ISSUES CONCERNING SHANGHAI-HONG KONG STOCK CONNECT"

What is the role of Hong Kong Securities Clearing Company Limited (HKSCC) in
Shanghai-Hong Kong Stock Connect?

HKSCC provides clearing, settlement and depository services to the securities market in
Hong Kong. It is approved as a “recognized clearing house” (RCH) by the Securities and
Futures Commission (SFC), Hong Kong’s regulator for the securities market, under section
37(1) of the Securities and Futures Ordinance (SFO). In addition to the provision of
clearing services, HKSCC'’s role as a central securities depository (CSD) and a securities
settlement system (SSS) in the provision of depository, nominee, securities and settlement
services is enshrined in its CCASS Rules as approved by the SFC. Apart from the SFC,
HKSCC is also accepted as a central clearing counterparty (CCP), SSS and CSD by other
international bodies including the IMF.? It has also applied to the European Securities
Markets Authority (ESMA) in the EU to be recognized as a “Third Country CCP” under the
European Market Infrastructure Regulation (EMIR) ® and has recently updated its
application by including features of the Shanghai-Hong Kong Stock Connect.*

In relation to SSE Securities, HKSCC performs the following functions:

(i it acts as the “participating CCP” vis-a-vis ChinaClear ® for the clearing and
settlement of all the SSE Securities traded through the Northbound Trading Link
(i.e. all the SSE Securities bought and sold by HKSCC Clearing Participants for
Hong Kong and overseas investors including UCITS); and

(ii) post-clearing and settlement, the SSE Securities are registered in the name of
HKSCC in ChinaClear’'s books and records as the nominee holder for HKSCC
Participants and the underlying investors. Similar to Hong Kong listed shares and
other types of securities, HKSCC offers nominee services to HKSCC Participants
in its role as a CSD.

The above functions are specifically set out and provided for in the CSD and Clearing Link
Agreement entered into between ChinaClear and HKSCC prior to the launch of the Stock
Connect. HKSCC'’s role as the nominee is recognized and confirmed in HKSCC’s own
rules and in the rules and regulations of the China Securities Regulatory Commission
(CSRC), Shanghai Stock Exchange (SSE) and ChinaClear.

Supplemental Q&A which may be merged with or form part of the existing FAQ by way of update.

IMF Assessment: https://www.imf.org/external/pubs/ft/scr/2014/cr14208.pdf. See Section 4: Overview of Financial
Market Infrastructures and Appendix | (Table 3)

Regulation (EU) No 648/2012 of the European Parliament and of the Council of 4 July 2012 on OTC derivatives,
central counterparties and trade repositories

Hong Kong has already been accepted by ESMA as an equivalent jurisdiction for the purposes of recognizing Hong
Kong clearing houses as Third County CCPs under EMIR.

Under the CSD and Clearing Link Agreement, ChinaClear acts as the “host CCP” in the Mainland for the clearing and
settlement of all SSE Securities traded on SSE, while HKSCC acts as the “participating CCP” through its status as a
special clearing participant of ChinaClear. ChinaClear also acts as the “host CSD” in Mainland in relation to the SSE
Securities acquired through the Northbound Trading Link.


https://www.imf.org/external/pubs/ft/scr/2014/cr14208.pdf

It is worth noting that HKSCC does not take on the role of and is not appointed by any
HKSCC Participant or investor as a typical “custodian”, “sub-custodian” or “safe-keeping
agent” in respect of the SSE Securities. As a CCP, CSD and SSS, HKSCC acts and
operates as a financial market infrastructure and is regulated by the SFC as such. It is
required to comply with CPMI-IOSCOQ’s Principles for Financial Market Infrastructures (April
2012) (the PFMI Principles) which do not apply to typical custodians or safe-keeping
agents. Disclosure of HKSCC’s compliance with the PFMI Principles as a CCP, CSD and

SSSis published in the HKEXx website.®

The following description of the role and functions of a CSD in the PFMI Principles should
be helpful in demonstrating that HKSCC acts as a full-fledged csD:’

- “A central securities depository provides securities accounts, central safekeeping
services, and asset services, which may include the administration of corporate
actions and redemptions, and plays an important role in helping to ensure the
integrity of securities issues (that is, ensure that securities are not accidentally or
fraudulently created or destroyed or their details changed).” [NOTE: This is what
HKSCC does in relation to Hong Kong listed shares, SSE Securities and other
securities held by it as CSD and nominee.]

