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Market Size and Liquidity

 SZSE’s market capitalization, number of listed companies and trading value rank

at forefront among stock exchanges in the world.

No. 1 No. 4 No. 7 No.12

Daily Turnover Trading Value Market Number of Listed
Capitalization Companies
4.79% in SZ - USD 5 trillion in 2014  USD 3.09 1761 listed
Market - USD 19 trillion in trillion companies
2015

- USD 2.9 trillion from
Jan. to Mar. in 2016

Source: SZSE & World Federation of Exchanges, by the end of March 2016

Note: London Stock Exchange is included in the list since March 2016 i?iJIIiIES?EBSZ%Héiz
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Multi-tiered Capital Market System

The SZSE consists of the Main Board, the SME Board and the ChiNext Market. They serve
companies at different developing stages and offer investors diversified portfolio.

Main Board SME Board ChiNext Trading Value
Market

Market Cap USD 1.03 USD 1.41 USD 754.5

trillion trillion billion ChiNext Main
28%
Board
. 28%
Listed
Companies (#) 467 783 501
Average USD 2.2 USD 1.8 USD 1.5 SME
Market Cap billion billion billion 44%
Free Float 80.9% 67.3% 58.3% (Jan to Apr 15 in 2016)

Source: SZSE by April 15, 2016 SEYIE 2 22 5
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€ General Framework

General “SZSE Trading Rules”

Guidance

! !

Products Platform & Other

Det.alle.d rules Stock Bonds Funds Warrants Negotiated Platform
Guidelines

Margin Trading and
Securities Lending
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€ Historical Evolution of Trading Rules

Supplemented with notifications and

special regulations

Establishing valid price range and price
limit rules, cancelling the T+0

turnaround trades

Launch of trading rules :
218 provisions, covering
. listing, trading, membership
. management, settlement

.........................................................

Amendments

Shenzhen and Shanghai Stock Exchanges
revised and published trading rules respectively;
Adding supervision on trading behaviors;
Absorbing innovative contents in SME Board
trading rules

Establishment of trading rules system;
differences between Shenzhen and

Shanghai Stock Exchanges
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€ Historical Evolution of Trading Rules

' Gold ETF, listed
- - - : and traded currency
Enhancing the pledging efficiency for i : Circui
: : ircuit Breaker on
bonds; adding contents for pre-delisti . fund apply to T+0 Y

i : : index
ng period : turnaround trade

Overhaul Lowering barriers for block trades;
. Integrating current rules, Adding after-hour pricing block trades;

introducing concepts such as tradmg Bond ETF applies to T+0 turnaround
. participants, adding chapter for : trades

- margin trading and securities .
. lending, improving management of :
. abnormal situations :

...................................................................
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€ Design Objectives

O Current situation: Retail investors dominated
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O Targets of designing trading rules include: liquidity, stability, transparency,

efficiency and fairness.

At current stage, stability and liquidity are the main focus.
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€ Basic Trading Arrangement

9:15 9:25 14:57
4 Accept trading 4 generate opening price % Close to orders
participants’ auction from call auctions cancellation
orders routing, trade
start
0 0 Lunch 0 0
ading Break ading
9:15 9:20 9:25 9:30 11:30 13:00 14:57 15:00 15:30
| || | | l |
Accept auction Open to orders routing, Generate closing price,
orders, close to but does not process orders or trade close
orders cancellation process cancellation of orders
2016: NOT open to m”ﬁfﬁfz ’
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¥ Call Auction

Determine the 1. Generates the greatest trading volume;

execution price 2. All the buy orders with higher bid price and all the sell orders with
lower offer price to be executed

l 3. The price which allows either buy side or sell side to have all the
orders identical to such price to be executed.
One
price?
N
Y ;

Minimizes the difference between the number of
buy orders with identical or higher price and the
number of sell orders with identical or lower prices

The price that

Execution price L .
P minimizes difference

l

Y
One — Execution price
price? —

N | Choose the price that is closest to the
previous closing price/ last traded price

RHIEL:E 5 BT PPT STOCK EXCHANGE



€ Closing Call Auction

Shenzhen Market Starts Closing Call Auction from 2006

Mechanism Design:

» From 14:57 to 15:00

» Do not allow order cancellation

> Open Call Auction

Advantages:

> Difficult to manipulate compared with continuous auction: the liquidity index in Shanghai
A shares market (continuous auction) is RMB 3.36 million, while that in Shenzhen A shares
market (call auction) is RMB 7.30 million.

