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1 Introduction

This document outlines the formulas for the calculation of Strategy Indexes in the Hang Seng Family
of Indexes.

Please read this Strategy Index Methodology General Guide in conjunction with the individual index
methodology, as well as other index guides and policies which are published on our website.

¢ Index Methodology General Guide
¢ Index Operation Guide

o Key Terms Definitions

¢ Index Design Review Policy

¢ Index Consultation Policy

¢ Index Termination Policy

o Potential Limitation on Index Usage
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Hang Seng Indexes Company Ltd (“HSIL”)

HSIL is responsible for conducting regular reviews according to the Index Methodology.

HSIL is responsible for monitoring company announcements and making ad hoc proposals if
constituent changes between the regular reviews are needed.

HSIL is responsible for seeking the HSIL Index Governance Committee’s endorsement of any special
action in cases where, due to exceptional circumstances, an index review is not conducted according
to the Index Methodology.

HSIL is responsible for seeking the HSIL Index Governance Committee’s endorsement of changes to
the Index Methodology.

HSI Advisory Committee

When a change to the index methodology is considered material, i.e. affecting the principles/ objectives
of the index construction; or resulting changes in the rules impacting the index universe, constituent
selection and their weightings, as per agreement by the HSIL Index Governance Committee, it will be
brought to the HSI Advisory Committee for advice.



B4 15 &

HANG SENG INDEXES

Futures Indexes

3.1 Overview

3.1.1 Futures Indexes aim to reflect the performance of a portfolio which holds the spot month futures
contract and perform rolling on a monthly basis. The Rolling takes place in the rolling schedule
as specified by the individual index.

3.2 Calculation of Futures Indexes

3.2.1 The formula of the Futures Indexes is set out below:

Index; = Index;_; X (1 + Ry) (FUT.1)
where
t, t-1 = Current and previous index calculation days respectively

R; Return of the Futures Index on day t

3.2.2 Whentis a Non-Rolling Day other than the Last Trading Date of the Spot Month Contract:

The index holds only the spot month contract. The return of the Futures Indexes is calculated
from the price change of spot month contracts:

_ Psy
Pst—1

R, -1 (FUT.2)

3.2.3 Whentis the Last Trading Date of the Spot Month Contract:

The index holds only the next month contract. The return of the Futures Indexes is calculated
from the price change of next month contracts:

Pyt
R,=—>—1
YT Pyt (FUT.3)
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3.2.4 When tis a Rolling Day:

The index holds both the spot month contract and next month contract. The return of the
Futures Indexes is calculated from:

a) the price change of spot month contracts;
b) the price change of next month contracts; and
¢) the gain/ loss from rolling the spot month contracts to the next month contracts

The Futures Indexes assume that the rolling of futures contract is carried on throughout the
whole day using the Volume Weighted Average Price (“WWAP”). The rolling gain / loss is
reflected by the number of contracts to be rolled and the difference in VWAP of the spot and
next month futures contracts.

_ Poe X Wst + Pyt X Wit + (P vwapt — Puvwar,) X Wre

Re = Pst-1 X Wst g + Pye-1 X Wy ! (FUT.4)
where

R¢ = Return of futures index on day t

Ps¢ = Price of spot month futures contract on day t

Pyt = Price of next month futures contract on day t

Ps ywapt = Volume Weighted Average Price of spot month futures contract on day t

Py vware = Volume Weighted Average Price of next month futures contract on day t

Ws ¢ = Weight of number of spot month futures contract on day t
Wit = Weight of number of next month futures contract on day t
WRt = Weight of number of contracts to be rolled on day t
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3 Futures Indexes

3.3 Calculation of Futures FX Indexes

Futures FX Indexes includes FX return for the initial cash outlay of a funded investment in a
foreign currency, with the assumption that the margin value of holding the futures contracts is
zero.

3.3.1 The return of the Futures FX Indexes is calculated from:
a) the price change of spot month contracts;
b) the price change of next month contracts;
c) the gain/loss arising from rolling the spot month contracts to the next month contracts; and
d) the change in value of the FX rate

3.3.2 The formula of the Futures FX Indexes is set out below:

Index; = Index;_; X (1 + R(+CRy) (FUT.5)
where
CR, = e 4
FX—1
t,t-1 = Current and previous index calculation days respectively

Index; = The index level of the Futures FX index on day t

R; = Return of the Futures Index on day t; Refer to Section “Calculation of Futures
Indexes”

FX, = Spot FX rate in terms of units of index currency per unit of foreign currency on
dayt
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Covered Call Indexes

4.1 Overview

4.1.1 Covered Call Indexes aim to replicate the performance of a portfolio which holds a long position
in the underlying index and writes call options on the underlying index on regular basis. Monthly
and weekly call options are used for monthly and weekly Covered Call Indexes respectively.

