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INFORMATION REGARDING THE CHARACTERISTICS OF, AND RISKS ASSOCIATED WITH, FINANCIAL INSTRUMENTS 

The customer fully understands

· that investments made or other positions taken in financial instruments at the customer's own risk

· the need to carefully study the institution's general terms and conditions for trading in financial instruments 

· the need, in conjunction with trading in financial instruments, to scrutinise contract notes and immediately submit complaints regarding any errors

· the need to regularly monitor changes in the value of holdings and positions in financial instruments 

· the need to initiate such measures as are required in order to reduce the risk of losses on the customer’s own investments or other positions 

Generally regarding 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 work “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 invest that 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 information document.  The customer is personally responsible for the risk and must, therefore, at the retained securities institution or through his own asset management representative, become acquainted with the terms and conditions governing trading in such instruments and the characteristics of the instruments.  The customer must also regularly monitor his investments in such instruments.  This is the case even if the customer has received personal advice in conjunction with the investment.  Information for the monitoring of price details, etc. may be obtained through the mass media, e.g. newspapers, text-TV, Internet, and in certain cases, from the securities institution.  In addition, the customer should, in his own interests, be prepared to take measures promptly where such prove necessary, for example through selling investments that have developed negatively or by providing additional collateral in conjunction with investments financed through loans where the collateral value has fallen.  

SHARES AND SHARE-RELATED INSTRUMENTS 

Generally regarding shares 

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 public companies may cause their shares to be listed for trading on a stock exchange or other marketplace.

THE SHARE 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 also play a crucial role in 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, relatively speaking, 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 which reduces the scope for profits in the company.

Other factors directly related to the company, e.g. changes in the company's management and organisation, 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 also affect prices in Sweden, since, among other things, several Swedish companies are also listed on foreign marketplaces and price equalisation (arbitrage) takes place between different marketplaces.  Prices in shares in companies that belong to the same industrial sector are often affected by changes in the prices of shares of other companies within the same sector.  This effect can also apply with respect to companies in other countries.

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 (also called 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.

The prices at which shares are traded (transaction prices), such as highest/lowest/most recently paid during the day, as well as the last listed bid/ask prices and further information relating to traded volumes in kronor is published, among other things, in most major daily newspapers, on text-TV and various Internet sites that are maintained by marketplaces, securities institutions, and media companies.  How current such price information is can vary depending on the manner in which it is published.

DIFFERENT MARKETPLACES 

In Sweden, there are different marketplaces for shares in public companies.  These marketplaces can be divided into three types: stock exchanges (Stockholms​bör​sen, the Stockholm Stock Exchange), authorised marketplaces (NGM and Aktietorget) and securities institutions' own lists.  The Securities Exchange and Clearing Operations Act imposes certain requirements on companies that wish to have their shares listed.  The most onerous requirements are imposed in conjunction with listing on stock exchanges.  These relate, among other things, to the size of the company, its operational history, diversification of ownership, and public reporting of the company's finances and operations.

Trading on stock exchanges and other marketplaces constitutes a secondary market in the shares already issued by a limited company.  If the secondary market functions well, i.e. it is easy to identify buyers and sellers, and bid prices are regularly listed from buyers and sellers, as well as trade prices (transaction prices) from executed trades, in this respect too companies enjoy an advantage insofar as it is easier, when required, to issue new shares and thereby raise more capital for the company's operations.

VARIOUS LISTS 

Stock exchanges and other marketplaces normally divide shares into various lists.  The decisive 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.  

VARIOUS CLASSES OF SHARES 

There are varies classes of shares, commonly class A and B shares, which normally refer to voting rights.  Class A shares normally entitle the holder to one vote, while class B shares normally entitle the holder to a restricted voting right, often one tenth of a vote.  The differences in voting rights are due to the fact that, among other things, in conjunction with diversification of ownership, the original founders or owners of the company have desired to maintain their influence by holding stronger voting rights.  New shares that are issued then are accorded a lower voting value than the original class A series and are designated with the letters B, C, or D.

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.  

MARKET INTRODUCTION, PRIVATISATION, AND TAKE-OVERS

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 privatisation.

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.

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 conjunction with 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 capital.  Another method of carrying out a bonus issue is for the company to redenominate 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.

Generally regarding share-related instruments 

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 yield 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.  Depository receipts are traded precisely as shares on Stockholmsbör​sen and price trends normally follow price trends on the foreign stock exchange on which the share is traded. 

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 call options entitle the holder to purchase already issued shares at a predetermined price within a specific period of time.  Conversely, put options entitle 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 in Sweden 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 also be exercised within a certain period of time in order to subscribe for corresponding newly issued shares.

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.

FIXED INCOME INSTRUMENTS 

Generally regarding fixed income financial instruments 

Fixed income financial instruments represent 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 (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.

The risk associated with a fixed income instrument consists in the fact that price changes may occur during the term of the instrument due to changes in market interest rates, and that the issuer might 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.

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.  This takes place on the money market and bond market.  Market interest rates are affected by analyses and assessments conducted by the Central Bank of Sweden 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 Sweden and other countries.  The Central Bank of Sweden also conducts monetary policy operations in order to control changes in market interest rates to ensure that inflation does not exceed an established target.  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.  Conversely, 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. 

DERIVATE INSTRUMENTS

Derivative instruments such as options, futures, etc. are issued with various types of underlying assets, e.g. shares, bonds, commodities, and currencies.  Derivative instruments may be utilised in order to reduce the risks associated with an investment.

For further information regarding derivative instruments see INFORMATION TO CLIENTS CONCERNING TRADE WITH OPTIONS, FUTURES AND OTHER DERIVATIVE INSTRUMENTS.

SHORT SELLING

Short selling means that the party that has borrowed financial instruments, and simultaneously undertaken to return the same type of instruments to the lender at a later date, sells the borrowed instruments. In making the sale, the lender counts on being able, on the date for return of the instruments, to acquire instruments on the market at a lower price than the price at which the borrowed instruments were sold. If, instead, the price has increased, a loss is incurred, which can be substantial if the price has increased significantly

[This document is a translation of the Swedish original. The Swedish original shall be the sole authentic version and shall prevail in event of discrepancies.]
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