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ADMIRAL MARKETS AS 

RISKS ASSOCIATED WITH TRADING 

Updated on 06.10.2017 

Risk means a potential danger that some event(s), activity/activities or failure(s) to act may, in any 

part of the system, endanger the assets and/or reputation of the company and compliance with its 

objectives. The investment risk is the risk of suffering loss or generating less profit than expected. 

Risks are inherent in investment or trading activities. Risks are associated with unfavorable price 

movements or other factors related to the specifics of the market and failure to comply with the 

personal trading policy. 

The introduction below will give an overview of the main risks associated with investing in securities 

(in the meaning of section 2 of the Securities Market Act), but will not contain an exhaustive list of 

risks. Therefore, the Client is obliged to analyze the situation independently and carefully depending 

on the particular circumstances and the nature of the security, and familiarize themselves with any 

other risks associated with investment activities, as available on the website of Admiral Markets AS 

(hereinafter: AM) at old.admiralmarkets.ee. The objective of this overview is to draw the Client’s 

attention to the main risks. 

 

1.    SYSTEM RISKS  

 

1.1 Country Risk – consists of two components: economic and political risks. The economic risk 

includes the general level of the economy and financial management in the country, the 

competitiveness of the country in the world market, the state of the balance of payments, the 

stability of the national currency, etc. The extent of the political risk depends on the stability of 

the political system, relationships with neighboring countries and the security guarantee. 

Economic and political risks must be assessed as a whole. These risks may result in the threat 

that the Client will lose their investments made in the currency or with the financial instruments 

of that country in part or in full. 

1.2 Market risk – is a risk that the Client may suffer losses due to overall adverse movements in the 

securities market, i.e. changes in currency rates, interest rates and the value of securities. The 

market risk is macroeconomic in nature. The market risk affects most of the banking services, 

including loans, deposits, derivatives and securities (including equities, other equity securities 

and bonds). 
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1.3 Tax Risk – according to the regulation or practice in a certain market or services, it may not be 

possible for the Client to use the incentives arising from the double taxation agreement entered 

into between their country of residence and the country where the securities are held. Taxation 

may also be affected by the circumstance that the securities belonging to the Client are held with 

their consent on an account opened with a credit institution, investment firm, depository, 

register of securities, settlement system or other service provider providing services of holding 

money and/or managing, holding, registering and/or settling securities, etc. (hereinafter: the 

Custodian) in the name of AM or someone else, which may result in the securities belonging to 

the Client being regarded as securities belonging to AM or the Custodian. 

 

1.4 Information risk – the Client may not have the opportunity to receive adequate and correct 

information about securities or the receipt of such information is difficult. As a result thereof, 

the Client may not have the opportunity to make reasoned decisions regarding its investments. 

 

1.5 Legislative risk – the prospect of investment in securities without an overview of the legislative 

acts in the issuer’s country of operation and the obligations arising therefrom. This may cause 

the investor to suffer damages or legal sanctions applied to them. In addition, the legislative acts 

of the country may be amended, thereby imposing an adverse restriction or obligation on the 

investor. 

 

1.6 Compliance risk – the risk of legal or regulatory sanctions, material financial loss, or loss of 

reputation that the company may suffer as a result of its failure to comply with laws, regulations, 

rules, related organizational standards, and codes of conduct applicable to the company and its 

activities. 

2.  FINANCIAL RISK 

2.1 Price risk – the risk of incurring loss due to an unfavorable change in market prices. Prices may 

be affected by various pieces of news, the publication of financial performance, and/or 

unemployment. In order to avoid a large loss, a trader should analyze the size of the deposit and 

the size of the lot, and determine the target profit and the tolerable loss from trading. The price 

of securities may rise or fall. For example, the prices of equities and other equity securities may 

fluctuate on the market quickly and unexpectedly due to changes in offer and demand on the 

market. 

 

2.2 Currency risk – potential loss related to investments in foreign currencies due to adverse 
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changes in the currency exchange rate, national currency devaluation, long-term depreciation or 

fixed exchange rate cancellation. 

 

2.3 Liquidity risk – associated with the market risk and lies primarily in the fact that the Client may 

suffer losses due to absence of liquidity in the respective regulated market, which impedes the 

sale of securities at the time desired by the Client, or that the securities cannot be sold at a price 

close to the market price or at a price desired by the Client. 

 

2.4 Interest rate risk – the risk that upon the increase of interest rates, in a situation where a 

general increase in interest rates is awaited, upon changes in interest rates for other reasons, 

(partial) early redemption of bonds, or for other reasons, the price of a fixed-income security 

(e.g. a bond) decreases. The interest rate risk may be diversified by investing in various markets 

whose interest rates are weakly correlated to each other. 

 

2.5 Issuer risk (credit risk) – the risk that the price of a specific security may change unfavorably 

upon the occurrence of unfavorable circumstances dependent on the issuer (e.g. due to the 

mistakes of the management of the company, poor results of the accounting period, etc.). 

 

2.6 Counterparty risk – although the managers of trading venues created for trading in financial 

instruments (e.g. a stock exchange or another regulated market) have usually precluded that risk 

by taking various measures, there is a risk that the person who has conducted a trade with the 

client does not perform its obligations arising from the trade. 

