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Important Facts 
 

 
Foreign Exchange Option (FX Option) 

 
September 21, 2015 

 

This is a derivatives product which is NOT protected  
by the Deposit Protection Scheme in Hong Kong. 

 
This product is NOT principal protected. 

 
The contents of this Important Facts have not been reviewed by any regulatory authority in Hong Kong. You are 
advised to exercise caution before investing in this product. This Important Facts is a part of the offering 
documents for this product. You should not invest in this product based on this Important Facts alone.  
If you are in any doubt, you should obtain independent professional advice. 
 
If English is not your preferred language, you may request for the Chinese version of this Important Facts 
from our sales staff.  

倘若英文並非閣下屬意的語言，閣下可向本行的銷售人員索取本重要資料的中文版本。 

 
This is a derivatives product. The investment decision is yours but you should not invest in this product unless the 
intermediary who sells it to you has explained to you that the product is suitable for you having regard to your 
financial situation, investment experience and investment objectives. 
 

 

Quick facts 
 
 
Bank: 

 
China Construction Bank (Asia) Corporation Limited, Hong Kong 
 

 
Product Type: 

 
Foreign Exchange Option 
 

 
Minimum Transaction Amount: 

 
USD 250,000 or equivalent in other Contract Currencies 
 

 
Tenor: 

 
Up to 1 year 
 

 
Contract Currency: 

 
AUD, CAD, CHF, EUR, GBP, JPY, NZD, CNH or USD 
[ or any other currency determined by the Bank from time to time ] 
 

 
Premium: 

 
The amount of premium payable by the Option Buyer to the Option Seller as 
consideration for granting an Option. 
 

 
Expiration Time: Tokyo 15:00 or New York 10:00 or Hong Kong 11:15 
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Call Option: 

 
A Call Option Buyer has the right to buy the underlying currency at a pre-
defined foreign exchange rate (the Strike Price) 
 

 
Put Option: 

 
A Put Option Buyer has the right to sell the underlying currency at the Strike 
Price. 
 

 
Trade Date: 

 
The date on which the Customer and the Bank enter into the FX Option 
Transaction. 
 

 
Strike Price: 

 
The price at which the Currency Pair may be exchanged. 
 

 
Currency Pair: 

 
The two currencies which may be potentially exchanged upon the exercise of 
an FX Option Transaction, one of which shall be the Put Currency and the other 
the Call Currency. 
 

 
Principal Protection: 

 
No 
 

 
Callable by the Bank: 

 
No 
 

 
Early Liquidation Right by the 
Customer: 

 

 
Yes 
 

 
Embedded Derivatives: 

 
The FX Option that Customer buys or sells is a derivatives. 
 

 
Maximum Potential Gain: 

 
The potential gain for the Option Buyer is theoretically unlimited. 
 

 
Maximum Potential Loss: 

 
The potential loss for the Option Seller is theoretically unlimited. 
 
 
 
 
 
 
 
 
 
 

 

What is this product and how does it work?  
 
FX Option is a financial instrument that provides the Option Buyer with the right but not the obligation to transact. 
Option Buyer can choose “to exercise” or “not to exercise” the right to purchase (in case of Call Option) or to sell 
(in case of Put Option) a pre-defined amount of a currency at a pre-defined foreign exchange rate (i.e. the Strike 
Price), and make profit from the spread between the Strike Price and market spot rate after subtracting the 
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premium which the Option Buyer has paid for the purchase of the FX Option. 
 
FX Options offer Call Option and Put Option. No matter if the market goes up or down, Customers can maximize 
investment return by applying the right trading strategy (buy or sell) through good understanding of the market 
trend. 
 
There are four basic FX Option Investments:- 
 

Types of 
FX Option Investment 

 
Potential Return 

 
Potential Loss 

 
Buy Call Option 

 

Unlimited and is equal to: 
= Exchange Rate Difference 
   minus Premium 
 

Limited and is equal to: 
= Premium 
 

 
Sell Call Option 

 

Limited and is equal to: 
= Premium 
 

Unlimited and is equal to: 
= Exchange Rate Difference 
   minus Premium 
 

 
Buy Put Option 

 

Unlimited and is equal to: 
= Exchange Rate Difference 
   minus Premium 
 

Limited and is equal to: 
= Premium 
 

 
Sell Put Option 

 

Limited and is equal to: 
= Premium 
 

Unlimited and is equal to: 
= Exchange Rate Difference 
   minus Premium 
 

 
When the Customer opens account to invest in this product, the Bank would specify the Trading Limit based on 
the Customer’s background and financial situation. The Customer is required to deliver Initial Margin Amount, 
which is 7 % (or other such percentage, depending on credit approval by the Bank) of the Trading Limit, to the 
Bank before trade execution. 
 
