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Legal Affairs Department of China Securities Regulatory Commission
Fukai Building, No.19 Finance Street, Xicheng District

Beijing, China
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To the Legal Affairs Department of the China Securities Regulatory Commission? ("CSRC")

(TR 5 R EEEINE (ZIERBERLF) )
Second Consultation Draft of the Measures for the Supervision and Administration of
Derivatives Trading

WEPIEF L &Rl T W22 (“ASIFMA”)® AR K2 i, sista Ml ERAR (AT
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IERSRAMFR Sy« KIREY 7 ) e B AR E WA .

On behalf of its members, the Asia Securities Industry & Financial Markets Association
("ASIFMA")* is pleased to submit to the CSRC Legal Affairs Department our comments and
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2 The "PRC" or "China", for the sole purpose of this letter, excluding Hong Kong, Macau and Taiwan.

3 ASIFMA & — ML XA 2, S RBEal 2, BARAT. BB BLAF] L WSS PR T 7
IRSSAERI M 58 150 2 2k H K7 ML T A A I AR . JAT5 & K& ST R 48 R AT W i 3L 7))
a5, RTINS KB AT IHIRE S T AR AT TR W R AT N E . BRI 4 77,
NIX IR G IR L B SRR . FAVEE XS SRR BRBE SRR 0. G303, USSR, SR RTT %
HRRAER . AT LIRS WE RTINS T REER S — AT WARHE . KRB AT
AT AR, HFRARAE WKL X 478 F AR o ASIFMA BT 4-BR SRl 1737 V) 22 (GFMA) 5 38 B IE b 5 4
R 370 h 2 (SIFMA) B2 BRI HA) < R T 320 B2 (AFME) T BIBR B, SR RIS Bt R B AT s e oAk, D9 IX 80K
JRAETTHR -

4 A FLURMBEEE: http://www.csrc.gov.cn/csrc/c101981/c7443986/content.shtml

5 ASIFMA is an independent, regional trade association with over 150 member firms comprising a diverse range of
leading financial institutions from both the buy and sell side, including banks, asset managers, law 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
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suggestions on the Second Consultation Draft of the Measures for the Supervision and
Administration of Derivatives Trading ("Second Draft", and after the formal promulgation,
"Measures") published on CSRC's website®.
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Our members welcome CSRC’s continued focus to create a unified legal and regulatory
framework for the OTC derivatives market. We note in appreciation that CSRC has accepted
some of our consultation responses to the first draft of these Measures, which is very helpful
to industry participants. We nevertheless would like to further highlight some issues in the
Second Draft which may impede foreign investment into China’s capital markets and seek
CSRC’s clarification to help address these concerns.

FAEBLIR M FAT R WP Tt 225

We would highlight our recommendations below for your kind consideration.

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.

6 Available at: http://www.csrc.gov.cn/csrc/c101981/c7443986/content.shtml
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General
Comments

Suggestions / Clarifications from ASIFMA Members

T o S VEIE A TRA T I T B A LR 48 ZRIAMIE FH AU RIE FH AR
11 %%\ 5 13 SR 5 22 SR =, “RUATHRWIESR/FITE AR e, K19
JITAE ] /41X < it A AT LA G o R/ T it PRI T A b 55 BE A% DA 25 P 42
7 AR 95 R b LR (Rl e Ah s PR BERT AR ) QFD” R T 28 11
2 BB 13 A 22 RIUT AR “ATAEMEAEN 7, RN, W
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MNEHEL S (MARKRERE TS MREE.

With respect to the extraterritorial effect under Art. 48 in the context of

application of Art.11 & Arts.13-22, members would like to seek CSRC’s explicit

confirmation that offshore brokers approved or licensed by the financial regulator
of their home country or otherwise qualified to engage in derivatives businesses
to offer products and services to clients, similarly regulated as onshore securities
or futures companies, such as QFls in the context of offering derivatives to
offshore clients, are considered as “derivatives operating institutions”, which are
understood to be the same as “overseas operating institutions” as provided by
Art. 48 of the Second Draft. We would also appreciate it if CSRC could also clarify
that references to “trading institutions” are only for companies trading on their
own behalf (i.e., on a proprietary basis and not on behalf of clients).

(IR HH 222 B 25 R TR U R vy P2 A P A SR g SIZ i 4 )
FRATTHE PR3 L 25 R ) St 7 B A5 TR O B 58 5 P e A 0 CEE A 11
13, 14 5. TARANE W ST 2 RAUESF B 5258 &) il sE ARG 4R I, I
WOIEZ7 B 558 5 i KA 1R SRR AT T AR 2 AT FHAESKR L, JFAE 1R A

Articles (Recommended Edits)
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Suggestions / Clarifications from ASIFMA Members Articles (Recommended Edits)
SEHHTSA T, DMERANEE NI N JBEAT FH O LS 4%
We note that quite a lot of provisions of the Measures were drafted as regulatory
principles or high-level regulatory requirements without providing details on

implementation; the implementation of such provisions would rely on the
detailed rules of securities or futures exchanges, e.g., Articles 11, 13 and 14. We
strongly recommend the CSRC to commission the securities or futures exchanges
to formulate detailed rules, and the exchanges to solicit public comments before
releasing any formal rules in this regard and to allow a grace period to ensure
offshore operating institutions’ readiness for performing the relevant obligations.

o AVERUFENEESBATI S C s EE e Ech E R SO e O
IFi) 355 410 22 B BILAL) 2 (1 JFL R 2 1) AT A2 i 58 5 0 = 77 3R B A 1 IR R R ORATE 2%
3 DUEE R AR 3800 ad FH 4077 R e 22 4 40T & 1T DAORIIX 26 2% 5K
RIRTt.
We suggest the CSRC or the industry association such as the SAC or CFA to provide
market standard representations and undertakings for the derivatives
counterparties to give to overseas operating institutions to address some, or all,
of the Articles that apply extraterritorially so as to discharge the liabilities of the
overseas operating institutions.