- “A CSD can hold securities either in physical form (but immobilized) or in
dematerialised form (that is, they exist only as electronic records). [NOTE: This
applies to HKSCC.] The precise activities of a CSD vary based on jurisdiction and
market practices. For example, the activities of a CSD may vary depending on
whether it operates in a jurisdiction with a direct or indirect holding arrangement or a
combination of both. In a direct holding system, each beneficial or direct owner of
the security is known to the CSD or the issuer. In some countries, the use of direct
holding systems is required by law. Alternatively, an indirect holding system
employs a multi-tiered arrangement for the custody and transfer of ownership of
securities (or the transfer of similar interests therein) in which investors are
identified only at the level of their custodian or intermediary.” [NOTE: HKSCC
currently uses an indirect holding system as described above. Indeed,
“Custodian Participants” constitute one of its categories of participants.
These are typical custodians which depositaries of UCITS appoint to safe-
keep assets on their behalf.]

- “A CSD may maintain the definitive record of legal ownership for a security; [NOTE:
HKSCC is not providing such services yet but is moving towards this
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The SFC published guidelines in August 2013 requiring HKSCC to observe on an ongoing basis the PFMI Principles
as applicable to a CCP, SSS operator, and CSD.The following link to HKEx’s website introduces HKSCC as a
financial market infrastructure and its disclosure on compliance with the PFMI Principles:
http://www.hkex.com.hk/eng/market/clr/specialtopics/pfmi.htm. Although the disclosure document does not focus on
Stock Connect, it provides information on the following:

Participants of HKSCC (paragraphs 16 to 18)

Legal framework that governs HKSCC and its statutory duties (paragraphs 24 to 31)

Typical functions of HKSCC as CSD (paragraphs 57 to 61).

Paragraph 1.11 and the related footnotes, PFMI Principles: http://www.bis.org/cpmi/publ/d101a.pdf



http://www.hkex.com.hk/eng/market/clr/specialtopics/pfmi.htm
http://www.bis.org/cpmi/publ/d101a.pdf

direction as set out in the Securities and Futures and Companies Legislation
(Uncertificated Securities Market Amendment) Bill 2014 currently considered
by the Hong Kong Legislative Council. When the Bill is enacted and becomes
effective (expected to be in 2017/18), HKSCC will, in addition to its role as
CCP, CSD and SSS, also act as the “system operator” to maintain the
definitive records of legal ownership for Hong Kong listed securities.] in some
cases, however, a separate securities registrar will serve this notary function. In
many countries, a CSD also operates a securities settlement system. A securities
settlement system enables securities to be transferred and settled by book entry
according to a set of predetermined multilateral rules.” [HKSCC is a securities
settlement system under the PFMI Principles and has been assessed as such.]

Based on the above, HKSCC’s role in Shanghai-Hong Kong Stock Connect is to act as
CCP, CSD and SSS, as recognized and regulated by the SFC and as agreed with
ChinaClear.

2. Is HKSCC’s capacity in holding the SSE Securities acquired by Hong Kong and
overseas investors through Shanghai-Hong Kong Stock Connect inconsistent with
its role as CSD?

As mentioned in 1 above and HKSCC’s FAQs for Investors (Q50), HKSCC holds the SSE
Securities acquired by Hong Kong and overseas investors as the “nominee holder”.

