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Introduction of Derivatives
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e A derivative is the term given to any financial
instrument that derives its value from an underlying
asset. The underlying asset can 1include 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
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There are a variety of derivative instruments. They can be divided into four
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1. Futures - A futures represents a standardised agreement to buy or sell an
asset on a specified date at a specified price.
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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 (0OTC). 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.
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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.
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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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e 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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e 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 (P Bman

Management

FERAREREENTIE LR

e 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 (P Bman

Management
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e Generally speaking, derivatives can be used in portfolio management for

1) hedging,
2) changing asset mix of investment portfolio and
3) income enhancement.
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Use of Derivatives 74T B fE
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The use of financial instruments may allow a investor greater flexibility or
cost savings in achieving the intended investment objective of the investment
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Key benefits of the derivative instruments:
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e The ability to hedge against adverse movements in price.
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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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e [t is a 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.
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e 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 1in
derivatives

/\—

v1E LB KAV 22 & f 28 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.
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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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Major types of risks involved 1in
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 1s necessary or desirable to enter or exit a position.
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Major types of risks involved 1in
derivatives
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e 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.
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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.

L el ST ﬁEA” AR (X TR0 a0
i T o S IO T B (R et ) o A TR 2 BRI 2R
HleYsYy 4

12/2025
(- p




4 O BxigiE

GUOTAI HAITONG

Major types of risks involved in
derivatives
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e 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
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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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Major types of risks involved in
derivatives
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e 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.
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e 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
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e 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.
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o There may be some other risks involved in derivative Iinstruments.
Investors are advised to refer to the terms sheet for details of
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Important Notes EBESIE

e 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.

ST R B R g L YR
Jﬁawz%ﬂf‘%ﬁjaleur Cha 1ARE %@@PVEI ElRE
R f%mﬂ e

=1 E[J }—I‘:“’[ Fr‘ﬁ BHEI

il
@ 12/2025 J




533 \
/ e Derivatives Knowledge Questionnaire O Elﬁlﬁﬁ

QT&E:F?F[LFJ% GUOTAI HAITONG

e 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

e For a joint holders account, each joint holder has to submit an individual Derivative Knowledge Questionnaire.
For congrate account holder, this questionnaire should be completed on behalf of the company by the authorized
person(s
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e Assessment Questionnaire Ff lﬁLﬁ‘?—f

e (Please ¥ the appropriate box. ﬁ?&ﬁ?m‘@w{rﬁhﬁj— v B

e Q1: What is a derivative?
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a. Bank deposit &L= H&H

b. A stock or any other security representing an ownership interest Bfﬁﬁfﬁ&@@ﬁfwﬁﬁﬁ = [ E PIRESS
c. A loan made to a company or a government body [F[Jﬁﬁjﬁ?%ﬁ??lﬁ?ﬂ{ﬁ FYETEY

d. A financial instrument that derives its value from an underlying asset H E}f@glﬁl%ﬁ}@ (i3 TnJTjéE[U\_,
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° QZ' Which of the following is/are common type(s) of derivative in the market?
- SR B S 2

a. Futures HYET

b. Forwards mHY lﬁf—f@

c. Options HEj#

d. All of the above '—ﬁF‘IIEl’FTTf\L_
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e Q3: Is
o [ a.
o [J b.

a.
b.

“leveraging” a key feature of derivatives?

o 3 TR RLETE T S (W2 B

Yes fL
No AL

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

o ff4 IESRE AFCRA R T SR PR AR P ?

i

Hedging R
Changing asset mix of investment portfolio %‘E’ngﬁmﬁ%ﬁ 73 el

c. Income enhancement FHF| ¥ &F

a.
b.

All of the above _Pﬁﬁfﬁﬁi':

e Q5: Which of the followings is/are the key risk(s) of using derivatives?
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Market risk Jj|3# @
Liquidity risk hghit's e

c. Counterparty credit risk % pb&f= l'ﬁ ETE @

All of the above _'—ﬁF‘ll‘El’F‘»Tf\L_
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Disclaimer:
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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.
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As above 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
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While GTJAYete 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, but should make and rely on their own
as;essment{and evjrailuatlon and undertake their own 1nvestllgat;é)nsland 1nq1111r;es§?d seek aljé 12di;>endent advice. ﬁtL ,LES“'?" REIE S E[Jékl; B
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To the 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 1n connectlon w1th

this document, in particular: 7; “J?ilij’hjliﬁ‘:*?ﬁ” [ES«' e ‘/l N kﬁ'l*%w F‘ﬁ‘j N R ngﬁﬁ"¢j’l¢ IR )™ gy [Epy
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Th(; contents of or omission from this dch[negt including any express or implied representations, statements with this document. 7%+ [’EFEISJPJ”F‘}’F[*)
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The provision to, or use by, any person of this document or any part of it; F[ F[’F{‘ [+ ?Eqﬁp%mr [F{‘ =+ f@jE'Ji[:?i/ fiFF[*)iﬂ Eﬁ‘ﬁﬁi},

The preparation of the information contained in this document, and F}{éﬁ,i{:?i/ =+ [if[lcﬂfﬁ”rlg )

Any person relying on, disclosing or using any information or statement contained in or connected with this document. E[’F{‘ M A ?ﬁi?n?;[*)@jgﬂ
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Disclaimer: O GUOT:I H'AITONG

e 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 thereln before making any investment decisions. ey ket
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e Notej=:

e Guotai Junan Securities (Hong Kong) Limited ( “GTJAS” )
o BRI (M) FESREC RS EEEST )

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

o B TVRIIET () FIRCRLC MBS A ET )

e Guotai Junan FX Limited ( “GTJAFX” )

o BRI R C B St )

o WAL ( “Eﬂ§F1ﬁ 477 ) Collectively ( “GTJA” )
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