    FINANCIAL INSTRUMENTS AND RISKS

(Acknowledgement of Risks)
This information always constitutes integral part of Agreement with a client (Appendix, referred in agreements as “Acknowledgement of Risks”) concerning transactions on Securities Markets. 
Signing of such Appendix shall certify the Client’s awareness of the present Acknowledgement of Risks. The Acknowledgement of Risks doesn’t disclose all risks concerning transactions on the Securities Markets (many of them can’t be correctly predicted at all). The purpose of the present information is to warn the Client about possible loses related to the conclusion of certain type of transactions.

The Client shall fully understand 

a) that investments made or other positions taken in financial instruments are at the Client’s own risk; 

b) the need to carefully study the securities institution’s general terms and conditions for trading in financial instruments; 

c) the need, in conjunction with trading in financial instruments, to scrutinize contract notes and immediately submit complaints regarding any errors; 

d) the need to regularly monitor changes in the value of holdings and positions in financial instruments; 

e) the need to initiate such measures as are required in order to reduce the risk of losses on the Client’s own investments or other positions. 

We cannot guarantee the future performance of your account, promise any specific level of performance or promise that our investment decisions, strategies or overall management of your account will be successful.
The investment decisions we will make for you are subject to various market, currency, economic, political and business risks, and will not necessarily be profitable.
1. GENERAL INFORMATION ON RISKS ASSOCIATED WITH FINANCIAL 

    INSTRUMENTS 

Financial instruments, i.e. shares, bonds, shares in mutual funds, ownership rights, depository receipts or other rights and obligations that are intended for trading on the securities market normally provide a return in the form of dividends (shares) or interest (fixed income instruments). In addition, the price of the instrument may increase or decrease in relation to the price when the investment was made. In the description below, the word “investment” also means any negative positions (negative holdings) in the instrument. The total return is the total of the dividend/interest and price change for the instrument.

Naturally, the investor seeks a total return that is positive, i.e. yields a profit, preferably as high as possible. However, there is also a risk that the total return will be negative, i.e. that there will be a loss on the investment. The risk of loss varies between different instruments. Normally, the chance of a profit on an investment in a financial instrument is linked to the risk of loss. The longer the time in which the investment is held, the greater the chance of a profit or risk of a loss. In an investment context, the word “risk” is often used to express both the risk of loss and the chance of profit. In the description below, however, the word “risk” is used solely to designate the risk of loss. There are various ways to reduce the risk. It is normally regarded as better not to invest in a single or only a few financial instruments but, instead, to invest in several different financial instruments. These instruments should then offer a distribution of the risks and do not concentrate together risks that can be triggered simultaneously. In conjunction with trading in foreign financial instruments, there is also a currency risk. 

Investments in financial instruments are associated with economic risks, which will be described in greater detail in this Acknowledgment of Risk. The Client is personally responsible for the risk and must, therefore, at the retained securities institution or through his own asset management representative, become aware of the terms and conditions governing trading in such instruments and characteristics of the instruments. The Client must also regularly monitor his/its investments in such instruments. This is the case even if the Client has received personal advice in relation to the investment. Information for the monitoring of price details, etc. may be obtained through the mass media, e.g. newspapers, TV, Internet, and in certain cases, from the securities institution. In addition, the Client should, in his own interests, be prepared to take measures promptly where such result necessary, for example through selling investments that have developed negatively or by providing additional collateral in relation to the investments financed through loans where the collateral value has fallen.

2. SHARES AND SHARE-RELATED INSTRUMENTS

2.1. Shares And Companies Limited by Shares

Shares in companies limited by shares entitle the owner to a portion of the company’s share capital. If the company makes a profit, the company usually distributes dividends on the shares. Shares also entitle the holders to voting rights at the general meeting of the company, which is the highest-ranking decision-making body in the company. The more shares the holder owns, the greater the portion of the capital, dividends and votes that inure to him. Voting rights may vary depending on the class of shares concerned. There are two types of companies, public and private. Only shares of public companies may be listed for trading on stock exchanges or other marketplaces. 

