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PREFACE

During the last decade, Indian capital market has seen a sea change in terms of 
globalisation, modernisation, and integration. It is now considered as one of the best 
in terms of technology. The optimistic reforms and positive policies from government 
and regulatory environment have given the Indian capital market a necessary boost. 
Today, India has been ranked as the fastest growing economy just next to China and 
considered as an Investment hub by foreign investors. However, most of the Indian 
households still prefer to deposit their savings into banks and other Government 
instruments and in order to sustain the growth of our capital market, it is absolutely 
necessary that savings of Indian household should come to the market. 

It’s also time for CA professionals to educate the investors and ensure larger 
participation of common man in the capital markets. It is also necessary to make them 
aware about the importance of availing the services of a Chartered Accountant for 
taking right investment decisions.   

Realizing the need of the current market scenario and investor requirement, 
the Committee on Financial Markets and Investors’ Protection of ICAI has come out 
with this publication on Investors’ education. This publication provides information on 
investment process, rights of investor, commodity and currency market, clearing and 
settlement, grievances, arbitration aspects, etc. The contents of the book are simple 
and very precise and was written keeping in view in the interest of investors at large.

The author of the book, CA. N.C. Maheswari, FCA deserves all praise for his 
determined efforts in preparing this material.

I am sure that every person dealing in the capital market will read this 
publication with great interest and will be benefited from it.

	 CA. Vinod Jain
	 Chairman
	 Committee on Financial  
	 Markets and Investors’ Protection  
	 of the ICAI
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A Capital market is a market for equity and debt where commercial 
organisations (companies) and government can raise long-term funds. It is 
defined as a market in which money is provided for periods longer than a 
year as the raising of short-term funds takes place on other markets (e.g., the 
money market). The capital market is a part of financial markets which also 
covers money market. Money market is a market for short-term debt securities 
like treasury bills, commercial papers, etc. Financial regulators, such as Securities 
and Exchange Board of India (SEBI)/Reserve Bank of India (RBI) keeps an eye 
on the activities of the capital markets in their designated jurisdictions so as to 
ensure that investors are safeguarded against fraud and also ensuring healthy 
functioning of the market, among other duties.

Capital markets may be classified into primary markets and secondary 
markets. In primary markets, new stocks or bond issues are sold to investors 
through public offer. On the other side, in secondary markets, liquidity to 
securities issued in primary market are provided which means existing securities 
can be sold and bought among investors or traders through a recognised stock 
exchange. Public/right issue, private placements, etc are some of the ways of 
raising capital in primary market.

A country’s economic development is expressed through development 
of its Securities market. The object of economic activity in any country is to 
promote the well-being and improving living standard of the people, which 
depends upon the distribution of income in terms of goods and services 
in the economy. For the revival and conducive growth in any economy, 
production plays a vital role. Production of output depends upon material 
inputs, human inputs, and financial inputs. Material inputs are in the form of 
raw materials, plant and machinery, etc. Human inputs are like labour and 
entrepreneur. Financial inputs are in the shape of capital, cash, credit, etc. 
The proper synchronisation of these inputs encourages the growth process 
in the economy and promotes the well-being and standard of living of people 
in the country. 

The financial inputs originates from the securities market system. Trading 
in money and monetary assets constitute the activity in the Securities markets 
and are referred to as the capital market activities. The capital market activities 
are based upon the investors’ confidence, based on growth of their wealth and 
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anticipated capital appreciation from their investment. Investors are a group of 
heterogeneous people, may be rich or poor, may or may not have knowledge 
of capital market, risk tolerance differ for each of them but they all need equal 
degree of protection. Every investor has three objectives while investing his 
money, namely safety of the amount invested, liquidity (to get the money back 
as and when required) and highest return on their investment. A balance has 
to be maintained for raising of capital for economic development on the one 
side and investor protection and building investor confidence in the regulatory 
mechanism on the other. An efficient capital market is one which can provide 
a mechanism for raising capital as well as adequate safeguards to protect 
the interests of prospective investors. Unless the interests of investors in all 
respects are protected, raising of capital through capital market is not possible. 

