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Knock-Out Forward Options  
Also known as Accumulator 

& Reverse Knock-Out Forward Options  
Also known as Decumulator 

General Information  
Version 4 (June 2019) 
This document is intended for the recipient only and 
not for further distribution or circulation. 
This document is produced for general information 
only and shall not be used for entering into any 
specific transaction. 
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The contents of this document and related product/offering documents or information provided by 
the issuer have not been reviewed by the Hong Kong Securities & Futures Commission (“SFC”), the 
Monetary Authority of Singapore (“MAS”) or any regulatory authority in Hong Kong or Singapore, 
and you are advised to exercise caution in relation to this document and related product/offering 
documents or information. If you are in doubt about any of the contents of this document and 
related product/offering documents or information, you should obtain independent professional 
advice. 

This is a complex structured product, which involves derivatives. Investors should exercise caution 
in relation to the product. Do not invest in it unless you fully understand and are willing to assume 
the risks associated with it. Prior to entering into a transaction or investing in any product, 
investors should fully understand the terms, conditions and features of such product as well as the 
risks and merits of entering into the transaction/investing in such product, and consult their own 
legal, regulatory, tax, financial and account advisors before making the investment. Where past 
performance information is provided, such past performance is not indicative of future performance. 
If you are in any doubt about the risks involved in the product, you should seek appropriate 
professional advice. 

Notwithstanding other provisions in this document, this product is not authorized by the SFC and 
may be offered in Hong Kong only to "professional investors" within the meaning of the Securities 
and Futures Ordinance (Cap. 571 of the Laws of Hong Kong) and any rules made thereunder. This 
product is not authorized by the MAS and may be offered in Singapore only to "accredited investors" 
within the meaning of the Securities and Futures Act, Chapter 289 of Singapore. 

The product is not equivalent and should not be treated as a substitute for a term deposit. It is not a 
protected deposit and is not protected or insured under the Deposit Protection Scheme in Hong 
Kong and the Deposit Insurance Scheme in Singapore. 

THIS DOCUMENT CANNOT DISCLOSE ALL POSSIBLE RISKS OF THE PRODUCT. 

Terms may be defined differently under specific issues. Investors should read and understand the 
relevant brochures, as well as the termsheet, prospectus (where applicable and available upon 
request) and other offering documents (together, the "Documents"), in particular the risk factors, for 
further details. 

HEALTH WARNING 

This product is not intended to be offered, sold or otherwise made available to and, should not be 
offered, sold or otherwise made available to any retail investor in the European Economic Area 
(“EEA”). For these purposes, a retail investor means a person who is one (or more) of: (i) a retail 
client as defined in point (11) of Article 4(1) of Directive 2014/65/EU ("MiFID II"); (ii) a customer 
within the meaning of Directive 2002/92/EC (IMD), where that customer would not qualify as a 
professional client as defined in point (10) of Article 4(1) of MiFID II; or (iii) not a qualified investor as 
defined in Directive 2003/71/EC (as amended including by Directive 2010/73/EU) and any relevant 
implementing measure in a relevant Member State of the EEA. Consequently no key information 
document required by Regulation (EU) No 1286/2014 (the "PRIIPs Regulation") for offering or selling 
this product, or otherwise making this product available to retail investors in the EEA has been 
prepared and therefore offering or selling this product or otherwise making this product available to 
any retail investor in the EEA may be unlawful under the PRIIPs Regulation. 

SELLING RESTRICTIONS 
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Risk Level 
 

 

Investment 
Considerations 
 

Knock-Out Forward Option (the “KOF”) and Reverse Knock-Out 
Forward Options (the ”Reverse KOF”) are intended for 
sophisticated investors: 

• With a very high risk tolerance. 

• Who are looking to purchase (dispose of) shares of the 
Underlying Stock at a pre-agreed Strike Price. 

• Who are looking for a medium term investment (between 3 
months to 24 months). 

• Who are aware of long contract Tenor associated with higher 
risks and the higher cost of early termination. 

• Who believe that the Underlying Stock will trade sideways. 

• Who are prepared to pay for the accumulated (decumulated) 
shares of the Underlying Stock on each periodic scheduled 
Settlement Date and one settlement cycle after the KOF 
(Reverse KOF) is knocked-out, and to pay for (deliver) all the 
Guaranteed Shares (for the contract with guarantee feature) on 
the prescribed settlement date for Guaranteed Shares. 

• In respect of KOFs (Reverse KOFs) with a geared feature, for 
investors who are willing to accept even higher risks as the 
accumulation (decumulation) rate is doubled for those trading 
days when the Underlying Stock price closes below (above) the 
Strike Price. 

Potential gain is limited, 
whereas potential loss is 

unlimited 

For capitalized terms, please refer to p.26-27 for details. 

Investment alternatives  
• To KOF:  
 Direct purchase of the 

Underlying or short dated 
Equity Linked Note 

 
• To RKOF: 
 Direct sale of the underlying 

7 
1 

VERY HIGH RISK 
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What is a Knock-Out Forward Option? 

A Knock-Out Forward Option, also known as an Accumulator, is an equity derivative which allows 
investors to accumulate shares of an Underlying Stock at a pre-agreed Strike Price. The Strike Price 
is generally set at a lower level than the Initial Spot on Trade Date.  

Investors are required to place an initial margin deposit on Trade Date. Investors will have to make 
payment for the shares accumulated on each pre-determined Settlement Date. 

The accumulation will continue even if the Underlying Stock price closes below the Strike Price (and 
such accumulation rate will be doubled if the KOF is with Geared Leverage Factor) and will cease as 
soon as the Underlying Stock price closes at or above an upper barrier, also known as the Knock-Out 
Barrier.  

Part 1 : Knock-Out Forward Options 
Also known as Accumulator 

Essen t i a l  Fea tures  

Initial investment 
On Trade Date, all terms of the Knock-Out Forward Option are fixed. An Initial Margin Deposit is 
required. 
Shares are accumulated daily and they are delivered and paid on each periodic scheduled 
Settlement Date. On each Settlement Date, investors receive the following number of shares:  
 Number of shares to be received = accumulation rate* x Number of Exchange 
 Business Days in the respective period 
 Amount paid = Number of shares to be received x Strike Price 

Knock-Out feature 
If on any Exchange Business Day, the Underlying Stock price closes at or above the Knock-Out 
Barrier, a Knock-Out Event occurs. The KOF is early terminated and the shares accumulated since 
the beginning of the on-going period to but excluding the Knock-Out Event day are delivered in 
exchange for payment to investors:  
 Number of shares to be received = accumulation rate* x Number of Exchange                 
 Business Days in the respective period to but excluding the Knock-Out Event day 
 Amount paid = Number of shares to be received x Strike Price 

* For a KOF with Normal Leverage Factor (i.e. 1), accumulation rate will always be 1 time the stipulated 
Daily Shares. 

* For a KOF with Geared Leverage Factor (i.e. 2), accumulation rate will be 1 time the Daily Shares on each 
Exchange Business Day when the Underlying Stock closes at or above the Strike Price, but will become 2 
times the Daily Shares on each Exchange Business Day when the Underlying Stock closes below the 
Strike Price. 

Guarantee feature (Guarantee Shares) 
A certain number of shares are agreed by Counterparty to be delivered against payment at 
prescribed settlement day notwithstanding the Spot movement of the Underlying Stock. If the 
KOF is with Geared Leverage Factor but Knock-Out Event occurs during the guarantee period, the 
share accumulation for the remaining days from the knock-out date inclusive until end of 
guarantee period will be counted only as 1 time the Daily Shares. 
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Settlement Mode 
KOFs transacted with our Bank may be done either on a: 
• physical settlement basis; or  
• cash settlement basis plus authority given by the clients to the Bank to purchase shares on 

their behalf as agent,  
depending on which structure is offered to and agreed with the clients, at the Bank’s discretion. 

I l lustrat ions of daily accumulation 

On a daily basis before the KOF is knocked out or expires, one of the 3 conditions below occurs : 

Knock-Out Barrier 

Strike Price 

Early Termination: If the Underlying Stock closes at or 
above the Knock-Out Barrier, the KOF will be terminated 
with the accumulated shares delivered and settled 
against payment to the investor in one settlement cycle. 

If the Underlying Stock closes at or above Strike Price but 
below the Knock-Out Barrier then the investor will 
accumulate pre-agreed Daily Shares at Strike Price. 

If the Underlying Stock closes below Strike Price, the 
investor accumulates 2 times (for KOF with Geared 
Leverage Factor) or 1 time (for KOF with Normal Leverage 
Factor) the pre-agreed Daily Shares at Strike Price. 
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Benefits 

• Periodic purchase of shares at a pre-agreed Strike Price which is set at a lower level than 
Initial Spot on Trade Date 

• Receive all economic benefits of the shares that are delivered on each Settlement Date, 
including the flexibility to sell them 

• Flexibility to customize according to investor’s requirements (choice of Underlying Stock, 
Tenor, etc.) 

Major Risks & Drawbacks 

• Potential gain is limited by the knockout feature: Once investors enter into a KOF contract, 
the Strike Price is fixed. If the value of the Underlying Stock falls below the Strike Price, 
investors end up paying more for the Underlying Stock than it is worth. When the Underlying 
Stock closes at or above the Knock-Out Barrier, the KOF contract will be terminated. It means 
that investors will not be able to accumulate anymore Underlying Stock at the Strike Price 
anymore. Thus, the potential gain is limited by the knockout feature. Moreover, investors may 
not be able to rollover into another contract after the occurrence of a Knock-Out Event as the 
new terms may be worse than the original contract.  

• In case investors leverage their investments by entering into KOF contracts with Geared 
Leverage Factor, the downside risk is magnified whenever the Underlying Stock price falls 
below the Strike Price. In the extreme case, the consequences can be disastrous when the 
Underlying Stock price falls to a very low level or even zero since the investors are still 
bound by the contract to purchase a multiple number of Daily Shares at the Strike Price until 
the Expiry Date. The situation is even worse for investors who leverage their KOF contracts on 
margin. In an adverse situation, investors may have to meet margin calls at short notice 
while their ability to make top-up payments may be much worse than during normal times, 
due to the significant fall in the market values of other financial assets that the investors are 
holding.  

• The potential losses under KOF contracts are unlimited: A KOF contract is not a one-off 
transaction. Instead, it comprises of a series of option contracts whereby investors are 
committed and obliged to buy the Underlying Stock periodically until the KOF contract 
expires or a Knock-Out Event occurs. Whenever the prevailing market price of the Underlying 
Stock falls below the Strike Price, investors are incurring huge losses on a daily basis. The 
maximum exposure for KOF contracts with Normal Leverage Factor is one time the Notional 
Amount, and for KOF contracts with Geared Leverage Factor, it is multiple times of the 
Notional Amount. The potential losses under KOF contracts are unlimited as investors may 
lose every dollar that they pay for the Underlying Stock until the KOF contract expires or a 
Knock-Out Event occurs in the event that the Underlying Stock price falls to zero. Such 
potential losses are magnified for KOF contracts with Geared Leverage Factor. In cases where 
an investor has entered into various Forward Option contracts, the total maximum exposure 
arising from all such contracts may be huge and may not offset one another. Investors should 
take extra caution and seek independent advice before they make any decisions to enter into 
such contracts. 

• It may be difficult for investors to unwind the contract prior to maturity due to limited 
liquidity. Investors must be prepared to hold the contract to maturity.  
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The scenario analysis is for illustration purpose only and do not convey any information regarding the actual 
terms and conditions, returns or profits of the investment. These illustrations do not take into account dividend 
payments or standard securities trading costs, brokerage fees, etc. Subject to terms and conditions stated in the 
Documents, terms may be defined differently under specific issues. Investors should refer to the terms and other 
risk factors set out in the Documents for further details. 

Assuming investors want to invest in a Knock-Out Forward Option : 

 
 
 
 

• Counterparty : BNP Paribas  
• Tenor : 1 year 
• Currency : USD  
• Underlying Stock : ABC shares 
• Initial Spot :  USD 100 

• Strike Price :  USD 90 (90% of Initial Spot) 
• Knock-Out Barrier :  USD 105 (105% of Initial Spot) 
• Total number of EBD  :  240 
• Daily Shares  :  50 shares per day 
• Settlement frequency : monthly 

Scenario 1: No Knock-Out Event occurs 

During the whole Tenor, the Underlying Stock never closes at or above the Knock-Out Barrier.  
Investors accumulate 50 ABC shares per day at the Strike Price and the delivery and payment of these 
shares are made at the end of each month : 

Daily accumulation of shares at Strike Price which is lower than market price 

Daily accumulation of shares at Strike Price which is higher than market price 

M1 

Strike Price 
(90% of Initial Spot) 

Months 

100% of Initial Spot 

Knock-Out Barrier 
(105% of Initial Spot) 

M2 M3 M12 

Profit 
Advantage 

Risk of Loss 

Underlying Stock price  
(in % of Initial Spot) 

Total shares received: 12,000 * 
Total amount paid: USD 1,080,000 * 

Scenario Analysis 1 - Phys ical  Sett led KOF 

* For a KOF with Geared Leverage Factor :  
 Total shares will be increased by Daily Shares X No. of EBD for those days when Underlying Stock closes below 

Strike Price. 
 Total amount paid will be increased by Daily Shares X No. of EBD X Strike Price for those days when Underlying 

Stock closes below Strike Price. 

Assumed: KOF with Normal Leverage Factor 

• Total number of ABC shares to be received during the Tenor 
 = 240 x 50 = 12,000 shares 
• Amount paid  
 = Strike Price x Total number of shares received during the Tenor 
 = USD 90 x 12,000 = USD 1,080,000 
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Scenario 2: A Knock-Out Event occurs before maturity 

During the first 5 months, the Underlying Stock never closes at or above the Knock-Out Barrier. 
Investors accumulate 50 ABC shares per day at the Strike Price which are delivered at the end of each 
month and it is also then that investors make the payment for the shares received.  

On the 5th day of the 6th month, the Underlying Stock closes at or above the Knock-Out Barrier. The 
Knock-Out Event is triggered, the shares accumulated during the 4 EBD after the previous Settlement 
Date are delivered against payment to the investors one settlement cycle after the Knock-Out Event and 
the KOF is terminated. 

