FINANCIAL
INSTRUMENTS - THEIR
CHARACTERISTICS AND
THE RISKS INVOLVED IN
TRADING IN THEM

(SHARES, OTHER SHARE-RELATED
INSTRUMENTS, BONDS AND SECURITIES FUNDS)

Clients need to know that:

e trading in financial instruments takes place at clients’ own risk

e before starting to trade in financial instruments, clients need to familiarise themselves
thoroughly with the firm’s general terms and conditions of business and other relevant
information about the characteristics and risks involved in the specific financial instrument

e clients must check contract notes immediately and complain straight away if any errors are
found

e clients should continuously monitor price changes in the financial instruments in which
they have positions

e if necessary, clients must react by selling their positions in order to reduce the risk of loss

1. TRADING IN FINANCIAL INSTRUMENTS

Trading in financial instruments such as shares, primary capital certificates, bonds, treasury
bills, financial derivative instruments or other rights and obligations designed to be traded in
the securities market, normally takes place in an organised form in a trading system. ‘Trading
system’! means a regulated market, multilateral trading facility (MTF)? systematic
internaliser (SI)?, market maker* or other liquidity guarantor.

Trading is carried out through the securities firms that use the trading system. A client must
normally contact a securities firm in order to buy or sell financial instruments. There are also
securities firms that transmit orders to other securities firms that in turn use the trading
system. Trading may also take place internally within a securities firm, for example by the
firm stepping in as counterparty in a trade, or by trading with another of the firm’s clients
(internal trading).

Various types of financial instrument are traded on a regulated market (including stock
exchanges). Shares, primary capital certificates, bonds, treasury bills, certain fund units and a
number of different financial derivatives are traded on the Oslo Bers (Stock Exchange).
Where and how these instruments are traded is discussed in more detail below.

Price information about the financial instruments that are traded on the regulated market is
published regularly on their websites, in newspapers and in other media.

1 Securities Trading Regulations s. 10-25 (2).

2 Securities Trading Act s. 2-3 (4) — MTF do not exist in Norway at present.

3 Securities Trading Act s. 2-4 (4) — SI do not exist in Norway at present.

4Securities Trading Act § 2-4 (4) — Several securities firms act as liquidity guarantor for selected companies.




2. RISKS ASSOCIATED WITH TRADING IN FINANCIAL INSTRUMENTS

2.1 General information about risk

Financial instruments normally provide returns in the form of dividends (shares and units in
securities funds) or interest (interest-bearing instruments). The price of the instrument may
also increase or decrease in relation to the price paid when the investment was made. In the
description below, the word “investment” is also used in the context of any negative positions
in the instrument (short position, see Section 7 below). The total return is the sum of
dividends/interest and the change in the price of the instrument.

The investor is naturally looking for a total return that is positive, i.e. it results in a gain. But
there is also a risk that the total return will be negative i.e. the investment results in a loss. The
risk of loss varies between different instruments. Usually, the chance of a gain on an
investment in a financial instrument is linked to the risk of a loss. The longer the time
perspective for the investment, the greater the chance of gain or loss. The word “risk” is often
used in the context of a placement to express both the risk of loss and opportunity for gain.
However, in the description below “risk” is only used to describe the risk of loss. To reduce
the risk, there are various ways of investing in financial instruments. It is usually better from a
risk point of view to invest in several different financial instruments than in a single one or
just a few. These instruments should then have characteristics that involve a spread of risk,
rather than being concentrated so that they may be triggered simultaneously. When trading in
foreign financial instruments there is also a currency risk.

Investing in financial instruments carries a financial risk, which will be described in more
detail below. The client is personally responsible for this risk and must therefore learn about
the conditions, prospectuses etc. that apply when trading in these instruments and about the
special risks and characteristics of the instruments. Clients must also monitor their
investments in financial instruments on an ongoing basis. This applies even if the client has
received individual advice about the investment. Clients may monitor prices, and thus the
performance of their own investments, in the exchange lists published in the mass media, for
example newspapers, the Internet and TV text services. In some cases, information may be
available from the securities firm itself. If necessary, clients should react quickly in their own
interests, for example by disposing of investments showing negative trends, or by providing
additional security where investments are financed by loans and the security value is
declining.

2.2 Different risk concepts

There are many different types of risk and other factors that clients ought to be aware of when
carrying out the initial and ongoing risk assessments which every investor should undertake
throughout the investment period, when investing and trading in financial instruments.

Some of the most important types of risk are as follows:

Market risk - the risk of a fall in the market in its entirety, or certain parts of the market
where the client has invested (for example, the Norwegian Stock Market).



Credit risk - the risk of an issuer or counterparty having reduced ability to pay.

Price volatility risk - the risk of large fluctuations in the price of a financial instrument
having a negative effect on the investment.

Price risk - the risk that the price of a financial instrument will fall.

Taxation risk - the risk that taxation rules and/or rates are unclear or can be changed.
Currency risk - the risk of a foreign currency linked to the investment falling in value (for
example certain units in a securities fund might be placed in American securities listed in
USD).

Gearing effect risk - the construction of a derivative instrument means that there is a risk of
price movements in the underlying asset having a greater negative effect on the price of the
derivative instrument.

Legal risk - the risk that relevant laws and regulations are unclear or may be changed.
Company-specific risk - the risk that a company performs worse than expected or that it is
the victim of a negative event, causing the financial instruments associated with the company
to fall in value.

Industry-specific risk - the risk that a particular industry performs worse than expected or is
the victim of a negative event, causing the value of the financial instruments associated with
the industry concerned to fall in value.

Liquidity risk - the risk of the client not being able to sell a financial instrument at the time
the client wishes to do so, because market turnover and buyer interest in the financial
instrument are low.

Interest rate risk - the risk that the financial instrument in which the client is investing falls
in value because of changes in the market rate of interest.

3. SHARES AND OTHER SHARE-RELATED INSTRUMENTS

3.1 General information about shares

3.1.1 Shares and limited companies

Shares in a limited company give the owner the right to part of the company’s share capital.
If the company generates profits, the company normally pays dividends on the shares. Shares
also carry a right to vote at the general meeting, which is the company’s highest governing
body. Normally, the more shares the shareholder owns, the greater the shareholder’s share of
the capital, dividends and voting rights. However, voting rights may vary, depending on the
class of shares. There are two types of limited company in Norway, the public limited
company (ASA) and the limited company (AS).



3.1.2 Share price

The price of a share is largely influenced by the company’s prospects. Share prices can go up
or down depending on market participants’ analyses and assessments of the company’s
prospects of making future profits. Future external developments in the economic situation,
technology, legislation, competitive conditions etc. determine the likely demand for the
company’s products or services and are therefore fundamentally important to the company’s
share price performance.

The general level of interest rates (market rate of interest) also plays a crucial role in share
price performance. If the market rate of interest rises, interest-bearing financial instruments
issued simultaneously can give better returns. Normally, this leads to a fall in the prices of
listed shares, and interest-bearing instruments that have already been issued at lower rates of
interest. The reason is that in relative terms the increasing returns on newly issued interest-
bearing instruments may be better than the returns on shares and previously issued interest-
bearing instruments. Moreover, share prices are influenced negatively because the rate
payable on the company’s debt rises, thus reducing the company’s future profit outlook.

Other factors involving the company itself, for example changes in the company’s
management and organisation, or breaks in production etc., may also influence the company’s
future long-term and short-term profitability. In the worst case, things may go so badly that a
company has to be declared insolvent. The share capital, i.e. the shareholders’ invested
capital, has the lowest priority for payment from the insolvent company’s estate. The
company’s other debts must first be settled in their entirety. This often means that there are no
funds left in the company, once debts have been repaid, and the company’s shares become
worthless.