2.2.  Shares Price

The price of a share is affected to a great extent by the company’s prospects. A share is valued upwards or downwards depending primarily on the investors’ analyses and assessment of the company’s possibilities to make future profits. Future external developments regarding the economy, technology, legislation, competition, etc. determine the demand for the company’s products or services and, consequently, are of fundamental significance regarding changes in the price of the company’s shares. 

Current interest rate levels can also have influence on pricing. If market interest rates increase, fixed interest financial instruments that are issued at the same time as the increase (newly issued) provide a better return. In such cases, the prices of listed shares normally fall, as well as those of already traded fixed interest instruments. The reason is that the increased return on the newly issued fixed income instruments becomes better than the return on shares, as well as on already traded fixed income instruments. In addition, share prices are negatively affected by the fact that interest payments on the company’s debts increase when market interest rates increase, a factor that reduces the scope for profits in the company. 

Other factors directly related to the company, e.g. changes in the company’s management and organization, disruptions in production, etc., may strongly affect the company’s future ability to create profits, both in the long and short-run. In the worst case, a limited company may perform so poorly that it must be declared bankrupt. The share capital, i.e. the capital invested by the shareholders, is the capital that is applied first in order to pay the company’s debts. This often results in the entire share capital being used up, which means that the shares in the company become worthless. 

Prices on certain major foreign stock exchanges and other marketplaces could affect prices on others. Prices in shares in companies that belong to the industrial sector are often affected by changes in the prices of shares of other companies within the same sector. 

Players on the market have different needs for investing cash (liquid funds) or obtaining liquid funds. In addition, they often have different opinions as to how the price will develop. These factors, which also include the way in which the company is valued, contribute to there being both buyers and sellers. On the other hand, if the investors have the same opinions regarding price trends, they will either wish to buy (thereby creating buying pressure from many buyers), or they will wish to sell (thereby creating selling pressure from many sellers). Prices increase in the event of buying pressure and fall in the event of selling pressure. 

Turnover, i.e. the quantity of a particular share that is bought or sold, in turn affects the share price. In the event of high turnover, the difference (the “spread”) declines between the price the buyers are prepared to pay (bid price) and the price requested by the sellers (ask price). A share with a high turnover, where large amounts can be traded without affecting the price, enjoys good liquidity and, consequently, is easy to buy or sell. Companies on the stock exchange’s list of most traded shares normally have high liquidity. During the day or during longer periods, different shares can exhibit different degrees of price stability (volatility) i.e. increases and declines, as well as in size of the price changes. 

2.3. Various Lists 

Stock exchanges and other marketplaces normally divide shares into various lists. The main criteria regarding the list on which listing will take place are the manner in which the company fulfils various requirements regarding the amount of share capital, diversification of ownership of the shares among many owners, operational history, and information regarding finances and operations. The most traded shares can also be found on a separate list. Shares on lists entailing high demands and high turnover are normally deemed to entail a lower risk than shares on other lists. 

2.4. Par value, split and Reverse share split 

A share’s par value is the value that each share represents of the company’s share capital. The total of all shares in the company multiplied by the par value of each share constitutes the company’s share capital. Occasionally, companies wish to change the par value, e.g. because the price, i.e. the market price of the share, has risen significantly. By dividing up the share into two or several shares through a split, the par value is reduced at the same time as the price of the shares is reduced. However, after a split the owners’ capital remains unchanged, but is divided into a greater number of shares that have a lower par value and a lower price. 

Conversely, a reverse share split can be carried out where the price has fallen dramatically. In such case, two or several shares are merged into one share. Following a reverse split, the shareholder retains the same capital, however divided into fewer shares with a higher par value and higher price. 

2.5. Market Introduction, Privatization, and Take-Over 

Market introduction means that shares in a company are introduced on the stock market, i.e. become listed on a stock exchange or other marketplace. The public is then invited to subscribe for (purchase) shares in the company. Most often, an existing company that was not previously listed on a stock exchange is involved, in which the owners have decided to increase the number of shareholders and facilitate trading in the company’s shares. Where a State-owned company is introduced on the market, this is called privatization.

