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MCX - An Energy Hedging Platform 
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Trading related information 

 No. of contracts in a year 

 Opening of contracts 

 Maximum duration 

 Trading unit 

 Tick size  

 Quotation / Base value 

 Price quote 

 Daily price range (DPR) 

 Initial margin 

 Maximum order size 

 Trading period / Session 

 Maximum Allowable Open Position 

Delivery related information 

 Delivery unit 

 Delivery center(s) 

 Delivery Margin 

Quality Specification 

 Grades 

 Standard 

 Tolerance limit for variation 

 Packaging 

Future Contract Specification 
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Trader Workstation Snapshot 
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Monitoring of Mark to Market (MTM) 

 Monitoring of MTM loss, both notional and booked, up to the last executed trade 

 Calculated on real-time basis as difference between trade price and last traded price 

(LTP).  

 Real time alerts in case of MTM loss (at 60%, 75% and 90%)  

 Suspension of Member due to non maintenance of minimum security deposit 

 

Monitoring of volatility 

 Daily intra day variation allowed in a day with respect to close price of previous day 

 Imposition of special margin / additional margins 

 When such a variation is hit either at upper or at lower circuit, as per FMC guidelines, 

further relaxation done with / without cooling period, maximum permissible defined 

for every single commodity 

MTM Logic / Monitoring 
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MCX Energy Complex – Products Available 

ENERGY COMPLEX 

Crude Oil 

Natural Gas 

Carbon Credits 

Electricity  

Heating Oil 
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Types of Crude Oil 
 

•Hundreds of Varieties 

 
Price Differential - a reflection of quality differential and transportation 

costs to principal oil-consuming centers 

 

•Quality differential – Two base characteristics 

 

– Sulfur Content 

– Specific Gravity 
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Crude oil refining  
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Existing Price 

Product Price Mechanism 

ATF Market Driven 

LPG Market driven but revised periodically 

Kerosene Market driven but revised periodically 

Gasoline Market driven but revised periodically 

Diesel/Heating Oil Market driven but revised periodically 

Furnace Oil Market Driven 

LSHS Market Driven 

LDO Market Driven 

Other products Market Driven 
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What is Hedging ? 

• Taking a position in futures market 

opposite to position held in cash market 

 

• Minimize the risk of financial loss from an 

adverse price change 

 

• Commodity prices, interest rates, 

exchange rates, etc. 
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Why Hedge? 

• Hedging reduces the impact of raw material/ input price volatility 

• Allows you to control costs, over which there is no control and 

which cannot be influenced 

• Allows you to lock in a conversion spread in the manufacturing 

cycle 

• Allows you to project costs and profits more accurately 

• Allows you to reduce the downside risk to business from 

catastrophic events such as the Tsunami, Hurricanes, Earthquakes, 

Terrorist Attacks etc. 
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Risk ….  

• Producer 

• Crude Oil 

 

• Refiner 

• Crude Oil & its 
distillates 

 

• End Consumer 

• ATF 

• FO 

• LSHS 

• Naptha 

 



www.mcxindia.com 

Steps involved in Hedging 

• Clearly distinguish between hedging and speculating 

• Identify the various price risks involved in business 

• Clearly understand historical trends in prices and volumes 

• Evaluate the costs of hedging - along with the cost/ risk of not 

hedging 

• Understand the hedging tools 

• Use the right measure to evaluate hedge performance 

• Don’t base hedge program on market view 

• Establish clear internal controls 

– Specific restrictions on volumes and time frames for trades 

– Identify personnel responsible for trade authorization, 

settlement payments and accounting  
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How will hedging work? 

• No direct hedging product available for Furnace Oil, LSHS, Naphtha 

and ATF 

 

• We recommend ‘surrogate hedging’  

 

• Why ? 

• Correlation between crude oil and its distillates is more than 90%.  

