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SOME RISKS ASSOCIATED WITH DERIVATIVE PRODUCTS

1.

9.

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.

Note: “Issuers Credit Rating” showing the credit ratings of individual issuers is now available under the Issuer and
Liquidity Provider Information sub-section under Dervative Warrants and under CBBCs section on the HKEx
corporate website.

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 movement

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.

Liquidity risk

The Exchange requires all structured product issuers to appoint a liquidity provider for each individual issue. The role
of liquidity providers is to provide two way quotes to facilitate trading of their products. In the event that a liquidity
provider defaults or ceases to fulfill its role, investors may not be able to buy or sell the product until a new liquidity
provider has been assigned.

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.

Il 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 underlying 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.

1. 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.
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Client’s knowledqe of derivative products

= B 28 Account Number :

r

z
Z 7 % H£ Name of Client

BT ird & 5anuat Client’s knowledge of derivative products.

a B FFeBRITAAN £ e i3 S AP B BRAT ?
Do you have any underwent training or attended courses on derivative products?

O & Yes O % No

b BTEZIRAFENRIALF ML T5%?
Do you have any working experlence related to derivative products?

O &_ Yes O % No

c F%B q,\zt,%"ﬁ.i 3?&%'*{1—: ,;\E\I/P"Ffﬁgﬁf-lg e 4 ,m]-{irjrr"’fg)’—“ iﬁ‘u*)’—“\
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Do you have executed five or more transactions within the past three years in derivative products,
e.g. Derivative Warrants, Callable Bull/Bear Contracts, Stock Options, Futures and Options,
Commodities, Structured Products, or Exchange Traded Funds, etc.?

O %_ Yes O % No

=EFEH Client's Declaration

RAABHAMBERRARBNENSBER, TERER, AANBRAOBWSESERLE (HKBH "B
BREE) ) BRBULNERUFGEAREHITEERARHE.

I declare and confirm that all the information provided in this Declaration is true, complete and correct. | hereby acknowledge
and understand that Head & Shoulders Securities Limited (collectively known as “HSSL”) will rely on and use the above
information to assess my knowledge on derivative products.

EF#®EZEM : Client’s investment intension:

0 XNABERBABSETIIEEREERS. | wish to trade derivative product(s) at HSSL.
AAEREZLHEMGPEEITEERPMMSHERRR BB EBRaAAEHITEER
ENBERERTA UECRBEAAZREEZEOOAARMRBEMGFEEITEERTNS
H A BE R B

I confirm that | fully understand the relevant risks of the derivative product(s) enclosed herewith which have been
explained to me by HSSL. HSSL has not solicited or provided recommendation to me on trading of derivative
product(s).

O FAARBEABESRHETSETEERRS.

I do not wish to trade derivative product(s) at HSSL.

% © %% Signature:
P §y  Date