Total shares received: 5,200 * 
Total amount paid: USD 468,000 * 

Daily accumulation of shares at Strike Price which is lower than market price 

Daily accumulation of shares at Strike Price which is higher than market price 

M1 

Strike Price 
(90% of Initial Spot) 

Months 

100% of Initial Spot 

Knock-Out Barrier 
(105% of Initial Spot) 

M2 M3 M12 

Knock-Out Event! 

5th day of 6th month 

Monthly delivery and payment of shares 
Underlying Stock price  

(in % of Initial Spot) 

Profit 
Advantage 

Risk of Loss 

Scenario Analysis 1 - Phys ical  Sett led KOF (cont inued) 

Assumed: KOF with Normal Leverage Factor 

• Number of shares received each month  
 = 20 EBD x Daily Shares = 20 x 50 = 1,000 shares 
• Amount paid at the end of each month  
 = Strike Price x No. of shares received each month = USD 90 x 1,000 = USD 90,000  
• Total number of shares received during the first 5 months  
 = 5 x 1,000 = 5,000 shares 
• Total amount paid during the first 5 months 
 = Strike Price x No. of shares received in 5 months = USD 90 x 5,000 = USD 450,000 

Note: Provided no Knock-Out Event, the shares are accumulated at the Strike Price regardless of where the 
Underlying Stock price closes. 

• Number of shares received   
 = 4 days x Daily Shares = 4 x 50 = 200 shares  
• Amount paid  
 = Strike Price x Number of shares received = USD 90 x 200 = USD 18,000 

* For a KOF with Geared Leverage Factor :  
 Total shares will be increased by Daily Shares X No. of EBD for those days when Underlying Stock closes below 

Strike Price. 
 Total amount paid will be increased by Daily Shares X No. of EBD X Strike Price for those days when Underlying 

Stock closes below Strike Price. 
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Scenario 3: A Knock-Out Event occurs during guarantee period 

During the first 14 days, the Underlying Stock never closes at or above the Knock-Out Barrier. Investors 
accumulate 50 ABC shares per day at the Strike Price for Day 1 to Day 6 and Day 10 to Day 14 since the 
Underlying Stock closed at or above Strike Price; whereas investors accumulate 50 x 2=100 ABC shares 
per day at the Strike Price for Day 7 to Day 9 since the Underlying Stock closed below Strike Price. 

On Day 15, Underlying Stock closes at or above the Knock-Out Barrier, which then triggers a Knock-Out 
Event and terminates the KOF. 

Since there are 20 days in the guarantee period, investors will receive 50 ABC shares per day against full 
payment for the remaining six days from Day 15 to Day 20. Only 1 time Daily Shares are delivered for the 
rest of guarantee period since Knock Out Event notwithstanding the fact that this KOF is with Geared 
Leverage Factor. 

Daily accumulation of shares at Strike Price which is lower than market price 
Daily accumulation of shares at Strike Price which is higher than market price 

N is Daily Shares, i.e. 50 shares per day in this example 

Day 1 2 3 4 5 6 7 8 9 10 11 12 13 14 
N N N N N N N 

Day close < Strike Price 2N 2N 2N 
N N N N Day close >= Strike Price 

Total shares received: 1,150 
Total amount paid: USD 103,500  

D1 Days 

100% of Initial Spot 

Knock-Out Barrier 
(105% of Initial Spot) 

D2 D3 

Underlying Stock price  
(in % of Initial Spot) 

Strike Price 
(90% of Initial 

Spot) 

D0 D19 

Profit 
Advantage 

Magnified 
Risk of Loss 

D5 D6 D7 D4 D9 D10 D11 D8 D13 D14 D15 D12 D16 D17 D18 

For a  KOF with Geared Leverage Factor, accumulation of 
Daily Shares is doubled when Underlying Stocks closes 
below Strike Price, hence further increasing risk of loss 

D20 

Knock-Out Event! 

Scenario Analysis 1 - Phys ical  Sett led KOF (cont inued) 

Assumed: KOF with Geared Leverage Factor, Guarantee Shares with 20-days guarantee period 

• Number of shares received on the day one settlement cycle after Knock-Out Event  
 = 50 x 6 + (50 x 2) x 3 + 50 x 5 + 50 x 6 = 1,150 shares 
• Amount paid on the day one settlement cycle after Knock-Out Event 
 = Strike Price x No. of shares received = USD 90 x 1,150 = USD 103,500  
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Scenario 4 (Worst case scenario) :  
Knock-Out Event never occurs and the Underlying Stock drops below the Strike Price 
immediately after entering the trade and it continues to stay below the Strike Price at all 
times until the KOF contract expires 

During the whole Tenor, the Underlying Stock never closes at or above the Knock-Out Barrier. On EBD, the 
Underlying Stock closes below the Strike Price and it never bounces back to at or above the Strike Price 
during the whole Tenor of the contract. Investors are obliged to accumulate 50 x 2=100 ABC shares per day 
at the Strike Price for every Exchange Business Day until the KOF contract expires notwithstanding that the 
market price of the Underlying Stock is lower than the Strike Price.  

If Underlying Stock price falls to zero or close to zero, investors will suffer substantial loss of up to USD 
2,160,000. 

In the above chart, the investment does not generate any profit and investors incur huge losses as the 
Underlying Stock price stays below the Strike Price at all times. The loss is further magnified because of the 
Geared Leverage Factor. The accumulation rate will increase from 50 shares per day to 100 shares per day 
when the share price of ABC share closes below the Strike Price. Investors are bound by the KOF contract to 
purchase two times Daily Shares at the Strike Price until the KOF contract expires. Investors are suffering 
from the difference between the Strike Price of the Underlying Stock under the KOF contract and the market 
price of the Underlying Stock everyday until the KOF contract expires. 

Total shares received: 24,000 
Total amount paid: USD 2,160,000 

Scenario Analysis 1 - Phys ical  Sett led KOF (cont inued) 

• Total number of ABC shares to be received during the Tenor  
 = 240 x 50 x 2 = 24,000 shares  
• Amount paid  
 = Strike Price x Total number of shares received during the Tenor  
 = USD 90 x 24,000 = USD 2,160,000 

Daily accumulation of shares at Strike Price which is higher than market price 

Knock-Out Barrier 
(105% of Initial Spot) 

100% of Initial Spot 

Underlying Stock price  
(in % of Initial Spot) 

Strike Price 
(90% of Initial 

Spot) 

No Profit 

Magnified 
Risk of 
Loss 

Expiry Date 

Assumed: A KOF with Geared Leverage Factor 
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Assuming investors want to invest in a Knock-Out Forward Option: 

• Counterparty : BNP Paribas  
• Tenor : 1 year 
• Currency : HKD 
• Underlying Stock : ABC shares 
• Initial Spot :  HKD 100 

• Strike Price :  HKD 90 (90% of Initial Spot) 
• Knock-Out Barrier :  HKD 105 (105% of Initial Spot) 
• Total number of EBD  :  240 
• Daily Shares  :  50 shares per day 
• Geared Leverage Factor : 2 
• Settlement frequency : monthly 

Scenario 1: No Knock-Out Event occurs 

# Before any out of pocket expenses including stamp duty, government tax, custodian charges etc. 

Period 

No. of day counts  
Share  

day close price 
Total no. of  
shares to be 

received 
during the 

period  

Relevant Price  
(i.e. Closing 

price) of ABC 
share at  
period M 

Strike  
Price 

Cash Settlement for 
KOF contract  

(Closing Price -
Strike Price) * Total 
no. of  shares to be 

received 

Cash Settlement for 
Shares purchase 

agreement at 
Relevant Price 

Net Amount paid by 
investors  

= Strike Price x 
Total no. of shares 
purchased during 

the period # 

> =  
Strike 
Price 

< 
Strike 
Price 

M1 20 0 1000 HKD 103  HKD 90  HKD 13,000  (HKD 103,000) (HKD 90,000) 
M2 20 0 1000 HKD 102  HKD 90  HKD 12,000  (HKD 102,000) (HKD 90,000) 
M3 20 0 1000 HKD 99  HKD 90  HKD 9,000  (HKD 99,000) (HKD 90,000) 
M4 20 0 1000 HKD 95  HKD 90  HKD 5,000  (HKD 95,000) (HKD 90,000) 
M5 20 0 1000 HKD 98  HKD 90  HKD 8,000  (HKD 98,000) (HKD 90,000) 
M6 20 0 1000 HKD 95  HKD 90  HKD 5,000  (HKD 95,000) (HKD 90,000) 
M7 10 10 1500 HKD 92  HKD 90  HKD 3,000  (HKD 138,000) (HKD 135,000) 
M8 5 15 1750 HKD 85  HKD 90  (HKD 8,750) (HKD 148,750) (HKD 157,500) 
M9 15 5 1250 HKD 88  HKD 90  (HKD 2,500) (HKD 110,000) (HKD 112,500) 

M10 10 10 1500 HKD 91  HKD 90  HKD 1,500  (HKD 136,500) (HKD 135,000) 
M11 20 0 1000 HKD 95  HKD 90  HKD 5,000  (HKD 95,000) (HKD 90,000) 
M12 20 0 1000 HKD 95  HKD 90  HKD 5,000  (HKD 95,000) (HKD 90,000) 

Daily accumulation of shares at Strike Price which is lower than market price 

Daily accumulation of shares at Strike Price which is higher than market price 

M1 

Strike Price 
(90% of Initial Spot) 

Months 

100% of Initial Spot 

Knock-Out Barrier 
(105% of Initial Spot) 

M2 M3 M12 

Profit 
Advantage 

Magnified 
Risk of Loss 

Underlying Stock price  
(in % of Initial Spot) 

M4 M5 M7 M6 M8 M9 M10 M11 

Scenario Analysis 2 - Cash Sett led KOF plus Authori ty  g iven 
to  the Bank to  purchase shares 
The scenario analysis is for illustration purpose only and do not convey any information regarding the actual 
terms and conditions, returns or profits of the investment. These illustrations do not take into account dividend 
payments or standard securities trading costs, brokerage fees, etc. Subject to terms and conditions stated in the 
Documents, terms may be defined differently under specific issues. Investors should refer to the terms and other 
risk factors set out in the Documents for further details. 
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Scenario 2: Worst case scenario – Knock-Out Event never occurs and the Underlying Stock 
drops below the Strike Price immediately after entering the trade and it continues to stay 
below the Strike Price until the KOF contract expires 

# Before any out of pocket expenses including stamp duty, government tax, custodian charges etc. 

In the above chart, the investment does not generate any profit and investors incur huge losses as the 
Underlying Stock price stays below the Strike Price at all times. The loss is further magnified because of the 
Geared Leverage Factor. The accumulation rate will increase from 50 shares per day to 100 shares per day 
when the share price of ABC share closes below the Strike Price. Investors are bound by the Cash settled  KOF 
contract to accumulate two times Daily Shares at the Strike Price until the Cash settled KOF contract expires. 
Investors are suffering from the difference between the Strike Price and the market price of the Underlying 
Stock everyday until the Cash settled KOF contract expires. 

Daily accumulation of shares at Strike Price which is higher than market price 

Strike Price 
(90% of Initial Spot) 

Underlying Stock price  
(in % of Initial Spot) 

M1 Months 

100% of Initial Spot 

Knock-Out Barrier 
(105% of Initial Spot) 

M2 M3 M12 

No Profit 

Magnified 
Risk of Loss 

M4 M5 M7 M6 M8 M9 M10 M11 

Scenario Analysis 2 - Cash Sett led KOF (Cont inued)  

Period 

No. of day counts  
Share  

day close price 
Total no. of  
shares to be 

received 
during the 

period  

Relevant Price  
(i.e. Closing 

price) of ABC 
share at  
period M 

Strike  
Price 

Cash Settlement for 
KOF contract  

(Closing Price -
Strike Price) * Total 
no. of  shares to be 

received 

Cash Settlement for 
Shares purchase 

agreement at 
Relevant Price 

Net Amount paid by 
investors  

= Strike Price x 
Total no. of shares 
purchased during 

the period # 

> =  
Strike 
Price 

< 
Strike 
Price 

M1 0 20 2000 HKD 85  HKD 90  (HKD 10,000) (HKD 170,000) (HKD 180,000) 
M2 0 20 2000 HKD 83  HKD 90  (HKD 14,000) (HKD 166,000) (HKD 180,000) 
M3 0 20 2000 HKD 80  HKD 90  (HKD 20,000) (HKD 160,000) (HKD 180,000) 
M4 0 20 2000 HKD 83  HKD 90  (HKD 14,000) (HKD 166,000) (HKD 180,000) 
M5 0 20 2000 HKD 80  HKD 90  (HKD 20,000) (HKD 160,000) (HKD 180,000) 
M6 0 20 2000 HKD 78  HKD 90  (HKD 24,000) (HKD 156,000) (HKD 180,000) 
M7 0 20 2000 HKD 82  HKD 90  (HKD 16,000) (HKD 164,000) (HKD 180,000) 
M8 0 20 2000 HKD 82  HKD 90  (HKD 16,000) (HKD 164,000) (HKD 180,000) 
M9 0 20 2000 HKD 85  HKD 90  (HKD 10,000) (HKD 170,000) (HKD 180,000) 

M10 0 20 2000 HKD 86  HKD 90  (HKD 8,000) (HKD 172,000) (HKD 180,000) 
M11 0 20 2000 HKD 86  HKD 90  (HKD 8,000) (HKD 172,000) (HKD 180,000) 
M12 0 20 2000 HKD 87  HKD 90  (HKD 6,000) (HKD 174,000) (HKD 180,000) 
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A Reverse Knock-Out Forward Option, also known as a Decumulator, is an equity derivative which 
allows investors to decumulate shares of an Underlying Stock at a pre-agreed Strike Price. The 
Strike Price is generally set at a higher level than the Initial Spot on Trade Date.  

The decumulation will continue even if the Underlying Stock price closes above the Strike Price and 
will cease as soon as the Underlying Stock price closes at or below a lower barrier, also known as 
the Knock-Out Barrier.  

