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Futures and options attract investors because of the financial leverage created by the ability to control the total value
of a contract with a relatively small amount of margin. While trading in futures and options can provide investors with
profits, it can equally result in losses.

Potential investors must understand the risks of trading in futures and options before beginning to trade. Exchange
Participants are required to explain the nature and risks of futures and options to their clients. Futures and options
are not for every investor. The investor is advised to assess his ability to undertake the exposure and risks presented
by trading futures and options contracts. Investors are encouraged to consult their brokers or qualified financial advisors
for advice on whether trading futures and options will meet their investment needs and objectives. In addition, investors
should read and understand the risk disclosure documents given to them as part of the client account documentation
before signing.
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Introduction : Development of Hang Seng Index Futures and

Related Products

B EEEBMEREREERERBNEE

INTRODUCTION

Hang Seng Index Futures market is one of the first stock index
futures markets introduced in Asia, which commenced trading
in Hong Kong Futures Exchange Ltd (HKFE), now a wholly owned
subsidiary of the Hong Kong Exchanges and Clearing Ltd. (HKEX),
on 6 May 1986. Hang Seng Index Futures, as a trading and risk
management tool, supported the rapid development of Hong
Kong equity market and it has now become one of the most
popular contracts for worldwide investors who want to get
instant access to the Hong Kong marketplace.

Since its inception, open interest of Hang Seng Index Futures
grew steadily from 14,728 contracts by the end of 1986 to
116,606 contracts as of the end of March 2006. The average
daily volume also significantly increased from 4,825 contracts
in 1986 to 46,638 contracts in 2006 (up to end of March 2006).

The record high open interest and volume of Hang Seng Index
Futures was 172,282 contracts (26 November 2004) and 157,327
contracts (28 March 2006) respectively.

Meeting market demand for stock index options, Hang Seng
Index Options were introduced on 5 March 1993. Hang Seng
Index Options enable investors to employ more flexible trading
strategies in relation to delta and volatility. In combination with
Hang Seng Index Futures, Hang Seng Index Options provide
investors with an effective trading and hedging tool to better
manage their portfolio risks.

The growth of the open interest of Hang Seng Index Options
increased by more than 10 folds from 17,702 contracts by the
end of 1993 to 194,359 contracts as of the end of March 2006.
The average daily volume also increased by 10 folds from 1,426
contracts in 1986 to 14,287 contracts in 2006 (up to end of
March 2006).

The record high open interest and volume of Hang Seng Index
Options was 312,101 contracts (28 November 2005) and 27,197
contracts (9 January 2006) respectively.

On 9 October 2000, Mini-Hang Seng Index Futures, with a
contract size one-fifth of the standard Hang Seng Index Futures,
were introduced to cater the trading and hedging needs of retail
investors. On 18 November 2002, Mini-Hang Seng Index Options
were also introduced to meet the emerging demand for stock
index options products of retail investors.

As of 31 March 2006, 139 Exchange Participants were dealing
in Hang Seng Index products. As to the investor profile in
2004/2005, institutional investors accounted for about 51% of
the trading turnover, followed by retail investors at 32% and
Exchange Participants’ principal trading at 17%.

The HKEx endeavours to make Hang Seng Index products a
continuous success and seeks to add values to the marketplace
by seeking further enhancement of the Hang Seng Index products
in terms of trading liquidity and investor participation.
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The following table summarizes the record days of Hang Seng Index products:

TRAFBEEBERBERSRHLHE -

Products / & & Volume / iR E Open Interest | First Trading
/RTFREH  |/EHAH

Contracts Date Contracts Date Date
/BHRE| /BH |/ AKEB| /B /B

Hang Seng Index

Futures 157,327 |28-3-2006 | 172,282 | 26-11-2004 6-5-1986

/EEESHE

Hang Seng Index

Options 27,197 | 9-1-2006 | 312,101 |28-11-2005|  5-3-1993

/BRI

Mini-Hang Seng Index

Futures 10,149 | 20-1-2006 | 6,016 | 28-10-2005| 9-10-2000

/NEVEE RSB E

Mini-Hang Seng Index

Options 701 | 23-1-2006 | 3,115 |27-12-2002 | 18-11-2002
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Average Daily Volume and Year-End Open Interest for Hang Seng Index Futures (1986 - 2006*)
EERBYPEFHEARXTERFERATAEL (1986 - 2006*)
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Average Daily Volume and Year-End Open Interest for Hang Seng Index Options (1993 - 2006*)
EEEHPRTFHESERRERFRAFTAAL (1993 - 2006*)
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Recap of the Development History of Hang Seng Index

Futures and Options
BEIEBHE R B R RE

Development Stage 1 : Floor Trading

Hang Seng Index Futures were introduced on 6 May 1986 by HKFE, now a wholly-owned subsidiary of HKEx. Hang Seng Index
Options were introduced on 5 March 1993. Before the migration to electronic trading in Year 2000, both Hang Seng Index Futures
and Hang Seng Index Options were traded under open outcry system. The following photos recap the memory of the rapid

development phase of Hang Seng Index Futures and Options:

BREER— XEX
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Year 1986: Hang Seng Index Futures market was opened on 6 May 1986.
The Honourable Sir John H. Bremridge, K.B.E., J.P, the ex-Financial Secretary
of the Hong Kong Government and the Honourable Kim Cham Yau-sum, J.P,
the ex-Chairman of the HKFE hosted the opening ceremony of the Hang Seng
Index Futures market.

1986%F  EAEIEHME MBI 1986F5 A6 AM™ » AN AZEEE LR
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Year 2000: Crowded in the Hang Seng Index Futures Trading Pit — As the
volume of Hang Seng Index Futures grew, the trading pit of Hang Seng Index
Futures became more crowded with Floor Traders. Traders were actively crying
out buying and selling prices with hand signals in Trading Pit of Hang Seng
Index Futures before Migration to the Electronic Platform.