Bt—% o RS RAERD, STRAEIAT QR BEINE I QFl kS XSEH T | BH—%

Article 11 5 10 ZRRMURLE » BAA Bt 2R TEIE 5 11 SR MUE IIRTAE S Z ity | AT AR i 2 B WU AEIE SR I B2 52 53 37 P 3t AT %)
X RBPGE M T REAME PR BHTE M QFl MAE G, N2 ST RS BT 58 5 3 P )

Members noted that there is a similar provision for information disclosure | 7.
provided by CSRC under the current QFI Regulations. It would be helpful if CSRC | iiF 35 #A 528 5 3 B 0] LAYAT A i 48 WL )
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Suggestions / Clarifications from ASIFMA Members
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Articles (Recommended Edits)

could clarify if the reporting requirements under this Article 11 are only applicable
to QFIs offering derivatives to offshore clients.

FATEVOIE T U 5258 55 s T A2 i 58 Zy i i BEARORT N 25 1 — B A SR = W
AR B 52 A0 22 8 B B B AT AT A 28 2y il o i L5

We would like to request securities or futures exchanges’ further consultation for
the template to be used for derivatives reporting under this Article 11 so that
overseas operating institutions could have clear guidance on how to perform their
derivatives trading recording and reporting obligations.

T G AR BRI AR DG SE 2 T RE A B0 3 A (Fpik) T0UT AT E2ERIC R AR R
GE, RANAETTRFEE 11 FRRE ZEROUGEH (IME) AMH 2 Eik
BT A AL 5 o

We wish to explicitly propose that the reporting requirement would apply for
derivatives trades entered into after the effective date of the Measures because
the parties entering into earlier dated trades may not contain / have the
information required for reporting purposes.

XFAE G AT AR RE G PR 0 55 0 B
R, FEXXS MRS S AT AT E A
AT & E U R 210 5 5622 5 FH I
M ELNZ N TI7 A E4 . X5
MEE R . UEFHTEAE S b P4 il 75 22,
A LAELRAT A i 2B LA SR A R A R 15
Article 11
Derivatives operating institutions conducting
hedging transactions on securities and futures
trading venues shall comply with the provisions
of the securities and futures trading venues.
Securities and futures trading venues may
provide necessary facilities such as position limit

exemption for hedging transactions of
derivatives operating institutions and shall
strengthen the monitoring of hedging

transactions.

Derivatives operating institutions shall record
the information of the counterparties, contracts,
and the trading details of the derivatives
contracts relating to hedging transactions.
Securities and futures trading venues may,

based on the needs of monitoring, require
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Suggestions / Clarifications from ASIFMA Members

Fa (RAHRABTEBO

Articles (Recommended Edits)

derivatives operating institutions to provide the
foregoing information.

BH=% .

Article 13

TAVR BIE =, “[F—BEE AT ™ (S SUA IR HYG R . )
TAFHIE RN B IMFEE IR, HAH 570 20+ I A4 7T e R0
SRt FRA A B4R Y H BTANTE WK 2R AT B 3 BN A KR A—, i3
M2 5E MR T DO R S ER . Bk, 2 R 2 st 2 AL
WAL Gy Pl e g, AL S IR RNEEE (FM%) G B S
What constitutes “same or similar assets” is unclear and far-reaching. Very clear
parameters would be required for this aggregation of cash and derivatives
positions to work. We would highlight that unclear rules would lead to
inconsistent interpretations, making it hard to follow and monitor. Hence, rather
than having this aggregating requirement become effective as part of the
implementation of these Measures, members strongly suggest CSRC to
commission the futures exchange to formulate detailed rules.

KT e g R — BB AL BT 77 8 S, aia st GREYID) i
RIIEE 13 5% H IR B a7 AR i 58 J FHRE A 57 450 SR BTN O P 41 o il B2
AT A, AT, 28 13 SN S 0GEH THEF @ “HHE— sk
FAHE BN BT B A 207 BIATAE S A 2R 3 — BRSBTS 4
AN R 28 57 F 25 (exposure) I . 11, &1[]5’%?!&.9(%%%5@ “ Bl AL
BT ERIR, BUE CE B AR RRE SO TR BSE BT
[FEE A BT RIS 207, IR A %3 W 4G IR 24K 1 18 Y
BT SN INEEAE 5 B BT 8] — B 5m [R] i B & BB AT AR i i
2y, HIATHEME VLT ATAE S S O W HR RS (1) MRS 4

BTH=% (RBHEDD

FE XTI 55 5 St 455 B BRAUR AR 7 5
T BIRE, N2 IR 5L 5 I P K E
R A 28 B~ R B Z I T 5 2055

AN E S R 55 5 3 P 28 5 ) 1R — B
S AR [R] BB 62 45 240 BT 26 52 5 T T 2
H%ﬁﬂ
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CRESIP

Article 13
For the implementation of the position limit and
large position reporting regimes for futures
trading, #—relevant—derivatives—trading—and
¢ g _tind I el
’ h_derivati . ¢

. liract] indirectiv_held L
arivati S "
institution—shall-be—aggregated the position of
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Suggestions / Clarifications from ASIFMA Members
A2 Gy e FAH [EH G 20 2%k e B H D ANEls (20 HHEAT A5 2Bk ETF,
MAEHIE AL, Pk (3) HEMESRINA ST EifIHRE4.

The Drafting Statement mentioned the purpose of Article 13 is to prevent evasion

of onshore futures exchange rules on position limit or large position reporting via
derivatives, therefore we understand that Article 13 only applies to the scenarios
where an investor obtains the relevant exposure to certain onshore listed futures
contract through a derivatives transaction linked to the same or substantially the
same onshore listed futures contract. Therefore, we would suggest removing the
reference to “or similar assets” or replacing “same or similar assets” with “linked
to same or substantially the same futures contract”, so that the scope of the
aggregation requirement for position limit and large position reporting purposes
should be limited to those derivatives contracts linked to the same or substantially
the same futures contracts traded on onshore futures exchanges, which, in our
understanding, shall have already explicitly excluded: (i) futures contracts on

same products but with different contract specifics (e.g. delivery dates); (ii)

derivatives referencing any indexes or ETFs that are not themselves futures

contracts; and (iii) futures listed on overseas exchanges.

