A PROJECT REPORT
On
“Futures & Options (Derivative) Market in India an Overview












DECLARATION 


I RISHI KANT SAINI student of MBA 3rd Semester of St. Wilfred’s Institute of Management & Technology jaipur. hereby declare that the report entitled “Securities Market in India an Overview” is submitted by me in the line of partial fulfillment of the course objectives for the Masters Of Business Administration Degree.

I assure that this project is the result of my own efforts and that any other institute for the award of any degree or diploma has not submitted it.

=MsoNormal> 
Acknowledgement
I express my sincere thanks to my all M.B.A faculty, for guiding me right form the inception till the successful completion of the project. I sincerely acknowledge them for extending their valuable guidance, support for literature Ms. Kavita Gidwani, critical reviews of project and the report and above all the moral support she had provided to me with all stages of this project. This project has helped us to learn the intricacies of restructuring and we are grateful to them for making this learning possible.
Last but not the least we would like to thank each and every one who has
Helped us in our learning process.
CONTENTS
  INTRODUCTION
  RESEARCH METHODOLOGY
  SOURCES OF DATA
  NEED OF THE STUDY
  SCOPE OF THE STUDY
  OBJECTIVES
  LIMITATIONS
  COMPANY PROFILE
  DERIVATIVE AS HEDGING TECHNIQUE
  DERIVATIVE INTRODUCTION
  HISTORY OF DERIVATIVE
  MOTIVES OF USING DERIVATIVES
  PLAYERS IN THE MARKET
  TYPES OF DERIVATIVES
  FORWARD MARKET
  FUTURES MARKET
  DIFFERENCE BETWEEN FORWARD AND FUTURE CONTRACT.

  OPTIONS MARKET
  FINDINGS & SUGGESTIONS
  FINDINGS
al style='margin-left:.25in'>Introduction
The global economic order that emerged after World War II was a system where many less developed countries administered prices and centrally allocated resources. Even the developed economies operated under the Bretton Woods system of fixed exchange rates.
The system of fixed prices came under stress from the 1970s onwards. High inflation and unemployment rates made interest rates more volatile. The Bretton Woods system was dismantled in 1971, freeing exchange rates to fluctuate. Less developed countries like India began opening up their economies and allowing prices to vary with market conditions.
Price fluctuations make it hard for businesses to estimate their future production costs and revenues.2 Derivative securities provide them a valuable set of tools for managing this risk. This article describes the evolution of Indian derivatives markets, the popular derivatives instruments, and the main users of derivatives in India. I conclude by assessing the outlook for Indian derivatives markets in the near and medium term.

Derivatives may be traded for a variety of reasons. A derivative enables a trader to hedge some preexisting risk by taking positions in derivatives markets that offset potential losses in the underlying or spot market. In India, most derivatives users describe themselves as hedgers (FitchRatings, 2004) and Indian laws generally require that derivatives be used for hedging purposes only. Another motive for derivatives trading is speculation (i.e. taking positions to profit from anticipated price movements). In practice, it may be difficult to distinguish whether a particular trade was for hedging or speculation, and active markets require the participation of both hedgers and speculators. A third type of trader, called arbitrageurs, profit from discrepancies in the relationship of spot and derivatives prices, and thereby help to keep markets efficient. Jogani and Fernandes (2003) describe India’s long history in arbitrage trading, with line operators and traders arbitraging prices between exchanges located in different cities, and between two exchanges in the same city. Their study of Indian equity derivatives markets in 2002 indicates that markets were inefficient at that time. They argue that lack of knowledge, market frictions and regulatory impediments have led to low levels of capital employed in arbitrage trading in India. However, more recent evidence suggests that the efficiency of Indian equity derivatives markets may have improved.

                           Basics Of Derivatives
1.        What are derivative instruments ? 
2.        What are Forward contracts ? 
3.        What are Futures ? 
4.        What is the difference between Forward contracts and Futures contracts ?
1.What are derivative instruments?
A derivative is an instrument whose value is derived from the value of one or more underlying, which can be commodities, precious metals, currency, bonds, stocks, stocks indices, etc. Four most common examples of derivative instruments are Forwards, Futures, Options and Swaps.
2. What are Forward contracts?
A forward contract is a customized contract between two parties, where settlement takes place on a specific date in future at a price agreed today. The main features of forward contracts are
· They are bilateral contracts and hence exposed to counter-party risk. 
· Each contract is custom designed, and hence is unique in terms of contract size, expiration date and the asset type and quality. 
· The contract price is generally not available in public domain. 
· The contract has to be settled by delivery of the asset on expiration date. 
· In case, the party wishes to reverse the contract, it has to compulsorily go to the same counter party, which being in a monopoly situation can command the price it wants.
3. What are Futures ?
Futures are exchange-traded contracts to sell or buy financial instruments or physical commodities for Future delivery at an agreed price. There is an agreement to buy or sell a specified quantity of financial instrument/ commodity in a designated Future month at a price agreed upon by the buyer and seller. To make trading possible, the exchange specifies certain standardized features of the contract.
4. What is the difference between Forward contracts and Futures contracts ?
	Sr. No.
	Basis
	Futures
	Forwards

	1
	Nature
	Traded on organized exchange
	Over the Counter

	2
	Contract terms
	Standardized
	Customised

	3
	Liquidity
	More Liquid
	Less Liquid

	4
	Margin Payments
	Requires Margin Payments
	Not required

	5
	Settlement
	Follows daily settlement
	At the end of the period.

	6
	Squaring off
	Can be reversed with any member of the exchange.
	Contract can be reversed only with the same counter-party with whom it was entered into.


RESEARCH METHODOLOGY
SOURCES OF DATA
Primary data was collected from the respondents who are trading in Indian Markets. Secondary data was provided by the organization and was gathered from the official websites of the respective organizations. Information about the history and various factors affecting the price performance has been studied from various Internet sites.  The data was sorted to find out the various factors that help in suggesting the decision taking for the individuals to buy and sell in this sector.

NEED OF THE STUDY:
The need of the study is to know the performance of derivative hedging and working and         understanding about how to derivative help people to manage the risk and increase the            profitability.

SCOPE OF THE STUDY:
The study is limited to Derivatives with special reference to futures and option in the Indian context and KOTAK SECURITIES LIMITED has been taken as a representative sample for the study. The study can’t be said as totally perfect. Any alteration may come the study has only made a humble attempt at evaluation derivatives market only in India context. The study is not based on the international perspective of derivatives market which exists in NASDAQ CBOT etc.

