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Examele 1
You should assume for all Pox‘ts of this ctuesfion that ‘foa'aﬂ’s date is

1 June 20X8.

The Investment Manager of Greghou,nd pension fund is concerned Thal
share prices will Lall over the next month and wishes to hedge ago.insf
this using FTSE stock index op'b'ons.

The Funds pension Por‘l‘yco/io comprises investments which have a va
16 20X

of £ 4million on

On 1.6.20x8, the following options are available :

FTSE 100 INDEX OPTION (4000)

(£t0 per Full index poin%)

lue

Exercise 3900 3950 4000 4050 4100

price Teal | Put [ Call | Pt | Call LBoQl Coll | Put | Call | Put
June 35 | 30 | oo | 44 || 7o GCoRl 45 |= 15NN SONISI30
July 210 | 90 1g0 | 1o |gsoRl 120 | 120 [ 155 | 100 | 185
August | 270 | 130 | 240 | iSoPNe IS 175 | 185 195 | 160 220

Assume that the board decides o use opi’ions to proi‘ec‘é’ the current
value of the Porfvco)io in one month’s time.

Re_cz wirements
Explo.in, with Su,opor'f'ing WOrkinﬂs, what will happen in one months time if:

(o) the porffo’io's value folls to £ 3.8 million and the FTSE 100 index

rises to

(b) the Pori’ﬁolio's value rises to £4.1 million and the FTSE 100 index

falls

to

3800

4100

(7 ma.rks)
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