A take-over or buyout normally involves an investor or investors inviting the shareholders in a company to sell their shares subject to certain conditions. If the buyer obtains 90% or more of the share capital and votes in the target company, the buyer can request compulsory purchase of the remaining shares from those shareholders who have not accepted the take-over offer. These shareholders are then entitled to payment which is determined through an arbitration proceeding. 

2.6. Share Issues 

If a company wishes to expand its operations, additional share capital is often required. The company raises additional capital by issuing new shares through a new issue. The existing shareholders often receive subscription rights entailing a pre-emptive right to subscribe for shares in a new issue. The number of shares that may be subscribed for is established in relation to the number of shares previously held by the shareholder. The subscriber must pay a certain price (issue price), which is often lower than the market price, for the newly issued shares. Immediately after the subscription rights – which normally have a certain market value – are detached from the shares, the price of the shares normally declines but, at the same time, shareholders who have subscribed have a larger number of shares. During the subscription period, which often lasts for several weeks, those shareholders who do not subscribe may sell their subscription rights on the marketplace on which the shares are listed. Upon the expiry of the subscription period, the subscription rights lapse and thus become useless and worthless. 

If the assets or the reserve funds in a limited company have greatly increased in value, the company can transfer part of the value to its share capital through what is commonly referred to as a bonus issue. In relation to bonus issues, consideration is given to the number of shares already held by each shareholder. The number of new shares that inure through the bonus issue is established in proportion to the number of shares previously held. Through the bonus issue, the shareholder receives more shares but the owner’s portion of the company’s increased share capital remains unchanged. The price of the shares declines in conjunction with a bonus issue but, through the increase in the number of shares, the shareholder retains an unchanged market value for his or her invested capi​tal. Another method of carrying out a bonus issue is for the company to re-denominate the shares. Following a write-up, the shareholders have an unchanged number of shares and market value for their invested capital. 

A limited company can also carry out a directed new issue, which is carried out as a new issue but directed solely to a limited group of investors. Companies limited by shares can also carry out non-cash issues of new shares in order to acquire other companies, business operations, or assets other than cash. In conjunction with both directed issues and non-cash issues, dilution takes place of an existing shareholder’s portion of the voting capital and share capital in the company, but the number of held shares and the market value of the invested capital is not affected. 

Investments in shares always entail some degree of risk. Be aware that:

1. Some investments in shares cannot easily be sold or converted to cash. Check to see if there is any penalty or charge if you must sell an investment quickly. 

2. Investments in stock issued by a company with little or no operating history or published information involves greater risk than investing in a public company with an operating history and extensive public information. There are additional risks if that is a low priced shares with a limited trading market, e.g., so-called penny shares. 

3. Shares are not federally insured against a loss in market value. 

4. Shares you own may be subject to tender offers, mergers, reorganizations, or third-party actions that can affect the value of your ownership interest. Pay careful attention to public announcements and information sent to you about such transactions. They involve complex investment decisions. Be sure you fully understand the terms of any offer to exchange or sell your shares before you act. In some cases, such as partial or two-tier tender offers, failure to act can have detrimental effects on your investment. 

The greatest risk in buying shares of stock is having the value of the stock fall to zero. On the other hand, the risk of selling shares short can be substantial. "Short selling" means selling stock that the seller does not own, or any sale that is completed by the delivery of a security borrowed by the seller. Short selling is a legitimate trading strategy, but assumes that the seller will be able to buy the stock at a more favorable price than the price at which they sold short. If this is not the case, then the seller will be liable for the increase in price of the shorted stock, which could be substantial. 

3. SHARE-RELATED INSTRUMENTS

3.1. Share-Index Bonds, Depository Receipts, Convertible Debentures, Options, and Warrants
Share-index bonds, depository receipts, convertible debentures, share- and share-index options, and warrants are closely connected to shares. 

