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CSRC Clarifies Beneficial Ownership Issue
under QFII/RQFIlI Regime - an effort to include
A-shares in the MSCI index

Lack of clarity on ownership of securities invested through separate
accounts is one of three key concerns that MSCI had when they
decided not to include A-shares into its Emerging Market Index. On 6
May 2016, the China Securities Regulatory Commission (CSRC)
issued a FAQ' after its weekly press conference which recognized the
concepts of "nominee holder" and "beneficial owner of securities", and
further clarified its position on the rights and interests of beneficial
owner of securities held in the nominee accounts opened by
QFII/RQFII.

This is not the first time that CSRC has issued a FAQ to clarify its positions over the
beneficial ownership issues. In May 2015, CSRC published a FAQ to clarify the beneficial
ownership of overseas investors in China A-shares in the omnibus account under the
Shanghai—-Hong Kong Stock Connect scheme (Stock Connect). This move was applauded
by MSCI as providing international investors additional confidence in using the Stock
Connect scheme.

In the QFII/RQFII context, the beneficial ownership of onshore assets has generally been
less of an issue to foreign investors. This is especially the case where the assets are held in
a "QFII/RQFIlI — Open-ended Fund" securities account given there is a statutory recognition
of ownership under the relevant QFII rules, as opposed to the "QFII/RQFII — Client Name"
account or "QFII/RQFII — Client Assets" omnibus account for separate account products for
which the former structure could not be used. The latest CSRC's FAQ is focused on
eliminating concerns arising from having separate accounts.

' An English version is available at:
http://www.csrc.gov.cn/pub/csrc_en/newsfacts/PressConference/201605/t20160506 297075.html.




Key points of the latest FAQ

It is confirmed by CSRC that the concepts of "nominee holder" and "beneficial owner of
securities" are recognized under relevant CSRC rules.

The latest FAQ also confirms that the legal relationship between the beneficial owner of
securities (client) and QFII/RQFII nominee holder (client's asset manager), including the
arrangements to segregate client’s assets from those of the asset manager, will be defined
by legal contracts between the client and the asset manager, and be governed by the laws of
the jurisdiction where they are entered into. CSRC fully respects the provisions of such
contracts including those concerning client’s rights and interests over relevant assets.

In addition, the latest FAQ confirms that the A-share account system can support the
recognition of rights and interests of beneficial owners of securities held in the nominee
accounts opened for the QFII/RQFIlI separate account (managed account) products. A
QFII/RQFII may choose to open accounts in the form of "QFIl - Client Assets" or "QFIl —
Client Name" to further demonstrate that assets in such accounts belong to the relevant
beneficial owner, and that they are separate from and independent of those of the asset
manager.

Our observation

The latest FAQ certainly provides helpful clarification of CSRC's position on the beneficial
ownership of assets in certain onshore account structures.

To ascertain the legal relationship between the beneficial owner and the account holder,
CSRC now refers to the laws of jurisdiction where the legal contract is entered into. Trying to
identify where a contract is entered into may not be straight-forward in practice. We think the
choice of governing law will be an important factor, although the FAQ is silent on this point.

MSCI will decide whether to include China A-shares in its Emerging Market Index in June
2016. Following the recent relaxation of the QFIl quota and funds repatriation controls
initiated by the State Administration of Foreign Exchange, the FAQ is obviously another
positive push for this inclusion.

We will continue to monitor the developments and provide further insight on a timely basis.



CSRC Clarifies Beneficial Ownership Issue under QFII/RQFII Regime - an effort to include A-shares in the MSCI index 3

Authors and China Contacts

Yang Tiecheng
Partner

T:86 10 65352265
Email: tiecheng.yang@cliffordchance.com

Hong Kong Contacts

Mark Shipman

Partner Partner
T: 852 2825 8992 T: 852 2826 3453
Email: Email:

mark.shipman@cliffordchance.co

Francis Edwards

francis.edwards@cliffordchance.com

Ge Yin

Counsel

T:86 21 23207202

Email: yin.ge@cliffordchance.com

Terry Yang
Consultant

T: 852 2825 8863
Email:
terry.yang@cliffordchance.com

The above is based on our experience as international counsel
representing clients in their business activities in China. As is the
case for all international law firms licensed in China, we are
authorised to provide information concerning the effect of the

Chinese legal environment, however we are not permitted to engage

in Chinese legal affairs in the capacity of a domestic law firm.
Should the services of such a firm be required, we would be glad to
recommend one.

www.cliffordchance.com

Clifford Chance, 27" Floor, Jardine House, 1 Connaught Place,
Hong Kong SAR

© Clifford Chance 2015

Clifford Chance LLP is a limited liability partnership registered in
England and Wales under number OC323571

Registered office: 10 Upper Bank Street, London, E14 5JJ

We use the word 'partner' to refer to a member of Clifford Chance
LLP, or an employee or consultant with equivalent standing and
qualifications

If you do not wish to receive further information from Clifford
Chance about events or legal developments which we believe may
be of interest to you, please either send an email to
nomorecontact@cliffordchance.com or by post at Clifford Chance
LLP, 10 Upper Bank Street, Canary Wharf, London E14 5JJ

Abu Dhabi m Amsterdam m Bangkok m Barcelona m Beijing m Brussels m Bucharest m Casablanca m Doha m Dubai m Diisseldorf m Frankfurt m Hong Kong m Istanbul m Jakarta* m Kyiv m
London m Luxembourg m Madrid m Milan m Moscow m Munich m New York m Paris m Perth m Prague m Riyadh m Rome m S&o Paulo m Seoul m Shanghai m Singapore m Sydney m Tokyo 1

Warsaw m Washington, D.C.

*Linda Widvati & Partners in association with Clifford Chance.



