ROLLOVER

A rollover is a strategic trade that involves the simultaneous purchase and sale of contracts in the same Class but with different Series, the idea being to maintain the same position, either short or long, during whatever period of time the Client considers appropriate.  This keeps the position from expiring, and avoids having to go out into the market to maintain it.

The rollover trade normally involves the series with immediate expiration and the following expiration date, but it can be done with any series.

Rollover naming conventions in SENTRA-Derivatives
Rollover lines are created when MexDer opens a line of this type. The names of the lines are created according to the following criteria:

· The class is made up of four characters corresponding to the class being traded, for example CE91, TE28, M10, DEUA, etc.

· The series is made up of five characters, as follows:

· The first character is a space.

· The second and third characters indicate the months of the futures contracts that make up the rollover--the first being the closest maturity and the second the most distant, according to the following table:

	January
	-A

	February 
	-B

	March
	-C

	April
	-D

	May
	-E

	June
	-F

	July
	-G

	August
	-H

	September
	-I

	October
	-J

	November
	-K

	December
	-L


· The third and fourth characters are used to identify the expiration years.

· For example:

· For a Cetes rollover that runs from February 2004 to March 2004, the code would be "CE91 B4C4".

· For a TIIE rollover running from June 2004 to July 2004, the code would be "TE28 F4G4".

Rollover expiration naming conventions in S/MART QUOTE

The rollover contract is created when MexDer enters the contract into the system. The name used for these contracts are formed according to the following criteria:

· The class is represented by up to four characters: the first being an S, which indicates that it is a rollover (spread) and the following three indicating the class of underlying being traded, for example SIPC (a rollover on IPC index futures).

· The series, which is made of up four characters, as follows:

· The first and third characters indicate the expiration months of the futures contracts that make up the Rollover: the first is the nearest expiration and the second the most distant, according to the following table:

	January
	-A

	February 
	-B

	March
	-C

	April
	-D

	May
	-E

	June
	-F

	July
	-G

	August
	-H

	September
	-I

	October
	-J

	November
	-K

	December
	-L


· The second and fourth characters identify the expiration years of the rollover contracts.

· For example:

· For the IPC rollover running from September 2004 to December 2004, the code would be "SIPCI4L4".

· For the AXL rollover running from September 2004 to December 2004, the code would be "SAXLI4L4".

Since this strategy is ready for electronic trading, the assignment of prices for the series involved will be handled by MexDer, using for the closest expiration the last market trade, and if there is no last trade, the previous day's settlement price; for the next maturity, it adds the spread negotiated in the rollover trade, according to the following formulas:

For instruments traded at Price:

	
	
	INDEX
	
	ROLLOVER FORMULA

	FUTURES ON 
	IPC
	1000
	
	ROLLOVER = 1000 + PFC - PFL

	
	
	
	
	
	
	

	FUTURES ON
	US DOLLAR
	100
	
	ROLLOVER = 100 + PFC - PFL

	
	STOCKS
	
	
	
	
	

	
	BONDS
	
	
	
	
	

	
	UDIS
	
	
	
	
	


PFC = price of the nearest future
PFL = price of the longest future

For instruments traded at interest rates:

	
	
	INDEX
	
	ROLLOVER FORMULA

	FUTURES ON
	TIIE
	100
	
	ROLLOVER = 100 - PFC + PFL

	
	CETE
	
	
	
	
	


Readers should note that with electronic trading of this strategy, the prices assigned to the two series involved in he rollover will not validate the prices negotiated in the trades for those series, since they are assigned automatically.  

For example:

If you have a long position of 100 contracts in TE28 JN04 futures contracts, and there are a few days to go before expiration of that series, the rollover strategy would imply the sale of 100 TE28 JN04 contracts, and the purchase of the same number of TE28 SP04 contracts (100); thus, you would be maintaining your long position over time.

