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lnstructions:

a) Answer all questions.

b) Please show your work, where applicable, in the spaces provided.
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Ques●on l:[7 marksI

a)Deine and desc● be what`meant by cash conversiOn cvde 13 marksI
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b) How can a firm be highly profitable in an accounting sense, but be on the verge of bankruptcy?

[4 marks]
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QuestiOn 2:【 3 marks]
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Ques● on 3:【9 markS]

Suppose AAA is a AAA rated firm that can borrow fixed at 9%and floating at Libor-05%′ while BBB is a

BBB rated firm that can borrow fixed at ll%and floating at Libor+08% AAA wants to borrOw at a

nOaingュr Wh‖e BBB wantsto borrow at a■ xed rate

a)Caに ulate the total beneitto be shared between the two parties i2 marks]
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Suppose they split the gain evenly; explain in detail (and show graphically) how AAA and BBB
can enter into a SWAP agreement. [7 marks]
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Question 4: [5 marks]

Fill out the table below indicating with a + / - what the impact of each factor is on Call/put prices

Factor Call Prices Put Prices

Higher current asset price (So)
十

Lower exercise price (X)
+

Shorter expiration

Increased volatility
十 十

Lower interest rates
十

Higher dividends
→


