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HK Connect a Significant Step Towards Market Opening

With the Shanghai-Hong Kong Stock Connect as an “open” conduit and future expansion of quota may be likely

= At the end of September 2015, the Northbound investment activity reached a monthly high of RMB 4.1bn despite the Shanghai Composite

Index falling 3.2% for that last week. Southbound activity however still remains muted.

= Through 18 September 2015, over RMB 145bn (48% of the total investment limit) was invested in Shanghai and over RMB 89bn (36% of the

total investment limit) in Hong Kong.

Key Implications Breakdown of A Share Total Market Cap

= If all existing QFII/RQFII quota were invested in it would

equates to 59%0 of A-share free float.

=  HK Connect northbound quota of RMB 300bn which if
fully invested would add another 390 to free-float market
cap.

=  These pilot programs combined would have the potential to
expand the foreign share of A-share free float to 8%.

= [talso represents the only “open” conduit (i.e. market quota

instead of individual quotas) for investors abroad to
participate in the A-share market.

Note: Retail include mutual fund management companies, insurance companies and brokers
Standard Source: Wind, Standard Chartered Research
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Eligible Stocks for the Stock Connect Program

Both the A & H shares offer a wide variety of investment options across various sectors and market cap sizes.

= For northbound trading, overseas investors would have more stocks in the cyclical sectors. And there are also much more stocks with market
cap of less than USD 3bn, but high trading turnover (over USD 22mn a day).

= For southbound trading, mainland investors have more choices in the property, tech and telecom sectors. But most of the eligible stocks have
market caps of over USD 3bn.

Sector Weights for the Eligible North/Southbound Shares Market Cap Distribution for the Eligible North/Southbound Shares

i Shares A Shares OBelow USD 1.0bn ®@USD 1.0-3.0bn ®mUSD 3.0-9.0bn ® Above USD 9.0bn
27% Banks 31%
13% Energy
9% Industrials
3% Materials
8% Con. Discretionary
7% Insurance
4% Utilities
2% Consumer Staples
2% Diversified Financials
1% Health Care
9% Real Estate
5% Information Technology 15%
9% Telecom Services 3% @
A Share
Standard Source: Bloomberg, Standard Chartered Research 4
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Shanghai-Hong Kong Stock Connect

Overview

Shanghai-Hong Kong Stock Connect is a mutual market access program, through which investors in Hong Kong and Mainland
China can trade and settle shares listed on the other market respectively via the exchange and clearing house in
their local market.

Range of Securities for Northbound and Southbound Trading

Key Features

Mainland China Northbound Southbound
SEHK Securities

Eligible mainland investors o
= Individual with >RMB 500Kk in SSE Securities

securities trading accounts

= Allinstitutional investors Index Constituent
Stocks SSE180 HS Lar_ge Cap
° ¥ SSE380 HS Mid Cap
2 SSE
g = SSE 180 index stocks SSE members
= = SSE 380 index stocks SSE-SEHK A+H I SSE-SEHK A+H
8 = A/H dual listing stocks
4 Excluding = Shares under risk alert = A+H on other Mainland
= Aggregate quota: board exchange
NY 2
HKExSubsidiary . gaily qsl? gt';_ = Shares that are not traded = Shares that are not traded
CNY 10.5bn in RMB in HKD
__________________________________ S = H Share with
corresponding SSE A-share
© ACLITERER GO under risk alert board
CNY 300bn -
] . SSE Subsidiary
= Daily quota:
CNY 13.0bn
) v Total No. of
5 SEHK Stocks? 2l 2
o HKEx members = Hang Seng large cap stocks
E = Hang Seng mid cap stocks
E * A/H dual listing stocks Market
z 4t | Capitalisation 90% 82%
. (MCy?
HK & offshore investors
= Allindividual investors .
= All Institutional investors Average Daily ) 80% 78%
e [T Turnover (ADT)
Note: For any SSE security not accepted as an SSE Security upon launch due to its being under risk alert board, if it is subsequently removed from the risk alert board, it will be accepted as an SSE Security if it falls under any of the
selection criteria
Standard 1 SSE Securities: securities listed and traded on Shanghai Stock Exchange (SSE) which may be traded by Hong Kong and overseas investors under Shanghai-Hong Kong Stock Connect. 5