HKSCC'’s role as nominee holder (with its name being registered as the holder of SSE
Securities in the books of ChinaClear and accordingly, the register of members of the
relevant listed companies (see 4 below)) is consistent with its role as CSD.? In fact,
providing nominee services and acting as the nominee holder of the legal interest in Hong
Kong listed shares for HKSCC Participants and investors has been HKSCC'’s role under
the existing regulatory regime.

As nominee, HKSCC performs, among others, the following functions which enable
HKSCC Participants and the underlying investors to exercise their rights as beneficial
owners of the relevant securities:

- collection or receipt of dividends, interest payments, redemption proceeds,
distributions, rights, entitlements and other properties and documents with respect to
the securities held by HKSCC;

- distribution or payment to HKSCC Participants of dividends, interest payments,
redemption proceeds, distributions, rights, entittements and other properties and
documents received by HKSCC with respect to the securities held by HKSCC;

- the seeking of voting instructions from HKSCC Participants, voting at general
meetings or the passing on of voting instructions to the relevant listed companies for
voting during general meetings; and

® |tis also consistent with PFMI Principles’ description of a CSD’s role under the “indirect holding system”.



- the seeking of instructions from HKSCC Participants with regard to the exercise of
rights and entitlements accruing to relevant securities or the participation in other
actions, transactions or matters affecting them.®

Subject to applicable Mainland China law, these are functions which HKSCC also performs
as nominee for HKSCC Participants in relation to all the SSE Securities registered in its
name in the books and records maintained by ChinaClear (see 5(i) below).

HKSCC’s FAQs for Investors (Q52) states that based on the CSRC Stock Connect
Rules, Hong Kong and overseas investors “should be” recognized under the laws
and regulations of Mainland China as having beneficial ownership in the SSE
Securities. Does the reference to “should be” instead of “will be”, “shall be” or
“must be” suggest that HKSCC is not sure about beneficial owners’ interest in the
SSE Securities?

No. In HKSCC'’s view, it is clear that under Mainland regulations, HKSCC is only the
holder of the SSE Securities in name and not in substance. Hence, the ultimate investors
who invest in SSE Securities should be regarded as the beneficial owner.

The use of “should be” represents HKSCC’s view and position on the subject as it cannot
guarantee that the ultimate investors must universally be accepted by all concerned as
beneficial owners in every circumstance given the different factual situations that securities
are held for investors through potentially chains of brokers, custodians, trustees and other
intermediaries. Further, the reference to “should be” is not meant to suggest that there is
any form of discretion that lies with HKSCC for it to decide who the beneficial owner of an
SSE Security is. Under the current indirect holding system adopted in Hong Kong, HKSCC
is not in a position to identify who is the beneficial owner.

Appropriate amendments will be made to FAQ52 to reflect the above.

For an investor who is the beneficial owner of the SSE Securities, how can it be sure
that its beneficial holdings or ownership in SSE Securities is based on and can be
traced back to legally recognized interest held through HKSCC as the nominee
holder under Mainland law?

This question can be answered in two parts by considering:

(i) the nature of HKSCC'’s interest as the holder of SSE Securities as recorded by
ChinaClear; and

(i)  the concept of nominee holder as it is recognized under Mainland law.

With respect to (i), there are clear provisions under existing Mainland law recognizing the
interest of a registered holder of shares as recorded by ChinaClear. These provisions are
summarised below:

(a) Article 30 of CSRC’s Guidance on Listed Company Articles of Association -
This provides that Mainland listed companies shall set up and maintain their register
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See CCASS Rule 1101 : http://www.hkex.com.hk/eng/rulesreg/clearrules/ccassgr/ccassrule.htm
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of shareholders in accordance with the records provided by the securities
registration and settlement institution (i.e. ChinaClear), which serve as sufficient
evidence on the shares held by shareholders. This means that the register of
shareholders of listed companies should be maintained in accordance with the
records or registers of securities holders maintained by ChinaClear."

