EK AG RATA CA FINAL AFM SUMMARY NOTES

with IMPORTANT QUESTIONS

Foreign Exchange Exposure & Risk Management

Study Session 8

LOS 1: Introduction

Globalization of Business

%+  Raising of Capital from International Capital Markets or easy excess to External Commercial
Borrowings for companies.

Open Economy to Foreign Investments, Exports, Imports and making investments in Indian Economy
like Infrastructure sector, medical science, etc.

Participations of Fll's in Indian capital markets.

Trade tie-ups between countries.

Different countries have different currencies and the different currencies have different values, so
there is a need of the rule for currency conversions for Global Business and Investments.
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Three types of transactions associated with foreign exchange risk:
1. Loans(ECB)

2. Investments (Bonds & Equity)

3. Export & Import

Foreign Exchange Risk

HEDGING STRATEGY
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with IMPORTANT QUESTIONS A gt 7 wideafa 1

Note :
In India, Foreign Exchange Market is regulated by RBI.

What is Exchange Rate?

4+  The rate of conversion is the Exchange Rate.

4+  An exchange rate is the price of one country's currency expressed in terms of the currency of
another country. E.g. A rate of 2 50 per US $ implies that one US $ costs 2 50.

Rule1: inan exchange rate two currencies are involved.

Rule 2: inany transaction involving Foreign Currency, you are selling one currency and buying another.

LOS 2 : Home Currency & Foreign Currency

Home Currency: Country’s own currency.

Example:
For India '3'/INR is home currency

For USA ‘'US $' or ‘Dollar’ is a home currency
For UK ‘£’ or 'Pound’ or ‘GBP' is home currency

Foreign Currency: Any currency other than home currency will be a Foreign Currency

Example:
For India, $, £, etc. will be a foreign currency.

For US ‘T, £ will be foreign currency.

LOS 3 : Bid & Ask Rate

Bid Rate: Rate at which bank BUYS left hand side currency.
Ask Rate: Rate at which bank SELLS left hand side currency.

One-way Quote: [when Bid and Ask Rate are same]

Example: 1$=365
Explanation:

Bank buys 1$ at % 65.
Bank sells 1$ at  65.

Two-way Quote: [when Bid and Ask Rate are separately given]

Example:
f 1$ = R 62 ~~———mmmmmmm e e e 365 \
Left Hand Side Bid Rate / Bank Buying Ask Rate/ Bank Selling
\ Currency rate of left hand currency rate of left hand currency )
Note:

+  Difference between Bid & Ask rate represents Profit Margin for the bank.
4+  Quotation/ Bid & Ask rate or Exchange Rate is always quoted from the point of view of bank.
4+  Bid Rate must always be less than Ask Rate.
Or
Ask Rate must always be greater than Bid Rate.
4+  Always solve question from the point of view of investor/ Customer unless otherwise stated.
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4+ The difference between the Ask & Bid rates is called Spread, representing the profit margin of
dealer.

Spread = Ask Rate - Bid Rate

LOS 4 : Direct Quote & Indirect Quote

Direct Quote: Home Currency Price for 1 unit of foreign currency.
Example: 1$ =3 50 is DQ for Rupee.

Indirect Quote: Foreign Currency Price for 1unit of Home Currency.
Example: 1Re = 0.0200$ is IDQ for Rupee.

Note:

4+ If a given quotation is direct for one country, then the same quotation will be indirect for another
country and vice-versa.
4+  The concept of DQ and IDQ is only theoretical and don’t have any practical relevance.

LOS 5 : Conversion of Direct Quote into Indirect Quote and vice-versa

Case 1: One-way Quote [When bid & ask rates are same]
+  Direct Quote can be converted into indirect quote by taking the reciprocal of direct quote.

=1

Case 2: Two-way Quote [When bid & ask rates are separately given]

4+  Direct Quote (DQ) can be converted into Indirect Quote (IDQ) by taking the reciprocal of direct
quote and switching the position.

Example: $1 =3 47.25 --- 3 47.85 (1st Quote)

Convert DQ into the IDQ.
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Solution:
DQ =>$1=347.25 --- 2 47.85
= S O
IDQ=>1Re. = VD] e
1Re. = ; — ;
47.85 47.25
OR 1Re. =0.02090 --- 0.02116 (2" Quote)

Conversion Rules :

ﬁ Which currency is given in the question, we need that currency in the LHA
of the quote.

4+ Decide whether to Buy that currency or Sell.
4+ If you Buy ) Bank Sells === Use Ask Rate
If you Sell el Bank Buys === Use Bid Rate
Q Always Solve question from the point of view of Customer. /
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with IMPORTANT QUESTIONS il 2 wideafa
QUESTION NO. 1B

The following two way quotes appear in the Foreign Exchange Market:

3/ US$ 346.00/%46.25 3 47.00/ % 47.50
Required:
(i) How many US dollars should a firm sell to get 225 lacs after 2 months?
(i) How many Rupees is the firm required to pay to obtain US$ 2,00,000 in the Spot Market?
(iii) Assume the firm has US $ 69,000 in current Account earning no interest. ROl on Rupee Investment is 10%
p.a. should the firm encash the US $ now or two months later?

Solution :
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LOS 6 : Spot Rate & Forward Rate

Spot Rate: Rate used for buying & selling of foreign currency at ‘As on Today or Immediately’
Forward rate: Rate used for buying & selling of foreign currency at some future Date i.e. Forward rate is
the rate contracted today for exchange of currencies at a specified future date.

LOS 7 : Premium or Discount

Premium: If the currency is costly or Expensive in future as compared to spot it is said to be at a premium.

SR=>1$=345
FR=>1$ =350
In the above quote $ is at Premium.

Discount: If the currency is Cheaper in future as compared to spot it is said to be at a discount.
SR=>1Re. = — $ = 0.0222
FR=>1Re.==-$=0.02

We can say that rupee is at discount.

JuswabpUDbp Sy ¥ 94insodx3 abupyox3z ubiaio4

Calculation of Premium or Discount

x 100

[FR—SR] 12
X

SR Forward Period

Note: This formula is applicable only for left hand currency

Conclusion:

4+ If one currency is at a premium, then another currency must be at a discount. However, the rate of
premium may not be equal to the rate of discount.

%+  On account of base effect, premium is slightly higher than the discount.
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LOS 8: Calculation of Forward Rate when Spot Rate & Premium or Discount is given

Example 1:
SR > 1$ =3 48.50

$ is at premium = 5%
Calculate FR?

Solution:
FR > 1$ =2 48.50 (1+ 0.05)
1$ =¥ 50.925

LOS 9 : SWAP POINTS/ Forward Margin/ Forward-Spot Differential

Difference between Forward Rate and Spot Rate is known as Swap Points.

FR S FR
(-) SR (-DER (-)

Swap Points S}rép Péiqts Swgﬁ Poiht\s

Example:
SR > 1£=$0.02594 --- $ 0.02599

FR > 1£=$0.02598 --- $ 0.02608
Calculate Swap points?

Solution:

FR > 1£ =$0.02598 --- $0.02608

SR> 1£ =$0.02594 --- $ 0.02599
0.00004 0.00009

So, Swap Point = 4/9

How to ADD or DEDUCT Swap Points

4+  Swap Point should be Added or Deducted from the last decimal point in the Reverse Order.
4+  Premium - Add Swap Points

4+  Discount 2 Less Swap Points

If Premium / Discount is not mentioned, we observe the following rules:

Case 1: When Swap Points are in increasing order:

4+ Itindicates premium on left hand currency.

4+ Inthis case, we will add swap points with spot rates to calculate forward rates.

Case 2: When Swap Points are in decreasing order:

4+ Itindicates discount on left hand currency.

n
o
=~
@,

(o]
>
m
X
(o)
I
Q
2

(o]
()
m
X

O
@)
(%)
C
=
(0]
)
)
()
=~
<
Q
2
Q

«Q
()
3
()
=}
~+

#+ Inthis case, we will deduct swap points from Spot Rate to calculate forward rates.
Note : Don't apply the rule if Premium or Discount is used in the question.
Example: Example:
SR > 1$ = 45.4500 ---- 45.4580 SR 2 1€ = $ 1.4510 ---- 1.4620
2 months Swap Point = 30/42 1 months Swap Point = 55/44
Calculate Forward Rate? Calculate Forward Rate?
Solution: Solution:
1$ = 45.4500 ---- 45.4580 1€ = $ 1.4510 ---- 1.4620
+00.0030 ---- 00.0042 (-) 0.0055 ---- 0.0044
FR1$ = 45.4530 ---- 45.4622 FR 1€ = $ 1.4455 ---- 1.4576
AR
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LOS 10 : Cross Rate

Cross Rate between ant two currencies is derived with the help of quotations between these currencies
& third currency.

4+  Cross Rate is normally used in finding out any missing exchange rate.

4+  The calculation of cross rate simply requires you to focus on cancellation of common currencies, to
do so you have to multiply with DQ & IDQ.

4+  Always check ASK Rate > BID Rate.

LOS11: Squaring-up the position or Covering the Position or Closing-out the

Position under FOREX

Covering the Position means taking an opposite or reverse position to calculate profit and loss i.e. we
cover our position to book Profit or Loss.

Long Position To Cover Short Position
Short Position Long Position
QUESTION NO. 6A

You sold Hong Kong Dollar 1,00,00,000 value spot to your customer at X 5.70 & covered yourself in London
market on the same day, when the exchange rate were as under :

US$1=H.K.$7.5880 -7.5920

Local interbank market rates for US$ were US$1=3 42.70 - 42.85
Spot
Calculate cover rate & ascertain the profit or loss in the transaction ignore brokerage.
Solution :
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LOS 12 : Exchange Margin

Exchange Margin is the extra amount or percentage charged by the bank over and above the rate
quoted by it. Eg. Commission, transaction charges, etc.
Actual Selling Rate of Bank: (Add Exchange Margin)

= Ask Rate (1+ Exchange Margin)
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Actual Buying Rate of Bank: (Deduct Exchange Margin)
= Bid Rate (1 - Exchange Margin)

QUESTION NO. 7B

On Jan 28, 2005 an importer customer requested a bank to remit Singapore Dollar SGD 25,00,000 under an
irrevocable LC. However due to bank strikes, the bank could affect the remittance only on February 4,2005.
The interbank market rates were as follows:

- 28thJanuary ___ 4thFebruary
Bombay US 1 INR 45.85/45.90 45.91/45.97
London Pound 1 USD 1.7840/1.7850 1.7765/1.7775
London Pound 1 SGD 3.1575/3.1590 3.1380/3.1390

The bank wishes to retain an exchange margin of 0.125%. How much does the customer stand to gain or lose
due to the delay?(Calculate rate in multiples of 0.0001)

Solution :
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with IMPORTANT QUESTIONS

LOS 13 : Triangular Arbitrage

It involves 3 currencies represented by 3 corner points of triangle. We will be starting with one currency,
pass through the other two currencies and come back to the original currency. There are two paths >
clockwise and Anticlockwise.

