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Department of Management
Semester End Examination
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Course Name: Financial Derivative Max Marks: 75
Course Code: MBA-FM-07 Time: 03:00 Hr

Instructions:
1. Attempt only five questions.
2. Students are allowed to use scientific calculator.

Ql: (a) Why the volume of Derivative Market is bigger than Cash Market. [05]

(b)Give the specification of future contact at the time of developing a new contract. [05]

(c) What is the basic difference between European and American Options contact? [0S]

Q2: (a) What do you mean by contract cycle in financial derivative market? [02]
(b) Suppose interest rate in India and the USA are respectively 10% and 7%. The spot rate is Rs.
60/USS. What is the 90 days forward rate can be? [03]

(c) Suppose the spot rate is Rs. 40/USS$ and the three month forward rate is Rs. 40.28/USS involving
a forward differential of 2.8 percent. The interest rate is 18 percent in India and 12 percent in
the USA involving interest rate differential of 5.37%. Calculate profit/Loss under Covered

Interest Arbitrage. [10]
Q3: (2) What do you mean by time value of an option? [04]
(b) Explain the following Payoff of Futures: [08]

I Payoff for buyer of futures: long futures
Il Payoff for seller of futures: short futures
(c) The security ABC Itd. trades in the spot market at Rs. 1450 money can be invested at 14% per
annum. Calculate the fair value of one month future contract of ABC Itd as per cost-of-carry

logic. (03]
Q4: (a) Explain the method to calculate margin value of options [02]
(a) What happen in options when: [06]

I. Spot price > strike price
Il.  Spot Price = Strike price
[l Spot Price < Strike Price
(b) Calculate the valuation of Option Pricing model with the help of two steps Binomial Tree Model:
Given items: [07)

u=12;d=08r=5%; T=3months; f, =0; fua =4 faa =20and 5t =1
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Q5: (a) What do you mean by standard deviation of continuous compounded rate of return of the
share? Explain with example. [05]

(b} Ifthe intrinsic value of a call option is Max [0, (S, — K)]; So, what kind of intrinsic value output
are take place with respect to that call options?

(05]
R
()P == dd; what is the use of this formula in Derivative market ? [05]
—
Q6: (a) Discuss Black-Scholes option pricing model, its assumptions. [05]
(b) Calculate Black-Scholes value of call option on the basis of this given information [10]

P =78.245; P, =70; RF= 0.184; T= 3 months and ¢ = /0.3

Q7:(a) Let us assume that a financial institution pays six month LIBOR and receiving 9% per annum (with
semiannual compounding) on a swap with a notional principle of $ 200 million and the remaining
payment dates are in 6,12 and 15 months. The Swap has a remaining life of 15 months. The LOBOR
rates with continuous compounding for 3 months, 9 months and 15 months maturities are 12%,
12.5% and 14% respectively. The 6 month LIBOR rate at the last payment date was 12.2% (with

semiannual Compounding). In this case k= $ 8 million and K™ =$ 10 million. Calculate the value of
interest rate swaps.

(10]
(b) What do you mean by VEGA in options? [0S]
Q&: (a) How currency swaps are useful for various companies? - [05]

(b) If the value of portfolio is given by equation
m=55%+4C?+50;

Calculate value of Gamma of a portfolio of option, if S = 10; where S is the stock price and Cis the
price of the call or put option. [05]

(c) Define the function of valuation of warrants in financial derivative markets. [05]
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