4.1.2 Option premiums are reinvested into the strategy for Price Return Version of the Covered Call
Indexes, while for Net Total Return Version both option premiums and dividends are reinvested.

4.1.3 With respect to the coverage ratio of option to index positions at each option rolling, two types
of Covered Call Indexes are available, namely the Fixed Coverage Ratio Covered Call Index
which uses a pre-specified coverage ratio, and the Target Premium Covered Call Index in which
the number of options to write is determined so as to aim for a target premium vyield.
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4.2 Calculation of Covered Call Indexes
4.2.1 The formulas for the Price Return Version and the Net Total Return Version are set out below:

Price Return:

PI, — AdjR X C
Index, = Index,_; X < t JRte(r) * Ct >

Ple—; — AdjRee(r) X Ctg (CVC.1)

Net Total Return:
Plt - Ad]Rte(t) X Ct )
Index; = Index;_; X - (CVC.2)
‘ o <PIt—1 — AdjReety X €1 — D¢

where
£ t-1 = Current and previous index calculation days respectively
te(t) = The option expiry day prior to day t. This is the previous option rolling date.
Indexq, = The index level of covered call index on day t
PI, = The index level of underlying index on day t
Ct = Last trading price of front call option on day t.

Note:

1. For the index calculation on day t, if there has been no trading in the
respective call option in such day, the official quotation price published by the
exchange for day t-1 will be used.

2. If day tis the front option expiry day, the final settlement price of the front call
option would be adopted at the closing of expiry day t.

3. For the avoidance of doubt, in the index calculation on day t, both ¢, and
¢, refer to the front option at day t.

D; = Total net dividends of the underlying index that go ex-div on day t in index points
AdjRye(r) = The Adjustment Ratio determined on day te(t). This is the number of new call

options to roll into on day te(t).

10
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4 Covered Call Indexes

Fixed Coverage Ratio Covered Call:

AdjRee(r)
NRye(r)

OPlte(t)

FixedCR

NRte(t) X FixedCR

Notional Ratio on day te(t)

_ Pleery
OPIte(t)

The index level of option underlying index on day te(t)

Fixed Coverage Ratio. Default to 100% unless otherwise specified

Target Premium Covered Call:

AdjRee(r)
NRye(r)

TgtPremCRye )

AnnTgtPremYld

n

PremYlde ()

NRte(t) X TgtPremCRte(t)
Notional Ratio on day te(t)

Plie(t
OPIte(t)

= Target Premium Coverage Ratio on day te(t)

) AnnTgtPremYld / n
Min| 1,
PremYldey

Annual Target Premium Yield
12 for monthly Covered Call Index, or 52 for weekly Covered Call Index

Last trading price of new call option to roll into on day te(t)
OPIte(t)

11
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4 Covered Call Indexes

4.3 Rolling of Call Options

4.3.1 On the last trading day of the front call option, the to-be-expired front option is settled and new
call option which is to be expired in the next expiry date is written.

4.3.2 The strike level of the next call options to be written is determined on the last trading day of the
to-be-expired front option by the following formula:

OPI X (1 + Xp)

—) X Strike Interval (CVC.3)
Strike Interval

Strike Level = roundup (

where
Xm = % out-of-the-money (e.g. 0% for ATM options)
OPI = Closing index level of option underlying index

Strike Interval Difference between each strike level of options, with reference to the strike

interval information disclosed by the listing exchange of the option

12
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5.1 Overview

5.1.1 Currency Hedged Indexes are designed to hedge against currency risk that domestic
investors are exposed to when they invest in assets denominating in foreign currency.

5.2 Calculation of Daily Currency Hedged Indexes

5.2.1 Each of the Hang Seng Daily Currency Hedged Indexes is calculated from price changes of
the underlying index and the hedging returns based on the overnight currency forward rates.