 

2.7 Custodian risk – due to the lack of legal regulation and/or relevant case-law, it may not be fully 

guaranteed in some country or region that in case of the potential bankruptcy of or application 

of coercive measures to the Custodian, the securities and other assets of the Client that are held 

in the nominee account opened with the Custodian in the name of AM or in another securities 

account and held for and on behalf of the Client are separated from the securities and other 

assets belonging to other people and held with the Custodian. Therefore, there is risk that in 

case of the bankruptcy of or application of coercive measures to the Custodian, the Client will 

suffer damages due to the loss or seizure of the securities held with the Custodian. 

 

3. TECHNICAL SOLUTION RISK 

 

3.1 General technical risk – the possibility of suffering damages due to various malfunctions in 

trading-related systems. In particular, this risk includes technical malfunctions in the systems 
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and accounting of the registers of securities, stock exchanges, clearing houses and other 

institutions, connection errors of communication channels or other problems that may cause 

the reversal of transactions, delays in post-trade settlements, false entries and other events (e.g. 

equities from additional issue or dividends paid are not credited to the Client’s account in a timely 

manner) that may cause losses to the client due to such malfunctions. Losses may also be caused 

by interruptions or slowness of Internet connection that may interfere with the availability of 

information and submission, amendment or cancellation of transaction orders. 

 

3.2 Communications channel risk – damages may also occur due to technical malfunctions in 

telephone and/or Internet systems, as well as repair and maintenance operations, that can result 

in interference with obtaining adequate information, timely issuing of sales orders (or their 

alteration/cessation), and a significantly slowed or impaired ability to transfer data by the 

selected channel that may create a situation where it is impossible to correctly execute stop-limit 

orders of the Client at the moment the conditions are met. 

 

3.3 Inability to use the trading platform risk – it is important to remember that when choosing to 

trade on an electronic trading system in the securities market, the Client may be exposed to the 

following risks: inability to use the electronic trading system in cases of malfunction or failure of 

equipment, system failures and malfunctions, connection failures, electrical work, maintenance 

or repair work, technological change, internet-trading system updates, etc. Such failures could 

result in, among other things, a situation in which it is impossible to comply with the Client’s 

orders or orders given in accordance to the Client’s instructions. Use of Internet-based trading 

systems may also result in a reduction of the speed of trade execution due to technical reasons, 

which at worst can result in the conclusion of loss-making transactions. 

 

4. LOAN AND LEVERAGED TRANSACTIONS RISKS 

 

When trading with assets and securities purchased with borrowed funds, the Client may be exposed 

to the following risks in addition to the risks involved with regular trading in the securities market: 

4.1 When using assets or securities purchased with borrowed funds for making transactions in the 

securities market, the Client bears the price risk, which influences their personal assets as well 

as assets that serve as a guarantee of performing the Client’s obligations towards AM. In that 

case, the amount of assets that are at risk due to an unfavorable price change is greater than 

with ordinary trading. So losses may be bigger when trading with the personal assets of the 

Client. 
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4.2 When using assets or securities purchased with borrowed funds for making transactions in the 

securities market, the Client is exposed to additional risks associated with obtaining and holding 

the securities obtained using such assets. The Client has the obligation to fulfill all obligations 

arising from such transactions; at the same time, the Client has to keep in mind that the price of 

securities may change significantly within a day. 

4.3 An additional factor influencing the risk level of using assets or securities purchased with 

borrowed funds is the requirement to maintain the required margin rate to demonstrate the 

Client’s capacity to meet its obligations towards AM. If the current margin rate starts to decrease, 

AM may require the Client to perform certain activities in order to restore the margin rate. In 

addition, AM is entitled to realize some of the Client’s assets when the current margin rate 

decreases, regardless of market prices and the losses suffered due to such sale. 

4.4 It should be kept in mind that selling short means increased risks. Selling short is a securities 

transaction where borrowed securities, e.g. equities that are not owned by the seller at the 

moment, are sold with the obligation to return such securities at the time agreed. Later, the same 

kind of security will be bought from the market and returned to the original owner pursuant to 

the agreement. Since the price of a security may theoretically increase without a limit, the loss 

that the Client may bear in such transactions is also limitless. 

5. SPECIAL RISKS OF DAY TRADING 

 

The day trading strategy means a general trading strategy where the Client regularly submits 

transaction orders to buy and sell a particular security multiple times over the course of a day. 

Investors participating in day trading are exposed to several risks. 

5.1 Day trading may be extremely risky and is not generally appropriate for someone with limited 

resources, limited investment or trading experience and low risk tolerance. 

5.2 When using the day trading strategy, the trader must be prepared to lose all of the funds that 

are used for day trading and, in case of using leverage, to lose all additional funds as well. 

Keeping that in mind, day trading activities should not be funded from retirement savings, loans, 

mortgages or emergency funds. 

5.3 Day trading requires in-depth knowledge of the traded markets, trading methods and strategies. 

In addition, day trading requires good knowledge of a trader’s activities and knowledge of the 

process of execution of transaction orders. Under certain market conditions, you may find it 

difficult or impossible to liquidate a position quickly at a reasonable price. This can occur, for 
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example, when the market suddenly drops, or if trading is halted due to recent news events or 

unusual trading activity. 

5.4 Be cautious of claims of large profits from day trading. Investors should be wary of 

advertisements or other statements that emphasize the potential for large profits in day trading. 

Day trading can also lead to large and immediate financial losses. 

5.5 Day trading will generate substantial commissions, even if the cost per trade is low. Day trading 

involves aggressive trading, and generally the Client must pay a commission on each trade on 

certain markets, as specified in the terms and conditions and the price list of AM. The total daily 

commissions that the Client must pay on their trades will add to their losses or significantly 

reduce their earnings. 
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