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Presenting future contracts on S&P 500°

and DJIA indices

S&P 500 and DJIA indices are two of the world’s most followed indices and
are considered as the barometers of U.S. market. These indices have
displayed historic resilience in holistically capturing the movements of the
U.S. market. NSE which has been a pioneer in the introduction of innovative
and investor friendly products is introducing rupee denominated future
contracts on S&P 500 and DJIA indices. This is the first time in the world that
futures contracts on S&P 500 index are being introduced and listed on an

exchange outside of their home country, USA.

S&P 500°

S&P 500 is a free-float capitalization-weighted index of 500 leading
companies of the U.S. economy and is widely regarded as the best single
gauge of the U.S. equities market. Although the S&P 500 focuses on the
large cap segment of the market, with approximately 75% coverage of
U.S. equities, it is still widely considered as an ideal proxy for the total
market. S&P 500 is maintained by Standard & Poor’s and was introduced

in 1957.

DJIA

Dow Jones Industrial Average (DJIA) is a price weighted index first
published in the 1896. DJIA Index includes 30 large and liquid blue chips
stocks traded on U.S. exchanges. The Dow® represents roughly 28% of the
float-adjusted market capitalization of the U.S. stock market. Being
composed mainly of blue-chip stocks having a leadership position in the
U.S. market the Dow® doesn't literally “represents” the entire U.S. market
rather, it is a blue-chip index representing the leading companies in the
industries driving the US. stock market. As a result, its performance is
highly correlated with broad-based U.S. indices like S&P 500.



GLEBAL
NSE INDICES

Indian Investors are currently permitted to invest in foreign assets subject
to the limits stipulated by the Reserve Bank of India. The transaction costs
in respect of direct investment transactions could be higher and are
subjected to foreign currency risks apart from the equity market risks.
Futures on S&P 500 and DJIA currently being introduced by NSE shall
enable investors desirous of taking exposures to U.S. market to do so,
without taking any foreign currency risk as they are rupee denominated
contracts. Besides, these contracts enable those invested in the US.
markets to hedge their equity exposure. They also provide a mechanism to
those investors who want to hedge their Indian portfolios from foreign
event risk. They can also be used as a hedging tool by investors having a
high exposure to stocks in sectors whose financial performance depends
significantly on the prospect of the U.S. economy. Further, these contracts
traded together provide new opportunities of using trading strategies like
Gap trading and Simultaneous trading by taking advantage of good

positive correlation between the indices.

About this Booklet

This booklet provides the contract specification and an overview of the
opportunities and strategies for trading the spread between DJIA and
S&P500 index futures.
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Contract Specifications

S&P 500 Index futures DJIA Index futures

Ticker Symbol

Contract Size

S&P500 DJIA

250 units 25 units

Notional value

Tick Size

Contract size multiplied by the
index level (For example : if the
current index value is 1000 then
the notional value would be
1000 x 250 = Rs. 2,50,000)

Contract size multiplied by the
index level (For example: if the
current index value is 10000 then
the notional value would be
10000 x 25= Rs. 2,50,000)

0.25 2.50

Trading Hours

As in equity derivative segment

Expiry Date

Contract months

Daily Settlement Price

3rd Friday of the respective contract month. In case third Friday is a holiday
in USA or in India the contract shall expire on the preceding business day

Three serial monthly contracts and following three quarterly expiry
contracts in the Mar-Jun-Sep-Dec cycle

Last half hour's weighted average price

Final Settlement Price

All open positions at close of last day of trading shall be settled to the
Special Opening Quotation (500) of the S&P 500 and DJIA Index on the date
of expiry. (http://www.cmegroup.com/trading/equity-index/files/SOQ.pdf )

Final Settlement
Procedure

Final settlement will be Cash settled in INR based on final
settlement price

Final Settlement day

All open positions on expiry date shall be settled on the next working day
of the expiry day (T+1)

Position Limits

The Trading Member/Mutual Funds position limits as well as the
disclosure requirement for clients is same as applicable in case of
domestic stock index derivatives
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Simultaneous Trading Strategy

Simultaneous trading is the process of taking up long and short positions
in two instruments at same time. The effect of same event can have
different degrees of impact on two highly correlated instruments, which
may cause temporary divergence in their relationship, this subsequently
return back to higher degree of correlation and gives rise to‘Spread trading’
opportunity. Whenever there is a divergence, the trader may initiate a
simultaneous trade by buying one index future and selling the other index

future in a specific ratio that may be referred to as ‘Spread ratio!

