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Fourth Semester MBA Degree Examiffiri, Jan./Feb.2023
Financial DerivmCiiffis
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the exchange clear'iq.€*house? , (07 Marks)

c. A Rs 100 miltisrf rest rate swap has a.,fppuining life of 10 months. Under the terms of
swap, sk 7 m@ths LIBOR is exchanged for lYo p.a (compounded semi annually). The
average h.q*L,qtftr rate being exchanged fdr six month LIBOR in swaps of all maturities is
cunentffi5%r.f.a. with continuousprgdounding. The 6 - month LIBOR rate wsa 4.6Yop.a.
six mdirtWago. What is the currery@alue of swap to tffiffiy paying floating? What is the
valUffdu,the fartypaying fixed? *--" - 
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- ^ 
(10 Marks)

2 a. Distinguish between the ter.ms Open interest .rg"*q'Sffi vohme. -',. (03 Marks)

b. Explain the various factotS affecting stock option prices. (07 Marks)

c. Describe how would ffi calculate Cap f.FU Sdatifties from Cap spot volatilities and Cap
spot volatilities from,pa$ flat volatilities*q ; ,**a (10 Marks)

3 a. What ls S*apffiei-Wt at is the relatfuship between S*uffiil and Par yields? (03 Marks)

following day, the mglsrrybecomes responsibld for clearing an additional 20 long
contracts, entered inffiffie of Rs 51,000 per pgffict. The settlement price at the end of
this day is Rs 50,20Ww much does the menffihave to add to its margin account with
the exchanse clearins horrse? {07 Marks)

". " 
options ffi *\ " (03 Marks)

b. "Companies.'qidh"-high credit gf*sare the ones that cannot access fixed rate markets
directlv. T,hdm,6re the compaliie3 that are most likely to be payine fixed and receiving
"Companies.'qidh high credit ;fS
directly. F,l#W.Are the compahieq
floating in:air interest rate swaE'

are most likely to be payrng fixed and receiving
floating interest r{e s*{aF". Assume.tlal this statement b m:.P: you think it
increases or decreases t_E-_g..orisk of a financial institutions swap portfolio? Assume that
companies are most lilelflffidefault when interest rates are high. (07 Marks)

c. A stock price has an ilffiected return of 16% and a volatility of 35%. The current price is
Rs 38.
,) What is the.SMability that a European call option on the stock with an exercise price of

Rs 40 and"a,$uturity date is 6 months will be exercised.
ii) What is th6 probability that a European put option on the stock with the same exercise

price and maturity will be exercised? '
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a. What is Swaqffie?1What is the relat@gship

b. Explain whyh4ittire contract carffir$bO fi
c. A one vear lons forward contract &tS non-

ii between Swaffifte and Par yields? (03 Marks)

c,$*liaforward

for either specprlation or hedging. (07 Marks)
non - divic. A one year long forward contrgct &t{ non - dividmffipaying stock is entered into when the

rate of i 10% with continuous compounding.
the initial valtie 6f forward contract?

of the stock is RS45 and risk free rate of interest is still 10%,

.whdt are the forward contract. (10 Marks) ,

write options, but not when they buy

the value

,,,11u,='€xplain why
dh" @ffi
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are required wherf clients

(10 Marks)
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Sf at this timer. su-# ' "q: (10 Marks)

7 a. What is the meanige,p L\op * limit order to sell ffi.30 with a limit of 20.10 means? 
-(03 Marks)

b. The price "f ffifuWfl - dividend payrng *uO is Rs 19 and the price of a three month

Ewopean .Alleffdo, on the stock withrfuStilke price of Rs 20 is Re. 1. The risk free rate is

4% ier #-,Wft*. What is the price of a tked month European put option with a strike price of
,'- - { *hrufl (07 Marks)Rs 20?&+" 

* E.

c. A 4e|gflaii European call optiouOh i"aiviOend payrng stqc,t< is currently selling at Rs 5. The
i- &- f,' -tu y ,r lnt a -

a.

b.

A 4mq$tff European cail optlo_&0'qaolvloeno paymg'Xq*#f( N ourr$nlly sEuurB

stoCffiice is Rs 60 and the diffidnd of Rs 0.80 is e*hEcted in one-month. The risk free

interest rate is l2o/o per anwrri for all maturffiF,=,Srat opportunitigs are three for an

arbitrageur? *=-,,,,i - ',"#. L*_ .' (10 Marks)
;\: " s *"",

.,ffi, Y . *.,
A stock price is currentlyrus 50. Over ttr-eJh\trffiof the next two,three months period, it isrf the next two rthree months period, it is

free rate is@;per annum with continuous
ropean ffihption with a strike prices of

*****

,$

'fuWT #g+*. "ds. (uo rvrarKu

c. If th€ flut option werenQfufuan , would it egi be optimal to exercise it early at any of the
dnodes on the tree? " Le ,,"E1* (04 Marks)
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