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DEFINITION

" |In finance, a foreign exchange option (commonly shortened
to just FX option or currency option).

v'is a derivative financial instrument where the owner has
the right but not the obligation to exchange money
denominated in one currency into another currency at a
pre-agreed exchange rate on a specified date.

v'The FX options market is the deepest, largest and most
liquid market for options of any kind in the world.

v'In India, most of the FX option volume is traded OTC and is
lightly regulated, but now SEBI has given approval to start
Exchange traded options in dollar-rupee.
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TERMINOLOGY

= Call Option - The option gives the holder the right but
not the obligation to buy a set amount of the currency
during a specified time period at a specified price .

= Put Option — The option gives the holder the right but
not an obligation to sell a set amount of currency
during a specified time period at a specified price.

= Strike price - The strike price (or exercise price) of an
options contract is the price that the underlying
currency will be bought or sold at if the option is
exercised.
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" HOW DOES CURRENCY OPTIONS WORKS

PRODUCT NOTE

Underlying Currency US. DOLLAR

Trading Unit (Contract size) USS1000

Option premiums Expressed in rupee terms

Instrument Type OPTCUR

Strike prices Total twelve in-the-money, twelve out-of-the-

money and one at-the-money strikes - All
available at an price interval of 0.25 paise

Margin Requirement As per Exchange norms

@ Edelweiss

Ideas create, values protect



Trading and Settlement

Expiry / last trading day

Settlement Price

Settlement Mechanism

Settlement of Premium

Available Contracts
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European styled options, but can be discretionary
squared-up early by taking offsetting position in
the market.

Two working days prior to the last working day of
the expiry month.

RBI’s reference rate

Cash settled in Indian rupees.

Premium would be paid in by the buyer in cash
and paid out to the seller in cash
on T+1 day

Three serial monthly contracts followed by one
quarterly contract of the cycle
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WHY CHOOSE OPTIONS ?

= Ample liquidity.

» Best tool available to hedge foreign exchange
exposures or to benefit from short-term price
movements in dollar-rupee.

= Favorite of market players, as they have limited
downside.

* They have greater leveraging power.

= Can work for all market conditions, like volatile,
stagnant, bullish &bearish.

= Efficient pricing transparency and nil counterparty risk.

@ Edelvvelpss



Strategy

TRADING STRATEGY

Higher

(increaseinthevalue
of the underlying
currency)

Buy calls

Sell puts

Lower

(dropinthe value of
the underlying
currency)

Sell calls

Buy puts
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TRADING STRATEGIES

Positional Trading
Buy Call options to profit from a rise in the U.S. dollar

For Example, on October 3, 2005 an investor/trader
(importer) anticipates that the U.S. dollar will strengthen
against the rupee. The USDINR is 49 Rs. per U.S. dollar.
The investors purchases 10 lots of USDINR NOV at 49 call
options for a premium of 0.5 paise per dollar. At
expiration, RBI’s reference rate is 51 Rs. per dollar.

PROFIT : Unlimited = (51-49.5)*10005*10 = Rs. 15,000
LOSS : Premium paid = 0.5%10005*10 = Rs. 5,000
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Sell Call options to profit from a fall in the U.S. dollar
Selling call options is a riskier strategy than buying put
options, some investors prefer it in a bear market as they
can act on their view without any cash outlay. Instead,
sellers collect premiums. For Example, suppose investor
think dollar will drop and he sells 10 lots of USDINR DEC
at 49 call option for a premium of 0.75 paise per dollar.

PROFIT ZONE: Max Rs. 7500, if RBI reference rate settles
below 49.75
LOSS ZONE : Unlimited, if it settles above 49.75

& Edelweiss

as Cre , values protect



For Private Circulation only_

——

IMPORTERS For Example, assume a Corporate buys
a USD call option for covering its

import transactions from a bank on 1st

June 2010, at a strike rate of 45.50. The
BUY CALL . . .
expiry date is 3 months i.e. 31st August
SELL PUT 2010. The premium is 20 paise on the
Exercise |Premium call. When spot > strike price, there are
Ratfscsa:)'@ i gains, when spot < strike price there
43.00 020 020 3re losses, which are maximum to the
43.50 0.00 0.20 -0.20 . .
wmoo . oo os0 ok €xtent of premium paid (See table).
as0 | 000 020 020 However, a comparison can be

w00 os0 o2 03 made for evaluating the decision
1650 He 02 %% whether to cover imports by forward

contracts or purchased call options.
G Edelweiss
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OPTION v/s FORWARD COMPARISON

Fwd@ Call @
43.85+0.15=44.00/44 +0.20 =44.20

42.70
43.00

43.10
43.20
43.30
43.40
43.50
43.60
43.90
44.00
44.20

44.50

44.70

-1.30
-1.00

-0.90
-0.80
-0.70
-0.60
-0.50
-0.40

-0.20

0
0.20

0.50

0.70

-0.20
-0.20

-0.20
-0.20
-0.20
-0.20
-0.20
-0.20
-0.20

-0.20

0

0.30

0.50

For Example, If suppose Forward contract
guote for the same expiry date is at 43.85 with
a premium of 15 paise. Then the Forward
contract cost would be 44.00. Assume Call
strike price to be 44 available at a premium of
20 paise. Then when USD depreciates,
purchased call options are profitable than
forward contracts, because options provides
downside  protection against risk  of
opportunity loss, however when USD
appreciates, purchased call options are less
profitable than forward contracts. Since the
objective of hedging is to minimize and cover
loss, it is advisable to cover imports through

purchased call options. & Edelweiss
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EXPORTERS

