OUESTION - 12

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

Spot lz-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
w 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
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QUESTION - 13 @ E7<| ed’eci SlEot qu_e
In March, 2009, the Multinational Industries
make the following assessment of fffar rates E"t’e ched R - ( 1. 60%0- .I.gj

per British pound to prevail as on{1.9.2009:

$/Pound |Probability -~ ¥ (1-‘307&0'-9-6) +( \-SOXO-QG')
% | ol | YO +(190% 0.20)+ (307629
1.80 0.25
1.90 0.20 %[{ - 1.8L
2.00 0.2

..M Wha:t 1Is the expected spot rate for @ No 'FHN\ g‘\ﬁul‘! ﬂbl: §Q” T*S\

e ——————————— e ————

01/09/2009?
,éi)If, as of March, 2009, the 6-month forward M’H JlQC'W“Sf? qt F R ng?
rate is $_1.80, should the firm sell forward its 9 %Q {tl{ SR |8 0? O)Q ‘fmq FR
(‘ .

pound receivables due in September, 20097?
(Study Material & PM)
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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 $ -@ Qll t =

Y
Forward rates for August 2014 are¥, =12 <\

INR/US$ =%66.50 -'I/
JPY/US$  =]JPY 110.35 { {, T

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 '%/% - 050\% 4‘8 ' ‘S}:ot Rafe = ‘z]/\* Ge.-25

110-8S

Is the decision to take forward cover justified?
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QUESTION - 15

A company operating In Japan has today

effected sales to an Indian company, Qhe
payment being due 3 months from the date of
im.roic:ﬂ 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)
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QUESTION - 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 is 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])
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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 is 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)
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QUESTION - 18 ('1 1'“7)

A company 1s considering hedging its iy : C lf:t

exchange risk. It has made a purchase c:-n H"e-dz' n&

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

60,000 on December 31, 2016. The presen UHT""‘: Fmgm M fY) 76800
exchange rate is 1 US $§ = X 65. It can purchase ( $6 0000 ¥ G4 ¥ ;1‘/;)

ard 1 $ at X 64. The company will have to make £
a f6Temiumy f the forward a QW Cp’,st (?6‘80'0 AI2%KXK |2 4608
purchased. The cost of funds to the company 1§ 12%

_Pperanmum.} Cost: OE gﬁec\amg/ < 14068

In the following situations, compute the profit/loss

the company will make if it hedges its foreign (') gk Exclﬂaﬂﬁ ﬁﬁe <L e&

exchange risk with the exchange rate on 31*

December, 2016 as: / - Grain on ‘-orwmw{ CoVeL 240070
(i) X68perUSS$. Qig‘:’)q% ( 53_,641))( 60070

(i) <X62perUSS$. ~ R14o¥ ) Qtyi Cast | §14c8
(iii) X 70 per US $.qun :2,6'0000 81" f ‘8/ Ngt G EJSSS'SQ-

(iv) X 65perUS$. QQ;[\ -~ 60 o0

“—
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QOUESTION-19
TT Ltd. is planning to hedge its forei%n

ange risk. It has made a purchase on

@ or which it has to make a payment of

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 Las:

i) <X76/US$
(ii) X 70/US$

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