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	In a Screen Based Trading System a member (broker) can punch into the computer quantities of securities and prices at which he wants to trade and the system electronically matches the orders

In the T+2 rolling settlement which is presently followed in the Indian markets, the settlement of the trade takes place with two working days from the trade.
The Average Rate of Return is 13%.
All orders which are of regular lot size or multiples thereof are traded in the Normal Market of the NSE. Normal Market consists of various book types wherein orders are segregated as Regular lot orders, Special Term Orders, Negotiated Trade Orders and Stop Loss orders depending on their order attributes.
The NSCCL is a wholly owned subsidiary of NSE, incorporated in 1995, engaged in the activity of clearing and settlement of trades executed in the Equity and Derivatives segment of the NSE.
A broker can be admitted to NSE under the following segments (in various combinations) :

1) Wholesale Debt Market segment (WDM segment)

2) Capital Market segment (CM segment)

     3)      Futures and Options segment (F&O segment)
A Spot Delivery contract is a contract which provides for actual delivery of securities and the payment of a price either on the same day as the date of the contract or the next day.
An underwriter is a person who engages in the business of underwriting of an issue of securities of a body corporate, where underwriting means an agreement with or without conditions to subscribe to the securities of a body corporate when the existing shareholders of such a body corporate or the public do not subscribe to the securities offered to them.

When an amount is compounded by the rate of interest, to determine its future value today it is known as compounding technique. This is applied to determine the future value of a present sum of money.  

A market index is very important for its use :

1. as a barometer for market behaviour

2. as a benchmark for portfolio performance

3. as an underlying in derivatives trading, such index futures trading

     4.  in passive fund management, like index funds
The Futures contracts have two types of settlements :

1. The mark to market (MTM) settlement, which happens on a continuous basis at the end of each day;

     2.        The final settlement, which takes place on   the last trading day (expiry date) of the futures contract.
The gross open position for each client, across all the derivative contracts on an underlying, should not exceed 1% of the free float market capitalisation (in terms of number of shares) or 5% of the open interest in all derivative contracts in the same underlying stock (in terms of number of shares) whichever is higher.
The term RL stands for regular lot. An order that has no special condition associated with it is a Regular Lot Order. When a dealer places this order, the system looks for a corresponding regular lot order existing in the market. If it does not find a match at the time it enters the system, the order is stacked in the Regular Lot book as a passive order.
Clearing Members are responsible for settling trades. Settling the trade involves taking the responsibility of making available the resources required on time, i.e. making available the funds and securities on the settlement day. Settlement day would mean T+2 days. Funds are made available through the clearing banks where the clearing member has his account and securities are made available through the depository participant.

A warrant, like an option, gives the holder the right but not the obligation to buy an underlying security at a certain price, quantity and future time. However, unlike an option, an instrument of the stock exchange, a warrant is issued by a company. The security represented in the warrant (usually share equity) is delivered by the issuing company instead of an investor holding the shares.
Contract Cycle is the period over which a contract trades. The futures contracts on the NSE have one-month, two-months and three month expiry cycles, which expire on the last Thursday of the month. Thus a January expiration contract expires on the last Thursday of January and February expiration contract ceases trading on the last Thursday of February. On the Friday following the last Thursday, a new contract having a three – month expiry is introduced for trading.
In a market capitalisation index, the equity price is weighted by the market capitalisation of the company (share price * number of outstanding shares). Hence, each constituent stock in the index affects the index value in proportion to the market value of all the outstanding shares. The formula used for calculating the market capitalisation index is :

Index = (Current Market capitalisation / Base market capitalisation) X Base Value.
Using the cost of carry formula we can calculate the futures price. The cost of carry model is given below :

[image: image1.jpg]



Where :

r = Cost of financing (using continuously compounded interest rate)

T = Time till expiration in years

e = 2.71828

Example: Security XYZ Ltd trades in the spot market at Rs. 1150. Money can be invested at 11% p.a. The fair value of a one-month futures contract on XYZ Ltd. is calculated as follows:
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In the F&O trading software, a trading member has the facility of defining a hierarchy amongst users of the system. This hierarchy comprises corporate manager, branch manager and dealer :

1.
Corporate Manager :
The term ‘Corporate manager’ is assigned to a user placed at the highest level in a trading firm. Such a user can perform all the functions such as order and trade related activities, receiving reports for all branches of the trading member firm and also all dealers of the firm. The Corporate Manager can also define exposure limits for the branches of the firm.