5.2.2 The formula is set out below:

IL; = ILi_4 X Uk + L2 X FX¢o X ( - L) X HR] (CCH.1)
UHP,_; 1IL_; FF,_; FX;
where
t, t-1,t-2 = Index calculation days t, t-1 and t-2 respectively
IL; = Hedged index level on day t
UHP, = Closing index level of the underlying index in Hedged Currency on day t
_ R
FX,
CP, = Closing index level of the underlying index in Foreign Currency on day t
FX; = Spot FX rate in terms of units of Foreign Currency per unit of Hedged Currency on day t
USD_H,
USD_F, = Spot FX rate in terms of units of Foreign Currency per unit of USD on day t
USD_H, = Spot FX rate in terms of units of Hedged Currency per unit of USD on day t
FF, = 1-day forward FX rate in terms of units of Foreign Currency per unit of Hedged Currency
ondayt
_ USD_Fwd_F,
USD_Fwd_H,
USD_Fwd_F, = 1-day forward FX rate in terms of units of Foreign Currency per unit of USD on day t
USD_Fwd_H, = 1-day forward FX rate in terms of units of Hedged Currency per unit of USD on day t
HR = Hedging Ratio; it is set as 1 by default

13
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Currency Hedged Indexes

5.3 Calculation of Monthly Currency Hedged Indexes

5.3.1 Each of the Hang Seng Monthly Currency Hedged Indexes is calculated from price changes of
the underlying index and the short position in the 1-month currency forward contract.

5.3.2 The formula is set out below:

ILe = ILe ) X UHR | Leoo1 oy (-1 X < L i) x HR (CCH.2)
UHP () IL¢ (o) r FFe . IFF;
where
t = Current index calculation day
t.() = Latest Hedge Rebalancing Date; Last calculation date of the previous calendar month
t(t)—1 = Latest Hedge Reference Date; the calculation date before latest Hedge Rebalancing Date
IL; = Hedged index level on day t
UHP, = Closing index level of the underlying index in Hedged Currency on day t
_ o
FX,
CP; = Closing index level of the underlying index in Foreign Currency on day t
FX, = Spot FX rate in terms of units of Foreign Currency per unit of Hedged Currency on day t
_ USD_F,
USD_H,
USD_F, = Spot FX rate in terms of units of Foreign Currency per unit of USD on day t
USD_H; = Spot FX rate in terms of units of Hedged Currency per unit of USD on day t
FF, = 1-day forward FX rate in terms of units of Foreign Currency per unit of Hedged Currency on
day t
_ USD_Fwd_F,
USD_Fwd_H,

USD_Fwd_F, = 1-day forward FX rate in terms of units of Foreign Currency per unit of USD on day t

USD_Fwd_H; = 1-day forward FX rate in terms of units of Hedged currency per unit of USD on day t

14
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5 Currency Hedged Indexes

Act(t.(t),t) = The number of calendar days between t.(t) (included) and t (excluded)

N, = The number of calendar days between the latest Hedge Rebalancing Date (included) and the
coming Hedge Rebalancing Date (excluded)

IFF, = The interpolated forward forex rate on day t; It is expressed as units of Foreign Currency per
unit of Hedged Currency

Act(t,(t),t)
——

= FXt+(1
t

) x (FF, — FX,)

HR = Hedging Ratio; It is set as 1 by default

15
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6.1 Overview

6.1.1 Decrement Indexes are designed to replicate the performance of an underlying index with a
pre-determined level of performance deduction over time. Decrement can be based on a fixed
percentage or a fixed index points. The floor of the index level for Decrement Indexes is zero?.

6.2 Calculation of Fixed Percentage Decrement

6.2.1 Index Form

The formula for the Index Form of Fixed Percentage Decrement is set out below:

Decrindex; = DecrIindex;_; X ( ok _ DecrRate X w) (DCM.1)
Ul 365

where

tt-1 = Current and previous index calculation days respectively

Decrindex; = Decrement index level on day t

Ul; = Underlying index level on day t

DecrRate = Fixed percentage decrement rate per annum

Act(t—1,t) = The number of calendar days between t-1 (included) and t (excluded)

6.2.2 Return Form

The formula for the Return Form of Fixed Percentage Decrement is set out below:

DecrRtn; = PreDecrRtn, — DecrRate X % (DCM.2)
where

tt-1 = Current and previous index calculation days respectively

DecrRtn, = Post-decrement return on day t

PreDecrRtn; = Pre-decrement return on day t

DecrRate = Fixed percentage decrement rate per annum

Act(t—1,t) = The number of calendar days between t-1 (included) and t (excluded)

I For indexes involving Decrement Indexes, in the situation where the floor index level of zero is reached, the index will
remain at zero and the dissemination of the index will be suspended.

16
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6

Decrement Indexes

6.3

6.3.1

Calculation of Fixed Point Decrement

Index Form

The formula for the Index Form of Fixed Point Decrement is set out below:

DecrIndex; = DecrIndex;_; X U[IJthl — DecrPoint X % (DCM.3)
where

t t-1 = Current and previous index calculation days respectively

DecrIndex, = Decrement index level on day t

Ul = Underlying index level on day t

DecrPoint = Fixed decrement index points per annum

Act(t—1,t) = The number of calendar days between t-1 (included) and t (excluded)

17
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Quanto FX Adjusted Indexes

7.1

7.1.1

7.2

7.2.1

Overview
The Quanto FX Adjusted Indexes aim to reflect the performance of an underlying index in base

currency, and to incorporate the currency return with the return in the underlying index
investment.

