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Special Note : Word limit for answer of each question is 250 to 300 words. 

Note : Attempt any four questions from Section A. Each question carries 15 marks. Section B 
is compulsory and carries 20 marks. 

Section A 

1. Forward contracts are associated with various risks. How Future contracts overcome the problems 
associated with Forward contracts ? 

2. Which is better to buy a call option on a stock or to buy a stock ? Give reasons with payoff. 

3. Which is more dangerous, default to a bank or default associated in swap ? How does bank can use 
swaps to meet out its ALM requirements ? 

4. What are the various factors which affect the price of a European call option ? Discuss. 

5. What are the different risk associated in banking business ? What are the reasons for those risks ? 

6. What is Financial Engineering ? What are the reasons of the growth of Financial Engineering ? 
Classify financial engineers and discuss tools used by them in Financial Engineering. 

7. How do you create put call parity ? What are the advantages of this relationship ?  
Section B (both compulsory and carrying equal marks) 

8. The BSE Sensex is now at 4085 and futures on the Sensex that mature in March 2001 (exactly 2 
months from now) are trading at 4125. The risk free rate of interest is around 7% and the dividend 
yield on the Sensex can be taken to be around 2% p. a. You are required to determine : How 
Arbitrage profits can be made ? Show workings assuming that the Sensex at the time of maturity of 
the contract will take a value of (1) 4050 and (2) 4175. 

9. Give difference between (a) Long call and Short put (b) Long put and Short call. 
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