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	The goal of subject
	To give an introduction to the application of derivative pricing and modern risk management. 



	Course content
	Derivative contracts, forward and futures contracts and their pricing, option markets, basic properties of options, option pricing in binary models and in continuous models, CRR and Black-Scholes model, greeks, numerical methods for estimating option prices, risk management. 

	Required knowledges and competences for entry
	Basics of statistics and finance. 

	Knowledge
	The students understand the role of derivatives in modern finance together and understand the methods of solving basics exercises of derivative pricing and the application of related risk management tools.

	Skills
	The students can apply the classical option pricing models in basic exersises and can solve the related fitting and financial questions. 

	Attitude
	The students are open to the latest developements of finance and risk management and are aware of the etical principals of the profession. 

	Autonomy and responsibility
	They take into consideration the possible impact and consequencies of the financial and risk management decisions to the whole corporation. 


Weekly program: 
	Week 1
	Definitions of derivatives, classification.

	Week 2
	Option markets, positions using financial assets, calculation of payoffs, profits.

	Week 3
	Pricing forward and futures contracts: basic cases, forward price calculation, valuation of positions. Contruction of arbitrage examples with forwards. 

	Week 4
	Further exercises on pricing forward and futures contracts. 

	Week 5
	Basic properties of options prices. (early call, put-call parity).

	Week 6
	Calculation and construction of plots of payoffs and profit of strategies using options. 

	Week 7
	Pricing in binary trees. One step model.

	Week 8
	Exercises on pricing in binary trees. General case.

	Week 9
	Pricing in binary trees. General case, American options. 

	Week 10
	Models for stock price in continuous models.Estimation of parameters of stock prices.

	Week 11
	Application of Black-Scholes formula, related questions.

	Week 12
	Greeks. Hedging market risk.

	Week 13
	Estimating options prices. 

	Week 14
	Value at Risk.


Required reading:

Hull, J. C.: Options, Futures and Other Derivatives, 8th edition, Pearson, 2012. 
Chapters: 1-2, 5, 9-14, 18, 20-21 
Suggested reading:

Assessment: 

The students write a test at the end of the semester, the test contains exercises on option pricing and related questions. 
The students may miss at most 3 seminars. In case of missing more than 3 seminars the seminar is not completed, hence the course is not completed. For this, a class attendance list will be made each week, which can be signed by the students only in the first 10 minutes of the seminar. 
Grades: 0-49% fail (mark 1), 50-59% satisfactory (mark 2), 60-69 % average (mark 3), 70-84% good (mark 4), 85-100 excellent (mark 5), we use rounding up (e.g. 49.3% is satisfactory).
