Wealth Management Education Series

Premium Deposit

s

n Serie

ucatio

ent Ed

anagem

M
Wealth

osit
m Dep
Premiu

Managing your wealth well is like tending a
beautiful formal garden – you need to start with
good soil and a good set of tools. Just as good
soil has the proper fertility to nourish a plant,
having the right foundation in financial literacy
should empower you to potentially cultivate a
successful investment portfolio. Premium Deposit
is part of our financial education series to help
educate you on the fundamentals of investing as
you tend your very own financial garden.
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What is a
Premium
Deposit?
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Premium Deposit (PD) is a structured – or customised –
investment product that is linked to a pair of currencies and
is often referred to as a ‘dual currency investment’. It is a
short-term, fixed-period investment which may offer the
potential for a higher rate of return than traditional time
deposits.

To invest in a PD
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Determine your Deposit currency
Determine your investment amount or principal
Select an alternate currency from 9 selected currencies
Choose investment tenor (ranging from one week to a
year), and
Set an exchange rate, also known as the Conversion
Rate, at which your initial investment could be
converted to the alternate currency
The interest rate will be determined by the Bank based
on the above criteria
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What is a Premium Deposit (PD)?

When your PD matures, you will receive your principal and
interest payment. However, these could be paid to you in either
the deposit currency, or the alternate currency depending on
whether the spot exchange rate of your chosen currency pair
is lower than the Conversion Rate.
This investment involves you selling a currency option and
receiving an option premium from the Bank. The option
premium is in the form of part or all of the interest that you will
receive at maturity. With the currency option, the Bank buys
the right to give you the principal and interest in alternative
currency at maturity, in the event that the alternative currency
depreciates against the deposit currency on the fixing date.
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Who is it for?
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Who is it for?

PD may be
suitable for
investors who
are

Indifferent between holding either the deposit
or alternate currency
As your principal investment and interest could be paid back
to you in either currency, you should be prepared to hold any
of the two currencies.

Comfortable holding on to a weakening currency
Depending on the foreign exchange movements, you may
get back your principal and interest in a weakening currency.
However, you should note the relatively higher interest paid
on a PD may not be sufficient to offset unfavourable foreign
exchange rates at the time of maturity.

Waiting to buy another currency
This type of investment is particularly relevant if you have
future needs for the alternative currency. This is because the
Premium Deposit may allow you to earn a higher interest rate
while waiting to buy the alternate currency at the Conversion
Rate (or CR).

Expecting the exchange rate to stay within a
tight range
As long as the exchange rate between your two chosen
currencies remains stable over the investment period up to
the fixing date or is worse than your CR on the fixing date,
you may potentially enjoy a higher return from the product
– as it may offer interest rates that are higher than normal
deposit rates.

Seeking to diversify their investment portfolio
If you currently have a variety of asset classes such as
equities or bonds in your portfolio, the Premium Deposit
might be a way to diversify your portfolio.
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How does it
Work?

7

How does it Work?

You have USD100,000 to invest and you do not mind holding
either US dollars (USD) or Australian dollars (AUD). You do
not need these funds for another month, so you choose an
investment term of 1 month.
Assuming the current spot exchange rate for AUD/USD is
1.0704.
If you hold a conservative view as to the range within which
the spot exchange rate will fluctuate and set a Conversion
Rate (CR) of 1.0604 (AUD/USD) (which is very close to
the current spot exchange rate).
The interest rate of a one-month tenor PD with conversion
rate of 1.0604 (AUD/USD) is 8% p.a., which is higher than
the prevailing USD or AUD deposit interest rates.
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Deposit Currency

USD100,000 (USD)

Alternate Currency

Australian Dollars (AUD)

Interest Rate

8% p.a.

Term

1 month

Current AUD/USD
exchange rate

1.0704

Conversion Rate (CR)

1.0604

How does it Work?

On fixing day, (two business days before maturity), it will
be determined whether your investment plus interest
will be paid in USD or AUD. This depends on the spot
exchange rate relative to the Conversion Rates shown in
the following two scenarios:

1
2
Scenario

USD weakens against AUD and now trades at 1.08 (AUD/USD).
As the spot exchange rate is worse than the CR (i.e. The deposit currency has
depreciated against the alternate currency on the fixing date), your investment
will be repaid in USD, the deposit currency.
You will receive:
Your principal plus interest in USD

100,000 + (1/12 x 8% x 100,000) = USD100,667

Scenario

USD strengthens against AUD and now trades at 1.05 (AUD/USD).
As the spot exchange rate is better than the CR (i.e. The deposit currency has
appreciated against the alternate currency on the fixing date), your investment
will now be repaid in AUD, the alternate currency.
You will receive:
Your principal plus interest in AUD converted at Conversion Rate of
USD1.0604/AUD.

(100,000 + 667) ÷ 1.0604 = AUD94,933

9

How does it Work?

2
Scenario

In Scenario 2, you may consider 3 options:

A

Continue to hold the investment in a regular AUD time
deposit (or other AUD-denominated investments) and
when the exchange rates move in your favour, you can
consider converting the AUD back to USD.

