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EXAMPLE - 01
= 70.50




EXAMPLE - 02

$&)  =0.0140
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EXAMPLE - 03

$(£) =1.5235

($)40000 =£7?

£ 2826T 3%



EXAMPLE - 04
¥&) =23.4245

(35000 =¥7?

\% 13122



v EXAMPLE - 05
/INB)= 70.50
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EXAMPLE - 06
-?-{ £ INR/GBP =294E. ‘
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EXAMPLE - 01

Mr. Ram import goods from US 1,00,000
payable to US party. How much rupees are
required to buy $ 1,00,000.

%MOGUD *T51S5
- T §595000




A UK customer import goods from US & $ 10,000

payable to US How much pounds are
required to buy $ 10,000.




EXAMPLE - 09
XIE =90.25/45

Mr. Ram exported goods to UK & £ 40,000

receivable. How much rupees received if sell £
e

40,000 to bank.

{ foonuso-25
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We want to buy ¥ 2,00,000. How much dollars

t—__

are required.




EXAMPLE -11
GBP/USD = 1.5525/75

We want to sell@OiQQO then How much pounds
are receivable from bank.

§80°°°

| 85¥S
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EXANBIS 12

vs €10
will appreciate bhat 1S new
Ex

change Rate.
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EXAMPLE -13
I$ =10

If X will depreciate by 10% what i1s new
Exchange Rate.
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EXAMPLE - 14
=10

If $ will deEreciate bz 10% then calculate New

Exchange Rate.

Toro,
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EXAVIPLE - 15
s €10

If X will aEEreciate by 10% then calculate New
Exchange Rate.
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EXAMPLE - 16

J%/$ =60
$/£ =1.50
g/8 =2
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EXAVIPLE - 11

/£ =90
$/£ = 1.50
/$ =2
,_'__ (Page No.
<70 X150

=60



EXAMPLE - 18

¥/X =3.45
X/$ =10
§/¥ —
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EXAMPLE - 19
£/$ =0.8045

$/X =0.0167
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EXAVMIPLE - 20

¥/$ =145
$/X =0.165
¥/X =7
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EXAMPLE - 22

I$ =60
$/€ =1.25
€& =1.40
$ € (Page No. 03)
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EXAMPLE - 23

£/$ =0.8045
/$ =45.25
/€ =172.50
€/8 =7

4-. (Page No. 04)
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. F 2R _a‘; Buy & TIT X/$ =170.25/70.75
¢I$ T0-4S $/£ =1.5045/1.5085
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EXAMPLE - 25
337‘-5@ TR § T /£ =90.45/91.25
> Y P I By &RAT /$ =71.25/71.15
AT $/8 =7
;/$ o ?‘ 25 | (Page No. 04)
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EXAMPLE - 25
ﬁfqﬁ\ T § T /£ =90.45/91.25
> Y P I By AT %/$ =T1.25/71.15
ST g =3
Tg/$ = F\-28 (Page No. 04)
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EXAMPLE - 25
/€ =00.45/91.25

X/$ =T11.25/11.75
g =2
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EXAVMPLE - 26
¥/$ =145/153

¥/£ =182/185
/3 =

334 g5 5= ogasp oMo




y EXAMPLE - 21 zz
@ IR - —00165 .

/€ =175.45/15.85
/€ =0.8525/0.8605

e =2
j_ I =€ (Page No. 04)
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E
@ BP/USD = 1.5045/85

PLE - 28

SD/]PY = 152/155

/GJPY/GBP =1
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QUESTION - 01

Given:
USS 1 =¥ 107.31

£1 =10US$ 1.26
A% 1 =US$0.70
(1) Calculate the cross rate for Pound in Yen

3 T

(ii) Calculate the cross rate for Australian Dollar ¥ I £ = jo‘:{ 34 X226+ |35- 2L

In Yen terms

(u1)Calculate the cross rate for Pounds iIn @ ¥/ A* = 101.31xo-'1‘.’o-_?5-ll$

Australian Dollar terms

__l_ 28 = )} &0D
(RTP November - 2020) @ '\% 3 O-Tfoxl 26
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QUESTION - 03

On January 28, 2013 an customer
requested a Bank to remit Singapore Dollar (SGD)
2,500,000 under an irrevocable Letter of Credit
(L_.g_). However, due to unavoidable factors, the
Bank could effect the remittances only on

February 4, 2013.market rates

were as follows:

January 28, 2013| February 4, 2013

US§1 = X45.85/45.90 X45.91/45.97

GBP£1$/¢ US$ 1.7840/1.7850| US$ 1.7765/1.7775
GBP £ 1&//. SGD 3.1575/3.1590| SGD 3.1380/3.1390

The Bank wishes to retain an exchange margin of

i 0.125%‘

Required:

How much does the customer stand to gain or
lose due to the delay?

(Note: Calculate the rate in multiples of 0.0001)

(Study Material, PM & Exam November - 2011)

(Page No. 24)
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£ SGD |

= 469 x [ F850 X 35 ¥~

= 2C.0894 +0.1257"

- 26-0%19

- 9259482 + 0-128% = 253806



QUESTION - 04

December 27, 2001 a customer requested a bank to
it DG 2;80Q,000 to Holland in payment of import

of diamornds undeyr an irrevocable LC. However due

to bank strikes, the Dank could affect the remittance

only on January 3, 2002y The interbank market rates

were as follows:

Décembey 2 January 3
N — e —
Bombay $ /2 )0: 3.15{3.1€ 3.12-3.07
W X
London $/1 pounci: 1.7250/60 1.7178/85
H

DG / pound: 3.9575/ 90 3.9380/90

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?

’It
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OUESTION - 03
On January 28, 2013 an customer 28J'1I'2G'|'3 ‘1‘2.’.’1013

requested a Bank to remit Singapore Dollar (SGD) zg{ QeD

2,500,000 under an irrevocable Letter of Credit t-y /7 / J—’SQ S ,
(LC). However, due to unavoidable factors, the | -BU"&$ oM -t

-

Bank could effect the remittances only on 459 1-‘58‘:['7‘ I-:FI;C.S Xg‘ 38O

February 4, 2013.market rates ;I éé &
were as follows; 4 ° Eba £ kygm $ - e, 0394] _1_0_';”7'4’.
Febmar;r‘l 2013 $/£ _ l-‘ffg'?io

USH 1 =<& ?45-85/459 X 45. 91/459? g
R SQD k.(m ﬁ - QG-O‘:['.L

cBr£ 14&/¢ Uss 1.78407T, ; S$ 1.7765/1.7775
GBP £ 1&///\SCD 3.1575/

The Bank wishe

i 0.125%‘

Required:

. P ..
How much does the customer itand to gain or :Z/ SQD - $ X ;E ’ SQ-_D
lose due to the delay? I
(Note: Calculate the rate in multiples - L}S -90 K l.:FSSO >( 3[ g?s_

(Study Material, PM & Exam November - 2011) ( Q2S 9‘1?5'} 0-125% = 25:3806
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€250
QUESTION - 05 #5000 ¥ &350
The price of a bond just before a year of

maturity is $ 5,000. Its redemption value is $
5,250 at the end of the said period. Interest is $

B

350 p.a. The Dollar appreciates by 2% during
the said period. Calculate the rate of return.

(Study Material, PM & ExamiMa; — 20125
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EXAMPLE - 29
%/$ =60.50/60.75 India

/$ =60.90/61.25 USA

Calculate Arbitrage Gain
(Page No. 05)

_Bld $ %mr) :m“li'e qt ¥ 60-1$
.{'g,ﬂ in usA at 3 6°-90

Qaig = O 15 for ¢




EXAMPLE - 30
$/£ =1.5025/1.5175 US

$/£ =1.5075/1.5195 UK
Calculate Arbitrage Gain MS
(Page No. 05)
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EXAMPLE - 31 (TmP) Mﬂnjﬂ (S"gg"D

In USA

%/$ =60 T/ $ 60
[$/£ = 1.50 $ I£ -TO
1. On the basis of abo xchange rate, what
should be price o in .;/’g Q/Gg . Goxle - ¢go
11. If £ is quoted in India at X 80, calculate

arbitrage. @ 3 LH'A

(Page No. 05)
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EXAMPLE - 32 |
%/$ =%60.50 INDIA Y, | «— = 6.6 Oqa\ g
$/£ =% 1.5045 US}J /F \-S0UL 6650 __L, :\1—
£/ =£0.0125 UK ./

&
If you have@l ,00,000 calculate arbitrage.
(Page No. 05)

Foucwiq aps e aflied. e hbitoge
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jom UK, (¢ tmomx0-0128) = £ 1250
2. B“‘ﬂ’ prom s (£1260 x hSD45) = :FJ&?o-GQS'
3 Fq,w‘ " fol“,.'q ( $}886-69S>&60-5@-:v113=r49

Pbrage Gaif) = 7 113778 - ¥ LoD
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EXAMPLE - 33
%/$ =60.50/60.75 INDIA $

$/£ =1.5075/1.5125 USA £

s
£/3 =0.0126/0.0135 (UK)
If you hav 00,000 calculate arbitrage gain.

ﬂ A %'llr)\.gaf ﬁgcess (Page No. 05)

'+ Buy £ fromUK (3 105 %00125) < L1350
' ‘B"‘j/ $ k’fom US‘A‘ ( -gJQS’O % 1'56"{5) < %1884'3'-75

Qaif = 114g05- 10 = 19065



QUESTION - 06

On the same date that the (_6_-@ spot rate was
quoted at(é]ﬁ&ﬁ in New York, the price of the

pound Sterling was quoted at $ 1.80:
() What would you._gxpect the price of the

Pound to b

1)If the Pound was quoted in Frankfurt at DM
4.40/Pound, what would you do to profit from
situation.




UESTION - 0%

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

‘USD/INR 48.30 in Mumbai ;z/ g
GBP/INR 77.52 in London “Tf £

GBP/USD 1.6231 in New York $/ £

l_l 26\6\8 The arbitrageur has USD 1,00,00,000. Assuming
that there are no transaction costs, explain

whether there 1s any arbitrage gain possible
from the quoted spot exchange rates.

(Study Material & PM)

(Page No. 28)
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M

pany.s &
USD 10,009 i1s lying idle in your Bank Account.
ou are able to get the following quotes from

the dealers:

Dealer uote
v A /USDI 1539 #k_
’ B EUR/GBP 0.9094) £ /:e;

il o GBP/USD 1.2752 $ /

Is there an opportunity of gain from these
quotes?

Exam November - 2020)

$-—> € -7£ — (Page No. 29)



QUESTION - 09

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

\d\ USD/INR 59.25/59.35 in Mumbai

- GBP/INR 102.50/103.00 in London
—
oW GBp/USD  1.70/1.72 in New York
The arbitrageur has USD 1,00,00,000. Assuming
that bank wishes to retain an exchange margin
of 0.125%3 explain Whether there 1s any

arbitrage gain possible from the quoted spot
exchange rates.

@
©

(Page No. 30)
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EXAVMPLE - 34

Spot Rate
X/$ =170.50/71.25

3 Months Expected SR
X/$ =174.00

3 Months Forward Rate T(‘D‘h o\ l. (E’F’j
X/$ =172.50

= $100G6T0

(1) Calculate expected loss.

(1) Whether Ram should enter into forward
contract ?

(iii saving In loss due to the forward
M—E

contract ?

(Page No. 05)
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EXAMPLE - 35
Spot Rate

/€ =90.00/90.50

Expected Spot Rate

/£ =81.50 £ - {OWQ
3 Months Forward Rate (Bank
( ) : £5o'(ﬂf°

/£ =89.00
(1) Calculate expected loss. & 125670

(11) Whether Ram should enter into forward
contract? \/?3

(11)If yes, saving in loss due to forward contract.

_q-#sm (Page No. 06)
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EXAMPLE - 36
Spot Rate $/X =0.01428

3 Months Expected Spot Rate
$/X =0.01333
3 Months Forward Rate
$/X =0.01370

1. Whether importer should enter into forward
contract.

11. If yes, calculate savings in loss due to forward
contract.

$P°ga°'kff’ . #lmaﬂb (Page No. 06)
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EXAMPLE - 37
Spot Rate X/

2 Months FR X/$
6 Months FR X/$ =69.25/69.95

Calculate forward premium/(Discount) in $.



EXAMPLE -38 (TP
Spot Rate X/$ =170.458

3Months FR  %(§) =71.25

Calculate Premium/Discount in

(1) $ (1) X

. _ (Page No. 07)
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EXAMPLE - 39
$/£ = 1.5825 Spot

$/£ = 1.5975 3 Months FR

Calculate premium/discount i

S\; i 7«\007\%

- 37557 ﬁq.&i‘s(-"lf\\#

(Page No. 07)







EXAMPLE - 40
Spot Rate _X/$ = 60.25/45

1 Months swap = 10/15

R ——

2 Months swap = 25/15

#

Calculate 1 Month & 2 Months FR.

(Page No. 07)
SR J60-25 go.45

°6-10  00.15
f) 1 R e
() | ,,R‘\%,}:tf\ 80-35 £060

go.2¢  60-9%”

SR . 0 I
E (§m+ 6%% 60-30




EXAMPLE - 41
Spot Rate X/$ = 70.4525/71.2525

1 Month Swap = 30/60

Lo 3 Months Swap = 40/ 7
—
L0

[0S Calculate 1 Month & 3 Month FR - ¢ \(

nn -

!q 1 Mopth FR (Page No. 07)

SR F0.4528 [ F1.252¢
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EXAMPLE - 42

Spot Rate X/$ = 70.75

3 Months Swap = 140/125

Calculate 3 Months FR
(Page No.
oS [ F1-45
|-40 Y

¢9- 35/ o2



EXAMPLE - 43
Spot Rate $/&£ = 1.5275/1.5325

2 Months Swap = 0.35/0.45€enty 0-33~
2 Months FR =7 L

(Page No. 08)
SR 1-52?5[|-539.§'

“1“""’?““" 0.0035 /0-0043"
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OUESTION - 09
Followings are the spot exchange rates quoted
at three different forez

that bank wishes to retaimes-excliange margin
of 0.125%, explain Whether there is any

e e

arbitrage gain possible from the quoted spot Jo 0. W it O"ll >
exchange rates.

§— L7~ o ﬁg?;lﬂ
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OUESTION -11

The following 2-way quotes appear in the
foreign exchange market:

§E>t 2-months forward
RS/US $ X 46_.00/% 46.25 X47.00/X47.50
Required:

@’ How many US dollars should a firm sell to get

X 25 lakhslafter 2 months?

A) How many Rupees is the firm required to pay
to obtain US $ 2,00,000 in the spot market?

‘ﬂii)Assume the firm has|US $ 69,000 Jin current

account earning no interest. ROI on Rupee
investgnent 1Is 10% p.a. Should the firm

encas the US $ now or 2 months later?
(Study Material & PM)
(Page No. 32)
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OUESTION - 12

The following 2-way quotes appear 1n the
foreign exchange market:

Spot IZ-mnnths spread

IUS $ 74.007/174.25 1.00/1.25

(1) You are required to calculate: @

(@) 2 months forward rates.

(b)How many US dollars should the firm sell
LO to get X 10 lakhs in the spot market and
H after 2 months?

(c)How many Rupees is the firm required to
pay to obtain US $ 80,000 in the spot
market and after 2 months?

(ii)Assume the firm has US $ 27,600 in current
account earning no interest. ROI on Rupee
investment 1s 10% p.a. Should the firm
encash the US $ now or after 2 ths

Exam Nov-22)
(Page No. 33)




OUESTION - 13 0 E,(E,gchq shoh Rate
In March, 2009, the Multinational Industries
make the following assessment of fffar rates E"‘t’e ched R - C 1. 60%0- .I.§>

per British pound to prevail as on{1.9.2009:

$/Pound |Probability ~ ¥ (1-‘30$U-Q-O) +( \-803(0-2‘5')
% | ol | YO (190% 0-20)+ (3077629
1.80 0.25
1.90 0.20 #[{ - L 8L
2.00 0.2

..(/ Wha:t 1Is the expected spot rate for @ No 'FHN\ g‘\ﬁuﬂ nOt ‘%Q” CH'&

T B =2 e

01/09/2009?
, e
ai)If, as of March, 2009, the 6-month forward [‘W’l‘* NQCWW*(Q qt PR Qﬁw
rate is $_1.80, should the firm sell forward its 9 4{& {W{ SR |8 0? W “lﬁf] FR
- .

pound receivables due in September, 20097
(Study Material & PM)
(Page No. 34)
=




QUESTION-14 (ImP)

JKL Ltd., an Indian company has an export
exposure of JPY 10,000,000 receivable August
31, 2014. Japanese Yen (JPY) is not directly
quoted against Indian Rupee.

