FINAL EXAM REVIEW:
Section I – OPTIONS (30 points)
1. INPUT: Table with Call and Put prices
OUTPUT: Buy/Sell Call, Puts, Straddles and Spreads
	Spreadsheet: Q1, Q2 from midterm exam answers	
20 points
 
2. Black Scholes

Spreadsheet: Q7 from midterm exam answers

 10 points
 
Section II – Futures (30 points)
1. Hedging (100% and/or using the Optimal Hedging)
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Optimal Hedging
INPUT: St Dev of the Spot price, St Dev of the Futures and the correlation 

O = (St Dev K / St Dev S ) * Cor = 0.64  = 64,000

  
2. Speculation Buying/Selling
Example: Today Gold prices are $1,800 per ounce and 3-month future price is $1,850. Suppose that when the contract matures in October the price of gold in now $1,900.

a. What will the profit for long position?
$50 per once
  
b. If each contact for delivery is 5,000 ounces what is you total profit per contact $50x5,000 = $250,000

Spreadsheet July 1 Futures & Forwards and PowerPoint presentation
 
Section III – SWAPS (40 points)

1. Two party Interest Rate Swap
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2. Cross Currency Swap
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3. Credit Default Swap 
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Spreadsheet July 15 - SWAPS
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Example 3

53.35 $          57.35 $          61.35 $              

Revenue from Oil Sales 100,000      5,335,000     5,735,000     6,135,000          

+ Profit form Futures 100,000      400,000         -                 (400,000)            

Total Proceeds 5,735,000     5,735,000     5,735,000          

Oil Prices in Dec 2017
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SWAP Rate

9.95%

Fixed Rate 10.00% Fixed Rate 11.20%

Float (L+) 0.30% Float (L+) 1.00%

IR View: Low IR View High

Choose: Fixed Choose: Float

Cash Flow: Cash Flow:

Pay -10.00% Pay -(L+1.0%)

Pay -LIBOR Pay -9.95%

Receive 9.95% Receive + L  

Net Pay  L + 5 bps Net Pay -10.95%

Savings 0.25% Savings 0.25%

Company A Company B
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Simple Currency Swap 

COMPANY XYZ

Bond Par Value (€)= 100 million Euros

Euro-denominated Rate= 6.00%

Dollar-denomiated Rate = 7.00%

Spot Exchange Rate= 1.30 $             per €

UNHEDGED HEDGED

Time



Unhedged 

Euro 

Cash Flow

 (€)

Forward 

Exchange 

Rate

Hedges 

Dollar Cash 

Flow

($)

Present 

Value of the 

unhedged 

Cash Flows

($)

Time



 

Cash Flow

 ($)

Hedges 

Dollar Cash 

Flow

($)

Present 

Value of the 

hedged 

Cash Flows

($)

1 -6.00 1.3200 -7.92 $7.47 1 -9.10 -9.10 $8.58

2 -6.00 1.3400 -8.04 $7.16 2 -9.10 -9.10 $8.10

3 -106.00 1.3700 -145.22 $121.93 3 -139.10 -139.10 $116.79

$136.56 $133.47

Benefit = $3.08

Market Maker (A)

Disc. Rate 6.00%
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Notional Amount =  $     100.00  million

Time

 (six months)

Lender A that 

receivesLIBO

R SPREAD

Lender A 

that pays 

CDS Rate 

based on 

Forwards

 Cash Flow 

Received 

from 

borrower

($ mm)

 CDS cost 

paid to 

counterter 

party

($ mm)

 Cash Flow 

Received 

($ mm)

0

1 3.00% 2.00% 3.00              2.00             1.00                

2 3.00% 2.40% 3.00              2.40             0.60                

3 3.00% 3.25% 3.00              3.25             (0.25)               

4 3.00% 4.00% 3.00              4.00             (1.00)               

5 3.00% 4.00% 3.00              4.00             (1.00)               


