
 

Monthly Bulletin 
 

 

 
 

Understanding Risk Disclosures and Disclaimers in OTC Derivatives   

 

Muhammad Danish  
 

02 May 2024  

 

Over-the-Counter (OTC) derivatives are privately negotiated financial contracts that are traded directly 

between two parties, without going through an exchange or intermediaries. OTC derivative contracts 

play a significant role in financial markets, facilitating a wide range of transactions and hedging strategies. 

These contracts, involve various risks that can expose parties to significant risks if not understood 

properly. Thus, market participants need to be aware of such risks prior to transacting in these contracts. 

This article aims to provide an overview of essential elements of risk disclosures and disclaimers and 

seeks to enhance the significance of such factors when dealing with OTC derivatives. 

 

Role of Risk Disclosures and Disclaimers 
 

Risk disclosures play a vital role in OTC derivative 

contracts by providing parties with essential 

information about the potential risks they may face. 

These disclosures delineate the nature of the risks and 

are designed to provide transparency and clarity 

regarding the potential risks associated with engaging 

in derivative transactions. As risk disclosures focus on 

informing market participants about potential risks, 

disclaimers set forth specific terms and conditions 

governing the use of these financial instruments. 

Before signing an acknowledgment of these disclosures 

and disclaimers, it is essential for individuals to focus on several 

key aspects to ensure they have a comprehensive understanding of the implications.  

 

Essential Elements of Risk Disclosures and Disclaimers 
 

Understanding the risks associated with OTC derivative contracts is fundamental for all parties involved. 

The essential elements of risk disclosures and disclaimers that require particular attention are 

enlightened below: 

 

Before signing an acknowledgment 

of these disclosures and 

disclaimers, it is essential for 

individuals to focus on several key 

aspects to ensure they have a 

comprehensive understanding of 

the implications. 
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1) Language and Transparency 
 

Pay attention to the language used in the risk disclosures and disclaimers. The disclosure and disclaimer 

should be clear, concise, and easily understandable. It is imperative that parties can comprehend the 

terms without ambiguity or confusion. Transparency is key, and any complex financial terminology 

should be explained in a manner that allows for informed decision-making. 

 

2) Explanation of Risks  
 

The risk disclosures would encompass an explanation of the various risks associated with OTC derivative 

contracts. This includes market risk, credit risk, counterparty risk, liquidity risk, operational risk, legal and 

regulatory risk, and any other pertinent risks specific to the derivative transaction under consideration. 

Market risks can arise from fluctuations in prices, interest rates, or exchange rates. Credit risks relate to 

the potential for default by one of the parties involved. Counterparty risks refer to the possibility of the 

opposite party not fulfilling their obligations. Liquidity risks relate to the ease of buying or selling the 

derivative contract in the market. Operational risk encompasses the potential for losses resulting from 

inadequate or failed internal processes, systems, or human errors. Regulatory risks stem from changes 

in laws and regulations that may affect the contract's terms or viability. It is crucial to thoroughly review 

each type of risk and understand how it may impact the position in the derivative contract. 

 

3) Potential Impact on Financial Position 
 

Market participants should focus on understanding how the risks outlined could potentially impact their 

financial position prior to acknowledging the risk disclosures. This involves considering potential losses, 

margin requirements, collateral obligations, and any other financial implications that may arise as a 

result of possible price fluctuations, interest rate changes, or currency exchange rate movements. 

 

4) Legal Implications and Protections   
 

Pay close attention to any legal implications and safeguards provided within the disclosures or 

disclaimers. This includes understanding the governing law, dispute resolution mechanisms, rights of 

termination, and any limitations of liability or indemnification provisions. It is essential to be aware of 

one's rights and obligations under the contract. 

 

5) Regulatory Compliance 
 

To ensure compliance with relevant laws and regulations, the risk disclosures or disclaimers would 

outline any regulatory compliance requirements that participants need to adhere to when engaging in 

OTC derivative contracts. Understanding these obligations is crucial. 
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Managing the Complexities  
 

Managing the complexities of OTC derivative contracts 

and their associated risk disclosures and disclaimers can 

be daunting. It requires a comprehensive understanding 

of financial markets, legal frameworks, and risk 

management principles. Moreover, the risk disclosures 

may not disclose all the risks and other significant 

considerations associated with dealing in derivatives.  

Before acknowledging the risk disclosures, and 

considering the variety of risks involved in OTC derivative 

transaction, individuals should consider seeking professional advice from legal, financial, or regulatory 

experts and must undertake such transactions only if they understand the nature of the transaction, the 

contractual relationships into which they are entering and the extent of their exposure to risk.  

Don't forget that knowledge is crucial, especially in OTC derivative contracts. Making well-informed 

decisions is essential for a successful financial and hedge strategy. 

 

 

  
For more information, please contact Muhammad Danish, Consultant at Ehata Financial, 

mohammad.danish@ehata.com.sa. You can also read the article from the website here. 

 

 

 

 

 

 

 

 

 

 

 

 

Considering the variety of risks 

involved in OTC derivative 

transaction, individuals should 

consider seeking professional 

advice from legal, financial, or 

regulatory experts. 

https://ehata.com.sa/five-questions-you-must-ask-before-hedging-your-exposure/
mailto:mohammad.danish@ehata.com.sa
https://ehata.com.sa/understanding-risk-disclosures-and-disclaimers-in-otc-derivatives/
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ABOUT EHATA 
 

Ehata is a specialist financial risk management advisory firm, licensed and regulated by the Capital Market Authority 

(license No. 17183-20). We are independent practitioners with expertise covering interest rate, foreign exchange, 

commodities, and derivatives. We leverage on our technical capabilities and market know-how to ensure that our clients 

get the excellence of the advice and the satisfaction that comes with it. 
 

DISCLAIMER 
 

Ehata Financial Company is authorized and regulated by the Capital Market Authority (license no. 17183-20). Ehata 

Financial Company may only undertake the financial services activities that fall within the scope of its existing CMA license. 

Principal place of business in Saudi Arabia: King Fahad Rd, Avenue Building, 5th Floor, POO BOX 241106, Riyadh 11322. 

The information contained in this article was prepared by Ehata Financial Company. Though the information herein is 

believed to be reliable, Ehata Financial Company makes no representation as to its accuracy or completeness. You should 

not rely solely on this communication when making a decision whether or not to enter into a derivatives transaction. If 

you are not an experienced user of derivatives, if you are not capable of making independent trading decisions and you 

do not understand the terms and risks related to derivatives transactions, you should refrain from entering into such 

transactions. You should consult your own legal, tax and accounting advisers with respect to any proposed derivatives 

transaction. Under no circumstances shall we or any of our associates or any of our associates' respective directors, 

officers, employees or agents, be liable for indirect or consequential losses including any failure to realize any profit, 

advantage or opportunity relating to the transaction or otherwise. The information contained in this article should not be 

reproduced in any form without the express consent of Ehata Financial Company. The information contained in this article 

from the sender shall not be considered as advice or solicitation to buy or sell any securities. 

 