The current spot rates are:

INR/US$ =1%62.22 1/$ SQ:%

JPY/US$  =]PY 102.34¢ ¥|$

It islestimated|that ]apanese@will depreciate
to @ level and Indian Rupee to depreciate
against US $ -@ Q/ t =

Y
__Forward rates for August 2014 are¥| $ = 124

INR/US$ =%66.50 -'I[
JPY/US$  =]JPY 110.35 { {, %

Required:

(1) Calculate the expected loss, if the hedging is
not done. How the position will change, if the
firm takes forward cover?



102 311 =
Ef\'—?ﬂ'—l‘fq SR ﬂt’/ “211 = 0.5249

6€.£O 6-602¢
PR Q‘T\Ir_ 110-35 = N

EEEEM (SRX ESR)

5‘5‘%0&% 1t = }‘Jomam)m 6080 = ¥ €080 07D

g et ¥ at Bec o8 yfmmélﬁfﬁﬁ g otam

Mw SR&FF)
= ¥ 6680000

qf SR,
ogggﬂ% quR %100!760@15}0 09% )= X 60966F




(11) If the spot rates on August 31, 2014 are: @

INR/US$ =%66.25 31 20)4
JPY/US$  =]PY 110.853 '%/¥ } 0'50\14( 4‘8 ' ‘S‘oot Rafe = q/\{_ ce.25

110-8S

Is the decision to take forward cover justified?

(Study Material, PM & Exam May — 2014) = 0. 58??:

(Page No. 35) Co!mQaL(m Ok ﬁm
C{{;\M Y qt SR < 66 80T

#OM% Cove) 1S Y fell ot R syram

1060 ;«o-ma')
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OQUESTION - 15

A company operating In Japan has today

effected sales to an Indian company, @13
payment being due 3 months from the date of
invoicz The invoice amount is 108 lakhs yen. At
today's spot rate, it is equivalent to X 30 lakhs. It
1s anticipated that the exchange rate will

decline by 10% over the 3 months period and in
order to rotect the yen payments) the importer

proposes to take appropriate action in the
foreign exchange market. The 3 months forward
rate 1s presently quoted as!3.3 yen per rupe%.
You are required to calculate the expected loss
and to show how it can be hedged by a forward
contract.

(Study Material & PM)
(Page No. 37)
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QOUESTION - 16

A Japanese Company effected sales to X Ltd., an
Indian Company, the payment being due after 3
months. The invoice amount 1s JPY 216 lakhs, at
today’s spot rate it 1s equalent to X 50 lakhs. It 1s
anticipated that exchange rate will decline by
8% over the 3 months period and in order to
protect the JPY payments, the importer
proposes to take appropriate action in the
foreign exchange market. The 3 months forward
rate 1s presently quoted as JPY 4.12 per rupee.

You are required to calculate the expected loss
and show how it can be hedged by a forward
contract

(Exam December — 202])

(Page No. 38)



OUESTION - 117

Humata Ltd. a Japanese Corporation, has sold
goods today to Peacock Ltd., an Indian
company for an amount of JPY 74 lakhs. The
payment will be due in three months from the
date of invoice. At today’s spot rate, it 1is
equivalent to INR 50 lakhs. It 1s anticipated that
the INR will decline by 10% over the 3 — months
period and in order to protect the Yen
payments, Peacock decides to take appropriate
action in the foreign exchange market. The 3 -

months forward rate i1s presently quoted at
JPY/INR 1.44.

You are required to calculate:

(1) The expected loss to the importer and
(11) Impact of hedging by a forward contract.

(Exam December - 2021)

- fﬁage No. 39)



QUESTION - 18 (‘1 1'“7)

A company 1s considering hedging its iy : C ﬁt

exchange risk. It has made a purchase c:n H'edg' ng:

2016 for which it has to make a payment of US$

60,000 on DeFember 31, 2016. The present UFkﬂmt F:,}lem 144 ) '7.680‘0
exchange rate is 1 US $§ = X 65. It can purchase ( $GGGODYG‘4*2‘/’)

ard 1 $ at X 64. The company will have to make
pironRsAan) @z ot the forward a 0%- eost (76800 R 12%%75,) 4808
purchased. The cost of funds to the company 1§ 12%

_Pperanum.} Cost OE ‘;Hec,\a,mg/ < 1468

In the following situations, compute the profit/loss

the company will make if it hedges its foreign (') gk EXC‘\OQ& ﬁﬁe <L e&

exchange risk with the exchange rate on 31*

December, 2016 as:/ < qun on hfwm‘ﬂl COV’UL 2‘100'0'0
(i) X 68 per US §. 218‘5“'1—' (sg_eﬂ)x 800

(ii) X 62perUSS$. "R o ) o[y" Cast | 84 ‘F’&’
(ili) X 70 per US $.qun :2,6'0000 813 f ‘8/ Npt Fon EJSSS'SZ

(iv) X 65perUSS$. QQ;“ -~ 60 b0

“—




QUESTION -19
TT Ltd. 1s planning to hedge its forei%n

exchange risk. It has made a purchase on

or which it has to make a payment of
J5— ¢ 1 Lakh on 30/09/2021. The present
exchange rate is 1US $ = X 73. It can purchase

forward 1US $ at X 74. TT Ltd. will have to make

an upfront premium @ 1% of the forward
amount purchased. The cost of the funds to the

company 1s 10% p.a. In the following situations,
compute the Gain/(Loss) of the TT Ltd. will

m If they hedge with exchange rate on
30/09/202 as:

i) =X76/USS$
(i) T 70/US$

(1) X79/US $
Note: Calculation to be done on monthly basis

(Exam December - 2021)
(Page No. 42)




QUESTION - 20

ZX Ltd. has made purchases worth USD 80,000 on 1%
May 2020 for which it has to make a payment on 1*
November 2020. The present exchange rate 1is
INR/USD 75. The _gompany can purchase forward
dollars at INR/U I!(@ he company will have to make
an upfront premiu @ 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

15* May 2020:

(iiy INR/USD 71 0.25
ii) INR/USD 79
(iv)

You are required to advise the company for a suitable

0.40

cover for risk.

(Exam November - 2020)

(Page No. 43)




QUESTION - 21

Digital Exporter are holding an Export bill in
United States Dollar (USD) 5,00,000 due after 60
days. They are worried about the falling USD
value, which is currently at X 75.60 per USD. The
concerned Export Consignment has been
priced on an Exchange rate of X 75.50 per USD.

The Firm’s Bankers have quoted a 60-days
forward rate of X 75.20

Calculate:

(1) Rate of discount quoted by the Bank,

assuming|365 days Iin a year.

(11) The probable loss of operating profit if the
forward sale 1s agreed to.

(Exam November { 2018)



QUESTION - 22 @ Rate ak c‘[gcaun{' (J\/EAR:. 36¢
Excel Exporters are holding an Export bill in

d4Y
United States Dollar (USD) 1,00,00@_due 60 da

F-S 365
hence. They are worried-about the falling USD {Jh?M'lM n'/ (Digfr) - — )(lob 7&-—6—0-

value which is@urrertlPpat %er USDE_he R

concerned Expoft Consignment has been ?‘}15 20 — lis-eoxmx 365
priced on an Exchange rate ¢ er USD. — 115' 205 60
The Firm’s Bankers have quyéted a 60-day - 5-34 %

r—— D bl b oy, orbiny Pt

S Rt of scom a8y the Band i Hedainy s e
(11) The probable loss of operating profit if the
forward sale is agreed to. P ﬁﬁ < ( lIS"]O" 4&@) )(\EMM
(Study Material & PM)

(Page No. 45) - V3ﬂm



QUESTION - 26

wich

Following information relates t es
some parts of an electroniee=~8syice wh:ch are - -F to
JUSA, Japan and Europe or{90 days £redit terms.
Cost and Sales information:
Japan v) USA Europe
Variable cost per X225 X395 X510
unit .
Export sale Erice
per unit Yen 650 US$10.23| Euro 11.99
sl wEs a®
Receilpts from sale
due in 90 days (fenV78,00,000| US$1,02,300 | Euro 95,920

Foreign exchange rate information:

Yen/@

D,

Euro/X

forward

“?|3 months spot | 2.423-2.459

« SpoTTTaTket | 2.417-2.487

\.Ar‘nﬂnths 2 .39?

0.0213-0.0216

0.02144-0.02156

0.0176-0.0178

0.0177-0.0179

Advise AKC Ltd. by calculatmg
et R naen
ratid whether it should hedg

Average

Dntnbutmn tg sales

(Study Material, PM & Exam Nov -2019)

(Page No. 48)
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QUESTION - 27 Q@ Cnf A(""t © ‘ebi f!ooum

You have following quotes from Bank A and Bank B: ‘Fl’l st B (3 $ tYO M Ban K 4
Bank A
qt CHF[$ 146S5

CHP‘[% SPOT USD/CHF 1.4650/55
3 Months (5/10

MQM gu#,g/vom Bank

B ak §)2 15650

v w@elerrttrst O

SPOT GBP/USD 1.7645/60
3 Months |25/20

Calculate :
Cateus RN E . .
vﬁj How much minimum CHFHinount ou have to pay for CH - g 655 )( |'? 65
CHFI [;- 1 Million GBP potﬁ [et-TT C‘l-ﬁ-‘u%lr o F/ £ ] [I o
(11) Considering the quotes from Bank A only, for = 2 58€
GBP/CHF what are the Implied Swap points for Spo
over3months‘.: t g S = OHP t’rflemm
OHF/£ (Study Material & PM) 51060 m ) 258“ -
(Page No. 49)
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SE‘Z Rate 3mon1ﬁs FR_

CHF{$ 1-4650( 14655 CHe[$ 14655/ 1465
bl # )-t645/ LF660 $(p  17ca0/1640

C‘HF[£ 5,4 ; |L|Qc§;;|:f€q$' CHF/E 9.5822/2.‘5’86‘:‘

Adg= 14655%IF660 walo boink
= 25881 qu'ﬂ'ﬁ& PR 2-582’/9'536‘1
SR 2-§8%0 2'5881

-0~0025/. 0-00/2_

(?wajf 28/(9__.




the three-month

Grward 1atd> | @1.0/& .
According to your analysis of the exetange OB £ \S “‘IW W\GTL t(/'fLOOKGL
rate, you are quite -eonfident that the spot R a {'E ' g N H’U e %H‘(\Qllm )0
_i) Suppose you want to in the % £ qt ER ( $|39 4_

forward market then what course of action

would be required and what is the expected \S dvf qt 97( fn c*eOl SR ($ -3 2.>

QUESTION - 30
The current spot exchange rate 1 Gm and @ Ne EWP‘EC" mﬁt QK(D?C"CO\ ‘%’U'CE

dollar Profit (Loss) from this speculation?

(11) What would be your Profit (Loss) in Dollar _ g T A
terms on the position taken as per your qajf] e ( $|32 - #‘3.0 X .
————-.._______—____—-—_l'
speculation if the spot exchange rate turns

Sut to be $1.26/£. = $ 20070
Assume that you would like to buy or sell @ 8 * ﬁqh atl £ s $ J.2¢Q

£1,000,000.

_—— (RTP November - 2020) ffﬂﬂ ( 1.26 - |9 9 X ﬂg (7 (o] [

(Page No. 52)
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__QUESTION - 29

In International Monetary Market an

international forward bid for December, 15 on
pound sterling i§ $ 1.2816 )af the same time that
S -

the price of IMM sterlmgfuture for delivery on
December, 15 ie contract size of
pound sterling i1s £ 62,500. How could the
dealer use arbitrage in profit from this situation

and how much profit is earned?

(Study Material)
( | 28'6 _\F , 2%‘)6 (Page No. 52)



QUESTION - 28
An importer customer of your bank wishes to book a 2 !’_'IOﬂHls FK

forward contract with your bank on 3™ September for
sale to him of (::EES,O0,000 to be deliver.‘eﬁd fon 300 SQ'Dt %

sctoberi 2 MoNms
The spot rates oneptember ar 9.3700/3800 SP Ot ).F058 { 4 '1068

and USD/SCI) 1.7058/68. The swap points are:
gg%g oy y nﬂh{(vofz 0 -OOQGZO'OOQIF
USD/x fSD/SGD ) SGT
Spot/September 00/0400| 15 Month Forward | 48/49 SgD $ 17154 / 1.3185
+ASpot/October 1100/1300 | 2™¢ Month Forward 96/97

Spot/November 1900/2200 | 3" Month Forward | 138/140

Spot/December 2700/3100 :%' S
Spot/January 3500/4000
Calculate the rate to be quoted to the importer by

assuming angxchange margin of 5 paisa? (-,.) P, 0-JL 0- 1300
(Study Material, PM & Exam Max - 2018) q/ 4}3 qgm ! 43 5.[0'0

P (Page No. 51)
PEDA-
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UE =31 I it
Ox April 3, 2018, a Bank quotes the following: -:E/ - §M% Eﬂln é

Spot exchange Rate (US $ 1) INR 66.2525 INR 67.5945

2 months’ swap points 70 l 19;5 B 19 A SK
_~8 months’ swap points " 160 186 I T——
In a spot transaction, delivery is made after two days. ll( 3 N]Ol\“'l %G’QF 480 186

Assume spot date as April 5, 2016. \_../

3 (—*\S’P']oﬂ’thfmf _':E_ 9o

You are required to: :fO-—-éTle ?lﬂ““ kﬂ 1 V‘(lﬂlfl 9o 392
A Ascertain swap points for 2 months and 15 days. (Fﬂr'\ ?w* kﬂ-’ 2'10"%' %?= 4s a7 - ‘18

Assume 1 swap point = 0.0001,

June 20, 2016),

ﬁ Determine foreign exchange rate for June 20, 2016, (—l—) 2 Mo N fw

- dﬁk Ly 138
(11) Compute the annual rate of premium/discount of US$ 2 on 4 J uaJ E e —

(Study Material, PM & Exam November - 2016)
(Page No. 53)

QR 66.252C 6Y¥.5%95
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W) Premum oA Qicc

fﬂ’lP“\ iU”I/(DiS‘C) = Eﬁm X |00 % —3—2—'—
&

66.2625 + @6
A\/j B ‘\ ﬁqfe —1-;6% = G6-2582_

hvg Ak Rate = T 5945 167 883 o7 5014
; . 6€ 96y, -~ 66 208y
R e L

6‘1}' 6683 - 67.599¢" y
‘ﬁgk e - - 67601y XI@M 0980/




QUESTION - 10 @

Citi Bank quotes JPY/ USD 105.00 - 106.50 and

Honk Kong Bank quotes USD/JPY 0.0090- C.;)Ug, Bqn\ﬂ H){\k ko& BGH,Q
0.0093.
(a) Are these quotes identical if not then how : CO # {

they are different? ¥@ 105 0-0(106 > # 0 -OOQO(O -OOGIB

(b)Is there a possibility of arbitrage?

(c)lf there 1s an arbitrage opportunity, then NO \{\QSQ %440{"5'3\ L DOt i‘i'enti(‘oj_.

i} you are C?Jr ank ahea ¥/$
bz - 2030) Aét § ‘D)je/tf 6\7&01‘90 &WYen
(Page No. 31) g, jfﬂnli‘recb ?ﬂd{eﬂ AW $

Honk kong §anK i‘:"{; ;’}L

o Diyeel Quo

A jna’;rcrlt ?/Wlﬂo {vf f




() ¢ by Banl< HK Bonk

Wﬁ’ ]{9 0-0095 000513
I @
Bhﬁiﬁ
(oge L ﬂ Zﬂua}u‘f gmqj}: &n 100070

+ Buy $ from cily §onk g[;?? $733 96
foll ¢ 1Mok SIEZE .y soner s

kil lmrqmn yiooe?él/ 19-Y sooge - Y9611
Cage- 2 9}y 0« ity $107

M Y Frof 570"7 HKBQI)K ﬁo? - § 10¥526.8¢
. 3@@{ ;L[ T F/é‘jé)aﬂ)( ¥10¥S2€8£’ $1003 6‘7

106.CR

Gain = loog 6¢- Sl - 759 69




QOUESTION - 02

o~ Mr. Mammen, an_Indian investor invests in a
@ hstem . If the price of-the bond at
‘I the beginning of the year is and it 1s

Co¥ ’ USD it the end of the year. The coupon rate
.

payable annually. $ 2
s' 6,6 Find the zeturn on investmer investment in terms of home
»

country currency 1f
\ © [spishad &S %
Q/) 02’ A (11) USD Wdurmg the year Ry 3%.

(1} (1) USD deErecmt s during the year by 3% C‘

7( 0 __(v) Indian Rupee aEprecrtates during the year
G 7( 0 ; 7] by 5%.

\' 0 5 Wil your answer differ if Mr. Mammen

invests in the bond just before the interest
payable.

(RTP May - 2022 & Exam July - 2021)
PR
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EXAMPLE - 46

You sold to your customer HK $ 10,00,000 at
1.25 & Covered yourself in below market.

Local
/% = 70/71
International

HK$/$ =12.50/12.75
(1) Calculate cover rate.‘/

(1) Calculate profit/loss.

