Risk Disclosures Statement for Investing in Bonds
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Interest Rate Risk 41 & *&

Interest rate risk is often the major factor influencing a bond's market price and total return. The market prices of most
bonds move in the opposite direction of a change in interest rates. If the general consensus among bond investors is that
the rate of inflation will increase in the future, lowering the purchasing power of the currency, then the investor will
demand a higher return for investing in a bond. The result being that newly issued bonds will pay higher interest rates to
compensate the investor for this expected loss of purchasing power, and the price on bonds currently trading in the
market will decrease, which effectively increases the return to the prospective purchaser of the bond without changing the
coupon payment. The longer the time to a bond’s maturity, the greater it’s interest rate risk.
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Reinvestment Risk £ 3£ F B *&

Reinvestment risk is related to interest rate risk, but has the opposite effect on a bond's performance. Reinvestment risk
refers to the risk that the rate at which coupon and principal cash flows from a bond are reinvested will be lower than the
expected rate in effect when the bond was purchased. Reinvestment risk increases for bonds with longer maturities and
higher coupon payments, and decreases for bonds with shorter maturities and lower coupon rates.
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Credit Risk % § & *&

Credit risk is the risk that the issuer of a bond will be unable to make the coupon and principal payments specified for a
given bond. This risk is the risk that most investors focus on when purchasing bonds, but it usually has less of an effect on
returns than some of the other risks, namely interest rate risk or call risk. As the credit risk of a bond increases, any
changes to that perceived credit risk tend to have an increased impact on a bond's price. The credit risk of high yield bond,
is significant and therefore a change in the credit quality of an issuer of high yield bonds will be apt to have a significant

impact on the bonds.
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Call Risk ff ¥ b *&

Many corporate bonds are callable. Callable bonds have call provisions, which allow the bond issuer to purchase the
bond back from the bondholders and retire the issue. This is usually done when interest rates have fallen substantially
since the issue date. Call provisions allow the issuer to retire the old, high-rate bonds and sell low-rate bonds in a bid to
lower debt costs.
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Liquidity Risk i# b *&
Bond market is considerable thinner than stock market, means secondary market for bond trading is limited. Thin
market indicates low liquidity and it may be impossible for investor to liquidate existing holdings. Low interest in a

particular bond issue can lead to substantial price volatility and possibly have an adverse impact on investor’s total

return.
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Inflation Risk i %= k *&

Inflation Risk is the risk that the rate of price increases in the economy deteriorates the returns associated with the bonds.
This has the greatest effect on fixed bonds, which have a set interest rate from inception. The interest rates of floating-rate
bonds are adjusted periodically to match inflation rates, limiting investors' exposure to inflation risk.
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Currency Risk B % & *&

An investor is exposed to currency risk if a bond is denominated in a currency other than his home currency. If the value

of the currency in which the bond is denominated decreases in value relative to the investor's home currency, the investor

will receive smaller interest and principal payments than were expected. The investor is also exposed to the interest rate

risk and market risk that is present in the foreign market where the investment takes place.
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Event Risk % © b *%&
Event risk refers to the possibility that there may be a single event or circumstance that could have a major effect on the
ability of an issuer to repay a bond obligation. This could be a bond’s issuer undertakes a leveraged buyout, debt

restructuring, merger or re-capitalization that increases its debt load, causing its bonds’ values to fall, or interferes with
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http://www.investopedia.com/terms/c/callablebond.asp
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http://www.investopedia.com/terms/f/fixed-incomesecurity.asp

its ability to make timely payments of interest and principal. Event risk can also occur due to natural disaster or
industrial accidents or regulatory change.
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CUSTOMER DECLARATION AND ACKNOWLEDGEMENT % = &P 2 &3

I/We hereby acknowledge that Bonds is one of the products categorized under the definitions of Securities pursuant to
the Client’s Master Agreement (the “Agreement”) which is/are duly executed by me/us and that all terms and
conditions stipulated on the Agreement are fully acknowledged, accepted by and binding upon me/us. I/We hereby
declare that I/we have full understanding and knowledge of the Bonds products information supplied by Huatai and
I/we further declare that any investment decision on bonds trading or any transactions in relation thereof (“Transaction”)

executed through Huatai by me/us is/are solely my/our investment decision.
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It is hereby acknowledged that I/we have been given the opportunity to ask questions and take independent advice in
relation to the risks associated with the Bonds investment as set out herein, which have been provided in to me/us in
the language chosen by me/us, the agreed language of communication. It is further acknowledged that the risk
disclosure statements set out herein are not intended as a substitute for actually becoming reliably and adequately
informed as regards any specific Transaction contemplated and that I/we shall accordingly be responsible for any
Transaction which l/we ultimately choose to enter into or execute or which is entered into or executed on my/our
behalf by Huatai.
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Declared and Acknowledged by Client
LUEP 2 RR
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Name 4+ %
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