In the Indian Capital Market scenario, even before independence, an 
attempt to create a healthy and efficient capital market was made by means of 
taking legislative measures. The Capital Issues (Control) Act, 1947 was the first 
piece of legislation passed in India to control the Capital Market. In the year 
1992, the Government has replaced the Capital Issues (Control) Act, 1947 by 
the Securities and Exchange Board of India Act, 1992 and SEBI was emerged 
as a new regulator for the Indian Stock Market. The Preamble of SEBI Act 
provides that:

“An Act to provide for the establishment of a Board to protect the 
interests of investors in securities and to promote the development 
of, and to regulate, the securities market and for matters connected 
therewith or incidental thereto.”

The main objectives of Preamble of the Act are:

1.	 To protect the interest of Investor, and

2.	 To promote, develop and regulate the Security Market.

SEBI has given considerable focus to the investors along with the 
development, promotion and regulation of the security market and that’s why 
SEBI is called vigilant watch dog of the capital market. SEBI’s role has been 
made multi-dimensional and it has been directed to regulate the working of 
Indian capital market with respect to investors’ protection and by creating and 
enforcing ethical standards and regulations, so as to establish a stable, dynamic 
and efficient Securities Market thereby contributing to the growth of Indian 
Economy. Here is worthwhile to mention that SEBI strongly believes that 
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investors are the backbone of the securities market as they not only determine 
the level of activity in the securities market but also the level of activity in the 
country’s economy.

The SEBI lays down guidelines for issuing companies, stock exchanges, 
stock brokers and other intermediaries, etc. Among other guidelines, the SEBI 
is of the view that the guidelines for Disclosure of Information for Investors’ 
Protection are expected to protect the interest of the investors. It is based on 
the logic that the disclosures of information by the issuing companies as per the 
law, enable the investors to take a right investment decision. If at all, there is 
any grievance of an investor over the information disclosed or procedure to be 
followed, the investor can redress his grievance as per the grievance redressal 
mechanism of the SEBI. 

However, many investors may not possess adequate expertise/knowledge 
or access to expert advice to take informed investment decisions. Some of 
them may not even be aware of the complete risk-return profile of different 
investment options. Normally investors are not fully aware of the safeguards 
they should take while dealing with market intermediaries i.e. stock brokers 
and depositories and dealing/investing in different type of securities and sectors 
having different risk profile. They may also not be familiar with the market 
mechanism and the practices as well as their rights and obligations.

Indian Capital Market, in the last decade, had undergone various 
transformations particularly in terms of technological advancements. As a result 
of which fast paced development of capital market have taken place and the 
overall scenario in the working of the stock market has been changed which 
has influenced the operations of all the participants of the stock market. 
Present stock market witnessed a broader look from what it used to be in 
eighties and before. Today Indian markets are very much related to global 
markets like never before. In the given scenario of capital markets, tremendous 
opportunities, challenges and threats are always exist. Investment in securities 
requires considerable skill and expertise and is considered more challenging 
and rewarding in comparison to various other investment options available but 
at the same time risk is also quite high in case the choice of securities is not 
correct. There are a large variety of instruments referred to as securities in 
common parlance.

Risk-return profile is different for different securities and investors also 
having a different risk appetite. Normally higher return carries high risk and vice 
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versa. The risk can be of following three types:

•	 Return risk [the return from the investment may depend on several 
contingent factors]

•	 Liquidity risk [it may be difficult to convert security into cash]

•	 Credit risk [counter party may default payment as it may not have 
integrity]. 

In Security market various investment options are available and 
investment decisions are generally based upon the following factors:

•	 Liquidity

•	 Saftey

•	 Return on Investments

•	 Investor Life Cycle Stages

•	 Management Active involvement

•	 Minimum amount required for investment.

Investor normally neither knows nor having any control over day-to-
day activities of any corporate. Investors are investing their money for the 
productive purposes of an enterprise but indirectly they are also exposing 
themselves to the business decisions and the various risks associated with it 
which may result in imprudent use of investors’ money by promoters and 
management of the Company. In India, laws are there to protect the interest 
of investors but due to inadequacies of certain legislative measures innocent 
investors have been deprived of their hard earned money. 

‘Investor Protection’ is a very popular phrase which all those concerned 
with regulation of the capital market these days, be they the Securities and 
Exchange Board of India, Stock Exchanges, Investors Associations or for that 
matter of fact the companies themselves. The term “Investor Protection” is a 
wide term encompassing various measures designed to protect the investors 
from malpractices of companies, merchant bankers, depository participants and 
other intermediaries. 

