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COURSE OBJECTIVES (COS);
The course should enable the students to:

| Demonstrate knowledge and understanding of how forward contracts, futures contracts, swap and
options work, how they are used and how they are priced.

I Explain put call parity for European options and explain how put call parity is related to arbitrage and
construction of synthetic options.

i Develop a theoretical framework within which all derivatives can be analyzed and valued and provide
a comprehensive analysis on the properties of options and futures

v Understand the basic types of derivatives, their payoff functions, their developments, and the economic
roles they play in the financial markets

COURSE LEARNING OUTCOMES (CLOs):
Students, who complete the course, will have demonstrated the ability to do the following:

CCMB421.01 | Provides the opportunity to build the general taxonomy of financial derivatives and to develop
intuitions, critical thinking and problem solving skills.

CCMB421.02 | Understand the design and pricing of a forward rate agreement; understand the payoff of a
Eurodollar futures; understand the design of swaps and how to determine the swap rate by using
no-arbitrage principle

CCMB421.03 | Understand the application of option pricing theory in the area of financial engineering and
corporate finance

CCMB421.04 | Calculate and interpret the prices of synthetic call option, synthetic put option, synthetic bond,
and synthetic underlying stock.

CCMB421.05 | Apply the Black-Scholes option formula for the price of a European option and its Greeks.
Understand the idea of delta-hedging

CCMB421.06 | Understanding of the basic building blocks of hedging, and some of the tools and strategies
available to banks for measuring and hedging the various risks to which they are exposed.

CCMB421.07 | Demonstrate critical thinking, analytical and problem solving skills in the context of derivatives
pricing and hedging practice.

CCMBA421.08 | pyoyide participants with an in-depth knowledge of the structure and mechanics of the
derivatives market/products, as well as the tools needed to price these instruments.
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CCMB421.09

Develop innovative skills by structuring solutions to manage the risk exposure of financial assets
of the company and compare the VAR in various portfolios and interpret the difference
creatively and critically.

CCMB421.10

Calculate the derivatives of functions given as parametric equations and interpret their meanings
geometrically and physically

CCMB421.11

Provide practical and simple investment and corporate financial management strategies using
derivatives in a manner this will allow students to apply these concepts and skills.

CCMB421.12

Apply the general pricing theory to value new kinds of derivative instruments And are able to
communicate their knowledge both written and orally.

CCMB421.13

Develop analytical, problem solving, planning, communication, interpersonal and creative skills
in swaps contract in derivatives

CCMB421.14

Discover the arbitrage opportunities by analyzing historical and recent data and test the
effectiveness of hedging portfolio in different kinds of scenarios.

CCMB421.15

Understand the working of commodity exchanges in commodity derivatives market and their
governance, regulatory structures

CCMB421.16

Demonstrate the ability to develop interpersonal skills relevant to swaps in managing the risk
and pricing the swaps

CCMB421.17

Acquire the knowledge and develop capability to development of models for valuing derivatives
based upon the mathematics of stochastic calculus.

TUTORIAL QUESTION BANK

Course
Eooms Learnin
S. No QUESTION Taxonomy g
Level Outcome
(CLOs)
UNIT-I
INTRODUCTION TO DERIVATIVES
PART-A (SHORT ANSWER QUESTIONS)
1 }/r:/élitae? about the various characteristic features of derivatives market in Remember | CCMBA421.01
2 | Bring out the development of financial derivatives in Indian markets? Understand | CCMB421.01
3 Discuss briefly about t_he various factors contribution towards the growth Understand | CCMB421.01
and development of derivatives?
4 Explalr_l th_e classification of derivatives market based on the nature of Remember | CCMB421.01
derivative instruments.
5 Discuss the types of derivatives market based on the market in which they Understand | CCMB421.01.
have been trading?
6 Explam about the various types of options. Who are the parties involved in Remember | CCMBA421.01
option contract?
7 Deflne_ swaps in derivatives market. Write about the different types of Understand | CCMBA421.01
swaps in derivatives market?
8 | Describe the role of derivatives market in the changing business world? Remember | CCMB421.01
9 Defme_law of one price. Discuss the assumptions of law of one price in Understand | CCMBA421.01
derivatives market?
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Blooms

