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(15X5=75)

Note: Attempt any Five Questions, All questions carry equal marks

QI: Describe the concept of leverage in the context of financial derivatives. How does leverage affect

Q2:

Q3:

Q4:

0s5:

Q6:

Q7:

Q8:

potential returns and risks? [15]

Discuss the concept of hedging and how financial derivatives can be used for hedging purposes.
Provide an example of a situation where a company might use derivatives to hedge against risk?
[15]

(a) Consider a futures contract on crude oil with a contract size of 1,000 barrels. The current market
price of crude oil is $70 per barrel. The initial margin requirement is set at 10% of the contract value,
and the maintenance margin is set at 5%. [f the price of crude oil drops to $65 per barrel, will there be
a margin call? If yes, how much will the margin call be? [10]
(b) Explain the concept of a futures contract and discuss its key features. [05]

Explain the process of option valuation with the help of two step binomial tree Model example. [15]

swap will have a notional principal of $10 million and a tenor of 5 years. The floating rate will be
based on the 3-month LIBOR Plus a spread of 1%. The swap will be settled quarterly. Calculate the

cash flows for ABC Corporation and XYZ Bank at the end of the first quarter of the swap, assuming
the 3-month LIBOR rate is 2.5%, [10]

(b) Discuss the key differences between an interest rate Swap and a currency swap. [05]

accounts?

(b) What is the difference between an in-the-money, at-the-money, and ou-
[06]

[09]
of-the-money option?

underlying asset? [08]
(b) What is meant by the term "underlying asset” in the context of financial derivatives? Give
examples of common underlying assets in derivatives markets. [07]
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