Share-index bonds are bonds the profit on which normally depends on a share index. If the index develops positively, so does the return. In the event of a decline in the index, there may be no return. However, the face value of the bond is always repaid on the maturity date. 

Depository receipts are a substitute for foreign shares and entitle the holder to the same rights as a holding of the actual shares. 

Convertible debentures are fixed income securities which may be exchanged for shares within a certain period of time. The return on the convertible debentures, 

i.e. the coupon interest, is normally higher than the dividend on the shares received in exchange. The price of convertible debentures follows the share price but is expressed as a percentage of the face value of the convertible debenture.

There are various kinds of share options. Acquired options are the options entitling the holder to purchase already issued shares at a predetermined price within a specific period of time. And vice versa, put options are those entitling the holder to sell shares at a predetermined price within a specific period of time. There is an issued option corresponding to each acquired option. The risk for the party that acquires an option is that it will decline in value or become worthless on the expiration date; in the latter case, the premium paid upon purchase of the option is consumed in its entirety. Unless special measures are taken, the issuer of an option runs a risk which may be unlimited in scope. 

The most extensive trading in share options takes place on the stock exchange. On the exchange, trading also takes place in share-index options. These index options yield a profit or loss directly in cash (cash settlement) related to the changes in an underlying index. 

The price of options (premium price) normally follows the price of the corresponding underlying shares or index. 

Certain call and put options with longer terms until expiration, which are normally referred to as warrants, are traded on the stock exchange. Warrants may be used in order to purchase or sell underlying shares or, in other cases, provide a cash return if a profit arises in relation to the price of the underlying share. 

Subscription warrants for shares may be exercised within a certain period of time in order to subscribe for corresponding newly issued shares. 

4. SHARES IN EQUITY FUNDS 

An equity fund invests all or most of the capital paid in by the fund holders in shares. There are also mixed funds that invest in both equities and fixed income instruments. Fund shareholders receive a number of shares in the fund equal to the portion of the total capital of the fund represented by the invested capital. The shares may be bought or sold at securities institutions that sell shares in the fund. The current value of the shares is calculated daily by the fund company and is based on changes in the prices of the financial instruments held by the fund.

One of the ideas underlying an equity fund is that it invests in a large number of different shares and other financial instruments, which means that the risk for the fund’s shareholders declines compared with the risks faced by shareholders who invest in a single share or a small number of shares. In addition, the fund’s shareholders don’t have to deal with choosing, buying, selling and monitoring shares and other administrative work associated therewith. 

5.   FIXED INCOME INSTRUMENTS 

A fixed income financial instrument represents a claim against the issuer of the instrument. Return is normally provided in the form of interest. There are various types of fixed income instruments depending on the issuer that has issued the instrument, the security provided for the loan by the issuer, the term until the maturity date, and the type of payment of interest. 

The interest on a bond (the coupon) is normally paid annually. On certain types of bonds, interest is paid in a lump sum only upon the maturity date of the bond. These types of bonds are referred to as zero coupon bonds. 

Another type of interest payment is that, instead of paying interest, the instrument is sold at discount (discount paper). Upon sale, the price of the instrument is calculated by discounting the bond amount, including calculated interest, to current value. The current value or the price is lower than the amount received upon maturity (the face value). Certificates of deposit and treasury bills are examples of discount paper.

Another form of fixed income bond consists of the State’s premium bonds, in which interest on the bonds is distributed by lottery among the holders of premium bonds. There are also fixed income instruments and other forms of saving in which the interest is protected against inflation and the investment thus yields a fixed real interest.

Trading bonds may not be suitable for all investors. Although bonds are often thought to be conservative investments, there are numerous risks involved in bond trading. If you are uncomfortable with any of the risks involved, you should not trade bonds.
There is a credit risk involved with trading bonds. 

When you purchase a corporate bond, you are lending money to a company. There is always the risk that the issuer will go bankrupt or default and will be unable to redeem these instruments. In this context, bonds for which satisfactory security has been provided for redemption are less risky than fixed income instruments without security. However, in purely general terms, it can be stated that the risk of loss associated with fixed income instruments may be deemed lower than for shares. Credit risk is figured into the pricing of bonds.

