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The Risks Involved in Trading & Precautions for Northbound Trading



This Schedule is supplemental to the Agreement for Securities Trading Account
(“Agreement”) entered into by EISHK and the Client. Unless stipulated otherwise in this
Schedule, the terms used in this Schedule shall have the same meanings as appearing in the
Agreement.
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The risks involved in trading and precautions for Northbound Trading are as follows:

DUT Ry IR e R B AR B B S N BB B E BB IR

1 Neither northbound trading nor southbound trading of Stock Connect are covered by
the Investor Compensation Fund in Hong Kong. Besides, China Securities Investor
Protection Fund in Mainland does not cover any northbound trades of Shanghai /
Shenzhen stocks.
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2 Stock Connect will open on days when both the Mainland and Hong Kong stock
markets are open for trading, and banking services in Mainland and Hong Kong are
available on the corresponding settlement day. Given the differences in public holidays
and working days between Mainland and Hong Kong, it is possible that Stock Connect
is closed and clients cannot trade in A-shares during the day when the A-share market
is open for trading. Clients shall note of the business days of Stock Connect. They
should consider if they can take on the risk of price fluctuations in the A-share market
during the time when Stock Connect is closed. In addition, there is difference in trading
hours between the Mainland and Hong Kong stock markets. Trading hours for A-shares
under Shanghai Connect and Shenzhen Connect is different from Hong Kong and
clients shall beware of such difference.
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3 All trading must be conducted on Shanghai Stock Exchange (“SSE”) and/or Shenzhen
Stock Exchange (“SZSE”), i.e., no over-the-counter or manual trades are allowed.
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4 Under the following situations, clients cannot buy shares, but can only sell their holding
through the stock trading link:
TNEMELT > F R AT DA A I G A B ARSE  T H BE S i

4.1 A-shares removed from the list of eligible stocks under Shanghai Connect /
Shenzhen Connect will only be allowed for selling but restricted from further
buying. Investors shall beware of the change of the list of eligible A-shares.
ANEEH A B | PR S BRI R AR > RAREEEA > 1R
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4.2 If the Northbound daily quota of Shanghai Connect / Shenzhen Connect is used
up, 1.e., the daily quota balance of Shanghai Connect / Shenzhen Connect drops
to zero or the daily quota is exceeded during a continuous auction session (or
closing call auction for SZSE), no further buy orders will be accepted for the
remainder of the day while sell orders will still be accepted. Buying services will
be resumed on the next trading day. Buy orders already accepted will not be
affected by the daily quota being used up and will remain on the order book of
SSE / SZSE unless otherwise cancelled by the relevant brokers.
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4.3 Ifthe used up of Northbound daily quota happens during the opening call auction

session, new buy orders will be rejected. However, as order cancellation is
common during opening call auction, the Northbound daily quota balance may
resume to a positive level before the end of the opening call auction. When that
happens, the Stock Exchange of Hong Kong Limited (“SEHK”) will again accept
Northbound buy orders.
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5 No day trading is allowed.
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Naked short selling is not allowed.

AMFEI TR R 25 -

Foreign shareholding restriction (including the forced-sale arrangement) is in place and
EISHK should have the right to “force-sell” client’s shares upon receiving the forced-
sale notification from SEHK.
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Clients should understand fully the Mainland rules and regulations in relation to short-

swing profits, disclosure obligations and follow such rules and regulations accordingly.
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Pre-trade checking is in place so that a client must have his/her shares transferred to
EISHK’s corresponding Central Clearing and Settlement System (“CCASS”) account
before the commencement of trading on a trading day if he/she intends to sell the shares
during a trading day.
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EISHK may have the right to cancel client’s orders in case of contingency such as

hoisting of Typhoon Signal No. 8 in Hong Kong.
LRSS AN RSN (AEEEE /Gt ERSE) NTHOHE FETHE -

EISHK may not be able to send in client’s order cancellation requests in case of
contingency such as when SEHK loses all its communication lines with SSE / SZSE,
etc. and clients should still bear the settlement obligations if the orders are matched and
executed.
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Clients must comply with SSE Rules and SZSE Rules, and other applicable laws of
Mainland China relating to Northbound trading.

