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ASIFMA’s Feedback to the CSRC’s Consultation on the Administration of Securities Brokers’ Electronic Connections
with Clients’ External Trading Systems (Direct Market Access)
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Dear Sir/Madam,
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LASIFMA is an independent, regional trade association with over 100 member firms comprising a diverse range of leading financial institutions
from both the buy and sell side, including banks, asset managers, professional and consulting 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, innovative, 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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On behalf of its members, Asia Securities Industry & Financial Markets Association ("ASIFMA")! hereby submits its
comments and suggestions on the Consultation Drafts of the Administration of Securities Brokers’ Electronic
Connections with Clients’ External Trading Systems ( (EJ: /2~ A2 515 B R Gu /MR N & L AT M€ (TE R & WL
%)) ) (“Consultation Paper”) released by the China Securities Regulatory Commission (“CSRC”) on 1 February 2019.
We sincerely apologize for the late submission of our comments on the Consultation Paper as many various draft
regulations closely related to the core interests of overseas investors were released for public comments around the
Chinese Lunar Year. We greatly appreciate CSRC's willingness to consider our comments submitted after the deadline.

ASIFMAMZ RINAART TV R AZEBNES AN HELRG, HELTEEZZM (ie. Direct Market
Access or “DMA”) Fai T HRERATHENERORANE, EREFNSRINFARATHER. Fib, &
MY TILESAFIESASETE. EUNFERT, EYVMRAZFRUDMAZIRAZINRML., MEREFERH
FETfEE, VIMRAENHEECENDMARGIUS CEE. G—NENERZXZRBHTEE R, BIAE
BIMIMIREZE (BIQFIFIRQFI) FEMANIMMFIESFRAZSEEAREXAIDMANE K, HH
LR AME S RENIZERS . IESHRITREHLERZEEOMANRESEMESIANTE, FHT
TERATHORR. i, RMNREETRALSEIN, BESEFNEHAT REIMIBREEMINTSE
PIMFTRL S, FHESNPETZNRELR.

ASIFMA members believe that allowing professional investors to connect with securities brokers’ systems to send
orders directly through to the exchange (i.e. Direct Market Access or “DMA”) will inject healthy liquidity into the local
Chinese market and will further align Chinese market structure with mature international market standards. Therefore,
we warmly welcome the CSRC’s proposal to allow securities brokers to provide such DMA services to investors, should
the provision of such services prove to be safe and in full compliance with the relevant laws and regulations. As
acknowledged in the Consultation Paper, institutional investors do have the need to connect to Brokers’ systems and
the exchange for the purposes of, for example, allocating trades among different portfolios, applying risk control
measures universally, and/or directly executing certain trading strategies. A large number of overseas institutional
investors (i.e. QFlls and RQFIlIs) and foreign-invested private securities investment fund managers have similar such
needs and may want to leverage the DMA services offered by foreign-invested securities brokers, who bring to the
Chinese market their best practices for providing DMA based on their global experiences, which would significantly
contribute to the growth of China’s capital markets. Therefore, we offer the following comments and suggestions,
which we believe will better facilitate overseas institutional investors and foreign-invested securities brokers and
improve the robustness of the Chinese market.

1 EHEATHRRER
1. Qualification Requirements for Securities Brokers

BUPERE], (IERBRRB) BRMNEDMAEIMIESASINTEE=FDXERTEDAERELEALTE N
L5 XBHKREBBJLFRAESRIESQAMERKNEZAINFREFILESLE (U TERIEFE)
BHILEREX—ER. BMNEBG, FEZDEFRERN TIMRHDMANINESZREMESEE R, £
FTAZEFRHUDMAE RIES NS EENRIRNZ—, WIMNISHLERENMIRAZEEFRHDMA, N
FEHRENTEARDKERN TRANENNHERZER. B FROIMESHRTEARLSHRESTEFR
RIRHDMA, BIHRAVAA, £REMTHBEEASTIESASNBFENFEOUER. HILBIHBMZD%E
RABKRTESMAFRIMIAET REFERAR LIS R EDFTREZFHLSHRKIERS.

We note that the Consultation Paper sets out the requirement that securities brokers seeking to offer DMA must have
an A-class rating or higher for at least two years within the past three years. However, this requirement would mean
that almost all the joint venture securities brokers or the WFOE securities brokers to be incorporated in future
(collectively “Foreign-invested Securities Brokers”) would fail to meet such requirements. We are therefore concerned
that the grade rating requirements will be a substantial challenge for any Foreign-invested Securities Broker seeking to
provide DMA for their investors. Given that providing DMA services to clients has been a significant contributor to
brokers’ profitability, it will be very difficult for Foreign-invested Securities Brokers to achieve the profitability required
for an A grade rating if they are not eligible to offer DMA services. In addition, any newly-incorporated Foreign-invested
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Securities Broker would only be eligible to provide such services after it has been in operation for more than two years.
We are not aware of similar profitability prerequisites for securities brokers in other markets and as such, we are
concerned that this grade rating requirement will be a substantial obstacle for foreigners seeking to establish their
securities brokerage subsidiaries and develop the relevant competitive businesses in China.

