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(1v)Bond convexity (5 marks).

QUESTION FIVE,

(a).Consider g put option with the fo
(i) Exercise price shs. 40
(ii) Premium per put option shs.5
(i) Time to expiry for the option is 6 months

Required:

Calculate the valye of put o
prices of the underlying sec
Shs 30, shs 35. shs 40, shs

llowing characteristjcs:

ption and the profit or loss assuming
urity after 6 months.
45 and shs 50.

the following market

(10 Marks).

Factor Expected Value
(%)

G.N.P

Inflation

e
Interest rate

—
Stock Market
Index

P
Inductrial
Production

Required:

Calculate the total return on the share.

(10 Marks).
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