One path will result in profit while the other path will result in Loss.

QUESTION NO. 8C

The following quotes are available from your dealer:
1AUD USD 0.6000 — 0.6015
1MXN USD 0.0933 — 0.0935
Compute the implied 1AUD = MXN cross rate?

If your dealer also quotes 1 AUD = MXN 6.3000 - 6.3025, is an arbitrage profit possible? If so, compute the
arbitrage profit in USD if you start with USD 1 Million.
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LOS 14 : Purchasing Power Parity Theory (PPPT)

Calculation of Spot Rate
#+  PPPT is based on the concept of ‘Law of One Price'.
#+  PPPT is based on the fact that price of a commodity in two different market will always be same.

4+  If Price of a commodity in two different market are not same, there will be an arbitrage opportunity
exists in the market.

4+  Suppose Price of a Commodity in India is T X & In USA is $Y. Spot Rate is 1$ = T SR

Then X =Y x SR
SR=7
——\
s | 9754455663 | 5 meckemsiocoln CAGAURAYJAIN
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[ Spot Rate (2 / §) = —rrent Price (Rs) ]

Current Price ($)

+  Exchange Rate = Price Ratio

Calculation of Forward Rate
PPPT is also applicable in case of inflation. Suppose Inflation Rate of India is Iz and in US is Is Forward Rate
1$ = 2 F. Now as per PPPT, we have after 1year:

X(1+k)=y(1+1s) x FR

_ X(1+ Iz)
T Y+ 1)
+ Iz

1
FR=SRx——
1+I$

FR (Rs./$) _ 1+4Rupee Inflation
SR (Rs./$)  1+Dollar ($)Inflation

+  The above equation is applicable for any two given currency.
4+  Determination of Premium or Discount with the help of Inflation Rate: If Inflation Rate of a country is
higher, then the currency of that Country will be at a discount in future and Vice- Versa.

Inflation rate in above equation must be adjusted according to forward period.

Casel: When Period is less than 1 Year. Case2: When Period is more than 1Year.

FR (Rs./$) _ 1+Perlod1c Inflation Rate ( Rs.) FR (Rs./$) (1 + Inflation Rate (Rs. ))

SR (Rs./$) 1+Periodic Inflation Rate ( $) SR (Rs./$) (1+ Inflation Rate ($))
QUESTION NO. 9A
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The rate of inflation in USA is likely to be 3% per annum and in India it is likely to be 6.5%. The current spot
rate of US $ in India is T 43.40. Find the expected rate of US $ in India after one year and 3 years from now
using purchasing power parity theory.

Solution :
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QUESTION NO. 9D

A US investor chose to invest in Sensex for a period of one year. The relevant information is given below.
Size of investment ($) 20,00,000

Spot rate lyear ago (I/$) 42.50/60
Spot rate now (Z/$) 43.85/90
Sensex 1year ago 3,256
Senex now 3,765
Inflation in US 5%
Inflation in India 9%

(i) Compute the nominal rate of return to the US investor.

(i)  Compute the real depreciation /appreciation of Rupee.

(i)  What should be the exchange rate if relevant purchasing power parity holds good?
(iv)  What will be the real return to an Indian investor in Sensex?
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Solution :
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LOS 15 : Interest Rate Parity Theory (IRPT)

4+ IRPT states that exchange rate between currencies are directly affected by their Interest Rate.
4+  Assumption: Investment opportunity in any two different market will always be same.

[ FR (Rs./$) _ 1+Interest Rate (Rs.) ]

SR (Rs./$)  1+Interest Rate ($)

Note:
+ The above equation is applicable for any two given currency.
4+ Interest Rate should be adjusted according to forward period.

Casel: When Period is less than 1 Year. Case2: When Period is more than 1Year.

FR (Rs./$) _ 1+Perlod1c Interest Rate (Rs.) FR (Rs./$) (1 + Interrest Rate (Rs. ))

SR (Rs./$) 1+Periodic Interest Rate ($) SR (Rs./$) (1+ Interest Rate ($))
Note:

#+  Determination of Premium or Discount with the help of Interest Rate: If Interest rate of a country is
higher, than the currency of that country will be at a discount in future and vice-versa.

4+ IfIRPT holds, arbitrage is not possible. In that case, it doesn’t matter whether you invest in domestic
country or foreign country, your rate of return will be same.

QUESTION NO. 10C

The US Dollar is selling in India at 2 72.50. If the interest rate for a 3 months borrowing in India is 6% per annum
and the corresponding rate in USA is 2.75%.

(i) Do you expect that US dollar will be at a premium or at discount in the Indian Forex Market?

(i)  What will be the expected 3-months forward rate for US dollar in India?

(i) What will be the rate of forward premium or discount?
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LOS 16 : Covered Interest Arbitrage (CIA)

JuswabpUDbp Sy ¥ 94insodx3 abupyox3z ubiaio4

When Bid and Ask rates are same. If Bid & Ask rates are given separately.
When Investment & Borrowing rates are same in | Investment & Borrowing rate of a given currency is
one country. separately given.
# (Short - cut is available) # (Hit & Trial method is used)
4+  When Investment opportunity in any two given countries are different, covered Interest Arbitrage is
possible.

%+  When IRPT is not applicable, then covered interest arbitrage will be applicable.
%+  Theruleis to " Borrow from one country & Invest in another Country ".
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4  Suppose Interest Rate of India is INTZ And USA is INT$. Spot Rate is 1$ = Z SR, Forward Rate =>1$ =%
FR
Let assume Investor is having X A for investment
Option 1: When investor invest X A in India:
Amount of X Received after one year
A1=A(1+INTR)
Option 2: When investor invest X A in USA:
Amount of Equivalent X Received after one year

A2 = [% $ (1+ INT$)] x FR

IF A1= A2 IF A1> A2 IF A1< A2

No arbitrage opportunity. = Arbitrage Opportunity is Possible. Arbitrage opportunity is possible.
Arbitrager should invest in India Arbitrager should invest in USA
(Home Country) & borrow from USA (Foreign Country) & borrow from
(Foreign Country) India (Home Country)

Note:

If in 1st try we have arbitrage profit, then no need to solve 2nd case.

If in 1st try we have arbitrage loss, then 2nd case must be solved.

QUESTION NO. T1A
Given the following information:
Exchange Rates Canadian Dollar 0.665 per DM (spot)
Canadian Dollar 0.670 per DM (3 months)
Interest rates DM 7% p.a.

Canadian Dollar 9% p.a.
What operations would be carried out to take the possible arbitrage gains?

Solution :

@i

f————

QR 1DM= Gan} 0-665 "

24k HA 1DA= Gn 0630
M_ f,d'.l-!!- Dm= :}-f. ﬁq.%’

—_— C-k%: ﬁf‘ .-Q'-:/

Skﬂf-&-:" =

e e

Wi, ] A par IRIT:- Chaprrvd)
bt UMy o
SNGw .
&( 4!@ cwm@W
ot _ (Hmx4)

06t s U_‘_'&%%’)

> www.ekagrata.co.in
www.adda247.com

CA GAURAV JAIN

FCA, CFA L3 Candidate

callusat R 975445566 3 |




EK AG RATA CA FINAL AFM SUMMARY NOTES

with IMPORTANT QUESTIONS

|-oas2 = (|+K‘r~.%t_)
=165 oy lo-uﬂ'ﬁ. ga-

CehE Wt m_'_’_‘-" Cﬂh"}

,ooa'i E-n. s, s

/ il
(é\’:[ o flrce

ﬂ‘__;_‘f_'f";___ foves j e Casada &Pt
W c““"%;._

By

AU

g Clrxdang)
3 6h _ (koixq)

o
5 U_‘_@@
o = Q—\-’)\‘f\ -'%__)
A s—*\rf. J”J

Vb

B s
D= Casy pa. == Dm=37. pa
!/} ./ounwﬂ.lu*

JuswabpUDbp Sy ¥ 94insodx3 abupyox3z ubiaio4

(% www.ekagrata.co.in CA GAURAV JAIN

www.adda247.com FCA, CFA L3 Candidate



CA FINAL AFM SUMMARY NOTES EK A(éBwﬁ ATA

with IMPORTANT QUESTIONS

““""F(/ Cl409pd
64S CH o JL

\1"_%0\ o m"m

Velsadb
Dm-c....}o-scﬂa \Dm-.c...?w
il Al
DM SelQ
!
7 =2 Tt

onl A w G &’%M‘I__
‘0@ ;:\?mjﬁm_%;_

ﬂibﬁw frocnt: —

Nﬂhaun Aot = «_}lwm
fors G v |l & gy
@75 1=y &i

Si M— ‘Cl.}u-l “ﬁ'pl Zuatily
wi‘ﬂ\ °}~C|'maq";.-

> Gug Lo (4 o"m-l%—_)
s Gy lo2e0°

“mat &Nuz Frast omavt
‘_j;"o,.\ e DM nghy (R Htlew
;er th DMy — U

n
o
=~
@,

(o]
>
m
X
(o)
I
Q
2

(o]
()
m
X

O
@)
(%)
C
=
(0]
)
)
()
=~
<
Q
2
Q

«Q
()
3
()
=}
~+

7> www.ekagrata.co.in

CA GAURAV JAIN call us at {Q 9754455663 | ww.adda247.com

FCA, CFA L3 Candidote




EK AG RATA CA FINAL AFM SUMMARY NOTES

with IMPORTANT QUESTIONS

. o _—
CGog impwn X Lo DM

=2 DM IS‘D‘H‘K‘H -

OK 1om= &€ ca.jf

mg= 1 —D
o] om‘m

Hg's _ Rwpud ~ecuied -{fu L watly
Ltk Plaog, P T

TR
= DM 17 1Y O-\- o3 R ;—9
=2 DM lfim:l'-”\

Sloph.  Comurt D wh C""?’ “""’L:E
+ 2wl FAI—

= ‘Sm ST SR X 0670 Gu

=3 Cﬂ\uf \oﬁ.&'l( 0y

2wk FK—-( 06
ﬂfbn‘rjg F'fiﬁ -

7
= C.».)t [bans-6y — ca7q' JoaR £

3 Cm? K65-dY P

Y

CA GAURAV JAIN

FCA, CFA L3 Condidate

A www.ekagrata.co.in
HA

call us at o\q 9754455663 " www.adda247.com

JuswabpUDbp Sy ¥ 94insodx3 abupyox3z ubiaio4




n
o
=~
o

(o]
>
m
X
()
I
Qo
2

(o]
()
m
Pa

O
@)
(%)
C
=~
(0]
)
)
n
=~
<
Qo
2
Q

(o]
(0}
3
()
=}
~+

qp)_CAFINAL AFM SUMMARY NOTES (7@ XTI\ 7N

with IMPORTANT QUESTIONS A gt 7 wideafa 1

LOS 17 : Forward Contract

4+  Transaction exposure arises when a firm has a known amount of foreign currency payable or
receivable but home currency equivalent of which is unknown.

