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JAWAHARLAL NEHRU TECHNOLOGICAL UNIVERSITY HYDERABAD
MBA 1V Semester Examinations, June/July-2018
FINANCIAL DERIVATIVES
Time: 3 hours Max.Marks:75

Note: This question paper contains two parts A and B.

4.a)

b)

Part A is compulsory which carries 25 marks. Answer all questions in Part A.
Part B consists of 5 Units. Answer any one full question from each unit. Each question
carries 10 marks and may have a, b, ¢ as sub questions.

PART - A 5 x 5 marks =25
Give brief note on the following:
a) Derivative [5]
b) Currency Forwards [5]
¢) Margin in exchange traded derivatives [5]
d) Straddle [5]
e) Equity Index Swaps. [5]
PART -B 5 x 10 marks =50
Discuss the fundamental linkage between the Spot and Derivatives markets. [10]
OR
Argue for and against the criticism on misuse of derivative instruments. [10]

A stock has a spot price of $100. The riskless interest rate is 7% per year (compounded
annually), and the expected dividend on'the stock is $3, to be received a year from now.
What should be the one-year futures price?

The price of one ounce of gold for forward delivery in three months is $435, the interest
rate on a 91-day Treasury bill is 1% and the quarterly carrying cost as a percentage of

the spot price is 0.2%. Calculate the spot price of an ounce of gold. [5+5]
OR
Compare and contrast the Forwards and Futures contracts. [10]

A stock priceis.currently $50. It is known that at the end of two months it will be either

$53 or $48. The risk-free interest rate is 10% per annum with continuous compounding.

What is the value of a two- month European call option with a strike price of $49? [10]
OR

What is the price of a European call option on a non-dividend-paying stock when the

stock price is $52, the strike price is $50, the risk-free interest rate is 12% per annum,

the volatility is 30% per annum, and the time to maturity is three months? [10]
Discuss the trading pattern in the commodities markets in India. [10]
OR

“There does not seem to be sufficient justification for commodity exchanges in India,
considering the fact that it is generally viewed as a speculative activity and is largely
shunned by hedgers, farmers or small traders and business houses”- Discuss. [10]
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10. Explain the mechanism of a Currency swap, using a flow chart / diagram. [10]
OR
11.  Discuss the utility of Credit Default Swap and Credit linked Notes in credit risk
management? [10]
--00000--
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Standard Normal Cumulative Probability Table

Cumulative probabilities for POSITIVE z-values are shown in the following table: ——ili— ‘1 —
z 0.00 0.01 0.02 0.03 0.04 0.05 0.06 0.07 0.08 0.03

0.0 0.5000 0.5040 0.5080 0.5120 0.5180 0.5120 0.5239 0.5270 0.5318 0.5358

01 0.5388 05438 0.5478 0.5517 0.5857 0.5524 0.5636 0.5875 0.5714 0.5753

0.2 0.5782 0.5832 0.5871 0.5810 0.5845 0.5887 0.6026 0.8054 0.6103 D.E141
03 0.6179 08217 0.6255 0.6283 0.6331 0.6358 0.6406 0.8443 0.6480 0.8517
04 0.6554 0.8581 0.6828 0.8684 0.6700 0.8738 06772 0.8808 0.6844 D.8a78

0.5 0.6815 D.eRs0 0.68585 0.7018 0.7054 0.7028 07123 07157 0.7180 07224
e 0.7257 0.72e1 0.7324 0.7357 0.7389 0.7422 0.7454 0.7428 07817 D.7548
07 0.7580 0.7811 0.7842 0.7673 0.7704 0.7734 0.7784 0.77o4 0.7823 0.7a52
08 0.78581 D.7e10 0.7838 0.7e87 07885 0.8023 0.8051 0.807a 0.8106 0.8133
03 0.8159 D.B1a5 08212 0.8238 0.82584 0.8220 0.8315 0.8340 0.8385 0.8328