After trade execution, the Bank would perform mark-to-market monitoring to Customer’s FX Option position. Due 
to market fluctuations, the value of Customer’s pledged deposit may fall below the Initial Margin Amount. If it falls 
to or below the Margin Call Threshold Amount i.e. 5 % (or other such percentage, depending on credit approval 
by the Bank) of the Trading Limit, the Bank will make margin call on the Customer. Customer would have a choice 
of whether (i) to place additional funds and top-up the margin back to the Initial Margin Amount i.e. 7 % (or other 
such percentage, depending on credit approval by the Bank) of the Trading Limit OR (ii) to close-out the FX 
Option by entering into a compensating FX Option of the opposite side with the same Expiration Date of the 
original FX Option. 
 
If market conditions change, the Bank may make additional margin calls upon the Customer during the pendency 
of a margin call. If the required additional funds can not be provided by the Customer within the prescribed time 
and when the value of Customer’s pledged deposit drops below the Liquidation Threshold Amount i.e. 3 % (or 
other such percentage, depending on credit approval by the Bank) of the Trading Limit, the Bank may 
immediately close out all the Customer’s outstanding positions without prior notice to the Customer. Customer will 
remain liable to pay the realized loss in the liquidation of the FX Option(s) to the Bank. 
 
For details of the margin mechanism, please refer to the relevant sections in the Foreign Exchange Trading 
Master Agreement. 
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What are the key risks?  
 

• Derivatives risk 

 
Foreign Exchange Option is a derivatives product. The investment decision is yours but you should not invest in 
this product unless the intermediary who sells it to you has explained to you that the product is suitable for you 
having regard to your financial situation, investment experience and investment objectives. 
 

• Unlimited potential loss 

 
The maximum potential loss for the Option Seller is theoretically unlimited if the market movement is 
unfavorable to the Option Seller’s position. 
 

• Limited potential gain 

 
The maximum potential gain for the Option Seller is limited even if the market movement is favorable to the 
Option Seller’s position. 
 

• Not a time deposit 

 
FX Option is NOT equivalent to, nor should it be treated as a substitute for, a time deposit. It is NOT a protected 
deposit and is NOT protected by the Deposit Protection Scheme in Hong Kong. 
 

• Not principal protected 

 
FX Option is not principal protected, i.e. it does not guarantee the return of the entire amount of the investment 
amount at the end of the investment. Customers bear the risk of loss should the exchange rate of the Currency 
Pair changes unfavorably to the Customers between the time the transaction is entered into and the Expiration 
Date. The risk of loss in investing in FX Option can be substantial. 
 

• Mark-to-market monitoring 

 
Due to market fluctuations, the value of your pledged deposit may fall below the Initial Margin Amount i.e. 7 % 
(or other such percentage, depending on credit approval by the Bank) of your Trading Limit. You will receive 
calls from the Bank if it falls to Margin Call Threshold Amount i.e. 5 % (or other such percentage, depending on 
credit approval by the Bank) of your Trading Limit. You would have a choice of whether (i) to place additional 
funds and top-up the deposit back to the level of the Initial Margin Amount i.e. 7 % (or other such percentage, 
depending on credit approval by the Bank) of your Trading Limit or (ii) to close-out the transaction by entering 
into a compensating transaction of the opposite side with the same Expiration Date of your original transaction. 
 
When the value of your pledged deposit drops below the Liquidation Threshold Amount i.e. 3 % (or other such 
percentage, depending on credit approval by the Bank) of your Trading Limit, the Bank may close out all your 
outstanding positions without prior notice. 
 