Clearly, there is a rate spread implicit between the two series involved.  This spread can be negative or positive, depending on the slope of the curve.  In other words, in a market with a positive slope, the JN04 rate would be lower than the SP04 rate, and with a negative slope, the reverse would be true.

In contracts traded at price, the JN04 contract normally quotes lower than the SP04 contract because of the effect of the interest rate implicit in the expiration term of both series, but this is not true for the  M bond futures, because under the "cheapest to deliver" method, the price of the immediate series is normally higher than the following series. 

The following are some examples:

On the TE28

	TIIE FUTURES
	
	
	

	
	
	
	
	

	
	BUY AMOUNT
	BID
	OFFER
	SELL AMOUNT

	JN04
	1,000
	9.50
	9.30
	1,000

	SP04
	1,000
	9.80
	9.70
	1,000

	
	
	
	
	

	ROLLOVER
	
	
	
	

	
	
	
	
	

	TE28 J4S4
	1,000
	100.20
	100.50
	1,000

	
	
	
	
	

	TO ASSIGN THE LEGS OF THE SPREAD, THE FOLLOWING INFORMATION IS USED:

	
	
	
	
	

	ON THE BUY POST SIDE:
	
	

	
	
	
	
	

	
	SHORT LEG (last trade or previous S.P.):
	           9.40 

	
	LONG LEG (BID - 100 + 100.20)
	           9.60 

	
	
	
	
	

	ON THE SELL POST SIDE:
	
	

	
	
	
	
	

	
	SHORT LEG (last trade or previous S.P.):
	           9.40 

	
	LONG LEG (BID - 100 + 100.50)
	           9.90 


In the above example, the quotations would be in spreads, and the bid would indicate that the party wants to buy the first expiration mentioned in the line and sell the next 20 cents above the first.  The offer would indicate that the party wants to sell the first expiration mentioned in the line, and buy the next, 50 cents above the first.

What this trade means on the buy side is that the client wants to buy JN04 and sell SP04 with a spread of 0.20 basis points, which would mean that if someone sells their strategy, the client on the accepting side of the trade would by JN04 at 9.40 and sell SP04 at 9.60, and the active party would do the contrary.

On the sell side, the client wants to sell JN04 and buy SP04 with a spread of 0.50 basis points, which would mean that if someone buys the strategy, the client on the buy side would sell JN04 at 9.40 and buy SP04 at 9.90, and the active client would do the contrary.

It is very important to bear mind that in products that quote in interest rates, bids can below the index in cases in which the curve is inverted.

The following is another example:

On the CE91

	CETE FUTURES
	
	
	

	
	
	
	
	

	
	BUY AMOUNT
	BID
	OFFER
	SELL AMOUNT

	JN04
	1,000
	9.800
	9.700
	1,000

	SP04
	1,000
	9.500
	9.300
	1,000

	
	
	
	
	

	ROLLOVER
	
	
	
	

	
	
	
	
	

	CE91 J4S4
	1,000
	99.500
	99.800
	1,000

	
	
	
	
	

	TO ASSIGN THE LEGS OF THE SPREAD, THE FOLLOWING INFORMATION IS USED:

	
	
	
	
	

	ON THE SIDE OF THE BUY TRADE:
	
	

	
	
	
	
	

	
	SHORT LEG (last trade or previous S.P.):
	           9.75 

	
	LONG LEG (BID. - 100 + 99.50)
	           9.25 

	
	
	
	
	

	ON THE SIDE OF THE SELL TRADE:
	
	

	
	
	
	
	

	
	SHORT LEG (last trade or previous S.P.):
	           9.75 

	
	LONG LEG (BID - 100 + 99.80)
	           9.55 


What the above trade would mean, on the buy side, is that the client wants to buy JN04 and sell SP04 with a spread of -0.50 basis points, which mean that if someone sold the strategy, the accepting client would buy JN04 at 9.75 and sell SP04 at 9.25, and the offering client would do the opposite.