(b)  Section 160 of the Securities Law of the People’s Republic of China'? — This
provides that ChinaClear shall provide the issuer of securities with the register of
securities holders and information regarding securities holders; ChinaClear shall
confirm the fact that securities holders own or hold the relevant securities based on
the result of the clearing and settlement arrangements. In addition, ChinaClear shall
ensure that the registers of securities holders and the securities transfer and
registration records maintained by it are true, accurate and complete.

(c) Article 7 of ChinaClear’s Implementing Rules for Registration, Depository and
Clearing Services under the Shanghai-Hong Kong Stock Connect Pilot
Programme " — This states that HKSCC, as the nominee holder of the SSE
Securities, shall be registered in the register of shareholders maintained by SSE
listed companies.

(d) Article 5 of ChinaClear’s Securities Registration Rules — This provides that the
securities registration records issued by ChinaClear shall be valid evidence of the
securities holders’ possession or holding of such securities.

10
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Article 30: The company shall, according to the vouchers provided by the securities registration authority, prepare a
register of shareholders, which serves as sufficient evidence for the company's shares held by the shareholders.
Shareholders shall enjoy rights and bear responsibilities according to the classes of shares held by them;
shareholders with the same class of shares shall enjoy equal rights and bear the same obligations. (55 =+2% A&k

TR SO R A FEEE T AR Al - AR AR IEBRER R A A SR AY T LY © ORI PR A R AR
SAEMNF - RKEXSE  FAER-MEROIEE > SHREEAF] - KERRM S - ) English version link:

http://hk.lexiscn.com/law/law-english-1-2469768.html Chinese version link: hitp://hk.lexiscn.com/law/law-chinese-1-
2469444 .html

The Mainland operates an uncertificated securities system.

Article 160: A securities registration and clearing institution shall provide the register of securities holders and
associated documents to an issuer of securities. A securities registration and clearing institution shall, according to its
securities registration and settlement records, confirm that a holder of securities owns the relevant securities and
provide the registration documents of relevant securities holders. A securities registration and clearing institution shall
guarantee the authenticity, accuracy and completeness of its registers of securities holders and transfer and
registration records, and may not conceal, forge, alter or damage any of the aforesaid materials. (55— Ef\—{—* iEg
LA RN IAIN Y [EHESR 21T AR BEESFAA A R IEF =TTk - ﬁ%‘s R BN N Y IRIEIE 5 SRS H VS R

Eﬁamﬁ%hﬁ AFFAILFNET 2L A AL T - ﬁfff‘r %CWW“ HIRIEESRFTA A%HH%D Fdak i
TEE S - MR R NERE - Ml Bl E®R ) English version link: English version link:
http://hk.lexiscn.com/law/law-english-1-2441063.htm| Chinese version link:

http://hk.lexiscn.com/law/content.php?provider id=1&isEnglish=N&origin_id=2441059&keyword=6K%2BB5Yi45rOV&t

kw=6K%2BB5Yi45rOV&eng=0

Article 7: The securities acquired by investors through Shanghai Connect and held by HKSCC as nominee shall be
deposited in CSDC and registered in the register of shareholders of the relevant companies listed on the Shanghai
Stock Exchange ("SSE") in the name of HKSCC. (555 BBA RN 4 XFFA AFPARP BB FTE L ARILSS -
DI B E A NIFEEANT » BicE EBIESR A (PUNERR E52FT) A ERIRRAN - )
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The above provides sound legally basis confirming that ChinaClear's records (to be
reflected in listed companies’ register of shareholders) provide conclusive evidence with
respect to a person’s holding of securities in a listed company. As HKSCC holds the SSE
Securities as nominee only and its holdings are recorded in the registers maintained by
ChinaClear and listed companies in accordance with the above regulations, the relevant
records should serve as good evidence of ownership of SSE Securities at the HKSCC level.

With respect to (ii), HKSCC’s FAQs for Investors (Q51 and 52) have already dealt with the
ownership position at the beneficial owners’ level (see also 3 above). In summary, as
nominee holder of SSE Securities, HKSCC does not have any proprietary interest in SSE
Securities; such interest rests with the beneficial owners. This is the case whether or not
HKSCC is solvent or insolvent.

