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FINANCIAL INSTRUMENTS: OPPORTUNITIES AND RISKS

The higher the complexity of a financial instrument, the higher its potential risk – but the higher,

too, the opportunities for returns.
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WHAT ARE DERIVATIVES?

A derivative is a security whose price is dependent on, or derived from, one or more underlying asset.

The derivative itself is merely a contract between two or more parties.

There is a crucial difference between a direct investment and an investment in a derivative:

when directly investing in a financial instrument such as a stock or a bond, the investor

participates directly in its risks, gains, and losses.

when investing in a derivative, the investor invests in a contract, note, unit, or certificate. This

adds specific characteristics, risks, obligations, and/or rights to the assets on which the derivative

is based.

An underlying can consist of a single asset or multiple assets. The most common underlying assets

include stocks, bonds, commodities, currencies, interest rates, and market indices.

The value of the derivative depends in a non-linear way on the price of its underlying.

A derivative may be traded over the counter (unlisted) or be standardised and traded on

public exchanges.
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ADVANTAGES/DISADVANTAGES

Advantages

Cost efficiency by leverage: the gross amount invested is smaller than

trading the individual underlyings.

Hedging instruments: losses can be limited by long options (buying a right).

Flexibility: ability to trade a wide range of underlyings and to lock in prices.

Disadvantages

Options have a 'time decay'; the time value of the option decreases over the

investment period.

They can have higher spreads and commissions per dollar invested.

If used with a speculative intention, strategies such as leverage and short

selling bear the risk of overproportional or even unlimited losses.

Over-the-counter derivatives carry additional risks such as counterparty

risk and higher liquidity risks that do not apply to standardised

exchangetraded options.
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IMPORTANT RISKS TO CONSIDER OTC DERIVATIVES

Price risks

The price of the underlying, the volatility of the price, and the time to

expiration of the option. These are the most important ones.

Market risks

The price of the underlying, a major factor influencing the price and pay-off of

the option, is subject to market risks.

Leverage

When investing in derivatives, minor investment amounts can control much

larger volumes. This is called 'leverage'. If the market falls, leverage

maximises risks, as well as gains, from the investments.

Over-the-counter derivatives

Over-the-counter traded derivatives may carry additional risks such

as counterparty risk and higher liquidity risks than exchange-traded

standardised options.

The following two pages explain a number of common OTC options and a selection of option strategies.

Investing in such options and option strategies requires a very good understanding of options and the related risks in order to select the most appropriate instrument or option strategy depending on

market outlook and intended investment purpose.

The basics of investing in derivatives and how options work can be found in the separate educational material on exchange-traded derivatives.
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OTC DERIVATIVES, EXAMPLES OF OTC OPTIONS

Vanilla OTC option The term ‘vanilla’ refers to normal OTC options without any kind of special features such as barriers. In contrast to exchange-traded

options, vanilla OTC options are not standardised when it comes to underlyings, strike prices, contract sizes, or expiry dates.

Barrier option Barrier options are path-dependent options. On top of the strike price, they contain a barrier price. There are two different kinds of

barrier options: knock-in and knock-out options. Knock-in option: the option only becomes active once the barrier price is breached.

Knock-out option: the option becomes invalid as soon as the barrier price is breached.

Transatlantic barrier option (knock-

in/knock-out)

A transatlantic barrier option contains two barriers. The first is a European-style barrier which is above the strike (in case of a call

option; “up and in”). The second one is an American-style barrier which is equal to or below the strike price (in case of a call option;

“down and out”). In the case of a put option, the American-style barrier is above and the European-style one is below the strike.

Digital-at-expiry option Compared with a vanilla option, the digital-at-expiry option pays off the same amount, – independent of how far above the strike price

the underlying asset closes (call option), or – independent of how far below the strike price the underlying asset closes (put option).

One touch/no touch Compared with vanilla options, one-touch options allow to profit from a simple yes-or-no outcome. There are only two possible

scenarios: – The strike price is reached → the investor receives the premium plus a defined payout; or – The strike price is not reached

→ the investor loses the option premium.
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OTC DERIVATIVES, SELECTED OPTION STRATEGIES

The following blocks describe different option strategies.

Options strategies are combined buys and/or sells of call/put options at the same time on the same underlying.

