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ASIFMA's Response to the CSDC's Consultation on the Detailed Implementing Rules on the Registration and
Settlement Businesses for Domestic Securities Investment by Qualified Foreign Institutional Investors and RMB
Qualified Foreign Institutional Investors (Consultation Paper)
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Dear Sir / Madam,
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The Asia Securities Industry and Financial Markets Association ("ASIFMA")! and our members hereby respectfully
submit our comments and suggestions on the consultation draft Detailed Implementing Rules on the Registration and
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L ASIFMA 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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Settlement Businesses for Domestic Securities Investment by Qualified Foreign Institutional Investors and RMB
Qualified Foreign Institutional Investors (Consultation Paper) (the "Implementing Rules") issued by China Securities
Depository and Clearing Corporation Limited ("CSDC") on 6 September 2019.
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The China Securities Regulatory Commission ("CSRC") amended and combined the QFIl and RQFII regimes and solicited
comments on 31 January 2019. ASIFMA members welcome and appreciate the efforts made by CSDC to amend its
rules to be consistent with CSRC's combination of the QFIl and RQFII regimes and allowing QFII/RQFII to participate in
the margin trading and securities lending business. We strongly believe that the Implementing Rules will make the
QFII/RQFII regime more competitive among the available China market access channels (such as Stock Connect, Bond
Connect, etc.).

FATR CSEpEan iy r s S @ EEZAE LU AN T
Our comments and suggestions on the Implementing Rules are organized along the following lines:

BBy - UEFEIK L 5%
B — IR B A oSS
=) — RS B

VIR ) — Fofth e L5

Part | — Securities Account Business

Part Il — Securities Fund Settlement Business
Part Ill — Risk Management

Part IV — Other Comments and Suggestions

1. EHKSEE

Securities Account Business

1.1. L& ANRR

Qualifications of a custodian

FATELRE B ATSEEh QFI/RQFI FISRIBCTT A AT HATE N, (H B BT LU o b BR il in AT .
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We understand it is currently a general practice that a connecting party of QFII/RQFIl may not be appointed as
its custodian, but there is no such explicit rule clarifying this limitation. We would appreciate it if more
clarifications and exceptions (if any) on this limitation could be provided in the Implementing Rules.

BEAk, AT R B w) S5 L 52 B B R ML ARAT HOE OSSR 0, AR B S SR AIEE R TR
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In addition, we have heard that CSDC has stopped accepting applications from commercial banks to become
settlement members. We would like to clarify with CSDC whether this is true and if so, whether the suspension
is a temporary restriction and when it might be lifted.
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1.2.

1.3.

2.1.

H 1 L UE SRR

Application for opening a securities account
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Considering in practice there have been different interpretations of who can make use of its QFII/RQFII license
to open the investment account for a fund, we would suggest to clarify in the Implementing Rules which of the
following can be an eligible applicant under this circumstance: (i) the management company; (ii) its investment
advisor/manager; or (iii) sub-investment advisor / manager who has the discretionary investment power for the
fund.

RS I AT

Cancellation of a securities account

MG (BN 8- DURRIRE, St R A BEER SR HIK T I . BATE VO Za h A A7 A
BOES... BB A A R A BRES ..

Pursuant to paragraph 4 in Article 7 of the Implementing Rules, CSDC is entitled to cancel the account or limit its
use. We respectfully suggest amending the language from "the Company is entitled to cancel the account..." to
"the Company is entitled to freeze the account...".

EHREEHEWF

Securities Fund Management Business

HRAT A HA G IE TR 2 7] 45 B 6 &

The relationship between bank settlement model and broker settlement model

WRAERAT ISR, QFiI/RQFI A BEAEFRAT 45 BB SE 3 A Rl 25 R b F—, HOnT DAFEAR AT fi%
BRHAGHZH5 N BTG E S5 m it EE:

We understand that QFII/RQFII is only allowed to choose either the bank settlement model or the broker

settlement model and that it may change its settlement agent at any time. We would like to further clarify with
CSDC the following:

(i) QFI/RQFII AT 75 A AN [E] 1 2 & AR 25 K P AN R g B/ 2 5 N
Whether QFII/RQFII can choose different models/settlement agents for different funds/securities accounts;

(i) wWHR QFi/RaFI AEZ 5T KR IESRAE 2 (IR BT @h27), QFI/RQFIN J2& 75 Wb ZUBE AR i ik 257 A
A GBS, FER SRV QFI/RQFI AR HE FLAS[R] 7= b [F) B a2 FH 79 b &8 A 5

If QFII/RQFII wishes to participate in the expanded scope of securities trading (e.g. margin trading, securities
borrowing and lending), whether it is mandatory for the whole QFII/RQFIl to migrate to the broker
settlement model, or whether it is possible to operate both models in parallel for its different products;

(i) AESNEE AN QFI/RQFI &K TR &R 2 5 NIKEAIES .

Whether there will be any specific guidelines for custodians and QFII/RQFllIs to follow for the change of
settlement agent.
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2.2,

2.3.

BRAT 25 A A VB
The clarification of bank settlement model

AT, (gl 25+ =K ZREHS 5 N5 R M4 FARATIT L 45 5 5 6 % A7 UK
JU A BB RN R B A BNZIKO R A RS 5N B A KT H BRI R
WD ARl S BT T AR T SE I BE, R EA T AR IZK T FRAR SRS
UNIbEESeALR

Under the bank settlement model, Article 13 of the Implementing Rules requires the settlement agent to open a
settlement fund special deposit account in the settlement bank of CSDC. We would like to clarify with CSDC how
the special deposit account is expected to be funded; will it be funded by the settlement agent's own account or
is it expected to be debited from the asset owner; if it is debited from the asset owner, will there be a way to
ensure that the deposit is not commingled.

UET7 /3 7] 25 S S ¥ i

The clarification of broker settlement model

FEAESF AR SR, SATERITE NIRRT E 2 —RATBUE BRI M G, 1057 QFI/RQFIN K P HITTSL/iE
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Under the broker settlement model, we understand that the custodian adopts more of an administrative role,
performing the account opening/closure for the QFII/RQFII and managing the settlement agent, etc. (by
managing the settlement agent, as per the Implementing Rules, it means the custodian is required to do the filing
with CSDC when QFII/RQFIl chooses a different settlement model and changes its settlement agent). Thus,
ASIFMA would like to clarify with CSDC the following points:

(i) QFI/RQFII IIESFIK T R B 2 54 H S 5 NGB (R RTS8 F T, IERIK T SIEASEZ 5 A
MFEE AKEK); BB AR BRSNS AIR IS H LR 26 HIER AR (EASEZ 5 N)ERTE
N/QFI/RQFI/ A ERFTEAT STAS AIYSCHU W B8 e EAT 45 55

Whether the QFIl's/RQFII's securities accounts will be linked to the settlement agent (it was previously
linked to custodian who is the settlement agent), whether the custodian will still receive settlement data
from CSDC; and whether it is the role of securities companies (acting as settlement agents) to inform the
custodian/QFII/RQFII/global custodian to pay and receive funds for settlement.

(i) QFI/RQFII /& 75 1L 7 EAEUE I 2~ 7] 48 € MAF B RAT A JT S v K o HRl, AR A R
QFII/RQFINEFEE NARTF L AR L K S, WREFIES R A FE NSRS 5N, N 255K
JHEIRIC TPD AR B R )s B MUk $ (P a2 R 22 BL QFI/RQFIN 44 SUAEIESF 2 R i €
FRIAF A HRAT AR T S B B3 <K P 38 2 DAIESR A W) 44 SO ALK -

Whether the QFII/RQFII needs to open an account in the depositary bank designated by securities
companies. Per the current rules, the QFII/RQFII opens a special RMB account with the custodian. Under
the broker settlement model, how the settlement account will be set up (i.e. in a TPD model or a new
structure); how funds will be transferred (e.g. funds transferred to the account opened in the name of
QFII/RQFII in the depositary bank designated by securities companies, or to the omnibus account in the
name of securities companies).
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2.4.
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If the QFII/RQFII needs to open such an account in the securities company designated bank, whether the
market cut-off time will be delayed catering for the additional process time needed with the introduction
of a new party in the settlement process. Currently, QFII/RQFIIs adhere to trade/cash instruction cut-offs
as stipulated by custodians and brokers to allow for time to process before the market cut-off. Without the
delay of the market cut-off under this model, trades will be put at risk of settlement failures.