B Convert the AUD proceeds immediately upon maturity to

USD. In this case, using the example above, the proceeds
of AUD94,933 when converted at the spot exchange
rate of 1.05 means you will receive USD99,680 representing a shortfall of USD320 from the original
investment of USD100,000.

C Place the proceeds into another Premium Deposit with

the deposit currency as AUD and USD as the alternate
currency. To do so, you should be prepared to receive
back USD at the agreed Conversion Rate, should USD
weaken over the investment period up to the fixing date
and the spot exchange rate on the fixing date is worse
than the Conversion Rate.

These scenarios are part of an example only and are not indicative of the returns that may actually be achieved
in relation to a specific PD. The actual profit/shortfall in this example is dependent on the spot USD/AUD at
maturity.
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What are the
Benefits?
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What are the Benefits?

Premium
Deposit may
allow you to…

Enjoy a guaranteed interest rate
that is potentially higher than
term deposits, on a short-term
investment
Buffer against the effects of a
weakening holding currency

Diversify your investment portfolio
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What are the
Risks?

13

What are the Risks?

As with any investment, there are risks to be mindful of. The following are risks which apply
to such currency-linked investments:

Principal Risk
There is no principal-protection or guarantee with such
investments. You may lose some or all of your initial principal
investment if the investment is repaid in the alternate
currency and the exchange rate is unfavourable at maturity.

Market Risk
Your selected currency pair may not perform to the desired
levels. Even if market movements in the exchange rates are
highly favourable, your upside is limited only to the specified
amount you will receive under the terms of the investment.

Liquidity Risk
This is not a liquid investment. You must be prepared to hold
your investment to the agreed term.

Early Termination Risk
Early termination is at the sole discretion of the Issuer, that
is, subject to the Issuer’s consent. Should you be able to
terminate the investment early, you may incur a loss as the
product will be terminated at the prevailing market rate.
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What are the Risks?

Exchange Rate
Exchange rates may rise or fall sharply. This may result in the
loss of some or all of your initial investment if the proceeds
are paid at maturity in an alternate currency.

Conversion Risk
You may be repaid in the alternate currency at maturity
rather than the original currency of your investment. If you
convert the amount back to your original currency at an
unfavourable exchange rate, the foreign exchange loss
suffered may be greater than the interest earned on your
initial investment amount.

Settlement
You will not have access to the funds at maturity until the
funds have been received from the Issuer. This may take two
to three business days.

Tax
You should seek the advice of an independent tax consultant
before committing to purchase PD, to ensure that such an
investment suits your current tax status.

The professional services of a financial
advisor can be most valuable in determining
your individual risk profile and inclinations
before you make an investment in a PD or
any other investment product. He or she
will be able to monitor your investments,
help you understand if they are performing
to expectations, identify new investment
opportunities and make recommendations
where relevant.
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Important Information
Standard Chartered Bank (SCB) is incorporated in England with limited liability by Royal
Charter 1853 Reference Number ZC18. The Principal Office of the Company is situated in
England at 1 Basinghall Avenue, London, EC2V 5DD. SCB is authorised by the Prudential
Regulation Authority and regulated by the Financial Conduct Authority and Prudential
Regulation Authority. Banking services may be carried out internationally by different SCB
legal entities according to local regulatory requirements. Not all products and services are
provided by all SCB branches, subsidiaries and affiliates.
The material and information contained in this document is provided from sources believed to
be reliable and is for general information only. The products and strategies conveyed may not
be suitable for everyone and should not be used as a basis for making business or investment
decisions. Opinions expressed in this document are subject to change without notice. This
document does not constitute an offer, solicitation or invitation to transact business in any
country where the marketing or sale of these products and services would not be permitted
under local laws. Nor does it constitute any investment advice.
Investment involves risks. The prices of investment products may move up or down and
the worst case will result in loss of your entire investment. Investors should consider their
own investment objective, investment experience, financial situation and risk tolerance level
and read the terms and conditions of the relevant investment services/offering documents
including risk disclosures.
This document should not be regarded as guide to future price movement or performance.
SCB, or any of its Group companies is not responsible for any damages or losses arising
from any use or reliance on the information contained in this document.
The investments mentioned in this document are not bank deposits and are not protected
under the Deposit Protection Scheme in Hong Kong or any other deposit protection scheme
by any authority.
The contents of this document have not been reviewed by any regulatory authority. If you are
in doubt about any of the contents, you should seek independent professional advice.
If there is any inconsistency between the English and Chinese versions, the English version
shall prevail.
This document has been prepared and distributed by Standard Chartered Bank (Hong Kong)
Limited in Hong Kong.

Copyright © 2013 Standard Chartered Bank. All rights reserved.
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How can we help you further?
Do you have a question on what you have just read?
Would you like to have a further discussion on this subject?
Contact your Relationship Manager, or any of our Standard Chartered Bank locations closest to you for
more information.
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