockchain and smart
contract technology, making them more efficient to admin-
ister. They represent one application of digital securities, an
innovation that is quickly catching on in the capital markets
and is now being used in a wide range of issuances, includ-
ing that of equity, bonds and fund units.

In April 2021, one of the earliest digital commercial papers in
Asia was issued by financial services provider CGS-CIMB
Securities (Singapore) Pte. Ltd. (“CGS-CIMB”) on the private
market exchange ADDX. CGS-CIMB established a
SGD150-million programme. The first tranche of approxi-
mately SGD10 million raised capital from both individual and
corporate accredited investors, via a three-month paper.
Taurus Point Capital was the adviser to CGS-CIMB for this
issuance.

This case study examines what digital commercial papers
are, what gap they fill in the current corporate financing
landscape, as well as the long-term implications if this
instrument becomes widely accepted among issuers and



How companies raise
short-term capital today
and the pain points they
face

investors.

Before the advent of digital commercial
papers, companies raising funds for the
short term on a non-secured basis had
two main options:

1 2.
Issuing traditional Obtaining a loan
commercial papers from a lending institution

Commercial papers are short-term corpo-
rate debt with tenures typically between 1
day and 270 days. Traditional commercial
papers are expensive to issue because
processes are manual and issuers have to
work with many intermediaries in the pro-
cess, from issuance, to custody, to distribu-
tion. Due to the higher costs, companies often
have to raise over approximately USD100
million to keep cost per dollar raised within a
reasonable range. If they have no need for a
capital raise of that magnitude, then
traditional commercial papers may not be
the best option.

Companies can also turn to shorter-term
loans or credit facilities by lending institu-
tions. Such loans often come with more
flexible tenures than commercial papers
and will continue to constitute an import-

ant component of a company’s suite of
financing options, even as companies
grapple with issues such as the lack of
price transparency and, in some cases,
higher interest rates.

Digital securities as a
solution: What are they?

Digital securities, also known as security
tokens, are securities that have been issued
using blockchain or distributed ledger
technology. Unlike traditional securities,
they can take a fully digital existence,
without the need for physical certificates.
Furthermore, the use of self-executing
smart contracts allows digital securities to
be administered more efficiently.

The technology reduces the need for
intermediaries and eliminates manual
processes across various phases in
the lifecycle of the security, including
issuance, custody and post-trade
administration.

For example, corporate actions like coupon
and dividend payment or cap table manage-
ment can be automated.

Regulators in many jurisdictions have in
recent years clarified the rules and regula-
tions around digital securities, paving the
way for the growing adoption of the emerg-
ing technology across Asia Pacific, Europe
and the Americas.



Singapore is one of the earliest countries to
move forward on the use of digital securi-
ties. In 2017, the Monetary Authority of
Singapore (MAS) clarified that digital secu-
rities would be regulated in the same way
as traditional securities. This provided the
certainty needed by the industry to begin
building platforms and exchanges to serve
issuers and investors.

In addition, MAS established a regulatory
sandbox, which enabled fintech companies
to obtain licenses to operate digital securi-
ties platforms as long as they could demon-
strate that their systems operated smoothly
and safely. Singapore is today a leading hub
for deals involving digital securities, in Asia
and beyond.

The value proposition:
Digital securities for
short-term corporate
financing

For a company looking to raise capital in the
short term on an unsecured basis, digital
securities bring a number of benefits.

Because processes are more efficient and
less expensive, issuances can come in
relatively small sizes, compared with con-
ventional commercial papers. For example,
the first tranche of the CGS-CIMB digital
commercial paper programme launched on
ADDX was just approximately SGD10 million,
whereas the average size per tranche in the

conventional commercial paper space
needs to be USD100 million or more to
make economic sense. This potentially
enables many more companies and projects
to be financed using commercial papers.

A fully digital commercial paper programme
can also be launched in a shorter time. The
faster speed to issuance is important,
because it reduces uncertainty in the
lead-up to the issuance, making it less likely
that market conditions would have changed
materially from the planning stage of the
capital raising project.

“In working with ADDX to launch
this programme, we were pleasantly
surprised that it was completed in
half the time a traditional issuance
would usually take”

She added: “This is the first commercial
paper programme we have done in digital
securities form, and it allows us to tap an
alternative source of funding and a wider
spectrum of investors. Through this collab-
oration, we are keen to explore first-hand
what digital assets and exchanges might
hold for us as a broker in the future. Digital
issuances are likely to grow and become a
strong complement to traditional capital
raising channels.”

Compared with various short-term unse-
cured loan options by lending institutions,



“Commercial papers
are suitable for inves-
tors looking for a
low-risk cash man-
agement solution.
Investors earn a
better yield on funds
that are undeployed
for various reasons.”
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CGS-CIMB,
The Issuer of the Digital
Commercial Paper

CGS-CIMB group is one of the
leading integrated financial service
providers in Asia. Through a network
of local offices, branches and
strategic partners, CGS-CIMB group
has direct global presence in over 20
countries, providing a truly Asian
perspective. It is well-positioned as
Asia’s leading financial gateway with
a core focus on deep-dive research
and in-depth analysis on equities
and financial products.