Part 2 : Reverse Knock-Out Forward 
Options 
Also known as Decumulator 

What is a Reverse Knock-Out Forward Option? 

Essen t i a l  Fea tures  

Initial investment 
On Trade Date, all terms of the Reverse Knock-Out Forward Option are fixed. For a fully covered 
Reverse KOF transaction, sufficient number of shares accounting for the maximum number of 
shares to be delivered throughout the Tenor after taking into consideration the Leverage Factor 
should be maintained in the account. 
Shares are decumulated daily and they are delivered to the Counterparty in exchange for cash on 
each periodic scheduled Settlement Date. 
On each Settlement Date, investors deliver the following number of shares:   
 Number of shares to be delivered = decumulation rate* x Number of Exchange 

Business Days in the respective period 
 Amount received = Number of shares to be delivered x Strike Price 

How to calculate the cash settlement amount for an uncovered cash settled Reverse KOF 
for each observation period ? 
On a Settlement Date for each observation period or on a Settlement Date after a Knock-out Event 
has occurred, the periodic cash settlement amount is calculated as follow :  
 

Total number of shares deemed to be delivered during the period X (Strike Price - Relevant Price) 
 

If the Cash Settlement Amount is a: 
• positive number ( where the Relevant Price is lower than the Strike Price), investors shall 

receive such amount from the Counterparty. 
• negative number ( where the Relevant Price is above the Strike Price), investors shall pay such 

amount to the Counterparty.  

Alternatively, there may be situations the Bank accepts Reverse KOF transactions on a cash settled 
basis for investors who do not own the Underlying Stock. 

* For a Reverse KOF is with Normal Leverage Factor (i.e. 1), decumulation rate will always be 1 time the 
stipulated Daily Shares. 

* For a Reverse KOF is with Geared Leverage Factor (i.e. 2), decumulation rate will be 1 time the Daily Shares 
on each Exchange Business Day when the Underlying Stock closes at or below the Strike Price, but will 
become 2 times the Daily Shares on each Exchange Business Day when the Underlying Stock closes above 
the Strike Price. 
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Knock-Out feature 
If on any Exchange Business Day, the Underlying Stock price closes at or below the Knock-Out 
Barrier, a Knock-Out Event occurs. The Reverse KOF is early terminated and the shares 
decumulated since the beginning of the on-going period to but excluding the Knock-Out Event day 
are delivered to the Counterparty in exchange for cash:  
 Number of shares to be delivered = decumulation rate * x Number of Exchange Business Days 

in the respective period to but excluding the Knock-Out Event day 
 Amount received = Number of shares to be delivered x Strike Price 
 

Guarantee feature (Guarantee Shares) 
A certain number of shares is agreed by the Counterparty to be received from investors in 
exchange for cash payment to the investors on the prescribed settlement day notwithstanding 
the Spot movement of the Underlying Stock. If the Reverse KOF is with Geared Leverage Factor 
but Knock-Out Event occurs during the guarantee period, the share decumulation for the 
remaining days from the knock-out date inclusive until end of guarantee period will be counted 
only as 1 time the Daily Shares. 

On a daily basis before the Reverse KOF is knocked out or expires, one of the 3 conditions below 
occurs : 

If the Underlying Stock closes above Strike Price, the 
investor decumulates 2 times (for Reverse KOF with 
Geared Leverage Factor) or 1 time (for Reverse KOF with 
Normal Leverage Factor) the pre-agreed Daily Shares at 
Strike Price. 

If the Underlying Stock closes at or below Strike Price 
but above the Knock-Out Barrier then the investor will 
decumulate pre-agreed Daily Shares at Strike Price. 

Early Termination: If the Underlying Stock closes at or 
below the Knock-Out Barrier, the Reverse KOF will be 
terminated with the decumulated shares delivered in 
exchange for cash payment to the investor in one 
settlement cycle. 

Settlement Mode 
Reverse KOFs transacted with our Bank may be done either on a: 
• physical settlement basis; or  
• cash settlement basis plus authority given by the clients to the Bank to sell shares on their 

behalf as agent; or 
• cash settlement basis for an uncovered Reverse KOF (i.e. without holding the Underlying 

Stock), 
depending on which structure is offered to and agreed with the clients, at the Bank’s discretion. 

I l lustrat ions of daily decumulat ion 

* For a Reverse KOF is with Normal Leverage Factor (i.e. 1), decumulation rate will always be 1 time the 
stipulated Daily Shares. 

* For a Reverse KOF is with Geared Leverage Factor (i.e. 2), decumulation rate will be 1 time the Daily Shares 
on each Exchange Business Day when the Underlying Stock closes at or below the Strike Price, but will 
become 2 times the Daily Shares on each Exchange Business Day when the Underlying Stock closes above 
the Strike Price. 
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• Periodic disposal of shares at a pre-agreed Strike Price which is set at a higher level than 
Initial Spot on Trade Date. 

• Flexibility to customize according to investor’s requirements (choice of Underlying Stock, Tenor, 
etc.). 

• Once investors enter into a Reverse KOF contract, the Strike Price is fixed. If the value of the 
Underlying Stock rises above the Strike Price, investors end up receiving less for the 
Underlying Stock than it is worth. When the Underlying Stock closes at or below the Knock-
Out Barrier, the Reverse KOF contract will be terminated. It means that investors will not be 
able to decumulate any more Underlying Stock at the Strike Price. Thus, the potential gain is 
somewhat limited by the knockout feature. Moreover, investors may not be able to rollover 
into another contract after the occurrence of a Knock-Out Event as the new terms may be 
worse than the original contract.  

• In case investors leverage their investments by entering into Reverse KOF contracts with 
Geared Leverage Factor, the downside risk is magnified whenever the Underlying Stock price 
rises above the Strike Price. In the extreme case, the consequences can be disastrous when 
investors cover their short position in a short period of time because of some positive news on 
the Underlying Stock that could drive the Underlying Stock to a very high level. It is very risky 
for investors who have entered uncovered Reverse KOF positions or do not have sufficient 
Underlying Stock to cover the positions. The investors are still bound by the contract to sell a 
multiple number of Daily Shares at the Strike Price until the Expiry Date. The situation is even 
worse for investors who leverage their Reverse KOF contracts on margin. In an adverse 
situation, investors may have to meet margin calls at short notice while their ability to ensure 
sufficient stocks for delivery may be much worse than during normal times, due to the 
significant rise in the market values of the Underlying Stock. 

• A Reverse KOF contract is not a one-off transaction. Instead, it comprises of a series of option 
contracts whereby investors are committed and obliged to sell the Underlying Stock 
periodically until the Reverse KOF contract expires or a Knock-Out Event occurs. Whenever the 
prevailing market price of the Underlying Stock rises above the Strike Price, investors are 
incurring huge losses on a daily basis. The maximum exposure for Reverse KOF contracts with 
Normal Leverage Factor is one time the Notional Amount, and for Reverse KOF contracts with 
Geared Leverage Factor, it is multiple times of the Notional Amount. The potential losses 
under Reverse KOF contracts are unlimited when the Underlying Stock price rises above the 
Strike Price as investors lose every dollar which represents the difference between the amount 
which they had paid for the Underlying Stock for delivery to settle the Reverse KOF contract 
and the Strike Price of the Reverse KOF contract, until the Reverse KOF contract expires or a 
Knock-Out Event occurs. Such potential losses are magnified for Reverse KOF contracts with 
Geared Leverage Factor. In cases where an investor has entered into various Forward Option 
contracts, the total maximum exposure arising from all such contracts may be huge and may 
not offset one another. Investors should take extra caution and seek independent advice before 
they make any decisions to enter into such contracts. 

• It may be difficult for investors to unwind the contract prior to maturity due to limited liquidity. 
Investors must be prepared to hold the contract to maturity.  

Benefits 

Major Risks & Drawbacks 
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Assuming investors want to invest in a Reverse Knock-Out Forward Option : 

• Counterparty : BNP Paribas  
• Tenor : 1 year 
• Currency : USD  
• Underlying Stock : ABC shares 
• Initial Spot :  USD 100 

• Strike Price :  USD 110 (110% of Initial Spot) 
• Knock-Out Barrier :  USD 95 (95% of Initial Spot) 
• Total number of EBD  :  240 
• Daily Shares  :  50 shares per day 
• Settlement frequency : monthly 

Scenario 1: No Knock-Out Event occurs 

During the whole Tenor, the Underlying Stock never closes at or below the Knock-Out Barrier. Investors 
decumulate 50 ABC shares per day at the Strike Price and the delivery for these shares to Counterparty in 
exchange of cash receipt by the investors are made at the end of each month : 

* For a Reverse KOF with Geared Leverage Factor : 
 The Daily Share decumulated will be increased from 50 shares per day to 100 shares per day  for those days 

when Underlying Stock closes above Strike Price. 
 For such case, the  amount received will only be capped at Strike Price per share. 

Daily decumulation of shares at Strike Price which is higher than market price 
Daily decumulation of shares at Strike Price which is lower than market price 

M1 

Knock-Out Barrier 
(95% of Initial Spot) 

Months 

100% of Initial Spot 

Strike Price 
(110% of Initial Spot) 

M2 M3 M12 

Stock price  
(in % of Initial Spot) 

Profit 
Advantage 

Risk of Loss 

Total shares delivered: 12,000 * 
Total amount received: USD 1,320,000 * 

Scenario Analysis 3 - Phys ical  Sett led Reverse KOF 

The scenario analysis is for illustration purpose only and do not convey any information regarding the actual 
terms and conditions, returns or profits of the investment. These illustrations do not take into account dividend 
payments or standard securities trading costs, brokerage fees, etc. Subject to terms and conditions stated in the 
Documents, terms may be defined differently under specific issues. Investors should refer to the terms and other 
risk factors set out in the Documents for further details. 

Assumed: Reverse KOF with Normal Leverage Factor 

• Total number of ABC shares to be delivered during the Tenor  
 = 240 x 50 = 12,000 shares 
• Amount received  
 = Strike Price x Total number of shares delivered during the Tenor 
 = USD 110 x 12,000 = USD 1,320,000 
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Scenario 2: A Knock-Out Event occurs before maturity 

• Number of shares delivered each month  
 = 20 EBD x Daily Shares = 20 x 50 = 1,000 shares 
• Amount received at the end of each month  
 = Strike Price x No. of shares delivered each month = USD 110 x 1,000 = USD 110,000 
• Total number of shares delivered during the first 5 months  
 = 5 x 1,000 = 5,000 shares 
• Total amount received during the first 5 months 
 = Strike Price x No. of shares delivered in 5 months = USD 110 x 5,000 = USD 550,000 

On the 5th day of the 6th month, the Underlying Stock closes at or below the Knock-Out Barrier. The 
Knock-Out Event is triggered, the shares decumulated during the 4 EBD after the previous Settlement Date 
are delivered to the Counterparty in exchange of cash received by the investors one settlement cycle after 
the Knock-Out Event and the Reverse KOF is terminated.  

* For Reverse KOF with Geared Leverage Factor : 
 The Daily Share decumulated will be increased from 50 shares per day to 100 shares per day  for those days 

when Underlying Stock closes above Strike Price. 
 For such case, the  amount received will only be capped at Strike Price per share. 

M1 Months 

100% of Initial Spot 

M2 M3 M12 

Knock-Out Event! 

5th day of 6th month 

Monthly delivery and payment of shares Stock price  
(in % of Initial Spot) 

Daily decumulation of shares at Strike Price which is higher than market price 
Daily decumulation of shares at Strike Price which is lower than market price 

Strike Price 
(110% of Initial Spot) 

Knock-Out Barrier 
(95% of Initial Spot) 

Profit 
Advantage 

Risk of Loss 

Total shares delivered: 5,200 * 
Total amount received: USD 572,000 * 

Scenario Analysis 3 - Phys ical  Sett led Reverse KOF (Cont inued)  

Assumed: Reverse KOF with Normal Leverage Factor 

During the first 5 months, the Underlying Stock never closes at or below the Knock-Out Barrier.  
Investors decumulate 50 ABC shares per day at the Strike Price which are delivered at the end of each 
month to Counterparty and it is also then that investors receive the cash payment for the shares 
delivered.  

Note: Provided no Knock-Out Event, the shares are decumulated at the Strike Price regardless of where the 
Underlying Stock price closes. 

• Number of shares delivered 
 = 4 days x Daily Shares = 4 x 50 = 200 shares   
• Amount received 
 = Strike Price x Number of shares delivered = USD 110 x 200 = USD 22,000  
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Scenario 3: A Knock-Out Event occurs during guarantee period 

During the first 14 days, the Underlying Stock never closes at or below the Knock-Out Barrier. Investors 
decumulate 50 ABC shares per day at the Strike Price for Day 1 to Day 6 and Day 10 to Day 14 since the 
Underlying Stock closed at or below Strike Price; whereas investors decumulate 50 x 2=100 ABC shares 
per day at the Strike Price for Day 7 to Day 9 since the Underlying Stock closed above Strike Price. 

On Day 15, Underlying Stock closes at or below the Knock-Out Barrier, which then triggers a Knock-Out 
Event and terminates the Reverse KOF. 

Since there are 20 days in the guarantee period, investors will deliver to the Counterparty in  exchange 
for cash receipt for 50 ABC shares per day** for the remaining six days from Day 15 to Day 20. Only 1 
time Daily Shares are delivered for the rest of guarantee period since the Knock Out Event 
notwithstanding the fact that this Reverse KOF is with Geared Leverage Factor. 

N is Daily Shares, i.e. 50 shares per day in this example 

Total shares delivered: 1,150 
Total amount received: USD 126,500 

Day 1 2 3 4 5 6 7 8 9 10 11 12 13 14 

N N N N N N N Day close <= Strike Price 
2N 2N 2N 

N N N N 
Day close > Strike Price 

Daily decumulation of shares at Strike Price which is higher than market price 
Daily decumulation of shares at Strike Price which is lower than market price 

D1 Days 

100% of Initial Spot 

Strike Price 
(110% of Initial Spot) 

D2 D3 

Underlying Stock price  
(in % of Initial Spot) 

Knock-Out Barrier 
(95% of Initial Spot) 

D0 D19 D5 D6 D7 D4 D9 D10 D11 D8 D13 D14 D15 D12 D16 D17 D18 D20 

Knock-Out Event! 