Stradel / Strangle

A stradel is a strategy in which a call and a put are

bought with the same expiration date and strike

price. It can be used in case of high volatility but

uncertain direction.

A strangle is a strategy in which a call and a put are

bought with the same expiration date but different strike

prices. It can be used if the investor has a clear view of

the direction in which the underlying price moves but

wants to be protected anyway.

Call/put spread

A call spread is a strategy in which a call at a specific

strike price is bought and a call of a higher strike price is

sold. It can be used in case a moderate rise in underlying

asset price is expected.

A put spread uses the same strategy using puts in case

of moderate declining asset prices.

Butterfly spread

A butterfly spread combines two call spreads. It involves

four call options: a buy of a call option with a strike price

below the current price; a buy of a call option with a

strike price above the current price; and a sell of two call

options with a strike price equal to the current price.

It can be used if the investor thinks the underlying asset

will not move much.
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FOR FURTHER INFORMATION ON RISKS OR ON OTHER

AVAILABLE FINANCIAL INSTRUMENTS, PLEASE REQUEST TO YOUR

RELATIONSHIP MANAGER ON U WEALTH EDUCATIONAL MATERIAL.
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IMPORTANT LEGAL INFORMATION

U Wealth SA – 8C avenue de Champel, 1206 Genève, Suisse Supervised by FINMA (Swiss Financial Market Supervisory Authority)

Educational and Informational Disclaimer

This content is provided for informational and educational purposes only. It

does not constitute marketing material, nor is it the result of independent

financial/investment research. It has not been prepared in accordance with the

legal requirements designed to promote the independence of financial research

and is not subject to any prohibition on dealing ahead of the dissemination of

such research.

The content has been prepared by U Wealth SA, which is authorised

and regulated by FINMA (Swiss Financial Market Supervisory

Authority). The information may be updated irregularly or in response to

significant developments.

Informational Purposes Only

All information and opinions were valid at the time of writing and are subject to

change without notice. This document is provided for informational purposes

only and does not constitute legal, tax, accounting or investment advice, nor

does it constitute an offer or invitation to buy or sell any financial instrument.

Opinions expressed herein reflect the current views of the authors but not

necessarily those of U Wealth SA as a whole. While the information is believed

to be accurate and sourced from reliable providers, U Wealth SA makes no

warranty as to its accuracy, completeness, or timeliness.

U Wealth SA accepts no liability, to the extent permitted by law, for any direct or

indirect damages or losses arising from the use of this material or any

decisions taken based on it.

Suitability & Professional Advice

Investments mentioned may not be suitable for all investors. Each investor

should consider the suitability of an investment to their personal

circumstances and objectives and consult their professional advisor before

making any financial decision.

This content does not constitute a personal recommendation and does not

take into account your personal investment profile or financial situation.

Sustainability / ESG

This material does not necessarily adhere to ESG regulations or standards

that may apply in other jurisdictions. For details on ESG criteria and any

potential impact on financial return or investment eligibility, please contact U

Wealth directly.

General Risks

The value of and income from investments may rise or fall, and investors may

not recover the amount invested. Financial instruments may be exposed to

various risks, including but not limited to market, credit, political, and currency

risks. Past performance and simulated returns are not reliable indicators of

future performance.

Structured products mentioned do not represent collective investment

schemes under Swiss law and are not supervised by FINMA as such. Investors

do not benefit from the specific protections provided by the Swiss Federal Act

on Collective Investment Schemes.

Third-Party Data

Some information may originate from third-party providers such as credit rating

agencies, financial data sources, or ESG data platforms. U Wealth SA does not

guarantee the accuracy or completeness of this data and declines any liability

related to its use.

Restricted Distribution

This content is intended solely for recipients located in Switzerland and is not

directed to any person or entity in any jurisdiction where its distribution would

be contrary to local laws or regulations.

This document may not be reproduced or distributed without prior written

consent from U Wealth SA.

UNITED STATES: NEITHER THIS CONTENT NOR ANY COPY THEREOF MAY BE SENT, TAKEN INTO OR DISTRIBUTED IN THE UNITED STATES OR TO ANY US PERSON. © U Wealth, 2025
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CONTACT INFORMATION contact@uwealth.ch | +41 (0)22 545 51 40
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