On the sell side, the client wants to sell JN04 and buy SP04 with a spread of -0.20 basis points, which mean that if someone buys the strategy, the accepting client would sell JN04 at 9.75 and buy SP04 at 19.55, and the offering client would do the opposite.

Again, in contracts that are quoted according to price, normally the price of JN04 is lower than the price of SP04 (see the example below).

On the IPC

	IPC FUTURES
	
	
	

	
	
	
	
	

	
	BUY AMT.
	BID
	OFFER
	SELL AMT.

	JN04
	1,000
	10,000
	10,100
	1,000

	SP04
	1,000
	10,200
	10,300
	1,000

	
	
	
	
	

	ROLLOVER
	
	
	
	

	
	
	
	
	

	SIPCF4I4
	1,000
	700
	900
	1,000

	
	
	
	
	

	TO ASSIGN THE LEGS OF THE SPREAD, THE FOLLOWING INFORMATION IS USED:

	
	
	
	
	

	ON THE SIDE OF THE BUY TRADE:
	
	

	
	
	
	
	

	
	SHORT LEG (last trade or previous S.P.):
	        10,050 

	
	LONG LEG (BID + 1000 - 700)
	        10,350 

	
	
	
	
	

	ON THE SIDE OF THE SELL TRADE:
	
	

	
	
	
	
	

	
	SHORT LEG (last trade or previous S.P.):
	        10,050 

	
	LONG LEG (BID + 1000 - 900)
	        10,150 


What the above trade would mean, on the buy side, is that the client wants to buy JN04 and sell SP04 with a spread of 300 points of the IPC, which mean that if someone sold the strategy, the accepting client would buy JN04 at 10,050 and sell SP04 at 10,350, and the offering client would do the opposite.

On the sell side, the client wants to sell JN04 and buy SP04 with a spread of 100 index points, which mean that if someone buys the strategy, the accepting client would sell SP04 at 10,050 and buy SP04 at 10,150 and the offering client would do the opposite.

On the M10

	M FUTURES
	
	
	

	
	
	
	
	

	
	BUY AMT.
	BID
	OFFER
	SELL AMT.

	JN04
	1,000
	103.250
	104.000
	1,000

	SP04
	1,000
	101.500
	102.000
	1,000

	
	
	
	
	

	ROLLOVER
	
	
	
	

	
	
	
	
	

	M10 J4S4
	1,000
	101.250
	102.500
	1,000

	
	
	
	
	

	TO ASSIGN THE LEGS OF THE SPREAD, THE FOLLOWING INFORMATION IS USED:

	
	
	
	
	

	ON THE SIDE OF THE BUY TRADE:
	
	

	
	
	
	
	

	
	SHORT LEG (last trade or previous S.P.):
	      103.500 

	
	LONG LEG (BID + 100 - 101.250)
	      102.250 

	
	
	
	
	

	ON THE SIDE OF THE SELL TRADE:
	
	

	
	
	
	
	

	
	SHORT LEG (last trade or previous S.P.):
	      103.500 

	
	LONG LEG (BID + 100 - 102.500)
	      101.000 


What the above trade would mean, on the buy side, is that the client wants to buy JN04 and sell SP04 with a spread of 1.25 pesos, which mean that if someone sold the strategy, the accepting client would buy JN04 at 103.500 and sell SP04 at 102.250, and the offering client would do the opposite.

On the sell side, the client wants to sell JN04 and buy SP04 with a spread of 2.50 pesos, which mean that if someone buys the strategy, the accepting client would sell SP04 at 103.500 and buy SP04 at 101.000, and the offering client would do the opposite.

In the above examples, the buying client is trying to maintain a short position over time, since it would be buying the immediate series (JN04) to close the short position, and selling the next series (SP04), thus maintaining the position; and the selling client is trying to maintain a long position over time, since in this trade it would selling the immediate series (JN04) to close the long position, and buying the net series (SP04), thus maintaining its own position.  