There is a prepayment risk involved. 

Prepayment risk involves the scenario where an issuer “calls” a bond. If this happens, your investment will be paid back early. Certain bonds are callable and others are not, and this information is detailed in the prospectus. If a bond is callable, the prospectus will detail a “yield-to-call” figure. Corporations may call their bonds when interest rates fall below current bond rates. A “put” provision allows a bondholder to redeem a bond at par value before it matures. Investors may do this when interest rates are rising and they can get higher rates elsewhere.

The issuer will assign specific dates to take advantage of a put provision. Prepayment risk is figured into the pricing of bonds.

There is a significant inflation risk when trading bonds. 

Inflation risk is the risk that the rate of the yield to call or maturity of the bond will not provide a positive return over the rate of inflation for the period of the investment. In other words, if the rate of inflation for the period of an investment is six percent and the yield to maturity of a bond is four percent, you will receive more money in interest and principal than you invested, but the value of that money returned is actually less than what was originally invested in the bond. As the inflation rate rises, so do interest rates. Although the yield on the bond increases, the price of the actual bond decreases. This is a risk of which you must be aware.

There is an interest rate risk associated with bonds. 

Market interest rates are established every day both for instruments with short terms until maturity (less than one year), e.g. treasury bills, and for instruments with longer terms until maturity, e.g. bonds. This takes place on the money market and bond market. Market interest rates are affected by analyses and assessments conducted by the Central Banks of different Countries and other major institutional market players regarding short-term and long-term trends with respect to a number of economic factors such as inflation, state of the economy, and interest rate changes in countries. 

The financial instruments traded on the money market and bond market (treasury bills, treasury bonds, and bonds issued by home loan institutions) are often traded in large quantities (multimillion sums). 

If market interest rates increase, the price of already issued fixed income financial instruments will fall if they provide fixed interest, since new bonds are issued bearing rates of interest that follow current market rates of interest and thereby provide a higher rate of interest than the already issued instruments. And vive versa, the price of already issued instruments increases when market interest rates decline. 

Bonds issued by the State and municipalities are deemed to be risk-free with respect to redemption. Issuers other than the State and municipalities must, in conjunction with the issuance of bonds, provide security in the form of other financial instruments or other property (security in the form of property or real security). 

There are also other fixed income instruments with security inferior to bonds, e.g. corporate bonds and subordinated debentures. These instruments thus entail a higher risk if the issuer encounters difficulties in redeeming the instrument. 

6.  DERIVATIVES

A derivative is a financial instrument:

(a) whose value changes in response to the change in a specified interest rate, security price, commodity price, foreign exchange rate, index of prices or rates, a credit rating or credit index, or similar variable (sometimes called the underlying);

(b) that requires no initial net investment or little initial net investment relative to other types of contracts that have similar responses to changes in market conditions; and

(c) that is settled at a future date.
Common types of derivatives are futures, options, swaps and forwards.

FUTURES 

A futures contract is a legally binding agreement between two parties to purchase or sell in the future a specific quantity of shares of a security or of the component securities of a narrow-based security index, at a certain price. The price at which the contract trades (the “contract price”) is determined by relative buying and selling interest on a regulated exchange.

Futures contracts may be settled either by physical delivery of the underlying security or settled through cash settlement. 

Futures contracts can be used for speculation, hedging, and risk management. Futures contracts do not provide capital growth or income.

· Transactions in futures carry a high degree of risk. As with any high risk financial instrument one should not risk any funds it/he cannot afford to lose.

· Futures trading is speculative and highly volatile. Price movements for futures are influenced by, among other things, government trade, fiscal, monetary and exchange control programs and policies; weather and climate conditions; changing supply and demand relationships; national and international political and economic events; changes in interest rates; and the psychological emotions of the market place. None of these factors can be controlled by RAMCY and no assurances can be given that its advise will result in profitable trades for the Client or that the Client will not incur substantial losses.