20005  BAEHPERGAEEDERE - BEELIEBHMERRETEH
B BEEBHMERSEANR S EREE  EREFELRZH - X5
BERSEAERUEEARGHERRMEERTFE  SREFRS -

Late 1980's: Scene of the Trading Pit of the Hang Seng Index Futures Market
in the early days - Floor Traders crowed in the trading pit showing hand signals
for buying and selling Hang Seng Index Futures contracts with quantities.
BOFEREH | RHEAIREHAETSNRZ ST - REEBENTZER
UFRAMBIEREAREHBEESHESAREYE -

Year 2000: Registered Traders in the Hang Seng Index Options Trading Pit —
Hang Seng Index Options Market Makers, named as Registered Traders, were
ready to provide two-way quotes for customers in the Hang Seng Index
Options trading pit. Exchange officials outside the trading pit updated bid /
offer quotes and traded prices with quantities via the Price Reporting System.
2000 : BAEBHERZEANER - EEERPENESR N8R
P8 EEFRELEEHIERZENREMBRETRES - XSF1
ABERZEIMEEBREBRAGHNSENSINOEN/ T HERE UK
BRERHE -



Development Stage 2 : Electronic Trading

The migration of Hang Seng Index Futures and Options markets from the trading floor to the HKATS, an electronic trading platform,
was completed on 5 June 2000. The HKATS provides a fair, efficient and more accessible marketplace for all Exchange Participants.

BRRERZ BETXS

B IEHHE REIEMISNE B 200056 A5 HHR S AEEB I EF 5 F A HKATS (Hong Kong Automated Trading System) o HKATS
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Efficient and Automated - With HKATS, orders are placed through HKATS
Workstations or other API devices at Exchange Participants' offices. The
system then automatically matches the orders with corresponding buy or sell
orders in real-time basis. The trade information is captured and reported back
to the Exchange Participants who can confirm the trades with the clients
immediately. Electronic trading leads to lower operating costs for Exchange
Participants and that leads to more competitive transaction costs for their
clients.
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Liquidity - Electronic trading improves the liquidity of Hang Seng Index Futures
market in terms of bid / ask spread and the order depth. The bid / ask spreads
of Hang Seng Index Futures sometimes can be as tight as 1 tick only, i.e. 1
index point. The HKATS can also accommodate large order depth. The
improvement of trading liquidity in Hang Seng Index Futures significantly
reduces investors' cost of slippage. HKATS users can review the market depth
of Hang Seng Index Futures through the Order Depth Window.
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Fair and Transparent — HKATS is a user friendly and an electronic screen-based
trading system. It is now the trading platform of all derivative products of
HKEx and has been continuously upgraded for better functionalities. There
is no time and place advantages for any types of investors as all orders are
executed electronically based on strict price/time priority.
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Facilitation of Institutional Investors - Block Trade Facility is an important tool
in extending the Exchange's services to institutional investors. A block trade
comprises large buy and sell orders negotiated between two parties apart
from the public auction market. A block trade can be executed via the Crossing
Trade Window. The Benefits of Block Trade Facility to the marketplace include:
(1) Price and execution certainty for large sized deals; (2) Clearing House
guarantees for transactions that may otherwise have been executed over-
the-counter, and (3) Added liquidity to the overall marketplace.
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HKATS and DCASS - the Trading and Clearing Systems

RN EEREERE

Trading Engine — HKATS

The electronic trading platform of Hang Seng Index Futures and
Options, the HKATS, is a transaction-based network system.
Trading on HKATS can be conducted through HKATS Click
workstations or independently supplied workstations connected
through Omnet Application Programming Interface (OAPI) located
at the premises of Exchange Participants. With HKATS, users
can view real-time price information on a computer screen, click
on a bid or ask price and execute an order.

X 5 512 — HKATS
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The Clearing System — DCASS

The automated clearing platform of Hang Seng Index Futures
and Options, the DCASS, is a fully electronic clearing and
settlement system capable of supporting many types of derivatives
products. Participants access DCASS through a workstation or
through an Application Programme Interface (API), based on the
HKATS Open API.

DCASS comprises the core derivatives clearing and settlement
functionality, the margining engine and the common collateral
management system (CCMS). CCMS supports the management
of collateral for the cash and derivative markets. It accommodates
a wide range of collateral types and has cross-market collateral
management capability.

The combination of an open and flexible system design, high
performance and capacity of DCASS enables the Hang Seng
Index Futures and Options market to function more efficiently
and provides a platform for future market development.
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Why do investors trade Hang Seng Index Futures?

AREEEEEEREBHE?

Hang Seng Index Futures contract is a legally binding financial
agreement to buy or sell the underlying index on the HKFE. The
Hang Seng Index Futures contract specifies:

a. the expiration date (i.e. the Last Trading Day),
b.the contract price (in terms of index level),
c. to buy (long) or sell (short); and

d. the specific quantity (i.e. the transaction value per contract
is HK$50 times contract price).

Investors are required to pay margin on the Hang Seng Index
Futures contract position and the profit and loss will be marked-
to-market on a daily basis. The contract will be cash settled on
the basis of the final settlement price on the expiration date.

Transactional efficiency, risk management and transfer, arbitrage
opportunities and price discovery are the four major functions
of Hang Seng Index Futures trading.

Transactional Efficiency

Transactional efficiency is one of the reasons explaining why
Hang Seng Index Futures trading is popular among investors.
Hang Seng Index Futures’ transactional efficiency can be illustrated
in terms of low capital outlay required, low transaction costs
and open trading.

Risk Management and Transfer

Futures trading provides an efficient mechanism for allocating
price risk from those who wish to avoid price risk to those who
are interested in bearing the price risk for a potential return,
and hence, can manage the price risk inherent in stock investment.

Arbitrage Opportunities

As the Hang Seng Index Futures price is linked to its underlying
index, any improper pricing between the cash market and the
futures market would immediately attract arbitrage.

Price Discovery

With many potential buyers and sellers competing freely, futures
trading is a very efficient means of establishing the equilibrium
prices that reflect current market expectations about what cash
prices will be at specific points in the future.
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Why do investors trade Hang Seng Index Options?

AREEEEEE R

Hang Seng Index Options include two kinds of contracts: Call
and Put. Hang Seng Index Call Option contract is a legally
binding financial agreement giving the buyer the right to buy the
underlying index at an agreed exercise index level, while Hang
Seng Index Put Option contract gives the buyer the right to sell
the underlying index at an agreed exercise index level.

The Hang Seng Index Options contract specifies:
a. the expiry day,

b. The exercise index level,

c. the option premium (in index points),

d. to buy (in case of Call Option) or to sell (in case of Put Option);
and

e. the specific quantity (i.e. the transaction value per contract
is HK$50 times option premium).