IR BT R AN L SR driE, BATEWST IR 2R S o, 1
DR “ SRR [R) 7 ARUERL 88— R« — MR BT 545 5 — A (T
AR E LT EE) SN BTN S AR E LSRR 7, LB R
ELIFAF A LTI B & LN e D8 TR — BSE B R R 6 5 2,
Biln, ¥RE 1 SHRELAMEKE 2 SHBRELRZN MR RS S
4y, #FBEHARBRCR

Articles (Recommended Edits)
the futures contract held by a trading institution
and the relevant exposure to the same futures
contract indirectly held by it through a
derivatives transaction linked to the same or
substantially the same futures contract traded
on futures trading venues shall be aggregated in
accordance with the provisions of the futures

trading venues.

shall
implementation rules for the aggregation of

Futures trading venues formulate

futures positions in accordance with this Article.
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Suggestions / Clarifications from ASIFMA Members

If such “substantially the same” standard applies, we recommend the CSRC to
provide unified guidance to each futures exchange that "substantially the same”
should be consistently interpreted as “one futures contracts with its contractual
specifics substantially the same as another futures contract”, so that two futures
contracts will not be determined same or substantially the same with each other,
such as No 1 soybean and No 2 soybean contracts, which are clearly different
soybean futures contracts and there are already separate position limits for each
soybean futures contract.

KTMTEMEENMRGEH G IFER, AT 13 K IGEH T
VER ﬁ’ﬁ$ﬁﬁﬁ?r@§)ﬁﬁeﬁtmﬁ&’$ﬁﬁfﬂﬁ)\ﬁﬁEI’J@TE;F.‘:%Z*M’J (E M,
EAs CBAREN B “ATAEMEENNE” KETE). BN, Sk R
P B A= A Gy, A 24 B ™ i AT AR 2 E LA ﬁ‘?éﬁx_
AT AE it B 2 (B B SRAFAH G B 5 20 I 2 55 2 (exposure) o FRAT 147 B Bt 25 ]
WA, ERATAE A EN I R R R AL R E TIN5, SR ToER
P2 13 S0 HRRE AT A i & ORI RE QS & IR H R

As to whether to aggregate a derivatives operating institution’s cash and
derivatives positions, we understand that Art. 13 shall apply to trading institutions
only, not derivatives operating institutions that offer market access products like
swaps to clients, because it is the trading institutions that accept swaps, not the
derivatives operating institutions that write swaps, who intend to obtain the
exposure to the relevant futures contract indirectly through derivatives. Please
confirm it is not the intention of the CSRC to aggregate the derivatives positions
of a derivatives operating institution if it just offers market access products like

Articles (Recommended Edits)

: 4
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Suggestions / Clarifications from ASIFMA Members Articles (Recommended Edits)
swaps to clients for the purpose of Art. 13.

o UbAR, TESCHERECRRAI AR P FE O R RS TR T, 2 R R
BRI BT R ER S EH B, [ E N 2L R )
AR AR IR RS A IR AR, RS R Dy 4R I a4 T 52 4R 1 3%
[F A m JE TR S IR R kT, REHERZ Sz A vl Re T H R A
BT ARMEMAE G 487R .7 7 T R N IR 5 BT N ARAE S RO
BRAGUFI R Al 1) SEbrdssil i 7 MES, AHFRAI N Bt 75 B I by
SRR EE AT 2 A ORI ) 55 5 B A (trading units) AT BELEAS [F] (1) 2 BRAS
Gy AL T FEAS Sy, B HAH B2 [BIAG ST ()5S By WG FIAE Gy ik o 25 RE 2 H¢
CE IR IR AR, TATHRZE WS 2 BN 558 5 il & 40 0] o
In addition, under a similar situation of implementing the position limits and large
open position reporting (“LOP”), members note that the HKEX acknowledges that
the positions held by different companies within the same group under the same
control should be aggregated for LOP reporting purpose; however, the
aggregation requirement does not apply to a group company who controls
positions merely by virtue of its corporate relationship, provided that such
company does not give its affiliates or subsidiaries any day-to-day direction with
respect to trading® We appreciate the concept of “de facto controlled accounts”
under the relevant futures exchange rules that are subject to position limit and
large position report on an aggregation basis but would like to suggest CSRC to
consider that in the context of global financial institutions, multiple affiliates or

" BRI S EBILSNS AR HK LOPR FAQ (Q8).
® See Q8 of HK LOPR FAQ.
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Suggestions / Clarifications from ASIFMA Members
trading units would be trading on various global exchanges independently, i.e.,
they have separate trading strategies and independent decision-making. Given
the complexity that may be involved in the aggregation methodology, we strongly
suggest CSRC to commission the futures exchange to formulate detailed rules.

Articles (Recommended Edits)

F1a% .

Article 14

NEIFRATA SRS 13 SRR, FRATHEME, T AKME MBS SR Fe
HIFHE, HAt SR AT 7 WA AT RE A Reit . FA 1A B4R H B AT A
T T PR 23R AT g 3 BOW AR RS —, 13111392 5 F X DL Sk ~T
DA e B R R o [Rlh, 2% R ZU W 53 23 AR BGIE SR 28 & i) e 4B 0], T AS
LGRS (INE) 6T B S

Similar comment to that on Art. 13 concerning the aggregation methodology:
Very clear parameters would be required for this aggregation of cash and
derivatives positions to work. We would highlight that unclear rules would lead to
inconsistent interpretations, making it hard to follow and monitor. Hence, rather
than having this aggregating requirement become effective as part of the
implementation of these Measures, members strongly suggest CSRC to
commission the securities exchange to formulate detailed rules.