· Futures trading can be highly leveraged. The low margin deposits normally required in futures trading permit an extremely high degree of leverage. Accordingly, a relatively small price movement in a futures contract may result in immediate and substantial loss or gain to the Client. Thus any future trade may result in losses in excess of the amount invested.
· Futures trading may be illiquid. 
· RAMCY may engage in trading foreign futures contracts. Transactions on markets located outside Cyprus may be subject to regulations, which offer, different of diminished protection. 

OPTIONS
Options contract provide you with the right, but not the obligation, to buy or sell a security prior to the expiration date. If you sell an options contract, you have the right to buy or sell a security prior to the expiration date. 

Transactions in options carry a high degree of risk. Purchasers and sellers of options should familiarize themselves with the type of option (i.e., put or call) which they contemplate trading and the associated risks. You should calculate the extent to which the value of the options must increase for your position to become profitable, taking into account the premium and all transaction costs.

The purchaser of options may offset or exercise the options or allow the options to expire. The exercise of an option results either in a cash settlement or in the purchaser acquiring or delivering the underlying interest. If the option is on a future, the purchaser will acquire a futures position with associated liabilities for margin. If the purchased options expire worthless, you will suffer a total loss of your investment. If you are contemplating purchasing deep out-of-the-money options, you should be aware that the chance of such options becoming profitable ordinarily is remote.

Selling ("writing" or "granting") an option generally entails considerably greater risk than purchasing options. Although the premium received by the seller is fixed, the seller may sustain a loss well in excess of that amount. The seller will be liable for additional margin to maintain the position if the market moves unfavorably. The seller will also be exposed to the risk of the purchaser exercising the option and the seller being obligated to either settle the option in cash or to acquire or deliver the underlying interest. If the option is on a future, the seller will acquire a position in a future with associated liabilities for margin (see the section on Futures above). If the option is "covered" by the seller holding a corresponding position in the underlying interest or a future or another option, the risk may be reduced. If the option is not covered, the risk of loss can be unlimited.

Certain exchanges in some jurisdictions permit deferred payment of the option premium, exposing the purchaser to liability for margin payments not exceeding the amount of the premium. The purchaser is still subject to the risk of losing the premium and transaction costs. When the option is exercised or expires, the purchaser is responsible for any unpaid premium outstanding at that time.

FORWARD RATE AGREEMENT (FRA)

Forward rate agreement is a forward contract on a short-term interest rate, which one party pays a fixed interest rate, and receives a floating interest rate equal to a reference rate (usually LIBOR). FRAs are over-the counter (OTC) derivatives in which cash flow obligations at maturity are calculated on a notional amount and based on the difference between a predetermined forward rate and the market rate prevailing on that date. The settlement date of an FRA is the date on which cash flow obligations are determined.

FRA's can be used by investors who have a desire or need to alter their interest rate or cash flow profile to suit their particular needs. FRA's are used by investors looking to protect themselves from, or take advantage of, future interest rate movements.

Variable rate investors may use FRA's to alter their interest gain by converting from being a variable rate interest receiver to a fixed rate interest receiver in a market where interest rates are expected to fall. Fixed Rate investors could use a FRA to convert from fixed interest payer to variable floating interest payer in market where interest rates are expected to rise.

The payer of the fixed interest rate is also known as the borrower or the buyer, whilst the receiver of the fixed interest rate is the lender or the seller.

There are some risks associated with the FRA. By entering into a FRA you have expressed your view on interest rates. Should interest rate movements be different to your expectations the FRA may have the opposite effect to what you were trying to achieve with the transaction. You can however, reverse or terminate the FRA should this start to happen (remembering you may be required to pay the Bank the difference between market interest rates and the FRA rate for the term of the FRA).
CONTRACT FOR DIFFERENCE (CFD)

A Contract For Difference (or CFD) is a contract between two parties, typically described as "buyer" and "seller", stipulating that the seller will pay to the buyer the difference between the current value of an asset and its value at contract initiation. (If the difference is negative, then the buyer pays instead to the seller.) In effect CFDs are financial derivatives that allow investors to take advantage of prices moving up or prices moving down on underlying financial instruments and are often used to speculate on those markets. CFDs are traded using leverage and usually have lower margin requirements than the equivalent futures markets.