The combination of (i) and (ii) provides a good basis to show that an investor’s beneficial
ownership in SSE Securities is based on and can be traced back to legally recognized
interest held through HKSCC as nominee under Mainland law.

How does an investor, as the beneficial owner of SSE Securities under the nominee
structure, assert, exercise and enforce its rights over the SSE Securities?

First and foremost, a distinction should be made between a beneficial owner (i) asserting or
exercising its rights over SSE Securities; and (ii) taking legal action or court proceedings to
enforce rights over the SSE Securities. These are examined below.

(i) Asserting or exercising rights over SSE Securities

As mentioned in HKSCC’s FAQs for Investors (Q53), Article 5 of the ChinaClear
Securities Registration Rules provides that beneficial owners of SSE Securities shall
“exercise their rights” in relation to SSE Securities through the nominee holder. It is
HKSCC’s understanding that when Mainland China regulations refer to “exercising
rights” in relation to SSE Securities, they refer to the dealings between shareholders
and the companies covering the following:

- the right to call and participate in shareholders’ meetings;
- the right to propose matters for voting at shareholders’ meetings;

- the right to exercise voting rights or control over the company through voting at
shareholders’ meetings;

- the right to subscribe for allocated rights and entitlements; and

- the right to receive dividends and other distributions declared by the company. ™
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HKSCC’s understanding in this regard is confirmed by Article 31 of CSRC’s Administrative Measures for Margin
Financing and Securities Lending Services of Securities Firms. Article 31 provides as follows: With respect to the
securities recorded in the covered securities account of the credit transactions of the clients, the securities firm shall
exercise the rights attached to such securities against the issuers thereof in its own name and for the interest of the
relevant clients. Before exercising the rights attached to such securities against the issuers thereof, the securities firm
shall solicit opinions from the clients and proceed according to their opinions. The rights against the issuers above
mean the rights arising from holding securities such as requesting the convening of the general meeting of
securities holders, participating in the general meeting of securities holders, proposal, voting, subscription of
allotted shares and requesting the distribution of the earnings from investment. [Emphasis added] (56 =-+—%%
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(ii)

As provided in Chapter 11 of the CCASS Rules (see 2 above) and Section 8 of the
CCASS Operational Procedures, HKSCC, as the nominee holder, will (subject to
applicable Mainland regulations) assert or exercise the above rights for or on behalf of
HKSCC Participants and the underlying beneficial owners of SSE Securities under the
Stock-Connect pilot scheme. These cover HKSCC’s obligations to distribute company
announcements and communications, attend shareholders’ meetings and obtain
voting instructions and instructions to deal with entitlements, dividends, distributions,
and various kinds of corporate actions of listed companies. The obligations are
discharged by HKSCC seeking and acting on the instructions of HKSCC Participants
which, in turn, seek instructions from their clients or the beneficial owners. '

Accordingly, the relevant CCASS rules and HKSCC’s role are consistent and
compliant with Article 5 of ChinaClear’s Securities Registration Rules."®

Taking legal action or court proceedings to enforce rights over the SSE
Securities

The rights under (i) should be distinguished from a beneficial owner’s ability and
voluntary decision to take legal action against an issuer of SSE Securities for
whatever reasons.

Similar to CSDs such as Euroclear and Clearstream in the EU or the DTCC in the U.S,,
it is not the ordinary business of HKSCC to get involved in private disputes by taking
actions on behalf of HKSCC Participants or the underlying investors. Further, similar
to other professional nominees, HKSCC does not normally exercise independent
judgment on whether listed companies have acted properly or whether HKSCC
Participants or the underlying investors have a cause of action against a listed
company. For these reasons, it is provided in the CCASS Rules and FAQ53 that
HKSCC is not obligated to enforce rights against issuers of SSE Securities in any
court proceedings in Mainland China.