OBJECTIVES
This project has been taken up to study the Derivatives Futures and Option in detail with the idea of suggesting the strategies in this markets and an Technical analysis of derivatives  using graphs and suggesting the buy or sell decision to the investor by using:
1.      Sector Financial report
2.      Budget
3.      Individual performances
DERIVATIVES :-
A Derivative is a financial instrument that derives its value from an    underlying asset. Derivative is an financial contract whose price/value is dependent upon price of one or more basic underlying asset, these contracts are legally binding agreements  made on trading screens of stock exchanges to buy or sell an asset in the future. These assets can be anything ranging from share, index, bond, rupee dollar exchange rate, sugar crude, soyabean, cotton, coffee etc.
The underlying securities for derivatives are:
· Equity Shares
· Stock Index Value
· Interest Rate
· Short-term Debt Securities(T-bills)
· Precious Metals(Gold, silver)
· Commodities(Castpr seed, Grain, Coffee beans, Gur, Pepper)
Derivative on its own does not have any value. It is considered important because of its underlying asset. Derivatives can of different types like forwards, futures, option, swaps, collars, caps, floor etc. The most popular derivative instruments are futures and options.
Example:
A farmer fears that the price of coffee(underlying), when his crop is ready for delivery will be lower than his cost of production. In order to overcome this uncertainty in the selling price of his crop, he enters into a contract(derivative) with a merchant, who agrees to buy the crop at a certain price, when the crop is ready .
HISTORY OF DERIVATIVES
Derivatives have had a long presence in India. The commodity derivative market has been functioning in India since the nineteenth century with organized trading in cotton through the establishment of Cotton Trade Association in 1875. Since then contracts on various other commodities have been introduced as well. Exchange traded financial derivatives were introduced in India in June, 2000 at the two major stock exchanges, NSE and BSE. There an various contracts currently traded on these exchanges. National Commodity & Derivatives Exchange Limited (NCDEX) started its operations in December, 2003, to provide a platform for commodities trading. The Derivatives market has existed from centuries as need for both users and producers of natural resources to hedge against price fluctuations in underlying commodities. Although trading in agriculture and other commodities has been the driving force behind the development of Derivatives market in India, the demand for products based on financial instruments – such as bond, currencies, stocks and stock indices had outstripped the commodities markets.
India has been trading in derivatives market in Silver, spices, gold, coffee, cotton and in oil markets for decades gray market. Trading in derivatives market was legal before Morarji Desai’s Government had banned forward contracts. Derivatives on stocks were traded in the form of Teji and mandi in unorganized markets. Recently futures contracts various commodities were allowed to be on various exchanges. For Example Cotton and Oil futures were traded in Mumbai, Soya bean futures in Bhopal, Pepper futures in Kochi, Coffee futures in Mangalore etc.
The Institute of Chartered Accountants of India (ICAI) has issued guidance notes on accounting of index futures contracts from the view point of parties who enter into such futures contracts as buyers or sellers. For other parties involved in the trading process, like brokers, trading members, clearing members and clearing corporations, a trade in equity index futures is similar to a trade in, say shares, and does not pose any peculiar accounting problems.

Growth of Derivatives
During 2001-02, the total turnover in equity derivatives on BSE and NSE recently was of the order of Rs. 1,03,849 crore, while the turnover in cash equity markets in India was Rs. 8,20,459 Crore. Thus the former was about 16 percent of the total trading volume in the equity cash market. The former is soon expected to exceed the latter.

The volume of turnover in derivatives market has increased from a paltry sum, of Rs. 4038 crore in 2000-01 to Rs. 4,42,342 crore in 2002-03.

Derivatives Instruments Traded in India
In the exchange-traded market, the biggest success story has been derivatives on equity products. Index futures were introduced in June 2000, followed by index options in June 2001, and options and futures on individual securities in July 2001 and November 2001, respectively. As of 2005, the NSE trades futures and options on 118 individual stocks and stock indices. All these derivative contracts are settled by cash payment and do not involve physical delivery of the underlying product (which may be costly). Derivatives on stock indexes and individual stocks have grown rapidly since inception. In particular, single stock futures have become hugely popular, accounting for about half of NSE’s traded value in October 2005. In fact, NSE has the highest volume (i.e. number of contracts traded) in the single stock futures globally, enabling it to rank 16 among world exchanges in the first half of 2005. Single stock options are less popular than futures. Index futures are increasingly popular, and accounted for close to 40% of traded value in October 2005. Figure 2 illustrates the growth in volume of futures and options on the Nifty index, and shows that index futures have grown more strongly than index options. NSE launched interest rate futures in June 2003 but, in contrast to equity derivatives, there has been little trading in them. One problem with these instruments was faulty contract specifications, resulting in the underlying interest rate deviating erratically from the reference rate used by market participants. Institutional investors have preferred to trade in the OTC markets, where instruments such as interest rate swaps and forward rate agreements are thriving. As interest rates in India have fallen, companies have swapped their fixed rate borrowings into floating rates to reduce funding costs.10 Activity in OTC markets dwarfs that of the entire exchange-traded markets, with daily value of trading estimated to be Rs. 30 billion in 2004 (FitchRatings, 2004).

Foreign exchange derivatives are less active than interest rate derivatives in India, even though they have been around for longer. OTC instruments in currency forwards and swaps are the most popular. Importers, exporters and banks use the rupee forward mark to hedge their foreign currency exposure. Turnover and liquidity in this market has been increasing, although trading is mainly in shorter maturity contracts of one year or less (Gambhir and Goel, 2003). In a currency swap, banks and corporations may swap its rupee denominated debt into another currency (typically the US dollar or Japanese yen), or vice versa. Trading in OTC currency options is still muted. There are no exchange-traded currency derivatives in India.

Exchange-traded commodity derivatives have been trading only since 2000, and the growth in this market has been uneven. The number of commodities eligible for futures trading has increased from 8 in 2000 to 80 in 2004, while the value of trading has increased almost four times in the same period (Nair, 2004). However, many contracts barely trade and, of those that are active, trading is fragmented over multiple market venues, including central and regional exchanges, brokerages, and unregulated forwards markets. Total volume of commodity derivatives is still small, less than half the size of equity derivatives (Gorham et al, 2005).

Derivatives Users in India
The use of derivatives varies by type of institution. Financial institutions, such as banks, have assets and liabilities of different maturities and in different currencies, and are exposed to different risks of default from their borrowers. Thus, they are likely to use derivatives on interest rates and currencies, and derivatives to manage credit risk. Non-financial institutions are regulated differently from financial institutions, and this affects their incentives to use derivatives. Indian insurance regulators, for example, are yet to issue guidelines relating to the use of derivatives by insurance companies.

In India, financial institutions have not been heavy users of exchange-traded derivatives so far, with their contribution to total value of NSE trades being less than 8% in October 2005. However, market insiders feel that this may be changing, as indicated by the growing share of index derivatives (which are used more by institutions than by retail investors). In contrast to the exchange-traded markets, domestic financial institutions and mutual funds have shown great interest in OTC fixed income instruments. Transactions between banks dominate the market for interest rate derivatives, while state-owned banks remain a small presence (Chitale, 2003). Corporations are active in the currency forwards and swaps markets, buying these instruments from banks.

Why do institutions not participate to a greater extent in derivatives markets? Some institutions such as banks and mutual funds are only allowed to use derivatives to hedge their existing positions in the spot market, or to rebalance their existing portfolios. Since banks have little exposure to equity markets due to banking regulations, they have little incentive to trade equity derivatives. Foreign investors must register as foreign institutional investors (FII) to trade exchange-traded derivatives, and be subject to position limits as specified by SEBI. Alternatively, they can incorporate locally as a broker-dealer. FIIs have a small but increasing presence in the equity derivatives markets. They have no incentive to trade interest rate derivatives since they have little investments in the domestic bond markets (Chitale, 2003). It is possible that unregistered foreign investors and hedge funds trade indirectly, using a local proprietary trader as a front (Lee, 2004).

