Reg. No. ________








  



  

Karunya University
(Karunya Institute of Technology and Sciences)

(Declared as Deemed to be University under Sec.3 of the UGC Act, 1956)
M.B.A. Trimester Examination – September/October 2010
Subject Title : 
OPTIONS, FUTURES AND DERIVATIVES


             Time : 3 hours
Subject Code: 
09MS383

         





              Maximum Marks: 100           
       








                      

Answer ALL questions (5 x 20 = 100 Marks)

1. 
Compulsory:









a.
On November 10, 2010, NIFTY NOVEMBER FUTURES closed at Rs. 5,153 and the same contract closed at Rs. 5,113 on November 11, 2010. On November 10th Rajesh had a short position of 10,000 in the NOVEMBER NIFTY FUTURES contract. On November 11, he buys 1,000 units of BHEL NOVEMBER 1900 CALL Options at a premium of Rs.70 per unit. What is his net obligation to / from the Clearing Corporation for November 11 (END OF THE DAY)?  












(4)

b.
Mr. Peter is bullish about the stock ACC. Current spot price of the stock is Rs. 1,000. He decides to buy 200 shares of ACC @ Rs.1,000 for Rs. 2,00,000.  However, he reads in a business daily about the strategy called “Covered Straddle”. Based on that he buys the following: 

Long 100 shares of ACC @ 1,000 in spot market

Short 1 Lot ACC January strike 1,000 Call @ 5.85 (1 Lot = 100)

Short 1 Lot ACC January strike 1,000 Put @ 4.78   (1 Lot = 100)


Compute his profit/loss on the following scenarios: 

i.
On expiry the ACC spot goes to Rs. 900.    

ii.
On expiry ACC spot goes to Rs. 1,100. Compute his profit and loss at these two scenarios and advise him the advantage of using “Covered Straddle” strategy.
(4)
c.
Spot NIFTY stands at 6,000. You made a purchase of a portfolio of stocks worth Rs. 10 crores today. This portfolio has a beta value of 0.6.  You would like to insure your portfolio against a fall in the index of magnitude higher than 10%. You plan to buy Put options on the NIFTY that are available in the market at any strike price you want. Which strike will give you the insurance you want? Also compute the value of the NIFTY PUT options to be bought to have a complete hedge. 



        



(3)
d.
Mrs. James sold one lot of December Nifty Futures contract worth Rs. 5,90,000 on December 3, 2010. On the same day she also bought one lot of NIFTY DECEMBER 5700 STRIKE PUT @ Rs. 5 per unit. On the last Thursday of December, the spot nifty closes at 5,750. How much profit/loss did she make? (1 Lot = 100 NIFTY).    

(4)
e.
Mr. John is bullish about Nifty. Today, Spot Nifty stands at 5,250. He bought TEN lots of three-month Nifty call option contract with a strike of 5,290 at Rs. 50 per call. One lot is equal to 100 NIFTY. Three months later the index closes at 5,450. Calculate his pay-off after deducting the premium paid.

      




(3)

f.
What is the outstanding position (number of shares) on which initial margin will be charged by the clearing corporation if no proprietary trading is done and the details of client trading are: CLIENT A buys HDFC 800 units @ 1260.  CLIENT B buys HDFC 1000 units @ 1255 and sells HDFC 1200 units @ 1260.
        
        
        
(2)
[P.T.O]
2. 
List out the six factors that affect the option premium. Discuss in detail how these factors are related to the option premium.

(OR)

3. 
Explain the terms COUNTER-PARTY-GUARANTEE and NOVATION. Explain how the clearing corporations offers counter-party-guarantee and also manages the risk of settlement in derivatives market with specific reference to initial margin, mark-to-market margins, daily resettlement and final settlement.

4. 
Introduction of Derivatives trading in India has increased speculative activity in the stock market – Do you agree? Discuss your answer.
(OR)

5. 
Explain Time Spreads and Vertical Spreads using an example of your choice. Discuss the basic characteristics, uses, pay-off characteristics of Time and Vertical Spreads.

6. 
Write Short Notes on:


a.
Three participants of derivatives market – Hedger, Speculator and Arbitrageur

b.
Draw Pay-off diagrams for – XYZ-JANUARY-60-CALL bought @ Rs. 5  premium & XYZ -JANUARY -60-PUT bought @ Rs. 5 premium and explain the PROFIT, LOSS and BREAK-EVEN points.


c.
NIFTY FUTURES


d.
Currency futures trading in India

(OR)

7.  
Discuss in detail about the interest rate swaps. Explain its uses using an example.

8.  
Define Currency Swaps. Explain how a swap deal is designed and its uses. Also explain the role played by the Swap banker/broker in a currency swap deal between two Multi-national companies.  

(OR)

9. 
Discuss in detail how clearing and settlement function of commodity futures differs from stock futures. 







