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e Options, Futures, & Other Derivatives, John C. Hull.
e Financial Engineering: Derivatives and Risk Management, Keith Cuthbertson, Dirk
Nitzsche
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Course Outline

Course title Financial Engineering Course code Fin 422
Program Bachelor in Finance and Investment | Level 8
Prerequisite Corporate Finance (Fin382) Credit hours 3

Main learning outcomes: At the end of this course, the student should be able to:
1. Understand the concept of financial engineering and Islamic financial engineering.
2. Know the concept of hedging and the main types of derivatives
3. Comprehend the model used for financial derivatives pricing.
4. be familiar with main products developed using Islamic Financial Engineering principles.
Topics to be covered:
1. Introduction to financial engineering, Islamic financial engineering, how to do your financial
product development project?
2. A statistical overview on derivatives markets development according to the type of contracts, and
underlying asset, market type (Organized - OTC), the ongoing debate on the advantage and
disadvantage of financial derivatives
3. Principles of forbidden transactions in Islamic finance: (1) Riba (usury): types, the differences
between the Murabaha financing and interest-based loan financing, (2) Gharar (excessive risk):
measures of Gharar in contracts (Zero, positive and non-zero sum games)
4. Islamic financial engineering principles (balance, solution, integration, appropriate), steps calendar
financial product, product development strategies (simulation, modification, tracking actual needs)
5. Islamic instruments for Hedging: economic hedging, Cooperative hedging, contractual hedging
(deferred sale, salam, mudarabah), Islamic structured finance: Sukuk
6. Futures markets, their development, stakeholders, settle contracts, transactions adverse futures and
forwards, the types of futures (commodities, interest rates, currency, stock indices), characteristics and
the differences between contracts
7. Hedging and spot and future prices, static/dynamic hedging, profit and loss, pricing models
8. Concepts related to financial options, types of options, long/short position, in the money, at the
money, out of the money, the intrinsic / time value, the factors affecting the prices of options
9. The Binomial Option Pricing Models - Cox, Ross, Rubinstein (for single, multiple periods, with a
dividend), construction of hedge portfolio
10. Black and Scholes pricing options model, assumptions, variables, pricing, put-call parity formula
11. Speculation and investment strategies and financial hedging options
12. Financial swaps, nature, types of swaps and pricing of swaps
Required textbooks:

e Options, Futures, & Other Derivatives, John C. Hull.

e Financial Engineering: Derivatives and Risk Management, Kejth£

FREvE IN o
AN UNIVE S1D
\:\§ \5\‘_\\\\( RsyT) )

>

‘1,,("‘”*',2,3 of l-jc.muf_“?i:\d’
9 Adminiscrative ¢

“YYoaN Yo 1 uSLall viYoAYe.y ceailgll  wvery Gauydl el evey e
ceas@imamu.edu. sa : 59,83V 2,