[FIRE, RIFRATAEE 13 ZHE N, AT 14 X00EH TR 5#H, A
EH T R R ET U BT A RSB GF LS —H
CRLRE DL X “HTAE R ENIAY VTS . BN, SeBR bR EE HL
AL G2, MASRSE A I W AT M A ENM, AEBIATEREY
(R FE 3R AFAH I I A 2255 F) 25 (exposure) o FoA1 175 B 52> AR, TS 3 —
A MEEN PR R D HRETIHENT T, TS TERIES 14 &5
AT A BN BT ER A AR C SRS & I E . U8, kA

EHU% (REHEDD
FEJRAT AR B S5 B WA s s, N
MRS AP E , R Emas
P E i R 5T e E i
I A T 2 ) B SR A [ 55 et A
Fofts & [EVEUIE 752 53 3 T 58 5 ) 28w A 3R
RBUBEE COAN RIFRAR B2 bR AT
i B 2T R HE R AT IO RS (i 52 5 LR A
Al A RS BRI 5

UEFRAE 5 I it N A AR Al A 2% ) 5 Fp G & JF o
CRES P

Article 14

For the performance of information disclosure
obligations or in the acquisition activities or
other activities, the derivativeseontraets stocks
indirectly held by a derivatives—operating
institution—er—by—a-trading institution through

entering into a derivatives transaction with the
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Suggestions / Clarifications from ASIFMA Members

A IR PR AR S5 AT AR a2 E WU EIAT IO R BRME B4k L5 IR AT JE, B
BATAE i T E N I B SR R ST ak B 5% N JB AT AH B 1) A5 B4 e
PE

Similar comment to that on Art. 13 concerning whether to aggregate a derivatives
operating institution’s cash and derivatives positions: We understand that Art. 14
shall apply to trading institutions only, but not to derivatives operating institutions
that offer market access products like swaps to clients. This is because it is the
trading institutions that accept swaps, not the derivatives operating institutions
that offer swaps, who intend to obtain the exposure to a single stock indirectly
through derivatives. Please confirm it is not CSRC’s intention to aggregate the
derivatives positions of a derivatives operating institution if it just offers market
access products like swaps to clients for the purpose of Art. 14. We are confident
that the above understanding will not conflict with the existing DOI obligations of
a derivatives operating institution, i.e., such a derivatives operating institution
shall still be subject to the DOI obligation if its cash holding position reaches 5%.

BB E, A58 14 FARAEH TATEREENN, 016 E 52U,
NIEATE BN H B FR S I EATAE RS BN R B [ — AN
ATAE I 22 3kt MR 22 5 AT AR St ik~ 5 BB Sk~ & 9F o 5, A,
Al RE SN T Iz Bl P AR iR W SRANELZE NS, TR M E N
KRB Gk 3] 5%), WEREBFRFGHA], EREaRS17.

Taking a step back, if CSRC insists on applying the aggregation requirement under
this Art. 14 to derivatives operating institutions, it would be helpful if CSRC could
explicitly confirm that long/short derivatives positions referencing the same

Articles (Recommended Edits)
stocks of a listed company or a company whose
stocks are traded on any other national
securities trading venue approved by the State
Council (the "underlying stocks") that have
voting rights as the underlying assets shall be
calculated in aggregate with the underlying
stocks directly or indirectly held by the trading
institution in accordance with the provisions of

the securities trading venue.

shall
implementation rules for the aggregation of

Securities trading venues formulate

futures positions in accordance with this Article.
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Suggestions / Clarifications from ASIFMA Members
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Articles (Recommended Edits)

underlier held by a derivatives operating institution can be netted down for
shareholding disclosure purposes as otherwise it could 1) negatively impact
market liquidity (as derivatives operating institutions could more easily exceed the
5% position without netting) and 2) overstate the economic interest, potentially
misleading the market.

514 KHE “AEREATE BBER LS EE I EE S N K SR ST
mRE A IR, FATHEMZ GG I H SRR N A UE H 15 B kR 5 L
A A SOTES),  TTANTE FH T I0AT 5 8 AR DB B 458 5 45 e Hh o5 T
“FEA 5%UL BB AR BOTHSE, BRUONIRATER R i T+ “ 5% IR (&
HERIHTFE I N HIZ AT LLEARRUE, T (INED FEAREIE
TR B 5O R 8 IR R DA B 25 B (I BIAT BRI E o el FRATTvE
BA, VIR SFTT 2023 4F 10 A 14 H RAR 5T Rl FR A5 B il 32 H 1)
B (BRI CRT IR ZR2E J) FES Rl B IE 77 A 58 2 AH OS2 HF I8 1)), B
J BRI 2 b AT T 2023 45 7 H 21 HRAGK (G F ek e s 5 e
[ FRUE (R B IARDD, YARMEEINE “ Rl 5%LL R 2R 7 I
TANATAE AT teAh, FRATEER], (SRR E A 5 21 % O
TR “FRH S%LL BRI AR” TFRE LAZ 1T 2 m) ISR & 2IRR A )
FTHE AT ) WALHE S “ Mt ”, RESRIFREATAEM ST RS 2ReE F—
PTAER B WARBOER G 1 (IpE) BUF SR F 3 T A wh ik A _FaR PR,
KX KA AR, 5 WHERH BB SO AR AN A IZE 5 TR, 45T 4
Z H5EGERINER, AFTRGE 1270

Art. 14 provides that the aggregation requirements involving derivatives positions
as well as physical stocks are for the purpose of DOI or listed company acquisition

