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Executive Summary

= Since the end of 2011, the Chinese authorities have embarked on a series of efforts to
accelerate the opening of the Chinese domestic capital market

U What are the recent developments of the China QFIl and RQFII schemes
and their implications to global investors?
= |n an extreme hypothetical case, if China’s domestic equity market were to fully open up

to foreign investors with no major accessibility restriction, A-share could potentially

comprise up to 14% of the MSCI Emerging Markets (EM) Index and alter the
landscape of emerging markets investing

U What are the key accessibility restrictions that prevent China A-shares from a
reclassification to emerging markets status?

= For anincreasing number of global investors the question is no longer whether to gain
exposure to China but rather how to implement such exposure

= The diversity of China opportunity set and existence of various investment restrictions
can add significant complexity to the implementation decision

& What are the implementation options available to international investors?
U How they differ in terms of their exposure to the China opportunity set?
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China QFIl & RQFII
Schemes and Their
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Key Milestones of the China QFIl and RQFII Schemes

monthly to weekly

2012 2013
QFIl Developments
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RQFII Developments
1

financial products
such as index futures

Dec 2011 | Apr2012 |  Jul to October | Nov 2012 Jan2013 | Mar 2013 ' Jun-jul 2013 !
Launch of the RQFII 1 RQFII Quota ! 2012 ! RQFIl Quota | CSRC revealed ' Allowed licensed + RQFIl Scheme
Scheme (RMB20bn) | increased 1 Listing of RQFIl increasedto 1 amintentionto . financial institutions in expanded to |
! from | ETFs(AMC, E- | RMB270bn | extend | HKtoapply for RAFIIS ) ongon and !
Only openedto HK 1 RMB20bnto ! fund, CSOP, ! ! RMB100bn ! qualification Singapore
subsidiaries of PRC | RMB70bn Harvest) 1 ' RQFllquotato Removed 80%20% " :
fund management butonly i I Taiwan | fixed income/equity ! :
w:_th.allocatloon \ limited to | | | investors ' gllocation restriction 1 !
restriction of 20% China A ETF I ! ' and allowed RQFlls to ! |
equities & 80% fixed ! products | X i : trade broader 1 :
income 1 1 1 | 1 X
1 | 1 ! I : |

1

Source: CSRC and SAFE

Notes:

1. The RQFII refers to a program that permits Chinese asset managers to offer Renminbi-denominated funds/ETFs in Hong Kong for investment in the mainland. Investors in these
RQFII funds need not be a QFII.

2. As of end June, 2013, there were 229 QFlls with a total allocated QFII quota of USD43.4bn. On the RQFII front, RMB105n quota has been deployed to 37 RQFII licensees.
In March 2013, Xiao Gang took over Guo Shuging to become the new CSRC Chairman
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Lowering of the QFIl Qualification Requirements

China QFII Qualification Requirements

QFIl & Renminbi-QFIl (RQFII) quotas Requirements Requirements

to USD80bn from USD30bn and to . 5 10 T
RMB70bn from RMB20bn, respectively Banks e
= OnJuly 27,2012, CSRC announced a Insurance 5 years exp, AUM 2 years exp,
revision of the institutional companies > USD5bn AUM > USDO0.5bn
requirements for QFll investors fnS:rf;gement 5 years exp, AUM 2 years exp,
= In November 2012, the RQFIl quota was institutions > USDSbn AUM > USDO.5bn
raised to RMB 270bn Otherinstitutional 5\ oars exp, AUM 2 years exp,
- ITESEELS (peneton, > USD5bn AUM > USDO0.5bn
= InJuly 2013, CSRC announced the increase of s, T :
the QFII quotato USD150bn 5 years exp, Net
Securities 30 years exp, Assets > USD'SOOm
companies AUM > USD10bn

AUM > USD5bn

The maximum USD1bn quota for individual QFII investors remain unchanged and subject to
the approval of China State Administration of Foreign Exchange (SAFE).

Source: CSRC
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Recent Revisions to China A QFIl Scheme (as of July 2013)

USS$150bn (July 2013)

Total QFIl Quota .

