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Note: 

1. The paper is divided into three sections: SECTION-A, SECTION-B and SECTION-C. 

2. There are seven questions in SECTION-A, attempt ANY FOUR. 

3. SECTION-B has five questions, attempt ANY THREE. 

4. All the questions of SECTION-C (Case Study) are compulsory.

SECTION-A (10 Marks each)

1.  
List the differences in the financial management of an MNC firm and a domestic firm?  
2.  
"Forward rate is an unbiased predictor of future spot rate." Do you agree with the statement? Justify.
3.  
From the given quotations:

GBP/USD: 
1.55/72

EUR/USD: 
1.48/85

USD/JPY: 
85.80/95

  
What will be GBP/JPY, GBP/JPY and EUR/JPY?
4.  
Explain the concept of euro currency and euro bond using a suitable example.
5.  
Briefly discuss the role of IMF and World Bank in exchange rate management of its member countries.
6.  
The exchange rate between Swiss franc and US dollar moved from 1.35/$ to 1.75/$ during the time period of 2015 to 2019.  And during this time period the Consumer Price Index (CPI) in Switzerland rose from 90 to 130 and the US CPI rose from 80 to 140.  If purchasing power parity holds good, then what should be the exchange rate between Swiss franc and dollar?
7.  
What factors should be considered in deciding whether the cost of capital for a foreign subsidiary should be higher, lower or the same as the cost of capital of the parent company?
SECTION-B (15 Marks each)
8.  
Briefly explain the component of Balance of Payment account (BoP).  In a freely floating exchange-rate system, what are the consequences of a deficit BoP account?  

     (9+6) 

9.  
‘A foreign project that is profitable when valued on its own will always be profitable from the parent firm’s standpoint’. Do you agree with this statement? Explain.

10.  
You can have 100,000 amounts to invest in USD or GBP, without incurring any transaction cost.  The current spot rate of GBP is $1.40 and the 90 days forward rate of GBP is $ 1.70.  The 90 days interest rate in the US is 2.5% and it is 4.5% in UK.  Do you observe any arbitrage opportunity, why?  What will be the profit/loss from arbitrage?  
11.  
Briefly explain the types of foreign exchange risk.  List the method of hedging foreign exchange risk.
12.  
What do you understand by exchange rate?  Briefly explain the factors which impacts exchange rate of a currency.  Give examples.
SECTION-C (15 Marks)

Case Study (Compulsory)

An Indian MNC need US$ 200,000 for its import bill which is payable in 180 days.  The company’s treasurer is considering hedging the dollar exposure and he is looking for some help in figuring out what different hedging options might cost, whether to hedge or not and which one is preferable.  The treasurer gets the following quotes/information from his bank:

Spot rate of US$ as of today is: Rs. 72.75

180 days forward rate of US$ as of today is: Rs. 70.25

A call option on US$ that expires in 180 days has an exercise price of Rs. 71.40 and a premium of Rs. 1.35.

A put option on US$ that expires in 180 days has an exercise price of Rs. 72.15 and a premium of Rs. 1.25.

Best forecast of the future spot rate of US$ for 180 days is as follows:

Possible rates


Probability

Rs. 71.00


20%

Rs. 72.20


70%

Rs. 73.25


10%

13.   
Case Question: Evaluate each of the hedging option and suggest which one should be opted by the treasurer?  Give reasons.
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