The price performance of financial instruments listed on larger foreign regulated markets and
other trading systems also affects share price performance in Norway, mainly because many
Norwegian companies are also listed on foreign regulated markets or traded on other trading
systems. Price equalisation (arbitrage) takes place between the markets. The share prices of
companies in the same industry/sector are often influenced by share price changes in other
companies in the same industry/sector. This effect may also apply between companies in
different countries.

Financial market participants often have different opinions about how share prices will move.
The above factors, and the way in which the company is valued, contribute to there being both
buyers and sellers. If the investors have the same opinion about future price movements, they
will either buy, leading to pressure to buy from many buyers, or they will sell, resulting in
pressure to sell from many sellers. Pressure to buy forces prices up; pressure to sell forces
them down.

Market furnover, i.e. the quantity of a particular share bought or sold, affects the share price.
With high turnover the “spread”, i.e. the difference between the price at which buyers are
willing to buy (bid price) and the price demanded by sellers (offer price), is reduced. A share
with high turnover, where large quantities can be traded without major effect on the price, has
good liquidity and is therefore easy to buy and sell. Companies listed on a regulated market,
for example Oslo Stock Exchange and Oslo Axess, normally have high liquidity.



The regulatory environment for business, both nationally and internationally, can also affect
share prices. Changes in tax and duty rates nationally, and in other countries, affect
companies’ costs and thus their competitive situation. International agreements between
countries on customs duties and charges, when goods and services are imported or exported,
affect companies’ relative competitive positions and therefore their share prices. Major events
such as disasters, terrorist actions and war can seriously affect share prices on stock markets
throughout the world.

Daily key price data showing for example, “highest, “lowest” and “latest” prices for the shares
traded, as well as information about trading volumes, are for the most part published in the
larger daily newspapers, in TV text services and on various websites run by marketplaces,
securities firms and media undertakings. The extent to which this information is up to date
may vary depending on the means of publication.

3.1.3 Trading in shares - including trading systems

Only shares issued by public limited companies (ASA) or similar foreign companies can be
listed on a regulated market (including a stock exchange) in Norway. There are also
requirements for the size of the company, its business history, diffusion of ownership and
publication of the company’s financial statements and other information about its business.

At present, there are two regulated markets in Norway for trading in shares; Oslo Stock
Exchange and Oslo Axess. Only Oslo Stock Exchange has a stock market licence
(www.oslobors.no). Oslo Axess (www.osloaxess.no) is to all intents and purposes subject to
the same regulations that apply to Oslo Stock Exchange as regards following-up, monitoring
and sanctioning any breaches of the regulations that apply to trading on a regulated market.
Trading in Norwegian shares can also take place on regulated markets abroad, where several
Norwegian companies are listed.

Trading in shares that are not listed on a regulated market takes place in what is known as the
OTC market. Trading in this market is largely based on information about prices and interests
that the stockbroking firms provide to one another. The most common method is that the
stockbroking firm enters expressions of interest in buying or selling into a trading support
system operated by Fondsmeglernes informasjonstjeneste AS. The OTC list is divided into an
A list and a B list. Only companies registered on the A list are required to present significant
price sensitive information to the market. For more information about the OTC list see
www.nfmf.no. If a share is neither listed on a regulated market nor on a trading support
system, sale or purchase will normally take place through the stockbroking companies
endeavouring to support the client by contacting potential clients who may be interested in
acting as counterparties. Investing in this type of share carries a significant liquidity risk.

Trading on a regulated market or other trading system comprises the secondary market for
shares, primary capital certificates and bonds that a company has already issued. The OTC list
also functions as a secondary market for shares. If the secondary market functions well, i.e. it
is easy to find buyers and sellers, and bid prices from buyers and sellers are continuously
listed along with closing prices for completed trades, the companies have an advantage as it
will be easier to issue new shares and thus obtain more capital for the company’s business.
The primary market describes the market where trading/subscription of newly issued shares,
primary capital certificates and bonds takes place.


http://www.nfmf.no/

Shares registered on a regulated market or other trading system are normally divided into
various lists depending on the company’s market value or its liquidity. These lists are
generally published on the trading system’s website, in newspapers and in other media. The
companies listed on Oslo Stock Exchange are divided into four different segments depending
on the company’s liquidity. These are OB Index, OB Match, OB Standard and OB New
respectively. In the course of the day or over longer periods, different shares show different
degrees of price stability (volatility) i.e. the frequency and size of price changes. Shares listed
as having high liquidity are normally considered to involve lower risk than shares listed with
lower liquidity.

3.1.4 Different classes of shares

Shares can be in different classes, usually ‘A’ and ‘B’ shares, which is normally significant in
the context of voting rights at the company’s general meeting. Only a minority of Norwegian
listed companies have different classes of shares. ‘A’ shares normally carry one vote, while
‘B’ shares usually have restricted voting rights or no voting rights. The differences in voting
rights may, for example, exist in order to secure the original founders’ and owners’ influence
over the company when ownership expands, by giving them more extensive voting rights.

3.1.5 Nominal value, split and reverse split

The nominal value of a share is the value that each share represents in the company’s share
capital. The total number of shares issued by a company, multiplied by the nominal value,
equals the company’s share capital. Now and again the company will want to change the
nominal value, e.g. because the market price of the share has risen significantly. Dividing
each share into two or more shares, known as a split, reduces both the nominal value of the
shares and their price. The shareholder’s capital, on the other hand, remains unchanged after
the split, but it is divided into more shares with a lower nominal value and lower price.

The opposite is a reverse split, or consolidation. This is carried out, for example, if the share
price falls significantly. Then two or more shares are merged into a single share. The
shareholder, however, has the same capital after a reverse split, but it is now divided between
fewer shares with a higher nominal value and a higher price.

3.1.6 Stock exchange introduction, privatisation and acquisition

A stock exchange introduction (or Initial Public Offering - IPO) means that a company’s
shares become listed on a regulated market (including a stock exchange). The public may then
be invited to subscribe for (buy) shares in the company. This usually involves an existing,
previously unlisted company whose owners have decided to increase the number of
shareholders, as well as making it easier to trade in the company’s shares. When a state-
owned company is introduced to a stock exchange the process is known as privatisation, or
part-privatisation, depending on the proportion of its ownership share the Government offers
to sell to the public.

Acquisition normally takes place when one or more investors offer a company’s shareholders
the opportunity to sell their shares on certain conditions. If the purchaser obtains 90 % or
more of the company’s share capital and votes, the purchaser can petition for compulsory
acquisition of the remaining shares from the owners who have not accepted the acquisition
offer.



3.1.7 Issues

If a limited company wishes to expand its business, extra capital is often needed. The
company obtains this by issuing new shares by means of an issue. The existing shareholders
usually have subscription rights that allow them to subscribe on a pre-emptive basis when the
issue is offered. The number of shares that can be subscribed is then determined in proportion
to the number of shares the owner already holds. The subscriber must pay a price (issue price)
for the newly issued shares, which may often be lower than the market price. Immediately
after the subscription rights - which normally have a certain market value - are separated from
the shares, the price of the shares normally falls. Those shareholders who have subscription
rights but do not subscribe, may during the subscription period (which often lasts for several
weeks) sell their subscription rights in the marketplace where the shares are listed. After the
subscription period expires and the allotment takes place, the subscription rights expire and
become worthless.

If the share premium reserve in a limited company has accumulated significant value, the
company can transfer a proportion of the value to the shareholders in a bonus issue. In a
bonus issue, the number of shares the shareholder already holds is taken into account. The
number of new shares offered to the shareholders in a bonus issue is determined in proportion
to the number of shares already owned. In a bonus issue, the shareholder receives more
shares, but the proportion of the company’s share capital owned remains unchanged. The
share price falls when a bonus issue takes place, but because the number of shares has
increased, the value of the shareholder’s invested capital remains unchanged.

