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Hong Kong Exchanges and Clearing Limited is a recognized exchange controller under the Securities and Futures Ordinance which is the
controller of The Stock Exchange of Hong Kong Limited, Hong Kong Futures Exchange Limited, Hong Kong Securities Clearing Comp any
Limited, The SEHK Options Clearing House Limited, HKFE Clearing Corporation Limited and OTC Clearing Hong Kong Limited.

= CIRCULAR

Subject: Compliance Bulletin (Issue No. 5) — (i) Stock Connect Northbound Trading -
Abnormal Trading Activities and (ii) Restricting Mainland Investors from
Northbound Trading under Stock Connect

Enquiry: surveillance@hkex.com.hk

As part of our continuous efforts to promote transparency and compliance culture of our marketplace,
the Exchange has prepared a Compliance Bulletin to offer the industry a better understanding of our
enforcement work and regulatory expectations. It includes as a reminder on (i) the major types of
Northbound abnormal trading activities under Stock Connect and (ii) the arrangements of restricting

Mainland investors from Northbound trading.

Reference is made to the circulars issued by the Exchange dated (i) 29 December 2021 (Ref. No.:
MSM/014/2021) regarding matters in relation to Stock Connect Northbound Trading and (ii) 24 June
2022 (Ref: No.: CT/088/22) regarding amendment of rules in relation to Northbound Trading of Stock
Connect by the China Securities Regulatory Commission (“CSRC”), Shanghai Stock Exchange
(“SSE”) and Shenzhen Stock Exchange (“SZSE”).

The Exchange would like to point out that the requirements and examples set out in this compliance
bulletin are by no means exhaustive and Exchange Participants (“EPs”) should always take into
consideration their own circumstances to adopt appropriate internal controls and measures to ensure

the compliance of relevant rules and requirements.

EPs are strongly advised to review their current set up and implement appropriate measures to
strengthen their controls. Any identified non-compliance incidents should be reported to the

Exchange as soon as practicable.
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8/F, Two Exchange Square, 8 Connaught Place, Central, Hong Kong hkexgroup.com | hkex.com.hk


mailto:surveillance@hkex.com.hk
https://www.hkex.com.hk/-/media/HKEX-Market/Services/Circulars-and-Notices/Participant-and-Members-Circulars/SEHK/2021/2021-Q4-Compliance-Bulletin-(Eng).pdf
https://www.hkex.com.hk/-/media/HKEX-Market/Services/Circulars-and-Notices/Participant-and-Members-Circulars/SEHK/2022/CT08822E.pdf

HKE)( 2

X & Fi

EPs are also encouraged to contact the Market Surveillance and Monitoring Department (email:

surveillance@hkex.com.hk ) should they have any questions on the above.

Felix Wang
Head of Market Surveillance and Monitoring

Operations Division

This circular has been issued in English together with Chinese translation of the same. If there is any

discrepancy between the Chinese translation and the English version, the English version shall prevail.
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Disclaimer

The information contained in this presentation is for general informational purposes only and does not constitute an offer,
solicitation, invitation or recommendation to subscribe for or purchase any securities or other products or to provide any
investment advice of any kind. This presentation is not directed at, and is not intended for distribution to or use by, any person or
entity in any jurisdiction or country where such distribution or use would be contrary to law or regulation or which would subject
Hong Kong Exchanges and Clearing Limited (“HKEX”), or its subsidiaries (together, the “Entities”, each an “Entity”), or any of
their affiliates, or any of the companies that they operate, to any registration requirement within such jurisdiction or country.

The Entities, their affiliates and the companies that they operate do not guarantees the accuracy, validity, timeliness or
completeness of the information or data contained herein for any particular purpose, and shall not accept any responsibility for, or
be liable for, errors, omissions or other inaccuracies in the information or for the consequences thereof. The information set out
in this presentation is provided on an “as is” and “as available” basis and may be amended or changed. It is not a substitute for
professional advice which takes account of your specific circumstances and nothing in this presentation constitutes legal advice.
The Entities, their affiliates and the companies that they operate shall not be responsible or liable for any loss or damage, directly
or indirectly, arising from the use of or reliance upon any information provided in this presentation.
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China Connect — Northbound Trading

Surveillance and Monitoring at “BCAN” level

» Surveillance and Monitoring of CCEPs’ Northbound trading activities are conducted at “BCAN™ level.

