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Course Outline
FN 452 Option Futures and Other Derivatives
Semester 2/2013 (Jan 2014– May 2014)

Number of credits:         3 credits 

Lecture Time:	     Wednesdays, 2.00pm. – 5.00 p.m.
Lecture Venue:	 room 204, 2rd floor, Faculty of Economics	
	                             Thammasat University, Tha Prachan campus

Instructor:                       Dr. Anchada Charoenrook
Office: Faculty of Commerce and Accountancy, Room # 555
Phone: 02 613 2215
Email: workaida@live.com
Facebook: To be announced

Prerequisite:   (1) FN 312

Course Description 
During the past three decades, there has been explosive growth in the use of derivative securities for speculation, investment, and managing risk. Derivative products refer to financial securities whose values depend on other securities or stochastic variables – hence the term “derivative.” This course explores the different commonly used derivative financial products such as futures, forwards, swaps and options, and other exotic derivatives. The course covers what different contracts are, how they are used for speculation, investment, and hedging risk. The course also covers the markets they trade on, market mechanics, and pricing of these derivatives.
Course Objectives

The objective of this course is to obtain an in-depth understanding of the valuation and trading strategies of forward, futures, options and other derivative securities, and their use in hedging commodity price risk, currency risk, interest rate risk, stock portfolio risk, and other risk exposures. The main topics covered are 
• Pricing derivatives: no arbitrage and the law of one price; 
• Forwards, futures and swaps — pricing and applications; 
• Options — pricing and applications. Both European and American style options are studied, in the context of the binomial model as well as in that of the Black-Scholes model. 
• Further applications: real options, corporate securities. 

By necessity, the course will often be technical and involve a fair amount of quantitative and abstract analysis. You should come to class with an opened mind and expect math in most sessions.

Required Text: 
Option, Futures, and Other Derivatives by John Hull, 8th edition. 
Reading 
Required: Lecture notes, text chapters and other reading assignments.
Recommended: Daily reading of The Wall Street Journal and the book ‘A random walk down Wall Street’ by Malkiel. 

Other Needs:
		You will need a calculator during the course. Your calculator must be able to raise numbers to powers, work with natural logarithms, yield to maturity for bonds, calculate annuity related to bonds. Of course, a financial calculator is always the optimal solution, but if you don’t have one at hand, please make sure your calculator meets the above requisite and you have a good understanding of the formulas used to solve TVM problems.   
Course Policies and Grading:  
Your final grade will consist of: 
Mid-Term 35%
Final Exam: 45% 
Homework and other assignments: 15%.
Participation 5%
To receive full course credit, you must attend classes on a regular basis.  Attendance may be recorded in any class period. 
The final grade of this course is determined using the curving system where the distribution of the grade assigned will be similar to other BE finance courses. I usually assign the mean of the class to be between B and B+.

Midterm and final exam
The exams are closed book. The midterm exam and the final exam will have a duration of approximately 3 hours. You will be allowed to bring: 1. Your financial calculator (required), 2. Any reasonable writing instruments, and an A4 sheet with whatever information you write on both pages (front and back). You are not allowed to attach additional paper to this sheet. 


Expectations 
The course requires maximum involvement, participation and sharing of ideas on the part of all students. I therefore expect you to attend each class and to be well-prepared. This will not only affect your grade, but also how much you learn. You are expected to actively participate in the lectures. Class participation is strongly encouraged. I usually ask question in the class to evaluate if you understand the material. We also discuss some ongoing financial market events. I also encourage other discussions as long as the discussion subject is relevant to the course contents.
Problem Sets 
Homework and assignments are individual work unless explicitly specified. The problem sets will consist of end-of-chapter problems assignment questions. Credit for the problem sets will be granted for their submission and for the correctness of contents, as long as the contents show reasonable seriousness. I will provide you with complete solutions to the problem sets. Experience shows that students who do not seriously solve the problem sets and try to free-ride on their friends tend to fail the exams.  
Homework is to be turned-in, hand written, at the beginning of class. You need to keep a photocopy of your work for class discussion, auto-evaluation, and further reference. The homework questions that are from the book are from the text. Other assignments will be posted on BE-Moodle. 
Policy on late assignments and deadlines
Assignments will only receive credit if they are handed in on time. Extensions will not be granted except for verifiable extraordinary circumstances. If you anticipate missing an exam, make arrangements to take it early.  NO EXCEPTIONS. 
Grade grievance procedure
If you have any questions about the grading, put it in writing and give it to me/send it to me with your assignment. The appeal should clarify the reasons for your appeal and make a good case for why a different grade is warranted. You have 10 days from the time I returned any assignment to you to ask me to review the grading. When reviewing, I will review the entire assignment. 
Other Remarks 
During the course I will provide you with feedback forms in class, on which you can indicate whether you understand the topics discussed in class, whether you would like some further explanation on a specific topic, and on which you can comment on the course. 