Limited companies can also make a private placement (directed share issue),which is
executed as an issue, but is only aimed at a limited group of investors. In a private placement,
the existing shareholders’ proportion of the number of votes and share capital in the company
is diluted, but they still hold the same number of shares and the market value of their invested
capital is not usually affected.

3.2 General information about share-related instruments

Closely related to shares are: primary capital certificates, convertible bonds, share index
bonds/index-linked bonds, warrants, share options and share index options, and depository
receipts. Trading in these instruments normally takes place on a regulated market (including a
stock exchange), but this type of financial instrument is also traded on the OTC.

3.2.1 Primary capital certificates

Primary capital certificates have clear similarities with shares. The differences are primarily to
do with rights of ownership over company assets and influence in the issuer’s governing
bodies. Certain restrictions on dividend distributions are also imposed. The listed primary
capital certificates in Norway are issued by the savings banks. More information about
primary capital certificates can be found at www.grunnfondsbevis.no.

3.3.2 Convertible bonds

Convertible bonds are interest-bearing securities that can be converted into shares after a
prescribed period. The return on the convertible bonds, i.e. the interest, is normally higher
than the return from share dividends. The price of the convertible bonds normally follows the
share price and is expressed as a percentage of the nominal value of the convertible bond.


http://www.grunnfondsbevis.no/

3.2.3 Share index bonds/Index-linked bonds

Share index bonds/Index-linked bonds are bonds where the returns normally depend on the
performance of a share index. If the index develops positively, the returns increase in step
with the index. There may be no return if the index has a negative performance. The bond is
always repaid at its nominal value on the expiry date and the risk of loss is therefore lower
than with shares and fund units. The risk when investing in a share index bond, apart from any
possible issue premium, is defined as the alternative interest income, i.e. the interest that the
investment might have earned if the amount had been invested in another way.

3.2.4 Warrants

Trading also takes place in certain call and put options with a longer term to maturity than the
standard call options. These are known as warrants. Warrants can be used to buy underlying
shares, or give cash settlement if gains are made as a result of the price of the underlying
share being higher that the contracted future bid price/redemption price.

3.2.5 Share options and share index options

There are various types of share options. Acquired (purchased) options to buy (call options)
give the owner the right, within a set time period, to buy shares already in issue at a pre-
determined price. Acquired (purchased) options to sell (put options) give the owner the right
to sell shares within a set time period at a pre-determined price. For every acquired option
there is a corresponding issued (sold) option. The risk for the investor who acquires an option
is that it will fall in value or be worthless on the date of cessation. The issuer of an option runs
a risk, which, if special precautions are not taken, may be limitlessly high.

Index-linked bonds give a gain or loss linked to the performance of the underlying index. The
price of options (premium/price) normally follows the trend in the price of the corresponding

underlying shares or index.

3.2.6 Depository receipts

Depository receipts are certificates for shares stored in a securities depository and give the
owner the same rights as owning the share itself. Depository receipts are bought and sold like
shares and price trends normally follow the performance of the regulated market abroad,
where the share is traded.

4. INTEREST-BEARING FINANCIAL INSTRUMENTS (BONDS)

4.1 General information about interest-bearing financial instruments (bonds)

An interest-bearing financial instrument is a receivable right on the issuer of a loan. The
return normally comes in the form of interest (coupon). There are different forms of interest-
bearing instruments depending on who the issuer is, the security provided by the issuer for the
loan, the term to maturity and the way in which interest is paid.

The interest (coupon) is usually paid as either fixed or floating interest. For a fixed-interest
loan the interest is normally fixed for one year at a time. For loans with a floating rate of
interest,



the interest rate is normally fixed four times per year for three months at a time, based on the
NIBOR rate. Some loans do not bear interest, but only the par value is paid out on the loan’s
date of maturity (zero-coupon loans). Zero-coupon securities are bought at a significant
discount, which gives an effective rate of interest comparable to securities yielding coupon
rates. For example, all debt issued by the Government as treasury bills (treasury certificates) is
Zero-coupon.

The risk in an interest-bearing instrument consists partly of interest rate changes that may
occur during the term because of changes in the market rate of interest and partly of the risk
that the issuer will be unable to repay the loan. Loans where adequate security for repayment
is provided are thus less risky than unsecured loans. As a very broad general rule, the risk of
loss on interest-bearing instruments is considered lower than for shares.

The market rate of interest is decided daily, both for short-term instruments with less than one
year to maturity, e.g. treasury bills, and for longer-term instruments e.g. bonds. This takes
place in the money and bond markets. The market rates of interest are influenced by analyses
and assessments made by Norges Bank and other large institutional market participants,
taking into account predicted long-term and short-term trends in factors such as inflation, the
general economic situation and interest rates in Norway and other countries. Norges Bank also
operates in the money and foreign exchange market with the aim of managing the
development of the market rate of interest, so that inflation stays within set limits.

If market interest rates rise, the price of interest-bearing financial instruments already in issue
will fall. This is because new loans are issued at rates based on the new current market rate of
interest and they will therefore give higher returns than can be achieved by instruments
already in issue. Conversely, the price of instruments already in issue will rise when the
market rate of interest declines.

Loans issued by the Government, county councils and municipalities (or guaranteed by such
organisations) are considered to be almost risk-free as regards repayment of the pre-
determined amount on the date of maturity.

4.2 Trading in interest-bearing financial instruments (bonds)

Many bonds are stock exchange-listed, so these financial instruments are traded on a regulated
market in the same way as listed shares. The Oslo Stock Exchange also offers an alternative
marketplace for trading in bonds and treasury bills - the Alternative Bond Market (ABM).
ABM is a separate marketplace. It is not regulated by the Stock Exchange Act or subject to
licensing pursuant to that Act, but is administered and organised by the Oslo Stock Exchange.

Trading in bonds normally takes place in a different manner than for shares. In practice the
interest and currency market can be regarded as a quotation market or price-driven market.
This is in contrast to the stock market, which is an order-driven market.

When trading in standardised options, bonds, currency and interest derivatives, a firm
normally indicates prices as market maker and publishes purchase and sale prices based on its
own assessments of market conditions. The market will as a rule be very transparent, as prices
are published on the firm’s website or through an information distributor. Clients can thus
compare prices between different firms. These prices will either be indicative or binding for a
specific volume per transaction. If the prices are indicative, the firm will give the client a
binding price on request. When contacting



the firm, the client is free to accept or reject the offer. If the client accepts the price, the firm
will be the counterparty in the transaction.

S. DERIVATIVE INSTRUMENTS

Derivative instruments, such as options, forward exchange contracts etc. are issued for various
types of underlying assets, for example shares, bonds, raw materials and currencies.

A special risk to be aware of when investing in derivative instruments is that the construction
of the instrument means that the price development of the underlying asset is reflected in the
price of the derivative instrument, known as the gearing effect. This price reflection is often
more substantial in relation to the contribution than the value change in the underlying asset.
The price reflection is therefore called the gearing effect and may lead to a greater gain on
invested capital than if the investment had been made directly in the underlying asset. On the
other hand, the gearing effect may mean a greater loss on the derivative instrument compared
with the change in value of the underlying asset, if the price development on the underlying
asset is different from that expected. The gearing effect, i.e. the possibility of gain or the risk
of loss, varies depending on the derivative instrument’s construction and area of application.
It is therefore extremely important to monitor price developments in the derivative instrument
and the underlying asset carefully. In their own interests, clients should be prepared to trade
quickly, often during the same day, if the investment in the derivative instrument develops in
an unfortunate direction.