• Risk of trading leveraged FX Option 

 
The risk of loss in leveraged FX Option trading can be substantial. The Customer may sustain losses in excess 
of the initial margin funds and any additional margin or additional funds or security deposited with the Bank to 
establish or maintain a position. Placing contingent orders, such as “stop-loss” or “stop-limit” orders, will not 
necessarily limit losses to the intended amounts. Market conditions may make it impossible to execute such 
orders at the designated price. The Customer may be called upon at short notice to deposit additional margin 
funds. If the required funds are not provided within the prescribed time, the Customer’s position may be 
liquidated. The Customer will remain liable for any resulting deficit in the Customer’s account. The Customer 
should therefore carefully consider whether such trading is suitable in light of the Customer’s own financial 
position and investment objectives. Customer should inform itself of exercise and expiration procedures and its 
rights and obligations upon exercise or expiry. 
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Before entering into a FX Option Transaction, Customers should understand and are willing to accept the risks 
and the terms and conditions of the margining arrangement. Please note that leveraging heightens the 
investment risks by magnifying prospective losses. 
 

• Risk of selling options 

 
Selling (“Writing” or “Granting”) an option generally entails considerably greater risk than purchasing options. 
Although the premium received by the seller is fixed, the option seller may sustain a loss well in excess of that 
amount. The option seller will be liable for additional margin to maintain the position if the market moves 
unfavourably. The option seller will also be exposed to the risk of the option purchaser exercising the option and 
the option seller will be obligated to either settle the option in cash or to acquire or deliver the underlying asset. 
If the option is “covered” by the option seller holding a corresponding position in the underlying asset or another 
option, the risk may be reduced. If the option is not covered, the risk of loss can be unlimited. 
 

• Market risk 

 
The return on FX Option, which is dependent, to at least some extent, on the movements of Currency Pair. 
Whilst the possible return may be unlimited, it is normally associated with higher risks. When the fluctuation of 
the Currency Pair differs from what the Customers expected, the Customers may have to bear the 
consequential loss. 
 
Currency exchange rates are affected by a wide range of factors, including national and international financial 
and economic conditions and political and natural events. The effect of normal market forces may at times be 
countered by intervention by central banks and other bodies. At times, exchange rates, and prices linked to 
such rates, may rise or fall rapidly. 
 
Exchange controls or other monetary measures may be imposed by a government, sometimes with little or no 
warning. Such measures may have a significant effect on the convertibility or transferability of a currency and 
may have unexpected consequences for a FX Option. 
 

• Liquidity risk 

 
If the FX market is hectic, the bid-and-offer spreads of FX Option may be exceptionally high. In some cases, it 
may be difficult for Customers to enter into a transaction or square off their positions. This product is unlisted 
and there may not be an active or liquid secondary market. When investing in this product, Customers will be 
expected to hold their contracts till Expiration Date. 
 

• Credit and insolvency risk of the Bank 

 
The Bank is trading as the principal for this investment product. 
 
When you invest in this product, you will be relying on the Bank’s creditworthiness. If the Bank becomes 
insolvent or defaults on its obligations under this product, you can only claim as an unsecured creditor of the 
Bank. In the worst case, you could suffer a total loss of your investment amount as well as your margin funds. 
 

• Currency risk 

 
If the premium currency is not in your home currency, and you choose to convert it back to your home currency, 
you may make a gain or loss due to exchange rate fluctuations. 
 

• RMB Currency Risk 
 
RMB is subject to the PRC government’s control (for example, exchange restrictions).  Besides, there is no   
guarantee that RMB will not depreciate.  If customers convert HKD or any other currency into RMB so as to 
invest in RMB denominated investment products and subsequently convert the RMB redemption proceeds back 
into HKD or any other currency, you may suffer a loss if RMB depreciates against HKD or other currency. 
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• Not the same as buying currencies of the Currency Pair 

 
Investing in FX Option is not the same as directly buying currencies of the Currency Pair. 
 

• Not covered by the Investor Compensation Fund 

 
This product is not covered by the Investor Compensation Fund. 
 
 
 
 

 

What are the key features?  
 

• Contract Tenor up to 1 year. 

 

• Minimum Transaction Amount is USD 250,000 or equivalent in other Contract Currencies. 

 

• Not principal protected. 

 

• Option Premium is settled in United States dollars (USD). 

 

• 24 hours trading. 

