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1.     Write your Roll No. on the top immediately on receipt of this question paper.

2.     Attempt all six questions.

3.     All questions carry equal marks (18 marks each).

4.     Answers may be written either in English or Hindi; but the same medium should
be used throughout the paper.

Q.1       a)   Discuss the key characteristics of financial derivatives and explain the specific roles
of Ledgers, speculators, and arbitrageus.

b)  Briefly discuss the growth and development of lndia's derivatives market. VAat are
th?majorunderlyingassetstradedonlndianexchangestoday?

Or
a)   Differendate between the cash (spot) Inarket and the futures market.  Outline three

majorreasonsaninvestorndghtpreferthefuturesmarkettothecashmarket.
b)     Explain  the  futures  trading  mechanism,  with  a  specific  focus  on  "Marking-to-

Market.„

CH       a)    Ira security is cunently priced at Rs. 300 in the spot market, calculate its forward

price  for  a  1-month  contract,  assuming  a  continuously  compounded  risk-free
interestrateof7%peraunum.

b)  Discuss the various types of margins in futures trading: hitial Margin, Maintenance
Margin,andMarginCall.Howdoesmarginmoneyactasasafegund?

Or

Q.3 a)   The NHTY hidex is cunently at 1195. The historical dividend yield on the index is
3% p.a., and the bonowing rate i§ 9.5% p.a.  Conceptually, explain the fomula you
wouldusetocalculatethefairvalueofa3-monthfuturecontract

b)  Distinguish  between  Forwards  and  Options.  Furthermore,  explain  the  difference
betweenaEuropeanOptionandanjinerieanOption.
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Or

a)AstockistradingatRs.50.Acalloptionwithanexercise(strike)priceofRs.48is
tradingatapremiunofRs.3.Calculatetheintrinsicvalueandthetimevalueofthis
option.

b)Discussindetailtheimportanttenusassociatedwithoptioncontracts:Moneyness(In-
the-money, AI-the-money, Out-of-the-money) and Strike Price. Give a brief example
of an "Exotic Option."

a.4

a)EquitysharesofTCSLtd.arecurentlyavailableat€22pershare.Aninvestorbuysa
Calloptionwithastrikepriceof€20forapremiunof€5.Calculatetheinvestor'snet

profitorlossifthestockpriceontheexpirationdateis(i)€15,and(ii)€28.
0)DefinethetermSWAP.Detailthemechanisms.andfeaturesofanlnterestRateSWAP

and a Curency SWAP..
Or

a)   Cash Rich Ltd has invested Rs 50 crore in market-linked floathg rate securities.
To protect against falling interest rates, they enter into a swap to receive a fixed
rateof7.30°/oandpayafloatingMIBORrate.Illustratehowthisswaptrausfoms
their floating-rate asset into a fixed-rate asset.

b)  What is a Credit Default Swap (CDS)? Explain how it operates like an insurance
contractagainstdefaultrisk.Additionally,definea"PutableSwap."

Q.5

a)   The cunent spot price is high, and they fear it will rise further. Explain how they can
use a "long hedge"  in the commodity futures market to lock in their purchase price
today.

b)  Explain the concepts of Straddle and Strangle option trading strategies. Under what
marketconditionswouldaspeculatorusealongstraddle?

Or

a)   AI Indian importer needs Rs 2,00,000 to pay for imports after 90 days. The culfent
spotrateisINR81.50,andthe3-monthforwardrateisINR82.22.Explainwhythe
importer should use a forward hedge  and calc.ulate the locked-in rupee cost of the
import.

b)   Discuss   the   various   risks   involved   in  trading   deriva'tives   (e.g.,   Market  Risk,
CounterpartyRisk,LiquidityRisk,OperationalRisk)
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