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1.
A bank issues a $3 million commercial mortgage with a nominal APR of 8%. The loan is fully amortized over 10 years requiring monthly payments. The bank plans on selling the loan after
2 months. If the required nominal APR increases by 45 basis points when the loan is sold, what
loss does the bank incur?
2.
Assume the bank in the previous question partially hedges the mortgage by selling three 10-year T-note futures contracts at a price of 1015/32 each contract is for $1,000,000. After 2 months, the futures contract has fallen in price to 999/32 What was the gain or loss on the futures transaction?
3.
The bank customer will be going to London in June to purchase £100,000 in new inventory. The current spot and futures exchange rates are:

	Exchange Rates Dollars/Pound

	Period
	Rate

	Spot
	1.5342

	March
	1.6212

	June
	1.6901

	September
	1.7549

	December
	1.8416



The customer enters into a position in September futures to fully hedge her position. When September arrives, the actual exchange rate is $1.843 per pound. How much did she save?
4.
Suppose that the pension fund you are managing has a $400 million stock portfolio with a  beta of 1.6. If the S&P 500 Index futures contract is currently selling for 425, how many of these contracts would you have to sell to hedge the systematic risk of your portfolio?
5.
If your company has a payment of 300 million Euros due in December, one year from now, how would you hedge the foreign exchange risk in this payment with Euro 125,000 futures contracts?