For a Reverse KOF with Geared Leverage 
Factor, decumulation of Daily Shares is 
doubled for the days when Underlying Stock 
closes above Strike Price, hence further 
increasing risk of loss 

Profit 
Advantage 

Magnified 
Risk of Loss 

Scenario Analysis 3 - Phys ical  Sett led Reverse KOF (Cont inued)  

Assumed: Reverse KOF with Geared Leverage Factor, Guarantee Shares with 20-days guarantee period 

• Number of shares delivered on the day one settlement cycle after the Knock-Out Event  
 = 50 x 6 + (50 x 2) x 3 + 50 x 5 + 50 x 6 = 1,150 shares 
• Amount received on the day one settlement cycle after the Knock-Out Event 
  = Strike Price x No. of shares delivered = USD 110 x 1,150 = USD 126,500 
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Scenario 4 (Worst case scenario) :  
Knock-Out Event never occurs and the Underlying Stock rises above the Strike Price 
immediately after entering the trade and it continues to stay above the Strike Price till the 
Reverse KOF contract expires 

During the whole Tenor, the Underlying Stock never closes at or below the Knock-Out Barrier. On EBD, 
the Underlying Stock closes above the Strike Price and it never retreats back to or below the Strike Price 
during the whole Tenor of the contract. Investors are obligated to decumulate 50 x 2 = 100 ABC shares 
per day at the Strike Price for every Exchange Business Day until the Reverse KOF contract expires 
notwithstanding that the market price of the Underlying Stock is higher than the Strike Price.  

If Underlying Stock price jumps to sky high, investors will suffer from substantial and unlimited capital 
losses. 

In the above chart, the investment does not generate any profit and investors incur huge unlimited loss as 
the Underlying Stock stays above the Strike Price at all times. The unlimited loss is further magnified 
because of the Geared Leverage Factor. The decumulation rate will increase from 50 shares per day to 100 
shares per day when the share price of ABC share closes above the Strike Price. Investors are bound by the 
Reverse KOF contract to sell two times Daily Shares at the Strike Price until the Reverse KOF contract 
expires. Investors are suffering from the difference between the market price of the Underlying Stock and 
the Strike Price of the Reverse KOF until the Reverse KOF contract expires.  

Total shares delivered: 24,000 
Total amount received: USD 2,640,000 

100% of Initial Spot 

Knock-Out Barrier 
(95% of Initial Spot) 

Underlying Stock price  
(in % of Initial Spot) 

Strike Price 
(110% of Initial Spot) 

No Profit 

Magnified 
Risk of 
Loss 

Expiry Date 

Daily decumulation of shares at Strike Price which is lower than market price 

Scenario Analysis 3 - Phys ical  Sett led Reverse KOF (Cont inued)  

• Total number of ABC shares to be delivered during the Tenor  
 = 240 x 50 x 2 = 24,000 shares 
• Amount received 
=  Strike Price x Total number of shares delivered during the Tenor  
= USD 110 x 24,000 = USD 2,640,000 

Assumed: Reverse KOF with Geared Leverage Factor, Guarantee Shares with 20-days guarantee period 
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Assuming investors want to invest in a Reverse Knock-Out Forward Option : 

• Counterparty : BNP Paribas  
• Tenor : 1 year 
• Currency : HKD 
• Underlying Stock : ABC shares 
• Initial Spot :  HKD 100 

• Strike Price :  HKD 110 (110% of Initial Spot) 
• Knock-Out Barrier :  HKD 95 (95% of Initial Spot) 
• Total number of EBD  :  240 
• Daily Shares  :  50 shares per day 
• Geared Leverage Factor : 2 
• Settlement frequency : monthly 

Scenario 1: No Knock-Out Event occurs 

# Before any out of pocket expenses including stamp duty, government tax, custodian charges etc. 

Daily decumulation of shares at Strike Price which is higher than market price 
Daily decumulation of shares at Strike Price which is lower than market price 

M1 

Knock-Out Barrier 
(95% of Initial Spot) 

Month 

100% of Initial Spot 

Strike Price 
(110% of Initial Spot) 

M2 M3 M12 

Underlying Stock price  
(in % of Initial Spot) 

Profit 
Advantage 

Magnified  
Risk of Loss 

M4 M5 M7 M6 M8 M9 M10 M11 

Scenario Analysis 4 – Cash Sett led Reverse KOF plus  Authori ty 
g iven to  the Bank to  sel l  Shares 

The scenario analysis is for illustration purpose only and do not convey any information regarding the actual 
terms and conditions, returns or profits of the investment. These illustrations do not take into account dividend 
payments or standard securities trading costs, brokerage fees, etc. Subject to terms and conditions stated in the 
Documents, terms may be defined differently under specific issues. Investors should refer to the terms and other 
risk factors set out in the Documents for further details. 

Period 

No. of day counts  
Share  

day close price 
Total no. of  
shares to be 

delivered 
during the 

period  

Relevant Price  
(i.e. Closing 

price) of ABC 
share at  
period M 

Strike  
Price 

Cash Settlement for 
Reverse Knock-Out 
Forward contract  

(Strike Price-Closing 
Price)* Total number 

of  shares to be 
delivered 

Cash 
Settlement for 

Shares sale 
agreement at 
Relevant Price 

Total Amount # 

received by 
investors = Strike 

Price x Total 
number of shares 
delivered during  

the period 

< =  
Strike 
Price 

> 
Strike 
Price 

M1 20 0 1000 HKD 103  HKD 110 HKD 7,000  HKD 103,000 HKD 110,000  
M2 20 0 1000 HKD 105  HKD 110 HKD 5,000  HKD 105,000 HKD 110,000  
M3 20 0 1000 HKD 108 HKD 110 HKD 2,000  HKD 108,000 HKD 110,000  
M4 20 0 1000 HKD 105 HKD 110 HKD 5,000  HKD 105,000 HKD 110,000  
M5 20 0 1000 HKD 106 HKD 110 HKD 4,000  HKD 106,000 HKD 110,000  
M6 20 0 1000 HKD 108 HKD 110 HKD 2,000  HKD 108,000 HKD 110,000  
M7 20 0 1000 HKD 108 HKD 110 HKD 2,000  HKD 108,000 HKD 110,000 
M8 10 10 1500 HKD 113 HKD 110 (HKD 4,500) HKD 169,500 HKD 165,000 
M9 0 20 2000 HKD 112 HKD 110 (HKD 4,000) HKD 224,000 HKD 220,000 
M10 0 20 2000 HKD 113 HKD 110 (HKD 6,000) HKD 226,000 HKD 220,000 
M11 10 10 1500 HKD 106 HKD 110 HKD 6,000  HKD 159,000 HKD 165,000 
M12 20 0 1000 HKD 105 HKD 110 HKD 5,000  HKD 105,000 HKD 110,000 
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Scenario 2 ( Worst case scenario ) : 
Knock-Out Event never occurs and the Underlying Stock rises above the Strike Price 
immediately after entering the trade and it continues to stay above the Strike Price till the 
Reverse KOF contract expires 

Daily decumulation of shares at Strike Price which is lower than market price 

M1 Month M2 M3 M12 M4 M5 M7 M6 M8 M9 M10 M11 

100% of Initial Spot 

Knock-Out Barrier 
(95% of Initial Spot) 

Underlying Stock price  
(in % of Initial Spot) 

Strike Price 
(110% of Initial Spot) 

Magnified 
Risk of Loss 

No Profit 

# Before any out of pocket expenses including stamp duty, government tax, custodian charges etc. 

In the above chart, the investment does not generate any profit and investors incur unlimited loss as the 
Underlying Stock stays above the Strike Price at all times. The unlimited loss is further magnified because of 
the Geared Leverage Factor. The decumulation rate will increase from 50 shares per day to 100 shares per day 
when the share price of ABC share closes above the Strike Price. Investors are bound by the Reverse KOF 
contract to decumulate two times Daily Shares at the Strike Price until the cash settled Reverse KOF contract 
expires. Investors are suffering from the difference between market price and the Strike Price of the 
Underlying Stock everyday until the Reverse KOF contract expires.  

Scenario Analysis 4 – Cash Sett led Reverse KOF plus  Authori ty 
g iven to  the Bank to  sel l  Shares (Cont inued) 

Period 

No. of day counts  
Share  

day close price 
Total no. of  
shares to be 

delivered 
during the 

period  

Relevant Price  
(i.e. Closing 

price) of ABC 
share at  
period M 

Strike  
Price 

Cash Settlement for 
Reverse Knock-Out 
Forward contract  

(Strike Price-Closing 
Price)* Total number 

of  shares to be 
delivered 

Cash 
Settlement for 

Shares sale 
agreement at 
Relevant Price 

Total Amount # 

received by 
investors = Strike 

Price x Total 
number of shares 
delivered during  

the period 

< =  
Strike 
Price 

> 
Strike 
Price 

M1 0 20 2000 HKD 115  HKD 110 (HKD 10,000) HKD 230,000 HKD 220,000  
M2 0 20 2000 HKD 113 HKD 110 (HKD 6,000) HKD 226,000 HKD 220,000  
M3 0 20 2000 HKD 120 HKD 110 (HKD 20,000) HKD 240,000 HKD 220,000  
M4 0 20 2000 HKD 115 HKD 110 (HKD 10,000) HKD 230,000 HKD 220,000  
M5 0 20 2000 HKD 122 HKD 110 (HKD 24,000) HKD 244,000 HKD 220,000  
M6 0 20 2000 HKD 120 HKD 110 (HKD 20,000) HKD 240,000 HKD 220,000  
M7 0 20 2000 HKD 122 HKD 110 (HKD 24,000) HKD 244,000 HKD 220,000  
M8 0 20 2000 HKD 122 HKD 110 (HKD 24,000) HKD 244,000 HKD 220,000  
M9 0 20 2000 HKD 118 HKD 110 (HKD 16,000) HKD 236,000 HKD 220,000  
M10 0 20 2000 HKD 115 HKD 110 (HKD 10,000) HKD 230,000 HKD 220,000  
M11 0 20 2000 HKD 120 HKD 110 (HKD 20,000) HKD 240,000 HKD 220,000  
M12 0 20 2000 HKD 122 HKD 110 (HKD 24,000) HKD 244,000 HKD 220,000  
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Scenario Analysis 5 – Cash Sett led Uncovered Reverse KOF 

In the above chart, investors incur losses when the Underlying Stock price stays above the Strike Price. 
The loss is further magnified because of the Geared Leverage Factor. The decumulation rate will increase 
from 50 shares per day to 100 shares per day when the share price of ABC share closes above the Strike 
Price.  Investors are suffering from the price difference between the Strike Price and the Relevant Price at 
each settlement period when the Underlying Stock price stays above the Strike Price. 

The periodic cash settlement amount is calculated as follow: 

The scenario analysis is for illustration purpose only and do not convey any information regarding the actual 
terms and conditions, returns or profits of the investment. These illustrations do not take into account dividend 
payments or standard securities trading costs, brokerage fees, etc. Subject to terms and conditions stated in the 
Documents, terms may be defined differently under specific issues. Investors should refer to the terms and other 
risk factors set out in the Documents for further details. 

Assuming investors want to invest in a Reverse Knock-Out Forward Option : 

 
 
 
 

• Counterparty : BNP Paribas  
• Tenor : 1 year 
• Currency : HKD 
• Underlying Stock : ABC shares 
• Initial Spot :  HKD 100 

• Strike Price :  HKD 110 (110% of Initial Spot) 
• Knock-Out Barrier :  HKD 95 (95% of Initial Spot) 
• Total number of EBD  :  240 
• Daily Shares  :  50 shares per day 
• Geared Leverage Factor :  2 
• Settlement frequency : monthly 

Scenario 1: Knock-Out Event never occurs and the Underlying Stock price always moves 
around the upper  and lower zone of  the Strike Price until the Reverse KOF contract expires 

Period 

No. of day counts  
Share  

day close price 

Total number of  
shares  are 

deemed to be 
delivered during 

the period  

Relevant Price  
(i.e. Closing 

price) of ABC 
share at  
period M 

Strike  
Price 

Cash Settlement for 
Reverse KOF contract  

(Strike Price-#Relevant 
Price )* Total number of  

shares deemed to be 
delivered 

< =  
Strike Price 

>  
Strike Price 

M1 2 18 1900 HKD 112  HKD 110  (HKD 3,800) 
M2 0 20 2000 HKD 113  HKD 110 (HKD 6,000) 
M3 0 20 2000 HKD 116  HKD 110  (HKD 12,000) 
M4 0 20 2000 HKD 115  HKD 110  (HKD 10,000) 
M5 0 20 2000 HKD 117  HKD 110  (HKD 14,000) 
M6 0 20 2000 HKD 120  HKD 110  (HKD 20,000) 
M7 0 20 2000 HKD 116  HKD 110  (HKD 12,000) 
M8 0 20 2000 HKD 117  HKD 110  (HKD 14,000) 
M9 12 8 1400 HKD 114  HKD 110  (HKD 5,600) 
M10 20 0 1000 HKD 108  HKD 110  HKD 2,000 
M11 20 0 1000 HKD 109  HKD 110  HKD 1,500 
M12 20 0 1000 HKD 108  HKD 110  HKD 2,000 

Daily decumulation of shares at Strike Price which is higher than market price 

Daily decumulation of shares at Strike Price which is lower than market price 

M1 

Knock-out barrier 
(95% of Initial Spot) 

Months 

100% of Initial Spot 

Strike Price 
(110% of Initial Spot) 

M2 M3 M12 

Profit 
Advantage 

Magnified 
Risk of Loss 

M4 M5 M7 M6 M8 M9 M10 M11 

Stock price  
(in % of Initial Spot) 
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Scenario Analysis 5 – Cash Sett led Uncovered Reverse KOF 
(Cont inued) 

Scenario 2 (Worst case scenario) :  

Knock-Out Event never occurs and the Underlying Stock rises above the Strike Price 
immediately after entering the trade and it continues to stay above the Strike Price till the 
Reverse KOF contract expires 

During the whole Tenor, the Underlying Stock never closes at or below the Knock-Out Barrier. On EBD, 
the Underlying Stock closes above the Strike Price and it never retreats back to or below the Strike Price 
during the whole Tenor of the contract. Investors are obligated to decumulate 50 x 2 = 100 ABC shares 
per day at the Strike Price for every Exchange Business Day until the Reverse KOF contract expires 
notwithstanding that the market price of the Underlying Stock is higher than the Strike Price.  

