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Q1 a. Suppose that you own 5,000 shares worth $25 each. How can put 4
options be used to provide you with insurance against a decline in
the value of your holding over the next 4 months. Assume contract

size is 100.

b.  When first issued, a stock provides funds for a company. Is the 3
same true of a stock option? Discuss

€. An investor believes that there will be a big jump in a stock price, 6

but is uncertain as to the direction. Identify 3 different trading
strategies using options that the investor can follow and explain
the differences among them

d. When is it appropriate for an investor to purchase a butterfly 3
spread?



Q2 a.

Q3 a.

Q4 a.

Q5 a.

Q6 a.

Construct a table showing the payoff from a bull spread when puts
with strike prices K1 and K2, with K2 > K1, are used

£xplain any 2 trading strategies involving a stock and an option with
an example. Describe the profits/losses from the position for
different prices of the underlying stock.

You own a $1,000 portfolio, p, whose expected rate of return has a
mean of 10% and a standard deviation of 20%. You are censidering
buying a security g that has a mean of 15% and a standard
deviation of 60%. The correlation between the rates of return on p
and g is 20%.

1. What is the covariance between the rate of return of p and g?

2. What is the beta between the rate of return on p and g?

3. Consider purchasing $500 in g. What would the portfolio risk be?

A new security, named n has appeared. It has a mean of 150% and
a standard deviation of 500%, and the same 20% correlation with
p.
1. What is the covariance between the rate of return of p and n?

2. What is the beta between the rate of return on p and n?

3. Consider purchasing $500 in n. What would the portfolio risk be?

g and n have equal correlation with portfolio p. Does it follow that
they would both be equal risk-contributors, if added to the portfolio?

Explain the significance of diversifying a portfolio with appropriate
example

Are correlation and diversification related for a portfolio? Explain

The risk-free rate is 4%. The expected rate of return on the market
is 7%. A corporation intends to issue publicly-traded bonds that
promise a rate of return of 6% and offer an expected rate of return
of 5%. What is the implicit beta of the bonds?

Is the real-world SML with historical data a perfect straight line?
Explain

Suppose that call options on a stock with strike prices $100 and
$110 cost $9 and $5,respectively. How can the options be used to
create a bull spread ? Construct a table that shows the profit and
payoff for this spread. At what position does the trader make zero
profit?

Explain the significance of CAPM model?
What is an ACF plot? What does it signify

OR
Explain AR models?

Explain any statistic measure for goodness of fit in a stationary
model.
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