BNMBRUBRERSTNE (IERBERR) BREPHREANTIRSFHHER, LLWMIMATIMNESFEHRIMNER
MR, HERMIIAYTHASHNER, NEREFTHAE=FNRERTELFTREAAZHENL
FANER, UARIFINESFHREDMAF AT IHHRE S RRARN M.

We sincerely hope that the CSRC will ease the qualification requirements on Foreign-invested Securities Brokers as
stipulated in Article 5 of the Consultation Paper. For example, replacing the requirement to have an A-class rating or
higher for at least two years of the past three years with relevant requirements on Brokers’ overseas shareholders or
separate requirements on the Foreign-invested Securities Brokers would allow Foreign-invested Securities Brokers to
offer DMA and bring further healthy liquidity into the market.

2 WHRERRAS
2. Due Diligence on Investors

(ERERE) BRIESFSADE LN I ZELERFIMBEALRETG—EIE, BF" 7T BROE R
RAEFRARERRBE, BEEIRAEFSMEEEX. KAGR. FREH. PRDE. KgEdER.
B ERRRE (ERBARB) BRILESANRRBELCRERAELHRFENRM. MERIT. X5
BRI BIEBTEIS . WEEH. REMBVENENEZSHEIKERFT. BNX0EREEES
EMRIESASINRBRIAERE UBRRTHNAFEF. ETERNILISASEEAERGRAR LS
BEEFE (BEQFIMRQFN) WX 517H, BMPANEFASNTRAZTRORRPEL M AR EREE
ARG =R, IRAZFRGNEENINREARE TR SEHIGIW S RIE KUMNMEEM, @
FEREERAE (BIEQFIFRQFI) = RAER .

Per the Consultation Paper, securities brokers must consolidate and manage their clients’ DMA connections by
conducting extensive due diligence on investors in accordance with “Know Your Clients” principles, including the
verification of their product management models, account information, product structure, permission assignment and
risk controls. We also note that according to the Consultation Paper, the scope of brokers’ due diligence requirements
includes the structure of investors’ trading systems, functional design, trading data processing procedures, data
recording systems, network topology, physical location of system deployment and trading terminal information. While
we fully understand the regulator’s intentions to strengthen the due diligence obligations of securities brokers to
ensure a fair and orderly market, we believe brokers’ due diligence should be focused on the investors’ internal risk
management controls, (e.g. whether market risks such as “fat finger-errors” may arise due to inadequate risk controls
in the investors’ systems) rather than on verifying their clients’ product offerings, especially since brokers already
cooperate with domestic exchanges to monitor the trading activities of their investors (including QFlls and RQFlls).

(ERRARMIREBERRABRBOABAELS (CLMBEERE) ETRAENTHERERER RAER
BARBRPZZEREELHIRSH. BNBREERBNEATRAZTNEERBRIRZAZZINITZ
B, SHEE2ERFEEFLPTHFEEHET A NEENARET . RESRBOEERSENE A
MEREEHAMRAFNHTRRAE, TRSSBRABNTHEADMATXEH . BMNBEREFRLAR
KWK ATTH, FATFFHEERRKAZFRMNESCELUMERERTRE, MEEEESSHIIES
HiER.

Our members also note that the majority of the information required from investors (such as algorithmic strategies) is
proprietary and confidential information and investors will consequently be unwilling to share such information with
brokers or service providers. We emphasize that such information is neither helpful nor required for brokers to
effectively assess their clients’ internal controls for error trades, especially given that algorithmic strategies are mainly
tools for execution. Our members are therefore concerned that should securities brokers be required to perform such
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due diligence on clients’ proprietary information or intellectual property, investors will be deterred from using brokers’
DMA services. Therefore, we respectfully ask the CSRC to consider the practical feasibility of the above requirement
and instead allow securities brokers to set out the reasonable scope of information required from investors to assess
the investors’ internal risk controls, rather than mandatorily requiring investors to share their proprietary information
with brokers.

