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SECTION - A

Answer any four questions in this Semion- Each question carries 1 mark for
Part (a), 3 marks for Part (b) and 5 for Parl (c)-

1. a) What are 'Currency Derivatives' ?

b) Determine the futures price from the following :

Spot price t 9,50,000i-

Cost of catry 12Y"

Carry period 6 months

Use cost of carry model.

c) Cite out the need and importance of riskmanagement in the recent scenario.

2. a) State the expectancy hypothesis in future pricing.

b) Distinguish between straddle and strangle.

c) Enumerate the process of hedging through futures.

3. a) State the key differences between spot contract and forward contract.

b) Evaluate the assumptions in capital asset pricing model.

c) The stock price of Grace Ltd. in spot market is t 45Ol- and the two-month
oiltion contract is t450/-. The price of the option is t 20 per share. At what
price willthe option be at-the-money, in-the-money and out-of money, if the
options are both call and Put ?

fl-"\EI xp:, rlT. i*

P.T.O.
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b)
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4. a) What is'Option Pay-olf' ?

b) The current market price of a share is t 19 and the calloption and put option

at a strike price of t 20 ale available for T 3 for a period of 3 months. lf the

risk-free rate is 10%.ldentify the arbitrage opportunities. Apply the put-call

parity.

Distinguish betwedn 'Systematic Risk'and'Unsystematic Risk'with examples.

Expand LIBOR and LIBID

What is Margin System ? Give its types.

An investor buys 500 shares of X Ltd. at T 210 per share in the cash market.

ln order to hedge, he sells 300 futures of X Ltd. at t 195 each. Next day,

the share price and fu{+r1€s-detlhe by 56/" and 3% respectively. He closes

his positions the next day:u-y,,b.ounter transadtions. Find out his profit or loss

position.

Support the price of a stocklis t 100 and in hpo periods, it may go up by 20%
or down by 20% in each period. Construct the 'binomial Tree' (Single period).

Calculate the lower bound from the following data :

Stock price :

Style of optio4 :

Type of option :

Strike price :

lnterest rate :

Time to expiry :

Dividend:

c) Outline the important applications of interest rate futures. (4x9=36)

6.a)

b)

< 270 per sliare

European

Call

T 265 per share

1Oo/" p.a.

6 months

Nit
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SECTION - B

Answer the tuo-guestions in this Section. Each question carries 12 marks.

7. a)'The limitations of forwards and futures led to the emergence of options".
Examine this statement keeping in mind the limitations of forwards and
futures. Also, tabulate the differences between optirrns, fonnrards, and futures.

OR

b) From the following information, compute the calloption and put option values :.
Current market price (S) : { 100 per share

Striking price (X) : { 890 per share

Volatility of share price (o) : SOo/o

Risk-free rate (R,) : " t07o p:a.

Time to expiration (t), : 3 lnonths
l

Use Black-Scholes formula. ,,, .:r:"ri'

8. a) Who are the players in the*ndian derivativffi'market ? Narrate their functions
dgtail' 

AA :' ""' :i'l
OR

b) Write an essay on tiie "typbs of options". Su-ppoi with valid exampfes.
(2x12=241
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mark for Part (a),

Clarify the meaning of the tenfns ,'Contango' and 'Baekwardation'.

whar is meanr. ov : vaya,A, ;&"'sffi i, sighifcance

From the following inlori;#tbpo' ddtermine rnril'put obtun ,ulu" using the
Black and Scholes formu,;-;;-l--*'' * ; .

S = T 280/-

EorX = t260/-

r = 87" p.a.

t = 0.6667

N(d1) = 0.6336

N(d2) = 0.4470

Assume that no dividend is ^expected during the life of the option.

P.T.O.

l4ir*,n,,,
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3.a)
b)

c)

4. a)

b)

c)

s. a)

b)

c)

Who are'Arbitrageurd ?

Compare OPtions from SwaPs'

The present value of the NIFTY lndex is 3,150' The three-month interest rate

is 12%p.a. the dividend yield on this index is estimated to be 6"/o, compute

the fair value of Futures with g0 days remaining for maturity.

Define 'SwaPS'.

D istin g uish between oTC De rivaliv-es'a4d Exchan ge-traded Derivatives'

plip e4.t[,n n expiration date.;ef6 m3nths l":::3d'
, oii=1.Oi.l+h!, 

"rt'rate 
for the 6 months period is 3%'

'i,.-. J \ +l j' iil - .:r ::r-F-

i) t,f the put has u ,"rXfr'vg=-q$$=[3"&*U*ttUthare is worth t 9 per share'

calcuiate the value of the"ca[* *:;S*ffi,. +., {n-*q _

ii) lf the call has u *A price of the share is t 12

per share, 
"o*putJTfi€{%9t 

tn.gffi

what are' curreHcy Future*in.ti## 
- 

i[]
[li.i{

H ighli ght the econom ic f un'ffi ns 
"tffiwap#++

shares of Ram Ltd. are bein$:so at {,3,000t,,,fot!gqring options are available

for one month d;;;";. :
Call OPtio-nir ' J tul O..Plions

,PrBmium ({) ' *Strike Pricq (t) : Premium (T)

":*""-...*...- ',\.. 125

,u**:'-." t,ooo 40

3,100 5 2,900 10

Determine the rntrinsic varue and the Time varue of cail and Put options.