: p-
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Suggestions / Clarifications from ASIFMA Members Articles (Recommended Edits)
activities, and we understand that it is ONLY for the purposes of DOI and listed
company acquisition activities, but not for other rules/contexts mentioning “5%
shareholder” such as specific shareholder reduction rules and short-swing profit
rules; we further understand the Measures do not seek to override or modify the
existing aggregation or disaggregation methodologies for the specific shareholder
reduction rules or short-swing profit rules. Particularly, we note that neither the
Exchanges’ recent rules on short selling of restrictive shares on October 14, 2023
(i.e., The Circular on Optimizing the Relevant Arrangements for Securities
Borrowing and Lending and Securities Refinancing) nor CSRC’s earlier consultation
draft on short swing trading on July 21, 2023 (i.e., The Certain Provisions on
Improving the Regulation of Trading Related to Short-Swing Profit Rules
(Consultation Paper)) mentioned that derivatives position should be included to
determine “5% shareholder”. In addition, we also note that Article 21 of this
Second Draft (i.e., no derivatives transaction by 5% shareholders) also just refers
to 5% “shareholding” without requiring aggregation with derivatives position. It
would be helpful for CSRC to confirm the above understanding in the next
draft/final version or in the explanatory notes; otherwise, overriding or modifying
the recent rules that became effective just a few months ago would cause
confusion to market participants and be detrimental to policy stability and market
expectations.

5515 % AT 2 AR ARZTUR ) “HEME” M AREESEITA” RT 5N | B0k (RESEDD
Article 15 WG T ERI WVEMRIEM. BT “HENE " RENEHH, TS | FIREEATAE R 5 R W5 .
5535 AT Be s LSt A R0 A R P AN SR 51, R FRATT A A A B AT I~—R A RS A SR VL 4y

Our members would like to seek more clarity or to narrow down the scope of | 4.
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Suggestions / Clarifications from ASIFMA Members

Fa (RAHRABTEBO

Articles (Recommended Edits)

“regulations” and “any illegal acts or violations” thereof to regulations related only to
insider trading, market manipulation and fraud. Given the lack of clarity on the wording | Article 15
“circumvention of regulations”, market participants may find it difficult to have | It shall be prohibited to commit, through
sufficient compliance procedures and practice guidelines. derivatives trading, any illegal acts or violations
such as fraud, insider trading, [and] market
manipulation,——interest—funneling——and
F16 % o WNEE 14 FEW, FRATEMATA R CAIHOUEH T NEATE B EE XS | BTA%
Article 16 AW B iR, HAeREEE X (i) RO SeiioyE Bk | 25 I AT i a8 & 9eit GIEFRik) 28 DY+ 1Y
R I AT AR i e B S R T R IR A E R Z5E 5 FHE W FLL L AT N
As mentioned in the comments on Art. 14, we understand that derivatives’
inclusion in position aggregation is only for DOI and listed company acquisition | Article 16
purposes. For other markets (e.g. Hong Kong) that include all derivatives for DOI | It shall be prohibited to conduct the “short-
purposes, there is no additional short swing profit rule implication. swing” trading as provided by Article 44 of the
o WMIEWSTSTIESE 16 FWEEFFIE— e b T 2B 1k “3F 5%LL L | Securities Law through derivatives trading.
Bt IR RIFATA A i I CUEFRIE) FIZAL 5 FNIAS 5 I 5 o
We suggest CSRC clarify that the intention of Art. 16 is not to put a blanket
prohibition here but to prevent the > 5% shareholders from using OTC derivatives
as a mask to trade stocks in violation of the short-swing profit rules under the PRC
Securities Law.
H19% o T HUEEIRE E SUREIEW, T2 5 T REME LS AU SRR | BBk
Article 19 FrMISEBEAE 5 ER B AT AR A 5T S FIRE PR A L RE R PR B T
Given the lack of clarity on what constitutes circumvention of regulations, market | ¥l 7€ .
participants may find it difficult to have sufficient compliance procedures and
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Suggestions / Clarifications from ASIFMA Members
practice guidelines.

AT, R ATEREENM S 1PO B EA T RATHCE JF IR IR &
BRI H 2B 5% P 80T Bk & QE R SRR IR E R SEAE
B FI 25 (long exposure), TUZATA: i 4 LR R Ay i A7 26 A 5 B
7 IR E MRS I E » AT Bt P g 1% vl i LLHERR 28 19 26X 4k
B2 5 1Po. AR AT R AT LR AN U BN R s i B PH AG -

Where a derivatives operating institution subscribes to an IPO / private placement
and hence holds lock-up shares in its inventory, but the intention is to then write
a swap with their client(s) to give the long exposure to the client(s), the derivatives
operating institution should not be considered as using derivatives to circumvent
selling restrictions/lock-up. We would appreciate CSRC providing such clarification
such that foreign participation in IPOs, placements, and capital raising activities
would not be impacted or discouraged.

P BRI RIES 19 26067 6 2B BN AL AR . fESEER
T 5 ST BN 22> Sk 0 B AT RESI L B < (BOE SR AA), Dbz
[ EANFIIE R RO o R, BORE RS 3 g 20 B A 35 A9 AH B ST [ (1T
AR 5 Iy — MR SR T B R 2 BIBR B IR 1), R RAEX 5
CAER —MERSEAR, —ANISL B L BT R AT AR 52 5 AN N AR g F
T3 NRSL I 2 PP S PR AR 20 o G SR RS ) i < 22 B B 32 ) 58
ST NG, T AR 2 AR FIAT AR AT e B A R 1
TR EEEBEPFFCIRERE, BaIE 2 ML E ke a8 /A2
5 KW 1 5 UFE SR A G A [ 3E A FIHES AT 8 52 51 PR PR ) 1) B 2 18

Articles (Recommended Edits)
Article 19
It shall be prohibited to circumvent the
shareholding reduction rules and restricted
shares rules through derivatives trading.
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Suggestions / Clarifications from ASIFMA Members Articles (Recommended Edits)
D71 375008 RS PRI S AT T I R A 2 DR B AIG . 28 BRIk, AT 2k
W FIRIEE B A PN RS 19 26500 T IR R 6 .
Besides, we would like to draw CSRC’s attention to the potential adverse impact
on trading institutions such as platform-based asset managers where in practice,
there could be multiple portfolio managers (PMs) managing a fund/legal entity
independently, but without visibility over each other’s positions. Therefore, each
PM’s position should be treated independently from one another’s (so as not to
have the entire legal entity subject to the selling restrictions) and the use of
derivatives by another PM should not be seen as circumventing selling
restrictions, even though the legal booking entity may be the same. If the use of
derivatives by a PM could be deemed as circumventing selling restrictions
applying to the positions held by another PM operating an entirely separate
strategy, then the trading institutions which operate with multiple
managers/multiple strategies would stay away from investing in shares subject to
any restrictions, thereby reducing the total interest in the market for offering of
shares which are subject to restrictions. Based on the above, we would suggest
the CSRC to clarify that such operating models should not be deemed to be a
circumvention of the selling restrictions.