2.
Branch Manager :
The branch manager is a term assigned to a user who is placed under the corporate manager. Such a user can perform and view order and trade related activities for all dealers under that branch.

3.
Dealer :
Dealers are users at the lower most level of the hierarchy. A Dealer can perform view order and trade related activities only for oneself and does not have access to information on other dealers under either the same branch or other branches.
The different Time conditions are :-



DAY : A Day order, as the name suggests, is an order which is val1d for the day on which it is entered. If the order is not matched during the day, the order gets cancelled automatically at the end of the trading day.



IOC : An immediate or cancel order allows a trading member to buy or sell a security as soon as the order is released into the market, failing which the order will be removed from the market. Partial match is possible for the market and the unmatched portion of the order is cancelled immediately.
OTC Derivatives have the following features as compared to exchange traded derivatives :

1. The management of counter-party (credit) risk is decentralised and located within individual institutions. 

2. There are no formal centralised limits on individual positions, leverage or margining.

3. There are no formal rules for risk management.

4. There are no formal rules or mechanisms for ensuring market stability and integrity and for safeguarding the collective interests of market participants and 

     5.       OTC contracts are generally not    regulated by a regulatory authority and the exchange’s self regulatory organisation.
The different Quantity and Price Conditions which can be attributed to an order are :-

Quantity Conditions : 

1) Disclosed Quantity (DQ) : An order with a DQ condition allows the Trading Member to disclose only a part of the order quantity to the market. For example, an order of 1000 with a disclosed quantity of 200 will mean that 200 is displayed to the market at a time. After this is traded, another 200 is automatically released, so on until the full order is executed.

Price Conditions :

1) Limit Order : An order that allows the price to be specified while entering the order into the system.

2)   Market Order : An order to buy or sell securities at the best price obtainable at the time of entering the order.
1. Spot price: The price at which an asset trades in the spot market.

2. Futures price: The price at which the futures contract trades in the futures market.

3. Contract cycle: The period over which a contract trades. The index futures contracts on the NSE have one-month, two-months and three-months expiry cycles which expire on the last Thursday of the month. Thus a January expiration contract expires on the last Thursday of January and a February expiration contract ceases trading on the last Thursday of February. On the Friday following the last Thursday, a new contract having a three-month expiry is introduced for trading.

4. Expiry date: It is the date specified in the futures contract. This is the last day on which the contract will be traded, at the end of which it will cease to exist.

5. Contract size: The amount of asset that has to be delivered under one contract. Also called as lot size. 

6. Basis: In the context of financial futures, basis can be defined as the futures price minus the spot price. There will be a different basis for each delivery month for each contract. In a normal market, basis will be positive. This reflects that futures prices normally exceed spot prices.

7. Cost of carry: The relationship between futures prices and spot prices can be summarized in terms of what is known as the cost of carry. This measures the storage cost plus the interest that is paid to finance the asset less the income earned on the asset.

8. Initial margin: The amount that must be deposited in the margin account at the time a futures contract is first entered into is known as initial margin.

9. Marking-to-market: In the futures market, at the end of each trading day, the margin account is adjusted to reflect the investor's gain or loss depending upon the futures closing price. This is called marking-to-market.

10. Maintenance margin: This is somewhat lower than the initial margin. This is set to ensure that the balance in the margin account never becomes negative. If the balance in the margin account falls below the maintenance margin, the investor receives a margin call and is expected to top up the margin account to the initial margin level before trading commences on the next day.
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