
Course Code: 

Course Name: Financial Derivative 

MBA-FM-07 

Instructions: 

1. Attempt only five questions. 

2. Students are allowed to use scientific calculator. 

Month of expiration 

Q1: Calculate the following options on a single stock 

Department of Management 

Discrete Yearly R 

Semester End Examination 

MBA-4hSemester [(2017-2018] 

Continuously yearly Risk Free rate R, (Treasury Bills) 

Exercise Price 

Option Price 

Standard deviation of stock Return 

Stock price 
Cash Dividend 

Particulars 

Why should Call B sell for more than Cal| A.? 

6 

8.5% 

11.82% 

30% 

Q3: (a) what do you mean by currency coupon Swaps. 

Rs. 50 

Rs.1.5 

Rs. 45 

Rs.00 

Calls 

Is the Put-Call parity model working for options A andC.? 

Calculate the Black-Scholes valuation of Call A and Call B 

B 

9 

R. No. 

30% 

8.5% 

11.82% 

Max Marks: 75 

Rs.45 

Time: 03:00 Hr 

Rs. 50 

Rs.00 

Put 

8.5% 

11.82% 

30% 

Rs. 50 

[15] 

Rs. 5.16 

Rs.45 

Rs.00 

How would you trade Call A, the stock and risk free security in order to replicate the 

expiration date outcome at put C? 

Q2: (a) Calculate the value of option on the basis of one step binomial tree. In which stock price of 
option is Rs. 100 and it goes up and down on the basis of 10% of stock price of option. Life of 
option is of three months and risk free interest rate is about 9%, during the life of option 
small change in time will be calculated as 0.456. 

(b) What do you mean by convertible debenture? 
[10] 
[05) 

[05) 
(b) Suppose that the term structure of interest rate is flat in both Japan and the United States. 

The Japanese rate is 4% per annum and the U.S rate is 9% per annum (Both with continuous 
compounding). A financial institution has entered into a currency in which it receives 5% 
per annum in Yen and pays 8% per annum in dollar once a year. The principal in the two 
currencies are $10 million and 1200 million Yen. The swap will last for another three years 
and the currency exchange rate is 110 yen = $1 (where k= $0.8 million and K =60 million 

Yen). Calculate value of urrency swaps. [10) 



Q4 (a) What are the three golden rules ior warrants? 
(b)H, =e-}"H: what is the use of this formula. 

Q5: (a) Define the relationship between A, 0 and y. 

(C) Assume that the base value of a market capitalization weighted index was 4000 and the base 
value market capitalizations are Rs. 1,40,000 Crore. If the current market capitalization is Rs. 

1,80,000 Crore. What is the value of Index at that position? 

Q6: (a) What do you mean by "Marking to Market"? 

(b) A U.S Bank has sold six month put option of £ 1 million with a strike price of 16000 and 
wishes to make its portfolio delta neutral. Suppose that the current exchange rate is 16200, 
the risk free interest rate in the United Kingdom is 13% per annum, the risk free interest rate in 
the United State is 10% per annum and the volatility of the sterling is 15%. (In this case 

d,=0.0287) 

Q7: (a) Explain the definition of derivative on the basis of SCR (Act) 1956 

05) 

(b) Give short overview of various derivative products popular in India and outside India. 

(C) What do you mean by "Systemic Risk"? 

(05) 

Q8:(a) What is the basic difference between Futures and Options contract? 

(b) An lnvestor writesfive call options contract on a stock. The uption price is Rs. 10, the strike 

price is Rs. 50 and the stock price is Rs. 44. Calculate margin money of the option (Margin 
Amount 25%, Lot size 200) 

[05] 

(b) How you calculate the effect of volatility change over time iin the valuation of derivative 
contract? 

(c) What are the various factors driving the growth of derivative market? 

(05) 

(c) Suppose the company ACC Ltd. traded at 2000 in the cash market and three month ACC Ltd. 
future contact at 2080. If the transection cost involved are 0.6. What is the arbitrage possible 

return? 

[10] 
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