Problem 75

Specul Inc. receives a $300,000 from a major estvn December 10. This ¢
Is not needed for six days and, rather than inwgstiin short-term marketal
securities Chief Financial Officer (CFO) wants seuhese funds to speculat
pork bellies. He purchases 50 contracts. Each Ipelti futures contract is f
40,000 pounds and requires a $2,000 initial maagith$1,500 maintenance mar
The current futures price for December deliver$0s5500. The contracts
purchased at this pric
(a) What is the initial value of Specul Inc. margccount
(b) Immediately after the CFO purchases the cotsr#ite government isst
a major report on dietary fat that is expédtereduce the public's bac
consumption. On succeeding days after thelyase of the contracts, p:
belly futures trade at $0,5300, $0,5200, $0¢5 $0,5000, $0,4800, and $0,4¢
Compute the changes in the margin accouetch of these da
(c) What is the profit/loss on the speculation ?aiMk the simple ra
on the investment ? What is the effectiveuatined return
(d) Assuming that Specul Inc. will realize the ghase at the end of sixth d
(maturity of futures contracts), how muchhlig pay for pork bellies

Solution

(&)

Margin account value = Initial margin per contradtumber of contrac
$2,000 * 50,000 = $100,0

Maintenance margin = $1,500 * 50,000 = $75

(b)
Day Price Gain or| Margin |Margin call Margin
loss balance account
value
0 0,550( 100,00  100,00(
1 0,530(  -40,00( 60,00( 40,00(] 100,00(
2 0,520( -20,00( 80,00( 0,00( 80,00(
3 0,510  -20,00( 60,00( 40,00(] 100,00(
4 0,500( -20,00( 80,00( 0,00( 80,00(
5 0,480(  -40,00( 40,00( 60,00(| 100,00(
6 0,450( -60,00( 40,00( 60,00(|  100,00(
Total 300,00  100,00(
(c)

Net loss : -200,00(

Loss of cash is equal to -67

The simple rate of return is: (-200 : 100) -1 80%

The effective annualized rate of return is: (1-890)"(365:6) -1 =-2009
(d)

The actual futures price * Number of contracts tiRds = $900,00




Corporate Finance [3117-26]

Problem 74

A security currently worth $225 today. You plarstll it in 360 day:

To hedge against a possible decline in price, yderento the forward contract to ¢
the security.The risk-free rate is 4,8 perc

(a) Calculate the forward price on this conti

(b) After 120 days, the security sells for $250lcQkate the gain or loss to your positi
(c) At expiration the price of the asset is $248lcGlate the value of the forward contr

Solution
)

The fair value i

F(O,T) =S, (1+r) = 2356
(b)
FO,T .

V,(0,T) =S, - (1J(r r)T')‘ 21,4¢ gain to the long, loss to the st
(c)
Gain on ass 24C - 225,0( = 15,0(
Value of forwari 24C - 235,6¢ = 4,31 for long
The overall gai 10,6¢
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Problem 75

The forward exchange rate is 4,6400 z/USD. Liféhef contract: 78 days. Current spot exch
rate is: 4,5709z/USD. Domestic risk-free intemase is 18,00%, foreign interest rate is 6,C
(a) Calculate the "fair" futures price on this gast and the implied repo re

What arbitrage positions would create this.
(b) It is now 30 days later. The spot exchangeisaté,560C

Calculate the forward price and the valuenefd¢ontrac
(c) What is the value of the forward contract gtiestion. The spot exchange rate is 4,5

Solution
(@

The "fair" forward exchange rate

o [inT) _ . ,
F=S, %m = 467686 4,6882;

The implied repo rate

{FM (1+ifNT)_1}
N — SO
T
The annualized cost rate is 13,07% plus transactists
An investor shoul
1. borrow foreign currency at 6,0C
2. sell currency at the current spot 1
3. invest local currency at 18,0C
4. buy cheap currency forwa

iN = 13,07
d

Ad 2.
S F
W. = t - 0
o) @)t
4,525109: - 4,54009( = -0,014¢
Ad 3.
4,500( - 4,640( = -0,140(