Correlation between S&P 500 and DJIA

S&P 500 and DJIA indices are two of the most followed indices and are
considered as the barometers of U.S. markets, S&P 500 and DJIA are highly

correlated indices as can be seen from the graph below
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However there could be a temporary divergence in their value mainly due
to following three main factors:

1. Different Sector Weights

2. Differences in the composition

3. Different methodologies of determination
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Different Sector Weights

S&P and DJIA use different industry classification standards; S&P uses
Global Industry Classification Standard (GICS®) whereas DJIA uses Industry
Classification Benchmark which results in different sector weights in two
indices. In case, a sector out-performs or underperforms the economy, the

degree of impact on both indices may be different.

Differences in composition

The S&P 500 index contains 500 stocks, while the DJIA has only 30 stocks.
All 30 of the stocks in the DJIA are currently present in the S&P 500. Any
price fluctuation, corporate action, addition/deletion among rest of the
stocks of S&P 500 index which are not represented in DJIA may have an

immediate effect on the price of S&P 500 only .

Different methodologies of determination

The S&P 500 is a capitalization-weighted, float-adjusted index while the
DJIA is a price-weighted index; any variation in the price of a stock which is
common to both the indices has a greater impact on DJIA than on S&P 500.
Also, the inclusion/exclusion of a constituent may change the sector

weights and cause different impact.

Spread Ratio

For the purpose of simultaneous trading, the ratio of notional values of
positions in S&P 500 and DJIA respectively can be used as a measure of

spread, otherwise called the ‘spread ratio’

The trader may decide based on his own study of the correlation between
the two indices, the ‘expected ratio’ For example, the trader may decide
that the optimal ratio is say 1.07. If the ‘actual ratio at any point of time is
greater or lower than this, there shall be an opportunity for spread trading.

The ‘actual ratio’ may be computed as under:

Presume that the value of S&P 500 futures is 1114.61 while that of the DJIA
is 10409.46 on June 16, 2010.
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For lot size of 250 the notional value of 1 S&P 500 futures contract is
(1114.61*250) or 278652.50. For lot size of 25 the notional value of 1 DJIA
futures contract is (10409.46*25) or 260236.50. If a trader decides to buy a
contract of S&P 500 futures and sell one contract of DJIA futures then the
spread ratio shall work out to 278652.50 / 260236.50 or 1.07

Buying the spread

Buying the spread means buying the S&P 500 and selling the DJIA index.
Consider a hypothetical situation wherein the trader believes that the
current spread ratio is low, and that in coming days it would rise to bring
spread ratio levels back to long term average levels, i.e.‘expected ratio’ The
spread ratio can rise in any of the given ways; S&P 500 may increase while
DJIA decreases, both S&P 500 and DJIA may increase wherein the former
increases more than the latter or both S&P 500 and DJIA may decrease
wherein S&P 500 decreases lesser than DJIA. By taking a spread position
between the two contracts, the trader may benefit, irrespective of the any

of the paths, as long as the relationship returns to the ‘expected ratio’

lllustrative example

On Aug 13, 2009 a trader calculates that the spread ratio of S&P 500 to DJIA
has gone down to 1.05. Consider a hypothetical situation wherein the
trader feels that the ratio is less than the expected ratio of 1.07 and thus
S&P 500 will rise more than DJIA in near future to bring the spread ratio
back to the levels of the long term average level. To take advantage of this

opportunity the trader buys a“1 x 1" spread of S&P 500 and DJIA futures

contract
Aug 13,2009  Sep 29,2009
S&P 500 futures 1012.73 1060.61
DJIA futures 9398.19 9742.20
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On Sep 29, 2009 his view comes true and S&P 500 and DJIA spread increase
to 1.07. If the trader books profits by closing his positions i.e. by selling one

S&P future contract and buying one DJIA future contract he makes a profit

of Rs. 3370 as illustrated below :

Long S&P 500 Position Short DJIA Position

(Lot Size 250) (Lot Size 25)
Aug 13, 2009 (in Rs.) 253182.50 234954.80
Sep 29, 2009 (in Rs.) 265152.50 243555.00
P/L (in Rs.) 11970.00 -8600.25
Net P&L (in Rs.) 3369.75