> Lower volatility during closing session: compared with Shanghai Market
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€ Closing Call Auction

Shenzhen Market Starts Closing Call Auction from 2006
O Volatility during Closing Call Auction Session

- Shenzhen Component Index, Shanghai Component Index, Hang Seng Index
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€ Price Stabilization Mechanism (Static)

Mechanism

Design

Upper Price Limit

Previous Closing Price

Lower Price Limit

» Upper/Lower Price Limit=Previous Closing Pricex (1*Price Limit
Ratio)

» Stocks & Funds: +/-10%

» ST & *ST Stocks: +/- 5%

» Bonds: no price limit

» Special Cases (including IPO and Listing Resumption):
No Price Limit for the first trading day of such stocks

--------------------------------------------------------- 20%

/4
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@ Price Stabilization Mechanism (Dynamic)

Valid price range:

Asset class and trading day

Opening call auction
(previous closing price)

Continuous auction, call
auction from resumption,
closing call auction (last
traded price)

First trading day [-20%, +20%] [-20%, +20%]
S of [PO (of offering price) (of opening price)
oC
100 0
other [ 10 /o, +1 O /o] : Within price limit band
(of previous closing price)
First trading day [-30%, +30%] [-10%, +10%]
Bond
Others [-10%, +10%] [-10%, +10%]
Pledge-style Non-first

bond repo trading day

[-100%, +100%]




€ Day Trading Mechanism

O A-shares: T+1 turnaround trades

O Applying T+0 turnaround trades to:
Bonds

Bond ETFs

Gold ETFs

Listed Money Market Fund
Cross-border ETFs

Cross-border LOFs
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€ Block Trading Mechanism

al

m Negotiated block trades
3
* Accept orders durigg: 09:15—-11:30, 13:00 — 15:30

e Confirm execution orders during: 15:00 — 15:30

2
m After-hour pricing block trades

* Accept orders during: 15:05 —15:30
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Slide 17

al trading
admin, 1/20/2016

a2 accpet orders and
admin, 1/20/2016

a3 execute order
admin, 1/20/2016



€ Block Trading Mechanism: Negotiated Block Trades

Mechanism Design

® Order accepting period: 09:15-11:30am, 13:00-15:30am
® Execution confirmation period: 15:00-15:30pm

e Trading method: negotiation between two parties

Price Limit:
® Sccurities subject to price limit: same price limit

® Securities not subject to price limit: +/-30 of closing price

Order Types:

e Intent orders: no execution obligations, can be cancelled
e Execution orders: execution obligations, specify the price and volume

® Fixed price orders: execution obligations, specified price
FYIESS 35 5 B
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€ Block Trading Mechanism: Negotiated Block Trades

Threshold for Block Trades of Different Asset Classes:

Asset Class

A-shares

B-shares

Mutual Funds

Bonds

Threshold

>300,000 shares or > RMB 2 million

> 30,000 million shares or > HKD 0.2 million

> 2 million units or > RMB 2 million

> 5 thousand units or > RMB 0.5 million

WRYINEFFAE 5 fir PPT

Execution confirmation
period

15:00-15:30

15:00-15:30

15:00-15:30

9:15-11:30am, 13:00-15:30
pm (real time)
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€ Block Trading Mechanism

After-hour pricing block trades

Mechanism design

> Order accepting period: 15:05-15:30pm

> execution confirmation period: 15:05-15:30pm, real time execution
> Trading mode: fixed price, continuous order matching
>

Types of price:

- the closing price of securities on the current day;
- the trading volume-weighted average price of securities on the current day.

Advantages

> No price volatility risk: orders are executed at fixed price, therefore no price volatility risk

> Satisfying the investors’ demand for trading at closing price
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€ Open Discussion

O Hybrid Trading Rules: continuous trading + market maker

- The introduction of market maker can better guarantee market stability

O Opening and Closing Mechanism: Designated Market Maker (DMM)
in NYSE

- Forming more representative, efficient prices that are hard to manipulate

y
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Thank you!
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€ Day Trading Mechanism

A-shares: applying to T+1 turnaround trades

Trading Fees
Stamp duty on Charged on the sell-side at 1%o of the traded value
securities transactions No charge on the buy-side

Commissions for

" : 0.03%~0.05% of the traded value (bilateral)
securities transactions

0.0487%o of traded value (bilateral)

SZSE handling fees 30% discount provided for block trades

CSRC regulatory levy for

" . 0.02%o of the traded value (bilateral)
securities transactions

4
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