+ Hedging is defined as an activity converted uncertainty into certainty. The simplest hedging
strategy is hedging through forward contract.

+ In case of foreign currency is to be received in future

T r

1$ =65

LOnExpiry 1$=%68 1$=?63]

‘\\Because of Hedging Loss Profit j

+ In case of foreign currency is to be Paid in future

T :

15=66

LOn Expiry 1$=368 1$=?62w

|\_ Because of Hedging Profit Loss W

QUESTION NO. 12B

ABC Exporters Company, a UK company, is due to receive 500000 Northland dollars in 6 months’ time for
goods supplied. The company decides to hedge its currency exposure by using forward market. The short-
time interest rate in the UK is 12% per annum and the equivalent rate in Northland is 15%. Spot rate of
exchange is 2.5 Northland dollars to the UKP.

You are required: To calculate how much Exporters Company actually gains or losses as a result of the
hedging transaction if, at the end of six months, the UKP in relation to Northland dollar, had

a) gained 4%,

b) lost 2% or

c) Remained stable.

You may assume that forward rate of exchange simply reflects interest differential in the two countries (i.e. it
reflects the interest rate parity analysis of forward rates).
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QUESTION NO. 12D

Excel Exporters are holding an Export bill in United States Dollar (USD) 1,00,000 due 60 days hence. They are
worried about the falling USD value which is currently at % 45.60 per USD. The concerned Export Consignment
has been priced on an Exchange rate of X 45.50 per USD. The Firm's Bankers have quoted a 60-day forward
rate of ¥ 45.20.

Calculate:

(i) Rate of discount quoted by the Bank

(i) The probable loss of operating profit if the forward sale is agreed to.

RATA

7 it 7 wideafd

Solution :

@129

SR C13=F urio
lét Dagg 4= Fura
(s ”a' Enur] Mal;f:;f MR

(_) ﬁ;h VJ.:DKW-&--_IM‘RJ.C%; o

D;;gmd‘ oh Do.wn_r_.'a—

R —-L‘& 1
& F?iuﬂ& 6‘1"‘!- x

\ap.ls .'LQS"_DZIA

2 Yrdo— Y&io *’7\ 26C o I
Yoo e

% $-32¢ '!. ta-

Ditowd o {_
) Epuihd opraty o | fum
%l& e 2 ’

CA GAURAV JAIN > www.ekagrata.co.in
FCA, CFA L3 Condidate calius at {0 9754455663 / www.adda247.com




EK AG RATA CA FINAL AFM SUMMARY NOTES

with IMPORTANT QUESTIONS

f?mdlg Let3) ~
a[;(‘wr- W—Eqr-zjx?-’."em
=

QUESTION NO. 12F

XYZ has taken a six-month loan from its foreign collaborator for USD 2 millions. Interest is payable on
maturity @ LIBOR plus 1%. The following information is available:

Spot Rate INR/USD 68.5275
6 months Forward rate INR/USD 68.4575
6 months LIBOR for USD 2%
6 months LIBOR for INR 6%

You are required to :

()  Calculate Rupee requirements if forward cover is taken.
(i)  Advise the company on the forward cover.
What will be your opinion if spot rate of INR/USD is 68.4275 ?

Solution :
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QUESTION NO. 126

On 1st February 2020, XYZ Ltd. a laptop manufacturer imported a particular type of Memory Chips from
SKH Semiconductor of South Korea. The payment is due in one month from the date of Invoice, amounting
to 1190 Million South Korean Won (SKW). Following Spot Exchange Rates (1st February) are quoted in two
different markets:

USD/ INR 75.00/ 75.50 in Mumbai

USD/ SKW 1190.00/ 1190.75 in New York
Since hedging of Foreign Exchange Risk was part of company’s strategic policy and no contract for
hedging in SKW was available at any in-shore market, it approached an off-shore Non- Deliverable
Forward (NDF) Market for hedging the same risk.
In NDF Market a dealer quoted one-month USD/ SKW at 1190.00/1190.50 for notional amount of USD
100,000 to be settled at reference rate declared by Bank of Korea.
After 1 month (Ist March 2020) the dealer agreed for SKW 1185/ USD as rate for settlement and on the
same day the Spot Rates in the above markets were as follows:

USD/ INR 75.50/ 75.75 in Mumbai

USD/ SKW 1188.00/ 1188.50 in New York
Analyze the position of company under each of the following cases, comparing with Spot Position of 1st
February:
(i) Do Nothing.
(i) Opting for NDF Contract.

Note: Both ¥/ SKW Rate and final payment (to be computed in ¥ Lakh) to be rounded off upto 4 decimal
points.

Solution :

www.ekagrata.co.in CA GAURAV JAIN

callusat R 9754455663 ) www.adda247.com FCA, CFAL3 Candidate

JuswabpuDbp Sy ¥ insodx3 abupyox3z ubiaio4




CA FINAL AFM SUMMARY NOTES EK A(éBwﬁ ATA

with IMPORTANT QUESTIONS

£
Jusp= INK e — 3 Lo

LVID 3 SKW |Mo-e8 — \gol-

K77 E—— . 4
KW

ok _ IR S
s—‘@'-ﬂxmo

{ s 1 — L v
1K 1 1)

uep = INK Ao — A£-IV

JuawWabDUDIA JSIY B dinsodx3 abupyox3z ubiaio4

— MR
SKw= (9K A% o T s 190

lLSKw-s InR 00630 m

f&"ﬁnnj\:_

LSkw» F-oOnl_ _asHrl_
Ji98-5O npd

SIR ow 1Y M.
Psv\u_ 0 oszr—@

CA GAURAV JAIN 7 www.ekagrata.co.in
FCA, CFA L3 Condidate calius at {o 9754455663 | ww.adda247.com




EK AG RATA CA FINAL AFM SUMMARY NOTES

with IMPORTANT QUESTIONS

&

K iS
[SRN = /N O-06Y |FRw= 0-d¢3)

Qo (auguislt Fo Masaflsdownav: —
& e

@o wellisn £ % 0068y INE
8 T 445D
< Sebly

,n,(d“g\, ,
1% willin Sk % O'fgg @

Enhag (edo Lnu}‘fﬂ»hﬂ X YA

S

JuswabpUDbp Sy ¥ 94insodx3 abupyox3z ubiaio4

(i)~ Hadgiq i NOF Mavkat—
-—U—U

<)
Pll_ andry NOF wﬂé

W Spa usD Seld —2 fval
™k
TKw S.jﬂ‘ uxp(g%,

callusat R, 9754455663 | () CA GAURAV JAIN

www.adda247.com FCA, CFA L3 Candidate




CA FINAL AFM SUMMARY NOTES EK AGNBQﬁ ATA

with IMPORTANT QUESTIONS

=9Cc wads KW uLmHﬂ.} 1wl
7(994419& i SKW 4 afay
\m-rh, o wlh g (12 Peshibg
af ScHlenndt wﬁ;
Cd-of &7"4 J Lo suchv JDF @dved:

w qus_p|g‘ag'm
A0 walllim X )

LR 190

|0sD = (KW [1Fo00 — |1F0-0

[l’ln 59 \ 5\ %0- m

f

P dpn- o

o

Se (KW 4y U89
= =208 [op Y19

9o wallin,
‘HFKU %n‘ar

JuawWabDUDIA JSIY B dinsodx3 abupyox3z ubiaio4

|usd = N8BT Sy

c-—-—-—-UE
1SR = i evD

fﬂg"} duwh-t s g
NDF‘

final forirde foritrin s p—
!,b w Spot MKt 37 3579300
ohl"a r Sabdy

ev +3’m~« NDF m K- 5 F2p
45? Yl x ZHJD Solk

CA GAURAV JAIN % www.ekagrata.co.in
FCA, CFA L3 Condidate call us at {a 9754455663 | (G www.adda247.com




EK AG RATA CA FINAL AFM SUMMARY NOTES

with IMPORTANT QUESTIONS

&S o)s"af -

Do
Bha, g.,dq Lm affm beik
th O e g Ao

Wa 2pix (fw ND “‘“25’22 C'Wh'})
LOS 18 : Money Market Operations

Case 1:If Foreign Currency is to be received in future:

JuswabpUDbp MSIY ¥ ©4nsodx] abupyox3z ubiaio4

/ ; _ N
el \ Invest for Required Period Receipt
o (R e e *  under
4 . MMO

A

I

Borrow in Foreign
Currency

+—p

X + Interest on it = Amount to be Received

.

Step1:  Borrow in Foreign Currency: Amount of borrowing should be such that Amount Borrowed
+Interest on it becomes equal to the amount to be received.

Step 2: Convert the borrowed foreign currency into home currency by using spot Rate.
Step 3:  Invest this home currency amount for the required period.

Step 4: Pay the borrowed amount of foreign currency with interest using the amount to be received in
foreign currency. [May be Ignored]

\ www.ekagrata.co.in
www.adda247.com

CA GAURAV JAIN

call us at {q 9754455663 FCA, CFA L3 Candidate




n
o
=~
o

(o]
>
m
X
()
I
Qo
2

(o]
()
m
Pa

O
@)
(%)
C
=~
(0]
)
)
n
=~
<
Qo
2
Q

(o]
(0}
3
()
=}
~+
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with IMPORTANT QUESTIONS

Case 2: When foreign currency is to be paid in future

EKAGRATA

7 it 7 wideafd

Borrow for Required Period f 'Payment* $

" under
MMO

!
}

Invest in Foreign
Currency

>

k\ X + Interest on it = Amount to be Paid

Step1:  Invest in Foreign currency. Amount of investment should be such that, “Amount Invested +
Interest on it" becomes equal to amount to be paid

Step 2:  Borrow in Home Currency, equivalent amount which is to be invested in foreign currency using
Spot rate.

Step 3:  Pay the borrowed amount with interest in Home Currency on Maturity.