For further information about derivative instruments, see “INFORMATION FOR CLIENTS
ON THE CHARACTERISTICS OF OPTIONS, FORWARD EXCHANGE CONTRACTS
AND OTHER DERIVATIVE INSTRUMENTS AND THE SPECIAL RISKS INVOLVED
IN TRADING IN THEM”.

6. SECURITIES FUNDS

A securities fund is a “portfolio” of different financial instruments, for example, shares and/or
bonds. The fund is owned by all those who save in the fund, the unit holders, and is managed
by a management company. There are various different types of securities funds with
different investment strategies and risk profiles.

A short description of the most common securities funds is set out below":

Equity fund — a securities fund that will normally invest at least 80 per cent of the fund’s
capital in shares (or other equity capital instruments) and which does not normally invest in
interest-bearing securities.

Combination fund — a securities fund that is not defined exclusively as an equity fund or
interest fund. A combination fund may have a pre-determined proportionate split of shares
and interest-bearing securities, but the proportion of different securities may also change
during the life of the fund.

Fixed income fund — a securities fund that invests in securities other than shares. Fixed
income funds are divided into bond funds and money market funds.

s Source: www.vff.no
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Index fund — a securities fund that is managed relatively passively in relation to the fund’s
reference index.

Fund in fund — a securities fund that invests its assets in a single (or possibly several)
underlying securities funds.

Hedge fund (specialist fund) — There is no exact definition of the term hedge fund and there
may be considerable variation between individual hedge funds as regards investment choices
and risk profile. Hedge funds usually take significantly higher risks than ordinary securities
funds, and are therefore products for professional investors willing to take large risks. Hedge
funds are not obliged to follow the Norwegian Securities Funds Act or the UCITS Directive.
Such funds can usually take out loans and are usually quite free to use a variety of derivatives.
A hedge fund can also trade securities “short”, which means that the fund sells borrowed
securities and then purchases replacement securities of the same type, later on.

Unit holders receive the number of units in the fund that corresponds to their share of the
invested capital in relation to the fund’s total capital.

Units may be bought and redeemed (sold) through the management company. The units’
current value is calculated daily by the management company and is based on the price
development of the financial instruments in which the fund has invested. There are also units
in funds that can be traded on a regulated market (Exchange Traded Funds — “ETF”).

At present two securities funds are traded on the Oslo Stock Exchange.

One of the ideas behind an equity fund is that positions are taken in a variety of shares and
other financial instruments. This means that the risk for the unit holders is reduced, in
comparison to the risks run by shareholders whose positions include only one, or a small
number of shares. Unit holders avoid having to select, buy, sell and monitor the shares and
carry out other related administrative work.

For more information about securities funds, see www.v{f.no.

7. SHORT TRADING

“Short trading” means selling financial instruments that are not owned, by borrowing shares
from a securities firm or in another way. Short trading is used as an investment strategy when
it is expected that the price of the shares will fall. When borrowing, the short trader enters into
a binding contract to return instruments of the same type to the lender at a later point in time.
When the short trader sells the borrowed instruments, he is counting on being able to buy
them back in the market, before they are due for return to the lender, at a lower price than that
obtained when he originally sold them. There will be a loss if the price goes up instead of
down, and if the price increase is large the loss may be significant.

8. LOAN-FINANCED TRADING

Financial instruments may in many cases be purchased with capital that is partly borrowed.
Since both the contributed capital and the borrowed capital affect the return, the client can,
through loan financing, obtain a greater gain if the investment develops positively, compared
with an investment which is only made by investing the client’s own capital. The debt
incurred when borrowing the capital is not affected if the price of the purchased instruments
changes in a positive or
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negative direction, but if the price development is positive an advantage is gained. However,
if the price of the purchased instruments develops in a negative direction, this represents a
corresponding disadvantage since the debt remains unchanged. In the event of a fall in price,
the contributed capital may therefore be wholly or partly lost, while the debt must be repaid
from the proceeds of selling financial instruments that have fallen in value. The debt must still
be paid, even if the sales proceeds do not cover the entire debt.
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FINANCIAL INSTRUMENTS - THEIR CHARACTERISTICS AND THE RISKS INVOLVED IN TRADING IN THEM





(SHARES, OTHER SHARE-RELATED INSTRUMENTS, BONDS AND SECURITIES FUNDS)

 (
Clients need to know that:
trading in financial instruments takes place at clients’ own risk
before starting to trade in financial instruments, clients need to familiarise themselves thoroughly with the firm’s general terms and conditions of business and other relevant information about the characteristics and risks involved in the specific financial instrument
clients must check contract notes immediately and complain straight away if any errors are found
clients should continuously monitor price changes in the financial instruments in which they have positions
if necessary, clients must react by selling their positions in order to reduce the risk of loss on their investments
)

1. TRADING IN FINANCIAL INSTRUMENTS



Trading in financial instruments such as shares, primary capital certificates, bonds, treasury bills, financial derivative instruments or other rights and obligations designed to be traded in the securities market, normally takes place in an organised form in a trading system. ‘Trading system’1 means a regulated market, multilateral trading facility (MTF)2, systematic internaliser (SI)3, market maker4 or other liquidity guarantor.

Trading is carried out through the securities firms that use the trading system. A client must normally contact a securities firm in order to buy or sell financial instruments. There are also securities firms that transmit orders to other securities firms that in turn use the trading system. Trading may also take place internally within a securities firm, for example by the firm stepping in as counterparty in a trade, or by trading with another of the firm’s clients (internal trading).



Various types of financial instrument are traded on a regulated market (including stock exchanges). Shares, primary capital certificates, bonds, treasury bills, certain fund units and a number of different financial derivatives are traded on the Oslo Børs (Stock Exchange). Where and how these instruments are traded is discussed in more detail below.



Price information about the financial instruments that are traded on the regulated market is published regularly on their websites, in newspapers and in other media.









1 Securities Trading Regulations s. 10-25 (2).

2 Securities Trading Act s. 2-3 (4) – MTF do not exist in Norway at present.

3 Securities Trading Act s. 2-4 (4) – SI do not exist in Norway at present.

4 Securities Trading Act § 2-4 (4) – Several securities firms act as liquidity guarantor for selected companies.



2. RISKS ASSOCIATED WITH TRADING IN FINANCIAL INSTRUMENTS



2.1 General information about risk



Financial instruments normally provide returns in the form of dividends (shares and units in securities funds) or interest (interest-bearing instruments). The price of the instrument may also increase or decrease in relation to the price paid when the investment was made. In the description below, the word “investment” is also used in the context of any negative positions in the instrument (short position, see Section 7 below). The total return is the sum of dividends/interest and the change in the price of the instrument.



The investor is naturally looking for a total return that is positive, i.e. it results in a gain. But there is also a risk that the total return will be negative i.e. the investment results in a loss. The risk of loss varies between different instruments. Usually, the chance of a gain on an investment in a financial instrument is linked to the risk of a loss. The longer the time perspective for the investment, the greater the chance of gain or loss. The word “risk” is often used in the context of a placement to express both the risk of loss and opportunity for gain. However, in the description below “risk” is only used to describe the risk of loss. To reduce the risk, there are various ways of investing in financial instruments. It is usually better from a risk point of view to invest in several different financial instruments than in a single one or just a few. These instruments should then have characteristics that involve a spread of risk, rather than being concentrated so that they may be triggered simultaneously. When trading in foreign financial instruments there is also a currency risk.



Investing in financial instruments carries a financial risk, which will be described in more detail below. The client is personally responsible for this risk and must therefore learn about the conditions, prospectuses etc. that apply when trading in these instruments and about the special risks and characteristics of the instruments. Clients must also monitor their investments in financial instruments on an ongoing basis. This applies even if the client has received individual advice about the investment. Clients may monitor prices, and thus the performance of their own investments, in the exchange lists published in the mass media, for example newspapers, the Internet and TV text services. In some cases, information may be available from the securities firm itself. If necessary, clients should react quickly in their own interests, for example by disposing of investments showing negative trends, or by providing additional security where investments are financed by loans and the security value is declining.