Investors are required to pay margin on the Hang Seng Index
Options position and the profit and loss will be marked-to-market
on a daily basis. The contract will be cash settled on the basis
of the final settlement price and the exercise price on the
expiry day.

Transactional efficiency, risk management and transfer, options
combination trades, arbitrage opportunities and price discovery
are the five major functions of Hang Seng Index Options trading.

Transactional Efficiency

Hang Seng Index Options' transactional efficiency can be illustrated
in terms of low capital outlay required, low transaction cost and
open trading. For example, a call option, with option premium
only at a fraction of the underlying stock, can be treated a
trading substitute of the underlying stock.

Risk Management and Transfer

The unique feature of Option provides investors a right to buy
(in case of holding a Call Option) or sell (in case of holding a
Put Option) the underlying index at the exercise price instead
of the market price. Investors can cover price risk of their cash
market position with Option. Investors who are interested in
bearing the price risk for a potential return from option premium
may sell short the Option.

Flexibility

With the unique features of Hang Seng Index Options, Call or
Put with different exercise prices or expiry days can be combined
into various option trading strategies to suit the trading needs
of investors in bullish, bearish, volatile or stagnant markets.

Arbitrage Opportunities

Hang Seng Index Call and Put Options can be combined to trade
against Hang Seng Index Futures or underlying stocks to capture
any improper pricing among the cash market, the Hang Seng
Index Futures market and the Hang Seng Index Options market
through arbitrage.

Price Discovery

The Options price reflects the market expectations about the
market movement and volatility in the future.
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Hang Seng Index and Mini-Hang Seng Index Futures And Options
Contracts Summary:
EEEHN/NEELEHHRERAESHONE

Hang Seng Index Futures / 14 58U & Standard / % Mini / /W8
Underlying Index / 18 & #5#%

Contract Multiplier / & #1588

Minimum Fluctuation / &R E K IE
Contract Months / & #1814

Pre-Market Opening Period / B i Bi i BX

Trading Hours / 3 5 B &

Hang Seng Index / 184 5 &)
HK$50 per index point / S5 {258 %$50 HK$10 per index point / S5 25584 $10
One index point / —{B{E &2k
Spot, next calendar, & next two calendar quarter months /388 » TH » R2#&KNWMEZA
9:15 am - 9:45 am & 2:00 pm - 2:30 pm
9:45 am - 12:30 pm & 2:30 pm - 4:15 pm
(Closed at 4:00 pm on the Last Trading Day / &% X 5 B IR T B A T F48F1E)
The Business Day immediately preceding the last Business Day of the Contract Month
ZARBE_EEXA
Average of quotations of the Hang Seng Index taken at five minute intervals during the Last Trading Day

ERERS AEEEHSh D ERRIEHMN T

Last Trading Day / &#% % 5% H

Final Settlement Price / R4 EIE

Transaction Costs / X 5 &R RHE
Exchange Fee / X S Fi& M HK$10.00 HK$3.50
Commission Levy / BEI & # & HK$1.00* HK$0.20*
Commission Rate / & Negotiable / B Negotiable / &
Hang Seng Index Options / &4 5 &K A1 Standard / £ Mini / /h 8L

Underlying Index / tHEA$E & Hang Seng Index / 184 8 &

Contract Multiplier / & #1528

HK$50 per index point / G5 E1 28 $50

HK$10 per index point / S5 E{BhE#$10

Minimum Fluctuation / &R E#& K IE

One index point / —{B}S &%

Contract Months / &#1 81

Short-dated Options:- Spot, next two calendar,
& next three calendar quarter months
EEERE - RA TMEARZEN=EZFA
Long-dated Options:- the next five months
of June and December

RIOHE - 2REESART=ASHAH

Short-dated Options:- Spot, next calendar, & next
two calendar quarter months

EHE - BA - TR R2ENWMEZA

Exercise Style / {T{E A

European Style / Bz,

Option Premium / i1 &

Quoted in whole index points / LA 52835 B B3R E

Strike Prices / {H{E /&

Short-dated options / %2 i HA#&:

Index points Intervals

B8 TEESR
At or above 2,000 but below 8,000 100
2,000865% A _E{B{E 748,000k

At or above 8,000 200
8,0008E 5 A £

Long-dated options / & B EA#E:

Index points Intervals

bt s TEESRE
At or above 8,000 but below 12,000 400
8,000845% LA _E{BK7412,0008k

At or above 12,000 but below 15,000 600
12,0008 B E1B{EH 15,0008

At or above 15,000 but below 19,000 800
15,000843% LA E 1874 19,00084

At or above 19,000 1,000
19,0008k 24 £

Trading Hours / % 5 B4

9:45 am - 12:30 pm & 2:30 pm - 4:15 pm
(Closed at 4:00 pm on the Expiry Day / &#IZI 8 B IR BRI B T FF4BF1E)

Expiry Day / &4I2IHA H

The Business Day immediately preceding the last Business Day of the Contract Month
FZABRKRE_([EEXE

Official Settlement Price / RE&EEIE

Average of quotations of the Hang Seng Index taken at five minute intervals during the Expiry Day

EEH R EERBER D ERIEHEN T I

Transaction Costs / X & B REE
Exchange Fee / X & A
Commission Levy / (B ES & 1 &
Commission Rate/ &

HK$10.00
HK$1.00*
Negotiable / &%

HK$2.00
HK$0.20*
Negotiable / &%

Please visit HKEx website http://www.hkex.com.hk for full contract specifications
BEEBR S FTAAN © http:/Avww.hkex.com.hk BEFRNEHMEA
Commission Levy and Investor Compensation Levy are payable at the rate or of the amount prescribed from time to time pursuant to the Ordinance. The amounts indicated above are for reference only
and are subject to change as prescribed pursuant to the Ordinance. No Investor Compensation Levy shall be payable for as long as an exemption notice published under section 25 of the Securities and
Futures (Investor Compensation — Levy) Rules is in force. Exchange Participants will be notified accordingly of the exemption notice (and its termination).

RESHERREEBEABNLE ERBASTHRIBROTE - DRBHERMSE  YHREERROIFTTNWBENRE - REFFRPE (REEHEE —BB) RABBKRTHENRREAEENR
B REEREBBETAXN - XBMSEELEIRELE (RELREDE) BB -
* The Government has proposed a 20% reduction in the Commission Levy within 2006. For details of the implementation, please refer to further announcement in due course.

