STEP 3
Choose ONE of the following underlying exposures “Apple” (the tech company) is:

1. I choose Long Eur 10 million (receivable) to be received in December

A. Using listed exchange prices, or web-based pricing engines, price a vanilla option to hedge the corporate exposure. To check your work, find an option pricing model on the internet and check your work. OR try this: ​http://www.option-price.com/index.php
Hedging by buying a put
Spot: $1.1443/€	
Strike: $1.1550/€
Expiry date December 23, 2021
Value date December 25, 2021
Premium =$0.0370/€
Notional =10,000,000
Premium due=370,000
MTM= $11,550,000
B. For a range of possible spot values at ​expiration ​show 
1. The underlying position profit/loss 
2. The profit/loss scenario of the option you will buy at expiration 
3. The underlying position hedged with an option combined. It should look like slide 20 in presentation 6, titled 










The P&l @ Expiration ATMF
	Euro Revenue 
	Strike 
	Premium
	0.037

	€ 10,000,000
	1.221
	370,000
	 

	Spot @ Expiration
	Euro Revenue @1.2210
	Euro put/dollar Call K=1.2210
	Combined Exposure w/ATM

	1.1443
	($767,000)
	$397,000 
	($370,000)

	1.1555
	($655,000)
	$285,000 
	($370,000)

	1.168
	($530,000)
	$160,000 
	($370,000)

	1.1765
	($445,000)
	$75,000 
	($370,000)

	1.1815
	($395,000)
	$25,000 
	($370,000)

	1.1975
	($235,000)
	($135,000)
	($370,000)

	1.216
	($50,000)
	($320,000)
	($370,000)

	1.233
	$120,000 
	($370,000)
	($250,000)

	1.2425
	$215,000 
	($370,000)
	($155,000)

	1.261
	$400,000 
	($370,000)
	$30,000 




C. Generate a table and graph of the potential profit or loss from these different alternatives.


	Spot at expiration
	Euro revenue
	Euro put/dollar Call K=1.2210
	Combined Exposure w/ATM

	1.14
	-767000
	$397,000
	-370,000

	1.17
	-445000
	$75,000
	-370000

	1.2
	-50000
	($320,000)
	-370000

	1.24
	215000
	-370000
	($155,000)

	1.27
	400000
	-370000
	$30,000






D. Compare not hedging, hedging with a forward vs. hedging with an option
[bookmark: _GoBack]Not hedging, hedging with a forward, and hedging with an option when thought together causes a paradox due to uncertainty of risks. The sole purpose of hedging is mitigate market volatilities. Therefore, not hedging is ignoring that there are market threats especially financial that can cause significant losses to a firm. On the other hand, hedging with a forward vs. hedging with an option are the two major hedging techniques for offsetting risks however they operate differently. Forward hedging is the most basic tool to cover financial risks. It creates only one selling price leaving gap for losses of prices moves otherwise. However hedging with options is protection more secure as it allows for price sudden price changes. In addition, an option carries the value of the underlying unlike a forward and this means to offers huge returns. However, option have upfront cost called premiums that must be deducted from the total returns.

 Potential Profit or Loss 

Euro Revenue	1.1399999999999999	1.17	1.2	1.24	1.27	-767000	-445000	-50000	215000	400000	Euro Put/dollar Call K=1.2210	1.1399999999999999	1.17	1.2	1.24	1.27	397000	75000	-320000	-370000	-370000	Combined Exposure w/ATM	1.1399999999999999	1.17	1.2	1.24	1.27	-370000	-370000	-370000	-155000	30000	Spot at Expiration


US Dollar amount at Expiration