NN

o RATE B EST 2 WIFEIA, WRITTE CERRATAMAENIE R
By IR R B A E — Eii AR R AERRE B, 55 19 SR MEE Tk
P E AN FEMAZ AR B3 T R HE A 1Z 5 AR IR AT A2 W52 5

Members would like to seek CSRC’s explicit confirmation that if a person (be it a

derivatives operating institution or a trading institution) holds both (i) shares that
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Suggestions / Clarifications from ASIFMA Members
are subject to shareholding restrictions and selling restrictions and (ii) shares of
the same company that are NOT subject to shareholding restrictions and selling
restrictions (“Unrestricted Shares”); the prohibition under article 19 should not
impact the ability for that person to enter into derivatives transactions which are
hedged by the Unrestricted Shares.

Articles (Recommended Edits)

521 %

Article 21

TATEE, B AR ERE CHA %L EBR AR AR R RV RS F
WA FRMRATAEMZL S, HWanE e “ R 5%LL BB AR ” 81X L7 A4E
Wi A8 Gy R AR A R R ) 2 S ST I HORHZ RS 14 2500 HEAT (5 B 3R, #ilan,
BT AR SENIIR . B, FATEUCK A5 HE I EE AT A BR E i S Rk
FLIAT A -

We understand that a director or a shareholder with over 5% shareholding should be
allowed to invest in, e.g., a call option over its own company, where the
director/shareholder is taking a positive position in its company and such position will
be disclosed pursuant to Art. 14; hence, we suggest the prohibited activities be limited
to only those that are in breach of certain rules and regulations.

B+ —% (RBEEBO

iR aENMS EaFRaE T2
T UL BBty BEAS  SEBREHIN T M
FE BN, LRI A R B I
R PR ] 0 i AR B RO e LA i 2w B
B LI IVIIAT A S S o
EHARER, AR R AR S 2
ITEINFIREA I AR N2 AR5

ATAE b B UG L 24 0] 58 5 3 S B g MRS
Oy A AT IZ A, A5 TP IE 4R L
HAmhl WOLMIA R o AN B bkl
AT — AR TIR AL ) o

Article 21

A derivatives operating institution shall be
prohibited from engaging in derivatives trading
with shareholders of a listed company who holds
5% or more shares of such listed company, the

de facto controller, directors, supervisors, and

Growing Asias Markets
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Articles (Recommended Edits)

senior management personnel of such listed
company, or with the shareholders who hold
restrictive shares or hold shares subject to
reduction restrictions if the underlying assets of
the derivatives trading are stocks of such listed
company, in breach of the relevant regulations
and rules.

When the provisions of the preceding paragraph
apply, the shares held by a shareholder of the
listed company and its persons acting in concert
shall be calculated in aggregate.

A derivatives operating institution shall verify
the real identity of a trading institution and the
trading purpose and shall not conduct the
transactions as provided in the first paragraph
with any persons specified in the preceding two
paragraphs or with the relevant products, legal
persons and partnership enterprises controlled
or established by them.

¥ 21.3 %&B
22 %

Article 21.3 &
Article 22

KT 5 21 65 3 3K
Re Article 21.3

o WAV EIRAE, fIEMEENMATRETIE S AN S5 21 2% “FF 5%
CLEAR IR AT AT AE A B S IR R A . X RN TAE R BN

B2+ =% (RBEEBD

R TR E NN 385 W e
Dol 28 45 B A 5 B H AL B e Tl
HATA AL B A IR T AR =+
—HEAT R, S HIE AT 5 .
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Articles (Recommended Edits)

IR P SR SRR L, HAMIER PR R R A RS (B, #
ARG RFA I KA 5 AR WP B AR R HER, P9I 65 BT
AARTE) o FRATEWAZSE “S%FFI” 1 X552 &, ATAE A E NI
A2 SR BE AR OGS IR IR AL 9 JEAT 118 55

We would like to highlight that a derivatives operating institution may not be able
to entirely prevent transactions with the major shareholders as set out in Article
21 because they sometimes do not have full access to holdings of investors and
do not know whether the relevant shares of investors are subject to lock-up or
selling restriction (e.g., it is difficult to verify whether a client holds lock-up shares
in block trades as such information may not be public). The obligation to evaluate
overall ownership and adhere to the 5% restriction should reside with the client,
and a client’s statement be deemed to fulfill the verification requirement.

521 558 3 kb CESLS MM M LG HM B XANERE, HAILLE

T, AT o BRI AR ME VP Al R 12 R BT b i it 77 T A7 RO B 58 5 6 11
“ESHM M L5 EP.

The terms “real identity” and “trading purpose” in Article 21.3 are vague and if no

clarity is given, derivatives operating institutions will have difficulty in evaluating

what measures would be effective in verifying “the real identity of a trading

institution and the trading purpose” of their counterparties.