In the above chart, the investment does not generate any profit and investors incur huge unlimited loss 
as the Underlying Stock stays above the Strike Price at all times. The loss is further magnified because of 
the Geared Leverage Factor. The decumulation rate will increase from 50 shares per day to 100 shares 
per day when the share price of ABC share closes above the Strike Price. Investors are bound by the Cash 
settled Reverse KOF contract to sell two times Daily Shares at the Strike Price until the Cash settled 
Reverse KOF contract expires. Investors are suffering from the price difference between the Strike Price 
and the Relevant Price at each settlement period until the Cash settled Reverse KOF contract expires.  

Total shares are deemed to be delivered : 24,000 shares 
Total amount suffers   : The cumulative losses for all the settlement periods 

• Total number of ABC shares are deemed to be delivered during each period   
 = 20 x 50 x 2 = 2,000 shares 
• Cash settlement Amount loss for each period  
 = (Strike Price – Relevant Price ) x Total number of shares delivered during each period 

If Underlying Stock price jumps to sky high, investors will suffer from substantial capital losses. 

No Profit 

Magnified 
Risk of Loss 

Daily decumulation of shares at Strike Price which is lower than market price 

100% of Initial Spot 

Knock-out barrier 
(95% of Initial Spot) 

Stock price  
(in % of Initial Spot) 

Strike Price 
(110% of Initial Spot) 

Expiry Date 
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Margin Requirements 

Initial Margin  
When investing in a Knock-Out Forward Option or a Reverse Knock-Out Forward Option, investors 
may not have to invest full notional amount at inception but are required to maintain a margin 
account. Investors would be required to place sufficient fund or other liquid assets as collaterals 
under such account in accordance with the Bank's requirements. 

Note: The above is only a general overview of the margin requirements. Investors will have to refer to the final 
terms in the agreements and/or other documents, for the actual terms of the margin requirements. 

Daily Mark-to-Market 
A mark-to-market valuation of the Knock-Out Forward Option is computed by the Counterparty on 
a daily basis. In the event of a mark-to-market loss in valuation, a top up of the amount 
equivalent to the valuation loss is required in order to maintain the same initial margin amount 
requirement.   

Margin Call 
If the value of the collateral falls below the margin requirement, a margin call may be made by 
the Bank requiring investors to top up any shortfall. It is therefore advisable that the investors 
maintain sufficient margin collaterals at all times.  
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Typical Terms 

Counterparty : Entity entering into the KOF or Reverse KOF transaction with you 

Tenor :  Duration of the investment from Effective Date to Expiry Date 

Currency : Currency of Knock-Out Forward Options/ Reverse Knock-Out 
Forward Options 

Trade Date  : Date on which the KOF or Reverse KOF is traded 

Settlement Date(s) : Dates on which: 
• the accumulated shares of the Underlying Stock are received 

against payment by investors under a KOF contract; or, 
• the decumulated shares of the Underlying Stock are delivered 

against payment by investors under a Reverse KOF contract  

Effective Date : Date on which the accumulation or decumulation of Underlying 
Stock starts 

Expiry Date : Date on which the KOF (Reverse KOF) expires 

Initial Margin Deposit :  Initial collateral amount investors place before investing 

Notional Amount : Number of Daily Shares to be accumulated (or decumulated) x 
Normal or Geared Leveraged Factor X Exchange Business Day x 
Initial Spot 

Underlying Stock :  Reference stock that investors are purchasing (or selling) 

Exchange Business Day 
(the “EBD”) : 

A trading day on the stock exchange for the Underlying Stock 

Initial Spot : Pre-agreed reference price of the Underlying Stock on Trade Date  

Final Spot : Closing price of the Underlying Stock on Expiry date 

Strike Price : Price at which investors will be accumulating (decumulating) the 
Underlying Stock throughout the Tenor until the KOF (Reverse 
KOF) expires or until the KOF (Reverse KOF) is knocked-out and 
terminated 

Relevant Price : Refers to (i) the Closing Price on the relevant period end date (M), 
or  (ii) the Closing Price of the Scheduled EBD on which a Knock-
out Event occurs. 

Knock-Out Barrier : With monitoring starting from and including Trade Date to and 
including Expiry Date, the level that the Underlying Stock has to 
close: 
• at or above in order to trigger a Knock-Out Event under a KOF 

contract 
• at or below in order to trigger a Knock-Out Event under a 

Reverse KOF contract 
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Note: Please note terminologies used above are for indication and reference only. Different terminologies may be 
used in the market or in other documentation for the terms mentioned above. For example, Knock-Out Barrier 
may sometimes be referred to as Knock-Out Price and Strike Price may sometimes be referred to as 
Forward Price etc. 

Knock-Out Event : Event which triggers an automatic early termination of the KOF 
(Reverse KOF) (“Early Termination”) 

Daily Shares :  Number of shares accumulated (decumulated) on each 
Exchange Business Day stipulated in the KOF (Reverse KOF) 
contract before taking into account the Leverage Factor  

Normal Leverage Factor : Number of shares accumulated (decumulated) is always 1 time 
Daily Shares on each Exchange Business Day  
 

Geared Leverage Factor : Number of shares accumulated (decumulated) is 1 time the 
Daily Shares on each Exchange Business Day when the Stock 
closes at or above (below) the Strike Price, but will become 2 
times the Daily Shares on each Exchange Business Day when 
the Stock closes below (above) the Strike Price 
A Geared Leverage Factor of 2 is used throughout this 
document, and all references and illustrations provided herein 
with respect to a KOF (Reverse KOF) with a geared feature is of 
a KOF (Reverse KOF) with a Geared Leverage Factor of 2. Please 
note that the Geared Leverage Factor may be another multiple 
depending on the actual terms of your specific transaction. 
 

Guarantee Shares: An optional feature  where a certain number of shares is agreed 
by the Counterparty : 
• to be delivered against payment under a KOF contract; or   
• to be received from investors in exchange for cash payment 

to the investors under a Reverse KOF contract, 
at prescribed Settlement Dates, notwithstanding the spot 
movement of the Underlying Stock. The guarantee period will 
usually be set as the first and second periodic settlement 
periods. This guarantee feature, however, will result in a higher 
Strike Price (for a KOF) or lower Strike Price (for a Reverse KOF) 
and thus higher risk than a similar contract on same 
Underlying Stock without Guarantee Shares 
 

Settlement Mode: Pre-agreed ways of settlement, in cash or in shares (physical 
settlement) of the Underlying Stock periodically on each 
scheduled Settlement Date(s).  

Other situations of early 
termination/ exit: 

Please refer to the termsheet / product documentation on early 
termination features (if any) and/ or costs for early exit (if any). 
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Risk Considerations for  
KOF and Reverse KOF 

Extremely High Risk (Losses can be substantial and gain could be limited) 
Accumulators and Decumulators are very risky investment products. An investor’s potential gain is 
limited whereas the potential loss is unlimited. The risk is even more pronounced for investors who 
invest in such Accumulators and Decumulators with a Geared Leverage Factor and/or who leverage 
such Accumulators and Decumulators on margin and/or who enter into uncovered Decumulators 
with insufficient shares to cover the Decumulators assuming the worst case scenario. Therefore 
investors should exercise extra caution and consideration before entering into these contracts.  

Committed to Purchase/Sell the Underlying 
Investors may suffer from substantial losses as they are bound by the Accumulator (Decumulator) 
contract to continue buying (selling) Underlying Stock at Strike Price even when the Underlying 
Stock price falls below (rises above) the Strike Price.  
The Accumulator (Decumulator) will continue even if the Underlying Stock price closes below 
(above) the Strike Price, and if the Accumulator (Decumulator) is with Geared Leverage Factor, the 
daily accumulation (decumulation) rate will be doubled or in multiples for those trading days. The 
maximum exposure of the investors under an Accumulator (Decumulator) contract to the 
Underlying Stock will be in multiples of the daily accumulation (decumulation) rate throughout the 
whole Tenor.  
The Accumulator (Decumulator) will cease only if the Underlying Stock price closes at or above an 
upper barrier (at or below a lower barrier), also known as the Knock-Out Barrier.  
Investors should ensure that their accounts are with sufficient fund (shares) to settle all 
accumulated (decumulated) Daily Shares and/or Guarantee Shares on periodic scheduled 
Settlement Dates and/or the one settlement cycle after Knock-Out Event.  
In the context of a cash settled KOF plus authority given to the bank to purchase shares or a cash 
settled Reverse KOF plus authority given to the bank to sell shares, the accumulation or 
decumulation of Underlying Stock refers to the Daily Shares calculated accordingly to the described 
methodology for the purpose of deriving the cash settlement amount of a scheduled period or after 
a Knock-Out Event, as well as for the purpose of conditional share purchase pursuant to the KOF 
contract (“Purchase Transaction”) or for the purpose of conditional share sale pursuant to the 
Reverse KOF contract (“Sale Transaction”). 
With the authority given to the Bank acting as an agent on behalf of the clients to purchase or to 
sell shares, the Bank could determine any third party to enter into such Purchase or Sale 
Transactions. The Bank is authorised to debit the required fund or to deliver the required shares  
from accounts the client maintained with the Bank. 

Underlying Risk 
In the case of Equity Accumulators/ Decumulators, the share price of a company could move 
substantially on corporate specific news/ developments and this could pose significant risk to 
investors as the payoffs for such Accumulators/ Decumulators are dependent on the spot movement 
of the Underlying Stock.  
In a bull market, investing in Accumulators may yield lower return than a direct equity investment 
in the Underlying Stock as the accumulation will stop as soon as the Underlying Stock price closes 
at or above the Knock-Out Barrier.  
In a bear market, investing in Decumulators may yield lower return than a direct equity disposal of 
the Underlying Stock as the decumulation will stop as soon as the Underlying Stock price closes at 
or below the Knock-Out Barrier. 
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Knock-out Risk 

For Accumulators, investors may make a gain on trading days within the Accumulator contract 
period when the prevailing market price of the Underlying Stock is above the Strike Price. 
However, such gain will not be realised by investors until they are able to sell the accumulated 
Underlying Stock at above Strike Price. Besides, such upside is usually capped by the Knock-Out 
Barrier. The investor will cease to accumulate any further Underlying Stock under the contract 
once the spot price trades at or beyond the pre-determined Knock-Out Barrier. This effectively 
means that investors have taken the view that the price of the Underlying Stock will move within 
the defined range between the Strike Price and the Knock-Out Barrier. During periods of high 
market volatility, this fundamental assumption may be unrealistic and investors need to exercise 
extra caution at such times. 

For Decumulators, investors may make a gain on trading days within the Decumulator contract 
period when the prevailing market price of the Underlying Stock is below the Strike Price. 
However, such gain will not be realised by investors unless they had bought or are able to buy the 
Underlying Stock at below Strike Price. Besides, such upside is usually capped by the Knock-Out 
Barrier. The investor will cease to decumulate any further Underlying Stock under the contract 
once the spot price trades at or below the pre-determined Knock-Out Barrier. This effectively 
means that investors have taken the view that the price of the Underlying Stock will move within 
the defined range between the Strike Price and the Knock-Out Barrier. During periods of high 
market volatility, this fundamental assumption may be unrealistic and investors need to exercise 
extra caution at such times.  

Total Maximum Exposure 
An Accumulator contract is not a one-off transaction. Instead, it comprises of a series of option 
contracts whereby investors are committed and obliged to buy the Underlying Stock periodically 
until the Accumulator contract expires or the occurrence of a Knock-Out Event. Whenever the 
prevailing market price of the Underlying Stock falls below the Strike Price, investors are incurring 
huge losses on a daily basis. The maximum exposure for Accumulator contracts with Normal 
Leverage Factor is one time the Notional Amount, and for Accumulator contracts with Geared 
Leverage Factor, it is multiple times of the Notional Amount. The potential losses under 
Accumulator contracts are unlimited as investors may lose every dollar that they pay for the 
Underlying Stock until the Accumulator contract expires or the occurrence of a Knock-Out Event in 
the event that the Underlying Stock price falls to zero. Such potential losses are magnified for 
Accumulator contracts with Geared Leverage Factor. 

Similarly, a Decumulator contract is not a one-off transaction. Instead, it comprises of a series of 
option contracts whereby investors are committed and obliged to sell the Underlying Stock 
periodically until the Decumulator contract expires or the occurrence of a Knock-Out Event. 
Whenever the prevailing market price of the Underlying Stock rises above the Strike Price, 
investors are incurring huge losses on a daily basis. The maximum exposure for Decumulator 
contracts with Normal Leverage Factor is one time the Notional Amount, and for Decumulator 
contracts with Geared Leverage Factor, it is multiple times of the Notional Amount. The potential 
losses under Decumulator contracts are unlimited when the Underlying Stock price rises above 
the Strike Price as investors lose every dollar which represents the difference between the amount 
which they had paid for the Underlying Stock for delivery to settle the Decumulator contract and 
the Strike Price of the Decumulator contract, until the Decumulator contract expires or the 
occurrence of a Knock-Out Event. Such potential losses are magnified for Decumulator contracts 
with Geared Leverage Factor.  

