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Lower YTM is more sensitive (Refer to plot 6-3 on page 214 of the 3rd edition of Booth book)
At lower YTM, a small change in YTM will result in greater change in the bond price.
At higher YTM the plot becomes flat, suggesting that the price change is small for the
same change in YTM.
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The projects are mutually exclusive and the firm does not
face any capital constraint. Therefore pick the project
with the higher NPV (Project B).
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--- Break down of marks left at instructor's
    discretion. However if the final answer is
    incorrect, no more then 2 points must be
    awarded.
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--- 0.5 for each axes 
  label (total 1 point)
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--- 1 Point for identifying 26.25

rahulravi
Typewritten Text
--- 1 Point for identifying 43.75
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--- 1 Point for 
correct bend at $30
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--- 1 Point for 
correct bend at $40
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--- If a student has only drawn the given long and short call options instead of the strategy, award 1 point for each correctly drawn option (Thus maximum 2 points)
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--- 1 Point for identifying -26.25
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--- Part marks at Instructor's discretion
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