Individual QFIl Quota

Capital Remittance/
Repatriations

for Open-Ended
Chinese Funds*

Capital Remittance/ .
Repatriation
for other QFlls

Account
Administration

USS80bn

Min quota : USD50m
Max quota: USD1bn

Monthly remittance/repatriation equal to
net subscriptions/ redemptions is allowed
for “Open ended China funds” after the
initial lock up period

Requires approval from SAFE (10 days in
advance) if the amount repatriated is
greater than USD 50bn

Each capital repatriation requires an
approval from SAFE with no clear time-
frame on the frequency of repatriation

One security trading account in RMB

SWF, central banks and monetary authorities can now apply for
a quota greater than USD1bn

Weekly remittance/repatriation (5 working days) equal to net
subscriptions/redemption is allowed for “Open-ended China
funds” after the initial lock up period

Weekly repatriations within a month cannot exceed 20% of
the total assets in China as of the previous year

No pre-approval is required from SAFE

Pre-approval is still required from SAFE (but can be
administered by custodians)

Monthly repatriation is allowed after the lock up

Monthly repatriation cannot exceed 20% of the total assets in
China as of the previous year

QFlls can apply for up to 6 security trading accounts

* “Open-ended China Funds” are defined as investment funds that are have over 70% of the assets invested in China.
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Major Revisions to China A RQFIl Scheme (as of Jul 2013)

RQFII scheme to Singapore and London
followed by the launch of a similar pilot scheme in

Taiwan in June 2013

RQFII Hong Kong, Taiwan,

Hong Kong

Locations Singapore, London

= |n addition, qualified foreign institutional

investors domiciled in Hong Kong can Expanded to include

. . . Only opened to HK financial institutions
also participate in the RQFIl program subsidiaries of PRC | incorporated in HK.
o lificati fund management Applicants must have an
= The removal of the asset allocation QUEIIEE | e ires asset management license

restriction is also a positive development companies from SFC and E"is_ti“g asset
making investments in the China capital market management business
more flexible and manageable

Asset No more than 20% in
= As of March 2013, the RQFIl quota amounts to be :!g;?g?;n ;2::?;2:&0% N HEmEE
RMB270bn (USD43bn) which is more than half of
the current announced QFIl quota of USD80bn.
Mainlv fixed income Expanded to include index
* Although the RMB270bn RQFII quota is not yet Investment stocksyand Chinap  futuresand fixed income in
fully allocated, the fast development in the  Scope oy China interbank bond
RQFII space is providing investors an market
alternative access to the China A- Source: CSRC
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Implications of
Opening
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Hypothetical Inclusion of China A in MSCI EM and MSCI ACWI

" |n the extreme hypothetica| case, if the QFII Simulated Country Weight Distribution Assuming Full Inclusion
. . f MSCI China A Index To MSCI EM and MSCI ACWI)
system were to be abolished and various ° inafindexto an
accessibility restrictions lifted,

INDONESIA,_OTHERS, 9.7%
2.4%
MALAYSIA,

= China A-shares could represent up to 3.3%
14%Y) of MSCI Emerging Markets Index MEXICO, 4%

RUSSIA, 5.2%

CHINA, 15.4%

CHINAA,
13.6%

" In combination with the MSCI China Index, NOIA 5.6%

China as a market could have a total index PECIEMCEIE

_ ] SouTH Markets Index
weight of close to 30% in the MSCI AFRICA, 6.9% KOREA, 13.0%
Emerging Markets Index TAIWAN, 9.3%

BRAZIL, 11.3%

UK, 8.2% JAPAN, 7.4%

CANADA,

_FRANCE, 3.0%
__SWITZERLAND
,3.0%

0,
USA, 47.0 GERMANY,

(1)The pro forma index weight of 14% is estimated based on the free float-adjusted market

2.7%
capitalization (after applying a 30% foreign ownership restriction )of the existing MSCI China A MSCI \CHINA 2.9%
, £.270
Index. ACWI Index MR
(2) source: MSClI, data as of July 24, 2012. Weight of China A is derived based on the existing 1.9% ’
MSCI China A | index mcap with a foreign ownership restriction of 30%. i

KOREA, 1.8%
“\__OTHERS, 0

—— 15.2%
l\ ISCI ii;ts reserved.




The Growing Role of Public Capital Market as Economy Develops

= While the market capitalization to GDP ratio of 1:;%2"{”" obe

China has grown overtime, it is still low when 14,000
compared to other emerging and developed 12,000
economies 10,000 -
8,000 -

= 2011 market capitalization to GDP ratio ratios: 6,000 -

o Korea: 93% 4,000 -

2,000 -

o Taiwan: 150% 0 -

1991 1996 2001 2006 2011
o USA: 100%

M Taiwan MKorea China EUSA

o China only 60%

Market Cap / GDP
200% -
. . . 180% -
= Based on the experience of other countries, it 160% -
may suggest that there are still potential room 1‘2‘8; T
for China’s capital market to grow 100%
80% - /
60% -
40% - /
0% |
Source: GDP data based on World Bank and IMF. Market capitalization to GDP data for Korea and 0% : T ‘ ‘ ‘