BNBZHE2006FAKEESBETAROZ -+ ARFEARRE—SD%H o



Index level
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Hang Seng Index Performance (1986 - 2005)
EAEIEERE (1986 - 2005)

Remarks /& Date/ B Major Events / £ EE#
1 6 May 1986 HKFE commenced trading Hang Seng Index Futures.
19865 5A6H BRAFAREEEEIEBNE -
2 5 Mar 1993 HKFE introduced Hang Seng index Options.
1993%3A5A RS A IR B o
3 1994 Hang Seng Index Futures' accumulated volume exceeded 10 million contracts.
19944 BEEMPERRERBER 1 TEREN
4 6 Mar 2000 HKFE became wholly-owned subsidiaries of HKEx
2000F3H6H AXFRABEXZ N2 EWBELR
5 28 Mar 2000 Hang Seng Index reached its all time high of 18,397.57.
200063280 | 1BAIEHAZE18397 STHELHS °
6 5 Jun 2000 Hang Seng Index Futures and Options migrated from open outcry trading to
the HKFE’s electronic trading system - HKATS.
200056 A5H EEIEHHE KRR ARMUEBEZHKATSBBIR 5 R4 ©
7 9 Oct 2000 HKEXx introduced Mini-Hang Seng Index Futures.
20006610898 | BBXZ AN NEERHHE -
8 2002 Hang Seng Index Futures” accumulated volume exceeded 50 million contracts.
2002F EEEHNERRERERBSTBRAN ©
9 18 Nov 2002 HKEXx introduced Mini-Hang Seng Index Options.
2002118180 | BB 5 P/ NVEEIEBIHE -
10 2006 Hang Seng Index Futures” accumulated volume exceeded 80 million contracts.
20065 BEEMPERRERBBBITEREN °
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Who are using Hang Seng Index Futures and Options”?

EEEAEEEHYERGE?

According to the HKEx's Derivatives Market Transaction Survey
for 2004 / 2005, the distribution of trading by investors types
is as follows:

Hang Seng Index Futures: In 2004 / 05, overseas institutional
investors accounted for 40.9% of turnover, followed by local
retail investors at 29.5%, Exchange Participants’ principal trading
at 16.6% and local institutional investors at 9.8%.

Hang Seng Index Options: In 2004 / 2005, overseas institutional
investors were the largest contributor to Hang Seng Index options
volume, which accounted for 27.4% in 2004/05, followed by
market makers or known as Registered Traders at 23.2%, local
retail investors at 21.1%, local institutional investors at 21.1%
and Exchange Participants’ principal trading at 6%.

Year 2004 / 2005 Hang Seng Index Futures
2004 / 20054 FE1E £ R B &

Overseas Institutional Investors

BIMEBIREE
40.9%

Proprietary Trading
REMBEEND AL
16.6%

Local Retail Investors

1RI52004 / 2005F ENITEERTSHE - S2HEENRE
T :

i
)

1BAEREHAY  £2004 / 2005F E  IMEBIREEERNIE
#940.9% @ MAMEAREERE29.5%  REMSEEREE

B1516.6% RAHHEBIREEIE.8% °

1B SR EHAHE | £2004 / 20055F F - BIMEBIREEGELER
HERREN27 4% @ HRJEMRZEE23.2%  AEAR
BEE21.1%  MABEEBREEIE21.1% @ REMSEEN
BEEEL6Y

Year 2004 / 2005 Hang Seng Index Options
2004 / 2005 F 18 £ 15 B

Overseas Institutional Investors
IEEIREE

27.4%
N

Registered Traders

ooy

HRE
23.2%

Proprietary Trading

Overseas Retail Investors RBFSREN QAR
BIMEAREE 6.0%
1.2%

Local Institutional Investors Local Retail Investors

Overseas Retail Investors A EAREE A EREE ABAREE
BIMBAREE 29.5% 21.1% 21.1%
3.2%
Local Institutional Investors
IHABIREE
9.8%
Distribution of Hang Seng Index Futures and Options Trading by Investor Types (2000 / 01 — 2004 / 05)
IR W E RN 15 & SR WA R IRE 3 5 44 (2000 /01 - 2004/ 05)
Hang Seng Index Futures 2000 2001 2002 2003 2004 Hang Seng Index Options | 2000 2001 2002 2003 2004
/EEEERE /01 /02 /03 /04 /05 /RS /01 /02 /03 /04 /05
- - Principle Trading
7;;;?;%1?%2\\%&% 68% 1229% 157% 202% 166% |G B SRERSNES 20.6% 25.6% 282% 32.7% 292%
Local Investors ?;{gztged Traders 19.3% 23.4% 23.3% 25.5% 23.2%
i 688% |551% | 437% | 42.9% | 39.4% *
[ RIERE Proprietary Trading 1.3% 2.2% 4.9% 7.2% 6.0%
Retail | XSS RENNTE ) ] ) ] ]
56.4% 41.8% 35.6% 34.7% 29.5%
HEA ’ 0 ’ 0 ’ }%i;;\gsé‘ors 682%  |593% | 48.1%  |432% | 422%
}rg%utlonal 12.4% 133% 8.0% 8.2% 9:8% ?Ejikl 380% | 286% | 213% 187% | 21.1%
;):\ée;;?;%\‘/estors 244% |327% | 406% | 369% | 440% }E%Utlonal 302% | 307% | 268% | 245% | 211%
7 Iz
Overseas Investors
: . ~ 112% 15.1% 238% 24.1% 28.5%
?EE)“LI 13% 3.8% 19% 2.4% 32% /B RAE
Retail 0.5% 2.7% 0.6% 0.7% 12%
Institutional /A
v 23.1% 28.9% 38.7% 34.5% 40.9% Institutional
/ prre 10.8% 12.4% 232% 23.4% 27.4%
Total
/1 B% 100% ;roAtaf_ll_ 100%
AR




What are the transaction purposes of investors in Hang Seng Index

Futures and Options”?

REERABERINERPENRZHEAM ?

The transaction purposes of investors in Hang Seng Index Futures
and Options are mainly pure trading, hedging and arbitrage.
Pure trading refers to trading for potential profit in anticipation
of a price movement of the underlying index. Hedging refers
to trading activities utilizing futures or options to reduce or
eliminate the market risk of an investment portfolio by
compensating for the effect of price fluctuations of the underlying
index. Arbitrage refers to trading activities taking risk-free or
near risk-free profit from price differentials between the cash
and derivatives markets.