 

• When entering into a FX Option transaction, the Contract Amount, Put Currency, Call Currency, Strike Price 

and Expiration Date are pre-determined and agreed between the Customer and the Bank. 

 

Scenario analysis 
 
The following examples are for reference and illustrative purposes only and do not represent any 
indication or commitment of profit and loss. Exchange rates may fluctuate due to changes in markets 
conditions. The actual performance of this product may differ from the examples shown. 
 
Example A : Assume Customer expect the AUD to be stronger against the USD and buys an “AUD call 
USD put” Option from the Bank. 
 
Assuming that the Bank has specified the Trading Limit as USD 1,000,000, Customer has delivered USD 70,000 
(i.e. 7 % of USD 1,000,000) as the Initial Margin to the Bank. 

 
Option Type: 

 
Plain Vanilla (European) 

 
Contract Amount: 

 
AUD 1,000,000 

 
Strike Price: 

 
0.9470 

 
Spot Price: 

 
0.9120 

 
Tenor: 

 
1 month 

 
Premium: 

 
AUD 5,000 (0.50 % of Contract Amount) 
[equivalent to USD 4,560 (5,000 x 0.9120)] 
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Example A - Scenario 1 : Favorable case for Customer At Expiration Date 
 
At Expiration Date, AUD/USD is traded above 0.9470, e.g. at 0.9600: 
 
Customer can exercise the option to buy AUD 1,000,000 against USD at 0.9470 and sell at 0.9600. 
Customer Gain (USD): AUD 1,000,000 x (0.9600 – 0.9470) – Premium (USD 4,560) = USD 8,440 
 
 
Example A - Scenario 2 : Unfavorable case for Customer At Expiration Date 
 
At Expiration Date, AUD/USD is traded below 0.9470, e.g. at 0.9300: 
 
Customer can choose not to exercise the option. 
Customer Loss (USD): Premium (AUD 5,000 equivalent to USD 4,560) 
 
 
 

 
 

Net Return Analysis 
 
 
Example A - Scenario 3 : The Bank becomes insolvent or defaults on its obligations 
 
Assuming that the Bank becomes insolvent during the tenor of this product or defaults on its obligations under this 
product, you can only claim as its unsecured creditor. You may get nothing back and suffer a total loss of your 
margin funds. 
 
Example A - Scenario 4 : The Customer’s home currency is not Deposit Currency  
 
Under this situation, in addition to the movement of AUD/USD, if the customer’s home currency is not Initial 
Margin/ Premium Currency (USD), the customer total realized gain or loss of this investment (in terms of home 
currency) will also depend on the fluctuation of the exchange rate between the Initial Margin/ Premium Currency 
and customer’s home currency. If the Initial Margin/ Premium Currency depreciates against the customer’s home 
currency, the potential loss arising from such exchange rate movement may offset (or even exceed) the potential 
return received from the product.  
 
Taking the Scenario 1 in Example (A) above where the Initial margin + Total gain is USD78,440 at the expiration 
date, assuming that CAD is customer’s home currency and he/she chooses to convert the Initial Margin + Total 
gain back to CAD at expiration date, the customer total realized gain/ loss of this investment is shown below:  
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Scenario   Exchange rate 

of USD/CAD on 

Trade Date  

 Exchange rate 

of USD/CAD at 

the expiration 

date  

Initial Margin + 

Total gain at the 

expiration date 

(USD)  

Initial Margin + 

Total gain at the 

expiration date  

(CAD 

equivalent)  

Gain or loss 

against the 

Initial Margin & 

Premium 

Amount 

calculated in 

CAD (Actual %)  

1.1 1 1.05  USD78,440  CAD82,362 10.46% 

1.2 1 0.9  USD78,440  CAD70,596 -5.32% 

1.3 1 0  USD78,440  CAD 0.00  -100.00% 

 
 
Example B : Assume Customer expect the USD would depreciate against JPY and sell a “USD call JPY 
put” Option to the Bank. 
 
Assuming that the Bank has specified the Trading Limit as USD 1,000,000, Customer has delivered USD 70,000 
(i.e. 7 % of USD 1,000,000) as the Initial Margin to the Bank. 
 