3 WHEHEK
3. Requirement of On-site Visit

(ERRAXNT (ERBERRE) BAKFERESRILLEELEANMANRAZFRRAZTERH#IT—XIAHE
W BEBREERNEPEEENAEAMBUE. ZERENESFASIEERESMUTRIMIQFIFMRQFIZ S, EX
ESABEANANZERAFHTXAHEFHXFEEEE. JHEHLIAS,

Our members have also shared their concerns on Article 9 of the Consultation Paper, which requires securities brokers
to conduct at least one on-site client visit every 6 months and that the records of such on-site visits must be recorded
in a written form. Given that securities brokers may also have a large number of QFIll and RQFII clients located outside
of China, the obligation for local securities brokers to conduct one on-site visit on such clients every 6 months may be
onerous and infeasible in practice.

HNMRIE (EREAB) BAFER N ESFATAREELF TP ANRAZERRBEHERHET XIS
B35, SEESIQFIFRQFIRFEE, o MBI HE i, BIARNEMTERANTXHEIR@HFER.

We respectfully suggest that Article 9 of the Consultation Paper should be amended to: securities brokers shall conduct
an on-site client visit on investors for the purpose of verifying due diligence information at least once every 12 months,
and for QFIl and RQFII investors, other methods of communication may be acceptable, e.g. email, phone or other
remote methods.

4 BAFELEMHER

4. The Eligibility Requirements on Investors

(EREAR) ABESFA DRI UATE GEFPHERAFESMERNE) B/\KE-THE=TME
MEBSFAEGEXSFERNTURAZFRMEDMA, AXEZTWREFED, WARSESEEAN, WiZhH
ESEEANDFARFIESRARESEEAN, ERE—FREESRIABRERETS T, BERANLEES
FRERGTEIESRARSINZEER,

Pursuant to the Consultation Paper, securities brokers shall only provide DMA services to professional investors that
meet the requirements set out in Item 1 or Iltem 3 of Article 8 of the Measures for the Eligibility Management of
Securities and Futures Investors (in Chinese: {(IE5Ei R AEZE LY M EIE /L) ) and have reasonable trading
needs. For these professional investors, if they are private fund managers, then such shall be private fund managers of
securities investment. Their assets under management (AUM) over the last year shall not be less than RMB
500,000,000 and the private fund products with external connections shall be filed with the Asset Management
Association of China.

BPAA, REESEEAN (LIS RRFIESFRAEEEEN) NAEXFFRUEHEEATNEENS
HEEFIRFLTEEXREK. BIRE —RIMAFIESRARSEEANEE RIRTRUARIART
57, EXUENBEASIANAGEINKARSINEMMREEFNRELE, NTERANEREAMNE
B3R, B, BMNENEEVMESEEFEIRAEZNGEIHBTRUREAREAMRIEZENIENEE
ZERBERATUERADMANIRAE, FRWUBREXMIAMFIIFRARSEEANRIE—FREE MR
AIBRIRZE K.
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We believe the reasonable trading needs of private fund managers (such as wholly foreign-owned private securities
investment fund managers (“WFOE PFMs”)) and their compliance and risk control capacities are not relevant to their
AUM. Currently, none of the WFOE PFMs have an AUM over RMB 500,000,000. However, they aim to adopt compliance
and risk control best practices to conform to global standards. Therefore, we suggest the regulatory authorities
consider the reasonable trading needs of professional investors and their internal compliance and risk control
capacities when determining the criteria for whether such investors may be eligible to use brokers’ DMA services and
to consider excluding WFOE PFMs from the aforementioned minimum AUM requirements.

5 gIHFHSRIE
5. Application for Innovation Pilot Program

(kBB AER LR T WRFEMNEMBREERTAEEABKOBER T T UHFFR. A
PRSI ERSREZ R SRE, RENFE RENERBXRIEXHT AT,

The Consultation Paper also stipulates that investors (other than the professional investors as defined above) who have
the actual need to use DMA may apply to participate in an innovation pilot program with the CSRC. It would be helpful
if the CSRC could further clarify the criteria, procedure and required documents for participating in the innovation pilot
program.

T ERBUEMEI, HREVNMEBRTUEER, FRMNBEAHEM. AHSIEEREENEFRABITEXE
). MREHEMEER, BHRRBFEALLE (B Ichao@asifma.org#i5+852 2531 6550) .

ASIFMA greatly appreciates the CSRC’s consideration of our suggestions and would be pleased to discuss such with the
CSRC in greater detail should you find it appropriate. If you have any questions, please contact Lyndon Chao at
Ichao@asifma.org or Tel: +852 2531 6550.

Sincerely,

Lyndon Chao, Managing Director
Head of Equities and Post Trade
Asia Securities Industry and
Financial Markets Association

P: +852 2531 6550

E: Ichao@asifma.org
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