Step 4.  Pay the outstanding amount with the amount received from investment. [May be ignored]

QUESTION NO. 13D

H Ltd. is an Indian firm exporting handicrafts to North America. All the exports are invoiced in US$. The firm is
considering the use of money market or forward market to cover the receivable of $50,000 expected to be
realized in 3 months’ time and has the following information from its banker:

Spot 3/$72.65/73
3-m forward 3/$72.95/73.40
The borrowing rates in US and India are 6 % and 12% p.a. and the deposit rates are 4% and 9% p.a.
respectively.
()  Which option is better for H Ltd. ?
(i)  Assume that H Ltd. anticipates the spot exchange rate in 3-months time to be equal to the current 3-

months forward rate. After 3-months the spot exchange rate turned out to be 3/$: 73/73.42. What is
the foreign exchange exposure and risk of H Ltd.?
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LOS19: Adjusting Exchange rate quotation when exchange margin is attached to it

Example:
1Euro = £1.7846 + 0.0004

Solution:
1Euro = £1.7842 ---- 1.7850

LOS 20 : Foreign Capital Budgeting

Two approaches are followed in case investment is undertaken in foreign country:
4+  Home Currency Approach
4+  Foreign Currency Approach

Home Currency Approach:

Step 1: Compute all cash inflows & outflows arising in foreign currency.

Step 2: Convert these cash Inflows & outflows into home currency by using appropriate exchange
rates (i.e. Forward Rate) (Calculate through Swap Point or IRPT)

Step 3: Compute a suitable discount rate.

Step 4:  Compute Home Currency (NPV)

Foreign Currency Approach:

Step 1: Compute all cash inflows & outflows arising in foreign currency.
Step2:  Compute a suitable discount rate ( RADR).

Step3:  Compute Foreign Currency (NPV)

Step 4: Convert foreign currency NPV into Home currency by using Spot Rate
Note:

#+  Answer by both approach will be same.

4+ Discount Rate to be used should be risk-adjusted discount rate (RADR), Since foreign project
involves risk.

(1+ RADR) = (1 + Risk-free rate) (1 + Risk Premium)

4+  Discount Rate or RADR of both the country are different.
%+  Risk Premium of both home country and foreign country are assumed to be same.

QUESTION NO. 15A

Ram Pharma Ltd. an Indian based MNC, is evaluating an overseas investment proposal. Ram Pharma's
exports of automobiles products have increased to such an extent that it is considering a project to build a
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plantin the U.S. The project will entail an initial outlay of $100 million and is expected to generate the following
cash flows over its four year life.

____
Cash Flows (in $ in millions)

The current exchange rate is X 45 per US S, the risk free rate in India 11% and the risk free rate in US is 6%. Ram
Pharma's rupee return on a project of this kind is 15%. Should Ram Pharma undertake this project?
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LOS 21: Cancellation/Modification under Forward Contract

Forward Contract are legal binding contracts, which must be fulfilled by each and every party.
In case of cancellation of Forward Contracts, following rules must be followed:

How to cancel Forward Contract
Forward Contracts must be cancelled by entering into a reverse contract.

( Long Position  To Cancel Short Position\
(Buying Position) (Selling Position)

Short Position 14 cancel Long Position
\(Selling Position) = (Buying Position)j

JuswabpUDbp MSIY ¥ ©4nsodx] abupyox3z ubiaio4

Rate at which contract needs to be Cancelled

2 Months ; 1 Month ; 3rd Day

L]

Ca'se 1 Case 2 Case 3 Case 4

Before On After Automatic

Expiry Expiry Expiry Cancellation
FR for Expiry SR SR SR

Cancelled before expiry | Forward Rate prevailing as on today for expiry

Cancelled on expiry Spot Rate of expiry

Cancelled after expiry Spot Rate of the date when customer contracted with the bank.
(of.I-¥/ll Automatic Cancellation = Spot Rate prevailing on 15" day i.e. when grace period ends.
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Settlement of Profit/Loss:

3rd Day

matic

Before Expiry Expiry Cancel

| hnnnnnnnnT
| RAYAYAAA'A'AAY)

Defaulter

Cancelled on or before expiry Customer will be eligible for both profit/Loss.

(o[-WHll Cancelled after expiry or automatic Customer will be eligible only for Loss
cancellation

«—>

QUESTION NO. 16B

On 15th January 2015 you as a banker booked a forward contract for US$ 250000 for your import customer
deliverable on 15th March 2015 at X 65.3450. On due date customer request you to cancel the contract. On
this date quotation for US$ in the inter-bank market is as follows:

Spot % 65.2900/2975 per US$
Spot/ April 3000/ 3100
Spot/ May 6000/ 6100

Assuming that the flat charges for the cancellation is ¥ 100 and exchange margin is 0.10%, then determine
the cancellation charges payable by the customer.
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LOS 22 : Extension of Forward Contract

Step 1: Cancellation of original Contract
Step 2: Entering into a new forward contract for the extended period.

QUESTION NO. 17B

An importer requests his bank to extend the forward contract of US$ 20,000 which is due for maturity on
30th October, 2010, for a further period of 3 months. He agrees to pay the required margin money for such
extension of the contract.

JuswabpUDbp Sy ¥ 94insodx3 abupyox3z ubiaio4

Contracted Rate-US$ 1 34232

The US Dollar quoted on 30-10-2010

Spot 41.5000 / 41.5200

3 month'’s Premium 0.87% / 0.93%
Margin money for buying and selling rate is 0.075% and 0.20% respectively.
Compute:

a) The cost to the importer in respect of the extension of the forward contract, and
b) The rate of new forward contract.

Solution :
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LOS 23 : Early Delivery

The bank may accept the request of customer of delivery at the before due date of forward contract

provided the customer is ready to bear the loss if any that may accrue to the bank as a result of this. In

addition to some prescribed fixed charges bank may also charge additional charges comprising of:

a) Swap Difference: This difference can be loss/ gain to the bank. This arises on account of
offsetting its position earlier created by early delivery as bank normally covers itself against the
position taken in the original forward contract.

e ey )

Date
T 2 Months I 1 Month T
' I }
Spot Rate
(-)
Nearest FR
\ Swap Loss / Gain = Difference x Notional Amount j

b) Interest on Outlay of Funds: It might be possible early delivery request of a customer may result in
outlay of funds. In such bank shall charge from the customer at a rate not less than prime lending rate
for the period of early delivery to the original due date. However, if there is an inflow of funds the bank
at its discretion may pass on interest to the customer at the rate applicable to term deposits for the
same period.

1 Month

1 2 Months nnnnnnnnT
| |UUUUUUUUq
Spot Rate

)

Cover / Contract Rate
\ Interest on Outlay of Funds = Difference x Notional Amount x ROl x Time j

QUESTION NO. 18A

On 1 October 2015 Mr. X an exporter enters into a forward contract with a BNP Bank to sell US$ 1,00,000 on
31 December 2015 at % 65.40/$. However, due to the request of the importer, Mr. X received amount on 28
November 2015. Mr. X requested the bank the take delivery of the remittance on 30 November 2015 i.e.
before due date. The inter-banking rates on 30 November 2015 was as follows:

Spot 365.22/65.27

One Month Premium 10/15

If bank agrees to take early delivery then what will be net inflow to Mr. X assuming that the prevailing prime
lending rate is 18%.
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LOS 24 : Cancellation after Due Date / Automatic Cancellation Late Delivery /
Extension after due date

In these cases the following cancellation charges may be payable:
1. Exchange Difference

2. Swap Loss f
Before Expiry Expiry Lanc
&
j nnnnnnnnAT
‘ VALV U \YAYJ U \(VAVAY, Li
SpotRate (_ Defau!ter B
(-) & =
Nearest FR
\ Swap Loss / Gain = Difference x Notional Amount /
3. Interest on outlay of funds
Before Expiry Expiry

nA nnnnnnnT
|Uuuuuuuvq

Spot Rate / Defaulter i,
() =
Cover Rate
\ Interest on outlay of funds = Difference x Notional Amount x ROl x Time /

e

QUESTION NO. 19A

An importer booked a forward contract with his bank on 10" April for USD 2,00,000 due on 10" June @ 3
64.4000. The bank covered its position in the market at % 64.2800.
The exchange rates for dollar in the interbank market on 10th June and 20th June were:

I 10th June 20th June
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Spot USD 1= ¥ 63.8000/8200 % 63.6800/7200
Sport/June % 63.9200/9500 % 63.8000/8500
July % 64.0500/0900 ¥ 63.9300/9900
August % 64.3000/3500 2 64.1800/2500
September % 64.6000/6600 % 64.4800/5600

Exchange Margin 0.10% and interest on outlay of funds @ 12%. The importer requested
on 20™ June for extension of contract with due date on 10" August.
Rates rounded to 4 decimal in multiples of 0.0025.

On 10" June, Bank Swaps by selling spot and buying one month forward.
Calculate:

() Cancellation rate

(i) Amount payable on $ 2,00,000

(iii) Swap loss

(iv) Interest on outlay of funds, if any

(v) New contract rate

(vi) Total Cost
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LOS 25 : Centralized Cash Management & Decentralized Cash Management System

4+ Under Decentralized Cash Management, every branch is viewed as separate undertaking. Cash
Surplus and Cash Deficit of each branch should not be adjusted.

4+  Under Centralized Cash Management, every branch cash position is managed by single centralized
authority. Hence, Cash Surplus and Cash Deficit of each branch with each other is accordingly
adjusted

QUESTION NO. 20A

AMK Ltd. an Indian based company has subsidiaries in U.S. and U.K. Forecasts of surplus funds from two
subsidiaries are as below:

u.s. $12.5 million
U.K. £ 6 million
£/
Spot 0.0215 0.0149
30 days forward 0.0217 0.0150
Annual borrowing/deposits rates (Simple) are available.
£d 6.4%/6.21%
$ 1.6%/1.5%
£ 3.9%/3.7%

The Indian operations are forecasting a cash deficit of T S00 million. It is assumed that rates

are based on a year of 360 days.

a) Calculate the cash balance at the end of 30 days period in % for each company under each of the
following scenarios ignoring transaction costs and taxes:
() Each company invests / finances its own cash balances / deficits in local currency independently.
(i) Cash balances are pooled immediately in India and the net balances are invested/ borrowed for

the 30 days period.
b) Which method do you think is preferable from the parent company's point of view?

JuswabpUDbp Sy ¥ 94insodx3 abupyox3z ubiaio4

Solution :
Q-20A
@) Caladohin of G Afaner affav
2o Det .if.&.Lco fwuest [ Bovwsd
b 116 B c-udv}, 1»«1.7?.“&.:}.._0,7
ot
]I £ —Md 1'3%?
T Defrst—2baned Ed
$-> Sopip - wmost= ]
- eyt [H
g Sopla | h l
2o EAZ
covn Llbas o
ot 9754455653 | () fpmeccrsocein— CAGAURAVIA




n _CA FINAL AFM SUMMARY NOTES EK AGT.TB@H {\T/\

with IMPORTANT QUESTIONS
US Jud: Courlebrs) iy
wf~ )
i}la LW AN}
Cl+o-01f xb /

(’
%;‘r\a;ﬂ{&x_l_ﬁ S-S 72

dl 0-020%
o
(fgb. &#F&
m |2 $ oo
(2]
] L
® UK Sub: )
3 —
: 3 ¢ willks, C_\—i—-bl’rx%)
(1)
@ 0195” x L _T = LYol Ad
= qi m‘blsu o-t:.l.\"%:< <
= 3o Dyt AR
éb | L2 K005

=—3%
g 1= D-Dlﬁt
= 101A (D)

2

TS0 ikl ({4-06un 31) f&'b& 6?)