Assistance 
If you have any questions or need individual assistance, you can stop by during my office hours on Tuesdays from 2-3 pm or you can call or e-mail me to make an appointment to see me at another mutually convenient time.  






Important Dates		
Class begins				January 13, 2014
Adding and Dropping Course		January 13-27, 2014
Midterm Exam			Wed. 5 March 11:00-12:30 
Chakri Memorial day			April 6, 2014
Substitution for Chakri day*		April 7, 2014
Course Withdrawal with “W”		March 19-24, 2014
Songkran*				April 13-15
Last day of classes			May 3, 2014
Coronation day*			May 5, 2014
Final Exam		Sat 10th May 13.30-16.30
*Public holiday
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Lecture 

session Content Readings Assignment due

1

Introduction and the mechanics 

of futures markets Hull Chappters 1 and 2

2

Determinant of forward and 

futures prices Hull Chappter 5

3

Futures price and hedging 

strategies using futures Hull Chapter 3

4 Interest rates  Hull Chapter 4

5 Interest rate futures Hull Chapter 6

6 Swaps  Hull Chapter 7

7 Mechanics of options markets Hull Chapter 8

Midterm

8

Properties of stock options

Hull Chapter 9

9

Trading strategies involving 

options Hull Chapter 10

10 Binomial trees and option pricing Hull Chapter 11

11

Wiener process and Black-Scholes 

pricing  Hull Chapters 12 and 13

12

Wiener process and Black-Scholes 

pricing  Hull Chapters 12 and 13

13 The greeks Hull Chapter 17

14 Other issues on derivatives

15 Review
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												COURSE TIMELINE  (tentative) 



				Lecture session		Date		Day		Time		Content		Readings		Assignment due						Date



				1		19/08		Mon		9-12am		Introduction Treasury securities		Fabozzi 6								19/08

				2		26/08		Mon		9-12am		Bond markets and bond pricing		Tuckman 1-3								26/08

				3		02/09		Mon		9-12am		Relative pricing of bonds and arbitrage		Tuckman 1-3								02/09

				4		06/09		Fri		11-2pm		Relative pricing of bonds and arbitrage; bond basics		Bodie Kane Marcus Chapter 14; Fabozzi 2 and 3								09/09

				5		09/09		Mon		9-12am		Corporate and municipal bonds		Fabozzi 7 and 8								16/09

				6		16/09				9-12am		Spot rate, forward rates, and realized returns; Factors affecting bond yields and the term structure of interest rates		Fabozzi 5 								23/09

				7		23/09				9-12am		Bond price volatility 		Fabozzi 4

						30/09						Midterm										30/09

				8		7/10		Mon		9-12am		Bond price volatility: duration and convexity measure		Fabozzi 4								07/10

				9		11/10		Fri		11-2pm		Bond portfolio management		Bodie Kane and Markus 16 and Fabozzi 19								14/10

				10		14/10		Mon		9-12am		Bond portfolio management		Bodie Kane and Markus 16 and Fabozzi 19								21/10

				11		21/10		Mon		9-12am		Interest rate swaps and agreement		Fabozzi 14 and 15								28/10

				12		25/11		Fri		11-2pm		Interest rate swaps and agreement										5/10

				13		28/10		Mon		9-12am		Interest rate futures contract		Fabozzi 23								12/10

				14		4/11		Mon		9-12am		The Thai bond market

				15		11/11		Mon		9-12am		Other fixed income securities and review

						During exam week						Final exam
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						Lecture session		Date		Day		Time		Content		Readings		Assignment due

						1								Introduction and the mechanics of futures markets		Hull Chappters 1 and 2

						2								Determinant of forward and futures prices		Hull Chappter 5

						3								Futures price and hedging strategies using futures		Hull Chapter 3

						4								Interest rates 		Hull Chapter 4

						5								Interest rate futures		Hull Chapter 6

						6								Swaps 		Hull Chapter 7

						7								Mechanics of options markets		Hull Chapter 8

						Midterm

						8								Properties of stock options		Hull Chapter 9

						9								Trading strategies involving options		Hull Chapter 10

						10								Binomial trees and option pricing 		Hull Chapter 11

						11								Wiener process and Black-Scholes pricing 		Hull Chapters 12 and 13

						12								Wiener process and Black-Scholes pricing 		Hull Chapters 12 and 13

						13								The greeks		Hull Chapter 17

						14								Other issues on derivatives

						15								Review
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