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Attempt any two questions.

Q1. Briefly explain difference between future market and forward market. (5)

Q2. Explain following terms.          (1*5)

(i) Forwards

(ii) Futures

(iii) Options

(iv) Swaps

(v) Warrants

Q3. Briefly explain characteristics of options. (5)



Suggested Answer:

Any 5 difference should be discussed and it carries one mark.

Answer 1: 



Answer 2: Explanation of each term carries one mark.

(i) Forwards: A forward contract is an agreement between two parties to buy or sell
an asset at a specified point of time in the future.  The price of the underlying
instrument, in whatever form, is paid also to be.

(ii) Futures: a futures contract is a financial contract obligating the buyer to purchase
an asset (or the seller to sell an asset), such as a physical commodity or a financial
instrument, at a pre-determined future date and price.

(iii) Options: An options represent the right (but not the obligation) to but or sell a
security  or  other  asset  during  a  given  time  for  a  specified  price  (the  strike
price).options are of two types – calls and puts.

(iv) Swaps: Swaps are private agreements between two parties to exchange cash flows
in the future according to a prearranged formulate. The two commonly used swaps
are interest rate and currency swap.

(v) Warrants: longer-dated options are called warrants and are generally traded over-
the-counter.

Answer 3:

Suggested Answer:

Any 5 difference should be discussed and each carries one mark.

The following are the main characteristics of options:

(i) Options holders do not receive any dividend or interest.

(ii) It yield only capital gains.

(iii) Options holder can enjoy a tax advantage.

(iv) Options are traded on all recognized stock exchanges.

(v) Options holders can exercise their rights on the underlying exchanges.

(vi) Options create the possibility of gaining a windfall profit.

(vii) Options holders can enjoy a combinations of risk returns.

(viii) Options reduce the total portfolio transaction costs.

(ix) Options enable a better returns with a limited amount of investment.