Retail investors (including small brokerages trading for themselves) are the major participants in equity derivatives, accounting for about 60% of turnover in October 2005, according to NSE. The success of single stock futures in India is unique, as this instrument has generally failed in most other countries. One reason for this success may be retail investors’ prior familiarity with “badla” trades which shared some features of derivatives trading. Another reason may be the small size of the futures contracts, compared to similar contracts in other countries. Retail investors also dominate the markets for commodity derivatives, due in part to their long-standing expertise in trading in the “havala” or forwards markets.

Features of derivatives
         Derivatives are contracts that have no independent value.

         They derive their value from their underlying assets.

         They are used as “risk shifting” or hedging instruments.

         The derivative market is liquid.

         The derivative markets are screen-based computerized exchanges.

MOTIVES OF USING DERIVATIVES
         Spreads trade

         Currency risk management

         Interest risk Real time trading in the market ( Treasury Activities)

         To increase profitability

Risk in Derivatives
Where there are risks, there are derivatives to strip the risk and transfer it. As derivatives are essentially devices of transferring risks, their types and applications differ based on the type of risk facing a business. Take, for instance, the following sources of risk and the derivatives to protect a business against such risks:

1. Interest Rate Risk
2. Foreign Exchange Risk
3. Commodity Risks
4. Risk on Capital Market Instruments
5. Credit Risk
6. Weather Risk
Players in the Market
Speculators: People who buy or sell in the market to make profits. They are people who wish to bet on future movements in the price of the asset. Future and Options contracts can give them an extra leverage; that is, they can increase both the potential gains and losses in a speculative venture.

For example, if you will the stock price of Reliance is expected to go up to Rs. 400 in one month; one can buy a one-month future of Reliance at Rs. 350 and make profits.

Hedgers: People who buy or sell to minimize their losses. Hedgers face risk associated with the price of an asset. They use futures or options markets to reduce or eliminate this risk For example, an importer has to pay US $ to buy goods and rupee is expected to fall to Rs.50/$ from Rs.48/$, then the importer can minimize his losses by buying a currency future at Rs.49/$.

Arbitrageurs:
Arbitrageurs are in business to take advantage of a discrepancy between prices in two different markets. For eg. If they see the futures price of an asset getting out of line with the cash price, they will take offsetting positions in the two markets to lock in a profit.

        Participants in Derivative Market:-
SEBI categorized derivatives market participants as follows:-

1.      Trading Member

2.      Clearing Member

3.      Self-Clearing Member

Exchange-Traded and Over-the-Counter Derivative Instruments
OTC (over-the-counter) contracts, such as forwards and swaps, are bilaterally negotiated between two parties. The terms of an OTC contract are flexible, and are often customized to fit the specific requirements of the user. OTC contracts have substantial credit risk, which is the risk that the counterparty that owes money defaults on the payment. In India, OTC derivatives are generally prohibited with some exceptions: those that are specifically allowed by the Reserve Bank of India (RBI) or, in the case of commodities (which are regulated by the Forward Markets Commission), those that trade informally in “havala” or forwards markets.

An exchange-traded contract, such as a futures contract, has a standardized format that specifies the underlying asset to be delivered, the size of the contract, and the logistics of delivery. They trade on organized exchanges with prices determined by the interaction of many buyers and sellers. In India, two exchanges offer derivatives trading: the Bombay Stock Exchange (BSE) and the National Stock Exchange (NSE). However, NSE now accounts for virtually all exchange-traded derivatives in India, accounting for more than 99% of volume in 2003-2004. Contract performance is guaranteed by a clearinghouse, which is a wholly owned subsidiary of the NSE.4 Margin requirements and daily marking-to-market of futures positions substantially reduce the credit risk of exchange-traded contracts, relative to OTC contracts

Types of Derivatives
Financial Derivatives :
The derivatives in currencies, guilt-edged debt securities, shares, shares indices, etc. are known as financial derivatives. These are traded at different exchanges all over the world. Financial derivatives can be broadly classified into currency derivatives, interest rate derivatives and stock and stock index derivatives. In India, Stock Futures, Stock Index Futures, Stock Options and Stock Index Options are traded at BSE or NSE. Interest rate derivative have also been allowed by the Government of India.
Commodity Derivatives
Derivative contract are made into the different types of commodities such as jute, sugar, tea, coffee, oil, soyabeans etc. These derivative contracts are traded into commodity exchanges. The major commodity exchanges in India are three:
                                i.            National Commodity & Derivatives Exchange Limited (NCDEX)
                              ii.            Multi-Commodity Exchange of India Limited(MCX)
                            iii.            National Multi-Commodity Exchange of India Limited(NMCEIL).
Forwards:-
A forward contract is a agreement between two entities to buy or sell an asset at a specified point of time in the future. The Price of the underlying instrument, in whatever form, is paid before control of the instrument changes. This is one of the many forms of buy/sell orders where the time of trade is not the time where the securities themselves are exchanged.
Features of forward contract:
1. Each contract is custom designed, and hence is unique in terms of contract size maturity date and the asset type and quality.

2. On the expiration date, the contract is normally settled by the delivery of the asset.

3. Forward contracts being bilateral contracts are exposed to counter party risk.

4. If the party wishes to cancel the contract or change any of its terms, it has necessarily to go to the same counter party.

eg: Trade takes place between A&B@ 100 to buy & sell x commodity. After 1 month it is trading at Rs.120. If A was he buyer he would gain Rs. 20 & B Loose Rs.20. In case B defaults you are exposed to counter party Risk i.e. you will now entitled to your gains. In case of Future, the exchange gives a counter guarantee even if the counter party defaults you will receive Rs.20/- as a gain.

Each contract is custom designed and hence unique in terms of contract size, expiration date, asset type, asset quality etc.

A contract has to be settled in delivery or cash on expiration date.

In case one of the two parties wishes to reverse a contract, he has to  compulsorily go to the other party. The counter party being in a monopoly  situation can command the price he wants.

Terminology of Forward Contracts:
1.      Underlying asset

2.      Long position

3.      Short position

4.      Spot position

5.      Future Spot price

6.      Expiration date

7.      Delivery price

Advantages of Forward Contracts:
1. It is a risk management tool.
2. It helps in hedging the risk in underlying assets.
3. It does not involve any initial cost, as no margins are paid initially for the contract.
4. It is available in both markets
5. It is tailor made product and very much customized.
Futures:
A futures contract is an agreement between two parties to buy or sell an asset at a certain time in the future at a certain price. Futures contracts are special types of forward contracts in the sense that the former are standardized exchange-traded contract.
Functions of futures
Help to determine the future prices

Help transfer risk

Higher trading volumes in underlying securities

Reduces speculation in the cash market

Increase saving and investment.
The standard Feature in any futures contract
1. Quantity of the underlying asset
2. Quality of the underlying asset
3. The date and month of delivery.
4. The units of price quotation and minimum change in price.
For example: when you are dealing in March 2002 Satyam futures contract, you know that the market lot, ie the minimum quantity you can buy or sell, is 1,200 shares of Satyam, the contract would expiry on March 28, 2002, the price is quoted per share, the tick size is 5 paise per share or (1200*0.05) = Rs60 per contract/ market lot, the contract would be settled in cash and the closing price in the cash market on expiry day would be the settlement price.
Motives behind using Futures
Hedging: It provides an insurance against an increase in the price.