Option Type: 

 
Plain Vanilla (European) 

 
Contract Amount: 

 
USD 1,000,000 

 
Strike Price: 

 
93.50 

 
Spot Price: 

 
91.20 

 
Expiration Date: 

 
30-Jun-2014 

 
Premium: 

 
USD 5,000 (0.50 % of Contract Amount) 

 
Initial Margin Amount: 

 
USD 70,000 ( 7 % of Trading Limit ) 

 
Margin Call Threshold Amount: 

 
USD 50,000 ( 5 % of Trading Limit ) 

 
Liquidation Threshold Amount: 

 
USD 30,000 ( 3 % of Trading Limit ) 

 
 
 
Example B - Scenario 1 : Favorable case for Customer At Expiration Date 
 
At Expiration Date, USD/JPY is traded below 93.50, e.g. at 91.50: 
 
The Option Buyer (i.e. the Bank) does not exercise the FX Option. 
Customer Gain (USD): Premium (USD 5,000) 
 
 
Example B - Scenario 2 : Unfavorable case for Customer At Expiration Date 
 
At Expiration Date, USD/JPY is traded above 93.50, e.g. at 96.00: 
 
The Option Buyer (i.e. the Bank) exercises the option and Customer is obligated to sell USD 1,000,000 (to the 
Bank) against JPY at 93.50. 
Customer Loss (USD): USD 1,000,000 x (93.50 – 96.00) / 96.00 + Premium (USD 5,000) = USD 21,041.67 
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Net Return Analysis 

 
 
 
 
 
 
 
 
 
 
Example B - Scenario 3 : Unfavorable case for Customer BEFORE the Expiration Date 
 
As the Customer receives Premium of USD 5,000, Customer’s margin would become USD 75,000 (i.e. USD 
70,000 plus USD 5,000). 
 
After trade execution, the Bank would perform mark-to-market monitoring on the Customer’s FX Option position.  
Before the Expiration Date, if the marked-to-market value of this FX Option is an unrealized loss of USD 25,000, 
Customer’s margin would become USD 50,000 (i.e. USD 75,000 minus USD 25,000) which is equal to the Margin 
Call Threshold Amount and the Bank will make margin call on the Customer. Customer would have a choice of 
whether (i) to place additional funds and top-up the margin back to USD 70,000 (the Initial Margin Amount) or (ii) 
to close-out the transaction by entering into a compensating transaction of the opposite side with Expiration Date 
of 30-Jun-2014 (the same Expiration Date of the original FX Option). 
 
If the required additional funds can not be provided by the Customer within the prescribed time and the unrealized 
loss of this FX Option is greater than USD 25,000 (for example USD 25,500), the Bank may make additional 
margin calls upon the Customer. 
 
If the Customer does not deposit additional funds to fulfill the margin requirement and the unrealized loss of this 
FX Option is more than USD 45,000 for example, USD 45,100 (i.e. market conditions continue to move 
unfavorably to Customer’s position), Customer’s margin would become USD 29,900 (i.e. USD 75,000 minus USD 
45,100) and less than the Liquidation Threshold Amount of USD 30,000. To protect the Customer’s interest (by 
limiting the Customer’s loss in this transaction within Customer’s margin), the Bank would immediately close out 
this FX Option before it’s Expiration Date without prior notice to the Customer. Customer will remain liable to pay 
to the Bank the realized loss due to liquidation of this FX Option. 
 
Assuming the Bank can close out the original FX Option (that sold by the Customer to the Bank) by selling a FX 
Option to the Customer with Premium of USD 45,000, then Customer’s realized loss after liquidation of this FX 
Option would be USD 40,000 [i.e. USD 5,000 (Premium of the original FX Option that the Customer received from 
the Bank) minus USD 45,000 (Premium of the new FX Option that the Customer paid to the Bank)]. 
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Example B - Scenario 4 : Unlimited loss for Customer 
 
The maximum potential loss for Customer is theoretically unlimited if the market moves unfavorably to the 
Customer. 
 
 
Example B - Scenario 5 : The Bank becomes insolvent or defaults on its obligations 
 
Assuming that the Bank becomes insolvent during the tenor of this product or defaults on its obligations under this 
product, you can only claim as its unsecured creditor. You may get nothing back and suffer a total loss of your 
margin funds. 
 
