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Note: l. Answer sny THREE questionsfrom Q.lYo. I to Q.No. 2. Question No.7 and I are compulsory. 3. Use of e*, normal distribution tables aye pertnitted.
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Currently the Nifty firtures is quoting at 6500, the investor expects markets to decline. Show how stock futures can help the investor to cover the losses in spot market. How many contracts should he sell'? Assume contract multipler : fifity. lf his portfolio has a beta of 1.25, how ntany futures should he trade'/ (Assume that portfblio should be aggressive). If the market declines by So/o,beta oI'porlfolio is one, futures drop by 5% what is loss/gain.
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Explain Value - at risk. (03 Marks) Suppose that on Jan. 1 price of Puppy shares is Rs 450 and the2 parties enter into a forward contract fbr delivery ol 1000 shares of Puppy on I 5'r' April at a price of Rs 460. Find out rhe profit / loss prolile of selleron April l5 if the prices tum outto be R.s 470 or Rs 400.



c. A investor holds a pofifolio worth Rs 11.75,000 that almost tracks the Nifty lndex.



L)j a, l)



S,'



Bring out the differences between lnarket risk and credit risk. (03 Marks) Explain briefly the economic functions of comnr.odity derivative rnarkets. (0T Marks) On September 25'n,the cash price of quintal of pepper is Rs 10,010. Full cany cost of Pepper till Dec.28th is Rs 10,288/Q. A 3-rnonth futures contract maturing in December end is now trading at Rs 10,355/q. Can the merchant holding the stock of Pepper exploit any arbitrage opportunity? Assume risk - free rate of lnterest r,vith continuous compounding as 7o/o. Calculate the arbitrage profit. (10 Marks)
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What is a Forward Rate Agreerttent'l Siate the significant characteristics of FRA. ito vtart
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market.
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of Ledgers and speculators in a derivatives
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What is Risk Management? Compare and contrast the motives
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Fourth Sernester MBA Degree Exarnination, June/Jtily 2016
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How do option contracts differ from future contracts?



b. Discuss the factors affecting optiorr prices. c. Mehra is interested in purchasing a cal option on Ponds LtC



(05 Marks) (S5



lltarks)



with an exercise price of Rs



100



and hold fot 2 years until expiry. Ponds Ltd is currently trading at R-s 100 per share and the annual variance of its continuously compounded rate of return is 0.04 or 4o/o. The T tsill that matures in 2 years has an interest rate at continuous compounding of 5% per annum.
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Using Black and Scholar Model, calculate the price of call option? What does Put call parity imply about the price of put. (10 Marks)



a. Explain the stnrcture of credit defauli swap. What are its advantages? b. what is back testing. horv is it ciiffbrent riom stress testing? I af- 2www.pediawikiblog.com For More Question Papers Visit
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12MBAFM427 that AIIC rvants a floating rate investment, LMN desires a fixed rate investment. There is an intermecliary who affanges the deals for ABC and LMN and cierives 50 basis points as it fees. Design a swap deal for ABC and LMN in such a way that it benefits both companies. (10 Marks) F ixed rate Floatins rate ABC t0%, MItsOR + 25 bP I-MN 12% MIBOR + 75 bP
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c. Assume



Compute the delta of a at -- the - money call and put European options with a volatility of 35% and interest rate af ioh p.a rvith 90 days to maturity. Provide a brief interpretation of delta. (10 Marks) b. Tata Fower is trading in the spot market at Rs 70. The continuously compounded risk free rate is 8o/opet annufil. Calculate the fairr,alue of a 3 -- month futures contract for each ofthe following scenarios : i) When stock pays no dividend ii) When stock pays a dividend af 5o/o iii) When stock pays a dividend of Rs I .50 in one rnonth's time. (10 Marks)
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a. Explain hor,v conlpanies planning future
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Skill based questions (CompuEsory)



nei,v bond issues can hedge



their interest rate risk through (05 Marks)
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b. Briefly exptrain when Stracidle and Strangle are appropriate hetlging strategies. (05 Marks) c. N{r. Naveen own 300 shares of an Engineering company. To hedge against fall in short term volatile markets, which type of derivative contracts can he tracie'l He wants to sell the



two.
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shares in a month or (05 Marks) a cashew processing Ltitit at Karwar. What ntajor types of pure risks does he need to (05 Marks)



d. Mr. Krishna owns
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CASE STUDY (compplsory)



:



The FTSE - 100 is cunently at 6800 points. Call options with a strike price of 6750 points are priced at 50 index points. The option contracts are baseci on f i0 per index points und a.. cash settied.



trzhat is the maxirnum loss tn the buyer of the option? What is Break - even indeed? Is there a maxirnum profit?
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would occur? (05 Marks)
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d. lf the option wili be exer
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(05 Marks)
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