
Course Name Financial Derivatives & Risk Managcmcnt ( 1;DRM) Course Code

Max. Time 2 Hours 1 Max. Marks

iNs’i-llUc’rIONS :

• Attempt all Questions. This is an open book exam. All questions need to done in an excel fic
with separate sheets for each question.

Underjyjng Index: BEL = 291.95 as on 3rd Jan 2025e
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QI. The research analyst is optimistic about BEL and has set a price target of ?341 per share,

indicating a potential upsidc of nearly 16% fronr currcnt icvcls. It is highlightcd by the analyst that
the company expects an order intake of over (30,000 crore in the coming years and remain positive
on BEL. We have a target price of about ?341 , and over the next four to five years, there is still room

for upside. BEL has strong upside potential driven by increased defence spending. technological
innovation, a strong order book. and diversification into new sectors. If these factors materialize as

expected, BEL could deliver solid returns over the next lew years. '\with potential gains in the range

of 10% to 20% per year. IVlorcovcr. technical analysis forecast for 13harat Electronics Stock is that its
in a downtrend for short term, it is trading belo\v an impoKant moving average line. stock is semi
over sold and there are some chances of seeing a recovery tomorrow. Use 287.3 as stoploss in an

intraday buy trade for a target of 297.43. However. stock will show a bear ish move below 287.3. The

annualized volatility of Bharat Electronics Limited (BIll,.) is 42.80'% in comparison to 364-day
treasury bills was 6.630% per annum on December 18, 2024 (assume as continuous compounding

rate). This will affect the future predictions to BEt,.

To take the advantage of BEL volatility, risk and future predictions. Select a best option trading

strategy using option chain of BEL and estimate the payoffs according to market predictions For BEI.
share price (consider minimum 10 price movements). Justify your strategy. kccping in mind the BIll
performance. (CLO 2; B’I- Level I, V; Marks: 4 X2= 8 marks)

Q2. Evaluate the arbitrage opportunities exist in the parity relationship between an appropriate ITM
call and OTM put option and determine the arbitrage profit and loss with respect to stock price
upward and downward movement. (CLO 3; BT Level V, 111; 2 X 3= 6 marks)

Q3 . Suppose you agree with BEI' 1'Id's dou'ntrcnd prcdiction and would like to takc thc opportunity.
You are holding a short position in 500 1'1-M 270 (: ALI.. L_:sing two more options positions. illustrate
how you will make your portfolio perfectly hedged as per BSM, making it delta and gamma-neutral
(CLO 3; BT Level IV; 8 marks)

e

Q4. Suppose you are planning to invest in BEl' on 30:t1 Jan 2025. Determine the risk associated with

Your investment and suggest a hedging strategy using a BEt. future contract for expiry. Also, analyse
the risk and return in your position at expiry if the stock price becomes 295 and the future contract

becomes 301, as well as the direction and impact of basis movement for your hedging position.
(Cl'O 2; BT Level II, IV; 2 X 3= 6 marks)

Q5. Evaluate the arbitrage opportunities in thc future contract of BEL as on 3rd January 2024 and

determine the arbitrage profit and loss with respect to stock price upward and downward movement.
Moreover, if standard deviation of BEL share is 42.8% and Future Volatility is 44.5% and the co-

efficient of correlation between the two is placed at 0.85. in order to hedge spot position on BEL:
examine what ratio of futures contract would be optimal (CLO 3; BT Level V, 111; 6 marks)
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Q6. Company A is not happy with interest rate fluctuations and wants to be fixed in its liability.
On the other hand, Company B thinks it is paying too much and thinks the interest rate will go down.
They want a floating rate of interest and are looking for a swap to reduce their costs. Determine an
appropriate interest rate swap strategy to fulfil their objective and reduce costs. The notional principal
amount is 1 million. (CLO 3; BT Level II1; 6 marks)
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