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OVERVIEW

China is the fastest growing bond market in the world

and is the third largest after the United States and

Japan. International participation in China’s bond market
continues to increase, driven by the further opening up of
China interbank bond market, broadening international
acceptance of the RMB, inclusions in the emerging markets
bond indices and yield differential compared to developed
markets.

HKEX’s 5-Year China Ministry of Finance Treasury Bond
(MOF T-Bond) Futures contract is the world’s first onshore
interest rates product accessible to offshore players. Itis an
efficient, transparent and easy-to-access tool to manage
against China interest rate risk exposure.

ADVANTAGES

« First Chinese government bond futures on an offshore
exchange

» Tool to manage RMB interest rate risk
« Transparency of exchange trading

 Cost benefits of central clearing

HKEX’s 5-Year China Ministry of Finance (MOF)

T-Bond Futures vs China 5-Year T-Bond
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KEY PRODUCT SPECIFICATIONS’

HKATS Code: HTF
RMB 500,000

Onshore Five-Year China Ministry of
Finance Treasury Bonds with 3% coupon
rate and annual coupon payment

Contract Size:

Underlying Bond:

Contract Months: The two nearest quarterly months

Price Quotation: As a percentage of the Contract Size,

quoted to 3 decimal places

0.002 per cent of the Contract Size, which
is equivalent to RMB10

9:00 am-12:00 noon and 1:00 pm-4:30 pm

Minimum Fluctuation:

Trading Hours
(Hong Kong time):

Settlement Method: Cash settled contract for difference

Settlement Currency: RMB

Last Trading Day: The second Friday of the Contract Month

Final Settlement Day: The second Hong Kong Business Day

after the Last Trading Day

Final Settlement Price: Onshore Five-Year China MOF T-Bond
basket reference price rounded to three
(3) decimal places provided by China
Central Depository & Clearing Co., Ltd.
at approximately 6:00 pm on the
Last Trading Day

BOND BASKET AND PRICING DETERMINATION'

The date of basket determination is defined as five working
days before the listing date of the futures contract. Bonds
in the bond universe shall fulfill the following conditions:

¢ Issued by the China Ministry of Finance;

RMB denominated;

Tradable in China interbank bond market;

With fixed coupon rates annually; and

With the remaining term to maturity of no less than
four years and no more than seven years as of the
Last Trading Date of the futures contract

China Central Depository & Clearing Co., Ltd., or
ChinaBond, selects the top three most liquid bonds to
construct the bond basket and calculates and sends the
Daily Reference Price of the bond basket and MOF T-Bond
Futures to Hong Kong Futures Exchange Limited on each
working day from the listing day till the Last Trading Day.

CHINA CENTRAL DEPOSITORY & CLEARING CO., LTD.

ChinaBond is a fully state-owned non-bank official financial
institution authorised by the China MOF to develop and
operate the national treasury bond depository system.
ChinaBond is jointly regulated by the China Banking
Regulatory Commission, People’s Bank of China and MOF.
ChinaBond provides integrated services of bond issuance,
registration, depository, settlement and redemption.

It also provides technical support for the Open Market
Operation system, bond auction system and treasury
cash management system. ChinaBond is an important
channel for offering cross-border settlement services and
supporting bond market opening-up.

Note 1: For more details, please refer to the MOF T-Bond Futures Contract Specifications on the HKEX website (www.hkex.com.hk/moftf).
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MARKET STRATEGIES - Hypothetical Examples’ for Illustration Only

A fund manager, concerned about a potential tightening of monetary conditions in China, wants to hedge against

the interest rate risk.
Now

On 31 Oct 2016, the fund manager holds RMB100m
nominal value of treasury bond 160014.1B @101.813, with