2.2 Different risk concepts



There are many different types of risk and other factors that clients ought to be aware of when carrying out the initial and ongoing risk assessments which every investor should undertake throughout the investment period, when investing and trading in financial instruments.



Some of the most important types of risk are as follows:



Market risk - the risk of a fall in the market in its entirety, or certain parts of the market where the client has invested (for example, the Norwegian Stock Market).



Credit risk - the risk of an issuer or counterparty having reduced ability to pay.



Price volatility risk - the risk of large fluctuations in the price of a financial instrument having a negative effect on the investment.



Price risk - the risk that the price of a financial instrument will fall.



Taxation risk - the risk that taxation rules and/or rates are unclear or can be changed.



Currency risk - the risk of a foreign currency linked to the investment falling in value (for example certain units in a securities fund might be placed in American securities listed in USD).



Gearing effect risk - the construction of a derivative instrument means that there is a risk of price movements in the underlying asset having a greater negative effect on the price of the derivative instrument.



Legal risk - the risk that relevant laws and regulations are unclear or may be changed.



Company-specific risk - the risk that a company performs worse than expected or that it is the victim of a negative event, causing the financial instruments associated with the company to fall in value.



Industry-specific risk - the risk that a particular industry performs worse than expected or is the victim of a negative event, causing the value of the financial instruments associated with the industry concerned to fall in value.



Liquidity risk - the risk of the client not being able to sell a financial instrument at the time the client wishes to do so, because market turnover and buyer interest in the financial instrument are low.



Interest rate risk - the risk that the financial instrument in which the client is investing falls in value because of changes in the market rate of interest.





3. SHARES AND OTHER SHARE-RELATED INSTRUMENTS



3.1 General information about shares



3.1.1 Shares and limited companies



Shares in a limited company give the owner the right to part of the company’s share capital. If the company generates profits, the company normally pays dividends on the shares. Shares also carry a right to vote at the general meeting, which is the company’s highest governing body. Normally, the more shares the shareholder owns, the greater the shareholder’s share of the capital, dividends and voting rights. However, voting rights may vary, depending on the class of shares. There are two types of limited company in Norway, the public limited company (ASA) and the limited company (AS).



3.1.2 Share price



The price of a share is largely influenced by the company’s prospects. Share prices can go up or down depending on market participants’ analyses and assessments of the company’s prospects of making future profits. Future external developments in the economic situation, technology, legislation, competitive conditions etc. determine the likely demand for the company’s products or services and are therefore fundamentally important to the company’s share price performance.



The general level of interest rates (market rate of interest) also plays a crucial role in share price performance. If the market rate of interest rises, interest-bearing financial instruments issued simultaneously can give better returns. Normally, this leads to a fall in the prices of listed shares, and interest-bearing instruments that have already been issued at lower rates of interest. The reason is that in relative terms the increasing returns on newly issued interest-bearing instruments may be better than the returns on shares and previously issued interest-bearing instruments. Moreover, share prices are influenced negatively because the rate payable on the company’s debt rises, thus reducing the company’s future profit outlook.



Other factors involving the company itself, for example changes in the company’s management and organisation, or breaks in production etc., may also influence the company’s future long-term and short-term profitability. In the worst case, things may go so badly that a company has to be declared insolvent. The share capital, i.e. the shareholders’ invested capital, has the lowest priority for payment from the insolvent company’s estate. The company’s other debts must first be settled in their entirety. This often means that there are no funds left in the company, once debts have been repaid, and the company’s shares become worthless.



The price performance of financial instruments listed on larger foreign regulated markets and other trading systems also affects share price performance in Norway, mainly because many Norwegian companies are also listed on foreign regulated markets or traded on other trading systems. Price equalisation (arbitrage) takes place between the markets. The share prices of companies in the same industry/sector are often influenced by share price changes in other companies in the same industry/sector. This effect may also apply between companies in different countries.



Financial market participants often have different opinions about how share prices will move. The above factors, and the way in which the company is valued, contribute to there being both buyers and sellers. If the investors have the same opinion about future price movements, they will either buy, leading to pressure to buy from many buyers, or they will sell, resulting in pressure to sell from many sellers. Pressure to buy forces prices up; pressure to sell forces them down.



Market turnover, i.e. the quantity of a particular share bought or sold, affects the share price. With high turnover the “spread”, i.e. the difference between the price at which buyers are willing to buy (bid price) and the price demanded by sellers (offer price), is reduced. A share with high turnover, where large quantities can be traded without major effect on the price, has good liquidity and is therefore easy to buy and sell. Companies listed on a regulated market, for example Oslo Stock Exchange and Oslo Axess, normally have high liquidity.



The regulatory environment for business, both nationally and internationally, can also affect share prices. Changes in tax and duty rates nationally, and in other countries, affect companies’ costs and thus their competitive situation. International agreements between countries on customs duties and charges, when goods and services are imported or exported, affect companies’ relative competitive positions and therefore their share prices. Major events such as disasters, terrorist actions and war can seriously affect share prices on stock markets throughout the world.



Daily key price data showing for example, “highest, “lowest” and “latest” prices for the shares traded, as well as information about trading volumes, are for the most part published in the larger daily newspapers, in TV text services and on various websites run by marketplaces, securities firms and media undertakings. The extent to which this information is up to date may vary depending on the means of publication.



3.1.3 Trading in shares - including trading systems



Only shares issued by public limited companies (ASA) or similar foreign companies can be listed on a regulated market (including a stock exchange) in Norway. There are also requirements for the size of the company, its business history, diffusion of ownership and publication of the company’s financial statements and other information about its business.



At present, there are two regulated markets in Norway for trading in shares; Oslo Stock Exchange and Oslo Axess. Only Oslo Stock Exchange has a stock market licence (www.oslobors.no). Oslo Axess (www.osloaxess.no) is to all intents and purposes subject to the same regulations that apply to Oslo Stock Exchange as regards following-up, monitoring and sanctioning any breaches of the regulations that apply to trading on a regulated market. Trading in Norwegian shares can also take place on regulated markets abroad, where several Norwegian companies are listed.



Trading in shares that are not listed on a regulated market takes place in what is known as the OTC market. Trading in this market is largely based on information about prices and interests that the stockbroking firms provide to one another. The most common method is that the stockbroking firm enters expressions of interest in buying or selling into a trading support system operated by Fondsmeglernes informasjonstjeneste AS. The OTC list is divided into an A list and a B list. Only companies registered on the A list are required to present significant price sensitive information to the market. For more information about the OTC list see www.nfmf.no. If a share is neither listed on a regulated market nor on a trading support system, sale or purchase will normally take place through the stockbroking companies endeavouring to support the client by contacting potential clients who may be interested in acting as counterparties. Investing in this type of share carries a significant liquidity risk.



Trading on a regulated market or other trading system comprises the secondary market for shares, primary capital certificates and bonds that a company has already issued. The OTC list also functions as a secondary market for shares. If the secondary market functions well, i.e. it is easy to find buyers and sellers, and bid prices from buyers and sellers are continuously listed along with closing prices for completed trades, the companies have an advantage as it will be easier to issue new shares and thus obtain more capital for the company’s business. The primary market describes the market where trading/subscription of newly issued shares, primary capital certificates and bonds takes place.



