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Sec A

(Answer any three questions out of five. Each question carries five marks)

i. A trader buys 100 European call options with a strike price of INR.60.00 and a time to

maturity of one year. The cost of each option is INR 5.00. The price of the underlying
asset proves to be INR 80.00 in one year. What is the trader's gain or loss?

. The price of a stock is INR 85.00 and the price of a three-month call option on the stock

with a strike price of INR 85.00 is INR 8.50. Suppose a trader has INR 8500 to invest and
is trying to choose between buying 1,000 options and 100 shares of stock. How high does
the stock price have to rise for an investment in options to be as profitable as an
investment in the stock?

You sell three December silver futures contracts when the futures price is INR 510 per
ounce. Each contract is on 100 ounces of silver and the initial margin per contract is INR
1020.00. The maintenance margin per contract is INR 510.00. During the next seven
days the futures price rises slowly to $512 per ounce. What is the balance of your margin
account at the end of the seven days?

4. ‘Speculation in futures market is pure gambling. It is not in the public interest to aliow
speculators to trade on a futures exchange’. Explore this viewpoint.

5. What are the most important aspects of the design of a new futures contract?




Sec B
(Answer any two questions out of three. Each question carries ten marks)

6. A stock price is currently INR 40. It is known that at the end of 3 months it will be either INR
45 or INR 35. The risk-free rate of interest with quarterly compounding is 8% per annum.
Calculate the value of a 3-month European put option on the stock with an exercise price of INR
40.

(10 marks)

7. The price of a stock is INR 40. The price of 1-year European put option on the stock with a
strike price of INR 30 is quoted as INR 7 and the price of a 1-year European call option on the
stock with a strike price of INR 50 is quoted as INR 5. Suppose that an investor buys 100 shares,
shorts 100 call options, and buys 100 put options. Draw a diagram illustrating how the investor’s
profit or loss varies with the stock price over the next year. How does your answer change if the
investor buys 100 shares, shorts 200 call options, and buy 200 put options?

(10 marks)

8. 1) Explain carefully the meaning of terms convenience yield and cost of carry. What is the
relationship between futures price, spot price, convenience yield, and cost of carry.

11) Explain why brokers require margins when clients write options but not when they buy
options.

(5 marks x 2=10 marks)
Sec C
(Compulsory)

9. Please refer the attached option chain at National Stock Exchange (NSE) as on 20™ August,
2015. As you notice, the spot Nifty is 8372.75. With reference to the given option chain, answer
the following questions:

a) How would you construct straddle at index value of 84007

b) Find out its cost, payoff, break even point and the maximum loss

c) What would be the profit/loss is after 1 month the index value were i) 8500 ii) 8300

d) How would you construct a short strangle with 8400 as central points

e) Construct a bull spread using call options and find out its cost, payoff, and break even

points (strike: 8400 and 8500). "

(15 marks)
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