. A‘J,J)H]q{- Buy Hl\’,é ifrom 'Inhqdﬂmpgqﬂk igu,( ,qk? (ﬁk,élooom x §.25) = S F250000
Hkt/f 1250
(ueifife ¥/h$ = g = 9568




OUESTION - 32

s_t_::-_lci 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 rates were

US$ 1 =H.K.$7.5880 7.5920
Local inter bank market rates for US$ were
Spot US$ 1 =342.70 42.85

Calculate cover rate and ascertain the profit or
loss in the transaction. Ignore brokerage.

(Study Material & PM)
(Page No. 54)
A e,




OUESTION -33

A Bank sold Hong Kong Dollars 40,00,000 value
spot to its customer at X 7.15 and covered itself in
London Market on the same day, when the
exchange rates were;

US$ = HK$ 7.9250 7.9290
Local inter-bank market rates for US$ were
Spot US$ 1 =3 55.00 55.20

You are required to calculate rate and ascertain
the gain or loss 1n the transaction. Ignore
brokerage.

You have to show the calculations for exchange
rate up to fQurdecimal oints)

(Exam May - 2013)
E—

(Page No. 55)



QOUESTION - 34

English Bank Ltd. Eoldl Hong Kong Dollar 10
Crores value spot to its_cugtomer at X 9.70 and
covered itself in the London market on the same
day, when the exchange rates were US $ 1 = HK
$ 7.7506 — 7.7546. Local inter-bank market rates
for US $ were Spot US $ 1 = X 74.70 - 74.85.
Calculate the cover rate and ascertain the profit
or loss on the transaction. Ignore brokerage.

Figures are to be rounded off to 4 decimals.

(Exam November - 2020)

T

(Page No. 56)




OUESTION - 35

You a foreign exchange dealer of your bank, are
informed that your bank has sold TT 1. on
Copenhagen for Danish Kronex 10,00,000 at “the rate
of Danish Kroner 1 = X 6. 51501You are required to
cover the transaction either in London or New York
market. The rates on that date are as under:

—
Mumbai - London X 74.3000 2 74.3200
Mumbai - New York X 49.2500 2 49.2625
wfondon — Copenhagen WOO DKK 11.435C
New York - DKK 07.5670| DKK 07.584C
Copenhagen

In which market will you cover the transaction,
London or New York, and what will be the exchange
profit or loss on the transaction? Ignore brokerages.

(Study Material, PM & Exam November - 2013)
(Page No. 57)
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EXANMPLE - 417

Spot Rate 3@ = 70.25 @ Lo 3
R fI
ate of Interest - F - Q‘_Toqs X Py
India =12%p.a..v
USA = < 1'}'0-3‘?
Calculate
(1) Nothing is mentioned in question. @ | 3/':1-
g . e -l.‘?.!
(i) Rate of interest compounded annually or (
effective. F i _\-'2 :fo : Q 5 Pl -
(i1)Rate of interest compounded continuously. (" 08
Page No. 09) ‘:f
— = ¥ 7089
3
Qn-lﬂ 12

= 10-25 X 60*03)(3/19_

- _ A
i Q-TD 2S X 0002

= 9702 x erg_n.oa
= 3 Yo-26% @0

= 3 Jo-25 K |-0lo|

= ¥ ¥0-3¢




EXAMPLE - 48
Spot Rate /& =57.45

Rate of Interest
India = 10% p.a. Effectivé

. UK = 8% p.a. Effective
|-lo + 08 = “— 12 ‘l'"“ Calculate 7 months FR -
| ?(:F/ll . | G-ID /IL (Page No. 09)



EXAMPLE - 49
Spot Rate $/£ = 1.5075
Rate of Interest
US = 8% p.a. Effective
UK= 11% p.a. Effective

Calculate 9 months FR.

QAQ. P No. 09
7703 (Page No. 09)
1.50%F5 )l

= 14768




EXAMPLE - 50
Spot Rate ¥/ =0.3045

Interest Rate

Japan @ Compounded@

India = 10% p.a&. Compounded Quarterly

Calculat(S months FR
' s,(Page No. 09)
!I-D‘IOG! -




EXAMPLE - 51
Spot Rate €/£ = 1.2545

€/ =1.27175

Rate of interest

Europe =8% p.a.

UK =7
11'-,(4 (Page No. 10)
b= § % lth g

104
L1237S = €128495 X

. (2

. 435/Pq



EXAMPLE - 52
3 Months FR
e

/$  =XT72.80
Rate of Interest
India = 10% p.a. Compounded Continuously
US =8% p.a. Compounded Continuously
Spot Rate =7

eht (Page No. 10)
F=<x eht 3
eo-loxTn_
Q?QSO = 3 X eo-og‘lsh‘z_
' N Q0-02§
¥72:50= § X ©0-02

¥ F2:30 = § xp 000§

7260 F200 w9
. ©0-00§" T 1000 L jl’




EXAMPLE - 53
Spot Rate I/£ =1390.45

3 Months FR
X/ =1%92.75 :
Interest Rate
India = 12% Compov . \-- TRuually
UK =27 X V"



EXAMPLE - 54
Spot Rate I/$ =374.25
9 Months FR
X/$ =13175.50
Rate of interest
India =7?

USA = 8% p.a. Effective.

5-30 = ) ¥4-35
7 Q;{L XW@L

3 1550 (1-08) CM)S/,L

F43S 9/,
I 021?99 = ( M)
o'-H“ »95) R

1093 = [+2
g = 10937 P9



EXAMPLE-55 ( Tof)

1YEAR PR
SpotRate X/$ =71.50 L+2
Rate of interest F < A [+
India = 12% p.a. = RFL50 X 12
g ' 1-10
_ 0
USA =10% p.a. - tf::-ﬁﬁ
Calculate 1 year FR : !
. . . n@ E’remuum N f
(i1) Calculate premium/discount i P 3
(111) Calculate premium/ discount in X %hPm ) = S- |00
Assuming [RP hold good. ?2 R0 - ‘LH ¢
F @ l+)L (Page No. 11) ?l o X100
A = 1827

132

3 © 42 (D}S(c‘vﬂb N
J2-80  _ 2 DISC InN = ~§——E7J0’D

F/-CO __ l_glc;L j’&“ﬂ-%w 1387/

= [-082- 72-80 DISc 17

- 1827 = 1822 F% ¥







EXAMPLE - 56
Spot Rate /$ =¢
6 Months FR =9 «

FR =7




QUESTION - 36

On AErill onths interest rate in the UK £ and

The UK £/US $ spot rat

p = orward rate for |

UI< 7.5/ 19
us 35/ ¢-°

SK f/jt 0I5 Fo

ST

US$ ar b and 3.5% Eer annum respe tlvely
0.7570. What w

for delivery on

(Study Material & PM)
(Page No. 58)

IMonth FR Using TRP
-‘.
P[ . §x e (l




OUESTION - 317

On 15 April, 3 months interest rate in the US and
Germany are 6.5 per cent and 4.5 per cent per
annum respectively. The $/DM spot rate is
0.6560. What would be the forward rate for DM

for delivery on 30* June?

(Practice Manual)
W (Page No. 58)
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OUESTION - 38

The following table shows interest rates for the United
States Dollar and French Franc. The spot exchange rate is
71.05 Franc per Dollar. Complete the missing entries:

3 6 1
Months | Months | Year

Dollar interest rate

(annually compounded) 112 % | 12 %4 % 2
y P

Franc interest rate
(annually compounded) | 19°%2 % ? 20%
Forward Franc per Dollar ? ? 1.5200

Forward discount per Franc

percent per year ? 6.3%

(Practice Manual)

(Page No. 59)



QUESTION-39 ( TmP)

The US dollar is selling in India at % 55.50. If the
interest rate for 6 months borrowing in India is

10% per annum and the corresponding rate in
USA iS 4%.

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

(11) What will be the expected 6-months forward
rate for US dollar in India? and

(111)) What will be the rate of forward premium
or discount?

(Study Material & PM)
SR ‘;"/ 55-50 (Page No. 61)
Tnn‘,‘q . o P

© Rate of Tat in USA ig (en
H\Qﬂ Rate o} pOHLET 1n°l|'q fence
? wM &e qt F:h?mwn e

1‘“” TRP:
) nygn’rﬂa £R ufin; 1RF
L+A A

= 8*1-023

P: 35550 xqo= = I5F43

LN
® bremien in ¢ F _%__SKW%

premiam U

= 58F/. fmzvmmm N i‘



QUESTION - 40

The USD Dollar is selling in India at X 72.50. If the
interest rate for a 3 — months borrowing in India

1s 6% per annum and the corresponding rate in
USA is 2.75%.

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

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

(11)What will be the rate of forward premium

of discount? __
(Exam November
(Page No. b2)



QUESTION -41
If the present interest rate for 6 months
borrowings in India 1s 9% per annum and the

corresponding rate in USA is 2% per annum, and
the USS$ is selling in India at X 64.50/9.

Then:

(1) Will US$ be at a premium or at a discount in
the Indian forward market?

“.UO ~ (11)Find out the expected 6-months forward rate

){\U) 0"*[ for US$ in India.

~" (iii)Find out the rate of forward
premium/discount.

(Exam INovemb er —2017)
(Page No. 64



QUESTION - 38 =X Mol ﬂ\&

The following table shows (interest rates for the United
/ States Dollar and French Franc. The spot exchange rate

$ 7 U!. is 7,05 Franc per Dollar. Complete tl:7(s.smg entries: F - s A m
FFFF J-o8C 3 q ICAL L-l-!o 'QSXTD
Year

. Months | Monthg P - PF '.TOS 1+ (O jl:)&'g/ﬂ)
Dollar interest rate \\ S_f \‘1 s
BBz 1% % | (24 ) = PF Y05 % LOASFC
Franc interest rate \SV -018FS
(R RGmod) 19 % | 2 20%
Forward Franc per Dollar ? ? | 7.5200 F F q 19 3/

.P:r-v:ard discount per Franc , Con( ‘D' _.-185 ,L
- CE | (PﬁcticeMax:ual) FF ?05 7( | "5) 12.
(Page No. 59)
= PEYIT

@ Disraunt pAPE

- £ 12

®}QC = —F—'RMOX 3
:ﬂi&ﬁxmxl ?SFQ/

7-(9’- pisc inF



6 oﬂw)’g\
@ frvwobid Rate © £t Tolt Rate

'_ S-F 1+
Disc-in PP = T C = Q% en
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- 00315 = . 728 = F:05 X | igias
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EXAMPLE - 57 ' {ahemium in $

SpotRate X/$ =60 L~ -fk*,@ _ 6‘!-50-62’“_0

| Year FRX/$ =<61.50 N e

Interest Rates = 2 57/ PQ.
India = 12% p.a. i NQ%Q‘l'W? Intt Ecl'k &xﬂ?ﬂfe
USA =8% p.a. 12-8 = ﬁ/fq

Calculate arbitrage gain if you can borrow X

60,00,000 or $ 1,00,000.
(Page No. 11) $ﬂf€ qf\-(ve TnH RQ{? Glo \‘QND(Q
c Mo ommnq Ing pence

ﬁWPSk in Tﬂ«!.q{ ?o-mw tmn S



l L T

Todory

* Bomaw $1oocm fom US @ 87 p.9. kaam

. Convert %mm N T at =
$100000 % 60 = T 6600 0T

+ Tnvest T 6060000 in :Tnc‘iq @|2- p,q_tﬂ“TE\w\
" Foh(ﬂﬂ"\“‘ COV’@}L
LYEAR
fuch TnHaws - <soor ([12) = = 62000

oNyEAE S6F 2007 N0 $ at FERLD

C’afﬁ Tn s ( @ ; gif_gm = 310926823
|08 77000

Cach Oulffus = $igoad K108 -
{113}' N > 1268 23
bt Gan ¢)= $126827 X 61D

- I 8o




EXANMPLE - 58
Spot Rate X/$ =260

l YearFR X/$ =X63.25

Rate of Interest
India = 12% p.a.
USA =8% p.a.

You can borrow X 60,00,000 or $ 1,00,000.
Calculate arbitrage.

@D kb

(Page No. 11)




EXAMPLE - 59

Spot Rate $/& = 1.25875 Ilfm“*m_i‘_\ _ﬁ

6 Months FR _ F- K 12
$/£ =1.2650 f”!""\“‘m =g x| G
Rate of Interest - ).2650-|-25%65 e
J - I g
USA =5% p.a. 1.2 5':[:5
UK =4%p.a. = 1.187. hem'}um N 'f.

You can borrow £ 1,00,000 or $ 1,25,750. nce
Calculate arbitrage. E&Ql‘t\/e 1““' RQH d'kkw
(Page No. 12) .Inﬂ_ ﬂﬂ\{?d’“ < S Ll - lb/

choﬂ H\
epnjum 1N £ "f a0
g F) );?qﬁo it fhence fl'nmt

HP”T +$m<w)$



ﬂﬂhoc TN

"34013) ° %mmp $\2¢5 ¥50 Tom Us @ s/ f.q- bw
A oﬂfrli

' 1253F50
. Convert §inke £ at se $2OFO. £rman

B onths
YB\QM ’ﬂfoncash TnHWs nt ({Jcmmb Xl'@: £1020Ub
Covert £ ioaaw at R

C. I 1N $ (fjozooox I'QGS@ = $J2?o3o

C-0 ?",ﬁ ($12§?’507<l'o?5) 2“$l-'*33?3-75
hebitvode G - $136.25”
4%3%@1} (.5) . PBE AT

[-2650




’_[n’d RQ”fe
UsSA = lo/-PQ
Tdia= &/ 11

| premumin =

F
—

—

: Tl Rare duf -

']_nvpsk n <

S- F
—  XI00

F.

80-25- :fgﬂcmb

FE4C
2.297.

6-8= 2/



UESTION - 42
Spot rate 1 US $ =X48.0123

ays Forward ratefor 1 US $ =X }E.BIQO

Annualized interest rate for 6 months — Rupee =
12% v

Annualized interest rate for 6 months - US $ = 8%

=

Is there any arbitrage possibility? If yes how an
arbitrageur can take advantage of the situation, if

he is willing to borrow X 40,00,000 or US $83,312.

H ", H (A)Df’> (Study Material & PM)

(Page No. 65)
e




UESTION - 43

Given the following information: ]E}ze M in DM

Exchange rate — Canadian dollar 0.665 per DM . - |2
‘o’ltmwm = -E——S*nmw 1

spot)  C8fpm 0-66% S

' -0- |2
Canadian dollar 0.670 per Dgl $(3 @nél-lz):rrb _ 0.6F0-0-66 ':;' n* 3
Interest rates - DM 7% p.a. {Dm 0.-665
Canadian Dollar - 9% p.a. = 37 P4 k -
What operations would be carried out to take the N? q{'(\fﬁ’ IﬂJd' : Ql'C A-' ik
possible arbitrage gains? _

Tt Rutediy = 3-F = 27

(Study Material, PM & Exam May - 2011)

(Page No. 66) %%?;llfﬁ@mh’m In D”"l ’S “)N

an Jn¥ fafe 4,”,/-:0(% 'f‘mct
ravect in Dan £ fmw’ from C




g:'hocem [ Aswme Can$1m|
'—rw\ﬂla/

- Borras Can $1070 @ §7-P.a- v Lefon fhs

. Convert Can § infe 9m ot <R %ﬂ*éélm: DM 1503 .7 €

. Tmmf DM 4503-F¢ @ F7/-Pa L—vf 37001&

jﬂﬂ)? 6r1&£:ﬂ;;1 jnHM in M (JSOB-}’G) J-015F'5) = [530-07
. Covert DM J530. 0% info (ang Gt PR
(ash Tﬂﬁdw(@"ﬂz Q53°' °F 7‘”'“@ =(Ganglo2g | ¢
o s = Cofimxrosss < (nf oz

Awa’i)ma o = Cand 2- 65
M‘i{w?]q:'n (pa) - Q826 9 3 951

0§30



QUESTION - 44
Mercy is a Forex Dealer with XYZ Bank. She notices

following information relating to Canadian Dollar
(CAD) and German Deutschmark (DEM):

Exchange rate— CAD 0.775 per DEM (Spot)
CAD 0.780 per DEM (3 months)

Interest rates — DEM 7% p.a.
CAD 9% p.a.

(1) Assuming that there 1s no transaction cost
determine does the Interest Rate Parity holds in
above quotations.

(11) If yes, then explain the steps that would be
required to make an arbitrage profit if Mercy 1s
authorized to work with CAD 1 Million for the
same purpose. Also determine the profit that
would be made in CAD.

Note: Ignore the decimal points in the amounts.

(MTP: Oct - 2019)

———————
(Page No. 67)



OQOUESTION - 45
Given the following information:

Exchange rate — Canadian dollar 0.666 per DM
(Spot)

Canadian dollar 0.0671 per DM (3 Months)

Interest rates — DM 7.5% p.a.

Canadian Dollar - 9.5% p.a.

To take the possible arbitrage gains, what
operation would be carried out?