Shares registered on a regulated market or other trading system are normally divided into various lists depending on the company’s market value or its liquidity. These lists are generally published on the trading system’s website, in newspapers and in other media. The companies listed on Oslo Stock Exchange are divided into four different segments depending on the company’s liquidity. These are OB Index, OB Match, OB Standard and OB New respectively. In the course of the day or over longer periods, different shares show different degrees of price stability (volatility) i.e. the frequency and size of price changes. Shares listed as having high liquidity are normally considered to involve lower risk than shares listed with lower liquidity.



3.1.4 Different classes of shares



Shares can be in different classes, usually ‘A’ and ‘B’ shares, which is normally significant in the context of voting rights at the company’s general meeting. Only a minority of Norwegian listed companies have different classes of shares. ‘A’ shares normally carry one vote, while ‘B’ shares usually have restricted voting rights or no voting rights. The differences in voting rights may, for example, exist in order to secure the original founders’ and owners’ influence over the company when ownership expands, by giving them more extensive voting rights.



3.1.5 Nominal value, split and reverse split



The nominal value of a share is the value that each share represents in the company’s share capital. The total number of shares issued by a company, multiplied by the nominal value, equals the company’s share capital. Now and again the company will want to change the nominal value, e.g. because the market price of the share has risen significantly. Dividing each share into two or more shares, known as a split, reduces both the nominal value of the shares and their price. The shareholder’s capital, on the other hand, remains unchanged after the split, but it is divided into more shares with a lower nominal value and lower price.



The opposite is a reverse split, or consolidation. This is carried out, for example, if the share price falls significantly. Then two or more shares are merged into a single share. The shareholder, however, has the same capital after a reverse split, but it is now divided between fewer shares with a higher nominal value and a higher price.



3.1.6 Stock exchange introduction, privatisation and acquisition



A stock exchange introduction (or Initial Public Offering - IPO) means that a company’s shares become listed on a regulated market (including a stock exchange). The public may then be invited to subscribe for (buy) shares in the company. This usually involves an existing, previously unlisted company whose owners have decided to increase the number of shareholders, as well as making it easier to trade in the company’s shares. When a state-owned company is introduced to a stock exchange the process is known as privatisation, or part-privatisation, depending on the proportion of its ownership share the Government offers to sell to the public.



Acquisition normally takes place when one or more investors offer a company’s shareholders the opportunity to sell their shares on certain conditions. If the purchaser obtains 90 % or more of the company’s share capital and votes, the purchaser can petition for compulsory acquisition of the remaining shares from the owners who have not accepted the acquisition offer.



3.1.7 Issues



If a limited company wishes to expand its business, extra capital is often needed. The company obtains this by issuing new shares by means of an issue. The existing shareholders usually have subscription rights that allow them to subscribe on a pre-emptive basis when the issue is offered. The number of shares that can be subscribed is then determined in proportion to the number of shares the owner already holds. The subscriber must pay a price (issue price) for the newly issued shares, which may often be lower than the market price. Immediately after the subscription rights - which normally have a certain market value - are separated from the shares, the price of the shares normally falls. Those shareholders who have subscription rights but do not subscribe, may during the subscription period (which often lasts for several weeks) sell their subscription rights in the marketplace where the shares are listed. After the subscription period expires and the allotment takes place, the subscription rights expire and become worthless.



If the share premium reserve in a limited company has accumulated significant value, the company can transfer a proportion of the value to the shareholders in a bonus issue. In a bonus issue, the number of shares the shareholder already holds is taken into account. The number of new shares offered to the shareholders in a bonus issue is determined in proportion to the number of shares already owned. In a bonus issue, the shareholder receives more shares, but the proportion of the company’s share capital owned remains unchanged. The share price falls when a bonus issue takes place, but because the number of shares has increased, the value of the shareholder’s invested capital remains unchanged.



Limited companies can also make a private placement (directed share issue),which is executed as an issue, but is only aimed at a limited group of investors. In a private placement, the existing shareholders’ proportion of the number of votes and share capital in the company is diluted, but they still hold the same number of shares and the market value of their invested capital is not usually affected.



3.2 General information about share-related instruments



Closely related to shares are: primary capital certificates, convertible bonds, share index bonds/index-linked bonds, warrants, share options and share index options, and depository receipts. Trading in these instruments normally takes place on a regulated market (including a stock exchange), but this type of financial instrument is also traded on the OTC.



3.2.1 Primary capital certificates



Primary capital certificates have clear similarities with shares. The differences are primarily to do with rights of ownership over company assets and influence in the issuer’s governing bodies. Certain restrictions on dividend distributions are also imposed. The listed primary capital certificates in Norway are issued by the savings banks. More information about primary capital certificates can be found at www.grunnfondsbevis.no.



3.3.2 Convertible bonds



Convertible bonds are interest-bearing securities that can be converted into shares after a prescribed period. The return on the convertible bonds, i.e. the interest, is normally higher than the return from share dividends. The price of the convertible bonds normally follows the share price and is expressed as a percentage of the nominal value of the convertible bond.



3.2.3 Share index bonds/Index-linked bonds



Share index bonds/Index-linked bonds are bonds where the returns normally depend on the performance of a share index. If the index develops positively, the returns increase in step with the index. There may be no return if the index has a negative performance. The bond is always repaid at its nominal value on the expiry date and the risk of loss is therefore lower than with shares and fund units. The risk when investing in a share index bond, apart from any possible issue premium, is defined as the alternative interest income, i.e. the interest that the investment might have earned if the amount had been invested in another way.



3.2.4 Warrants



Trading also takes place in certain call and put options with a longer term to maturity than the standard call options. These are known as warrants. Warrants can be used to buy underlying shares, or give cash settlement if gains are made as a result of the price of the underlying share being higher that the contracted future bid price/redemption price.



3.2.5 Share options and share index options



There are various types of share options. Acquired (purchased) options to buy (call options) give the owner the right, within a set time period, to buy shares already in issue at a pre-determined price. Acquired (purchased) options to sell (put options) give the owner the right to sell shares within a set time period at a pre-determined price. For every acquired option there is a corresponding issued (sold) option. The risk for the investor who acquires an option is that it will fall in value or be worthless on the date of cessation. The issuer of an option runs a risk, which, if special precautions are not taken, may be limitlessly high.



Index-linked bonds give a gain or loss linked to the performance of the underlying index. The price of options (premium/price) normally follows the trend in the price of the corresponding underlying shares or index.



3.2.6 Depository receipts



Depository receipts are certificates for shares stored in a securities depository and give the owner the same rights as owning the share itself. Depository receipts are bought and sold like shares and price trends normally follow the performance of the regulated market abroad, where the share is traded.



4. INTEREST-BEARING FINANCIAL INSTRUMENTS (BONDS)



4.1 General information about interest-bearing financial instruments (bonds)



An interest-bearing financial instrument is a receivable right on the issuer of a loan. The return normally comes in the form of interest (coupon). There are different forms of interest-bearing instruments depending on who the issuer is, the security provided by the issuer for the loan, the term to maturity and the way in which interest is paid.



The interest (coupon) is usually paid as either fixed or floating interest. For a fixed-interest loan the interest is normally fixed for one year at a time. For loans with a floating rate of interest,



the interest rate is normally fixed four times per year for three months at a time, based on the NIBOR rate. Some loans do not bear interest, but only the par value is paid out on the loan’s date of maturity (zero-coupon loans). Zero-coupon securities are bought at a significant discount, which gives an effective rate of interest comparable to securities yielding coupon rates. For example, all debt issued by the Government as treasury bills (treasury certificates) is zero-coupon.



The risk in an interest-bearing instrument consists partly of interest rate changes that may occur during the term because of changes in the market rate of interest and partly of the risk that the issuer will be unable to repay the loan. Loans where adequate security for repayment is provided are thus less risky than unsecured loans. As a very broad general rule, the risk of loss on interest-bearing instruments is considered lower than for shares.