Calculation of Quanto FX Adjusted Indexes

The formula for the Quanto FX Adjusted Indexes is set out below:
Ul, U, FX, )]

- - - QFX.1
Index; = Index,_; X U, + (Ult—n 1) X (FXt—l 1 ( )
where
Index; = Indexlevel on day t
Ul; = Closing index level of the underlying index on day t
FX; = FXfixing on the day t in terms of units of Adjusted Currency per unit of

Underlying Index Currency

USD_AC,
USD_UC,

USD_AC; = Units of Adjusted Currency per unit of USD on day t
USD_UC; = Units of Underlying Index Currency per unit of USD on day t

n = Number of trading days window for the calculation of the underlying index return

18
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Overview

Risk Adjusted Indexes aim to track the return of a strategic portfolio with a predetermined risk
level measured by volatility. The risk level of the portfolio is dynamically adjusted by varying the
allocation between the underlying index and cash. When the realized volatility of the
underlying index is high (low), lower (higher) exposure will be allocated to the underlying index.
The Risk Adjusted Indexes are rebalanced on a daily basis.

The return of the Risk Adjusted Index comprises the return from the underlying index and the
interest received or paid.

An excess return version of the Risk Adjusted Index is also available. The excess return
version aims to measure the return of an unfunded investment in the Risk Adjusted Index, i.e. a
portfolio comprising the Risk Adjusted Index which is 100% funded by short-term borrowings.

Calculation of Realized Volatility

The Realized Volatility is calculated using the Exponentially-weighting formula set out below:

0y = Max(Gsy, Op,t)

Gjc = ’246 X Varj ¢

UL, \1?
Varj, = Aj X Varj;_4 + (1 - 7\]-) X [ln( )]

Ul
. . \12
;320 7\]'1 % [m (L)]

UI0—(i+1)
Var; ? 20 7\ji
where
O = Realized Volatility
j = S(short-term), L (long-term)
Var;s = Variance of Period j on day t
Aj = Decay Factor of Period j
Aji = the i power of Decay Factor of period j

The Realized Volatility on day t —d is used to determine the exposure to the underlying index
on day t, where d is a parameter of the individual Risk Adjusted Index.

19



B4 15 &

HANG SENG INDEXES

Risk Adjusted Indexes

8.3

8.3.1

8.4

8.4.1

Calculation of Risk Adjusted Indexes

The formula of Risk Adjusted Index is set out below:

RAI; = RAI_; X {1 + [Et X (Ulljtl_t )] [(1 Ep) X (IRt—l X ?g;)]}

where
RAI; = Index level at day t
Ul = Underlying index level at day t
IR¢_1 = Interestrate atday t—1
Act(t,t —1) = Number of calendar days between day t andday t—1
E; = Exposure to underlying index
= max [mln [Cap, At—d] Floor]
o = Target Volatility
Gi_q = Realized Volatility at day t—d

Calculation of Risk Adjusted Indexes (Excess Return Version)

The formula of Risk Adjusted Index (Excess Return Version) is set out below:

Ul D D
RAIE, = RAIE,_; X {1 + [Et x( t )] [(1 E,) X (IRt_l X 3‘;51)] (BRt L X =2 1)}

Ul,_, 365
where
RAIE; = Index level at day t
Ul = Underlying index level at day t
IR(_1 = |Interestrate atday t—1
BR;_1 = Borrowing rate atday t—1
Dir—q = Number of calendar days between dayt and day t—1
E; = Exposure to underlying index
= max [mm [Cap, ] Floor]
o = Target Volatility
Gi_q = Realized Volatility at day t—d

20
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Overview

The Short and Leveraged Indexes aim to replicate the performance of a short or leveraged
portfolio, and can be used as the basis of exchange-traded funds and derivatives.

Short Indexes reflect the reverse return of the underlying index with a leverage factor. In
addition to the reverse performance, the Short Indexes also yield the overnight interest income
and reflect the dividends payable in shorting stocks as well as the stamp duty entailed in portfolio
rebalancing.

Leveraged Indexes reflect the movements of the underlying index with a leverage factor. In
addition to the amplified return, the borrowing cost for the leveraged investment in stocks and
the stamp duty entailed in portfolio rebalancing are also reflected in the index.