2 As of 10-Apr-14 for no. of stocks; as of end of Mar-14 for MC; As of Jan-Mar-14 for ADT
Chartered



Some of the challenges faced

Challenge Phase | Model Phase Il Model

Best execution

Market Snapshot

Beneficial
Ownership

Settlement
Instruction process

DVP

Standard
Chartered

Stocks need to be held under TPC structure to
preserve the “line of custody” requirement in 40 Act
and UCITS regulations.

8:15am Snapshot on broker’s clearing account only
(not investor custody account)

Low acceptance of this risk by global regulators /
depo-banks and many funds

All securities must be delivered a day before (before
morning snapshot )and then settled at 6pm

Stocks remain under SPSA custody account until
settlement (in line with global practice)

8:15am Snapshot on BOTH - broker clearing account
- investor custody account (SPSA)

SPSA unique ID numbers have legal bearing in China.
See CSRC website:

Trades have to be settled within 4 hours of market
close. Two modes of settlement:

a. “Single-sided settlement”

b. Sl-based instructions

There is no market wide solution for DVP today however in H1 2016 we expect to see this from HKSCC


http://www.csrc.gov.cn/pub/csrc_en/newsfacts/PressConference/201505/t20150515_277108.html
http://www.csrc.gov.cn/pub/csrc_en/newsfacts/PressConference/201505/t20150515_277108.html

The Story Today —The SPSA Model explained

Out with the Old... ...and in with the New - the SPSA model

Asset HKEX / SSE Asset SR K EX / SSE
Manager

Manager

Global
Custodian

Global
Custodian

Standard Broker clearing

Sub-custodian Account CCASS Chartered / custody CCASS
account

Direct / Clearing

(Custody)
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http://www.google.com.hk/url?q=http://www.flaticon.com/free-icon/dslr-camera-silhouette_17075&sa=U&ei=883QVKLHIqO4mwWBp4DQBw&ved=0CBsQ9QEwAw&usg=AFQjCNGfSSElsMPFCQoqQ0y5GnHp13VyOQ
http://www.google.com.hk/url?q=http://www.flaticon.com/free-icon/dslr-camera-silhouette_17075&sa=U&ei=883QVKLHIqO4mwWBp4DQBw&ved=0CBsQ9QEwAw&usg=AFQjCNGfSSElsMPFCQoqQ0y5GnHp13VyOQ
http://www.google.com.hk/url?q=http://www.flaticon.com/free-icon/dslr-camera-silhouette_17075&sa=U&ei=883QVKLHIqO4mwWBp4DQBw&ved=0CBsQ9QEwAw&usg=AFQjCNGfSSElsMPFCQoqQ0y5GnHp13VyOQ
http://www.google.com.hk/url?q=http://www.flaticon.com/free-icon/dslr-camera-silhouette_17075&sa=U&ei=883QVKLHIqO4mwWBp4DQBw&ved=0CBsQ9QEwAw&usg=AFQjCNGfSSElsMPFCQoqQ0y5GnHp13VyOQ
http://www.google.com.hk/url?q=http://www.flaticon.com/free-icon/dslr-camera-silhouette_17075&sa=U&ei=883QVKLHIqO4mwWBp4DQBw&ved=0CBsQ9QEwAw&usg=AFQjCNGfSSElsMPFCQoqQ0y5GnHp13VyOQ

Hong Kong-Shanghai Stock Connect

Where do we go from here?

