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FINANCIAL DERIVATIVES

. 
P.PG]-MBA/4103/CGF

Time : Three Hours] [Maximum Marks : 70

Not. :-(l) Ancmpt ALL questions.

(2) Figures to the dght indicare full marks.

(3) Use of scientihc calculator is allowed.

SECTION-A l

l. (a) What do you undcrstand by the terms derivatives
and financial dqivalives ? Bring out the historical
dcvelopment of finarcial derivative market. 14

OR

(b) Explain carefully differeace bcrween hedging,
speculations and arbitrage in the cotrtext of
financial derivatives. 14

SECTION_B

2. (a) What are imponant terms used in trading forward
contract ? Explain. .l

(b) On March 5, X enters into a forward contract
with Y in which he agrees to buy 200 grams of
gold on August 5 at Rs. 6000 /- p€r lO grams-
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(c)

(d)

3. (a)

(b)

On June 1", X decides to gat out ofhis position

He enteG into a forrrysrd contract with Z in which

he agrees to sell 200 grams of gold on August 5,

for Rs. 6250 /- per l0 grans. Show the proficiency

of the X on thc delivery date i.e. August 5.

7

OR

Bring out the relationship betweeo forward 8nd

spot pnc€. Explain with suitable examples. 7

The stock underlyiog an index provide a dividend

yietd of 4 % p€! annum, the current v8lue of the

index is 520, a[d rhat thc contiouously

compounded risk frcc rate of intcrcst l0 % per

annum, Find out rhc vslue ofa 3 month forwsrd

contract. 7

How arc strangles difrercnt ftom sEaddlcs ?

Explain about cach of thesc in detail. 7

The cunent price of share is Rs- 50, 8trd it is
bclieved that 8t th€ end of one month the pice

wilt be €ithsr Rs. 55 or Rs.45. \Mhat will a

Europcan call option with an exercise pricc of

Rs. 53 on this share bc vatued at, if thc riskfree

rate of interest is 15 % Per snnum ? '7

OR

Closing prices arE as follows :

Date Price (Rs')

June 4 2230

June 5 23 t0

June 6 22'90

June 7 23.00

June I0 23.15

Jun€ ll 22'85

Jure 12 n.95

l4

5
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(c)

(d)

4. (r)

Discuss thc Black-Scholer options pricing model

with suitabt€ exarnples. 7

Mr. X paid a premium of fu. 5 /- per share for
6 month, call option contsact of 100 shares of
ABC Corporarion at a time of purchase of ABC
stock was selling for Rs. 57 /- per share at the

exacisc price ofcall options was Rs. 56. Dccrmine

dle X profit or loss if price ofABC stock is Rs.

53 /- ald whcn option is ex€rcis€ and what is X
prcfit or loss if ABC stock is Rs. 63 /- when

options is cxcrcisc. 7

Discuss, iD brief on evolution of Swap market.
't

(b) Firm A nceds fixed rare funds which 8re available

to him at lhe rate of 10.5 % to be coElputed half
yearly but it has access to cheaper floating rate

firnds available to it at LIBOR + 0.3 %. Firm B
needs floating rate fiuds available to it six month

LIBOR Flat but has access to cheaPer fixed Iarc

fimtls available to it at the ratc of 9.50 % to be

compounded half yearly. Both the principles

idcntical in size on maturity and are in the same

currency. Show how int rest rate swap take place

bctwccn A and B. 1

OR

(c) Explain the mechanism of financial Swap. Discuss

the featurcs of Swap Contract. 7
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(d) Company XYZ, a British Manufacturcr, wished

to borrow US dollar at fixei rate of interest.

Cornpany ABC, a US MNC lvished to bonow
Srerlitrg at fixed late of inter€st. The rates are as

follows :

St€rling US dollars

Coopany XYZ 11 o/o '1.50 %

Company ABC lO.6 o/o 6.2 %

Design d Swap that will have a bank, acting a.s

interm€diary, 10 basis points per a.Dnum and which

will ploduce a gain of 15 basis point per auum
of the two companies. 7

SEcTION---C

5. Usirg the following dat4 prepare margin account of
the investor for futule co[tract. Also m€nlion the date

where margin call has to be notic€d and how much

amount of margin call.

Position : Short (Sale)

Conlract size : 500 Units

Unit price : Rs. 22

Initial Margin | 12 o/o

Maintenance Malgin : 3/4d of initial

margin

Date of contact : June 3
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