In cases where an investor has entered into various Accumulator and Decumulator contracts, the 
total maximum exposure arising from all such contracts may be huge and may not offset one 
another. Investors should take extra caution and seek independent advice before they make any 
decisions to enter into such contracts.  
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Mark-to-Market  

The market value of the Accumulators/ Decumulators is expected to fluctuate significantly 
according to various factors including but not limited to the performance of the Underlying Stock, 
the level of option volatility of the Underlying Stock, interest rates and time remaining to maturity. 
Beware situations where a stock is involved in a restructuring or capitalization event, such as a 
merger, takeover, spin-off, right issue or unexpected special dividend announcement, which could 
completely surpass typical expectations. Such events could result in an unexpectedly huge 
fluctuations in stock price.  

Additional risks associated with margin trading or use of credit facility 

As the Bank may offer credit facilities for investors to invest in Accumulators/ Decumulators, this 
ability to transact on a margin basis can magnify the investors’ potential gain, but at the same time 
magnify the potential loss.  Investors who plan to enter into Accumulator/ Decumulator 
transactions on a margin basis should note the additional risks associated with leveraged trading. 
In particular, they need to be prepared to pay interest for the margin facility and to meet margin 
calls, which require them to make top-up payments to cover the estimated full mark-to-market 
losses for the remaining period of the contract. The margin calculation is basically linked to the 
market value of the Accumulators/ Decumulators, the market value of the investor’s asset portfolio 
pledged with the Bank and the margin level designated by the Bank. All these factors can turn 
against the investor in poor market conditions, and the top-up payment can be substantial, in such 
circumstances and/or when the contract has a long remaining period.   

Furthermore, in poor market conditions, investors may have to meet margin calls at short notice 
while their ability to make top-up payments may be much worse than during normal times, due to 
the significant fall in the market values of other financial assets. Investors should bear in mind that 
the Bank usually reserves absolute discretion to raise the margin level and this can add further 
liquidity pressure on the investors. When the investors fail to meet the margin calls, they will be 
forced to close out the contract without their consensus and bear the costs and losses which could 
be substantial. In adverse market conditions, the investors may not be able to terminate the 
Accumulator/ Decumulator contracts early to cut losses, and even if the Bank consents to the 
investors’ request for early termination, the investors are likely to incur unexpectedly high exit 
costs and losses.  

Please also note the margin requirements if you utilise borrowing or other facilities from the Bank 
to enter into this transaction. Please note that the high degree of leverage can work against you 
due to fluctuating market conditions. The risk of loss in financing a transaction by deposit of 
collateral could be significant. You may sustain losses in excess of your cash and other assets 
deposits as collateral with the Bank. If the required margin deposits or interest payments are not 
made within the prescribed time, your collateral may be liquidated without your consent.  
Moreover, you will remain liable for any resulting deficit in your account and interest charged on 
your account. You should therefore carefully consider whether such a financing arrangement is 
suitable in light of your own financial position and investment objectives. 

Risk related to Uncovered Cash Settled Reverse KOF 

There are tremendous risks for doing cash settled uncovered Reverse KOF without holding the 
Underlying Stock. Uncovered Reverse KOF is much riskier than doing a fully covered Reverse KOF 
because investors will be left with a short position in the Underlying stock. Stock price can 
theoretically rise to infinity. Since the upside potential of a stock is unlimited, the potential loss of 
an uncovered cash settled Reverse KOF is also unlimited. Substantial losses can occur when they 
attempt to cover the uncovered short position by acquiring the Underling Stock in a rising market. 

In contrast, if the investors are holding the Underlying Stock, the short position from the Reverse 
KOF is already covered with the existing holding. Therefore, they are exposed less to the price 
fluctuations, and they need not acquire the Underlying Stock in an unfavorable market condition.  
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Hedging Risk 
Investors may invest in Accumulators/ Decumulators with the intention of hedging against their 
exposure to certain Underlying Stock. However, they should be aware that Accumulators/ 
Decumulators with Knock-Out clauses or other features to cap the upside/ downside may not serve 
their intended hedging purpose. They should also note that if the maximum exposure associated 
with the Accumulator/ Decumulator contracts are materially larger than their positions or 
inflows/outflows in the Underlying Stock, they will be overexposed instead of hedged. More 
importantly, investors should not treat Accumulators as a hedging tool for Decumulators and vice 
versa. 

Liquidity Risk 

It may be difficult to unwind Accumulator/ Decumulator contracts prior to maturity. There may be 
limited liquidity or no active markets for such options. Investors should be prepared to hold the 
investment for the whole tenor. 

Please also note that Accumulator/ Decumulator contracts with a longer Tenor will be associated 
with higher risks and usually higher costs of early termination.  

Credit Risk 

Investors assume the credit risk of the Counterparty. The Counterparty’s credit rating only reflects 
the independent opinion of the relevant rating agencies and is not a guarantee of the 
Counterparty’s credit quality. 

Settlement Delay Risk 

Due to the fact that payment or physical settlement under Accumulators/Decumulators may be 
processed by clearing systems situated in a time zone different from that where we deal with you, 
payment or delivery due to you may not be actually received by you on the scheduled payment or 
delivery date.  

In the case of a transaction involving delivery of shares to you, the delivery of the shares may be 
postponed if there is an event beyond our control which makes the delivery of the shares 
impracticable.  The Bank will not pay any interest or amount for the delay in delivery of the shares.  
In the event that physical delivery of the shares to you is delayed, you will not be entitled to voting 
rights or other rights that a holder of the shares would normally be entitled to for the period of 
such delay. 

Past performance is no indicator of future results 

Past performance is not a guide to future performance. A party considering to enter into a 
transaction should not place undue reliance on any theoretical historical information regarding any 
theoretical historical performance of the Shares.  Past performance is no indicator of future results. 

Risk related to Transactions over newly listed shares 

Where the relevant share is a share newly listed on the relevant exchange, there would not have 
been any public market for the share and an active public market for the share may not develop or 
be sustained in the future.  A party contemplating to enter into a transaction relating to such share 
will not be able to analyse or compare the trading history of the share, particularly in relation to 
either the volatility or liquidity which may have an impact on the return on investment. 

Even where a share is listed on the relevant exchange, there is no guarantee that a trading market 
for such share will develop or, if a market does develop, the liquidity of that market will be 
sustained. Furthermore, the price and trading volume of the share may be highly volatile subject to 
the market sentiment, and may be more volatile than would generally be expected for a share that 
has a longer trading history. 
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The unwinding of hedging arrangements could itself affect the prices of the share  

BNP Paribas and/or its affiliates may enter into hedging transactions with counterparties in the 
market. These transactions would typically involve contracts for the purchase and/or sale of the 
share or derivatives linked to the share and the establishment of long and/or short positions in 
the share which may be constantly adjusted. The unwinding or adjustment of the positions in the 
share shortly before a relevant date may itself affect the prices of the share on the relevant date, 
particularly if there is otherwise low trading volume in the share at that time.  This may in turn 
affect the financial return for a party to the transaction. 

Risk related to adjustment 

The Calculation Agent of a transaction has discretion to make adjustment and determination, and 
any such discretion exercised by the Calculation Agent shall be binding on the parties to the 
transaction. However, the Calculation Agent is not acting as a fiduciary for or as an advisor to any 
party in respect of its duty as a Calculation Agent under the transaction, and will not take into 
account individual circumstances in exercising discretion. 

Risks related to Exchange Traded Funds (“ETFs”) and Synthetic ETFs  

Risk associated with ETFs 

The principal objective of an ETF is to track the performance of an underlying index, or a group of 
assets such as commodities instead of an index, as the case may be.  

The performance of units in an ETF is unpredictable. It depends on financial, political, economic 
and other events as well as the ETF’s earnings, market position, risk situation, shareholder 
structure and distribution policy.  

In case of the transaction that is linked to the performance of an ETF, you should also note that 
the value of an interest in the ETF will generally decline in line with the decline of any securities 
which comprise the benchmark portfolio or the value of any benchmark index linked to the 
relevant ETF. Investment in the transaction linked to an ETF involves risks similar to those of 
investing in the equity securities traded on an exchange that comprise the benchmark portfolio or 
index to which the ETF is linked, such as market fluctuations caused by, amongst other things, 
economic and political developments, changes in interest rates and currency rates and market 
liquidity.   

Whilst the net asset value of units in an ETF will reflect the market value of the ETF’s portfolio, 
trading prices of the units in an ETF on the stock exchange may be lower or higher than the net 
asset value per unit.  Although the investment strategy of an ETF is typically designed to replicate 
the movements in the benchmark index or the underlying asset pool to which the ETF is linked, 
there may be divergence between the performance of the ETF and the performance of the 
benchmark index or portfolio that the ETF is designed to track due to certain tracking errors as a 
result of a number of factors (or combination thereof). These contributing factors may include, but 
are not limited to, any failure of the tracking strategy, fees and expenses that are deducted from 
the ETF’s returns, currency differences in the constituents that comprise the index or the 
underlying asset pool which the ETF is designed to track. In particular, where the benchmark 
index or market that the ETF tracks is subject to restricted market access, for instance, an 
emerging market index, the efficiency in the unit creation or redemption of units/interests in the 
ETF to keep the price of the ETF in line with its net asset value may be impeded or disrupted due 
to the lack of liquidity in its constituents, causing the ETF to trade at a higher premium or discount 
to its net asset value. There is no guarantee of the repayment of principal or that investment 
objective of the ETF will be met.   

Although the ETF is traded on stock exchange, investors should be aware that there may be no 
liquid trading market for the units of the ETF. There can be no assurance that active trading 
markets for units of the ETF will continue to develop, nor is there a certain basis for predicting the 
actual price levels at, or sizes in, which units may trade.  
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Risk associated with Synthetic ETFs 

Due to market accessibility, the efficiency in unit creation or redemption to keep the price of the 
synthetic ETF in line with its net asset value (“NAV”) may be disrupted, causing the synthetic ETF 
to trade at a higher premium or discount to its NAV. Such risks may have a negative impact on the 
potential return of the product. If an ETF adopts a synthetic replication investment strategy to 
achieve its investment objectives by investing in financial derivative instruments, you should note 
that (i) by investing in financial derivative instruments, the ETF is exposed to the credit, potential 
contagion and concentration risks of the counterparties who issued the financial derivative 
instruments, and the market value of any collateral held by the ETF may have fallen substantially 
when the ETF seeks to realise such collateral; and (ii) the ETF may be exposed to higher liquidity 
risk if such financial derivative instruments do not have an active secondary market. 

Synthetic ETF products may include different kinds of strategies, including but not limited to index 
tracking, replication strategy, leverage strategy, or any combination of derivatives with collateral 
requirements. Investor should refer to the respective ETF prospectus and be familiar with 
particular features and risk.  

The major risks associated with synthetic ETFs are highlighted below:  

(1) Market risk – the clients are exposed to the political, economic, currency and other risks 
related to the synthetic ETF’s underlying index.  

(2) Counterparty risk – where a synthetic ETF invests in derivatives to replicate the index 
performance, the clients are exposed to the credit risk of the counterparties who issued the 
derivatives, in addition to the risks relating to the index. Further, potential contagion and 
concentration risks of the derivatives issuers should be taken into account (e.g. since derivative 
issuers are predominantly international financial institutions, the failure of one derivative 
counterparty of a synthetic ETF may have a “knock-on” effect on other derivative counterparties of 
the synthetic ETF). Some synthetic ETFs have collateral to reduce the counterparty risk, but there 
may be a risk that the market value of the collateral has fallen substantially when the synthetic 
ETF seeks to realise the collateral.  

(3) Liquidity risk – a higher liquidity risk is involved if a synthetic ETF involves derivatives which 
do not have an active secondary market. Wider bid-offer spreads in the price of the derivatives 
may result in losses.  

(4) Tracking error – there may be disparity between the performance of the synthetic ETF and the 
performance of the underlying index due to, for instance, failure of the tracking strategy, currency 
differences, fees and expenses.  

(5) Trading at a discount or premium – where the index/market that the synthetic ETF tracks is 
subject to restricted access, the efficiency in unit creation or redemption to keep the price of the 
synthetic ETF in line with its NAV may be disrupted, causing the synthetic ETF to trade at a higher 
premium or discount to its NAV. Investors who buy a synthetic ETF at a premium may not be able 
to recover the premium in the event of termination.  
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Risks associated with the Use of Financial Derivatives 

Prices of financial derivatives may be affected by many factors. An illiquid market may adversely 
affect the price of financial derivatives and therefore the value of the ETFs. In particular, over-the-
counter financial derivatives are normally less liquid than exchange traded financial derivatives. 
When an exchange traded financial derivative is de-listed, its liquidity and price may be adversely 
affected. 

ETFs investing in futures contracts are particularly volatile. The prices of futures contracts may be 
affected by many factors apart from the values of the underlying assets. The low initial margin 
deposits normally required to establish a position in futures contracts permit a high degree of 
leverage. As a result, a relatively small movement in the price of a futures contract may result in a 
profit or loss which is greater than the amount of margin deposits initially placed with the 
intermediaries. ETFs will be subject to the counterparty risk with regard to financial derivatives 
which it holds and in the event of the insolvency of any counterparty or of any broker through 
which the fund manager trades for the account of the ETFs, the ETFs may only rank as an 
unsecured creditor in respect of the sums due to the ETFs under the relevant margin account or 
otherwise and any losses arising there from will be borne by the ETFs. 

As a result of the above, the price of units in the ETFs may be volatile. Investors should note that 
whilst the ETFs will use financial derivatives to achieve its investment objective, investors’ 
liabilities are limited to the amount they invest in the ETFs. 

The above are some risks associated with ETFs with special features. The list is not exhaustive. 
Investors should always refer to the relevant ETF / product prospectus(es) for details, in particular, 
the risk factors. 

Possible adjustments to the terms and conditions  
Investors should note that there could be some possible adjustments to the terms and conditions of 
the product under certain situations, for example but not limited to extraordinary events, market 
disruption events, certain circumstances which may have a concentrating or diluting effect on the 
value of the underlying and the product, merger or insolvency of the issuer of the underlying assets, 
or settlement disruptions, etc.  In such events, the counterparty/calculation agents may have the 
discretion to determine any adjustments or actions necessary, including the termination or early 
redemption of the product. Please refer to the relevant Documents for details. 

