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Information provided is for educational purposes and does not constitute financial product advice. You 
should obtain independent advice from an Australian financial services licensee before making any 
financial decisions. Although ASX Limited ABN 98 008 624 691 and its related bodies corporate (“ASX”) 
has made every effort to ensure the accuracy of the information as at the date of publication, ASX does 
not give any warranty or representation as to the accuracy, reliability or completeness of the information. 
To the extent permitted by law, ASX and its employees, officers and contractors shall not be liable for any 
loss or damage arising in any way (including by way of negligence) from or in connection with any 
information provided or omitted or from any one acting or refraining to act in reliance on this information. 

 

© Copyright 2013 ASX Limited ABN 98 008 624 691. All rights reserved 2013. 

 

All Ordinaries®, All Ords®, AllOrds®, ASX®, ASX100®, CHESS® are registered trademarks of ASX 
Operations Pty Limited ABN 42 004 523 782 ("ASXO"). 

ASX20™, ASX50™, ASX200™, ASX300™ are trade marks of ASXO. 

S&P™ is a trademark of Standard and Poor’s, a division of The McGraw-Hill Companies Inc. 

 

 

 

 

 

 

 

 
Version 1 August 2013  2 



Module 1: Introduction to CFDs 

 

Topic 1: Why use CFDs? 

Introduction 

Contracts for difference (CFDs) allow you to 
participate in the performance of the underlying 
asset without actually owning it. 

You have full exposure to price movements in the 
underlying asset for an initial deposit that is a 
fraction of the value of the asset. 

You can use CFDs to: 

• gain highly leveraged exposure 
• make money in either rising or falling markets 
• protect a physical position 
• take a position on the relative performance of 

two different underlying assets.  

Leveraged exposure 

Leverage (also called gearing) means you get a 
relatively large exposure for a relatively small cost. 

Opening a share CFD position, for example, costs 
much less than buying the shares themselves, but 
gives you full exposure to movements in the price 
of those shares. 

If the share price moves favourably, your returns 
from a CFD (in percentage terms) are usually 
greater than the movement in the share price (in 
percentage terms). 

However if the share price moves in the wrong 
direction, your losses will be greater than the 
movement in the share price (in percentage 
terms). You can lose far more than your initial 
deposit. 

Trade rising or falling markets 

CFDs allow you to profit in either rising or falling 
markets. 

There are two ways of opening a CFD position - 
going 'long' (buying) and going 'short' (selling). 

A long position gives you the potential for profit if 
the share price rises. 
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A short position gives you the potential for profit if 
the share price falls. 

Protect a physical position 

You can protect your shares from a fall in value by 
taking a short CFD position over those shares. 

If the share price falls, the decrease in the value of 
your shares will be offset by a profit on your CFD 
position. 

If, however, the share price rises, you will incur a 
loss on your CFD position, which will negate the 
increase in the value of your shares. 

Pairs trading 

Pairs trading (spread trading) is a strategy that 
involves taking a view on the relative performance 
of two different underlying assets. 

You might think that one stock will outperform 
another, or that one stock will outperform or 
underperform the broader market. 

To implement the strategy, you take a long CFD 
position over the asset you think will outperform, 
and a short CFD position over the asset you think 
will underperform. 

If the expected outperformance takes place, you 
should be able to close out your positions at a 
profit.   

Pairs trading will be covered in Module 4. 
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Topic 2: What are CFDs? 

What are CFDs? 

A contract for difference (CFD) is an agreement for 
a payment to be made by one party to another, 
based on the difference between the price of the 
CFD at the time the CFD position is opened and 
the price at the time the CFD position is closed. 

The price of the CFD reflects the price of the 
underlying asset, which could be a: 

• share, or 
• share price index. 

Profits and losses 

The greater the difference in the price of the 
underlying asset between opening and closing the 
CFD position, the larger the payment that will be 
made: 

• if the price movement has been favourable, the 
greater your profits are. 

• if the price movement has been unfavourable, 
the greater your losses are.  

Going long, going short 

You can open your position by buying a CFD 
(going long), or by selling a CFD (going short). 

If you take a long position, you will benefit from a 
rise in the price of the underlying asset, and be 
hurt by a fall. 

If you take a short position, you will benefit from a 
fall in the price of the underlying asset, and be hurt 
by a rise. 

No expiry date 

Unlike other derivatives such as options, futures, 
and most warrants, CFDs do not expire. 

A CFD position remains open until it is closed out. 

