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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. 
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Topic 1: S&P/ASX 200 CFDs 

S&P/ASX 200 CFDs give you leveraged exposure 
to the S&P/ASX 200 index, a capitalisation-
weighted index that measures the performance of 
the largest 200 stocks listed on ASX. 

The price of the index CFD is expressed in points. 
To get the contract value of one CFD, multiply the 
price in points by $1. 

Example 

S&P/ASX 200 CFDs are trading at 4,500 points. 

One CFD is worth $4,500. 

Initial margin 

You pay an initial margin when you open your 
position. 

The initial margin for S&P/ASX 200 CFDs is 
expressed as a fixed dollar amount (unlike the 
initial margin for equity CFDs, which is expressed 
as a percentage.) 

You can find the current initial margin rate at 
www.asx.com.au/cfds. 

Example 

S&P/ASX 200 CFDs are trading at 4,300 points. 
The initial margin is $255. 

You take a long position of 10 CFDs. 

The initial margin payable is 10 x $255 = $2,550. 

Variation margins 

At the end of each trading day, your position is 
revalued, or 'marked to market'. The Daily 
Settlement Price (DSP) of the CFD is the same as 
the closing level of the S&P/ASX 200. 

If your position has moved unfavourably since the 
previous valuation, you will have to pay a variation 
margin to cover the adverse movement. 
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If your position has moved favourably you will be 
credited an amount for the improvement in your 
position. 

As long as your position remains open, the 
margining process will result in margins being 
debited from or credited to your account each day 
to reflect the value of your position. 

Cashflows 

The cashflow for ASX Index CFDs includes 
several components:  

• contract interest 
• open interest charge 
• dividend cashflow 

There is no franking credit cashflow for ASX Index 
CFDs. 

Contract interest 

If you hold a long CFD position, you will pay 
contract interest (CI). 

If you hold a short position, you will receive CI. 

The benchmark rate used to calculate CI is the 
Reserve Bank of Australia's (RBA's) overnight 
cash rate. 

The daily CI payable/receivable is calculated as 
follows: 

CI = value of position x CI rate/no. of days in 
year 

Open interest charge 

The open interest charge (OIC) is an amount 
charged by ASX for holding an open position in an 
ASX Listed CFD. Both long and short positions 
pay the OIC. 

The daily OIC is calculated as follows: 

OIC = value of position x OIC rate/no. of days in 
year 
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Assume: 

• position of 10 CFDs 
• DSP = 4300 points 
• OIC rate = 1.5% 

OIC = 10 x $4300 x 1.5%/365 = $1.77 

Remember that both CI and the OIC are based on 
the number of calendar days (not business days) 
since the charge was last paid. So three days' 
interest applies to a position held over the 
weekend. 

Dividend cashflow 

When a share in the S&P/ASX 200 goes ex-
dividend, there is a dividend cashflow to/from 
holders of S&P/ASX 200 CFD positions.  

The dividend cashflow is equivalent to what you 
would have been paid had you held the share as 
part of a portfolio that mirrored the index. The 
higher a stock's dividend yield, and the greater its 
weighting in the index, the larger the dividend 
cashflow when that stock goes ex-dividend. 

If you hold a long position at the close of trade on 
the last cum-dividend day, you will receive the 
dividend cashflow, if you hold a short position you 
will pay the cashflow. 

The cashflow is credited to, or debited from, your 
account on the ex-dividend date. 

As most of the 200 stocks in the index pay 
dividends twice a year, there will be a regular 
dividend cashflow for holders of S&P/ASX 200 
CFD positions. 

While the dividend cashflow is frequent, the 
payments are small relative to the size of your 
CFD position, as each stock accounts for only a 
fraction of the value of your S&P/ASX 200 CFD. 

Nevertheless, if you hold a short index CFD 
position it is important always to have sufficient 
funds in your account with your broker to cover the 
dividend cashflow (as well as your other 
obligations). 

 
Version 1 August 2013  5 



Module 5: Index CFDs 

 

Topic 2: S&P/ASX 200 CFD strategies 

Trade broad market movements 

You can use index CFDs to take a view on 
movements in the market as a whole. 

A long position in S&P/ASX 200 CFDs gives you 
the potential for profit if the S&P/ASX 200 rises. 

A short CFD position gives you the potential for 
profit if the S&P/ASX 200 falls. 

