50, will be treated as malpractice.

Important Note : 1. On completing your answers, compulsorily draw diagonal cross lines on the remaining blank pages.
2. Any revealing of identification, appeal to evaluator and /or equations written eg, 42+8
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Fourth Semester MBA Degree Examination, Feb./Mar. 2022
Financial Derivatives
, “Max. Marks:100

Note: 1. Answer any FOUR fm’l quesnons Jfrom Q.No.1 to Q No.7.
2. Question No. 8 is compulsory

What are the benefits of financial* dpnvatwes" Ny (03 Marks)
What is OTC trading? Explam’the functions of derivatives market (07 Marks)
What is Financial Denvatlvcs? Briefly explain the dlfferent players in the derivatives

market. { Ty R (10 Marks)

What is meant by marking to market? " (03 Marks)
An investor trades: grade | rice in the market for Rs.1600 per quintal. A 6 months future
contract on this'rice is traded at Rs.1675. The size of one future contract is 1 qulntal An
amount of Rs.50'has to be paid for storing-d"quintal rice for 6 months. Calculate the price of
future contracts; What posmon investor has to take in futures market? (07 Marks)
Mr. Gupta,took long posmon in five: futures contracts on rice at an exercise price of Rs.50

per kg. The initial margm on this contract is 10% and mmntenancc margm is 85% of the
initial margin. The size of each ﬁ]ﬁll‘é contract is 1000 kg ‘The futures prices for the first 10
days of the contract are given below:
Day 1 PN 3 4
Settlement Price | 52.50, '5'1' 25 |51.00 | 51. 80
(Rs./kg) )
Prepare a margin account assumlng that all margm calls are honoured immediately and
money in excessrgf the initial margin 1s_:w1_thdrawn immediately. (10 Marks)

R AEEED SRR
51.10 | 49.75 | 5030 | 50.50 | 5025

What is lot size and tick size? (03 Marks)

Find out the theoretical price of a, stock maturing in six-months from now, which is currently

trading at.Rs.540. The annual risk free rate of returd continuously compounded is 9%.

(1) What'would an arblhager do'if the six months future contract on this stock is trading at
Rs.600?

(n) Does it make any dlfference if the su( months future contract on this stock is trading at
» Rs.5007 ‘ :

;-'*=-(111) What are the risks involved in the arbxtrage transactions in futures contracts? (07 Marks)
“Consider the followmg data about Iuly 2020 NIFTY option (opening values of the day are

taken):
Exercise Price | Call Premiil'r”iif"’ "Put Premium

9860 NA 8.70

9880 NA 9.70

9900 ~ 45,25 10.60

9920 w2340 13.25

9940 15.50 15.40

9960 g 12.20 24.50

998Q Y 9.60 NA

10000 ~ 8.35 NA

10020 7.80 NA
The July*NIFTY opened at 3™ July 2017. Classify each of the above options and find out
intrin§ic-anid time values of the options [NA = options are not available]. (10 Marks)

1of3



L

o

TP

18MBAFM405

What is covered and naked call? A" (03 Marks)
Discuss the factors that determine the option valHE’. A (07 Marks)
Consider a put option contract on a certain sharé";f?(YZ, suppose two investors X and Y enter
into a contract and take short and long positidns respectively. Other details:are given below:
Exercise price of Rs.110 and it expires onMarch 2020, size of conttactis 100 shares and
date of entering into contract is J?Enum? 6, 2020. Price of option on the date of
contract = 7.50. Calculate profit/lossprofile for both the investor.

Stock prices are: 80, 90, 100, 110,120,130, 140 and 150. s (10 Marks)

>

What is butterfly spread? p y (03 Marks)
Explain commodity exchanges in India and its role atleast 3 exchanges. (07 Marks)
The following information 18 available on put option with 2 months expiration dates on a
stock. Explain how the'eption can be used to creat€ a'butterfly spread. Find the pay-off for
the investor at varig};g.jénges of stock price as Rs.85, Rs.90, Rs.95, Rs.100, Rs.105, Rs.110.

ol

Strike price (Rs.) | 95 | 100 [ 105 |~
Premiumi (Rs) | 5 | 7 | 10 [/

2 (10 Marks)
) . _.\% . _!_\:'_:jj_;;?_‘; .
Diffefentiate between coupon swap.and basis swap. (03 Marks)

Create a long straddle from given information: N
Call strike price Rs.400; call pfemium Rs.15; put Strike price Rs.400;+putspremium Rs.18.
Closing price are as following.(in Rs): 300, 325,--3%50{, 375, 400, 425, 4’59.,;475, 500, 525.

Ca> , ® v o (07 Marks)
Companies X and Z have-been offered the following rates per.antum on a $5 million; 10
year investment. , S

A

_ /| Fixed Rate | Floating Rate
CompanyX | 8.0% “LIBOR
CompanyY | 88% (]} LIBOR

Company X requires a ﬁxcd’ rate investment, Company Y requires a floating rate
investment. Design a swap that will net a bank; acting as intermediary, 0.2% per annum and

will appear equally att__ra_c__:._tiir"f“:' toXand Y. N (10 Marks)
~Whatis VaR? 4, %" " (03 Marks)
Differentiate between stress testingiand-back testing. (07 Marks)

Assume that the.current spot rate{of NTPC is Rs.165 and which is expected to rise to Rs.170
or fall to Rs:160 after six months: The annual continuously compounded risk-free interest
rate is 8%. What is the value of six month European call option on the stock with strike price
of Rs.162? (10 Marks)
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An investor Mr. Kairav has constructed a portfoho ‘on 1¥ May 2020 consisting shares of ten

companies; the details of which are given bgle

SINo. Stock Market PHet P.S (Rs.) | No. of Sharce Beta Value (Rs)

fears

1. | Apollo Tyres Ltd. 0Y,250 1000 * 0.93
2. | Arvind Ltd. (%," 950 0.69
3. | BataIndiaLtd. “ 750 0.75
4. | Ajanta Pharma Ltd{™ 400 0.55
3 Biocon Ltd. S| 650 045
6. | Exide Industrics Ltd 217 T 900 1.07
7. | Federal Bank: Ltd 117 &% 1500 1.28
8. |IDFCLtd: 58 o 3000 0.81
9. | Voltas Ltdo? 500, 500 1.52
10. | SRF Ltd 1.5”1-1;:“* 300 1.99

....

that the market will fall in the, ﬁ%g future due to occurrence of war bctween China and

India‘ d hence wants to hedge the. ,pnrtfoho without selling: the shares in the portfolio. Since
the investor is not aware of the hedging strategies avallable you, being the financial analyst,
are requested to explain the inVestor various opn&ls available to hedge the portfolio and
choose the best one. You are. -also required to: f; R ¢

(1)
(ii)

o

Calculate the theorcncal value of the ﬁlturcs contracts expmng in July and August
2020 if the Nifty'is currently quoted %L%UO R

Find whetheror not the futures mm:ﬁ’at and spot market. pnce are consistent so as not to
offer an arb1Hagc profit if Ju;y.:ﬁﬁ’d August futurcs are currently trading at 9700 and
10,000 wlth lot size of 75. )

Fmd out the numbers of Mﬂy futures contracts requlred to be shorted to hedge the

Fmd out the number(6fNif y futures contracts required to be shorted to hedge to the

sextent of 90% and, 125% of the portfolic until August 2020.

Find out the numbers of Nifty futures ‘contracts required to be traded if the investor
descries to rcduce beta of his portfolro £6 0.80. (20 Marks)
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