According to the above survey in 2004 / 2005, the transaction
purposes of investors in Hang Seng Index Futures and Options
are as follows:

Hang Seng Index Futures: The main transaction purpose in
Hang Seng Index futures was pure trading, representing 53%
of the product’s total contract volume. The proportion of turnover
for hedging was 35%. The proportion of arbitrage was 12%.

Hang Seng Index Options: The proportion of pure trading for
Hang Seng Index options was 57%. The proportions for hedging
and arbitrage were 32% and 11% respectively.

Year 2004 / 2005 Transaction Purposes for Hang Seng Index Futures
2004 /2005 EIEAIEBIK X 5 AE

53.2% 34.9%

11.9%

REERMBLEEBHNERBENAERIEDMES - WHRE
g AEENSERRANTSERBNARMETRS » LRI
BEER - FPRIEREEEABE RN E B HE Y
BOEBEBEREMSROREASHTERER - EHRIERE
EFNARERTEERT S 2BNES  ETEBEUENERR
SESTE R

1R#E2004 / 2005FE L HiFE - REELESEEISSNE K%
RBMT

EEEHPE  BEREPENTIEXSARAMEE  HER
BRREBRS3%  ARETHNELER3S%  MEHWLENL
12%

1EEREIAE  EE RN EBLEWGS7% - MEREH
REHD HIE32%R11% °

Year 2004 / 2005 Transaction Purposes for Hang Seng Index Options
2004/ 2005F E B4 EHHER S AR

57.3% 31.8%

10.9%

Pure Trading Hedging Arbitrage Pure Trading Hedging Arbitrage
. MER . Him D =31 D MER . Eap D EE
Transaction Purposes for Hang Seng Index Futures and Options (2000 / 01 — 2004 / 05)
TEE IR B & R REAY 3 5 A& (2000 /01 - 2004 / 05)
Product / Ef Purpose / A& 2000/01 2001/02 2002 /03 2003 /04 2004 /05
/H;E"g fj&%&’gex Futures Pure Trading / S E & 77.9% 68.0% 61.5% 62.8% 53.2%
BX 18
Hedging / ¥ 8.5% 23.4% 28.2% 26.6% 39.4%
Arbitrage / 8 13.5% 8.7% 10.3% 10.6% 11.9%
Total / &5t 100%
Hang Seng Index Options ; = o 9 9 0 0
| B Pure Trading / 41 5 & 66.1% 40.9% 43.1% 47.6% 57.3%
BXE1E
Hedging / ¥t 16.1% 45.7% 45.3% 38.1% 31.8%
Arbitrage / 8 17.8% 13.4% 11.6% 14.3% 10.9%
Total / &5t 100%




Features of Using Hang Seng Index Futures

FERIEEIEBHIE SR

Hang Seng Index is commonly used as a benchmark of the Hong
Kong stock market and yardstick of portfolio performance. The
features of using Hang Seng Index Futures include the following:

Low capital outlay required

Investor is not required to pay for the full contract value, but
only a margin to maintain the position. The margin is only a
fraction of the contract value.

Low transaction cost

No stamp duty is required in Hang Seng Index Futures trading.

Low slippage cost
Good trading liquidity / order depth and tight bid / offer spreads.

Instant access

Exposure to the performance of a basket of major stocks in
Hong Kong with one trade in Hang Seng Index Futures only.

No hassle in short selling

Investor is free to long or short Hang Seng Index Futures
according to one’'s market view, without any regulatory restriction
on short selling.

Efficient order execution

Standardised futures contract provides orderly, transparent and
efficient markets.

Clearing house guarantee

The Clearing House acts as the counterparties of each trade.
Hence, counterparty risk can be reduced.
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Features of Using Hang Seng Index Options

FE B IR B REAVIS R

Hang Seng Index Options are extremely versatile investment
tools because of their unique risk and reward structures. The
features of using Hang Seng Index Options include:

Low capital outlay required

Hang Seng Index Call Options, with limited option premium,
can be a trading substitute of a basket of the major stocks in
the underlying index. Investor is only required to pay a margin
on the options.

Low transaction cost
No stamp duty is required in Hang Seng Index Options trading.

Low slippage cost

Efficient order execution with HKATS, market makers are available
to provide two-way quotes for maintaining trading liquidity.

Instant access

Exposure to the performance of a basket of major stocks
in Hong Kong once the underlying index level exceeds the
exercise level.

No hassle in short selling

Investor is free to short Hang Seng Index Options to capture
option premium, according to one’s market view, without any
regulatory restriction on short selling.

Limited risk for options holders

The maximum risk for options holders is the option premium
paid.

Options writers may capture the option
premium

Professional investors may find writing options useful in enhancing
their investment yields by capturing the option premium in the
time decay of options. Users should be aware of the potential
loss on the upside of the market in case of short call and
the potential loss on the downside of the market in case of
short put.

Flexibility in option trading strategies

Investors may use options in combination, i.e. call / put, different
exercise prices and expiry days, to capture trading opportunities
under different market conditions, including bullish, bearish,
volatile and stagnant markets.
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| everage Effects of Hang Seng Index Futures

EE RS REEER

The key feature of Hang Seng Index Futures is its leverage effect.
As trading Hang Seng Index Futures are on margin basis, leverage can
magnify the investment return in relation to the margin, if the price
moves in the anticipated direction. Conversely, leverage will also
magnify the losses relative to the margin, if the price moves in an
unfavourable direction.

For example, the margin requirement of Hang Seng Index Futures is
HK$48,200. At the Hang Seng Index level of 16,000 and the contract
multiplier HK$50 per index point, the contract value of Hang Seng Index
Futures is HK$800,000. The margin accounts for 6.0% of the contract
value only.

When index rises by 900 index points (5.6%), the investment return for
a Hang Seng Index Futures long position will be $45,000, equivalent
to 93% of the margin. Conversely, if the index moves down by 900
index points (5.6%), the loss will amount to 93% of the margin.

The above example illustrates how Hang Seng Index Futures may reduce
the capital outlay required for investors. However, one should bear
in mind that the investment size is still the contract value, i.e., $800,000
in the example above, but not the margin money, i.e. $48,200 in
this example.

Used diligently, the leverage effects make Hang Seng Index Futures
a capital-efficient instrument for directional trading or hedging
underlying stocks.