Selling the spread

Selling the spread means selling the S&P 500 and buying the DJIA index.
Consider the hypothetical situation wherein the trader believes that the
current spread gap between S&P 500 and DIJIA future price is high in
comparison to historical gap level and expects this spread gap to reduce to
historical level. To take advantage of this view he may sell S&P 500-DJIA
spread. As explained in the previous illustration the spread gap can reduce
in any of the following ways: S&P 500 may decrease while DJIA increases,
both S&P 500 and DJIA may increase wherein increase of DJIA is more than
that of S&P 500 or both S&P 500 and DJIA may decrease wherein S&P 500

decreases more than DJIA.

lllustrative example

On Apr 14, 2010 a trader calculates that the spread ratio of S&P 500 to DJIA
has widened to 1.09. Consider a hypothetical situation wherein the trader
feels that the ratio is more than the average of 1.07 and may drop to the
long term average level in future. To express his view the trader may sell a
“1 x 1" spread of S&P 500 and DJIA futures contract

Apr 14, 2010 May 07, 2010

S&P 500 futures 1210.65 ‘ 1110.86

DJIA futures 1112311 ‘ 10380.43
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On May 07, 2010 his view comes true and S&P 500 and DJIA spread reduce
to 1.07. If the trader books profit by closing his positions i.e. by buying one

lot of S&P futures and selling one lot of DJIA futures, he makes a profit of

Rs. 6381 as seen from the table below :

Short S&P 500 Position Long DJIA Position

(Lot Size 250) (Lot Size 25)
Apr 14,2010 (in Rs.) 302662.50 278077.80
May 07,2010 (in Rs.) 277715.00 259510.80
P/L (in Rs.) 24947.50 -18567.00
Net P&L (in Rs.) 6380.50

Trading S&P 500 and DJIA futures at NSE

Members shall not need any change to their existing hardware, software or

network and Investors may use their existing relationship with their trading

members to trade these products. The derivative contracts on these two

indices provide multiple advantages as outlined below:

- Simplicity: The contracts shall be traded during Indian time and under
the domestic regulatory set up

- No currency risk: The contracts are rupee denominated. Hence there
shall be no currency risk associated in trading them

+ Ease of Access: The instruments would be introduced in the existing
equity derivatives segment. The existing trading, clearing and risk
management infrastructure could be used without any additional cost

- Opportunities: Futures contracts on these indices will enable Indian
investors to participate in international financial markets and bringing
diversification in their investment portfolios

+ Security: Settlement Guarantee currently available in F&O segment
shall be automatically extended to these products as well
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National Stock Exchange of India Ltd. (NSE), India’s largest exchange in
Equity and Equity Derivatives segments was established in the mid 1990s
as a demutualised electronic exchange by leading Indian Financial
Institutions. NSE offers trading, clearing and settlement services in a range
of products covering various asset classes namely; equity, debt, derivatives
on equity, currencies and interest rates. NSE ranks third globally by number
of trades in the equities market, second in exchange traded index options

and third in Index futures and in single stock futures. (Source: WFE).

In case of queries, please contact :
NATIONAL STOCK EXCHANGE OF INDIA LIMITED
Exchange Plaza, Bandra Kurla Complex, Bandra (E), Mumbai 400051, India
Tel: + 91 22 26598165 / 26598168 « Fax: + 91 22 26598242
email: gifag@nse.co.in « Web Site: www.nseindia.com

Resources:
www.indices.standardandpoors.com
www.sp-indexdata.com
www.djaverages.com

Disclaimer

National Stock Exchange of India Limited (NSE) is providing this publication for

informational purposes only. No statement in this publication is to be construed as

furnishing investment advice or being a recommendation, solicitation or offer to buy or
sell any futures or any other security. Investors are advised to seek adequate product and
market knowledge as well as proper investment advice before trading. While care has
been taken to ensure accuracy, the information furnished to reader with no warranty as
to accuracy or completeness of its contents and on condition that any changes,
omissions or errors shall not be made the basis for any claim, demand or cause of action

Dow Jones:

"Dow Jones"and the "“Dow Jones Industrial Average™" are service marks of Dow Jones &

Company, Inc. Dow Jones has no relationship to National Stock Exchange of India, Ltd,,

other than the licensing of the Dow Jones Industrial Average and its service marks for

use in connection with the [products]. Dow Jones does not:

Sponsor endorse, sell or promote the [products].

Recommend that any person invest in the [products] or any other securities.

Have any responsibility or liability for or make any decisions about the timing,
amount or pricing of [products].

Have any responsibility or liability for the administration, management or marketing
of the [products].

+  Consider the needs of the [products] or the owners of the [products] in determining,
composing or calculating the Dow Jones Industrial Average or have any obligation
todoso.

