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Syllabus of Record

FIN 425 Financial Derivatives 3 lecture hours, 0 lab hours, 3 credits (3¢-01-3cr)
FIN 525 Financial Derivatives 3 lecture hours, 0 lab hours, 3 credits (3¢-01-3cr)

Prerequisite: FIN 320 and 324 or equivalent/permission for FIN 425 and FIN 324 or
equivalent/permission for FIN 525

L

Catalog Description

Provides an understanding of how the derivatives markets work, how they are used, and how
prices are determined. Includes the common types of derivatives, their characteristics and
properties, and trading methods and strategies. Also, covers fundamental pricing models based
on arbitrage pricing theory, binomial, and Black-Scholes models.

IL

Course Outcomes:

Students will be able to:

1.
2.

6.

Develop an understanding of pricing of derivatives securities.
Demonstrate skills and analyze how the derivatives, in particular, futures and options
contracts work and the ways that these instruments are traded in the markets.

3. Define the role of the derivatives traders.
4,
5. Evaluate and debate the wide range of possible approaches in pricing and hedging

Identify appropriate financial derivatives tools for optimal results.

derivatives products.
Assess the impact of global derivatives products and their role on speculative and/or
hedging activities as well as their impact on society.

In addition to the above, Graduate students in this course will be able to:

7.

8.

118

A.

Gain practical experience with various derivatives products and develop a deeper
understanding of current theoretical and applied research in financial derivatives products
and their role in the marketplace.

Perform basic conceptual or applied research related to derivatives securities.

Course Outline
Introduction; Review
Introduction of Futures and Options Contracts and Market participants — Ch. 1

Futures and Option Contracts, history of options markets, types of traders,
hedgers, speculators, and arbitrageurs
(2 hours)

Structure of options Markets — Ch. 2

Types of options, options positions, specification of stock options, trading,
commission, regulation, warrants, executive stock options, and convertibles
(2 hours)



Principles of Option Pricing — Ch. 3
Factors affecting option prices, assumptions and notations, upper and lower

bounds for option prices, put-call parity, empirical research
(3 hours)

Option Pricing Models — The Binomial Model - Ch 4.
(3 hours)

Valuing Stock Options: The Black-Scholes Model — Ch. 5

Assumptions about how stock prices evolve, expected return, volatility,
estimating volatility from historical data, assumptions underlying Black-Scholes
Model, The Black-Scholes/Merton Analysis, Risk-Neutral valuation, the causes of
volatility

(3 hours)

Test #1 (1 1/2 hours)

Basic Option Strategies — Ch. 6

Strategies involving a single option and a stock, spreads, combination , and other
payoffs

(3 hours)

Advanced Option Strategies — Ch 7

Put-call parity, Foreign currency options, equity options, the volatility term
structures and volatility matrices, empirical research. Illustrations, the covered
position, the stop-loss strategy, delta hedging, theta, gamma, vega, rho, hedging in
practice functions;, stock market volatility

(3 hours)

The Structure of Forward and Futures Markets — Ch. 8.

Closing out of futures positions, specification of futures contract, operation of
margins, delivery of underlying commodity/instrument, and regulation

(3 hours)

Principles of Pricing Forwards, Futures, and Options on Futures — Ch.9

Call and continuous markets, Major markets in the United States, Information and
liquidity traders, Clearing procedure, Commissions, Transaction costs, and
regulation of security markets

(3 hours)

Test #2 (1 1/2 hours)

Futures Arbitrage strategies — Ch. 10

Basic Principles, arguments against hedging, basis risk, minimum variance hedge
ratio

(3 hours)



K. Swaps — Ch. 12

Mechanics of interest rate swaps, swap quotes valuation of interest rate swaps,
currency swaps, valuation of currency swaps, credit risk
(3 hours)

L. Interest Rate Forwards and Options - Ch. 13
Types of rates, bond pricing, forward rates, theories of term structure, treasury
bond futures, eurodollar futures, duration, duration based hedging stragies

(3 hours)

M. Advanced Derivatives and Strategies — Ch. 14
Exotic options, mortgage backed securities, nonstandard swaps
(3 hours)

N. Review (2 hours)

Final Exam will be administered during the final exam week (2 hours).

IV. Evaluation Methods

For Undergraduate Students:

Two tests during the semester 40%
Final Examination 30%
Three assignments/written case studies (in groups of two) 30%

For Graduate Students:

Two tests during the semester 30%
Final Examination 20%
Three assignments/written case studies (in groups of two) 20%
Synthesis paper of current research in a subtopic of the field 10%
Research Project Report 20%

Research Project Report (For Graduate Students only):

Graduate students will conduct an exploratory research related to financing options, futures,
swaps and other derivative products based on the theories/models discussed in class and present
their findings in a research report.

Grades will be assigned as follows:
Undergraduate Students: A: 90% and above, B: 80%-89%, C: 70%-79%, D: 60-69%; F:
Below 60%.