B NT AR BRSSP A TR T M R A M 4 5 Y A
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EISHK may forward the client’s identity to SEHK which may on-forward to SSE and

SZSE for surveillance and investigation purposes.
5
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If the SSE Rules / SZSE Rules are breached, or the disclosure and other obligations
referred to in the SSE Listing Rules / SZSE Listing Rules or SSE Rules / SZSE Rules
is breached, SSE /SZSE has the power to carry out an investigation, and may, through
SEHK, require EISHK to provide relevant information and materials and to assist in its
investigation.
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SEHK may upon SSE’s / SZSE’s request, require EISHK to reject orders from the client.
PRSP E E BT / PR ER - BOR L GBI R R R FET H -

Client needs to accept the risks concerned in Northbound trading, including but not
limited to prohibition of trading SSE and SZSE Securities, being liable or responsible
for breaching the SSE / SZSE Listing Rules, SSE / SZSE Rules and other applicable
laws and regulations.
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SSE / SZSE may request SEHK to require EISHK to issue warning statements (verbally
or in writing) to their clients, and not to extend Northbound trading service to their
clients.
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HKEx, SEHK, SEHK Subsidiary, SSE, SSE Subsidiary, SZSE and SZSE Subsidiary
and their respective directors, employees and agents shall not be responsible or held
liable for any loss or damage directly or indirectly suffered by EISHK, its clients or any
third parties arising from or in connection with Northbound trading or the China Stock
Connect System (“CSC”).
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19 Mainland market risk PNV A5 g

19.1
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19.3

Market volatility risk 4587 8

The Mainland stock market is relatively volatile as it is mostly made up of retail
investors who tend to be speculative and susceptible to the central government
policies and news.

PO RS T DARR o £ RDJEEEREEEN - 1T HLA 52 E A HEBURF Y ECR AN
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Macro-economic risk 7= 5H 4% 7% [l fx

There is a close relationship between the Chinese economy and stock market
performance. The Chinese economic growth is still above the global average, but
has already shown signs of slowdown. Moreover, there is growing concern over
the country's government and corporate debts.
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Currency risk A B W& P (2R B g

Hong Kong clients will expose to the risk of RMB exchange rate movements if
they have to convert HKD into RMB for trading in Shanghai and Shenzhen A-
shares. The conversion also incurs costs.
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Movements in the RMB exchange rate will affect the profits and debts of the
Mainland listed companies. Such effects will be more significant to those export-
oriented companies and companies having debts denominated in currencies other
than RMB.
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Central government's economic and financial policies will affect the performance
of investment market. Client shall beware of the central government policies for
stimulating the economy or supporting different industries, as well as their
different financial policies in respect of the currency, interest rate, credit and stock
markets.
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20 Risks relating to the ChiNext Board of SZSE R}~ /248 Al ZE 1Y E s

Certain eligible A-shares under Shenzhen Connect are listed on the SZSE's ChiNext

Board, which will be limited to Institutional Professional Investors. Generally, stocks

listed on the ChiNext Board contain higher risk than those listed on the Main Board.
el En n HEEE A B HEV AT RISE ARG S » H AR R
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20.1

20.2

Regulatory risk £7/E JE\f#

The listing requirements of ChiNext Board are less stringent than Main Board
and SME Board, e.g. requiring a shorter track record period and lower net profit,
revenue and operating cash flow. Moreover, the disclosure rules applied to the
ChiNext Board are different from Main Board and SME Board. For example, ad
hoc reports of ChiNext companies are only required to be published on a CSRC
designated website and on the issuers' website. If clients continue to check
information through the usual disclosure channels for Main Board and SME
Board, they may miss out some important information disclosed by ChiNext
companies.
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Operating risk 4%/ &

Companies listed on ChiNext Board are generally in the early stage of
8



20.3

20.4

20.5

20.6

development, whose business is unstable, profitability is low, and less resilient
against market and industry risks. Operating risks experienced by these
companies often include technical failure, new products are not well-received by
the market, failure to catch up the market development and any changes in the
founder, management team and core technician team.

