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OUESTION - 76
XYZ Ltd. a US firm will negd £ 3,00,0Q# in 180 days) @ Fo,lwm‘l Cova
- #‘

In this connection, the folloWing information 1is

available:
Spotrate 1 £=% 2.00 e &d\ MHO% = £3m x .I-QG
180 days forward rate of £ as of today = $1.96 = $ Sasm

)

Interest rates are as follows:

UK. Us M
180 days deposit rate 4.5% 5% ShP.'. &mohnt +° Le "nvu{d .|n

180 days borrowing rate 5% 5.5%

A call option on £ that e/pires in 180 days has an UK l"lOﬂea' “]M Het @ 4.7 bv(

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

XYZ Ecd. has forecasted the spot rates 180 days 6\ ﬂonm 3 “ m
b - | Aml: - _.L——=£78¥081

Gture rate J.04S
Step2 Buy f 28081 at sR
328?081 %2 = *5:”167..
shkp $ M 534162 from US
ID (on®y Gflvi't @s-s%
Cash 0 fims - $< ?7‘62;235%1

$ 1.91
$1.95
2.05




EX oHiO!] g:oﬂl"at‘lz
¢ . Call oH'l'ﬂ] at € $1:97 $ Eﬂ'{ hgmiuu) $°'°‘l
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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
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Which of the following strategies would be most
preferable to XYZ Ltd.?

e

@) A foryd contract;

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

(d) No hedging.

O

Show calculations in each case
(Study Material, PM & Exam NQvember - 2015)
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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;
(1) An Option Contract;

(izv) No Hedging.

Show your calculation in each case.

(Exam Max - 2019)
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EXANMIPLE - 15

[Type-B] v~ O|=>'|'i°l'l (1 CQN“\CH: OH'I'G’I]
$ Payables =$ 100000 (3 oﬂw\
SR %/; =X 70.50/70.85 "l ) SHF L §lﬂct .$ '[oag_aue 4 we

3 months FR = 72.50/72.75

ab’@Q from ¢ hising fence
a;_«}hm qt' EIqL

eMM < 0-60 \’9’1 ‘$

S\-et?. No- Ok Con“m 3

Currency option

Contractsize = 9$ 9000

Strike price

Premium

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

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

(Page No. 1§)
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N COUU( "Ihoush °Hiﬂ}
($amx1i): §3000x 1 = 020009 (ach Ourkplobas
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{ivward Cover oo
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EXAMPLE - 76 Obﬁm \ CﬂMﬂlcz OHTOT[
$ Receivables = $ 1,00,000 in 3 months

—

SR $/% =$0.0142/$ 0.0143 gier 1 since $ nwmk[e x we

?; :::: :Rﬂp =$0.0146 q‘;‘oiq bvom $ bqllilg. bk OHim QAL
Smkepm Quawlafe k"' -'{-’ ﬂencetwe bty 1

Contract size = X 620000

- oktion at £ $/3 0.0145 § poid premiue
Cau \D.F 0-0008 PO

Put = $ 0.0005 per X

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

(1) Currency option.

(ii) Forward cover. $ ﬁ?(‘@ivok’e - ¢lwm
Cﬂﬂmrt g;z.e = L 620000

| Gt oo

IdMl; $899
No. - .$8??° = JI- 12

11 (5N



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




