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1 INSTRUCTIONS FOR ASSIGNMENT SUBMISSIONS 
 

Please take note that the assignments do not contain any unique numbers.  You can only 

submit this assignment by uploading your answers by making use of the file upload function. 

 

Step-by-step instruction: 

- Access the assignment; 

- View the question; 

- Follow the instructions to upload a document; and 

- Upload your answers. 

 
 
2 ASSIGNMENT 01 QUESTIONS 

 

Question 1 

What type of a derivative is an agreement between two parties in which one party agrees to buy 

an underlying asset from another party at a price established at the initiation of the contract?(2) 

 

Question 2 

What is the condition in which the futures price is lower than the spot price known as? (1) 

 

Question 3 

Sandy, an investor, wishes to invest in a T-bill.  The par value of this T-bill is $10 000, 165 days 

to maturity and has a discount yield of 9 per cent.  Assume a 365 day year.  Calculate the price 

for this T-Bill. (3) 

 

Question 4 

A broker from Wales needs to borrow £750 000 for 120 days.  Assume the 120-day LIBOR rate 

is 3 per cent.  Assume a 360-day year.  Calculate the total amount the trader owes in 120 days.

 (2) 

 

Question 5 

Gold currently trades at $1111 per ounce in the spot market.  The risk-free interest rate is 4 per 

cent.  Assume the net cost of carry for platinum futures is zero.  Calculate the price of a 

platinum futures contract that expires in 115 days. (2) 

 

Question 6 

A copper futures contract requires the long trader to buy 100 tonnes of copper.  The initial 

margin is $1 900 and the maintenance margin requirement is $1 400.  Antonio buys one August 

copper futures contract at a futures price of $324 per tonne.  When would Antonio receive a 

maintenance margin call? (5) 
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Question 7 

Fred, the head of treasury at MRail, wishes to hedge against an increase in borrowing costs due 

to a possible downgrade in MRail’s credit rating.  Fred proposes to the management of MRail to 

hedge the risk by entering into a long 3 × 6 FRA.  Assume a 360-day year.  The current 

structure for LIBOR is as follows: 

Term Interest rate 

090 day 5.35% 

180 day 5.65% 

270 day 5.95% 

 

Calculate the 3 × 6 FRA rate that Fred would receive. (5) 

 
Question 8 

The price of platinum futures that expires in 100 days is $1355.  If the price of a platinum futures 

contract is priced at $1365, what would an investor’s initial transactions be when entering into 

the contracts? (3) 

 

Question 9 

George seeks to invest in a dividend paying share that currently trades at R100.  George will 

sell the share in 100 days.  The discrete risk-free rate is 4.25 per cent.  The next dividends will 

be paid according to the schedule: 

 

Days to next dividend Dividend 

45 days R5.00 

90 days R3.00 

 

Calculate the price of the forward contract. (5) 

 

Question 10 

A country domiciled in the USA wishes to engage in a transaction with a company that operates 

from the EU. The Euro spot exchange rate is $1.2359. The discrete USA interest rate is 3% and 

the discrete EU interest rate is 2%. A futures contract expires in 126 days.  Calculate the 

appropriate futures price using the continuous interest rates.  Round to four decimals (4) 

 
 
3 CONCLUSION 

 

Do not hesitate to contact us by e-mail, if you experience problems with the content of this 

tutorial letter or with any academic aspect of the module. 
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