
1. Consider an FI that issues $100 million of liabilities with one year to maturity to finance the purchase of $100 million of assets with a two year maturity. Suppose that the cost of funds (liabilities) for the FI is 5 percent per year and the interest return on the assets is 8 percent per year.
a.     Calculate the FI’s profit spread and dollar value of profit in year 1.
Return 100x8% = 8 , cost 100x5% = 5 , the profit is 8-5 = 3m in the first year
The profit spread 3%

b.    Calculate the profit spread and dollar value of profit in year 2, if the FI can refinance its liabilities at 5 percent.
Return 100x8% = 8 , cost 100x5% = 5 , the profit is 8-5 = 3m in the second year
The profit spread are the same 

c.     If interest rates rise and the FI can borrow new one-year liabilities at 9 percent in the second year, calculate the FI’s profit spread and dollar value of profit in year 2.
Return 100x8% = 8 , cost 100x9% , the profit is 8-9 = -1m loss in year 2
The profit spread -1%
 

d.    If interest rates fall and the FI can borrow new one-year liabilities at 3 percent in the second year, calculate the FI’s profit spread and dollar value of profit in year 2.
Return 100x8% = 8 , cost 100x3% , the profit is 8-3 = 5m profit in year 2
Profit spread is 5%
 

2. On December 31, 2001 Historic Bank had long positions of 200,000,000 Japanese Yen and 50,000,000 Swiss Francs. The closing exchange rates were ¥92/$ and Swf1.89/$. 





2.1.
 What were the respective positions of the two currencies in dollars? 
A. 
 $2,173,913 and $94,500,000.
 B. 
 $18,400,000,000 and $26,455,026.
 C.  answer
$2,173,913 and $26,455,026.
 D. 
$18,400,000,000 and $94,500,000.
 E. 
None of the above.

 2.2.
What is the value of delta for the respective positions of the two currencies in dollars? 
 A. 
-$200,000,000 and -$50,000,000.
B.  answer
-$21,524 and -$261,930.
 C. 
-$21,524 and -$50,000,000.
 D. 
-$200,000,000 and -$261,640.
 E. 
-$21,524 and -$317,642.
 

 
 
2.3.
Over the past 500 days, the 25th worst day for adverse exchange rate changes saw a change in the exchange rates of 0.78 percent for the Yen and 0.30 percent for the Swiss Franc. What is the expected VAR exposure on December 31? 
  
A. answer
-$96,332.
 B. 
-$2,157,088.
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-$26,375,899.
 D. 
-$109,233.
 E. 
-$314,848.
 

