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HKEx
Stock Options Market Landscape amwm

Hong Kong possesses a well-structured stock options market of :

Active Trading Market Environment
- Average daily volume of 230,000 contracts in 2012

Heterogeneous Market Participation
- Over 80 Participants consisting of local and international brokerages, serving
clients range of retail, corporate, banks and funds

Wide Product Breadth & Design

- 65 option classes in 20 industries
- 230 series per class on average

Liquidity Provision
- Effective, systematic market making system
- Two types of market makers

(a) Quote Request Market Makers (QRMM)
(b) Continuous Quote Market Makers (CQMM)



Growth of Trading Volume since 2002

» Growth of stock options surpassed that of the cash market in the period
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Heterogeneous Market Participation

» Increasing market participation from retail and institutions

» Options Trading Participants increased from 51 to 87 (up 71%) in 5 years
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Product Breadth & Design

: : : : et Industri
» Continuously introduce new option el Coverage "
classes according to market interest and > Hotels, Casinos &
. . . ISU 1
change in macroeconomic environment

| | » Construction
Hotels, Casinos & Leisure Facilities:
Sands China, Galaxy Entertainment, 13? ?nfjtl?sctl:fes ~Insurance
IT-Software & Services: - Iznzditstfiss »>Coal
Tencent Holdings > Metals
A-Shares ETF:
CSOP FTSE China A50 ETF >Mining

iShares FTSE A50 China Index ETF > Software & Services

W.I.S.E. CSI 300 China Tracker = 2002 AN
ChinaAMC CSI 300 Index ETF = Additions Since 2002~ RQFIETF
> Broad selection in strikes & contract
months

2002: 80 series per class on average
Present: 230 series per class now on average (~3x times)

» Enhancement in liquidity provision

QRMM - Shorten response time with longer holding time
CQMM - Increase quote provision series per option class
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Why Revamp Now?

Market Environment

The market has growing interest in option linked products versus
caution about counterparty risk (even between banks / corporates)

More stringent regulatory environment has led to increased demand for
higher product and price transparency

Sales procedures for investment products are getting more complicated



Why Revamp Now?

Value Proposition: Listed Stocks Options on HKEX

HKEX acts as a Central Counter Party (CCP) to mitigate counter party
risk

Listed stock options are trading on a highly visible and transparent
platform

Availability of secondary market provides accessible mark-to-market
information for better valuation and risk management

Investors are able to use the HKEX listed options platform to execute
yield-enhancing strategies
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Key Objectives of the Revamp

1. Reduce Trading Fee <

2. Increase Price Visibility <

3. Enhance Tradability

> Improve Micro-infrastructure
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Reduce Trading Fee by Tier Review

- Maintain competitiveness along with OTC trading market

Contract Value (HKD)
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» 26 classes will have a trading fee reduction ranging from
50% to 83%
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Introduction of Primary Market Maker
Programme (PMM)

« To expand coverage of stock options price quotation
* Pilot scheme
- 5 PMM permits in each eligible classes maximum

- On 5 selected classes
HSBC Holdings Plc, CNOOC Limited, China Mobile Limited,

AlA Group Limited, China Life Insurance Company Limited
 Next step
- To expand coverage to more classes when the market is ready after
HKATS upgrade to Genium INET Platform

COMM RMM PMM Enhancement

n -
c| » Series :
g Covered 24 120 5 Times
CG ..
jay > Provision 50% > 80% Up 60%
S Time
Bl > Response 50% > 80% Up 60%

Rate
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Before Introduction of Primary Market @%5%
Maker Programme (PMM)
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After Introduction of Primary Market @%&%
Maker Programme (PMM)
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Price Dissemination Promotion

Promotion Scheme

HKEX will waive subscriber fee of top price level for real time stock option
prices* for one year

Benefit

* Brokers: Ability to expand customer base by freely disseminating
stock option prices on corporate websites through
HKEX licensed information vendor

 Investors: To view market data for free and more easily on
broker or information vendor website

*top price level provided on a snapshot basis (including bid/ask price and
volume, high/low, traded price and volume)
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Stock Options Corner

Beginners
» Access to product information, educational materials include
publications and videos

Current investors of stock options
» Offers stock options analytical and risk management tools

Brokers
» Can be used as a selling tool and for client education

Interested parties starting stock options business
» Procedures, checklists, resources required, time frame

17
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Introduction of 4th Expiry Month

> Introduction of 4th Expiry Month

* Expanding contract selection to 7 expiry months

 To ensure availability of at least 3-month maturity for trading
(which is common in OTC market)

Stock Option
Class
- IOCTII IJANIIFEBI
DEC MAR

Current: Spot  2nd 1st Qtr 2nd Qtr 3rd Qtr

New Addition: 4th
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Reduce Minimum Trading Spread

» Reduce Minimum Trading Spread

 To improve trading efficiency in terms of spread cost

* Reduce minimum trading spreads to 1/1000 dollar ($0.001)
for selected options with low-priced underlying stocks

Underlying  Option Price Spread Spread %
Price (5% premium)
HSBC $80 $4.00 $0.01 0.25%
Bank of China $4 $0.20 $0.01 5.0%
P 4 $0.20 $0.001 0.5%

(After Reduction)
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Timeline

3. Enhance Tradability 2 May 2013

> Improve Micro-

infrastructure Q4, 2013

(after HKATS upgrade to
Genium INET Platform)

Objective Initiative Implementation
N—
Q2, 2013
2. Increase Price Visibility < 2 May 2013
20 March 2013
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Benefits to Stakeholders

Investors
- Price Transparency

- Yield - Low cost
Enhancement (Lowered Fee/

Spread Reduction)

- Market Data

- Better risk
management and
volatility information

- Lower cost for
proprietary
trading

- More choices
(4™ Month)