That said, it is noted that beneficial owners may have good cause to pursue a claim
against a listed company and may wish to bring legal action against companies for
different reasons. The following observations are relevant:

(a) Where Mainland China law affords a person a cause of action against a
company, its directors or management in its capacity as an investor (as
distinct from its capacity as a shareholder whose name appears in the records
or registers of ChinaClear or the listed company), it is believed that similar to a
Mainland investor, the person (including UCITS) should be able to bring legal
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The fact that HKSCC does assist HKSCC Participants and beneficial investors to exercise and assert their rights as
shareholders has already been confirmed by paragraph 1 of FAQ53.

Article 5 states, among others, that “securities may be registered under the name of nominee holiders if this complies
with laws, administrative regulations and CSRC rules. Nominee holders are legally entitled to the relevant rights as
securities holders and shall bear corresponding obligations to the relevant beneficial owners. The beneficial owners
shall exercise their relevant rights through the nominee holders. When nominee holders exercise the relevant rights
as securities holders, they shall consult the beneficial owners and shall not harm the interests of beneficial owners.”

7


https://hk.lexiscn.com/law/law-chinese-1-1385301.html

action in Mainland China directly against the company without involving
HKSCC. In such a situation, as HKSCC is not the investor of SSE Securities,
it is not in a position to commence legal action in any event.

(b) Where a beneficial owner of SSE Securities decides to bring legal action
against a listed company, its directors or management to enforce its rights as
shareholder (as opposed to an investor) and the relevant cause of action must,
under Mainland China law, be taken or initiated by the shareholder whose
name appears in the records or registers of ChinaClear or the company,
HKSCC would be prepared to provide assistance to the beneficial owner
(including UCITS) subject to conditions and after having regard to the public
interest, interest of the investing public and its statutory duties under the SFO.
The assistance that HKSCC may be able to provide will be determined on a
case by case basis and subject to the legal and procedural rules and
requirements under Mainland China law, including, for example, consideration
of whether the beneficial owner may bring the action directly without HKSCC'’s
involvement or whether it may commence action with HKSCC being joined as
a “nominal plaintiff” to facilitate the proceedings. As each case depends on its
own facts, it would be unreasonable to expect HKSCC to provide a blanket
agreement to commit to taking action for all HKSCC Participants and investors.
As HKSCC is only a nominee holder of SSE Securities, the beneficial owner
who wishes to take legal action should be responsible for seeking proper legal
advice to satisfy itself and HKSCC that a cause of action exists. " The
beneficial owner should be prepared to conduct the action and take up all
costs in relation to the action, including providing HKSCC with indemnities and
legal representation in the proceedings. To make the above clear to the
market, appropriate amendments to the CCASS Rules and HKSCC’s FAQs
will be made to reflect the principles mentioned above. The current intention is
to amend the rules in the first quarter of 2015. while there is every intention to
expedite rule changes subject to the relevant regulatory approval, no firm
commitment can be given.

(c) As mentioned in FAQ53, in the case of (a) and (b) and in order to facilitate any
action to be taken by a beneficial owner of SSE Securities, at the request of
the beneficial owner and with the consent of the HKSCC Participant who
represents it, HKSCC would be prepared to provide certification of the HKSCC
Participant’s holdings of SSE Securities. This should assist the beneficial
owner in establishing evidential proof that it has invested or have beneficial
interest in the relevant SSE Securities at the relevant time, when read
together with other records or produced by the HKSCC Participants or the
other intermediaries acting for the beneficial owner. To this end, HKSCC
understands that, pursuant to paragraph 3 of Article 5 of the ChinaClear

" It should be noted, for example, that under the Mainland Company Law, certain actions that may be taken by
shareholders require shareholders to meet the required shareholding thresholds. If the beneficial owner does not
have the required level of shareholdings in SSE Securities held through HKSCC, it may not be able to establish a
proper cause of action.



Securities Registration Rules, such certification would be recognized by
ChinaClear (see 6 below).