‘Investors Beware’ should be the watchword of all programmes for 
mobilisation of savings for investment. As all investment has some risk element, 
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this risk factor should be borne in mind of investors and they should take all 
precautionary measures to protect their interest in the first place. If caution is 
thrown to the winds and they invest in any venture without a prior assessment 
of the risk, they have only to blame themselves.

Various procedures, guidelines, rules and regulations have been issued in 
the legislations to protect the investors’ right and repose the confidence. Proper 
care should be taken at the time of investing in the Security market. 

qq
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Market exclusively does not depend upon the investors as there are 
various components of market which includes Corporate, various intermediaries 
like Stock Exchanges, Clearing Corporations, Depositories, and Regulators. 
Every component has its own importance in the scenario; however each one 
looks for potential investor, so we can say that investors are central point or as 
we earlier said BACKBONE in the system. Every system has its pros and cons 
and some of the forces simultaneously work to mislead or suppress important 
facts from the investor or some time investor himself unable to find out the 
exact or right information from the sources.

Some of market component work as Regulators, some as mediators, 
some as issuer and some as investors these are:

REGULATORS: 	 Ministry of Corporate Affairs (MCA), Ministry of Finance 
(Stock Exchange Division), Securities Exchange Board of 
India (SEBI) and Stock Exchanges.

INTERMEDIARIES: 	 Participants in the Indian capital market are required to 
register with SEBI to carry out their businesses, these 
includes:

	 •	 Stockbrokers, sub-brokers, share transfer 
agents, bankers to an issue, trustees of a trust 
deed, registrars to an issue, merchant bankers, 
underwriters, portfolio managers, investment 
advisers, and other such intermediaries who may be 
associated with the securities market in any manner;

	 •	 Depository participants, custodians of securities, FIIs, 
credit rating agencies, and other such intermediaries 
who may be associated with the securities market in 
any manner.

ISSUERS:	 Corporate (Primary & Secondary Market), venture capital 
funds and collective investment schemes, including mutual 
funds.

Risks Associated with Market

The capital market risk usually defines the risk involved in the 
investments. The stark potential of experiencing losses following a fluctuation in 
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security prices is the reason behind the capital market risk. The capital market 
risk cannot be diversified. 

The capital market risk can also be referred to as the capital market 
systematic risk. While an individual is investing on a security, the risk and return 
cannot be separated. The risk is the integrated part of the investment. The 
higher the potential of return, the higher is the risk associated with it. The 
examination of the risk involved in the capital market investment is the one of 
the prime aspects of investing. It can be easily said that the risk distinguishes 
an investment from the savings.

The systematic risk is also common to the entire class of liabilities or 
assets. Depending on the economic changes the value of investments can fall 
enormously. There may be some other financial events also impacting the 
investment markets. In order to give a check to the capital market risk, the 
asset allocation can be fruitful in some cases.

Any investment in stocks or bonds comes with the following types of risks. 

•	 Market Risk 

•	 Industry Risk 

•	 Regulatory Risk 

•	 Business Risk 

The market risk defines the overall risk involved in the capital market 
investments. The stock market rises and falls depending on a number of issues. 
The collective view of the investors to invest in a particular stock or bond plays 
a significant role in the stock market rise and fall. Even if the company is going 
through a bad phase, the stock price may go up due to a rising stock market. 
While conversely, the stock price may fall because the market is not steady 
even if the investor’s company is doing well. Hence, these are the market risks 
that the stocks investors generally face.

The industry risk affects all the companies of a certain industry. Hence 
the stocks within an industry fall under the industry risk. The regulatory risk 
may affect the investors if the investor’s company comes under the obligation 
of government implemented new regulations and laws. The business risk may 
affect the investors if the company goes through some convulsion depending 
on management, strategies, market share and labour force.

qq
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There are different types of investments available today. There are short-
term investments, long-term investments, and different investment strategies 
exist as there are many types of investors in the market. If you find yourself a 
bit overwhelmed by the prospect of investing and are unsure of whether you 
should invest in short-term or long-term plans, don’t let yourself get bent out 
of shape.

By simply taking the time to compare the benefits and drawbacks of both 
short-term and long-term investments, you can determine which type is best 
for you and your current financial needs.

In addition to providing you with the drawbacks and advantages of short-
term and long-term investments, below you’ll find other pertinent information 
that can assist you in making decisions about your finances… both for now, 
and in the future.