 

• Spot price of crude oil and futures price of crude oil moves in 

tandem 
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WTI Crude – Brent Crude Correlation  

Correlation  84.30% 
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MCX Crude Price and Furnace Oil Correlation  

0

1000

2000

3000

4000

5000

6000

0.00

5000.00

10000.00

15000.00

20000.00

25000.00

30000.00

35000.00

40000.00

1
6

.0
8

.2
0

0
8

1
6

.0
9

.2
0

0
8

1
6

.1
0

.2
0

0
8

1
6

.1
1

.2
0

0
8

1
6

.1
2

.2
0

0
8

0
1

.0
2

.2
0

0
9

0
1

.0
3

.2
0

0
9

0
1

.0
4

.2
0

0
9

0
1

.0
5

.2
0

09
0

1
.0

6
.2

0
0

9
0

1
.0

7
.2

0
0

9
1

6
.0

8
.2

0
0

9

0
1

.1
0

.2
0

0
9

0
1

.1
1

.2
0

0
9

1
6

.1
2

.2
0

0
9

1
6

.0
1

.2
0

1
0

1
6

.0
2

.2
0

1
0

0
1

.0
3

.2
0

1
0

0
1

.0
4

.2
0

1
0

0
1

.0
5

.2
0

10
0

1
.0

6
.2

0
1

0
1

6
.0

7
.2

0
1

0
1

6
.0

8
.2

0
1

0

0
1

.1
0

.2
0

1
0

0
1

.1
1

.2
0

1
0

0
1

.1
2

.2
0

1
0

0
3

.0
1

.2
0

1
1

0
1

.0
2

.2
0

1
1

0
1

.0
3

.2
0

1
1

0
1

.0
4

.2
0

1
1

0
1

.0
5

.2
0

1
1

0
1

.0
6

.2
0

1
1

2
5

.0
6

.2
0

1
1

0
5

.0
8

.2
0

1
1

R
s.

/ 
B

B
L 

R
s.

/M
T 

Rs./MT Furnace Oil Avg. MCX Crude price (Rs./BBL)

94.41% Correlation 



www.mcxindia.com 

Hedge Ratio 

 

H = p*(σS/ σF) 

 
• ΔS = ST - St = the change in the spot price over the life of the contract  

• ΔF = FT - Ft = the change in the futures price over the life of the 
contract 

• σS = the standard deviation of ΔS 

• σF = the standard deviation of ΔF 

• p = σSF/(σSσF) = the correlation coefficient between ΔS and ΔF, and 

• H = the hedge ratio 
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Hedge Operation 

• Buying at the beginning of each contract month and 
selling on daily basis depending on physical requirement 

 

• Buying quantity defined by Hedge Ratio 
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Benefits of Hedging  

• Reduces both risk and cost 

 

• Results in better cash management 

 

• Mechanism to identify, measure, manage and monitor risk. 

 

• Removes speculative element in the business by mitigating 

exchange rate risk. 

 

• Protects business margins 

 

• Enhances efficiency and competitiveness 
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Spot Prices Hedged
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 Any industry with energy requirement like  

• Automobile industry 

• Glass Industry 

• Food Industry 

• Textile Industry 

• Hotel Industry 

 

 Airline companies 

 Fertilizer Industry 

 Natural Gas producing & importing companies 

Different industry- Different Strategy 
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Key liquidity dimensions 

MEASURES 

 Trading volumes 

Increased Liquidity in 

mid-months 

Number of participants 

Impact cost 

 

 

 
DEPTH 
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Crude oil performance 
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Crude oil performance 

Highest volume value wise : Rs. 23309 Crores 
 
Volume : 45.30 million bbls – 17th Nov. 2011  
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Contract Specification – Crude Oil 

• Trading Units : 100 Barrels 

• Price Quotation : Rs./Barrel 

• Daily Price Limit : 4% 

• Tick Size : 1 Rupee 

• Initial Margin : 5% 

• Maximum order size : 10000 Barrels 

• Delivery logic : Both option 

• Max OI for individual client : 4,80,000 bbls 

• Max OI for member : 24,00,000 bbls 

• All positions are settled 1 day prior to the expiry of the NYMEX contract 

month 

• Due date rate shall be the closing price of International spot market on 

the last day (Expiry date) of the MCX crude oil contract converted at the 

Rupee-US$ rate as notified by the Reserve Bank of India on that particular 

day.  



www.mcxindia.com 

NYMEX- MCX Alliance  

•  NYMEX is global leader for energy contracts 

 

•  MCX uses NYMEX Price for settlement of contracts 

 

•  MCX contract provides ideal platform for hedging 

for domestic producers/refiners/consumers due to 

comfort of local currency 

 

•  RBI Ref Rate is used to convert the CSP to Indian 

Rupee 

 