£o (Exam Maz—ZOlG & 2018)
-H. | (Page No. 69)

Ho OFY



OUESTION - 46
Given the following information:

Exchange rate — Canadian Dollar 0.666 per DM
(Spot)
Canadian Dollar 0.671 per DM (3 Months)

Interest rates — DM 8% p.a.
Canadian Dollar 10% p.a.

What operations would be carried out to earn the
possible arbitrage gains?

(Exam November - 2010)

EESI T s e N
(Page No. 70)




QUESTION - 48 _M_@if——
Spot rate 1 US$ =X 68.50 :/$ i . G NlO"”B F R 68 50Xl 03

I..EP premium on a six month forward
annualized interest 1n US 1s 4% and 9% in India. e g ?o 555

Is there any arbitrage possibility? If yes, how a

trad take advantage of the situat
rader Cdll take advariage o e situation if i- Fh' m|”m 'n # 3 x—
(Exam Novem *2018) 6 YA fq

SETEEEE
willing to borrow USD 3 million. § R E
(Page No. 73)




nBitnage brocess
ey

. Bowraw $30000w0 eduivaknt I ($30Mw x 6859

2055 ' -
Gz\gmm -o\m tmro :tm\m @ 3v.9.9. tv‘(

. Convert T info$ atsR e tmaom
. Javest fé’o“m’ in Vs @ 47/ 'q-{"fﬁ"'lonﬂbﬁ

Ca_rh jﬂgrm 'lﬂ -* = ‘#30000'{[) |'0‘1> < #30600‘({5
Convert $ inte 3 at € V(anth IR

Cagh j"(fﬂ"*? N (f3060oob x?o.s's?-.-. I8 38300
chﬂ ijﬁw)s (2055'(0(@ (’ .q%ﬁ‘ s DI‘IT-lf?SGb

4.‘L, qq’n'.:. 5\1!15096'!)
[16310-6F




OUESTION - 49

.. ﬂonmé

Following are the rates quoted at Bombay for i 50""” ; 100 6¥0 t*'m

2Q .

British Eggpd:
BP/X Q £ 52.60/70 | Interest |India|London
S Rates

Months forward | (20/70 |3 Months | 8% | 5%
onths forward 50/75 |6 Months | 10% 8%

Verify whether there 1s any scope for covered

interest arbitrage if you borrow rupees.

(Page No. 74)

India @ g7 Pa- v
3ﬂ,oh|'l)5
. Convert ¥ inte £ qt SR
g 5270
210072 £1897.53
52-70 _
¢ Toyest £1837-53 1P (0“4“"

@5-7,4?.?. kf' 3I'10”H\J-




AfreR 3 jonfﬁzs

- \-0\25): {1921-2‘5
n £ (189753
Cash Tnblowas in

R(L - T52-8°
h 1 6'faw.§/in Q - @21-257&8?-?0 -.-.2\5101;:2.
T Y102
Ccas; Ouﬂf[;fowcs in = (100 x1-02) = ¥
0

0 Py 559
M 18 No m:é: ,,'la’/o& AVM"?(
73/ ffufbt’m ?oﬂow-




QUESTION - 47 (H\P'\d‘wz)

(1) Interest rates for 3 months in USA and Canada
are as follows:

Tovest
Currency Borrow Ixterest
US$ 4% 2.5%
Canadian $ 4.5% 3.5 %
(i1) Can $/ US $ spot 1.235 ---- 1.240 C$/~$
3 months forward 1.25 5---- 1.260

Advice, the currency in which borrowing and

lending for 3 months needs to be done for the
IUS company)Take 3 months = 90/360 days.

(Exam Jan-2021)

e s

(Page No. 71)



SO

L~ QUESTION - 54

Your Company has to make o US $1 million payment in
three months’ time. The dollars are available now. You
decide to invest them for three months and you are
given the following information:

(@) The US deposit rate is 8% per annum

(b) The sterling deposit rate is 10% per annum
(c) The spot exchange rate is $1.80/pound
(d) The three month forward rate is $1.78/pound.

(1) Where should your company invest for better
results?

(1) Assuming that the interest rates and the spot
exchange rate remain as above, what forward
rate would yield an equilibrium situation?

(11) Assuming that the US interest rate and the spot
and forward rate remain as in the original
question. Where would you invest if the sterling
deposit rate were 14% per annum?

(1v) With the originally stated spot and forward rates
and the same. dollar deposit rate, what is the
equilibrium sterling deposit rate?

(Page No. 79)

®)

OE‘\"O'D.L Tovestment in us
CoshZoffaws = $|oWAW (1-02) = Elozom\

0\:‘\1‘”\ 2 Tnvest in UK

Convert § inte £ ot R

|80

= £555555-56

Tovect € @1opPa. fov sronths
Cm‘h 'fn-f‘fou)&(f.) 555558 7€ X1-02§

Conrt f lml0¢ 9t FR
£669449 9S X 18

= £569944-15
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(i) Tovest in UK = $1023500
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F= Q% 1
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EXAMPLE - 60
SR /9 X50.00

Inflation Rate
India = 10% p.a.
USA =8% p.a.

Calculate 1 & 2 year Exchange Rate.

e (S) S < —7 -"-:: gPage No. 12)

T L0
B(s) = I50 % o * F50-3

QIEAP\
E(S) \?1‘50 93\( |08 -QSI 87‘




ADOUESTION - 50

The rate of inflation in India is 8% per annum

and in the U.S.A. it is 4% . The current spot rate
for USD 1n India 1s X 46. What will be the

expected rate after 1 year and after 4 years

applying the Purchasmg Power Parity Theory.
(Study Material, PM & Exam May - 2010)

(Page No. 75)




OUESTION - 51

The rate of inflation in USA is likely to be 3%
per annum and 1in India it is likely to be 6.5%.
The current spot rate of US $ in India is X 43.40.
Find the expected rate of US $ in India after one
year and 3 years from now using purchasing
power.parity theory.

(PM & Exam November - 2017)
(Page No. 75)



OUESTION - 41

(1) Interest rates for 3 months in USA and Canada

ety ——
are as follows: Il'lw ‘t
Currency Borrow TRhesent
US$ 4% 2.5%
Canadian $ 4.5% 3.5 %
(i) Can$/US$ spot 1,235 --—- 1.240 c*ls

3 months forward 1.25 5---

Advice, the currency in which borrowing and
1ng for 3 months needs to be done for the

Take 3 months = 90/360 days.

(Exam |an-202 1)
Gy cans

(Page No. 71)
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OUESTION - 24

ABC Co. have taken a 6 month loan from their
foreign collaborators for US Dollars 2 millions.
Interest payable on maturity i1s at LIBOR plus
1.0%. Current 6-month LIBOR is 2‘@.
Enquiries regarding exchange rates with their
bank elicit the following information:

Spot USD 1 X 48.5275

6 months forward ¥ 48.4575 O

(1) What would be their total commitment in
RuEees, if they enter into a forward contract?

(1) W1ll you advise them to do so? Explain giving
reasons.

(Study Material & PM)
(Page No. 46)
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QOUESTION - 25

XYZ has taken a six-month loan from its foreign
collaborator for USD 2 millions. Interest 1s 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 %
6 months LIBOR for INR @

You are required to:

(1) Calculate Rupee requirements if forward cover is
o
taken.

(11) Advise the company on the forward cover.

What will be your opinion if spot rate of INR/USD
1s 68.4275 ?

(Exam Jan-2021)

P S S N s e
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EXAMPLE -61
Real Rate of Interest = 10%

Inflation Rate = 5%

Qinal Rate of Interest

(Page No. 12)
“

Calculate N=




EXAMPLE - 62
Real Rate of Interest = 8% p.a.

Inflation Rate = 6% p.a.
Nominal Rate =7

(Page No. 12)
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EXAMPLE - 63

Nominal Rate of Interest = 15.5%
Inflation rate =5%
Real Rate of Interest =7

(Page No. 13)




EXANMPLE - 64
Suppose SK Q'/ $ ?O
India USA -—rn‘llq U . A
Real Rate 3% 3%
Inflation Rate 8% 5% [PPP] ﬁ
Nominal Rate 11.24% 8.15% [IRP] ’E

SR = 3/$ = 270 ﬂEAL 37

37.
Calculate: 1|\-Hq 8 7 . ‘WQ (PPD

(1) FR as per Interest Rate Parity.

(i) FR as per Purchasing Power Parity. " 'I' 2 ? ./' 8' 'ST. ['1RF)

(Page No. 13)
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EXAMPLE - 65
Ram purchased goods from USA

Payable =$ 1,00,000 After 3 months

3 month FR X/$= 72 a

Cash discount @ of immediate payment
X Loan = 14% p.a.

Which option is better

(1) Leading.

(Page No. 13)
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EXAMPLE - 66
Ram purchased goods from USA

Payable = $ 1,00,000

SRX/$ =X YO@ '

6 months FRI/$ = X 68

X Loan = 10% p.a.
S
Which option is better

(1) Pay immediately without any interest.
(ii)wmhs @ 12% p.a.

(Page No. 14)
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EXAMPLE - 61

We export to USA & export proceeds $ 1,00,000
after 6 months. We can hedged with the help of
following two alternatives.

(1) Invoicing 1n home currency at |current

Exchange rate‘

(11) Forward cover

SR X/$ =X 10/ 72
6 months FRX/$ =X88/X70

Whaich option 1s better?

(Page No. 14)
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QUESTION - 55 . .
o mmed.
Mxter has to settle an import bill for Hdn L P ' “‘

$ 1,30,000. The .exporter has given the Indian B “"3’ $ 130060 qt S,
exporter two options: $ |30000 7( 4636 = 6286 8@
(i) Pay immediately without any interest

charges. Qo‘)‘l’m ;GQSGBW @.I'S*'ﬂ- fa.

— TR

(11))Pay after three months with interest at 5 *w{ Srllonﬂu

percent per annum.

The importer's bank charges @percent per CM*\MHWS =0 28 6 ?0'0 '-0315)

annum on overdrafts. The exchange rates in the - Q's S22 555
market are as follows: . (1
Spot rate (X /$) : 4_:8_._?5 /48.36 o 'hm 2 a S of
3-Months forward rate (3/$) : 48.81 /48.83 ¢ fmy‘u? N $ 130000 X 1-0128

- Q 131625

The importer seeks your advice. Give your

advice. # l. FR
(Study Material@& Exam November -2011) Bu‘a' q le
(Page No. 82) $Is ?
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STION - 56 ’_omm
importin oods worth USD 2 million,

requires |90 days Jto make the payment. The

overseas supplier has offered a 60 days interest

P

free credit period and forfadditional credit for 3C

days an interest of
The bankers of Z Ltd offer { 30 daydloa @

per amumpnd their quote for foreign exchnge
1s as follows:

{
Spot 1 USD ‘/

56.50
60 days forward for 1 USD (57.10)
90 days forward for 1 USD 57.50 |~

You are required to evaluate the {ollowing
options:

(1) Pay the supplierin or

(11) Avail the supplier's offer of 90 days credit.

“

(Study Material & PM)
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OUESTION - 51

DEF Ltd. has imported goods to the extent of US$
1 crore. The payment terms are 60 days interest-
free credit. For additional credit of 30 days,
interest at the rate of 7.75% p.a. will be charged.

The banker of DEF Ltd. has offered a 30 days
loan at the rate of 9.5% p.a. Their quote for the
foreign exchange is as follows:

Spot rate INR/US$ 62.50
60 days forward rate INR/US$  63.15
90 days forward rate INR/US$  63.45

Which one of the following options would be
better?

(1) Pay the supplier on 60th day and avail bank
loan for 30 days.

(1) Avail the supplier's offer of 90 days credit.
(Study Material, PM, MTP AEril — 2022 & Exam

- May - 2015)

(Page No. 84)
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QOUESTION - 58
Gibralater Limited has im orte

shampoo at landed cost in Mumbal o&

each. The company has the choice for paying for
the goods immediately or in 3 months’ time. It
has a clean overdraft limited where 14% p.a.
rate of interest is charged.

Calculate which of the following method would
be cheaper to Gibralter Limited.

H'w . (1) Pay in 3 months’ time with interest @ 10%
p.a. and cover risk forward for 3 months.

(11)Settle now at a current spot rate and pay
interest of the over draft for 3 months.

The rates are as follows:

Mumbai X /$ spot : 60.25-60.55

35/25
.
(Study Material, PM & Exam November - 2014)

(Page No. 85)
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QUESTION -61
An Indian Exporter 1s to receive € 200000 after 1

month. The customer is requesting a total period
of 3 months. The Indian exporter is planning to
allow additional 2 months to the foreign party at
an interest of 6% p.a.

l month FR€1 =X56.70 — 57.20

3month FR€1=X57.80 — 58.45

The rate of interest is Indian deposit rate i1s 14%
p.a. for X deposit made for 2 months.

Advise the exporter as to whether he should
receive at the end of 1 month or at end of 3
month.

(Page No. 87)



EXAMPLE - 68
Payable = $ 3,00,000

Receivable = $ 2,00,000
Exchange Rate (3 months FR)
/% = 10.50/71.75

Calculate cash flows at the bnd of 3" mont
e R,

(1) Without Netting.
(11) With Netting.

(Page No. 14)
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EXAMPLE - 69

Import from USA & $ 1,03,000 payable after
months.

Interest Rate
India = 15%/16%
USA = 12%/13%

SR X/$ =70
3 months FRX/$ =172

Which option is better

(1) Money market cover.

(11) Forward cover

(Page No. 15)
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EXAMPLE - 70

Export to USA & $ 1,06,000 receivable after 6
months

Interest Rate
India = 8%/10%
= 10%/12%

USA

6 months FRX/$ = 68/69
Which option is better

(1) Money market cover.

(i1) Forward cover.

(Page No. 195)
e S )



s"‘l"' 3 :rl\WSt Qmwm In 1‘]"!"10 ﬂ,oﬂta,ﬂ)ﬂhot

oNfhs
Yommy xI-01 = ¥ $280010

@ 8/ Pa. t‘n 6™
Cash 2 Haws -




option 2. forwod Cwer
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QUESTION - 63 .C owm 1 wo’\j Covel
alUK basedl company. Invoice F’h

An cxporter 1S
$3900%°

amount 1is $3’50i000' Credit period is three

months. Exchange rates in London are :

Spot Rate ($/£) 1.5865 — 1.5903 s a
3-month Forward Rate  (${E) 1.6100 — 1.6140 2 € 2
Rates of interest in Money Market: v
Ty
De;-):;sit Loan -I o= £3som
$ 1% 9% 3 "‘HWS -
I-6140
£ 5% 8%
Compute and show how a money market hedge — { 2,‘68 §52. Sll

can be put 1n place. Compare and contrast the
outcome with a forward contract.

A
(Study Material & PM)
S S S
(Page No. 90)
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QUESTION - 64

ABC Ltd. has specilalty computer

equipment worth US $ 2.50.000 from & company
in US. The amount due for the imports 1s payable

after 3 months, the treasury manager of ABC Ltd.
has collected the following market quotes:

Exchange rates; |
Us Spot X /$ 47.15 @
000 Forward 3 months swaf 55/60)
% Interest rates (p.: “] T‘;b

Dollar (3 months @ / 6.50%.

R"‘ SDWL Rupee (3 months) 10.00%

x(l The supplier of the equipment has offered a
?30 discount of MO if the payable is settled at the

b . .
current date. The manager 1s reviewing the

;s-o 2‘1 b follpwing alternative tc Ag payable:

1-0 z? s— Cover through§orward marke
‘_(/ Cover through money Ttic ;
QU




(c) Avail the cash discoun

taking a bridge loan a Ja. from a
Financial Institution.

You are required to suggest the best alternative

to settle the payable.

= 11588590
K1-0225~
= 11899311

(Page No. 91)




jUESTION 62
Columbus Surgicals Inc. is based ir@ has
recently imported surgical raw materials from
the UK and has been invoiced for £ 480,000,
- P e
payable in 3 months. It has also exported
surgical goods to India and France.

The Indian customer has been invoiced for £

138,000, payable in 3 months, and the French
SR

customer has been invoiced for € 590,000,
: e
payable in 4 months.