Short-term vs. Long-term: A comparison

Obviously, there are differences between short-term and long-term 
investments. Short-term investments are designed to be made only for a little 
while, and hopefully show a significant yield. 

Whereas long-term investments are designed to last for years, showing 
a slow but steady increase so that there is a significant yield at the end of the 
term.

Advantages of Short-term investments

The main advantages to short-term investments are the potential for 
fast growth and the fact that the term may only last a few weeks to a few 
months. Though there tends to be more fluctuation in many forms of short-
term investments, these investments allow more control over your money 
and it usually isn’t out of your possession for very long. Mobility and liquidity 
remains with you.

Disadvantages of Short-term investments

As mentioned above, short-term investments tend to be a bit riskier and 
show a much higher rate of fluctuation than their long-term counterparts. While 

CHAPTER
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there is a good chance that you’ll make money with a short-term investment, 
there is also a chance that you’ll lose money and in that situation it would be 
a gamble for you.

This is especially the case when dealing with the stock market, since 
many of the short-term investments made with stocks and bonds involve 
precision timing to sell when the stocks or bonds are at their peak just before 
they begin to drop. 

Advantages of Long-term investments

Just the opposite of short-term investments, long-term investments have 
the ability to gain small amounts of money over a longer period of time. The 
slow-but-steady pace of long-term investments allow for a much greater degree 
of stability and a much lower risk than short-term investments.

They also are ideal for making your savings or retirement fund grow. 
The long-term investments usually continue to grow over the years, maturing 
just as you need them. 

Disadvantages of Long-term investments

Of course, the main disadvantage of long-term investments is that they 
increase in value slowly and can take years to mature, which might not be able 
to meet your requirement or need at a point of time.

For those individuals who need a high yield in a short period of time, 
long-term investments are definitely not the way to go between the fees that 
are associated with some types of investment and the small fluctuations that 
any investment will experience, many long-term investments might actually go 
down in value before they begin to climb over time.

Additionally, with many of the long-term investments that you’ll find, you 
tend to have much less control over your money until the investment matures. 
There are usually penalties or fines for early withdrawal or selling stocks and 
bonds through long-term investment programmes.
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As investors, we would all like to beat the market and we would all like 
to pick “great” investments on instinct. However, while intuition is undoubtedly 
a part of the process of investing, it is just part of the process. As investors, it 
is not surprising that we focus so much of our energy and efforts on investment 
philosophies and strategies, and so little on the investment process. It is far 
more interesting to read about how Peter Lynch picks stocks and what makes 
Warren Buffett a valuable investor, than it is to talk about the steps involved 
in creating a portfolio or in executing trades. Though it does not get sufficient 
attention, understanding the investment process is critical for every investor for 
several reasons:

1.	 The investment process outlines the steps in creating a portfolio, and 
emphasizes the sequence of actions involved from understanding the 
investors risk preferences to asset allocation and selection to performance 
evaluation. By emphasizing the sequence, it provides for an orderly way 
in which an investor can create his or her own portfolio or a portfolio for 
someone else.

2.	 The investment process provides a structure that allows investors to see 
the source of different investment strategies and philosophies. By doing 
so, it allows investors to take the hundreds of strategies that they see 
described in the common press and in investment newsletters and to trace 
them to their common roots. 

3.	 The investment process emphasizes the different components that are 
needed for an investment strategy to be successful, and by so doing 
explain why so many strategies that look good on paper never work for 
those who use them. 

Investing well has a secret formula – having the right information, 
planning and making good choices.

The Investment Process

The investment process is outlined in the chart given below: 

CHAPTER
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Why Is Investing Important?

i.	 Inflation is eating away your returns

ii.	 You are going to live longer

iii.	 You have a substantial standard of living to maintain

iv.	 Your families are getting smaller and nuclear

v.	 Planned expenses

What Are The Keystones of Investing?

Step 1: Defining of Goals

It is necessary and a first step to Start investing early, stay invested for 
the long term, invest systematically and asset diversification.

The Investment Process

The Client
Utility 
Functions Risk Tolerance/

Aversion
Investment Horizon Tax Status Tax Code

The Portfolio Manager’s Job

Views on 
markets

Asset Allocation
Asset Classes Stocks Bonds Real Assets
Countries Domestic Non-Domestic

Views on 
- inflation 
- rates 
- growth

Valuation based on 
- Cash flows
- Comparables 
- Technicals

Security Selection 
- Which stocks? Which bonds? Which real assets?

