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Information about Securities and Associated Risks 

 

1. General 

 

This notice is provided to any client or customers (Customers) of Cowen Execution Services 

Limited (CESL) that CESL has classified as a professional customer and includes guidance and 

warnings about the nature and risks associated with the different types of investments that 

Customers might instruct CESL to arrange on behalf of Customers. The information is intended to 

disclose the main risks of the different types of investment, and it does not intend to be exhaustive. 

 

Customers should note that there are significant risks inherent in investing in certain financial 

instruments and in certain markets. Investment in derivatives, futures, options, and warrants may 

expose Customers to risks which are different to those investors might expect when they invest in 

equities. Similarly, investment in shares issued by issuers in emerging markets (by which we mean 

those that have an underdeveloped infrastructure, or which are less economically or politically 

stable as markets in developed countries) involves risks not typically associated with equities 

investment in well developed markets. Investment in any of the foregoing kinds of financial 

instruments is generally appropriate for sophisticated investors who understand and are able to bear 

the risks involved. Among such risks, is the risk of losing the entire value of an investment or (in 

the case of certain derivative and other transactions) the risk of being exposed to liability over and 

above the initial investment. Below are some specific risks and considerations for investors in 

relation to financial instruments of the type referred to above.  

 

2. Products and Investments 

 

• Shares and other types of equity instruments  

 

A risk with an equity investment is that the company must both grow in value and, if it 

elects to pay dividends to its shareholders, make adequate dividend payments, or the share 

price may fall. If the share price falls, the company, if listed or traded on-exchange, may 

then find it difficult to raise further capital to finance the business, and the company’s 

performance may deteriorate vis à vis its competitors, leading to further reductions in the 

share price. Ultimately the company may become vulnerable to a takeover or may fail. 

 

Shares have exposure to all the major risk types referred to in the Generic Risk Types 

section below. In addition, there is a risk that there could be volatility or problems in the 

sector that the company is in. If the company is private (i.e., not listed or traded on an 

exchange), or is listed but only traded infrequently, there may also be liquidity risk, 

whereby shares could become very difficult to dispose of. 

 

• Ordinary shares 

 

Ordinary shares are issued by limited liability companies as the primary means of raising 

risk capital. The issuer has no obligation to repay the original cost of the share, or the 

capital, to the shareholder until the issuer is wound up (in other words, until the issuer 

company ceases to exist). In return for the capital investment in the share, the issuer may 

make discretionary dividend payments to shareholders, which could take the form of cash 

or additional shares. 

 

Ordinary shares usually carry a right to vote at general meetings of the issuer. 

 



There is no guaranteed return on an investment in ordinary shares for the reasons set out 

above, and in a liquidation of the issuer, ordinary shareholders are amongst the last with a 

right to repayment of capital and any surplus funds of the issuer, which could lead to a loss 

of a substantial proportion, or all, of the original investment. 

 

• Preference shares 

 

Unlike ordinary shares, preference shares give shareholders the right to a fixed dividend, 

the calculation of which is not based on the success of the issuer company. They therefore 

tend to be a less risky form of investment than ordinary shares. 

 

Preference shares do not usually give shareholders the right to vote at general meetings of 

the issuer, but shareholders will have a greater preference to any surplus funds of the issuer 

than ordinary shareholders, should the issuer go into liquidation. There is still a risk that 

you may lose all or part of your capital.  

 

• Depositary Receipts 

 

Depositary Receipts (ADRs, GDRs, etc.) are negotiable certificates, typically issued by a 

bank, which represent a specific number of shares in a company, traded on a stock 

exchange which is local or overseas to the issuer of the receipt. They may facilitate 

investment in the companies due to the widespread availability of price information, lower 

transaction costs and timely dividend distributions. The risks involved relate both to the 

underlying share and to the bank issuing the receipt. In addition, there are important 

differences between the rights of holders of ADRs and GDRs, (together, Depositary 

Receipts) and the rights of holders of the shares of the underlying share issuer represented 

by such Depositary Receipts. The relevant deposit agreement for the Depositary Receipt 

sets out the rights and responsibilities of the depositary (being the issuer of the Depositary 

Receipt), the underlying share issuer and holders of the Depositary Receipt which may be 

different from the rights of holders of the underlying shares. For example, the underlying 

share issuer may make distributions in respect of its underlying shares that are not passed 

on to the holders of its Depositary Receipts. Any such differences between the rights of 

holders of the Depositary Receipts and holders of the underlying shares of the underlying 

share issuer may be significant and may materially and adversely affect the value of the 

relevant instruments. Depositary Receipts representing underlying shares in a foreign 

jurisdiction (in particular an emerging market jurisdiction) also involve risks associated 

with the securities markets in such jurisdictions. 