The leveraged exposure provided by CFDs means 
you can make significant returns from your position 
if the index moves in the right direction. 

However there is the potential for heavy losses if 
the index moves unfavourably. You can lose far 
more than your initial margin payment.  

Example 

The S&P/ASX 200 stands at 4300 points. 

You expect the index to rise, so take a long 
position, buying 20 S&P/ASX 200 CFDs. 

The initial margin is $255 per CFD. 

The graphic shows one possible outcome for your 
strategy. 

Protect a share portfolio 

You can take a short index CFD position to protect 
a diversified share portfolio from a fall in value. 

The effectiveness of any hedge depends on the 
correlation between the movement in the value of 
your portfolio and the S&P/ASX 200 index. 

If the market falls, the decrease in the value of 
your portfolio will be at least partially offset by a 
profit on your CFD position. 
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Disadvantages of portfolio hedging 

The main risk of hedging your portfolio with index 
CFDs is that if the market rises, you are unable to 
benefit. 

 
You will incur a loss on your short CFD position, 
which will negate the increase in the value of your 
share portfolio. 

The success of the strategy also depends on how 
closely your share portfolio tracks the index. 

If your portfolio does not move exactly in line with 
the S&P/ASX 200, the change in value of your 
CFD position will not be equal to the change in the 
value of your portfolio. This discrepancy can work 
in your favour, or it can work against you. 

Pairs strategy 

You can use index CFDs in combination with 
equity CFDs to trade a view that a particular stock 
will outperform or underperform the broad market. 

In this strategy you are not trying to pick whether 
the market, or the individual stock, will rise or fall. 
You are taking a view on the performance of the 
stock relative to the market.  

If you think the stock will outperform the market, 
you would take a long CFD position in the stock 
and a short index CFD position. 

If you think the stock will underperform the market, 
you would take a short CFD position in the stock 
and a long index CFD position. 

In a pairs trade, the initial value of the two 
positions should be the same. 

You are not usually attempting to make a profit on 
both legs of the spread. Your aim is that the profit 
on one leg will be larger than the loss on the other, 
giving you a profit overall. 

For example, if you expect stock XYZ to 
outperform the market, you would take a long 
position in XYZ CFDs, and a short position in 
S&P/ASX 200 CFDs. 
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You will make a profit if: 

• both the market and XYZ rise in value, but XYZ 
rises more than the index (in percentage 
terms), or 

• both the market and XYZ fall in value, but XYZ 
falls less than the index (in percentage terms).  

If, however, stock XYZ underperforms the index, 
you will make a loss. 
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Topic 3: CFDs over the Dow Jones Index 

DJIA CFDs 

DJIA CFDs offer Australian investors leveraged 
exposure to the US sharemarket. 

The underlying index of DJIA CFDs is the Dow 
Jones Industrial Average (DJIA). The DJIA is one 
of the benchmark indices used to measure the 
performance of the US sharemarket. It includes 
30 US blue chip companies. 

You can trade a bullish view on the US market by 
going long DJIA CFDs, and a bearish view by 
going short DJIA CFDs. 

Denominated in $US 

Just like traders of S&P/ASX 200 CFDs, traders 
of DJIA CFDs pay or receive margins and daily 
cashflows. 

There is, however, one important difference. 

DJIA CFDs, and all margins and cashflows, are 
denominated in US dollars. 

The price of the DJIA CFD is expressed in 
points. To get the contract value of one CFD, 
multiply the price in points by US$1. 

You will need to find out from your broker how 
the conversion of funds from $A to $US (and 
back) will be handled. 

Your broker may require you to hold a $US 
account with them, or they may take care of the 
foreign exchange transaction for you. 

Currency risk 

On opening your DJIA CFD position you pay an 
initial margin in $US. 

While the position is open you will pay and/or 
receive margins and daily cashflows in $US. You 
will need to convert $A into $US to make your 
$US payments. 
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On closing your position you typically receive an 
amount in $US, including the return of your initial 
margin. At this point, you may want to convert 
your $US back into $A. 

Your profit/loss in $A terms will be affected by 
movements in the exchange rate in between 
converting from $A to $US and converting back 
from $US to $A. 

In general, a strengthening in the $A will 
disadvantage you. You will receive less for each 
$US you convert back into $A than you paid 
when converting into $US. 