Conflicts of interest  
Various potential and actual conflicts of interest may arise from the overall investment activities or 
the roles of the parties involved in any investment product or transaction, their investment 
professionals and/or their affiliates. In particular, the counterparty / issuer / provider or its related 
entities or affiliates can offer or manage other investments which interests may be different to the 
interest of your investments in that investment product or transaction; or for cases where the 
product counterparty or issuer is BNP Paribas or its related entity or affiliate, BNP Paribas may also 
act as distributor, guarantor, calculation agent and/or arranger of the same product. 

Other Risks 

THIS DOCUMENT CANNOT DISCLOSE ALL POSSIBLE RISKS OF THE PRODUCT. Investors should not 
invest in the product based on this document alone. Investors should note that the product is 
unlisted, not collateralised and that the product may not be covered and protected by the Investor 
Compensation Fund established under the Hong Kong Securities & Futures Ordinance. Presently, the 
Investor Compensation Fund covers only exchange-traded products in Hong Kong. 
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Risk Disclosure Statement for Investments in 
Knock-Out Forward Options & Reverse 
Knock-Out Forward Options 

NOTE:  

This document is to be read in conjunction with the Risk Disclosure Statement that forms part of the 
Account Opening Documentation (the “Risk Disclosure Statement”) which you as the client should have 
read, understood and agreed to. This document is not intended to substitute or supersede the Risk 
Disclosure Statement. This document is not a prospectus, nor is it an offer of any Knock-Out Forward 
Option (“KOF”) or Reverse Knock-Out Forward Option (“RKOF”) (hereinafter collectively referred to as 
“Forward Option”) or any offer, solicitation or invitation to acquire any Forward Option. Before deciding to 
invest in any Forward Option therefore, you should read the full text of any profile statement, pricing 
statement and/or any other documents in connection with the offer of the Forward Option (the “Offering 
Documents”). 

Important Information to Clients : 
Without any limitation to the contents of the Risk Disclosure Statement and the Offer Documents, the 
following are highlighted to your attention: 

1) Forward Options may not be suitable for all investors. You should not rely on the Offer Documents as 
the sole basis for making any investment decision. You must decide for yourself, after seeking 
professional advice, whether a Forward Option meets your investment needs. You should consider 
whether an investment in a Forward Option is suitable for you in light of your experience, objectives, 
financial position and other relevant circumstances, and after being fully aware of the risks involved. 
You are required to undertake a detailed analysis of all financial, legal, regulatory, accounting and tax 
issues (including the risks involved in the transaction, for example, interest rates, correlation, default 
risk and lack of liquidity) raised by the transaction, so as to evaluate the merits and suitability of the 
transaction and, save to the extent provided otherwise in Clause 6.5 of the Terms and Conditions 
applicable to your account, should not rely on BNP Paribas  for this. Any prices or examples of possible 
transaction are set out for illustrative purposes only and do not constitute any form of offer from BNP 
Paribas  to trade on such terms or constitute an indication that it is possible to trade on those precise 
terms.  Unless otherwise agreed by BNP Paribas, it is also understood that, save to the extent provided 
otherwise in Clause 6.5 of the Terms and Conditions applicable to your account, all information given by 
BNP Paribas related to the terms and conditions of a transaction shall not be considered investment 
advice or as a recommendation to enter into the transaction. No representation nor advice is given 
concerning the appropriate accounting treatment or possible tax consequences of a transaction.  A party 
proposing to enter into a transaction shall assume and be responsible for any and all taxes of any 
jurisdiction or governmental or regulatory authority and should consult their own tax advisers in this 
respect.  Accordingly, when you enter into a transaction, you will be deemed to understand and accept 
the terms, conditions and risks associated with it.  You will also be deemed to act for your own account, 
to have your own independent decision to enter into the transaction and to declare that the transaction 
is necessary. 

2) An investment in a Forward Option is speculative in nature and involves significant risks, and you may 
suffer a full capital loss. If you use your leveraged trading facilities to invest in Forward Options, please 
note that such leveraging heightens the investment risks by magnifying prospective losses. In some 
circumstances, you may sustain losses in excess of your initial margin deposit. You may be called upon 
at short notice to deposit additional margin funds. The amount of additional margin funds required may 
be substantial in poor market conditions where there is a significant fall in market value of your 
financial assets and/or when the Forward Option has a long remaining Tenor. If the required funds are 
not provided within the prescribed time, your position may be liquidated without your consent and you 
will have to bear the consequential losses and costs which could be very substantial. Moreover, you will 
remain liable for any resulting deficit in your account and interest charged on your account. 

3) Upon investing in a physical settled KOF, you will be committed to purchase shares at a pre-determined 
price even if the market price of the underlying share subsequently declines below this level. For a 
physical settled RKOF, you will be committed to sell shares at a pre-determined price even if the market 
price of the underlying share subsequently increases beyond this level. As such, Forward Options with a 
longer Tenor are associated with higher risks. 
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4) Upon investing in a cash settled KOF, you will be committed to settle the net difference between a pre-
determined price and the Relevant Price even if the market price of the underlying share subsequently 
declines below this level. Moreover, by giving upfront irrevocable instruction and authority to the Bank to 
purchase shares as your agent such number of shares at the Relevant Price on such dates in the future 
(the “Purchase Transaction”), you will be committed to buy such number of shares at the Relevant Price 
of those dates. The Relevant Price on those dates may be higher than the closing price of the date you 
give the irrevocable instruction and authority. As such, such transactions with a longer Tenor are 
associated with higher risks. “Relevant Price” refers to the closing price of the share.  

5) Upon investing in a cash settled RKOF, you will be committed to settle the net difference between a pre-
determined price and the Relevant Price even if the market price of the underlying share subsequently 
rises above this level. Moreover, by giving upfront irrevocable instruction and authority to the Bank to sell 
shares as your agent such number of shares at the Relevant Price on such dates in the future (the “Sale 
Transaction”), you will be committed to sell such number of shares at the Relevant Price of those dates. 
The Relevant Price on those dates may be lower than the closing price of the date you give the 
irrevocable instruction and authority. As such, such transactions with a longer Tenor are associated with 
higher risks. “Relevant Price” refers to the closing price of the share.  

6) If the physical settled Forward Option incorporates a multiplier or gearing feature, you will be committed 
to purchase (for KOF) or sell (for RKOF) shares at multiple times of the agreed accumulation or 
decumulation rate, respectively, when the market turns against you, thereby magnifying your prospective 
losses. 

7) If the cash settled KOF incorporates a multiplier or gearing feature, you will be committed to accrue 
shares at multiple times of the agreed accumulation rate both for the purpose of calculating cash 
settlement amount of the cash settled KOF and for the commitment to purchase shares at Relevant Price 
under the Purchase Transaction, when the market turns against you, thereby magnifying your prospective 
losses. 

8) If the cash settled RKOF incorporates a multiplier or gearing feature, you will be committed to decumulate 
shares at multiple times of the agreed decumulation rate both for the purpose of calculating cash 
settlement amount of the cash settled RKOF and for the commitment to sell shares at Relevant Price 
under the Sale Transaction, when the market turns against you, thereby magnifying your prospective 
losses. 

9) If the physical settled Forward Option incorporates a guarantee feature, you will be committed to 
purchase (for KOF) or sell (for RKOF) a prescribed number of shares at a pre-determined price for a fixed 
period notwithstanding any movements in the market price of the underlying share. As such, Forward 
Options with such a guarantee feature are associated with higher risks. 

10) If the cash settled KOF incorporates a guarantee feature, you will be committed to accrue a prescribed 
number of shares at a pre-determined price for a fixed period both for the purpose of calculating cash 
settlement amount of the cash settled KOF and for the commitment to purchase shares at Relevant Price 
under the Purchase Transaction notwithstanding any movements in the market price of the underlying 
share. As such, such transactions with such a guarantee feature are associated with higher risks. 

11) If the cash settled RKOF incorporates a guarantee feature, you will be committed to decumulate a 
prescribed number of shares at a pre-determined price for a fixed period both for the purpose of 
calculating cash settlement amount of the cash settled RKOF and for the commitment to sell shares at 
Relevant Price under the Sale Transaction notwithstanding any movements in the market price of the 
underlying share.  

12) For physical settled Forward Option, in the event that the market price of the underlying share reaches or 
goes beyond the knock-out barrier price, the Forward Option will be automatically terminated and there 
will be no further accumulation (for KOF) or decumulation (for RKOF) of the underlying share, thereby 
limiting any potential gains.  

13) For cash settled KOF, in the event that the market price of the underlying share reaches or goes beyond 
the knock-out barrier price, both the cash settled KOF transaction and the commitment to purchase 
shares at Relevant Price under the Purchase Transaction will be automatically terminated and there will 
be no further accrual of the underlying share, thereby limiting any potential gains. 



37 (Reverse) Knock-out Forward Options (June 2019) 

14) For cash settled RKOF, in the event that the market price of the underlying share reaches or goes 
beyond the knock-out barrier price, both the cash settled RKOF transaction and the commitment to sell 
shares at Relevant Price under the Sale Transaction will be automatically terminated and there will be 
no further decumulation of the underlying share, thereby limiting any potential gains. 

15) Changes in the price, level or value of the underlying share can be unpredictable, sudden and large, 
particularly when there is corporate specific news/development. Such changes may result in the price, 
level or value of the underlying moving adversely to your interests and negatively impacting upon the 
return on your investment in a Forward Option, the Purchase Transaction and/or Sale Transaction. For 
physical settled Forward Option, you are exposed to changes in the market price or level of the 
underlying between the time the amount of the underlying is determined and the time of settlement. For 
cash settled KOF plus the Purchase Transaction, you are exposed to changes in the market price or level 
of the underlying (i) between the time the amount of the underlying is determined and the time of 
settlement under the KOF and (ii) between the time the upfront instruction given to the Bank and the 
actual date of the purchase under the Purchase Transaction. For cash settled RKOF plus the Sale 
Transaction or an uncovered RKOF, you are exposed to changes in the market price or level of the 
underlying (i) between the time the amount of the underlying is determined and the time of settlement 
under the RKOF and/or (ii) between the time the upfront instruction given to the Bank and the actual 
date of the sale under the Sale Transaction. 

16) Market disruptions, including local market disruptions which can have a global effect, may also 
adversely affect the performance of the Forward Option.  

17) An investment in a KOF is not the same as a direct investment in the underlying share. The market value 
of the KOF may not correlate with the price movements of the underlying share. Until the accrued 
shares have been fully settled and delivered to you, you will generally have no rights to the underlying 
or against the entity issuing the underlying and will not be entitled to voting rights, dividends, other 
distribution or other rights that a holder of an underlying share would normally be entitled to.  

18) Potential returns on a KOF may be less than the returns on a bank deposit or from a direct investment 
in or related to the underlying share.  

19) The potential yield for a RKOF may be lower as compared to a direct equity disposal of the underlying 
share. 

20) If you invest in a RKOF, you are responsible for ensuring that you have sufficient underlying shares to be 
delivered by you throughout the Tenor of the RKOF, and that you do not breach any applicable short-
selling restrictions as a result of the RKOF. 

21) Forward Options are not liquid instruments and you should be prepared to hold on to the Forward 
Option until its expiry. If you seek to sell/unwind a Forward Option prior to the expiry date, you may 
incur a significant loss of principal where the proceeds may be substantially lower than the invested 
amount. You may incur early termination fees and charges as well.  

22) The cash settled KOF and the commitment to purchase shares at Relevant Price under the Purchase 
Transaction will continue even if the Underlying Stock price closes below the Strike Price, and if the 
cash settled KOF is with Geared Leverage Factor, the daily accrual rate will be doubled for these trading 
days. The maximum exposure of the investors under the cash settled KOF contract and the commitment 
to purchase shares at Relevant Price under the Purchase Transaction to the Underlying Stock will be 
multiplied of the Daily Shares rate based on the Gear factor throughout the whole Tenor. 

23) The cash settled RKOF and the commitment to sell shares at Relevant Price under the Sale Transaction 
will continue even if the Underlying Stock price closes above the Strike Price, and if the cash settled 
RKOF is with Geared Leverage Factor, the daily decumulation rate will be doubled for these trading days. 
The maximum exposure of the investors under the cash settled RKOF contract and the commitment to 
sell shares at Relevant Price under the Sale Transaction to the Underlying Stock will be multiplied of the 
Daily Shares rate based on the Gear Leverage Factor throughout the whole Tenor. 

24) Investors may suffer from substantial losses as they are bound by the cash settled KOF contract (RKOF 
contract) to continue the cash settled KOF contract (RKOF contract) and the commitment to purchase 
(sell) shares at Relevant Price as agreed under the Purchase Transaction (Sale Transaction) even when 
the underlying stock price falls below (rises above) the Strike Price. 
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25) Investors must be aware that they are realizing significant loss while settling the net difference between 
a pre-determined price and the Relevant Price in the cash settled KOF contract (RKOF contract), and such 
cash outlay could be large and might have significant negative impact on investors' cash flows. Even if 
investors have settled the net difference between a pre-determined price and the Relevant Price in the 
cash settled KOF contract (RKOF contract), any unexpected settlement delay in the Purchase Transactions 
(Sales Transactions) may have a negative impact on both their cash flows and their plan to take further 
action on the shares purchased (sold) under the Purchase Transactions (Sales Transactions).  

26) Investors must be aware that even though they might be realizing some paper gains while settling the 
net difference between a pre-determined price and the Relevant Price in the cash settled KOF contract 
(RKOF contract), investors’ obligation under the Purchase Transaction (Sales Transaction) to purchase 
(sell) shares at Relevant Price may erase all such gains. 

27) Investors' commitment to purchase (sell) shares at Relevant Price under the Purchase Transaction (Sales 
Transaction) may incur significant and higher-than-expected out of pocket expenses including stamp 
duty, government tax, custodian charges etc.  

28) Forward Options may carry foreign exchange risk. Changes in the values between your home currency 
and the product currency, and changes in the values between the product currency and the underlying 
share's currency may impact the performance of your investment and your return. Foreign exchange rates 
may change suddenly and unpredictably. 

