STELLAR STEEL
Introduction
So this document will give the stakeholders and the shareholders of the company a great idea about how hedging is important for the growth of the company and how we will be saved from a lot of unforeseen losses. This will cause the company to grow and developing in their actual strength which is steel manufacturing.
Question 1
What is the ideal plan for implementation of the Hedging program in a time bound manner?
· At first let’s talk about what a time bound manner means, it is a hedging strategy which would be implied by the company to fix the prices of the gas for that specific time span. At first this is important because the company has to provide quarterly reports to the stakeholders of the company and this will give the stakeholders an idea about the ideal profit or loss a company can make and the situation of the company
· The above point is important because the stakeholders would prefer the company to focus more on the manufacturing unit where they have invested their money instead of being worried about the gas price in which huge movements can cause companies to work in a loss for a long period of time this fixes a lot of things for the company and helps in the growth of one direction
· The three strategies we have are a swap contract, option contract or a fixed price contract/future price contract
· The first strategy means that I get into a trade with a producer of gas who is willing to sell gas at a particular price and this will be done on an OTC market there will be no charges required, the price will be decided in advance before getting onto the contract and the difference of the price will have to be paid by the loser of the contract to the profit generator this is done on the basis of trust with an exchange monitoring everything
· The second strategy means that I will but a call option and pay a particular premium assigned to the call if the situation looks ideal to me, cause buying a call means the right to buy at a fixed price not the obligation to buy one this will be important because a certain amount of cost will be involved to get into this contract
· Fixed-price physical contracts are traditional purchase and sale transactions and can be used to hedge price risk instead of swap or option contracts. The use of a fixed price rather than a floating price. The use of the term "fixed price" does not necessarily mean that there is one price during the term of the contract. Rather, the price per unit is specified in advance for each delivery period during the term of the contract.

Question 2
What type of derivatives can be used for commodity price risk management and why?
· At first let’s talk about how the prices of gases fluctuate:
1. The prices of gas usually depend on the demand and supply of gas when the usually countries are on a high growth phase which was the situation in mid-2008 the demand was high which caused the prices to sore to high levels
2. There are also seasonal gas price changes.
3. The taxation policy of the government also causes prices to rise as in India we have the prices rise to record levels because the government is on a net-zero carbon emission mission and because of climate changes the government wants companies to use alternative measures and reduce the dependence on gas so this causes frequent hikes.
· There are two options which as a company we can use at first would be the swap contract and if not that then we can use the option contact
· As mentioned in the previous answer we know what swap contracts are, the reason for us to choose this is because if we get a good deal we can fix the prices well in advances for that particular period of time and do the cost analysis of the company where and how we have to go about the manufacturing well in advance and this cause the company profits to be stable and there can be growth
· The other option if we cannot fix the prices on the OTC market because of lack of good deals for the company we use option to buy gas at a specific price at a specific time only for a certain amount of premium for the company and the company will not be entitled to execute it if the prices of gases fall which can cause the company profits to increase and if the prices rise the company can exercise the contract to buy gas a t a discounted price than the availability in the market just for a small premium which is almost negligible 

Question 3
What are the points to be considered when deciding on the derivatives to hedge commodity price risk?
· The liquidity, cash flows and the sensitivity of the risk the company can undertake
· The situation of the sector and the product being hedged basically the market sentiments
· The foreign exchange risks, interest rate risk, and commodity or product input price risks.
· The supply and demand of the product being hedged.

Question 4
How will you explain to the stakeholders that Hedging is indeed beneficial for the company rather than keeping its position open?
· [bookmark: _GoBack]At first the goal of the company should be consistent and stable returns not only for the company to grown but for the shareholders through hedging a lot of things will be in the control of the company and this will cause less of risk the lower the risk the longer the longevity of the company
· The reduction in risk is very important because of this the company reduces its risk drastically because suddenly if the prices of the product increases the company is hedged so huge losses will have to be faced by the company
·  Now lets talk about how the mindset of the employees and the perception of the investors for the company change at first employees will be able to focus on the task they are suited at the best instead of worrying about the change in gas prices as that is a huge expense for the company they will be aware at what price will everything be produced second the company will not be termed as a risky investment it will be termed as safe as consistent growth for the company will be provided
· At times certain gains will definitely be missed out but now we have to decide the goal of the company whether we want exponential gains and losses or stability and keep things well under the control of the company
 