Pursuant to Rule 1432 of the Rules of The Stock Exchange of Hong Kong Limited, a CCEP, shall, among others,
comply with and abide by all applicable laws with regard to the trading of China Connect Securities on the relevant
China Connect Market.

In the event that the Exchange is notified by a China Connect Market Operator that there is reasonable cause to
suspect or believe that a China Connect Exchange Participant or any of its clients has failed to comply with or has
breached any applicable laws of Mainland China with regard to the trading of China Connect Securities on the
relevant China Connect Market through the use of the China Connect Service, the Exchange may exercise the
powers specified in Rules 1437(1)-(3) of the Rules.

* BCAN refers to the Broker-to-Client Assigned Number under the Northbound Investor ID Model only
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China Connect — Northbound Abnormal Trading Activities

Major Types of Trading Activities Considered As Abnormal

Trading Price
Maintained at
Price Limit

Orders are massively, continuously or intensively placed in order to maintain the trading price of a
stock at the upper or lower limit price.

Pumping and Orders are massively, continuously or intensively placed, or executed at a price obviously deviating
Dumping from the last closing price, resulting in a significant rise or decline in the trading price of the stock.

A large number of orders not intended to be executed are placed and cancelled to induce, mislead
or influence other investors in their trading decision-making.

Trades are conducted between accounts under same control and/or affiliated accounts in order to

Wash Tradin
'ng affect the trading price or volume of a stock.

Abnormal Order Orders are intensively placed within a short period of time so as to aggravate the abnormal
Placement Rate* fluctuation in the price of such stock.

* Abnormal order placement rate applied to Highly Fluctuated Stocks of ChiNext/ STAR only.

Rules Governing the Real-Time Monitoring of Abnormal Trading of Stocks:
+ ChiNext Market of Shenzhen Stock Exchange (for Trial Implementation) / (GRYINESRZFAEINRKREFE RS EEMN (17) ) (Link: Chinese only)
x + STAR Market of Shanghai Stock Exchange (for Trial Implementation) / { I8IE5RX SR GIIRRER SRS AN (517 ) ) (Link: Chinese / English)
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China Connect — Northbound Abnormal Trading Activities

Trading Price Maintained at Price Limit

Continuous Auction Session

» Stock is traded at price limit

» Outstanding order at price limit = 1 million shares or RMB 10 million and = 30% of total market quantity at price limit, for 10
minutes or longer

Closing Call Auction Session

» At the end of the Continuous Auction Session (“CAS”), stock is traded at price limit

* At the end of the CAS and the Closing Call Auction Session (“CCAS”), market-wide outstanding orders at price limit = 1
million shares or RMB 10 million

» Atthe end of the CCAS, outstanding orders at price limit entered during CCAS = 300k shares or RMB 3 million

» At the end of the CCAS, outstanding orders at price limit = 30% of total market quantity at price limit




China Connect — Northbound Abnormal Trading Activities

Price pumping and dumping

Opening Call Auction Session

+ Trading volume or amount = 300k shares or RMB 3 million

* Trading volume = 30% of total market volume

» Opening price increases (decreases) = 5% (3% for ST stocks)

* When the opening price reaches the price limit, order size =2 10% of total market quantity at price limit (ChiNext only)

Continuous Auction Session

» Execution price shows an upward trend or downward trend

* Trading volume or amount = 300k shares or RMB 3 million

* Trading volume = 30% of total market volume

» Trading price increases (decreases) = 4% (2% for SSE index constituents)
» Above situations occur within any 3-minute-period

Closing Call Auction Session

+ Trading volume or amount = 300k shares or RMB 3 million

* Trading volume = 30% of total market volume

» Trading price increases (decreases) = 3% (2% for SSE index constituents)
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China Connect — Northbound Abnormal Trading Activities

Fictitious Orders

Opening Call Auction Session

* Order price deviates from the previous closing price = 5% (ST stocks = 3%)

