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Housekeeping
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Problem 2.3

Suppose that you enter into a short futures contract to sell December fine wool for A$15.00 per 

kilogram on the Australian Securities Exchange. The size of the contract is 2,500 kilograms. The 

initial margin is A$4,000, equating to the maintenance margin. If the price of the fine wool futures 

increases to A$15.75 per kilogram, what will be the balance of the margin account? Determine the 

amount of the margin call, if appropriate.

Loss on December fine wool futures contract = ($15 – $15.75) x 2,500 = $1,875 which 

is equal to the margin call since the maintenance margin is equal to the initial margin. 

Margin account balance = $4,000 – $1,875 = $2,125 but at this point the broker will 

require additional money to top up the margin account. 



Problem 2.4

Suppose that in September 2012 an Australian company takes a long position in a contract on May 

2013 crude oil futures. It closes out its position in March 2013. The futures price (per barrel) is 

$68.30 when it enters into the contract, $70.50 when it closes out the position, and $69.10 at the end 

of December 2012. One contract is for the delivery of 1,000 barrels. What is the company’s profit? 

When is it realised? How is it taxed if it is (a) a hedger, and (b) a speculator? Assume that the 

company has a 31 December year end. 

The total profit is ($70.50 - $68.30) × 1,000 = $2,200. 

Of this ($69.10 - $68.30) × 1,000= $800 is realised on a day-by-day basis between September 

2012 and 31 December 2012.

A further ($70.50 - $69.10) × 1,000 = $1,400 is realised on a day-by-day basis between 1 

January 2013 and March 2013. 

A hedger would be taxed on the whole profit of $2,200 in 2013. A speculator would be taxed on 

$800 in 2012 and $1,400 in 2013. 



Problem 2.9

A trader buys two July futures contracts on frozen orange juice. Each contract is for the delivery of 

15,000 pounds. The current futures price is 160 cents per pound, the initial margin is $6,000 per 

contract and the maintenance margin is $4,500 per contract. What price change would lead to a 

margin call? Under what circumstances could $2,000 be withdrawn from the margin account?

Gain(loss) per contract = Contract size x change in futures price 

There is a margin call if more than $1,500 is lost on one contract. 

This happens if the futures price of frozen orange juice falls by more than 10 cents to below 150 cents per lb. 

4,500-6,000=15,000 x (F2-F1) The change in the futures price=$0.1 or 10 cents. F2=1.6-0.1=$1.50, that is, 

150 cents per lb. 

$2,000 can be withdrawn from the margin account if there is a gain on one contract of $1,000. 

This will happen if the futures price rises by 6.67 cents to 166.67 cents per lb. 1,000=15,000 x (F2-F1) The 

change in the futures price=$0.0667 or 6.67 cents. F2=1.6+0.0667=$1.6667, that is, 166.67 cents per lb.

Iniitla margin 



Problem 2.19

At the end of one day a clearinghouse member is long 100 contracts and the settlement price is 

$50,000 per contract. The original margin is $2,000 per contract. On the following day the member 

becomes responsible for clearing an additional 20 long contracts, entered into at a price of $51,000 

per contract. The settlement price at the end of this day is $50,200. How much does the member 

have to add to its margin account with the exchange clearinghouse?

The clearinghouse member is required to provide 20 x $2,000 = $40,000 as the initial margin for the new 

contracts. 

There is a gain of ($50,200 - $50,000) x 100 = $20,000 on the existing contracts. 

There is also a loss of ($51,000 – $50,200) x 20 = $16,000 on the new contracts. 

The member must therefore add $40,000 – $20,000 + $16,000 = $36,000 to the margin account.



Problem 2.20

On 1 July 2012, a US company enters into a forward contract to buy A$1 million with US dollars on 1 

January 2013. On 1 September 2012, it enters into a forward contract to sell A$1 million on 1 

January 2013. Describe the profit or loss the company will make in dollars as a function of the 

forward exchange rates on 1 July 2012 and 1 September 2012.

Suppose F1 and F2 are the forward exchange rates for the contracts entered into 1 July 2012 

and 1 September 2012, and S is the spot rate on 1 January 2013. (All exchange rates are 

measured as US dollar per Australian dollar.) 

The payoff from the contract to buy entered on 1 July 2012 is (S–F1) million US dollars and the 

payoff from the second to sell entered on 1 September 2012 contract is (F2-S) million US 

dollars. 

The total payoff is therefore (S–F1) + (F2-S) =(F2-F1) million US dollars. 



Problem 2.23

Suppose that on 24 October 2011, a company sells three September 2012 wheat futures contract. It 

closes out its position on 21 July 2012. The futures price (per tonne) is A$305.00 when it enters into 

the contract, A$302.40 when it closes out the position and A$303.00 at the end of June 2012. One 

contract is for the delivery of 200 metric tonnes of wheat. What is the profit? How is it taxed if the 

company is: (a) a hedger, and (b) a speculator? Assume that the company has a 30 June accounting 

year end. 

The total profit is 600 x ($305.00 – $302.40) = $1,560. 

If you are a hedger this is all taxed in FY 2013. 

If you are a speculator 600 x (305.00 – 303.00) = $1,200 is taxed in FY 2012 and 600 x 

(303.00 – 302.40) = $360 is taxed in FY 2013. 



Problem 2.26

Explain what is meant by open position/open interest. Why does the open position/open interest 

usually decline during the month preceding the delivery month? On a particular day there are 2,000 

trades in a particular futures contract. Of the 2,000 traders on the long side of the market, 1,400 

were closing out position and 600 were entering into new positions. Of the 2,000 traders on the short 

side of the market, 1,200 were closing out position and 800 were entering into new positions. What 

is the impact of the day's trading on open position?

Open position/open interest is the number of contracts outstanding.

Many traders close out their positions just before the delivery month is reached. This is why the 

open position/open interest declines during the month preceding the delivery month. 

The open position went down by 600. We can see this in two ways. First, 1,400 shorts closed out 

and there were 800 new shorts. Second, 1,200 longs closed out and there were 600 new longs.



Thank you!
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