USA is based on World Bank. Market capitalization of Taiwan is based on Taiwan Stock
Exchange, while market capitalization for China includes both domestically listed and Hong Kong 1991 1996 2001 2006 2011

listed companies, and is calculated based on Shanghai and Shenzhen Stock Exchanges and Hong . .
Kong Stock Exchange. ——Taiwan ——Korea China —USA
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MSCI’s Approach to Equity Market Classification

= The classification of markets is a key input in the process of index construction as it drives the
composition of the investment opportunity sets to be represented

= The approach used by MSCI aims to reflect the views and practices of the international investment
community by striking a balance between a country’s economic development and the
accessibility of its market while preserving index stability

* |n order to be classified in a given investment universe, a country must meet the requirements
of all three criteria as described in the table below

Criteria Frontier Emerging Developed

A Economic Development
Country GNI per
capita 25% above the

A Sustainability of economic development Mo requirement Mo requirement ‘World Bank high
income threshold* for
3 consecutive years

B Size and Liquidity Requirements

B Number of companies meeting the following Standard Index criteria 2 3 5
Company size (full market cap) ** USD 453 mm USD 906 mm UsD 1811 mm
Security size (float market cap) ** UsD 33 mm USD 453 mm USD 906 mm
Security liquidity 2.5% ATVR 15% ATVR 20% ATVR

C  Market Accessibility Criteria

cA Openness to foreign ownership At least some Significant Very high
cz2 Ease of capital inflows / outflows At least partial Significant Very high
c3 Efficiency of the operational framework Modest Good and tested Very high
c4d Stability of the institutional framework Modest Modest Very high

* High income threshold for 2011: GNI per capita of USD 12,476 (World Bank, Atlas method)
** Minimum in use for the November 2012 Semi-Annual Index Review, updated on a semi-annual basis

= Based on our current assessments, there are several major market accessibility obstacles that

need to be addressed before the inclusion of the China A-shares into the MSCI Emerging Markets
Index can be considered

MSC [ meem 11




Recent Announcement on MSCI Market Classification Review

= OnJune 11. 2013, MSCI announced the start of the review of China A-shares for a potential
inclusion in the MSCI Emerging Markets Index

= Driven primarily by a series of positive market opening measures and strong regulatory momentum
over the past 12 months

= The initiation of the consultation does not, in any way, indicate that the China A-shares have already
met the standards of Emerging Markets in terms of market accessibility criteria as a large number of
key obstacles in the areas of capital mobility, quota allocation and taxation continue to exist

= However, given the significant size of the China A-share market and the possibility of further regulatory
reforms in the short term, MSCI believes that it is important to actively engage with the international
investment community on this matter

= Any hypothetical inclusion will be entirely dependent on the speed and magnitude of
actual progress in the opening of the market and the resulting experience of international investors

MSC T meem 12




Key Obstacle: Capital Mobility Restrictions

= Capital Remittance & Repatriation Restrictions
= Capital must be remitted within six months once the quota is allocated
= Lock-up period from 3month to one year depending on types of QFlls

= For non “Open-ended China Funds”, monthly repatriation is allowed after the lock up period but cannot exceed
20% of their total assets in China as of the previous year. For “Open-ended China Fund”, the rule was recently
modified to allow weekly repatriation

= Such capital mobility restrictions can severely impact the liquidity and hamper
the flow of funds

= Limit the investor’s flexibility in timing and getting into the market
® |mpact the investor’s ability to service redemptions and rebalance portfolios

* |mpede smooth fund operations and lead to increased tracking errors

= Although the recent revision to allow weekly repatriation for “Open-ended China Funds” is a welcoming
development, the current definition of “Open-ended China Funds” which requires funds to invest no

less than 70% assets in China is too restrictive. This effectively precludes all global mutual funds from
being able to operate with weekly repatriation
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Key Obstacle: Allocation of QFIl Quota

= Global investors rely on the China QFIl or RQFIl scheme to gain direct access to mainland’s capital

market. The quota system needs to provide a consistent, dependable and reliable experience
and a level playing field for all international investors.

= The limited size of the total QFIlI/RQFII quota as well as the cap imposed on the individual QFIl quota
(USS1 billion) effectively constrain the amount of quota that can be allocated to investors.

= |n addition, there is currently no explicit mechanism to link the size of investors and their
investment processes to the size of quota allocation. Large investors will potentially require a
guota size corresponding to their assets under management in order to obtain a meaningful
investment exposure. Similarly, passive investors will require a quota size corresponding to their
passive exposure to replicate the index.