The market rate of interest is decided daily, both for short-term instruments with less than one year to maturity, e.g. treasury bills, and for longer-term instruments e.g. bonds. This takes place in the money and bond markets. The market rates of interest are influenced by analyses and assessments made by Norges Bank and other large institutional market participants, taking into account predicted long-term and short-term trends in factors such as inflation, the general economic situation and interest rates in Norway and other countries. Norges Bank also operates in the money and foreign exchange market with the aim of managing the development of the market rate of interest, so that inflation stays within set limits.



If market interest rates rise, the price of interest-bearing financial instruments already in issue will fall. This is because new loans are issued at rates based on the new current market rate of interest and they will therefore give higher returns than can be achieved by instruments already in issue. Conversely, the price of instruments already in issue will rise when the market rate of interest declines.



Loans issued by the Government, county councils and municipalities (or guaranteed by such organisations) are considered to be almost risk-free as regards repayment of the pre-determined amount on the date of maturity.



4.2 Trading in interest-bearing financial instruments (bonds)



Many bonds are stock exchange-listed, so these financial instruments are traded on a regulated market in the same way as listed shares. The Oslo Stock Exchange also offers an alternative marketplace for trading in bonds and treasury bills - the Alternative Bond Market (ABM). ABM is a separate marketplace. It is not regulated by the Stock Exchange Act or subject to licensing pursuant to that Act, but is administered and organised by the Oslo Stock Exchange.



Trading in bonds normally takes place in a different manner than for shares. In practice the interest and currency market can be regarded as a quotation market or price-driven market. This is in contrast to the stock market, which is an order-driven market.



When trading in standardised options, bonds, currency and interest derivatives, a firm normally indicates prices as market maker and publishes purchase and sale prices based on its own assessments of market conditions. The market will as a rule be very transparent, as prices are published on the firm’s website or through an information distributor. Clients can thus compare prices between different firms. These prices will either be indicative or binding for a specific volume per transaction. If the prices are indicative, the firm will give the client a binding price on request. When contacting



the firm, the client is free to accept or reject the offer. If the client accepts the price, the firm will be the counterparty in the transaction.



5. DERIVATIVE INSTRUMENTS



Derivative instruments, such as options, forward exchange contracts etc. are issued for various types of underlying assets, for example shares, bonds, raw materials and currencies.



A special risk to be aware of when investing in derivative instruments is that the construction of the instrument means that the price development of the underlying asset is reflected in the price of the derivative instrument, known as the gearing effect. This price reflection is often more substantial in relation to the contribution than the value change in the underlying asset. The price reflection is therefore called the gearing effect and may lead to a greater gain on invested capital than if the investment had been made directly in the underlying asset. On the other hand, the gearing effect may mean a greater loss on the derivative instrument compared with the change in value of the underlying asset, if the price development on the underlying asset is different from that expected. The gearing effect, i.e. the possibility of gain or the risk of loss, varies depending on the derivative instrument’s construction and area of application. It is therefore extremely important to monitor price developments in the derivative instrument and the underlying asset carefully. In their own interests, clients should be prepared to trade quickly, often during the same day, if the investment in the derivative instrument develops in an unfortunate direction.



For further information about derivative instruments, see “INFORMATION FOR CLIENTS

ON THE CHARACTERISTICS OF OPTIONS, FORWARD EXCHANGE CONTRACTS AND OTHER DERIVATIVE INSTRUMENTS AND THE SPECIAL RISKS INVOLVED IN TRADING IN THEM”. 



6. SECURITIES FUNDS



A securities fund is a “portfolio” of different financial instruments, for example, shares and/or bonds. The fund is owned by all those who save in the fund, the unit holders, and is managed by a management company. There are various different types of securities funds with different investment strategies and risk profiles.



A short description of the most common securities funds is set out below5:

Equity fund – a securities fund that will normally invest at least 80 per cent of the fund’s capital in shares (or other equity capital instruments) and which does not normally invest in interest-bearing securities.



Combination fund – a securities fund that is not defined exclusively as an equity fund or interest fund. A combination fund may have a pre-determined proportionate split of shares and interest-bearing securities, but the proportion of different securities may also change during the life of the fund.



Fixed income fund – a securities fund that invests in securities other than shares. Fixed income funds are divided into bond funds and money market funds.







5 Source: www.vff.no



Index fund – a securities fund that is managed relatively passively in relation to the fund’s reference index.



Fund in fund – a securities fund that invests its assets in a single (or possibly several) underlying securities funds.



Hedge fund (specialist fund) – There is no exact definition of the term hedge fund and there may be considerable variation between individual hedge funds as regards investment choices and risk profile. Hedge funds usually take significantly higher risks than ordinary securities funds, and are therefore products for professional investors willing to take large risks. Hedge funds are not obliged to follow the Norwegian Securities Funds Act or the UCITS Directive. Such funds can usually take out loans and are usually quite free to use a variety of derivatives. A hedge fund can also trade securities “short”, which means that the fund sells borrowed securities and then purchases replacement securities of the same type, later on.



Unit holders receive the number of units in the fund that corresponds to their share of the invested capital in relation to the fund’s total capital.



[bookmark: _GoBack]Units may be bought and redeemed (sold) through the management company. The units’ current value is calculated daily by the management company and is based on the price development of the financial instruments in which the fund has invested. There are also units in funds that can be traded on a regulated market (Exchange Traded Funds – “ETF”).

At present two securities funds are traded on the Oslo Stock Exchange.



One of the ideas behind an equity fund is that positions are taken in a variety of shares and other financial instruments. This means that the risk for the unit holders is reduced, in comparison to the risks run by shareholders whose positions include only one, or a small number of shares. Unit holders avoid having to select, buy, sell and monitor the shares and carry out other related administrative work.



For more information about securities funds, see www.vff.no.



7. SHORT TRADING



“Short trading” means selling financial instruments that are not owned, by borrowing shares from a securities firm or in another way. Short trading is used as an investment strategy when it is expected that the price of the shares will fall. When borrowing, the short trader enters into a binding contract to return instruments of the same type to the lender at a later point in time. When the short trader sells the borrowed instruments, he is counting on being able to buy them back in the market, before they are due for return to the lender, at a lower price than that obtained when he originally sold them. There will be a loss if the price goes up instead of down, and if the price increase is large the loss may be significant.



8. LOAN-FINANCED TRADING

Financial instruments may in many cases be purchased with capital that is partly borrowed. Since both the contributed capital and the borrowed capital affect the return, the client can, through loan financing, obtain a greater gain if the investment develops positively, compared with an investment which is only made by investing the client’s own capital. The debt incurred when borrowing the capital is not affected if the price of the purchased instruments changes in a positive or



negative direction, but if the price development is positive an advantage is gained. However, if the price of the purchased instruments develops in a negative direction, this represents a corresponding disadvantage since the debt remains unchanged. In the event of a fall in price, the contributed capital may therefore be wholly or partly lost, while the debt must be repaid from the proceeds of selling financial instruments that have fallen in value. The debt must still be paid, even if the sales proceeds do not cover the entire debt.