CFDs are leveraged products and carry a high degree of risk. As such they may not be suitable for all investors. Investors should ensure they fully understand the risks associated with CFD trading before deciding to trade.

The certain types of risks are the following:
Market Risk:

The main risk for CFD’s is market risk as the contract is designed to pay the difference between the opening price and the closing price of the underlying asset. CFDs are traded on margin, and the leveraging effect of this increases the risk significantly. Users typically deposit an amount of money with the CFD provider to cover the margin and can lose much more than this deposit if the market moves against them.

Counterparty Risk:
Another dimension of CFD risk is counterparty risk, a factor in most over-the-counter (OTC) traded derivatives. Counterparty risk is associated with the financial stability or solvency of the counterparty to a contract. In the context of CFD contracts, if the counterparty to a contract fails to meet their financial obligations, the CFD may have little or no value regardless of the underlying instrument. This means that a CFD investor could potentially incur severe losses, even if the underlying instrument moves in the desired direction. Although OTC CFD providers are required to segregate client funds protecting client balances in event of company default. Exchange-traded contracts traded through a clearing house are generally believed to have less counterparty risk. Ultimately, the degree of counterparty risk is defined by the credit risk of the counterparty, including the clearing house if applicable.

SWAPS

A swap is a privately negotiated derivative agreement between two parties to exchange cash flows at specified intervals (payment dates) during the agreed-upon life of the contract (maturity or tenor). Entering a swap typically does not require the payment of a fee and the cash flows are calculated over a notional principal amount which is usually not exchanged between counterparties. Swaps can be used to hedge certain risks such as interest rate risk, or to speculate on changes in the expected direction of underlying prices.

An interest rate swap is an agreement to exchange interest rate cash flows, calculated on a notional principal amount, at payment dates during the life of the agreement. Each party’s payment obligation is computed using a different interest rate. In an interest rate swap, the notional principal is never exchanged. Although there are no standardized swaps, a plain vanilla swap typically refers to a generic interest rate swap in which one party pays a fixed rate and one party pays a floating rate (usually LIBOR).

Typically, a party entering a swap is exposed to a given interest rate. Further, the counterparty which has negative value of the swap may default. The amount of the loss depends on the credit exposure of the swap.
FORWARDS

A forward contract is an agreement to buy or sell an asset at a certain time in the future for a certain price. In entering into a forward transaction, one party agrees to buy a certain asset for a fixed price at a fixed date in the future, and the party on the other side of the transaction agrees to sell the asset on the same date for the same price. Because forward contracts are private agreements, there is always a chance that a party may default on its side of the agreement. 
Further, the specific details concerning settlement and delivery are quite distinct. For forward contracts, settlement of the contract occurs at the end of the contract.
The price that the underlying asset is bought / sold for is the delivery price. This price at initiation is zero for both parties. 
The payoff from the forward is based on the actual price of the underlying asset on the delivery date. In general, if K is the delivery price and S is the current price at time of delivery the payoff will be K - S and the opposite side pays S – K. 

	Although this illustrates the potentially speculative nature of forward transactions and the dangers of being able to enter into a large number of contracts at zero cost, there are a variety of ways in which these contracts can be used to reduce risk. This is known as hedging. 



8. SUSPENSION OR RESTRICTION OF TRADING AND PRICING RELATIONSHIPS (FUTURES AND OPTIONS)
Market conditions (e.g. illiquidity) and/or the operation of the rules of certain markets (e.g. the suspension of trading in any contract or contract month because of price limits or “circuit breakers”) may increase the risk of loss by making it difficult or impossible to effect transactions or liquidate/offset positions. If you have sold options, this may increase the risk of loss. 