Later

By 26 Jan 2017, the yield has gone up
and the value of the bond has decreased

Example 1 a duration of 5.901 t0 98.439 (-3.374), recording a loss of
) RMB3.4m
Hed_gmtg On 31 Oct 2016, MOF T-Bond Futures Mar-17 contract is
agains i i
g traded at 102.282, with a duration of 4.80 On 26 Jan 2017, the price of MOF T-Bond
Interest Rate — Futures Mar-17 drops to 99.480 (-2.802).
gy .
Movement The portfolio manager closes the
On 31 Oct 2016, with the objective of neutralising the position, gaining RMB3.4m
dollar duration, he hedges his holding by selling 245
contracts of MOF T-Bond Futures Mar-17
The loss of RMB3.4m from the cash bond holding is covered by RMB3.4m profit from
MOF T-Bond futures positions
An insurance company hopes to meet relative short-term liabilities, with duration of 1 year, arising from expected
payouts from insurance plans.
Now Strategy
On 31 Oct 2016, the insurance company holds a The insurance company wants to reduce
portfolio of three treasury bonds, namely (i) RMB100m the asset duration to 1 to match the
Example 2 nominal value of 160006./1B@100.582, (i) RMB90m liabilities’ duration
. nominal value of 160014.IB@101.813 and (iii) RMB80m
Duration nominal value of 160020.1B@100.520. Portfolio market On 31 Oct 2016, the insurance company
value is RMB273m and duration is 5.892 sells 543 contracts of MOF T-Bond
Management Futures Mar-17
On 31 Oct 2016, MOF T-Bond Futures Mar-17 contract is
traded at 102.282, with a duration of 4.80
The portfolio duration matches the duration of the short-term liabilities; the insurance company
has neutralised a possible effect of interest rate movement
A portfolio manager has a diversified bond portfolio, and has the flexibility to adjust duration either up or down by
10% under the fund’s stated investment objectives. The manager expects rates to fall.
Example 3 Now Strategy
. The portfolio manager holds a portfolio of RMB300m The portfolio manager intends to
Duration market value with duration of 7.00 increase duration to 7.70.
Management He buys 86 contracts of MOF T-Bond
MOF T-Bond Futures contract is currently traded at Futures
102.282, with a duration of 4.80
A foreign institutional investor does not have access to China’s onshore bond market, but wishes to gain proxy bond
exposure due to the China market’s yield differential.
Now Strategy
Example 4

Synthetic Bond

The investor intends to create a synthetic cash bond
position

He buys 100 contracts of MOF T-Bond
Futures, creating a proxy bond position

with notional value of RMB50m

An investor expects the yield of a corporate bond to diverge from the yield of the MOF T-Bond Futures.

Example 5 If the investor expects the credit spread (the yield of a corporate bond minus the yield of the MOF T-Bond Futures)
Credit Spread to narrow, he could consider buying the corporate bond and selling the MOF T-Bond Futures.
Trade

Alternatively, if the investor expects the credit spread to widen, he could consider selling the corporate bond and
buying the MOF T-Bond Futures.

Note 1: Transaction cost is not considered in the examples

DISCLAIMER
The information contained in this document is for general informational purposes only and does not constitute an offer, solicitation, invitation or recommendation to buy or sell any futures
contracts or other products or to provide any investment advice or service of any kind. This document is not directed at, and is not intended for distribution to or use by, any person or entity
in any jurisdiction or country where such distribution or use would be contrary to law or regulation or which would subject Hong Kong Exchanges and Clearing Limited (“HKEX”), Hong Kong
Futures Exchange Limited (“HKFE”) (together, the “Entities”, each an “Entity”), or any of their affiliates, or any of the companies that they operate, to any registration requirement within
such jurisdiction or country.

No section or clause in this document may be regarded as creating any obligation on the part of any of the Entities. Rights and obligations with regard to the trading, clearing and settlement
of any futures contracts effected on HKFE shall depend solely on the applicable rules of HKFE and the relevant clearing house, as well as the applicable laws, rules and regulations of Hong
Kong.

Although the information contained in this document is obtained or compiled from sources believed to be reliable, neither of the Entities guarantees the accuracy,
validity, timeliness or completeness of the information or data for any particular purpose, and the Entities and the companies that they operate shall not accept

any responsibility for, or be liable for, errors, omissions or other inaccuracies in the information or for the consequences thereof. The information set out in this y MIX
document is provided on an “as is” and “as available” basis and may be amended or changed. It is not a substitute for professional advice which takes account of Pap!

er fr
responsible sources
F”S(”: FSC™C006398

your specific circumstances and nothing in this document constitutes legal advice. Neither of the Entities shall be responsible or liable for any loss or damage,
directly or indirectly, arising from the use of or reliance upon any information provided in this document.
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Hong Kong Exchanges and Clearing Limited

12/F, One International Finance Centre, 1 Harbour View Street, Central, Hong Kong

info@hkex.com.hk
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