S N RS T
dlw{:j&v%l T

Ca.lw.u'lu« 'f G Ledacs aft“’
2 Da-?{ ]f’ﬂ.ﬂdﬂ (- {PWJ&
lmmé;ahitg( i Pecdains —

U

CA GAURAV JAIN call us at {a 975445566 3 $ ) www.ekagrata.co.in

FCA, CFA L3 Candidote




EK AG RATA CA FINAL AFM SUMMARY NOTES

with IMPORTANT QUESTIONS

R )
$ 125 willbsox L T 2L N-Yo
00
QR Sk Cuvpha)
wmllise * I F Yol 68
LSRR e T
Nt U i« B =3 F (3y-08
i ST
(At}
New> PrenT™ T YRR wa sy (—fav
)

,S'p ﬂlmud" Yesuiuad g"u 3‘2-&*

; 0°06%) X 2o
Eyiqo8 (bt )

@‘ﬁm- S willer

V) Towadids e fookiy 1
L) F‘j“’“’e' aJH—mw'mdy"'&p

Coth Mlalamet o tht awd of 2o
e

callusat R, 97544 55 663 ) () Www.ekagrata.co.in CA GAURAV JAIN

FCA, CFA L3 Condidate

JuswabpUDbp Sy ¥ 94insodx3 abupyox3z ubiaio4




n
o
=~
@,

(o]
>
m
X
(o)
I
Q
2

(o]
()
m
X

O
@)
(%)
C
=
(0]
)
)
()
=~
<
Q
2
Q

«Q
()
3
()
=}
~+

qm)_CAFINAL AFM SUMMARY NOTES (7@ NCT=JN 7N

with IMPORTANT QUESTIONS A gt 7 wideafa 1

LOS 26 : Contribution to Sales Ratio based decision under FOREX

Contribution ( Sales—V(C) 100]
X

Contribution to Sales Ratio =
Sales

Decision:
Higher the C/S Ratio, Better the position.

QUESTION NO. 21

Following information relates to AKC Ltd. which manufactures some parts of an electronics
device which are exported to USA, Japan and Europe on 90 days credit terms.

Cost and Sales information T lopan| sAlEurope

Variable cost per unit 3225 3395 X510
Export sale price per unit Yen 650 US$10.23 Euro 11.99
Receipts from sale due in 90 days Yen 78,00,000 US$1,02,300 Euro 95,920
Spot market 2.417-2.437 0.0214-0.021 0.0177-0.0180
3 months forward 2.397-2.427 0.0213-0.0216 0.0176-0.0178
3 months spot 2.423-2.459 0.02144-0.02156 0.0177-0.0179

Advice AKC Ltd. by calculating average contribution to sales ratio whether it should hedge it's foreign
currency risk or not.

Solution :
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LOS 27 : Leading & Lagging

%+ Leading means advancing the timing of payments and receipts.
+ Lagging means postponing or delaying the timing of payments and receipts.

[ T 3 Months T \
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QUESTION NO. 22A

A firm is contemplating import of a consignment from the USA for a value of US $ 10,000. The firm requires 90
days to make payment. The supplier has offered 60 days interest free credit and is willing to offer additional
30 days credit at an interest rate of 6% p.a. the bankers of the firm offer a short loan for 30 days at 9% p.a.
The banker's quotations for exchange rate is:

)
:
]
1 Compare
|
I
)

Spot 1USD I 46
60 day Forward 1USD 3 46.20
90 day Forward 1USD % 46.35

You are required to advise the firm as to whether it should:
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a) Pay the supplier in 60 days, or
b) Avail the supplier's offer of 90 days credit. Show your calculations.

Solution :
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QUESTION NO. 22D

XYZ Ltd. has imported goods to the extent of US$ 8 Million. The payment terms are as under:

(a) 1% discount if full amount is paid immediately; or

(b) 60 days interest free credit. However, in case of a further delay up to 30 days, interest at the rate of 8%
p.a. will be charged for additional days after 60 days. M/s XYZ Ltd. Has %25 Lakh available and for
remaining it has an offer from bank for a loan up to 90 days @ 9.0% p.a.

The quotes for foreign exchange are as follows:

Spot Rate INR/ US$ (buying) T 66.98
60 days Forward Rate INR/ US$ (buying) %6716
90 days Forward Rate INR/ US$ (buying) %68.03

Advise which one of the following options would be better for XYZ Ltd.

(i)  Payimmediately after utilizing cash available and for balance amount take 90 days loan from bank.
(i)  Pay the supplier on 60th day and avail bank’s loan (after utilizing cash) for 30 days.

(i)  Avail supplier offer of 90 days credit and utilize cash available.

Further presume that the cash available with XYZ Ltd. will fetch a return of 4% p.a. in India till it is utilized.
Assume year has 360 days. Ignore Taxation.

Compute your working upto four decimals and cash flows in Crore.
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Netting means adjusting receivable and payables (or inflows & Outflows)

(. )

T 3 Months T

v v

$ 5,00,000 Receipt
$ 3,00,000 Payment

J
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\

Two conditions must be fulfilled:

1. Netting can be done for same currency.

2. Netting can be done for same period.

Note: In case of Netting, No. of forward contracts can be reduced.

AT
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QUESTION NO. 23B

NP and Co. has imported goods for US $ 7,00,000. The amount is payable after three months. The company
has also exported goods for US $ 4,50,000 and this amount is receivable in two months. For receivables
amount a forward contract is already taken at % 48.90.

The market rates for ¥ and Dollar are as under:

Spot 3 48.50/70
Two months 25/30 points
Three months 40/45 points

The company wants to cover the risk and it has two options as under:

a) To cover payables in the forward market and

b) To lag the receivables by one month and cover the risk only for the net amount. No interest for delaying
the receivables is earned. Evaluate both the options if the cost of Rupee Funds is 12%. Which option is
preferable?
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QUESTION NO. 23C

XP Pharma Ltd., has acquired an export order for X 10 million for formulations to a European company. The
Company has also planned to import bulk drugs worth % 5 million from a company in UK. The proceeds of
exports will be realized in 3 months from now and the payments for imports will be due after 6 months from
now. The invoicing of these exports and imports can be done in any currency i.e. Dollar, Euro or Pounds
sterling at company's choice. The following market quotes are available.

Annualised Promium

Daacssapm:

(=5

Z/$ 67.10/67.20 $-7%
% /Euro 63.15/63.20 Euro - 6%
% /Pound 88.65/88.75 Pound - 5%

Advice XP Pharma Ltd. about invoicing in which currency.
(Calculation should be upto three decimal places).
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LOS 29 : Forward Premium Paid or Additional cost while taking Forward Contracts

QUESTION NO. 24B

A company is considering hedging its foreign exchange risk. It has made a purchase on 1st July, 2016 for
which it has to make a payment of US$ 60,000 on December 31, 2016. The present exchange rate is 1US $ =
% 65. It can purchase forward 1$ at % 64. The company will have to make an upfront premium @ 2% of the
forward amount purchased. The cost of funds to the company is 12% per annum.

In the following situations, compute the profit/loss the company will make if it hedges its foreign exchange
risk with the exchange rate on 31st December, 2016 as :

a) T68perUSS.

b) 62perUSS$.

c) T70perUSS$.

d) Z65perUSS.
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LOS 30 : Letter of Credit

QUESTION NO. 25A

Alert Ltd. is planning to import a multi-purpose machine from Japan at a cost 3,400 lacs yen. The company
can avail loans at 18% interest per annum with quarterly rests with which it can import the machine. However,
there is an offer from Tokyo branch of an India based bank extending credit of 180 days at 2% p.a. against
opening of an irrevocable letter of credit. Other Information:

—
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Present exchange rate %100 = 340 yen.
180 day's forward rate %100 = 345 yen.

A commission charge for letter of credit is 2% per 12 months. Advise whether the offer from the foreign branch
should be accepted?

Solution :
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QUESTION NO. 25C

M/s. Sky products Ltd., of Mumbai, an exporter of sea foods has submitted a 60 days bill for EUR 5,00,000
drawn under an irrevocable Letter of Credit for negotiation. The company has desired to keep 50% of the
bill amount under the Exchange Earners Foreign Currency Account (EEFC). The rates for 3/USD and
USD/EUR in inter-bank market are quoted as follows:

¥/ USD USD/EUR

Spot 67.8000 - 67.8100 1.0775 - 1.8000

1 month forward 10/11 Paise 0.20/0.25 Cents
2 months forward 21/22 Paise 0.40/0.45 Cents
3 months forward 32/33 Paise 0.70/0.75 Cents

Transit Period is 20 days. Interest on post shipment credit is 8 % p.a. Exchange Margin is 0.1%. Assume 365
days in a year.

You are required to calculate:

(i)  Exchange rate quoted to the company

(i) Cash inflow to the company

(iii) Interest amount to be paid to bank by the company.
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LOS 31: Currency Pairs

Currency Pairs are written by ISO Currency codes of the base currency and the counter currency,
separating them with a slash character.

USD /INR Only 3 Capital Letters

(Without any symbol)

Base Currency Quote Currency

Example:
A price quote of EUR/USD at 1.30851 means

1Euro =1.30851 $
QUESTION NO. 26A

Following are the spot exchange rates quoted at three different forex markets:

USD / INR 48.30 in Mumbai

GBP / INR 77.52 in London

GBP / USD 1.6231in New York

The arbitrageur has USD 1,00,00,000. Assuming that there are no transaction costs, explain whether there
is any arbitrage gain possible from the quoted spot exchange rates.
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LOS 32: Gain/Loss under FOREX

( T 3 Months T \

| }
Spot Rate ————— g »  Forward Rate
- : Expected Spot Rate

K " Actual Spot Rate )

QUESTION NO. 27A

X Ltd. an Indian company has an export exposure of 10 million (100 lacs) yen, value September end. Yen is

not directly quoted against Rupee. The current spot rates are USD/INR 41.79 and USD/JPY 129.75. It is

estimated that Yen will depreciate to 144 level and Rupee to depreciate against dollar to 43. Forward rate

of September 1998: USD/JPY 137.35 and USD/INR 42.89. You are required:

a) To calculate the expected loss if hedging is not done. How the position will change with company taking
forward cover?

b) If the spot rate on 30™ September 1998 was eventually USD/JPY 137.85 and USD/INR 42.78, is the decision
to take forward cover justified?
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Example: f Sell \
HDFC Bank 1£={$ 1.9650  — $1.9670
AxisBank 1£= $1.9550 — {$1.9560 ; Buy

CA FINAL AFM SUMMARY NOTES

EKAGRATA

with IMPORTANT QUESTIONS il 2 wideafa
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LOS 33 : Evaluation of Quotation from two Banks

When quotations are received from two banks, customer should select that quotation which is more
beneficial to him.

