USF School of Management Assurance of Learning Report

MSFA AY 2019-2020 Assessment

PO 2: Integrate economics, statistics, and financial concepts to analyze and assess the value of financial assets.

LO 2-3): Integration – Derivatives Valuation  
Analyze the sources of value in derivative investments including forwards, futures, options, and swaps, and demonstrate how derivatives are used to manage risk in the investment process.

Course where learning outcome was assessed:
MSFA 724: Derivatives I, Spring 2020

Evaluator(s): 
Professor Ivan Oscar Asensio

Assessment and Evaluation Method

The assessment was based on a quiz we did on the topic of futures markets. 
Students were given oil futures curves from four different historical dates and were asked to apply fundamental concepts of futures pricing and valuation to answer a multi-part question which stressed both knowledge of the material as well as practical application.
The premise of the problem involved a hedge fund that executed a futures contract for purposes of speculation. Pricing and valuation are done at three key stages in the derivatives life cycle: at-inception or trade date, during the tenor of the trade, and at expiry.

Trait 1:  Apply the convenience-yield pricing formula for futures written on assets for which arbitrage between spot and futures markets is not easy, cost-effective or possible, such as oil. Understand the intuition behind the formula inputs.
Trait 2:  Be able to carry out at-inception, mark-to-market and at-expiry settlement valuation calculations, and interpret the implications for derivative users.



Targeted Performance [Based on Rubrics]
Our assessment target is that 85% of the students meet or exceed expectations. 
Rubric:
	
LO2.3: Integration
Derivatives I
	Exceeds Expectations
(3)

	Meets Expectations
(2)
	Below
Expectations
(1)


	Trait 1:
Apply the convenience-yield pricing formula. Understand the intuition behind the formula inputs.

	The correct formula is used, applied and interpreted in the correct way.
	The correct formula is used and applied. Interpretation of inputs not quite there.
	The formula is not used, applied, interpreted correctly.

	Trait 2: 
Be able to carry out at-inception, mark-to-market and at-expiry settlement valuation calculations, and interpret the implications for derivative users.
	All answers are correct, and a complete analysis, intuition, and explanation are provided (in the context of using derivatives for speculation).

	[bookmark: _GoBack]The correct framework is applied and the valuations are done correctly. The interpretation and intuition explanations not quite there.

	The correct framework is not applied and the valuations are not done correctly.


Results Assessment and Planned Action
Students are assessed on a 3-point rubric for each of the two traits as described above. 
Results:
	
LO2.3: Integration
Derivatives I
	Exceeds Expectations
(3)
	Meets Expectations
(2)
	Below Expectations
(1)

	
	% Students Meeting or Exceeding Expectations

	
	
	
	
	
	

	Trait 1:
Apply the convenience-yield pricing formula. Understand the intuition behind the formula inputs.
	8
	26
	3
	
	          92%

	Trait 2:
Be able to carry out at-inception, mark-to-market and at-expiry settlement valuation calculations, and interpret the implications for derivative users.
	12
	22
	3
	
	         92%


Closing the Loop

Trait 1: We saw that 92% of the students met or exceeded the expectations, which is above our target of 85%. The data suggests that the basics of futures contract valuation, is something that we are conveying effectively. Students know for what assets to apply the convenience-yield pricing model, as opposed to the arbitrage-free pricing approach. One important observation is that only 8 of 37 (22%) of students exceeded expectations, while 27 of 37 (70%) met expectations. The difference between exceeding and meeting was being able to articulate the intuition behind the inputs and the formula output.

Trait 2: We saw that 92% of the students met or exceeded the expectations, which is above our target of 85%. The data suggests that the basics of futures contract valuation, is something that we are conveying effectively. Students know how to carry out pricing and valuation at all stages of the derivative life cycle. Once again, a greater proportion of students met expectations (59%) versus those who exceeded expectations (32%). In order to exceed expectations, it is necessary to apply the right formulas, carry out the calculations appropriately, and explain/articulate the intuition and implications for derivative users. It is this last element that is needed to go from meeting to exceeding expectations.

Overall, the results that all students met or exceeded expectations, indicates that the fundamental concepts behind derivative valuation are being absorbed and applied by students. Students know for what assets to apply the convenience-yield pricing model, as opposed to the arbitrage-free pricing approach, and they know how to carry out pricing and valuation at all stages of the derivative life cycle. The Derivatives sequence is an important element in the program, as the courses reinforce knowledge and concepts learned and stressed in every other course in the program.


	Page 1 of 3