Private 
information

Trading Costs
- Commissions 
- Bid Ask Spread
- Price Impact

Execution 
- How often do you trade? 
- How large are your trades? 
- Do you use derivatives to manage or enhance risk?

Trading 
Speed

Market 
Timing

Performance Evaluation 
1. How much risk did the portfolio manager take?
2. What return did the portfolio manager make?
3. Did the portfolio manager underperform or outperform?

Stock 
Selection

Risk and Return 
- Measuring risk 
- Effects of 
diversification

Market Efficiency 
- Can you beat 
the market?

Trading Systems 
- How does 
trading affect 
prices?

Risk Models 
- The CAPM 
- The APM
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Step 2: Setting Goals

You must set goals and to decide How to set your goals?

Be realistic, establish time frames, devise a plan, be flexible; goals can 
change, don’t look at your neighbour’s goals, and to learn how to value your 
goals.

Step 3: Managing Assets

Investor should not put all the eggs in the same basket. Wealth creating 
assets in the investing process are:

“Equity, Debt, Gold, Real Estate, Art, Intangible Assets, Insurance 
Products, Private Equity and Structured Products.”

Step 4: Controlling Liabilities

Investor should focus on the market and take his decision wisely which 
should control all liability wisely and make his choice properly and carefully 
before investing in market, which could help him in avoiding liabilities created 
by investment in penny stocks.

Step 5: Planning taxes

Planning Tax plays a vital role in investment and before investment 
proper advice could be taken from the analysts or researchers or tax planners 
and trespass the rumours and avoid hearsay guidance.

qq
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Introduction & Brief History of commodity market in India

Commodity markets have become alternative investment class world 
over. Now investor can trade in India in selected commodities, electronically. 
These commodities are traded on regulated commodities exchanges, in which 
these are bought and sold in standardized contracts. Just like equity futures in 
Stock Exchange, different commodities are available in the standardized format 
with fixed tenure and specification for trade on the commodity exchange.

India has four national commodity exchanges namely, Multi Commodity 
Exchange (MCX), National Commodity and Derivatives Exchange (NCDEX), 
National Multi-Commodity Exchange (NMCE) and Indian Commodity Exchange 
(ICEX). The regulatory body is Forward Markets Commission (FMC) which was 
set up in 1953 under the Ministry of Consumer Affairs.

Salient features of commodity market

There is only one segment in commodity market i.e., there in no 
derivative and cash segments in commodities like in equity market. However 
there are two types of contracts in commodity trading, one cash settled 
contracts where there is no delivery on expiry of contract’s tenure and trade 
will get settled only in cash, other is both cash and delivery settled contracts 
where buyer has to take physical delivery (if opted before executing their trade) 
of goods after the expiry of the contract’s tenure. 

In addition to this, there is an option available where buyer can trade 
commodities including bullion in dematerialized form with National Spot 
Exchange in smaller denominations. National Spot Exchange is regulated by 
respective State Government.

Frequently Asked Questions for beginners in commodity market 
trading

1.	 Where do one needs to go to trade in commodity futures?

One can trade in commodity market through commodity exchanges 
in India which are MCX, NCDEX, NMCE and ICEX. All exchanges have 
electronic trading and settlement systems and a national presence.

CHAPTER
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2.	 What is the minimum investment needed?

You can have an amount as low as ` 5000. All you need is money for 
margins payable upfront to exchanges through brokers. The margins range from 
5-10 per cent of the value of the commodity contract. 

For trading in bullion, that is, gold and silver, the minimum amount required 
is ` 1000 and ` 2250 for on the current price of approximately ` 20000 for gold 
for one trading unit (10 gm) and about ` 45000 for silver (one kg).

The prices and trading lots in agricultural commodities vary from 
exchange to exchange (in kg, quintals or tonnes)

3.	 Does one have to give delivery or settle in cash?

One can do both. All the exchanges have both systems-cash and delivery 
mechanisms. The choice is yours. If you want your contract to be cash settled, 
you have to indicate at the time of placing the order that you don’t intend to 
deliver the item.

If you plan to take or make delivery, you need to have the required 
warehouse receipts. The option to settle in cash or through delivery can be 
changed as many times as one wants till the last day of the expiry of the 
contract.

Note: This is not applicable on mandatory cash settle contracts like Crude Oil.

