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1 

a) 
Mark to market is an accounting practice that involves adjusting the value 

of an asset to reflect its value as determined by current market conditions. 

The market value is determined based on what a company would get for 

the asset if it was sold at that point in time. 
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b) 
Financial derivatives are financial instruments that are linked to a specific 

financial instrument or indicator or commodity, and through which specific 

financial risks can be traded in financial markets in their own right. 

Transactions in financial derivatives should be treated as separate 

transactions rather than as integral parts of the value of underlying 

transactions to which they may be linked. The value of a financial 

derivative derives from the price of an underlying item, such as an asset or 

index. Unlike debt instruments, no principal amount is advanced to be 

repaid and no investment income accrues. Financial derivatives are used 

for a number of purposes including risk management, hedging, arbitrage 

between markets, and speculation. 
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c) 
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2 
a) 

Market Accessibility 

Exchange Traded Derivatives contracts are accessible to both retail and 

institutional investors. They can be traded on regulated brokerage such as 
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Orient Futures Singapore. This makes them easily available to a wide 

range of market participants. 

Standardization vs. Customization 

Standardization is a key feature of Exchange Traded Derivatives. The 

contract terms are pre-established and well-defined, ensuring uniformity 

and ease of trading. This standardization enhances market liquidity and 

facilitates price discovery. 

Counterparty Risk 

The biggest reason why Investors find Exchange Traded Derivatives 

(ETDs) more appealing is because it eliminates the possibility of default 

risk. ETDs use clearinghouses as intermediaries, guaranteeing that 

contracts are honoured. 

 

b) 
F=S⋅e(r⋅T) 

F= 79.5956 

Since 80.50 80.50 is greater than 79.5956, there seems to be an arbitrage 

opportunity.  

Profit = 1.05 

7 

c) Category Forward Contract Futures Contract 

Meaning 

A forward contract is a private 

agreement between two parties 

to buy or sell an underlying 
assets  

A futures contract is a 

standardized contract to buy 

and sell an asset on a future 
date at a fixed price. 

Standardization 

Forward contracts are often 

customized to suit the parties’ 
needs 

Futures contracts have 

standardized terms for 

consistency and pre-defined 

lot sizes. 

Liquidity and 
Transparency 

Forward contracts lack 

transparency and liquidity, 

being private agreements. 

Futures contracts are highly 

liquid and traded on 

exchanges, providing 

transparency. 

Regulations 

Forward contracts are over-

the-counter contracts and 

therefore have minimum to no 
regulation. 

Futures contracts are strictly 

regulated by exchanges and 

relevant authorities. 

Risk 
Forward contracts have higher 

counterparty risk. 
Future contracts have lower 

counterparty risks 

Settlement 

Forward contracts are settled 

at the maturity date and are 

settled in cash or physical 
settlement  

Future contracts are settled 

on a daily basis and are 

settled in cash as the 

difference between the spot 
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price and the futures price. 

Margin 

A forward contract has no 

collateral requirement, as the 

parties trust each other to 

honour the contract. 

A futures contract has a 

collateral requirement, as the 

parties have to deposit an 

initial margin and maintain a 

maintenance margin to cover 
potential losses. 

 

3 

a) 
An investor in a naked call position believes that the underlying asset will 

be neutral to bearish in the short term. A covered call provides downside 

protection on the stock and generates income for the investor. 
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b) 
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c) 
Covered Call 

With calls, one strategy is simply to buy a naked call option. You can also 

structure a basic covered call or buy-write.. 

Bull Call Spread 

In a bull call spread strategy, an investor simultaneously buys calls at a 

specific strike price while also selling the same number of calls at a higher 

strike price. Both call options will have the same expiration date and 

underlying asset. 

Bear Put Spread 

The bear put spread strategy is another form of vertical spread. In this 

strategy, the investor simultaneously purchases put options at a specific 

strike price and also sells the same number of puts at a lower strike price. 

Protective Collar 

A protective collar strategy is performed by purchasing an out-of-the-
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money (OTM) put option and simultaneously writing an OTM call option 

(of the same expiration) when you already own the underlying asset. 

Long Straddle 

A long straddle options strategy occurs when an investor simultaneously 

purchases a call and put option on the same underlying asset with the same 

strike price and expiration date. 

4 

a) 
The term "put-call" parity refers to a principle that defines the relationship 

between the price of European put and call options of the same class. Put 

simply, this concept highlights the consistencies of these same classes. Put 

and call options must have the same underlying asset, strike price, and 

expiration date in order to be in the same class. The put-call parity, which 

only applies to European options, can be determined by a set equation. 
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b) 
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c) 
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a) 
A butterfly spread is an options strategy that combines both bull and bear 

spreads. These are neutral strategies that come with a fixed risk and capped 

profits and losses. Butterfly spreads pay off the most if the underlying asset 

doesn't move before the option expires. 
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a) 
Value at risk (VaR) is a statistic that quantifies the extent of possible 

financial losses within a firm, portfolio, or position over a specific time 

frame. This metric is most commonly used by investment and commercial 

banks to determine the extent and probabilities of potential losses in their 

institutional portfolios. 
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c) 
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a) 
An FRA is an agreement between the Bank and a Customer to pay or 

receive the difference (called settlement money) between an agreed fixed 

rate (FRA rate) and the interest rate prevailing on stipulated future date 

(the fixing date) based on a notional amount for an agreed period (the 

contract period). 
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c) 
1. Price Volatility 

A price is what one pays to acquire or use something of value. The objects 

having value maybe commodities, local currency or foreign currencies.   

The concept of price is clear to almost everybody when we discuss 

commodities. There is a price to be paid for the purchase of food grain, oil, 

petrol, metal, etc. the price one pays for use of a unit of another persons 

money is called interest rate. And the price one pays in one’s own currency 

for a unit of another currency is called as an exchange rate. 

 

2. Globalization of the Markets 

Earlier, managers had to deal with domestic economic concerns; what 

happened in other part of the world was mostly irrelevant. Now 

globalization has increased the size of markets and as greatly enhanced 

competition .it has benefited consumers who cannot obtain better quality 

goods at a lower cost. It has also exposed the modern business to 

significant risks and, in many cases, led to cut profit margins 

 

3. Technological Advances 

A significant growth of derivative instruments has been driven by 

technological break through.   Advances in this area include the 

development of high speed processors, network systems and enhanced 

method of data entry. Closely related to advances in computer technology 

are advances in telecommunications. Improvement in communications 

allow for instantaneous world wide conferencing, Data transmission by 

satellite. 

 

4. Advances in Financial Theories 

Advances in financial theories gave birth to derivatives. Initially forward 

contracts in its traditional form, was the only hedging tool available. 

Option pricing models developed by Black and Scholes in 1973 were used 

to determine prices of call and put options. In late 1970’s, work of Lewis 

Edeington extended the early work of Johnson and started the hedging of 

financial price risks with financial futures. The work of economic theorists 

gave rise to new products for risk management which led to the growth of 

derivatives in financial markets. 
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