CGS-CIMB is a customer-centric
firm and focus on value creation for
clients, offering a suite of investment
and financial solutions for retail and
institutional clients. Its businesses
include retail broking, institutional
equities, corporate advisory, fixed
income, CFDs, prime services,
foreign exchange, futures, equities
research, wealth management and
online broking.

Backed by an award-winning
research team, CGS-CIMB group has
one of the most comprehensive
research coverage of over 970 Asian
stocks. Its strong research
capabilities form the backbone of
our product and service offerings,
connecting clients to opportunities.

the key advantage of doing a digital commercial paper
issuance is the lower borrowing cost. The CGS-CIMB com-
mercial paper carried an interest rate of 1.0% per annum for
the first tranche, which had a three-month tenure. For its
second three-month tranche, the interest rate was revised
to 1.1% per annum to reflect prevailing market conditions.

Following the CGS-CIMB issuance, other companies have
begun exploring this new borrowing channel, including
ValueMax, a company listed on the mainboard of the Singa-
pore Exchange. ValueMax announced in October 2021 a
SGD100-million digital commercial paper programme to be
issued through the ADDX platform.

How do investors who buy commercial papers benefit? For
individual and corporate investors, a three-month SGD
commercial paper that yielded 1.0% per annum was an
attractive short-term alternative to bank fixed deposits. At
the time of CGS-CIMB's first paper in April 2021, bank fixed
deposits were only yielding half that rate or less.

Oi-Yee Choo, Chief Commercial Officer of ADDX, said:
“Commercial papers are suitable for investors looking for a
low-risk cash management solution. Investors earn a better
yield on funds that are undeployed for various reasons.
These may be funds that are in between investments or that
have been earmarked for an expenditure item in the near
term, such as university tuition fees or a property down
payment.”

“Compared with a fixed deposit at a bank, a commercial
paper investment offers a significantly higher interest rate. It
also helps the investor avoid the risk of incurring a penalty
should there be a need to withdraw funds ahead of maturity
- since the ADDX exchange can facilitate the sale of the
paper to other investors,” she added.
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Taurus Point Capital Pte. Ltd.
(TPC), the Adviser
to the Issuer on Digital
Commercial Paper.

Founded by two ex-investment bankers
in 2020 and based in Singapore, TPC is
an exempt corporate finance adviser,
registered with the MAS, specialising in
providing debt capital market advisory
issued in a digital token format.

TPC's approach in delivering innovative
and practical funding solutions has been
opening new possibilities in accessing
the capital market by the wider corporate
segment.

ADDX

Private Markets Made Possible

ADDX, The Exchange that
Listed the Digital
Commercial Paper

Founded in 2017, ADDX is a full-service
capital markets platform with
Monetary Authority of Singapore
(MAS) licenses for the issuance,
custody and secondary trading of
digital securities. The financial
technology company raised US$50
million in its Series A round in January
2021. Its shareholders include
Singapore Exchange (SGX), Temasek
subsidiary Heliconia Capital and
Japanese investors JIC Venture
Growth Investments (JIC-VGI) and the
Development Bank of Japan (DBJ).
Individual accredited investors using
the ADDX platform today come from
27 countries, spanning Asia Pacific,
Europe, and the Americas (excluding
the US).

ADDX is owned and operated by ICHX
Tech Pte Ltd. ICHX Tech has been
approved by MAS as a recognised
market operator (RMO). It also has a
capital markets services (CMS) license
to deal in securities and collective
investment schemes as well as to
provide custodial services.

Conclusion:
How digital securities will
impact fundraising in the
longer term

From time to time, a technological advancement brings
about profound change and realignment in an industry. This
is true for all sectors of the economy, and the financial
services sector is no exception. By opening up a new
avenue for capital raising, digital commercial papers in
particular and digital securities in general can lead to
long-term changes with larger implications, if they come to
be widely adopted.

For example, if small and medium private companies with
stable businesses can raise capital this way, instead of
issuing new equity, the existing shareholders of the compa-
ny can retain control while expanding their business, giving
them the freedom to continue pursuing their current strate-
gy. In the longer run, these companies can choose between
staying private and going public, for example, because
sources of capital would be available to them either way.

The emergence of a new channel of capital raising also
makes the space more competitive. This puts pressure on
existing lenders, such as banks, to charge lower fees or
innovate to make their businesses more efficient, so that
they can keep up with the competition.

On the whole, the innovation will help the capital markets
more freely and efficiently, and funds are more likely to be
matched with the best and most deserving projects. This
drives economic growth and encourages the emergence of
well-run companies that will in turn create more jobs in the
real economy.