<<

  /ASCII85EncodePages false

  /AllowTransparency false

  /AutoPositionEPSFiles true

  /AutoRotatePages /None

  /Binding /Left

  /CalGrayProfile (Dot Gain 20%)

  /CalRGBProfile (sRGB IEC61966-2.1)

  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)

  /sRGBProfile (sRGB IEC61966-2.1)

  /CannotEmbedFontPolicy /Error

  /CompatibilityLevel 1.4

  /CompressObjects /Tags

  /CompressPages true

  /ConvertImagesToIndexed true

  /PassThroughJPEGImages true

  /CreateJobTicket false

  /DefaultRenderingIntent /Default

  /DetectBlends true

  /DetectCurves 0.0000

  /ColorConversionStrategy /CMYK

  /DoThumbnails false

  /EmbedAllFonts true

  /EmbedOpenType false

  /ParseICCProfilesInComments true

  /EmbedJobOptions true

  /DSCReportingLevel 0

  /EmitDSCWarnings false

  /EndPage -1

  /ImageMemory 1048576

  /LockDistillerParams false

  /MaxSubsetPct 100

  /Optimize true

  /OPM 1

  /ParseDSCComments true

  /ParseDSCCommentsForDocInfo true

  /PreserveCopyPage true

  /PreserveDICMYKValues true

  /PreserveEPSInfo true

  /PreserveFlatness true

  /PreserveHalftoneInfo false

  /PreserveOPIComments true

  /PreserveOverprintSettings true

  /StartPage 1

  /SubsetFonts true

  /TransferFunctionInfo /Apply

  /UCRandBGInfo /Preserve

  /UsePrologue false

  /ColorSettingsFile ()

  /AlwaysEmbed [ true

  ]

  /NeverEmbed [ true

  ]

  /AntiAliasColorImages false

  /CropColorImages true

  /ColorImageMinResolution 300

  /ColorImageMinResolutionPolicy /OK

  /DownsampleColorImages true

  /ColorImageDownsampleType /Bicubic

  /ColorImageResolution 300

  /ColorImageDepth -1

  /ColorImageMinDownsampleDepth 1

  /ColorImageDownsampleThreshold 1.50000

  /EncodeColorImages true

  /ColorImageFilter /DCTEncode

  /AutoFilterColorImages true

  /ColorImageAutoFilterStrategy /JPEG

  /ColorACSImageDict <<

    /QFactor 0.15

    /HSamples [1 1 1 1] /VSamples [1 1 1 1]

  >>

  /ColorImageDict <<

    /QFactor 0.15

    /HSamples [1 1 1 1] /VSamples [1 1 1 1]

  >>

  /JPEG2000ColorACSImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 30

  >>

  /JPEG2000ColorImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 30

  >>

  /AntiAliasGrayImages false

  /CropGrayImages true

  /GrayImageMinResolution 300

  /GrayImageMinResolutionPolicy /OK

  /DownsampleGrayImages true

  /GrayImageDownsampleType /Bicubic

  /GrayImageResolution 300

  /GrayImageDepth -1

  /GrayImageMinDownsampleDepth 2

  /GrayImageDownsampleThreshold 1.50000

  /EncodeGrayImages true

  /GrayImageFilter /DCTEncode

  /AutoFilterGrayImages true

  /GrayImageAutoFilterStrategy /JPEG

  /GrayACSImageDict <<

    /QFactor 0.15

    /HSamples [1 1 1 1] /VSamples [1 1 1 1]

  >>

  /GrayImageDict <<

    /QFactor 0.15

    /HSamples [1 1 1 1] /VSamples [1 1 1 1]

  >>

  /JPEG2000GrayACSImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 30

  >>

  /JPEG2000GrayImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 30

  >>

  /AntiAliasMonoImages false

  /CropMonoImages true

  /MonoImageMinResolution 1200

  /MonoImageMinResolutionPolicy /OK

  /DownsampleMonoImages true

  /MonoImageDownsampleType /Bicubic

  /MonoImageResolution 1200

  /MonoImageDepth -1

  /MonoImageDownsampleThreshold 1.50000

  /EncodeMonoImages true

  /MonoImageFilter /CCITTFaxEncode

  /MonoImageDict <<

    /K -1

  >>

  /AllowPSXObjects false

  /CheckCompliance [

    /None

  ]

  /PDFX1aCheck false

  /PDFX3Check false

  /PDFXCompliantPDFOnly false

  /PDFXNoTrimBoxError true

  /PDFXTrimBoxToMediaBoxOffset [

    0.00000

    0.00000

    0.00000

    0.00000

  ]

  /PDFXSetBleedBoxToMediaBox true

  /PDFXBleedBoxToTrimBoxOffset [

    0.00000

    0.00000

    0.00000

    0.00000

  ]

  /PDFXOutputIntentProfile ()

  /PDFXOutputConditionIdentifier ()

  /PDFXOutputCondition ()

  /PDFXRegistryName ()

  /PDFXTrapped /False



  /CreateJDFFile false

  /Description <<



    /BGR <>

    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e9ad88d2891cf76845370524d53705237300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>

    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc9ad854c18cea76845370524d5370523786557406300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>

    /CZE <>

    /DAN <>

    /DEU <>

    /ESP <>

    /ETI <>

    /FRA <>

    /GRE <>



    /HRV (Za stvaranje Adobe PDF dokumenata najpogodnijih za visokokvalitetni ispis prije tiskanja koristite ove postavke.  Stvoreni PDF dokumenti mogu se otvoriti Acrobat i Adobe Reader 5.0 i kasnijim verzijama.)

    /HUN <>

    /ITA <>

    /JPN <FEFF9ad854c18cea306a30d730ea30d730ec30b951fa529b7528002000410064006f0062006500200050004400460020658766f8306e4f5c6210306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103055308c305f0020005000440046002030d530a130a430eb306f3001004100630072006f0062006100740020304a30883073002000410064006f00620065002000520065006100640065007200200035002e003000204ee5964d3067958b304f30533068304c3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>

    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020ace0d488c9c80020c2dcd5d80020c778c1c4c5d00020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>

    /LTH <>

    /LVI <>

    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken die zijn geoptimaliseerd voor prepress-afdrukken van hoge kwaliteit. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)

    /NOR <>

    /POL <>

    /PTB <>

    /RUM <>

    /RUS <>

    /SKY <>

    /SLV <>

    /SUO <>

    /SVE <>

    /TUR <>

    /UKR <>

    /ENU (Use these settings to create Adobe PDF documents best suited for high-quality prepress printing.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)

  >>

  /Namespace [

    (Adobe)

    (Common)

    (1.0)

  ]

  /OtherNamespaces [

    <<

      /AsReaderSpreads false

      /CropImagesToFrames true

      /ErrorControl /WarnAndContinue

      /FlattenerIgnoreSpreadOverrides false

      /IncludeGuidesGrids false

      /IncludeNonPrinting false

      /IncludeSlug false

      /Namespace [

        (Adobe)

        (InDesign)

        (4.0)

      ]

      /OmitPlacedBitmaps false

      /OmitPlacedEPS false

      /OmitPlacedPDF false

      /SimulateOverprint /Legacy

    >>

    <<

      /AddBleedMarks false

      /AddColorBars false

      /AddCropMarks false

      /AddPageInfo false

      /AddRegMarks false

      /ConvertColors /ConvertToCMYK

      /DestinationProfileName ()

      /DestinationProfileSelector /DocumentCMYK

      /Downsample16BitImages true

      /FlattenerPreset <<

        /PresetSelector /MediumResolution

      >>

      /FormElements false

      /GenerateStructure false

      /IncludeBookmarks false

      /IncludeHyperlinks false

      /IncludeInteractive false

      /IncludeLayers false

      /IncludeProfiles false

      /MultimediaHandling /UseObjectSettings

      /Namespace [

        (Adobe)

        (CreativeSuite)

        (2.0)

      ]

      /PDFXOutputIntentProfileSelector /DocumentCMYK

      /PreserveEditing true

      /UntaggedCMYKHandling /LeaveUntagged

      /UntaggedRGBHandling /UseDocumentProfile

      /UseDocumentBleed false

    >>

  ]

>> setdistillerparams

<<

  /HWResolution [2400 2400]

  /PageSize [612.000 792.000]

>> setpagedevice



