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For years China’s economy has been shifting away from export-driven,
manufacturing-based growth and moving towards self-sustained,
consumer-driven development. China has learned from the economic
development of its predecessors and is leap-frogging unnecessary
brick and mortarinfrastructure with internet and technology solutions.
Itis our opinion that Chinainternet companies represent the foundation
of China’s new economy, and their global influence will rival or exceed
that of Facebook, Google, and other leading technology companies.

KraneShares believes the following recent developments will
allow China internet companies to deliver attractive total returns
compared to U.S. internet companies and broader emerging
markets equities in 2015.

e China’s government announced renewed support and investment
in China internet companies.

e MSCI is adding China internet companies to MSCI ACWI and MSCI
Emerging Markets, reallocating billions of global investment
dollars into China internet companies.

e China internet companies continue to deliver outstanding earnings
driven by increases in China’s overall internet user base, new
client acquisition, and increased market share of total retail
consumer spending.

2015 & Beyond:

What is to come for the China internet sector in 2015 and
beyond?

China’s government announces renewed support and investment in
China internet companies.

The National People’s Congress (NPC) began on Thursday March 5th.
The NPC is held every spring and typically lasts 10-14 days. During
the event, China’s leadership makes major policy announcements
regarding the future of key sectors in its economy. The announcements
made at the event are followed closely by global markets as they reflect
the future direction of the world’'s second largest economy.

At this year's NPC, Premier Li Kegiang announced particularly
supportive measures to expand China’s internet sector.
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Premier Li stated that China will back e-commerce development and
guide international expansion by China internet companies. Li broadly
laid out China’s “Internet Plus” strategy, which includes promoting
cloud computing, online banking, mobile internet, along with logistics
for e-commerce expansion. He also stressed the need for more
state investment in the internet sector. Commenting on government
investment in the China internet sector, Premier Li stated:

“In addition to the 40 billion yuan ($6.38 billion) government fund already
in place for investment in China’s emerging industries, more funds need
to be raised for promoting business development and innovation.”

MSCI is adding China internet companies to MSCI ACWI and MSCI
Emerging Markets, reallocating billions of global investment
dollars into China internet companies.

MSCI, a leading provider of index solutions globally, will be enhancing
its index coverage in November 2015 to add foreign listed companies to
both MSCI Global Indexes and MSCI Country Indexes. This change will
be particularly relevant for foreign listed Chinese companies especially
since China internet companies have a penchant for listing in the United
States due to the belief they can attract a bigger international investor
base through a U.S listing.

The announcement comes after the China-based e-commerce giant
Alibaba held its initial public offering in the United States. Alibaba’s
IPO was the largest ever in the U.S.| bringing increased media and
investor attention to the gap in MSCl's current definition of China, which
currently only includes Hong Kong listed Chinese companies.

The importance goes beyond investors with dedicated China allocations
as the definition of China rolls up into indices like MSCI Emerging
Markets and MSCI All Country World Index. Our calculations show that
over $10 billion would be added into these securities based on index
funds and ETFs benchmarked to MSCI ACWI, EM and Asia indices?.
Beyond passively managedindexfundsand ETFs, there are seven times
as many assets benchmarked to these indices? by active managers.
This could mean billions more inflow into the China internet companies
listed in the United States that the KraneShares CSI China Internet ETF
(ticker : KWEB]) holds today. MSCI has proposed a two stage inclusion
process beginning with stage one this November followed by stage two
in February 2016.

1.) Investopedia, "Top 10 Largest Global IPOs Of ALl Time" 01/12/2015.

2.) Based off assets benchmarked to MSCl indices as of June 30, 2014,
as reported on September 30, 2014 by eVestment, Morningstar and
Bloomberg. The institutional/retail split is based on eVestment and
Morningstar database classification. Data excludes futures and options. Pg- 3
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Three China internet trends to watch in 2015 & beyond:

Mobile banking: Jan 5, 2015 - Tencent launches WeBank: China’s first
online-only bank. China’s Premier Li Kegiang hit the launch button
personally.

Connected car: Jan 29, 2015 - Baidu announces a strategic
partnership with U.S. based HARMAN (a developer of auto
entertainment & audio systems) to develop CarLife producing
connected car experiences for drivers in China.

International expansion: Mar 4, 2015 - Aliyun, Alibaba Group’s cloud-
computing subsidiary, announces it is opening a data center in Silicon
Valley.