The futures market has two main types of foreseeable risk:

- price risk

- quantity risk

Types of Futures:
The futures contracts can be discussed depending upon the nature of underlying assets. It can be divided into mainly two types:

1. Commodity Futures

2. Financial Futures

Commodity Futures:
The commodity futures deal with trading in all types of commodity available particularly in futures markets. The value of commodity futures generally depends upon the price movements of market. Commodity futures are traded in agriculture as well as million and metals. In India futures on soyabean, black pepper and spices have been trading for long.

Financial futures:
Futures contracts based on a financial products or a financial index are known as financial futures. Financial futures can be classified as:

                    i.            Stock Futures

                  ii.            Stock Index Futures

                iii.            Interest Rate Futures

                iv.            Currency Futures

Index Futures 
1.        What is the underlying for INDEX Futures? 

2.        What is the contract multiplier? 

3.        What is the ticker symbol and trading hours? 

4.        What is the maturity of the futures contract? 

5.        What is the tick size? 

6.        How is the final settlement price determined? 

7.        What is margin money ? 

8.        Are there different types of Margin ? 

9.        What is the objective of Initial margin ? 

10.     What is Variation or Mark-to-Market Margin 

11.     What are long / short positions ? 

12.     Is there a theoretical way of pricing Index Future ? 

13.     What is the concept of Basis? 

14.     What are the profits and losses in case of a futures position? 

15.     What happens to the profit or loss due to daily settlement? 

16.     How does the Initial Margin affect the above profit or loss? 

17.     What is a spread position ?
1. What is the underlying for INDEX futures ?
The underlying for the INDEX futures is the corresponding BSE Index. For e.g. the underlying for SENSEX futures is BSE Sensitive Index of 30 scrips, popularly called the SENSEX.

2. What is the contract multiplier ?
The contract multiplier is the minimum number of the underlying - index or stock that a participant has to trade while taking a position in the Derivatives Segment.As of May 2008, the contract multiplier for SENSEX is 15. This means that the Rupee notional value of a sensex futures contract would be 15 times the contracted value. The following table gives a few examples of this notional value.

	Contracted Price
of Futures
	Notional Value in Rs.
( based on Market Lot of 15 )

	17800
	267000

	17850
	267750

	17900
	268500

	17950
	269250

	18000
	270000


It may be mentioned here that the market lot may be changed by the Exchange in consultation with the NSE as per the SEBI guidelines on the same.

TOP
3.What is the ticker symbol and trading hours ?
The ticker symbol is the selected alphabets of the underlying for e.g. the ticker for BSE Sensex is BSX while that for the Sensex 'mini' contract is MSX, for Reliance Industries Ltd., it is RIL, etc.

The trading timings for the Derivatives Segment of BSE are the same as that in the Equity Segment - from 9:55 a.m. to 3:30 p.m. (except in cases of Sun Outage when the timings are extended on account of a halt in trading during the day). Trading session's timings can be viewed at the Calendars Section.

TOP
4. What is the maturity of the futures contract ?
Presently, SEBI has permitted Exchanges to offer futures products of 1 month, 2 months and 3 months maturity only on a rolling basis- e.g. say for May, June and July months. When the May contract expires there will be a fresh contract month available for trading viz. the August contract. These months are called the Near Month, Middle Month and Far Month respectively.
On 9th June 2000, when Equity Derivatives were first introduced in India at the Bombay Stock Exchange, we started with the three monthly series for June, July and August 2000.

TOP
5. What is the tick size ?
This means that the minimum price fluctuation in the value of a contract the tick size is presently "0.05" or 5 paisa. In Rupee terms, this translates to a minimum price fluctuation of Rs. 0.75 for a single transaction of SENSEX Futures Contract (Tick size X Contract Multiplier = 0.05 X Rs. 15).

TOP
6. How is the final settlement price determined ?
The closing value of underlying Index of the cash market is taken as the final settlement price of the futures contract on the last trading day of the contract for settlement purposes.

TOP
7. What is margin money ?
The aim of collecting margin money from the client / broker is to minimize the risk of settlement default by either counterparty. The payment of margin ensures that the risk is limited to the previous day's price movement on each outstanding position. However, even this exposure is offset by the initial margin holdings.
Margin money is like a security deposit or insurance against a possible Future loss of value. Once the transaction is successfully settled, the margin money held by the exchange is released / adjusted against the settlement liability.

TOP
8. Are there different types of Margin ?
Yes, there are different types of margin like Initial Margin, Variation margin(commonly called Mark to market or M -T- M) Exposure Margin and Additional Margin, if any.

TOP
9. What is the objective of Initial margin ?
The basic aim of Initial margin is to cover the largest potential loss in one day. Both buyer and seller have to deposit margins. The initial margin is deposited before the opening of the position in the futures transaction. This margin is calculated by SPAN by considering the worst case scenario.

TOP
10. What is Variation or Mark-to-Market Margin ?
Variation or mark to market Margin is the daily profit or loss obtained by marking the member's outstanding position to the market (closing price of the day) and receiving or paying the difference from / to him in cash on the succeeding working day.

TOP
11. What are long / short positions ?
In simple terms, long and short positions indicate whether you have a buy position (long) or sell position (short).

TOP
12. Is there a theoretical way of pricing Index Future ?
The theoretical way of pricing any Future is to factor in the current price and holding costs or cost of carry. A Futures contract is normally by its very definition for a specified period of time, at the end of which it is settled. In order to compensate the seller for waiting till expiry for realizing the sale proceeds the buyer has to pay some interest which is reflected in the form of cost of carry.

In general, the Futures Price = Spot Price + Cost of Carry.
Theoretically, the Cost of carry is the sum of all costs incurred if a similar position is taken in cash market and carried to maturity of the futures contract less any revenue which may result in this period. The costs typically include interest in case of financial futures (also insurance and storage costs in case of commodity futures). The revenue may be dividends in case of index futures.

Apart from the theoretical value, the actual value may vary depending on demand and supply of the underlying at present and expectations about the future. These factors play a much more important role in commodities, especially perishable commodities than in financial futures.

In general, the futures price is greater than the spot price (in case of a bullish sentiment in the market). In special cases, when cost of carry is negative (on account of a bearish view in the market), the futures price may be lower than Spot prices.

TOP
13. What is the concept of Basis?
The difference between Spot price and Futures price is known as Basis. Although the Spot price and Futures prices generally move in line with each other, the basis is not constant. Generally basis will decrease with time and on expiry, the basis is zero as the Futures price equals Spot price.

TOP
14. What are the profits and losses in case of a futures position ?
The profits and losses would depend upon the difference between the price at which the position is opened and the price at which it is closed. Let us take some examples.

Example 1
Position : Long - Buy June Sensex Futures @ 15500
Payoff :Profit - if the futures price goes up Loss - if the futures price goes down
Calculation : The profit or loss would be equal to fifteen times the difference in the two rates.

If June Sensex Futures is sold @ 15600 there would be a profit of 100 points which is equal to Rs. 1500 (100 X 15).