4.	 What does one need to start trading in commodity futures? 
Start trading with separate demat account or with same demat 
account opened for equity trading?

As of now you will need only one bank account and a separate 
commodity demat account (other than demat account for equity).

5.	 Who is the regulator?

The commodity trading an exchanges are regulated by the Forward 
Markets Commission under the Ministry of Consumer Affairs. 

6.	 In which commodities one can trade?

Though the Government has essentially made almost all commodities 
eligible for futures trading, the nationwide exchanges have earmarked only 



Hand Book For  
Investing & Investor Protection

15

a select few for starters. While the NMCE has most major agricultural 
commodities and metals under its fold, the NCDEX, has a large number of 
agriculture, metal and energy commodities. MCX also offers many commodities 
for futures trading. Below is given the list of tradable commodities in India 
which is subject to change time to time by the regulator.

Commodities available for trade

Fibres	 Indian 28.5 mm Cotton, Kapas, Kalyan, Kapas, Sacking, Raw 
Jute

Spices	 Coriander/Dhania, Cardamom, Turmeric, Pepper, Coriander/
Dhania, Red Chilli, Jeera/Cumin seed 

Edible	 Crude Palm Oil (CPO), RBD Palmoline, Rape / Mustard Seed,  
Oilseeds 	 Copra/Coconut Oil, Soya Bean, Refined Soya Oil, Yellow Soya  
and Oil	 Bean Meal, Castor Seed, Kapas Khali / Cottonseed Oilcake,  
	 Expeller Mustard, Oil (Kachhi Ghani)

Pulses	 Chana 

Energy	 Crude Oil, Light Sweet Crude Oil, Brent Crude Oil, Heating 
Products 	 Oil, Aviation Turbine Fuel (ATF), Gasoline, Electricity (Weekly), 
	 Natural Gas, Imported Thermal Coal, Electricity (Monthly)

Vegetables	 Potato, Barley, Maize-Feed/Ind. Grade, Yellow / Red Maize, 
Wheat

Metals	 Copper, Aluminium, Lead, Mild Steel Ingot / Billets, Steel Long, 
Nickel, Platinum, Zinc, Tin, Gold (1 Kg.), Gold Mini (100 
Gms), Gold HNI, Gold Guinea, Gold International, Silver (30 
Kg.), Silver HNI, Silver Mini (5 Kg), Silver International

Others 	 Almond, Coffee, Rubber, Gur, Isabgul seed, Carbon Credit 
(CER), Mentha Oil, Menthol Flakes, Menthol Crystal, Guar 
seed, Guar Gum

7.	 Are there circuit filters?

Yes the exchanges have circuit filters in place. The filters vary from 
commodity to commodity but the maximum individual commodity circuit filter 
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is 6 per cent. The price of any commodity that fluctuates either way beyond 
its limit will immediately call for circuit breaker.

Benefits of Commodity Futures Trading

Futures trading performs two important functions, namely price discovery 
and price risk management with reference to given commodity. It is useful to 
all segments of economy. It ensures balance in supply and demand position 
throughout the year and leads to integrated price structure throughout the 
country. Main benefits of futures trading are:

1.	 Price stabilization-in times of violent price fluctuations-this mechanism 
dampens the peaks and lifts up the valleys i.e. the amplitude of price 
variation is reduced, 

2.	 Leads to integrated price structure throughout the country, 

3.	 Ensures balance in supply and demand position throughout the year, and 

Encourages competition and acts as a price barometer to farmers and 
other functionaries

Safeguard to investors

Do’s and Don’ts for investors in commodity market are same as 
applicable in equity market.

qq 
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Investors can trade in four currencies in India on designated exchanges 
electronically. Currency Futures means a standardised foreign exchange 
derivative contract traded on a recognized stock exchange to buy or sell one 
currency against another on a specified future date, at a price specified on the 
date of contract. 

Salient features of Currency Futures trading in India

Permission 

(i)	 Currency futures are permitted in US Dollar - Indian Rupee, Great Britain 
Pounds – Rupee, Japan Yen–Rupee and Euro – Rupee pairs.

