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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 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
BRERNTELER
There are a variety of derivative instruments. They can be divided into four basic

types:ish AR EAEIPTAE TR - F8E Aoy RVUEEAIH ] -

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

WG - e R bEY - X TBRIIEEEEE BT > DL EEEREE S
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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
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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.

St - e S U E oA (HEE(T) e EREE L E—TREE -

4. 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.
Tﬁﬁﬂ ISR S e K14 B —HEEK B EE N B ET (EL
i AR) ©

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
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 Derivatives are risk-shifting devices. Initially, they were used
to reduce exposure to changes in foreign exchange rates,
Interest rates, or stock indexes.

{1 TEE MR EER TR o filEHRERER « A2
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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
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e 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 €@ B%E%

Management
FERAREREENTIE LR

» 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 =7 =
Management

FERAREREENTIE LR

» Generally speaking, derivatives can be used in portfolio management for
1) hedging,
2) changing asset mix of investment portfolio and
3) income enhancement.
o —fAGER > T LB EH G EE TR R eSS
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Use of Derivatives 574 T Eff&E

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

{50 F <k T B & m] R B E B BE BRI A A - DU SITHII IR E H A -

Key benefits of the derivative instruments:
T THEAYF RS

» The ability to hedge against adverse movements in price.

AP EBHIEA A E R -

» 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 74 T ERFEFF

« Itisahighly 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.

R EA EEATUERT - Ol B DU BRI A - 11 H S FRE /N
EE (B EIIARER -

 Possibility to arbitrage a risk-free profit by exploiting
mismatches in pricing between the cash and derivatives markets.
A A RE MR & BT A T B iy 2 MRV E [EEEEC - A ERRYEN T
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ajor types of risks involved in

derlvatlves
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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.

MR AR S B IS R R FEM AT TR » a ke - BEAELETETE
8 R BRI S A R R -

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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Major types of risks involved in

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.

g — RS (BRI BRI RS - R KEMD O A TR e A —ERE
HUREIERE - 5l Al e E A
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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.

MR - FREAEEEASCEEERER - RENRFIER KERNEE -
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Major types of risks involved in
derlvatlves
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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.

RGHEFEERR - T2 TR SE T HAREETIIE TR GERIRR - B2 M aESZ
R RAE 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.

GREE - SRR EENE - BIEE - EEEY - PRI (AR S8 URRE MRS
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Major types of risks involved in

derivatives
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» 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.

AN\ — #5150 & P B = A TR o A B &l I E DU R BEATT
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Major types of risks involved in
derivatives
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 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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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 bR — 4518 @Ennﬁﬂméi‘%Zﬁ&ﬁF’ﬁ‘éEﬁiﬁmi‘Eﬁém > ELAE(E A A AH R
E/XE’JTE*:FEE?WHILEQ Tx e AEE SR ELNEETDEREES - &
EVIRENESREE

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.

HREARYE B — &M E e A IR H - SR AVEmBI—SONME - FEEHY
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Major types of risks involved in
derivatives
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» 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.

KRB RO Bl — M P 1 BRGSO AR T B L
{81+ DRI BN AR (B T L 5 B ] A (B ] -

» There may be some other risks involved in derivative instruments.
Investors are advised to refer to the terms sheet for details of relevant
risks. ([EfFLTE T A aJgE R B MEfE - IEEEES A E D 5072+ L THEE R
BRHIFEE -
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 Investment involves risk. Guotai Junan only
gives 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.

PR R\ o BlZRE 2 A R i SR
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«  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.

» Forajoint 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).
. ;@wlﬁ%wﬁﬁﬁfﬁ%ﬁ (BFEAME) » BB R " HITATEA —RElEnE R |, R EREERErTAE T AR
A ©

o CHEBEBRIRE  BRIRFRANFEIDER -OTAERNE - EEAEES - AAHREALRRAFES RGNS -

e Assessment Questionnaire sE{LE 5
* (Please ¢ the appropriate box. BB ERIZEIRIE L v 5% )

« QI1:Whatis a derivative?
o [l EERTAETR?

e 0O a. Bank deposit $§R177FE=K

e 0O b. A stock or any other security representing an ownership interest [fi# R HERE 2SR SRl Eofi 38 25

e 0O c. Aloan made to a company or a government body [5/\ T BB B R LAY S

- 0O d. A financial instrument that derives its value from an underlying asset H{E{& B AR EELTE MRS T E