However if the June Sensex is sold @ 15450 there would be a loss of 50 points which is equal to Rs. 750 (50 X 15)

Example 2
Position : Short Sell June Sensex Futures @ 15500
Payoff :Profit - if the futures price goes down Loss - if the futures price goes up
Calculation : The profit or loss would be equal to fifteen times the difference in the two rates. 

If June Sensex Futures is bought @ 15700 there would be a loss of 200 points which is equal to Rs. 3,000 (200 X 15).

However if the June Sensex Futures is bought @ 15400, there would be a profit of 100 points which is equal to Rs. 15, 00 (100 X 15).

TOP
15. What happens to the profit or loss due to daily settlement ?
In case the position is not closed the same day, the daily settlement would alter the cash flows depending on the settlement price fixed by the exchange every day. However the net total of all the flows every day would always be equal to the profit or loss calculated above. Profit or loss would only depend upon the opening and closing price of the position, irrespective of how the rates have moved in the intervening days.

Let us take the illustration where a long position is opened at 15550 and closed at 15650 resulting in a profit of 100 points or Rs. 1500

Let us assume that the daily closing settlement prices are as shown.


Example 3
Daily Closing Settlement Prices

	
	Case 1

	Day 1
	15500

	Day 2
	15580

	Day 3
	15560

	Day 4
	15600

	Position Closed
	15650


	Case 1
	Settlement Prices Calculation Profit/Loss

	Position Opened - Long @ 5550
	
	
	

	Day 1
	15500
	15500 - 15550
	-50

	Day 2
	15580
	15580 - 15500
	+80

	Day 3
	15560
	15560 - 15580
	-20

	Day 4
	15600
	15600 - 15560
	+40

	Position Closed - Short @ 15650
	
	15650 - 15600
	+50

	Profit / (Loss)
	
	
	100


In all the cases the net result is a profit of 100 points, which is the difference between the closing and opening price, irrespective of the daily settlement price and different MTM flows. 

16. How does the Initial Margin affect the above profit or loss ?
The initial margin is only a security provided by the client through the clearing member to the exchange. It can be withdrawn in full after the position is closed. Therefore it does not affect the above calculation of profit or loss.

However there would be a funding cost / transaction cost in providing the security. This cost must be added to the total transaction costs to arrive at the true picture. Other items in transaction costs would include brokerage, stamp duty etc.

17. What is a spread position ?
A calendar spread is created by taking simultaneously two positions

a. A long position in a futures series expiring in any calendar month 

b. A short position in the same futures as 1 above but for a series expiring in any month other than the 1 above.

Examples of Calendar Spreads
1. Long June Sensex Futures Short July Sensex Futures 

2. Short July Sensex Futures Long August Sensex Futures

A spread position must be closed by reversing both the legs simultaneously. The reversal of 1 above would be a sale of June Sensex Futures while simultaneously buying the July Sensex Futures.

Terminology in Futures Contracts:
1. Asset
2. Contracts Size
3. Price Limit
4. Position Limit
5. Spot Price
6. Futures Price
7. Expiry Date
8. Marking-to-Market
9. Trading Cycle
10. Delivery Months
11. Initial Margin
12. Maintenance Margin
13. Cost of Carry
14. Basis
How to use futures
You can "open" a futures position by either buying or selling a future. You can "close" your futures position by doing the opposite - either selling or buying the same future. In practice, most futures contract positions are "closed out" before they expire.

Positions in futures
1.      Long Position
2.      Short Position
Long Position
If you hold a view that the underlying asset will rise you could buy futures - known as a LONG futures position - which commits you to take delivery of the underlying shares, or equivalent cash value, at a pre-arranged price and by a certain date.

Short Position
If your view is that the share prices for the underlying asset will fall, you could sell futures - known as a SHORT futures position - which commits you to deliver the underlying shares, or equivalent cash value, at a prearranged price and by a certain date
Why use futures?
You can profit in a falling market as well as a rising market

Cost efficiency

How are futures priced?
Fair equity futures price = today's share price + interest costs - dividends received
Standardisation in Futures
Each futures contract has a standard set of specifications:

Underlying asset - what does the futures contract represent? Is it a commodity, currency, financial instrument, or index.

Size - the amount of the underlying commodity which is represented by the contract. For instance, 1 corn futures represents 5,000 bushels, while 1 crude oil futures contract usually represents 1,000 barrels.
Price Fluctuation - this is the maximum and minimum fluctuations that the contract can take. To prevent massive volatility many futures contracts are limited in the amount their price can fluctuate in one trading day, if the price reaches the upper or lower limit then the contract will be halted until the next trading day.

Standardisation in Futures
Trading Months - this is the specified months for which the particular futures contract can be traded, this varies.

Expiration Date - the date by which the futures trading month ceases to exist at which all obligations are terminated.

Futures & Options
Futures and Options are traded in well regulated exchanges through clearing members. Buyers and sellers can have long and short positions over a span of time. Positions of traders are safe because settlement is made through clearing house.
The settlement in the Future contract through the daily bases Mark to Market segment.
Participants in the trading system
1. Trading Members
2. Clearing Members
3. Professional clearing Members
4. Participants
Trading in F&O:
1. In India F&O are traded at BSE and NSE stock exchanges and commodity F&O are traded into commodity exchanges.
2. The trading system of NSE for futures and options is known as NEAT F&O
3. It is an order driver software system which match orders automatically on the basis of security, price, time and quality.
4. When an order is placed into the system by any trader (who is authorized to make NSE’s transaction), it tries to find out a matching out of other traders, if system finds a match, a transaction is generated.
5. If match is not found by system and trade is not removed then this trade is known to be ‘passive order’ when a suitable match will be available, system will make a transaction (this transaction is known as active order transaction).
6. F&O transactions expire on last Thursday of each month
7. F&O are available in stocks, indices etc. In different lot size and at different premium and expiry time according to kind of underlying assets.
8. Settlement of futures contract have two types of settlements i.e. Daily settlement (Mark to Market) and final settlement at the day of expiry of contract date/time.
Margins in F&O  --Initial and Maintenance Margins :
1. In the F&O market, margin refers to the initial deposit of “good faith” made into an account in order to enter into a futures contract. This money is known as “good faith” because it is this money that is used to debit any day to day losses.
2. Each F&O contracts are marked to market at the daily basis until contract expires. At the time/day of expiration these contracts are either cash settled by offsetting position (reverse the position) in futures or otherwise settlement is made by physical delivery, which is common in commodity market.
3. When any investor open a F&O position at any exchange through any broker then futures exchange will state a minimum amount of money that the investor must deposit into broker’s account to initiate a transaction. Original money required to initiate a transaction is called initial margin money. When your contract is liquidated, you will get this money back alongwith profit or loss on your transaction over the span of the futures.
4. Initial margin is adgusted from the available liquid net worth of the clearing member on an online real time basis by exchange in account of its members.
5. This initial margins are fixed range from 2 per cent to 50 percent  of the value of the contract and varies according to price level, price volatility and other factors. At times of high market volatility, initial margin requirements can be raised.
6. When the value of funds (margin) deposited with the broker reaches a certain level, the trader is required to replenish the margin by depositing additional funds to bring it back to its initial level, demanding for additional funds (margin call).
7. If due to mark to market settlement (MTM), your initial margin account drops to certain level because of daily losses, brokers will make a margin call into your account to bring your account level back to the initial amount level (upto initial margin level).
8. Maintenance margins are the additional funds required to replenish the margin to bring it back to its initial level.
9. Mostly if the value of initial margin level falls by 50-75 per cent of its original value then the broker will demand from his client for margin call.
10. When an investor fails to put up funds to meet at original level, the broker has the right to liquidate or close its position.
Eligibility Criteria for Stocks in F&O:
A stock on which stock option and single stock future contracts are proposed to be introduced is required to fulfill the following broad eligibility criteria:
1)      The stock shall be chosen from amongst the top 500 stock in terms of average daily market capitalization and average daily traded value in the previous six month on a rolling basis.
2)      The stock’s median quarter-sigma order size over the last six months shall be not less than Rs.1 lakh. A stock’s quarter-sigma order size is the mean order size required to cause a change in the stock price equal to one-quarter of a standard deviation.
3)      The market wide position limit in the stock shall not be less than Rs.50 crores.
A stock can be included for derivatives trading as soon as it becomes eligible. However, if the stock does not fulfill the eligibility criteria for 3 consecutive months after being admitted to derivatives trading, then derivative contracts on such a stock would be discontinued.
Order Types and Conditions:
The system allows the trading members to enter orders with various conditions. These conditions are broadly divided into the following categories:
1. Time Condition:-- On the basis of time, it is following types:
                                i.            Day Order
                              ii.            Immediate or Cancel
                            iii.            Good Till Canceled
                            iv.            Good Till Days/Date
2. Price Condition:--On the basis of price condition, it is following:
a)      Stop-loss
3. Other Condition:--Other conditions for orders are as followings:
                    i.            Market Price
                  ii.            Trigger Price
                iii.            Limit Price
Reading the Derivatives Page:
As shown in table many newspapers publish future quotations. In the economic times, business line, financial express etc. are newspapers, which publish futures quotations daily. Table below shown the quotation for stocks as they appeared. These refer to the trading prices and other information that took place in the market on preceding day.
	Date
	Open
	High
	Close
	LTP
	Settle Price
	No. of Contracts
	Turnover in Lacs
	Open Interest
	Change in OI