Current spot and forward rates are as follows:

Spot: é/ \$ 0.9830 - 0.9850
Thr nths forward: =G"9520=0"90"%
US$ jé! Lg

Spot: 1.8890 - 1.8920
Four months forward: 1.9510-1.9540




Current money market rates are as follows:

UK: — 12.0% p.a.
France:

USA: m -

You as Treasury Manager are required to show
how the company_ cam Rgedge its foreign
exchange exposure using Forward markets and
Mon hedge and suggest which the

best hedging technique 1s.
gStudx Material & PM)

(Page No. 88)
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pugalfe

Since Company has poualle 2480000 § Recsvalle
£ 4380v0 qt;i"! ﬁrznﬂfnct Nerrg« iﬁﬁmik\e

£ We '\f" O“h}tﬂ ({480000-{,1331:.0&): £,342000

_£342000 _ $359248.%0

0.9520
steb 1 Calaulaion of Amaunt o be invested in
UK money market @ Jo7- f-a- for g™onthd

M = '£ 33335854

[-035

S .84 at 86585 .
fep 2 Baa £ 33365859 At SR 50_1_8377=$33%28 33

3 Bewaw $339428-83 (rom Us Mohe orlyek
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MMC i<

Petter due



DQUESTION - €

An Indian &aporting frm. Rohit and Bros..

would be covering itself against a likely
depreciation of pound sterling. The following

data 1s given:
: \N&500,000

Recelygbles of Rohit and Bros
Payment date : 3-months

eC
\/ﬂpot rate
st

3 months interest rate

cent per annum

@ cent per annum
C{Rat should the exparter do"

(Study Material & PM)
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QUESTION - 83

XYZ Ltd. hannds to the extent off US$ 8

Million. The payment terms are as under;

e .
\xﬁ{ 1% discount if full amount is pair
e i

go) 60 daxs interest free credit. However, in case ' :

further delay up to 30 days, interest at the rate

S e CA—
0.a. will be charged for additionaldays after 60
,days. M/s td. has Lakh availablg and for
.days. M/s LI

remaining 1t has an offer from bank for a loan up to
e e
90 days @ 9.0% p.a.

The quotes for foreign exchange are as follo

WS,
0’1 Spot Rate INR/ US$ (buying) % 66.98

60 days Forward Rate INR/ US$ (buying) <X67.16

60 (‘a‘, 9o

- days Forward Rate INR/ US$ (buying) <X68.03

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

(1) Pay immediately after utilizing cash available and for

balance amount take 90 daxs [oan from bank.

(11) Pay the supplier on 60th day and avail bank’s loan
(after utilizing cash) for 30 aays.

e,



(ii1) Avail supplier offer of 90 daxs credit and utilize cash
available.

Further presume that the cash available with XYZ Ltd.
' 13 till it is utilized.

(Page No. 122)
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EXAMPLE -71
$ Payable =% 1,00,000 After 3 months

3 months FR X/$ =61.50
Currency future
3 months future rate X/ $i%'

SE E.‘. Rq"'&
On settlement date X/9$ 1 tis X
62 & in future market if GQ. \

Calculate cash outflows.

(1) Currency future. UG
(ii) Forward contract. S E
(Page No. 15)
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EXAMPLE - 12 o uMpnc
$ Payables after 3 months = $ 1,00,000 G 'E +'an L c t bggg _LQ

SR X/$ = %70.50 3""‘3‘" 1 s'ﬂ'\ce ¢ f;ajj_ﬁuz 4 we

1 months FR X/$ =X71.25

T apaid from & wisi hence e
| bos ition on

Contract size = $ 9,000 Slm“* hhe Lo
3 months Future rate =371.75 3 qu‘\ k‘m qt Q ?1-?5

1 months Future rate = X71.50
1 month 3 months

Rate of Interest 8% p.a. 10% p.a. ‘\ SH: 2. No . o& co ﬂ'\"la"\'s
Initial margin X 15,000 X 20,000

Per contract

On due date (Settlement Date) spot rate

X/$ X 73.00 & Currency future rate is X 74.25 Which
option is better ?

(1) Currency future

(ii) Forward Cover

(Page No. 16)
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EXAMPLE - 73 / Qt'hm 1 CUM?"CH M
$ Payables =% 1,00,000 (3 Months

e GrepL Rince ¢ poyable &
3 months FR $/X = 0.0137 '] Qt,lﬂiq A‘Ydl’, * ’ﬁ‘iny ‘Bt
Current future o we 'qu? Pm;ﬂm o i* wWe

1 month future rate $/%

3 months future rate$/X ~ =0.0138 §h(ﬂ4 I 4 hs ﬁe Shﬂft' ﬁm; _’1. an

Contract size =3%6,52,000
1 month 3 months m 3 mm bM $h' 0. o_l 38
Rate of Interest 8% p.a. 10% p.a.

Initial margin 1000 1500 Sl"- DY 0-0 onhqc\'s
On settlement date, spot rate
$/X 15 0.0137 & Currency future rate is 0.0132 B% POM in Q st Mb = Q??‘I G 3¥¥

ow
Which option is better ? 0' 0138

(i) Currency future No- . 32 ‘,c 8¥F " 11_11

(i1) Forward Cover 6. s 2 m

= ik g
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QUESTION - 617
EFD Ltd. 1s an export business house. The company

prepares invoice in customers' currency. Its debtors of
US$. 10,000,000 is due on April 1, 20185.

Market information as at January 1, 2015 is:
Exchange rates US$/INR
Spot 0.016667
l-month forward 0.016529
3-months forward 0.016129
Currency Futures US$/INR
Contract size: 24,816,975
1-month 0.016519
3-month 0.016118

Initial Margin Interest rates in India
1-Month X 17,500 6.5%
3-Months X 22,500 1%

On April 1, 2015 the spot rate US$/INR is 0.016136 and
currency future rate 1s 0.016134.

Which of the ifollowing methods would be most
advantageous to EFD Ltd?



(1) Using forward contract
(11) Using currency futures
(111) Not hedging the currency risk

(Study Mﬂ;erial,_gli{, MTP April — 2022 & Exam May -

2015)
‘
(Page No. 95)



QUESTION - 68

XYZ Ltd. is an export oriented business house based in
Mumbai. The Company invoices in customers’ currency.
Its receipt of US $ 1,00,000 is due on September 1, 2009.

Market information as at June 1, 2009 is:

Exchange Rates US $/%

Spot 0.02140 -
==} Month Forward 0.02136

3 Months Forward 0.02127

Currency Futures US $/%

Contract size X4,72,000

June 0.02126

September 0.02118

Initial Margin Interest Rates in India
June X 10,000 1.50%
September <X 15,000 8.00%

On September 1, 2009 the spot rate US $Re. is 0.02133
and currency future rate is 0.02134. Comment which of

the following methods would be most advantageous for
XYZ Ltd.




Esposw ng . IR0
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f 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.

Practice Manual

(Page No. 97)
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QUESTION - 69

Doom Ltd. i1s an export business house. The company
prepares invoice in customers' currency. Its debtors of
US$ 48, 00,000 is due on April 1, 2020.

Market information as at January 1, 2020 is:

Exchange Rate US$S/INR Currency Futures
USS$/INR

Spot 0.014285 | Contract Size X 2,88,16,368

l-month forward |0.014184|1 — month 0.014178
3—-months forward | 0.013889 |3 — month 0.013881

Initial Margin | Interest Rate in India

1 — Month X 27,500 5.5%
3 — Months X32,500 9%

On April 1, 2020 the spot rate US$/INR is 0.013894 and
currency future rate is 0.013893. Recommend as to
which of the following methods would be most
advantageous to Doom Ltd.

(1) Using forward contract
(ii) Using currency futures

(ii1)) Not hedging the currency risk

M\

Note: Round off calculation upto zero decimal points.

R (RTP May - 2021) (Page No. 98)




QUESTION - 70

JKL Ltd. 1s an export business house. The company
prepares invoice in customer’s currency.

Its debtors of US$. 2,00,00,000 is due on April 1,2017.

Market information as at January 1, 2017 is:

Exchange Rate US$/INR Currency Futures
US$/INR
Spot 0.016667 | Contract Size: 31,021,218

1 — month forward | 0.016529|1 — month 0.016519
3 — months forward | 0.016129 |3 — month 0.016118

Initial Margin Interest rates in India
1 — Month X 32,500 1%

3 — Months X 50,000 8%

On April 1, 2017 the spot rate US$/INR 1s 0.016136 and
currency future rate is 0.016134.

Which of the following methods would be most
advantageous to JKL Ltd.?

(1) Using forward contract
(i) Using currency futures
(1i1) Not hedging the currency risk

(Exam November - 2017) (Page No. 100)
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QUESTION‘ : : )

DSE Ltd. 1s an export oriented business in Kolkata. DSE

Ltd. invoices in customer currency. Its receipts of US $
3,00,000 is due on July 1%, 2019.

Market information as at April 1%, 2019

Exchange Rate Currency
Futures

US $/% US $/% Contract

Spot 0.0154 |April |0.0155|  Size
1 Month Forward | 0.0150]July 0.0151 =X
3 Months Forward | 0.0147 6,40,000/-

Initial Margin Interest Rates in India
April X 13,000 9%
July X 24,000 8.5%

On July, the spot rate US $/X is 0.0146 and currency

future rate 1s 0.0147 comment which of the following
methods would be most advantageous for DSE Ltd.

(1) Using forward contract.
(11) Using currency futures.

(111) Not hedging currency risks.



It may be assumed that variation in margin would be
settled on the maturity of the futures contract.

(Exam May - 2019)
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QUESTION - 75

ABC Technologic\is expecting to receive a sum
of US$ 4,00,000 &fter 3 months. The company
decided to go for future contract to hedge
against the risk. The standard size of future
contract available in the market is il_(.)go. As on
date spot and futures $ contract are quoting at X

44.00 &X 45.00 respectively. Suppose after 3
months the companyﬁs out its position
futures are quoting at X 44.50 and spot rate is
also quoting at X 44.50. You are required to
calculate effective realization for the company
while selling the receivable. Also calculate how
company has been benefitted by using the
future option.

(Study Material & PM)

>
(Page No. 109)




2 4000 i

\«s

2022:

Duestian. - 01 (b
an export oriented unit invoices in the

™of the importer. It is expecting a receiEt of USD
D on 1*

, 2022.

953N s

for the goods exported on

igg information is available as on 1% May,

Exchange Ra\g Currency
s I Futures
USD/INR USD/INR Contract
Spot 0.0129\ = £ Size
Lo STWare =Y at
3 Months Forward | 0.0123 6,40,000/-

Initial Margin

Interest Rates in India

May

X 15,000

9%

I—&ugust

X 26,000

On 1* August, 2022 the spot rate USD/INR is 0.0126 and
currency future rate is 0.0125.

Suggest a suitable approach to Export Ltd. that would be

’ ‘
most advantageous out of the following methods.

(i) Forward Contract.

(11)) Currency Futures.



@ margin would be settled on

the maturity of the€ res contract.

(Exam Max - 2023)

(Question Paper Que. 01 (b))



QUESTION - 72

Zaz plc, a UK Compapp-re=irthe process of negotiating
an order amountin @ with a large German
retailer on 6 month’s credit. If successful, this will be
first time for Zaz has exported goods into the highly
competitive German Market. The Zaz is considering

following 3 alternatives for managing the transaction
risk before the order is finalized.

) Mr. Peter the Marketing head has suggested that in
order to remove transaction risk completely Zaz
should invoige=tingyGerman firm in Sterling using the
current €/: o calculate the invoice

ST
amount.

Mr. Wilsory CE is doubtful about Mr. Peter’s
proposal and suggested an alternative of invoicing
the German firm in € and using a forward exchange
contract to hedge the transaction risk.

\/(c) Ms. Karen, CFO is agreed with the proposal of Mr.
Wilson to invoice the German first in €, but she is of
opinion that Zaz should use sufficient 6 month
sterling further contracts (to the nearest whole
number) to hedge the transaction risk.




Following data is available

/Spot Rate € 1.1960 — €1.1970/%
N 6 months forward points 0.60 — 0.55 Euro Cents.

/ 6 month further contract is
currently trading at € 1.1943/%

6 month future contract size is £62,500
After 6 month Spot rate and future rate € 1.1873/%

You are required to

(@) Calculate (to the nearest £) the £ receipt for Zaz plc,
under each of 3 above proposals.

(b) In your opinion which alternative you consider to be
most appropriate.

(Study Material & PM)
(Page No. 102)



OUESTION - 73
Nitrogen Ltd, a UK company is in the process of

. . e £ e .
negotiating an order amounting to €4 million with a

CE——
large German retailer on 6 months, credit. If sygCessit
this will be the first time that Nitrogen Ltd has bexported
goods into the highly competitive German marKer=The
following three ;3 Ative e being considered for
managing before the order is

- finajized. £

A
Invoice the German firm in §;er1=’Eg usingge current
eychangd rate to calculate the invoice amount.

Atteanative I Tnwoicing

£ &eceiv«%{% = £A‘mau'o
Invoincing in £ usma- SR
_ £4{agovend
Cash Taffows = S5
£33984F4

Alicvelve 2 forvord Cved
SMPR QR 1ITYO
Q)Gr']fm‘o 0-0060

J- 1830
Cash '.quldbs =

Alternative of invoicing the German firm il@and

using a forward foreign exchange contract to hedge

the transaction risk.

(m)Invoice the German first 1:@ and use sufficient 6
months sterling future contragts (to the nearly whole

number) to hedge the transaction risk.

Following data is available:

Spot Rate £/£ € 1.1750-€1.17_9/£

»”6 months forward premium 0.55-0.60 Euro Cents

<@

|/( months future contract is
currently trading at

LY, 2381239

-1830

€1.1760/%

6 months future contract size



A ltralive 3 Cumency filute

+ Since € necevalde & we ajrod bom £ falling but
ae ﬂqvt ts fake f"";/"'m m £, fence we shoud fake

fpfa f:oaﬂ-icm o ﬂ/g at 1.1F€0




* (Cash Inklows
Gain 0% fow om Comeey fulure  j.rzeoT




Spot rate and 6 months future rate @

Required:

(@) Calculate to the neares@the receipt for Nitrogen
Ltd, under each of the three Eroposals.

}ﬂn your opinion, which alternative would you
consider to be the most appropriate and the reason

thereof.

(Study Material, PM & Exam November - 2011)

(Page No. 105)




OUESTION - 74

Telereal Trillilum, a UK Company 1s in the process of
negotiating an order amounting €5.5 million with a large
German retailer on 6 month’s credit. If successful, this
will be first time for Telereal Trillium has exported
goods into the highly competitive German Market. The
Telereal Trillium is considering following 3 alternatives

for managing the transaction risk before the order 1is
finalized.

(1) Mr. Grand, the Marketing head has suggested that in
order to remove transaction risk completely
Telereal Trillium should invoice the German firm in
Sterling using the current €/£taverag§ spot rate to
calculate the invoice amount.

(11) Mr. John, CE i1s doubtful about Mr. Grand’s proposal
and suggested an alternative of invoicing the
German firm in € and using a forward exchange
contract to hedge the transaction risk.

(11)Ms. Royce, CFO 1s agreed with the proposal of Mr.
John to invoice the German first in €, but she i1s of
opinion that Telereal Trillium should use sufficient 6
month sterling future contracts (to the nearest whole
number) to hedge the transaction risk.



Following data is available

Spot Rate € 1.1980-€1.1990/%

6 months forward points 0.60 - 0.55 Euro Cents.
6 month future contract is

currently trading at € 1.1943/%

6 month future contract size is £70,500

After 6 month Spot rate and future rate € 1.1873/%
You are required to

(a) Advise the alternative you consider to be most
appropriate.

(b) Interpret the proposal of Mr. Grand from non-
financial point of view.

Note: Calculate (to the nearest £) the £ receipt.
(RTP May - 2021)
(Page No. 107)
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EXAMPLE - 714

[Type - A]
$ Payables = $1,00,000 in 3 months
SR X/$ = X70.50

3 months FR =RX72.75

3 months currency optio
Strike price
Premium Call option =X0.45per $
Put option =X0.20per $

Rate of Interest = 12% p.a.

Price of $ on Maturity

Price Probability
70.10 0.3
12.25 0.5

Whigh option is better?
(1) Currency option.

(11) Forward contract. (Page No. 17)
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_XYZ Ltd. a US firm will ne

OUESTION - 76

in 180 days)d O FO’L“’Q"l Cover

In this connection, the follOWIng information is
avallable:

Spotrate 1 £ =9 2.00 S &d\ MHO% - £3m xJ-QG
180 days forward rate of £ as of today = $1.96 = $ 5880'“

Interest rates are as follows:

UK. Us M
180 days deposit rate 4.5% 5% ShP.'. &mm‘nt +° Le "nvedd .|n

180 days borrowing rate 5% 5.5%

A call option on £ that e/pires in 180 days has an UK l"lbﬂea' ﬂ]M Het @ 457 bv(

exercise price of § 1.97 and a premium of $ 0.04.

XYZ Ltd. has forecasted the spot rates 180 days 6\ ﬂonh 3 “ m
R - _ Aml: . _L—=f78¥081

frure rate 045
Step2 Buy f 287081 at sR
328?081 XQ — ¢5¢Lf-!€?..
Sip 3§ M 534162 oM US
ID c9en®y Gflvi't @5-5'7‘5“
Carhoolffs= $H465L0 0y

$ 1.91
$1.95
2.05




EX oHiO!] g:oﬂl"at‘lz
¢ . Call oH'l'ﬂ] at € $1:97 $ Eﬂ'{ hgmiuu) $°'°‘l

30060
Moket | Acion (Gl [breniod T byt | Espoceg e
$191 a|asc'f $L9 [Feoh |£195 [$s8som | 258 [$1469m
$|'3§ b""f $ 1-9¢ [$0-0% $ 1-99 [$59¥on [ 60% i358200
$ 9.0§ E?Wis *|.3¥ *o-o‘i f:-ol 6o3m | IS 74 f Jo4<0







Which of the following strategies would be most
preferable to XYZ Ltd.?
[

@) A foryd contract;

(b) A mzxﬂmarket hedge;
(c) Anoption contract;

(d) No hedging.