6. a) calculate the expected rate of return for an underlying asset from the given

information : R, - 1z%iRrn = 16%; B = 1'25'

b) Examine the measurestaken by sEBrto protectthe investors in the Derivative

Market.

c) Deline the concept of 'Bis k Management. outline its functions' (4x9=36)
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SECTION - B

K22P 1444

Answer the two questions in this Section. Each question carries 12 marks.

T. a') "Derivatives are linandet products for managing exchange risld'. Elaborate

on the economic functions and risks faced in the Derivative market in lndia.

b)

8. a)

OR

Discuss in detail the fundamental option strategies with suitable examples.

advantages of
the features and
the limitations of

Pricing Model in

(2x12=241

OR
'\ 

".t "*.t "*." "s
'6.,r.i :ejl't*u*q,.**a

"q41:: }ie_

Critical,ly evaluate tne imptteeffi of the Binomial Option

the valuation of oPtici ,. 
"** 

Mi;##'"*

"Futurgs are

b)

ill&hii**u,,,,,,
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SECTION - A
Answe r any four quesiions ln lhis seciion
Parr (a),3 marks for Parl (b)and 5 marks

a) Whal ls a fLrture conlracl?
b) Expain the lses ofluiLrres
c) ExpLaln the dlllerentlypes ol Fuiures

.l Who are soec! ators?
or W- "" "'" '_' "u 

o"s co- rooilv p\' ha'rqac in 'dia'cl Descrlbe lhe srqn lcance olderlvalives

a) Whardo You mean bj/ oplon Prcng?
b) D scuss the o iclno or Amer can Oprions

cj Exp ain lhe long and shorl slradd e

a) What ls hedg ng?
b) Explain hedging lhrouqh lorwards
., A or" rea'io q lolt d -on o v oe,lo pav ng sro \ i5

enrer€o irlo s;r Ir p sro h p i'o F Bs r20 ar d _1" r s^ Il.e El" s
10% p.a with conlinlrous compounding Whal shou 

'l 
be the loMad

prlce oi ihe coniract?

a) whal do you mean bv T me va ue ol oplLonst
hr Ditlerenuate belween oolons and futures

ci Dscuss the various tvpes ol options

Each questjon carres 1 rnarklor
ior Pad(c). (4x9=36)
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6. a) Whal is slnke price?

b) Explain how putcalpafity is used in cabulaling pul oplion prices.
c) Erprarn tl-e Bldck Scholes model o'opaon o ic;19.

SECTION -B
Answer any lwo questions in lhissection- Each quesiioncarries 12 marks.

12x12=2al

7. a) Explain the cosl of carry model in perfecl and imper{ecl markel
environment.

(oR)
b) Discuss lhe uses, merits and demerlls of ioMards.

8. a) What do you mean by derivalives? Explain lhe ditfereni lypes ol

(oR)
b) The current markel price ol ABC Lld is Rs. 120. The volailiily of the

stock is 30%.The risklree inleresl €le ls 107" p a.calculalelhevalueof
European ca Loplion on lhe slock with a slike price oJ Rs. 130 using
Binomial modelwith monlhly iniervals. Also depicl ihe possible slock
price afterlwotime inlervals on binomialtree-
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SECTION _ A

Answer any low quesl ons in this Section. Each queslton carries 1 mai{ for part (a),
3 ma*s lor Pari (b) and 5 marks for pan (c).

1. a) What is put option ?

ol Whd dro rhF lun(tlo-, otaer \dl \o V-r^er .

c) Write a nole on purca party.

2. a) Whatdo yoLr rnean by spot prce ?

b) Explain about Hedg ng.

c) Expa n aboLrt lhe commodity exchanges in tndia.

3 a) Whal do you mean by specutation ?

b D (-:s rl_6 a,pecrarion app oc!q rn ru,u'-s o, . -9
c) Wrte a short notes on i

i) lntiinsicvalue oflhe option ii) Time value oi rnoney.

4. a) What do you mean byAme can oplion ?

b) Considera six month tong torward contEcr ofa non-income pay ng secur ty
The rsklree rale ol tnteresl is 6 percent per annum. The slock pdce s Bs.30
and the delivery price is Rs. 28. Compure the vatue ot ioMard conlracl

c) What are the difterences beh4een optiofs and Jutures ?
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5. a) Whar s initiai margtn ?

b) Whal are the features oiioMard contracl ?

c) ihe srock pice of ne[anc€ industdes in spot rnarket is Rs. 450 and lwo-month
optoncontract sofRs.450.Thep ce otihe option is Fs.20 per strare. At
what pice the option wiltbe atrhe money! oll-oj-money and in lhe money
ol ih€ option is both call as wellas pul option ?

6. a) What is Arbitrag€ ?

br Drscu.( rhe 05 o, 
' 
artu n ode - tr'.es pric "9

c) What are the impodance ofcomrnodity exchanges ? (4x9=36)

SECTION _ B

Answer eillrera)or b) in each ofthe following. Each quesUon carres 12 marks.

7. a) Whal is option pricing ? What are the factors inftuencing option pices ?

b) Calculate the value of a European call opiion.

Current markei pice oi astock: Bs.92 persnare

Exercise price : Hs.80 persharc

T rne to expiry i50 days

Rsk lree lnteresl rale :712'l"
Volala ly ol sloc" : 3 5oo

The above slock doss not pay dividends. Use BLack-Schotd tormuta.

8. a) Discuss lhe Evolulio. ol d€rivative markets in ndta.

b) Explain in detailthe Black-Schold option prtcing model. \2t12-24)