Course

S. No QUESTION Taxonomy | =&arming
Level Outcome
(CLOs)
10 Explain the role of derivatives _market in economic development in risk Remember | CCMB421.01
management of business transactions.
11 Define hedging. _Statfe the different hedging strategies in derivatives | Understand CCMB421.01
market for managing risk?
12 ‘Elnanc1al . de’1:1vat1ves are associated with certain myths and Remember | CCMB421.01
misconceptions” comment?
; ] ; T ; ; iyt Understand
13 Discuss the benefits to companies and institutional investors in derivatives CCMB421.01
market?
14 Write th_e crl_t|C|sms/M|suses of derivatives market which causes unstable Remember | CCMB421.01
market situations?
15 Wr!te t_he differences between the forward contracts and future contracts in Remember | CCMB421.01
derivatives market ?
PART-B (LONG ANSWER QUESTIONYS)
1 Dls_cugs the_grovvth and development of financial derivatives market in Understand | CCMB421.01
India in detail?
Furnish the classification of derivatives based on the nature of
2 1) DenivastEline LS Remember | CCMB421.01
ii) Underlying asset
iii) markets
3 Narrat_e the l_JsefuI economic functions of derivative instruments in the Understand | CCMB421.01
changing business world?
4 Commeqt on th_e fundamental linkage existing between spot and derivative Remember | CCMB421.01
markets in detail?
Explain the role of derivative market in economic development of a nation
5 in general with regard to price discovery in particular. Understang=nCCMB421.01
6 | Write about the various uses and misuses of derivatives market in detail? Remember | CCMB421.01
7 Define der_lvatlyes. Discuss how financial derivatives use hedging strategies Understand | CCMB421.01
for managing risk?
. - N p
8 th_) are trqders in _derl_vatlves markets? How do they differ from the Understand | CCMBA421.01
participants in the derivatives market?
9 | “Derivatives are associated with different types of risks  elaborate? Remember | CCMB421.01
10 Compa_re a_nd co_ntrgst over the counter contracts and exchange traded Understand | cCMB421.01
derivatives in derivatives market?
PART-C (PROBLEM SOLVING AND CRITICAL THINKING QUESTIONS)
“One form of classification of derivative instruments is between
1 | commodity derivatives and financial derivatives” explain with a neat | Remember | CCMB421.01

diagram.

UNIT-I1

FUTURE AND FORWARD MARKET

PART-A(SHORT ANSWER QUESTIONS)
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Blooms