'Closing out' means trading the opposite side to 
your existing position. If you have an open long 
position, you need to sell to close. If you have an 
open short position, you need to buy to close. 
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CFD price tracks underlying asset price 

The price of the CFD should be at or very close to 
the price of the underlying asset. 

As the price of the underlying asset changes, the 
price of the CFD should move by the same 
amount. 

CFD pricing is covered in detail in Module 2. 

Margins 

On opening a CFD position, you pay a deposit, 
known as initial margin. This is a small percentage 
of the value of the underlying asset, typically 5 - 
10%. Your initial margin is returned when you 
close the contract out. 

ASX re-values your position on a daily basis for as 
long as it remains open. You then either must pay, 
or will be paid, an amount known as the variation 
margin to cover the change in the value of your 
position since the previous valuation. 

If there has been an adverse movement in the 
price of the underlying asset, an amount will be 
debited from your account. 

If there has been a favourable movement, an 
amount will be credited to your account. 

Daily cashflow 

Each day a CFD position is open, the holder of the 
position either pays or receives a daily cashflow. 

Depending on the type of CFD, the cashflow may 
include: 

• Contract Interest 
• Open Interest Charge 
• Dividend Cashflow, and 
• Franking Credit Cashflow. 

Cashflows will be discussed in detail in Module 2. 
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Topic 3: Types of CFD 

ASX Listed CFDs are available over a range of 
underlying assets. 

Equity CFDs are listed over more than 60 of the 
most actively traded shares on ASX. 

Index CFDs are listed over two sharemarket 
indices: 

• the S&P/ASX 200 index, and 
• the Dow Jones Industrial Average in the U.S. 
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Topic 4: ASX Listed vs. OTC 

There are two classes of CFD available in 
Australia: 

• ASX Listed CFDs, which are the subject of 
this course 

• CFDs available directly from CFD providers, 
also known as 'over the counter' (OTC) CFDs 

While the basic principle behind the two products 
is the same, there are some important 
differences between ASX Listed and OTC 

Counterparty risk 

The risk that the party that takes the other side of 
your trade defaults on its obligations is called 
counterparty risk. 

After you trade ASX Listed CFDs, you no longer 
have an exposure to the other party to the trade. 
Instead, ASX Clear (Futures), the clearing house 
for ASX Listed CFDs, guarantees all settlement 
obligations. The way this process works is 
covered in more detail in Module 2. 

Please note that ASX Clear (Futures) does not 
guarantee the performance of ASX Listed 
CFD brokers. This means that although ASX 
Clear (Futures) removes risk from exposure 
to the party you originally traded with, you 
may still be exposed to risk arising from a 
failure of your broker to fulfil their 
obligations.  

CFD traders in the OTC market are exposed to 
the counterparty risk of the CFD issuer. There 
have been examples in recent years of OTC 
CFD providers defaulting on their obligations, 
resulting in clients losing money. 

Transparent pricing 

All orders for ASX Listed CFDs are entered into a 
central market order book. You can see the 
information you are used to seeing when you 
trade shares, including bids and offers, and their 
volumes. 

CFD orders are executed in price/time priority, 
just like orders for shares. 
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Traders of OTC CFDs deal directly with the CFD 
provider, who generally makes available only a 
bid and offer price. 

Supervised, regulated market 

ASX is a licensed financial market, regulated 
under the Corporations Act by the Australian 
Securities and Investments Commission (ASIC). 

ASIC oversees ASX's operation of the market, 
and supervises real-time trading on ASX.  

Investors can have confidence that they are 
trading in a market that is fair, orderly and 
transparent. 
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Summary 

• A CFD is an agreement for a payment to 
be made by one party to another, based on 
the difference between the price of the 
CFD at the time the CFD position is 
opened and the price at the time the 
position is closed. 

• CFDs give you full exposure to price 
movements in the underlying asset for an 
initial margin that is a fraction of the value 
of that asset. 

• CFDs are a high-risk investment. You can 
lose significantly more than your initial 
margin. 

 

 • You can use CFDs to: 

- gain highly leveraged 
exposure 

- make money in either rising 
or falling markets 

- protect a physical position 

- take a position on the 
relative performance of two 
different underlying 
assetsTBs are equivalent 
to a simple (vanilla) bond. 
TIBs compensate you for 
the effects of inflation by 
their face value adjusting in 
line with the Consumer 
Price Index (CPI). 

• ASX lists CFDs over shares and share 
price indices. 

• ASX Listed CFDs offer several 
advantages over OTC CFDs: 

- no counterparty risk 

- independent, supervised 
and regulated market 

- transparent pricing. 
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