(ii)	 Only Indian Resident can purchase or sell currency i.e., no NRI and FIIs 
are allowed to trade in currency market

Features of Currency Futures 

Standardized currency futures shall have the following features: 

a.	 Only USD-INR contracts are allowed to be traded. 

b.	 The size of contract (lot size) shall be USD / INR - USD 1000, EUR / INR 
- EUR 1000, GBP / INR - GBP 1000 and for JPY / INR - JPY 100000. 

c.	 The contracts shall be quoted and settled in Indian Rupees. 

d.	 The maturity of the contracts shall not exceed 12 months. 

e.	 The settlement price shall be the Reserve Bank’s Reference Rate on the 
last trading day.

Frequently Asked Questions for currency trading

1.	 What is currency futures contract?

A future contract is a standardized exchange traded contract, to buy or 
sell a certain underlying instrument at a certain date in the future, at a specified 
price. In the case of currency futures contract, the underlying instrument is a 
foreign exchange rate.

CHAPTER

6
CURRENCY MARKET
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2.	 Forward vs Futures?

Futures are standardized forward contract traded on exchange. Forwards 
trade are generally executed by banks, etc. for a specific purpose to actual user 
as per rate specified by each bank individually. Thus rate can vary from party 
to party and bank to bank. Further, forwards are bilateral agreements between 
two counterparties whereas futures settlements are guaranteed by the exchange 
clearing house. Futures provide transparency in pricing, liquidity and anonymity 
while trading.

3.	 How does one start trading currency futures?

Currency futures can be bought and sold through the trading members 
of all those recognized exchange providing trading in currency like NSE, USE, 
MCX-sx. etc. To open a currency trading account one will required completing 
the formalities with the authorized member. The trading member will allot you 
unique identification number.

To begin trading you will be required to deposit cash or collateral with 
your trading member as may be stipulated by them.

4.	 How currencies futures contract finally will settled?

Contract expiration date for each contract shall be the last working day 
of the month (excluding Saturday). The last trading day for each contract shall 
be two working days prior to the contract expiration date. The settlement will 
be fixed based on the Reserve Bank of India reference rate at 12.00 noon on 
the last trading day. All contracts will net settle in INR.

Illustration given for trade in currency market

INR will depreciate against USD, caused by India’s sharply rising import 
bill and poor FII equity inflow.

Trade:

USDINR 31st July, 08 Contract	 :	 43.5000

Current spot rate (9 July 2008)	 :	 43.0000

Buy 1st July contract	 :	 Value Rupees 43,500 (USD 1000 * 43.5000)

Hold contract to expiry	 :	 RBI fixing rate on 29 July 08 – 44.0000

Economic return	 :	 Profit – Rupees 500 (44,000 – 43,500)
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Glimpse of growth in Currency market in India

* Source National Stock Exchange

Safeguards for Investors

Do’s and Don’ts for investors in currency market are same as applicable 
in equity market.

qq
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Clearing and Settlement activity constitutes the core part of equity 
trade. After any equity deal is confirmed (when equities are obliged to change 
hands), the broker who is involved in the transaction issues a Contract Note 
to the Investor which has all the information about the transactions in detail, 
at the end of the trade day. In response to the Contract Note issued by 
broker, the investor now has to settle his obligation by either paying money 
(if his transaction is a buy transaction) or deliver the shares (if it is a sell 
transaction).

Clearing House is an entity of the stock exchange through which 
settlement of equities happens. The details of all transactions performed by the 
brokers are made available to the Clearing House by the Stock Exchange. The 
Clearing House gives an obligation report to Brokers and Custodians who are 
required to settle their money/securities obligations with the specified deadlines, 
failing which they are required to pay penalties. This obligation report serves as 
statement of mutual contentment.

Settlement cycle is the period for which equities are traded in 
Exchange. For Indian stock exchange NSE, the cycle starts on Wednesday 
and ends on the following Tuesday, and for BSE the cycle starts on Monday 
and ends on Friday. At the end of this settlement cycle period, the obligations 
of each broker are calculated and the brokers then settle their respective 
obligations according to the guidelines, laws and regulations institutionalised by 
the Clearing agency

Under rolling settlement, all transactions, to the extent not closed out 
during the day, known as open positions at the end of the day mandatorily 
result in payment/ delivery ‘n’ days later. Currently trades in rolling settlement 
are settled on T+2 basis where T is the trade day. For example, a trade 
executed on Monday is mandatorily settled on Wednesday (considering two 
working days from the trade day). The funds and securities pay-in and Pay-out 
are carried out on T+2 day. Various activities and time prescribed are given 
below:

Pay-In is a process whereby a stock broker and Custodian (in case of 
Institutional deals) brings in money and/or securities to the Clearing House. This 
forms the first phase of the settlement activity.