Further, normal pricing relationships between the underlying interest and the future, and the underlying interest and the option may not exist. This can occur when, for example, the futures contract underlying the option is subject to price limits while the option is not. The absence of an underlying reference price may make it difficult to judge “fair” value. 

a. COMMISSION AND OTHER CHARGES

Before you begin to trade, you should obtain a clear explanation of all commission, fees and other charges for which you will be liable. These charges will affect your net profit (if any) or increase your loss.

b. TRANSACTIONS IN OTHER JURISDICTIONS

Transactions on markets in other jurisdictions, including markets formally linked to a domestic market, may expose you to additional risk. Such markets may be subject to regulation which may offer different or diminished investor protection. Before you trade you should enquire about any rules relevant to your particular transactions. Your local regulatory authority will be unable to compel the enforcement of the rules of regulatory authorities or markets in other jurisdictions where your transactions have been effected. You should ask the company with which you deal for details about the types of redress available in both your home jurisdiction and other relevant jurisdictions before you start to trade. 

c. CURRENCY RISKS

The profit or loss in transactions in foreign currency-denominated contracts (whether they are traded in your own or another jurisdiction) will be affected by fluctuations in currency rates where there is a need to convert from the currency denomination of the contract to another currency. 

9. ELECTRONIC TRADING AND TRADING FACILITIES

Most open-outcry and electronic trading facilities are supported by computer-based component systems for the order-routing, execution, matching, registration or clearing of trades. As with all facilities and systems, they are vulnerable to temporary disruption or failure. Your ability to recover certain losses may be subject to limits on liability imposed by the system provider, the market, the clearing house and/or member company. Such limits may vary: you should ask the company with which you deal for details in this respect. 

Trading on an electronic trading system may differ not only from trading in an open-outcry market but also from trading on other electronic trading systems. If you undertake transactions on an electronic trading system, you will be exposed to risks associated with the system including the failure of hardware and software. The result of any system failure may be that your order is either not executed according to your instructions or is not executed at all. 

Electronic trading and order routing systems differ from traditional open outcry pit trading and manual order routing methods. Transactions using an electronic system are subject to the rules and regulations of the exchange(s) offering the system and/or listing the contract. Before you engage in transactions using an electronic system, you should carefully review the rules and regulations of the exchange(s) offering the system and/or listing contracts you intend to trade.

Trading or routing orders through electronic systems varies widely among the different electronic systems. You should consult the rules and regulations of the exchange offering the electronic system and/or listing the contract traded or order routed to understand, among other things, in the case of trading systems, the system’s order matching procedure, opening and closing procedures and prices, error trade policies, and trading limitations or requirements; and in the case of all systems, qualifications for access and grounds for termination and limitations on the types of orders that may be entered into the system. Each of these matters may present different risk factors with respect to trading on or using a particular system. Each system may also present risks related to system access, varying response times, and security. In the case of internet-based systems, there may be additional types of risks related to system access, varying response times, and security, as well as risks related to service providers and the receipt and monitoring of electronic mail.

Trading through an electronic trading or order routing system exposes you to risks associated with system or component failure. In the event of system or component failure, it is possible that, for a certain time period, you may not be able to enter new orders, execute existing orders, or modify or cancel orders that were previously entered. System or component failure may also result in loss of orders or order priority. 

Some contracts offered on an electronic trading system may be traded electronically and through open outcry during the same trading hours. You should review the rules and regulations of the exchange offering the system and/or listing the contract to determine how orders that do not designate a particular process will be executed.

10. OFF-EXCHANGE TRANSACTIONS
In some countries companies are permitted to effect off-exchange transactions. The company with which you deal may be acting as your counterparty to the transaction. It may be difficult or impossible to liquidate an existing position, to assess the value, to determine a fair price or to assess the exposure to risk. For these reasons, these transactions may involve increased risks. Off-exchange transactions may be less regulated or subject to a separate regulatory regime. Before you undertake such transactions, you should familiarize yourself with applicable rules and attendant risks. 
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