(d) It is worth pointing out that HKSCC has not, to date, been asked to take any
legal action against a listed company with respect to the shares or securities
that are held by it as CSD or nominee. In practice, it appears that where
misfeasance or fraud has been committed by directors or listed companies,
the relevant regulators would likely have taken the appropriate action to
protect investors.

Will the certification of SSE Securities provided by HKSCC be recognized by the
Mainland authorities?

Paragraph 3, Article 5 of the ChinaClear Securities Registration Rules states that “any
certification on securities holding of the beneficiary owner issued by the nominee holder is
the lawful proof that the beneficiary owner holds the relevant securities”. Based on this
provision, HKSCC'’s certification of HKSCC Participant’'s SSE Securities holdings should be
recognized by ChinaClear and the CSRC. HKSCC will follow up with ChinaClear and
CSRC to confirm this understanding. HKSCC will also follow up with the Mainland
authorities to confirm their understanding where the HKSCC Participant in turn holds SSE
Securities for the beneficial owner (e.g. UCITS), and the HKSCC Participant has issued
certification of the beneficial owner’s holding in the relevant SSE Securities.

Will the SSE Securities acquired by Hong Kong and overseas investors through
Shanghai-Hong Kong Stock Connect be held on a segregated basis? To what extent
are securities held at HKSCC and different levels segregated from the assets of
HKSCC and the relevant intermediaries under the Hong Kong regulatory framework?

After the clearance and settlement of a buy transaction on SSE Securities through the
Northbound Trading Link, the SSE Securities are held via book entry at different levels as
follows:

(i) At the ChinaClear level — In the books and records of ChinaClear, SSE Securities
are held in an omnibus stock account in the name of HKSCC and all the shares in
this account are held by HKSCC as nominee for HKSCC Participants and their
underlying clients. The HKSCC account is separate from the accounts of the other
clearing participants of ChinaClear, hence, the SSE Securities are segregated from
the assets of other clearing participants of ChinaClear and ChinaClear itself.
According to Article 13 of CSRC’s Several Provisions on the Pilot Programme of
Shanghai-Hong Kong Stock Market Connect, investors are entitled in accordance
with the law to the rights and interests in respect of shares purchased through
Shanghai-Hong Kong Stock Connect. Furthermore, in the insolvency of
ChinaClear, the SSE Securities recorded in HKSCC’s omnibus account will not
form part of the assets of ChinaClear and will not be available for distribution to
creditors of ChinaClear.

(ii) At the HKSCC level — As all the SSE Securities recorded in HKSCC’s omnibus
account with ChinaClear are held by HKSCC as nominee, in the books and
records of HKSCC, the full amount of such SSE Securities are allocated to, and
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recorded as separate holdings of, the HKSCC Participants that have acquired the
relevant number of SSE Securities (as reflected in the clearing and settlement
records of HKSCC as the participating CCP under the CSD and Clearing Link
Agreement and in accordance with its rules and operational procedures).

HKSCC Participants’ holdings in SSE Securities are recorded in their respective
stock accounts in the Central Clearing and Settlement System (CCASS) of
HKSCC. Each HKSCC Participant's account is separate from the other
participants’ accounts and the securities held in them are segregated from those
held for other participants and from HKSCC’s own assets. Proper system
processes and operational procedures have been established to ensure the timely
and daily reconciliation of HKSCC Participants’ holdings of SSE Securities in
CCASS with those of HKSCC in ChinaClear.

To enable HKSCC Participants to separately identify and handle their proprietary
and clients’ securities holdings in CCASS, HKSCC provides multiple stock
segregated accounts to HKSCC Participants for holding client securities. HKSCC
Participants can, therefore, hold clients’ securities in CCASS on an omnibus basis,
or if they so wish, through individual stock segregated accounts provided by
CCASS. Accordingly, it is possible for HKSCC Participants to segregate each
UCITS holdings in SSE Securities through individual stock segregated accounts at
the HKSCC level.