(i) 7E QFI/RQFI A Z/MNIEFHR AT T G, QFI/RQFI 75 7 Bk X EiiF 5 A R MTE E NG HZS 5
N

In cases where the QFII/RQFII has multiple brokers for trading, will the QFII/RQFII need to appoint these
multiple brokers as settlement agents.

(iv) MR4E CERARNY FIE, WHESFAAT AAER A RAT (I 2D), Stal s OCERIESR AR . A
A ot E i — D IR AR S A2 St FE AR KA A .

Per the Implementing Rules, CSDC will only notify the broker of any corporate actions (e.g. distribution of
dividend) of the securities issuers. We would like CSDC to further clarify whether the custodian will still get
a reconciliation confirmation from CSDC.

UE I3 2 7] 25 S 3 XU 2% 18

Risk concerns on broker settlement model

B, RUCKHIEHR AT QFIJRQFI 4558 25 NG ENE 5] R 5T 38 55 5 T 07 R (€ o« B2 4L
TeHAENEE X (B uaTs) AIREH TA 55 F O RS A 2 R R S T ITIE S A 7 WFHIE SR 45
Hoe BTHEIFRETHINT, ZHGF AL TREE-™E, HTIERE T+0 HEHEMNETE T+
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The expansion of QFII/RQFII settlement participants to also include securities companies raises concerns on
counterparty risk. Foreign institutional investors and jurisdictions (such as UCITS) would probably not allow funds
to engage a broker to handle its settlement due to counterparty risks. The counterparty risks are exacerbated in
China as itis not a DVP environment. Securities settle on T+0 and cash settles on T+1. Therefore, in a sell situation,
foreign investors would deliver securities to the broker before cash is received on the next day. When Stock
Connect had this model, it raised a lot of concerns for foreign investors until the regulators introduced the cash
finality mechanism and RDVP in November 2017.

HK, W THAMIRF NS TS, ARRITE AR T8 Nl 5 #2238 AT P AR S5 41
BRE MBI EBESTE AN R A 5245 LS IR UATE AT PR R BUR & . H2, WRiEs
NEIBGINGE R, AR R B AE T QR/RQFN FEAE T SRR IESR 2 W) Joi
ARAERFEE NIRRT R AN RIZOR (Bl [E 1940 4 (BB AFE) o 17F-5 M 17F-7 ).
TR B RESRAZ 5y, QFI/RQFI AT LLFEIE SR A R FALAE 55 WK P, AEAE [ B AT A7 7 2 i B i A AT
S50 FATEIE I OB BE 2 W] BEAS Ay BEUE SR 24 W] R AL FE AL AT P 3 <5 ml OR A AT T AR I 2R

For foreign investors to access each market, global custodian and local custodians usually have a sub-custodian
agreement which protects the foreign investors with regards to their assets. The global custodian has fiduciary
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2.5.

2.6.

duties to their clients and they perform stringent due diligence on the sub-custodians. However, if a broker is
introduced into the chain, QFII/RQFlls may be unable to access the China market. This is because a broker will
not meet global custodians' requirements (e.g. rules 17F-5 and 17F-7 under the US Investment Company Act of
1940) as a sub-custodian in the market. For margin trading and securities lending, QFII/RQFlIs can open accounts
with brokers for trading but settlement would still have to be done via sub-custodian (in the international model).
We are therefore concerned that foreign investors may not want a broker to handle their cash or safekeep their
shares.

