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Securities Brokerage (HK) L1m1ted ( SBHK?”) Securities Futures (HK) L1m1ted (“CSFHK”)
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Derlvatlves Products Knowledge Course
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Certain products / setvices* offered by CITIC Securities Brokerage (HK) Limited and CITIC Securities Fututes (HK) Limited (Collectively, the
“Company”) are available only to clients classified as having general derivatives knowledge. As part of the investor protection requirements from the
Securities and Futures Commission, the Company is tequited to assess and characterize a client based on his/het knowledge of detivatives. One of the
criteria for assessment is whether the client has undergone training on derivatives products.

Please go through this leaflet to understand the nature, key risks and benefits of detivative instruments. Upon successful completion of Derivatives
Knowledge Questionnaire designed by the Company ("Detivatives Products Knowledge Course") with at least 4 questions with positive answer , you will

be characterized by the Company as “Client having general knowledge of derivatives”..

Related products / services include but not limited to Callable Bull / Bear Contracts, Warrants, Fututes, Stock Option...etc
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Introduction 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 undetlying asset can include equity, interest
rate, foreign exchange (cutrency) products as well as commodities. Since a derivative's value is derived from the undetlying 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 ate a variety of derivative instruments. They can be divided into four basic types:
1. Futures — A futures represents a standardised agreement to buy or sell an asset on a specified date at a specified price.

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.

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.

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

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.

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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Application of Derivatives
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More recently, derivatives have been used to segregate categories of investment risk that may appeal to different investment strategies used by the
investors. Investors may use derivative instruments to reduce risks or costs or to generate additional capital or income in order to meet their investment
objectives. Generally speaking, derivatives can be used for

1) Hedging, 2) Changing asset mix of investment portfolio and 3) Income enhancement.
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Major types of risks involved in derivatives
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The following are the key risks related to the use of derivatives:

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.

Liquidity risk — The risk that buyers and sellers may not exist when it is necessaty or desirable to enter or exit a position.

Counterparty credit risk — The risk that a loss may be sustained by a customer as a result of the failure of the other party to a derivative
instrument to comply with the terms of derivative instrument contract.

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.

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.

Uncollateralised product risk - Uncollateralised structured products are not asset backed. In the event of issuer bankruptcy, investors can lose
their entire investment. Investors should read the listing documents to determine if a product is uncollateralised.

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.

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.

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.

Foreign exchange risk -- Investors trading structured 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 structured product price.

Some Additional Risks Involved in Trading Derivative Warrants

Time decay risk -- All things being equal, the value of a derivative warrant will decay over time as it approaches its expiry date. Derivative
warrants should therefore not be viewed as long term investments.

Volatility risk -- Prices of derivative warrants can increase or decrease in line with the implied volatility of underlying asset price. Investors
should be aware of the underlying asset volatility.

Some Additional Risks Involved in Trading CBBCs

Mandatory call risk -- Investors trading CBBCs should be aware of their intraday “knockout” or mandatory call feature. A CBBC will cease
trading when the undetlying asset value equals the mandatory call price/level as stated in the listing documents. Investors will only be entitled to
the residual value of the terminated CBBC as calculated by the product issuer in accordance with the listing documents. Investors should also
note that the residual value can be zero.

Funding costs -- The issue price of a CBBC includes funding costs. Funding costs are gradually reduced over time as the CBBC moves towards
expiry. The longer the duration of the CBBC, the higher the total funding costs. In the event that a CBBC is called, investors will lose the
funding costs for the entire lifespan of the CBBC. The formula for calculating the funding costs are stated in the listing documents.

Some Risks Involved in Trading futures and options

The risk of loss in trading futures contracts or options is substantial. In some circumstances, you may sustain losses in excess of your initial
margin funds. Placing contingent orders, such as "stop-loss" or "stop-limit" orders, will not necessarily avoid loss. Market conditions may make
it impossible to execute such orders. You may be called upon at short notice to deposit additional margin funds. If the required funds are not
provided within the prescribed time, your position may be liquidated. You will remain liable for any resulting deficit in your account. You
should therefore study and understand futures contracts and options before you trade and carefully consider whether such trading is suitable in
the light of your own financial position and investment objectives. If you trade options you should inform yourself of exercise and expiration
procedures and your rights and obligations upon exercise or expiry.

You may also refer to the risk disclosure statement under the terms and conditions for secutities trading/futures and options trading of the Company
through our website (www.csb.com.hk).
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Derlvatlves Knowledge Questionnaire
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Upan successful completion of the Derivatives Product Knowledge Course (including this questionnaire), you will be characterized as having general knowledge of derivatives by CSBHK
and may trade relevant products | services * aflerwards.
Related products | services include but not limited to Callable Bull | Bear Contracts, Warrants, Futures, Stock Option. . .etc
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Client Name : Securities/Futures Account Number :

QL. MRl 7 21 ? What is a derivative?
a.  #LUF % ¥ Bank deposit
b. [t F“ﬁ&%@ﬁﬁﬂﬁ&fﬁﬁ? (=¥ 9555 A stock or any other security representing an ownership interest
¢ [plF Rl rﬁ‘i‘é‘*#ﬁ?ﬁqﬂ AYET A loan made to a company or a government body
d [Ff fillf lﬁ[r—ﬁﬁﬁz vk pljﬂéﬂd ERT 5! A financial instrument that detives its value from an underlying asset

Q. P I L] UG T S A 2 Which of the following is/are common type(s) of derivative in the market?
a.  HHE7 Futures
b. i i #+ Forwards
c.  HAf# Options
d X TE’%“{:_ All of the above

Q3. "M i_ frst 7 S W2 R F—"#,“? Is "leveraging” a key feature of derivatives?
a. b Yes
b. T kLNo

Q4. “EERITHCT ARSI )R o TR SRV S GRER Y IORE SN - T g itfﬁff?ﬁ” ?  "The risk
of loss in trading futures contracts or options is substantial. You may sustain losses in excess of your initial margin funds.” This sentence is correct or
wrongr?

a. ¥ Correct

b. i}ﬁ Wrong

Q5. NIRRT 2 P’Hziﬁfu AU @ 2 Which of the followings maybe the tisk(s) of using detivatives?
. []BE e Market risk

Wps It fa Liquidity risk

=3

c.  YfFE % Foreign exchange risk
b & T AL
d. L ﬁ JL All of the above

HEIEE I3
Customer Signature : Date :

NEEH Internal Use Only

SHit45 5 Assessment Result
O E#emsTE TR (20754 (EREEE) - With knowledge on financial derivatives (at least 4 positive answer in above).

O FREM#HESHESTAE T EA95ER - Without knowledge on financial derivatives.
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