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EXECUTIVE SUMMARY 

This study investigates the role of stock options in managing earnings risk among Indian 

companies, comparing their effectiveness with other financial strategies such as stock futures. 

The primary objective is to assess whether the use of stock options around earnings 

announcements can help mitigate volatility and provide a stable financial outlook for 

companies. By employing a mix of descriptive, correlation, and regression analyses, the study 

offers comprehensive insights into the dynamics of earnings management in the context of the 

Indian market. 

The analysis revealed a significant decrease in volatility of stock options post-earnings 

announcements. This suggests that earnings announcements help reduce market uncertainty, 

stabilizing stock prices. The average volatility, standard deviation, and extreme values of 

volatility all showed a marked reduction after the announcements, indicating a more predictable 

and less volatile market environment. 

The correlation analysis demonstrated a moderate positive relationship between earnings and 

the use of stock options and stock futures. This implies that as earnings fluctuate, companies 

tend to utilize these financial instruments to manage associated risks. However, a negative 

correlation between stock options and stock futures suggests that these instruments might be 

used in complementary ways to balance risk. 

Regression results highlighted the significant role of stock options in earnings risk 

management. Companies using stock options showed a discernible impact on their earnings 

outcomes, underscoring the effectiveness of these instruments in mitigating risk compared to 

other strategies like stock futures, which showed less significant impact. 

The findings indicate that stock options are a valuable tool for managing earnings risk in the 

Indian market. They help reduce volatility and provide a more stable financial environment 

post-earnings announcements. Companies should consider incorporating stock options into 

their risk management strategies, while also diversifying with other financial instruments like 

stock futures to optimize their risk mitigation efforts. Regular evaluation and adaptation of 

these strategies to changing market conditions are crucial for maintaining financial stability 

and achieving long-term organizational goals. 

 