WJa, AU CSERGRNY 5] NIES A 7 45 FAL A IE S A J 44t T AL AR KM . AT &
XN, BT RAZER QFI/RQFI FE& ANAE ST A 45 FARAT T LK -, DRy A 28 e PR 1) 7 P AR AT 1 45 5
JElE. QFI/RQFIN N M AEMS A FEE N KR4 LI R ARIE & BoR, IE AT SR AR 4 5oREATH 45, X
WA KA T3 LRI, IR ZERE A N LB RS AR S0 Fab. 8k
i, fbH TR NI T AN E AR, EEPR L, F0E B E D E RN A G, RYE AT
HANWFZ, EHFEAF NN T HRZETHE. HEEHFAFSEEBRT, WA 7 0 FE R T ek
It

Finally, the introduction of the broker settlement model in the Implementing Rules offers an unnecessary and
unfair advantage to securities companies. Under the bank settlement model, given CSDC requires QFII/RQFII
custodians to open accounts with one of the settlement banks of CSDC, there is no reason to limit the settlement
scope of a commercial bank. The QFII/RQFIl should be able to instruct the custodian to satisfy margin
requirements and settle with the securities companies in a timely manner to meet its obligations. This practice
has been in place in most overseas markets which do not require the asset owner to custody its asset with the
trading counterparty. Usually the agency lender and the borrower are different parties. Internationally, the
custodian will usually play the role of the agency lender protecting the interest of the asset owner. Securities
companies will act in the interest of the borrower. In this case, both sides would be represented by securities
company.

LI ONGIE G L E] DN

The introduction of futures company settlement model

PANEE R SR AR FE U 52 2] (SEREZRN) AR R G BT 2 7] A B A SN 55 R 1 s (a] . FRAiT4H
OB A N AE AR Bt — 2D I RIARAT AIHIE SR 2 7] 2 (Bl 2R, Bl T AR08 o AR L 537
ESILEN, IFRITE NG R 5™ 2 52 5 BT T 55, LS AIBE AR ER KL E ., 3K
AR 51 m] it — 2025 FE R R AT b B G NI BT 24 W) 45 S

As mentioned in the explanation of the draft Implementing Rules, the current Implementing Rules leaves open
the ability to allow futures companies to handle settlement business. We are concerned about whether the
introduction of futures companies will create a further rift between banks and securities companies in general,
which itself is unnecessary as globally asset owners safekeep their assets with custodians and instruct the
custodian to move assets to satisfy trading or mark-to-market obligations. We would ask CSDC to further consider
whether it is necessary to introduce a futures company settlement model in the future.

4525 NI L5

The obligations of settlement agent

(L) s8R 4552 5 N (LR RMRATBUES A 7)) IR & U S5 5 55, A4 B 5wl i X 2 15
R T A F RS S E DR A R A S

The Implementing Rules reiterates the settlement obligations of the settlement agent at all times (regardless of
bank or broker). We would like CSDC to clarify whether this rule has taken into account the different regulations
on the different entity types related to credit facilities.
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2.7.

2.8.

3.1

BEAh, MR R CSEhBgnily 4k, BT (R EERIESEUES R ESE T SIERE TS5 AN
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In addition, per Article 12 of the Implementing Rules, commercial banks (if entrusted by an investor to handle
securities fund settlement) will act as the settlement participant and will not refuse to assume their delivery and
settlement responsibilities to CSDC on the ground that QFII/RQFII is unable to or fails to fulfill its delivery and
settlement responsibility in a timely manner. However, according to Article 26 of the Measure for Punishment of
lllegal Financial Acts (State Council Directive No. 260), commercial banks shall not provide overdraft/financing
for securities and futures trading clearing, and neither shall commercial bank provide overdraft/financing for
initial public offerings (IPO), which collides with the compulsory full settlement obligation set out in Article 12 of
the Implementing Rules. We would appreciate further clarity on this point.

I8 F A 7l

Objection to the clearing data

CSERtgHM) 26+ Tuak BORUE AT RE 5 4 HE LA AE PR 9. QFII/RQFIN A BEAE BRI AS 5 5 22 5 IR 1
DUT AT A 5 T LASE S, B 1A B Bt ml it — 28 15 A 75 T AR 45 S50 IS 1) s DA LE A (4 Boaitdt AT 45 55
Tl LA iR A B 45 5 AT I .