Dow Jones will not have any liability in connection with the [Products]. Specifically, Dow

Jones does not make any warranty, express or implied, and Dow Jones disclaims any

warranty about:

the results to be obtained by the [products], the owner of the [Products] or any
other person in connection with the use of the [relevant Index] and the data
included in the [relevant index];
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+  the accuracy or completeness of the [relevant Index] and its data; and/or
the merchantability and the fitness for a particular purpose or use of the [relevant
index] and its data;
+  Dow Jones will have no liability for any errors, omissions or interruptions in the
[relevant index] or its data; and
+  Under no circumstances will Dow Jones be liable for any lost profits or indirect,
punitive, special or consequential damages or losses, even if Dow Jones knows that
they might occur,
The sublicense agreement among National Stock Exchange of India Ltd, The Board of
Trade of the City of Chicago, Inc, and Dow Jones is solely for their benefit and not for the
benefit of the owners of the [Products] or any other third parties.
Standard & Poor’s:

Standard & Poor's Financial Services LLC ("S&P") and Chicago Mercantile Exchange Inc.
("CME" and together with S&P the “Index Licensors”) license the Exchange to use various
S&P stock indices (the “S&P Stock Indices”) in connection with the trading of futures
contracts and options on futures contracts based upon such indices. Neither of the
Index Licensors shall have any liability for any damages, claims, losses or expenses
caused by any errors or delays in calculating or disseminating the S&FP Stock Indices.
This document does not constitute an offer of services in jurisdictions where Standard &
Poor's Financial Services LLC ("S&P") or its affiliates do not have the necessary licenses. All
information provided by S&P is impersonal and not tailored to the needs of any person,
entity or group of persons. S&P receives compensation in connection with licensing its
indices to third parties. Any returns or performance provided within are for illustrative
purposes only and do not demonstrate actual performance. Past performance is not a
guarantee of future investment results.

S&P and its affiliates do not sponsor, endorse, sell, promote or manage any investment
fund or other vehicle that is offered by third parties and that seeks to provide an
investment return based on the returns of any S&P index. There is no assurance that
investment products based on the index will accurately track index performance or
provide positive investment returns. S&P is not an investment advisor, and S&P and its
affiliates make no representation regarding the advisability of investing in any such
investment fund or other vehicle. A decision to invest in any such investment fund or
other vehicle should not be made in reliance on any of the statements set forth in this
document. Prospective investors are advised to make an investment in any such fund or
other vehicle only after carefully considering the risks associated with investing in such
funds, as detailed in an offering memorandum or similar document that is prepared by
or on behalf of the issuer of the investment fund or other vehicle. Inclusion of a security
within an index is not a recommendation by S&P to buy, sell, or hold such security, noris
it considered to be investment advice.

S&P does not guarantee the accuracy and/or completeness of any S&P index, any data
included therein, or any data from which it is based, and Standard & Poor’s shall have no
liability for any errors, omissions, or interruptions therein. S&P makes no warranties,
express or implied, as to results to be obtained from use of information provided by S&P,
and S&P expressly disclaims all warranties of suitability with respect thereto. While S&P
has obtained information believed to be reliable, S&P shall not be liable for any claims or
losses of any nature in connection with information contained in this document,
including but not limited to, lost profits or punitive or consequential damages, even if it
is advised of the possibility of same.

The Global Industry Classification Standard (GICS®) was developed by and is the
exclusive property and a trademark of Standard & Poor's and MSCI Barra. Nejther MSC

Barra, Standard & Poor's nor any other party involved in making or compiling any GICS
classifications makes any express or implied warranties or representations with respect
to such standard or classification (or the results to be obtained by the use thereof), and
all such parties hereby expressly disclaim all warranties of originality, accuracy,
completeness, merchantability or fitness for a particular purpose with respect to any of
such standard or classification. Without limiting any of the foregeing, in no event shall
MSCI Barra, Standard & Poor’s, any of their affiliates or any third party involved in making
or compiling any GICS classifications have any liability for any direct, indirect, special,
punitive, consequential or any other damages (including lost profits) even if notified of
the possibility of such damages.

Copyright @ 2011 by Standard & Poor's Financial Services LLC, a subsidiary of The
McGraw-Hill Companies. All rights reserved. Redistribution, reproduction and/or
photocopying in whole or in part is prohibited without written permission.

S&P S&P 500 and STANDARD & POOR'S are registered trademarks of Standard & Poor’s
Financial Services LLC,
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