 

• Penny shares 

 

There is an extra risk of losing money when shares are bought in some smaller companies, 

including penny shares. There is a big difference between the buying price and the selling 

price of these shares. If they must be sold immediately, you may get back much less than 

you paid for them. The price may change quickly, and it may go down as well as up. 

 

3. Risk Types 

 

• General 

 

The price or value of an investment will depend on fluctuations in the financial markets 



outside of anyone’s control. Past performance is no indicator of future performance. 

 

The nature and extent of investment risks varies between countries and from investment to 

investment. These investment risks will vary with, amongst other things, the type of 

investment being made, including how the financial products have been created or their 

terms drafted, the needs and objectives of particular investors, the manner in which a 

particular investment is made or offered, sold or traded, the location or domicile of the 

issuer, the diversification or concentration in a portfolio (e.g. the amount invested in any 

one currency, security, country or issuer), the complexity of the transaction and the use of 

leverage. 

 

• Specific 

 

The risk types set out below could have an impact on each type of investment: 

 

o Liquidity 

 

The liquidity of an instrument is directly affected by the supply and demand for 

that instrument and also indirectly by other factors, including market disruptions 

(for example a disruption on the relevant exchange) or infrastructure issues, such 

as a lack of sophistication or disruption in the securities settlement process. Under 

certain trading conditions it may be difficult or impossible to liquidate or acquire 

a position. This may occur, for example, at times of rapid price movement if the 

price rises or falls to such an extent that under the rules of the relevant exchange 

trading is suspended or restricted. Placing a stop-loss order will not necessarily 

limit your losses to intended amounts, but market conditions may make it 

impossible to execute such an order at the stipulated price. In addition, unless the 

contract terms so provide, a party may not have to accept early termination of a 

contract or buy back or redeem the relevant product and there may therefore be 

zero liquidity in the product. In other cases, early termination, realisation or 

redemption may result in you receiving substantially less than you paid for the 

product or, in some cases, nothing at all.  

 

o Credit risk 

 

Credit risk is the risk of loss caused by borrowers, bond obligors, guarantors, or 

counterparties failing to fulfil their obligations or the risk of such parties’ credit 

quality deteriorating. Exposure to the credit risk of one or more reference entities 

is particularly relevant to any credit linked product such as credit linked notes, and 

the potential losses which may be sustained, and the frequency and likelihood of 

such losses occurring, when investing in credit links products may be substantially 

greater than when investing in an obligation of the reference entity itself.  

 

o Market risk  

 

▪ General 

 

The price of investments goes up and down depending on market supply 

and demand, investor perception and the prices of any underlying or allied 

investments or, indeed, sector, political and economic factors. These can 

be totally unpredictable. 



 

▪ Overseas markets 

Any overseas investment or investment with an overseas element can be 

subject to the risks of overseas markets which may involve different risks 

from those of the home market of the investor. In some cases, the risks 

will be greater. The potential for profit or loss from transactions on foreign 

markets or in overseas denominated contracts will be affected by 

fluctuations in overseas exchange rates. 

 

▪ Emerging Markets 

 

Price volatility in emerging markets, in particular, can be extreme. Price 

discrepancies, low trading volumes and wide pricing spreads can be 

common, and unpredictable movements in the market are not uncommon. 

Additionally, as news about a country becomes available, the financial 

markets may react with dramatic upswings and/or downswings in prices 

during a very short period of time. Emerging markets generally lack the 

level of transparency, liquidity, efficiency, market infrastructure, legal 

certainty and regulation found in more developed markets. For example, 

these markets might not have regulations governing market or price 

manipulation and insider trading or other provisions designed to “level the 

playing field” with respect to the availability of information and the use or 

misuse thereof in such markets. They may also be affected by sector, 

economic and political risk. It may be difficult to employ certain risk and 

legal uncertainty management practices for emerging markets 

investments, such as forward currency exchange contracts or derivatives. 

The impact of the imposition or removal of foreign exchange controls at 

any time should be considered, as well as potential difficulties in 

repatriation of assets. The risks associated with nationalisation or 

expropriation of assets, the imposition of confiscatory or punitive taxation, 

restrictions on investments by foreigners in an emerging market, 

sanctions, war, and revolution should also be considered.  

 

o Clearing house protections/settlement risk 

 

On many exchanges, the performance of a transaction may be “guaranteed” by the 

exchange or clearing house. However, this guarantee is usually in favour of the 

exchange or clearing house member and cannot be enforced by the customer who 

may, therefore, be subject to the credit and insolvency risks of the firm through 

whom the transaction was executed. There is, typically, no clearing house for off-

exchange over-the-counter instruments which are not traded under the rules of an 

exchange (although unlisted transferable securities may be cleared through a 

clearing house). 

