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Derivatives

A derivative is a security with a price that is dependent upon or derived from one or more underlying assets.
The derivative itself is a contract between two or more parties based upon the asset or assets. It’s value is
determined by fluctuations in the underlying asset. The most common underlying assets include stocks, bonds,
commodities, currencies, interest rates and market indexes.

Financial derivatives are complex financial instruments used for two main purposes, to speculate and to hedge
investments. It’s important to note that when companies hedge, they’re not speculating on the price of the
commodity. Instead, the hedge is merely a way for each party to manage risk. Each party has its profit or margin
built into the price, and the hedge helps to protect those profits from being eliminated by market moves in the
price of the commodity.

Derivatives can be traded privately (over-the-counter, OTC) or on an exchange. OTC derivatives constitute the
greater proportion of derivatives in existence and are unregulated, whereas derivatives traded on exchanges are
standardized. OTC derivatives generally have greater risk for the counterparty than do standardized derivatives.

Some common types of derivative structures include:

e Collateralized debt obligations (CDOs)

e Credit default swaps
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Futures

A futures contract, or simply futures, is an agreement between two parties for the purchase and delivery of an
asset at an agreed-upon price at a future date. Futures are standardized contracts that trade on an exchange.
Traders use a futures contract to hedge their risk or speculate on the price of an underlying asset. The parties
involved are obligated to fulfill a commitment to buy or sell the underlying asset.

For example, say that on Nov. 6, 2021, Company A buys a futures contract for oil at a price of $62.22 per
barrel that expires Dec. 19, 2021. The company does this because it needs oil in December and is concerned
that the price will rise before the company needs to buy. Buying an oil futures contract hedges the company’s
risk because the seller is obligated to deliver oil to Company A for $62.22 per barrel once the contract expires.
Assume oil prices rise to $80 per barrel by Dec. 19, 2021. Company A can accept delivery of the oil from the
seller of the futures contract, but if Company A no longer needs the oil, it can also sell the contract before
expiration and keep the profits.

In this example, both the futures buyer and seller hedge their risk. Company A needed oil in the future and
wanted to offset the risk that the price may rise in December with a long position in an oil futures contract. The
seller could be an oil company concerned about falling oil prices that wanted to eliminate that risk by selling
or shorting a futures contract that fixed the price it would get in December.
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Forwards

Forward contracts, or forwards, are similar to futures, but they do not trade on an exchange. These contracts
only trade over-the-counter. When a forward contract is created, the buyer and seller may customize the terms,
size, and settlement process. As OTC products, forward contracts carry a greater degree of counterparty risk
for both parties.

Counterparty risks are a type of credit risk in that the parties may not be able to live up to the obligations
outlined in the contract. If one party becomes insolvent, the other party may have no recourse and could lose
the value of its position.

Once created, the parties in a forward contract can offset their position with other counterparties, which can
increase the potential for counterparty risks as more traders become involved in the same contract.

Swaps

Swaps are another common type of derivative, often used to exchange one kind of cash flow with another.
For example, a trader might use an interest rate swap to switch from a variable interest rate loan to a
fixed interest rate loan, or vice versa.

Options

An options contract is similar to a futures contract in that it is an agreement between two parties to buy or sell
an asset at a predetermined future date for a specific price. The key difference between options and futures
is that with an option, the buyer is not obliged to exercise their agreement to buy or sell. It is an opportunity
only, not an obligation, as futures are. As with futures, options may be used to hedge or speculate on the price
of the underlying asset.

Advantages and Disadvantages of Derivatives
Advantages

Derivatives can be a useful tool for businesses and investors alike. They provide a way to do the following:
e Lock in prices

e  Hedge against unfavorable movements in rates

e  Mitigate risks

Derivatives also can often be purchased on margin, which means traders use borrowed funds to purchase them.
This makes them even less expensive.

Disadvantages
Derivatives are difficult to value because they are based on the price of another asset. The risks for OTC
derivatives include counterparty risks that are difficult to predict or value. Most derivatives are also sensitive
to the following:

e  Changes in the amount of time to expiration
e  The cost of holding the underlying asset
e Interest rates

These variables make it difficult to perfectly match the value of a derivative with the underlying asset. Because
the derivative has no intrinsic value (its value comes only from the underlying asset), it is vulnerable to market
sentiment and market risk. It is possible for supply and demand factors to cause a derivative’s price and
its liquidity to rise and fall, regardless of what is happening with the price of the underlying asset.

Finally, derivatives are usually leveraged instruments, and using leverage cuts both ways. While it can increase
the rate of return, it also makes losses mount more quickly.
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WCR of DIB, Khulna with effect from 29.01.1949 in which it was mentioned among other political information
that Sheikh Mujibur Rahman addressed in a gathering of Paddy reapers of Dhaka, Faridpur & Comilla at Khulna
Municipal Park on 28.01.1949. He urged them to follow him up to DM’S Bungalow for realizing their demand to
go home with Paddy as their wages of reaping. ( WCR= Weekly Confidential Report, DM= District Magistrate.)

[1@s SR qETaEr e ZioT 33\535 =HIf7e Secret Documents of Intelligence Branch (IB) on Father of the
Nation Bangabandhu Sheikh Mujibur Rahman 1948-50, Declassified Documents. Vol-1 Page No.88]
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IMCI National Credit Ratings Ltd.

Ref: NCRL/R(K)/2022/5448
Date: December 14, 2022

Managing Director

Investment Corporation of Bangladesh
BDBL Bhaban (Level 14-21),
8 Rajuk Avenue, Dhaka-1000.

Sub: Credit Rating Report on “Investment Corporation of Bangladesh”.

Dear Sir,

NCR is pleased to forward you the credit rating report on “Investment Corporation of Bangladesh”.
The Rating Committee, at its meeting held on 12.12.2022, has approved the following ratings:

Rating
Declaration Date | Nature of Rating Long Term Short Term Outlook Validity
12.12.2022 Initial AAA (Triple A) ST-1 Stable 11.12.2023

Sincerely yours,

Md. N oque

(Deputy Managing Director)

Enclosure:

1. Credit Rating Report
2. Invoice

Zaman Tower (8™ Floor), 37/2, Box Culvert Road, Purana Paltan, Dhaka-1000

Tel: 8802-47120156,47120157,47120158, Website: www.ncrbd.com

E-mail: info@ncrbd.com, ncrlbd10@yahoo.com
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W ?’“C. Gl 8 Rajuk Avenue, BDBL Bhaban, (Level 14-17) Dhaka-1000, Bangladesh.
AR phone: PABX 9563455, Fax: 88-02-9563313, E-mail: icb@agni.com

www.icb.gov.bd

INVESTMENT CORPORATION OF BANGLADESH