AT A B2 53 2 W B 2 SUIARR KD 0T A i 8 LR R 28 7 AR A B DA R0 %%
FUC G EIT IR B

It would be helpful to clarify the level of due diligence and what level of checks is

P 0 222 DL I3 558 T DL 5300
7 et IR X A3 T A AT A A8 35«

Article 22

A derivatives operating institution or trading
institution shall be prohibited from concluding
derivatives trading with a counterparty when
they know er— eughtteknew— or after making
reasonable  enquiries, know that the
counterparty conducts any of the prohibited
activities as provided in Article 15 to Article 21
hereof through derivatives trading.

A derivatives operating institution and trading
the
representations of a counterparty to satisfy any

institution may rely on written

due diligence required under this Article.
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Suggestions / Clarifications from ASIFMA Members Articles (Recommended Edits)
expected to verify the trading intention of the clients.

KT 22 %
Re Article 22

o RATEUOMER “RIMHEIE” ERIR, FONTA RSB 5 & JLFAH

REAZ A KA G o6f FI7 R A AT 5 NG (Irik) FIE AR IR AT
N GHER, TERFOITRARAIHMEER). S 5ERIBAFFNA
Gy, ME UL E F 7% S8 200 G R P S B A8 SR IZ B HAZ G F 7080 “ H
17 R AT R DARFEES 22 2R IRLE «
We would suggest the deletion of the reference to “ought to know” as it is
practically impossible for derivatives operating institutions or trading institutions
to successfully conduct due diligence on whether their counterparties are using
derivatives transactions to engage in the specified prohibited trading activities
(please note that securities and derivatives holdings may not be public
information). Market participants will find it difficult to develop effective
compliance procedures and practice guidelines to investigate its arm’s length
counterparties’ intentions/practices to satisfy this standard.

o WERFERE “NHRIE” MRE, BATEYSTS (FE (INE) B
VT W 2 5 E WA AT DL L “RNAREE” fbRiE. R, Bl
i BN R B EIZ G XTIk THE G ARE R (IME) 5 15-21 K1
PRI (3 2 AN Ui A2 “ RIE BN 008 (bsitE, #hfriinzEE A
PRl it 2 S o 22 25 RE . PR IR EEAN T BB — 2
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Suggestions / Clarifications from ASIFMA Members Articles (Recommended Edits)
If the reference to “ought to know” must be retained, we request that the CSRC
includes an explicit statement (either in the rules or explanatory notes) on how
market participants could satisfy the “ought to know” standard. In particular, we
would seek confirmation that receipt of explicit representations to the effect that
a counterparty is not in breach of Articles 15-21 is sufficient to discharge this
obligation, in order to ensure that market participants do not inadvertently fall
foul of this prohibition and to ensure consistency across the market.

BRI, FRATEAESE 22 PN —#dn T .

Hence, we suggest adding a second paragraph to this Article 22 as the below:

R 28 BRI 55 2 1] ELICRTSE S X1 F- 77 1TF H B9 A 15 1 5 b JE AT
AFZEX S
“A derivatives operating institution and trading institution may rely on the written
representations of a counterparty to satisfy any due diligence required under this
Article.”

MW, STl AR CNCYRITE” ARAE Ry “ RSB AET bR
e, A HZEMERL SN T NFE (INE) 5 15-22 %55 1E1T 4.
Alternatively, we would suggest CSRC to consider replacing “ought to know” with
“after making reasonable enquiries” as a standard to knowing that a counterparty
conducts prohibited activities.

%48 % o R CIRED) KEISANE RIS BRI AMIT A i A 2 (1) R B AES T | S0+ )\ %k (RABBEEBD
Article 48 XHAE 5 B2 “ Pl NRICAE ST A T, ERNZSH ZF A e
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BVEM L, (IME) BIRE bR BRI T GIEZREY A GHEEFIATA iE)
A RIANEFEBORN G G . JATA IR H R, X T A A AT
MIEBEAMIT AL 5, AFE AL NRILAME SN Ttk e, #HES
NG EGEREE” WRTReNE . FATE VK 48 SKIANE H 250 38 Bl 1k
SO R G R AR N ISR, JPRES 11, 13-22 R T b
Lo RSN IEAMTAEMA 5, ZFEERT G B AT A D) 56
2 M E .

It goes beyond the extra-territorial jurisdiction rules contemplated by the
Securities Law and the Futures and Derivatives Law (FDL) if these Measures have
extraterritorial effect regardless of whether or not the offshore derivatives
transactions would (i) be hedged onshore and/or (ii) actually disturb market order
or otherwise adversely impact the interests of onshore trading participants. For
offshore derivatives trading with no hedging transaction onshore, there is no basis
that such derivatives trading would disrupt domestic market order and damage
the lawful rights and interests of domestic traders. We suggest that Art.48 should
be linked back to hedging activities taking place within Mainland China and
Articles 11, 13 — 21 should only apply to hedging activities taking place within
Mainland China, as this will be more consistent with the spirit of Article 2 of the
FDL.

PAIA B St 2 WA AR PRI “Xpas 57 Aidsd “AbrAiE” JFRrxT
A5, XK (1) 2017 4£ 3 H, FEHERS A0 7R AE “Ib
)3 7 22 5 PR T S AL TR E , RARTL T A HE I S A EE R AT
W SIS B AL T A BB B B AR SRR 2L () “ bR

Articles (Recommended Edits)

vilh % N 2 Mz 3B P 3 At

. N Jn—

St g s g

A28 WUR AN BE A3 5 3 AL B AT AT 2R
ﬁ%écﬁ%,/\Xiﬂ?522nﬁiéE%E®aV§Eﬁ ARy

RIMEH+—
IR E -

k/r#+ /.ji‘

/ﬂi\ + 7J<

Article 48

Where an overseas operating institution and an
overseas trading institution conduct derivatives
trading outside China while the relevant hedging

transactions take place within mainland China,

' <
asifmaz

Growing Asias Markets

Page 22 of 26



FEEFVPMFRFEZAL

Fa (RAHRABTEBO

Suggestions / Clarifications from ASIFMA Members

W X555 aFl FEHAM 5 EEALTAR: () XA aFl EHEANZ S A
ZAEWEERE, “Abmnd” 2 S m IR 2 LA GIEgR SR 5 % 01) 1
By (i) “dblaiE” 2 L R sy N HOIE SR RN Ak, TR ISR GIESR A&
BRI AR HE I BEHEZE NS T iR T RE s BLA(3) &
W i R I W B R RE 58 5 BT 25 5 3 ANASE 93 38 IR < v [ D i iE 20 R0
HIZE Gy M A 55 . R, ek Tt “JbimiE” FFRrs s 5, &
AT e 7 ML LA s B B S EHESE, JF A/ e an g sk “ At iE”
A SRR