1.0 0.8412 02438 0.8451 0.a4a8 0.8508 08531 0.8554 0.8577 0.8500 D.aga
11 0.8643 D.8885 0.56886 0.a708 0.8728 0.8744 0.8770 0.87a0 0.8810 0.8830
1.2 0.8840 D.gBeD O.seBz 0.ea0v 0.Bo25 0.2044 0.8082 0.eaz0 0.8egy 0.8015
13 08032 D.2040 0.90586 0.20a2 0.a0ae 0.9115 08131 0.8147 0.8182 08177

14 0.a1az 08207 0.8222 0.9236 0.8251 0.8285 0.ezva 0.g2a2 08306 D.8318

1.5 02332 02345 0.9357 0.93v0 0.9282 0.o304 0.240& D.o418 D.a420 02441
16 02452 02483 0.8474 00484 0.8405 0.9505 0.8515 D.9525 09535 02545
1.7 0.8554 0.e564 0.8573 0.ga582 0.8581 0.8520 0.8608 0.8514 0.9825 0.8833
1.8 096841 0.e840 0.8856 0.0664 0.8671 0.e678 0.96865 0.e623 0.pE00 0.8708
19 0.a712 De7ig 08726 0.g732 0873z Dov44 0.8780 D.9756 0.a7a1 D.97TaEy

2.0 0.evr2 D.6778 0.8v783 0.g7a8 0.8va3 0.g728 0.8803 0.e808 0.g812 D.e817
21 08821 0.e825 0.8830 0.9824 0.8a3s 0.g842 0.8846 0.8850 0.9254 D.e85Y
2.2 09851 0.e864 0.9858 02871 0.8875 0.9878 0.8a81 0.2834 0.9887 D.&8a0
23 0.9883 0.8895 0.8a888 0.2801 0.8504 0.4806 0.8209 0.ea1n 0.8813 D.&818
24 0.891a 0.e820 0.9g22 0.9925 0.ee2y 0.e820 0.8631 0.ep32 0.9834 D.e038

25 0.oe3a 02240 02941 08843 08845 08248 08825 D.oads [aR=l=lh] D.g852
26 0.8853 0.8B55 0.8856 0.9857 0.8859 0.g880 0.8581 0.e862 0.9883 0054
27 0.29588 02285 0.9967 0.coes 09260 0.2a70 0.8971 Doa72 [aRel=Fe] Dog74
28 02574 D.2a7s 09976 0.oayy 0.9977 D.oa7s 0.eg7g Doarg 02280 D.2g31

23 098581 0.eB82 0.88582 0.9883 0.8584 0.g834 0.8885 0.8B85 0.988G 0.&B28

an 0.9887 D.epay 0.8887 0.@pas 0.8e82 0.g035 08582 0.e0s5 0.9230 D.&8a0
a1 0.ea0 0.&881 0.8ea1 02881 08802 0.goa2 08882 0.gpa2 08283 0.&8a3
3.2 0.9e83 0.e003 0.0c04 0.0004 0.0 0.go04 0.8c04 0.eB05 0.9805 0.e0e5
33 0.9585 0.e005 0.8505 0.9806 0.8006 0.e806 0.8006 0.e006 0.9206 D.eoey
34 0.ea7 0.e0ev 0.8ea7 0.e8a7 0887 0.goar 0.8e87 0.eoay 0.92a7 0.e8e8
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Cumulative probabilities for NEGATIVE z-values are shown in the following table:

z 0.00 0.04 0.02 003 0.04 005 0.086 0.07 0.08 0.03
-34 00002 0.0003 0.0002 0.0003 0.0003 0.0003 0.0003 0.0003 0.0003 0.0002
-3.3 0.000s 0.0005 0.0005 0.0004 0.0004 0.000< 0.0004 0.000<4 0.0004 0.0003
-3.2 0.0oo7 0.0007 0.0008 0.0006 0.000& 0.0008 0.000& 0.0005 0.0005 0.0005
=31 Q.00 0.0o0e 0.0002 0.000s 0.0003 0.0008 0.0003 0.0008 o.0oo07 0.0007
-3.0 00013 0.0013 0.00132 0.0012 0.0012 0.0011 0.0011 00011 00010 0.0010
-2.9 0.0o1g 0.0018 0.0012 0.0017 0.001& 0.0018 0.0015 0.0D15 0.0014 0.0014
-2.3 00026 0.0025 0.0024 0.0023 0.0023 0.00z2 0.0021 0.0021 00020 0.0018
2.7 0.0035 0.0024 0.00332 0.0032 0.0031 0.0020 0.0022 0.0D28 o.oo27 0.0028
-2.6 00047 0.0045 00044 0.0043 0.0041 0.0040 0.0038 0.0D328 0.0037 0.0036
-2.5 0.0052 0.00a0 0.0o052 0.0057 0.0055 0.0054 0.0052 0.0051 0,004 0.0048
-2.4 0.0082 0.0080 0.007E 0.0075 0.0073 0.0071 0.0082 0.00G8 0,008 0.00&4
-2.3 00107 0.0104 0.0102 0.005G 0.008& 0.0094 0.0081 0.0Dz8 0.0o87 0.0084
-2.2 00139 0.0125 0.0132 0.012g 0.0125 0.01z22 0.0118 0.0118 0.0113 0.0110
-2.1 0.o17e 00174 00170 0.01868 0.0152 0.0158 0.0154 0.0150 007146 0.0143
-2.0 o.nz28 D.ozzz 00217 D.oz12 0.0207 0.0zoz 0.0187 D.o122 o.0183 0.0133
-1.9 00257 0.02a1 0.0274 0.0z2es8 0.0252 0.0258 0.0250 00244 00232 00233
-1.8 0.0259 0.0351 0.0244 0.0:338 0.0228 0.0322 0.0214 0.0307 0.0201 00224
-1.7 00446 00435 00427 0.0418 0.0202 0.0401 0.0282 00334 00375 0.03&7
-1.6 0.0542 0.0537 0.0526 0.0518 0.0505 0.0425 0.0485 0.0475 0.0485 0.0455
-1.5 00853 0.0655 008432 0.06530 0.0818 0.0508 0.0504 0.0652 00571 0.0558
-1.4 00802 0.07E3 0.077E 0.07eEd 0.0742 0.0735 0.0721 0.0708 0.0E54 0.0881
-1.3 0.0e5e 0.0251 0.0534 0.ce18 0.0201 0.0535 0.0268 0.0853 0.0s3s 0.oez23
-1.2 o.1151 0.1131 01112 0.1093 0.1075 0.1056 0.10328 0.102D 0.1003 0.0525
-1.1 0.1257 0.1325 01214 D.1282 0.1271 0.1251 0.1230 0.1210 0.1180 0.1170
-1.0 0.1587 0.1582 01538 0.1515 01492 0.1455 01445 0.1423 01401 0.1378
-0.9 01841 0.1814 0.1782 0.17a2 01736 01711 0.1885 0.16G0 01835 0.1811
-0.3 o211% 0.2020 02051 0.2033 0.2005 01877y [y =] 01822 01584 0.18&7
0.7 02420 02380 0.2358 0.2327 0.2208 0.22G8 0.2236 0.z2208 02177 0.2148
-0.6 02743 0.27oe 02676 0.2543 02611 0.2578 0.2545 02514 0.2483 02251
0.5 03085 0.3050 03015 0.2oa1 0.2048 0.za12 0.2877 0.2843 02810 02778
0.4 03448 02400 03372 0.3338 0.3200 0.3254 0.3228 0.3182 0.3156 02121
0.3 03821 0.3783 03745 0.3707 0.3858 0.3532 0.3504 0.3557 03520 0.3483
0.2 04207 04188 04129 04020 04052 04013 0.3074 0.38328 03887 0.3858
0.1 04802 04582 04522 04423 04443 04404 04284 0.4325 04286 04247
0.0 05000 04880 04520 04520 0.4840 0.4801 0.4781 04721 04581 04841
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