---------

—Buy 1 £=%1.9560 (HDFCQ)
\—Sell 1£=2%1.9650 (ICICI) j

QUESTION NO. 28

You have following quotes from Bank A and Bank B :

ST eokAl Bons)

SPOT USD/CHF 1.4650/55 USD/CHF 1.4653/60
3 months 5/10
6 months 10/15
SPOT GBP/USD 1.7645/60 GBP/ USD 1.7640/50
3 months 25/20
6 months 35/25
A
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Calculate:

a) How much minimum CHF amount you have to pay for 1 Million GBP spot ?

b) Considering the quotes from Bank A only, for GBP/CHF what are the Implied Swap points for Spot over 3
months?

Solution :
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LOS 34 : Borrowing and Investment Strategy

QUESTION NO. 29B

Your bank’s London office has surplus funds to the extent of US$ 500000 for a period of 3 months. The cost
of funds to the bank is 4 % p.a. It proposes to invest these funds in London, New York or Frankfurt and obtain
the best yield, without any exchange risk to the bank. The following rates of interest are available at the
three centres of domestic funds there at for a period of 3 months.

London 5% p.a.
New York 8 % p.a.
Frankfurt 3% p.a.

The market rates in London for US dollars and EURO are as under:
London on New York

Spot 1.5350/90
1 month 15/18
= '\

> www.ekagrata.co.in (A GAU RAV .IMN

callusat R 9754455663 www.adda247.com FCA, CFAL3 Candidate

JuswabpUDbp Sy ¥ 94insodx3 abupyox3z ubiaio4




CA FINAL AFM SUMMARY NOTES EK AGR ATA
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2 months 30/35
3 months 80/85
London on Frankfurt
Spot 1.8260/90
1 month 60/55
2 months 95/90
3 months 145/140

At which centre, will the investment be made & what will be the net gain (to the nearest pound) to the bank
on the invested funds?

Solution :

Q.29 V-Tup.
() Toout in Moo _— $) -

Amound 'ﬂwxd 'f’f'u 3‘-:’10

fr_(‘“m Ql'i—‘ba)(-%_—) _% Qlo,m
b, At mpd oo 2T

§ Sepo Cl-i-*wx%,) - $ 504e8

ma.-...\u‘g; “$

Nd‘z N ':)(' -
§3 Qo R L_f FL300

Bty

n
o
=~
@,

(o]
>
m
X
(o)
I
Q
2

(o]
()
m
X

O
@)
(%)
C
=
(0]
)
)
()
=~
<
Q
2
Q

«Q
()
3
()
=}
~+

3wdh R
S|K |£=4 sav—$1-£3%0

3,*1,;!? ) -0 3 T
|9

3ol |f=4 83— ¢ |-maC

CA GAURAV JAIN 7 www.ekagrata.co.in
FCA, CFA L3 Condidate call us at {o 9754455663 | ] www.adda247.com




EK AG RATA CA FINAL AFM SUMMARY NOTES

with IMPORTANT QUESTIONS

«y Twest 1 Londows —
Rt Grart ¢ iido & gy Gt by
(ﬂq A ——-{: -3-5_3&\1894-{‘1

{-13%

Slk [£=$ |naso—I)sho

l*.ﬁ £) Lt

Arond Fremind ;1'1';.‘ Buaithy  ofl i -

£ 34006y (1Hoex

® = 4-22894% - 2%
ot Gypinbt &' puguiad
Po vapy £ \fm*ﬂw

JuswabpUDbp Sy ¥ 94insodx3 abupyox3z ubiaio4

34
\ o T3R5

%S‘m.m -

lﬂ&:’/

3t AK
P

|- g™

mam T - (17 3 1
9 w_: F‘mlc_,fnv’l:- £ !

CA GAURAV JAIN

FCA, CFA L3 Condidate

A www.ekagrata.co.in
callusat R, 9754455663 | () e 2 7 com




p_CA FINAL AFM SUMMARY NOTES EK A(é@ﬁ {\T/\

with IMPORTANT QUESTIONS

13+ Gunast ]t: o 2’ aip %i—f-h
6% Spom X3S > £ STHD

MW'CW“MJ— "IDE.'E-
~ 1729
(£= $ 100 i

lf= <& |- 8R{H— '3110 ?: —
e

= _@%

Ii——-e;aaco-lmo
H’ ilﬂ‘lv l.ﬂ.wt

BT/ S E— [ DT r 41—
‘-* 2 | v 1550

\:p-/%) [ = 19 |
%

M '&cs.mcl -fb-\ 3wl (oot 3H-)
%sﬁs-‘m(w o&xjj =€ CTH6IY

51 —
; £ €11699- B x L_F 2 F3B0r
{-91L0

2. fR

n
o
=~
@,

(o]
>
m
X
(o)
I
Q
2

(o]
()
m
X

O
@)
(%)
C
=
(0]
)
)
()
=~
<
Q
2
Q

«Q
()
3
()
=}
~+

7> www.ekagrata.co.in

CA GAURAV JAIN call us at {Q 9754455663 | ww.adda247.com

FCA, CFA L3 Candidote




EK AG RATA CA FINAL AFM SUMMARY NOTES

with IMPORTANT QUESTIONS

SR [f==£ 198 — 13410

‘\\:ﬁ S) oM 084D

3L B =€ (305 —# (9180
__==ﬁ'—_:_

-
€ > R i

£ Sl
24y

Lu,a fond 'riml n«i

3500w x L | %3&?29"! g

[ s‘a'.xo

qvm {M‘JI)
Ntfamk i dRereyy
&

5k

Dot -
N Gain 1A MaRimam A R

-J % 343)

JuswabpUDbp Sy ¥ 9insodx3 abupyox3z ubiaio4

QUESTION NO. 29D

K Ltd. currently operates from 4 different buildings and wants to consolidate its operations into one
building which is expected to cost 2 90 crores. The Board of K Ltd. had approved the above plan and to
fund the above cost, agreed to avail an External Commercial Borrowing (ECB) of GBP 10 m from G Bank
Ltd. on the following conditions:

The Loan will be availed on 1st April, 2019 with interest payable on half yearly rest.

Average Loan Maturity life will be 3.4 years with an overall tenure of 5 years.

Upfront Fee of 1.20%.

Interest Cost is GBP 6 months LIBOR + Margin of 2.50%.

The 6 month LIBOR is expected to be 1.05%.

K Ltd. also entered into a GBP-INR hedge at 1GBP =INR 90 to cover the exposure on account of the above
ECB Loan and the cost of the hedge is coming to 4.00% p.a.

As a Finance Manager, given the above information and taking the 1 GBP = INR 90:

()  Calculate the overall cost both in percentage and rupee terms on an annual basis.

(i)  What is the cost of hedging in rupee terms?
=i
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(i) IfKLtd. wants to pursue an aggressive approach, what would be the net gain/loss for K Ltd. if the
INR depreciates/appreciates against GBP by 10% at the end of the 5 years assuming that the loan
is repaid in GBP at the end of 5 years?

Ignore time value and taxes and calculate to two decimals.

Solution :
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QUESTION NO. 29F

ICL an Indian MNC is executing a plant in Sri Lanka. It has raised % 400 billion. Half of the amount will be
required after six months' time. ICL is looking an opportunity to invest this amount on 1st April,2020 for a
period of six months. It is considering two underlying proposals:

Nature of Investment Index Fund (JPY) Treasury Bills (USD)
Dividend (in billions) 25 -

Income from stock lending (in billions) 11.9276 -

Discount on initial investment at the end 2% =

Interest = 5 per cent per annum
Exchange Rate (1Ist April, 2020) JPY/INR 1.58 USD/INR 0.014
Exchange Rate (30th September, 2020) JPY/INR 1.57 USD/INR 0.013

You, as an Investment Manager, is required to suggest the best course of option.

———
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LOS 35 : Expected Spot Rate

Expected Spot Rate =} Spot Rates x Probability

QUESTION NO. 30B

ZX Ltd. has made purchases worth USD 80,000 on 1st May 2020 for which it has to make a payment on
1st November 2020. The present exchange rate is INR/USD 75. The company can purchase forward dollars
at INR/USD 74. The company will have to make an upfront premium @ 1 per cent of the forward amount
purchased. The cost of funds to ZX Ltd. is 10 per cent per annum.

The company can hedge its position with the following expected rate of USD in foreign exchange market
on 1st May 2020:

- Exchange Rate Probability
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(i) | INR/USD 77 0.15
(i) | INR/USD 71 0.25
(i) ' INR/USD 79 0.20
(iv) INR/USD 74 0.40

You are required to advise the company for a suitable cover for risk.
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LOS 36 : Currency Futures

Steps Involved:

Stepl: Decide Position

+  Long Position

+  Short Position

Note: First we will decide which currency will buy or which currency we will sell then check the currency on
the LHS of the quotation & then accordingly decide Long Position & Short Position

Euro Co. £ Payable

Y h 4

CASE| ] L £ Buy & € Sell ] | CASE Il ]

T€=ciisrees £ TE=uiinesees €
€ Sell £ Buy
Short Position Long Position

Step 2 : Calculation of Number of contracts/Lots

Value of Position £ $
No. of Lots = =
Value of one Contract £

Note: Convert exposure amount in the same currency as of Lot Size/Contract Size & it will be converted
at CONTRACT RATE.

Step 3: Calculate Settlement Amount/ Total Outflow/Inflow under Future Contract

1. Calculate Profit and Loss under Future Contract

! f

l To Square Off l
Long Position - »  Short Position
Short Position »  Long Position
A
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with IMPORTANT QUESTIONS

Change in Future Price x No. of Lots x Value of One Contract

2. Calculate Total Receipt/Total Payment using SR on Expiry

Expiry Date

P
& -

S

Spot Rate

——P
<

3. Calculation of opportunity cost of initial margin if Given

Total Outflow / Inflow under Future Hedging

QUESTION NO. 31A

XYZ Ltd. is an export oriented business house based in Mumbai.The Company invoices in customer's currency.
Its receipt of US $ 1,00,000 is due on September 1,2005. Market information as at June, 1,2005.

Exchange Rates Currency Futures

Us$/z Contract Size 24,72,000

Spot 0.02140 uUs $/k

1month forward 0.02136 June 0.02126

3 month forward 0.02127 September 0.02118
" | IniiolMorgin|___Interest Rates n ndia

June 310,000 7.50%

September %15,000 8.00%

On September 1, 2005. The spot rate US $/2 is 0.02133 and currency future rate for

September contract is 0.02134. Comment which of the following methods would be most advantageous for
XYZ Ltd.

a) Using Forward Contract

b) Using Currency Futures

c) Not Hedging Currency Risks.