Analysis of Transaction Costs

R 5 R

Another key feature of Hang Seng Index Futures is that it is a cost-
effective instrument for trading, particularly for short-term or frequent
traders.

For example, at an index level of 16,000 and contract multiplier of HK$50,
the contract value of one Hang Seng Index Futures contract equals to
$800,000. Comparing the total transaction cost of trading one Hang
Seng Index Futures contract to the total transaction cost of a basket of
underlying stocks with equivalent value, i.e. $800,000, the following
analysis shows that the total transaction cost of trading one Hang Seng
Index Futures contract accounts for about 0.014% (one-sided) of the
traded value of the Hang Seng Index Futures, which is much lower than
the total transaction cost 0.360% (one-sided) in trading a basket of the
underlying stocks. Significant difference in total transaction cost comes
from the saving from stamp duty in trading a basket of underlying stocks.
The following table compares the transaction costs involved:

BEREHENEIERHMEHERNE  BEEEHMERUREET - 1
RPEERQEAMFAER  MEMTHNEEMS - ERERTURA
REARR - AR - MRMEERWBRSOEFRER - HHTHR
&M= - ERERTUBRKEENIEE °

B2 EEEEHENIREFERHA8,200/8 T » EIEBKF 16,0008 K&
HNFERHEHS0BT - BEEBHMENSHNEERS00,0008 T - #ERUE
BHERN6E% ©

EIEB 00052 8H (5.6%) - EAEBHERANRERER45,000/%
7T BREIREM93% o MR - MRIEBT BROO0ISEE: (5.6%) » &
5%93[%) °

UEBIFHBEEEBMETURIREENESTE BRREERER
i HENRERNARSHER - EULAFEI800,0008 T » TR
®E - B LG FH948,20058 7T

MREEER  FERERATAREEEEMER AT AT EERE TR
RES BEEFRMEHRETE -

Long Position on Hang Seng Index Futures / R4 E$I &R A

Return

[EE:]
100% |-
80% |-
60% |
40% |
20% |
0% |

+93%

20%
-40%
60%
-80% +5.6%

-100% L - n n
15,100 15,400 15,700 16,000 16,300 16,600 16,900

BAEBHENS —EAXERMRARSNE  FHHERREEREN
REEWRFH EREE -

2 ISHKTF16,000H KR EHNRES0ET - —RIEEREBHESHR
800,0007& 7t - 1H%I[ESEE (B1800,000/87T) —EFIEBM M RMNAER S
BAME » UTOMBEREE —RIEEEHBESHNBRZRAYE
0.014% (52) - BREE-EFHBEBRNRNARSKA0.360%
(BE2) AR - LRBXZRANERETERAEE - EFHBEREFTEL
B > TRUEBEERSHER —EFHERESER DRI RN ZEA

Hang Seng Index Futures

A basket of Hang Seng Index constituent stocks

/TEEEBHE | —EEFIEERBA M
Value / {&{& HK$800,000 HK$800,000
Transaction Costs / & 8 B4 Exchange Fee / X 5 Fr& A HK$10.0 Trading Fee / X 5 & 0.005%
Commission Levy** / B & & HK$1.0 Transaction Levy** / X 5 & 0.005%
Stamp Duty / ENTE%: 0.100%
Total / &5 HK$11.0 Total / &5t 0.11%
Brokerage Commission (assumed)* / 421 & (1R &% HK$100 0.25%
Total Amount (HK$) / & &t HK$111 HK$2,880
Percentage to Value / {h{BEE 7 Lk 0.014% 0.360%

* Brokerage Commissions are negotiable.
BrRmeEE

** The Hong Kong SAR Government has announced a plan to reduce the Commission Levy and Transaction Levy by 20% in 2006.
FBREBE2006FEEM B RESHUBE RS BEBEK20%



Hang Seng Index
(EREEE

The Hang Seng Index is commonly used as a benchmark of Hong
Kong stock market, widely used by investors to gauge their
investment performance, and is one of the best known indices
in Asia.

Since its introduction on 24 November 1969, regular adjustments
of Hang Seng Index constituent stocks have been made to reflect
the importance of different industry sectors and to keep track
of the closer economic ties between Hong Kong and Mainland
China. Despite the enormous growth in the Hong Kong stock
market over the years, the Hang Seng Index has been considered
as an effective tool to track the overall performance of the Hong
Kong stock market. The following chart reveals the growth in
the market capitalization of Hang Seng Index underlying stocks
over the last 20 years:

BEEE-—REERTERTREZLNESR  tRENERNH
hEAZEEMEREEEZERAGERERENIA -

BAREBE 196951124 RIEHLUR - HENRET SERME
HREE > URRETEZEHERMEREBETE AL A BER
HRERE - EERETSHELE  BEEHEARERRE
BRTHRR - TERNMEEEERORBA20FNHEER :

Hang Seng Index Market Capitalisation (1986 - 2006*)
B EBHE (1986 - 2006*)

HKS$ Billion
B (HE)

6,000

5,000 |~

4,000 |~

3,000 |~

2,000 |~

1,000 |~

1986
1987
1988
1989
1990
1991
1992
1993
1994

Source of information: HSI Services Ltd.

ERE - EEREERAR

1995

1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006*

* Up to 31 Mar 2006
HZE200653A31H

The following table compares the long term index performances of major indices in the last 20 years:

TREBBE0FFTEEHNRARE :

Index / &8 Return ( Jan 1986 - Dec 2005) / E1%& (19864 1A - 2005512 F)
Hang Seng Index / B4 5 8 738.4%
Dow Jones Industrial Average / 13 #f T ¥ F 19158 597.0%
S&P 500 / &L H5005 2 495.6%
FTSE 100 / E 100458 395.6%
DAX / DAXIBEL 293.5%
Nikkei 225/ H#£8225158 22.6%

Source of information: Bloomberg L.P.
R - ZEEH



The Hang Seng Index, a market capitalisation-weighted index
(shares outstanding multiplied by stock prices), consists of the
33 constituent stocks. These stocks account for about 60 per
cent of the total market capitalisation of all stocks listed on the
Stock Exchange of Hong Kong Limited (SEHK), a wholly-owned
subsidiary of HKEx. The 33 constituent stocks are grouped under
Commerce and Industry, Finance, Properties and Utilities sectors.