Graduate Students: A- 90% and above, B: 80-89%, C:70-79%, F: Below 70%
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Attendance Policy:

It will be in accordance with the University Policy..

V.  Required Textbook

Chance Donald, M. and Robert Brooks .2013. Introduction to Derivatives and Risk Management,
Ninth Edition, South Western.

John C. Hull. 2012. Options Futures and other Derivatives, Eighth Edition, Prentice Hall.

VI. Special Resource Requirements
Students must have access to high speed Internet for 2 hours per week outside of class hours.
VII. (for Graduate Students)

- Research Project Report on Derivatives

The purpose of this part of the course is to enable students to undertake a research project
dealing with one of the current topics on issues relating to derivative securities. The area
selected should be of significant interest so that the rationale for such project work can be
suitably justified. Self-initiative is one of the basic factors for success in this endeavor. General
guidance will be provided but the burden of effort will rest mainly with the student(s).

To make certain that work is progressing, however, a one-page report will be submitted every
other week throughout the semester. This short report will indicate the progress made during the
previous two weeks and what you expect to accomplish within the next two-week period.
Failure to observe this procedure can seriously jeopardize your grade.

For this project each of you will work independently. Using the scientific approach, you will
help identify and structure a significant problem. The final report should contain creative
reflection with regard to most of the following stages:

1. Problem identification 5. Data collection and analysis
2. Literature review 6. Results interpretation

3. Hypothesis development 7. Recommendation listing

4. Instrument design 8. Benefit contribution

This effort is designed to (1) aid in the development and/or sharpening of research skills,
and (2) increase your awareness of financial problems and how they may be solved or
structured through scientific endeavor. It should also enhance your written
communications skills.

The topic for the research paper must be discussed with and approved by the instructor by no
later than four weeks after the beginning of the semester. A proposed detailed outline of your
work is due on or before the fifth week of the semester. The report should not exceed ten
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typewri.tten pages of text material. Charts, graphs, tabulations of data, bibliography, etc., can be
pl.aced in an appendix where appropriate. The final report is expected to be of high quality and
will be graded on the basis of form, style, and substance. The completed papers are due two

weeks before the end of the semester. Presentations of your findings will be made to the class as
part of the project.

- Three assignments/written case studies
Assignments/case studies will be provided to the students and they are expected to complete the
analysis and write a detailed report (about 4 -5 pages) on the cases related to derivatives. These
findings have to be presented to the class.

- Synthesis paper of current research in a subtopic of the field
Students will find out the latest research in the derivatives area such as on futures, options,

swaps, and other related products and write a synthesis paper (2-3 pages) on issues such as
hedging, arbitrage activities, and speculative transactions.
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Course Analysis Questionnaire (UWUC format)

A. Details of the Course

Al.  This course at the 400 level is already a required course for undergraduate Finance

Majors and at the 500 level will serve as one of the electives in the Finance Concentration of the
MBA Program.

A2.  No changes in any other courses or programs in the department are required.

A3.  This course has not been offered at the 500 level previously. It is expected that the
average class size will be 20-30 students.

A4.  The course will be a dual level offering in the undergraduate and the graduate program at
the Eberly College of Business fulfilling Bachelor’s as well as Master of Business
Administration Program requirements.

A5.  This course is not to be taken for variable credit.

A6.  Similar courses are offered in a number of universities at the graduate level. For
examples see below:

http://www.bus.miami.edu/graduate-programs/full-time-mba/concentrations/finance/index.html

http://www .business.pitt.edu/katz/mba/academics/courses/finance.php

http://www.ebsglobal.net/programmes/derivatives

A7.  There is no specific recommendation for mandatory inclusion of this type of course by an
accreditation authority or professional society. Due to the increasing importance of Financial
Derivatives in the global economy, most MBA Programs in the country have a similar elective
course.

B. Interdisciplinary Implications

B1l.  One instructor will teach this course.

B2.  This course does not overlap with any other course currently offered.

B3. Necessary seats will be reserved for students from other departments upon their request.
C. Implementation

Cl. No new faculty resources are needed to teach this course.

C2.  Other Resources

a. No new space allocation requirements needed.

b. Classroom with needed equipment and Internet connectivity available.



c. No special Laboratory or supplies needed.
d. Internet based research sources are adequate.
e. No travel funds needed.
C3.  No grant funds are involved in this course.
C4.  This course is expected to be offered three times a year.
C5.  One section of the course will be offered at a time.
C6. Maximum of 50 students can be accommodated.

C7.  No limitations by our professional accreditation authority on the enrollment limitations
on this type of course.

D. Miscellaneous
Integrating the Financial Derivatives course in the finance elective of our MBA program
is one of the most significant emerging trends in recent times. This course will be
essential for Finance and MBA students with a Finance Concentration in preparing for
their professional future.



