@ margin would be settled on

the maturity of the€ res contract.

(Exam Maz - 2023)

(Question Paper Que. 01 (b))



QUESTION - 72

Zaz plc, a UK Compapp-re=irthe process of negotiating
an order arnountin 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=tinggGerman firm in Sterling using the
current €/: o calculate the invoice

L
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 1s 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)



QUESTION - 73

Nitrogen Ltd, a UK company 1s 1n the process of

negotiating an order amounting to €4 million with a

S
large German retailer on 6 months, credit. If syg€essit
this will be the first time that Nitrogen Ltd has bexported
goods into the highly competitive German markKer=TTie
following three ;3 AllveE = being considered for
managing before the order 1is

~ finajized. P, _

¥ Invoice the German firm in §;er1=‘Eg usingge current
egchangeq rate to calculate the i_:tlx:gice amount.

Alternative of invoicing the German firm i@and

using a forward fureign exchange contract to hedge

the transaction risk.

(m)Invoice the German first ir@ and use sufficient 6
months sterling futur s (to the nearly whole
number) to hedge the transaction risk.

Following data is available:

<[£

»”6 months forward premium

Spot Rate

€1.1750-€1.177y £
-
0.55-0.60 Euro Cents

<@

|/( months future contract is
currently trading at

€1.1760/%
£62500

6 months future contract size

Atteanative I Tnwoicing

€

Receivades = € 4 000 000

£33984F

Atcralive 2 forword cover
SMPR QR 11770
Q)Gr']fm‘o 0-0060

J- 1830
Cach Tnflws < SITI . P381234

-1830




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.

y’[n 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 Trilllum, a UK Company 1s in the process ot
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 is 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.

(1)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 - 74

[Type - A]
$ Payables =$1,00,000 in 3 months
SR X/$ =X70.80

3 months FR =X72.75

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)