Course

S. No QUESTION Taxonomy | =&arming
Level Outcome
(CLOs)
The spot price of silver is Rs.45 per ounce. The storage costs are Rs.0.34
1 | perounce P.A, payable quarterly in gdvance. Assuming t_hat interest rates Remember | CCMB421.06
are 10% per annum for all maturities, calculate the price of silver for
delivery in six months.
- - — 5 ;
2 What is forward contract in derivatives market? Write the features of Understand | CCMB421.06
forward contracts?
3 Discuss the typ_es of forward contracts, according to the forward contracts Remember | CCMB421.05
act, 1952 in India?
4 !Deflng fu_tures contract in derivatives. Write the features of futures contact Remember | CCMBA421.02
in derivatives?
5 Briefly explain the types of financial future contracts in derivatives Understand | CCMB421.06
contract?
6 | What are the functions of futures contract in derivatives market in India? Remember | CCMB421.04
7 Wr!te .the advantfalges (?f forward contracts and future contracts in Understand | CCMBA421.04
derivatives market in detail?
8 Explalr) the distinction between the futures and forward contracts in Understand | CCMBA421.06
derivatives market.
9 Discuss the various types of hedges in futures contracts in derivatives Remember | CCMB421.03
market?
. e .
10 Wt_]at is hed_ge _ratlo. Discuss the two methods for calculating the hedge Understand | CCMB421.05
ration in derivatives market?
11 DIS.CUS§ the different types of interest rates in interest rate futures in Understand | CCMBA421.03
derivatives market?
12 !Expla_ln in detail about Forward rate agreement (FRA) in forward contract Remember | CCMB421.03
in derivatives market.
Write a note on
13 i) currency futures Remember | CCMB421.03
ii) currency forwards
14 Brlgfly_ explain about the trading mechanism of forward contract in Understand | CCMB421.03
derivatives market?
Write a note on
15 i) treasury bills futures Remember | CCMBA421.03
ii) LIBOR
. . . 5 . .
16 What is _pgyoff in derivatives market? Explain about payoff in long and Understand | CCMB421.03
short position.
PART-B (LONG ANSWER QUESTIONYS)
1 Define forward'contract in derlvatl_ves m_arkgt. Write a note on the forward Remember | CCMBA421.06
rate agreement in forward contract in derivatives market?
How do you determine the pay off in a forward contract in derivatives
2 market for long and short position? Explain with the help on a diagram. Remember | CCMBA21.06
- — ,
3 What are the features of forward contract in derivatives market? State the Understand | CCMB421.05

advantages and disadvantages of forward contract in derivatives market?
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Course

Blooms Learnin
S. No QUESTION Taxonomy g
Level Outcome
(CLOs)
4 Define futures_ in dgrlvgtlves market._Eprqln the structure and mechanism Understand | CCMB421.06
of the futures in derivatives market with a diagram.
“Hedging is the basic functions of futures market”. Discuss the statement in
5 the light of uses of futures contract? Remember | CCMB421.06
6 CI_earI;_/ d|§cuss _the_appllcatlon of forward contracts to manage commodity Understand | CCMBA421.06
price risk in derivatives market?
7 Dlscuss_ brlef_ly a_bout the pricing model for index futures and commodity Remember | CCMB421.02
futures in derivative contract?
. . 5 - .
8 What are the dlﬁergnt typ_es of interest rates? Explain the applications of Understand | CCMBA421.04
interest rate futures in detail.
What are the various decisions involved regarding the hedging with
9 currency futures contract? gemEmoer | CCMBA421.04
10 Explain the forward foreign gxchan_ge market. Write the important features Remember | CCMB421.06
of currency forward contract in detail?
PART-C (PROBLEM SOLVING AND CRITICAL THINKING QUESTIONS)
The current price of wheat is Rs. 3.4 per bushel and interest rates are at
1 4%. The storage cost per one year runs at about 0.1 per bushel, which isto | Understand | CCMB421.04
be paid up front. What is the 1 year forward price of wheat?
The current price of NIFTY is Rs.1500. the stock underlying this index
2 | provides an yield of 3% P.A. the continuously compounding rate of | Remember | CCMB421.06
interest is 6%. What will be the price of 4 months NIFTY?
UNIT-I1I
OPTIONS AND BASIC OPTION STRATEGIES
PART-A(SHORT ANSWER QUESTIONS)
1 Defme_ options in derivatives market. Write the types of options in Remember | CCMBA421.08
derivatives market?
Write a note on
2 i) American option Remember | CCMB421.08
i) European option
5 | Explain the concept of in the money, at the money and out of the money of Understand | CCMB421.08
option contract.
. N - n. 4 . Understand | CCMB421.08
4 Discuss about the over the counter options in derivatives market in detail?
Write a note on Remember | CCMB421.08
i) Stock options
5
ii) Index options
6 What are the different types of transaction costs that are involved in option| Understand | CCMB421.08
trading in derivatives market?
Remember | CCMB421.08
7 “A call option need not be exercised, its minimum value is zero” explain
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Blooms

Course

put at expiration?