•  High Correlations with NYMEX 

 

•  Low Deviations from Parity 

What it means for the trade ? 
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MCX-NYMEX Crude Oil Correlation 

MCX-NYMEX Crude Oil Correlation (Nov’09-Nov’11): 96.42% 
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MCX : An Overview 

• Inaugurated on November 10, 2003 

• A demutualised and electronic platform, which 

facilitates online trading, clearing and settlement 

operations in commodity derivatives 

• Regulated by the Forward Markets Commission (FMC), 

Union Ministry of Consumer Affairs, Food and Public 

Distribution 

• More than 2,45,000 trading terminals 

• 2100+ Members 

• Average daily turnover during  Apr to Sept 2011-12  was  

Rs 52,851.60 crore  

• In CY 2011, MCX was world’s No. 1* # in Silver, No. 2* # 

in Gold, Copper & Natural Gas and No. 3* # in Crude Oil 

• In CY 2011, MCX was 5th largest# commodity futures 

exchange, globally, in terms on No. of contracts traded 

 

 

* In terms of the number of commodity futures contracts traded for each of these commodities during this 
period 
# Source: Data published for the period between January 1  - June 30, 2011 on the websites of exchanges 
listed in “Certain Conventions”; use of market data, and Futures Industry Association Annual Volume                         
                  Survey, March 2011 
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MCX : Growth Story  
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• Accredited with ISO 9001:2000 

 The ISO 9001:2000 certification is an international standard that 

defines good management practices spelling out quality and trust.  

 

• The world's first and only multi-commodity exchange to have been 

accredited with ISO 27001:2005 certification 

 ISO/IEC 27001:2005 (formerly known as BS 7799-2:2002) is a 

benchmark that calls for standard requirements of a robust 

Information Security Management System.  

MCX: Conforming To Best Practices 
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MCX Shareholders 

 Shareholders  include top institutional investors and exchanges from across the globe as 
well as leading financial institutions, public and private banks of India 
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MCX Commodities 

Bullion 

•  Gold – 1 kg, 100 gm, 8 gm 

•   Silver – 30 Kg, 5 Kg 

•   Platinum 

 

Fibre 

• Cotton–Medium Staple 

• Cotton – Long Staple 

• Kapas 

• Cotton-Short Staple 

 

Pulses 

• Masur (Masra) 

• Yellow Peas 

 

Metals 

• Copper 

• Aluminum 

• Zinc 

• Tin 

• Nickel 

•  Lead 

• Sponge Iron 

• Steel flat/Long 

Energy 
• Crude Oil 

• Brent Crude Oil 

• Furnace Oil 

• Natural Gas 

• Carbon Credits 

 

Oils and Oilseeds 

• Soy Seed & Meal 

• Castor Seed & Oil 

• Mustard Oil 

• Sesame Seed 

• Crude Palm Oil 

• Groundnut Oil 

• RBD Palmolein 

• Cotton Seed & Oilcake 

• Refined Sunflower Oil 

• Coconut Oil 

 
Jaggery 

• Gur  

• Sugar S-30 

• Sugar M-30 

 

Plastics 

•     Polypropylene  

•      HDPE 

•      PVC 

 
Cereals 

•      Maize 

 

Plantation 

•      Coffee 

 

• Spices 

•      Black Pepper 

•      Cumin Seed (Jeera) 

•      Red Chilli 

•      Turmeric 

•      Cardamom 

 

Others 

•     Cashew Kernel 

•     Guarseed /Gum 

•     Mentha Oil 

•     Arecanut       
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Leadership Position 

Tops in market share in India (Apr-Sept. 2011) 

Note:  
• Except for data pertaining to MCX, all data has been sourced from market data maintained by FMC.  
• ICEX commenced its trading operations on November 27, 2009.  
• In October 2010, Ace Derivatives and Commodity Exchange (formerly Ahmedabad Commodity Exchange) transformed from a 

regional exchange to a national multi-commodity futures trading platform. 
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Operational Growth 

10283 

14896 

20962 

32057 

0

5000

10000

15000

20000

25000

30000

35000

FY2008  FY2009 FY2010 FY2011

No. of members 

1869 

2037 
2070 

2119 

1700

1750

1800

1850

1900

1950

2000

2050

2100

2150

FY2008  FY2009 FY2010 FY2011

No. of contracts (lots in mn.) 