Launch:

Limited,
hedge fund
flows proving
that the
platform is
viable and
functional

Q4 2014
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Green Light:

ALFI
announces
the way for
LuX UCITS
to fast track
funds use of
Stock Connect

Adoption:

UCITS funds
(mainly
Luxembourg)
begin revising
their
prospectuses
and KlIDs to
include the
Stock Connect

Expansion:

Stock Connect
Northbound
quota may
expand in the
future to
accommodate
new volume
growth

Widening:

Additional
“‘markets”
including
Shenzhen SE
(eta. H1 2016)
and facilitation
mecahnisms
such as the
approval of
large scale
short selling
and margin
lending on
HKEX

Globalisation

Inclusion of a
5-20%
weighting for
China in the
MSCI global
index

USD300-
350bn in
global
tracker-
fund
AUM
invested

in A-
shares




Disclaimer

This material has been prepared by Standard Chartered Bank (SCB), a firm authorised by the United Kingdom’s Prudential Regulation Authority and regulated by the United
Kingdom’s Financial Conduct Authority and Prudential Regulation Authority. This material is not research material and does not represent the views of the SCB research
department. This material has been produced for reference and is not independent research or a research recommendation and should therefore not be relied upon as such. It is
not directed at Retail Clients in the European Economic Area as defined by Directive 2004/39/EC neither has it been prepared in accordance with legal requirements designed to
promote the independence of investment research and is not subject to any prohibition on dealing ahead of the dissemination of investment research.

Itis for information and discussion purposes only and does not constitute an invitation, recommendation or offer to subscribe for or purchase any of the products or services
mentioned or to enter into any transaction. The information herein is not intended to be used as a general guide to investing and does not constitute investment advice or as a
source of any specific investment recommendations as it has not been prepared with regard to the specific investment objectives, financial situation or particular needs of any
particular person.

Information contained herein, which is subject to change at any time without notice, has been obtained from sources believed to be reliable. Some of the information appearing
herein may have been obtained from public sources and while SCB believes such information to be reliable, it has not been independently verified by SCB. Any opinions or views
of third parties expressed in this material are those of the third parties identified, and not of SCB or its affiliates. While all reasonable care has been taken in preparing this material,
SCB and its affiliates make no representation or warranty as to its accuracy or completeness, and no responsibility or liability is accepted for any errors of fact, omission or for any
opinion expressed herein. SCB or its affiliates may not have the necessary licenses to provide services or offer products in all countries or such provision of services or offering of
products may be subject to the regulatory requirements of each jurisdiction and you should check with your relationship manager or usual contact. You are advised to exercise
your own independent judgment (with the advice of your professional advisers as necessary) with respect to the risks and consequences of any matter contained herein. SCB and
its affiliates expressly disclaim any liability and responsibility for any damage or losses you may suffer from your use of or reliance of the information contained herein.

This material is not independent of SCB’s or its affiliates’ own trading strategies or positions. Therefore, it is possible, and you should assume, that SCB and/or its affiliates has a
material interest in one or more of the financial instruments mentioned herein. If specific companies are mentioned in this communication, please note that SCB and/or its affiliates
may at times seek to do business with the companies covered in this material; hold a position in, or have economic exposure to, such companies; and/or invest in the financial
products issued by these companies. Further, SCB and/or its affiliates may be involved in activities such as dealing in, holding, acting as market makers or performing financial or
advisory services in relation to any of the products referred to in this communication. Accordingly, SCB and/or its affiliates may have a conflict of interest that could affect the
objectivity of this communication.

You may wish to refer to the incorporation details of Standard Chartered PLC, Standard Chartered Bank and their subsidiaries at http://www.sc.com/en/incorporation-details.html.

This material is not for distribution to any person to which, or any jurisdiction in which, its distribution would be prohibited.

© Copyright 2013 Standard Chartered Bank. All rights reserved. All copyrights subsisting and arising out of these materials belong to Standard Chartered Bank and may not be
reproduced, distributed, amended, modified, adapted, transmitted in any form, or translated in any way without the prior written consent of Standard Chartered Bank

Standard
Chartered &


http://www.standardchartered.com/en/incorporation-details.html
http://www.standardchartered.com/en/incorporation-details.html
http://www.standardchartered.com/en/incorporation-details.html
http://www.standardchartered.com/en/incorporation-details.html
http://www.standardchartered.com/en/incorporation-details.html
http://www.standardchartered.com/en/incorporation-details.html
http://www.standardchartered.com/en/incorporation-details.html

