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Re: Consultation Paper on PBOC CSRC SAFE Notice of Overseas Institutional Investors (Olls) to

Invest in China’s Bond Market
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Dear Sir / Madam
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State Street Corporation (“State Street”) appreciates the opportunity to provide comments to the
Consultation Paper on the Notice of Olls to Invest in China's Bond Market (“Consultation Paper”), jointly
issued by the People’s Bank of China (“PBOC”), China Securities Regulatory Commission (“CSRC") and
State Administration of Foreign Exchange (“SAFE”) on September 214, 2020.
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Headquartered in Boston, Massachusetts, State Street specializes in providing institutional investors with
investment servicing, investment management, data and analytics, and investment research and trading.
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With US$33.5 trillion in assets under custody and/or administration and US$3.1 trillion in assets under
management as of Q2 2020, State Street operates in more than 100 geographic markets globally. In
mainland China, State Street provides business functions including but not limit to client service, FX trading,
fund accounting, operations, which makes this Consultation Paper highly relevant to us. We are able to
provide views, taking into account the perspective from a global custodian. We have some comments and
would like to seek further clarifications on the following aspects of the Consultation Paper.
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Article 1 Applicable Scope
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There are more types of Olls falling into the applicable scope which can invest into China’'s bond market
including CIBM and the exchange traded bond market. We would like to see the same expanded Oll scope
that can also apply to the Bond Connect.
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Article 4 Interconnectivity Between CIBM and Exchange Traded Bonds
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Olls should follow relevant rules on account opening, trading, custody and settlement enacted by financial
market infrastructures. Does this mean, Olls should follow the existing account opening, trading, custody
and settlement rules to access CIBM and exchange traded bond market respectively, or if they will follow
each other market's practices? What we would like to see is that QFII/RQFII can trade CIBM without further
registration requirement with PBOC, also CIBM investor can invest into exchange traded bonds without
QFII/RQFII qualification.
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Regarding account structure, please further clarify in the implementation regulations, whether the CIBM
investors are required to open account at CSDC for exchange traded bonds settlement. Whether the
QFII/RQFII require account at CCDC/SHCH for CIBM settlement. Or is this aligned with an omnibus account
structure?
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In addition, exchange traded bond market requires pre-funding for clearing and settlement, does this apply
to CIBM investors when trading exchange traded bonds via interconnect channel? When Olls trade CIBM
via “RMB and foreign currency”, please clarify are they subject to the 110% repatriation restriction of they
adopt multiple funding strategies?
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Article 5 Investment Product Scope
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Currently sovereign institutions can invest in more products than commercial institutions. We would like to
see that PBOC, CSRC and SAFE can consider the same product scope for all types of investors.
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Article 6 Role of Bond Settlement Agent (BSA) and Domestic Custodian
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It is encouraging to see the removal of the role of Bond Settlement Agents (BSAs) which allows Olls to
access China bond market through a “global custodian + local custodian” model. Meanwhile, the
consultation allows Olls to either choose a local custodian directly or through a global custodian, which
means Olls can contract directly with local custodian, or Olls can contract with global custodian and global
custodian has sub-custodian agreement with the local custodian. We would prefer a gradual transition to
the latter structure therefore within international practice and represents a clear contractual chain.
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Registering CIBM securities in the name of the domestic custodian per Article 6 is problematic — on its face,
the domestic custodian as reflected in the account name would be deemed owner of the assets, and
investors would not be able to claim the ownership of their assets. This would be a significant reduction of
protections afforded to client CIBM investments in an insolvency event.
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In other markets, multi-layer custodian model and omnibus account structure generally follows
consideration of clear, reliable and transparent legal standards establishing that client assets are
recoverable in the event of insolvency. The ability of investors to establish and enforce their ownership
interests over assets in China bond market should be clearly established.
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If accounts at the depositories are in the name of domestic custodians, we should aim for clear definition of
what constitutes evidence of ownership sufficient for investors to claim assets held in CIBM omnis. As you
noted, the consultation paper requires domestic custodians to segregate proprietary and client assets, and
we should seek additional clarity on how/where this will be done and whether evidence of segregation would
be sufficient to establish investor ownership interests.
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CSDCC records of beneficial ownership disclosures required from nominees have been accepted by PRC
courts as being sufficient evidence to claim ownership. We should aim for greater certainty re CIBM omnis,
preferably allowing reliance upon custody books and records. It would be ideal to not have domestic
custodians deemed to be owners in the first place. This could be achieved through explicit recognition that
account assets are held on behalf of clients or as nominee and/or otherwise establishing that domestic
custodians hold no ownership interest.
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In addition, under the existing BSA model, the responsibilities of the settlement agent include bond
custodian account open/closure on behalf of clients, and handling trade settlement and bond interest
payments and principal payments. In the multi-level custodian mode, for "eligible domestic custodian
banks", we expect that the main responsibilities of domestic custodian banks and any necessary
qualifications to perform each duties can be further clarified in the supporting rules and regulations.
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Article 9 Fungibility of Bonds and Cash Between Different Bond Investment Schemes
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The same Oll can make two-way non-trade transfer of bond holdings between the bond accounts opened
under QFII/RQFII scheme and the bond account opened under CIBM and exchange traded bond market.
We would like to see free of payment (FOP) trades for bond transfer can be allowed. Meanwhile, we
understand the two-way transfer can be conducted as long as there is Oll's own investment needs and can
be conducted under any circumstances, please confirm.
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Article 12/13 Regulatory Reporting
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In many instances, Oll is an investment manager managing multiple funds/products engaging multiple
global custodians. From global custodian’s perspective, Oll itself is not a client, but the fund/product has
contractual relationship with global custodian. Therefore, if the regulators require global custodian to
conduct regulatory reporting, it should be at fund level other than at Oll level.
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Thank you again for the opportunity to provide our comments. We appreciate your consideration of this
letter and the recommendations we propose. Please feel free to contact me if you wish to discuss State
Street's submission in further details.
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Yours faithfully
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Acting Branch Manager of State Street Beijing Branch