 

Settlement risk is the risk that a counterparty does not deliver the security (or its 

value) in accordance with the agreed terms after the other counterparty has already 

fulfilled its part of the agreement to so deliver. Settlement risk increases where 

different legs of the transaction settle in different time zones or in different 

settlement systems where netting is not possible. This risk is particularly acute in 

foreign exchange transactions and currency swap transactions.  

 



o Insolvency 

 

The insolvency or default of the firm with whom you are dealing, or of any brokers 

involved with your transaction, may lead to positions being liquidated or closed 

out without your consent or, indeed, investments not being returned to you. There 

is also insolvency risk in relation to the investment itself, for example of the 

company that issued a bond or of the counterparty to off-exchange derivatives 

(where the risk relates to the derivative itself and to any collateral or margin held 

by the counterparty). 

 

o Currency risk 

 

In respect of any foreign exchange transactions and transactions in derivatives and 

securities that are denominated in a currency other than that in which your account 

is denominated, a movement in exchange rates may have a favourable or an 

unfavourable effect on the gain or loss achieved on such transactions. 

 

The weakening of a country’s currency relative to a benchmark currency or the 

currency of your portfolio will negatively affect the value of an investment 

denominated in that currency. Currency valuations are linked to a host of 

economic, social, and political factors and can fluctuate greatly, even during intra-

day trading. Some countries have foreign exchange controls which may include 

the suspension of the ability to exchange or transfer currency, or the devaluation 

of the currency. Hedging can increase or decrease the exposure to any one currency 

but may not eliminate completely exposure to changing currency values. 

 

o Interest rate risk 

 

Interest rates can rise as well as fall. A risk with interest rates is that the relative 

value of a security, especially a bond, will worsen due to an interest rate increase. 

This could impact negatively on other products. There are additional interest rate 

related risks in relation to floating rate instruments and fixed rate instruments; 

interest income on floating rate instruments cannot be anticipated. Due to varying 

interest income, investors are not able to determine a definite yield of floating rate 

instruments at the time they purchase them, so that their return on investment 

cannot be compared with that of investments having longer fixed interest periods. 

If the terms and conditions of the relevant instruments provide for frequent interest 

payment dates, investors are exposed to the reinvestment risk if market interest 

rates decline. That is, investors may reinvest the interest income paid to them only 

at the relevant lower interest rates then prevailing.  

 

Changes in market interest rates have a substantially stronger impact on the prices 

of zero-coupon bonds than on the prices of ordinary bonds because the discounted 

issue prices are substantially below par. If market interest rates increase, zero 

coupon bonds can suffer higher price losses than other bonds having the same 

maturity and credit rating. 

 

o Commodity risk 

 

The prices of commodities may be volatile, and, for example, may fluctuate 

substantially if natural disasters or catastrophes, such as hurricanes, fires, or 



earthquakes, affect the supply or production of such commodities. The prices of 

commodities may also fluctuate substantially if conflict or war affects the supply 

or production of such commodities. If any interest and/or the redemption amount 

payable in respect of any product are linked to the price of a commodity, any 

change in the price of such commodity may result in the reduction of the amount 

of interest and/or the redemption amount payable. The reduction in the amount 

payable on the redemption of an investment may result, in some cases, in you 

receiving a smaller sum on redemption of a product than the amount originally 

invested in such product. 

 

o Regulatory/legal/structural risk 

 

All investments could be exposed to regulatory, legal, or structural risk. 

 

Returns on all, and particularly new, investments are at risk from regulatory or 

legal actions and changes which can, amongst other issues, alter the profit potential 

of an investment. Legal changes could even have the effect that a previously 

acceptable investment becomes illegal. Changes to related issues such as tax may 

also occur and could have a large impact on profitability. Such risk is unpredictable 

and can depend on numerous political, economic, and other factors. For this 

reason, this risk is greater in emerging markets but does apply everywhere. In 

emerging markets, there is generally less government supervision and regulation 

of business and industry practices, stock exchanges and over-the-counter markets.  

 

The type of laws and regulations with which investors are familiar in the EEA may 

not exist in some places, and where they do, may be subject to inconsistent or 

arbitrary application or interpretation and may be changed with retroactive effect. 

Both the independence of judicial systems and their immunity from economic, 

political, or nationalistic influences remain largely untested in many countries. 

Judges and courts in many countries are generally inexperienced in the areas of 

business and corporate law. Companies are exposed to the risk that legislatures 

will revise established law solely in response to economic or political pressure or 

popular discontent. There is no guarantee that an overseas investor would obtain a 

satisfactory remedy in local courts in case of a breach of local laws or regulations 

or a dispute over ownership of assets. An investor may also encounter difficulties 

in pursuing legal remedies or in obtaining and enforcing judgments in overseas 

courts. 

