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Introductlon of Derivatives
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® A derivative is the term given to any financial instrument that derives its value
g y

from an underlying asset. The underlying asset can include equity, interest rate,
foreign exchange (currency) products as well as commodities. Since a
derivative's value is derived from the underlying asset, its value will increase or

decrease with changes in value of the underlying asset.
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Common types of derivatives
BRIVTELE

There are a variety of derivative instruments. They can be divided into four basic types: 5 A SfEAE
HIPTAE T H » FEEn oy R VUEEAIH R -

1. Futures — A futures represents a standardised agreement to buy or sell an asset on a specified date at a

specified price.

G - e —EEELEY > K HEBELRREFREEHE > D BB E
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2. Forwards — A forward is an agreement similar in nature to a futures except that it is traded over-the-

counter (OTC). It enables both the buyer and the seller to tailor the agreement to suit their respective
needs.
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Common types of derivatives
BRENTTELE

3. Options — An option is an agreement that gives the buyer the right, but not the obligation, to buy or
sell an asset at a specified price.

SitE - RS NEER AR (BESED) e eERBENNE E—THEE

- Swaps — A swap is an agreement between two parties to exchange their financial obligations (or

income stream) derived from a portfolio of assets or liabilities.

I — ISR IE R 5 T e ST A B — (& E A EH S I B R (B
WA °

In particular, futures and forwards can be considered the foundation for all derivatives products and are some
of the most popularly traded derivatives in Hong Kong,
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Key features of derivatives

TE LT ENFE 2455

® Derivatives are risk-shifting devices. Initially, they were used to reduce

exposure to changes in foreign exchange rates, interest rates, or stock indexes.
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® Derivatives products may also contain leveraging. Leveraging acts to multiply

(favorably or unfavorably) the impact on the total repayment obligations of the
parties to the derivative instrument.
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Key features of derivatives

2T

® For example, assume a party to a derivative instrument stands to be affected

negatively if the interest rate rises before it is obliged to perform on the

instrument. This leveraged derivative may call for the party to be liable for ten
times the amount represented by the intervening rise in the interest rate.
Because of this leveraging feature, a small rise in the interest rate dramatically

would affect the obligation of the party.
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Derivatives used in Risk Management

ERREREENITE LR

AN
® More recently, derivatives have been used to segregate categories of investment risk that may appeal

to different investment strategies used by the investors. The investors may use derivative
instruments to reduce risks or costs or to generate additional capital or income in order to meet the
investment objectives. Certain experienced investors may use derivatives extensively and/or for

more complex strategies to fulfill their investment needs.
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Derivatives used in Risk Management
EHREREENITTETLR

AN
® Generally speaking, derivatives can be used in portfolio management for

1) hedging,
2) changing asset mix of investment portfolio and
3) income enhancement.
o KR > TAE T EAEREHESEE T H IR AR
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Use of Derivatives 7€ T E1&E,

The use of financial instruments may allow an investor greater ﬂexibility or cost SaVings in achieving
the intended investment objective of the investment.

(58 FH e T HE i ] R RS BB AN B A > U BT A& AR -

Key benetfits of the derivative instruments:

OTAET By EZHERS -

e The ability to hedge against adverse movements in price.

AT ERS HIEAF S B R R -

e The ability to gain exposure to underlying asset classes without having to spend the time or

money to physically acquire those assets.
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Use of Derivatives 17 T ER{E

® Itisa highly leveraged product that enables a multiplication of the return on your
investment, while requiring only a fraction of the capital needed to establish your

position.

BT IEIERS  TE AT AR REATRR - T LB
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° Possibility to arbitrage a risk-free profit by exploiting mismatches in

pricing between the cash and derivatives markets.
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Major types of risks involved in derivatives
o1E LB RpIE 2 4 Al

While the judicious use of derivative instruments by experienced investment expertise can be beneficial,

derivatives also involve risks different from the risks associated with more traditional investments.

HEZRAH A S B IV R S B AT A TR rla i - (HEMEEITETA
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The use of derivatives may give rise to a form of leverage, which may cause your investment portfolio
to be more volatile and/or change by greater amounts than if they had not been leveraged. A relatively
small market movement will have a proportionately larger impact which may work for or against your

investment portfolio. The following are the key risks related to the use of derivatives:
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Market risk — The risk that arises from movements in price as a result of changes in market

conditions. Since most derivative products involve a degree of leverage, market risks can be
substantial.
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Liquidity risk — The risk that buyers and sellers may not exist when it is necessary or desirable to
enter or exit a position
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Major types of risks involved in derivatives
O1E LB R EZE R4 Al

° Counterparty credit risk — The risk that a loss may be sustained by you as a result of the failure of the other

party to a derivative instrument to comply with the terms of derivative instrument contract.