2014 China internet results:

China internet companies continue to deliver outstanding earnings
driven by increases in China’s overall internet user base, new client
acquisition and increased market share of total retail consumer
spending.

On February 3rd 2015, the China Internet Network Information Center
(CINIC) reported that the internet population within China increased
by 31 million users to 649mm in 2014, representing 48%' of its total
population. In comparison the United States had 279mm internet users
by the end of 2014 representing 87% of its total population?. Based on
this comparison, the China internet sector has room to grow.

1.) China Internet Network Information Center’s February 3, 2015
“35th Statistical Report on Internet Development in China”

2.) Source: internetlivestats.com as of 12/31/2014
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As China’s internet population expands, companies within the sector
continue to develop products and services to capture the growing
market. Below we have summarized the 2014 results of key China
internet companies that have reported to date.

JD.com (8.5% of KWEB net assets as of 2/28/2015*)

JD.com is an Alibaba rival that ramped up expansion in 2014 through
enhanced logistics and collaboration with other China internet
companies. Last March, JD entered into a partnership with China
social media giant Tencent to leverage the firm's ubiquitous WeChat
messaging system to promote its online store.

Investors in the U.S. are quick to make comparisons between Alibaba
and Amazon. In reality, JD resembles Amazon more closely than
Alibaba because the company owns its logistics, warehouses, and
delivery network for goods purchased on its e-commerce platform.
They use this advantage for quicker and more reliable delivery times.
JD’s streamlined logistics and partnership with Tencent is gaining the
company market share in the mainland China e-commerce space.

JD is a fast growing company though not quite profitable. Going into its
Q4 and 2014 annual earnings release, investors were focused on the
monetization of the Tencent partnership. Below we have summarized
a few Highlights from Q4 and 2014 annual earnings

e Gross merchandise value - GMV (value of goods sold on JD.com)
increased 119% to $13.8 billion from Q4 2013 to Q4 2014, while
annual GMV rose 107% to $41.9 billion.

e Net revenues rose 73% to $5.6 billion from Q4 to Q4, while for the
year it rose 66% to $18.5 billion.

e Number of orders increased 95% to 217mm from Q4 to Q4, while
for the year the number rose to 689mm from 323mm.

e JD had a Q4 net loss of $73.2mm though non-GAAP net income
was $13.5mm. The net loss was due to “amortization of intangible
assets...related to the Tencent partnership.” For the year, the
net loss was $800mm due to “the increase in share-based
compensation expenses...amortization of intangible assets...
related to the Tencent strategic partnership.”

While JD fell short of achieving profitability the company made
key strategic moves to position themselves to gain market share.
Management’s guidance for Q1 2015 revenue was +50% from Q1 2014.
The stock rallied on the news. One interesting note in the earnings

Pg.5
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release was JD’s exclusive e-commerce partnership with Maotai, a
popular brand of baijiu (China’s distilled spirit of choice) leading up to
the Chinese New Year. It will be interesting if JD finds similar success
with new initiatives to sell increasingly popular French champagne and
American sparkling wine in the years ahead.

Autohome (2.2% of KWEB net assets as of 2/28/2015*)

China’s auto sector is small relative to the size of their population
though it is growing at a rapid rate. According to Bloomberg, 23mm
vehicles (auto and commercial] were sold within China in 2014, which
accounts for 59% of all sales in Asia and more than all European vehicle
sales (16.2mm). Autohome calls itself “the leading online destination
for automobile consumers in China”. The company has benefited from
the increased demand for cars and SUVs from China’s growing middle
class. The company had an outstanding Q4 and 2014:

e Q42014 net revenue grew to 91.5% to $119mm while net income
grew 103.4% to $40.2mm versus Q4 2013.

e 2014 net revenue grew to 75.3% to $343.8mm while net income
grew 64.1% to $120.7mm versus 2013.

Alibaba (8.3% of KWEB net assets as of 2/28/2015%)

While Alibaba had a great quarter increasing sales and earnings 39%
and 32% year over year (YoY) respectively, the stock sold off. The main
culprit was a shortfall on net income due to $690mm share based
compensation expense. Additionally, Alibaba’s mobile monetization
rate was less than it's non-mobile rate.

e (Gross Merchandise Value (GMV) increased 49% YoY to $127 billion
e Active Users increased 45% YoY to 334 million
e Quarterly Revenue increased 40% YoY to $4.2 billion

e  Mobhile GMV increased 213% YoY to $53 billion while mobile
revenue increased 448% YoY to $1 billion

e Free Cash Flow increased to $3.66 billion
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Baidu (7.3% of KWEB net assets as of 2/28/2015%)