Example B - Scenario 6: The Customer’s home currency is not Deposit Currency  
 
Under this situation, in addition to the movement of USD/JPY, if the customer’s home currency is not Initial 
Margin/ Premium Currency (USD), the customer total realized gain or loss of this investment (in terms of home 
currency) will also depend on the fluctuation of the exchange rate between the Initial Margin/ Premium Currency 
and customer’s home currency. If the Initial Margin/ Premium Currency depreciates against the customer’s home 
currency, the potential loss arising from such exchange rate movement may offset (or even exceed) the potential 
return received from the product.  
 
Taking the Scenario 1 in Example (B) above where the Initial margin + Total gain is USD75,000 at the expiration 
date, assuming that CAD is customer’s home currency and he/she chooses to convert the Initial Margin + Total 
gain back to CAD at expiration date, the customer total realized gain/ loss of this investment is shown below:  
 

Scenario   Exchange rate 

of USD/CAD on 

Trade Date  

 Exchange rate 

of USD/CAD at 

the expiration 

date  

Initial Margin + 

Total gain at the 

expiration date 

(USD)  

Initial Margin + 

Total gain at the 

expiration date  

(CAD 

equivalent)  

Gain or loss 

against the 

Initial Margin 

Amount 

calculated in 

CAD (Actual %)  

1.1 1 1.05  USD75,000  CAD78,750 12.50% 

1.2 1 0.9  USD75,000  CAD67,500 -3.57% 

1.3 1 0  USD75,000  CAD 0.00  -100.00% 

 

 

How can you invest in this product?  
 
• If you are interested in investing in this product, you may communicate with our Treasury Advisors of Financial 

Markets Advisory Services. 
 

• You may contact our Bank’s Treasury Advisor to arrange a specific transaction for you based on the Call 
Currency, Put Currency, Contract Tenor, and Strike Price of your choice. We will then quote the Premium (and 
other terms and conditions, if applicable), which would be fixed when you place an order for this product. 

 
 
 

 

Fees and charges  
 
Not applicable, as there is no explicit fees or charges associated with this product. 
 

 

Can you request for early liquidation before maturity?  
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Yes. 
Customer can close out a FX Option before the Expiration Date by entering into a compensating transaction of 
the opposite side with the same Expiration Date of the original FX Option. 
 
Extending the Expiration Date of a FX Option has to be done by first closing out the original transaction at the 
prevailing market price. A new FX Option will then be done with a new Expiration Date. 
 

 

Pre-Investment Cooling-off Period for retail customers  
 
Pre-Investment Cooling-off Period (PICOP) is applicable to each particular dealing of this product if you are one of 
the following retail customer types: 
 
(1) An elderly customer aged 65 or above, unless you are not a first-time investor of FX Option AND your asset 
concentration is below 20 % AND you opt out from the PICOP arrangement; 

 
or 
 

(2) A non-elderly customer who is a first time investor of FX Option AND your asset concentration is 20 % or 
above. 

 
In this section, asset concentration refers to the percentage of total net worth (excluding real estate properties) to 
be invested in this product. 
 

 

Can the Bank adjust the terms or early terminate this product?  
 
• The Bank will not early terminate this product. 

 
• When the value of your pledged deposit drops below 3 % (or other such percentage, depending on credit 

approval by the Bank) of your Trading Limit due to market fluctuations, the Bank may close out all your 
outstanding positions without prior notice to you. 

 

 

Offering documents for this product  
 
Documents set out in the following (“Offering Documents”) contain detailed information about the Bank and the 
terms of this product. You should read and understand all of the Offering Documents before deciding whether to 
invest in this product:  
 
 This Important Facts 
 Foreign Exchange Trading Master Agreement and Agreement(s) relevant to FX trading as stipulated by the 

Bank from time to time 
 
 
 

 

Additional information  
 
The Bank is trading as the principal for this investment product. 
 
The Bank is the issuer of this investment product. The Bank and its associates may act in various capacities or 
functions in relation to this product. 
 
The Bank or any of its associates will benefit from the origination and distribution of an investment product which 
is issued by the Bank or any of its associates. Please note that the Bank or its associate is entitled to retain such 
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benefit. 
 
This Important Facts is issued by China Construction Bank (Asia) Corporation Limited which is a licensed bank 
regulated by the Hong Kong Monetary Authority. 

 
 