REHFEERE - 014 RN G T ITREETTIT A TR SLRIRGK > B2E Nl EE=
e HEAY e -

* Settlement risk — The risk exists when futures, forwards, contracts for differences options and swaps (of any
type) are not settled in a timely manner, thereby increasing counterparty credit risk prior to settlement and

potentially incurring funding costs that would otherwise not be experienced.
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Major types of risks involved in derivatives

p1E LB MAY T 225 48 Al

° Foreign exchange risk — Investors trading derivatives products with underlying

assets not denominated in Hong Kong dollars are also exposed to exchange rate risk.
Currency rate fluctuations can adversely affect the underlying asset value, also

affecting the price
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Major types of risks involved in derivatives

@T__ /\JFZiEq; rlﬁwiggu

e Issuer default risk — In the event that a structured product issuer becomes insolvent and defaults on
their listed securities, investors will be considered as unsecured creditors and will have no preferential
claims to any assets held by the issuer. Investors should therefore pay close attention to the financial

strength and credit worthiness of structured product issuers.
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jor types of risks involved in derivatives
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Gearing risk — Structured products such as derivative warrants and callable bull /bear contracts
(CBBCs) are leveraged and can change in value rapidly according to the gearing ratio relative to the
underlying assets. Investors should be aware that the value of a structured product may fall to zero

resulting in a total loss of the initial investment.

TRAR BB — 45 ME A Sl T AR RERE S A BRRE I R ARAR A oL BB (E nF A BAER &
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Expiry considerations — Structured products have an expiry date after which the issue may
become worthless. Investors should be aware of the expiry time horizon and choose a product with

an appropriate lifespan for their trading strategy.
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Major types of risks involved in derivatives

1 LB AT 2 E 48 Al

* Extraordinary price movements — The price of a structured product may not match its
theoretical price due to outside influences such as market supply and demand factors. As a result,

actual traded prices can be higher or lower than the theoretical price.

FIRERRTEE) - S A RIS EE TN 7%57 MR Z AT HER) A B H 5
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® There may be some other risks involved in derivative instruments. Investors are advised to

refer to the terms sheet for details of relevant risks. @@f}ff’é’Iﬁ 17} ﬁgéfﬁﬂﬁ/zﬁ[ﬂ,@' °
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Important Notes E & 518

® |nvestment involves risk. Guotai Haitong only gives

Al

information about its products and services. Any person
considering an investment should seek independent advice on
the suitability or otherwise of the particular investment.
Please refer to the relevant offering documents and/or
products terms sheets for further information including the

risk factors.
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®  Derivatives Knowledge Questionnaire

PTEEmE

®  Upon successful completion of the Derivatives Course (including this questionnaire), you will be characterized as having general knowledge of derivatives
and may invest in the relevant derivative products afterwards.

° For a joint holders account, each joint holder has to submit an individual Derivative Knowledge Questionnaire. For corporate account holder, this
questionnaire should be completed on behalf of the company by the authorized person(s).

o HRsERTE EmadE (BIEARS) o SRR TEITAE TREA RGTEIE S o WA RO E TR

Zula}

o EBERAIRFE > BRIRERE NAEILER — 1A EGNE - HEEATEEF - AUARREA RS EEE A EmAE -

e Assessment Questionnaire 2 i55
e (Please v the appropriate box. BN ZERIEE ViR - )

®  Ql: Whatis a derivative?

o [ : EERETR?

a. Bank deposit ﬁﬁﬁ: ﬁ%ﬁ

b. A stock or any other security representing an ownership interest W%Hﬁﬁﬁéﬂ’ﬂ&{ﬁﬁ{fﬁ HAzgs

c. A loan made to a company or a government body [EUNGIE S a0 b et a1

d. A financial instrument that derives its value from an underlying asset H{EHE Q*ﬁﬁﬁﬁ@ﬁféﬁﬁﬁ;ﬁﬂ@ﬁﬂlﬁ

[ ]
O O0OoOa

®  Q2: Which of the following is/are common type(s) of derivative in the market?

o [H2: FII—IRETS LE RATTAE T RER] ?

° O a. Futures i

° 0 b. Forwards BHEI &4

. 0O c. Options HAfE

o O d. All of the above _F it &IEH B2
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Q3: Is “leveraging” a key feature of derivatives?

3 T HARRUE ) BEITE TR —{H 2555 7

] a.Yes &
(] b.No A&

Q4: What is/are the main usage(s) of derivatives in portfolio management?

4 1 EREESEET  TETRNEEAREEE ?

0 a. Hedging ¥’

[] b. Changing asset mix of investment portfolio FRACIL &L S WY& E ST
0 c. Income enhancement FEFFUZS

U d. All of the above L RIH

Q5: Which of the followings is/are the key risk(s) of using derivatives?

5 ¢ PIIR—IRRERITE TR KAV EE R ?

[] a. Market risk 735 &

O b. Liquidity risk Ji & E k&

[ c. Counterparty credit risk X 5 ¥ FEEE kR
(] d. All of the above EIi-RIHEZ
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Disclaimer:

° As above has been created solely for general information purposes, without taking into account any person’s objectives and needs. No representation or
recommendation is made and no liability is accepted with regard to the suitability or appropriateness of any of the products or investments referred to as above for
any particular person’s circumstances. The information contained as above is not professional advice and should not be relied upon by any person. As above
mentioned does not constitute, nor it is intended to be, nor should it be constructed as any advice, offer or solicitation to deal in any of the products or
investments mentioned in this document.