Baidu similarly had a great quarter though the mobile monetization
rate came in light as well. Baidu reported results from their fourth
quarter and fiscal year 2014 on February 11th, 2015.

e Total revenues for the quarter increased 47.5% to $2.26 billion YoY
e Operating profit for the quarter increased 7.8% to $475 million YoY
e 2014 annual revenues increased 53.6% to $7.9 billion from 2013

e As of December 31, 2014 the company had cash, cash-equivalents
and short term investments worth $9.295 billion

Like Alibaba, Baidu's stock sold off on the lighter than expected mobile
monetization rate. However, as long term investors in both companies,
we are encouraged by the strong results and framework for future
mobile expansion.

Vipshop (4.7% of KWEB net assets as of 2/28/2015*)

VIPS, China’s leading online discount retailer, reported their Q4 and
2014 earnings on February 16, 2015. It was both a very strong quarter
and year as the company grew revenue to $1.3 billion, up 109% YoY
as active users doubled to 12.2mm from 5.7mm. Net Income jumped
from $25mm to $56mm from Q4 2013 to Q4 2014 while on an annual
basis it jumped from $52mm to $137mm. Total orders increased 118%
from 49mm to 107mm. One notable aspect of VIPS reporting was the
company’s compelling articulation of their opportunity set within the
broader China e-commerce landscape.

Netease (6.2% of KWEB net assets as of 2/28/2015%)

Netease, one of China’'s premier online gaming companies, had a
strong fourth quarterand 2014. On February 9th, the company released
their results which showed 2014 revenues grew 27.7% year over year
while fourth quarter revenues increased 42.5%. EPS increased to
$5.85 in 2014 from $5.64 in 2013. Netease made $767 million in net
profits in 2014 selling online, mobile and PC games. We often speak
to the growing predominance of smart phones as the sole source of
household entertainment in China, Netease is capitalizing on this trend
with an increased focus on mobile game development.

*Holdings are subject to change.
Visit www.kraneshares.com/kweb for most recent holdings Pg. 7
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For more information about investing in China, KraneShares
or KraneShares’ ETFs please contact us:

Brendan Ahern Aaron Dillon

Chief Investment Officer Managing Director
brendan.ahern@kraneshares.com aaron.dillon@kraneshares.com
+1(650) 866-9975 +1 (347) 642-2640

KWEB investsinvariable-interest entities (VIEs), which are investments
in foreign-domiciled American Depository Receipts (ADRs). Rather
than owning Chinese-domiciled entities, the VIEs have contractual
arrangements designed to provide the economic benefits related to
certain Chinese-domiciled companies. The structure of VIEs presents
some unique risks that should be considered.

VIE structures do not give investors ownership in the operating
company, as stock does. With a VIE, an investor has no direct claim on
the core, restricted business assets of the VIE operating company. As
a result, investors may not exert as much influence over the subject
company as they could if they were owners of common stock. Often,
the voting rights in the VIE operating company, especially in matters of
corporate governance, are controlled by the principals who established
the VIE operating company.

In addition, there is no guarantee as to the enforceability of the VIE
structure, as it has never received explicit approval from the Chinese
government and is recognized as a structure put in place principally to
work around Chinese restrictions on foreign investment.

Pg. 8
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Carefully consider the Funds’ investment objectives, risk factors,
charges and expenses before investing. This and additional
information can be found in the Funds’ prospectus, which may be
obtained here: kraneshares.com

Investing involves risk, including possible loss of principal. There
can be no assurance that a Fund will achieve its stated objectives.
The Funds focus their investments primarily with Chinese issuers
and issuers with economic ties to China. The Funds are subject

to political, social or economic instability within China which may
cause decline in value. Fluctuations in currency of foreign countries
may have an adverse effect to domestic currency values. Emerging
markets involve heightened risk related to the same factors as well
as increase volatility and lower trading volume. Current and future
holdings are subject to risk.

Narrowly focused investments typically exhibit higher volatility.
Internet companies are subject to rapid changes in technology,
worldwide competition, rapid obsolescence of products and services,
loss of patent protections, evolving industry standards and frequent
new product productions. Such changes may have an adverse impact
on performance.

The KraneShares ETFs are distributed by SEl Investments Distribution
Company, which is not affiliated with Krane Funds Advisors, LLC, the
Investment Adviser for the Fund.

Pg. 9
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