BIZER A FIAE B — BRI R TR » SEGEEARRE - Jf]
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Delisting risk #& 7 JE

Compared to the Main Board, the proportion of companies delisting is higher on
the ChiNext Board.
MBI TR EREYAE - BIEER ERYAFR iR, -

Fluctuation in stock price F5ZE(E & K7 &l i

As companies listed on ChiNext Board are relatively small and their business
performance are unstable, they are more vulnerable to speculation. Share price of
the ChiNext stocks is more volatile.

HRBIZEN A EIRY B SR )N » SRS R A RE - FilEE 2 2k
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Technical risk 2\ 5]l @\ fa

Companies listed on ChiNext Board are mainly high technology companies,
whose success is subject to technical innovations. However, these companies are
exposed to the risks and challenges relating to technical innovation, such as high
R&D costs, technical failure, and rapid development and replacement in
technology and product market.
FEASSFTRIEER B HVA E £ HERHUAE - FiigflFr 2 st A w5
FRIIHIRBHSE o ZAIM - 5825 /N SR I iR SR fla A1 A Ry B Ak -
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Risks relating to valuation {f{E fH 8 JE i

Generally, it is difficult to estimate the value of a company listed on ChiNext

Board as they are in the early stage of development with short operating history
9



and unstable profits and cash flow. Therefore, traditional valuation method, such
as price-to-earnings ratio and price-to-book ratio, is difficult to be applied.
BRI A Bl R E T HEE - NATEM g i & R eI el
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21 Risks relating to the STAR Shares of SSE i~ 232 FrFFallAk i {77 i JE

Certain eligible A-shares under Shanghai Stock Exchange are listed on the Science and

Technology Innovation Board, which will be limited to the Institutional Professional

Investors. Generally, stocks listed on the Science and Technology Innovation Board

contain higher risk than those listed on the Main Board.
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21.1

21.2

Regulatory risks #H 7 7 5 | i

The rules and guidance on listing, trading, disclosure and other matters of SSE
STAR vary much from those of the SSE main board. For example, on the listing
requirements, lower net profit and revenue requirements will apply for company
seeking [PO and listing on the STAR market. Different trading arrangements will
apply for the trading of STAR companies, such as daily price limit, minimum
order size and maximum order size. For details of the listing requirements and
the trading arrangements of the STAR market and the SSE main board, please
visit SSE website.

EAFrRIEIR 58 B RS BT~ X5~ EEREELUR HALE
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Delisting risks 78 7 JE [

The delisting standards of the STAR market are different from those of the SSE
main board. There are more situations that will lead to the delisting of STAR

companies. STAR companies have greater exposure to the risk of being delisted,
10
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and such delisting process may be speeded up.
FFRIARR T il s AR Rt - A RE BRI % L A TR TS
R - IR -

Operating risks 2 5] 482 g

STAR companies are generally in an early stage of development and have a
shorter history. They are usually smaller in scale, have less stable operations, and
are less resilient against market risks and industry risks. Although they may have
higher growth potential and leverage more on technical innovations, their future
performance particularly those without a profit track record is susceptible to great
uncertainty.
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High share price volatility AR (E K7 B

The share prices of STAR companies may fluctuate largely and frequently due to
changing market conditions, investor speculations, inconsistent financial results,
etc. The unstable financial result also adds the difficulty to the company
valuations
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Technical risks 35 77 @l

There is higher degree of uncertainty whether a STAR company is able to convert
its technical innovations into physical products or services. When the industry is
experiencing rapid technological development and replacement, its product may
be obsolete and may not survive in the market.
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Investors should also refer to the standard Risk Disclosure Statement (in Chinese only)
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in the Investor Eligibility Implementing Measure of STAR Market which Mainland
investors are required to acknowledge before trading in the SSE STAR market.
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