The following table* illustrates the changes in the industrial
composition of Hang Seng Index in the last 4 years:
TR EREEIREBEAFNITELERNNE ¢

Index / 5% 2005 2004 2003 2002

Hang Seng Index o
/ fE A fER 100%

Finance Sub-index

| GRS IRIRE

Utilities Sub-index o o o o
PN T 6.0% 6.2% 5.7% 7.3%

38.4% 42.6% 44.8% 39.9%

Properties Sub-index

/ WS RIS

Commerce & Industry
Sub-index

| TEEEES

11.0% 12.1% 1.2% 12.3%

44.6% 39.1% 38.3% 40.5%

The Hang Seng Index tracks the up and down of the Hong Kong
equity market. In terms of price earning ratio and dividend yield
of the Hang Seng Index, they showed the cyclical nature of the
underlying stocks in the last 20 years.

Weighted Average Dividend Yield for Hang Seng Index*
TEERYNE T E R R
6%

5% —

4%—

3%

2%

T T T T T T T
86 87 8 89 90 91 92 93 94 95 96 97 98 99 00 01 02 03 04 05 06

* Source of information: HSI Services Ltd.
HHAR : BIEREERAA

BARHLUNEE AR T EEFE (BB TRERURE) @ ZER
HE=T=ER0RKR  ARATELEEERZMZENBARER
BEXZAARDR (B FELTROBHERYNEN 2
T RETZERORAIBAIE - 28  HERAASEN
BiT%ER -

2005 Industrial Coverage of Hang Seng Index*
20051 EBMITRE S E

Commerce & Industry Sub-index
TIE¥ESRIER
44.6%

Finance Sub-index
MO EIEH
38.4%

e

Utilities Sub-index
DNABEDBIEH

Pi i -
roperties Sub-index 6.0%
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Selection Criteria of Hang Seng Index Constituent Stocks

B R B IR PR A

The Hang Seng Index is compiled, published and managed by
HSI Services Limited. According to HSI Services Ltd, the selection
criteria of the Hang Seng Index underlying stocks are as follows:

Companies with a primary listing on the Main Board of the SEHK
are eligible as constituents. For Mainland enterprises that have
an H-share listing in Hong Kong, only those that meet one of
the following conditions will be eligible for inclusion (Note:
Eligible H-share companies would be expected to enter the stock
universe for the Hang Seng Index review by the end of August
2006):

1. The H-share company has 100% of its ordinary share capital
in the form of H-shares which are listed on the SEHK;

2.The H-share company has completed the process of share
reform, with the result that there is no unlisted share capital
in the company; or

3.For new H-share IPOs, the company has no unlisted share
capital.

To be eligible for selection, a company:

e must be among those companies that constitute the top 90%
of the total market value of all eligible shares listed on the
SEHK (market value is expressed as an average of the past
12 months);

e must be among those companies that constitute the top 90%
of the total turnover of all eligible shares listed on the SEHK
(turnover is aggregated and individually assessed for eight
quarterly sub-periods for the past 24 months); or

e should normally have a listing history of 24 months or meet
the requirements of the following Guidelines.

Guidelines for Handling Large-cap Stocks Listed for Less
than 24 Months

For a newly listed large-cap stock, the minimum listing time
required for inclusion in the stock universe for Hang Seng Index
review is as follows:

Average Market Value Rank at Time of Review Minimum Listing History

Top 5 3 Months
6-15 6 Months
16 - 20 12 Months
21-25 18 Months
Below 25 24 Months

To be eligible for selection, a company will be assessed
according to:

¢ the market value and turnover ranking of the companies;

e the representation of the sub-sectors within the HSI directly
reflecting that of the market; and

e the financial performance of the companies.

For details and the most updated information, please visit HSI
Services Limited website (http://www.hsi.com.hk).
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Changes in Hang Seng Index Constituent stocks in the last 20 years*:

BE20F 184 I MRS IR VR

6 May 1986 / 19865556 H

6 May 1996 / 19965556 H

6 May 2006 / 200655856 H

Bank of East Asia / BREzERIT
Cheung Kong/ RIIE#%

China Light / REEE H

East Asia Nav / T MM

Green Island Cement / & M3
Hang Lung Development / {8 3 &
Hang Seng Bank / {84 81T
Henderson Land / [ & &

HK & China Gas / BB FEHR
HK & Shanghai Hotels / K&
HK Aircraft / 78# T2

HK Bank / B2 $R1T

HK Electric / E#H B8

HK Land / B8 & it

HK Realty 'A' / EBEFEA

HK Telephone / EH&E &

HK Wharf / B L BER &

HK Yaumati / & i ith
HK-TVB/ BB ER

Hutchison Whampoa / 3T &35
Hysan Development / #1EH 2
Jardine Matheson / 14

Jardine Securities / 14 FgE
Kowloon Motor Bus / LBEE £+
Miramar / EEZEBE

New World Development / $f tit 52 2% R
Sun Hung Kai Properties / $7/6 & ith &
Stelux Holdings / X B %
Swire Pacific 'A'/ REFT A
Tai Cheung / K EthiE

Wing On Co. /K& AT

Winsor Industrial / FEBt B %
World Int'l / [ 22 B p2

Amoy Properties / KB %

Bank of East Asia / RIzER1T
Cathay Pacific Airways / BlZ=fn 22
Cheung Kong / RIIB %

China Light / FEE H

CITIC Pacific/ FIS&RE

Great Eagle Holdings / EE 58
Guangdong Investment / Bi§2 &
Hang Lung Development / {8 3 &
Hang Seng Bank / {84 4R1T
Henderson Land / {8 &1t &

HK & China Gas / EHFREER
HK & Shanghai Hotels / AGE &

HK Aircraft / B# T2

HK Electric / HHEE &

HK Telephone / & #E &
Hopewell Holdings / &M B %
HSBC Holdings plc / L5 4%
Hutchison Whampoa / MiC &3
Hysan Development / ZS{E 2
Johnson Electric / 2 2 S#
Miramar / =B EBEE