= |n our previous hypothetical scenario, where the MSCI China A Index was included in the MSCI
Emerging Markets Index, many large institutional investors would have found it difficult, or nearly
impossible, to align their portfolios to the increased hypothetical market weights

= For the largest ETF tracking the MSCI Emerging Markets Index (AUM of $45bn, March 2013) to
replicate a full inclusion of the MSCI China A in the MSCI Emerging Markets Index, it would require
an individual quota of greater than USD5bn, which is not possible today

= |f we take the largest asset manager today with an equity allocation of 51.77tr (September 2012),
an allocation to emerging markets based on the MSCI ACWI Index weight will be approximately
USD230bn. As such, a USD1bn quota can only translate to less than 50bp of allocation in the China
A-shares
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Tax Regime

= The other issue that has frequently surfaced from our conversations with global

investors is a lack of clarity on the implementation of Enterprise Income Tax
for A-share investors outside mainland China

= While the lack of clarity on tax does not necessarily constitute a major obstacle for
market reclassification, it is important to stress that it weighs highly among investors’

list of concerns and in some cases, de-motivates investors from applying for the QFlI
gualification

= |n addition, there were also several instances where the tax issue is indirectly causing a
capital mobility problem for international investors.

= Because of the lack of clear taxation rules on gains from securities trades, QFll investors were
not able to obtain the necessary audit approval for profit repatriation
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Implementing
China Exposure




Overview of the MSCI China A Index

= Launched in 2005, the MSCI China A Index is Free float market cap (USDbN) m— v
constructed based on the same Number of constituents 463 1,830
Market % 68 96
methodology as the MSCI Global arket coverage 4
Investable Market Indices (GIMI) that is Sector Distribution of MSCI China A and MSCI China A Small Cap Indices
widely used by international investors Sectors Distribution MSClChinaA MSCI China A Small Cap
Weight #constituents Weight #constituents
. C Di ti 10.8% 53 17.1% 256
= The MSCI GIMI methodology features exhaustive  coneumer staptes T30 o o o
coverage of the investable opportunity set with Energy 5.4% 27 2.1% 28
. . Financials 34.5% 72 7.4% 90
no gaps and overlaps, allowing consistent Health Care 8.3% a4 7 0% 76
asset allocation across Large, Mid and Small cap Industrials 15.3% 107 23.4% 342
Information Technology 4.1% 25 12.7% 157
segments Materials 10.1% 74 18.9% 268
Telecommunication Services 0.8% 2 0.3% 3
= The MSCI China A Index achieves a proper Utilities 3.5% 23 3.8% 44
o ] Total 100.0% 463 100.0% 1,367
balance between size integrity and market
coverage and is aligned with international Top 10 Securities in MSCI China A
N . . . MSCI China A Weight (%) Sector
equity markets in terms of size/industry/style CHINA MINSHENG BANK A 3.1% Financials
segments CHINA MERCHANTS BANK A 2.9% Financials
PING AN INSURANCE A 2.1% Financials
= This consistency of methodology allows INDUSTRIAL BANK A 2.0% Financials
. . . . . SHANGHAI PUDONG DEV BK A 1.8% Financials
institutional investors to analyze the opportunity CHINA VANKE CO A 17% Financials
set of China A in the same manner as other BANK OF COMMUNICATIONS A 1.5% Financials
global equity asset Classes KWEICHOW MOUTAI A 1.5% Cons.umer ?taples
CITIC SECURITIES CO A 1.5% Financials
ICBCA 1.4% Financials

Data as of 6/28/2013




Implementing China Exposure

= The China A-share market is characterized by:
= Avery flat market structure
= Rapid expansion over the last 20 years
= Existence A/H premium

= Due to the unique structure of the China A-share market, in the short run, with constraints of a limited
QFIl quota allocation, investors may explore the options of:

= Gaining initial exposure via a narrow tradable portfolio such as the one based on the
MSCI China A 50 Index but attention is required as to how best to structure such a portfolio

= An A-shares “completion” portfolio that takes into account the overlapping exposures and
valuation differences of A- and H-shares

= Over the long run, a broad-based portfolio based on the MSCI China A Index is
the most effective option for capturing the diverse and dynamic opportunities
of A-shares
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A Very Flat Structure of the China A-share Market

= For a given number of securities, the MSCI C“m“'ati"fvrsrgf;‘i’:: X::k&ts‘é‘;‘ﬂ;‘:\“zam“
China A Index has a lower free float mcap
coverage than the MSCI USA Index ndex cap coverage
= The top 50 stocks today represent: o
= Less than 1/3 of the A-share free float mcap ,,, |
= Achieved a representation of 40% in USA o | .
= An investor who wishes to capture the full 15
diversity of companies (say, with at least 80% 30% -
coverage of the total market) would require: 20% - E -
= A portfolio of at least 600 stocks (before w0 ! “eaoem
screening for investability requirements) in o oo oo w00 oo s oo o0 a0
MSCI China A "

