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Note: 

1. The paper is divided into TWO Sections: SECTION-A and SECTION-B. 

2. There are five questions in SECTION-A.  You are required to attempt ANY THREE. 

3. All the questions of SECTION-B (Case Study) are compulsory.

SECTION-A (20 Marks each)

1. 
a) 
Critically evaluate   the   importance   of  International  Finance  from  the  perspective of 
multinational firms and retails investors. Briefly discuss the Internationalization process.
                                      





                                                                             [6+6]
b) 
List and explain the different components of Balance of Payment and discuss its importance in International Financial Management.



         [8]

2. 
a) 
Explain corporate motives of forecasting exchange rates. Distinguish between Technical 
methods and market based methods with regard to forecasting Foreign Exchange rates.











     [4+6]
b) 
Distinguish between Forward contracts and Futures Contracts, as derivatives instruments. Illustrate risk management using Currency Futures contract.
     [6+4]

3. 
a) 
What is Translation/Accounting exposure? What are the guidelines set down for Indian 
MNCs that want to convert the financial statements of their overseas affiliates into rupees so as to prepare consolidated financial statements?


     [3+7]
b) 
How is Economic exposure different from Transaction exposure? How does a firm manage its economic exposure?






     [4+6]

4. 
a) 
What   are   the   risks   inherent   in   an  International  Portfolio? Write a critical note on 
hedging portfolio risk for a MNC investing in multiple cross-border securities market.










                   [5+7]
b) 
Explain how characteristics of MNCs can affect the cost of capital. How is overall cost of capital calculated for a MNC?






     [4+4]
5. 
a) 
What are bills of lading, and how do they facilitate international trade transactions?   [8]
b) 
Discuss the issues involved in international cash management. Explain how the MNC’s optimization of cash flow can distort the profits of each subsidiary.
                   [6+6]
SECTION-B (40 Marks)

Case Study (Compulsory)

6. 
Galepuls plc a UK based MNC has been invited to purchase and operate a new telecommunications centre in the Republic of Perdia. The purchase price is 2,000 million Rubbits. The centre would be sold back to the Perdian Government for an agreed price of 4000 million Rubbits after 3 years. Galeplus would supply three years technical expertise and training for local staff, for three years, for an annual fee of 40 million Rubbits.

Inflation in Republic of Perdia during the next three years is expected to be 5% per year. Inflation in the UK is expected to be negligible.

Galeplus’s bankers have suggested using a currency swap for the purchase price of the factory, with a swap of principal immediately and in three years’ time, both swaps at today’s spot rate. The bank would charge a fee of 0.25% per year (in sterling) for arranging the swap.

The relevant risk adjusted discount rate may be assumed to be @15% per year. Ignore Tax.

Exchange Rates: 

Spot 


: 85.4 Rubbits/Pound.

3 Years forward rate: Not available

Assuming the swap takes place as described, mention to whether or not Galeplus should accept the invitation. Justify your answer with reasonable analysis.



[10+30]
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