72.54 

111.86 

164.03 

212.8 

0
20
40
60
80

100
120
140
160
180
200
220
240

FY2008  FY2009 FY2010 FY2011

Market Share 

ADV (Rs. crores) 

77% 
87% 82% 82% 

23% 
13% 18% 18% 

0%

20%

40%

60%

80%

100%

120%

FY2008 FY2009 FY2010 FY2011



www.mcxindia.com 

MCX Energy Market Share (India) 2010  



www.mcxindia.com 

Cross-border Strategic Alliances 

Cross-border Strategic Alliances 

Alliances with world’s leading commodity exchanges have paved way for MCX to 
integrate with global commodities ecosystem and implement international best 
practices 
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Cross-border Strategic Alliances 

Why MCX ? 

• Standardized, accepted and liquid financial 
instruments 

• Cost-efficient trading & risk management 
opportunities 

• Traded competitively in an anonymous auction 

• Futures prices serve as world reference prices  

• Exchange offers safe, fair, and orderly markets 
protected by its rigorous financial standards  and 
surveillance procedures. 

• Futures contract performance is supported by   a 
strong financial system, backed by the Exchange’s 
clearing members, including some of the strongest 
names in the brokerage & banking industries. 
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Cross-border Strategic Alliances 

Process Flow for starting Hedging on MCX 
 

Placing Hedging Proposal to Management 
 

Board Approval for Hedging received 
 

Becoming a direct member of the Exchange  
OR 

 
Opening of A/c with MCX Member / Commodity Broker * 

 
Filling Know Your Client Form (KYC) 

 
Margin Money deposited on start of hedging  

 
Commencing hedging through Broker terminal 

 
(* like Religare Commodities, Karvy Commodities, Angel Commodities, 
India Infoline Commodities, Anand Rathi Commodities etc) 
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Cross-border Strategic Alliances 

Types of Membership 

• Trading Member (TM) 

• Trading –cum Clearing Member (TCM) 

• Institutional Trading-cum Clearing Member (ITCM)  

• Professional Clearing Member (PCM)       
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Cross-border Strategic Alliances 

MCX Fee &  Deposit Structure 
 

Membership 

Type 

Admission Fee 

(Non-refundable) 
(Rs in Lakhs)* 

Security Deposit 

(Refundable) (Rs in Lakhs) 
Net-worth 
(Rs in Lakhs) 

 Cash 

Component 

BG / FDR 

Component 

TM 7.5 - - 

10 (Non-

Corporates) & 

25 (for 

Corporates) 

TCM (Non-

Deposit based) 
25 15 15 75 

TCM (Deposit 

based) 
10 32.5 32.5 75 

ITCM 25 50 50 100 

PCM 10 50 50 500 

*Service Tax @ 10.30% is applicable 
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Cross-border Strategic Alliances 

Financial cost to hedging operation 
 

 Exchange  Transaction Charges (per Rs. 1 lakh of turnover) 

 Brokerage and Service Charges (varies from Broker to Broker) 
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Cross-border Strategic Alliances 

Benefits at MCX 
 

 Lot size in lieu of domestic requirement 

  

 Cash Settled 

 

 No Forex risk 

 

 Timings for trade in lieu of domestic requirement 

 

 Fixed daily price limit 

 

 High liquidity ensures low impact cost (approx 0.01%) 
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THANK YOU 

Disclaimer: Multi Commodity Exchange of India Limited is proposing, subject to market conditions and other considerations, a public offer of equity 

shares by way of an offer for sale and has filed a Draft Red Herring Prospectus ("DRHP") with the SEBI. The DRHP is available on the websites of SEBI at 

www.sebi.gov.in and the book running lead managers at www.edelcap.com, http://www.online.citibank.co.in/rhtm/citigroupglobalscreen1.htm and 

www.morganstanley.com/indiaofferdocuments. Investors should note that investment in equity shares involves a high degree of risk and for details in 

relation to risk factors, please see the section titled "Risk Factors" in the DRHP. 

This advertisement may not be published or distributed in the U.S., Canada or Japan and is not an offer or solicitation of an offer for sale of securities in 

the U.S. These securities have not been and will not be registered under the U.S. Securities Act of 1933, as amended, and may not be offered or sold in 

the U.S. absent registration or an exemption from registration under such act.  