Source: MSCI, Bloomberg, data as of October 23,2012

= Compared to 400 stocks for the USA

= Given this unique structure of China’s A-share
market, an A-share portfolio would need
to be broad-based in nature to be
representative
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Limitation of a Fixed Number Portfolio in a Rapid Expanding
China Equity Market

= A result of this fast-paced growth is that a Number of securities listed in domestic China
fixed number stock portfolio may initially
capture a significant proportion of the total 2000
stock market, but it will likely lose its
effectiveness (i.e., its breadth, coverage,
and representativeness) over time 1000 -

1500 -

= For example, a top 300 stock portfolio ]

= |n 2005: Captured 86% of the free float- R
adjusted market capitalization in 2005,

1992
1993
1994 |
02
03
04
05
06
2007
2008
2009

2010
2011
2012

o O o O o
N N N N ~N

Shanghai Main Board i Shenzhen Main Board
" |n 2012 its representation shrunk by I Shenzhen GEM Board —MSCI China A IMI constituents
almost one-third, or to 60%.

e Number of

= Today, a 300-stock portfolio in the A- Flostmcap  Weight  constituents
share market is unlikely to be Large Cap 540,553 50.6% 181
o . Mid Cap 218,371 20.4% 282
considered representative and would only standard 758,924 11% 163
become less and less effective should the Small Cap 309,005 28.9% 1367
IMI 1,067,929 100.0% 1830

market continue its expansion Data as of June 28, 2013

Source: MSCI, Bloomberg
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Evolution of China A-shares Sector Exposures

= China’s unique industry profile and fast- Historical sector weight evolution of MSCI China A vs. MSCI China A 50
changing industry structure pose particular Oct-05 Oct-12
H Sector weight MSCI ChinaA MSCI ChinaA50 MSCIChinaA MSCI China A 50
Cha"enges and rISks for narrow Consumer Discretionary 13% 7% 10% 7%
portfolios such as one consisting of just Consumer Saples o % % %
nergy % % % %
the top 50 largest stocks Financials 15% 24% 319% 559%
Health Care 3% 1% 7% 2%
* While Financials would have represented 25% of Industrials 2% 15% 16% 6%
L. . Information Technology 6% 5% 4% 0%
a top 50 portfolio in 2005, today it would Materials 19% 16% 14% 8%
represent 60% Telecommunication Services 3% 6% 1% 1%
Utilities 9% 14% 3% 2%

* |n addition, this top 50 portfolio would have
no representation in IT and would
significantly underweight two of the other

largest sectors in the China A market (i.e,,
Industrials and Materials)

Source: MSCI

= While a narrowly designed portfolio may be
an efficient tool for achieving quick exposure
to the underlying market, it suffers from
critical limitations in the context of building a
representative portfolio




A/H Premium

= |f we examine the A/H premium of securities with
both A-Share and H-Share listings we find that:

= The premium is volatile and not always positive

= This A/H premium is currently a modest (8%)

= An investor can acquire more than 70% of the largest
50 China A-share companies by purchasing their
often cheaper Hong Kong listed counterparts

= A broad-based portfolio, such as one that is proxied by
the MSCI China A Index, has less overlapping
exposure and is more effective in capturing the
unique A-share investment opportunities

WO 2015 Al righs eserved.

200%

150%
100%

50% |
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A/H premium
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Dec-93  Dec-95 Dec-97 Dec-99 Dec-01 Dec-03 Dec-05 Dec-07 Dec-09 Dec-11

MSCI China

Source: MSCI

Overlapping Exposure between the Onshore MSCI
China A Index and the Offshore MSCI China Index

Top 300

Top 50

MSCI China

MSCI China

Data as of July 24, 2012




China A-shares Completion Portfolio

= For investors with a limited QFIlI quota allocation
and who wish to deploy capital efficiently,
an A-shares completion portfolio with no
overlapping exposure to their existing China
portfolio may serve as an appealing alternative

= |nterestingly, the combination of the MSCI
China Index plus the A-shares completion
portfolio produces a very similar sector profile
to the MSCI China Index plus the MSCI China A
Index and can therefore serve as a framework
for gaining comprehensive China exposure

Sector Exposure of a Completion China A Portfolio Compared
to One Assuming Full Inclusion of the MSCI China A Index