As provided for in the rules and operational procedures of HKSCC, SSE Securities
are held by HKSCC for the account of its participants. HKSCC does not have a
proprietary interest in the securities. Accordingly, as set out in HKSCC’s FAQs for
Investors (Q55), upon the insolvency of HKSCC, the SSE Securities held by it as
nominee will not be regarded as the general assets of HKSCC under Hong Kong
and Mainland China law and will not be available to the general creditors of
HKSCC. Further, based on the SFC’'s and Hong Kong Monetary Authority’s
proposals on establishing an effective resolution regime for financial institutions in
Hong Kong, HKSCC, as a financial market infrastructure, will be included in the
proposed resolution regime for the protection of HKSCC Participants, investors and
other stakeholders Therefore, should HKSCC become insolvent, it is expected that
the interests of participants and the underlying investors will be safeguarded by the
relevant regulations upon their becoming effective.

HKSCC is satisfied that the above structure meets the relevant segregation
requirements under the PFMI Principles and the sub-account provision referred to
in Article 24 of ChinaClear’s Administrative Rules on Securities Accounts published
in August 2014)."®
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Article 24: Agencies that are designated by others to hold securities for others in compliance with laws, administrative
regulations and relevant provisions of the securities regulatory authorities under the State Council may apply for the
opening of securities accounts as a nominee. A nominee shall open subsidiary accounts for each of its securities
beneficiary or subordinated nominee (i.e. the next level of nominee). A nominee may ask CSDC to open subsidiary
accounts for the securities beneficiaries or subordinated nominees (i.e. the next level of nominee) under its name. A
nominee shall comply with, and urge the securities beneficiaries or subordinated nominees under its name to comply
with the provisions of laws, administrative regulations, the securities regulatory authorities under the State Council,
the securities exchange and CSDC in relation to information disclosure, collection, voting, and others. To perform its
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(iii) At the HKSCC Participant level — In the books and records of each HKSCC
Participants, the SSE Securities are held for their clients including UCITS. Under
Hong Kong law, securities held by intermediaries for clients are held on trust on a
fiduciary basis and do not normally form part of the assets of the intermediaries.
Also, each client is entitled to agree with itstheir intermediaries on how the SSE
Securities should be held or segregated from the intermediary’s or its other clients’
assets.

Separately, the SFO sets out various requirements for the recording of client trades
and the safeguarding of client positions and funds by all licensed corporations and
registered institutions, including HKSCC Participants (i.e. brokers and banks). For
example, under section 3 of the Securities and Futures (Keeping of Records) Rules,
a licensed corporation or registered institution is required, among others, to keep,
where applicable, such accounting, trading and other records as are sufficient to
account for all client assets that it receives or holds, and enable all movements of
such client assets to be traced through its accounting systems and stock holding
systems; and under the Code of Conduct for Persons Licensed by or Registered
with the Securities and Futures Commission, a licensed corporation or registered
institution should keep separate accounts for each client for dealings in
securities. Compliance with these requirements is assessed as part of the routine
market intermediaries’ supervision programme conducted by the SFC.

Hong Kong Exchanges and Clearing Limited

December 2014

duties by law, CSDC has the right to require a nominee to provide information relating the securities or subsidiary
accounts held by any securities beneficiary or subordinated nominee under its name, as well as the information
relating to any change in the holding. (55 —+PUZt fF&7AR ~ ITEUEMAIE SHE R B EHIMTA SNE - 2 AL
FEHRFMAFFAUEFOINN - ATLARE LA XA ARSI o £ 5RPE ARS D5 IR SRR A A B
HR— A XEA NI 2 5GRA N AT RN B A N RS SR Azs A NS — et SRR AT
T o 44 SRR AR S BT I EHR A MIEFSERAGE A A~ K — 0% XA NESTER - 1TBUEM - E 55
LR E BB ~ LR AT AN TR T E R  IEREESERIE - AXBIANGEBITIRT  ANERA
NEA NRBEEA N EFRFAGERA A~ KRR A Pk IERR A REE RN EARER )
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