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USN 05MBAFM427

Fourth Semester MBA Degree Examination, May/June 2010
Risk Management

Time: 3 hrs. Max. Marks: 100
Note:1. Answer any FOUR full questions from Q.No.l to Q.No.7.

2.Q.No.8 is compulsory.
3. Use of Natural Logarithms, eX, e-x and normal distribution tables is

permitted.

a. What are currency swaps?
b. What do you mean the term insurable interest? Explain with examples.
c. What are credit default and total return swaps? What are their uses?

1 (03 Marks)
(07 Marks)
(10 Marks)

a. What are the major types of pure risk? (03Marks)
b. From the following information, prepare the margin account of the trader who has taken the

long position: Number of contracts - 1;Number of units per contract - 50 ; Price per unit on
day 1- Rs.700;Initialmargin- 12%;Maintenance margin -75%. (07Marks)

2

c. Explain the factors affecting an individual's demand for insurance. (10Marks)

a. What are FRAs? (03Marks)
b. Explain the term intrinsic value and time value. From the following information calculate

the intrinsic value and time value of the options: (07Marks)

3

c. What is a butterfly spread? When do the investors prefer to use this strategy? The following
data is given to you about the call options on a share which is currently traded Rs.54 with
the multiplier of 800.

Exercise Price (Rs.) 50 55 60
Call Price (Rs.) 8 4.5 2

Determine the profit or loss from this strategy when the share price is Rs.42, Rs.55, Rs.58
and Rs.59 respectively. (10Marks)

a. Explain the terms position traders, day traders and scalpers. (03Marks)
b. S V company and T J company are offered the following rates of interest on a loan of Rs.l

crore by their banks. You are required to construct an interest rate swap for these companies
netting 0.5% to the bank acting as intermediary and equally attractive by the companies.
Show the swap cash flows. Note that S V company wanted to take floating rate loan whereas
it has taken fixed rate loan. T J company wanted to take fixed rate loan whereas it has taken
floating rate loan. (07Marks)

4

c. A call option with an exercise price Rs.l 00, is available 'on a share which is currentlysold at
Rs.IOO. The price of the share is likely to be up by 15% or down by 10% at the end of
3 months. The risk free rate is 20%. Determine the hedge ratio and the value of the call
option using the binomial model. (10Marks)

lof2

6 7 8 9
610 633 638 621

Option Stock price (Rs.) Exercise price (Rs.) Option price (Rs.)
Put 38 34 7.30
Call 47 52 7.80
Call 111 105 8.40
Put 38 45 9.70

Company Fixed rate Floating rate
SV 16.5% MIBOR+3%
TJ 20% MIBOR+4%
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5 a. What are the parameters ofVaR? (03Marks)
b. Differentiate between strips and straps. When are they used? (07Marks)
c. An investor has a portfolio consisting of the following securities. He intends to safeguardhis

position by taking a short position in NSE Nifty futures. Determine the number of contracts
to be dealt with, when he intends hedge the portfolio by (i) 100%and (ii) 130%.The current
nifty value if 5145 and the multiplier is 50. What will be the number of contracts to be sold
if the beta of the portfolio has to be brought down to 1.5? (10Marks)

6 a. What are collateralized debt obligations? (03Marks)
b. Explain the steps involved in quantifying VaR using Monte Carlo simulation. (07Marks)
c. A share is currently available in the market for Rs.250. A futures contract maturing after

45 days is available on the same for Rs.280. The risk free rate of interest with quarterly
compounding is 9%. How can an investor make arbitrage profit in this situation and what
will be the amount of profit if the market lot is 500? (10Marks)

a. Explain the terms treasury rates and repo rates, in brief. (05Marks)
b. From the following information relating to ABC Ltd. identify the values of call and put

options using Black and Scholes model and also determine the values of the derivatives of
Black and Scholes model.
Current price of the share = Rs.120
Exercise price = Rs.115
Time to expiry = 3 months
Standard deviation = 0.6
Continuously compoundedrisk free rate = 10%
Dividends expected = Nil

7

(15Marks)

8 Mr. Raj is thinking of making a reasonable amount of profit and accordingly he has
collected the following information relating the options on NSE Nifty. The current value is
standing at 4848 and the lot size is 50. There are options with exercise price of 4800 and
4900. The call premiums on them are Rs.72 and Rs.28 whereas the put premiums on them
are Rs.24 and Rs.78.

a. He expects that the market is bullish and creates a bull spread using call options. Identify the
break even price and determine the profit when the price is 5100. What is the maximum
profit and loss? (05Marks)

b. He expects that the market is bearish and creates a bear spread using put options. Identify
the break even price and determine the profit when the price is 4700. What is the maximum
~fu~~~ ~~~

c. He not clear whether the market goes up or comes down and hence he creates straddleusing
the options with the exercise price 4800. Identify the break even price and determine the
profit when the price is 5100 and 4700. What is maximum profit and loss? (05Marks)

d. He thinks that the price is going to be reasonably away from the current price and creates
long strangle. Identify the break even price and determine the profit when the price is 5100
and 4700. What is the maximum profit and loss? (05Marks)

* * * * *

20f2

-
Company Number of shares Share price Beta
ABB 1250 1110 1.32
Bank of Baroda 5200 320 0.89
Hindustan Unilever 600 250 0.65
Infosys tech 750 1860 1.46
GMR 1800 165 1.19
Aban Offshore 3000 3500 2.45
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