Explain the assumptions in Binomial Option pricing model in derivatives

S. No QUESTION Taxonomy | =&arming
Level Outcome
(CLOs)

8 What are the principles of put option pricing? Discuss about the value of a Remember | CCMB421.08

|

derivatives market in detail.

What is binomial option pricing model? What are the various assumptions

09 Understand | CCMB421.08
market.
Discuss some of the bullish strategies in basic option strategies in options
10 under derivatives market? Remember | CCMB421.08
1 State any two_ methods of _the. neutral strategies in advanced option Understand | CCMB421.08
strategies in options under derivatives market?
12 | Write about the advantages of option trading in derivatives market? Remember | CCMB421.08
13 Explgm t_he various strategies used by the hedgers to manage their exposure Remember | CCMB421.08
to price risk.
14 | State some of the features of currency options in derivatives market? Understand | CCMB421.08
15 | Discuss any five determinants of currency options in derivatives market? Remember | CCMB421.08
16 What are th_e various strategies which need to be adopted for trading Remember | CCMB421.08
currency options?
PART-B(LONG ANSWER QUESTIONS)
1 Deflne _optlor)s in derivatives market. Write options features, types of Remember | CCMB421.08
options in derivatives market?
2 cljjc;'f;;r?QUISh between call option and put option in derivatives market in Understand | CCMBA421.08
; . — o
3 What_ do you mean by optlc_)ns and futures in derivatives market? Bring out Remember | CCMB421.08
the differences between options and futures?
Briefly explain
4 1) The magignum value Sl Remember | CCMBA421.08
ii) The value of a call at expiration
iii) The effect of time to expiration in options
5 What is put option? Explain the principles of put option pricing in Understand | CCMB421.08

-]

standard deviation of Net present Value?

6 ' . - . Understand | CCMB421.08
of binomial option pricing model?
Discuss in brief how BSOPM has further extended and explained on

! discrete dividends and continuous dividend stream? Understand | CCMB421.08

8 Brlefl_y explam thg S|gn|f|canc_e of mformatl_on and data bank in project Understand | CCMB421.08
selections during implementation of the project?

9 E>_<p|a|n the various steps involved in Hertz Simulation procedure Remember | CCMB421.08
with a neat diagram.

10 Discuss the 3 different cases of Hiller expected Net present Value and Remember | CCMB421.08
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Course
Blooms Learnin
S. No QUESTION Taxonomy g
Level Outcome
(CLOs)
PART-C (PROBLEM SOLVING AND CRITICAL THINKING QUESTIONS)
The share of a Ltd company is priced at Rs.140 put options with a strike
price of Rs.150are priced at Rs.25
i) Calculate the intrinsic value of options?
! ii) What is the time value of options? Remember | CCMB421.08
iii) If the share price falls to Rs.80, what would be the gain/ loss for
the holder and writer of the options?
The stock value of GMR industries in spot market is Rs.350 and 3 months
option contract is of Rs.350. the price of an option is 12% share. At what
) price the option will be at the money, out of money and in the money, if Understand | CCMB421.08
the option is both call as well as put option?
A stock price is currently Rs.80. it is known that at the end of four months
3 it W|_II be either Rs.75_or Rs.85. _the risk free interest rate is 5% P.A with Remember | CCMB421.08
continuous compounding. What is the value of four —month European put
option with a strike price of Rs.80?
Consider the following data
Stock price Rs.50
Months to expiration 3 months
4 Risk free rate of interest 10% PA CCMB421.08
S.D of stock 40%
Exercise price Rs.55
Option type European call
Calculate the value of call option as per Black-Scholes model
UNIT-IV
COMMODITY MARKET DERIVATIVES
PART-A (SHORT ANSWER QUESTIONS)
1 rI?::lfrlkne(isc’)ommod|ty market derivatives. Write the features of commodity Remember | CCMB421.11
9 _Dlscuss the_product category or categories of commaodities that are traded Understand | CCMB421.11
in commodity markets?
3 PISCUSS the benefits of commodity futures markets as an efficient price Remember | CCMB421.11
risk management?
4 What are the commaodity options in commodity markets? Write a note on Understand | CCMB421 11
call option hedge?
5 | Give various types of commodity swaps in commaodity markets Understand | CCMB421.11
6 | Write a note on agro swap hedges in commodity markets? Remember | CCMB421.09
7 Write abput the role of commodity exchanges for investors and Understand | CCMB421.09
commodity buyers?
8 Expla}m about the 3_n_at|onal level commodity exchanges to trade in all Remember | CCMB421.09
permitted commodities.
9 Write about the functions of futures commodity markets in commodity Understand | CCMBA421.09
markets?
10 | State the classification of bullion products in commodity markets in India? | Remember | CCMB421.09
What are the carbon credits issued by United Nation Framework
1 Convention on Climate Change (UNFCCC)? Remember | CCMB421.09
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Course