—y

Show calculations in each case
(Study Material, PM & Exam NQvember - 2013)

(Page No. 110)
———



OUESTION - 717

Sun Limited, an Indian company will need $
5,00,000 in 90 days. In this connection, following
information is given below:

Spot Rate-$ 1 =X 71

90 days forward rate of $ 1 as of today =X 73

Interest Rates are as follows:

Particulars India

90 days Deposit Rate @‘ 4.00%

90 days Borrowing Rate 4.00 6.00%

A call option on $ that expires in 90 days has an
exercise price of X 74 and a premium of Re. 0.10.
Sun Limited has forecasted the spot rates for 90
days as below:

Future Rate Probability
X72.50 25%
X73.00 50%
X74.50 25%

Which of the following strategic would be the most
preferable to Sun Limited :



(1) A Forward Contract;

(11) A Money Market Hedge;
(111) An Option Contract;

(iv) No Hedging.

Show your calculation in each case.

(Exam Max - 2019)

(Page No. 112)



EXANVIPLE - 15

[Type-B] v~ option 4 Cumncn obti
$ Payables =$10.C\1666 (3"'0""\) F b =

SR 2/% ==X 70.50/70.85
3 months FR = 72.50/72.75

SkepL Qince & poyalle £ we
a[,w& from ¢ M’sma hence
we buy coll oftion ab B 7L
4 Maﬁem'mm 3 0-60 por G
s\-tk?. No-Ok Con“fﬂ s -

No. = M = ]J.11

Currency option

Contractsize = 9$ 9000

Strike price

Premium

Call =X0.60perd
Put =RX0.45perd

Which option is better
‘4) Currency option.
‘,(ﬁ) Forward cover.

(Page No. 1§)
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EXAMPLE - 76 Obﬁm \ CUM?HCH OHTOTI
$ Receivables = $ 1,00,000 in 3 months

O S

SR $/% =$0.0142/8$ 0.0143 g{er 1 since $ ngu;mqe x we
et ) ~00u@) | quagd from & faling. but opins ars
Strikepric Q\Itb-lnktf k"’ q-’ e]PnC?tWQ W CQA

Contract size = X 620000

Pronsly oktion at £ $/3 0.0t § poid premie
cau \h.F 0-0008 PO T

Put = $ 0.0005 per X

Which option is better? 8{‘ f’ 0 N 0- 0{_ Co n I-ch"s

(1) Currency option.

(11) Forward cover. ¢ ﬁe(‘(’i\fﬂ“e - ¢lmm
(‘aﬂl*ﬂ“t g;z.e = L 620000

' Confrocf S':}((#): 3 620000 %0-044$

- $899
o et

No. = .$8??° = Jl-ll.(k



Step 3 Cash Taflows

. o\o{-icm Hdaina = (48990 x12)
= Q8 890
§— = JIG8200CT

0-044¢

. fo’uwﬁ’l“ Cﬂm@mm - $q33q‘5
£ 1110 = ‘?:I'SSJO CZL

0-044yF
3 %}W"\i‘lm = #00008 X (Q-G20005X-u)

fs‘:sc

0-0492
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QUESTION - 78
A Ltd. of U.K. has imported some chemical worth of USD
3,64,897 from one of the U.S. suppliers. The amount is

payable in six months time. The relevant spot and

forward rates are:
Spot rate

6 months’ forward rate

USD 1.5617—1.5673

The borrowing rates in U.K. arft=d=S=gre

' r and 6%
respectively and the deposit rates are 5.5% and 4.5%
respectively.

Currency options are available under which one option

contract is for GBP 12,500. The option premium for GBP

at a strike price of USD IIZWGBP 1s USD 0.037 (call

option) and USD 0.096 (put option) for 6 months period.
S

The company has 3 choices:
(1) Forward cover
(11) Money market cover, and
(1i1) Currency option
Which of the alternatives is preferable by the company?
(Study Maternal & PM)
(Page No. 114)

() fovwend Cover
Cash Outflows = $3648%F

5455
= £236103

—(3) Money Hoket CoveR.
Step 1 Amh o be 'inqu in DS
c')lma cqoaliet @ 45710 fwé '10"1*3
36489
At - E3U3YE $a568¢c7
Skp2 Boy §35086F qt &R
M: £2285|?_

I-SeIF
Shp3 Gowow £228512 fom UK

ojoney cqafkvl“@ ¥/ L-rfG“)o”H”

@J’l Mﬂows - £?28512 %035
= £236510




Ot 3 Cumeney o

Step Bwj’ but onq at. £ ?l,g 130 & 130'3 F’W‘lﬂa"l
$£o-096 bor £ -

-.S'l"ﬂ\‘ﬂ No- ﬂk !:!n}mc\—s
Exposine : $36489F

Con{vortﬁée L 125%
Cohouck sige = £1250x 0= $21280

No- - oS- it ie l?tunlm\ﬂ

S’(etgs CaihOu}ngs P20
%"‘\J*Aa;na/- $112§Dx13‘) $_3§Ly§o £912§ﬂo

I-Fo
fovwo“f (ovel, = ( #39'13??‘ - *35,3@)
Fy. d- 5‘!55'
emwi = $0-096 X Ff | 2600%IF
[ 1; 20400 ) ,f 13063
-56 1T fﬂiqzs

obp- (o6l ;@Bo%’ﬂ\ 24T
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QUESTION - 79

XYZ an Indian firm, will need to pay JAPANESE YEN
(]'Y) §,00,000 on 30" June. In order to hedge the risk
involved in foreign currency transaction, the firm is
considering two alternative methods i.e. forward

market cover and currency option contract.
e

On 1% April) following quotations (JY/INR) are made
av e:

Spot 3 months forward y
1.9516/1.9711. 1.97261.9923 g
=

The prices for fcrexEurrenﬂ ptmn\on purchase are

as follows:
Strike Price ¥ JY 2.125
Call option (June) JY 0.047
Put option (June) JY 0.098

For excess or balance of lz covered, the firm would

E—— =
use forward rate as future spot rate. You are required
o recommend cheaper hedging alternative for XYZ.

(Study Material, PM & Exam November ~GQ15)
ﬁ

C——————
el



opHm 1 forward Covelr
Cash Outffows « kil
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QUESTION - 80

An Aperican figm is under obligation to pay
interests of Can$ 1010000 and Can$ 705000 on
31% July and 307 September respectively. The
Firm is risk averse and its policy is to hedge the
risks involved in all foreign currency
transactions. The Finance Manager of the firm is

thinking of hedging the risk considering two

of option contracls.
It i1s now w Following quotations

regarding rate¥=of“eéxchange, US$ per Can},
from the firm’s bank were obtained: can $_

b methods 1.e

Spot 1 Month 3 Months
Forward Forward
0.9284-0.9288 0.9301 0.9356

Price for a Can$ /US$ option on a U.S. stock
s

exchange (cents per Can$, payable on
purchase of the option, contract size Can$

50000) are as follows:

peE—



Strike Price C
(USD/Can$) | July
0.93 1.56

y 004 |10zl

3 0.95 0.65

According to the suggestion of finance
manager if options are to be used, one month
option should be bought at a strike price of 94

cents and three month option at a strike price of
95 cents and Eor the remainder uncovered by

the options_the firm would bear the risk itself.
For this, it would use forward rate as the best

— ) .
estimate of spot. Transaction costs are ignored.

Recommend, which of the above two
methods would be appropriate for the
American firm to hedge its foreign exchange
risk on the two interest pg

(Study Material, PM, @ S










QUESTION - 81
On 19" April following are the spot rates

Spot EURO/USD 1.20000 USD/INR 44.8000

Following are the quotes of European Options:

Curzency|Call/Put| Strike |Premium Expiry
Pair Price date
EUR/USD Call 1.2000| $0.035| July 19
EUR/USD Put 1.2000 $ 0.04|July 19
USD/INR Call [44.8000 0.12 ep
USD/INR Put (44.8000 20.04 19
. Sep.
A&C 19

(1) A trader sells,an jat- -the-money spot straddle
exp1r1ng at three months (July 19). Calculate
gain or loss if three months later the spot rate is

EUR/USD 1.2900.

(ii) Which strategy gives a profit to the dealer if five
months later (Sep. 19) expected spot rate is
USD/INR 45.00. Also calculate profit for a
transaction USD 1.5 million.

(Practice Manual)

- S N p— =

- — . A
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QUESTION - 82
XP Pharma Ltd., has acquired an export order for X
10 million for formulations to a Europeangampany.
The Company, has also planned to '@

drugs worth % § million from a company @

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

expc e done inEn:.r currency
i.e. Q¢ @ gor ounds, sterling at company's
chmce The following et quotes are available.

Spot Rate . Annualized Premium
$_ 67.10/67.20 $-7%
< /Eﬂo 63.15/63.20 Euro - 6%
X /Pound 88.65/88.75 Pound - 5%

Advice XP Pharma Ltd. about invoicing in which
currency.




T Cancellalion 4 Eﬂ?nﬁm o} fovwod Conpract
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1 Cancellalion ols kt’—"ﬂ Cofthact

forward Comtrad Can be cancetled.
OHG'S'I*E Conbract -

e

Caﬂcﬁw‘fo‘l o1} “\01“’"%’ Cqﬂcefalial] &hﬂ V[G’AW{?

Tae SR Tae FR
Callite Gt of Loss e Customer,




EXAVMIPLE - 11

Ram had entered into forward 6 cF@
1,00 ] 22 at§X 75.00§ On
P

maturity date 01/04/2022 contract cancelled.
Inter-bank (SR) X/$ =1X72.00/72.25
EEREaT

Margin = 0.10%

Calculate cancellation charges

(Page No. 19)




AMPLE - 78

E)
had entered into forward contract to

1,00,000 at X 75.50 after 3 months on maturity,

e Y 4
Contract cancelled. A\ Rid
Inter-bank rates (SR) X/$ '/ '@.25
Margin = 0.08%
ﬁqh :fs 50 Calculate amount payable to or recoverable
from customer.
(Page No. 19)
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EXAMPLE-79 Qo\\iNYy

Selling contract of bank for $ 1,00,000 after 3
th ¢ 31/03/2022
months @- on

Exchange rate on cancellation date: 31/01/2022

Inter-bank SR = 45 ﬂﬂhﬁ' 3",3 7
1 month swap = 20/25

2 months swap Z@Z:) (31/03/2022)
3 months swap = 65/80

Margin

Calculate amount payable are recoverable
from customer.

(Page No. 19)



EXAMPLE - 80 Qellind
contract of bank @ X 75. 50. 9“ Er{'?nSn(m

maturity __gustomer request to bank for o A O"L cmiva ct

extension of forward contractﬂor 1 month;
e Exchange rate on due date.

Inter-bank SR = 72.75/95

l month swap = 43/25

2 month swap = 35/20

Contract size =$ 1,00,000
Margin = 0.08%

(1) Calculate extension charges.
'ﬁ‘

(11) New forward rate.

NewfR 285 e
ER #2 o
Derp| 00870 Y236




EXAMPLE - 81 Se\ingy ©

contract\of bank of $ 1.6€ ® t 3
months FR @ X 74.75 due date\

e Contract e:@d onk8/02/202

Exchange Rate : 28/02/2022
Inter-bank rate SR = X 72.50/80v @2_50 -~ o.l-' _Ulbj = ‘-'[263

1 months swap = i(i_go-
2 months swap = 50/60 ?Bh' 3‘{3 £m '\'0 0‘ .{\'DMP)L 2 "Fl

3 months swap = 75/85 5]-/'
4 months swap = 70/60 ‘I 'l""

Margin = 0.10%
e o

(1) Calculate extension ayar% .
(2) Calculate New FR.

(Page No. 20) e —— _ o i 60







QUESTION - 84 m)

A.n reques 1s bank to extend the

forward contract for US$ 201000 which 1s due for

maturity on 30" October, 2010, for a further period
of 3 months. He agrees to pay the required margin

money for such extension of the contra

Contracted Rate — US$ 1= X 42.3

The US Dollar quoted on 30-10-2010:-
_

Spot - 41.5000/41.5200

3 rnonthi Preﬁiuﬁ:- 0.87%

- Prsto Cuctomer.  0-85
Margin money for buying and Ikselling rate 1is (X) Cﬂ nhb g,g’e .$2O'WD

0.075% and 0.20% respectively.

Compute: E)"\" N3jon d\dfaQA :5 15000

~3 (1) The cost to the importer in respect of the

extension of the forward contract, and @ Ne (U F K

e e

(11) The rate of new forward contract. 80 l l ,n Rd{-e -~ ? 4193
(Study Material, f&& Exam‘Ma;: - 201 7* l 3 0- 75 1.0 29
(Page No. 124) (1{1' SZ+ ?3 o/.




UESTION - 85
@enterad into a forwar@contract
with a customer for US dollar 500,000 due Sep.
15, at the rate of US dollar 1 =n Sep.

15, customer requests the bank to cancel the
contract.

What will be the cancellation charge if the
following is the spot rate in the interbank
, market?

US dollar 1 =X 34.5000 — 34.5225

Exchange margin to be loaded by the bank is

0.080%
Lo‘kj 2 Q:G.Sﬂm (Page No. 125)




QOUESTION - 86

A bank booked a forward @ contract for
US dollar 250,000 with o customer at the rate of
Us dollarll = % 34.5?! due Oct. 30™ 2005. On the
due date customer requests the bank to cancel

the contract.

The rates ruling in the interbank market on Oct.

30, 2005 are as under:

Spot US dollar 1: X 34.9025

What will be the cancellation charges of the
bank 1f Banks load 0.150% for their exchange

margin?
q‘lc,o‘m/b (Page No. 125)




QUESTION - 87
On 15" January 2015 you as a banker booked a “ - .|.e
| .
Se\\ﬂ forward contract for US$ 2,50,000 for your S@ % Rq ~£G6S 3“' 50
customer deliverable on 18™ March

2015 at X165.3450.) On due date customer

31 65- 2250

request you to cancel the contract. On this date | /
quotation for US$ in the inter-bank market is as (G S 2‘10'0 -0-10 ')

follows: /
Spot X65.2900/2975 per US$
Spot/April 3,000/3,100
Spot/May 6,000/6,100

Assuming that the flat charges for the
cancellation 1s X 100 and exchange margin 1s

0.10%, then determine the cancellation charges
payable by the customer.

(Page No. 126)




QUESTION - 88

You as a banker has entered into s
t

forward contract with your customer to

purchase AUD 1,00,00Q at the rate of X 47.2500.
¢O gy
A':ff(fé However after 2 month’s your customer comes

e
to you and requests cancellation of the contract.

8 L\T 51@ On this date quotation for AUD in the market is

e\\i\\ﬁ / as follows:

Spot X47.3000/3,500 per AUD
1 month forward X47.4500/5,200 per AUD

Determine the cancellation charges payable by

the customer. '
@ (Page No. 127)




QUESTION - 89

A customer with whom the bank had entered
into 3 months forward purchase contract for
Swiss Francs 1,00,000 at the rate of X 36.25
comes to the bank after two months and

requests cancellation of the contract. On this
date, the rates are:

Spot CHF 1 =X 36.30 | 36.35
One month forward 36.45 36.52

Determine the amount of profit or loss to the
customer due.to cancellation of the contract.

(Page No. 127)




QUESTION - 90

A customer with whom the Bank had entered
into 3 months’ forward purchase contract for
Swiss Francs 10,000 at the rate of X 27.25 comes
to the bank after 2 months and requests
cancellation of the contract. On this date, the

rates, prevailing, are:
Spot CHF 1 = X27.30 27.35

One month forward X27.48 21.92

What is the loss/gain to the customer on
cancellatigr

(Study Material & PM)
(Page No. 128)



QUESTION - 91

Suppose you as a banker entered into
forward Eurchﬁse contract for US$ 50,000 o@
March with an export customer for 3 months at
the rate of X 59.6000. On the same day you also
covered yourself in the market at X 60.6025.
However on 5% NMay your customer comes to
you and requests extension of the contract to 5™

. th . —r
July. On this date (5™ May) quotation for US$ in
the market is as follows: gk"

Spot ¢ X 59.1300/1400 per US$

Spo)/5™ June % 59.2300/2425 per US$

Spot/5™ July X 59.6300/6425 per US$
P e ey

Assuming a margin 0.10% on buying and
59.9435+ 0-10%  sens e e Sirens
: 0 selling, determine the extension charges

- 53 30 JF payable by the customer and the new rate

- quoted to the customer.
- §9. 302¢ -

(Page No. 129)



QUESTION - 92

Suppose you are a banker and one of your
ustomer has booked a US$ 1,00,000
orward sale com for 2 months with you at
the rate of

and simultaneously you

coNer yoursn the interbank market at
BZ’EM({ However on dgi'cjate, after 2 months
you customer comes to you and requests for
cancellation of the contract and also requests
for extension of the contract by one month. On

this date quotation for US$ in the market'}s as

follows: TCki Ga.esa 62'1"'%
Spot ="

1 month forward X62.6400/62.7400

Determine the extension charges payable by
the customer assuming exchange margin of
0.10% on Ruying as well as selling.

il

(Page No. 130)
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OUESTION - 93

A bank enters into a forward purchgse TT covering an export

bill for Swiss Francs 1,00,000 at X 32.4000 due 25™ April and

covered itself for same deliwesyamthe local inter bank market
at 2.42004 Howeve m exporter sought for

.!- of the contract as the tenor of the bill is changed.