- More business,
expand customer
base (Fee Reduction)

- Better educational tools

- Easier to trade
(Stock Options Corner)

(PMM)

- Easier execution
(Spread Reduction)

_ - Additional selling
Public and educational

tools

Brokers
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HKEx Stock Options Corner B a9
www.hkex.com.hk/stockoptions

25

Website Search Stock Quote Search ENG | %8 | #iE | Mobile

Search E Stock Code E

Advanced Search @ Stock Code ) Company Name Contact | FAQ | Site Map |

Listing Produ
WERETE] Sen

Market Ru
Operations Regulations

About
tations HKEx

Stock Options

Updated: 20/03/2013

Securities Products

Derivatives Products

i : The HKEx stock options corner aims to provide investors with a comprehensive platform gy
Clearing Senices to obtain Hong Kong stock options information. Beginners can refer to Options ABC 1 ormions
and Options Strategies to learn about the basics of stock options. More advanced
Data Products : : 2 :
investors can use Options/Warrants Calculator and Portfolio Analyser to estimate Introd ucto
|lssuer Services theoretical values of options. Investors can also search for stock options and view top ry
ten traded options series and options prices in a user- friendly way. V'd Y
Hosting Senices : l eo Ha g8 -
¥ Stock Options Search Press to view
* Top 10 Traded Stock Option Series
¥ Publications i
£ BE
* Options Tools ’mt

* Options Education ERREE=Wal
Trading Information

¥ Market Maker Information
' Statistics

* Stock Options Circulars

Frequently Asked Questions

Setting up a Stock Options Business (Coming soon) HKE: STOCK OPTIONS

Stock Options Information Dissemination (Coming soon)
§ o
Site Map . ODUC
IGUIDE TO THE
STOCK OPTIONS
" CORNER

Press here to download |
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HKEx Stock Options Corner By s @mm
Over 10 New Options Tools

Highlights:
Beginners Current Investors Brokers
Learning Tools Analytical Tools Practical trading tools
* Provide education » Provide analytical and « Provide trading
materials risk management tools information
* Provide product  Provide information on
information setting up stock options
business
* Options ABC » Options/Warrants » Stock Options Search
 Educational video Calculator » Stock Option Detalils
* Volatility comparison
charts
» Portfolio analyser  Gross margin estimator

* Price/volatility matrices  Margin data search

Aims to cover all kinds of users and investors
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Facebook game

25 March - 24 April
Sponsored by HKEX

V\t/atckh 6 \t/_ldeoi to tels:.jyour e—
stock options knowledge - =
P 9 EERE=
1S PR 2 3 ek
. . (] =}
More than 30 prizes to be given AR Skl
in C | u d in g smairt p h ones ! BREARAEASNERTETERETRA - SENE RO REERCESNRERIRG -

HHREEEERREVHEN - BREBCRFEARNIER -

www.facebook.com/ X0 xxx

BlEREGR

92 i 5%
iPad” mini wifi 18Bh (= #e0)
iPod nano® (s )

BENEHERD

iPhone” 5 White 18Bh (@i #20)
iPod Touch® (smmen . son)
iPad shuffle® (swmion . o)
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Our support and services to brokers
and public

Free Publications and Seminars

i | BB IR
T &S

HKEx STOCK OPTIONS @

Introductory Guide to the Stock Options Comer
sngm

HEE. 3TOCK OPTIONS
@  Leverace Your
H&k  INVESTMENT POWER

January 2013 Highlights \ - ;

Stock options market started the year with an increase: of 88% n terms of total notional traded as. \
Gompared to Dec 2012 Options of two RQFI| ETF [HKD counter) commenced trading on 28" January, s ' OCI(
namely CSOP FTSE China AS0 ETF (2822/CSA) and ChinaAMC CSI 300 Index ETF (3188/AMC]. \

traded 2,150 and 2.017 contracts per day respeciively, representing a total of HK$1.3 billion noticnal. OPTION s

Trade Overview Top Open Interest®

mChg  %CME gpuon Cals PuE  Totsl Cogwew
Traded Mom oY ChinaMoble  7.564 6539 14183 +1a2%
Notional (HKD)  1S3S77mm  +830%  +311%  nspg 3650 5D TS0 +1ME V E R A G E Yo U R
PrEmium (HKD)  4,431Mm  +837%  S350% AR 4055 458 BE2S 2%
contracts EEmMm S02%  43TT% Tencen 1626 2413 SE % L E

Cumert numper of slock options: €5 PG AN 225 230 4568 +125%
ot v st 31 \ W T M
Trade Distribution® Trade vs Open Interest I N V
s Ceriral Drer Book s Black Traces —— 01, 7
! w R E
7

G
kafOCkOptIOHSJ el

fies BEiE
Most Traded Options Do You Know?
= Central Order ok @ Block Trades @
A I Is nof unusual when there Is no bid / offer on the
Lol ‘soreen. Scme market makers opt for making market In
e L P b quie reqesis You ey tegn wih
mgwgn?lnmmmggmg
;g maw making Te quote request, you may conmtact
broker o reach HKEx derivalives oparations hotfine for
15,000 Turmer assstance.

o |

T A HER P TeH WL D0 SHE X )




Q&A
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END

Risks of Trading Futures and Options
Futures and options involve a high degree of risk. Losses from futures and options trading can exceed your initial

margin funds and you may be required to pay additional margin funds on short notice. Failure to do so may result in
your position being liquidated and you being liable for any resulting deficit. You must therefore understand the risks of
trading in futures and options and should assess whether they are right for you. You are encouraged to consult a broker
or financial adviser on your suitability for futures and options trading in light of your financial position and investment

objectives before trading.
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