It may be assumed that variation in margin would be settled on the maturity of the futures contract.
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LOS 37 : Currency Options

Steps Involved:

Stepl: Decide Position
Long Call Shoxt Call
Long Put Shett Pyt

Note: First we will decide which currency will buy or which currency we will sell then check the currency on
the LHS of the quotation & then accordingly decide Long Call & Long Put

Euro Co. £ Payable

e
R=1 €= siseinis £ K=l = ieasiss €
€ Sell (Right to Sell) £ Buy (Right to Buy)
Long Put Long Call
AR
CA GAURAV JAIN A% www.ekagrata.co.in

FCA, CFA L3 Candidate

call us at Ka 975445566 3 ) www.adda247.com




EK AG RATA CA FINAL AFM SUMMARY NOTES

with IMPORTANT QUESTIONS

Step2 : Calculation of Number of contracts/Lots

Value of Position $
No. of Lots = = -=17.35 or 17 lots
Value of one Contract $

Note: Convert exposure amount in the same currency as of Lot Size/Contract Size & it will be converted

at CONTRACT RATE.

Step 3: Now the UNHEDGE POSITION should be hedge through forward market as there is no lot size
requirement under forward market.

Step 4: Calculation of Option Premium paid as on today with opportunity cost onit.

Expiry Date

R
: ;
-“ W ",'

Option Premium
Paid as on Today
+
Opportunity Cost on it

Step 5: Calculate / Total Outflow/Inflow under Option Contract
() Option Premium paid as on today with opportunity cost on it.
(i) Unhedged Position under forward contract

(iii) Under Option Contract using Exercise Price

Total Outflow / Inflow under Option Hedging

QUESTION NO. 32A

Best of Luck Ltd. London will have to make a payment of $ 3,64,897 in six months' time. The company is
considering the various choices it has in order to hedge its transaction exposure.

Exchange rates:

Spot rate $1.5617-1.5673
Six month forward rate $1.5455-1.5609
Borrow (%) Invest (%)
us 6 4.5
UK 7 5.5

Foreign currency option prices (1 unit is £12,500):

Exercise price Call option (March) Put option (March)
$1.70 $0.037 $0.096
By making the appropriate calculations decide which of the following hedging alternatives is the most
attractive to Best of Luck Ltd:
a) Forward market
b) Money market Cover
c) Currency options

www.ekagrata.co.in CA GAURAV JAIN

callusat R 9754455663 www.adda247.com FCA, CFAL3 Candidae

JuswabpUDbp MSIY ¥ ©4nsodx] abupyox3z ubiaio4




CA FINAL AFM SUMMARY NOTES EK AGNBQﬁ ATA

with IMPORTANT QUESTIONS

Qnﬂ 'r%
(I) fovemvd H-’.gg

M\A‘ ‘7‘”"1 wmday ,roqmud_ Cﬁl‘nd‘

Solution :

J.;y:..l ucdls FKi- 7
3 $3e~m=f- R
g AL TNy
m = 3610239
g bsckn TR e
: It= I T g1
i ]/
X
z i ki Gy, —
p Q) Mg Mec .
& RAAE) - Q)
3 [ Je
= S}i m%ﬂ-
ﬂg.d-cy
%ﬁ Trongt fu.f.. Lﬂhm&d’o‘fl-n
Audd be guch ot —

lq+mdwma+ ahud'bufa_-y

—
- 3649
‘n-\—nxq:/.x_l% a & 34897

3 Ny %3{59&-93 ("

S"JL. dsrwo J-ch-.ﬂm} ameund m,f’
MU& qou'hw-'y -

L%

(7% www.ekagrata.co.in
call us at {a 975445566 3 ww.adda247.com

CA GAURAV JAIN

FCA, CFA L3 Candidote




EK AG RATA CA FINAL AFM SUMMARY NOTES

with IMPORTANT QUESTIONS

-——3(%1;6%54-\18 x 1
X

= £ p9s\g
K =

‘i = .t. ECF —)-5¢673

e

gl St

s £ a5 CI+-:FH<.[5I)
2 g3 S~
%m&m&f mmﬁnjx)
Qu) Cirrtnsi o,{,-hsg,‘__
%J‘- Daude f%’bm =

Ulta“’m—’

@2
@:?‘h —(aﬂ
BW‘fw/ //
]MT OfM"ﬁ““—
U |£ ;oo%

CA GAURAV JAIN

FCA, CFA L3 Condidate

A www.ekagrata.co.in
HA

call us at o\q 9754455663 www.adda247.com

JuswabpUDbp Sy ¥ 94insodx3 abupyox3z ubiaio4




CA FINAL AFM SUMMARY NOTES EK AGNBQﬁ ATA

with IMPORTANT QUESTIONS

% Cal - of f\bvanﬂ.  (ovdyeddt:

2 Va.o‘umf fvﬁi'hu
Jm add
$ 09T
E ALY =
5 £
£ R

= Wiy Bl

L e ki
oY l#‘-ﬁ-%

Vbao st
1
2 $ WAL
= dL\ A9

Sk borthine dhodd bz
‘-j'-:z,.w ¥ ._,L e avhad : -

EWAYA 'Y%vxd"\nly -ﬁ“ﬂ $3ﬁ‘19?a‘
oty e

£1R00 X [F x %l"h

= ()

wuiyd Britin, } T ¢

JuawWabDUDIA JSIY B dinsodx3 abupyox3z ubiaio4

,?umm

CA GAURAV JAIN call us at {a 975445566 3 $ ) www.ekagrata.co.in

FCA, CFA L3 Candidote




EK AG RATA CA FINAL AFM SUMMARY NOTES

with IMPORTANT QUESTIONS

We ooil] okt foswand @drad a’av
#"M\ﬁ. a&"ﬂl\u 2 wo &t &‘}!7’7/‘
nﬁvﬁ— x L&tz
bt PR -
]5_-; $ IS — |-Rog

ot Cloof optin framisr podl o
gt T

ol —
7

2 H bt x TR k400

=X I%&oﬁlm iﬁ!ﬂi&?h"‘%‘
1 )
-
$20v0 @

eallod (3) iy $pot b o o

}.hg 7
("-
s ) LT "i‘“"_ﬁjﬂ

N T
K
1= § 187 - glyeas
=L &

|- S5

callusat R, 97544 55 663 ) sy CA GAURAV JAIN

www.adda247.com FCA, CFA L3 Candidate

JuswabpUDbp Sy ¥ 94insodx3 abupyox3z ubiaio4




CA FINAL AFM SUMMARY NOTES  f=JPq A(éﬁﬁ ATA

with IMPORTANT QUESTIONS

Totd of foil A-opp-Gite- if:_

> & 1wy (14 -éax@

= -j:\z.mw —

T ———

5%&'3_ Totd Wm:) hincley Cuwaney,
— s O J
ﬂauag_.

s e o
2) UA:ZQL borhin sundsy, 3517

3 U;ﬁ;’jf""}j J’h’“’ = F s

7 &t X ilam
'Tc-Hl 00 sunday £ 22831617

T v
D-Luwau-, =

D (-awj' Mv(fvwi'f«ﬂ? 34 23610239
Q) bund senday MM Haly 2 23657012
a) f;ad sndsy optie H%;%%wr-u

n
o
=~
@,

(o]
>
m
X
(o)
I
Q
2

(o]
()
m
X

O
@)
(%)
C
=
(0]
)
)
()
=~
<
Q
2
Q

«Q
()
3
()
=}
~+

adwd |t

; miwvnt (KMt ot

Aol

r'

QUESTION NO. 32D
XYZ Ltd. a US firm will need £ 3,00,000 in 180 days. In this connection, the following information is available:

Spot Rate 1£=$2.00

180 days forward rate of £ as of today 1£=$196

Interest Rate are as follows
A
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(A GAFIC{R:FQE [Jnﬁ!!! call us at Ko 975445566 3 | S wwwadda247 com




EK AG RATA CA FINAL AFM SUMMARY NOTES

with IMPORTANT QUESTIONS

180 days deposit rate 4.5% 5%
180 days borrowing rate 5% 5.5%
A call option on £ that expires in 180 days has an exercise price of $ 1.97 and a premium of $ 0.04.
XYZ Ltd. has forecasted the spot rates 180 days hence as below:

Probability

$1.91 25%
$1.95 60%
$2.05 15%

Which of the following strategies would be most preferable for XYZ Ltd.?
a) Forward Contract.

b) A Money Market Hedge

c) An Option Contract

d) No Hedging

Show calculation in each case
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QUESTION NO. 32E
On 19th April following are the spot rate
Spot EUR/USD 1.20000 USD/INR 44.8000

Following are the quotes of European Options:

Call/Put Expiry date

EUR/USD Call 1.2000 $0.035 July 19
EUR/USD Put 1.2000 $0.04 July 19
—————
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USD/INR Call 44.8000 %0.12 Sep. 19
USD/INR Put 44.8000 20.04 Sep. 19

a) Atrader sells an at - the -money spot straddle expiring at three months (July 19). Calculate gain or loss
if three months later the spot rate is EUR/USD 1.2900.

b) Which strategy gives a profit to the dealer if five months later (Sept19) expected spot rate is USD/INR
45.00. Also calculate profit for a transaction USD 1.5 million.
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LOS 38 : Calculation of Return under FOREX
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P1—Po+1
[ Return (In terms of Home Currency) = [1 + L °+ ] (1+C) -1 ]

Po = Price at the beginning | = Income from Interest/Dividend
P; = Price at the End C = Change in exchange rate.
QUESTION NO. 33A

An Indian investor invests in a bond in America If the price of the bond in the beginning of the period is $ 100
and it is $ 105 at the end of the period. The coupon interest during the period is $7. The US dollar appreciates
during this period by 3%. Find the return on investment in terms of home country currency.
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QUESTION NO. 33D ’ -

With the relaxation of investment norms in India in international market upto $ 2,50,000 Mr. X to hedge
himself against the risk of declining Indian economy and weakening of Indian Rupee during last few year
decided to diversify into International Market.

Accordingly, Mr. X invested a sum of X 1.58 crore on 1.1.20x1 in Standard & Poor Index. On 1.1.20x2 Mr. X sold
his investment. The other relevant data is given below:

Index of Stock Market in India 7395 ?
Standard & Poor Index 2028 1919
Exchange Rate 62.00/62.25 67.25/617.50

You are required to:

()  Determine the return for a US investor.

(i) Determine return of Mr. X of holding period.