In Singapore market,
dollars as under:
SEr=———pg

Spot USD 1 = Sw. Fcs. 1.5076/1.5120

«oé month fomarc@l 1.5150/ 1.5160

Swiss Francs were quoted against

Two months forward 1.5250 / 1.5270

Three months forward 1.5415/ 1.5445
and in the interbank market US dollars were quoted as under:
T
Spot USD 1= 49.4302/.4455
oot / April 4100/.4200
Spot/May .4300/.4400
Spot/June .4500/.4600

Calculate the cancellation charges, payable by the customer
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QUESTION - 100

On 19" January, Bank A entered into forward contract
with a customer for a forward sale of US $§ 7,000,
delivery 20" March at ¥ 46.67. On the same day, it
covered its position by buying forward from the
market due 19" March, at the rate of % 46.655. On 19"
February, the customer approaches the bank and
requests for early delivery of US $§. Rates prevailing in
the interbank markets on that date are as under:
Spot(X/$) 46.5725/5800

March 46.3550/3650

Interest on outflow of funds is 16 % and on inflow of
funds is 12 %.

Flat charges for early delivery are X 100.

What is the amount that would be recovered form the
customer on the transaction?

Note: Calculation should be made on months basis
than on days basis.

(Exam November — 2018)
.
(Page No. 144)
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QUESTION - 101

On 1** October, 2020 Mr. Guru, and expojter, enters
into a forward contract with the Bank to sell USD
1,00,000 on 31% December 2020 at INR/USD 75.40.
However, at the request of the importer, Mr. Guru
received the amount on 30"™ November, 2020. Mr.
Guru requested the bank take delivery of the
remittance on 30" November, 2020 i.e. before due
date.

The inter-bank rate on 30™ November, 2020 was as
follows:

Spot INR/USD 75.22 - 75.27
One Month Premium 10/15
Assume 365 days in a year.

(i) If bank agrees to take early delivery then what
will be net inflow to Mr. Guru assuming that the
prevailing prime lending rate is 18% per annum.

(ii) If Mr. Guru can deploy these funds in USD, he gets
return at the rate of 3% per annum. Which is

better? Why?
(Exam July — 2021)
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QUESTION - 95
An importer booked a forward contract with his
bank on 10™ April for USD 2,00,000 due on 10" June

@ 64.4000. The bank covered its position in the
market at X 64.2800.

The exchange rates for dollar in the
market on 10" June and 13" June were;

TR s

Spot USD 1= X 63.8000/8200 < 63.6800/7200
v

Spot/June B 63.9200 % 63.8000/8500

July % 64.0500/0900 <X 63.9300/9900

August % 64.3000/3500 <X 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 12" June.
for extension of contract with due date on ,Qi

e

Rates rounded to 4 decimal in multiples of 0.0023.
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OUESTION - 96

On 10" July, an entered into a forward
contract with bank for US §_50.000 due on 10th
September at an exchange rate of 366.8400. The
bank covered its position in the interbank market at

X 66.6800.
How the ban

react if the customer requests
ﬁl

w To cancel the contract? \/ /
\Mo execute the contract?
(ii1)) To extend the contract with due date to fall on

10th November?
The exchange rates for US$ in the interbank market

were as below:
13 Se;ﬂé:ber

"Q“‘ Septembe

Spot US$1=66.1500/1700f 65.9600/9900
Spot/September 66.2800/3200] 66.1200/1800
Spot/October 66.4100/4300f 66.2500/3300
Spot/November 66.5600/6100] 66.4000/4900

e
Exchange margin was 0.1% on buying and selling.

i —

1
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OUESTION - 98

Z has to remit USD $1,00,000 for her daughter’s
education on 4th April 2021. Accordingly, she has
booked a forward contract with his bank on 4th
January 2021 @ X 73.8775. The Bank has covered its

position in the market @ X 73.7575.

The exchange rates for USD $ in the interbank
market on 4th , 7" and 14™ April 2021 were:

4" Rpril X 7™ April X 14" April X
Spot USD 1= |73.2775/73.2975 | 73.1575/73.1975 | 73.1375/73.1775
Spot/March |73.3975/73.4275 | 73.2775/73.3275 | 73.2575/73.3075
April 73.5275/73.5675 | 73.4075/73.4650 | 73.3875/73.4475
May 73.7775/73.8250 | 73.6575/73.7275 | 73.6375 m |
June 74.0700/74.1325 | 73.9575/74.0675 73.950

Exchange margin of 0.10 percent and interest
outlay of funds @ 12 percent are applicable. The
remitter, due to rescheduling of the semester, has
requested on 14™ April 2021 for extension of
contract with due date on 14™ June 2021.

\N——-




Calculate:
(1) Cancellation Rate; :rg_ 6% S—D
(11) Amount Payable on $ 100,000; "1 q%'o

(iii) Swap loss; ; 150
(iv) Interest on outlay of funds, if any; HTB?

New Contract Rate; and

X o) °{0 (vi) Total Cost | 9‘1 2q BLL
/ Note: Rates must be rounded to 4 decimal places in
ﬁ multiples of 0.0025 and assume|365 dafq in a year.

e
m (MTP: Oct — 2021)
-

_ﬁ_
(Page No. 141)
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EXAMPLE - 82 Cash ‘i’oﬁi{‘iﬂn CN&SI"O Adc)

ﬁ.’%"“ﬁlﬁﬂeﬁﬁiﬂ NOSTRO A/C 4 1,00,000 Ch A

wl Spot sell $ 20,000 o

/by TT -
'\ﬁ,{ - s v mt cned’) $Looowd| —
Forward selling contract cancelled $ 10,000
~ shot $Q'|

JSpot buy $ 8,000 or T.T. purchased $ 8,000 Soot 8 -8-.00 $3 06T

Mﬂrward buy $ 2,000
)Bills purchased $ 7,000

(vii)Draft issued $ 3,000

(viii)Draft cancelled $ 3,000

f) e FMQ‘ | (Page No. 21)
@ Cash fmrtl "
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OUESTION - 102

You as a dealer in foreign exchange have the

following position in Swiss Francs on 31* October,
2009:

Swiss

Francs

Balance in the Nostro A/ t® ~ 1,00,000
wOpening Position Overboug 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 requixed to
L redi)Balance of Swiss Franc @T j

the Nostro A/c and keep as nverbcusht position on

Swiss Francs 10,0007

R
(Study Material &n MTP March - 2022)

(Page No. 147)
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OUESTION -103

A dealer in foreign exchange has the following
position in Swiss Francs on 31 January, 2018 ;

(Swiss Francs)

Balance in the Nostro A/c Credit 1,00,000
Opening Position Overbought 50,000
Purchased a bill on Zurich 70,000
Sold forward TT 49,000
Forward purchase contract cancelled 41,000
Remitted by TT 75,000
Draft on Zurich cancelled 40,000

Examine what steps would the dealer take, if he is
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 ?

(Exam November — 2018)
fe - o]



QUESTION - 104

Suppose you are a dealer of ABC bank and on
20/10/2014 you found that balance In your
Nostro account with XYZ bank in London is £
65,000 and you had overbought £ 35,000.
During the day following transaction have
taken place:

£
DD purchased 12,500
Purchased a bill on London 40,000
Sold forward TT 30,000
Forward purchase contract cancelled | 15,000
Remitted by TT 37,500
Draft on London cancelled 15,000

What steps would you take, if you are required
to maintain a credit balance of £ 15,000 in the
Nostro A/c and keep as overbought position on
£ 7,5007

(Study Material)
(Page No. 149)



QUESTION - 105
ABN-Amro _F

wants to

their Nostro account with Canara Bank, New
Delhi. Assuming the inter-bank, rates of US$ is
X 51.3625/3700, what would be the rate Canara
Bank would quote to ABN-Amro Bank? Further,

Material & PM)
\(Page No. 151)




STION - 106
360? S—- Z Bank, Amsterdam, wants to purchase@
$ ol against{ £)for funding their Nostro
, 52 60 - ount and they have credited LORO account
ﬁ with Bank of London, London.

’ Calculate the amount o. Ongoing
n;7£ - 6,363 ( %, .326-0 inter-bank rates are per $, X 61.3625/3700 &

q | (Study Material & PM)

YfGIS’Fﬂ’D q (Page No. 151)




QUESTION - 107

Sun Ltd. is planning to import equipment from
Japan at a cost of 3,400 lakh yen. The company
may avail loans at 18 percent per annum with
quarterly rests with which it can import the
equipment. The company has also an offer from
Osaka branch of an India based bank
extending credit of 180 days at 2 percent per
annum against opening of an irrecoverable
letter of credit.

3htoyen = (@

Additional information:
Present exchange rate X 100 = 340 yen
180 day’s forward rate X100 = 345 yen

Commission charges for letter of credit at 2

percent per 12 months.
—— e

Advice the company whether the offer from the

Whould be accepted.
(Study Material, PM & Exam !anuag - 2021)

(Page No. 152)
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OUESTION - 108
M/s. Daksh Ltd i1s planning to import multipurpose
machine from USA at a cost of $15000. The company can

availl loans at 19% Interest per annum with quarterly rests
with which it can import the machine.

However, there is an offer from New York branch of an
Indian based bank extending credit of 180 days at 2% per
annum against opening of an irrevocable letter of credit.

Other Information:
Spotrate US$ 1 =X 75

180 days forward rate US $ 1 =X 77

Commission charges for letter of credit at 2% per 12
months.

(1) Justify why the offer from the foreign branch should be
accepted?

(11)Based on the present market condition company is not
interested to take the risk of currency fluctuations and
wanted to hedge with an additional expenses of X

30,000, if so, what 1s your advise to the company?

Assume 360 days in the year.

(Exam May-2022)
. )
(Page No. 154)



OUESTION -113

Your bank’s London office has surplus funds to the
extent of USD 5,00,000/- for a period of 3 months.

The cost of the funds to the bank 1s 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 availlable at the three centres for
investment 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 g
2 months 30/35

3 months 80/85

1Y




London on Frankfurt

Spot 1.8260(80)
| memih 60/55 & {

2 months 95/90
\-8240

3 months 145
At which centre, will @e investmena be made &

what will be the net gain (to the neares to
the bank on the invested funds?

(Study Material, PM, RTP Nov - 2021 & Exam Nov -
2013)
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QUESTION - 114

KGF Bank's Sydney branch has surplus funds of
USD $ 7,00,000 for a period of 2 months. Cost of
funds to the bank 1s 69% p.a. They propose to
invest these funds in Sydney, New York or
Tokyo and obtain the best yield, without any
exchange risk to the bank. The Following rates
of interest are available at the three centers for
investment of domestic funds there for a period
of 2 Months.

Sydney 1.5% p.a.
New York 8% p.a.
Tokyo 4% p.a.

The market rates in Australia for US Dollars and
Yen are as under:

Sydney on New York:
Spot 0.7100/0.7300
1 Months 10/20

2 Months 25/30



Sydney on Tokyo:

Spot 79.0900/79.2000
1 Months 40/30
2 Months 55/50

At which centre, will the investment be made &
what will be the net gain to the bank on the

invested funds?
(Exam May-2019)

(Page No. 163)
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QUESTION -115
KGF Bank’s Sydney branch has surplus of USD $

T,OO,BOO for a period of 2 months. Cost of funds to

the bank i1s 6% p.a. They propose to invest these
funds in Sydney. New York or Tokyo and obtain the
best yield, without any exchange risk to the bank.
The following rates of interest are available at the
three centers for investment of domestic funds
there for a period of 2 Months.

Sydney ————————— 1.5% p.a.
New York  ———-ememmmeeee 8% p.a.
Tokyo e 4% p.a.

The market rates in Australia for US Dollars and Yen
s under: § $
ey on New York.

Spot .2 00/ 0.7300

1 Month 10/20
2 Months 25/30




Sydney on Tokyo:

Spot 79.0900/79.2000
1 Month 40/30
2 Months 55/50

At which center, will the investment be made &
what will be the net gain to the bank on the
invested funds?

(Exam Max -2019)
(Page No. 165)



QUESTION-116

Suppose you are a treasurer of XYZ plc in the
UK. XYZ have two overseas subsidiaries, one
based in Amsterdam and one in Switzerland.
The Dutch subsidiary has surplus Euros in the
amount of 725,00Q which it does not need for
the next three months but which will be needed
at the end of that period (91 days). The Swiss
subsidiary has a surplus of Swiss Francs in the
amount of 998,077 that, again, it will need on
day 91. The XYZ plc in UK has a net balance of
£75,000 that is not needed for the foreseeable
future.

Given the rates below, what is the advantage of
swapping Euros and Swiss Francs into Sterling?

Spot Rate (€) £0.6858— 0.6868 £ £
91 day Pts 0.0037 0.0040

v
SpotRate(f)  CHF 2.3295— 2.3326 CHF
91 day Pts 0.0242 0.0228



Interest rates for the Deposits

Amount of 91 Days Interest Rate
Currency -
£ € |CHF
0 - 1,00,000 D v, 0
1,00,001 - 5,00,000 2 1% | Y%
5,00,001 - 10,00,000 | 4 @

Over 10,00,000 3 1

(Practice Manual)

(Page
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QUESTION -118

Suppose you are a treasurer of XYZ plc in the
UK. XYZ have two overseas subsidiaries, one is
based i1n Amsterdam and another 1in
Switzerland. The surplus position of funds in
hand is as follows which it does not need for the
next three months but will be needed at the
end of that period (91 days).

Holding Company |[£ 150,000
Swiss Subsidiary CHF 1,996,154
Dutch Subsidiary € 1,450,000

Exchange Rate as on date are as follows:

Spot Rate (€) £0.6858 - 0.6869

91 day Pts 0.0037 0.0040

Spot Rate (£) CHF 2.3295 — 2.3326
91 day Pts 0.0242 0.0228

91-Day Interest rates on p.a. basis on the
Deposits in Money Market are as follows:



Amount of Currency X € CHF
0 -200,000 1.00 | 0.25 | Nil
200,001 - 1,000,000 2.00 | 1.50 | 0.25
1,000,001 - 2,000,000 4.00 | 2.00 | 0.50
Over 2,000,000 5.38 | 3.00 | 1.00

You have been approached by your banker
wherein the above-mentioned surplus was
lying, requesting you to swap the surplus lying
with other two subsidiaries and place them in
deposit with them.

Determine the minimum interest rate per

annum (upto 3 decimal points) that should be
offered by the bank to your organization so that
your organization is ready to undertake such
swap arrangement.

Note: Consider 360 days a year.
(RTP November - 2020)
——————
(Page No. 169)




QUESTION -170

The Treasury desk of a global
incorporated in UK wants to invest (GBP 20
Million on 1% January, 2019 for a period of 6

months and has the following options:

(1) The equity trading desk in !apan wants to
invest the entire GBP 200 million in high
dividend vyilelding Japanese securities that
would earn a dividend income of JPY 1,182
million. The dividends are declared and
paid on 29™ June. Post dividend, the
securities are expected to quote at a 2%
discount. The desk also plans to earn JPY 10
million on a stock borrow lending activity
because of this investment. The securities
are to be sold on June 29™ with a T+ 1
settlement and the amount remitted back to
the Treasury in London.



(2)The fixed income desk of US proposed to

invest the amount in 6 months G-Secs that
provides a return of 5% p.a.

The exchange rates are as follows:

Currency | 1% January, 30" Jun,
Pair 2019 2019
(Spot) (Forward)
GBP-JPY |  148.0002 150.0000
GBP - USD 1.28000 1.30331

As a treasure, advise the bank on the best
investment option. What would be your

decision from a risk perspective? You may
ignore taxation.