New World Development / #itt 58 /&
Oriental Press / B J7 ¥Rk %

SCMP (Holdings) / Fa % 25§
Shangri-La Asia / & EH1

Sun Hung Kai Properties / $ B E thE
Shun Tak Holdings / S5 E

Sino Land / 5B %

Swire Pacific ‘A" / K 3¥4T A’
TVB/ BRERE

Wharf (Holdings) / TEER & E
Wheelock / &1E&

Bank of East Asia / BRIz$R1T

BOC Hong Kong / iR &
Cathay Pacific Airways / BlZ=Rn 22
Cheung Kong / RIIB#

China Merchants Holdings / 1873 R B
China Mobile / FEIR &

China Netcom / FEI#RE

China Resources / Z M Al%
China Unicom / R E]E#3E

CITIC Pacific/ FISHRE

CKI Holdings / RTE#ZEM

CLP Holdings / R &%

CNOOC / HEIS ¥ A

COSCO Pacific / REAF¥
Esprit Holdings / BEERER

Hang Lung Properties / 1EF ith &
Hang Seng Bank / 1B44R1T
Henderson Land / fE &t &

HK & China Gas / BBHERR
HK Electric / 8B

HSBC Holdings plc / EL 2%
Hutchison Whampoa / 30 &3/
Johnson Electric / {2 2 S#
Lenovo Group / B¢A8 5 E

Li & Fung / &

MTR / #8822 5]

New World Development / $fttt 5 2% 2
PCCW / BHER

Sun Hung Kai Properties / #8E tth &
Sino Land / 5 FIE %

Swire Pacific ‘A" / K& 3¥4T A’
Wharf (Holdings) / TlEE R £ E
VYue Yuen Industrial / ¥ T £ E

Key Statistics
FEGTEIE

Year / E 4 Hang Seng Index Futures Hang Seng Index Options Hang Seng Index PE Ratio® Dividend
REE [ BRI levelt | /wREE" | Yield (%)
Average Daily Volume | Year-end Open Interest | Average Daily Volume | Year-end Open Interest /EEIRBKF I BE (%)
(Contracts) (Contracts) (Contracts) (Contracts)
/FHBHEBZE 1 ERKRFREH /| FHBGHRXE | ERRFREH
(&HRB) (BHIRED) (B HIRE) (BHIRED)
1986 4,825 14,728 - - 2568.30 19.04 273
1987 14,680 1,199 2302.75 12.15 3.51
1988 565 1,163 2687.44 1251 3.90
1989 959 2,031 2836.57 11.19 4.54
1990 952 2,508 3024.55 9.96 5.04
1991 2,013 3,075 4297.33 13.11 4.04
1992 4,356 14,212 - - 5512.39 14.23 3.64
1993 9,702 26,888 1,426 17,702 11888.39 22.64 1.97
1994 16,906 38,008 2,446 15,979 8191.04 13.16 3.38
1995 18,407 33,585 2,614 20,175 10073.39 14.19 3.19
1996 18,699 38,524 4,393 56,841 13451.45 17.3 2.60
1997 26,313 58,835 4,683 33,013 10722.76 12.29 3.73
1998 28,390 37,571 3,253 33,547 10048.58 12.36 3.53
1999 20,991 31,414 2,922 24,120 16962.10 27.88 1.90
2000 16,288 31,246 2,203 10,519 15095.53 12.74 1.84
2001 18,220 33,138 2,965 29,741 11397.21 15.06 2.65
2002 19,602 48,469 4,369 66,813 9321.29 15.45 3.38
2003 27,588 91,941 8,596 72,469 12575.94 19.82 3.02
2004 34,824 125,860 8,215 76,444 14230.14 19.96 291
2005 40,205 98,211 12,462 192,069 14876.43 15.24 3.30
2006* 46,638 116,606 14,287 194,359 15805.04 12.72 3.48

* As of 31 March 2006
Z2006%3A31H

# Source of information: HS| Services Ltd.
EIMRR - BEREERAR



How to Obtain More Information of Hang Seng Index
Futures and Options
MAFREZEEEHRERPENEN

Investors who would like to enhance the knowledge in Hang REFEMEDEGEEYBERBENTEZ  TUEEBRXZ M
Seng Index Futures and Options may access to more information Wk EBRSEHEN  BEERER  RI[ARREEHRS -
from HKEx’s website, including product trading information,

trading statistics and investor education etc.

Item/IHE Information of Hang Seng Index Futures and Options Available from HKEx’s Website
[ BEEX ZHEN LR RS REE R (R EER)
Product Information / & #} Risk Disclosure / BB TR 3L

http:/Avww.hkex.com.hk/prod/riskdiscl/risk.htm

Contract Information / &#I& %t
http:/Avww.hkex.com.hk/prod/hsifo/hsifo.htm

Trading Calendar / X 5 A&
http:/Avww.hkex.com.hk/prod/riskdiscl/risk.htm

Client Margin Table / & Fi#z& &
http:/Avww.hkex.com.hk/tradinfo/futuresmargin/FOmargin.htm

Market Maker List / $2R B E
http:/Avww.hkex.com.hk/expartlst/hkfe/RTlist_equityindex.htm

Product Information Sheet / 7 G & $1
http:/Avww.hkex.com.hk/prod/hsifo/hangseng. pdf

Data and Statistics / #i 5t R#1% Daily Market Report / & B T 53R &
http:/Amww.hkex.com.hk/futures/futuresdayrpt/dmreport.asp

Quarter Market Report / iT#5Z R
http:/Amww.hkex.com.hk/data/gtrpt/grstat.htm

Information Vendors and Access Codes / &1 {HFERT & (L5
http:/Avww.hkex.com.hk/vendorivenlist/hkfeinfovendors.htm

Investors’ Education / ## EH# & Weekly Newspaper Articles(Chinese Only) / & B 35570 (|F 32 hfR)
http:/Amww.hkex.com.hk/invedu/weekartAveeklynews_c.htm

Hang Seng Index Options Investors’ Gallery / {84 5 BIHIES E A U4
http:/Avww.hkex.com.hk/invedu/invgallery/main_index.htm

Options Pricing Calculator / EiEETE#
http:/Amww.hkex.com.hk/invedu/invgallery/SCORE/english/part4_0.html

For updated Hang Seng Index levels, weighting of constituent stocks and other information, please refer to the website of HSI Services Ltd. at: http://www.hsi.com.hk

BREEEMNEH KT  RORCERAMBIERER  T2EEERBEBRDTOLE © http//www.hsi.com.hk



Hong Kong Exchanges and Clearing Limited

12/F One International Finance Centre, 1 Harbour View Street, Central, Hong Kong
Tel: (852) 2522 1122

Fax: (852) 2295 3106

Website: www.hkex.com.hk

E-mail: info@hkex.com.hk
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