 

In the case of many products, there will be no legal or beneficial interest in the 

obligations or securities of the underlying reference entity but rather an investor 

will have a contractual relationship with the counterparty only and its rights will 

therefore be limited to contractual remedies against the counterparty in accordance 

with the terms of the relevant product. 

 

In all cases the legal terms and conditions of a product may contain provisions 

which could operate against your interests. For example, they may permit early 

redemption or termination at a time which is unfavourable to you, or they may give 

wide discretion to the issuer of securities to revise the terms applicable to 

securities. In other cases, there may be limits on the amounts in relation to which 

rights attaching to securities may be exercised and in the event that you hold too 

many (or too few) securities, your interests may be prejudiced and should 



scrutinise these carefully. In some cases, the exercise of rights by others may 

impact on your investment. For example, a product such as a bond or note may 

contain provisions for calling meetings of holders of those bonds or notes to 

consider matters affecting their interests generally (including yours) and may 

permit defined majorities to bind all holders, including holders who did not attend 

and vote at the relevant meeting and holders who voted in a manner contrary to the 

majority. Further, in some cases amendments may be made to the terms and 

conditions of bonds or notes without the consent of any of the holders in 

circumstances set out in general conditions attaching to such bonds or notes. 

 

o Operational risk 

 

Operational risk, such as breakdowns or malfunctioning of essential systems and 

controls, including IT systems, can impact on all financial products. Business risk, 

especially the risk that the business is run incompetently or poorly, could also have 

an adverse impact on shareholders of, or investors in, such a business. Personnel 

and organisational changes can severely affect such risks and, in general, 

operational risk may not be apparent from outside the organisation. 

 

• Transaction and Service Risks 

 

o Contingent Liability Investment Transactions 

 

Contingent liability investment transactions, which are margined, may require you 

to make a series of payments apart from any initial payment or premium. 

 

If you trade in futures, contracts for differences or sell options, you may sustain a 

total loss of the margin you deposit to establish or maintain a position. If the market 

moves against you, you may be called upon to pay substantial additional margin at 

short notice to maintain the position. If you fail to do so within the time required, 

your position may be liquidated at a loss, and you will be responsible for the 

resulting deficit. Even if a transaction is not margined, it may still carry an 

obligation to make further payments in certain circumstances over and above any 

amount paid when you entered the contract. 

 

o Limited Liability Transactions 

 

The extent of your loss on a limited liability transaction will be limited to an 

amount agreed by you before you enter into the transaction. The amount you can 

lose in limited liability transactions will be less than in other margined transactions, 

which have no predetermined loss limit. Nevertheless, even though the extent of 

loss will be subject to the agreed limit, you may sustain the loss in a relatively short 

time. Your loss may be limited, but the risk of sustaining a total loss equivalent to 

the amount agreed is substantial. 

 

o Collateral 

 

If you deposit collateral as security for transactions you enter into, the way in 

which it will be treated will vary according to the type of transaction and where it 

is traded. There could be significant differences in the treatment of your collateral, 

depending on whether you are trading on a recognised or designated investment 



exchange, with the rules of that exchange (and any associated clearing house) 

applying, or trading off-exchange. Collateral may lose its identity as your property 

once dealings on your behalf are undertaken, particularly where you transfer the 

title to such collateral and 'right to use' provisions apply. Even if your dealings 

should ultimately prove profitable, you may not get back the same assets which 

you deposited and may have to accept payment in cash. 

 

o Stabilisation 

 

You may enter transactions in newly issued securities in respect of which we are 

the stabilisation manager and the price of which may have been influenced by 

measures taken to stabilise it. Stabilisation enables the market price of a security 

to be maintained artificially during the period when a new issue of securities is 

sold to the public. Stabilisation may affect not only the price of the new issue but 

also the price of other securities relating to it. The FCA allows stabilisation in order 

to help counter the fact that when a new issue comes onto the market for the first 

time, the price can sometimes drop for a time before buyers are found. 

 

As long as the stabilisation manager follows FCA Rules, it is entitled to buy back 

the securities that were previously sold to investors or allotted to institutions which 

have decided not to keep them. The effect of this may be to keep the price at a 

higher level than it would otherwise be during the period of stabilisation. 

 

The stabilisation rules: 

 

a) limit the period when a stabilisation manager may stabilise a new issue; 

b) fix the price at which the issue may be stabilised (in the case of shares and 

warrants, but not bonds); and 

c) require disclosure of the fact that a stabilisation manager may be 

stabilising but not that it is actually doing so. 

 

The fact that a new issue, or a related security, is being stabilised should not be 

taken as any indication of the level of interest from investors, or of the price at 

which they are prepared to buy the securities. 

 


