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Learning Outcomes:
LO1. Critically analyse the main concepts of derivatives and alternative investments.

LO2. Critically evaluate the use and impact of financial instruments as a means of
creating or enhance value or in some case destroy value.

LO3. Synthesize differing strategies in derivatives and alternative investments showing
evidence of insights, knowledge of leading-edge research and evidence of advanced
scholarship.

LOA4. Critically evaluate the risks of derivatives or other alternative investment
strategies.
Assessment Criteria: Weighting 100%

3500 — 4000 words

Introduction

Managing risk is crucial for businesses and financial institutions in today's dynamic economic
environment. This assignment explores various risk management strategies using derivatives,
focusing on different scenarios and roles within the financial sector. The requirements for
each task are outlined below:

Tasks (All tasks are equally weighted):

. You are a risk manager at FRESH Company, a Canadian orange juice manufacturer. The
orange market is volatile, and your primary supplier, ABC Company, provides the oranges
needed for production. To mitigate the risk of fluctuating orange prices, illustrate how
derivatives can hedge against the price risk. Additionally, illustrates how banks can use credit
derivatives to hedge against credit risk. LO1, LO2

. Consider that Company A issued two-year bonds with a variable interest rate of the London
Interbank Offered Rate (LIBOR). Since the company is worried that interest rates may rise, it
finds Company B agrees to pay Company A the LIBOR annual rate plus 1% for two years on
the same notional principal. In exchange, Company A pays Company B a fixed rate on the
same notional value for two years. In this respect, illustrate the settlements for the coming
two years, and what if we assumed that LIBOR increased in the second year? (Draw a diagram
to support your illustrations) LO1, LO2

. Consider two companies: Company A, an American multinational, aims to expand into Brazil,
while Company B, a Brazilian company, seeks entry into the U.S. market. Both face financial
challenges related to borrowing costs. Brazilian banks are reluctant to lend to international
corporations, subjecting Company A to a high interest rate for loans in Brazil. Similarly,
Company B struggles to secure favourable rates in the U.S. However, both companies have a
competitive advantage when borrowing domestically. In this respect, how can both companies




cooperate to address this outstanding issue and illustrate how exchange rate risk can affect
their repayments and earnings and how they can use derivatives to hedge such risk? LO1,
LO2

. As a portfolio manager at an Investment Fund specialising in alternative investments, illustrate
how to construct a portfolio that aligns with the company’s financial objectives, illustrating the
types of alternative investments in detail. Also, clarify how such a fund determines the price
of its shares and what strategies it adopts in its investments. LO1, LO3, LO4

. You are a financial analyst in an investment bank and one of your clients asks for technical
advice on the difference between call and put option contracts and the option hedging
strategies that can be used to enhance his investment results. (Draw diagrams to support
your advice and explanations.) LO1, LO3, LO4

Reading list
Ben Stein, Phil Demuth. The Little Book of Alternative Investments; Reaping Rewards by Daring to
be Different ISBN 978-0-470-92004-6

Don M Chance, CFA Analysis of Derivatives for the Chartered Financial Analyst © Program Actual
Insight Market Research AIMR

Frank J. Fabozzi, CFA Fixed Income Analysis for the Chartered Financial Analyst © Program Actual
Insight Market Research

Please refer to the digital library at your Canvas page to access (additional) literature sources.



GRADING DESCRIPTORS:

LEVEL 7

EXPERIMENTATION & INNOVATION
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FAIL PASS
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issues both use techniques to utilisation of research or understanding of understanding of problem-solving skills extremely well- problem-solving skills
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GRADING DESCRIPTORS:

LEVEL 7
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how established
techniques of
researchand

investigation,
analysis, research,
enquiry, ethical

investigation,
analysis, research,
enquiry, ethical

investigation,
analysis, research,
enquiry, ethical

analysis, research,
enquiry, ethical
awareness, and/or

analysis, research,
enquiry, ethical
awareness, and/or

extensive and
appropriate
investigation,

extensive and
appropriate
investigation,

FAIL PASS
Threshold Criteria 0-29% 30-39% 40-49% 50-59% 60-69% 70-79% 80-89% 90-100%
Practical Little to no evidence Low evidence of Limited Competent Good background Very good, Excellent Exceptional
understanding of of background background background investigation, investigation, independent, independent, investigation,

analysis, research,
enquiry, ethical
awareness, and/or

understanding of
team roles

with an
understanding of
team roles

with teamwork and
leadership

enquiry are used awareness, and/or awareness, and/or awareness, and/or study using study using analysis, research, analysis, research, study which
to create and study. study. study using established established enquiry, ethical enquiry, ethical demonstrates
interpret established techniques techniques awareness, and/or awareness, and/or carefully considered
knowledge in the techniques, with accurately, and can accurately, and study beyond the study well beyond depth and breadth
discipline the ability to critically appraise and possesses a well- usual range, and theusual range, and and critically
extract relevant use academic developed ability to critically evaluates critically evaluates synthesises this to
points. sources. critically appraise a this to advance the this to advance the advance the work
wide range of work and/or direct work and/or direct and/or direct
sources. arguments. arguments. arguments.
Originality in Little to no technical, Low technical, Limited Competent technical, Good technical, Very good range of Excellent range of Exceptional range of
the creative or artistic creative or artistic technical, creative or artistic creative or artistic technical, creative or technical, creative or technical, creative or
application of skills related to their skills related to their creative or skills required for skills required for artistic skills. artistic skills artistic skills
knowledge area of study. area of study. artistic skills area of study. area of study.
required for
area of study.
Independently Little to no Low contribution to Limited contribution Competent Good contribution to Very good Excellent Exceptional
advance your own contribution to group group activity and/or to group activity contribution to group group activity and/or contribution to group contribution to group contribution to group
knowledge and activity and/or undertaking further and/or undertaking activity and/or independently activity and/or activity and/or activity and/or
understanding, and undertaking further training ata further training ata independently undertakes further independently independently independently
todevelop new training ata high/advanced level. high/advanced level. undertakes further training ata undertakes further undertakes further undertakes further
skills to a high high/advanced level. training ata high/advanced level training ata training ata training ata
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GRADING DESCRIPTORS: LEVEL 7

PERSONAL & PROFESSIONAL CONNECTIVITY

FAIL PASS
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competency. |

competency.

Does not demonstrate achievement of professional competence
when assessed against the requirements of a professional, statutory
or regulatory body (PSRB).

The student has demonstrated achievement of professional competence when assessed against the requirements of a PSRB.

Inaccurate use of terminology with limited vocabulary and many
errors in spelling, grammar and syntax.

Inaccurate terminology, with many errors in spelling, vocabulary and
syntax.

The student has adhered to the appropriate rules and/or conventions set by regulators or the industry.




