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Preface

It is sometimes hard for me to believe that the first edition of this book was only
330 pages and 13 chapters long! Over the last 15 years I have had to expand and adapt
the book to keep up with the fast pace of change in derivatives markets.

Like earlier editions, the book serves several markets. It is appropriate for graduate
courses in business, economics, and financial engineering. It can be used on advanced
undergraduate courses when students have good quantitative skills. Many practitioners
involved in derivatives markets find the book useful. I am pleased that half the
purchasers of the book have historically been analysts, traders, and other market
practitioners.

One of the key decisions that must be made by an author who is writing in the area of
derivatives concerns the use of mathematics. If the level of mathematical sophistication
is too high, the material is likely to be inaccessible to many students and practitioners. If
it is too low, some important issues will inevitably be treated in a rather superficial way.
I have tried to be particularly careful about the way I use both mathematics and
notation in the book. Nonessential mathematical material has been either eliminated
or included in end-of-chapter appendices and in the technical notes on my website.
Concepts that are likely to be new to many readers have been explained carefully, and
many numerical examples have been included.

The book provides a comprehensive treatment of derivatives and risk management. It
assumes that the reader has taken introductory courses in finance and in probability
and statistics. No prior knowledge of options, futures contracts, swaps, or other
derivative instruments is assumed. It is not therefore necessary for students to take
an elective course in investments prior to taking a course based on this book.

There are many different ways Options, Futures, and Other Derivatives can be used in
the classroom. Instructors teaching a first course in derivatives may wish to spend most
time on the first half of the book; those teaching more advanced courses will find that
many different combinations of chapters in the second half of the book can be used. I find
the material in Chapter 32 works well at the end of either an introductory or an advanced
course.

What’s New?

Material has been updated and improved throughout the book. The changes in this
edition include:

1. Complete rewrites of the chapters on credit risk and credit derivatives (Chapters 20
and 21) to reflect market developments in these important areas. The rewrites result
in chapters that are up to date and easier to teach from than the corresponding
chapters in the fifth edition.
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. The opening six chapters have been replaced by seven chapters that cover forward,

futures, and swap contracts in a more student-friendly way. The chapter on hedging
has been moved to Chapter 3. Chapter 4 is now devoted to understanding how
interest rates are calculated and used. Chapter 5 covers the determination of futures
and forward prices. Chapter 6 deals with interest rate futures, and Chapter 7 covers
swaps.

Over 50 highlighted descriptions of real-world situations and interesting issues,
referred to as Business Snapshots, illustrate points being made in the text.

There is more discussion of how models can be implemented with Excel (see, for
example, Monte Carlo simulation in Chapter 17, GARCH models in Chapter 19,
and the variance-gamma model in Chapter 24). Excel Spreadsheets illustrating
model implementations are available from my website.

A series of Technical Notes are available from my website. This means that less
purely technical material needs to be included in the book. As a result, the
presentation is streamlined and more student friendly.

DerivaGem Version 1.51 is included. One change from the previous version of
DerivaGem is that spreadsheets are now unlocked in the Calculator.

The binomial tree chapter (Chapter 11) and the swaps chapter (Chapter 7) have
been extended so that there is a more complete coverage of these topics at one
place in the book.

There is a new chapter on “Convexity, Timing, and Quanto Adjustments™.
Previously the material in this chapter was included in the chapters on ““Martin-
gales and Measures” and “Interest Rate Derivatives: The Standard Market
Models™.

Sequencing of chapters in the second half of the book has been changed to better
meet the needs of students and instructors.

Many new topics are included. For example, I cover the size of derivatives markets
in Chapter 1, Basel II in Chapter 20, and the variance-gamma model in Chapter 24.
Other topics are discussed in more depth than in the fifth edition. For example,
there is more on convexity adjustments to Eurodollar futures (Chapter 5), copula
models (Chapters 20 and 21), and executive stock options (Chapters 8 and 13).

One change has been made to the mathematical notation. 8z, 8x, etc., have been
replaced by At, Ax, etc. (This reverses a change in the previous edition where I was
trying to avoid overworking A—but found that the change was not popular!)

New end-of-chapter problems have been added.

The whole book (including end-of-chapter references) has been fully updated and many
changes have been made to improve the presentation of material.

Software

Version 1.51 of DerivaGem is included with this book. This consists of two Excel
applications: the Options Calculator and the Applications Builder. The Options
Calculator consists of easy-to-use software for valuing a wide range of options. The
worksheets are now unlocked. The Applications Builder consists of a number of Excel
functions from which users can build their own applications. It includes a number of
sample applications and enables students to explore the properties of options and
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numerical procedures more easily. It also allows more interesting assignments to be
designed.

The software is described more fully at the end of the book. Updates to the software
can be downloaded from my website

www.rotman.utoronto.ca/~hull

Slides

Several hundred PowerPoint slides can be downloaded from my website. Instructors
who adopt the text are welcome to adapt the slides to meet their own needs.

Solutions Manual

As in the fifth edition, end-of-chapter problems are divided into two groups: “Questions
and Problems” and “*Assignment Questions™. Solutions to the Questions and Problems
are in Options, Futures, and Other Derivatives: Solutions Manual (ISBN: 0-13-149906-8),
which is published by Prentice Hall and can be purchased by students.

Technical Notes

A new feature of the sixth edition is the use of Technical Notes. These elaborate on
points made in the text and can be downloaded from my website.

www.rotman.utoronto.ca/~hull

By not including the Technical Notes in the book, I was able to streamline the
presentation of material so that it is more student friendly.

Online Training

In conjunction with Learning Dividends, Inc., I have developed e-Learning material
entitled Hull on Derivatives to accompany the first half of the book. This consists of
14 modules with fully animated and narrated instruction. For more information visit

www.hullonderivatives.com
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excellent research assistance for this edition.

Alan White, a colleague at the University of Toronto, deserves a special acknowledg-
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