BEARISH MARKET
CONDITION

SELL CALL

Exercise |Premium| P/L
Rate PUT @| Paid
45.50

44.00

44.50

45.00

45.50

46.00

BUY PUT

1.50

1.00

0.50

0.00

0.00

0.30

0.30

0.30

0.30

0.70

0.20

-0.30

-0.30
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For Example, A MNC buys a USD Put
option for covering its export
transactions from bank on 1st June
2006, at a strike rate of 45.50. The
expiry date is 3 months i.e. 31st
August 2006. The premium is 30 paise
on the Put. The given pay off table
demonstrates that on decrease in spot
above the strike price, there are gains,
when it increases above the strike
price; there are losses, which are
maximum to the extent of premium
paid.
@Edelwems
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BENEFITS OF TRADING WITH EDELWEISS

» Trading facilities available — both online and offline

= High quality research report available daily & weekly
reports via Email + SMS service for Intraday
recommendations.

= Attractive brokerage rates.

= Service support from well trained and qualified
professionals.

» Periodic customer awareness programs, through
online chat sessions and consultation camps at branch
locations.

@ Edelvve
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ASHISH BUCH

(AVP - Currency Derivatives)
Email :
ashish.buch@edelweissfa.com
Phone : +91 9227260005

CONTACT US
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EDELWEISS FINANCIAL ADVISORS LTD.
(Member of NSE Currency Derivatives)

Anagram House

H.L Commerce College — Stadium Road

Navrangpura,
Ahmedabad - 380 009

KASHYAP DARIJI

(Manager - Currency Derivatives)
Email :
kashyap.darji@ edelweissfa.com
Phone : +91 9227260070

BRIUENDRA CHOBAY
(Team Leader — Currency Derivatives)
Email :
brijendra.chobay@edelweissfa.com
Phone : +91 9227580404
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DISCLAIMER

This document has been prepared by Edelweiss Financial Advisors Ltd . Edelweiss, its holding company and associate companies are a full service, brokerage
group. This document does not constitute an offer or solicitation for the purchase or sale of any financial instrument or as an official confirmation of any
transaction. The information contained herein is from publicly available data or other sources believed to be reliable, but we do not represent that it is
accurate or complete and it should not be relied on as such. Edelweiss or any of its affiliates/ group companies shall not be in any way responsible for any loss
or damage that may arise to any person from any inadvertent error in the information contained in this report. This document is provided for assistance only
and is not intended to be and must not alone be taken as the basis for an investment decision. The user assumes the entire risk of any use made of this
information. Each recipient of this document should make such investigation as it deems necessary to arrive at an independent evaluation of an investment in
the securities of companies referred to in this document (including the merits and risks involved), and should consult his own advisors to determine the merits
and risks of such investment. The investment discussed or views expressed may not be suitable for all investors. We and our affiliates, group companies,
officers, directors, and employees may: (a) from time to time, have long or short positions in, and buy or sell the securities thereof, of company (ies) mentioned
herein or (b) be engaged in any other transaction involving such securities and earn brokerage or other compensation or act as advisor or lender/borrower to
such company (ies) or have other potential conflict of interest with respect to any recommendation and related information and opinions. This information is
strictly confidential and is being furnished to you solely for your information. This information should not be reproduced or redistributed or passed on directly
or indirectly in any form to any other person or published, copied, in whole or in part, for any purpose. This report is not directed or intended for distribution
to, or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction, where such distribution,
publication, availability or use would be contrary to law, regulation or which would subject Edelwiess and affiliates/ group companies to any registration or
licensing requirements within such jurisdiction. The distribution of this document in certain jurisdictions may be restricted by law, and persons in whose
possession this document comes, should inform themselves about and observe, any such restrictions. The information given in this document is as of the date
of this report and there can be no assurance that future results or events will be consistent with this information. This information is subject to change without
any prior notice. Edelweiss reserves the right to make modifications and alterations to this statement as may be required from time to time. However,
Edelweiss is under no obligation to update or keep the information current. Nevertheless, Edelweiss is committed to providing independent and transparent
recommendation to its client and would be happy to provide any information in response to specific client queries. Neither Edelweiss nor any of its affiliates,
group companies, directors, employees, agents or representatives shall be liable for any damages whether direct, indirect, special or consequential including
lost revenue or lost profits that may arise from or in connection with the use of the information. Past performance is not necessarily a guide to future
performance. The disclosures of interest statements incorporated in this document are provided solely to enhance the transparency and should not be treated
as endorsement of the views expressed in the report. Edelweiss Financial Advisors Limited generally prohibits its analysts, persons reporting to analysts and
their dependents from maintaining a financial interest in the securities or derivatives of any companies that the analysts cover. The analyst for this report
certifies that all of the views expressed in this report accurately reflect his or her personal views about the subject company or companies and its or their
securities, and no part of his or her compensation was, is or will be, directly or indirectly related to specific recommendations or views expressed in this report.
Pl. note that Mutual Fund Investments are subject to market risks, read the offer document carefully of the respective schemes before investing for full
understanding and detail. Kindly read the Risk Disclosure Documents carefully before investing in Equity Shares, Derivatives, Commodities or other
instruments. The information provided in these reports remains, unless otherwise stated, the copyright of Edelweiss. All layout, design, original artwork,
concepts and other Intellectual Properties, remains the property and copyright Edelweiss and may not be used in any form or for any purpose whatsoever by
any party without the express written permission of the copyright holders.
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