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

o 2 : TII—IER TS L E Rt TR ?

e [ a. Futures HiE

e 0O b. Forwards BZH &4

e [ c. Options HifE

e 0 d. All of the above Fifi &IHE 2
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e« Q3:Is “leveraging” a key feature of derivatives?

o M3 THEERE ) REITTETEN—EEERR?
o [ a.Yes &
e [ b. No RX&

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

o M4 EREESERET  TTATRNEERAREEE?

e [ a. Hedging ¥4

e [ b. Changing asset mix of investment portfolio FEEC &4 & NATEE DD
e [ c. Income enhancement #7235

e [ d. All of the above Eiii R IR

*  Q5: Which of the followings is/are the key risk(s) of using derivatives?
o M5 MM —IERERITE T RS R EEERR ?

o [ a. Market risk T35 E &

e [ b. Liquidity risk & E b

e [ c. Counterparty credit risk 22 5 ¥ =& E &
e [ d. All of the above Fit &IFEZ
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« Asabove 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.

PLEAE Bt B R ATIAR - WS e (] A LAY B AR R (E o PAb NG B o il ol 72 o B i 2 5l o B V) = (A RIS
DUV L RIPRAICSHE RS » TR A SRS (M T - DL EFGE RNl IR SRR R, o R A LA A IR = DL Fmalial A
A TNMERER > A ERGRR RE(TER - B - BEUBOFSRREN L BT Z (L el & -

« 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 béen reviewed by any regulatory authorities in any jurisdiction.

%@%}?ﬁ%mX% » HINE BT B AE S A RIE S S S AM 5 AR & B BRI et o DA B Pl R ATl
& ) ©

«  While GTJANete has endeavored to ensure the accuracy and reliability of the information contained as above, GTJA does not
guarantee its accuracy, completeness, reliability or fitness for any purpose. Investor should not rely on the content as above,
ut should make andrely on their own assessment and evaluation and undertake their own investigations and inquiries and
seek all independent adVice. (BEEIZEZ " AR I 2ORHEREME R o] Sl » ([EBZRF 2200 et £y FEfA] AR
%*ﬁ%ﬁ%ﬁ@ﬁé@@ ° REEAE M EZAHE LAINT - MIELUALMRZE R G B CRYRHS SaHE - B TH CRUSEENTE S
VL ZR 2K )8 R ©

» Tothe maximum extent permitted by applicable law, GTJA and its respective employees, agents and representatives
expressly disclaim all or any liability (whether in tort or contractor otherwise) for any loss, damage, costs or expenses of any
nature arising from or in connection with this document, in particular: f£ 8 /A& PR AREA - BEEZ 2 RE > FEA
FOCFREAREFR A SEA RSN A S - Fenl@ bl A E M S AT EIEL - 8% - EHEGORENZHEE =T

(s & (R P T B e A T S )

The contents of or omission from this document, including any express or implied representations, statements with this
document. AR B BUEMER - BRI RemE R -~ il -

« The provision to, or use by, any person of this document or any part of it; [a{F{a] AfT-HRHE a0 A fa] A {5 F AR ST AR EAE 7T 304y,
o The preparation of the information contained in this document, and4F & A2 (P EEHIEE » &
. ,j\r%?erson relying on, disclosing or using any information or statement contained in or connected with this document. {f:fa

IR > 43 8 B0 FH AR ST A Hh L S Y BB AR IR A e DR BBt
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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 products or investments and
all the risk disclosure statements and risk warnings therein before making any investment.
decisions. e & K\l - B F eI LR EIEERE TR AT o AR i DAETR 2K
AR o ASCARIIE o TR AR A (8 N fn B B TR Bl - 1B A HIRIBE A B Y%

T

& HI - IR E FR KM (E A B R 51 > WAE SR > 5530 H CHYECERAR - 2R T
PRI R E AT > P B MR 58 S B A B e i B B S &5 DU E RS

JeR\ bz £8P HA AT LB T

Note)T:

Guotai Junan Securities (Hong Kong) Limited ( “GTJAS" )
=B s (B8 ARAHE ( "ERELER )
Guotai Junan Futures (Hong Kong) Limited ( "GTJAF" )
EREZIHE (F8) ARAHE ( "HRELHE" )
Guotai Junan FX (Hong Kong) Limited ( "GTJAFX" )
EZ=EZINE (F8) AIRAE ( "BERELIMNE )

il ( “BlFEEZ” ) Collectively ( “GTIA" )
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