5

BLE(E fE— R B iR I#@%F@ (AT ALY BN KR LJ\LJL\)?jcﬁtijﬁﬁLEﬁ}?ﬁnuﬁ&fé\%ﬁz_é\ﬁtﬂ/\&ﬁk&ﬂ’]f*
/Effﬁhﬁﬁéﬁfﬁ%i}i%?&lﬁ IR ELHRIE (LT - L)\Lﬁﬁﬁa ﬂﬂﬁlﬁ %u% FATART AT FEEELH I DAORE - DA_E Pl g
B INERL(E Ry - R S TR 2 - FRUEORR IR D P > (Rl G ol 4 -

®  Asabove does not, and is not designed to, satisfy any particular regulatory requirements in any jurisdictions in relation to investor education or otherwise. As
above has not been reviewed by any regulatory authorities in any jurisdiction.

DL LGP » FLA B S T 2 W AR S SRR B BRI » DR o B
& w5 ©

° While GTHTN' has endeavored to ensure the accuracy and reliability of the information contained as above, GTHT does not guarantee its accuracy,
completeness, reliability or fitness for any purpose. Investor should not rely on the content as above, but should make and rely on their own assessment and
evaluatlon and undertake their own investigations and inquiries and seek all 1ndependent advice. 1£”‘: EiEisynits Eijjﬁﬁ{$u\i?; 1’4’13’]%6@ M K ]

FEME > (HEY .;’%/ELIEKﬁ%ﬁE%{HgI H HYAERET (iii SEEEME T SEMEENGENE o KB E N EAME LA Tfﬁk?%ﬁﬂﬂaﬁ ZAEH R AR
ﬁ‘sfﬂf’ﬁ B CHVRHE KEHE @ #1TH CHYSRERE n’j AR T -

®  To the maximum extent permitted by applicable law, GTHT and its respective employees, agents and representatives expressly disclaim all or any liability
(whether in tort or contractor otherwise) for anéloss damage, costs or expenses of any nature arisin %from or in connection with this document, in ﬁ)artlcular

T HHAE S fFE!’J?ﬂ(%EIW BZEE L S ﬁﬁ)\%ﬂﬁ%%ﬁﬁ%Tﬁ%Kiﬁ YIKI@ BRI DL % TR BT 5 | REA ]
WERES 8 > BHSGTOREN 2T B R (RS T A A IsE

° The contents of or omission from ttrlzls document, 1nclud1ng any express or implied representations, statements with this document. RN RS {08
o BB RE AR - Bl -

e The provision to, or use by, any person of this document or any part of it; [F[{T-fa] A (L4 HEEGEIE ] A A S = T T E#47;
L4 The preparatlon of the information contained in this document andgﬁf%jijfjt{q:q:‘@/é\ﬁ/j{m,u )5_2

° Any person rel on, disclosing or using any | information or statement contained in or connected with this document. o] AH{x%E » &R Bi(5 AT 4
o S PR 2 S
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Disclaimer:

* Investment involves risks. Investors should note that value of investments can go down as well as up and past performance
is not necessarily indicative of future performance. This document does not and is not intended to identify all of the risks
that may be involved in the products or investments referred to in this document. Investor must make investment decisions
in light of own investment objectives, financial position and particular needs and where necessary consult their own
professional advisers before making any investment. Investors should read and fully understand all the offering documents
relating to such productsﬂor\investments and 911 the riik glisclosure statements and risk warnip’[%s therein before making an
investment decisions. FYEEHE B IRV « RO 2 SIS T B S EE FTEETR AT » AR 2B — o AT L
TAAUTREL « AP > I A L [k B S A R » 1o 2 o /a RS A
Wy H A ABSIRC AR E AR R IM LSBT » SO AE MBI - S5R H RV R SRR - AR HETT
fE o SRR EIERT > 1B AR S S AR B BRI AT A s B > DA
WP B 45 2 A BH AT L TS o

° Notef}:

®  Guotai Junan Securities (Hong Kong) Limited (“GT]JAS”)

o BiFEAELEE () ARAHE ( "EIREEEEESE )

®  Guotai Junan Futures (Hong Kong) Limited (“GTJAF”)

o EFEEZHE (F8) ARAHF ( "BEREEZWE" )

®  Guotai Junan FX (Hong Kong) Limited (“GTJAFX”)

o BIFEELIMNE (FF) ARAF ( "BEIEEZINE )

®  Guotai Haitong Securities (Macau) Company Limited (“GTHTMACAU”)
o BiFEmEsEsr (R —ARIRAFE ( "BEZEEEErT” )

o 4fH ( “EIFEWE” ) Collectively ( “GTHT”)
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