	
	
	
	
	
	
	
	
	
	


1)      Date: It shown the date of quotation or trading took place in exchange.
2)      Open: It is the price of the day’s first trade that occurs during the time period of market opening.
3)      High: It is the highest price of a trade recorded during the day.
4)      Low: It shown the lowest price of a trade recorded during the day.
5)      Close: The closing price is usually determined by formulae based upon certain calculation within the closing period (last few minutes of trading). It is determined by exchange.
6)      LTP (Last Trade Price): It is the last trading price of a stock during the closing time of the market.
7)      Settlement Price: It is a closing price of the contract but on expiry days the settlement prize and the closing price are equals to cash spot market price of the contract. This price is used to calculate mark to market.
8)      No. of Contracts: It is total number of contracts traded during the day. It is either bought or sold contracts.
9)      Turnover in Lacs: It shows total value of no. of contracts in rupees.
10)  Open Interest: It shows total outstanding positions remained open on during the day. 
11)  Change in Open Interest: Last column shows the change in open interest position from previous day. Normally in the beginning of the month open interest position increases.
BSE has a comprehensive risk management system for Futures & Options. The most vital component in risk management is online position monitoring and margining system.

Actual margining and position monitoring is done on-line, on an intra-day basis. BSE uses the SPAN® (Standard Portfolio Analysis of Risk) a registered trademark of the Chicago Mercantile Exchange, used herein under License for the purpose of margining, which is risk-based, portfolio-approach.
	·  Index Futures

	·  Stock Futures

	·  Index Options

	·  Stock Options

	Risk Scenario Number
	Price Move in Multiples of Price Range
	Fraction of Loss to be Considered

	1
	0
	100%

	2
	0
	100%

	3
	+1/3
	100%

	4
	+1/3
	100%

	5
	-1/3
	100%

	6
	-1/3
	100%

	7
	+2/3
	100%

	8
	+2/3
	100%

	9
	-2/3
	100%

	10
	-2/3
	100%

	11
	+1
	100%

	12
	+1
	100%

	13
	-1
	100%

	14
	-1
	100%

	15
	+2
	35%

	16
	-2
	35%

	
	
	
	
	

	Risk Scenario Number
	Price Move in Multiples of Price Range
	Fraction of Loss to be Considered

	1
	0
	100%

	2
	0
	100%

	3
	+1/3
	100%

	4
	+1/3
	100%

	5
	-1/3
	100%

	6
	-1/3
	100%

	7
	+2/3
	100%

	8
	+2/3
	100%

	9
	-2/3
	100%

	10
	-2/3
	100%

	11
	+1
	100%

	12
	+1
	100%

	13
	-1
	100%

	14
	-1
	100%

	15
	+2
	35%

	16
	-2
	35%


	Risk Scenario Number
	Price Move in Multiples of Price Range
	Volatility Move in Multiples of Volatility Range
	Fraction of Loss to be Considered

	1
	0
	+1
	100%

	2
	0
	-1
	100%

	3
	+1/3
	+1
	100%

	4
	+1/3
	-1
	100%

	5
	-1/3
	+1
	100%

	6
	-1/3
	-1
	100%

	7
	+2/3
	+1
	100%

	8
	+2/3
	-1
	100%

	9
	-2/3
	+1
	100%

	10
	-2/3
	-1
	100%

	11
	+1
	+1
	100%

	12
	+1
	-1
	100%

	13
	-1
	+1
	100%

	14
	-1
	-1
	100%

	15
	+2
	0
	35%

	16
	-2
	0
	35%


Stock Options
A portfolio based margining model is adopted which will take an integrated view of the risk involved in the portfolio of each individual client comprising of his positions in all the derivatives contract traded on Derivatives Segment. The parameters for such a model are as follows:
· I) Initial Margin or Worst Case Scenario Loss
          
· 
The initial Margin requirement is based on the worst-case loss of portfolio at client level to cover 99% VaR over one day horizon. The initial margin requirement is net at the client level and is on a gross basis at the Trading/Clearing Member level. The initial margin requirement for the proprietary position of Trading / Clearing Member is also on net basis. The initial margin (or the worst scenario loss) is adjusted against the available liquid net worth of the Member. The Members in turn will collect the initial margin from their clients on an up front basis.
· 
a) Worst Scenario Loss 
· 
The worst-case loss of a portfolio is calculated by valuing the portfolio under several scenarios of changes in the underlying stock price and also the changes in the volatility of the underlying stocks. The scenarios to be used for this purpose are:
	Risk Scenario Number
	Price Move in Multiples of Price Range
	Volatility Move in Multiples of Volatility Range
	Fraction of Loss to be Considered

