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Treasury Futures Performance is Dictated by
Conversion Factor of Cheapest-to-Deliver Cash Treas

While all bonds in the delivery basket are eligible to be delivered, the Cheapest To Deliver (CTD) cash
Treasury determines performance characteristics of the Treasury Future.

Conversion Factor 'converts' the Clean Price of a delivery-eligible cash Treasury into a futures price.
The cash bond with the lowest converted invoice price will be cheapest to deliver.
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Since the Conversion Factor is the 'price standardizer' for delivery, the Conversion Factor also dictates the
hedge ratio of Futures to each Cash Treasury.

Once we know the Cheapest to Deliver (CTD), we know the futures PRICE PERFORMANCE will be in line
with the CTD_price / CF.

Since the Futures Price performs at CTD_price/CF, the dv'01 of the futures also performs at CTD_dvo1/CF.
Same for convexity behaving at the same ratio.

The risk of loss in trading futures and/or options is substantial, and each investor and/or trader must consider whether this is a
suitable investment. See our full disclaimer at www.rjobrien.com
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Finally, the CTD can change. In today's ultra-low rate environment, the shortest-to-maturity cash Treasury
with the lowest coupon will tend to be CTD.

If rates were to move up higher (a lot), we could see a change in CTD:
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For instance, up about 130bps, CTD would change to 1.625 5/31
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Conversion Factor Calculation: https://www.cmegroup.com/trading/interest-
rates/files/Calculating U.S.Treasury Futures Conversion Factors.pdf

DISCLAIMER - This material has been prepared by a sales or trading employee or agent of R.J. O’Brien and is, or is in the nature of, a solicitation. This
material is not a research report prepared by R.J. O’Brien’s Research Department. By accepting this communication, you agree that you are an experienced
user of the futures markets, capable of making independent trading decisions, and agree that you are not, and will not, rely solely on this communication
in making trading decisions.

DISTRIBUTION IN SOME JURISDICTIONS MAY BE PROHIBITED OR RESTRICTED BY LAW. PERSONS IN POSSESSION OF THIS COMMUNICATION INDIRECTLY
SHOULD INFORM THEMSELVES ABOUT AND OBSERVE ANY SUCH PROHIBITION OR RESTRICTIONS. TO THE EXTENT THAT YOU HAVE RECEIVED THIS
COMMUNICATION INDIRECTLY AND SOLICITATIONS ARE PROHIBITED IN YOUR JURISDICTION WITHOUT REGISTRATION, THE MARKET COMMENTARY IN
THIS COMMUNICATION SHOULD NOT BE CONSIDERED A SOLICITATION.

The risk of loss in trading futures and/or options is substantial and each investor and/or trader must consider whether this is a suitable investment. Past
performance, whether actual or indicated by simulated historical tests of strategies, is not indicative of future results. Trading advice is based on
information taken from trades and statistical services and other sources that R.J. O’Brien believes are reliable. We do not guarantee that such information
is accurate or complete and it should not be relied upon as such. Trading advice reflects our good faith judgment at a specific time and is subject to change
without notice. There is no guarantee that the advice we give will result in profitable trades.

The risk of loss in trading futures and/or options is substantial, and each investor and/or trader must consider whether this is a
suitable investment. See our full disclaimer at www.rjobrien.com
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