Your currency risk relates only to the funds that 
you convert into $US. 

You are only converting a small portion of the 
value of the underlying asset into $US, so your 
currency risk is far lower than if you were buying 
the underlying asset itself, in which case you 
would have to convert sufficient funds to pay the 
full value of the asset. 

While currency risk should not be ignored, 
exchange rate fluctuations will have a much 
lower impact on your $A profits and losses than 
movements in the $US price of the underlying 
index. 

Other features 

As well as the currency exposure, there are 
some other features of DJIA CFDs that vary from 
S&P/ASX 200 CFDs or equity CFDs. 

Interest calculations 

The benchmark rate for the calculation of 
contract interest is the Federal Funds Rate as 
published daily by the Federal Reserve Bank of 
New York. 

Market convention in the US is to calculate 
interest based on a 360 day year, not 365 as is 
the case in Australia.  

Contract interest (CI) payable/receivable is 
therefore calculated as follows: 

CI = value of position x Federal Funds 
Rate/360 

 
Version 1 August 2013  10 



Module 5: Index CFDs 

 

Trading hours 

DJIA CFDs are traded overnight on the 
Australian market, when the US sharemarket is 
open. 

Trading hours vary depending on whether 
daylight savings is in operation in Australia 
and/or the US. 
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Topic 4: DJIA CFDs case study 

In this topic we will work through an example of a 
DJIA CFD trade, from opening the position on 
Day 1, to closing it on Day 4, itemising all margin 
payments and daily cashflows, and showing your 
cumulative profit/loss position at the close of 
trade each day. 

The trade involves taking a long position in DJIA 
CFDs, reflecting a view that the DJIA will rise. 

Remember that cashflows, margin payments, 
and profit/loss positions are denominated in $US. 

Assumptions:  

• Contract interest rate: 0.25% 
• Open interest charge rate: 1.5% 
• Initial margin rate: US$600 
• No shares in the index go ex-dividend during 

the period 
• Brokerage is not included 

Case study - Day 1 

To open your position, you buy 10 DJIA CFDs @ 
US$13,500 per contract.  

At the close of trade the DJIA has risen to 13,580 
points. The daily settlement price (DSP) for the 
CFD is US$13,580. 

The initial margin payable is US$6,000. 

You are owed a variation margin of US$800 due 
to the improvement in your position between 
opening your position and the close of trade. 

CI and OIC are payable.  

The total amount you are debited is 
US$5,206.60. 

Case study - Day 2 

On Day 2, the DJIA rises to 13,700 points. You 
are credited a variation margin of US$1,200 to 
cover the improvement in your position. 

CI and OIC are payable.  
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The total amount you are credited is 
US$1,193.34. 

You are showing a cumulative profit of 
US$1,986.74. 

Case study - Day 3 

On Day 3, the DJIA falls to 13,640 points. You 
must pay a variation margin of US$600 to cover 
the adverse movement. 

CI and OIC are payable.  

The total amount you are debited is US$606.63. 

Your position is showing a profit of US$1,380.11. 

Case study - Day 4 

On Day 4, you close your position by selling your 
CFDs for US$13,750. 

Your initial margin is repaid. 

You are credited US$1,100 to cover the 
improvement in your position since the close on 
Day 3. 

Your total credit is US$7,100. 

Your total profit from the trade is US$2,480.11. 
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Summary 

• S&P/ASX 200 CFDs give you leveraged 
exposure to the S&P/ASX 200 index. 

• You can use index CFDs to speculate on 
movements in the market as a whole. The 
leveraged nature of CFDs means you have 
the potential for significant profit, but also 
the risk of heavy losses. 

• A short index CFD position can protect a 
diversified share portfolio from a fall in 
value. 

• You can also use index CFDs in 
combination with equity CFDs to trade a 
view that a particular stock will outperform 
or underperform the broad market. 

 • CFDs over the Dow Jones Industrial 
Average (DJIA) offer Australian 
investors leveraged exposure to the 
US sharemarket. 

• DJIA CFDs are denominated in $US. 
Margin payments and daily cashflows 
are made in $US. 

• Your profits and losses are primarily 
determined by movements in the price 
of the underlying asset. The outcome 
(in $A terms) is also affected, but to a 
much lesser extent, by movements in 
the $A/$US exchange rate. 
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