	1
	0
	+1
	100%

	2
	0
	-1
	100%

	3
	+1/3
	+1
	100%

	4
	+1/3
	-1
	100%

	5
	-1/3
	+1
	100%

	6
	-1/3
	-1
	100%

	7
	+2/3
	+1
	100%

	8
	+2/3
	-1
	100%

	9
	-2/3
	+1
	100%

	10
	-2/3
	-1
	100%

	11
	+1
	+1
	100%

	12
	+1
	-1
	100%

	13
	-1
	+1
	100%

	14
	-1
	-1
	100%

	15
	+2
	0
	35%

	16
	-2
	0
	35%


· 
The price scan range is taken at three and a half standard deviations (3.5σ ) where σ is daily volatility of respective stocks. However, the Derivatives Segment may specify a higher price scan range than the said 3.5σ values for better risk management. The price scan range shall be linked to liquidity, measured in terms of impact cost for an order size of Rs.5 lakh, calculated on the basis of order book snapshots in the previous six months. Accordingly, if the mean value of impact cost exceeds 1%, the price scanning range is scaled up by square root of three. The value of σ is computed in line with the guidelines specified under J.R. Varma Committee report. The volatility scan range is levied at 10%. The Black-Scholes model is used for valuing options.
· 
The computation of risk arrays for Stock option contract is done only at discrete time points each day and the latest available risk arrays is applied to the portfolios on a real time basis. The risk arrays is updated 5 times in a day taking the closing price of the previous day at the start of trading and taking the last available traded prices at 11:00 a.m., 12:30 p.m., 2:00 p.m., and at the end of the trading session taking closing price of the day.
· 
b) Short Option Minimum Margin 
· 
The short option minimum margin equal to 7.5% of the notional value of all short stock options shall be charged if sum of the worst-scenario loss and the calendar spread margin is lower than the short option minimum margin. The notional value of option positions is calculated by applying the last closing price of the underlying stock.
· 
The Short Option Minimum Charge for Stock Options Contract, shall be scaled up by square root of three in respect of stocks which have a mean value of impact cost of more than 1%.
· 
c) Net Option Value (NOV)
· 
The net option value shall be calculated as the current market value of the option times the number of options (positive for long options and negative for short options) in the portfolio. This NOV is added to the liquid net worth of the Clearing Member i.e. the value of short options will be deducted from the liquid net worth and the value of long options will be added thereto. Thus mark-to-market gains and losses on option positions will be adjusted against the available liquid net worth of the Clearing Member. Since the options are premium style, there will be no mark-to-market profit or loss.
· 
d) Cash Settlement of Premium 
· 
The premium is paid in by the buyers in cash and paid out to the sellers in cash on T+1 day.
· 
e) Unpaid Premium 
· 
Until the buyer pays in the premium, the premium due shall be deducted from the available liquid net worth on a real-time basis. However, the premium is deducted only for those portfolios where open position is long for a particular series.
Futures & Options Underlying Asset List:
	Name of underlying 
Stock
	Asset Code in 
Derivatives

