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v -Why Option Pricing Model

v Option Pricing

v How Option Pricing Changes over fime?
v Option Pricing Model

v Types
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v Why fo study the difference?
v Difference between Futures and Opftions

v How to profit from Futures Vs Options?
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FUTURES OPTI ONS

Futures contracts have the In options contract, there is
buyer obligated to honor no obligation on the buyer
the contract to buy or sell

Contract seller has the Contract seller has the
obligation to seli/buy. if obligation to selli/buy. if
buyer excercises right buyer excercises right
Require higher margin Require lovwer margin
payment than Options payment than Futures
Preferred by speculators Preferred by Hedger

and arbitrageurs

Unlimited profit. loss Unlimited profit. limted loss
potential potential

wr o
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'3 A"
P\ VAN < Buyer obligated to © No obligation on buyer
/ s‘x. “\‘ / ,'; L'\ HIONOUF contract. to actually buy or sell.
—_—t h O —— © Contract seller has o Contract seiler has

Obligation to sell/buy j ses "
S y if obligation to sell/buy
. -_:ﬂ; buyver exercises right. buyer axerck i

© Requires higher marai = ower margin
FUTURES CONTRACTS Payment than Options | = ge‘*‘?""ft",mn Sdsnd ol
VIS B i o
. relerred by speculat h er.
OPTIONS CONTRACTS and arbitrageurs. ors o Preferred by hedg
o o Unlimited profit, limited

Unlimited profit,

joss potential.
loss potential.
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%" How to Profit from Futures Vs Op ions=
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v How can options, futures, and forward contracts be used to devise simple hedging strafegies?

a, Options are often used by firms to Limit their downside risk. For example, if you own an asset and have the option fo sell it at the
current price, then you have effectively insured yourself against loss.

b. Futures contracts are agreements made today to buy or sell an asset in the future. The price is fixed today, but the final payment
does not occur until the delivery date. Futures contracts are highly standardized and are traded on organized exchanges.
Commodity futures allow firms to fix the future price that they pay for a wide range of agricultural commodities, metals, and
oil. Financial futures help firms to protect themselves against unforeseen movements in interest rates, exchange rates, and
stock prices.

c. Forward contracts are equivalent to tailor-made futures contracts. For example, firms offen enter into forward agreements witha
bank to buy or sell foreign exchange.or fo fix the interest rate on a loan o be made in the future.

A.a B.b C.c D. All the three statements are correct
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