29) BNP Paribas  (the “Bank”), the counterparty or their respective affiliates may have acquired, or during the 
term of the option may acquire, information in relation to any underlying equity-related asset that is or 
may be construed, not to be publicly available or known to you. The Bank, the counterparty or their 
respective affiliates are not under any obligation to make such information, whether or not confidential, 
available to you. 

30) If you make an investment in a Forward Option, you are relying upon the creditworthiness of the 
counterparty. As you are subject to the counterparty credit risk and insolvency risk, you may lose your 
total investment even though the underlying share is performing in the direction and/or magnitude you 
expect. Therefore, please ensure that you are aware of the identity of your contractual counterparty. 

31) Failure or delay in payments or deliveries by the counterparty, the custodian, clearing system, or other 
third party paying agents or intermediaries may result in failure or delay in payments or deliveries due to 
the investor.  

32) The Bank is acting as principal in the physical settled or cash settled KOF and RKOF transactions, but 
please note that the Bank is acting as your agent in the Purchase Transaction and/or Sales Transaction.  

33) The Bank may gain monetary benefits, for entering into transactions with you.  

34) A party to the transaction may be liable to stamp duty, transaction levies and other charges.  

35) The risk considerations and disclaimers in relation to Forward Options as set out in this document are not 
intended to be exhaustive and may be supplemented by additional risk disclosures from time to time. 

36) The information included in this document and any Offer Documents is confidential and is provided to you 
for information purposes only. Accordingly, save to the extent provided otherwise in Clause 6.5 of the 
Terms and Conditions applicable to your account, the Bank, the counterparty and their respective 
affiliates assume no responsibility or liability for the information contained therein and you must consult 
your own advisers prior to making any decision in respect of such information. The information contained 
in this document and any Offer Documents is provided to you on a strictly confidential basis and you 
agree that it may not be copied, reproduced or otherwise distributed by you, whether in whole or in part 
(other than to your professional advisers) without our prior written consent. 

If you decide to invest in a Forward Option, please refer to the Offering Documents, the Bank's Confirmation 
and any term sheet provided, for the product and transaction details. 

Please note that the Bank may (but is not obliged to), from time to time as it thinks fit, provide you with 
updated version(s) of the product brochure and you should review the updated version(s) carefully and make 
sure you understand it. If you have any questions, please do not hesitate to contact us and if you think 
appropriate, obtain your independent advice. 
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DISCLAIMER 

This document is provided in Singapore by BNP Paribas, acting through its Singapore branch, and in Hong Kong by BNP 
Paribas, acting through its Hong Kong branch.  BNP Paribas, acting through its Hong Kong branch is a licensed bank regulated 
by the Hong Kong Monetary Authority, a Registered Institution under the Securities and Futures Ordinance of Hong Kong (Cap. 
571), and registered with the Securities and Futures Commission (SFC) to carry on Types 1, 4, 6 and 9 regulated activities in 
Hong Kong (SFC CE Reference: AAF564). BNP Paribas, acting through its Singapore branch, is a licensed bank regulated by the 
Monetary Authority of Singapore. BNP Paribas Wealth Management is the business line name for the Wealth Management 
activity conducted by BNP Paribas. 
 
This document is produced for general information only and should not be used as reference for entering into any specific 
transaction, and the information and opinions contained herein should not be relied upon as authoritative or taken in 
substitution for the exercise of judgment by any recipient or the seeking of independent professional advice (such as financial, 
legal, accounting, tax or other advice) by any recipient. This document is not intended to be an offer or a solicitation to buy or 
to sell or to enter into any transaction. In addition, this document and its contents is not intended to be an advertisement, 
inducement or representation of any kind or form whatsoever. BNP Paribas reserves the right (but is not obliged) to vary the 
information in this document at any time without notice and, save to the extent provided otherwise in Clause 6.5 of the Terms 
and Conditions applicable to your account, BNP Paribas shall not be responsible for any consequences arising from such 
variation.  
 
The terms set forth herein are intended for discussion purposes only and are subject to the final expression of the terms of 
the transaction, if the investor decides to proceed with the transaction. The final terms of the transaction will be set forth in 
the final term sheet, any applicable agreement and/or confirmation. Please also refer to the disclosure and other important 
information concerning our fees, charges and/or commissions as set out in the Fee Schedule.  
 
Although the information and opinions provided herein may have been obtained or derived from published or unpublished 
sources considered to be reliable and while all reasonable care has been taken in the preparation of this document, BNP 
Paribas does not make any representation or warranty, express or implied, as to its accuracy or completeness and, save to the 
extent provided otherwise in Clause 6.5 of the Terms and Conditions applicable to your account, BNP Paribas shall not be 
responsible for any inaccuracy, error or omission. All analysis, estimates and opinions contained in this document constitute 
BNP Paribas’ own judgments as of the date of this document, and such expressions of opinion are subject to change without 
notice. Information provided herein may contain forward-looking statements. The words "believe", "expect", anticipate", 
"project", "estimate", "predict", "is confident", "has confidence" and similar expressions are also intended to identify forward-
looking statements. These forward-looking statements are not historical facts but based on the current beliefs, assumptions, 
expectations, estimates, and projections of BNP Paribas in light of the information presently available, and involve both 
known and unknown risks and uncertainties. These forward-looking statements are not guarantees of future performance and 
are subject to risks, uncertainties and other factors, some of which are beyond control and are difficult to predict. 
Consequently, actual results could differ materially from those expressed, implied or forecasted in these forward looking 
statements. Investors should form their own independent judgment on any forward-looking statements and seek their own 
advice from professional advisers to understand such forward-looking statements. BNP Paribas does not undertake to update 
these forward looking statements.  Where investors take into account any theoretical historical information regarding the 
performance of the product/investment, investors should bear in mind that any reference to past performance should not be 
taken as an indication of future performance. BNP Paribas is not giving any warranties, guarantee or representation as to the 
expected or projected success, profitability, return, performance, result, effect, consequence or benefit of any investment/ 
transaction. Save to the extent provided otherwise in Clause 6.5 of the Terms and Conditions applicable to your account, no 
BNP Paribas group company or entity therefore accepts any liability whatsoever for any loss arising, whether direct or 
indirect, from the use of or reliance on this document or any part of the information provided.  
 
Structured transactions are complex and may involve a high risk of losses including possible loss of the principal invested. If 
any product mentioned in this document is a structured product which involves derivatives, do not invest in it unless you fully 
understand and are willing to assume the risks associated with it.  If you are in any doubt about the risks involved in any 
product/transaction, you should seek independent professional advice. 
 
Prior to entering into any transaction, each investor/subscriber should fully understand the terms, conditions and features of 
the product/investment as well as the risks and merits of entering into any transaction/investment, and consult with their 
own legal, regulatory, tax, financial and accounting advisors before making the investment. Investors/subscribers should fully 
understand the features of the investment, be financially able to bear a loss of their investment and be willing to accept such 
risk. Save as otherwise expressly agreed in writing, (a) where BNP Paribas does not solicit the sale of or recommend any 
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financial product to the investor/subscriber, BNP Paribas is not acting as financial adviser of the investor/subscriber in any 
transaction, and (b) in all cases, BNP Paribas is not acting as fiduciary of the investor/subscriber with respect to any 
transaction.  
 
BNP Paribas and/or persons associated or connected with it may effect or have effected a transaction for their own account in 
a product/an investment described in this document or any related product before or after this document is published. On the 
date of this document, BNP Paribas and/or persons associated or connected with it and their respective directors and/or 
representatives and/or employees may take proprietary positions and may have a long or short position or other interests or 
make a market in a product mentioned in this document, or in derivative instruments based thereon, and may purchase 
and/or sell the investment(s) at any time in the open market or otherwise, whether as principal or as agent or as market 
maker. Additionally, BNP Paribas and/or persons associated or connected with it may have within the previous twelve months 
acted as an investment banker or may have provided significant advice or investment services to the companies or in relation 
to a product mentioned in this document.  
 
This document is confidential and intended solely for the use of BNP Paribas and its affiliates, their respective directors, 
officers and/or employees and the persons to whom this document has been delivered. It may not be distributed, published, 
reproduced or disclosed by any recipient to any other person, nor may it be quoted or referred to in any document, without 
the prior written consent of BNP Paribas.  
 
Hong Kong: This document is distributed in Hong Kong by BNP Paribas, acting through its Hong Kong branch only to 
Professional Investors within the meaning of Part I of Schedule 1 to the Securities and Futures Ordinance of Hong Kong (Cap. 
571). The products or transactions described in this document may not be authorised in Hong Kong and may not be available 
to Hong Kong investors.  
 
Singapore: This document is distributed in Singapore by BNP Paribas, acting through its Singapore branch only to Accredited 
Investors within the meaning of the Securities and Futures Act, Chapter 289 of Singapore only and is not intended for 
investors in Singapore who are not such Accredited Investors and should not be passed on to any such persons. Some 
products or transactions described in this document may not be authorised in Singapore and may not be available to 
Singapore investors.  
 
Save to the extent provided otherwise in Clause 6.5 of the Terms and Conditions applicable to your account, information in 
this document is for general circulation to the intended recipients only and is not intended to be a recommendation or 
investment advice to recipients hereof. A recipient of this document should seek advice from its/his own professional adviser 
regarding the suitability of the products or transactions (taking into account the recipient's specific investment objectives, 
financial situation and particular needs) as well as the risks involved in such products or transactions before a commitment 
to purchase or enter into any product or transaction is made. 
 
Please note that this document may relate to a product or products where BNP Paribas is issuer, and in such instance this 
document or certain information contained therein may have been prepared by BNP Paribas in its capacity as product issuer 
(“Issuer Document”). Where an Issuer Document is provided to you by BNP Paribas, acting through its Hong Kong branch or 
BNP Paribas, acting through its Singapore branch in its capacity as distributor, it shall also be subject to Clause 6.5 of BNP 
Paribas Wealth Management’s prevailing Terms and Conditions applicable to your accounts (“T&Cs”). To the extent that there 
are any inconsistency between the terms of an Issuer Document and Clause 6.5 of the T&Cs, the latter shall prevail. 
 
Generally, please take note that various potential and actual conflicts of interest may arise from the overall investment 
activities or the roles of the parties involved in any investment product or transaction, their investment professionals and/or 
their affiliates. In particular, the counterparty / issuer / provider or its related entities or affiliates can offer or manage other 
investments which interests may be different to the interest of your investments in that investment product or transaction; or 
for cases where the product counterparty or issuer is BNP Paribas or its related entity or affiliate, BNP Paribas may also act as 
distributor, guarantor, calculation agent and/or arranger of the same product. 
 
By accepting this document you agree to be bound by the foregoing limitations.  
 
In case there is a Chinese version of this document and there is any discrepancy between the English and Chinese versions, 
the English version shall prevail. 
 
© BNP Paribas (2019). All rights reserved.  

DISCLAIMER (CONTINUED) 
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Acknowledgement for Investments 
in Knock-Out Forward Options &  
Reverse Knock-Out Forward Options  

To: BNP Paribas  
Date: ______________________ 
 

In regard to the following accounts: 
 

(i)  Account No. __________________  in the name of __________________________ 
 
(ii) Account No. __________________  in the name of __________________________ 
 
(iii)  Account No. __________________  in the name of __________________________ 
 

I/We am/are interested to invest in Knock-out Forward Options & Reverse Knock-out Forward Options (and Purchase 
Transaction and Sale Transaction (if applicable) (the “Forward Option”) and may from time to time approach BNP Paribas  
(the “Bank”) with respect to such investments. 
I/We acknowledge receipt of a copy of “Knock-Out Forward Options Also known as Accumulator Options & Reverse Knock-
Out Forward Options Also known as Decumulator Options” General Information brochure (version 4) (the “Product 
Brochure”) from the Bank for my/our reference and retention.  
I/We have read and understood the contents of the Product Brochure and have been provided an explanation in a language 
of my/our choice (where required) and find its contents and such explanation acceptable. 
I/We fully accept and assume all risks involved in any Forward Option transaction, including but not limited to the risks so 
notified and/or implied in the Product Brochure, and I/we also fully understand the need to take independent advice. I/We 
agree that the Product Brochure is not intended as a substitute for my/our becoming reliably and adequately informed with 
regards to any Forward Option transaction and I/we shall accordingly be responsible for any Forward Option transaction 
which I/we choose to make or which is made on my/our behalf. 
I/We declare that in entering into any Forward Option transaction, I/we have decided to do so based on my/our personal 
judgment. Where the Bank does not solicit the sale of or recommend any financial product to me/us, we confirm that our 
decision to enter into such financial product has been made independently of, and not in reliance on any statement, 
representation or recommendation of the Bank and my/our entry into any Forward Option transaction shall constitute a 
representation and warranty to this effect which the Bank shall be entitled to rely upon, save to the extent agreed in 
writing by the Bank (including any responsibilities agreed by the Bank in any Discretionary Portfolio Management 
Agreement or similar document executed between the Bank and myself/ourselves). I/We agree that (in the absence of an 
actual written undertaking by the Bank) (a) where the Bank does not solicit the sale of or recommend any financial product 
to me/us, the Bank is not acting as my/our financial adviser in any transaction, and (b) in all cases, the Bank is not acting 
as my/our fiduciary with respect to any transaction. Save to the extent provided otherwise in Clause 6.5 of the Terms and 
Conditions governing my/our account, the Bank shall not assume any liability for my/our investment decision. 
 

Signed by :  
For individual accounts : All of account holder(s) of the accounts listed above 
For corporate accounts : For and on behalf of the account(s) listed above in accordance with the signing mandate of such account(s) 
 

 
1.  _____________________    2. _________________________ 
Name:    Name: 
Title (if applicable):    Title (if applicable):  
ID/Passport No.:     ID/Passport No.: 
 

 
3. _____________________    4.__________________________ 
Name:    Name: 
Title (if applicable):    Title (if applicable):  
ID/Passport No.:     ID/Passport No.:  

JU691 
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BNP Paribas 
Wealth Management 

DISCOVER OUR SOLUTIONS AND CONTACT YOUR PRIVATE BANKER: 

https://wealthmanagement.bnpparibas/asia/en.html 
 

 
@BNPP_Wealth 

BNP Paribas Wealth Management 
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