Financials

Energy

Industrials
Telecom. Services
Materials
Consumer Staples

Consumer Discretionary

Information TecBragtogy of July 24, 2012

W Completion: China

M Completion: China A

Utilities . ) )
Fullinclusion: China
Health Care Fullinclusion: China A

0% 5% 10% 15% 20% 25% 30% 35%

~ MSCIChinaA _ MSCIChina+ ) oc) china +
MSCI China ) MSCI ChinaA MSCI China A )

completion ) MSCI China A

completion

Consumer Discretionary 5.0 11.2 8.5 7.5 6.6
Consumer Staples 5.6 13.0 9.8 8.5 7.6
Energy 17.8 6.1 8.2 13.2 13.3
Financials 36.7 19.8 29.4 30.0 33.2
Health Care 0.9 6.9 5.3 33 3.0
Industrials 6.6 18.2 17.4 11.2 11.7
Information Technology 6.4 3.9 3.2 5.4 4.9
Materials 4.3 15.3 13.5 8.7 8.6
Telecommunication Services 14.0 1.1 0.8 8.9 7.8
Utilities 2.8 4.4 3.9 3.4 3.3
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Conclusions

= Qver the last two decades, the China capital market has been transformed in terms of size,
issuance, and access

= The latest QFIl revisions represent a welcome step in this respect

= However, some market accessibility restrictions particularly with regards to capital
mobility continue to affect many global investors and prevent China from formal
recognition as part of the investable opportunity set in major global benchmark indices

= |n the context of building a representative China portfolio, investors should fully
understand the structure and dynamics of the Chinese equity market

= The China A-share market has expanded rapidly and is likely to continue to grow in terms of size and
issuance. To successfully capture these diversified opportunities, an A-share portfolio should
ideally be broad-based and dynamic in nature

= A narrow portfolio could be viewed as a way to gain initial access to the market. However, a
narrow portfolio may be less effective in capturing the economic exposure of the
underlying market and could submit investors to considerable concentration and tracking risk

= Investors should explore how an A-shares completion portfolio can help to exploit the
historical existence of an A/H shares premium and lead to a more efficient use of limited QFII
quotas
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Appendix |- MSCI China A Index Series
Methodology




MSCI China A Index Methodology Overview

= The MSCI China A Index is constructed based on the MSCI Global Investable Market
Indices (GIMI) Methodology

| Features | MSCI China A Index CSI 300 Index

The Standard Index (Large + Mid Cap) target to cover
85% of its investable equity universe, defined by
security float-adjusted market cap.

Index Construction The largest 300 A shares by company full market cap

Methodology
As of June 28, 2013, there are 463 constituents
Shanghai and Shenzhen listed A share securities Shanghai and Shenzhen listed A share securities
Eligible Universe based on MSCI China A Index (Parent Index), Exclude based on MSCI China A Index (Parent Index), Exclude
ST Securities ST Securities

2 semi-annual reviews (SAIR)

Index Review 2 quarterly reviews (QIR)

2 semi-annual rebalancing in Jun and Dec

Buffer zones for +50% and -33% of cutoff for SAIR Priority addition when rank >= 240
Rebalancing +80% and -50% of cutoff for QIR Priority deletion when rank <= 361
Index mcap (USD)* 825 693
Market Coverage* 72% 61%

Source: MSCI,& CSI

*Data as of December 31, 2012
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MSCI China A 50 Index Methodology Overview

= Whilst investors may seek initial exposure to the A-shares market via a narrow portfolio
such as the MSCI China A 50 Index, attention is required as to how best to structure such
products

| Features | MSCI China A 50 Index FTSE A 50 Index

The Iargest-SO. Ch.ma A shares by security float The largest 50 China A shares by
market capitalization

Index Construction company full market capitalization
Methodology

Number of constituents is fixed at 50 during

. Number of securities is fixed at 50 at all time
rebalancing

Shanghai and Shenzhen listed A share securities Shanghai and Shenzhen listed A share securities
. . . based on MSCI China A Index (Parent Index)
Eligible Universe

Exclude ST Securities Exclude ST Securities

Any new issue with full mcap > 0.5% of Parent Index
mcap shall be included as determined by the AP
Regional committee

No early inclusion. Large IPOs will be typically

Early Inclusion . .
v included at next Quarterly Index Review

Index Review 2 semi-annual reviews (SAIR) QIR in Mar, Jun, Sep and Dec

2 quarterly reviews (QIR) Annual Review of Parent Index in March
Buffer zones for Priority addition when rank >= 35 Priority addition when rank >= 40
Rebalancing Priority deletion when rank < 65 Priority deletion when rank < 60

Source: MSCI & FTSE
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Performance of the MSCI China A 50 Index