CHAPTER

7
CLEARING AND SETTLEMENT
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1.	 For arriving at the settlement day all intervening holidays, which include bank holidays, exchange 
holidays, Saturdays and Sundays are excluded.

2.	 Settlement for Trade for Trade segment is done on a trade-for-trade basis and no intra day netting is 
allowed. Delivery and Funds obligations arise out of each trade are settled on T+2 working days by 
the 10.30 AM.

Settlement Cycle
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3. Applicable in case of physical settlement only.

Pay-Out is a process where Clearing House pays money or delivers 
securities to the brokers and Custodians. This is the second phase of the 
settlement activity.

The whole set of money transaction is performed by a bank in the Stock 
Exchange premises. Exchange appoints this bank to handle the money part of 
the transaction.
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Investors are generally considered one of the primary users of financial 
statements. They use the financial statements to determine the current 
profitability of the firm and attempt to predict its future profitability. Their 
interest is in the future growth of a company’s stock price and/or the likelihood 
of the company paying dividends to the owner. 

Financial reporting consists of Balance Sheet, Profit and Loss account, 
Notes to Accounts, Cash Flow Statement, Auditor’s Report and Directors 
Report provides annually in the form of Annual Report to the shareholders 
and to the potential investors. Audit Report, Directors Report, Corporate 
Governance Report, Notes to accounts are the disclosure requirements for 
the investors. Through these documents an investor could access the relevant 
information about the financial statement, performance of the company, 
position of the company in comparison to current scenario, management 
discussion and analysis, growth prospects of the company, adverse and 
qualification remarks in the financial statements and other general information 
about the company.

It should provide information that is useful to potential investors in 
making rational investment and similar decisions. Investors often use information 
about the past to help in assessing the prospects of an enterprise. Thus, 
although investment decisions reflect investors’ expectations about future 
enterprise performance, those expectations are commonly based at least partly 
on evaluations of past enterprise performance. 

Although financial statements provide information useful to investors, yet 
these have some limitations. 

A critical assumption in the use of financial statements is often made 
that the past will predict the future. For trends that have continued for many 
years will usually be true, but what is happening with fast moving and growing 
markets? Investors often try to estimate the future performance of the company 
based on previous information, but there is no guarantee that the company 
would perform as expected because nobody can predict the uncertainties of 
the changing world in general. 

Further, financial statements should report enough information for 
Potential Investors and other entities such as banks, analysts, government, 

CHAPTER

8 FINANCIAL DISCLOSURE TO 
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various government authorities, taxation department, etc. to make well-
informed decisions about the company. Even though financial statements are 
disclosed at least once annually, semi-annually or quarterly, there is a lapse 
period between one disclosure and the next. Within this short lapse, there 
could be major changes in a company’s finances which are not yet revealed to 
the public before the next disclosure.

Thus potential investors would not be able to make a continual 
assessment of the company; their decisions would have to be based on the 
latest financial statements if the company does not make any non-obligatory 
updates.

Apart from this Listing Agreement provides that if a company is listed 
with a recognised stock exchange, it shall make disclosure under various clauses 
of the agreement. Some of the clauses requiring disclosures on Quarterly and 
Half yearly basis are: 

Clause 41:	 Financial reporting of Audited or Unaudited financial results on 
Quarterly basis.

Clause 35:	 Share Holding Pattern on quarterly basis.

Clause 47:	 Certificate of Share Holding and details of share transfer on Half 
yearly basis.

Clause 49:	 Corporate Governance report.

Clause 52:	 Corporate Filing and Dissemination System (CFDS) online filing of 
financial statements.

Some clauses of Agreement require immediate intimation to exchange 
on occurrence of the event (i.e., Dividend declaration, financial statements 
disclosure, Issue of Bonus shares, Right Issue of shares, Takeover of shares 
or Acquisition, etc.) so that this information could not be misused by the 
management to take undue or unfair advantage of it. To protect such type 
of misuse of information and to make it publically available at once, Listing 
Agreement require that on occurrence of such type of events, intimation shall 
be given to exchange within 15 minutes via fax from the closure of meeting 
on which such decision has been taken by Board of Directors of the company.

To protect such type of practices SEBI had taken an initiative a longtime 
ago and issued Guidelines/Rules/Regulations on various matters to protect the 


































































