Daily priced vehicle would have problem with Article 15 of the Implementing Rules. QFlI/RQFII cannot settle a
trade knowing that there is an error to be corrected. We would like CSDC to further clarify whether it would be
possible to delay settlement or settle the right amount instead of settling the wrong amount and correcting it
later.

SHEMERTHE

Calculation of settlement reserve fund

H Al QFII/RQFI ZEH & &1 IR QFIl/RQFI HE ) —E B o tbih &, £ TEFINCEHF/T 2019
9 H 10 HEKARIE AN QFI/RQFI A, 1T 4 S4T30 REGIE S 7 45 55
AR REURAIT & HAR R S5 A R R, SHE & S8 b3,

Currently the QFII/RQFII reserve fund is calculated as a percentage of the approved QFII/RQFII quota. Given the
removal of the QFII/RQFII quota as per the announcement of State Administration of Foreign Exchange ("SAFE")
on 10 September 2019, please clarify how the reserve fund level will be calculated. Please also clarify what will
happen to the settlement reserve fund if the broker settlement model or both the bank settlement model and
the broker settlement model is adopted.

g =g

Risk Management

PR 08 PR 7 R s o it

Internal risk management and control system

PV ERAT SESR A 7 A R E NV M . JRATAEBE 2D T#E CSERanN) 28+ -LaRmHUE & 5 RWE
AT PR S DR T A% i | FEE P D A2 Bt = (0 R, B B ) A 3 [ P ) M oA

Banks and securities companies are governed by different regulators. We would like to understand whether any
internal risk management and control system would be sufficient or are there expectations for some common
level of oversight and threshold.
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3.2, HALE R

Default disposal measures

CSEftamy 25—+ R MELHS 5 N BWOE LR, 5t 7] A B [ b [ 2 A S0 e R BUE 29 48
B PR Bt . AN 1A BB 3 FIVE TS AS SR T AR B IE T RRARAT AR N 2 A SR HE

Article 20 of the Implementing Rules provides that if a settlement agent defaults in delivery and settlement, CSDC
is entitled to take default disposal and risk management measures in accordance with the relevant provisions of
CSRC. We would like to clarify with CSDC the relevant CSRC provisions applicable to a commercial bank as referred
to in this Article.

4. HiEAEEN

Other Comments and Suggestions

HATHEE AEHARE QFI/RQFI HI5E 5 8t . A B 5% m) m] DA R R TS AR 15 7 EAE LA B [AIE M 2/
A5 /5t E /b AR SR 0 R B A IR ST A F A AR A S QFII/RQFN I S Bt s ARG
75 B E R A SO B RAR S QFI/RQFI 2 5 B8l

Currently custodians do not need to report any transactional data for QFII/RQFIl. We would like CSDC to clarify
going forward whether custodians have to incorporate QFII/RQFII's transactional data to their existing reports to
CSRC/Exchange/CSDC/China Securities Investor Protection Fund Corporation Limited, and whether they need to
report QFII/RQFII's transactional data directly to SAFE as well.

FAME RN 22 ) B m] 4 IR A, L RHERE QFi/RQFI I EE R A 5 5835 . FRATTERAE b [ i 7 HE il 3 it i) 2
et A5 SRR AL .

We would like to take advantage of this opportunity to highlight the aforementioned issues to CSDC to jointly promote
the development and improvement of QFII/RQFI regimes. We appreciate the complexity of China's market
infrastructure and welcome continued discussions with you.

U REIRATH 5t WIS E AL S ), 135 B I @ I B B4 (Ichao @asifma.org) B FL 1% (+852 2531 6550)
BN . RRBHRENESAURANES S RE ZIERANMESRARNEES.

Thank you for considering our feedback. Should you have any questions, please do not hesitate to contact Lyndon
Chao via email (Ichao@asifma.org) or by telephone (+852 2531 6550). This submission was prepared by ASIFMA
member and PRC law firm Han Kun Law Offices, based on feedback from the wider ASIFMA membership.

25
(EEL
Sincerely,
AT N

HROLH, IEHTEE

WPNIETF LS SRl b2

Lyndon Chao

Managing Director, Head of Equities and Post Trade

Asia Securities Industry and Financial Markets Association
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