(iii) Determine the value of Index of Stock Market in India as on 1.1.20x2 at which Mr. X would be
indifferent between investment in Standard & Poor Index and Indian Stock Market.

www.ekagrata.co.in CA GAURAV JAIN

callusat R 9754455663 www.adda247.com FCA, CFA L3 Condidate



CA FINAL AFM SUMMARY NOTES EK A(éBwﬁ ATA

with IMPORTANT QUESTIONS

Solution :
§. 22D
Gy Cudme %a U3 et -
= NL’ U—M:ﬂ {‘nu KR
Y Twehad boee
= (113 — i) 16D
Aogd

= ) § 3*]1—«-
(_]-_'I) £4.twu._?’ mY' A -
.:l—w‘;j Tttred = TlQer

n
o
=~
@,

(o]
>
m
X
(o)
I
Q
2

(o]
()
m
X

O
@)
(%)
C
=
(0]
)
)
()
=~
<
Q
2
Q

«Q
()
3
()
=}
~+

|
l
E [£9 o
Ly 17 T 3by
250 I
—
J}‘IK J‘:-’*-l——é-
@mmﬂd us g rwared (n US CL4L) s -
.E €Y v X ngu‘,l‘

jﬁ_ = fmg:_&

Lf-— LA —T oS

r
N @ s
(v fﬂu ;f H = 2040
N"j (4 mdunt s dhotd

CA GAURAV JAIN

FCA, CFA L3 Candidote

A www.ekagrata.co.in
call us at {o 975445566 3 | - ww.adda247.com




with IMPORTANT QUESTIONS

$ASWE ey
SoLP

ypgﬁq sl{ = 919

——
—

EK AG RATA CA FINAL AFM SUMMARY NOTES .

.}

Bynds

O i

g S A9 x 1A
Vaba 2 -T- = [9N9x u‘i-‘“
4%&‘1019&""{

yﬁ
:‘fo‘mulﬁa oy x Ll

o ALY

% Pedo for 0K~
= 1615224919 — ISP, & W00
|§§fﬂ,®u

a?.g-,'/ E...
@)@ Towhed Bushusd = 1168 o
&m %ﬁuj Peden = :;j_j;r

(No-&f Guctd 3 !Si,vqm__ﬂ.uz,;_ﬂ
J F39T wdt

L.er., @nuj%@fu‘m Indhx = X

—

R O

8139 x % — 1020 o= a_g:a/{

1<, 9,8

idas CA GAURAV JAIN

WWW. add0247 com FCA, CFA L3 Candidate

JuswabpUDbp Sy ¥ 94insodx3 abupyox3z ubiaio4




CA FINAL AFM SUMMARY NOTES EK AGR ATA

with IMPORTANT QUESTIONS i A wideafe

= 232653 o — - B o = 3RO
=2 138 = 1637,
= w =3 1615220
12659

frin of Fndiv = F553-%0 o3 (Feo |
D?'V\.dl.;-c —to L&

LOS 39 : Broken Date Contracts

A Broken Date Contract is a forward contract for which quotation is not readily available.

Example: If quotes are available for 1 month and 3 months but a customer wants a quote for 2 months, it will
be a Broken Date Contract. It can be calculated by interpolating between the available quotes for the
preceding and succeeding maturities.

LOS 40 : Treatment of withholding Tax

QUESTION NO. 35A

A USA based company is planning to set up a software development unit in India. Software developed in the
Indian unit will be bought back by the US parent at a transfer price of USD $ 10 million. The unit will remain in
existence in India for one year; the software is expected to get developed within this time frame. The US
based company will be subject to corporate tax of 30 percent and a withholding tax of 10 per cent in India
and will not be eligible for tax credit in the US. The software developed will be sold in the US market for US $
12.0 million. Other estimates are as follows
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Rent for fully furnished unit with necessary- hardware in India Z15,00,000
Man power cost (80 software professional will be working for 10 hours each % 400 per man hour
day)

Administrative and other costs %12,00,000

Advise the US Company on financial viability of the project. The rupee-dollar rate is T 48 / $.
Solution :
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LOS 41: Implied Differential in Interest Rate

Interest rate is just another name of premium or discount of one country currency in relation to another
country currency (As per IRPT).
Premium or Discount = Difference in Interest Rate

Equation:
FR (Rs./$)-SR(Rs./$ 12
(Rs./$)-SR(Rs./$) X — x 100 = Interest Rate () - Interest Rate($)
SR Forward Period
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QUESTION NO. 36B

A German subsidiary of an US based MNC has to mobilize 100000 Euro's working capital for the next 12
months. It has the following options:

Loan from German Bank ;| @5% p.a.
Loan from US Parent Bank i @4% p.a.
Loan from Swiss Bank i @3%p.a.

Banks in Germany charge an additional 0.25% p.a. towards loan servicing. Loans from outside Germany
attract withholding tax of 8% on interest payments. If the interest rates given above are market determined,
examine which loan is the most attractive using interest rate differential.
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If the firm decides to pay today rather than in future he may get two types of benefits:
#+  Benefit on account of discount for pre-payment.
4+  Benefit on account of currency fluctuation.
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LOS 43 : Nostro Account, Vostro Account and LORO Account

Nostro Account [Ours account with youl

This is a current account maintained by a domestic bank/dealer with a foreign bank in foreign currency.
Example: Current account of SBI bank (an Indian Bank) with swizz bank in Swizz Franc. (CHF) is a Nostro
account.

Swiss
Bank

Nostro Account of Indian Bank

Vostro Account [Yours account with us]

This is a current account maintained by a foreign bank with a domestic bank/dealer in Rupee currency.
Example: Current account of Swizz bank in India with SBI bank in Rupee () currency

2T N,

Indian I swice

Bank =« {
Bank
(SBI) \ /

Vostro Account of Swiss Bank

Loro Account [Our account of their Money with youl]

This is a current account maintained by one domestic bank on behalf of other domestic bank in foreign
bank in a foreign currency.

In other words, Loro account is a Nostro account for one bank who opened the bank and Loro account
for other bank who refers first one account.

Example: SBI opened Current account with swizz bank. If PNB refers that account of SBI for its
correspondence, then it is called Loro account for PNB and it is Nostro account for SBI.

Swiss
Bank
Indian .
Bank
(PNB) 1. Nostro Account of SBI

2. PNB refers account of SBI
for its transaction then itis
Loro Account for PNB
Note:
+  SPOT purchase/sale of CHF affects both exchange position as well as Nostro account.
+  However, forward purchase/sale affects only the exchange position.

1. Nostro A/c (Cash A/c) in Foreign Currency

Particulars Dr. [Debit] outflow Cr. [Credit] Inflow
of Dollars (FC) of Dollars (FC)

2. Exchange Position A/c/

Particulars Long Short
Dollar Buy (FC) Dollar Sell (FC)
AR
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@w of Dollars (Credit)

o L Spot Buy w
Nostro Exchange
(Cash) A/c Position A/c
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Long Position/

Ko L spot sell W
/ \.

Nostro Exchange
(Cash) Alc

4

@flow of Dollars (Debit)

¥

Position A/c

~

Short Positiory

o

C

LForward Buy W
™

Nostro Exchange Nostro Exchange
(Cash) A/c Position A/c (Cash) A/c Position A/c
No Impact Short Position

Long Positioy

o

L Forward Sell W
/ \

\ No Impact

~
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N

©

Forward Buy w
Contact Cancelled

T g

Nostro Exchange
(Cash) A/c Position A/c
No Impact Short Position

\

L Forward Sell
Contact Cancelled

C

Nostro
(Cash) A/c

\ No Impact

Exchange
Position A/c

h
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L Draft Made o Cancelled
Nostro Exchange Nostro Exchange
(Cash) A/c Position A/c (Cash) A/c Position A/c
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/ \ /o L Cancelled 7 \
Remittance / \
0 ByTT
Nostro Exchange
/ \ (Cash) A/c Position A/c
Nostro Exchange ‘ ‘
(Cash) A/c Position A/c
K ‘ ‘ J K No Impact Short Position

Outflow of Dollars (Debit) Short Position

~

O | 2 )
G R

Nostro Exchange
(Cash) A/c Position A/c
K No Impact Long Position
QUESTION NO. 38A

You as a dealer in foreign exchange have the following position in Swiss Francs on 31st October, 2009:
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Balance in the Nostro A/c Credit 1,00,000
Opening Position Overbought 50,000
Purchased a bill on Zurich 80,000
Sold forward TT 60,000
Forward purchase contract cancelled 30,000
Remitted by TT 75,000
Draft on Zurich cancelled 30,000

What steps would you take, if you are required to maintain a credit Balance of Swiss Francs 30,000 in the
Nostro A/c and keep as overbought position on Swiss Francs 10,000?

CA GAURAV JAIN 7 www.ekagrata.co.in
FCA, CFA L3 Condidate call us at {0 9754455663 > www.adda247.com




EKAGRATA

with IMPORTANT QUESTIONS

Solution :
0.4
Nesho M — ch@?
fachialovk _2_& Gy,
EHFT
OFN‘J ﬂ"-aJw-l — llmlm
—uﬁ S0 N [ —
W | oo
Cordet fllneg [ 44 Ay | B
[0 | [osonr

oyhim B¢ CSFj

o L O

fachisdans g (o3Fio] Chart Fotfin
CSF) st
Pyt y | o | -
—*(ﬂml-u o K o g"lm —
ik
- Inlc!.(fuwi i i €2, 0%
- Forwad "J'Wk w— o
ot (o4 e
) = KD
= cﬁ‘unffqmy@
32D o Xumih A -
Cw::.ﬂﬂlcl. =5 P P
]‘Co,m [GI‘W
CA: Aelaset = owvadd [ S0 T
\éfooD | 1€LO

callusat R 9754455663 | ({I})

www.adda247.com

CA GAURAV JAIN

CA FINAL AFM SUMMARY NOTES .

FCA, CFA L3 Condidate

JuswabpUDbp Sy ¥ 94insodx3 abupyox3z ubiaio4




@ CA FINAL AFM SUMMARY NOTES EK AGNBQﬁ ATA

with IMPORTANT QUESTIONS
Diaoiputnr
9 Vs Deaby Hot P St TT

SF Sov0 P meask | 6 o
Nogteo 7(. +~ SF qu

A ———

& St
) of 84 %:

[
Sﬁﬁﬂﬂ(j _gz )
. Nl
%uj JR I:\Lﬁ lm‘-ﬁa
i 5..17« (. ﬂ{;—h ne

=

%,'w ,-'Y(-A M fnd VAL Oy -
3 Fm'les&: Iox¥0 , & e 4@7&

P.m}--&l a'uwud_ {F lo 000

 ——

n
o
=~
@,

(o]
>
m
X
(o)
I
Q
2

(o]
()
m
X

O
@)
(%)
C
=
(0]
)
)
()
=~
<
Q
2
Q

«Q
()
3
()
=}
~+

CA GAURAV JAIN eall v ot {a 9754455 66 3 | (7 www.ekagrata.co.in

FCA, CFA L3 Candidote




