Topic 1
· Argue the concept of a derivative. 
· Differentiate between exchange traded and over-the-counter (OTC) derivatives. 
· Assess a forward commitment and identify the different type of forward commitments. 
· Contrast the basic characteristics of forward contracts, futures contracts and swaps. 
· Assess a contingent claim and identify the different types of contingent claims. 
· Identify the basic characteristics of options and distinguish between an option to buy  and an option to sell. 
· Differentiate between the ways of measuring the size of the global derivatives market. 
· Evaluate the purposes and criticisms of derivative markets. 
· Interpret the concept of arbitrage and critique the role it plays in determining prices and  in promoting market efficiency. 
Topic 2
· Distinguish between the positions held by the long and short parties to a forward contract.
· Identify the procedures for selling a forward contract at expiration. 
· Demonstrate how a party to a forward contract can terminate a position prior to expiration and how credit risk is affected by the way in which a position is terminated. 
· Differentiate between a dealer and an end user of a forward contract. 
· Identify the essential characteristics of equity forward contracts. 
· Identify the essential characteristics of forward contracts on zero-coupon and coupon  bonds.
· Identify the characteristics of the Eurodollar time deposit market. 
· Interpret LIBOR and Euribor. 
· Identify the essential characteristics of forward rate agreements (FRAs). 
· Calculate the payment at expiration of an FRA and evaluate each of the component  terms.
· Identify the essential characteristics of currency forward contracts. 
· Determine the price of a forward contract.
Topic 3
· Identify the institutional features that distinguish futures contracts from forward contracts
· Determine the origins of modern futures markets. 
· Identify the primary characteristics of futures contracts. 
· Differentiate between margin in the securities markets and margin in the futures markets.
· Demonstrate how a futures trade takes place and how a futures position may be closed out prior to expiration. 
· Interpret initial margin, maintenance margin, variation margin, and settlement price. 
· Formulate the process of marking to market. 
· Calculate the margin balance given the previous day’s balance and the new futures price.
· Interpret price limits, limit move, limit up, limit down and locked limit. 
· Demonstrate how a futures contract can be terminated by a closeout at expiration, a delivery, an equivalent cash settlement, or an exchange for physical. 
· Identify delivery options in futures contracts. 
· Distinguish between scalpers, day traders, and position traders.
· Identify the primary characteristics of the following types of futures contracts: Treasury bill, Eurodollar, Treasury bond, stock index, and currency. 
· Argue why the futures price must converge to the spot price at expiration. 
· Determine the value of a futures contract. 
· Contrast forward and futures prices. 
· Demonstrate how an arbitrage transaction is constructed to derive the futures price. 
· Identify the different types of monetary and nonmonetary benefits and costs associated with holding the underlying asset, and determine how they affect the futures price. 
· Contrast backwardation and contango. 
· Argue whether futures prices equal expected spot prices. 
· Demonstrate how to price Treasury bill futures. 
· Assess the concept of an implied repo rate. 
· Identify and illustrate the difficulties in determining the price of Eurodollar futures. 
· Identify and illustrate how to price Treasury bond futures. 
· Identify and illustrate how to price stock index futures. 
· Identify and illustrate how to price currency futures. 
· Evaluate the role of futures markets and exchanges in financial systems and in society
Topic 4
· Identify the basic elements and characteristics of option contracts. 
· Assess European option, American option, moneyness, payoff, intrinsic value, and time value. 
· Differentiate between exchange-traded options and over-the-counter options. 
· Identify the different varieties of options in terms of the types of instruments underlying them.
· Compare and contrast interest rate options with forward rate agreements (FRAs). 
· Determine option payoffs, and differentiate between interest rate option payoffs and payoffs of other types of options. 
· Contrast interest rate caps and floors. 
· Identify the minimum and maximum values of European options and American options. 
· Illustrate how the lower bounds of European calls and puts are determined by constructing portfolio combinations that prevent arbitrage and calculate an option’s lower bound. 
· Determine the lowest prices of European and American calls and puts based on the rules for lower bounds.
· Illustrate how a portfolio (combination) of options establishes the relationship between options that differ only by exercise price. 
· Determine how option prices are affected by differences in the time to expiration. 
· Illustrate how put-call parity for European options is established by comparing the payoffs on a fiduciary call and a protective put and use the result to create synthetic instruments. Argue why an investor would want to do so. 
· Illustrate how violations of put-call parity for European options can be exploited and how those violations are eliminated. 
· Compare American options with European options in terms of the lower bounds on option prices and the possibility of early exercise. 
· Assess how cash flows on the underlying asset affect put-call parity and the lower bounds on option prices. 
· Identify the directional effect of an interest rate change on an option’s price. 
· Determine an option price and illustrate how an arbitrage opportunity can be exploited in a one-period binomial model. 
· Determine an option price in a two-stage binomial model. 
· Calculate prices of options on bonds and interest rate options in one- and two-period binomial models. 
· Determine how the binomial model value converges as time periods are added. 
· Identify and assess the assumptions underlying the Black-Scholes-Merton model. 
· Calculate the value of a European option using the Black-Scholes-Merton model. 
· Determine how an option price, as represented by the Black-Scholes-Merton model, is affected by each of the input vales (the Greeks). 
· Illustrate and interpret the concept of an option’s delta and how it is used in dynamic hedging.
· Determine the gamma effect on an option’s price and delta. 
· Determine how cash flows on the underlying asset affect an option’s price. 
· Identify and illustrate the two methods of estimating the volatility of the underlying. 
· Illustrate how put-call parity for options on forwards (or futures) is established. 
· Identify the similarities in American options on forwards and futures, and differentiate them from European options. 
· Calculate the value of a European option on forwards (or futures) using the Black model.
· Calculate the value of a European interest rate option using the Black model.
· Evaluate the role of options markets in financial systems and society
Topic 5
· Identify the characteristics of swap contracts. 
· Demonstrate how swaps are terminated. 
· Identify the types of currency swaps. 
· Calculate the payments on a currency swap. 
· Classify a plain vanilla interest rate swap. 
· Calculate the payments on an interest rate swap. 
· Identify the types of equity swaps. 
· Calculate the payments on an equity swap. 
· Distinguish between the pricing and valuation of swaps. 
· Illustrate the equivalence of swaps to combinations of other instruments. 
· Determine how interest rate swaps are equivalent to a series of off-market forward rate agreements (FRAs). 
· Determine how a plain vanilla swap is equivalent to a combination of an interest rate call and an interest rate put. 
· Determine the fixed rate on a plain vanilla interest rate swap and the market value of the swap during its life.
· Determine the fixed rate, if applicable, and the foreign notional principal for a given domestic notional principal on a currency swap, and determine the market values of each of the different types of currency swaps during their lives. 
· Determine the fixed rate, if applicable, on an equity swap and the market values of the different types of equity swaps during their lives. 
· Identify and interpret the characteristics of swaptions, including the difference between payer and receiver swaptions. 
· Determine why swaptions exist and identify their applications. 
· Illustrate how the payoffs of an interest rate swaption are like those of an option on a coupon-bearing bond. 
· Calculate the value of an interest rate swaption on the expiration day. 
· Contrast the different ways in which the market value of a swaption at expiration can be received.
· Evaluate forward swaps and distinguish between forward swaps and swaptions. 
· Determine how credit risk arises in a swap and distinguish between current credit risk and potential credit risk. 
· Identify and assess at what point in a swap’s life credit risk is the greatest. 
· Interpret the swap spread and what it represents. 
· Illustrate how swap credit risk is reduced by both netting and marking to market. 
· Evaluate the role that swaps play in the financial system. 