	BSE SENSEX 
	BSX

	BSE TECK INDEX
	TEK 

	BSE BANKEX
	BNK 

	BSE OIL & GAS INDEX
	OGX 

	BSE 30 SENSEX MINI
	MSX 


·  
	Scrip Code in Cash Segment
	Underlying Stock
	Underlying Stock Details

	523204
	ABAN OFFSHORE LTD
	ABO

	500002
	ABB LTD
	ABB

	521070
	ALOK INDUSTRIES LTD.
	ALI

	500410
	ASSOCIATED CEMENT COMPANYS LTD.
	ACC

	532215
	AXIS BANK LTD.
	AXSBK

	500032
	BAJAJ HINDUSTHAN LTD
	BHL

	500038
	BALRAMPUR CHINI MILLS LTD
	BLC

	532134
	BANK OF BARODA
	BOB

	532149
	BANK OF INDIA
	BOI

	500103
	BHARAT HEAVY ELECTRICALS LTD.
	BHEL

	500547
	BHARAT PETROLEUM CORPN LTD.
	BPCL

	532454
	BHARTI AIRTEL LTD.
	BTELE

	500055
	BHUSHAN STEEL LTD
	BHU

	532792
	CAIRN INDIA LTD
	CNL

	500040
	CENTURY TEXTILES IND LTD.
	CEN

	500087
	CIPLA LTD.
	CIPLA

	532868
	DLF LTD
	DLF

	532696
	EDUCOMP SOLUTIONS LTD
	ESL

	500134
	ESSAR OIL LTD
	ESO

	526881
	FINANCIAL TECHNOLOGIES INDIA LTD
	FTL

	532155
	GAIL INDIA LTD.
	GAIL

	532754
	GMR INFRASTRUCTURE
	GMR

	500300
	GRASIM INDUSTRIES LTD
	GRASIM

	532702
	GUJARAT STATE PETRONET LTD.
	GSP

	532708
	GVK POWER & INFRASTRUCTURE LTD
	GVK

	532281
	HCL TECHNOLOGIES LTD.
	HCLTECH

	500180
	HDFC BANK LTD
	HDBK

	500182
	HERO HONDA MOTORS LTD
	HEROHON

	500440
	HINDALCO INDUSTRIES LTD
	HNDALCO

	500185
	HINDUSTAN CONSTRUCTION COMPANY LTD
	HCC

	500186
	HINDUSTAN OIL EXPLORATION CO.LTD.
	HOE

	500104
	HINDUSTAN PETROLEUM CORPORATION LTD. 
	HPCL

	500696
	HINDUSTAN UNILEVER LTD.
	HUL

	532873
	HOUSING DEV. INFRA. LTD
	HDIL

	500010
	HOUSING DEVELOPMENT FIN. CORPN. LTD
	HDFCLTD

	532174
	ICICI BANK LTD.
	ICICIBA

	532822
	IDEA CELLULAR LIMITED
	IDEA

	500106
	IFCI LTD
	IFC

	532832
	INDIABULLS REAL ESTATE LTD
	IRE

	500116
	INDUSTRIAL DEV BANK OF INDIA LTD.
	IDBI

	500209
	INFOSYS TECHNOLOGIES LTD.
	INFOSYS

	532659
	INFRASTRUCTURE DEVOLOP.FIN.CO.LTD.
	IDFC

	500305
	ISPAT INDUSTRIES LTD
	ISP

	500875
	ITC LTD.
	ITC

	530773
	IVRCL INFRASTRUCTURES & PROJECTS LTD
	IVL

	532532
	JAIPRAKASH ASSOCIATES LTD
	JAI

	532617
	JET AIRWAYS(INDIA) LIMITED
	JET

	532642
	JINDAL SOUTH WEST HOLDINGS LTD.
	JSH

	532286
	JINDAL STEEL & POWER LTD
	JSP

	500228
	JSW STEEL LTD
	JSW

	500247
	KOTAK MAHINDRA BANK LTD
	KMB

	532778
	LANCO INFRATECH LTD.
	LNC

	500510
	LARSEN & TOUBRO LTD
	LNT

	500253
	LIC HOUSING FINANCE LTD
	LHF

	500520
	MAHINDRA & MAHINDRA LTD
	MAHMAH

	532500
	MARUTI UDYOG LTD.
	MARUTI

	513377
	MMTC LTD.
	MMT

	526299
	MPHASIS LTD
	MPH

	500075
	NAGARJUNA FERTILIZERS & CHEMICALS LTD
	NFC

	533098
	NHPC LIMITED
	NHP

	532555
	NTPC LTD.
	NTPC

	500312
	ONGC CORPN
	ONGC

	532693
	PUNJ LLOYD LIMITED.
	PNJ

	532461
	PUNJAB NATIONAL BANK
	PNBNK

	500359
	RANBAXY LABORATORIES LTD
	RANBAXY

	500111
	RELIANCE CAPITAL LTD.
	RCAP

	532712
	RELIANCE COMM. LTD
	RCOM

	500325
	RELIANCE INDUSTRIES LTD.
	RIL

	500390
	RELIANCE INFRASTRUCTURE LTD
	RNF

	532939
	RELIANCE POWER LTD.
	RPW

	500113
	SAIL
	SAIL

	500295
	SESA GOA LTD
	SES

	532670
	SHREE RENUKA SUGARS LTD
	REU

	500550
	SIEMENS LTD
	SIEMN

	500112
	STATE BANK OF INDIA
	SBI

	500900
	STERLITE INDUSTRIES.
	STER

	532667
	SUZLON ENERGY LIMITED
	SUZ

	500570
	TATA MOTORS LTD.
	TELCO

	500400
	TATA POWER CO. LTD.
	TATAPWR

	500470
	TATA STEEL LIMITED.
	TISCO

	532540
	TCS LIMITED
	TCS

	532755
	TECH MAHINDRA LTD
	TEM

	507878
	UNITECH LTD
	UNI

	532432
	UNITED SPIRITS LTD
	USL

	511389
	VIDEOCON INDUSTRIES LTD.
	VIL

	532144
	WELSPUN-GUJARAT STAHL ROHREN LTD
	WGS

	507685
	WIPRO LTD.
	WIPRO

	532648
	YES BANK LTD
	YBL

	505537
	ZEE ENTERTAINMENT ENTERPRISES LTD
	ZEE


Role of Clearing House:
Clearing-houses are a part of derivative exchanges. Every exchange has an affiliated clearing-house. NSCCL acts as the clearing house for NSE. Followings are the function of the clearing-house:
                                i.            All trades are registered with the clearing-house.
                              ii.            Margins are deposited with clearing-house.
                            iii.            Clearing-house look after all settlement procedures.
                            iv.            Clearing-house takes responsibility in case of default.
                              v.            Clearing-house gives guarantee to their members for settlement.
Clearing-house is required to perform the contract to both the parties.
i.e. to deliver the underlying asset to the buyer and to pay to the saller. Following figure shows that the role of clearing-house. Its role is to easily square off the liabilities of trade made by buyer and saller.
Options:-

An option is a contract whereby one party(the holder or buyer) has the right, but not the obligation, to exercise the contract (the option) on or before a future date(the exercise date or expiry). The other party (the writer or seller) has the obligation to honour the specified feature of the contract. Since the option gives the buyer a right and the seller an obligation, the buyer has received something of value. The amount the buyer pays the seller for the option is called the option premium.

Features of Options:-
1.      the option is exercisable only by the option holder namely the buyer of the option

2.      owners of options have no voting rights and dividend right

3.      the option holder has limited liability

4.      options have high degree of risk to the option writers

5.      it gives flexibility in investors needs

6.      Options reduce the total portfolio transaction costs.

7.      Options enable a better returns with a limited amount of investment.

 Types of Options:-
1.      Call option:-

  Call option gives the buyer the right but not the obligation to buy a given quantity of the underlying asset, at a given price on or before a given future date. 
 

2.      Put option:-
Put option gives the buyer the right, but not the obligation to sell a given quantity of                                             the underlying asset at a given price on or before a given date.
Pay-off for Options…
Buyer of call options : long call

Writer of call options : short call

Buyer of put options : long put

Writer of put options : short put

Buyer of call options : long call
Call option gives the buyer the right but not the obligation to buy a given quantity of the underlying asset, at a given price on or before a given future date. 
Writer of call options : short call
Put option gives the buyer the right, but not the obligation to sell a given quantity of the underlying asset at a given price on or before a given date.
Buyer of put options : long put

Writer of call options : short put

Options Terminology:
i. Option

ii. Call Option

iii. Put Option

iv. Strike Price

v. Option Premium

vi. Contract Size

vii. Open Interest

viii. Expiration Date

ix. American Style Option

x. European Style Option

xi. Option Buyer/Holder

xii. Option Seller/Writer

xiii. Option Class

xiv. Option Series

xv. Intrinsic Value of an Option

xvi. Time Value of an Option

Settlement of Option Contracts:
Options can be settled by three different ways:

1. Exercise options: When options are excercised, the buyer take delivery of call or sell the underlying asset at the strike price.

2. Offset it with another option: Options can also be settled by taking a reverse position. If a person bought a call, he has to sell the call with the same strike price and expiration or if bought a put, sell a put with same strike price and expiration.

3. Expire it worthlessly: If options are not excercised until maturity it expire and premium paid is net loss.

Advantages of Options Trading:
1)      Speculations

2)      Leverage

3)      Earnings

4)      Risk Management

5)      Time to Take Decision

Factors Affecting the Pricing of Options
The Factors which may affects prices of options are following:

1)      Future Price

2)      Strike Price

3)      Interest Rate

4)      Time

5)      Volatility

6)      Open Interest Position

7)      Volume of Derivative Market

8)      Liquidity in the Market

Warrants: Options generally have lives of unto one year, the majority of options traded on options exchanges having a maximum maturity of nine months. Longer-dated options are called warrants and are generally traded over the years.
Baskets: Basket options are on portfolios of underlying assets. The underlying asset is usually a moving average or a basket of assets. Equity index options are a form of basket options. 
                           

Summary and Conclusions
In terms of the growth of derivatives markets, and the variety of derivatives users, the Indian market has equalled or exceeded many other regional markets. While the growth is being spearheaded mainly by retail investors, private sector institutions and large corporations, smaller companies and state-owned institutions are gradually getting into the act. Foreign brokers such as JP Morgan Chase are boosting their presence in India in reaction to the growth in derivatives. The variety of derivatives instruments available for trading is also expanding. 

There remain major areas of concern for Indian derivatives users. Large gaps exist in the range of derivatives products that are traded actively. In equity derivatives, NSE figures show that almost 90% of activity is due to stock futures or index futures, whereas trading in options is limited to a few stocks, partly because they are settled in cash and not the underlying stocks. Exchange-traded derivatives based on interest rates and currencies are virtually absent. 

Liquidity and transparency are important properties of any developed market. Liquid markets require market makers who are willing to buy and sell, and be patient while doing so. In India, market making is primarily the province of Indian private and foreign banks, with public sector banks lagging in this area. A lack of market liquidity may be responsible for inadequate trading in some markets. Transparency is achieved partly through financial disclosure. Financial statements currently provide misleading information on institutions’ use of derivatives. Further, there is no consistent method of accounting for gains and losses from derivatives trading. Thus, a proper framework to account for derivatives needs to be developed. 

Further regulatory reform will help the markets grow faster. For example, Indian commodity derivatives have great growth potential but government policies have resulted in the underlying spot/physical market being fragmented (e.g. due to lack of free movement of commodities and differential taxation within India). Similarly, credit derivatives, the fastest growing segment of the market globally, are absent in India and require regulatory action if they are to develop.

As Indian derivatives markets grow more sophisticated, greater investor awareness will become essential. NSE has programmes to inform and educate brokers, dealers, traders, and market personnel. In addition, institutions will need to devote more resources to develop the business processes and technology necessary for derivatives trading. 