It would be helpful if CSRC could clarify that hedging positions should exclude
hedging with China Connect shares, because (1) in March 2017, the CSRC
published a decision sanctioning two individuals for the manipulative trading of
securities under Stock Connect Northbound trading, which demonstrated the
effective cross-boundary information sharing and regulatory cooperation
framework between the SFC and the CSRC under such MoU; and (2) Stock Connect
Northbound trading is different from other channels of onshore securities trading
such as QFI: (i) Stock Connect Northbound trading is subject to SFO regulation and
SFC’s oversight, which is different from QFI whose onshore trading with no nexus
to Hong Kong is not subject to Hong Kong regulatory supervision; (ii) Stock
Connect Northbound trading shall comply with home market rules (i.e., onshore
securities laws and regulations) and is also subject to a number of Hong Kong
securities law market manipulation provisions under the SFO; and (iii) HKEX's rules
have expressly stipulated additional obligations of exchange participants and
investors to comply with Mainland Chinese securities regulations and exchange
rules. Hence, if hedging takes place within Stock Connect, it is recommended to

Articles (Recommended Edits)
they shall comply with the relevant provisions of
Article 11, and Articles 13 to Article 22 of these
Measures.

[RE (HAERB M) B0+ /\KHIR
B, M4 RXTIE =K BB T

AN E LT BLBE A BT IR 2 I B AR i
(RISE ST AR i 58 5 BUBEA IR BR - = 2R B2
N N S

[Alternative edits to Art.48.2 if the current draft
is retained]

Conducti lorivati " ide_Chi

hat linl Larlyi i China_chall

No derivatives trading conducted outside the
PRC with a PRC listed securities and futures
underlier shall be used to circumvent Articles 13

' <
asifmaz

Growing Asias Markets

Page 23 of 26



FEEFVPMFRFEZAL

Fa (RAHRABTEBO

Suggestions / Clarifications from ASIFMA Members
leverage the existing cross-border regulatory cooperation framework and as the
next step, discuss how to implement the relevant legal mechanisms under Stock
Connect.

B—PME, WASRARE (CXIEREIA) 2 48 FEC, ATV
48 K5 2 3K “C SEEABRIYIAH IR IR LI Dy AL [EHIE o A T 8
PWUEZFE 5258 2 B b i (e B B 7.

Taking a step back, if the current draft is retained, we suggest further clarification
is required on the reference to “linked to assets in China”, i.e., it should be re-
drafted to expressly refer to securities or futures listed on a CSRC regulated
trading venue.

B FeA13 e, BRdErh BHEIS 2 5 A B IE, LR FREIIIFHATENEE 48 %
5 2 FKHYEH

For example, we understand the following are not in scope, unless the CSRC rules
and regulations explicitly stipulate otherwise:

1) BiAb WS (i H B, figr. AEEIE sk EAER IR, 2Bk
TAAEREIE (N, R TIUARR SR 28 5 ML RlE IE 27 H A 52 2 A Ok 22 4F
AT R TR R I RR BONER 51 K T & 7 A —D);
overseas listed stocks (e.g., H shares), bonds, depository certificates, such
as ADRs, GDRs (e.g., the vague language pertaining GDRs in the Circular on
Optimizing the Relevant Arrangements for Securities Borrowing and Lending
and Securities Refinancing have led to inconsistent interpretations among

Articles (Recommended Edits)

to 21 of these Measures.
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Suggestions / Clarifications from ASIFMA Members Articles (Recommended Edits)
market participants).

2) YEANMEEL 0 MSCI World Index. MSCI EM Index.
Overseas index such as MSCl World Index or MSCI EM Index.

o INIRATE “RARRN” TR, FRATA B SUITN 48 KT “HiSEE

Bk ”, Ztg RTINS A v B2 A, SRAS P 7E I /10 X 6 Rl
B HUAG EAE BCVE AT BROATUR IOATT AR Ik 55 B DA 1) 25 P B 77 o R I 55 1) 58
HNELNIA (AR ANE P SR EEATAR B QFD 7, XS PN ES 11 2%
5513 SR EAE 22 SRR M) “ATEREENIM 7,
As mentioned in General Comments, we understand “overseas operating
institutions” under Art.48 refers to “offshore brokers approved or licensed by the
financial regulator of their home country or otherwise qualified to engage
derivatives businesses to offer products and services to clients, similarly regulated
as onshore securities or futures companies, such as QFl offering derivatives to
offshore clients”.

o UbAR, AT 48 25 R & filR 5 13-21 2%, BIRIMNIRREE 22 2%, DAAER 22
KR 48 FAGEHK.
Besides, we think Art. 48 will only trigger Arts. 13-21, i.e., taking out Art.22, as it
is redundant with Art 48 itself.
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We would appreciate a meeting with CSRC in relation to our comments shortly after this
consultation concludes where we can provide further industry inputs. If you have any
guestions, please do not hesitate to contact me.

IHEL:
Yours faithfully,

| —

//‘\}\ p
l /’ ./ |

BN

HROSH - PR
WEHREFNY 5 4 i T 2 (ASIFMA)
+852 9826 8020

Ichao@asifma.org

Lyndon Chao

Managing Director — Head of Equities and Post Trade

Asia Securities Industry & Financial Markets Association (ASIFMA)
+852 9826 8020

Ichao@asifma.org
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