Calculation of Short Indexes

The formula of Short Indexes is set out below:
Index; = Index;_; X (1 + Short Index Return) (SLIL.1)
where

Short Index Return = Reverse Return + Interest Income — Stamp Duty Expense

TRI, )

R Ret =—-K x (
everse Return TR,

IR
Interest Income = (K+ 1) % ( 365 ) X Dg—1

Stamp Duty Expense = K X (K+ 1) X |qu§th1 - 1| X Stamp Duty

K = A multiple reflecting the short ratio (e.g. K=2 for 2x short)

Dit-1 = Number of calendar days between day t andday t—1

IR¢_1 = Interestrate atday t—1

TRI; = Current Index level of the total return index of the underlying index during day t
TRl = Closing level of the total return index of the underlying index at day t—1
Stamp Duty = Rate of Stamp Duty as a percentage of the amount of stock traded

21
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Short and Leveraged Indexes

9.3 Calculation of Leveraged Indexes

9.3.1 The formula of Leveraged Indexes is set out below:
Index, = Index;_; X (1 + Leveraged Index Return) (SLIL.2)
where

Leveraged Index Return = Amplified Return — Interest Expense — Stamp Duty Expense

. Ul
Amplified Return = K X ( - 1)

Ul

IR
Interest Expense = (K — 1) X (—) X Dip—1

365 '

Ul
Stamp Duty Expense = K X (K — 1) x |UI — 1| X Stamp Duty
t-1

K = A multiple reflecting the leverage ratio
Dir—q = Number of calendar days between day t andday t—1
IR = Interestrate atday t—1
Ul; = Current Index level of the underlying index during day t
Ul = Closing level of the underlying index at day t—1
Stamp Duty = Rate of Stamp Duty as a percentage of the amount of stock traded

22
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10 Futures Short and Leveraged Indexes

10.1 Overview

10.1.1 Each index in the Futures Short and Leveraged Indexes aim to replicate the performance of a
short and leveraged strategy on an underlying futures index.

10.2 Calculation of Futures Short and Leveraged Indexes

10.2.1 The formula of each Futures Short or Futures Leveraged Index is set out below:
Index; = Index;_; X (1 + Short or Leveraged Return + Interest Income) (FSL.1)

where

F
Short or Leveraged Return = K X (—t -1

Ft—l
IR,
Interest Income = (1 — |K| X M) X (ﬁ) X Dip—q
K = A multiple reflecting the leverage ratio. K is positive for leveraged index

and negative for short index
M = Margin of the underlying futures

Initial margin published by Hong Kong Exchanges and Clearing Limited

Previous day’s closing underlying index level X contract multiplier

Di—1 = Number of calendar days between day t and day t—1

IR(_1 = Interestrate atday t—1

Fi = Current Index level of the underlying futures index during day t
Fi1 = Closing index level of the underlying futures index atday t—1

23
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The information contained herein is for reference only. Hang Seng Indexes Company Limited
(“Hang Seng Indexes”) ensures the accuracy and reliability of the information contained herein
to the best of its endeavours. However, Hang Seng Indexes makes no warranty or
representation as to the accuracy, completeness or reliability of any of the information contained
herein and accepts no liability (whether in tort or contract or otherwise) whatsoever to any
person for any damage or loss of any nature arising from or as a result of reliance on any of the
contents of this document, or any errors or omissions in its contents and such contents may
change from time to time without notice.

The information contained herein does not constitute any express or implied advice or
recommendation by Hang Seng Indexes for any investments. Investment involves risks.
Prospective investors should not make any investment decision based solely on the information
provided herein and should seek independent investment advice to ensure that any of their
decisions is made with regard to their own investment objectives, financial circumstances and
other particular needs. Prospective investors should also note that value of securities and
investments can go down as well as up and past performance is not necessarily indicative of
future performance.

Hang Seng Indexes is a subsidiary of Hang Seng Bank Limited which is part of the group of
companies under HSBC Holdings plc (“‘HSBC Group”). Potential conflicts of interest may arise
between Hang Seng Indexes and other HSBC Group member(s). To manage actual or potential
conflicts of interest, Hang Seng Indexes has in place policies and/or procedures to identify and
manage conflicts of interest that relate to the creation, submission and administration of its
indexes and/or that may arise between Hang Seng Indexes and other HSBC Group member(s).
To reduce and avoid such conflicts of interest, each of Hang Seng Indexes and other HSBC
Group members has its independent management structure and each entity acts independently
and on an arm’s length basis.

© Hang Seng Indexes Company Limited 2025. All rights reserved.



