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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

%/S$ 27.10/15  2F.15

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

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

(Study Material & PM)
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QUESTION -120

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

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

U.S. $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%
£ 3.9%/3.7%

ITSoM
64" -7 3.F%
9.666F #o-olsca. £0.0185
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The Indi tion is forecasting a cash
deficit % 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 inz:ﬁor each company under
each of the following scenarios ignoring

CE——

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 1s preferable
from the parent company’s point of view?

= (Practice Manual)
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1 Feb @ Ltd. a laptop
manufacturer(::mporti a particula mory
Chips from SKH Semiconductor o# The
payment 1s due 1n ope month from the date of
Invoice, amounting to 1190 Million South _Korean

Won _(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 "[040-“
7550
1130 I

¥/$k® 15:59% 1190
= 0.-0634

SKW 1130 x0-0684
= Y5446 M
T 154 46 laca
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Since hedging of Foreign Exchange Risk was part

of company’s strategic policy and no contract for
hedging 1n SKW was available at any Jn-shore

market, it approached an off-shore Non Deliverable
Forward (NDF) Market for hedging the same rlsg
D

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:

USD/ INR 75.50/ 75.75 in Mumbai @I $
USD/ SKW 1188.00/ 1188.50 in New York SKW, $

Analyze the position of company under each of the
following cases, comparing with Spot Position of 1st

#
February:

NN
(i) Do Nothing./

(i1) Opting for NDF Contract. Note: Both Rs./ SKW
and final payment (to be computed Jn Rs. .

o belrounded oit upto 4 decimal points.

(10 Marks)
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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!ﬁ:ﬂnstruct a swap that will help the Drilldip to
reduce the exchange rate risk.

(b) Assymina=that Indian Government offers
at 8p o/ which is JUS$ = Q_1n _bne yea,
then Buld the company should opt for this
option or should it just donothing. The spot rate

e
after one year is egec:ted to be 1US$ = X 54.

Further you may also assume that the Drilldip
esssss—

can also take a US$ loanfat 8% p.a
(Study Material & PM)
(Page No. 1795)




