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September – October 2020 
Master of Business Administration (MBA) Examination 

(Part Time) Sixth Semester 
FINANCIAL DERIVATIVES 

                [Max. Marks 90 

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

Note : Attempt any three questions from Section A. Each question carries 22 marks. Section B 
is compulsory and carries 24 marks. 

Section A 

1. What are the options and its types ? Discuss the strategy using a combination of at the money 
buying and selling 1 call option and 2 puts options and buying and selling 2 calls option and 1 put 
option using suitable examples. 

2. Write the difference between Forwards and Futures and discuss the specification of futures. 

3. Write notes on the following : 
(a) Put Call Parity. 
(b) Betting on a Large Price Increase. 
(c) Index Futures. 

4. What is the essence of a Swap Contract ? What are the fundamental swap structures ? Discuss one 
of the structures. 

5. Write short notes on the following : 
(a) Derivatives being traded in the BSE. 
(b) Clearing House Mechanism. 
(c) Over the Counter Exchange. 

Section B 

6. Company X, a British manufacturer, wishes to borrow us Dollars at a fixed rate of interest. 
Company Y, an US multinational, wishes to borrow Sterling at a fixed rate of interest. They have 
been quoted the following rates per annum (adjusted for differential tax effects) :  
   Sterling  US Dollars 
Company X  11.0%  7.0% 
Company Y  10.6%  6.2%  

Design a swap that will net a bank, acting as intermediary, 10 basis points per annum and that 
will produce a gain of 15 base points per annum for each of the two companies. 

7. One Australian Dollar is currently worth $0.64. A one year butterfly spread is set up using 
European call option with strike price of $0.60, $0.65 and $0.70. The risk free interest rates in the 
US and Australia are 5% and 4% respectively and the volatility of the exchange rate is 15%. 
Calculate the cost of setting up the butterfly spread position. Show that the cost is the same if 
European put option are used instead of European call options. 
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