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PREFACE

The world of finance has become increasingly complex, with new financial instruments and strategies
constantly emerging. In this ever-evolving landscape, effective risk management has become paramount
for the survival and success of financial institutions and individual investors alike. Derivatives,
once viewed as exotic and niche products, have now taken center stage as indispensable tools for
mitigating risks and optimizing portfolios. This book, “Financial Risk Management & Derivatives,”
is a comprehensive guide that delves into the intricate realm of risk management and the pivotal role
derivatives play in modern finance. Drawing upon years of academic and practical experience, we aim
to provide a holistic understanding of the multifaceted risks faced by financial institutions, along with a
deep exploration of the mechanics, valuation, and trading of various derivative instruments. We begin
by laying a solid foundation, introducing the concept of risk management and its critical importance in
the financial sector. We then embark on a journey through the different types of risks, including interest
rate risk, credit risk, liquidity risk, market risk, technological risk, and off-balance sheet risks. Each
chapter meticulously dissects these risks, offering insights into their identification, measurement, and
management techniques, equipping readers with the necessary tools to navigate the intricate world of risk
mitigation. As we delve deeper, we shift our focus to the realm of derivatives, unveiling their evolution,
characteristics, and the crucial role they play in risk management and price discovery. We explore the
mechanics of forward and futures contracts, unraveling their pricing methodologies, margin concepts,
and applications in hedging strategies.

Options and swaps, two powerful derivatives instruments, are comprehensively examined, with
detailed discussions on valuation techniques, pricing models, and the underlying assumptions. We
introduce readers to the Black-Scholes model, the binomial model, and other essential frameworks,
empowering them to navigate the complexities of these instruments with confidence. The book also
provides a comprehensive overview of the derivatives market and trading mechanisms in India, tracing
its historical background, regulatory framework, and future outlook. We explore the importance of
trading mechanisms, their types, characteristics, and their impact on market dynamics, ensuring a well-
rounded understanding of the derivatives ecosystem. Moreover, we dedicate a significant portion of the
book to risk management in derivatives trading, exploring the reasons for managing derivatives risk,
key risk factors, and strategies for mitigating these risks. We also introduce readers to various trading
systems, regulatory frameworks, and compliance requirements, ensuring a comprehensive grasp of the
subject matter. Throughout this book, we strike a harmonious balance between theoretical concepts and
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practical applications, drawing upon real-world examples and case studies to illustrate the principles and
techniques discussed. Whether you are a student seeking to deepen your knowledge, a professional striving
to enhance your risk management strategies, or a researcher exploring the intricacies of derivatives, this
book aims to be an indispensable guide on your journey through the dynamic world of financial risk
management and derivatives.

With a wealth of knowledge and experience, we invite you to embark on this captivating exploration
of risk management and derivatives, equipping yourself with the tools and insights necessary to navigate
the ever-changing financial landscape with confidence and success.

Prof. (Dr.) Kishor Kumar Das
Dr. Aditya Prasad Sahoo
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. . Fill in the| Long
No. Chapter Pages | Figures | Tables | Diagram | Example Blinks | Questions
UNIT I - Introduction to Risk Management
1. | Role of Financial Institutions 18 - - - - 10
2. | Basics of Risk Management 12 - - - - 10
3. | Risk Identification 10 - - - - 10
UNIT II — Measurement of Risk Management
4. | Measurement of Interest Rate Risk and | 26 - - - - 11 8
Credit Risk
5. | Measurement of Liquidity Risk and Market | 18 - - - - 10 5
Risk
6. | Measurement of Technological Risk and | 22 - - - - 10 5
off-Balance Sheet Risk
UNIT III — Management of Risk
7. | Management of Interest Rate Risk and | 22 - - - 16 10 8
Credit Risk
8. | Management of Liquidity Risk and Market | 22 - - - - 10 8
Risk
9. | Management of Technological and 16 - - - - 8 4
Off-Balance Sheet Risk
UNIT IV — Fundamental of Financial Derivatives
10. | Basics of Financial Derivatives & Market 26 - - - 2 10 5
11. | Mechanism of Forward and Futures 32 - - - 22 10 5
UNIT V — Valuation & Trading of Derivatives
12. | Pricing and Valuation of Option and Swap 58 10 3 40 5 10
13. | Derivatives Market & Trading Mechanism | 28 - - - - 10
14. | Derivatives Regulation, Risk, and Trading | 30 - - - - 10 5
System
Total 330 10 3 4 45 139 87
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About the Book

Financial Derivatives & Risk Management offers a comprehensive exploration of modern financial risks and the pivotal role of
derivatives in mitigating them. Designed for students, professionals, and researchers, this book bridges theory and practice,
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