Blooms Learnin
S. No QUESTION Taxonomy g
Level Outcome
(CLOs)
Briefly explain
12 i) Spread position Understand | CCMB421.09
ii) Cross hedging
13 | Who are the participants in the commodity markets? Remember | CCMB421.09
14 | Write about the metal products that are traded in commodity markets? Understand | CCMB421.09
Write the structure of the National Commaodity and Derivatives Exchange
15 Limited (NCDEX)? Understand | CCMB421.09
PART-B (LONG ANSWER QUESTIONYS)
1 Define derlvatlyes. E?<pla|n the different types of bullion products and Understand | CCMBA421.09
metal products in detail.
2 Yrlelr:?jit;Oe problems and prospects with the commodities derivatives market Remember | CCMB421.11
i i i ions i ?
3 Write about the t_radlng of commO(_jlty options in exchanges? What do you Understand | CCMB421.13
mean by call option hedge, put option hedge and long combo hedge?
. - " ot
4 What are the swaps in commodlt_les derivatives market? Write about the Remember | CCMB421.09
types of commodity swaps in detail?
Write a note on
5 i) Energy swap hedges Understand | CCMB421.10
ii) Agro swap hedges
6 Dlscuss_ how the _comm(_)dlty exchzfmges hglp farmers and trades Understand | CCMBA421.09
developing country like India hedge their respective risks?
7 Yivr:iieed;n detail about Multi Commodity Exchange (MCX) of India Remember | CCMB421.09
Explain about the National Commodity and Derivatives Exchange
8 (NCDEX) Limited. Remember | CCMB421.13
9 Narrate the_ clearlng, settlement and delivery mechanism in commodity Remember | CCMB421.11
exchanges in India?
What steps are generally taken by the commodities exchanges to protect
10 | the interests of the genuine traders against the misuse by unscrupulous | Understand | CCMB421.11

speculators?

PART-C (PROBLEM SOLVING AND CRITICAL THINKING QUESTIONS)
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Course