» Aggregated order size = 300k shares or RMB 3 million

* Aggregated order size = 30% of total market quantity (same buy/sell direction)

» Aggregated order cancellation rate = 50% aggregated orders entered

« Avreverse sale is made at a price lower than the bid price, or a reverse purchase is made at a price higher than the offer price
« Virtual Reference Price increases (decreases) = 5% (ST stocks 3%)

Continuous Auction Session

Case 1

* Order placed at the 5 best prices

* Aggregated order size at the 5 best prices = 1 million shares or RMB 10 million, and = 30% of total market quantity at the 5 best
prices

* Aggregated Order cancellation rate = 50%

* Above situations occur = 3 times

Case 2

» Stock is traded at price limit

» Aggregated order size at price limit = 1 million shares or RMB 10 million, and = 30% of total market quantity at price limit
» Aggregated order cancellation rate = 50% of aggregated order at price limit

» Above situations occur = 2 times




China Connect — Northbound Abnormal Trading Activities

Wash Trading

+ Trades conducted between accounts under same control and/or affiliated accounts reaching:
» 10% of accumulated total daily stock turnover; or
» 30% participation rate vs market turnover during closing auction (applicable to ChiNext / STAR only)

Abnormal Order Placement Rate (Applicable to Highly Fluctuated Stocks of ChiNext / STAR only)

* In the following 10 trading days, aggregated order size (within 1min during Continuous Auction Session) 2 RMB 10 million
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Restricting Mainland Investors from Northbound Trading under Stock Connect

Background

* On 17 December 2021, the CSRC, SSE and SZSE published market consultation in relation to restricting Mainland investors
from Northbound Trading under Stock Connect.

(a) Individuals that possess Mainland ID documents;
(b) Holders of a joint account if one of the holders is considered as Mainland investor under (a); and

(c) Corporate or unincorporated entities which are registered in the Mainland.

The following investors will not be considered as “Mainland Investors” and may continue to buy and sell China

Connect Securities through Northbound Trading under Stock Connect:

(@) Any individual who holds a Permit for Proceeding to Hong Kong and Macao, i.e. One-way Permit (R /8 /281775, i.e. 72
#&) or who has obtained an identity document as proof of permanent residence in a country or region outside Mainland
China; and

(b) Any branch or subsidiary of a corporate or unincorporated entity registered in Mainland China which branch or subsidiary is
lawfully registered in Hong Kong or overseas.




Restricting Mainland Investors from Northbound Trading under Stock Connect

Implementation arrangements

Effective date: 25 July 2022
» Neither CCEPs nor TTEPs* shall register new BCAN for clients who are Mainland investors, i.e. registration of new BCANs with
‘CHN’ as the country/ region of issuance (“CHN BCANSs”) will be rejected.

1-year transitional period: from 25 July 2022 to 23 July 2023

During this transitional period:

» Mainland investors with registered CHN BCANs could still buy and sell China Connect Securities through Northbound Trading under
Stock Connect with the registered CHN BCANSs; and

» Mainland investors with registered CHN BCANs who cannot buy or sell China Connect Securities through Northbound Trading due to
exceptional circumstances including bankruptcy of their brokers could open Northbound Trading account at other CCEPs or TTEPs
for new CHN BCANSs registration.

After the transitional period: from 24 July 2023

> CCEPs and TTEPs shall delete all CHN BCANSs for their clients who are Mainland investors*;

» Mainland investors shall not proactively buy any China Connect Securities through Northbound Trading under Stock Connect
(including subscription for right issues (BCH%)), but excluding obtaining China Connect Securities passively as a result of corporate
actions (such as distribution of stock dividends); and

» Existing China Connect Securities held by Mainland investors could be sold by tagging the reserved value prescribed by the
Exchange.

* “CCEP” refers to China Connect Exchange Participant
“TTEP” refers to Trade Through Exchange Participant
x A Given 22 and 23 July 2023 are weekends, CHN BCANs should be removed from the submission of BCAN-CID Mapping File by CCEPs and TTEPs on or before 21 July 2023.
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