(Exam November - 2018)
(Page No. 170)



QUESTION -119

dian MNC isrexecuting & n Sr1 Lanka. It

{z 400 billion) Half of the amount will be
required after six months’ time. ICL is looking an
s

opportunity t this amount on 1* AEHII a%O for a
period offsix monthsg It 1s considering two u w

proposals: /

Market Japan A
Nature of Investment / Index Fund Treasury

e (JPY)| Bills (USD)
Dividend (in billions) v 25 . -W

Income frop stock lending 11.9276 -
(in billiops)

DiscouMit on initial @ -
e o ——

investment at the end

Interest - S per cent
%A? er annum
Exchange Rate (1* April, [PY/INR 1.58 |¢o=USD/INR
2020) ” 0. 014‘2 8 B
Exchange Rate (30™ JPY/INR 1.57 USD/INR
September, 2020) E——— 0.013 2 81 8

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

(Exam November — 2020)

(Page No. 172)
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Question - 04 (b)

Hopeful Ltd., an Indian MNC is-e®ecuting a plant in
Nepal. It has raised X 400 Billio @, the amount will
be required after six months time. Hopeful Ltd. is
looking for an opportunity to invest this amount for a
period of six months. It is conmdenng follow ‘/ng two

options:

As an investment manager advise the best option to
invest.

(Exam May - 2023)
=

Market Europe

Nature of Investment Index Fund Treasury

(GBP) | Bills (Euro)

Dividend (GBP in Billions) 0.1369 -

Income from stock lending 0.0007 -
(GBP in Billions)

Discount on the investment 2% -
value at the end

Interest -| 7.8 percent

per annum

Exchange Rate (Spot) GBP/INR EUR/INR

0.0099 0.011 r\
Exchange Rate (6 month GBP/INR| EUR/INR
Forward) 0.0100 0.011

\






QUESTION - 122

M/s Omega Electronics Ltd. exports air
conditioners to Germany by importing all the
components from Singapore. The company 1s
exporting 2,400 units at a price of Euro 500 per unit.
The cwmmnents is S$ 800 per unit.
The fixed cost and other variables cost per unit are
X 1,000 and X 1,500 respectively. The cash flows 1n
Foreign currencies are due In six months. The
current exchange rates are as follows:

R —

X/Euro 51.50/55 |
O
X/S$ 27.20/25

After six months the exchange rates turn out as
follows:

X/Euro 52.00/05
X/S$ 27.70/75

(A)You are required to calculate loss/gain due to
transaction exposure.

(B) Based on the following additional information
calculate the loss/gain due to transaction and



. 241Px 25 = J Go450T
) Twpefcat = 2417 gm0 x27:75= I 53¢ 5740
(=) gC = = Y24 000
) Ve (241%x250) - 3362550

bofit  T¥4210
L5 due t oMah@ Prpoture

183200 - F42i0 = LI




At @ Monihs Rate

2400 x€500 % 52_




9. bkt on fonndee 1o Thongaction 4 perdting Erpogurs
» Thangadlion E

s

@ Mpnths et

(R25000 %240) | (25000% 24 m0)
6 0060 6TUD 6 60 60 0UD
31920000 2 2F.1C 3* 192000 X 2735
5242803 539 80000
FC 2400070 2460 ITd
VC 3600 VD 36000

X Tomt




operating exposure if the contracted price of air
conditioners 1s X 25,000 :

(1) the current exchange rate changes to

X/Euro 51.75/80

2/S$ 27.10/15 2‘.'{.1'5'

(1) Price elasticity of demand is estimated to be
1.5

(i1)Payments and receipts are to be settled at
the end of six months.

(Study Material & PM)
(Page No. 176)
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QUESTION - 120

AMK Ltd. an Indian based company has
subsidiaries in U.S. and U.K.

Forecasts of suglug funds for the next 30 days
from two subsidiaries are as below:

US. $12.5 million
U.K. £ 6 million

Following exchange rate information 1s
obtained.:

Spot 0.0215 0.0149
30 days forward 0.0217"/ 0.0150 ¥

Annual borrowing/deposit rajgs.(Simple) are

available.

X 6.4%/6.2%
$ 1.6%/1.5%
L 3.9%/3.7%

TS0M
64" -7 3.F%
9.666F #o-olsc:. £0.0185

-I502.66670 $12:57¢  Lolg¢-
+3 5961558

< 4o0).2333
¥ 475 32249




The Indi tion is forecasting a cash
deficit a X500 millio; \

It is assumed that interest rates are based on a
year of{360 day

(1) Calculate the cash balance at the end of 30

days period ini:ﬁor each company under
each of the following scenarios ignoring

bi—— e

transaction costs and taxes:

(a) Each company invests/finances its own
cash balances/deficits in local currency

indeeendently.

(b)Cash balances are pooled immediately in
India and the net balances are
invested/borrowed for the 30 days
period.

(1)) Which method do you think is preferable
from the parent company’s point of view?

® (Practice Manual)

(Page No. 173)






(Ime)

1** Feb @ Ltd. a laptop
manufacturer(lmporti a particula mory
Chips from SKH Semiconductor o“ The
payment 1s due I1n ope month from the date of
Invoice, amounting to 1190 Million South _Korean

Wopn _(PKW). Following Spot Exchange Rates (1*
February) are quoted i1n two different markets:

USD/ INR 75.00/ 75.50 in Mumbai :/*

USD/ SKW 1190.00/ 1190.75 in New York Sklﬂ L$

QUESTION - 129

9\5 gua Skw §130 blillm ’MMJ
1556
1130 I

¥/3k00 1559% 190
= 0.-0634

SKW 1130 x0-0684
= 15446 M
I 154 46 laca

" -ﬂ - -
Since hedging of Foreign Exchange Risk was part

of company’s strategic policy and no contract for
hedging 1n SKW was available at any Jgn-shore

market, 1t approached an off-shore Non Deliverable
Forward (NDF) Market for hedging the same nsg

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 (1st 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: OEHOn .|. .DO Noﬂ‘jn 3’
USD/ INR 75.50/ 75.75 in Mumbai\ ;:, $

USD/ SKW 1188.00/ 1188.50 in New York 5\<¢.)'$ BO*J, SKw 1190 qt 1 rfld‘ﬂ"‘l

Analyze the position of company under each of the
following cases, comparing with Spot Position of 1st
#

SR, I
February: q ?S'?.‘;—
(i) Do Nothing./ $ 8
8
o L R

(i1) Opting for NDF Contract. Note: Both Rs./ SKW
—
Ysko= F5TS ¥ Ties

and final payment (to be computed Jp Rs. .
= 0.063%

o be|gounded off upto 7 decimal ponts )
PR Sk 1130 rlilln‘ms %0-0638 = 159229

(10 Marks) e l
=3y5-22L

Dt = Y5922 — 15446 = 496 otk
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IfAﬂ\t 0k S\’M* f'ﬁl'haq (9 ° 190 -
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. ic (185 o\ O 21 l, 37&7&2———
Soh‘:;lﬁm sko|$ s 118 ,hmctG n ofl (]tl' Q,C’- j < 9560343 |

(S‘kmsl:o ;S:OwJ;:BC) X*lomm ﬂm : 156‘ 03113 ) :FSLIL}6
_ W 50

) 000 00 = ijﬁ-BL

G’ainm‘f . SKW SO J‘f:gw . f‘4213.7073 \OF Conbodd i %PM‘D“Q

Loy Lord



Ram enterns into




QOUESTION -121

Drilldip Inc. a US based company has a won a
contract in India for drilling oil field. The project
will require an initial investment of X 500 crore. The
oil field along with equipments will be sgold_to
Indian Government for X 740 crore In one year
time. Since the Indian Government will pay for the
amount in Indian Rupee (X) the company is worried
about exposure due exchange rate volatility.

You are required to:

J!j/Cﬂnstruct a swap that will help the Drilldip to
reduce the exchange rate risk.

(b) Assymina=that Indian Government offers
at 3p ofwhich is JUSS$ = Q_1n _pne yea,
then sduld the company should opt for this
option or should it just donothing. The spot rate

T e T T
after one year is egeated to be 1US$ = X 54.

Further you may also assume that the Drilldip
e =

can also take a US$ loanfat 8% p.a
(Study Material & PM)
(Page No. 175)
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QUESTION -128
Airlines Company entered into an agreement with
Airbus for buying latest plans for a total val f
@(French Francs) 1,000 Million payable @
months. The current spot exchange rate is INR
(Indian Rupees) 6.60/FF. The Airlines Company
annot predicfithe exchange rate in the future. Can

the Airlines Compan @ its Foreign Exchange
riskAExplain by examples

(Practice Manual)

(Page No. 184)




QUESTION

/s. Daksh Ltd 1s p

machme from USA at@ cost of $1500))) The company can

avail loans at 19% Interest per anpum with quarterly rests
with which it can import the machine.

However, there is an offer from New York branch of an
Indian based bank extending credit of 180 days at 2% per

annum against opening of an irrevggahle letter of credit.

0 days forward rate US $ 1

Commission charges for letter of credit at 2% per 12
months.

(1) Justify why the offer from the foreign branch should be
accepted?

7 (11) Based on the present market condition company is not
interested to take the risk of currency fluctuations and

rantag to .hgﬁﬁ with an additional expenses of X
&30,000

so, what 1s your advise to the company?

Assume 360 days in the year.
(Exam May-2022)

(Page No. 154)



QOUESTION - 82

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 X 5 million from a company in UK. The
proceeds of exports will be realized 1n _3__1;n_gnths
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
1.e. P_Eﬂar, Euro or Pounds sterling at company's
choice. The following market quotes are available.

Spot Rate Annualized Premium
X/$ E'Z;LOIG'Z.ZO $ - 'I“/}
X /Euro 63.15/63.20 Euro - 6%
X /Pound 88.65/88.75 Pound - 5%

Advice XP Pharma Ltd. about invoicing in which
currency.

(Calculation should be upto three decimal places).

(Exam ]ulz - 2021)

(Page No. 120)
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OUESTION - 123

With relaxation of norms in India for investment 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 years,
decided to diversify in the international Market.

Accordingly, Mr. X invested a sum of X 1.58 crore on
1.1.20 x 1 in standard & poor index. On 1.1.20 X 2 Mr. X
sold his investment. The other relevant data i1s given
below:

1.1.20 x 1 1.1.20 x 2
Index of stock market in 7,395 ?
India
Standard & Poor index 2,028 1,919
Exchange Rate (X/$) 62.00/62.25 | 67.25/67.50

You are required to calculate:
(1) The return for a US investor.
(11) Holding period return to Mr. X.

(1i1)The wvalue of index of stock market in India as on
1.1.20 X 2 at which Mr. X would be indifferent
between investment in Standard & Poor index and
India stock market.

(Page No. 179)
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QUESTION - 125

ABC Ltd. of UK has exported goods worth Can $
5,00,000 receivable in 6 months. The exporter
wants to hedge the receipt in the forward market.
The following information is available:

Spot Exchange Rate Can$ 2.5/%
Interest Rate in UK 12%
Interest Rate In Canada 15%

The forward rates truly reflect the interest rates
differential. Find out the gain/loss to UK exporter if
Can $ spot rates (i) declines 2%, (ii) gains 4% or
(11) remains unchanged over next 6 months.

(Study Material & PM)
(Page No. 181)







QUESTION - 1217

Your forex dealer had entered into a cross
currency deal and had sold US $ 10,00,000 against
EURO at US $ 1 = EURO 1.4400 for spot delivery.

However, later during the day, the market became
volatile and the dealer in compliance with his
management’s guidelines had to square — up the
position when the quotations were:

SpotUS $ 1 INR 31.4300/4500
1 month margin 295/20

2 months margin 45/35
SpotUS $ 1 EURO 1.4400/4450
1 month forward 1.4425/4490

2 months forward 1.4460/4530

What will be the gain or loss in the transaction?
(Study Material & PM)
(Page No. 183)
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OUESTION - 52

A US investor chose to invest in Sensex for a period 1 NQMI QOE 'R?'hﬂrl 'I'D US .IMS{T')L

of one year. The relevant information is given

balon. St & af J Yeoh.a%e flate

Size of investment ($) 20,00,000

Spot rate 1 year ago (X/9$) 42.50/60 $Qommx [‘2.50:_ ;8500'00'5'[)
Spot rate now (X/9) 43.85/90

Sensex 1 year ago 3,256 0

Sensex now 3,765 G)gh TQHOIUS quﬂ’l 1 YEQ&(

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.

(1i1)What should be the exchange rate if relevant
purchasing power parity holds good?

(itv)What will be the real return to an Indian
investor in Sensex?

(RTP May - 2022 & January — 2021)
= =
(Page No. 76)




eciakin
Nec

) fea] albre
(i

ct »
jom e|be -
v am:ass * '\l_t?ﬁ
%mwe- -k
Bid#







ke

SR 1YeARaPp = JF 8o 105
SR NZno r < 8390 N80 o8
Tn{jolion Rate - X8
b Indiqa = 87 () $
USA = 5 % odan i q-8l5¥-8?q®
neciolm| De o | §o
Calof‘lq’f?\tﬁ?& Apphec e . rac%k
% I A Z8— 81T
8-S ¥ K

- |.92;,,’



G"} ffeed feturq To quiaq Thvestr

Nom'i[]a.g Rehhq = MGX[
K256 7

= 15.:63%

11563
ﬁeoQ Retun - [ 03 -'—'-jx"’b
: 6-08%




i CQQOJME B(&Lﬂl 2 fute uS) ] PP
- & ‘.If.'

M - A2@R ol = T4

’A?\\- 4a. Gox-fﬂ T A44- 2%



QUESTION - 124

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 for2/USD and
USD/EUR in inter-bank market are quoted as follows:

X/ 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:
(1) Exchange rate quoted to the company
(11) Cash inflow to the company
(11)Interest amount to be paid to bank by the company.
(Exam January - 2021)
(Page No. 180)
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OUESTION-112

A German subsidiary of an US based MNC has to
mobilize 1,00,000 Euro’s working capital for the
next 12 months. It has the following options:

Loan from German Bank . @ 5% p.a.
Loan from US ParentBank : @ 4% p.a.
Loan from Swiss Bank . @ 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.

(Exam November - 2019)
(Page No. 160)
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OUESTION - 126

Following are the details of cash inflows and outflows
in foreign currency denominations of MNP Co. an
Indian export firm, which have no foreign
subsidiaries:

Currency Inflow Outflow | Spot |Forward
Rate | Rate

US$ 4,00,00,000 | 2,00,00,000|48.01 48.82

French Franc (FFr) | 2,00,00,000| 80,00,000| 7.45 8.12

UK. £ 3,00,00,000 | 2,00,00,000|75.57 15.98

Japanese Yen 1,50,00,000| 2,50,00,000| 3.20 2.40

(1) Determine the net exposure of each foreign
currency in terms of Rupees.

(11)Are any of the exposure positions offsetting to
some extent?

(Study Material & PM)
(Page No. 182)



OUBSTION - 59

India Igports Co., purchased USD 1,00,000 worth of
machined from a firm in New York, USA. The value
of the rupee in ferms of the Dollar has been
decreasing. {he ffrm in New York offers 2/10, net
90 term. The 3pdgt rate for the USD in X 55; the 90
days forward rate is X 56.

(1) Compute the Rupee cost of paying the account
within the JO days.

(11) Compute jfthe Rupge cost of buying a forward
contract fo liquidate,the account in 10 days.

(11) The differential betwgen part a and part b is the
result ¢f the time valuge of money (the discount
for prgpayment) and pyotection from currency
valuef fluctuation. Deterinine the magnitude of
eachfof these components.

(Page No. 86)



QUESTION - 66

H Ltd. is an Indian firm _em:;ing 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:

Exchange Rates
Spot X/$ 72.65/13
3 — months forward X/$ 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.

(1) Which option is better for H Ltd?

(11) Assume the 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 X/$ : 73/73.42.

What is the foreign exchange exposure and risk of H
Ltd.?

(Exam November - 2019)
(Page No. 94)



OUESTION -109

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 E @

6 months LIBOR for INR

You are required to :

(1) Calculate Rupee requirements if forward cover
1s taken.

(11) Advise the company on the forward cover.

What will be your opinion if spot rate of INR/USD is
68.4275 ?

(Exam January - 2021)
(Page No. 155)



OUESTION-110

K Ltd. currently operates from 4 different building
and wants to consolidate its operations into one
building which is expected to cost X 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 condition:

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

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

e Upfront Fee of 1.20%.

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

e The 6 month LIBOR is expected to be 1.05%.

K Ltd. also entered into a GBP — INR hedge at 1 GBP
= 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 manger, 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.

(1i1) What is the cost of hedging in rupee terms ?

(u)lf K Ltd. wants to pursue an aggressive
approach, what would be the net gain/loss for K
Ltd. if the INR depreciate/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.

(Exam May - 2019)
(Page No. 156)



UESTION -111
An Indian company obtains the following quotes (X/9$)

Spot ; 35.90/36.10
3 Months forward rate: 36.00/36.25
6 Months forward rate: 36.10/36.40

The company needs $ funds for six months, Determine
whether the company should borrow in $ or . Interest

rates are:
3 Months interest rate: X:12%, $: 6%
6 Months interest rate: X: 11.80%, $: 8.85%

Also determine what should be the rate of interest after
3 — months to make the company indifferent between 3-
months borrowings end 6- months borrowings in the
case of:

(1) Rupee borrowing
(11) Dollar borrowing

Note: For the purpose of calculation you can take the
units of dollar and rupee as 100 each.

(Exam November - 2018)
(Page No. 159)