Absolute Performance Dec 2004 - Jun 2013

FTSE CHINA A50 MSCI CHINA A50
Return (% pa) 5.8% 8.0%
Risk (% pa) 30.1% 28.0%
Risk adjusted return 0.19 0.29
Maximum drawdown -74.8% -71.8%
1-year return (% pa) -11.1% -9.4%
3-year return (% pa) -6.4% -3.7%
5-year return (% pa) -7.6% -5.6%
1-year risk (% pa) 22.0% 21.2%
3-year risk (% pa) 20.3% 20.0%
5-year risk (% pa) 26.6% 25.8%
1-year risk adjusted return -0.51 -0.44
3-year risk adjusted return -0.32 -0.18
5-year risk adjusted return -0.29 -0.22

Price returnin USD
Source: MSCI, Bloomberg

= From December 2004 to June 2013, the MSCI
China A 50 Index has an annualized return of
8%, outperformed the FTSE A 50 Index by
2.2% p.a.

= The MSCI China A 50 Index has a superior
performance in terms of return, risk and risk-
adjusted return over the recent 1, 3 and 5-
year periods
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Advantages of the MISCI China A 50 Index

* The MSCI China A 50 Index produces

= Less concentration & less fat tail rree float market cap (USDbr) 337 310
umber of constituents 50 50
. Weight of | t it 7.0% 7.4%
= A more balanced representation of the o 10 o gy PV 7R yrt
underlying market in most sectors { Bottom 10 security weight 8.1% 47% |

Data as of June 28, 2013

Sectors Distribution MSCI China A 50 FTSE China A 50

= A smaller sector bias in Financials

Consumer Discretionary 6.4% 4.9%
Consumer Staples 8.0% 7.4%
Energy | 5A% ________53% ____
{Financials 61.7% 67.7% |
Health Care  37% .
Industrials 5.5% 7.1%
Information Technology - 0.5%
Materials 5.9% 4.0%
Telecommunication Services 1.3% 1.4%
Utilities 2.1% 1.7%

Total 100.0% 100.0%

Data as of June 28, 2013

Source: MSCI, Bloomberg
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Appendix Il: Landscape of China Equity
Investment Opportunities




Understanding China’s Equity Opportunity Set

MSCI All China Index — Share Class Weights

USlisted, Singapore

= MSCI China Index e chip, 3%+ (15E801%

11.9%

= A component of the MSCI Emerging Markets (EM) Index, As
of July 2012, the MSCI China Index has a weight of 18% in the P Chip,
MSCI EM Index 7.3%

= Consists of H shares, Red-chips and P-chips traded in Hong
Kong and B Shares traded in Shanghai/Shenzhen that are
fully accessible to international investors

= MSCI China A Index
= Not part of the MSCI EM Index

China A,
55.1%

China H,
22.0%

China B,

0.5%
Data as of July 24, 2012. The wgight of the MSCI China A Index in the pie chart is
calculated based on the domestic free float-market capitalization which does not

=  Consists of A shares traded in mainland China factor in the restriction on foreign ownership. Today, China A-shares have a

foreign ownership limit of 30%.

. - . N
Qualified Foreign Institutional Investors (QFIl) are allowed to Weight of Emerging Markets in MSCI ACWI

invest directly in A shares subject to certain rules, which o & Weight of China in MSCI EM
include investment quotas that restrict the amount an | Welghtof Chins n S EM
investor can a”ocate o | o o oWeight of EM in MSCI ACWI

* Non-QFll investors could access A shares via RQFII products
listed in Hong Kong 125 :

= MSCI Overseas China Index

= Not part of the MSCI EM Index o |

= Consist of common stock or ADRs of Chinese companies “HEN
listed in US and Singapore >

™ Fu ”y accessible to international investors 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012

Source: MSCI. Left chart: based on year end data for each year except
for year 2012, which is as of July 31, 2012.
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Definitions of MISCI China Share Classes

MSCI China A
= A shares are Chinese securities incorporated in China and listed on the Shanghai or Shenzhen Stock Exchange (in RMB)
MSCI China

= B shares are Chinese securities incorporated in China and listed on the Shanghai Stock Exchange (in USS) or Shenzhen
Stock Exchange (in HKS)

* Hshares are Chinese securities incorporated in China and listed on the Hong Kong Stock Exchange (in HKS)

= Red-Chips refer to companies that are not incorporated in the PRC but listed on the Hong Kong Stock Exchange and
(directly or indirectly) controlled by organizations or enterprises that are owned by the state, provinces, or municipalities
of the PRC

= P-Chips refer to companies that are not incorporated in the PRC but listed on the Hong Kong Stock Exchange provided
that they satisfy the majority of the following conditions:

= The company is controlled by PRC individuals
= The company derives more than 80% of its revenue from PRC China
* The company allocates more than 60% of its assets in PRC China

The MSCI China universe excludes companies which satisfy the above conditions but derive more than 80% of their
revenues and profits from he Hong Kong Special Administrative Region

MSCI Overseas China

= Chinese securities outside Greater China, covering Chinese securities (including ADRs) listed on the NYSE Euronext - New
York, NASDAQ, New York AMEX and the Singapore Exchange




Key Characteristics of MSCI China Indices

MSCl Index MSCI China A MSCI China Msc::ﬁl‘;e;seas

Share Class

Characteristics

Country of
Incorporation

Stock Exchange

Quoted Currency

# constituents
Standard/ Small Cap

Index mcap
Standard/ Small Cap
(USD bn)

Index wgt in MSCI
EM Standard/ Small
Cap

Top 3 sectors

Weight of top 10
securities

Inception date

History since

PRC

SSE and SZSE

RMB

540/1165

771/241

Financials 30.7%
Industrials 16.3%
Materials 13.8%

17.1%

Nov 30, 2004

Dec 31, 2000

Source: MSCI, data as of July 24, 2012.

PRC

HKeX

HKD

65/43

308/8

9.4%/1.8%

Red Chip
PRC
- government
linked
PRC Outside PRC
SSE and SZSE HKeX
USD/ HKD HKD
4/59 29/47
6/8 167/13

0.2%/1.8% 5.1%/3.0%

Financials 36.7%
Energy 17.8%
Telecom. Services 14.0%

53.4%

Dec 31, 1992

Dec 31, 1992

P Chip

PRC enterprises
deriving majority
of assets and
revenue from PRC

Outside PRC

HKeX

HKD

45/181

102/38

3.1%/8.9%

Common

PRC enterprises
deriving majority of
assets and revenue

from PRC

NYSE,
NASDAQ, NYSE
AMEX. SGX

USD/ SGD

8/52

45/8

IT 86.5%
Cons Disc11.8%
Industrials 1.7%

100.0%

Sep 7, 2011

May 31, 2008
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Appendix 1] Evolution of the MSCI
Emerging Markets Index




Evolution of the MSCI Emerging Markets Index

Main Changes in the MSCI Emerging Markets Index since Inception (January 1, 1988)

Date Country Weight at the time of Date Country Weight at the time of
Addition Addition Deletion
January 1, 1988 Argentina 1.81% )
Brazil 18.91% December 1, 1997 Russia 5.70%
Chile 8.93% Portugal 4.00%
Greece 5.29% .
Jordan 2.93% September 1, 1998 Korea at full weight 2.98%
i 0,
m:l;il():/(s;a 33;202 December 1, 1998 Malaysia 4.25%
Eg:‘:sg;’les gégzz June 1, 2000 Malaysia _ 7.24%
Thailand 9'06% Taiwan from 50 to 65% weight 3.05%
. New China Free Universe 5.59%
Setpember 1, 1089 Indonesia 0.97% December 1, 2000 Taiwan from 65 to 80% weight 2.88%
Turkey 2.11%
) ) June 1, 2001 Egypt 0.28%
January 7, 1992 Korea at 20% of its weight 4.58% Morocco 0.21%
Greece 4.60%
February 2, 1994 Colombia 1.20%
India 7.82% December 1, 2001  Sri Lanka 0.04%
Pakistan 1.23%
Peru 0.67% December 1, 2004 Taiwan Limited Investability Factor 3.44%
Sri Lanka 0.19% (LIF) from 0.55 to 0.75
Venezuela 0.62%
June 1, 2005 Taiwan LIF from 0.75to 1 4.41%
March 2, 1995 Israel 2.35%
Poland 0.29% January 23, 2006 Launch of the MSCI GCC Countries Indices
South Africa 14.81%
June 1, 2006 Venezuela 0.10%
September 3, 1996 China 0.46%
Czech Republic 1.43% June 1, 2007 Launch of the MSCI Emerging Markets Small Cap Indices
Hungary 0.35%
Korea from 20 to 50% of its weight 3.40% November 26, 2008  Jordan 0.11%
Taiwan at 50% of its weight 8.46%
December 31, 2008 Pakistan 0.09%

1.  Taiwan was first added in the MSCI EM Index at 50% of its weight due to restrictive Qualified
Foreign Institutional Investor (QFIl) and quota system and took nine years before it was included in
full weight

2.  Korea’s inclusion was over three steps from 1992 to 1998 as foreign ownership limits were
progressively raised
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