S. No QUESTION Taxonomy | =&arming
Level Outcome
(CLOs)
In later part of Aug 2016, a black pepper wholesale merchant from kerala
is contemplating whether to buy now or buy in the month of Oct2016.
i.  Thespot price is Rs.11380 for 100 Kg
ii. The storage cost of black pepper is Rs.15 per 100 Kg per month
iii. The black pepper Nov 2016 futures is quoting Rs.11700 per 100
kg
iv. The historical basis between Oct 2016 and Nov 2016 futures
1 averages at minus (-)210. However keeping in view the relatively | Remember | CCMB421.09
good production news, the wholesaler is anticipating the basis to
strengthen by Rs.30 by Oct 2016
V. Cost of funds is 7% per annum continuously compounded.
Answer the following questions, using the above data
a) What would be September 2016 spot price?
b) Whether the wholesaler should buy spot new or enter into a
futures contract?
UNIT-V
FINANCING DECISIONS
PART-A(SHORT ANSWER QUESTIONS)
1 | Discuss the features of swaps contract in derivatives market in India? Understand | CCMB421.14
, | Define interest rate swap in derivatives. Write the different types of Understand | CCMB421.14
interest rate swaps in derivatives?
3 | Write a note on currency swaps contract in derivatives market? Understand | CCMB421.14
4 | How do you value the currency swaps contract in derivatives market based Remember | CCMB421.14
o the present values of the conventional bonds?
5 Define commodity swaps in derivatives contract. Discuss the various types | Remember | CCMB421.14
of commodity swaps?
6 Explain the characteristics and advantages of equity indexed swaps in | Understand | CCMB421.14
derivatives market.
7 Define credit risk. Write about the credit risk in swaps contract in the | Remember | CCMB421.14
derivatives market?
g | Name any three main swaps contract that enables an organization to Understand | CCMB421.14
manage credit risk more efficiently?
Write a note on the following credit swaps Understand | CCMB421.15
9 i) Total return swaps
ii) Credit default swaps
Discuss the role of interest rate swaps contract to lower borrowing costs in
10 managing interest rate risk? Remember | CCMB421.15
1 !—|ow can you use currency swaps a tool to hedge against risk of a decline | Remember CCMB421.15
in revenue in derivatives?
i i i i ivati " ite i Understand
12 What is plain vanilla swap contract in derivatives market? Write its CCMB421 15
importance?
13 Define Credit Linked Notes (CLN) in derivatives. Write its types and | Understand CCMB421.15
structure?
14 | Define credit swaps in derivatives. Explain credit swaps with on example. Remember | ccmB421.15
15 Discuss how borrowing costs can be decreased in foreign country by using Understand | CCMB421.15

currency swaps?

PART-B (LONG ANSWER QUESTIONS)
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Course

S. No QUESTION Taxonomy | =&arming
Level Outcome
(CLOs)
. . 5 .
1 What do you unders_tand b_y swaps in derivatives market? Explain the swaps Remember | CCMB421.14
concept and nature in detail.
9 Dlscuss_ the major types of swaps contract which are traded in derivative Remember | CCMB421.14
market in India?
Explain the concept of interest rate swaps. Discuss the various features of
3 interest rate swaps with suitable examples. Understand | CCMB421.14
“Plain vanilla swap is simplest form of interest rate swap contract available
4 | in interest rate swap market” discuss with the help of an example explaining Apply CCMB421.14
its structure and mechanism
. - — —
5 What is currency swaps in derivatives market? Discuss the three steps flow Remember | CCMBA421.14
of currency swaps with an example?
. . e .8 -
6 What are commodl.ty swaps in derivatives? Write about the different types o Understand | CCMB421.14
commaodity swaps in detail?
Write a note on
7 i) Credit risk in swaps contract Understand | CCMB421.15
ii) Credit swaps in derivatives
. 5 y .
8 When do we use swaps as a hedglr)g tool? Explain the silent features of Remember | CCMB421.15
currency and interest rate swaps with an example.
9 Dlscuss_ h_ow_lnte_rest rate swaps are priced at the time of origination and Understand | CCMB421.15
after origination in swaps contract?
10 “Comf’nodlty swaps are priced in the same way as interest rate and currency Remember | CCMB421.14
swaps”. Explain with the help of an example.
PART-C (PROBLEM SOLVING AND CRITICAL THINKING QUESTIONS)
On October01,2016 , the spot term structure is as follows
12 months 24 months 36 months 48 months
1. 252 5.08 7.73 10.4 Remember | CCMB421.14
Determine the fixed rate on a 4 year swap for the pay fixed part?
Companies A and B have been offered the following rates per annum on a
Rs.20million 5 year loan
Fixed rate Floating rate
Company A 5% LIBOR+0.1%
2 Company B 6.4% LIBOR+0.6% Understand | CCMB421.15
Company A requires a floating rate loan, company B requires a fixed rate
loan. Design a swap that will net a bank, acting as intermediary, 0.1% per
annum and that will appear equally attractive to both companies.
HOD, MBA
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